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PREFACE

The socio-ecological transformation of Southeast Europe
(SEE) begins with and depends on the energy transition of
the region. The looming global climate crisis, ever-growing
regional air pollution levels, and social inequalities alone
could be mitigated in the SEE with the well-designed and
thoroughly implemented energy transition. Yet, despite all
reasons, excellent inter-connection of the countries and
the existing technologies that could improve the efficiency
of energy systems and overall use of resources, the region,
especially the Western Balkans (WB) is still lagging. While
most of the European Union countries are well on their
way to decarbonize their energy systems, the SEE and the
WB in particular, are still grappling with the preceding tran-
sition-liberalization of energy markets, thus doubling the
challenge.

To better understand why the feasible and desirable transi-
tion is not taking place, and having in mind the regional
nuances and challenges, we decided to explore and even-
tually communicate the causes for inaction, the interaction
of political and economic processes within society. Ulti-
mately, the goal was to answer what would need to hap-
pen for an energy transition to take place. In the spring of
2020, we were set to launch the call for the Political Econ-
omy of Energy Transition Study (PEET Study). But, the COV-
ID-19 pandemic hit the region, and doing business as usu-
al seemed socially insensitive, prompting us to postpone
the call for the PEET Study. However, soon we would learn
that the pandemic nostalgic calls for “going back to nor-
mal” also meant even further delays for the energy transi-
tion. As the pandemic gave us a preview of the climate cri-
sis in terms of unequal share of burdens and showed us the
value of regional and international cooperation, we not on-
ly acted, but we extended the research from the initially
planned five to nine SEE countries. To step up our work we
went from plans to eventually communicate to immediate-
ly sharing the results i.e. as they would come. Coupled with
the adoption of the Green Agenda for the Western Balkan
in November 2020, the European Union (EU) internal de-
bate around and implementation of the European Green
Deal, and continuous support of all the partners in transi-

FRIEDRICH-EBERT-STIFTUNG - THE POLITICAL ECONOMY OF ENERGY TRANSITION IN SOUTHEAST EUROPE

tion, the response has been overwhelming. By June 2021,
we reached our target groups in all the regions’ capitals,
Berlin, Brussels, and Vienna.

At the same time, the PEET Study fits into the FES-wide
project “Sovereign Europe”. This project, coordinated by
the FES headquarters in Berlin, is developing ideas and pro-
posals in five fields of action — among them socio-ecologi-
cal transformation — on how the EU can become more ca-
pable of global politics, starting with its closest neighbors.

In answering the PEET Study’s goal, the report provides in-
sights into the vested interests between public and private
actors capturing the states. It shows that the structures
supporting the energy transition rely upon and value more
the actors like the Energy Community Secretariat than their
own governments. The report goes beyond collecting the
insights and offers region-wide recommendations and
country-specific directions for a sustainable energy transi-
tion, perfectly suitable for a mix of bottom-up and top-
down approaches.

Even though there are more reasons for concerns than opti-
mism about the region’s energy transition, we remain hope-
ful. As the FES Regional Dialogue and our national offices
remain committed to advancing a socio-ecological transfor-
mation, social and economic justice in SEE, we are more
confident knowing that we have partners in transition and
values, like all of those that participated in the Study.

Our most sincere gratitude goes to the CEE Bankwatch Net-
work and all the authors, namely Pippa Gallop and Emily
Gray, who took professionalism and productivity to new
levels.

Sarajevo, September 2021

Selma Sehovic, Project Manager / Dr Ralf Melzer, Director
Friedrich-Ebert-Stiftung Regional Dialogue Southeast Europe

#FESAET https://bit.ly/FESASET



EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

Southeast Europe' is embarking on a transition towards an
energy-efficient, renewables-based economy. Not all the
countries are actively embracing it yet, but the impacts can
nevertheless be felt. Coal is becoming unprofitable and the
decreasing cost of wind and solar is increasing investments.

But this process needs to speed up. Southeast Europe’s
aged and highly polluting coal plants need to be replaced
by sustainable forms of renewable energy, and the region’s
energy wastage needs to end. To address the global climate
emergency and fulfil its Paris Agreement commitments, the
EU — which in the coming years should also include the
Western Balkan countries — has to stop using fossil fuels by
2050 at the latest. This means not only coal — which has to
be phased out much earlier — but oil and gas as well.

In order to succeed, decarbonisation has to be economical-
ly, environmentally and socially sustainable. Its potential
benefits include clean air, warm and comfortable housing,
and employment generation. But it also has costs for those
currently employed in the fossil fuel industry. And, if not
done well, it can result in serious environmental damage,
e.g. for forest biomass or hydropower. The EU’s flagship
European Green Deal policy strives to tackle these issues
together, combining net zero emissions of greenhouse
gases by 2050, decoupling resource use from economic
growth, and making sure that no one is left behind in this
major transition.

But while Greece and Hungary have pledged to phase out
coal by 2025, it is no secret that many of their regional
neighbours are lagging behind.

As EU members, Romania, Bulgaria and Croatia had to act
earlier than the Western Balkans. But they have been slow
to commit to coal phase-out dates and have made serious
mis-steps, being distracted by gas investments and devel-
oping their renewables sectors in an environmentally and
economically unsustainable way.

For the six Western Balkan countries, membership in the
Energy Community Treaty helps them to prepare for EU ac-

1 This study covers Albania, Bosnia and Herzegovina, Bulgaria, Croatia,
Kosovo, Montenegro, North Macedonia, Romania and Serbia.

cession. Under the Treaty they have committed to imple-
ment selected EU rules on market reforms, energy, State
aid and the environment. In November 2020, these coun-
tries also signed the Sofia Declaration on the Green Agen-
da for the Western Balkans. Among other things, this
meant they formally committed to adopt the EU’s Climate
Law and thus to decarbonisation by 2050.

Yet Serbia and Bosnia and Herzegovina are still planning
new coal power plants, while air pollution from the re-
gion’s existing coal plants, heating and transport causes
premature deaths across the region and further afield.

This study, consisting of a regional synthesis report and
nine country analyses, examines the barriers to an environ-
mentally, socially and economically sustainable energy
transition in southeast Europe based on CEE Bankwatch
Network’s experience, desk research and interviews with
country experts.

It looks at the causes for inaction and mis-steps by decision
makers, private interests, and other structures and identi-
fies political avenues and platforms that could circumvent
or overcome opposing factors. To succeed in speeding up
a sustainable energy transition, these would have to be
likely to receive popular and/or political support and we
have identified actors who are key to achieving this.

The main key factors identified that hinder a sustainable
energy transition vary for each country, but regionally we
assess them as follows, starting with the most important:

— State capture, geopolitics, and lack of rule of law
and accountability. This broad set of issues encom-
passes energy sector decision-making which puts spe-
cial interests ahead of the public interest. It includes
everything from state-owned utilities’ excessive influ-
ence on policymaking, to non-transparent energy
deals with Russia and China and renewable energy in-
centives schemes that benefit businesses close to gov-
ernments.

— Outdated view of the energy system, false solu-
tions and lack of understanding of the speed of
change. It is often difficult to tell whether poor deci-
sions on energy policy result from serving special inter-
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ests or a lack of knowledge and analysis of the current
state of the sector. Our experience suggests that a
mixture of both is often involved.

— Incomplete transposition and implementation of
EU rules affecting the energy sector. EU environ-
ment, climate, energy and State aid rules, although
not perfect, drive energy transition. The EU’s environ-
mental legislation also helps prevent destruction of
sensitive areas, e.g. by energy and transport infrastruc-
ture. Though the countries vary in their adherence to
EU law, pollution control, air quality, State aid and bio-
diversity protection remain problems in most cases.

— Lack of political courage to tackle mine closure
and just transition. Direct political pressure from
coal mining unions is not as high in some of the coun-
tries as might be expected, but indirect pressure exists.
The governments count on public utilities’ employees
and subcontractors for political support in elections,
again raising the issue of state capture. This, together
with the fact that most governments have developed
no plans to mitigate the social impacts of the transition
in coal regions and other fossil fuel-dependent areas,
makes many decision makers reluctant to commit to a
coal or wider fossil fuel phase-out.

— Lack of political will to open markets, cooperate
and realise regional synergies. Opening markets
and moving to cost-reflective energy tariffs is a major
political difficulty in several countries. People are used
to low, regulated prices and many cannot pay more,
due to a vicious circle of energy inefficiency and ener-
gy poverty. Political barriers between certain countries
clearly exist, but experience shows that national au-
thorities can mostly cooperate with their neighbours
when they want to, they just do not always prioritise it.

— Political instability and lack of institutional ca-
pacity. In countries like Montenegro, North Macedo-
nia and Croatia, which are politically in favour of ener-
gy transition, a shortage of experienced staff at the
central and local government levels is emerging as a
key issue preventing better progress. It is also an issue
in the other countries, but other factors such as state
capture seem to play a stronger role at the moment.

Region-wide recommendations on how to overcome the
barriers to a sustainable energy transition are provided in
this synthesis report, while more specific recommenda-
tions are provided in the country analyses. Most of these
issues are much wider than the energy sector and require
further sustained efforts by all actors to improve democrat-
ic development, the rule of law, institutional capacity and
transparency and accountability of decision-making. There
is no alternative but to step up the painstaking work done
every day in this field by public institutions, journalists, civ-
il society organisations and the international community
and to make sure that decision makers are held accounta-
ble for their actions.

The international community has a major role to play. For
the EU Member States, the EU’s role in oversight and en-
forcement of EU legislation is clear, but needs to be stepped
up. For the Western Balkans, the EU and EU governments
can also make a difference by supporting the strengthen-
ing of the Energy Community Treaty, sending consistent
messages to governments, sticking to no-regrets invest-
ments and insisting on transparency, real public participa-
tion, institutional ownership and coherence with EU poli-
cies as conditions for any donor-funded projects.

Considering the potential benefits of a sustainable energy
transition, decision makers across the region need to take
ownership of the process. They need to utilise the collec-
tive expertise available from experts, civil society and the
private sector to find ways of making decarbonisation
work for the wider public in their countries, including at
the local and household level.
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IS AN ENERGY TRANSITION TAKING
PLACE IN SOUTHEAST EUROPE?

Southeast Europe (SEE) is gradually embarking on an ener-
gy transition, even if not all the countries are actively em-
bracing it yet. The region is home to numerous old, highly
polluting power and heating plants which urgently need to
be superseded by sustainable renewable technologies. At
the same time, in order to fulfil its commitments under the
Paris Agreement, the EU — which in the coming years
should include all of the Western Balkan countries as well —
has to stop using fossil fuels by 2050 at the latest. This
means not only coal — which has to be phased out much
earlier — but oil and gas as well.

Those countries already in the EU" have been nudged for-
ward by EU policy and legislation. A combination of meas-
ures including renewable energy promotion, pollution con-
trol and State aid legislation meant that coal and fuel oil
generation started to decrease from 2000 to 20132 while
emissions trading has also started to have a greater impact
in recent years as emissions prices have increased.?

In the last two years, the EU’s European Green Deal has at-
tempted to couple decarbonisation with a wider sustaina-
bility agenda, and seeks to ensure that:

— there are no net emissions of greenhouse gases by
2050;

— economic growth is decoupled from resource use; and

— no person and no place is left behind.*

Reducing the use of coal is going remarkably quickly across
the EU — in fact, power generation from coal halved be-
tween 2015 and 2020.5 In 2020, renewables® also over-
took fossil-fired generation for the first time, generating
38 per cent of Europe’s electricity, compared to 37 per cent
from fossil fuels.”

Moreover, countries that have traditionally used lignite, in
particular Greece and Hungary, have made dramatic turn-
arounds in recent years. In September 2019, both countries
announced coal phase-outs, by 2028 and 2030 respective-
ly,® despite Greece being in the middle of building a new
coal plant, Ptolemaida V. Both countries later brought for-
ward their coal phase-out to 2025,% ' and Greece has an-
nounced that all plants except Ptolemaida V will close by
2023." As of March 2021, Slovenia was also proposing a
coal phase-out in 2033, despite the Sostan] 6 lignite unit
having received its operating permit only in early 2016."
Such moves are a clear sign that the end of coal in the EU
is coming faster than anyone expected.

However, gas remains a huge issue, as does oil-based
transport. In the power sector, while lignite and hard coal
CO, emissions have been decreasing, CO, emissions from
gas have been rising, and in 2020 made up a record 34 per
cent of the power sector’s total emissions™ — and that is
without taking into account methane emissions from the
extraction, processing and transmission of the gas."™
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In the southeast European countries which are part of the
EU, these changes are steering the countries’ energy sec-
tors away from coal, but the countries have been slow to
acknowledge the quickly-changing reality and seizing the
opportunities for greater energy efficiency and sustainable
forms of renewable energy. This should be driven not only
by EU rules and economic factors that are driving coal out
of the energy mix, but also by the fact that much of the re-
gion suffers from choking air pollution, most of which re-
sults from energy and transport.

In the Western Balkans, all the six countries'® — sometimes
called the WB6 — are members of the Energy Community
Treaty and aspiring EU members. As such, they will have to
follow EU policies and legislation, and as the energy transi-
tion speeds up in the EU, they will have to run ever-faster
to catch up.

Being members of the Energy Community Treaty, a kind of
‘EU-light’ for the energy sector, helps them to prepare for
this, and in the framework of the Treaty they have commit-
ted to implement selected EU rules on market reforms, re-
newable energy and energy efficiency, State aid and envi-
ronment.

In November 2020, all of the WB6 countries signed up to
the EU’s Sofia Declaration on the Green Agenda for the
Western Balkans."” This meant they formally committed to
adopt the EU’s Climate Law and thus to decarbonisation by
2050, as well as a host of other tasks related to areas such
as the circular economy and depollution. This was a mo-
ment of strong political significance, but as the declaration
itself did not contain deadlines or mechanisms for delivery,
much depends on the follow-up action plans which are to
be prepared with the support of the Regional Cooperation
Council "8

On the ground, within the WB6, a two-speed transition is
underway." Just three years ago, five out of the six coun-
tries were still planning to build new coal power plants. To-
day that number is down to two — Serbia and Bosnia and
Herzegovina,?® which opens space for discussions and plan-
ning for full decarbonisation. Some kind of a transition will
happen, but the question is whether it will bring the neces-
sary environmental and social benefits such as clean air,
prosperity for former coal mining regions and new work-
places, and whether it will be achieved at a reasonable cost.

Starting from 2020, every six months the Energy Communi-
ty Secretariat provides an update on key indicators related
to the energy transition, called the WB6 Energy Transition
Tracker.?' This provides a good overview of the progress so
far and is a useful tool for holding governments accounta-
ble for the commitments they have taken on. Yet clearly
there are much deeper stories behind such indicators, what
has been achieved and what not. All of these have their
reasons, and it is these which we have tried to dig into.

The objectives of this study and the accompanying country
analyses are to:
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— Analyse the causes for inaction and mis-steps by deci-
sion makers, private interests, and other structures in
supporting a sustainable energy transition in southeast
Europe.

— Identify political avenues and platforms that would be
able to circumvent or overcome opposing factors and
be likely to receive popular and/or political support to
speed up a sustainable energy transition in the region.

We look at nine countries: Albania, Bosnia and Herzegovi-
na, Bulgaria, Croatia, Kosovo, Montenegro, North Mace-
donia, Romania and Serbia, in order to include a spread of
EU and non-EU countries, and try to answer the following
questions:

— What are the causes for inaction and mis-steps made
by decision makers, private interests, and other struc-
tures in supporting an energy transition in southeast
Europe?

— What would need to happen for a sustainable energy
transition to take place at a more rapid pace?

Here we need to emphasise the need for a sustainable ener-
gy transition — environmentally, socially and economically,
and it is within our understanding of this term that we have
examined the countries’ actions so far. Closely related is the
notion of mis-steps, as numerous potential pitfalls exist that
can be aimed at advancing energy transition, but which may
turn out to be expensive, counterproductive digressions.

The research consists of this overview paper, together with
nine country analyses. These are based on a combination
of CEE Bankwatch Network’s experience in the countries,
desk research and four to five expert interviews per coun-
try. Interview respondents included civil society represent-
atives, independent experts, journalists, and industry rep-
resentatives,? with the interviews being carried out be-
tween October 2020 and April 2021.

The interviewees were provided with a set of questions in-
cluding a list of potential barriers to energy transition?®* and
asked to comment on the importance of each. They were
also asked to name other possible barriers not mentioned.
Thus, the country analyses examine a similar list of barriers
but vary somewhat in the degree of importance assigned
to each, and in some cases additional barriers were added
based on the interviewees' inputs. Supporting quotes from
interviewees were included but left anonymous in order to
ensure that the readers concentrate on what is being said
and not on who is saying it.

The country analyses go on to recommend horizontal
measures and directions for the energy transition in each
location, together with pointers on which actors can play a
role in making these happen.

This synthesis report presents a snapshot of the energy sit-
uation across the region, with some main similarities and

differences between the countries, followed by an over-
view of the main factors hindering transition in different
countries. There are large variations among the countries,
but all the same there are several factors which apply to
several of them. The report then discusses how to over-
come these barriers and presents conclusions and recom-
mendations that apply regionally, or at least to several
countries. In Annex 1 we also provide a list of topics for
further investigation by investigative journalists, non-gov-
ernmental organisations (NGOs) and experts that might
help to uncover more detailed barriers to transition.

It is hoped that the research will be of use in informing further
action for tackling these barriers to energy transition, with
overall benefits for people’s health, the environment, and the
economic sustainability of the region’s energy sector.

A SNAPSHOT OF SOUTHEAST EUROPE —
SIMILARITIES AND DIFFERENCES BETWEEN
THE COUNTRIES

The nine countries analysed vary enormously, from Kosovo
with almost all of its power generated from highly-polluting
lignite, to hydropower-dependent Albania. The other West-
ern Balkan countries range somewhere in between, with
various degrees of lignite and hydropower and only a smat-
tering of wind, solar and other sources such as gas. The
three EU countries have much more diverse generation ca-
pacity, which is partly a legacy of their pre-1990 energy mix,
partly due to their existing connections to international gas
networks, and partly a result of having introduced newer
forms of renewable energy earlier than their WB6 peers.

Some countries are net exporters of electricity, notably Bul-
garia and Bosnia and Herzegovina, while others import
most years, namely Albania, Croatia and North Macedo-
nia. Others generate roughly the same as they consume or
have a small deficit, including Romania, which used to be a
net exporter.

Yet the countries analysed also have many things in com-
mon. They all have a background of strongly centralised en-
ergy planning, with vertically integrated utilities following a
highly centralised high-demand, high-production model of
electricity generation, usually with very high levels of air
pollution. This is very far from the more dispersed network
model that should result from the energy transition, based
on producing and consuming energy as efficiently as possi-
ble, with the lines between producers and consumers blur-
ring. Consumers should become not only producers but al-
so storers of energy, e.g. in vehicle batteries.

None of the countries are at an advanced stage of intro-
ducing this model, but some have made more progress
than others in either reducing the dominance of the in-
cumbent utilities or opening them up to accept the role of
new renewables. In our assessment, the least progress has
been made in Bulgaria, Bosnia and Herzegovina (particu-
larly Republika Srpska) and Serbia, with the most progress



made in Croatia, North Macedonia and Montenegro,
where the incumbent utilities still hold most of the genera-
tion capacity, but are increasingly undertaking solar and/or
wind projects.

All the countries have good potential for energy transition
due to an abundance of sun in at least parts of the coun-
tries, and good wind potential, but progress with taking
advantage of this is highly variable. The countries’ overall
renewable energy shares provide little real information on
how they are advancing, due to the widespread use of
wood in heating, and the fact that figures are not available
for all the countries even for 2019 yet. In the Western Bal-
kans, several countries have revised their estimates on bio-
mass use, making it even harder to track whether any real
progress has been made. The situation is further compli-
cated by the high share of hydropower in some of the
countries, which can have a noticeable impact on renewa-
ble shares from year to year.

What we can say, is that in 2019 it was the three EU coun-
tries analysed which had the highest share of domestic
electricity generation from wind and solar — Romania (14.3
per cent), Croatia (9.7 per cent) Bulgaria (6.2 per cent) —
and Albania had the lowest, at 0.4 per cent.?*

All the countries also have huge — and mostly unrealised —
potential for energy savings. Even in the countries where
transition is clearly advancing, energy intensity? is still
high. Bosnia and Herzegovina's is the highest, at more
than 4.6 times as high as the EU average.?®

INTRODUCTION

Despite the fact that all the countries have energy strate-
gies of some kind, and some have National Energy and Cli-
mate Plans (NECPs), they all lack a long-term sustainable
energy vision and ownership of the energy transition agen-
da. The countries are not uniform in this regard: Croatia,
Montenegro and North Macedonia are declaratively pursu-
ing energy transition, yet having no officially agreed-on
coal phase-out date;?” others, like Bosnia and Herzegovina,
Bulgaria and Kosovo, have barely started discussing it at
the political level and can reasonably be said to be in deni-
al of the ongoing changes.

As a consequence, another thing all the countries have in
common is a lack of plans for mitigating the social conse-
guences of energy transition, namely the winding down of
lignite mining or oil and gas extraction and enabling the af-
fected communities to start new economic activities. Some
countries are even planning to launch new oil and gas pro-
duction sites, including Bosnia and Herzegovina, Croatia,
Albania, Romania and potentially Montenegro.

Energy efficiency is not being prioritised to anywhere near
the extent needed and instead of being ‘the first fuel’, it is
still treated as a side-salad in most of the countries. Poor
quality building retrofits are also a problem, with many
consisting of ‘gluing Styrofoam’ onto buildings, as one re-
spondent put it.

Distribution network losses are still very high in many of the
countries, particularly Kosovo and Albania, where technical
and commercial losses amount to almost 26 per cent?® and

Figure 1
Electricity generation in the Western Balkans, 2010-2019
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Figure 2
Electricity generation in Bulgaria, Croatia and Romania
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22 per cent?® respectively. In other words, around a quarter
of electricity is ‘disappearing’, either being used without be-
ing paid for, or being lost due to technical problems in the
network.

To the extent that a transition is happening, it is largely lim-
ited to the power sector. Our interview respondents were
almost unanimous in underlining the lack of preparation for
a sustainable transition in the heating/cooling and transport
sectors.

WHY IS AN ENERGY TRANSITION NOT
BEING CARRIED OUT FAST ENOUGH IN
SEE, AND WHAT ARE THE PRINCIPAL
REASONS BEHIND THE INACTION AND
MIS-STEPS?

In order to examine why the energy transition is not happen-
ing faster in the region, we examined several assumptions
based on our experience and asked our interview respond-
ents to comment on the relative importance of each one. In
addition, respondents were invited to mention any other fac-
tors hindering the transition. Many of these overlap or are
mutually reinforcing. For example, when poor investment
decisions are taken, it is not always clear whether it is mainly
a matter of outdated thinking, lack of capacity to properly
assess the implications, or corruption, or all of these. Or
when environmental or State aid law is not enforced, is it due
to lack of knowledge or capacity of the institutions responsi-
ble, or state capture, or both? We have therefore clustered
the factors below, but with a clear understanding that other
ways of organising them could have been equally valid.

Apart from the factors our respondents found most impor-
tant, some issues were not seen as crucial in most cases, so
rather than discussing them in detail, we mention them in
the Conclusions section, below.

State capture, geopolitics, and lack of
rule of law and accountability

LACK OF TRANSPARENCY, RULE OF LAW AND
ACCOUNTABILITY OF DECISION MAKERS

Irrespective of the level of transition in the countries, all of
them suffer from a lack of transparency on how decisions
regarding the energy sector are taken, particularly regard-
ing large new infrastructure projects. Some even lack basic
transparency about decisions already taken, as evidenced
by the fact that in Albania3® and the Federation of Bosnia
and Herzegovina3®' there is no complete public list of all hy-
dropower plants whose construction has been approved.

Public consultation in energy policy development is usually
carried out as a formality, with no real impact on the pro-
cess,?? and in most of the countries real parliamentary scru-
tiny is lacking. Sometimes national energy strategies are so
broad that they include every possible project, such as in

N
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Bosnia and Herzegovina or Serbia,®* while in other cases
the projects which are built in the end are not the ones pri-
oritised in the strategies. Sometimes this is for the best, be-
cause it prevents long-term fossil fuel lock-in, as in the case
of Montenegro’s Pljevlja Il and Kosovo's Kosova e Re being
cancelled. But it is also a sign of unrealistic planning.

Air pollution from a combination of power plants, industry,
heating and transport chokes cities across the region, with
very little improvement from year to year, and in many cas-
es it is not even measured accurately. Breaches of air qual-
ity and industrial pollution legislation are a daily occur-
rence, yet no-one is held accountable.?*

When NGOs, journalists, experts or opposition politicians
raise issues with proposed projects, governments rarely an-
swer with evidence or additional information, but either
stay quiet or repeat the same few arguments over and over
again. This reflects a much wider problem of a lack of dem-
ocratic scrutiny of decisions taken and especially of ac-
countability for those decisions.

Across the region, decision makers rarely face serious con-
sequences for decisions that damage the state in the ener-
gy sector. The jailing of former Croatian Prime Minister lvo
Sanader for accepting a bribe during the sale of oil compa-
ny INA to Hungary’s MOL3® stands out as one of the very
rare examples to date.

Access to justice is also a serious problem in the countries,
as courts lack both independence and expertise in environ-
mental law, which is often one of the main areas chal-
lenged. In a series of cases in Bosnia and Herzegovina,
complaints by an NGO regarding projects in Tuzla were dis-
missed by the court on the spurious grounds that the or-
ganisation was registered in Sarajevo and not Tuzla.3¢ In
the Valbona hydropower case in Albania, local people al-
leged that signatures had been forged in the minutes of a
public consultation that never took place. The court-ap-
pointed officer charged with investigating the issue of the
signatures was a son of the engineer in charge of the hy-
dropower construction.?’

None of these issues are unique to the energy sector, and
they need to be addressed across the board. But below, we
take a look at some of the ways specific influences mani-
fest in this sector.

INCUMBENT UTILITIES AND THE STATE —
A SYMBIOTIC RELATIONSHIP

All of the countries analysed have large state-owned3® in-
cumbent utilities which play a major role in their energy
sectors. They are highly politically influential and at the
same time politically influenced: their leadership is usually
directly appointed by governments, while lower level staff
are also often employed along political lines or to score po-
litical points before elections. Perhaps the most omnipres-
ent of these is the Bulgarian Energy Holding (BEH), which



FRIEDRICH-EBERT-STIFTUNG - THE POLITICAL ECONOMY OF ENERGY TRANSITION IN SOUTHEAST EUROPE

not only owns Bulgaria’s nuclear power plant, the Maritza
Iztok 2 coal plant, Maritza mines and Bulgaria’s large hy-
dropower plants, but also its gas supplier and electricity
and gas transmission operators. For this reason, our re-
spondents characterised it as a ‘mega-corporation’ that
prevents real change from taking place.

Serbia’s Elektroprivreda Srbije (EPS) also stands out as a par-
ticularly dominant utility, owning all the country’s coal and
large hydropower plants, and most of its coal mines. It ap-
pears to be able to do largely what it likes, and permitting
processes for new EPS facilities have either been carved up
into so many pieces as to become meaningless (e.g. the
building permits for the Kostolac B3 coal power plant re-
sulting in the chimney being almost finished before the
main boiler building even had a permit) or have been done
back to front (e.g. construction starting before the environ-
mental impact assessment process was completed for the
desulphurisation unit at the existing Kostolac B plant).3?

Both BEH and EPS have proven resistant to attempts at re-
form, as explained in the country analyses. The reasons for
this would merit additional research in themselves, but one
problem is that too many people are doing well out of the
existing situation — those who work in the companies,
those who get contracts to carry out external works for
them, and the respective governments who count on the
political support of the companies’ employees. Thus, gov-
ernments get stuck in a cycle of supporting the incumbent
companies’ plans and they fail to send the message that
business as usual is no longer an option.

What is interesting is that some of the countries with high-
ly dominant utilities have nevertheless advanced further
with their energy transitions. In the case of Croatia and
Montenegro, the development of wind power was started
by private companies, with their state-owned utilities start-
ing to take an interest in wind and solar only later, while in
North Macedonia, it was the state-owned utility ELEM
(now Elektrani na Severna Makedonija (ESM)) that under-
took the country’s first wind project.

What these three countries have in common is that they
have all had to accept that they cannot build new coal
power plants — Croatia due to EU State aid rules (Plomin C),
Montenegro due to lack of financing (Pljevlja Il) and North
Macedonia most likely due to lack of viable coal reserves.
This fact, combined with price decreases and positive ex-
periences with wind projects, together with other advanta-
geous factors such as Croatia’s lack of coal reserves and
Montenegro not being connected to international gas net-
works, has helped steer their utilities towards increased ac-
ceptance of the transition compared to other countries in
the region.

Despite the progress, all of these utilities are still dragging
their feet regarding a coal phase-out,*® and they are still
very attached to climate-vulnerable large hydropower. But
they are at least acknowledging that the future is renewa-
ble and are undertaking solar and wind investments.
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In other cases, such as Romania, the incumbent utilities such
as Oltenia Energy Complex are still very much resisting ener-
gy transition, but they claim a lower share of the energy mix,
and significant progress has been made in bringing renewa-
ble energy online by actors other than these companies.

GEOPOLITICAL ISSUES

One of the differences between the countries analysed is
their foreign policy orientation. Those which are more
strongly EU-oriented, such as Croatia, Montenegro, North
Macedonia and Albania, are generally more accepting of
energy transition, although implementation needs to be
improved, and the EU’s promotion of gas in southeast Eu-
rope*' threatens to be a costly and climate-damaging dis-
traction (see the ‘False solutions’ section below).

Kosovo's contract with ContourGlobal for the Kosova e Re
coal plant, which dominated its energy agenda for a dec-
ade, and was clearly a consequence of both domestic sup-
port for coal and US zeal in developing the project, was on-
ly cancelled in 2020, and it is unclear what direction the
country will now take.

Romania’s once-flourishing cooperation with China has
been flagging in recent years*? and has seen the Rovinari
coal project cancelled*® and negotiations on the Cerna-
voda nuclear plant abandoned.**

Bulgaria’s long-term energy sector cooperation with Russia
has been based mainly on gas, oil and nuclear. Even while
purportedly diversifying its gas supply, Bulgaria has recent-
ly put most effort into the Turkstream pipeline, which still
brings Russian gas, and has raised suspicions due to its
high per-kilometre cost compared to similar projects, as
well as the lack of evidence for its feasibility.#

Serbia’s increasingly strong relations with Russia and China
are closely linked to their support for Serbia with regard to
Kosovo. Both Russia and China have clear commercial in-
terests in Serbia’s energy sector, but Russia’s are more
clearly linked to a specific sector — gas. In the energy sec-
tor, China has so far mostly been associated with coal pow-
er plants,*® but it is equally able to offer other technologies
as well, also being a world leader in solar and wind power.

Thus in Serbia, as well as Bosnia and Herzegovina where it is
also active, China seems to be an enabler of new coal pow-
er plants rather than a strong driver, but Serbia’s depend-
ence on it for political support over Kosovo means it is par-
ticularly susceptible to accepting whatever China suggests.

One example is the unfavourable terms for the Kostolac B3
coal power plant, for which a deal was signed with the
China Machinery Engineering Corporation (CMEC) in 2010.
No tender procedure took place. Instead, the Chinese and
Serbian governments signed an intergovernmental agree-
ment freeing joint projects from tender obligations*” — a
move which would not be allowed under EU law.



A USD 608 million loan contract was signed with China Ex-
imbank in December 2014.48 In early 2015 it was ratified by
the Serbian parliament in an extraordinary session an-
nounced to the public less than 24 hours in advance. The
contract contains several problematic provisions, e.g. any
arbitration will take place in Beijing.*

Lack of transparency and scrutiny of decision-making on
geopolitically influenced energy investments in southeast
Europe are part of a wider issue, and will ultimately remain
a problem no matter which global power is involved. As
such, they need to be tackled across the board, not only in
relation to Chinese or Russian projects. On the other hand,
the example of Romania shows that the situation can
quickly change — at least with regard to China, as a relative
newcomer to the region which needs to prove itself.

RULE OF LAW AND THE PRIVATE SECTOR

One of the ways to speed up energy transition where in-
cumbent utilities are dragging their feet is to introduce dif-
ferent private-sector actors and diversify the energy sec
tor. However, without strong rule of law, this risks backfir-
ing, as corruption goes far beyond the state-owned utili-
ties and shady geopolitically-influenced deals. This repre-
sents a major threat to the energy transition because it al-
so tarnishes the renewable energy sector, discourages
legitimate investors and harms public acceptance of the
whole policy.

The most obvious example of this is the small hydropower
boom, which has affected all nine countries analysed, al-
though to varying extents. In some countries close links be-
tween those profiting from feed-in tariffs and the ruling
parties have been clearly demonstrated by NGOs and in-
vestigative journalists,*® and the whole model of business-
es being able to have all their electricity bought off at a
fixed price higher than the market price is seen as a scam
rather than a legitimate incentive scheme, particularly giv-
en the level of destruction wrought on the region’s rivers
and streams.

Slowly, countries are switching over from feed-in tariffs to
auction-based schemes,5' but new controversies keep ap-
pearing. From the Kr3-Padene wind farm in Croatia®? and
the Mozura wind farm in Montenegro® to solar plants in
Kosovo,** scandals are gradually hitting every energy
sub-sector. On one hand this is a sign that new energy
sources are making inroads into the energy system, but on
the other it threatens to derail the transition.

Outdated view of the energy system,
false solutions and lack of understanding
of the speed of change

The need for an energy transition has mainly been driven
by the increasingly urgent need to tackle climate change,
which means the solutions proposed must be fully in line
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with the Paris Agreement’s goal of limiting climate change
to 1.5 degrees Celsius compared to pre-industrial levels.
However, in tackling one problem, we need to avoid creat-
ing other significant problems such as biodiversity loss or
the generation of toxic or radioactive waste.

We also need to take advantage of opportunities for a
highly decentralised network system, in which power is
generated at the location where it is consumed and house-
holds participate in the energy system as both producers
and consumers.

Yet across southeast Europe, governments and utilities are
promoting energy policies that either fail to move away
from fossil fuels at all, or they propose alternatives which
bring other problems. Sometimes it is reasonably obvious
that this is a result of the issues explored above — state cap-
ture and corruption — but the situation is more complex
than that, as it is also a question of outdated thinking.
Many decision makers in the region, as well as some ener-
gy experts, have not kept up with the rapid pace of change
in the energy sector in the last 15 years, and continue to in-
sist on a high-production, high-consumption energy mod-
el, with aspirations of becoming ‘regional energy hubs’ or
net exporters.

Instead of tapping their countries’ energy efficiency poten-
tial, they plan for increases in consumption far into the fu-
ture, and persist in a belief that the bulk of electricity has
to be generated by ‘base load plants’ in the form of coal,
gas, nuclear or biomass power plants.>® They often have
exaggerated fears about the negative impacts of intermit-
tent sources on the grid and do not accept that a network
of intermittent sources balanced by different storage meth-
ods can ‘keep the lights on.’

OLD THINKING, OLD PROJECTS

Many planned projects have been around for decades and
are periodically dusted off and pushed forward for a few
years. These include the Gornji Horizonti and Upper Drina
dam complexes in Bosnia and Herzegovina, planned since
at least the 1950s°¢ and 1970s%7 respectively; a series of
dams on the Vardar river in North Macedonia, planned
since the 1950s;® and the Skavica dam in Albania, planned
since the 1970s.5° The Kolubara B coal plant in Serbia is an-
other example, with construction starting in the 1980s and
the project being revived several times since then, before
being cancelled again in May 2021.6°

Such projects are often declared to be of ‘public interest’
by decision makers®' on the basis of unclear criteria, which
then results in them being carried forward from strategy to
strategy to strategy, irrespective of their real relevance in
today’s circumstances. Their re-appearance is usually not
accompanied by a comprehensive update of their real fea-
sibility, and other circumstances, such as hydrological data
or their sites’ nature protection status may have changed
considerably in the meantime.
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FALSE SOLUTIONS AND LACK OF UNDER-
STANDING OF THE SPEED OF CHANGE

A phenomenon common to all the countries is false solu-
tions, meaning that immense time and money is often
wasted, and better solutions neglected, because decision
makers single-mindedly pursue a certain energy option
which in fact is not the most suitable solution.

These can range from new coal plants, like the Pljevlja Il and
Kosova e Re plants in Montenegro and Kosovo respectively,
which for years sidelined the development of other sources
of energy, to small hydropower, which has been subsidised
via renewable energy incentives for years but has generated
more controversy than electricity. In 2018, in the WB6, small
hydropower received 70 per cent of renewable energy in-
centives but generated just 3.6 per cent of total electricity.5?

False solutions present a kind of chicken-and-egg situation,
as they are mainly a result of other factors explored below,
such as corruption or outdated thinking, or both. But in
some cases, certain projects or the development of certain
sectors are so predominant in government or utility plans
that they become a sizable barrier to transition by them-
selves, as was the case with Kosova e Re and Pljevlja Il.

Serbia and Bosnia and Herzegovina's plans for several new
coal power plants each®? are now an anomaly in the region,
but as mentioned above, all the countries are dragging their
feet on stipulating a clear coal phase-out date or clear plans
for withdrawal from other fossil fuels. In our analysis, this
represents a lack of awareness about the speed of the
change that is going on.

Given the fact, mentioned above, that coal power genera-
tion in the EU has halved since 2015, what is it exactly that
makes any of these countries think they are so different
and can avoid the economic forces that led to this situa-
tion? Greece's announcement of a 2028 coal phase-out
while in the middle of building a new coal plant and its lat-
ter revision to 2025 should be a clear sign that the times
are radically changing, but many governments and utilities
are either not listening or not willing to admit it.

Moreover, even when they do think about alternatives to
coal, many decision makers are still stuck in a mindset of
options that are as similar as possible to the existing sys-
tem, whether concentrating on gas, hydropower, nuclear,
biomass or even municipal waste.

GAS

In our analysis, gas is the number one false solution cur-
rently threatening southeast Europe. This might be surpris-
ing as there has certainly been more public controversy
around hydropower in recent years. However this is pre-
cisely the issue: gas is being expanded across the region
with very little public debate or awareness about whether
this is a good idea and what the alternatives might be.
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Gas can no longer act as a “transition fuel’. Already in 2016
Oil Change International calculated that no more fossil fu-
el infrastructure can be built if we are to meet the goals of
the Paris Agreement. The potential carbon emissions from
the oil, gas, and coal in the world’s operating fields and
mines would already take us beyond 2 degrees Celsius of
warming, and even excluding coal, the reserves in current-
ly operating oil and gas fields would take us beyond 1.5 de-
grees Celsius.®* Even the 2018 World Energy Outlook by
the very conservative International Energy Agency came
with a clear warning: ‘We have no room to build anything
that emits CO, emissions'.%

Yet some countries — Croatia, Bulgaria, North Macedonia,
Romania and Serbia — have already made significant invest-
ments in the gas sector and are planning to make more.
Romania, for example, is promising to connect every
household to the gas network free of charge®® — a policy
whose massive cost does not seem to have been carefully
considered, and its Oltenia Energy Complex is planning to
replace some of its lignite power units with gas ones.®’
Some of the countries are also planning to start or expand
oil and gas production, including Romania, Croatia, Mon-
tenegro and Albania.

Several countries in southeast Europe have not been major
users of gas because they are either not connected to inter-
national networks (Montenegro, Kosovo, Albania®®), or only
some parts of them are connected (Croatia, Bosnia and Her-
zegovina, North Macedonia). In these cases, new invest-
ments in gas infrastructure would be particularly destruc-
tive. Funds would have to be invested in major infrastructure
which would either become stranded assets after a few
years or would lock in the use of gas for decades to come.

It is therefore of great concern that even while the Presi-
dent of the European Investment Bank, Werner Hoyer, is
proclaiming that ‘Gas is over’,%® the European Commission
is still promoting the construction of new gas infrastruc-
ture in the region, for example through the Projects of En-
ergy Community Interest (PECIs) process,’® the October
2020 Western Balkans Economic and Investment Plan,”
and even the Green Agenda for the Western Balkans.”?

Unfortunately, the picture is also being muddied by claims
that such infrastructure can be used in the future for re-
newable gas, which we consider highly unrealistic, as there
is not likely to be such a quantity of sustainably produced
renewable gas available within a relevant timeframe.”® 74
The much more likely scenario is that gas infrastructure will
create more fossil fuel lock-in.

OTHER FALSE OR OVERRATED SOLUTIONS

Hydropower’s impacts on rivers, especially in sensitive are-
as, are of particular concern in the countries of the West-
ern Balkans, which are biodiversity hotspots but do not ap-
ply the EU Habitats, Birds and Water Framework Direc-
tives.” Hydropower plants under 10 megawatts have at-



tracted most criticism in recent years due to the negligible
amount of energy generated compared to their serious en-
vironmental impacts, but larger plants such as those on the
Vjosa’ and Upper Drina” are just as controversial. Given
hydropower’s climate vulnerability, there is most likely little
added value for countries such as Albania, Croatia, Monte-
negro and even Bosnia and Herzegovina to add more hy-
dropower capacity to their mixes.

Biomass is a widely used fuel for heating in the region, but
it can easily lead to degradation of forests if not carefully
managed. Its greenhouse gas impacts are also attracting in-
creased scrutiny, as it does not have to pay for its emissions
under the EU emissions trading scheme, despite the fact
that replacement of trees being burnt now will take place
far too late to tackle climate change.” It will certainly con-
tinue to be used for some time but it is often seen as the on-
ly means to increase renewable household heating, where-
as other options like heat pumps are usually neglected.

Waste incineration is primarily aimed at reducing municipal
waste rather than being a serious energy alternative, but is
nevertheless sometimes promoted as a source of district
heating, as in Belgrade, Serbia.” As well as concerns about
its health impacts, particularly in countries with a poor re-
cord of pollution control enforcement, it tends to crowd
out waste prevention and recycling by locking local author-
ities into long-term contracts to deliver fixed waste vol-
umes. Some Bulgarian coal plants such as Bobov Dol have
tried burning waste, which proved highly unpopular and
the plant was forced to stop this practice in 2020.8°

Nuclear power is relevant mainly for Bulgaria, Romania and
Croatia, with the former two countries trying unsuccessful-
ly for years to build new units. With a range of unsolved
problems such as radioactive waste, massive costs, safety
and security issues, it is also ill-suited to the flexible energy
system currently being developed across Europe.

Incomplete transposition and
implementation of EU rules affecting
the energy sector

As well as Bulgaria, Romania and Croatia being EU mem-
bers, the other countries analysed have obligations to ap-
ply selected EU energy and environmental legislation, as
well as its State aid rules due to their membership of the
Energy Community Treaty.

They are also all aspiring EU members, and so need to apply
EU legislation as part of the accession process. Chapters 15
(Energy), 27 (Environment) and 8 (Competition policy) of the
EU acquis are particularly relevant for energy transition.?!

There are serious implementation issues in all of the coun-
tries, but there are nevertheless different trends.

Croatia does enough to get by with regard to transposing
EU law but is lacklustre in implementation — for example, in
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May 2020 the European Commission sent a letter of formal
notice to Croatia for failure to properly apply the Habitats
Directive with regard to wind projects.®? Bulgaria and Ro-
mania also clearly have to transpose the law but are more
flagrant in their breaches. For example, the European Com-
mission opened two infringement cases against Romania
for breaching the Industrial Emissions Directive multiple
years in a row.83 Bulgaria was already found non-compliant
on air quality by the European Court of Justice in 2017 and
is currently facing a second court case for failure to take
corrective action.® Earlier in 2021 NGOs also submitted a
complaint to the European Commission over Bulgaria al-
lowing coal plants to emit more sulphur dioxide than legal-
ly allowed.85

However, while these breaches certainly delay energy tran-
sition, a move away from carbon intensive energy genera-
tion in EU countries is certainly happening, and it is hap-
pening fast. Industrial emissions rules drive up the cost of
running coal plants by making polluters pay for pollution
control equipment, and in recent years the EU’s emission
trading scheme has dramatically increased the cost of op-
erating fossil fuel plants.

For example, in April 2021 it was reported that if the CO,
price remained at the same level, the So$tanj coal power
plant in Slovenia would lose EUR 150 million this year
alone,® and the same trends are presumably behind Hun-
gary and Greece's ever-closer coal phase-out dates. This is
also why, although Bulgaria has not publicly discussed any
coal phase-out date, in reality, its level of coal use in 2019
was already down to 17,225 GWh — a level not expected in
the country’s NECP until 2029/2030.%7

The Energy Community countries are experiencing the
same kind of trends but at a delayed pace. Montenegro is
often seen as among the more advanced countries.®® Qur
experience suggests that this may be due to the fact that
other countries in the region have done particularly poorly
in even transposing legislation in recent years, most nota-
bly environmental legislation, let alone implementing it,
while Montenegro has at least continued with transposi-
tion.®

What distinguishes the EU SEE countries from the non-EU
SEE countries is that the European Court of Justice can im-
pose sizeable penalties for failure to apply EU rules. The En-
ergy Community cannot. It can declare non-compliance,
exclude a country’s representatives from decision-making,
and in extreme cases it has asked the European public
banks not to invest in a country’s energy sector for a cer-
tain period, which makes enforcement much harder.

As a result, all of the five Western Balkan countries with
coal plants are clearly breaching the Large Combustion
Plants Directive on industrial pollution — Montenegro by
failing to close the Pljevlja plant after its allotted operating
hours expired,® and the other four by exceeding the total
allowed sulphur dioxide emissions by no less than six
times.*
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State aid is another issue, as the Energy Community coun-
tries are subject to EU State aid rules, but the coal indus-
tries are dependent on subsidies and stopping them is po-
litically difficult. In recent years, Serbia and Bosnia and Her-
zegovina have provided the highest subsidies in the West-
ern Balkans for the coal sector.?

A major difference between the EU and non-EU countries
in the region, however, is that carbon pricing is not yet ob-
ligatory in the Energy Community countries. It is only a
matter of time, though, particularly considering that the
EU is looking at introducing a carbon border adjustment
mechanism for countries that do not internalise the exter-
nal costs of greenhouse gas emissions.®3 The details of this
mechanism are as yet unclear but proposals are expected
in 2021.%* For example, it is not clear whether it includes
the electricity sector, but given that the Western Balkans
are currently trading electricity with the EU without apply-
ing either carbon pricing or complying with pollution con-
trol rules, this sector is an obvious candidate.

Still, this process will have to be carefully monitored. Al-
though Montenegro received widespread praise for being
the first Western Balkan country to introduce CO, pricing,
in April 2021 a scandal erupted as it was discovered that
the mechanism had been designed — possibly deliberately
—in a way which benefited the ailing Podgorica aluminium
factory by providing it with surplus credits that were then
bought by Elektroprivreda Crne Gore.®®

Lack of political courage to tackle mine
closure and just transition

Lignite mines in southeast Europe employ thousands of
people — and in several cases they are desperately ineffi-
cient. On one hand political parties need the votes of those
from coal mining communities, and on the other, there is
real pressure on politicians from coal companies and trade
unions. The result is that most of the countries are buffet-
ed around between economic reality and internal pressure,
and fail to take control of the transition process. Some, like
Montenegro and North Macedonia, are accepting of the
energy transition overall but have failed to plan the social
aspects, while others are to varying extents in denial about
the transition more broadly.

Some governments not only fail to lead the transition, but
also keep making rash promises that new coal plants will
preserve their jobs. In 2018, Bankwatch found® that coal
proponents had overall claimed that 10,030 jobs would be
maintained and 17,600 new jobs created if new coal plants
were built, but that even if they went ahead, a reduction of
workplaces by around 5,170 would be more likely, due to
pre-existing overemployment in the mines.

While some of these promises have already evaporated
with e.g. the cancellation of the Kosova e Re and Pljevlja Il
plants, in other places unrealistic pledges about the future
of coal remains an issue. As recently as May 2020, a few

weeks before parliamentary elections, Serbia’s President
Vudic visited the Kolubara region and claimed that EUR
500 million would be invested in the mine in the coming
years, that the mine would supply coal for the next sixty
years and that there would be no layoffs or pay cuts.®’
With irresponsible and unrealistic messages such as these,
it will be extremely hard to make progress in developing a
realistic plan for a just transition for the coal mining re-
gions.

However, the issue is not uniform across the region. Min-
ing unions are not perceived as powerful actors, e.g. in
Montenegro or Kosovo, though this might also be partly
because they do not yet perceive an immediate danger to
their jobs. While Croatia and Albania do not have coal min-
ing industries, their hydrocarbon industries will also need a
just transition.

So far governments have been largely afraid to tackle the
issue of just transition, though with the availability of EU
funds for this purpose, Romania and to a lesser extent Bul-
garia are gradually starting. With the launch of the EU’s
Platform Initiative in Support of Coal Regions in Transition
in the Western Balkans and Ukraine, it is high time for the
other SEE countries to join in as well and admit that the
coal mines across the region will gradually be closed, and
that this needs to be planned in a just and participatory
manner. This transition can be a threat to coal mining com-
munities, but it can also be an opportunity for democratic
development of the societies, including through grassroots
organisations, political parties, and independent trade un-
ions as platforms and avenues for change.

Lack of political will to open markets,
cooperate and realise regional synergies

Given the relatively small size of the countries examined,
moving towards a decentralised energy system based
largely on variable renewables depends greatly on the flex-
ibility of the system and the ability to quickly move electric-
ity from one place to another across borders. This makes it
imperative for the countries to cooperate across borders
and open their energy markets, as it can reduce overall
peak demand across the region and decrease the need for
new generation investments.%®

Most governments in the region have, however, tended to
plan their energy sectors very much isolated from one an-
other. A few years ago it was fashionable to want to be an
‘energy hub’ with significant energy exports, and most of
the countries pursued this goal without considering the
overall impact on the regional level if everyone did the
same thing.?® This trend has to some extent subsided now
as most of the planned generation capacity has not been
built and governments are starting to realise that the end
of coal is coming, but most of the countries still consider
at least complete self-sufficiency a must, with Bulgaria
and Bosnia and Herzegovina still aiming to keep export-

ing.



There are some exceptions to this country-level thinking,
and there are some market coupling plans underway, in-
cluding North Macedonia-Bulgaria, Albania-Kosovo, Alba-
nia-Bulgaria-North Macedonia, Bulgaria-Croatia-Serbia,
and Hungary-Serbia, but none of them have been com-
pleted yet.' The ongoing Horizon 2020-funded project
CROSSBOW"" is also working on fostering cross-border
cooperation among the system operators in southeast Eu-
rope in the management of variable renewable energies
and storage units, enabling a higher penetration of clean
energies whilst reducing network operational costs.

Some of our respondents also noted that governments’
willingness to cooperate is quite selective. While they drag
their feet on opening markets and conducting transbound-
ary environmental impact assessments, for example, they
usually appear to cooperate rather well on driving forward
controversial projects such as the Turkstream gas pipeline
or Krk liquefied natural gas (LNG) terminal.

As well as an overall lack of enthusiasm by most of the gov-
ernments and the domination of national-level thinking,
there is the specific issue of electricity prices which is caus-
ing problems in opening electricity markets in the region.
Household prices are regulated to be much lower than the
real cost of generating and supplying in most of the West-
ern Balkan countries except Montenegro,'? as well as in
Bulgaria,'® which causes financial problems for utilities and
hinders investments. The average electricity price for house-
hold consumers in the Energy Community countries exclud-
ing Ukraine™ was 7.66 euro cents/kWh in 2019. This is 2.8
times less than the average EU electricity price for house-
holds in 2019. Of these countries, household electricity
prices were the highest in Montenegro, at 10.32 euro
cents/kWh.'5 Within the EU, Bulgaria had the lowest
household electricity price in 2019 at 9.8 euro cents/k\Wh.106

Electricity price increases are an extremely politically sensi-
tive issue, not only because people have low incomes, but
also because electricity is often used in an inefficient way
for space heating, so although the per-unit price is low,
many people’s bills are already unbearably high.

Energy poverty therefore appears to be widespread across
southeast Europe, but little information is publicly availa-
ble, particularly on the Western Balkans. In Bulgaria, in
2018, 33.7 per cent of people reported that they were un-
able to keep their homes adequately warm, compared to
an EU average of 7.3 per cent, and 30.1 per cent of the
population was unable to pay their utility bills on time due
to financial difficulties, compared to the EU average of 6.6
per cent. This is significantly higher than in Romania, where
9.6 per cent were unable to keep their homes warm and
14.4 per cent were unable to pay utility bills on time, or
Croatia, where the percentage of people unable to keep
their homes warm is near to the EU average and 17.5 per
cent were unable to pay utility bills on time in 2018.107

We assess deregulation of household electricity prices and
measures to tackle energy poverty as a key problem that
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several governments in the region shy away from, partly be-
cause there have already been protests in some countries
when electricity price rises were announced. It is true that
the issue is complex, because on one hand electricity prices
need to increase, while on the other the impacts on con-
sumers — particularly vulnerable ones — need to be mitigat-
ed, and this means insulation of buildings, installation of
heat pumps instead of electrical resistance heaters and oth-
er measures which cannot be done overnight. On the other
hand, this is all the more reason to ramp up action now, in-
stead of further postponing. Also, electricity prices for con-
sumers are made up of different elements, including net-
work costs, value added tax, support for renewable energy
and so on,"°® so there may be other adjustments that can be
made in order to keep overall consumer costs down.

Political instability and lack
of institutional capacity

Although not one of the main issues we originally assumed
to be a major barrier to transition, during the research we
repeatedly encountered problems with assessing the cur-
rent situation in countries due to rapid changes in the po-
litical situation.

As if COVID-19 was not enough for the governments to
cope with during 2020, five of the countries'®® held parlia-
mentary elections during the year, one held local elec-
tions,"and three have held parliamentary elections during
the first four months of 2021.""" Kosovo changed govern-
ments three times between late 2019 and early 2021, in
Montenegro the government changed after 30 years, and
Serbia has held either presidential or parliamentary elec-
tions in 2016, 2017, 2020 and plans to do so yet again in
2022.

At the very least, for several months before elections gov-
ernments are focused on the campaigns and carefully
avoid any moves that might be detrimental to their success,
and the formation of governments often takes several
months — or years, in the current case of the Federation of
Bosnia and Herzegovina.'? Given the tendency to appoint
personnel along political party lines, both in ministries and
in public companies, this can also result in long delays
while the new people get up to speed with the work, and
it is far from guaranteed that the most politically favoured
candidates are the best ones for the job.

Even aside from elections, several of our respondents com-
mented that there is a shortage of sufficiently knowledge-
able people working on the energy transition in the institu-
tions on the national and local levels. Often, there is exper-
tise available, but there are too few qualified people em-
ployed, or their advice is overruled by political decisions,
while in some fields (e.g. decentralisation, prosumers) there
is an overall lack of experience because many aspects of the
energy transition are completely new. Even where technical
knowledge is available, there are not always enough people
with sufficient management skills. This often ends up with
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donor-financed consultants working on what should be key
strategy documents, resulting in a situation where the plans
are not really adjusted to the countries’ situations and there
is no real ownership or management of their implementa-
tion — a situation that was particularly underlined as an is-
sue in Bosnia and Herzegovina and Kosovo.

Conclusions and recommendations:
what would need to happen for a
sustainable energy transition to take
place in SEE?

Many of the issues discussed above are wider issues of
democratic development, governance, public and parlia-
mentary scrutiny of decisions being taken, and a function-
al justice system, which are much wider than the energy
sector and require further sustained efforts by all actors —
domestic and international — to improve the situation in
the countries. Decision makers need to know that they will
be held accountable for their actions, and this is currently
too often not the case.

There are some signs of the public demanding change in
some of the countries, notably in the Montenegro and Koso-
vo elections, and to a smaller extent in Bulgaria and Croatia.
Failure to turn electoral victory into effective leadership is al-
SO a major issue, with new governments not always having
the interest, experience, expertise or integrity to move for-
ward at the pace expected by the public, which can quickly
lead to disillusionment. This in turn can lead to further insta-
bility and/or a return to power by the previous ruling party if
people do not see an alternative. Thus there is no doubt that
it is crucial to keep working on governance improvements in
the countries, each from their own angle. Grassroots organ-
isations, NGOs, political parties, and independent trade un-
ions can all be platforms and avenues for change here.

Discussions are also currently underway on introducing pen-
alties in the Energy Community Treaty, and provided the
penalties are sufficiently high to be dissuasive and the pro-
cess for imposing them sufficiently timely, this could help sig-
nificantly. Improved State aid approval procedures and addi-
tional climate provisions are also needed within the Treaty.

In all of the countries, more public discussion and more
leadership is needed regarding energy transition. For exam-
ple, Croatia overall accepts the idea of energy transition,
notwithstanding its plans to continue relying on gas for
some time, but it does not seize the idea and use it to its ad-
vantage or make it part of the country’s brand. In Serbia
and Bulgaria, on the other hand, entrenched interests pres-
ent the transition as an expensive EU-imposed exercise that
will benefit foreign companies and put people out of jobs.

Governments therefore need to seize the initiative and, in
consultation with experts, local authorities and other mem-
bers of the interested public, better plan how to make a sus-
tainable energy transition work for their country, seizing op-
portunities for the domestic economy such as energy effi-

ciency, digitalisation and renewables installation, while mit-
igating potential negative impacts from coal mine closures
and price increases due to market opening. In particular, all
countries use energy wastefully and most have high electric-
ity distribution network losses. Addressing these could bring
down demand significantly.

While the countries’ directions should ultimately be decid-
ed domestically, it is clear that institutions like the Europe-
an Commission, the Energy Community and international
donors including USAID, KfW, the EBRD, the EIB, Sida, the
UK Foreign Office and GIZ have a strong ability to move
energy transition along. But if this assistance is to be effec-
tive, it has to be less based on engaging consultants to pro-
duce strategic documents and has to build understanding
of, and compliance with, EU policies and law, capacity and
dialogue on the domestic level — not by one-off training
workshops, but consistently and over time. Some institu-
tions are making this effort, and it is not easy — staff turn-
over and political decisions based on special interests can
easily undermine whatever expertise is built — but without
this, the steps forward will continue to be insufficient.

A further aspect is that any strategies produced with donor
assistance need to be coherent and compliant with EU law
and policies," to avoid sending mixed messages and wast-
ing donor funds. While it is understandable that interna-
tional bodies want to encourage the governments in their
efforts, uncritical praise for developments like the adop-
tion of strategic documents that are not in line with EU pol-
icy undermines the work being done by civil society.

In parallel to developing their leadership on energy transi-
tion, governments need to firmly commit to stop new fos-
sil fuel investments, in order to avoid creating new path de-
pendencies related to sunk costs and contractual obliga-
tions in fossil fuel infrastructure. So far we do not assess
sunk costs as a major issue region-wide, but it can quickly
become one, particularly with regard to gas infrastructure.
So far, the issue of contractual obligations mostly applies to
Serbia, where the new Kostolac B3 coal plant is under con-
struction, and Bosnia and Herzegovina, where the financ-
ing contract for the Tuzla 7 unit has been signed and pre-
liminary works have been carried out.

All the countries have committed via the Green Agenda for
the Western Balkans to phase out the use of fossil fuels by
2050 in order to achieve carbon neutral economies, but
clearly stated coal phase-out dates are also needed, which
even the EU countries analysed do not yet have. This is need-
ed not only for planning how to deal with securing the en-
ergy supply but also for planning whether to make invest-
ments in pollution control or bring plant closures forward. A
rapid coal phase-out is needed, but for those plants which
really need to operate for a few more years, pollution con-
trol equipment is a must, to diminish public health impacts.
In all cases, a solid plan to ensure a just transition away from
fossil fuels is needed, and for the coal sector the countries
should make use of the respective EU Coal Regions Plat-
forms and associated funding opportunities.



As all of the Western Balkan countries are currently develop-
ing NECPs, and the EU countries are likely to have to update
theirs due to the EU’s 2030 increased ambition, this oppor-
tunity needs to be seized as a chance to set a coal phase-out
and fossil fuel phase-out date, to initiate plans for a just
transition, and to discard outdated plans from previous
strategies. False solutions need to be avoided, and NGOs,
experts and international institutions need to play a proac-
tive role in providing a reality check on solutions that are not
desirable or realistic, as part of a wider public dialogue.

A major need is to tackle incumbent utilities which are re-
sisting the energy transition. Serbia’s EPS and Bulgaria's
BEH are the most dominant examples, but all of the state-
owned companies in the region need reforms and much
more public oversight, as they are all pushing outdated
projects which do not correspond to today’s realities, and
under-investing in solar, wind, and distribution grid im-
provements.

Those countries which have succeeded in installing more
wind and solar so far have mostly done it by involving the
private sector, which has had a positive effect in showing
that it can be done, which has encouraged hesitant utilities
like Croatia’s HEP or Montenegro’s EPCG to have a go
themselves. In North Macedonia, the state-owned compa-
ny ELEM (now ESM) has led on larger solar and wind pro-
jects. As there is a high level of public sensitivity in many of
the countries to private companies benefiting from invest-
ments in the energy sector, it should be assumed that the
existing utilities will continue to play a very strong role, and
each country will have to deal with their involvement in
large renewable projects in the way it finds most appropri-
ate.

Two of the main needs across the board are to decentralise
the energy transition, making sure that local governments
are empowered to push it forward in their own areas of
competence such as energy efficiency, transport and heat-
ing, thus ensuring that the energy transition is not solely in
the hands of large incumbents, and secondly, to make sure
the legislation enables ordinary people and small business-
es to become prosumers or energy communities as pain-
lessly as possible.

A final issue common to all the countries is that the energy
transition has so far been taking place mainly in the power
sector, and much more attention is needed to transport and
heating. In transport, rail needs to be brought back into play
as an environmentally acceptable, comfortable means of
transport. Suggestions on how to do this in Croatia have
been put forward by the Institute for Political Ecology,'* and
these may also be of use for other countries in the region.
For other transport modes, due to the sustainability issues
around biofuels,' efforts need to be put into electrification.

Similarly, with heating the countries need to make much
more use of heat pumps and solar thermal where appropri-
ate, rather than relying solely on biomass as the only re-
newable heat source. The EBRD is doing interesting work
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in this respect, helping to develop renewable district heat-
ing systems in the region."® Countries which do not have
widespread gas usage or district heating systems such as
Albania and Montenegro should take the lead in this field
and leapfrog over the gasification phase towards decar-
bonised heating.

RECOMMENDATIONS FOR NATIONAL
GOVERNMENTS™

Don't avoid or delay the transition, but rather seize the
opportunity and find ways to make it work for your
country’s households and small businesses.

Step up meaningful action against corruption and
nepotism at all levels, and make sure the law is en-
forced rigorously, including environmental, State aid
and energy law.

Stop all new investments in fossil fuel infrastructure,
whether coal, oil or gas.

Use the NECP or NECP update process to set a clear
coal phase-out date and make a plan for phasing out
all fossil fuels, as well as ensuring a just transition of
coal mining regions.

Allow the design of a just transition for fossil-fuel-de-
pendent regions to be carried out in a participatory
manner and bottom-up, but proactively support the
local authorities with this and make sure they have suf-
ficient resources to do so."®

Make energy efficiency the first fuel, in particular by
reducing distribution losses, properly insulating hous-
es, and replacing electrical resistance heaters with ef-
ficient heat pumps.

Go beyond the power sector and improve rail and
electrification of transport, as well as transformation
of the heating sector.

Give energy transition a high level of priority in terms of
engaging sufficient, qualified, personnel — no matter
their political disposition — in the relevant institutions.

Pro-actively open up public debate about energy tran-
sition — not just one-off events, but consistently — and
listen to a range of voices including householders,
small businesses and local authorities.

Remove legal barriers for the sustainable development
of renewable energy, e.g. for prosumers, solar power,
etc. and make sure appropriate incentives are in place.
Those countries which have not yet stopped awarding
feed-in tariffs for renewable installations larger than
500 kW need to do so urgently, and make sure that
incentives are directed towards households and com-
munity energy schemes.
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Take ownership of reforms of incumbent utilities and
open them up to increased public scrutiny by setting a
clear plan with a timetable and explanation of the ex-
pected benefits. Involve different experts and bodies
in monitoring progress.

Maintain a dialogue with the utilities to ensure that
they do everything possible to advance the integration
of prosumers into the grid and speed up work to de-
crease grid losses.

Avoid false solutions: Don't just go for solutions you
are familiar with, or those which are currently popular
at the EU level, but proactively assess whether certain
technologies make sense in your country’s context at
this moment in time.

Make sure local authorities are supported to play their
part in the transition according to their competences
— particularly in the buildings, heating and transport
sectors.

RECOMMENDATIONS FOR
LOCAL AUTHORITIES

Kick off a discussion at the local level with all relevant
actors — including sectoral experts, local businesses,
national authorities, NGOs, and international donors
— about what can be done to advance the energy tran-
sition at the local level within the competences of the
local authority, and develop an action plan.

For fossil-fuel-dependent regions this needs to be a
more comprehensive regional redevelopment plan,
developed in a participatory, bottom-up manner, while
for other locations this should concentrate particularly
on improving energy performance of buildings, public
transport and heating, as well as moving towards a
circular economy in terms of waste prevention and
management.

Make use of all available expertise, not just within the
institutions, as well as all available international funds.
Embassies, international donors like the EBRD, the En-
ergy Community Secretariat and some NGOs should
be able to assist in identifying suitable funds.

Identify any barriers that need to be addressed at the
national level and advocate for their removal. NGOs
and other independent experts may be allies in this.

RECOMMENDATIONS FOR THE EUROPEAN
COMMISSION, INTERNATIONAL DONORS
AND THE ENERGY COMMUNITY

Step up the work to ensure transposition and enforce-
ment of EU energy, State aid and environmental legis-
lation in southeast Europe. This is the only way to en-
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sure that energy investments will be in line with EU
rules, no matter who finances them.

Compliance with EU law and policies must be a basic
condition for all international donor assistance, wheth-
er donor-funded development of strategic documents
or the development of specific documents.

Assistance needs to concentrate more on building do-
mestic planning, management skills, ownership and
understanding of EU legislation and less on engaging
consultants to produce strategic documents.

Be clearer about the need for decarbonisation, not
only on coal. Avoid promoting gas, technologies that
are not yet available at scale™® or those with high en-
vironmental risks,'?® and encourage the region’s au-
thorities to pay more attention to energy efficiency
and low-risk technologies. Use funding only for ‘no-re-
grets’ investments.

Avoid sending mixed messages and undermining the
work done by civil society by uncritically praising prob-
lematic developments such as the adoption of strate-
gic documents that are not in line with EU policy or
which have not been subject to genuine public consul-
tations. Feedback should be well-informed and bal-
anced.

Where national authorities do not show sufficient will
to advance in energy transition, concentrate on more
progressive local authorities. This might include open-
ing the EBRD’s Green Cities programme up to smaller
towns and cities than is currently the case.

Strengthen the Energy Community Treaty by introduc-
ing penalties for non-compliance, introducing obliga-
tory notification of State aid and strengthening climate
commitments under the Treaty, in line with the EU’s
2050 carbon neutrality goal. This would also help to
counter investments by actors such as Russia and Chi-
na that are not in line with EU law.

Strengthen the Treaty by continuing efforts to intro-
duce carbon pricing and adding additional environ-
mental legislation to ensure better safeguards for na-
ture and more stringent air pollution and air quality
standards. This would also help to counter investments
by non-EU actors that are not in line with EU law.

Include the electricity sector in the planned EU carbon
border adjustment mechanism.

Ensure the development of the Green Agenda action
plans is done in an inclusive and transparent way with
the involvement of all relevant stakeholders, and that
the Instrument for Pre-accession Assistance (IPA) Ill has
clear and transparent conditions set for its usage that
ensure it can only contribute to ‘no-regrets’ invest-
ments.



RECOMMENDATIONS FOR INDEPENDENT
EXPERTS, NGOS, JOURNALISTS AND OTHER
PUBLIC FIGURES SUCH AS OPPOSITION
POLITICAL PARTY REPRESENTATIVES AND
OPINION-FORMERS

Independent experts and NGOs need to proactively
speak up and let governments know what needs to be
done and not to be done, and to inform the govern-
ment and public about the strengths and weaknesses
of different proposals.

NGOs, opposition political parties and journalists all
need to play a strong watchdog role and hold govern-
ments accountable, including in court. In a situation
where parliamentary oppositions are very weak in
some of the countries, the role of NGOs and journalists
is even more pronounced.

NGOs need to push for all voices to be included in the
debate. Those already working on energy topics will
have more to say on the content of the debate, but
those working on local development, dialogue-build-
ing and other topics can strongly contribute in their
own fields.

Independent experts, journalists and NGOs need to
communicate more in order to achieve more impact
and better align their knowledge and positions on the
issues. Both journalists and NGOs can benefit from
more education about the sector, while experts can
benefit from an exchange of views with people with
different perspectives. International NGOs can also
help with alerting local ones regarding experiences
from outside, to stop the southeast European coun-
tries repeating mistakes from elsewhere.
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ENERGY SECTOR OVERVIEW

Albania, with around 2.8 million people, differs from most
of the countries in southeast Europe in that it is almost en-
tirely dependent on hydropower in its power sector.

Its state-owned power utility, the Albanian Power Corpo-
ration (Korporata Elektroenergjetike Shqiptare (KESH)),
owns three large hydropower plants on the Drin River:

— Fierza, 500 MW
—  Komani, 600 MW
— Vau i Dejés, 250 MW

It also owns a 98 MW gas and oil power plant in Vlora
which never started commercial operations due to techni-
cal problems.

Albania also has 197 privately-owned power generation
facilities totalling 815 MW. Most are small hydropower
plants, though eight are solar plants producing a total of
15 MW. Of the privately-owned hydropower plants, the
larger ones are the Ulez and Shkopet plants owned by
Turkish steelmaker Kurum International, Peshquesh and
Fangu owned by Turkey’s Ayen As Energji, Banje owned by
a subsidiary of Norway's Statkraft called Devoll Hydropow-
er, Ashta owned by Austria’s Verbund and Gjorica owned
by a company called Diteko.

Successive governments in Albania have awarded at least
194 concessions for no fewer than 540 hydropower plants
since 2002. The real number remains unknown, as there is
no updated list of hydropower concessions publicly availa-
ble.

Not all of these have been built, but the 2018 Energy Reg-
ulator’s annual report shows no fewer than 111 new plants
under 10 MW having gone online since 2009, in addition
to 32 pre-existing ones. No fewer than 29 more small hy-
dropower plants went online in 2019, so the boom is still
very much ongoing.
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Until the legislation was changed in 2017, incentives were
only available for hydropower, not solar or wind. Albania is
also one of only two countries in the region (with Serbia) to
have offered feed-in tariffs to hydropower plants larger
than 10 MW — in this case up to 15 MW. As of the end of
2019, there were 182 hydropower plants in the incentives
scheme, mostly under 10 MW, but at least eight plants be-
tween 10 and 15 MW.

Plants included in the incentives scheme — not including
Ashta, which is regulated by a specific contract — generat-
ed almost 24 per cent of Albania’s domestic generation, or
16.7 per cent of its 2019 consumption. This is much more
than small hydropower plants contribute in the rest of the
region. This is partly because of the sheer number and rel-
atively large size of some of the incentivised plants, but al-
so because almost all the rest of Albania’s generation con-
sists of hydropower plants as well. So, in years with little
rainfall, generation is low across the board.

Albania’s almost total dependence on hydropower means
its electricity generation fluctuates considerably. From
2010 to 2019, it met its demand only three times, despite
the addition of a significant amount of new hydropower
capacity during this period.

Electricity consumption remained relatively constant be-
tween 2010 and 2018, peaking in 2013 and then going
back down again.

Albania undertook to reach a share of 38 per cent per cent
renewables in final energy consumption by 2020, compared
to 31.2 per cent in 2009. In 2019, Albania was close to
reaching this target, with a 36.8 per cent share, but final fig-
ures for 2020 are not available as of May 2021.

Clearly Albania had a favourable starting point compared
to other countries, but diversification of the energy mix is
still sorely needed. Two auctions have been held for large
solar installations, but the country’s installed solar capacity
at the end of 2019 amounted to no more than 15 MW.

E\ks)lteasled capacity of electricity generation facilities in Albania, 2019
Source Mw Per cent of installed capacity
Large hydropower 1,675 70.6
asllgar :iggv;:; rﬁ:gﬁ :)1;' grrl:gI\INhyd ropower) 585 247
Oil/gas (not operational) 41
Solar 0.6
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Figure 1
Electricity generation in Albania, 2010-2019
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Albania was the only one of the Western Balkan countries
whose first Nationally Determined Contribution (NDC) un-
der the Paris Agreement would result in a real drop in emis-
sions compared to their 2012 level. It pledged to reduce its
CO, emissions by 11.5 per cent compared to the baseline
scenario for the period from 2016 to 2030. Its second NDC
is not yet ready at the time of writing.

On energy efficiency, Albania’s most recent report to the
Energy Community shows it has undertaken quite some
activities, but its primary energy consumption and final en-
ergy consumption increased in 2017 and 2018.

Albania’s energy intensity is not as high as others in the re-
gion, but it is still more than twice as high as the EU aver-
age. The transport sector is responsible for the highest
share of total final energy consumption, followed by the
residential sector and cross-sectoral electricity consump-
tion, and has very high potential for improvements. Alba-
nia has massive electricity distribution network losses,
amounting to 21.79 per cent in 2019 — which is still an im-
provement compared to previous years.

Data on heating in Albania is hard to come by, but accord-
ing to a 2017 report, nearly two-thirds of heat is produced
by electricity, 20 per cent by biomass, and smaller amounts
by oil and gas. This puts further strain on the electricity sec-
tor but also represents an opportunity to leap straight to
heat pumps rather than embarking on gasification of the
heating sector. Albania currently has no district heating.

Private road transport predominates for both passenger and
goods transport. Public transport consists mainly of buses
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and coaches and the rail network is very limited indeed. It
has been in steady decline since the 1990s and there are no
cross-border passenger services at all. However, it has re-
cently been reported that the Tirana-Durres line is to be re-
habilitated and a line from Tirana to the airport built.

Albania is one of the few Balkan countries producing oil —
1,005,000 tonnes in 2019. The state-owned Albpetrol is
active in the development, production and trade of crude
oil, while the largest oil producer is Bankers Petroleum,
now Chinese-owned.

The country is not connected to international gas networks
at the moment, though the controversial Trans Adriatic
Pipeline has been built on its territory. Albania produces a
small amount of gas, mostly used in oil production and the
refining industry. It also has an outdated pipeline network
of 498 kilometres, which is mostly not operational.

Albania’s net energy import dependence was 21 per cent
in 2018, compared to the EU-28 average for the same year
of nearly 58 per cent. This is presumably due to its lack of
gas use, domestic oil production and, in wet years like
2018, a high share of domestic electricity production. In
2017, a much drier year, the country’s energy dependence
shot up to over 38 per cent.

ALBANIA’S ENERGY POLICIES

By signing the Green Agenda for the Western Balkans, Al-
bania has committed to achieve decarbonisation by 2050.
This might sound relatively easy for a country whose elec-
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Figure 2
Electricity consumption in Albania
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tricity generation is already completely based on renewa-
ble sources, and which uses a high share of electricity for
heating, but there is a danger of Albania making a partial
transition to — not away from — fossil fuels in the coming
years.

With the construction of the TAP gas pipeline, Albania
adopted a Gas Master Plan which planned to increase the
share of gas in the total primary energy supply from 0.4 per
cent in 2013 to 28 per cent in 2040, or 18 kilotonnes of oil
equivalent (ktoe) (210 GWh) in 2013 to 1,371 ktoe (15,950
GWh) in 2040 and to install three gas-fired power plants.
Albania’s National Energy Strategy for the period from
2018 to 2030 also plans around 200 MW of gas power
plants, arguing that they can replace imports.

Nevertheless, our interview respondents welcomed the
Energy Strategy’s overall approach of diversifying Alba-
nia’s renewable energy mix. One mentioned that it does
not go far enough, and that it still continues to promote
even more hydropower construction, while another point-
ed out that there is an overall weakness in assessing the
environmental impact the strategy’s implementation
would have. Other weaknesses of the strategy seen by our
respondents include the slow transition to electric trans-
portation or a better fleet of public transport, as well as
insufficient measures to address Albania’s large energy
losses.

One respondent pointed out that historically, Albania has
not been good at implementing what it has written in stra-
tegic documents, so the strategy may not be particularly
relevant, and another pointed out that it in any case can-
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not adequately capture what will happen on the market in
the coming years, and rather leaves it open to the private
sector to decide what will happen.

Work has started on Albania’s National Energy and Climate
Plan (NECP), which should define renewable energy, green-
house gas emissions reduction and energy efficiency tar-
gets for 2030, but as of May 2021 no draft is yet publicly
available.

WHY IS ALBANIA’'S ENERGY TRANSITION
NOT ADVANCING MORE QUICKLY?

Before looking in more detail at factors holding back Alba-
nia’s energy transition, it is worth underlining what transi-
tion means in this context, given that the country is start-
ing from a point of hydropower dependence in the power
sector rather than fossil fuel dependence. One of the goals
has to be to reduce the massive fluctuation in Albania’s
annual electricity generation, by reducing electricity de-
mand and diversifying renewable energy sources. Heating
is key in this effort, given the high electricity consumption
for this purpose, and so is reducing distribution network
losses.

But in the transportation sector, Albania is just as fossil fu-
el-dependent as other countries. This sector uses the most
energy in the country, so this certainly needs to be ad-
dressed as well — both by decreasing overall energy usage,
as well as by moving away from using fossil fuels for trans-
port. Therefore, below, we look at what is holding such
changes back.
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STATE CAPTURE BY INCUMBENT UTILITIES,
LACK OF TRANSPARENCY AND RULE OF LAW

Our respondents varied in their responses as to the scale
and importance of these issues. Unsurprisingly, non-gov-
ernmental organisation (NGO) representatives were more
vocal about the influence of vested interests on deci-
sion-making, while experts more used to working with the
authorities were more diplomatic.

‘That's the top... obstacle... not specifically in the ener-
gy sector, but in infrastructure and road construction
and all these PPPs [public-private partnerships] or con-
cessions are... hiding a scandal behind... And in hydro-
power there are many, many scandals... [Tlhe general
opinion... is that no matter which way or what policy
the politicians will adopt, the first priority for them is
how to make money out of this and then how to restore
or how to improve the things... It has been like this and
this will be like this for a couple of centuries. And it’s not
only in Albania, it's everywhere...’

‘| see it as a political infection... It is really [well-Jknown
how corruption can work with hydropower because the
technology is known. The companies that are operating
in... the sector are known. And they have their...
well-established connection with the politicians... It’s a
kind of well-set and stabilised triangle between the
construction companies, the concessionary companies
or the energy companies and the political [actors], and
also including the banks, especially, the ones that are
giving the money for these investments.’

‘All of these could be there. Let’s say corruption is some-
thing connected with the deepest behaviour of the hu-
man. So it could be and this is always in the transition
countries.’

‘We have a lot of problems with the lack of transparency
and corruption sometimes. And because the energy sec-
tor is quite a profitable sector, let’s say, everyone thinks
that [they] can benefit from some not transparent proce-
dures that can happen. | think that there are cases, of
course... also in the most developed countries, maybe
there are cases of lack of transparency... [As] a citizen of
Albania, | can perceive that in some projects they develop.’

Transparency was also understood in different ways by the
different respondents. Relations with the Ministries regard-
ing access to information was felt to be improving by one
civil society respondent, while another respondent pointed
to a lack of transparency on the energy market with the
current import situation. However, another respondent
sees this changing soon with the opening of the energy
market in Albania.

‘The communication that we have with the institutions
is a correct communication because we have an ex-
change of information and usually they are quite re-
sponsive in answering questions. But... in our environ-
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mental communication, when there are sensitive topics
this is the most problematic discussion, because they
are not ready to exchange information with you and
maybe the communication becomes a little bit aggres-
sive and things like this. But it depends on the topic...’

‘The government needs to be a little bit more transpar-
ent with their decisions so the people can more posi-
tively welcome the initiatives that the government is do-
ing. But mostly [they] are acting like, “We will do this
and it is something that needs to be done and [full
stop.” So, maybe | think that transparency in this con-
text... needs to be improved to make the people partic-
ipants of these things.’

‘The high energy loss leads to energy imports with high
prices during peak demand thus causing transparency
concerns. The Albanian energy distribution is still a
state-owned monopoly; thus, [there are] not many in-
centives to improve its efficiency.’

‘The power exchange is going to change everything, it’s
the first step and everything will not be like before, be-
cause... the public companies, the incumbent producer
and distributor [will have] to transit this part of energy
through the power exchange that is one of the most
transparent platforms. [People benefitting from the
tendering procedure] — that is going to be completely
interrupted very soon.’

We were surprised that not all our respondents put a
strong emphasis on these issues, as our experience is that
although the Energy Regulator’s annual reports are very in-
formative about developments in the sector in general, it is
hard to access information about individual energy pro-
jects and even harder to influence their development. The
following examples illustrate this point.

Mystery hydropower plans: The true number of hydro-
power plants approved by the government is surprisingly hard
to pin down. According to the government’s Concession
Agency (Agjencia e Trajtimit té& Koncesioneve (ATRAKQ)), as
of September 2019, the number of hydropower concession
contracts signed between the Ministry of Infrastructure and
Energy and private companies is 185, corresponding to 466
hydropower plants.

However in 2019, journalist Artan Rama revealed that there
is another list in existence, for plants with a capacity of less
than 2 MW that are not subject to concessions and have
been approved on a first-come, first-served basis. This list
was provided through a court ruling following refusal of ac-
cess to information by the Ministry of Energy. It included 73
new contracts corresponding to 79 hydropower plants, and
a register of 132 unsolicited proposals which were ap-
proved earlier and cover another 144 hydropower plants.
Together with a deal signed in 2002 with an Italian compa-
ny to rehabilitate 25 existing small hydropower plants, Ra-
ma calculated that as of September 2019, the real number
of approved hydropower plants was no fewer than 714!



Unclear progress in addressing hydropower issues:
Although the authorities in 2019 promised to unilaterally
terminate 27 non-performing contracts that correspond to
80 hydropower plants, it is unclear whether this pledge is
being implemented in reality. The same goes for Edi Ra-
ma'’s July 2019 pledge not to approve any more plants un-
der 2 MW. Since the register of such plants is not public, it
is unclear whether any new approvals have taken place.

The Valbona hydropower case: The permitting process-
es for the Dragobi and Cerem hydropower plants in the
Valbona National Park were full of legal violations, such as
issuing a construction permit without the relevant environ-
mental approval, which are now subject to ongoing legal
proceedings both in Albanian courts and at the Energy
Community.

One of the most egregious points is the alleged falsification
of signatures of villagers from Dragobi in 2013, for which
criminal charges were brought by local NGO TOKA and 30
villagers in 2018. The violation of the law happened on 3
April 2013 during a mandatory public consultation period
where the representative of the company DRAGOBIA ShPK
and the village leader seem to have falsified signatures on
minutes for a meeting claiming to be a public consultation.
It is not clear whether any meeting happened, but if so it
certainly was not public. Signatures were guaranteed by the
accused for two people that were dead at the time they
were supposed to have signed.

The court did not dispute that the signatures were falsified,
but dismissed the case claiming that it had not been sub-
mitted in a timely manner, which the complainants hotly
disputed. The court-appointed officer charged with inves-
tigating the issue of the signatures was a son of the engi-
neer in charge of the hydropower construction.

Vjosa's future in the balance: In September 2020, Prime
Minister Edi Rama wrote on Twitter that hydropower plants
would not be built on the river Vjosa. Three months later,
on December 28 2020, the National Territorial Council
(KKT) chaired by him approved the new boundaries of pro-
tected areas. The announcement of the meeting was only
published the day after the meeting took place, and the
content of the decisions taken only became known to the
public due to a leak to the media. The maps submitted to
KKT reveal that the controversial Pocemi and Kalivac hy-
dropower plants are planned to go ahead, and another ter-
ritory, along the southern border of the Karaburun Reserve
protected area near Vlorg, was stripped of its protection
status.

Our experience suggests that, although all countries in the
region have serious problems with transparency and integ-
rity in the energy sector, access to environmental informa-
tion and public participation appears to be particularly dif-
ficult in Albania, which represents a serious barrier to en-
suring the quality of the country’s energy transition. Never-
theless, at least some of our respondents do see some im-
provements taking place.
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When it comes to advancing decentralised, prosumer ener-
gy, at least one of our respondents believes that the incum-
bents are not likely to allow this to happen easily.

‘When we are talking about energy, we are talking...
about power in all meanings of the word power. Not
power as a force, but also political power, economic
power, it's power... And this is why the energy sector
will always be centralised. We'll never get to this capil-
lary decentralisation, because the ones that are manag-
ing the energy, then they will be powerless.’

Nevertheless, the EU's Clean Energy for All Europeans
package does bring quite some obligations for Albania in
this field, so it will not be able to resist completely.

OUTDATED VIEW OF THE ENERGY SYSTEM,
LACK OF EXPERTISE BY DECISION MAKERS

Our respondents tended to agree that Albania’s decision
makers overall see the benefits of renewables such as solar
and wind, but on the level of implementation there was
agreement that there is a lack of experience and knowl-
edge on how to really implement such projects in practice.
Nevertheless, clear steps have been made.

‘I am really amazed at the steps undertaken by Albania to-
wards enerqy transition or diversification. Albania is a hy-
dro dependent country, and the last years have been im-
portant in the approval of several solar parks, the opening
of an energy market and the auction for the wind farm.’

However, overall, some respondents felt that there is a rela-
tively high amount of engineering expertise, but much less
management expertise and legal expertise connected to the
wider market reform agenda, which may end up meaning
that Albania does not benefit as much as it should from the
ongoing changes. As with some of the other countries in the
region, much of the expertise comes from outside through
donor projects, without really building domestic capacity.

To a certain extent, | think this is also relevant for Alba-
nia... [This is happening] [mJainly on the new alterna-
tives, especially on wind and solar. There still is a lack of
knowledge... The decision makers here are only used to
hydro because this is what they have inherited from the
communism period and this is what they know so far. So,
for them the wind, solar..., other alternatives, is some-
thing new, so they for sure need more support to under-
stand and to get more information on how to do this.’

‘In my perception... they are pretty aware of the benefits
that renewable energy and energy efficiency have on the
country... But of course, if the government is not investing
in electric buses, is not investing more... in another sector
for energy transition, | think... they do not see benefits
from specific projects to invest in Albania. So, I think that
it is related with the benefit that the government bodies
connect with specific projects for energy transition.’
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‘[The employment of people in ministries] doesn’t have
too much to do with the real capacity of the persons...
We have careerist people that... are not experts... Even
at the higher level, the highest possible, from the meet-
ings that | have day by day, I'm seeing... that they are
even not informed, and they are not clear what they are
going to do, but they are working step by step... So,
there is a huge lack of human capacities and we are
talking here at the highest level.’

‘... | could tell you examples from our other sectoral re-
forms... what we are faced with, for example, in the
vetting process in the judiciary... we lack now the per-
sons to be going further with the reform. So, it's the
same for energy... The full development will come
[when] we release the power exchange, APEX,... this
year... That will definitely be the moment that we
have... put a stop to this period of making reports
copy-paste..., etc. ... We are going to see a rise in cost
and we are going to wonder why this happened and
the people... are not going to be happy. And this is one
of the major risks that we have. These reforms without
capacities.’

‘What we have done up to now has to do with only
building, so what we completely lack, like capacity in
general, is the management. And of course, we are
working with audits and managers. But | see even
them, | am lecturing their courses, but... [they are just
there] to get the certification, others are just willing to
do some work. But they completely lack the capacity.
Entrepreneurial capacities, business capacities, because
also they are engineers, for example, [who] have a tech-
nical background...’

‘We got an office and we got all the legislation of the
Swiss and we are, from tomorrow or after one weekx,
we are behaving like we are Swiss.’

FALSE SOLUTIONS

Our respondents did not attribute much importance to
false solutions compared to those in other countries, but
one pointed out that hydropower is still very much promot-
ed, despite Albania’s dependence on it and the resulting
annual variations in electricity generation.

Despite the opening of the TAP pipeline, they did not see a
massive switch to gas coming any time soon.

‘For this gas, we have this TAP route that is passing
through Albania. But it is not that... we rely on this gas,
because this is not only for Albania, it is the route that is
passing through Albania’.

‘Although Albania is a transit of the TAP pipeline which
started the first gas flow in January 2021, Albania is not
ready to benefit from natural gas to replace industrial
and residential heating.”
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What seems to be a much larger problem is the broader lack
of strategic planning and environmental safeguards which
can result in any type of energy project being problematic.

In addition to the hydropower examples named above, the lo-
cations for Albania’s first solar auctions were also either in or
right next to protected areas, and it has yet to be seen wheth-
er they can be built without causing significant damage.

LACK OF ENFORCEMENT OF EU
ENVIRONMENTAL AND STATE AID RULES

Unlike its neighbours, Albania’s energy sector is not a key
contributor to air pollution, but larger cities are still pollut-
ed, among others due to transport dominated by cars,
many of which are relatively old. Our respondents note
that some projects are ongoing to address this issue, but
action still seems to be at a relatively early stage.

‘In transport, regarding the use of fuels, it is around 38
per cent of total consumption... And in the action plan
for renewable energy up to 2020... we didn't foresee an-
ything in this direction. So there is a lot to be done there.’

‘We have a lot of problems with air pollution, especially in
crucial cities like Tirana and other developed cities in Al-
bania... This has been raised often, that the air pollution
is very high in Tirana... but it does not mean that in oth-
er cities we don’t have this problem... And there are as
well some projects to measure the air [pollution] in the at-
mosphere, not only from government bodies. For exam-
ple, the municipality has an application on their website
for air [pollution] measurements. And as well the NGOs
are making simple tools to measure the air pollution.”

According to the European Commission, Albania is at an
early stage in compliance with air quality legislation, with
monitoring stations not being maintained and work on lo-
cal air quality plans not yet started.

During the interviews we did not focus on EU nature pro-
tection legislation, but it is clear that Albania is not ade-
quately protecting its valuable habitats, as evidenced by
the examples above of building hydropower plants in the
Valbona National Park, failure to take decisive action to
protect the Vjosa River and the latest legislative changes
which decrease the area of protected areas.

‘And now there are... on the way also large PVs that are
being planned... And on the horizon,... also the wind
farms, the big farms. But again, there are other chal-
lenges that these solar projects might face regarding
the implications and the impact on the environment.’

Another issue is the lack of clarity about whether the fur-
ther construction of hydropower plants under 2 MW men-
tioned above has really been stopped, as under the 2017
law on renewable energy mentioned above, these are still
eligible to receive feed-in tariffs. This is not in line with the



EU’s Energy and Environment State Aid Guidelines, which
allow feed-in tariffs for hydropower only up to 500 kW,
and premiums only for larger projects which are in line
with the EU Water Framework Directive. These guidelines
are obligatory under the Energy Community Treaty, but
several countries have dragged their feet with implementa-
tion, providing a major driver for the continued construc
tion of such plants.

REAL TECHNICAL DIFFICULTIES

One ongoing technical difficulty mentioned by our respond-
ents is Albania’s high electricity losses in the grid, mainly in
distribution, which are steadily being reduced but cost a
huge amount and result in artificially inflated demand.

‘The technical and non-technical losses in electricity are
too high (26 to 29 per cent), which costs Albania rough-
ly EUR 200 million to EUR 250 million [per year].’

Our respondents highlighted the new Albania-Kosovo
transmission line as a success not only of Albania’s cooper-
ation with its neighbours but also of helping the country to
cover its supply during dry periods, thus helping to alleviate
one of the ongoing difficulties for the sector.

Our respondents see technical difficulties mainly in more
advanced energy transition with a high number of prosum-
ers, but even in this field, some emphasised the need for
an appropriate policy and legal framework more than ac
tual technical difficulties.

‘The energy transition is a long-term objective. It has its
technical difficulties as it is still a centralised system. Energy
transition will occur when we decentralise energy self-suf-
ficiency and turn the users to producers of their energy.”’

‘The technical thing is when it comes to the capillarised
or decentralised vision of energy production,... that can
be a technical difficulty, but still not impossible to be
overcome... What | mean by this is that each house-
hold, each consumer unit has to generate its own ener-
gy..., but to reach this, you can imagine how many dif-
ficulties may occur, not only because of technical [is-
sues], but technical issues here are more relevant.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN ALBANIA?

WHICH ACTORS CAN PLAY A ROLE IN
MOVING FORWARD THE SUSTAINABLE
ENERGY TRANSITION IN THE COUNTRY?

Albania has a number of elements in place which should
make its energy transition easier than for other countries in
the region. At the same time, it has similar risk factors con-
nected to corruption and low capacity by government bod-
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ies to introduce the necessary changes. The horizontal
needs which need to be pursued in order to enable better
decision-making on energy issues are outlined below, fol-
lowed by the different directions needed for a sustainable
transition.

HORIZONTAL NEEDS

Albania’s government needs to increase capacity by mak-
ing sure all the people employed are sufficiently knowl-
edgeable and that a sufficient number of staff is dedicated
to this topic. This may be challenging given the often very
new nature of the changes needed, but efforts should be
made to draw on all the expertise possible. Investment
banks and the private sector were considered by some of
our respondents to be key actors in the energy transition,
but still their actions need to be guided by the govern-
ment’s own strategy and plans.

‘We are looking to... establish a renewable energy
agency... This is positive, that the public authority wants
to have it, at the highest level, and we have some ex-
perts. [It is not] that we don’t have any experts at all. We
have some for sure, and they are [looking] to make a re-
newable energy body competent with all the capacity.
And with all the needs. Not maybe how it happened for
the Enerqy Efficiency Agency that we started from the
beginning and now it is possible [after] three, four years
to put the first process in place.’

‘I would stick to the... good expertise of preparing a
functional strategy, but rather... action plans have to be
realistic and have to be based on real good expertise.
Then the political decision [makers] ha[ve] to be more
adaptive and more ready to really sit down and hear the
voice of science, and of experts. As soon as these pillars
start moving in different directions, | see it is very diffi-
cult.’

‘For instance, the big investment bodies like [the] IFC,
like [the] EBRD or EIB or whatever, are stopping financ-
ing only the hydros but are financing a more balanced
concept of getting energy. This is for sure something
additional. But first, we need to have this balanced con-
cept of energy, and this has to be prepared by the peo-
ple who know how to do it.’

Much stronger action to apply the rule of law is needed.
This is a much larger topic than the scope of this report but
needs to involve demonstrating accountability of decision
makers for their actions, clear follow-up on pledges made,
and genuine public consultations on policy matters, par-
ticularly those with environmental impacts, for which pub-
lic participation is guaranteed under the Aarhus Conven-
tion. The boycott of parliament by Albania’s opposition af-
ter the 2019 elections has meant that one venue for hold-
ing the government accountable has not been functioning,
so others have had to step in, such as independent experts
speaking out, investigative journalists who can play a role
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in revealing scandals and NGOs in pressing for action, but
it is ultimately the institutions which need to step up their
actions.

‘...Albania is also a bit specific, especially in recent years
when the opposition... is absent totally. And for sure
the media’s role is decisive here, and especially in inves-
tigative journalism. I’'m talking here about plans, about
strategies, about concessionary contracts that the gov-
ernment is signing, about all the important documents,
and not only in the field of energy, but the same goes
for the health care system, the environment, etc., etc.’

‘[Investigative journalists can help by researching] cor-
ruption in energy-related concessions, corruption in en-
ergy-related auctions, unsolicited proposals in the ener-
gy sector, non-peer-reviewed unsolicited proposals, en-
ergy- and election-related concessions (illegal connec-
tions, payment).’

One respondent in particular pointed out that although in-
vestigative journalists are usually seen as a thorn in the side
of governments, a more mature approach would be to un-
derstand their work as an aid to see where things are not
going well and what to improve.

‘I don’t see the investigative journalists as only nega-
tive... — they are investigating but they... can help the
government to identify what is... not going well... So, |
think... all the issues of energy need more investigators
and not only like in one day, for example, but to be con-
stant, like a constant update, constant communication,
to identify, to make analyses, not only in Albania, but to
compare it... with other countries in the region to see
where Albania is staying, why we are not improving.”

Much more public dialogue and inclusion of the public is
needed to decide on energy transition and in particular to
maximise the role of citizen energy. While it is the govern-
ment that needs to adjust the legislation to enable this to
move forward, NGOs and independent experts can play a
strong role in ensuring this happens and communicating
with the public.

‘The very first step is to be a more democratic country,
and this is the route. If you are democratic, by democra-
cy | mean, that the decision makers would not always
be the good old guys that we know, that they are only
thinking of hydro and of corruption and of these sort of
things. But open-minded decision makers can really as-
sess and evaluate different perspectives and different
projects and different alternatives... It's not an isolated
field, you know, when we are talking about energy.’

‘| think communication is important between the insti-
tutions, with the citizens to make them participate,
and... the government bodies can be more open to
welcome new projects, because sometimes... maybe
they have knowledge, but maybe they need to be pre-
pared as well to welcome this proposal for energy tran-
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sition... Sometimes they are stuck... in the old way of
producing energy... So they need to welcome this new
approach as well...

‘We have to strengthen and above all, we have to push,
about the communication and the cooperation among
the stakeholders to make it a more inclusive process.’

In a decentralised, renewable-energy-based electricity sys-
tem, appropriate spatial planning and nature protection is
arguably even more essential than in a centralised one. Al-
bania needs to do much more to provide real protection to
valuable natural areas and to properly enforce the existing
environmental legislation.

‘We have to work... with... zoning for the development
of renewables. We are doing it with wind, because very
shortly there is going to be an auction opened for the
wind priority process. Further, we have to build some
comprehensive master plan about the least-cost devel-
opment technologies. But for sure, in some way, capac-
ity is not to be done like a report, how it is normally
done, it is to be done by the person that knows them.’

MAIN DIRECTIONS FOR ENERGY TRANSITION
1. Halt expansion of unsustainable energy forms.

Albania’s long relationship with hydropower may make it
hard to let go, but the situation has long since passed the
point where adding more hydropower has any added val-
ue. It is time for other energy sources, mainly solar and
wind, to make their contribution.

‘As soon as we are depending on one source only for
getting the energy, we are also depending on the rainfall
mainly, or on the water reserves for our energy produc-
tion. And there are always difficult times, especially in
the drought times, when the reservoirs of the large scale
hydropower plants are almost empty. And we are obliged
to import energy from the neighbouring countries.’

Similarly, Albania has an opportunity to leapfrog to a fully
renewable and electrified heating and transport system.
The arrival of the Trans Adriatic Pipeline in Albania must
not lead to a lock-in of new gas infrastructure in Albania.

2. Redouble efforts to reduce electricity distribution
losses and inefficient usage.

With more than a fifth of electricity being lost in the distri-
bution network, this has to be the number one priority, as
it not only creates additional pressure to build more gener-
ation capacity, but it also costs a huge amount of money
that is needed for investment in other areas.

Energy inefficiency of buildings was also named as a prior-
ity by our respondents. Legislation has been passed for
new buildings, but existing buildings remain a challenge.



‘If Albania would increase the energy performance to a
certain level like the central European countries are do-
ing, then for sure this would have an immense impact
on the environment, because that would mean a high
number of at least small hydros to not be built.’

The common usage of electricity for heating in Albania is
on one hand a great burden on the electricity system and
on the other an opportunity to roll out greater use of heat
pumps in the residential sector, which would use much less
electricity and avoid the need for increased use of biomass
or gas. Solar thermal water heating is even more of a
low-hanging fruit that needs to be rolled out rapidly.

‘There are sporadic initiatives from people that use solar
energy to warm the water in their homes, let’s say, or
businesses, because they recognise the benefit that this
source of energy has and they are using it for... heating
the water. In Albania we have many sunny days..., SO to
heat the water from the sun is very easy and it is logical
to use this energy and not electrical energy.’

3. Make the most of Albania’s citizen energy poten-
tial and mobilise local authorities and businesses.

Large renewable energy projects are important, but there
is a huge potential for Albania to benefit from citizen ener-
gy. Our respondents identified some concrete needs in re-
lation to citizen energy, in particular regarding legal barri-
ers and incentives. While the government clearly has the
ultimate responsibility for changing legislation, renewable
energy companies, experts, and those who have already
implemented projects clearly have useful experience and
proposals to share, which the local and national authorities
should make more use of.

‘When we... use this photovoltaic energy and we want
to integrate it again in the system, in the grid... there
are some problems... There are some things that still
need to be adjusted from the legislative point of view
that... everybody, every business, everyone can do
this... But this is only on the policy level.’

‘... The state needs to give [something]... to businesses
or families to... make a boom at the beginning of these
investments in energy efficiency or renewable energy.
Because in the beginning, you need the amount of
money if you are going to do this, so... some incentives
from the state will be important to make people aware
that the state is contributing, you are contributing for a
good that is coming to you after X many years and you
will understand it after it works.’

Knowledge barriers remain an issue, although our re-
spondents say the situation is improving, and there re-
mains a clear need to make sure people are better in-
formed about citizen energy opportunities. Certainly more
could be done by central and local governments on this is-
sue, but there is certainly a role for NGOs, companies and
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property-owners who have their own experience of setting
up decentralised systems.

‘Even the customers and users are going to see how to
produce energy for themselves, to take measures for ef-
ficiency. And overall, we are going to see a shift from
support, every kind of support, from the producer to
the consumers. This is very positive, actually, because
today it's not a problem to produce. Everybody can pro-
duce because it's normal, it's easy to do. The problem is
to empower the consumers. And this is going to hap-
pen very shortly.”

‘So, at least... even [if] we are not going to avoid... cor-
ruption practices,... problems, etc. ... we are going to
put the best practices for sure and we are going to sep-
arate to make them smaller pieces, so we are going in
some way to... start to build, to start [to make] the pro-
cess more visible, [to make a] more positive circle to in-
terrupt what would be considered a big concept.”

‘The municipalities can do a lot of work in their cities, they
have a lot of competencies. That can help the process.’

‘Even if the people are aware, there is a lot of work to
be done to [help] the people [understand] that the ben-

efits are for [the] long-term.’

Businesses can and must play a key role in Albania’s ener-
gy transition, as it is in their interest to invest in energy ef-
ficiency and renewable energy for their own use. This po-
tential exists to a large extent, irrespective of whether or
not the central government becomes more ambitious in its
goals.

‘There is a need just to make the mechanism more
transparent, for example, for the deployment of renew-
ables and less costly for the small producer, for self-pro-
ducers or consumers.’

‘We have to build the capacities, to empower the pri-
vate sector, SMEs, entrepreneur capacities, starting
from the school, the university, changing education,
changing mindset, creating the customers.’

‘Now, we have many start-up companies that are like a
lot of start-ups. But after a while, after a little, they
have to be developed, they have to be more mature.
But I'm seeing that the approach is not coming at all af-
ter many years that they are working. So, we have to
raise public awareness about the benefits of renewa-
bles. We have to enhance capacities and do human re-
sources.’

4. Give higher priority to transport

Albania has an overall lack of public transport, which is a
disadvantage in terms of energy usage, but it also means
that there is very little lock-in of existing infrastructure, so
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any investments being made (e.g. in railway rehabilitation
or new buses) can go straight for electrified public trans-
port. This would require better planning than at present, as
our respondents mentioned that most initiatives so far are
rather pilot projects, disconnected from one another, and
not at a sufficient scale.

Non-motorised transport can also make a much greater
contribution and some efforts are being made along these
lines in Tirana and other cities, which should be continued
and increased.

Electric cars can make a contribution and infrastructure
should be provided, but expensive subsidies to buy electric
cars that benefit mostly already relatively well-off car own-
ers should be avoided.

‘It has to be done through electric cars and electric bus-
es. In this direction we are doing a lot in Albania be-
cause... it is working to do that, because... we have a
very high price of fuels and very low... price of produc
tion of electrical energy.’

Make a plan to phase out oil production and en-
sure a just transition for the affected workers and
communities.

This topic was not raised by any of our respondents, but in
our opinion needs attention if it is to be addressed on time.
We have seen across Europe how quickly the fall of coal
has accelerated, often taking utilities and decision makers
by surprise. Although transport decarbonisation is much
less advanced and oil has many other uses, its time will al-
so come in the next few years, and Albania needs to be
ready.
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ENERGY SECTOR OVERVIEW

Bosnia and Herzegovina (BIH), with around 3.5 million peo-
ple," is currently the only net exporter of electricity in the
Western Balkans. More than half of its installed electricity
generation capacity is made up of hydropower, while most
of the remainder is made up of five lignite power plants, at
Tuzla, Kakanj, Gacko, Ugljevik and, since September 2016,
Stanari.

Solar and wind are only advancing slowly, with two wind
farms — Mesihovina and Jelovaca — starting operation in
20182 and 20193 respectively. Solar is so far decentralised,
but in 2020 concessions have been granted for a 60 MW
solar plant near Bile¢a* and a 72.9 MW plant near Trebinje.®

Most of the electricity is generated by the coal plants, es-
pecially in dry years: generation levels hover around two-
thirds coal to one third hydropower, depending on the hy-
drological conditions.

It should be noted that the graph shows generation, not
consumption, which has fluctuated at similar levels for the
last ten years and fell in 2019 due to the demise of the Alu-
minij Mostar factory.

BIH had a renewable energy target of 40 per cent by 2020
compared to 34 per cent of energy in 2009 - for total final
energy consumption, not just electricity. This relatively high
level is accounted for mostly by hydropower and wood use
in households. In 2017 it reached only 23 per cent, partly
due to poor hydrology, and in 2018, 36 per cent.®

Over-reliance on small hydropower to meet the 2020 re-
newable energy targets has been a key problem in the
Western Balkans. In Bosnia and Herzegovina, the majority
of concessions were issued to private companies as early as

BOSNIA AND HERZEGOVINA

2006, before BIH even had renewable energy targets.
Once the targets were adopted, there was an assumption
that hydropower would be sufficient to fulfil them. In real-
ity, construction started very slowly, but in recent years it
has picked up, causing increasing resistance in places like
Fojnica and Kruscica.” However, despite the damage, small
hydropower has made a minor contribution to BIH's elec-
tricity supply —in 2019, it made up only 3.1 per cent of all
electricity generated.®

Solar and wind were initially considered expensive, but as
prices have dropped, BIH has been slow to take advantage.
There are now hopeful signs that favouritism towards small
hydropower is now being addressed in the Federation, but
as of May 2021, this is not yet the case in Republika Srpska.

A notable feature of BIH's energy system is inefficiency. En-
ergy prices are kept artificially low for end consumers and
there is therefore limited incentive to make savings. The
country is more than four times as energy-intensive as the
average in EU countries and has the highest energy inten-
sity in the Western Balkans.® The residential sector is re-
sponsible for the highest share of total final energy con-
sumption and has high potential for improvements.*

The most common forms of heating for individual houses
are wood and coal. Larger towns and cities in BIH have dis-
trict heating systems — some combined heat and power and
some heat-only. However, these do not provide hot water.
Pricing is not usually cost-reflective, and is usually calculat-
ed on the basis of floor-space rather than consumption.!

Data on transport in BIH is scarce, with no Eurostat statis-
tics available on modal split.** However, it is clear that pri-
vate road transport predominates for both passenger and
goods transport. Public transport consists mainly of buses
and coaches, and the rail system is neglected.

E\ks)lteasled capacity of electricity generation facilities in Bosnia and Herzegovina, 2019
Energy source Installed capacity, 2019, MW Per cent
Hydropower total 2,239 49.7
Of which is less than 10 MW -
Of which is pumped storage -
Lignite 2,156 47.8
Wind 19
Solar 0.5
Biomass 0
Biogas 0
E ERK 19, htt C 1tsPDFs/DERK: by
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Figure 1
Electricity generation in Bosnia and Herzegovina, 2010-2019

25000

M Coal Gas

H Hydropower

20000

15000

GWh

10000

5000

2012

2013

@ oil

n industrial fac
Z&energy=Electricity&

2014

M Wind M Solar

2015 2016 2017 2018 2019

Figure 2
Electricity consumption in Bosnia and Herzegovina, 2010-2019

13,000,000

12,500,000

=
< 12,000,000
=

11,500,000

11,000,000

2010 2011 2012 2013

NOSBIH, Indicative Generation Plan tor 2021-2030, Ar

2014

2015 2016 2017 2018 2019

Regarding energy resources, BIH mostly uses its own lignite
from several mines across the country. These are mostly
open-cast, but some of the mines owned by the Federation
of Bosnia and Herzegovina's public utility Elektroprivreda
BIH are underground. According to research carried out by
Bankwatch in 2018, Elektroprivreda BIH's mines are the least
labour-efficient in southeast Europe, while those owned by
Elektroprivreda Republike Srpske (ERS) are the only ones in
the region where employment levels are not falling.™

BIH does not have its own natural gas extraction — although
it is trying to attract companies for exploration and produc
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tion™ - so it is dependent on the Beregovo — Horgos —
Zvornik import route from Russia via Ukraine, Hungary and
Serbia. Gas use in the country is limited by the distribution
network, which is only present in Sarajevo, Zenica, Zvornik
and Visoko. As for oil, the Brod refinery on the Croatian
border imports crude oil via the Adriatic oil pipeline JANAF.

Despite the import of oil products and gas, Bosnia and
Herzegovina's energy dependence — 24.2 per cent in 2018
—is low compared to the EU-28 average for the same year
of nearly 56 per cent.™ This is due to its use of domestic
sources for electricity generation and its low use of gas.
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Figure 3

District heating in BIH by fuel, 2019
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BOSNIA AND HERZEGOVINA'S ENERGY
STRATEGY AND PLANS

Most decision-making power in BIH is concentrated at the
Entity level, but in 2018 a state-level energy strategy was
adopted.'™ Bosnia and Herzegovina has in the last few
years had an unprecedented opportunity to turn around its
energy sector, as its existing coal plants are mostly ex-
tremely old, thus opening space for a change of direction
when considering what to replace them with. One new lig-
nite plant, Stanari, started operating in 2016, thus making
a coal exit more complicated and costly; however, for the
majority of the country’s generation capacity, all options
should still be considered open.

Unfortunately the opportunity to turn BIH's energy sector
towards the future was not seized, as none of the four sce-
narios outlined in the strategy will bring the country to de-
carbonisation by 2050. Even the so-called ‘moderate re-
newable’ scenario involves building two new coal power
plants, as shown in the table below.

The Strategy did not select which scenario would be the
most favourable, so the decision on how to proceed has
been deferred to future processes such as the develop-
ment of the National Energy and Climate Plan, which is
currently ongoing.

Even at the time it was adopted, it was clear that these sce-
narios were not realistic in terms of timeline, as the con-
struction of a new coal power plant needs around four
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years even after the start of works, and none of these
plants have started construction yet."” Only Tuzla 7 is close
to starting construction, while the other plants listed are ei-
ther in the early stages of planning or have suffered serious
setbacks.

Due to the lack of clear strategy, in reality large energy in-
vestment projects are mainly planned project by project,
and little prioritisation appears to take place. This can be
seen in the unrealistic number of new coal plants in the ta-
ble above, but also in BIH's plans for a large amount of new
hydropower capacity. It has been unsuccessful in building
large plants in recent decades but is currently pushing con-
troversial plants on the upper Drina,"® upper Neretva,'" and
the Dabar plant® as part of the Gornji Horizonti project
dating from the 1950s, all involving Chinese companies.

In April 2021 Bosnia and Herzegovina submitted its updated
Nationally Determined Contribution (NDC) to the UNFCCC.
The NDC?' and accompanying low-carbon development
strategy are incompatible with the EU’s 2050 carbon neutral-
ity goal as they envisage greenhouse gas cuts of only 50 per-
cent by 2050, instead of the full decarbonisation that the EU
has committed to. Moreover, they include 1050 MW of new
coal capacity, but only 100 MW of solar capacity by 2030.2?

As of May 2021, Bosnia and Herzegovina is currently devel-
oping its National Energy and Climate Plan (NECP), which
will set a greenhouse gas emissions reduction target, a re-
newable energy target, and an energy efficiency target for
2030. So far no draft is publicly available.
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Plans for transition in the heating and cooling sector and
transport sector are in their infancy, but are so far relying
on rather outdated and environmentally problematic solu-
tions such as extending the use of coal (eg. in Tuzla), in-
creasing the use of biomass in district heating instead of
coal, increasing the use of biofuels in transport, and build-
ing new gas import routes to ensure a more secure supply.
For example, the Southern Interconnection route being
proposed from Croatia is promoted as leading to the gasi-
fication of cities like Mostar and Tomislavgrad,?® which
would displace renewable electricity?* and biomass more
than other fossil fuels. More innovative and environmental-
ly acceptable solutions such as heat pumps and solar water
heating are not systematically promoted and are largely
neglected in strategic documents.

WHY IS BOSNIA AND HERZEGOVINA'S
ENERGY TRANSITION NOT ADVANCING
MORE QUICKLY?

STATE CAPTURE BY INCUMBENT
PUBLICLY-OWNED UTILITIES, LACK OF
TRANSPARENCY AND RULE OF LAW

‘There is a lack of enforcement of each and every law
in Bosnia and Herzegovina. Because if something is
done for the benefits and profits of state-owned com-
panies — they call them strategic companies — that are
in the hands of the ruling parties, there is no law which
will be implemented to stop that... It's not just EU
rules, it’s even the Bosnian legislation. If it’s not bene-
ficial for these companies and the political parties
which are running the show, these laws will not be en-
forced.’

As shown above, energy planning in BIH largely revolves
around a set of large coal and hydropower projects mainly
pushed by the publicly-owned utilities, most of which have
been planned for decades already. It is difficult to pin down
the extent to which the lack of willingness to revisit the jus-
tification for these projects is simply a result of inertia and
lack of imagination, and to what extent specific interest
groups stand to benefit personally from pushing these pro-
jects.

What we can say without a doubt is that decision makers
in the Ministries and other bodies are not doing well
enough in critically examining the need for projects, their
economic justification, or their compliance with the law.
The parliaments are not always consulted (e.g. on strategic
documents) and when they are, they do not always hold
the governments sufficiently accountable. To name just a
few examples:

— The concession-holder for the planned Ugljevik Il coal
power plant, Comsar Energy, failed to fulfil the terms
of its concession — a fact confirmed by the Republika
Srpska Concession Commission.?® It has not secured a
contractor or financing for the plant. Yet instead of
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cancelling the contract, the Republika Srpska authori-
ties allowed the company to start a new environmen-
tal impact assessment process in 2019, for a plant even
larger than that stipulated in the concession.?¢

In 2019, Elektroprivreda Republike Srpske’s (ERS) sub-
sidiary Hidroelektrana Buk Bijela d.o.o. was allowed to
apply for an environmental permit for the Buk Bijela
hydropower project on the upper Drina without carry-
ing out a new environmental impact assessment, de-
spite the fact that the original study carried out in 2011
was outdated, of poor quality, and did not adhere to
the requirements of the latest version of the Environ-
mental Impact Assessment Directive that is binding for
energy projects in BIH under the Energy Community
Treaty.

Moreover, Montenegro had declared its interest in
participating in the environmental impact assessment
process under the Espoo Convention on the assess-
ment of transboundary impacts, yet the Republike Srp-
ske authorities ignored this request and awarded the
project company an environmental permit.?’

Both Houses of the Federation of Bosnia and Herzego-
vina’s parliament voted in favour of granting a loan
guarantee for EPBIH's new Tuzla 7 coal power plant
even after clear warnings by the Energy Community
Secretariat that the guarantee is in violation of the
Treaty’s State aid rules.?® The feasibility study for the
project was not available to the public. However, once
it was leaked, it showed that the assumptions used for
the calculation were completely unrealistic, both in
terms of coal price and CO, pricing.? This is likely to
render the plant a burden on public funds, yet there
have been no visible reactions from decision makers.

In 2019 the National Assembly of Republika Srpska
voted to allow the entity to guarantee loans for the
Buk Bijela dam project,®® yet to the best of our knowl-
edge even to this day no feasibility study has been car-
ried out for the project.3!

The issue of dominance by incumbents and others close to
the governments seems to be largely self-reinforcing, as
permitting procedures are cumbersome but their corners
can be cut for those favoured by the governments, where-
as new investors are often put off.

"...[Tlhe institutional framework is obviously a very, very
big obstacle, and the only way to go through that ob-
stacle is to go through corrupt pathways and you know
who are the people who are prepared to go through
those avenues. For example: 10 to 15 years ago “Com-
pany X"*% was in Bosnia-Herzegovina... looking for new
renewable energy projects... After five years they
closed the office... | was in contact with the... people
from the company and discussing with them. They just
said, “No, this is not honest. This is too complicated and

"

too corrupt, too much red tape”.




Likewise, because planning is often done as a technical ex-
ercise, usually by hired consultants, mainly compiling the
existing plans of energy utilities, there is very little evalua-
tion of past decisions, or analysis of what has worked,
what has not, and what needs to be changed — an issue
our interview respondents highlighted.

‘One of the big problems is lack of transparency. In this
country it is very hard to get any complete information
about anything, especially when we are talking about
the energy sector... For example, for energy efficiency,
I could not get the most important information, which
is: what are the results? When you have that kind of sit-
uation, then you are not in the situation where you
could prepare any good decision for the future. If you
don’t know what are the effects of the actions which
you have done...’

OUTDATED VIEW OF THE ENERGY
SYSTEM AND LACK OF UNDERSTANDING
OF THE SPEED OF CHANGE

Bosnia and Herzegovina's energy planning has started to
take on vocabulary reflecting trends in the EU and further
afield, such as ‘decarbonisation’, but without truly taking on
board the extent and speed of changes needed in reality.

The types of action proposed in BIH's energy strategy and
draft low-carbon development strategy are those which
might have been considered appropriate 15 or 20 years
ago, such as reducing greenhouse gas emissions by build-
ing newer, more efficient coal plants, but which can no
longer be justified, either in climate terms or economically.

It is often argued?? that BIH, not being a large or rich coun-
try, does not need to reduce its greenhouse gas emissions
to the extent that the EU or other developed countries do.
But arguing from the point of view of what is fair misses a)
the opportunities that transition brings for a less polluted
and healthier society, as well as for more democratic con-
trol of energy generation via prosumers and other decen-
tralised models, and b) the economic reality that BIH needs
to undertake a transition for economic reasons, and if it
does not do so more quickly than it is now, it will incur
higher costs.

The EU is designing its policies to push countries towards
transition using a combination of instruments like targets
but also economic instruments like CO, pricing, so coun-
tries like Poland3* or Greece, which for a long time per-
sisted with the idea that they could continue building new
coal plants, have recently had to make very rapid changes,
with Greece even announcing a coal phase-out while in
the middle of building a new coal plant, Ptolemaida V.3*

As well as a lack of acceptance of the scale of greenhouse
gas emissions cuts needed, decision makers in Bosnia and
Herzegovina have shown a lack of willingness to move
away from the model that they are already familiar with —
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a predominantly centralised model in which BIH concen-
trates on maximising generation, including for export,
based on traditional sources of power — mainly coal and
hydropower.

Even when the need for change is accepted, it is often re-
flected in trying to stay as close to the current model as
possible, e.g. by replacing coal district heating by biomass,
rather than maximising building retrofits and exploring
whether other sources such as geothermal, interseasonal
storage or decentralised heating would make more sense
under today’s conditions.

A major concern among decision makers has been the im-
pact of intermittent renewables on the grid, which is ex-
plored in more detail below under the section on regional
cooperation. Certainly balancing high percentages of re-
newable energy on the grid requires coordination and
functioning markets, but BIH is not yet at the stage where
it would pose significant problems, and the issues are far
from insurmountable. It is hard to escape the impression
that the issue is more inertia, political unwillingness to
switch to an open energy market due to the price impacts,
coupled with outdated perceptions on the cost of solar and
wind, which are perpetuating decision makers’ reluctance
to speed up solar and wind development.

Certainly our respondents agree that relevant expertise
and awareness among experts exists in the country, but
decisions on the political level are responsible for putting
the brakes on forward progress or misdirecting resources
towards unsustainable solutions. This also results in a situ-
ation where the public is not well informed and is receiving
mixed messages.

‘Lack of knowledge, no, I'm sure that they're fully aware,
at least the experts working for the energy sector are
fully aware of the changes that are happening in Europe
and the transition that’s happening in Europe. But it is
the politicians which are blocking this knowledge.’

‘[The] governments don’t know what is going on...
around them. They think that they could continue with
this concept for the next 50 years, and always when you
ask them, “Okay, but all the world is going to another
concept”, the answer will be, “What about Poland?” But
Poland already started to change its approach. This
means they really don’t know what is going on. One of
the big obstacles is lack of knowledge. Everywhere...
We are talking about government, we are talking about
parliament, we are talking about businesses, ... we are
talking about local communities. There is a lack of
knowledge in the general sense, and of course in a spe-
cific sense... A lot of people think renewable energy is a
good thing. But they have a problem with what is hap-
pening with small hydro in the country and now they are
suspicious if this will happen not only with small hydro-
power. They are just a little bit confused — from one side
they know that it's good but from the practical experi-
ences they have..., they are scared.’
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‘[lit's some kind of traditional thinking of our govern-
ments that the current system will last forever and that
coal is, traditionally, our most significant resource. Also,
there is a lack of knowledge and lack of capacity, not
only of institutions, but different consultants and ex-
perts from this branch that could actually accelerate
and improve our electricity system here... So, the prob-
lem is that the lack of capacity of the institutions to deal
with this issue, especially in climate change, is a really
big challenge, but not as big as the lack of will and the
ambition of the government to actually turn to an ener-
gy transition. ..’

‘Outdated concept, yes, specifically in resistance to the
market orientation, no competition. Our players, eco-
nomic players, don’t like competition, so they are not
prepared for that and they resist it. And both technical
professionals and the decision makers are ignorant. Evi-
dence is clear both regarding renewable energy sources
and the inevitability of introduction of emission trading
systems. And what they quote recently is it will be in
2034, | don’t know how they calculated that. They just
don’t follow what’s happening. They don’t follow the
dynamic in the European Union. We are trying to ex-
plain to them, look, the European Union has just
changed from 40 to minus 55 per cent [GHG emissions
reductions]. Do you understand what that means? The
policy will change. So ignorance — not just lack of
knowledge. Ignorance of the evidence.’

‘One of the big obstacles is that that subject is not on
the public agenda. And it’s not really communicated in
society... what that means for the present and for the
future. Because things are going so fast, and everybody
is thinking we are talking about 2050. No, we are talk-
ing about 2030, which is 10 years from now, which in
the energy sector is like tomorrow. And there is no real
public awareness about that, which could be the big
obstacle. If that is closed — just for technicians, politi-
cians, economists and so on — | don’t think that could be
successful, and | see that as a real big issue.”

INCOMPLETE TRANSPOSITION AND
IMPLEMENTATION OF EU RULES AFFECTING
THE ENERGY SECTOR

As mentioned above, the existence of unified EU rules
guiding the energy sector means that certain policy op-
tions, like building new coal plants — or even operating ex-
isting ones in many cases — are becoming uneconomic sim-
ply because they are increasingly forced to pay their exter-
nal costs, by installing pollution control equipment and
paying for CO, emissions.

Some of these rules are transposed into BIH legislation un-
der the Energy Community Treaty, such as the Large Com-
bustion Plants Directive, which is now superseded in the
EU, or some of the EU provisions on State aid, but are not
enforced. A very obvious example is the ongoing breaches
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of the Large Combustion Plant Directive by BIH's coal
plants, which in 2019 breached their sulphur dioxide ceil-
ing by no less than 8.5 times,3¢ or the Tuzla 7 Federal guar-
antee mentioned above, in which Bosnia and Herzegovina
was clearly warned in advance by the Energy Community
but stubbornly persisted in issuing the guarantee.

These flagrant breaches reflect the lack of consequences
for countries flouting Energy Community rules — an issue
raised by our respondents as well.

‘I don’t see this as a powerful and urgent enough mech-
anism to show our decision makers that we need to
turn the politics, turn the page. So definitely there is a
lack of effective mechanisms for our country. | mean,
even through funding — for instance, [Instrument for
Pre-accession Assistance] funding — there should be
some kind of a barrier that we shouldn’t get the money
until we really show ambition in regards to decarbonisa-
tion dates, for example.’

‘[Tlhe National Emission Reduction Plan is very clear. It’s
clear that no country in the Energy Community is fulfill-
ing apart from Montenegro. And so what happens?
They are... warned. So, that’s a problem with the Ener-
gy Community. | mean, they have no leverage... [Plrob-
ably, they don’t have the leverage because Brussels
doesn’t let them have that leverage in their statute.’

However, many key provisions are not yet binding in the
Energy Community, including the Emissions Trading
Scheme, the Air Quality Directive, and Chapters Il and IV of
the Industrial Emissions Directive, which would more strict-
ly regulate pollution from thermal power plants and waste
incinerators. These would have to be approved by the Min-
isterial Council, but the first step is for the European Com-
mission to formally propose them.

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

Employment trends in BIH's coal sector differ between the
entities. In Republika Srpska, employment in the mines and
coal plants overall increased between 2013 and 2018,%7 es-
pecially in election years, making it hard to escape the im-
pression that new workers are being taken on for political
reasons rather than because they are needed.

In the Federation of BiH, Elektroprivreda BIH steadily de-
creased the number of workers in its mines between 2010-
2017, but the company’s projections about how much of a
reduction in the workforce are needed also appear unreal-
istically low, while its mines have among the lowest pro-
ductivity in the region.3®

Employment issues and the social impacts of energy transi-
tion elicited the most unified response from our respond-
ents. All agreed that the issue is more one of political will
than anything else.



‘When you talk with the people, they will tell you that it's
a huge problem. When you go on the ground, you will
see it's not a huge problem. Why? The first thing is that
when we are talking about coal miners, maybe we have
3,000. All others employed in coal mines are not miners.
The ‘miners’ in the Federation are... employed by poli-
tics. That’s the main resistance. Coal mines are used as
political tools, and they use them as places where they
could use their guys to have some salary. That's the rea-
son why resistance is so high. Not coal miners, but peo-
ple which are employed in coal mines... We are making
the problem bigger than it is really. They are using that
because they are state companies, they are using it to
employ, [and the] bill is paid by everybody.

‘These utilities are — how do you call it — the golden goose
for the ruling party, they are in their hands, and it’s some-
thing they’'ve been using for the last 25 years. They got
millions out of that and they got a lot of political benefits
out of that, why would they change it? No. As long as it
lasts — once it goes to bankruptcy, then they'll just pull
out and say we didn’t have anything to do with that.”

‘Of course, that's the number one problem in any sec-
tor, especially the electricity sector, where we have var-
ious and big state facilities — meaning that they hire
thousands of employees and actually about fifteen
thousand people work for the coal sector in Bosnia and
Herzegovina. And this is the monopoly that | talked
about — that they are using these electricity production
utilities and distribution utilities as a voting body for
elections — local or national elections... They are the
voters and these are artificial working places in the coal
sector, which represent a big burden also for the whole
budget of the country...’

‘IM]iners understand that there is no future, there is no
long-term future in the sector. And the lack of courage to
tackle the issue is on the political side, because they don’t
understand how to do it. | wouldn't say that there is no
money, because the subsidies that are being spent are
such a big amount of money that probably just transition
might have already been started. So, the pressure from
coal mining unions is natural, it's short-term, it's, you
know, give us the salary, we are doing our job and it’s like
everywhere in the world, or let’s say everywhere in Eu-
rope. What is the problem, they don’t understand the
concept of coal phase-out, just transition, and the good
information is that finally the secretariat for the Western
Balkans and Ukraine on just transition will be established
from the new year. At least information will come.’

LACK OF POLITICAL WILL TO
COOPERATE WITHIN BIH AND THE
REGION AND TO OPEN MARKETS

Electricity networks with a high share of variable renewa-
bles need to be well interconnected, with functional mar-
kets, so that the power can be moved efficiently to where
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it is needed. Although the countries of former Yugoslavia
are relatively well interconnected physically, market open-
ing is going slowly, presumably due to a fear of having to
deregulate energy prices, which would lead to higher per-
unit prices and potentially overall higher consumer prices if
not accompanied by assertive energy efficiency measures,
particularly for those customers using electricity to heat
their homes.

This fear of market opening and reluctance to cooperate is
accentuated in Bosnia and Herzegovina due to the political
divisions within the country itself, but also because of BIH's
current position as a net electricity exporter, which deci-
sion makers see as a strength that should not be jeopard-
ised.

‘The first problem in Bosnia is that we are not cooperat-
ing within Bosnia. Three big state owned companies,
which are not cooperating between each other, then you
could imagine how they will cooperate in the region.’

‘In the Federation of Bosnia and Herzegovina you have
two parties, two ruling parties, and they have divergent
political perspectives on energy transition. Because two
electro-power companies that they are in a way con-
trolling have different starting positions... So, no con-
sensus on the future and no consensus on how to reach
that future... No political consensus on how to make
this country functional, and in a dysfunctional country
the risk for capital is very high and that impedes energy
transition.’

‘They really don't recognise regional cooperation as an
opportunity. They see that as mainly a threat, because
we are exporters, the only exporter in the region. May-
be they think if they cooperate they will lose the ability
to export.”

‘[Tlhey always say that we need to think of our own re-
sources (of course, mentioning coal is our main resource)
and that we, as different countries, especially in the re-
gion, have different potentials and different situations. ..
And when we say that we can achieve a lot through re-
gional cooperation and regional interconnectedness of
the electricity system and distribution system, politicians
are not really much turned to this as a solution, although
this is one of the basic pillars of the energy transition —
this interconnectedness and cooperation between dif-
ferent countries in the region regarding electricity pro-
duction and exchange of electricity... There is no politi-
cal will for cooperation in terms of energy... The only
thing the politicians want to actually do is to sign a lot of
agreements and memorandums of understanding in the
four years while they are actually ruling.”

‘There is no political will to cooperate. There are three
reasons for that. Every country in the region would like
to be a hub, and to have rents, and how do you get
rents? From your first neighbours. Then in every coun-
try in the region, including Croatia and even Slovenia,
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there is this concept of national security of supply objec-
tive, or very narrow energy independence. So, when
you say that there should be trade and exchange of en-
ergy, that’s not clear to the politicians, probably due to
the not-so-recent — but still in the minds of people and
the memory, recent — history of the conflict.”

One of the results of BIH not having adopted market rules
is that for years, wind connections were capped at 350
MW due to concerns about balancing their intermittent
impacts on the grid.?® During 2019 this was increased to
460 MW of wind power plants and 400 MW of solar pho-
tovoltaics,*® and in 2020 to 840 MW of wind power plants
and 825 MW for photovoltaics.*' BIH is currently far from
having this much solar or wind installed, but there are a
number of projects in the pipeline, particularly for wind.
However, the key to resolving this barrier is mainly con-
nected with introducing market rules to the energy sector
which would enable the benefits of network connections
to be truly realised.

LACK OF PARLIAMENTARY
INVOLVEMENT AND LEGAL FRAMEWORK
FOR ENERGY DEMOCRACY

Another issue to which respondents drew our attention is
the lack of parliamentary involvement in decision-making
on energy issues. This is a larger issue which affects much
more than the energy sector, but this lack of checks and
balances certainly affects the quality of decision-making
and selection of projects. One of our respondents high-
lighted his views on how energy sector decision-making is
done in BIH and across the region.

‘Look at the region, there is no discussion in the parlia-
ment about this. Everything is being decided on the lev-
el of governments,... companies,... banks,... interna-
tional donors and the European Union. So, | would say
that a big obstacle is a lack of parliamentary involve-
ment in the process. That was not the case 10 years
ago. It has been the case in the last seven-eight years. ..
It was clear what the vision was 10 years ago... And
there was a vivid discussion...’

‘And now you have a complex issue, a very complex is-
sue, no clear vision and incompetent members of the
parliament. And of course, you have a general tenden-
cy in the region that... all major decisions that should be
made in the parliaments are made prior in the head-
quarters of political parties and in coordination with in-
ternational actors.’

Another important tool for gaining public support for en-
ergy transition is enabling prosumers and energy coopera-
tives. There are now provisions in the EU legislation requir-
ing this, but it is also worth mentioning here due to its po-
tential for bringing direct benefits to households and small
businesses, which in turn helps to increase the level of pub-
lic interest in, and support for, energy transition.
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‘[Wle see a lot of different projects developing, even
though there is not yet a legal framework for some of
them, because in different entities, for instance, you
can legally become a prosumer in one entity and in the
other you can’t. This is something that’s kind of a barri-
er to decentralisation of energy. In addition, in one en-
tity you can legally establish an energy cooperative and
the other one you can't, which is confusing. The legal
framework for individual energy projects is not the
same, and people are not really well introduced to start-

ing and implementing these projects...’

TECHNICAL DIFFICULTIES

All of our respondents agreed that technical adjustments and
investments will need to be made in order to move energy
transition forward, but that this is more a question of political
will than an insurmountable barrier. As outlined above, many
of the apparent limitations on achieving higher shares of var-
iable renewables in the grid are related to market opening,
and only to a lesser extent to physical infrastructure.

‘If there was a serious commitment of the authorities to
do the energy transition, the technical difficulties could
be overcome. You know, it's a question of prioritising the
actual investments. If you have a serious plan to transition
the energy system, you go by energy efficiency, smart
grids and then you invest in the sources, or you subsidise
sources, there is a way to do it, so technically everything
is possible. The question is, do they want to do it or not?
And I'm sure that there would be money available for this
if there was a political will to go in that direction.’

‘The only technical issue which is important is... region-
al cooperation for balancing capacities, storage, that
kind of thing.”

‘[Tlhe electrical grid needs to be improved and invested
in, so it can actually accept more electricity, especially
from renewable energy sources such as wind power
plants and solar power plants... You can solve this issue
with just good planning and finding investors — finding
funds for investment in grid development. We don't see
this as a barrier, just that we need to improve our current
electricity system. And also something that we need to
work on is the storage of electricity and the potential for
enerqy storage using different spaces, old mines etc. ..."

However, as one of our respondents also pointed out,
there is a need not only for physical infrastructure improve-
ments but also systemic infrastructure for education, re-
search and innovation, which needs to be designed ac-
cording to local needs.

‘We don't have a set-up research, development and edu-
cation system for technical professionals, meaning also
economists, for the modern digitally based, market ori-
ented energy sector... The human factor will be critical, |
mean, the knowledge and the skills will be key. Innova-



tion, new mechanisms, innovative business models. And
you cannot copy Denmark and Sweden. | mean, you have
to develop your own and no one will come to you and de-
velop models that are in your interest. If someone comes,
they will develop models which are in their interest.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN BIH? WHICH ACTORS
CAN PLAY A ROLE IN MOVING FORWARD
THE SUSTAINABLE ENERGY TRANSITION
IN THE COUNTRY?

The three overall directions which need to be covered are
outlined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to build
the necessary governance structure for better deci-
sion-making on energy issues, which are also outlined be-
low. All these need to be pursued simultaneously, as even
with the current governance deficiencies, some steps for-
ward can and are being made.

HORIZONTAL NEEDS

— Institutional planning and management capacity needs
to be improved. Technical assistance to Bosnia and Her-
zegovina should concentrate less on preparing strate-
gic documents, and more on capacity building to de-
velop them, widely consult them, and manage and
monitor their implementation. This would lead to more
ownership of the plans by institutions, as well as better
quality plans achieved through wider consultation.

‘Plans must be flexible and should be our plan — our in-
stitutions, not even local experts. Institutions.’

— Greater scrutiny on government decisions needs to be
exerted by BIH's parliaments. Support and guidance
can be provided by independent experts where parlia-
mentarians lack expertise.

— Much stronger enforcement is needed of EU legislation
already adopted under the Energy Community Treaty,
including on market opening, State aid and environ-
ment. The Energy Community Secretariat is active on
this but needs more tools at its disposal, e.g. ex ante
notification and investigation powers on State aid cas-
es, and more support from the European Commission.

— Donor support such as IPA funds are very much need-
ed for energy transition, but must be clearly and trans-
parently conditioned on making real progress.

‘That’s where | see a chance. Basically, Europe should
take the lead role in the whole thing and seriously start
pressuring our authorities and push for transition in-
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stead of being diplomatic and saying: “It has to be de-
cided by your politicians, we cannot impose anything.”
Yeah, but you're giving them money!”

— Increased public dialogue on the energy transition
needs to take place, to increase public understanding
of, and involvement in, the process.

‘So, I would like to see as next steps that we really open
up the debate, where we participate as equal partners,
let’s say, within regional fora, the RCC [Regional Coop-
eration Council] or Energy Community. We've identified
the problem with the ongoing systematic involvement
of the experts, and that’s why we set up the think tank
RESET. There has to be a written narrative, ideas, con-
cept, policies, measures that will challenge official posi-
tions, official narratives, official concepts, official ideas.’

MAIN DIRECTIONS FOR
ENERGY TRANSITION

1. Prevent lock-in of inflexible unsustainable tech-
nologies, mainly new coal power plants and gas
pipelines, and ensure legal compliance and time-
ly closure of existing coal plants.

Setting a decarbonisation date, and especially a coal phase-
out date, would help to concentrate minds. Given the
strong push for new coal power plants still ongoing, this is
not likely to happen without a strong push from experts,
civil society groups and the international community.

Civil society needs to continue making the case for a coal
phase-out publicly, and to convey both the need for it and
why it is ultimately something positive. Experts need to
help decision makers and utilities understand how a coal
phase-out can work and why it is to their advantage to do
it sooner rather than later.

‘The key is how to get public utilities to be aware of
what'’s their future. We are trying to tell them the sto-
ries of German companies, RWE, E.On, which means,
what are the consequences of being late to transition?’

Donors such as the EU have more tools at their disposal,
notably funds, whose leverage needs to be used to maxi-
mum effect. There is a lot of sensitivity around being seen
to impose conditions around donor funding; however, it is
a matter of credibility. If the EU provides funds for the de-
velopment of a strategy, it only makes sense if that strate-
gy is in line with EU policy. If the EU provides funds for just
transition, it only makes sense if the country is not building
new coal power plants and has committed to actually close
existing ones.

As well as a decarbonisation date, ongoing work to pre-
vent new projects which are incompatible with decarboni-
sation and to bring existing plants into legal compliance
needs to continue. This is generally a combined effort by
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NGOs carrying out legal and advocacy work, experts show-
ing why these projects are not a wise choice, and the Ener-
gy Community ensuring compliance with the relevant EU
acquis. Such work can be complemented by investigative
journalists trying to understand in more depth the machi-
nations behind the decision-making, as well as by the EU
sending strong messages regarding legal compliance.

One note here is that the EU needs to be a lot clearer in the
messages it is sending. While it has wholeheartedly taken
up the message that a coal phase-out is needed, its sup-
port for gas infrastructure via the selection of the Projects
of Energy Community Interest (PECIs) list and in its recent
Economic and Investment Plan for the Western Balkans is
sending the wrong message about gas’ compatibility with
decarbonisation, particularly for countries where the use of
gas is not widespread. The same goes for donors like the
EBRD, who have openly advocated to expand the use of
gas in the region, despite the fact this would entail signifi-
cant investments in the opposite direction of decarbonisa-
tion.4?

2. Advance a sustainable energy transition by seiz-
ing BIH’s energy savings potential, opening mar-
kets and enabling the deployment of sustaina-
bly-sited solar and wind projects, with a particu-
lar emphasis on prosumers. Specific efforts need
to be made in the heating, industry and transport
sectors, which are currently receiving much less
attention than the power sector.

Given the governance problems plaguing BIH's entity-level
energy planning, our respondents mostly see potential for
energy transition to speed up on the small-scale level, via
households and small and medium-sized enterprises, but
also with some leadership by local governments.

Bosnia and Herzegovina's feed-in tariff schemes have lost
credibility through their support for small hydropower, and
in any case they need to be replaced in line with the provi-
sions of the EU’s Energy and Environment State Aid Guide-
lines as a legal requirement under the Energy Community
Treaty.

Opinions differ on whether incentives — in the form of
feed-in premiums — are still needed at all for larger wind
and solar plants. As costs have fallen, smaller plants are al-
so becoming more and more feasible, though support
schemes for prosumers and self-consumption are still very
much needed.

‘What [has] to be subsidised is prosumers and self-con-
sumption. If you subsidise that more people will go in, if
more people go in they will start to understand what is
going on. When you have that approach with the citizens
and local communities then transition will speed up...

The other thing is that one of the keys in energy transi-
tion are small and medium companies. If they see their
opportunity to cut their cost in this situation with COVID,
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then the energy transition will go up. That’s one sector
where nobody sees them as an important actor, but | see
them as the most important one. If they see an opportu-
nity to cut costs, then they will invest money...’

‘I am very much promoting energy communities, pro-
sumers and models, which will unlock six billion euros in
savings of Bosnians — diaspora and the locals — in the lo-
cal banks... The private sector | mentioned already, pro-
sumers, especially small and medium-sized enterprises,
local governments.”

‘I think that municipalities and local authorities — espe-
cially if there is a willingness of the mayors to actually,
really actively be involved in energy transition — their
roles are really significant. And local communities, in-
cluding initiatives coming from the people, from differ-
ent organisations, experts as well, have the biggest role
in the energy transition.’

Local authorities could play a particular role in the heating
and public transport sectors, as they have a greater role in
this field than in electricity. They can and must incentivise
deep renovation of buildings for energy efficiency, as well
as increasing the use of solar hot water and heat pumps.
The district heating sector in particular is undergoing inter-
esting developments, with low-temperature heating net-
works and heat pumps offering a wider range of heat
sources than previously available.

Improvement of and electrification of public transport
should also be prioritised by local authorities, as well as
measures for non-motorised transport such as walking and
cycling. These heating and transport measures will not on-
ly save energy but also reduce pollution in cities.

Donors have in recent years become more and more inter-
ested in the potential for sustainable cities, so initiatives
such as the EBRD’s Green Cities** may offer support, as long
as the city authorities approach planning with an open mind
and willingness to include the public in decision-making.

As explained above, for higher levels of renewable energy
integration into the grid, electricity market opening is
needed, for which higher level decision-making is inevita-
ble. In order to make this happen, a combination of pres-
sure from civil society and experts is needed, in combina-
tion with measures to ensure that any resulting price rises
do not hit vulnerable consumers.

3. Avoid being distracted by unsustainable energy
sources such as hydropower in sensitive areas,
fossil gas, biofuels, waste incineration, large-
scale use of forest biomass, or unproven/unavail-
able technologies such as renewable hydrogen.

Avoiding unsustainable or unproven solutions is a major
component of energy transition. It is natural for decision
makers to want to take the path of least resistance, which
means they often choose energy sources which most



closely resemble those being replaced — so gas, biomass or
waste to replace coal; biofuels to replace petrol or diesel;
or hydrogen or renewable gas to replace fossil gas.

The question of which solutions are suitable for a particu-
lar situation is not always simple, and civil society organisa-
tions and other experts play an important role in explaining
the pros and cons to decision makers and the public and
advocating for suitable solutions. Even where a specific
technology may in principle be acceptable, civil society
groups need to be involved in monitoring the approval pro-
cess to ensure legal compliance.

Such work can be complemented by investigative journal-
ists trying to understand in more depth the machinations
behind the decision-making, as well as by the Energy Com-
munity Secretariat and EU sending strong messages re-
garding legal compliance.

We have already noted the necessity here of the EU and
other donors sending clear messages with regard to gas,
but the same goes for environmentally risky hydropower
and less developed technologies such as renewable hydro-
gen. To be responsible, donors need to take a precaution-
ary approach and avoid promoting unproven technologies
or those with high environmental risks, and encourage the
region’s authorities to pay more attention to energy effi-
ciency and low-risk technologies.
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ENERGY SECTOR OVERVIEW

Bulgaria, with around 6.9 million people,! relies mainly on
coal and nuclear power, and to a lesser extent, hydropow-
er, for its electricity generation. It is one of only two coun-
tries in our study — along with Bosnia and Herzegovina — to
have exported electricity every year since 2010.

About a third of its 12,839 MW of installed electricity gen-
eration capacity is made up of coal plants, around a quar-
ter hydropower and just under 16 per cent nuclear, and the
remainder consists of wind power, gas, solar, and smaller
amounts of biomass. But as shown below, in terms of gen-
eration, nuclear provides more than a third of electricity
and hydropower less than ten per cent.

The Bulgarian energy sector is dominated by state owned
companies. Bulgarian Energy Holding (BEH) owns four sub-
sidiaries in the electricity sector — Maritsa East 2 coal pow-
er plant, Kozloduy nuclear plant, Natsionalna elektricheska
kompania (NEK) (hydropower and electricity trading and
supply) and Elektroenergien sistemen operator (ESQ), the
transmission system operator.?

As of 2015, BEH accounted for no less than 59 per cent of
electricity generated in Bulgaria,? thus dominating the pow-
er sector. However there are also numerous private opera-
tors. For example, AES owns the Galabovo coal power plant
and Sveti Nikola wind farm,? ContourGlobal owns the Mar-
itsa East Ill coal plant,® and energy tycoon Hristo Kovachki
owns around 150 companies, including three coal power
plants, eight district heating plants and eight coal mines.®

Like most other southeast European countries, the first re-
newable energy source to be supported was small hydro-
power. Bulgaria’s boom started in the late 1990s and early
2000s, with about 250 small hydropower plants built, and
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enormous damage wrought on the country’s rivers and
streams.”

Solar and wind also grew in the later 2000s,® but in 2012
incentive payments were drastically reduced® and even ex-
isting plants were subject to a grid access fee introduced
overnight, although this was later overturned in court.' In
2015 incentives were scrapped for all new plants' except
installations under 30 kW."?

The only renewable sources which have continued to grow
in recent years are biomass and small solar PVs of up to 30
kW. In 2019 and 2020 more than 380 such PV systems
were installed in Bulgaria.™

Electricity generation has somewhat declined in the last ten
years, particularly from coal. In 2015 the Varna coal power
plant, which used imported hard coal, stopped operating.*
In 2018 and 2019, the Bulgarian Ministry of Environment
gave permission to three coal plants — Brikel, Republika Per-
nik and Bobov Dol — to burn large quantities of unknown
types of waste.”™ As well as a public health hazard, this may
be seen as a sign of the difficulties the industry is in, trying
to find new ways to stay afloat financially. In early 2019
Bobov Dol announced it would stop this practice.'

Between 2010 and 2018 electricity consumption rose by al-
most 10 per cent; however, this increase was absorbed by
the existing generation capacity.

Bulgaria undertook commitments to increase the share of
renewable energy — for total final energy consumption, not
just electricity — to 16 per cent by 2020. It had already met
this target by 2013, and by 2018 reached 20.49 per cent.”
Compared to its plans,'™ it installed much more solar PV
than expected, but much less wind, and somewhat less bi-
omass and small hydropower.

E\ks)lteasled capacity of electricity generation facilities in Bulgaria, 2020
Energy source Installed capacity, 2020, MW Per cent
Nuclear 2,000 15.6
Thermal lignite 4,119 32.1
Thermal hard coal 1.9
Thermal gas 1,360 10.6
Hydro 3,213 25
Wind 5.5
Photovoltaic 1,121 8.7
Biomass 0.6
P ity -4




FRIEDRICH-EBERT-STIFTUNG — THE POLITICAL ECONOMY OF ENERGY TRANSITION IN SOUTHEAST EUROPE

Figure 1
Electricity generation in Bulgaria, 2010-2019
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Figure 2
Electricity consumption in Bulgaria
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Like its peers, Bulgaria uses energy inefficiently — it is 3.7
times as energy-intensive as the EU average.” The trans-
port sector is responsible for the highest share of total final
energy consumption, but the residential sector still has sig-
nificant potential for improvements.2°

The most common forms of heating for individual houses
are wood, coal and electricity. Updated data is hard to
come by but data from the last census in 2011 showed that
almost 60 per cent of Bulgarian households relied on coal
and wood for heating; over a quarter used electricity; just
under 14 per cent were connected to district heating and
1.2 per cent used gas directly.?'

Private road transport predominates for both passenger
and goods transport. In 2018, nearly 86 per cent of pas-
senger-kilometres were undertaken by car, 13 per cent by
bus and just 2 per cent by train.?? With freight, rail account-
ed for 19.3 per cent of freight-kilometres,?® so there is
great room for improvement.

Opencast lignite mining is mainly carried out in the state-
owned mines of Mini Maritsa Iztok EAD (MMI), which is a
subsidiary to the BEH, and whose production accounted for
96.6 per cent of the country’s total 29 million tonnes in
2018. Other lignite mining companies accounted for less
than two per cent each: Stanyantsi JSC and Beli Bryag JSC.24
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Figure 3
District heating in Bulgaria by fuel, 2019
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Brown coal®® is mostly mined in western Bulgaria, and in
2018 amounted to 1.3 million tonnes. Vagledobiv Bobov
Dol EOOD, a private company whose ownership is obscure,
but which is often associated with energy tycoon Hristo
Kovachki,?¢ mines in the Bobov Dol coalfield. The compa-
ny’'s Babino mine closed in 2017, leading to the layoff of
650 people, followed by the country’s last underground
mine at Bobov Dol in 2018, with another 400 redundan-
cies. Now only coal mined at an opencast mine is supplied
to the nearby power plant and households.?’

Otkrit Vagledobiv Mines EAD, another private company,
owns two opencast mines in the Pernik coalfield supply-
ing the Bobov Dol coal power plant. Balkan MK OOD car-
ries out underground coal mining in the Oranovo coal-
field, while another small, privately owned mine is the
Vitren mine in the Katrishte deposit. The Cherno More
mine in the Black Sea coalfield near Burgas closed in
2016. Hard coal production is insignificant, around
35,000 tonnes, and is carried out by Mina Balkan 2000
EAD.

According to the EU’s Joint Research Centre, the coal in-
dustry employed 12,944 people in 2018 — 10,300 in min-
ing and 2,660 in power plants.?® This corresponds to the
industry figure of 10,294 people employed in coal mining
in 2018, but the two sets of figures on indirect employ-
ment differ dramatically. Euracoal cites 45,000 as being
employed indirectly, including in power generation, servic-
es, equipment supply, etc.,2® but the Joint Research Center
reports only 5,584 people employed indirectly as a result
of the coal sector.3°
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Bulgaria imports all of its oil and extracts a marginal
amount of gas domestically.3! It hopes to increase produc
tion in the Black Sea. Its gas is mostly imported from Rus-
sia, but at the end of 2020, the TAP pipeline company re-
ported delivering its first gas from Azerbaijan, some of
which was then transported to Bulgaria.3? Greater quanti-
ties are expected to be imported via a new pipeline con-
necting Bulgaria and Greece, currently under construc
tion.33

Bulgaria’s natural gas business is dominated by BEH, via its
subsidiaries Bulgargaz and Bulgartransgaz — the public gas
supplier and transmission and transit operator, respective-
ly.3* Despite a goal of gasification of 30 per cent of house-
holds by 2020, the current level is around three per cent.
However, Bulgaria is still planning to continue with this
goal, albeit now by 2030.3%

Bulgaria’s net energy import dependence was 38 per cent
in 2019, compared to the EU-28 average for the same year
of nearly 58 per cent,3¢ reflecting the use of mostly domes-
tic resources for electricity generation. However, Bulgaria
imports almost all of its natural gas, nuclear fuel and crude
oil from a single trading partner — the Russian Federation.3”

BULGARIA’'S ENERGY POLICIES

Bulgaria was the earliest of its peers to abandon plans for
new coal, but this has not been matched by significant
progress towards a coal phase-out. The country, as an EU
member, needs to achieve full decarbonisation by 2050,
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but its domestic policies do not clarify how it plans to
achieve this. Its National Energy and Climate Plan (NECP)
avoids specifying any coal phase-out date and claims it will
make ‘maximum use’ of the country’s coal reserves, while
fossil gas is seen as something to be increased, not de-
creased.3® However, hidden in an annex to the NECP, some
figures are provided, in which it becomes clear that by
2040, coal will play a negligible role in Bulgaria’s power
sector.

But reality is going faster than the NECP developers expect-
ed. The NECP annex predicted that by 2020, coal would
generate 21,803 GWh,* whereas IEA data for 2019 shows
that Bulgaria was already down to 17,225 GWh from
coal.*® The NECP annex did not predict such a low level un-
til 2029/2030. So, it is highly likely that in reality, Bulgaria’s
coal exit will happen long before 2040, and the country
needs to be ready. However, due to the obfuscation on the
coal phase-out date in the NECP, it also does not mention
any plans/measures related to ensuring a just transition or
mitigating the socio-economic effects of energy transition.

The NECP does not commit to any greenhouse gas emis-
sions (GHG) reductions outside of the EU Emissions Trading
Scheme sectors, reasoning that in 2015, more than 74 per
cent of GHG emissions were generated by the energy sec-
tor in Bulgaria, and this is therefore the main area where
reductions are needed. It expects that GHG emission levels
in the energy sector will decrease by approximately 19 per
cent by 2030, compared to 2015.4" However, the decline in
coal use between 2015 and 2019 suggests that this figure
has most likely already been surpassed.

Considering Bulgaria’s current energy intensity, it is nota-
ble that its NECP foresees an increase of 11 per cent in
electricity consumption between 2020 and 2030, with the
household and industrial sectors retaining their combined
share of two-thirds of total demand. Some increase in
electrification of transport is expected, but this would still
account for only a small share of consumption.? Most of
our respondents considered it unrealistic to expect an in-
crease in demand considering the current wastage and
the need for energy efficiency improvements, and some
felt that the expected growth is included to justify planned
projects such as new nuclear capacity. In any case, they
pointed out that different scenarios should have been ex-
plored, as the baseline and target scenarios in the NECP
are extremely similar in terms of overall energy consump-
tion.

By 2030, Bulgaria’s NECP foresees a renewable energy tar-
get of 27.09 per cent in gross final energy consumption.
For the electricity sector, the renewable energy target is
30.33 per cent. This would involve an increase of 2,174
MW of photovoltaics, 249 MW of wind farms, and 222
MW of biomass and waste plants compared to 2020.4% Un-
like its peers in the region, Bulgaria’s NECP does not plan
expansion of its hydropower generation capacity, recognis-
ing its climate change vulnerability, though the controver-
sial Yadenitsa pumped storage plant is still planned.
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Bulgaria plans to extend the lifetime of its Kozloduy nucle-
ar plant units 5 and 6, as well as building another new unit
or two, either at Kozloduy or Belene.** However it should
be noted that the Belene project has been revived and can-
celled several times since the early 1980s.4%

Regarding heating, by 2030, the final consumption of en-
ergy for heating and cooling is projected to decrease by 2
per cent compared to 2020, due to energy efficiency meas-
ures. There are minor plans to further develop solar plants,
which are expected to generate 347 GWh in energy for
heating in 2030, but a significant increase in biomass for
heating is expected as a result of the development of co-
generation plants (from 4 GWh in 2020 to 2,497 GWh in
2030). The share of geothermal sources and heat pumps is
expected to register a small increase over the period.4¢
Overall, our respondents consider that planning in this sec-
tor is highly insufficient, and relies excessively on preserv-
ing the status quo with regard to the district heating plants.

Likewise, our respondents drew attention to a lack of serious
planning in the transport sector. Where plans do exist, such
as in the National Energy and Climate Plan, they rely mainly
on biofuels and gas, and little attention is given to electrifi-
cation. Apart from a few pilot projects, there does not seem
to be a serious plan to decarbonise the transport sector.

WHY IS BULGARIA’'S ENERGY TRANSI-
TION NOT ADVANCING MORE QUICKLY?

STATE CAPTURE BY INCUMBENT UTILITIES,
LACK OF TRANSPARENCY AND RULE OF LAW

Our Bulgarian interviewees were by far the most outspo-
ken of all the countries in alleging corruption in the coun-
try’s energy sector, and they are not the only ones who
think it is rampant: It is easy to find numerous other ex-
perts making similar allegations in the media. Bulgaria cou-
ples a strong state-owned energy company, BEH, which as
mentioned above, generates almost 60 per cent of electric-
ity, with a Russia-dominated gas sector. This frequently re-
sults in decisions that do not fit in the 21st century, coming
at a great cost to the public purse.

‘Decisions in the energy sector are taken without public
discussion. The state serves private interests and does
not protect the interests of society.’

‘So far, Bulgarian governments have earned their repu-
tation of serving the interests of large lobbying groups. ..
In electricity, it’s the Bulgarian Energy Holding... Anoth-
er part is the privatised District System Operators... In
the liquid fuels market, it’s the Lukoil refinery with the
associated customs-mandated liquid fuel storage ware-
houses. And... for gas... it's BulgarGas, and Bulgar-
transgaz. These are the lobbying groups and the Bulgar-
ian governments for the past ten years have mostly
made sure that they serve those lobbying groups’ inter-
ests above everything else.’




‘They want to build another nuclear power plant one
way or another. But this is not because of some actual
national interest or need, but because there’s a lot of
money to be stolen from this project...’

‘This is our main issue here... not so many people are
looking inf[to] this, but there is quite a big sector, as |
said, through different schemes of loans or subsidies,
part of them are going to specific suppliers of materials
or suppliers of machinery or whatever. For example,
probably the biggest dam constructed in the last 10-15
years, Tsankov Kamak, took millions.#” And... if they
should pay back via production of [electricity], it would
take a few hundred years...’

While the above models are rather traditional suitcas-
es-full-of-money types of corruption, others are more insti-
tutional, resulting from a lack of clear separation of BEH
from the state, as well as the lack of independence of the
Commission on Electricity and Water Regulation, which is
supposed to impartially regulate the electricity and water
sectors in Bulgaria, including pricing.

‘The so-called Commission on Electricity and Water Reg-
ulation... under the law is independent from the state,
but it’s in fact not independent. [t is] dealing with prices,
50 some people, some owners benefited... so thisis... in-
direct corruption. They got prices higher than they should,
the same with district heating — the prices for CHP [com-
bined heat and power], [are] directly going for cross sub-
sidy income of the heating prices, because if the people
should pay the real heating prices, they would just give up
with heating and then they will [go] bankrupt...

‘There is no real separation of the state [energy] entities
[and the state institutions] and Bulgarian energy gener-
ation and supply is about 80 something per cent... pro-
vided by these state entities. So, you have a mega cor-
poration [and] there are a lot of people working in it
that are constantly trying to maintain their position, live-
lihood... This is one of the major resistances to change’.

Geopolitics plays a strong role as well, with strong Russian
involvement in the oil and gas sectors. This has been the
case for many years, but there continues to be a strong
lack of transparency on how decisions are made in this
field. Bulgarian decision makers have pledged to diversify
the country’s gas supply, but their actions do not match
their words.

‘Right now, Bulgaria is trying to diversify its gas supply.
One way of doing this... is by building a new pipeline
through Turkey... Initially it was called South Stream,
then it was called Turkish Stream, then it was called
something else [Balkan Stream]. But it's practically,
again, a Russian gas pipeline that goes through Bulgar-
ia and it's supposed to circumvent the Ukrainian gas
pipeline. So it’'s a completely Russian project. And the
Bulgarian government... they have sold our national in-
terests in the gas and liquid fuel markets to Russians...’
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‘[Our] outdated concept and outdated technologies are
based on huge dependence on the Russian energy sec-
tor: 100 per cent of oil, 98 per cent of gas, 100 per cent
of nuclear fuel and nuclear technologies, and a huge
number of technologies and repairing works for ther-
mal power plants. All this is coming from Russia. And
this is a political question. Very much so.’

Corruption and nepotism poisons all levels of decision-mak-
ing and all types of investments, so it is crucial to act across
the board, not only in relation to large infrastructure pro-
jects.

‘In regards to actual enerqgy efficiency... the current Bul-
garian government understands only one thing, and
this is construction works and renovations on old...
ex-Soviet type panel buildings. And... again, this is a
way to easily inflate the prices of the construction works
and steal money from public works.’

‘Bulgaria already started a National Energy Efficiency
Programme [NEEP], that used some EUR 1+ billion for
the improvement of households. And now it is demand-
ing more than EUR 1.5 billion via the [recovery and resil-
ience plan] for the same. The... implementation in-
cludes mainly external insulation of the buildings, often
not done well and overpaid, due to the close ties be-
tween... politicians and the companies involved. Apart
from this fact the NEEP never included a complex ap-
proach towards buildings’ performance. The plans for
the new money are also within the same approach —
gluing of Styrofoam.’

However, as with the other countries covered by our anal-
ysis, there appears to be little or no accountability of deci-
sion makers. There are very rarely serious consequences for
actions stemming from corruption or incompetence.

‘The lack of accountability is definitely the thing that al-
lows corruption in Bulgaria to work.’

‘Examples of corruption at the state level are the Belene
nuclear power plant project*® and the Turkish Stream
gas pipeline.*® No politician has been held responsible
for the huge losses from these projects, about 3 billion
euros.’

‘The state investigated several times the... oil sector for
cartel [activity]. But, not surprisingly, [they] didn’t find
such a cartel... Issues are popping up in a continuous
way but because the prosecutors are not working prop-
erly, the results either never appear or they’re appearing
so late that people just don't follow anymore...’

One example is the case of Ahmed Dogan, honorary chair-
man and informal head of the Movement for Rights and
Freedoms political party, who was paid around EUR
750 000 to be a consultant for four large-scale hydroelec-
tricity projects, funded by the state electricity company
NEK — Tsankov Kamak, Dospat, Gorna Arda and Tundzha.
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He holds a philosophy degree and has no qualifications in
civil engineering. The case ended up in court but he was
acquitted.5®

Later, in 2018, he acquired 70 per cent of the shares of the
SIGDA company that owns the Varna coal power plant,>
which benefits from Bulgaria’s reserve capacity mechanism
that subsidises electricity producers to be ready to provide
reserve supplies in case of need. The mechanism has been
reported to the European Commission as not being in line
with EU State aid rules.> While there is no evidence of per-
sonal wrongdoing by Dogan in this deal, the question re-
mains whether he had access to privileged information
about the capacity mechanism or was able to influence its
support for the Varna plant.

PERCEPTION OF LACK OF BENEFITS FOR
BULGARIA FROM ENERGY TRANSITION

Twenty years have already passed since Bulgaria started in-
troducing small hydropower plants in the name of green
energy. Together with other problems along the way, such
as the perception that high electricity bills were caused by
feed-in tariffs, as well as the pressure from incumbent in-
terests to resist change, the idea that energy transition is
bad for Bulgaria is relatively widespread.

‘According to politicians and trade unions, the transition
to a low-carbon economy is for rich countries, we must
continue to rely on coal... Climate policies were de-
clared... to be expensive for Bulgaria. They link the in-
crease in emissions with the economic growth ap-
proach of the 20th century.’

‘Bulgarian politicians say that bad Brussels is forcing us
to make reforms that are ruining the economy, that the
intermediate goals set in the Green Deal by 2030 are
too ambitious for us and may have a restrictive effect
on Bulgarian industry and the labour market.’

‘[T]his is probably, together with corruption... the cen-
tre of the propaganda against the transition. Especially
between 2009 and 2011... legislation on renewables
was oriented towards big-scale projects, so from one
side, people closer to the politicians benefited personal-
ly from feed in tariffs, but... the same politicians made
huge propaganda against renewables as the main evil
[increasing electricity] prices... So, they indoctrinated
many normal people that renewables are THE evil...
People hardly believe that... renewables could deliver
soon...”

‘In fact, “transition” is a kind of bad word for [the] peo-
ple who are leading the sector...’

‘Some of the renewables are also not so sustainable,
like... cascades of small hydros on small rivers. This is
one of the problematic renewables here. Or some huge
wind windmill parks in nature protection areas.’
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‘There were some wrong decisions aimed at reduction
of feed-in tariffs for electricity from renewables, which
were a wrong signal for investors. Keeping a low price
of electricity is the main excuse for not developing re-
newables but also for not investing in conventional
sources of energy and in the energy sector as a complex
system that needs to ensure security of supply and
cleaner energy.’

This is a typical vicious circle that can arise with any policy
where there is a lack of transparency and rule of law. The
best intentions can end up as a showcase of how not to do
an energy transition, and thus slow down the whole pro-
cess as the public backlash grows.

OUTDATED VIEW OF THE ENERGY
SYSTEM AND LACK OF UNDERSTANDING
OF THE SPEED OF CHANGE

Our respondents highlighted Bulgaria‘s lack of long-term vi-
sion or plans for the energy sector, which are both a conse-
quence and a cause of its lack of ambition in the shorter term.

‘There is no clear vision for energy transition till 2050
and... both [the renewables and energy efficiency] tar-
gets till 2030 are not ambitious.’

‘Carbon neutrality by 2050 was not considered in detail
[in the NECP] — what neutrality means for our context
and how to achieve it. The decarbonisation dimension
was not elaborated in detail, only as a model with pro-
jection numbers for different sectors, till 2030."

‘On paper, we are committed. By action, we haven't
done anything. If the current political climate is pre-
served, by action nothing will happen for ... probably
another 10 years, and therefore we will completely miss
any opportunities to reach carbon neutrality in [2050]."

‘In such a picture Bulgaria still wants to keep its position
of net electricity exporter in 2050 at the level of 2020
exports.’

The overall picture that emerges is of a government that is
not committed to an energy transition, with any progress
so far happening more due to a combination of private in-
terests and EU policies.

‘Bulgaria reached a 21.56 per cent share of renewables
in gross final energy consumption... more from private
interest than from policy driven processes and measures
at the national level.’

Our respondents’ opinions differed somewhat on whether
the government understands the concept of energy transi-
tion in principle. Some believed it does not, while others
felt the concept is understood, but that the government re-
sists committing to it due to political pressure and elec-
tion-driven policies.



‘This is the position of the Bulgarian government for the
past 20 years... They demonstrate they have no under-
standing of what energy transition means... but to be
honest, they actually do and they know what it is. It's
just for political reasons, they don’t want to do it.’

‘A conservative way of thinking is dominating among
experts and decision makers, as mainly problems with
energy systems in the USA, Germany and other coun-
tries are highlighted. The disbelief is connected to the
problems with reliability of renewables and needs for
balancing and storage of energy.’

‘[The government] considers these goals too ambitious
for Bulgaria, and expects other EU countries to take
more weight. There is no idea how the transition to an
innovative economy and a faster recovery from the
global crises and challenges of recent years, as offered
by new energy technologies, will help.’

‘[Our] outdated concept is not because it's just outdat-
ed, but again, because there are interests behind this
outdated concept... Some people may tell you we have
the best energy mix or best energy concept by now and
we would like to keep them, but that’s not necessarily
their belief, because we have a hidden second or third
level of this story... There are people who believe this
concept is brilliant for Bulgaria, but there are people
who are using it for other reasons. ..’

‘Carbon neutrality, it’s a nice thing, but first it requires
the release of the market for renewables, for people
to... be able to build and connect renewables... And...
the Maritsa Basin has to change [how] people are earn-
ing their livelihood... There are 10,000 miners over
there, so that’s 10,000 families. The whole region... re-
quires some structural reform for people to actually be
able to work in other things... That’s going to be really,
really hard for a government that actually wants to pre-
serve things the way they are and not do anything.’

Clearly, Bulgaria has a lack of willingness to move away
from the model that the country is familiar with — a pre-
dominantly centralised model based on large facilities. De-
spite the relatively high share of households in energy con-
sumption, remarkably little attention has been paid to their
potential for renewable energy, reflecting a very central-
ised view of the energy sector.

‘[There are] very, very slow developments in the promo-
tion of small-scale renewables, especially small-scale PV.
That’s a huge, huge battle to promote especially small-
scale PV for small producers to use it for their own needs.’

‘Right now it's extremely hard for anyone to actually even
install two solar panels on the roof of their house. Legisla-
tion is really preventing that. And it requires a lot of clout
and a lot of political connections for you to actually be able
to do anything in that regard. So it actually requires corrup-
tion for you to be able to install solar panels on your house...”
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INCOMPLETE TRANSPOSITION
AND IMPLEMENTATION OF EU RULES
AFFECTING THE ENERGY SECTOR

Despite Bulgaria being an EU Member State, it is adept at
finding ways to avoid properly implementing EU energy
legislation and policies. Sometimes this is fairly blatant, as
in the case of air quality legislation, for which it was already
found non-compliant by the European Court of Justice in
2017 and is currently facing a second court case for failure
to take corrective action.>® Earlier in 2021 non-governmen-
tal organisations (NGOs) also submitted a complaint to the
European Commission over Bulgaria allowing coal plants to
emit more sulphur dioxide than legally allowed.5*

‘For years, Bulgarian and European legislation has been
violated by energy oligarchs with air pollution above the
permissible norms [and] illegal incineration of waste in
coal-fired power plants.’

‘Pollution control as an organised system in Bulgaria has
been destroyed very much during the last 10 years...
because the Minister of Environment and Waters be-
came weaker and weaker... Ministers who were politi-
cally driven by a development agenda, but not environ-
mental protection or health protection... It would be
good to see where the money for air pollution control is
going, because they’re investing in so-called integrated
transport systems in big towns, but the effect is not so
visible... And of course, there was huge resistance,
again, by trade unions and politicians against this BAT*®
for pollution control.”

Civil society organisations have also submitted several cas-
es to the European Commission on State aid issues in the
energy sector. For example, in 2017 ClientEarth submitted
a case to the European Commission alleging that the Mar-
itsa 3 (Dimitrovgrad), Brikel, Bobov Dol and Pernik-Republi-
ka DH plants had received free emissions allowances but
had failed to adhere to the conditions for doing so.5

Also, on February 29, 2020, Bulgarian Energy Holding in-
creased the capital of the Maritza East 2 coal plant by con-
verting BGN 597 million in debt into capital, which is al-
leged to constitute illegal State aid by Greenpeace Bulgar-
ia and ClientEarth.5”

The European Commission does not seem so active regard-
ing State aid non-compliance in Bulgaria so far, however,
and in November 2019 controversially approved aid for the
Sofia waste-to-energy cogeneration plant.58

‘Bulgaria is directly violating the State aid rules... First of
all, the district heating received regulated prices, unlim-
ited in time. As you know, maybe, the State aid should
be limited in time for renewables. Now, there were such
limits, but for district heating, no, it may last forever.
And second... State aid should... not exceed the invest-
ment costs or amortisation... But most of the Bulgarian
district heating plants were constructed 30, 40, 50 years
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ago... But they still receive feed or requlated prices, first
feed-in tariffs, now regulated prices. So this should be
investigated. But because of the specific rules of DG
Competition that only persons who are directly affected
can complain, no one is sending complaints, just NGOs,
but we are not allowed to do so formally...”®

‘And then there are also hidden subsidies for coal, espe-
cially for thermal power plants... For example... power
plants should receive to pay the emission allowances.
But they are not paying, in fact, but the state is paying.
For the state owned power plant, it’s done in a very di-
rect way through loans from the Holding to the power
plant... But these two American power plants... they
are first paying the emissions by themselves. And then
they re-invoice it to the national electricity company be-
cause according to the long-term contracts, these are
costs that are not in the contract. So, the state should
cover such unexpected costs. s

In other cases, more effort is made to appear to comply,
while in fact maintaining the status quo.

‘[AJt face value we are supposed to be compliant with
European Union regulations, but there’s always some
very, very small fine print... For instance, we are sup-
posed to be a completely liberalised market and actually
in 2017 Bulgaria really started moving [that way]. But
then... Bulgarian Energy Holding... got scared that
they’re going to lose their grip on the energy market...
So, although on paper we were compliant... they imme-
diately did a number of things, [e.g.] they increased the
financial security steps that independent energy compa-
nies have to provide in order to... operate on the energy
market... And they introduced new, harder to navigate
steps in regards to how an end consumer can switch
their power supplier... This led to a mass runaway of end
consumers away from the liberalised market, to go back
to the state-owned requlated market. And... to a huge
wave of bankruptcies in the energy trading sector.’

Overall, our respondents assess legal compliance as so low
that it is hard to see significant results from transition so far.

‘Sometimes also for certain aspects of the energy tran-
sition, the Bulgarian government and the Bulgarian en-
ergy holding structures have actually made decisions
that it’s cheaper for them to pay fines to the European
Union and Commission than actually to reform the en-
ergy sector. And there have been many occasions where
they have decided that it’s better for them to pay hun-
dreds of millions of leva as penalties instead of actually
doing the work.’

‘Bulgaria is completely disjointed and disconnected from
the overall European Union energy strategy. It's unbe-
lievable that we are a European Union nation. And at the
end of the day, we're actually not even compliant with
the European Union’s resolution for the energy market.
So no transition, nothing. No progress, no reform.’

Saying there has been 'no transition’ and ‘no reform’ may
seem extreme, but the fact remains that for a country
which has been in the EU since 2007, Bulgaria’s legal com-
pliance and associated issues of state capture and corrup-
tion are in a very poor state. This should be an incentive to
the European Commission to do more, as it would be un-
fortunate to send signs to other EU members and EU can-
didates that it is possible to regularly breach EU legislation.

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

Our respondents all agreed that pressure to maintain jobs
in the state-dominated coal industry is an important reason
why Bulgaria’s decision makers avoid making clear state-
ments and plans for decarbonisation. On one hand political
parties need the votes of those from coal mining communi-
ties, and on the other, there is real pressure on politicians
from coal companies and some trade unions. So the result,
as with state capture, mentioned above, is that Bulgaria is
buffeted around between economic reality and internal
pressure, and fails to take control of the transition process.

‘Bulgarian officials are keeping the style... not to be
proactive, but to follow either guys from... this pro-coal
group like Poland... or they are following some steps
because of pressure from Brussels... And, of course,
there is resistance in the country from the trade unions,
from... some private energy producers, from political
lobbyists.’

"...The politicians so far... are more interested in pre-
serving their power through the [coal mining] unions...
because that’s a lot of people and a lot of votes, and
they tell them we're going to preserve your livelihood if
you vote for us. And therefore they resist change.’

This is presumably why Bulgaria’s NECP is so vague about
its plans to phase out coal and offers so little information
about its plans to ensure the energy transition is just. As
the European Commission noted in its assessment of the fi-
nal NECP:

The NECP identifies some of the main potential impacts
of the transition to a carbon-neutral economy, howev-
er these are not complemented with details or quanti-
tative analysis. The lack of information on how and
when the coal phase-out required to achieve the pro-
posed reductions set out in the NECP will take place
makes it difficult to assess whether the impact present-
ed is due to decarbonisation or to existing structural is-
sues. The document also mentions the need to improve
skills in the population including vulnerable groups.
However, the analysis of the skills aspect is not compre-
hensive enough.

However it would not be accurate to portray the coal min-
ing unions as a monolithic block resisting change. Some
unions have called for a just transition and put forward



suggestions for e.g. solar plants on decommissioned coal
fields, with participation by the workers.8" And while there
are clear fears about job losses across the affected regions,
our respondents raised the question whether even those
trade union leaders who do resist change fully reflect the
full range of opinions of the union members.

‘[The] pressure is huge. First of all... one of the two big-
gest trade unions would virtually be destroyed if the
closure happens. But also people..., especially in the
Maritsa East region, are very much afraid that they will
get lesser personal and financial status. Because... the
salaries in the mining sector and then the thermal pow-
er plants are the highest in the region... And... the min-
ers also get early retirement. So those are things that
they are afraid to lose. Also, because of the aging of the
miners, probably. Some of them would not be able to
start a new job.’

‘... [Blecause the situation with the planning of the
transition is also getting late, people are getting nerv-
ous... and they also have no chance to speak out, [they]
just send the trade union leaders. But we don’t know
whether they are talking on behalf of the people, on
behalf of their own personal interests.’

‘Actually the coal mining unions themselves, they un-
derstand that coal is dead and they need to reform the
sector... We have worked with them to define strate-
gies for how that... coal basin has to be reformed in the
Stara Zagora region... And coal mining unions actually
support those efforts and promote them themselves,
but it’s... the governments themselves that don’t want
change... and they... use the coal mining unions as val-
idation that their political outline is good for the coun-
try, which is not entirely true...’

‘Because the unions are led by a few people with heavy
political involvement for many, many years, then they
receive a phone call from someone from the ruling po-
litical party and they tell them, “OK, now we need to
do something in regards to the strategy in that sector
and let’s do it that way. And you’re going to validate
our strategy.” And they say, “Yes, we are, because
you’re going to give us 50 million cash as a COVID
measure” and stuff like that. This is what usually hap-
pens.’

As we have seen above, however, in 2019 coal power gen-
eration was already at the level foreseen for 2029/2030 in
Bulgaria’s NECP. The state-owned Maritsa East 2 plant has
also generated losses for several years in a row,%? a situation
which cannot continue indefinitely, but which the govern-
ment tried to gloss over by turning the plant’s debt into
capital in early 2020. In 2020 alone, the loss is reported to
have amounted to BGN 341 million (around EUR 170 mil-
lion).83

‘At the end of January 2020, the parliament adopted an
anti-European decision, supported by the... “opposi-
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tion”, which obliged the Council of Ministers to take the
necessary measures for the proper functioning of Mar-
itsa East... by increasing its capital, to ensure long-term
production capacity of coal-fired thermal power plants
in Bulgaria, “regardless of the opinion of the European
Commission on this issue.”%* This creates false expecta-
tions in society and in the trade unions that coal has a
future in Bulgaria after 2030.

Reality is moving faster than the authorities, but the issue
is starting to be raised within the government. The forma-
tion of the EU’s Coal Regions in Transition Platform also of-
fers opportunities to benefit from expertise and funding.
Bulgaria was slow to join this initiative, allegedly pulling out
at the last minute in April 2019 due to fears about losing
votes during the European and local elections that were
upcoming at that time.®s It did eventually join in 2020,
however, perhaps signalling a gradual recognition that ac-
tion needs to be taken.

LACK OF POLITICAL WILL TO
COOPERATE WITHIN THE REGION
AND TO OPEN MARKETS

Our respondents felt that the Bulgarian government’s re-
gional cooperation is very selective, and heavily influenced
by balancing various external interests, rather than Bulgar-
ia figuring out for itself what would be needed.

‘The government is under pressure from trade unions,
energy oligarchs, Russian energy interests. The regional
projects with Greece and Romania are being imple-
mented very slowly.’

‘There are only efforts to cooperate for natural gas sup-
ply, not on renewables.’

‘Big international players with influence on Bulgarian
politics, which is Russia, America and the European Un-
ion... Those three parties are pushing for three differ-
ent agendas and the Bulgarian government doesn’t
know which master to serve, let’s put it this way. That’s
why the local regional synergies are not really exploited,
because the Bulgarian government doesn’t know and
doesn’t have the understanding on how to pursue gen-
uine national interests.’

‘A typical example would be South Stream [i.e. what is
now called TurkStream]... [I]t's about to be complet-
ed, and they have changed the name... 10 different
times. But in the end, it’s still the same... It's still a by-
pass of the... Russian pipeline that goes through
Ukraine... But... we're building it and... the Bulgarian
government is actually financing a Russian project
without Bulgarian entities having any capacity re-
served on that pipeline and therefore having any rights
to trade or transfer gas for that pipeline. And yet they
have made a deal where we are paying for it. This is an

outrage.’
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POLITICAL INSTABILITY AND LACK OF VISION

At the time of writing, Bulgaria is just weeks away from a
general election, after a year in which intense anti-gov-
ernment protests took place for more than a hundred
days. It is far from clear how stable the next government
will be, as a clear parliamentary majority looks unlikely.
Our respondents pointed to different aspects of Bulgaria’s
political culture as contributing to slowing energy transi-
tion.

‘My expectations are that this instability would continue
because of, first of all, the Russian interest to finalise
TurkStream. And because the government already start-
ed to set up the money for the next financial period.
From EU money, | mean... And of course, also because
the US, who finally started to fight on the Balkan and
geopolitical level, they also didn’t find their own [guy
here] after Borisov.”

‘The lack of real decentralisation in governance is ham-
pering the creation of quality regional energy transition
plans.’

‘Bulgaria has only one problem and it’s a political prob-
lem. And the Bulgarian way of building governments
and then politics... has always been a political problem.
And that’s why Bulgaria is a crony capitalist country.’

In addition to overall political instability, our respondents
felt that there is a surplus of strategic documents, but at
the same time a lack of vision by the people running the
sector.

‘The most important reason is the lack of vision in poli-
ticians. They plan their actions with a horizon only until
the next elections, after 1-2-3 years. This stops impor-
tant reforms in the energy sector and preparations for
energy transformation and a just transition.’

‘Bulgaria is producing a lot of strategic documents. We
are overflooded and then no one is following them. No
one is even checking how much is done and how much
could be withdrawn, or new things to be added and im-
proved, etc., etc. So, people without vision, let’s say, are
running this country. And this is not a specific problem
for the energy sector only, but for most of the sectors.
And this is a huge problem. If you would like to have a
good prospective, then you need a vision.’

‘When we are going to talk [to local authorities] about
planning and the alternative options and so on and so
on, the ministers are going to the mayors and asking,
“Give us projects.” Nothing different. “Give us projects.
We want projects.” How could you have good projects
or projects that would work for a long period if you
don’t have an analysis before?’

All of these issues are undoubtedly much wider than the
energy sector and will take many years to resolve. But they
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point to the need to ensure a framework in which local au-
thorities, as well as individual companies and households,
can take action to advance the energy transition irrespec-
tive of what is going on at the national level.

TECHNICAL DIFFICULTIES

As in other countries, our respondents agreed that the
most serious barriers to energy transition are not technical,
but rather political.

‘The level of use of modern technologies is still very low.
There are many administrative barriers to the develop-
ment of renewable energy for households, energy co-
operatives, the real decentralisation of energy produc-
tion.’

‘Transition... could be subdivided into steps, and if you
have good planning and good steps, then you'll finish
well. The point is that there is no will to do so, or peo-
ple who would like to see the transition properly done
are not the majority.’

‘I am not aware of any actual technical reasons. There’s
a lot of investment needed... in many parts of the ener-
gy sector, but | don’t think that any of those issues are
unsolvable. All of them have clear ways, both techno-
logically and financially, to be solved and handled. And
the real problem is just lack of political will.”

‘Some infrastructure difficulties could limit penetration
of renewables for electricity in some regions but they
could be overcome if the relevant investments are
done.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN BULGARIA? WHICH AC-
TORS CAN PLAY A ROLE IN MOVING
FORWARD THE SUSTAINABLE ENERGY
TRANSITION IN THE COUNTRY?

The four main directions which need to be covered are out-
lined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to build
the necessary governance structure for better deci-
sion-making on energy issues, which are also outlined be-
low. All these need to be pursued simultaneously, as even
with the ongoing governance deficiencies, some steps for-
ward can and are being made.

HORIZONTAL NEEDS

Transparency, accountability and the rule of law is clearly a
recurrent issue in the energy sector in Bulgaria, as well as



in other sectors. Tackling this issue in detail would clearly
require a much longer analysis, but it needs to be taken in-
to account at every step. Speaking before the April 2021
general elections, one of our respondents clearly identified
changing the government as a key step for advancing the
energy transition. Since the elections were inconclusive
and will be repeated in July 2021 it remains to be seen
whether this will be fulfilled.

Meanwhile, the means used in recent years needs to be
supplemented with new mechanisms for increasing ac
countability and transparency.

‘And, of course, all this [monitoring] work around the
Just Transition Fund and the [EU funds] programmes...
the [EU] Parliament and the Council agreed some kind
of mechanism that links EU money, including COVID
money, including just transition, to the rule of law.%¢
This might be a useful instrument, and we should ex-
plore this.’

Increasing accountability for unfavourable deals already
made is crucial — where possible through the courts, but al-
so on the political level. Existing contracts for energy sector
projects need to be scrutinised, perhaps by a cross-party
committee, or a group of independent experts, to clearly
lay out what are the priority issues to be addressed in terms
of amending or annulling contracts.

‘[Tlhe ... DSOs have privatised contracts... that are se-
cret... and those contracts have certain clauses for
maintaining their [regional] monopoly... Also the way
that the Russian refinery [Lukoil] and additional energy
structures around it have been sold and their monopo-
ly has been guaranteed by the state. These are secret
terms in contracts which... have a significant limit on
what Bulgaria can do... if we start making big shifts,
Bulgaria would owe a lot of penalties. But at the end of
the day, this can also be handled in multiple ways, both
politically and legally, and it's not much of an issue, it's
a problem that should be solved...’

The situation also has to be taken into account by the Eu-
ropean Union and other international actors, who must try
to better understand the real situation and motivations be-
hind the Bulgarian governments’ actions and by ensuring
that only ‘no regrets’ investments are supported, e.g. with
EU funds.

Clearly, investigative journalists and civil society organisa-
tions also have a major role to play here, as watchdogs and
investigators to understand the real motivations behind
decisions made in the energy sector.

The second horizontal area for attention is that Bulgaria
needs to take ownership of its energy transition, instead
of treating it as something forced on it from outside. This
is a self-fulfilling prophecy — if the government continues
to run from the transition, it will inevitably fail to harvest
its real benefits, whereas if it plans how Bulgaria can ben-
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efit, it can make this happen. Furthermore, by continu-
ously delaying the transition and refusing to accept the re-
ality of the looming coal phase-out, the government puts
the livelihoods of thousands of people and families at
stake.

Real decentralisation of the country’s management and
energy production would help to make the most of lo-
cal-level opportunities and bypass national-level limita-
tions.

Both on the national and local level, though, a culture of
basing plans and projects on proper analyses, as well as fol-
lowing up on plans and developing accountability around
their implementation, needs to be developed.

‘There are no skilful people to do such analysis, such
planning, such in-depth strategising, how to use re-
gional advantages or international connections for the
transition. And while people propose something,
that’s usually people who are outside the region, so
they are not well accepted in the beginning. So we’ll
see. There are some promising ideas, we are trying to
have meetings with mayors here, with local munici-
palities...’

This also means increasing transparency and public partici-
pation in decision-making, including:

Real access to information for all stakeholders, includ-
ing publishing of statistics for the market, such as on
the ENTSO-E website, and mandatory feedback from
the institutions to requests and input within a reasona-
ble time.

Expanding access for participation of all stakeholders
in Government Advisory Councils.

Involve innovative business, green business, NGO ex-
perts and scientists in these government advisory
councils.

One suggestion was to start local coalitions to improve the
transition’s image and speed it up.

‘[O]ne step must be to create local coalitions in favour
of transition... as soon as possible. And they should
start to distribute information and knowledge to people
to get public support on the spot...

It also means ensuring adequate capacity, not only of gov-
ernment institutions, but also of civil society groups to
scrutinise the process and develop their ideas.

‘And, of course, if we manage, which I’'m not very much
optimistic [about], but if we manage to propose alterna-
tives to what the official plans are proposing, that would
also be very nice. But this depends on our own ability —
of people who are in favour of transition. Time, people,
money to sit and work.”
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MAIN DIRECTIONS FOR ENERGY TRANSITION

1. Take stock of where Bulgaria is today, realistical-
ly, and adjust plans accordingly.

Despite what was said above about Bulgaria having a sur-
plus of strategic documents, it is clear that its NECP is al-
ready out of date, particularly with regard to coal. In addi-
tion, the State aid provided to the coal sector in recent
years may have to be recovered if the European Commis-
sion confirms violations of EU rules, for example in the Mar-
itsa East 2 case submitted by Greenpeace and ClientEarth
and/or the free emissions allowances case submitted by Cli-
entEarth. The government needs to undertake updated
analyses in order to show the real picture and to base fu-
ture plans on that. In order to move away from the estab-
lished patterns, one of the suggestions from our respond-
ents was to establish a broader working group for the task.

‘One of my proposals for the strategy would be to set up
a special inter-institutional [working group]... different
from the... Ministry of Energy, because there should al-
so be people from the Environmental Ministry, from Re-
gional Development, from EU funding... that... should
be a decision-making body, with an option to propose
actions directly to the cabinet and to the parliament...
The Ministry of Energy in Bulgaria is, as it is now, is not
able to do the transition alone. The so-called... trilater-
al... approach — government, trade unions and associa-
tions of businesses — it's quite closed for others and
doesn’t work well... The members are mostly against
the transition and working to oppose. So it should be an
open structure, very, very flexible with the ability to an-
alyse different alternatives and to propose decisions.”

Within this updated planning, a decarbonisation timeline is
needed, as well as a coal phase-out date, to provide a
framework for new investment decisions and for the possi-
ble revision of existing contracts.

More examination is also needed regarding other ‘sacred
cows’ such as plans for new nuclear plants, which may well
not materialise. Alternative scenarios are needed, including
with different levels of energy efficiency and technological
development, to ramp up Bulgaria’s level of ambition.

‘The Bulgarian economy is actually one of the worst-per-
forming in regards to energy consumption per produc-
tion or per capita in Europe. So we have a long way to
go in regards to energy efficiency. So even small moves
in that direction result in big savings for the overall en-
ergy market in Bulgaria. Therefore, it’s completely unre-
alistic... that the numbers show a constant increase for
energy consumption in Bulgaria. And this is one of the
things that is used as justification for building addition-
al nuclear power, a nuclear power plant.’

‘Bulgaria ranks last in the EU in terms of energy efficien-
cy. Unfortunately, this is not a priority in the strategy.
We believe that [this] 27.09 per cent share of renewables
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[in final energy consumption by 2030 is an] extremely
unambitious goal. Bulgaria’s renewables potential... has
been proven to be greater, and technological progress
has already reached such levels that by 2030 the targets
may increase by at least 10 to 15 per cent. It is a matter
of political will, proper strategic planning and support
for innovative public and private initiatives to realise this
potential in the next 10 years.’

. Ramp up market reforms and develop participa-
tory plans for coal mine closure, to secure a so-
cially just transition of the affected regions. Uti-
lise the opportunities offered by the Platform on
Coal Regions in Transition.

The government needs to bring Bulgaria’s energy sector in-
to line with EU market rules and ensure that regional plans
are made for the closure of the coal mines in consultation
with the affected people, but also to show leadership and
publicly stand behind the moves being made. Instead of
hiding what it is doing, it needs to come up with a plan it
believes in and put it into action.

‘A very quick change of [legislation is needed] to actual-
ly enable the liberalised markets and remove all the fine
print stops in all the different aspects of the energy
market and use that as a way to enable private initiative
in those markets.’

Civil society and the media need to track the progress of
such initiatives, and push for adequate public participation
in decision-making. For coal region transition, the initia-
tives ultimately need to be led by local people and local au-
thorities and to be developed bottom-up, not top-down,
so local authorities and people in the communities need to
seize the opportunity to ensure their voices are heard.

3. Make a clear plan for a gas exit

Bulgaria is currently in the midst of increasing its gas infra-
structure lock-in. This is both a political problem, due to Rus-
sia’s dominance of its gas sector, and an economic problem,
as gas will at some point become uneconomic, when CO,
prices are high enough. Bulgaria is far from alone in ignor-
ing the fact that gas is a fossil fuel that, when taking into ac-
count methane leakage from production and transporta-
tion, is often as climate-damaging as coal,®” but it still needs
to take action now to stop the lock-in developing further
and turn the situation around in the coming decades.

The EU can help in this by taking a consistent approach to
gas as a fossil fuel, rather than seeing it as negative only
when it originates from Russia.

4. Concentrate on ‘no-regrets’ investments in energy
savings and small-scale renewable energy, with a
particular emphasis on prosumers. Specific efforts
need to be made in the heating and transport sec-
tors, which are receiving even less attention than
the power sector.



Bulgaria still needs large-scale investments in renewable
energy, but has been badly stung by past mistakes. While
the overall governance of the sector is being improved, in
the meantime, it would be advisable to concentrate on ac-
tions which can advance both energy transition and public
support for it. For example:

— The quickest potential for energy transition to speed
up may be on the small-scale level, via small and medi-
um-sized enterprises using prosumer models, and to
some extent also households, if sufficient support is
provided.

‘One good point is that there are a growing number of
business people who are investing in PV in industrial ar-
eas for their own purposes, even without receiving
some subsidies from EU funding or from other state ser-
vices. This is because of the market situation. The prices
are clearly now better for them, in the middle- and
long-term perspective.’

‘Households and industrial enterprises are the main ac-
tors for effective implementation of renewable and en-
ergy measures.’

‘Transparency, well planned subsidies with leverage ef-
fect, promotion of energy cooperatives [are needed].’

‘Energy poverty and some social aspects are barriers for
good penetration of renewables and energy efficiency
measures for households. [So, a] high intensity of subsi-
dies is needed.’

Local governments can take the lead where they have
the mandate, in particular on energy efficiency, heat-
ing and transport, and they can work with other inter-
ested actors to move the transition along in their own
areas. As heating and transport were named by our
respondents as areas where concrete plans and vision
are largely lacking, local governments can play a key
role here.

‘The National Association of Municipalities in the Re-
public of Bulgaria [has an] important role for good re-
gional plans for economic and energy transition. Uni-
versities, innovative business, green business [can play
an] active role in the development of industrial zones in
coal areas such as Stara Zagora-Maritsa East. Also for
professional training of workers and retraining.”

‘[On heating,] there are multiple ways for this to be han-
dled. Those thermal power, local producing plants...,
their way of distribution of heat throughout the city...
can be changed, can be split up into smaller distribution
grids... with local heat production and cooling. And all
of this can be an extremely cost-effective solution ..."

Work is still needed on the legislative framework that
would allow these proposals to happen more smoothly as
well.
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‘And of course, enabling all the new technologies... re-
newables, batteries, electrification of transport and in-
dustries. All of this needs to be enabled mostly in [legis-
lation] to actually enable the private markets... [to] take
the initiative and introduce those technologies in Bul-
garia... So there’s not much work to be done. It's most-
ly legislative and modernisation and digitalisation of
processes in the state-owned enterprises and adminis-
tration. And if we do that — and this can actually be
done very, very quickly — this will change Bulgaria for
the better, very quickly.

‘Legislation could be [changed] for creation of local
heating and cooling unions..., let’s say, if you have a big
administrative building that puts up [water] heating so-
lar panels on their rooftop, they could actually... heat
the nearby buildings. But legislation prevents that... al-
though there have been projects and proposals for such
things to happen.’

Given the experience so far, legislation, planning and mon-
itoring needs to be tightened to ensure adequate quality of
the policies, including building renovation, to avoid partial
energy efficiency fixes that do not last and generate waste.

Another area that needs attention is in making Bulgarian
Energy Holding part of the transition rather than an obsta-
cle to it.

‘There’s a lot of people that would like to be investors in
renewable energy. They can definitely lead the market.
And there are thousands of people that understand the
future and want to be a part of it. And if they're al-
lowed to participate actively on the scene, they will be
a huge engine for change. What needs to be done is
the Bulgarian energy holding needs to be put in the po-
sition of stopping to fight with them, then rather start
to cooperate with them. One possibility would be to ac-
tually allow — that means the government to allow — the
state energy company to build themselves renewable
energy plants.’

MOVE AWAY FROM DISTRACTIONS IN THE
FORM OF UNSUSTAINABLE ENERGY SOURCES

Bulgaria has clearly spent a lot of time and money on un-
sustainable solutions, including nuclear, hydropower and
gas. While it seems to have learnt its lesson regarding hy-
dropower — with the possible exception of the Yadenitsa
pumped storage plant — nuclear and gas still seem to be
very much on the agenda, together with a planned in-
crease in the use of biomass and municipal waste incinera-
tion (e.g. in the Sofia cogeneration plant).

Technologies such as renewable hydrogen and renewable
gas may also end up as false solutions, if they continue to
be over-promoted. They are not yet widely available and
are only ever likely to be sufficient to contribute to decar-
bonisation of the harder to abate sectors. Attempts to
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bring them into very widespread use will either end up
supporting the fossil gas industry if insufficient renewable
gas and hydrogen are available, or may drive a new round
of unsustainable renewables expansion in order to support
energy-intensive production of hydrogen or land-intensive
production of renewable gas based on food crops.

Civil society organisations and other experts will need to
continue playing an important role in explaining the pros
and cons of different options to decision makers and the
public and advocating for suitable solutions. Even where a
specific technology may in principle be acceptable, civil so-
ciety groups need to be involved in monitoring the approv-
al process to ensure legal compliance, a sustainable scale
of development, and suitable locations.

Such work can be complemented by investigative journal-
ists trying to understand what is going on behind the
scenes in the decision-making, exposing how solutions
presented as good for Bulgaria are often only good for
specific individuals.
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ENERGY SECTOR OVERVIEW

Croatia, with just over 4 million people,! differs from most
of the countries in southeast Europe in that it no longer has
its own coal mines and is less dependent on coal. By far the
largest amount of installed capacity consists of hydropow-
er, followed by gas and then wind.

Croatia’s electricity market is dominated by the state-
owned power utility Hrvatska Elektroprivreda (HEP), which
owns 28 hydropower plants, three fossil-fuelled power
plants (two of which are not in regular operation) and four
combined heat and power plants.? It supplies most elec-
tricity consumers.

The development of solar and wind energy has taken place
in fits and starts in Croatia, mainly due to limitations of
support scheme quotas and slow changes to the support
scheme, so although it is clearly ahead of most of its non-
EU neighbours, progress could have been much faster.

Like Montenegro and Albania, Croatia’s heavy dependence
on hydropower means its electricity generation fluctuates
considerably. In wet years like 2010 and 2014 hydropower
generates half of the country’s demand, but most years it
amounts to less.

Although the graph below shows considerable imports, in
reality some of this is covered by Croatia’s half of the Krsko
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nuclear power plant which is located in Slovenia but half-
owned by Croatia. Krsko was originally supposed to close
in 2023 but the Slovene and Croatian governments have
agreed to extend its lifetime by another 20 years.

Electricity consumption has remained relatively constant in
the last ten years, dipping and then growing again slightly.

Croatia undertook to reach a share of 20 per cent renewa-
bles in final energy consumption by 2020 compared to
12.6 per cent in 2005. Although final figures for 2020 are
not yet available, it is clear that the country has overshot
this target by a long way, reaching more than 28 per cent
in 2019.3

However, on energy efficiency it has not done so well. Cro-
atia’s target energy consumption for 2020 was 10.7 MTOE
Primary Energy Consumption or 7.0 MTOE Final Energy
Consumption.# Final official figures are not available yet
but the Commission’s 2019 assessment suggested it was
unlikely to fulfil the target.®

Croatia’s greenhouse gas emissions target for 2020 was
unambitious: +11 per cent compared to 2005 emissions for
non-Emissions-Trading-Scheme sectors, so it is no surprise
that in 2019 it was on track to stay within this limit.¢

Croatia’s energy intensity is not as high as others in the re-
gion, but it is still nearly twice as high as the EU average.”

E\ks)lteasled capacity of electricity generation facilities in Croatia, 2019
Source Mw Per cent
Large hydropower 1,891.00 374
Pumped storage 275.40 5.4
Small hydropower 333 0.7
Nuclear (half of Slovenia’s Krsko plant) 348 6.9
Coal 331 6.5
Gas 969.1 19.2
Wind 646.3 12.8
Oil Derivatives (303 MW not operational)* 343.5 6.8
Solar 84.8 1.7
Biomass 75.5 1.5
Biogas 51.9 1
Geothermal 10 0.2
he Rijeka oil-fi tisno| H izvodnja/t 3
ray Institute Energy Ir nergil
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Figure 1
Electricity generation in Croatia, 2010-2019
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Figure 2
Electricity consumption in Croatia
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The residential sector is responsible for the highest share of
total final energy consumption and has very high potential
for improvements.®

The most common forms of heating for individual houses
are wood (more than half of households) and gas (around
a quarter).® Fourteen towns and cities have district heating
systems, with most of these running on gas, and the re-
mainder on oil.""

Private road transport predominates for both passenger
and goods transport. Public transport consists mainly of
buses and coaches, with a share of 12.7 per cent of passen-
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ger kilometres, and rail transport made up only 2.5 per
cent of passenger kilometres in 2018." The situation is
somewhat better with freight, with rail accounting for 22.8
per cent of freight kilometres in 2019," but there is great
room for improvement.

Croatia’s INA, predominantly owned by the Croatian state
and Hungary’s MOL Group, extracts gas in the Adriatic Sea
and oil and gas inland. Gas production declined signifi-
cantly between 2015 and 2019, while oil production is in
overall decline™ but rose temporarily from 2014-2018.%
From 2014 to 2016 the Croatian government intensified ef-
forts to attract investors to increase oil and gas production,


https://www.iea.org/data-and-statistics/data-tables?country=CROATIA&energy=Electricity&year=2009

causing widespread public outcry in this tourism-oriented
country. In 2016 the government decided to stop new off-
shore drilling."® However, opening new onshore fields is
very much still a focus.

Croatia’s net energy import dependence was 56 per cent
in 2019, compared to the EU-28 average for the same year
of nearly 58 per cent.” Croatia’s dependence has risen by
almost 10 per cent since 2010, presumably due to de-
creased oil and gas production.™ In January 2021 a contro-
versial' new floating liquefied natural gas (LNG) terminal
was inaugurated at Omi3alj on the island of Krk,?° signal-
ling Croatia’s continued interest in gas investments.

CROATIA'S ENERGY POLICIES

As an EU Member State, Croatia has to achieve decarbon-
isation by 2050. However, our respondents varied in their
opinion on whether the government is truly committed to
this. One felt that there is real commitment, while others
were not convinced, pointing to the fact that much of the
action in Croatia’s strategic documents is postponed until
after 2030.

Croatia’s most prominent umbrella energy document is
now its National Energy and Climate Plan (NECP),?' in
which it has pledged to reduce greenhouse gases in the
sectors included in the EU emissions trading scheme (ETS)
by at least 43 per cent by 2030, compared to 2005, and in
the non-ETS sectors by 7 per cent. It has also pledged to
reach 36.4 per cent of renewable energy in gross final con-
sumption and 13.2 per cent in transport. On energy effi-
ciency, it has committed to limit primary energy consump-
tion to 344.38 PJ in 2030 compared to 333.5 PJ in 2020,
and final energy consumption to 286.91 PJ in 2030 com-
pared to 281.7 PJ in 2020.%2

Croatia’s NECP does not anticipate new fossil fuel capacity
in the electricity sector, but it is also lacking ambition in
terms of a fossil fuel phase-out, according to our respond-
ents. No coal phase-out date is given in the selected sce-
nario up till 2030, but in the existing measures scenario, it
is expected to take place between 2035 and 2040.%2 Gas
and oil production is expected to increase compared to the
current situation until 2035/2040, although much of this
relies on unpopular offshore extraction. The lonian-Adriat-
ic gas pipeline (IAP) is also planned to be built, represent-
ing a further lock-in of gas infrastructure.

Regarding renewable power, the NECP foresees the coun-
try’s wind capacity to almost double by 2030, from 734
MW to 1,364 MW, and for its solar PV capacity to rise from
96 MW to 768 MW. It also anticipates more than 500 MW
of new hydropower capacity, which seems ambitious con-
sidering the lack of new capacity added in recent years, as
well as Croatia’s relatively high percentage of surface area
protected as part of the EU’s Natura 2000 network (36.73
per cent).3* Plans for the use of renewable energy in the
heating sector still rely heavily on biomass, but more action
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is planned to make use of solar thermal energy. However,
planned expenditure in the heating sector overall is
dwarfed by oil and gas investments up to 2030.%

The country also has a wealth of other relevant strategic
documents, including:

The Energy Development Strategy of the Republic of
Croatia until 2030 with an outlook to 2050, adopted
in February 20202 after several years of delay.

Draft Low-Carbon Development Strategy of the Re-
public of Croatia until 2030 with an outlook to 2050,
delayed in order to be aligned with the Energy Devel-
opment Strategy.

Climate Change Adaptation Strategy in the Republic of
Croatia until 2040 with an outlook to 2070, adopted
in April 2020.28

The Long-Term Strategy to Encourage Investment in
the Renovation of the National Building Stock of the
Republic of Croatia by 2050.%°

Overall, these are characterised by our respondents as talk-
ing the talk, but not walking the walk. In other words, the
overall narrative is one of decarbonisation and renewable
energy, but the concrete measures concentrate too much
on shoring up fossil fuels. The NECP is seen as the more
sanitised version — ‘telling Brussels what it wants to hear’,
as one of our respondents put it — while the Energy Strate-
gy is a more straightforward sign of Croatia’s intentions to
stick with expanding oil and gas production and transpor-
tation.

One of our respondents also pointed out that adopting the
low-carbon strategy after the energy strategy has nega-
tively impacted on its ambition levels, as the oil and gas in-
dustry was much more able to justify investments under
the scope of the energy strategy than it would be able to
under the low-carbon strategy, but the low-carbon strate-
gy is now somewhat limited by the energy strategy.

The projected electricity demand was seen by one re-
spondent as being largely in line with a lack of ambition on
electrification of transport, while another respondent sug-
gested the projections of GDP and industrial energy use
might be unrealistic.

WHY IS CROATIA’'S ENERGY TRANSITION
NOT ADVANCING MORE QUICKLY?

Before looking in more detail at factors holding back Cro-
atia’s energy transition, it is worth underlining that Croatia
is in @ much more favourable starting position than many
of its regional peers due to its low dependence on coal and
lack of coal mining industry, so there is not such heavy do-
mestic opposition to energy transition as there is in other
nearby countries. This means that several of the factors
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deemed important for respondents in other countries,
such as lack of courage to stand up to coal mining unions,
were not seen as relevant by our respondents in Croatia.

Similarly, the fact that Croatia has more wind and solar
connected to the grid than its neighbours, has a relatively
high level of electricity interconnections, and has to apply
EU market rules, means that technical issues are no longer
used as an excuse for limiting renewables development, as
they were a few years ago.

But given these advantages, it is clear that Croatia’s transition
could be going much faster, so it is important to identify why
this has not been the case so far and what could help to speed
it up. The main overall theme seems to be a lack of political
will; however, such a phenomenon usually has more concrete
underlying reasons, which we will try to unpack below.

‘Croatia is following the EU regulative framework, only
at a slower pace of implementation. The fact is that Cro-
atia has low... emissions due to hydropower and bio-
mass and nuclear as main energy sources, it has very lit-
tle energy-intensive industry and low effort-sharing
goals, due to below-average GDP. Therefore, Croatia
manages to have a certain progress in transition when
compared to other southeast European countries.’

‘I do think there is some sporadic kind of transition, but
it’s not connected to a certain type of strategy or policy
that would guide us in terms of the measurable kind of
steps where we want to be. It's kind of happening just
on its own, you know, with many different pros and
cons on the way.’

‘The main issue is that we didn’t roll out renewable en-
ergy as much as we could... But at the same time, we
still have this opportunity to kind of really — when roll-
ing out the bigger-scale renewables, that we include
more of energy community models, which would then
bring a more positive picture on our energy transition as
a whole. And also, from the government perspective, |
think this is not perceived as an important topic, only
declarative.”

‘If | could summarise in one sentence the strengths and
weaknesses, the strength would be huge potential, the
weaknesses, the lack of will and vision to use it... Yeah,
especially solar — and wind also. When you look at the
new enerqy strategy, it shows that the technical potential
— of course, technical potential is not necessarily sustaina-
ble — but the technical potential only for solar and wind by
far satisfies and over-satisfies the needs in Croatia.’

FALSE SOLUTIONS

All our respondents mentioned the promotion of gas in
Croatia as a barrier to energy transition, both in terms of
domestic production and transportation infrastructure be-
ing developed.
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‘What is a big worry here... is gas. Specifically gas being
pushed as a transition fuel under the argument of na-
tional energy security. Claiming that we are importing
energy, and we will solve that by increasing our own
gas production... We had several big campaigns and
one, we won against opening the Adriatic for new oil
and gas. And then one which is pending... is three-
fourths of continental Croatia being open for new oil
and gas research...’

Unfortunately, in recent years gas in Croatia has received
strong backing from the European Commission under the
Projects of Common Interest (PCl) framework, as the re-
cently-opened LNG terminal on the island of Krk was de-
clared a PCl and received financing from the Connecting
Europe Facility.3°

‘... For the first time actually we have this kind of
cross-national importance of some energy specific pro-
ject that is argued very easily by the Croatian govern-
ment. You know, “It's not us. It's money coming from
Brussels. You see, this project is on Brussels’ top priority
list,” and so on. | would say that those two gas process-
es are one of the main drivers of... [Croatia’s] small am-
bition in terms of the climate goals, as well.”

‘It's not that you can say, “Oh, there is no political will”
and then you leave it at that... There’s no political will
because... of the gas lobby pushing strongly and things
like that... The big picture debate now is the gas sector
knowing its end is getting close and trying to grab as
much as they can in terms of the future lock-in. Will it
be 5, 10, 15 or 20 years? This is the fight now.’

STATE CAPTURE BY INCUMBENT UTILITIES,
LACK OF TRANSPARENCY AND RULE OF LAW

Like most of its regional peers, Croatia’s state-owned en-
ergy companies dominate the energy sector. And like its
regional peers, HEP was slow to recognise the potential
of solar and wind, instead spending years promoting out-
dated projects which ultimately failed, such as the Omb-
la hydropower project and the Plomin C coal power
plant. However, while HEP is still developing some con-
troversial projects such as the Kosinj hydropower plant, it
has in recent years started to develop its own solar and
wind projects.3' For this reason, HEP itself no longer ap-
pears to be a major barrier to energy transition per se,
though it is still seen by at least one of our respondents
as having an outsized influence on the government’s de-
cision-making.

However, Croatia’s energy sector has certainly been influ-
enced by special interests. Among the most well-known
cases are former Prime Minister Ivo Sanader’s decision to
give Hungary’s MOL controlling rights in Croatian oil com-
pany INA, in exchange for a EUR 10 million bribe. In a 2019
retrial, Sanader was sentenced to six years in prison for
this.32



All of our respondents mentioned the corruption scandal
that broke in 2020 with regard to the Kr3-Padene wind
farm,3* whose project promoter C.E.M.P. is owned by La-
ger d.o.o. Posusje, the same company that has been trying
to build a coal power plant near Sanski Most in Bosnia and
Herzegovina.

Former State Secretary Josipa Rimac is suspected of abus-
ing her position to secure permits, certificates and con-
tracts needed to build and put into operation the wind
farm and to obtain feed-in tariffs even though the project
had not met all the necessary conditions. This included ask-
ing Croatian Forests to urgently withdraw negative opin-
ions and estimates of damage issued after technical in-
spections of the wind park, which were required for the
company to obtain an operating permit. In return, C.E.M.P.
would pay Rimac EUR 45 000 as commission for an insur-
ance policy arranged by her sister.34

The case was notable for being the first big corruption
scandal surrounding a renewable energy project in Croatia,
thus on one hand marking the ‘coming of age’ of wind
power as a business just like any other, while at the same
time threatening the public perception of renewables.

‘There are obviously ways of doing things that have per-
sisted for decades and the same interests are involved.
And obviously the holders of those interests are not
keen on... changing the way things are done. So that’s
what we believe is also influencing the slower pace of
transition.’

‘The old model just kind of multiplies itself, no matter
what energy, technical solutions you provide.’

‘We had a huge scandal related to wind energy, which
turned out that two ministers and some other high-lev-
el people were involved in some corruption business re-
lated to development of a wind power plant. Which
brings me to the conclusion that it is interesting for the
government to have the projects, but in that way. Not
only to ensure some public ownership or participation
or whatever.’

‘It's sad to see that alleged corruption is also taking
place in the field of renewable energy, [whose]
growth... we are supporting. But none of these large
energy or large-scale investments taking place in this
corner of the world is unfortunately free from corrup-
tion concerns... It has been like that in the past with our
former Prime Minister being on trial for this INA MOL
case. And it's just now, unfortunately, seems that it is
happening with this first renewable case. So, | mean,
we all have to, | quess, be paying attention to that.’

‘There have been investigations and arrests related to
wind feed-in tariffs, so corruption in the renewables’
sector s very much a confirmed thing in Croatia. Of
course, this is demotivating certain investors to [get] in-
volve[d] in the market.’
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‘It's definitely a huge impact on the energy transition
and on the image of energy transition in the public, be-
cause if green energy becomes related to corruption,
then it’s over. It’s like game over. So, it's really critical...’

What Croatia also has in common with its regional peers is
a widespread perception among stakeholders that the
government is not open to their input, which results in un-
necessarily problematic policies.

‘On paper, all proposed legislation has to go through
public consultation, but typically suggestions coming dur-
ing that process are either rejected or ignored, with few
exceptions. So, yes, there is this transparency and no,
there is not really much space for real public consultation
— [ would say they usually go for that as a formality.”

‘It's just a pity, you know, that there is no climate coun-
cil or anything... cross-sectoral. There is on paper. If you
ask the ministry, they will tell you it exists. And I'm sit-
ting officially on one of them. But it never met for two
years, right? So it's just unfunctional democracy.’

COMPLACENCY AND LACK OF UNDER-
STANDING OF THE SPEED OF CHANGE

With its high share of hydropower electricity and wide-
spread use of wood for heating, combined with the col-
lapse of most energy-intensive industries in the 1990s,
Croatia was well-positioned to meet its 2020 targets with-
out undertaking major additional efforts. Its NECP indi-
cates that it plans to continue delaying some issues, par-
ticularly tackling gas and oil, until after 2030 as well.

‘All this combined led to a comfortable situation for the
government to say, “Hey, look, our numbers look good,
so we don't really need to...” — they’re not saying that,
but we think that’s what's happening — “look, we don't
need to do much..., we will deal with the transition
when we have that on the priority list...” Having said
that..., some shy steps have been taken in... recognis-
ing... the renewable energy potential, especially in solar
energy.’

‘I would say Croatia is very much kind of riding on the
wave of not having big emissions out there and, com-
paratively speaking, also when having a fairly high share
of renewable energy sources in its mix and that alone is
showing good stats. But when you look at what it real-
ly means is that it's not some conscious policies... of the
government that led to that...’

OUTDATED VIEW OF THE ENERGY SYSTEM
AND LACK OF INTEREST IN CITIZEN ENERGY

One of the elements showing that Croatia’s energy transi-
tion is somewhat more advanced than its peers is that the
issue is no longer only about the quantity of renewables
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but also about their quality. For the energy transition to
succeed, and to be sustainable, the general public needs to
be involved, both in decision-making and in implementing
prosumer or community renewable energy projects. De-
spite the fact that various actors have been promoting
these concepts in Croatia for several years, the government
is not seen by our respondents as being interested in the
opportunities for decentralised energy.

‘... I would say the old energy sector mentality was ap-
plied to renewables, large-sized projects, heavily subsi-
dised... There are multiple barriers for citizen energy
projects and community energy as a concept, of a citi-
zen having its own role in energy transition. And |
would say this is being systematically blocked in all of
the relevant strategies, 2030 up to 2050. We are hop-
ing... the new [Clean] Energy for All [Package] transpo-
sition will be a step... to... provide more involvement of
citizens, specifically in solar and wind.’

‘In reality, there is no... clear sign... from the govern-
ment side in supporting these types of models... — be-
cause if it’s clear, then people will do it.”

‘Croatia is shifting from an outdated concept, mainly in
the electricity sector, and due to building regulations,
there are changes in the heating/building sector in gen-
eral. However, transport is lagging behind, modal shift
and electrification is slower. Renewables are already
contributing significantly so there’s no disbelief in that
sense, but there are other issues with renewables, like a
legislative framework prone to large renewables, which
assists existing levels of corruption.”

LACK OF GOVERNMENT CAPACITY

Overall, our respondents felt that there was not necessari-
ly a lack of knowledge within the government about the
latest developments in the energy sector and the potential
for Croatia to advance its transition, but they did point to a
lack of government capacity to implement real measures.

As one respondent pointed out, this might also be indica-
tive of the level of priority given to energy transition by the
government, so it may be an excuse rather than a cause,
but whatever the cause, it is a factor that all respondents
feel limits the progress being made.

‘There is a huge undercapacity of experts within the
ministry that is responsible for climate and energy. And
that’s definitely... an obstacle towards the energy tran-
sition.”

‘It's not that they are generally lacking knowledge,
since there are in all sectors several decision makers and
legislative framework developers knowledgeable on the
issues. But there are only a few. Others completely lack
capacities and knowledge, so there is a high level of
burden on the knowledgeable.’
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‘I wouldn't say a lack of knowledge. | would say a lack
of capacity within the ministry to actually table a bold
proposal and then implement it. And this cannot be dis-
connected from a lack of political will, because I always
say that if there is political will, | mean, we have | would
say quite a good base of young engineers and experts
to implement... Lack of knowledge for me is an alibi,
not a real argument for not having a bolder transition.”’

‘It's not like they don’t have any knowledge on which
renewable sources can be used, and specifying not on-
ly wind and solar but also geothermal. And it’s not like
they completely lack knowledge and expertise. It's just
the part that they need to act on — it is missing.’

The fact that there have been relatively frequent changes
of ministers and even ministries responsible for energy in
recent years was also mentioned by some respondents as
having slowed down various decision-making processes.

LACK OF POLITICAL WILL TO COOPERATE
WITHIN THE REGION AND TO OPEN MARKETS

Croatia’s import dependency means it is not as prone as
some of its regional neighbours to aspire to being a region-
al energy hub, and its EU membership means that it does
not have much choice about its level of market opening.
However, our respondents varied in their opinions on
whether there is sufficient regional cooperation going on.
Certainly Croatia’s half-ownership of the Kr3ko nuclear
power plant in Slovenia is an ongoing example of inherited
cooperation which was cited by our respondents, but new-
er cooperation mainly seems to be in the fossil fuels sector
rather than transition-related.

‘I didn‘t actually see this type of thinking that we could ei-
ther build something together or share some energy to-
gether or do some investments on the network together.
I think it's very much... isolated, one from another.’

‘I know that there has been cooperation between Cro-
atia and Slovenia on — or at least announced... — the
grid and transmission. On the other hand, you know,
the truly regional projects, or projects with regional rel-
evance, are unfortunately fossil fuel ones, such as the...
LNG terminal and the Adriatic oil pipeline and stuff like
that. | don’t see much cooperation in terms of renewa-
ble energy or the more progressive side of the energy
sector.”

One respondent mentioned that Croatia’s foreign policy al-
legiances, namely the US and EU, probably have more in-
fluence than regional cooperation.

‘I'm just thinking about LNG, but this is fracked gas
coming from who knows where, Qatar or the US. So
this is... more kind of being loyal to your American
friends... | mean, this is as clear as day... When you see
who [mentions] the name of the Krk LNG project, even



Trump, you know... But then again, foreign policy is al-
50 Brussels... And if Brussels puts some project on the
PCl list then... it clearly goes beyond your national im-
portance. And this... gives more justification to our
government to actually push for that project.’

It was also mentioned that there are disparities within Cro-
atia on energy transition, with some regions doing much
better than others, and not much cooperation between
them.

‘This is partially an issue, but also bottom-up. Some re-
gions are very progressive in transition, others are not
and do not even have an energy agency.’

LEGAL BARRIERS

Poor implementation of EU legislation was not singled out
by our respondents as a strong element hampering energy
transition in Croatia. Rather, they view Croatia as a country
which does just enough to get by. There are undoubtedly
some issues, such as the European Commission sending a
letter of formal notice to Croatia in May 2020 for failure to
properly apply the Habitats Directive with regard to wind
projects,3 but these are not seen as key barriers to transi-
tion. Apart from the EU’s support for the Krk LNG terminal,
overall the EU is seen as having a positive influence on Cro-
atia’s energy transition.

‘... Right before we were joining the European Union, it
was a period where the influence was made even
stronger because it was a period to align the national
legislation to EU legislation and, you know, to make
some steps in order to become a member of the Euro-
pean Union. But what’s happening now is that basical-
ly... we kind of do follow the lingo, but in case we don't
need to go above the minimum requirements, we
won't.’

‘...We wouldn't maybe even get to where we are if
there was no joint Brussels agenda, joint EU Green Deal
agenda, and | think this can be very useful for us, the
civil society, you know, in saying... “But we have clear
decarbonisation goals and you can’t do that.” So, there
is kind of some string, some leverage in that context.
But then again, you never know.’

What our respondents did draw attention to, however,
was some legal barriers in the national legislation that are
hampering the development of community energy.

‘For example, when it comes to multi-apartment build-
ings, then we still do not have any legislation in place
which would enable each tenant — each member of the
apartment [building] — to get the benefit of solar ener-
gy. That's definitely the missing thing which does not
enable this collective self-consumption, which is very
important... [A]lso, a definition of energy communities
is missing...’
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WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN CROATIA? WHICH AC-
TORS CAN PLAY A ROLE IN MOVING
FORWARD THE SUSTAINABLE ENERGY
TRANSITION IN THE COUNTRY?

The overall directions which need to be covered are out-
lined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to enable
better decision-making on energy issues, which are also
outlined below. All these need to be pursued simultane-
ously in order to advance Croatia’s energy transition at a
bolder pace.

HORIZONTAL NEEDS

Croatia’s government needs to give much greater
priority to energy transition and recognise it as an
opportunity rather than an obligation. This also im-
plies increasing capacity at the Ministry for Economy
and Sustainable Development by making sure all the
people employed are sufficiently knowledgeable and
that a sufficient number of staff is dedicated to this
topic.

The same goes for the local level — each local authority
needs to have a sufficient number of competent staff
to drive forward energy transition opportunities.

Much more public dialogue is needed about energy
transition and in particular the role of citizen energy.
While the Ministry for Economy and Sustainable Devel-
opment needs to show greater willingness to drive this
aspect of transition forward, non-governmental or-
ganisations (NGOs) and independent experts can play
a strong role in ensuring this happens and communi-
cating with the public, as well as reaching out to
non-traditional allies like trade unions and others who
should have an interest in the quality of the transition
taking place.

‘It would be very useful for the transition if there were
more experts... actually coming out and giving some...
wind in the back for all those that are calling for a fast-
er transition. You can actually name like two or three

scientists that are very loud against gas, but then that's
pretty much it

‘If you see it as just transition from fossil to renewables,
I have no doubt that this will happen and we will be suc-
cessful in this... It is... just a matter of the speed... But
if we are seeing the energy transition as large, | think it

should and must engage citizens and communities into

the ownership part of that. Then | would say it’s not
that obvious. We need to fight for that to become an in-
tegral part of energy transition. That’s our job.’
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‘There is not this critical mass for creating some change. ..
I really think that there is this need to... encourage and in-
form, educate, and bring some potential solutions to peo-
ple..., to really see the opportunity of this energy transi-
tion. Because if that's something that will result in benefits
to some... small percentage of the people... then there’s
no way that this will become some crucial thing for the
government... This community impulse, that should be
much, much stronger to enforce these changes.’

‘In terms of the other actors, | do think the unions could
do much more in terms of being much more natural al-
lies in different public advocacy campaigns... in the
context of job opportunities.’

— As our respondents mentioned both a lack of govern-
ment willingness to listen during public consultations
and a lack of government capacity, it would clearly
make sense to find better ways to make use of the
knowledge that clearly exists outside of government
institutions, both within formal consultation processes
and outside. One respondent also suggested that giv-
en HEP's dominant role in the electricity sector, more
citizen oversight of the company would help to steer it
in the right direction.

‘What should also be quite a strong element of the
transition is democratisation..., and citizen [oversight]
and transparency in decision-making in the biggest na-
tional energy utility in terms of citizen representation in
tailoring their policies.’

MAIN DIRECTIONS FOR ENERGY TRANSITION
1. Develop a long-term, ambitious vision.

More energy policy documents might seem to be the last
thing Croatia needs at this point; however, with the EU’s
plans to upwardly revise its 2030 targets, it will need to re-
vise its NECP anyway. Even before that, it should start by re-
vising its long-term low-carbon strategy to fully align with
the EU Green Deal objectives and seize the opportunity to
have a real debate about Croatia’s energy future. The poli-
cies put in place need to be ambitious enough to survive
beyond the next election cycle and need to be in line with
full decarbonisation by 2050 at the latest. Clear phase-out
dates for coal, nuclear, oil and gas are needed, and efforts
on energy efficiency need to be further increased.

‘... There should be a consensus among the main polit-
ical players about where our future lies. There should be
consistency in the government’s policies to build upon
that strategy and to be unmovable in terms of pushing
it through... First step: political will, political decision.
Then... we would need to align all the strategies with
this decision... And... now we have this opportunity for
a green recovery deriving from the funds that will be al-
located to EU countries... There’s basically no excuse
not to start now.’
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‘There is a need to revise and adjust the Long-term
Low-Carbon [Development] Strategy to the European
Green Deal and to align all the other strategies with the
low-carbon one.’

‘Across all of the strategies that we mentioned... govern-
ments [need to be] recognising that this transition not
just can be, but will and has to be also some type of de-
velopment opportunity and..., in the context of recovery,
that... we should... not deepen one more kind of crisis
that will be bigger than this one, in terms of the climate.’

"... [Illt would be fantastic if they finally realised it's also
a good thing for green jobs creation and for energy in-
dependence because... talking about energy independ-
ence with importing coal... for the only coal power
plants, it’s crazy...’

2. Make the most of Croatia’s citizen energy poten-
tial and mobilise local authorities and businesses.

Regular large renewable energy projects are generally mak-
ing headway in Croatia and should continue to do so, but
our respondents identified some concrete needs in relation
to citizen energy, in particular regarding legal barriers and
incentives. While the government clearly has the ultimate
responsibility for changing legislation, NGOs and existing
citizen energy projects clearly have useful experience and
proposals to share, which the government should make
more use of. In addition, one respondent mentioned that
HEP could do more to enable grid access for prosumers.

‘Having this definition of energy communities, having
this collective self-consumption legislation in place,
would definitely be needed and helpful in that process.
Then, from the technical side, also this Croatian public
utility which is owning the whole grid and network
should do a better job in accepting the new technolo-
gies and new systems.’

"... If you really have in place some good legislation
which is favouring this type of movement, then it's
much easier to mobilise the people and to offer the re-
al business case, which is crucial for doing anything.
And so, having these few pieces in place could com-
pletely change the base of this transition.’

Knowledge barriers remain a problem, and there remains a
clear need to make sure people are better informed about
citizen energy opportunities. Certainly more could be done
by central and local governments on this issue, but there is
certainly a role for NGOs and other experts who have their
own experience of setting up decentralised systems.

‘... There is still a lack of motivation and a lack of knowi-
edge, lack of education, of people, of citizens, on how
to become owners of some systems. What is needed?
How much does it cost? How can | do it? What do |
need? And then also on the community side, because



the municipalities, the cities, do not have that perspec-
tive usually. There is the need to address this... and then
understanding how to do it and what could be the ben-
efits of joining together to invest into something or to
develop something.’

‘| think it’s crucial to present some cases, to present
the... business models... There are many potential plac-
es where you see that there is the interest..., but there
is this missing element on what exactly [to] do... We
[need to] create a... clear picture for that — for example:
“Join this cooperative because if there are more of us,
then we can achieve a higher savings in buying equip-
ment or doing the projects” ... And I'm sure that we
can easily then find many... local people who would be
interested to speed up this process.”

‘For example, two months ago we started a solar club
in Croatia... as a very informal platform... with many
other organisations and partners, and in two months it
attracted about 1,000 members in the group. And most
of the people who joined the group stated the reason
of getting a solar system cheaper than it would be oth-
erwise. So... if there is this good argument and good fi-
nancial perspective behind [it], then there’s no reason
why people wouldn’t do that and join this type of move-
ment.’

Our respondents agreed that local governments and busi-
nesses can and must play a key role in Croatia’s energy
transition, pointing out that Croatia already has some good
examples in this field. This potential exists to a large extent,
irrespective of whether or not the central government be-
comes more ambitious in its goals.

‘Municipalities and cities... also have a good position
because they are pretty much autonomous on this local
level. And, if they are really serious on this, they have all
the necessary tools to accelerate this project. And then
in parallel, this creates the opportunities for some col-
lective organisations such as cooperatives... But this
would create this critical mass.’

‘Local governments, progressive local governments can
be [champions of energy transition] — they are still kind
of shy, but there are some shining examples in Croatia —
the island of Krk, for example, is one of them.’

‘| believe that there will be more and more examples in
Croatia like that when local communities, especially if
they find resources — and maybe European funds will
help with that — when they realise that there is real po-
tential in this. And then a critical mass of such local...
initiatives can also then be pressure on the central gov-
ernment to be more progressive...’

‘Regional energy agencies with local communities could
do a real transformation bottom up. This could be also
with the national power and energy company HEP,
owning the power plants and distribution.’
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‘I would [put] cities and municipalities at the first and
the central place of this transition. And we do have
some positive examples. For example, Krizevci city did a
very interesting crowdfunding campaign for making
the first publicly owned, community owned solar pow-
er plant. And actually, we want to celebrate that exam-
ple and multiply it on hundreds of other cities or is-
lands... | don‘t have to mention how many sun hours
we have... and the fact that Maribor city has more in-
stalled solar capacity than the whole of Croatia...’

‘I think many of the small businesses and faculties and
factories can really be a good foundation for fast ener-
gy transition in terms of the local knowledge, local pro-
duction. Of course, not local material sources, which
would have to be imported, of course. But we have a
good solar company that sold 100,000 solar panels to
Google a few months ago. We have this guy, Rimac,
which is like the top global electrical car producer.’

3. Do more to advance a cross-sectoral transition.
So far, Croatia’s transition is starting to happen in the pow-
er sector and to a much smaller extent in the heating sec-
tor, but much more needs to be done in other sectors, for
example in transport and in creating a circular economy
that would not only be resource-efficient but also energy
efficient. One of our respondents also called for more im-
agination to be used in ensuring that publicly-owned com-
panies can contribute to the transition. Suggestions on how
to do this in the railway sector have been put forward by
the Institute for Political Ecology,3® which, if applied, could
significantly contribute towards improving Croatia’s rail sys-
tem.

‘And then, of course, some publicly owned companies,
recognising alternative development scenarios for them
not to shut down, but to requalify production and then
be useful in something that will be maybe an important
carrier of jobs... And then waste, of course, the whole
circular economy and zero waste sector, which needs to
recognise the whole closed circle of materials not being
dumped, but they need to circulate and also play a role
in the transition.’

Avoid being distracted by unsustainable energy
sources such as oil and gas, new hydropower, or
unproven/unavailable technologies such as re-
newable hydrogen.

Croatia’s main Achilles heel seems to be oil and gas extrac-
tion and transportation. In the power sector, there is also a
significant amount of gas-fired power plants which will
have to be phased out in the coming years. The policy re-
view processes mentioned above need to stop assuming
that new oil and gas extraction will take place and halt new
investments in gas transmission infrastructure, in line with
what is needed to achieve decarbonisation before 2050.
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Croatia is certainly not the only EU country which is cling-
ing to the hope that it can continue to rely on gas, and this
belief is unfortunately being perpetuated by the contradic-
tory messages coming from the European Commission on
this issue. Although a slow switch away from outright pro-
motion of gas can be detected at the EU level, there is a
strong threat from trends such as hydrogen and renewable
gas, which purport to offer alternatives, but may end up
merely reinforcing the use of fossil gas. If insufficient
amounts of renewable gas or renewable hydrogen are
available, which seems highly likely, judging by today’s pro-
duction capacities, fossil gas will continue to be used due
to the availability of infrastructure.
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ENERGY SECTOR OVERVIEW

Kosovo, with around 1.8 million people,' has the most
coal-dependent power supply in the Western Balkans. Its
electricity sector is dominated by the state-owned power
utility, the Kosovo Electricity Corporation (Korporata En-
ergjetike e Kosovés (KEK)). KEK has two ageing coal plants,
Kosova A, with three operating units, and Kosova B, with
two units.2 In 2019 these plants together generated al-
most 95 per cent of Kosovo’s domestically generated elec-
tricity.3

For many years Kosovo was planning a new 500 MW *# coal
power plant, Kosova e Re, which was cancelled in March
2020. However, in December, KEK commissioned a feasi-
bility study on the rehabilitation of thermal power plant
Kosova A, which would in effect be a complete new plant,
given the existing one’'s age.”

Solar is advancing slowly, with an estimated 10 MW online
at the end of 2019. Wind has fared somewhat better, with
the 32.4 MW Kitka wind farm online since 2018¢ and the
105 MW Bajgora plant currently under construction.”

Despite Kosovo's relative lack of water resources, it has suf-
fered from the same controversies over small hydropower
plants as its neighbours in recent years.®

Kosovo's electricity generation capacity is able to almost
meet domestic demand most years, but there are prob-
lems with the network and the inflexibility of generation
due to its reliance on coal, leading to an unstable supply.
A new transmission line linking Kosovo with hydropow-
er-dependent Albania will help to introduce some flexibil-
ity into the system while both countries work on diversifi-
cation.

Electricity consumption remained relatively constant be-
tween 2010 and 2018 in Kosovo, despite projections that it
would grow significantly. Kosovo's 2009 Energy Strategy®
expected demand of 6,939 GWh in 2018 in the medium
demand scenario, whereas in reality demand amounted to
4,398 GWh."°

KOSOVO

A specific issue in Kosovo is the use of electricity by custom-
ers in the north of the country without paying for it. For
years the losses were billed to customers in the rest of Koso-
vo, but a court ruling put a stop to this practice in 2018,
leaving it unclear how the losses were actually being cov-
ered.’ The issue came to a head in March 2018, when some
digital clocks across Europe started running slow due to
electricity being missing across the grid after Serbia’s EMS
failed to balance Kosovo's consumption, according to the
European Network of Transmission Operators, ENTSO-E." In
April 2020 Kosovo's transmission operator signed an agree-
ment with ENTSO-E to leave the Serbia, Montenegro and
Northern Macedonia Regulatory Bloc to join a new Koso-
vo-Albania Energy Regulatory Block, thus paving the way
for participation in the power exchange with Albania."

Kosovo undertook commitments to increase the share of re-
newable energy — for total final energy consumption, not
just electricity — under the Energy Community Treaty to 25
per cent by 2020, compared to 18.9 per cent in 2009." It al-
so made a voluntary commitment to a target of 29.47 per
cent. By 2019, it had reached 25.7 per cent,"™ but mainly due
to revision of biomass data rather than new investments.

To meet its binding 25 per cent target, Kosovo initially only
planned 5 MW of installed solar capacity by 2020 and 62
MW of wind capacity, but 97 MW of new small hydropow-
er (under 10 MW) and 305 MW of new large hydropower.®

The main differences in its plans for the 29.47 per cent tar-
get were that it planned more wind farms — 150 MW in to-
tal — and more small hydropower plants — around 240 MW
in new plants."”

In 2017, the government issued an Administrative Instruc-
tion containing a new voluntary target and the adjusted
capacities that would be required to meet it."® This includ-
ed even more small hydropower — almost 280 MW of new
plants. It also revised solar upwards to 30 MW and biomass
for electricity to 20 MW.*®

In the meantime, it has also become clear that the original
plans for the Zhur hydropower plants are not likely to hap-

Table 1
Installed capacity of electricity generation facilities in Kosovo, 2019

Energy source Installed capacity, 2019, MW Per cent
Coal 1,288 90
Large hydropower 2.4
Small hydropower (under or equal to 10 MW) 64.07 4.5
Wind 33.75 2.4
Solar 0.7
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pen any time in the near future. They would have signifi-
cant transboundary impacts regarding water flow to Alba-
nia. Also, several existing plants in Albania would impact
on the amount of water reaching the Zhur plants.?®

In 2018 Kosovo updated its National Renewable Energy
Action Plan to remove the Zhur plants and slightly increase
its wind ambitions to 173.8 MW.2!

In reality, around 50 MW of new hydropower under or
equal to 10 MW had been built by the end of 2019, with
some old plants also renovated.?? Seeing the controversy
even this amount has caused, 97 MW seems completely
unrealistic, not to mention 280 MW.
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Like its peers, Kosovo uses energy inefficiently — it is four
times as energy-intensive as the EU average.? Energy pric-
es are kept artificially low for end consumers and there is
therefore little incentive to use energy sparingly or invest in
insulation. The residential sector is responsible for the high-
est share of total final energy consumption and has mas-
sive potential for improvements.?*

Losses in the transmission network are at 1.25 per cent,
but technical losses in the distribution network amount to
12.84 per cent. Unauthorised energy consumption (com-
mercial losses) accounts for 13.04 per cent of the distribu-
tion demand, of which northern Kosovo makes up 5.53
per cent.?


https://www.iea.org/data-and-statistics/data-tables?country=KOSOVO&energy=Electricity&year=2010
https://www.iea.org/data-and-statistics/data-tables?country=CROATIA&energy=Electricity&year=2009

The most common forms of heating for individual houses
are wood and electricity, with shares of 46 and 44.9 per
cent respectively in 2015.26 Prishtina, Gjakova, Mitrovica and
Zvecan have district heating systems, but these only cover
about 3 to 5 per cent of heat demand.? In Prishtina, the
heating plant was based on heavy fuel oil until cogeneration
started at unit B1 of the Kosovo B power plant; the plant in
Gjakova still uses heavy fuel oil, but a new biomass cogen-
eration plant is planned.?® In North Mitrovica the heavy oil-
fired plant only supplies public buildings, not households,
due to a lack of investment in the main pipeline,? while lit-
tle information is available about the system in Zvecan.

Data on transport in Kosovo is scarce.?® However, private
road transport predominates for both passenger and
goods transport.

One of the reasons why Kosovo is so coal-dependent is its
reserves of lignite. It is often cited as having the fifth larg-
est coal reserves in the world.3" It has no oil or gas extrac
tion, though periodically, plans to carry out controversial
and largely unproven underground coal gasification (UCG)
are pushed.3?

Kosovo's net energy import dependence was around 30
per cent in 2019, compared to the EU-28 average for the
same year of nearly 58 per cent.?? This reflects the use of
domestic lignite for electricity generation and the fact it
has no gas import pipelines.

KOSOVO'S ENERGY POLICIES

As Kosovo plans to join the EU, it needs to achieve full de-
carbonisation by 2050. Kosovo confirmed this intention by
signing the Sofia Declaration in November 2020, which in-
cludes a commitment to adopt the EU’s Climate Law.3*
However, our respondents are not convinced that this
pledge has been taken seriously and it remains to be seen
in Kosovo's forthcoming energy policies.

Until 2020, Kosovo's energy policies had for more than a
decade been centred around plans to build a new coal
power plant, whose most recent version was a plant of
around 500 MW called Kosova e Re. However in March
2020, having failed to find financing for the plant, conces-
sion-holder ContourGlobal cancelled the project, citing
government antipathy towards the project. In reality, it was
the nature of the contract which was the deal-breaker for
many politicians in Kosovo, as it provided immense bene-
fits to ContourGlobal at a great cost to the Kosovar state
and bill-payers.3*

This means that all previous plans such as the 2017 Energy
Strategy are now completely out of date and that Kosovo
has an opportunity to change course completely and speed
up its transition.

Kosovo's National Renewable Energy Action Plan, which
was only valid until 2020, is also out of date, so new plans
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need to be made as soon as possible in the form of an NECP.
As of May 2021, Kosovo has not yet set 2030 climate, ener-
gy efficiency and renewable energy targets, nor has it pub-
lished any draft National Energy and Climate Plan (NECP).

According to the Energy Community Secretariat’s Transi-
tion Tracker, Kosovo has a working group for NECP devel-
opment and some chapters have been drafted, but no doc-
uments have yet been submitted to the Secretariat for
comments,®* and no public consultations have been held.
Kosovo is also reportedly working on a new Energy Strate-
gy, but no draft is available yet.

The political instability of the last year, with two changes of
government, makes it rather unclear what direction Koso-
vo's energy policy will now take. This crossroads certainly
presents an opportunity to finally start breaking its addic-
tion to coal, but political courage will be required.

WHY IS KOSOVO'’S ENERGY TRANSITION
NOT ADVANCING MORE QUICKLY?

STATE CAPTURE, LACK OF TRANSPARENCY
AND RULE OF LAW

State capture is certainly an issue in Kosovo, but not only
by the incumbent utility KEK. No one watching the Kosova
e Re story unfold for the last few years can have failed to
ask themselves how it came to be that the Kosovo govern-
ment signed a power purchase agreement with Contour-
Global that was so massively detrimental to the Kosovo
state and so beneficial to ContourGlobal.*’

There is no question that Kosovo decision makers very
much wanted a new coal plant and did not see any alter-
native, as many people in Kosovo clearly perceive its coal
reserves as a rich resource that has to be used. For many
years they had also been heavily supported in this by insti-
tutions like the World Bank, which however ended up pull-
ing out of the project less than a year after the power pur-
chase agreement was signed,® and had been rumoured to
be getting cold feet long beforehand. But the question is
why the Kosovo government signed this particular, spec-
tacularly unfavourable deal.

Whether it was due to pressure from the United States
government, outright corruption, naivety or desperation,
we may never know, but the fact remains that for more
than a decade, this project has dominated Kosovo's energy
policy agenda and crowded out other options.

‘Due to the international community’s support, and in
this case, the US support mainly, in exploiting [Kosovo’s
coal reserves] — that’s why the energy transition hasn't
been a priority.’

‘Lack of transparency, definitely, and corruption as well.
Both of them are very important elements. As we had
entire processes, major ones, being pushed through
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without public discussion. And then again, you can al-
ways link them to the interests, certain interests of cer-
tain individuals within the policymakers and govern-
ment institutions.’

Another recent case concerns small hydropower, in which
Austria’s Kelag appears to have been exerting considerable
pressure on the Kosovar government to allow its plants to
operate even though they have caused considerable dam-
age and not met the relevant conditions.3? Initially this re-
sulted in the Energy Regulatory Office allowing the plants
to operate, but the decision was overturned by the court in
December 2020 and the Belaja and Decan plants had to be
disconnected from the grid.*® Worryingly, instead of fixing
the problems the company has continued to blame the
messengers, and in February 2021 it initiated a lawsuit
against an environmental activist for EUR 100 000 worth of
alleged damages,*' representing a further attempt to de-
crease public debate and transparency around the issues.

Even the nascent solar sector has not been immune from
corruption issues, as a Prishtina Insight investigation showed
in June 2020. While the rules in Kosovo stipulate that no
single investor can produce more than three megawatts of
solar energy, it was revealed that one man — Blerim Devolli
—stands behind six companies awarded rights to produce a
total of 16.7 MW.#2 As one of our respondents pointed out,
this is not only illegal but it also discourages other investors.

‘It's sort of @ monopolisation of solar through corrup-
tion and through using approaches that are illegal... So
those false solutions should be addressed, first of all,
because they're illegal, second, because it really dis-
courages both foreign investors and local small busi-
nesses that might want to take up some share of the
market in order to start having more competition. Small
solar companies want to be able to compete for these
feed-in tariffs and other incentives the same way that a
large company that has a monopoly in a lot of sectors is
competing.’

‘A couple of American investors were interested in re-
newable energy investments in Kosovo. [They] required
my advice. We started conversations with another local
company in Kosovo. They were very discouraged in the
end that their company could not integrate into the
Kosovo market, just because there were the bureaucrat-
ic processes. In addition, processes to acquire renewa-
ble energy certificates were highly politicised. The solar
scandal where one man was behind six companies that
benefited from government incentives was a clear sig-
nal to discourage investments. We are losing opportuni-
ties day by day because of that, and that has a name
and it’s corruption.’

As a precondition for avoiding vested interests and taking
good quality policy decisions, access to information is also
crucial, but is clearly an issue in Kosovo, including in the
field of environmental information. Kosovo is not a signa-
tory to the Aarhus Convention, but still its membership in
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the Energy Community should guarantee access to, and
public consultation of, certain documents, particularly en-
vironmental impact assessments.

However, there was no public consultation at all for the en-
vironmental impact assessment for the Kosova e Re pro-
ject*® and a 2015 WWF report author was not even able to
access environmental impact assessment for hydropower
plants on request.** Other access to information problems
were also mentioned by one respondent as a barrier to
good quality policymaking.

‘I was just looking at the ERO data that they have pub-
lished. So if you can imagine, you have just an average
price imported and how much. If you open the data,
then you open the whole data, not just average price
per year. Because it... doesn’t mean anything. So from
my perspective, you're still hiding something.’

Accountability is also a clear problem, as in all the countries
in the region, as there are often no consequences for those
who make decisions that are harmful to e.g. public budg-
ets, public health or the environment. Courts are seen to
lack independence as well as being too slow to be an ef-
fective tool in ensuring accountability in public policy deci-
sions.

‘[As long as] there are no courts... that are very much
stricter and judges that are not linked to politics, that
will continue to be a problem... Even judges are highly
linked to stakeholders or people in power. And... they
serve them and [as long as] the pace of unfolding cases
in courts takes this long, that’s going to be a problem...
There needs to be faster courts and not something...
being judged after five, six years, because then there is
totally new momentum or these people are running
from the country or whatever.’

"...We've sued the institutions for not giving us access
to public documents and we were given the right to
have those documents. But... because the courts took
so long to take a decision on our case, it was just too
late... For example, we've won two cases in the court
against the... line ministry for energy. One was about
privatisation of the distribution system. And we just got
the right to have access to those documents after the
company got the distribution system and they were op-
erating it, so it was then too late to turn things back.’

OUTDATED VIEW OF THE ENERGY SYSTEM,
LACK OF UNDERSTANDING OF THE SPEED
OF CHANGE AND LACK OF KNOWLEDGE
FOR IMPLEMENTATION

The idea that coal is a valuable resource that has to be used
is still very widespread in Kosovo, despite even very con-
servative EU countries like Poland*® and Romania“® gradual-
ly being faced with the fact that coal is increasingly unfea-
sible.



‘Why it's not a priority, because Kosovo is the fifth larg-
est reserve with lignite in the world. And to politicians,
it’s seen as a very valuable resource. And it’s in the
mentality still that that needs to be exploited. And the
phrase ‘keep it on the ground’, it just doesn’t sound
feasible to them.’

‘People are used to seeing coal as a thing that would
make us wealthy rather than impoverish us. So it comes
from the fact that Kosovo has a lot of lignite on the
ground and it’s seen as a mineral that we would bene-
fit from. Second is that most... stakeholders... are old-
er people that come from that mindset that they see
whatever mineral as a thing that would boost the econ-
omy rather than impoverish it.’

Neither is everyone convinced that a fully renewables-based
economy is possible or desirable, which some of our re-
spondents see coming from a lack of knowledge and expe-
rience, while others see it more as a continuation of the
mindset that coal is valuable.

‘There’s not much knowledge about the energy transi-
tion. And [only when]... stakeholders understand it,
then things would change. Disbelief as well that re-
newables are feasible comes from the lack of knowl-
edge.’

‘And... we don’t even have in our universities today...
updated curricula which educate people for becoming
an ecologist or an environmental lawyer or sustainable
development economist or whatever. So all these con-
tribute to the lack of knowledge.’

‘I think the belief that there would be not enough... re-
newables to substitute fossil fuels is more a general be-
lief in Kosovo, rather than lack of knowledge... There’s
always been the... general belief that we cannot substi-
tute fossil fuels with renewables. Therefore, we just
continue with fossil fuels for a while.’

'...Building a bankable wind project, it's not two years,
but you will need five, six years from the greenfield till
the commissioning. And this is because of the knowl-
edge. | don't believe that it's something else, but it's be-
cause of the knowledge itself...’

‘| think that the... whole administration, the Energy
Regulator Office, doesn’t have the knowledge. They
think that everything can be found online, like Google
it... Every minister that has been there... okay, except
one, didn’t have experience in renewables or the ener-
gy sector itself. So, maybe this was also an obstacle for
the development of the energy transition.’

‘There is a long list of things to be done in regard to
transparency. And we can improve that, but my feeling
is that there is no technical knowledge rather than will
from the administration. | would say administration, not
this time political will, but administration.”
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One respondent also pointed out that lack of involvement
of the public in debates about the energy sector also per-
petuates this lack of knowledge, as there is no real push for
change coming from the grassroots or exchange of infor-
mation in the public sphere.

"...It's also not having communities be involved in the
conversations around energy transition, not having citi-
zens know much about the energy system and issues
that we're dealing with. They're far, far, detached. The
only thing they know is that they have to pay a bill, it
might come from the power plant. They're very de-
tached from any local or national discussions that hap-
pen on the energy transition.’

FALSE SOLUTIONS

One of the consequences of both rule of law problems and
the outdated view of the energy sector held by many deci-
sion makers in Kosovo is the fact that the country has wast-
ed a lot of time, money and energy on pursuing energy
projects which were heralded as a great solution at the
time but later turned out not to be. Chief among these was
the Kosova e Re project, which diverted attention and re-
sources away from other options.

‘I think when you look at the last 10 years, nothing ap-
parently happened because we were stuck with a new
thermal power plant, as Kosovo, | mean. Until last year,
nobody wanted to seriously go into the renewable en-
ergy segment. So in this regard, | think that was a kind
of bottleneck for Kosovo to decide... or more or less
they knew that would never happen. But they couldn’t
make any progress in regards to renewables because of
the new thermal power plant.’

With the initiative to undertake a new feasibility study for
the reconstruction of Kosova A, the danger arises of going
in the same direction again, and as one of our respond-
ents pointed out, this needs to be stopped in its initial
stages.

‘One of the political parties... claimed that: “We are
probably going to renewables, but we would like to see
the possibilities, what we can do in the thermal power
plant.” ... We are letting them do that, we don’t ask for
any kind of compensation as people or for the climate
impact that it has, or they don’t receive any bill for car-
bon emissions... If they get into kind of refurbishing
Kosovo A and maybe B, then it will stay longer... And |
think that now is the time to react..., because for me it
doesn’t make sense.’

The second main type of false solution has been the small
hydropower boom. The plants have damaged sensitive ar-
eas, including the Bjeshkét e Nemuna National Park, and
met with determined opposition from local people.#” Yet
for all the destruction, small hydropower plants in Kosovo
contributed only 2.3 per cent of electricity in 2019.48
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Our respondents varied in their opinion towards biomass
as a sustainable solution, but at least one expressed con-
cern about its dominance in government plans and the fact
that not all the wood cut is ever replaced.

‘What we’ve seen in recent months and weeks in
Kosovo, it’s a high discussion about the impact, the
mini hydro power plant, the negative impact that they
had on the environment in Kosovo, and a lot of voic-
es raised from civil society. We tried it in the parlia-
ment in terms of stopping it and making sure that we
have a coordinated effort into installing new renewa-
ble energy capacities, but not destroying the environ-
ment as it has happened with the mini hydro power
plants.’

‘There’s been a debate on categorisation of hydropow-
er and biomass as renewables... Whenever we have
decision makers talking about expansion or increasing
the share of renewables into the overall portfolio of
the energy mix of Kosovo, a chunk of it is biomass...
And the other part is hydropower, which is controver-
sial because... it’s not set in the right places, environ-
mental impact standards are violated and we don’t
want that.’

‘I don’t think | agree that much with the idea that bio-
mass is renewable energy, necessarily. Especially if you
don’t have procedures such as harvesting and planning
for planting for a certain number of years that you
know that you're going to get trees again, you don’t
have those procedures being set, and therefore you
cannot really call it renewable energy.”’

The next false solution to be put forward for Kosovo looks
set to be gas. According to one respondent, the new en-
ergy strategy will include plans for gas to supply the heat-
ing for main municipalities and also for industry. Not all of
our respondents agreed that this is something negative,
but given the imperative to completely decarbonise by
2050 and the need to make drastic greenhouse gas emis-
sions cuts immediately, investing in completely new infra-
structure for a fuel that will have to be phased out soon is
the wrong way to go for Kosovo. Recent talk of renewable
gas on the EU level has yet to be borne out in reality, as
the likelihood is that renewable gas will never be available
in sufficient quantities to replace fossil gas' current us-
age.*®

‘There’s an agreement signed by Kosovo with the US,
Trump’s administration back then, for bringing LNG [lig-
uefied natural gas] to Kosovo. So that would be used for
heating, mainly... | am very interested to see if that'’s
going to be reflected in Kosovo's energy strategy, be-
cause this is being kind of kept a bit non-transparent by
the government and the Millennium Challenge Corpo-
ration [MCC]. The MICC is involved in this, and how that
will unfold, there’s still uncertainty, and given that
there’s a change of president, we have to see if even the
approach will change...’
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INCOMPLETE TRANSPOSITION AND
IMPLEMENTATION OF EU RULES
AFFECTING THE ENERGY SECTOR

This issue has been partly mentioned above in the section
on state capture and lack of transparency, as some of the
violations have been so blatant, such as failure to disclose
environmental studies and the signing of the Kosova e Re
power purchase agreement, that it is hard to believe that
they are simply a matter of lax implementation without
other factors involved.

Our respondents emphasised that failure to apply the exist-
ing laws is the first and main problem.

‘The transposition of those directives is done for some
sectors, probably 95 per cent transposition. It really
comes down to the implementation of it’.

This has certainly been the case with Kosovo's obligations
to apply the Large Combustion Plants Directive under the
Energy Community Treaty, where, along with its regional
peers, it has failed to bring pollution from its coal plants to
within the legal limit.>® Our respondents attribute this to a
lack of sufficient deterrents, a problem common to most or
all of the region.

‘[For as long as] we don't have in place the polluters
pay principle, | don’t think that we will be in line with
the European pollution control mechanisms... For ex-
ample, KEK, the power plant company in Kosovo, if
they are to pay how much they pollute, probably it
wouldn’t be that feasible for them to operate. So until
these are in place, definitely there’s going to be a prob-
lem.’

‘| think that it doesn’t matter how much we pollute,
people, nobody will pay... And this gives them comfort,
hope, they are in a safe zone because they don’t pay an-
ything and that’s it, you know? Which | think is totally
wrong. You pollute, you pay.’

Kosovo's obligation to apply EU State aid legislation
stems from both the Energy Community Treaty and its
Stabilisation and Association Agreement with the EU, but
it took many years to set up an independent State aid au-
thority, and its first decision was only issued in November
2020.

‘Well, Kosovo has the State aid authority, Kosovo has
the law, but basically implementation... is not in place...
We do have laws, but we don’t implement them. And
nobody then is penalised for breaching the law... The
state authority for State aid wasn't in place until last
year, but now is in place. And... there’s a case that they
did an assessment which was basically in accordance
with the law.5' So | want to believe that with their posi-
tioning now and the functionality of the office, Kosovo
will perform better in the implementation of State aid
regulation and law.’




‘State aid rules, we're neglecting completely, with the
COVID situation and with some of the plans and assis-
tance that the government gave, it completely neglect-
ed, did not take into consideration State aid rules.’

There are, however, still clear implementation gaps, for ex-
ample with regard to changing renewables incentives to
competitive auctions and premiums instead of feed-in tariffs
approved on a first-come, first-served basis. The lack of car-
bon pricing is another area where there is a clear gap that
allows polluters not to pay. And the lack of transposition of
the EU’s nature protection Directives means that Kosovo's
precious natural areas are not properly protected from un-
controlled development, including in the energy sector.

Despite the signing of the Green Agenda for the Western
Balkans in November 2020, a moment which marked at
least a declarative prioritisation of the environment by West-
ern Balkan leaders, one respondent mentioned a lack of op-
timism that the EU will do much to improve the situation any
time soon.

"... With the current status that we have in relation to the
EU, I actually hardly can believe that there will be mech-
anisms from the EU to enforce sort of a higher discipline
of Kosovo institutions in terms of better and stricter pol-
icies, in terms of the energy and environment.’

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

Our respondents felt that the issue of unemployment of
coal miners and power plant workers is a real one that
needs to be addressed, but they did not see the trade un-
ions as powerful actors so far. However, as one respondent
pointed out, this might change when the government
takes more decisive steps towards transition.

‘It is not very easy to close thousands of jobs without
creating new ones in parallel. Similar cases we have in
Bulgaria, Romania and Poland. In those cases the EU will
mitigate transition through EU funds. Similar should fol-
low here in the southeast European countries... Fur-
thermore in the developed countries the energy transi-
tion is linked with massive creation of new jobs, mostly
in production of renewable technologies and mainte-
nance... New investments in production of new tech-
nologies should be followed in the Balkan region.’

‘I haven’t seen [resistance by coal mining unions] come
to public knowledge yet, as | believe that not even the
coal... workers’ union would believe that we are about
to enter the energy transition process. So, | think that
would be an issue for a government that would have to
take bold decisions and when that comes through then
I think they will be faced with pressure. But until now,
this government never gave any indication that that
might change. Therefore, we did not have any reaction
from the unions.’
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‘I would say they don’t know the concept of just transi-
tion and they only think about keeping job placement
or retirement [benefits], that their child gets employed
in their place. This is the maximum that kind of trade
unions are asking for... | wouldn't say that they're very
influential, because I think that they’re highly politicised
as well. So if the government says a certain thing, then
you don’t see them say the opposite.’

"...There was a case that the chair of the power plant
was expelled from his placement. Workers | assume
were forced to go and protest to ask for his return. And
the guy is highly linked to politicians, and | think that’s
the only reason that they would go and protest for him
to come back. But it’s not that he made any... big
change... for employees... It was pathetic to see that
trade unions would go in support of this, so... we saw
that more as an act of pressure by politics... So... I don’t
think that their role is very big or influential.’

‘I fully support their concerns and | understand their
concerns for sure since poverty and unemployment in
Kosovo is a huge issue. That is why the government
should put in place transition programmes, to have
these workers transition into the green market and get
prioritised for employment in emerging renewable en-
ergy companies.’

Clearly, no real plans have been made for a just transition
and the miners may not yet feel under pressure. This means
that the time to start planning is right now, before an ad-
versarial atmosphere is created.

LACK OF POLITICAL COURAGE TO FACE
ELECTRICITY PRICE INCREASES

One respondent mentioned an issue that is relevant for
most countries in the region — the fact that electricity pric-
es for households are much cheaper than the cost of elec-
tricity generation, which stifles investments by the incum-
bent energy companies into maintenance and improve-
ment. The issue is certainly sensitive, and Kosovo has seen
protests when the energy regulator tried to raise prices.?

‘| think that there Is also no courage in taking the deci-
sion itself [regarding electricity] pricing, because then
automatically things will start changing, also for
self-consumption and efficiency and everything.”’

LACK OF POLITICAL WILL TO COOPERATE
AND REALISE REGIONAL SYNERGIES

Clearly the question of Kosovo's ability to cooperate with
other countries in the region is tightly connected with its
history and status, and not only political will. Neverthe-
less, one respondent did see a lack of political will and
lack of understanding of the advantages of regional co-
operation.



FRIEDRICH-EBERT-STIFTUNG - THE POLITICAL ECONOMY OF ENERGY TRANSITION IN SOUTHEAST EUROPE

‘... Absolutely. | think a complete lack of political will
and general knowledge as well. | believe that [the gov-
ernment] did not have the capacity to absorb this, to
take it seriously, the issue in terms of the regional im-
pact and in terms of the general commitments that
Kosovo would definitely have to face very soon with the
international community.’

However, clear steps forward are being made in Kosovo's
cooperation with Albania. In April 2020 ENTSO-E voted to
sign an agreement with Kosovo's transmission operator,
KOSTT, which the government hailed as securing Kosovo's
electro-energetic independence from Serbia,?* and which
constituted a precondition for the Kosovo-Albania trans-
mission line to start operating in December 2020 after sev-
eral years of delays.54

‘One positive step that was made is actually the inde-
pendence of our transmission system and moving into a
bloc with Albania, as our two energy systems are very
complementary. Albania’s based on hydropower plants,
Kosovo’s [on] fossil fuels. So, I think in terms of the se-
curity of supply, | think that presents another positive
milestone in moving forward and planning ahead in
sort of diversifying our energy capacities...’

‘Well, due to history... that will always remain a chal-
lenge. Nevertheless, Kosovo and Albania now have a
joint energy system... | can’t say that there is high ambi-
tion, neither from Kosovo nor from any other country of
the Western Balkans, but | see it as a positive sign, the
agreement between Kosovo and ENTSO-E and now the
transmission line... between Kosovo and Albania. Espe-
cially because we have complementary energy sys-
tems... So, if everything... works without politics..., |
think that that would bring positive results.’

‘Recently... we had the market coupling with Albania,
that was a great initiative. | think we’ll learn a lot from
that. And... this initiative should expand..., not just to
Albania, but also to [other] neighbouring countries...
Albania [is] a totally different country in regards to the
production and consumer... So, | think that that was
not just because of the language and the culture and
everything, but there was a logical coupling..., because
during the summer they use a lot of energy we don't
use, we have a bit more.’

What remains unclear is how the situation in the north of
Kosovo will develop. In January 2021 it was reported that
Drustvo Elektrosever, a company owned by Serbia’s EPS,
had applied to the Kosovo Energy Regulator for a licence to
distribute electricity in four municipalities,® but due to de-
lays around appointing members of the Regulator’s board,
no decision had been taken as of late April 2021.5¢

‘...There’s still the northern part problem... and how
[Serbia] approaches the transmission system operator of
Kosovo, and all the kind of financial problems that will
come with the new reality, because the Serbian compa-
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ny is still operating in Kosovo without a license in the
northern part. Energy that is being consumed in the
north is not being controlled by the distribution compa-
ny of the other part of Kosovo. So, all those losses that
are being done there, they used to be [billed] to other
people, but now with the court decision that can’t be
put on our bill.’

One respondent particularly underlined the issues resulting
from Kosovo's status at the United Nations, as the body co-
ordinating global change efforts.

‘I've been attending a lot of United Nations conferenc-
es, negotiations on climate change. And | was the only
person from Kosovo. And a lot of times | faced difficul-
ties because such organisations don’t recognise my
country. Therefore, any way that they could help us is
through channels that don’t recognise us as a country.
Don’t recognise our sovereignty. Don’t recognise the
fact that we can take their help, but then we make our
own decisions on how we proceed.’

‘As a climate activist... | went with the mindset that |
shouldn't really care about the political differences we
have because we all are trying to tackle one challenge
that does not have borders — namely, climate change.
But then, because of the fact that you were creating
barriers for me to even be part of the discussion, that
basically goes against the UN rule of “leave no one be-
hind”. Why can we not negotiate on climate change or
be part of the discussion to mitigate and adapt towards
climate change when climate change has no borders?
Kosovo deserves not to be left behind, especially given
our heavy reliance on lignite.”

POLITICAL INSTABILITY

In recent years, domestic political instability has also ham-
pered Kosovo's energy transition, as many steps have been
delayed or repeatedly changed by the various govern-
ments.

‘Also internal political stability is very important to have
a sustainable energy transition.’

‘| think the general political agenda is hindering energy
transition because being always hijacked by higher po-
litical problems like the dialogue, the need to go to
elections. | mean, within a year..., we've had two sets
of national elections and within one year in 2020, we
had three governments. So, | think that in itself shows
that political instability directly affects the having atten-
tion to any other subject matter, that is of higher impact
like the energy strategy.”

‘We definitely are lacking a clear vision on how the fu-
ture of the energy industry in general in Kosovo is going
to be, or what is the potential and what are some of the
limitations. Unfortunately, because of the political dis-




cussion and public discourse, it has not come to the
higher level of discussion in policymaking in the govern-
ment or in the parliament.’

TECHNICAL DIFFICULTIES

Our respondents in Kosovo saw technical difficulties as rel-
atively important compared to respondents in other coun-
tries in the region. Most seem to be a matter of investment
in maintenance and upgrades of the grid, and increasing
flexibility, for example via storage facilities. However, one
respondent did also raise the question of whether Kosovo
has the professional capacity to resolve issues like storage,
and another raised the issue of grid maintenance in north-
ern Kosovo, to which the distribution company Kompania
Kosovare pér Distribuim té Energjisé Elektrike né Kosové
(KEDS) has not had access.

‘Because we do operate with pretty old energy infra-
structure, there’s not many investments done. Definite-
ly that is a technical problem for absorbing renewables
in the system... The other one regarding technical is-
sues is the cost of investing in renewables, because the
transmission lines that need to be invested in wherever
the site is are a burden for the investor. And that kind of
raises the costs of the project.’

‘As | foresee, there would be technical difficulties. One
we have overcome, that is the transmission moving into
a unit with Albania, which is positive... But then the
second is that..., let’s say, that we have a progressive
government that has a focus on renewables, we need
to discuss further on the storage capacities of Kosovo as
a country for the renewable energy that is produced...
Do we have enough professional capacities? Do we
have enough knowledge, or how long will it take?’

‘Our technical energy system lacks a lot of improvements.
And it is not able to accommodate distributed generation
and other small renewable power plants... First of all, we
need to decentralise the system, the generation, energy
transmission, and distribution to integrate other compa-
nies to be able to upgrade our grid significantly. Once
that is done, then we can also accommodate integration
of solar and wind and other resources.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN KOSOVO? WHICH ACTORS
CAN PLAY A ROLE IN MOVING FORWARD
THE SUSTAINABLE ENERGY TRANSITION
IN THE COUNTRY?

The overall directions which need to be covered are out-
lined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to build
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the necessary governance structure for better deci-
sion-making on energy issues, which are also outlined be-
low. All these need to be pursued simultaneously, as even
with the ongoing governance deficiencies, some steps for-
ward can and are being made.

HORIZONTAL NEEDS

Transparency, accountability and the rule of law is
clearly a recurrent issue in the energy sector in Kosovo,
as well as in other sectors. Tackling this issue would
clearly require a much longer analysis, but visible re-
sults need to be shown by the new government and
the issue needs to be taken into account at every step
by the European Union and other international actors
assisting Kosovo to plan an energy transition, including
by ensuring that only ‘'no regrets’ investments are sup-
ported. Donor support such as Instrument for Pre-ac-
cession Assistance (IPA) funds are very much needed
for energy transition, but must be clearly and transpar-
ently conditioned on legal compliance and making real
progress.

The role of non-governmental organisations (NGOs)
and investigative journalists is clearly crucial in this
field, particularly if working together to ensure that
journalists’ findings are followed up properly, for ex-
ample by taking legal action. Among other issues, our
respondents mentioned the way that KEK is managed
as well as the way the Regulatory Office performs its
permitting function as issues which need to be investi-
gated.

Much stronger enforcement is needed of EU legisla-
tion already adopted under the Energy Community
Treaty, including on State aid and environment. The
Energy Community Secretariat is active on this but
needs more tools at its disposal, e.g. ex ante notifica-
tion and investigation powers on State aid cases, and
more support from the European Commission.

‘The EU... needs to be way more firm with countries in
order to even calculate how much it will cost us tomor-
row if we join, if we continue business as usual, because
all countries promote integration, but actually forget...
that comes with a cost. We can’t have business as usu-
al. There’s a price to pay tomorrow for the CO, we emit.
There’s a price to pay for the building you rent, if it’s not
energy efficient, and so on.’

Institutional planning and management capacity needs
to be improved, with greater cooperation between
sectors in order to develop up-to-date, holistic and re-
alistic strategies. As much use as possible should also
be made of expertise outside of the formal institutions.

‘Great ideas come from collaboration. But departments
don’t work, in a lot of municipalities, the ministries, they
don’t work together.’
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‘... Definitely this is a multi-actor partnership that needs
to be done... So basically, except civil society, which is a
great promoter and great advocate for energy transi-
tion, it is important to have the line ministry, MPs, busi-
ness sector, institutions that regulate the energy sector
— ERO and the... transmission operator... — but also ac-
ademia... So, it's not only... politicians or civil servants
that are working in the institutions that themselves can
have kind of a good vision, but rather having a multi ac-
tor partnership.’

Increased public dialogue on the energy transition is
needed, to increase public understanding of, consen-
sus on, and participation in the energy transition pro-
cess. Ideally this should be led by the government, but
unless it steps up its support for and leadership on the
energy transition, civil society and experts will have to
continue playing an outsized role. This would also
help with accountability as the public would be in a
better position to judge the progress made and deci-
sions taken.

‘There’s a viable solution, a very viable solution. It really
comes down to citizens making the right decisions on
who they elect. At the end of the day, that’s the only vi-
able solution | see at this moment, on top of citizens
participating in discussions about energy systems that
they are part of, right? That’s energy democracy and
enhancing energy democracy.’

‘...Larger engagement [of the public] in public discus-
sion and [an] increase of transparency in all of these
topics [is needed]. As we have entered into... quite a lot
of polarisation of our society on political matters, | think
it’s time to turn a new page and start creating a public
discourse where we include all parts of society... As
much as | see the importance of the development of de-
mocracy and political stability, | see the importance of
having a unified voice when it comes to the develop-
ment strategy that includes energy transition as well.’

‘| think that there should be a think tank initiative be-
tween all stakeholders in the energy sector, starting
from the government itself... but also including other
political parties..., KEK, NGOs... all the stakeholders...,
KfW and USAID and the others... Kosovo... every time
faces... duplication of projects, different approaches to
different kinds of solutions.... And in the end, you have
a... document which is not suitable for Kosovo, but
maybe it’s for the US partially and partially for Germany
and partially for somewhere else.”

"...We need to have a kind of think tank initiative to dis-
cuss about how this energy transition could be made
and not just organised by USAID, but organised from
maybe Kosovo itself and having also USAID and all oth-
er stakeholders, or all other donors in one roundtable...
but the problem is because... you try to finish it in one
day... It should be like one week, two weeks, every...
month if you really want to have this energy transition.’
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‘Kosovo itself is missing out from these kinds of opportu-
nities and discussion and misunderstandings [arise]...
from lack of communication... lack of transparency and
lack of everything. So nobody has time to talk about it,
but I think that when you talk somewhere and everybody
hears out... your opinion, | think it makes a lot of sense.’

‘Civil society should start... engaging stakeholders from
different sectors at a local level. Doing more advocacy
that is more... visible to the citizens, so they could also
be part of the discussion. And that will 100 per cent of-
fer significantly more opportunities... for the narrative
to change, because once the citizen is involved, they
want to know, or they can demand where they want
their energy to come from, if they know of the health
risks there are currently’.

‘The more you engage the citizen, the more you will
have backup for when you push for action towards en-
ergy transition. You can choose a simple narrative that
everyone cares about: health. The second is employ-
ment. Green energy will offer green jobs. Third, energy
independence, they use the same argument for the
Kosovo power plant... We could be energy secure by
having small, resilient, for example, futuristic approach-

es, microgrids, city by city.’

MAIN DIRECTIONS FOR ENERGY TRANSITION

Update Kosovo’s energy policies to prevent lock-
in of unsustainable technologies, mainly new coal
and gas power plants, and make a clear plan for
the closure of Kosova A and B.

Kosovo's new Energy Strategy and NECP need to set a clear
direction for the country’s energy sector, as well as policies
and implementation programmes to make them happen.
They also need to be well integrated with environmental
goals and other development goals. Some respondents al-
so underlined that this needs to be Kosovo's own plan,
with real ownership by the country, not just a series of do-
nor projects put together in a document.

A viable plan needs to be made for closing Kosova A once
some more renewable capacity comes online, use of elec-
trical resistance heaters is decreased, and distribution loss-
es are further reduced. Gradually implementing carbon
pricing would help to assess the timeline for closing Koso-
va B as well and encourage renewables investments.

‘[There] has been very little discussion of the energy tran-
sition... at the policy level. | don’t know about the tech-
nical level... We need to bring the discussion back into
the parliament. We need to have a level that actually we
include more people rather than having these small, iso-
lated pockets, civil society, on one side, civil servants on
one side... [We need to] go through the level of... the
general discussion. [It] cannot be treated [as] isolated. It
has to be treated jointly with other strategies.’




'...The integration of the energy strategy with environ-
mental strategy and development strategy — I truly be-
lieve that it’s needed to happen first. Second is to set
clear objectives and targets for projects that were on-
going for so many years, like decommissioning of
Kosovo A, substitution of fossil fuel capacities with re-
newables and discussing other measures like ineffi-
ciency.’

‘My vision would be to have an institution that would
be dealing with [energy transition] and have political
will. That's first. The second is to set up clear targets...
I like to have policies that have measurables in them.
And having a strategy with an action plan would be a
must. Then [the NECP] that needs to go... through...
parliament, government and civil society, as a must, and
then of course, start the implementation.’

‘I think good planning with a clear goal, that’s some-
thing that would change the situation... | think good
planning with knowledgeable people that are ambi-
tious and do understand what the future looks like,
and definitely understand the trends of the infrastruc-
ture, because it’'s not the same — the price of solar...
only two years [ago andl]... today. So there’s a need for
proper analysis before deciding on what we will sup-
port.’

‘There’s a need for Kosovo not to change its priorities as
per donors’ needs, but rather have a good strategy,
which then coordinates donors by saying, | need this,
this, this and that and arguing that based on new
trends, basically, because we're not signatories of most
of the agreements, but we are a contracting party of
the Energy Community and we should fulfil that.’

‘Energy efficiency is... a priority because that would
definitely make the change and show what the real de-
mand in Kosovo is, because we do have fake demand
because of lack of energy efficiency measures. And
the fact that Kosovo during the summer uses half of
what is consumed during the winter shows that basi-
cally electricity is used for heating and that should
change.’

‘There is still a lot of funds that come into Kosovo and
they are still a lot of opportunities for Kosovo to actual-
ly make a long-term plan, for its own good to establish
a climate or sustainable energy agenda that is not im-
posed by others or by other international treaties, but it
is very genuine and it's self-made. That could actually
result in way better prosperity... but also in tackling
other solutions such as unemployment..., enhanced in-
tegration by having a lot of new courses, a lot of new
degrees, even, on renewable energy...’

‘...KEK itself could be a very important topic to start a
discussion, where KEK will be in the upcoming 15, 20
years. Start doing some training... in wind, solar, in
many other things, because whoever comes as a private
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investor, he also has limitations... But | think there is a
topic to be discussed, and maybe this could be more re-

alistic to discuss in regard to KEK, politically... its transi-

tion could be five years, ten, twenty... It just has to have

a limit.’

‘For, now we have only one solution — going to the mar-
ket, and having a bankable project with the pricing that
Kosovo has for now with no bill on carbon emissions.

And then it stays low. Kosovo cannot build any projects

without the right PPA or kind of subsidies that could
help the pricing.”

While the process will clearly be led by the relevant minis-
try, one respondent underlined that the prime minister’s
office can play a role in ensuring different ministries work
together and showing a high level of priority for the topic.

‘Naturally it should be led by the Ministry of Economic
Development... But having in mind the importance, it
could be led also from the prime minister’s office be-
cause it will be higher in the hierarchy and it can help...
to push the other stakeholders into place. The Energy
Regulator Office... it’s just regulating the market, it
doesn’t do politics or the kind of solutions in place or

strategy or whatever. But sure, they are second most

important after the Ministry of Economy and Environ-
ment...’

One respondent also mentioned that more light needs to
be shed on KEK’s management in order to inform changes,
and that investigative journalists could be of assistance in
this.

2.

Develop a participatory plan to gradually close
Kosovo's lignite mines and secure a socially just
transition of the affected regions. Utilise the op-
portunities offered by the Platform Initiative in
Support of Coal Regions in Transition in the West-
ern Balkans and Ukraine.

Our respondents suggest that real opposition to transition
has not yet started because the coal workers do not see it
starting. That means that it is exactly the time to start the
conversation, before the issue has become confrontation-
al. While it may be NGOs who initially press the relevant lo-
cal authority and government to start just transition plan-
ning, ultimately ownership needs to be taken on the local
level by the local authorities and community.

‘Work with them, work with the unions. Help them
throughout this process and ultimately integrate them
into the future industry... The state should focus... on

addressing their concerns, but not... in a way that they

will use it to their advantage to go against plans to tran-

sition to renewable energy, but... to assist them in the

transition... For such a... programme, there needs to be
funds... and will from decision makers to initiate such a

programme... There will be less opposition because

they would have a safety net.’
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3. Seize Kosovo's energy savings potential and ena-
ble the deployment of sustainably-sited solar and
wind projects, with a particular emphasis on pro-
sumers and energy efficiency.

This also starts with good planning as mentioned above,
among other things on what the real likely demand for
electricity is if energy savings measures are implemented,
and how they can most effectively be done. Energy effi-
ciency really does have to be the first fuel, not just an add-
on, and sufficient quality assurance needs to be carried out.

‘Energy efficiency is step zero. We should have done
that way before. I'm not even saying the first step be-
cause... we're losing time, if not utilising it in the best
way possible... Demand for energy is higher due to lack
of energy efficiency measures. If energy efficiency is in-
jected, then even the demand will decrease because
there will be better insulation and no need for that
much... electricity being used for heating, because a lot
of households or institutions use electricity for heating.
Which in itself, it’s just not an efficient practice.”™’

‘... There should be an amendment to the procurement
of energy efficiency equipment, because the way that it
works is that they go for energy efficiency solutions that
are the cheapest. And it should not be that way, it should
be actually energy efficiency solutions that would give
you the most benefit back in the long term. And yes,
there might be some improvements that are, upfront
costs might be higher than the others, but the others
have a higher chance of actually failing you long term...’

Kosovo has set up an Energy Efficiency Fund®® and has also
carried out retrofits of public buildings, but one of our re-
spondents suggested that these need increased scrutiny by
investigative journalists to ensure projects are done properly.

‘[Investigative journalists should track] the Energy Effi-
ciency Fund, how it will operate, because | think that'’s
important, and how projects will be implemented, or
also there are a lot of investments done in many public
buildings in the name of energy efficiency. But then the
situation on the ground didn’t improve. It’s just a facade
that is kind of being done there. They've whitened the
walls, but they didn’t actually insulate it, so I think such
things are very important in order to know if public
money is being actually spent in the proper way and
bringing results rather than just being glass and wood
for the eyes of the public.”

Larger renewables projects are certainly needed, as long as
they are properly sited to avoid destruction of valuable natural
areas. Using brownfield sites should be the highest priority.

‘This is one of the initiatives that the IFC has proposed
to start building on the — they call them brownfield
lands, on KEK to build some solar project, which I think
it's a very good idea... It's a huge surface, where KEK is
located, and maybe they can start doing that as well.’
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‘There’s this island in Denmark. Samsga. Have you heard
of it? Well, the way that they addressed that issue and
social barrier in the beginning, that was ideal, there
was amazing. It's sort of like, you see a wind turbine.
You can be part of it. You can have a lower cost. Yes,
we are destroying your aesthetics, but you could be a
co-investor.’

Citizen energy is in its infancy in Kosovo but can make a
significant contribution if properly encouraged. This, as
well as an increase of intermittent renewables on the grid
more generally, will require cooperation by various actors
including the transmission and distribution operators.

‘Government will create adequate politics which can
lead to a smooth transition. ERO will set the regulatory
rules which will mitigate the transition. TSO [the trans-
mission system operator] and DSO [distribution system
operator] should be prepared for the energy transition,
especially the DSO which should handle the large scale
of distributed generation, electro-mobility, storage, etc.’

Financing is clearly a barrier for many people as well, and
needs concerted public policies to make measures like en-
ergy efficiency renovation, heat pumps and installing solar
panels more affordable.

‘For my house... | changed from pellets to a heat pump.
What would be very nice is to have... [something] equiv-
alent to the green banks [in the US]... They offer re-
bates for upfront purchases of heating systems that are
more in alignment with using sustainable energy...
So... we could have an agency in Kosovo that does the
same, offers rebates for energy efficiency upgrades, of-
fers rebates for integration of sustainable heating sys-
tems such as heat pumps in this case’.

4. Mobilise local municipalities to lead on energy
transition, particularly in relation to energy effi-
ciency measures. Specific efforts need to be made
in the heating and transport sectors to find sus-
tainable solutions.

Most of our respondents felt that local authorities in Koso-
vo have enough competences to make a difference, par-
ticularly on heating, energy efficiency and transport, and
that the situation could be further improved if the central
government encouraged their initiatives.

‘[Local authorities’ involvement is]... huge. It's not only
on district heating, it’s on efficiency as well. It's in con-
struction. It’s on making policies on cooling and heating
also for public institutions like schools... So, curricula
and programmes are central level responsibility, but
management of schools and other maintenance is the
responsibility of the local levels. So, as we still have in
Kosovo schools that use either heavy oil or fossil fuels
for heating, | think that it’s really the level and responsi-
bility of the municipality to work on substituting these.’




“You know how the United States has home ruling for
towns and cities? That is a very... promising approach. ..
If we were to start integrating these ideas on what
would help us as a city to transition into more resilient,
cheaper and more sustainable, healthier energy sourc-
es. If we start having these conversations in... town
meetings, and if... towns and municipalities have more
power in pushing for these changes..., then the utility
company, even though it's at a central level, has to...
adapt by law, because the town decided this way.’

‘The ministries always advocate for a decentralised ap-
proach to a lot of solutions... but at the end of the day,
they sort of want to step in and be the key decision
maker. Because they can block certain things that
might be passed by the municipality,... instead of coor-
dinating and actually collaborating with them. So, this
home ruling approach of the United States has been
actually very effective in that, in terms of allowing
towns and cities to just say, hey, this city or this town
wants to go carbon neutral — very ambitious, right — by
2030, 2050."

‘How are we going to do that? We're going to start dlis-
cussions and initiatives on inviting, say, solar companies
and them proposing us some feasible solutions for solar
farms. And then a neighbourhood comes together and
they decide to invest in that, they decide to be part of
that solar farm, where they can get cheaper prices for
the electricity they pay. Of course, the utility has to ac
commodate that too, the utility company.’

‘When | worked in the energy community centre [in the
US] we offered free solar analysis. The only thing the
companies had to do was... just install. We did the fea-
sibility for free from a grant... and there was a 150 per
cent increase of solar projects... through this campaign
that was started by... a citizen group... That could be
an interesting thing that could happen in Kosovo...
There’s this organisation called EC Ma Ndryshe in Priz-
ren, they do a great job. | think they could also facilitate
such discussions too... And | bet there’s many other...
local groups that exist in other towns and cities that
could be part of this conversation.’

Transport is seen as being quite left behind in the transition
so far, with insufficient efforts being made to improve pub-
lic transport and conditions for non-motorised transport.
Electrification would in the short term rely on coal power,
and would therefore not be much of a gain until transition
in the power sector advances. Nevertheless, it should be
planned already now, as a widespread rollout will take
time.

‘It’s not a solution to have electric cars when the main
source of the energy in Kosovo is the power plant. So |
think these should go hand in hand, but... even the in-
frastructure that is in plans is basically friendly towards
cars rather than public transportation and bicycles...
So, that needs to change first, the infrastructure, and
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then basically we would see the results of the transport
sector contributing to less CO, emissions, less emissions
and better or more sustainable transportation.’

‘We consider the electrification of railways before 2025,
and a smooth increase of electro mobility in the next
decade. But there is no concrete plan for such a transi-
tion. We have considered during the electricity demand
forecast that till 2030 we will have at least 10,000 elec-
tric vehicles.’

‘| think that we need to revise the general transition
strategy in transport... We were quite advanced with
the highways. And this is not something that we... have
to take much pride in... because if we look at the im-
pact that they had or they will have in the future as well
on the environment, | think we need now to shift focus
slowly toward railways and the other policies that will
help the transportation to go towards lower carbon
emissions.’

‘Integration of a very efficient public transportation sys-
tem in the cities would be of great benefit, both to cit-
izens, and to the local decision makers that are strug-
gling with peak... season, when also the diaspora
comes in and you just have a traffic jam, illegal parking
and all the other issues. So there are plans for... electric
buses and everything else. But again, those are high-
cost investments. That at least Prizren cannot afford at
this point. But what they could start doing is integrate
those ideas into their annual planning..., step by step.’

. Avoid being distracted by unsustainable energy
sources such as new coal, hydropower in sensi-
tive areas, fossil gas, biofuels, waste incineration,
large-scale use of forest biomass, or unproven/
unavailable technologies such as renewable hy-
drogen.

Avoiding unsustainable or unproven solutions is a crucial
component of energy transition. As we saw above, Koso-
vo's transition has been terribly delayed due to pursuing
projects which have not turned out to be sustainable or
economically justified, including coal and small hydropow-
er. The issues around small hydropower are far from solved,
and as well as parliamentary and governmental initiatives
to review contracts and take corrective action, one re-
spondent mentioned that investigative journalists have
helped uncover information in this field and that there is a
need for them to continue.

A similar situation of investing heavily in a false solution
may be about to occur with fossil gas. From the point of
view of local pollution, gas may appear more favourable
than e.g. using heavy fuel oil for district heating, but given
the large investment in transmission and distribution infra-
structure that would be needed, and the need to switch
away from gas within the next few years, it is simply not
worth it.
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‘[PIroper assessment on the feasibility of any project [is
needed]. Because if Kosovo wants to join the EU, we
should definitely think about the price of joining the EU
as well. So, whatever action we're taking today will
probably be a burden in 10 years, if not closer.”

The EU needs to be a lot clearer in the messages it is send-
ing regarding gas. While it has clearly taken up the mes-
sage that a coal phase-out is needed, its support for gas in-
frastructure via the selection of the 2020 Projects of Ener-
gy Community Interest (PECIs) list, in the Economic and In-
vestment Plan for the Western Balkans, and in various
speeches, is sending the wrong message about gas’s com-
patibility with decarbonisation. The same goes for donors
like the EBRD, who have openly advocated for expanding
the use of gas in the region, despite the fact this would en-
tail significant investments in the opposite direction of de-
carbonisation.®

The same goes for technologies such as renewable hydro-
gen and renewable gas, which are not yet widely available
and are only ever likely to be sufficient to contribute to de-
carbonisation of the harder to abate sectors.

Waste incineration, which has started developing in Alba-
nia and Serbia, should also be avoided in Kosovo. As well
as polluting the air, it locks in material and financial re-
sources and prevents the development of waste prevention
and recycling systems. No matter what filters the incinera-
tor has, its toxic filter residues, fly ash and bottom ash still
need to be safely disposed of, a major challenge in coun-
tries with poor environmental governance.

To be responsible, the international community needs to
take a precautionary approach and avoid promoting un-
proven technologies or those with high environmental
risks, and encourage the region’s authorities to pay more
attention to energy efficiency and low-risk technologies.
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57 Meaning the use of old style electrical resistance heaters, whereas
electrical heat pumps certainly can make an important and efficient
contribution.

58 For more information see Kosovo Energy Efficiency Fund website;
https://fkee-rks.net/en/.

59 Jakov Milatovi¢ and Damin Chung, Kicking the coal habit in the
Western Balkans, EBRD, 3 December 2018; https://www.ebrd.com/
news/2018/kicking-the-coal-habit-in-the-western-balkans.html.

98



https://fkee-rks.net/en/.  
https://www.ebrd.com/news/2018/kicking-the-coal-habit-in-the-western-balkans.html
https://www.ebrd.com/news/2018/kicking-the-coal-habit-in-the-western-balkans.html




MONTENEGRO

b Vs s Q 4 H!

TN e
*
N¥/




ENERGY SECTOR OVERVIEW

Like most of its neighbours, Montenegro, with around
622,000 people,’ generates electricity mostly from hydro-
power and coal. The largest amount of installed capacity
consists of hydropower, followed by coal and then wind.

Montenegro’s electricity market is dominated by the state-
owned power utility Elektroprivreda Crne Gore, which owns
all of the country’s largest electricity generation capacities —
the Piva and Perucica hydropower plants and the Pljevlja
coal plant, as well as several old small hydropower plants.? It
supplies most electricity consumers.

Montenegro has two wind farms, Krnovo (72 MW) and
Mozura (46 MW), but has been much slower to develop so-
lar, despite its potential. By the end of 2019 it had just under
2 MW installed, though it has launched a huge 250 MW so-
lar project at Briska Gora near Ulcinj.3

Like its neighbours, Montenegro's heavy dependence on hy-
dropower means its electricity generation fluctuates consid-
erably. In wet years like 2010 and 2013 hydropower gener-
ates two-thirds of the country’s demand, but most years it
amounts to much less. Coal generally provides around 40
per cent of the country’s electricity.

Electricity consumption has declined slightly in the last ten
years, most likely due to the decline in operational capacity
at the Podgorica aluminium factory KAP. This has generally
meant a decrease in electricity imports but in 2017 Monte-
negro still had to import significant quantities of electricity
due to poor hydrological conditions.

Montenegro undertook to reach a share of 33 per cent re-
newables in final energy consumption by 2020 compared to
26.3 per cent in 2009.4 After this, things got confusing due
to the revision of biomass data, so its progress reports to the
Energy Community show e.g. 32.3 per cent for 2017 as the
latest figure,® but its reporting to Eurostat shows 39.7 per
cent for the same year.®

According to Eurostat data, Montenegro’s share of renew-
ables has actually been falling since a high of 44 per cent

MONTENEGRO

in 2014, despite the addition of two wind farms.” This is
presumably due to a decrease in biomass use. Montenegro
has not yet set 2030 targets.

Montenegro’s target primary energy consumption for 2020
was 1,306 kilotonnes of oil equivalent (ktoe) and its final
energy consumption target 1,159 ktoe. Final official figures
are not available yet, but the Energy Community’s 2020 Im-
plementation Report showed consumption rising rather
than falling in 2018.8

The country’s energy intensity is 2.5 times as high as the EU
average.® The residential and transport sectors are respon-
sible for the highest share of total final energy consump-
tion and have very high potential for improvements.

The most common forms of heating for residential build-
ings are wood, electricity and coal. One of our respondents
mentioned a high level of energy poverty, with many peo-
ple heating only one room using wood or coal.

Montenegro has no district heating systems. A system is
planned to be connected to the Pljevlja coal power plant, but
has not moved forward for many years, and there are further
plans for biomass district heating development in several
towns, such as Nikgi¢, RoZaje, Bijelo Polje, Kolagin and Zabljak.

Some of our respondents commented that there has been
a lack of attention paid to energy transition in the heating
and cooling sector. The main effort so far seems to be an
incentives scheme for households to replace inefficient
wood stoves with more efficient ones.

Private road transport predominates for passenger trans-
port. There is very little public transport and buses and
coaches made up only 2.3 per cent of passenger kilometres
in 2018, with rail even lower at 1.3 per cent." The situation
with freight is unclear. Eurostat data is not available for
Montenegro and Monstat data appears to show much
more freight transport by train than by road, which would
make Montenegro an outlier in the region.' Some of our
respondents highlighted that Montenegro, like most of its
regional peers, has made very little progress with transition
in the transport sector.

E\ks)lteasled capacity of electricity generation facilities in Montenegro, 2019
Energy source Mw Per cent
Coal 225 21.9
Large hydropower 649 63.1
Small hydropower 34.7 3.4
Wind 118 11.5
Solar 2 0.2
REGAGEN it 4
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Figure 1
Electricity generation in Montenegro, 2010-2019

4500

4000

3500

3000

2500

GWh

2000

1500

1000

500

2010

2011

2012 2013

Source: IEA Statistics, https:/www.iea.org/data-and-statistics/data-tables?cc

2

Year

untry=MONTENEGRO&energy=Electricity&ye

[l Hydropower M Coal H Wind Net imports

014 2015 2016 2017 2018

Figure 2
Electricity consumption in Montenegro
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Montenegro does not extract oil and gas, but for several
years a debate has been ongoing about potential offshore
drilling in the Adriatic. In March 2021, Eni and Novatek
started exploratory drilling, after which the government
has pledged to let the public have its say over whether ex-
traction should take place.”

Montenegro’s net energy import dependence was 30.9
per cent in 2018, compared to the EU-28 average for the
same year of nearly 55.7 per cent." The country’s relative-
ly low dependence reflects the fact that it has no gas im-
port network and only uses domestic resources for elec-
tricity generation.
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MONTENEGRO'’S ENERGY POLICIES

As an aspiring EU Member State, Montenegro has to
achieve decarbonisation by 2050. It also confirmed this
commitment by signing the Green Agenda for the Western
Balkans in November 2020." However, our respondents
did not see the country as really preparing or seriously
committed to this goal, even though its National Energy
and Climate Plan (NECP) development process has taken
the goal into account.

Montenegro’s official energy policies are very much in lim-
bo. Its 2014 Energy Strategy'® is now terribly out of date, as


https://www.iea.org/data-and-statistics/data-tables?country=MONTENEGRO&energy=Electricity&year=2010
https://www.iea.org/data-and-statistics/data-tables?country=MONTENEGRO&energy=Electricity&year=2009

its main plans consisted of building the Pljevlja Il coal pow-
er plant, which has now been cancelled, and hydropower
plants on the Moraca river, which as well as being highly
controversial from an environmental point of view are now
increasingly seen as uneconomic. The third main project,
the Komarnica hydropower plant, is the only one of these
three currently being actively promoted, but it too has not
been properly justified in terms of its economics or energy
demand, and the area where it would be built is also an
Emerald site which has not been properly researched. It is
also questionable whether building yet more hydropower
is useful for Montenegro considering its fluctuating annual
electricity generation."”

Reality has overtaken the strategy and as mentioned above,
a huge solar project is now planned by Montenegro’s elec-
tricity company Elektroprivreda Crne Gore (EPCG) and Fin-
land’s Fortum which was not foreseen in the strategy. EP-
CG is also planning additional wind farms at Gvozd and
Brajici.

Another element of the Strategy which needs revision is on
electricity demand. The Strategy assumed that the Podgor-
ica aluminium plant (Kombinata aluminijuma Podgorica
(KAP)), would work at a level of 84 MW, but in reality the
future of the plant is highly uncertain. Since 2013 it has of-
ficially been bankrupt, though the process has not been
completed and the plant is still operating for now. In March
2021, however, the operator, Uniprom, announced that
600 workers would be laid off, but had not yet begun
technical preparations to close the plant.’® It is therefore
not clear whether this was a final announcement or rather
a threat designed to silence ongoing complaints about
working conditions at the plant.

Montenegro has not set a coal or fossil fuel phase-out date.
An urgently pending decision for Montenegro’s govern-
ment is what to do with the Pljevlja coal power plant. In
June 2020 the previous government signed a contract with
a consortium led by China’s Dongfang (DEC International)
to modernise the plant and bring it into line with the so-
called 2017 LCP BREF, representing the EU’s latest standards
for such plants.?® However, EPCG has never publicly proven
that such an investment would be economically justified,
nor that the planned investments would be technically ca-
pable of bringing the plant into compliance.?' At the time,
it was claimed that this investment would extend the life-
time of the plant by 30 years,? which we seriously doubt
because the planned works do not include reconstruction
of the main parts of the plant.

At the same time, the plant can no longer legally operate
without modernisation, as under the Energy Community
Treaty, it has been working under a limited regime called an
‘opt-out’ since 2018, meaning it could not work more than
20,000 hours between 1 January 2018 and the end of
2023. Instead of spreading the available hours over the
available years, the plant spent all its hours between 2018
and 2020,2 but it is still operating and the modernisation
project is not yet ready to begin. So, Montenegro’s new
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government took office at the end of 2020 presented with
a fait accompli, and is now trying to figure out what to do.?*

As with most other countries in the region, our respondents
felt that Montenegro had done very little to advance a tran-
sition in the heating and transport sectors so far and that
this would need to be strengthened during the ongoing de-
velopment of the NECP. As of May 2021, no draft NECP had
been made available to the public for consultation.

WHY IS MONTENEGRO’S ENERGY TRANSI-
TION NOT ADVANCING MORE QUICKLY?

Montenegro is widely considered the most advanced of the
EU accession countries, particularly in the field of energy, as
it has taken steps to bring its electricity prices closer to mar-
ket value and also introduced a carbon pricing system? (al-
beit one which is now being revised after being hit by a
scandal).?® But the country is at a rather specific moment,
having changed governments a few months ago and not
yet having established a clear new direction. Before this
change, Montenegro had turned around its energy policies
since the demise of the planned Pljevlja Il coal plant.

This moment clearly opened the space for the country to
publicly reorient itself towards building up renewable ener-
gy sources instead of concentrating so much time and
money on one large coal project, and it can now be con-
sidered among the more progressive countries in the re-
gion concerning energy. In 2019 Montenegro announced
that for ten days, all electricity generated had come from
renewable resources (including hydropower).?” Neverthe-
less, several factors are still negatively influencing Monte-
negro’s energy transition, as described below.

STATE CAPTURE BY INCUMBENT UTILITIES,
LACK OF TRANSPARENCY AND RULE OF LAW

Our respondents agreed that state capture, lack of trans-
parency and rule of law are significant problems for Mon-
tenegro’s energy transition.

‘I can only agree with the selection of the obstacles to
the energy transition process presented here and con-
firm that they are prominent in the country’s energy
sector. These issues are the main hindrances to the en-
ergy transition process in Montenegro, with a stronger
impact than others mentioned in the continuation of
the questionnaire.’

‘There is a high level of lack of transparency and corrup-
tion.’

Montenegro has long been referred to as being run like a
family business?® by Milo Bukanovi¢, currently the coun-
try’s president, and the Democratic Party of Socialists (DPS)
party. This also extends to the energy sector. Aleksandar
‘Aco’ Pukanovi¢, the President’s brother, owned part of
the Pljevlja coal mine for years, only to have his share
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bought out by the state in 2018 for what many considered
was an artificially inflated price.?®

The calculation of the mine’s value assumed the construc-
tion of Pljevlja I1*® and thus a guaranteed market for the
coal from the mine for many years to come. However, it
was quite clear by this stage that the project would not
happen, as the main contractor had already been dropped
for failing to secure financing.?' Indeed, we assume that
ensuring the future of the mine’s income was one of the
main drivers for the failed project, which for years diverted
Montenegro's resources and attention away from genuine-
ly pursuing energy transition.

Since then, EPCG has generally become more proactive to-
wards developing renewable energy projects, but its direc-
tor has been changed by the new government, so it re-
mains to be seen which direction it will take.32 Neverthe-
less, the consequences of decisions taken by the previous
management will continue to have a lasting impact on the
company and on Montenegro’s energy system. Top of the
list is the decision to modernise the existing power plant, a
process which has lacked transparency from the start, but
which may have consequences for several decades to come.

As the country moves ahead with its renewable energy
plans, improves its energy efficiency and closes the KAP al-
uminium plant — which we consider only a matter of time —
we would expect demand and supply to be balanced with-
in the next few years, so any decision to modernise the PI-
jevlja plant really needs to be well-justified, in terms of cost
as well as pollution reduction. However, this has not been
the case. Numerous attempts by non-governmental organ-
isations (NGOs) and political parties to obtain the feasibili-
ty study for the modernisation project have failed, and it
seems it does not exist.

'...Definitely no feasibility study was done [for the mod-
ernisation of the Pljevija power plant]... They based the
project on one of the scenarios they prepared when the
second unit was planned. The Ministry requested that
[EPCG] deliver that document or any document justify-
ing and confirming the economic feasibility of the pro-
ject. That document still hasn’t been delivered.’

Another issue is that the winning consortium includes BB
Solar, a company half-owned by the President of Montene-
gro's son, Blazo Bukanovi¢, which, as the name suggests,
specialises in solar rather than coal plants.33

The prices for the bids for the modernisation varied very
widely, leading both the media and one of the competing
bidders, Hamon Rudis, to question whether the winning
bid offers an inferior technological solution.3* Hamon Rud-
is requested that the selection commission check the com-
pliance of Dongfang’s bid with the technical specifications
in the tender documentation due to its much lower price
than either of the other two bids. The Decision on the se-
lection of the best bid®* from 7 November 2019 discusses
the complaint and provides the tender commission’s re-

sponse. The tender commission states that no specification
was included in the tender obliging the bidders to submit
technical documentation — they only had to provide state-
ments that their offer complied with certain parameters.

The lack of technical documentation submitted by the bid-
ders leaves the public with very little information on which
to assess the technical quality of the winning bid. This gap-
ing lack of transparency raises serious doubts as to the
quality of the project, to the extent that in early April 2021,
the Ministry for Capital Investments asked the public pros-
ecutor to investigate the process.3®

It is not only the close relations between the state and EPCG
which are causing a lack of transparency, however. Monte-
negro was the first country in the region where close links
were systematically revealed between businesses receiving
concessions for small hydropower plants and the DPS par-
ty.37 After numerous public protests against various plants,
particularly in the north of the country, the government was
forced to start reviewing the contracts, and has so far can-
celled contracts for seven plants despite facing lawsuits
from some of the investors.3®

In 2020 the European Commission also asked Montenegro
to undertake a ‘credible, independent and efficient’ inves-
tigation into the MoZura wind farm, as corruption allega-
tions around the case had been the subject of an investiga-
tion conducted by the Maltese journalist Daphne Caruana
Galizia, who was killed by a car bomb in 2017. Her investi-
gation apparently focused on Milo Bukanovi¢, and his Mal-
tese counterpart, Joseph Muscat, and their alleged links
with Azerbaijan’s ruling elite.3® In March 2021, Montene-
gro’s Deputy Prime Minister confirmed that the case would
be investigated thoroughly.4®

Many of the other factors limiting Montenegro’s energy
transition are closely linked to the issues with rule of law,
nepotism and so on. For example, the country is the most
advanced in the region in terms of transposition of EU leg-
islation, but it is often implemented very superficially or not
at all, particularly when well-connected business interests
are involved.

‘Yes, that is a very difficult topic, and | think we still
have a significant dose of that phenomenon in our soci-
ety. And that is a big problem which must be solved if
we want to go forward. I just will tell you one [piece of]
information that the municipality of Plievija, one of the
most polluted towns in Europe: for a long time it has
not had an ecological inspector.’

Of course a lack of capacity can arise for other reasons
than corruption, but when Montenegro’s most polluted
town has no environmental inspector, it is clear that the
authorities have no real interest in enforcing environmental
legislation.

One of our respondents also pointed out that the issues
are often made more difficult by Montenegro’s rhetoric in
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favour of energy transition, while not always pursuing pol-
icies which promote it. This muddies the waters by making
the lack of progress less obvious than in some of the other
countries in the region.

‘Something that is slightly different than the “lack of the
accountability of decision makers” is the situation where
decision makers declaratively support energy transition
in domestic and international fora while at the same
time doing their best to hinder its progress... This kind
of dishonesty is then much harder to challenge and
confront than if there was a clearly expressed disagree-
ment with the energy transition concept.’

Transparency in the sense of access to documents is an in-
teresting phenomenon in Montenegro. On one hand,
compared to other countries in the region, Montenegro is
better at proactively releasing information such as informa-
tion from government sessions in a timely manner, but
there are some large black holes concerning certain pro-
jects such as the rehabilitation of the Pljevlja coal plant, or
the Bar-Boljare motorway. This in itself is a strong red flag
that there might be something to hide.

‘Sometimes, the NGO sector in Montenegro can’t get
some information... Sometimes they don’t respect the
legal deadline of 15 days and even if they do, never
send us information which we have... asked [for]... |
think the decision makers and employees in ministries,
employees in Elektroprivreda Crne Gore... they don't
respect the voice of civil society organisations, because
I think they look at us as if we are some threat. Just
transition is a very complex process, which requires
common efforts. Individual action won't lead any-
where.’

FALSE SOLUTIONS

Closely related to the issue of transparency and special in-
terests is the amount of time, money and energy which a
country invests into solutions which turn out to be unsus-
tainable, uneconomic or both. Montenegro has been pur-
suing false solutions such as Pljevlja ll, the Pljevlja rehabili-
tation and small hydropower plants, presumably due to
their benefits for specific interest groups, which have di-
verted time, money and attention away from better solu-
tions. The Pljevlja rehabilitation remains to be addressed,
and although both the former and new governments have
clearly pledged to move away from small hydropower
plants, numerous projects are still in the pipeline, and tack-
ling them is also diverting resources from other tasks.

‘The environmental retrofit of the Pljevija thermal pow-
er plant has been proposed with a cost of approximate-
ly EUR 50 million. No cost-benefit analysis was conduct-
ed nor any other assessment which could provide more
information and justification for this investment. This in-
vestment is being used as an excuse to continue with
coal-based electricity production until 2050."
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The other main threat in the near future is that of gas. Giv-
en Montenegro’s lack of updated energy strategy, its plans
in this area are not completely clear, but it plans to partici-
pate in the lonian-Adriatic Pipeline (IAP), which would
open the way for the use of more gas in the country. In Au-
gust 2016, Croatia, Albania, Montenegro, Bosnia and Her-
zegovina and the representatives of State Oil Company of
Azerbaijan (SOCAR) signed a Memorandum of Under-
standing on the constriction of the IAP and in June 2017
the government approved a gas master plan which pro-
vides different options for the gasification of Montene-
gro.*' Considering that Montenegro currently has no gas
network, this would be a very large and complex invest-
ment into a network that would have to be replaced in a
few years' time as fossil fuels are phased out. Moreover,
the latest version of the project’s feasibility study sees it as
being in competition with the new LNG terminal on the
Croatian island of Krk and states that new gas power
plants in Croatia and Montenegro would be needed to
make it viable,*? which would create additional fossil fuel
lock-in in both countries.

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

The number of people employed in Pljevlja’s coal mines has
been steadily decreasing in recent years, from 1,200 in
2010* to around 670 in 2019.4* A smaller number are also
employed in the power plant, decreasing from 333 in 2010
to 171 in 2017.%5 Nevertheless, in a town with only a few
other economic activities, the closure of the coal mine and
plant certainly requires forethought and planning, togeth-
er with clear calculations of how many employees would
be able to stay on to undertake decommissioning and re-
habilitation work at the site and for how long. The task is
not insurmountable, but it needs local and national author-
ities to stand up and admit that it has to be done, which is
what has been lacking so far.

First the workers were misled by plans to build Pljevlja II,
then by unrealistic claims about the modernisation project
extending the Pljevlja plant’s life by 30 years, and now also
by unfounded claims that the Energy Community Secretar-
iat might grant the plant additional operating hours,*¢ even
though it has no mandate to do this.#’

At the same time, the President of the Pljevlja local author-
ity has exaggerated the scale of the problem, claiming that
almost 3,000 people will be unemployed if the plant and
mine close,*® whereas the real number is clearly under
1,000. This is not a negligible number, but exaggerating in-
stead of planning a just transition for the community and
concrete assistance for those affected is not helping the
situation.

While the mine was still part-owned by Aco Pukanovic it
seemed likely that protecting his income was a major fac-
tor in delaying the closure of the mine. However, now that
it is fully owned by EPCG, failure to close the plant and
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mine seems to be more motivated by a combination of lack
of other replacement capacity having come online and un-
willingness to face the affected workers.

Having said this, however, our respondents did not see the
coal workers as being a major organised force, and saw the
problem mainly in the lack of preparation by the authori-
ties.

‘The pressure from coal mining unions does not play
that much a significant role in Montenegro. The just
transition discussion is also a neglected topic in Monte-
negro.’

‘The people in Plievija are quite sure that the power
plant and mine will not stop operating and they are sure
because the people from the institutions — from the
power plant, the coal mine, the local authorities — are
convinced that it won’t happen and they convince the
public that this is the case’.

‘...I think we don’t have enough developed plans or we
don’t have any plan for just transition. And... for now,
we don’t have interest in just transition... My opinion is
that independent of ecological reconstruction, we need
to reach a just transition. And that is very important...
Probably a huge percent of Pljevija’s citizens disagree
with the coal power plant being shut down, especially
citizens who work in the coal mine or Pljevija power
plant. It seems that the Montenegro government
doesn’t have a sufficiently developed plan for the decar-
bonisation process. This fact is confirmed by the fact
that the Montenegro government still hasn’t deter-
mined the coal phase-out year.”

The only moves so far towards discussing a just transition
have been initiated by NGOs rather than the local or na-
tional authorities.*® This was initially also the case in sev-
eral other countries in central and eastern Europe, but if
the transition is to succeed, it will need the local authori-
ties and other local people to take ownership of the pro-
cess. It is to be hoped that the launch of the new Coal Re-
gions in Transition initiative for the Western Balkans and
Ukraine®*® will help to concentrate minds on this task. At
least one of our respondents is optimistic that the new
government is at least thinking differently to the former
one.

‘I've spoken to the people from the Ministry for Capital
Investments several times and | see that they think total-
ly differently from the people in the former Ministry [of
Economy]. | think they are more aware and that they see
what is happening with the energy transition. They
aren’t as stubborn as the previous Ministry. They are
conscious that the time is coming when coal will be a
thing of the past.’

However, this has not been at all visible to the public yet,
and it seems there is some fear of public reactions, even if
not focused on the coal miners themselves.
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‘The people in the Ministry, for political reasons, don’t
want to... say publicly that the power plant reconstruc-
tion project may not be realised... In the media, they
keep dragging on this story about negotiating for addi-
tional hours for the plant...’

A similar situation of avoiding the inevitable is also happen-
ing on the demand side, with the KAP aluminium factory,
which employs at least 600 people.5' Although the plant’s
electricity consumption has decreased massively since its
heyday, in 2019 it still constituted 16 per cent of the coun-
try’s consumption — 560 GWh.52 This is not much less than
the Piva hydropower plant generated in the same year —
665 GWh33 —so it has significant implications for the coun-
try’s energy supply. As mentioned above, the plant has of-
ficially been bankrupt since 2013 but is still operating, and
its future is unclear.

Closing the plant would have a mixture of costs and bene-
fits, on one hand freeing up electricity capacity and miti-
gating the need to invest in so much new generation ca-
pacity, but on the other hand resulting in declining income
for EPCG - at least temporarily — a decline in exports and
so on. The previous government does not seem to have
come up with an overall cost-benefit plan for the country
regarding different options for KAP, and we assume that
lack of willingness to face up to the workers and ensure an
income for them is one of main reasons.

OUTDATED VIEW OF THE ENERGY SECTOR,
LACK OF KNOWLEDGE, AND LACK OF
INTEREST IN CITIZEN ENERGY

While Montenegro has started to embrace the potential
for renewable energy overall, still some outdated thinking
is limiting its progress. The most obvious example is the
plan to build a district heating network in the town of Plje-
vlja, connected to the coal plant.

The issues around the coal plant’s lifetime extension have
already been discussed above, and it is highly questionable
whether the plant will even operate for long enough for a
district heating network to be built. There is a strong risk of
pouring immense resources into the development of a net-
work and then either the plant closes and the money is
wasted, or everything is done to keep the plant open to
supply heating even if it is uneconomic. In addition, it is
questionable whether a completely new district heating
network makes sense at all in a location like Pljevlja, which
is not very densely populated and might benefit more from
decentralised solutions.

Like its neighbours, Montenegro has so far largely neglect-
ed the decentralisation aspect of energy transition, with
the exception of its highly controversial small hydropower
plants. Its 2014 energy strategy was very unambitious in
this field, concentrating mainly on Pljevlja Il and the Komar-
nica and Moraca hydropower plants, and this is one of the
reasons for its very low installed capacity in solar photovol-
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taics. Nevertheless, in 2020 the government made chang-
es to the Law on Energy, among other things with the aim
of making it easier for prosumers to connect to the grid.*
It has yet to be seen whether it will bear the expected re-
sults.

Similarly, much more effort is being made to invest in elec-
tricity generation than in energy savings, reflecting an out-
dated high production, high consumption model. Monte-
negro lost around 14.5 per cent of its electricity in the
transmission and especially distribution networks in
2019.%

Although Montenegro has in recent years appeared to be
clearly moving towards renewables, there does not yet
seem to be full consensus about the extent to which this
should occur, with many in Pljevlja still firmly attached to
coal and those on the national level more in favour of tran-
sition.

‘On one side, there are people from Pljevilja [coal mine
and power plant]... who literally do not believe and are
convinced that our energy system cannot exist without
the coal power plant, not only now but also in the fu-
ture... And on the other side, there are... people in the
government and ministry. Again these vary... — you
have people with knowledge, who are professional,
who think in a good way, but also some who are main-
ly led by political interests... and some who have pow-
er to make decisions but don’'t have enough knowl-
edge.’

What our respondents particularly emphasised was a lack
of specific expertise within the relevant public authorities
since the new government took office in December 2020,
as numerous top-level management have been changed in
the energy sector. The process is still ongoing and may ex-
tend also to the lower levels. What remains to be seen is
whether the new government will listen to those experts it
has, or rather expect them to follow political decisions as
the previous government did.

‘It seems that we have limited intellectual capacity to
solve the decarbonisation and just transition process.
The solution is to involve people who have experience
in this field and engage foreign experts so we could
start with the process. Before that, we need to have
political consolidation, which supports this operation —
without that, the whole process does not have a
point.’

‘So, decisions are supposed to be made by people who
might not be so much into this topic and who don't
have enough knowledge about it.’

‘... My view of the previous structure was that there
were a lot of competent people with adequate educa-
tion and knowledge but incapacitated by the political
dictate which has rendered them a mere service to the
interests of those [few] in power. Their performance
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and the contribution to the greater good and well-be-
ing of the country was for the most part crippled by ac-
cepting such a demeaning role. Obviously, this impact-
ed the energy transition process as well.’

‘The new structure needs more time to show their true
colours, but if we are to judge based on the first cou-
ple of months in the office, nothing spectacular will
change. Lack of understanding of the importance of
decarbonisation, increase of share of renewables and
energy efficiency is still present. | don’t expect any
much-needed change for the better in the near future,
unfortunately.’

INCOMPLETE IMPLEMENTATION OF EU
RULES AFFECTING THE ENERGY SECTOR

Our respondents see Montenegro as generally good at
transposing EU rules affecting the energy sector, but
poor in implementation. Overall on the regional level,
Montenegro is often seen as among the more advanced
countries: for example, it was the top-scoring country
in the Energy Community’s implementation report
2020.56

Our experience suggests that this may be due to the fact
that other countries in the region have done particularly
poorly in even transposing legislation in recent years, most
notably environmental legislation, let alone implementing
it, while Montenegro has at least continued with transpo-
sition.

"... Montenegro is good in adopting legal acts transpos-
ing latest EU Directives and Regulations, adopting Strat-
egies supported by international funds and institutions,
but when it comes to implementation of obligations |
can observe that the level of implementation in practice
is unsatisfactory.’

One very stark failure to implement the law is the fact that
the Pljevlja power plant has exceeded the 20,000 hours al-
lowed under Energy Community rules but is still operating.”

‘We have this situation with the power plant where we
are not respecting international obligations, we are not
complying with the Energy Community Treaty. The Plje-
vlja coal power plant is working without a valid integrat-
ed permit [due to exceeding the allowed operating
hours]. We have all the environmental standards, but
the emissions are not in line with the national legisla-
tion, nor with that of the EU.’

State aid enforcement in Montenegro remains a problem,
but its coal sector does not benefit from direct subsidies to
as large an extent as its neighbours.5®

‘As in all Balkan countries, Montenegro is missing full
enforcement of State aid rules. In some cases, State aid
is given to public companies in non-transparent man-
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ners. However, exposure of public debts from support
measures to coal-based electricity production as a per-
centage of GDP has been declining in the past three
years.”

POLITICAL INSTABILITY

After a long period of over-stability, in which it seemed
that the DPS party would rule forever, there has been a
much less stable period, which our respondents expect to
continue due to the fragile coalition government that has
been formed. This will certainly have knock-on efforts for
the transition, due to delaying important decisions and
distracting the government and public from important
tasks.

‘Political instability does indeed negatively impact ener-
gy transition. It forces other political topics higher on
the agenda and defers the discussion around energy
transition.’

‘In Montenegro, we are faced with an unstable political
situation and the existence of the current government is
considered to be for a short period of time due to huge
misunderstandings among the parliamentary majority.’

‘The political instability diverts attention from the real
problems... Ever since the new government was formed
there is constantly some wrangling with the opposition
or in the coalition and so on.’

REAL TECHNICAL ISSUES

Our respondents did not see Montenegro as having tech-
nical problems to the extent that they would completely
hinder the transition, but did point to some needs for in-
vestment.

‘Energy transition requires significant energy network
improvements. Technical limitations of networks from
the aspect of renewables connection and insufficient
flexibility of the system for balancing variable produc-
tion from renewables are the main technical problems
which the energy system is facing.’

‘Considering the technical characteristics of the power
system in Montenegro and the region, the biggest chal-
lenges in the operational work of the system with in-
creased participation of wind power plants in the peri-
od until 2030 in terms of flexibility will be balancing
short-term variability of wind production and secondary
frequency regulation, and monitoring rapid changes in
Lhet load” in the ,day ahead” market.’

‘I don't think real technical difficulties exist. What exists
is the difficulty of people who think that everything is
impossible. But | think that... everything is feasible and
realistic.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN MONTENEGRO? WHICH
ACTORS CAN PLAY A ROLE IN MOVING
FORWARD THE SUSTAINABLE ENERGY
TRANSITION IN THE COUNTRY?

The overall directions which need to be covered are out-
lined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to enable
better decision-making on energy issues. All these need to
be pursued as quickly as possible in order to advance Mon-
tenegro’s energy transition.

HORIZONTAL NEEDS

— Montenegro’s record in the rule of law needs to im-
prove quickly if the energy transition is to succeed. This
means reviewing decisions already taken and taking
action against those responsible, as well as setting
high standards for the new government.

‘The rule of law is essential in supporting the energy
transition. A functional and efficient judicial system is a
prerequisite for the energy transition process.”

— After having one government in place for so long, it is
clear that the new government will need time to get
up to speed and that a lot of personnel changes are
currently ongoing, including in the relevant public
companies. The government needs to make sure all
the people employed are sufficiently knowledgeable
and that a sufficient number of staff is dedicated to
energy transition.

‘Solve the leadership crisis in the energy sector. Ap-
pointment of the competent, motivated, and re-
sult-based oriented leaders of the energy transition is a
prerequisite for this step. Accountability and environ-
mental integrity are of key importance.”’

‘Short- to mid-term capacity building and institutional
building in line with EU climate and energy acquis...
Solve the lack of technical knowledge and modelling
capacities challenge. The outsourcing of the technical/
modelling work is not a viable option any longer.’

— Much more public dialogue is needed about energy
transition and in particular the role of citizen energy
and opportunities for energy savings. While the gov-
ernment needs to show greater willingness to drive
this aspect of transition forward, NGOs and inde-
pendent experts can play a strong role in ensuring this
happens and communicating with the public, as well
as reaching out to non-traditional allies who should
have an interest in the quality of the transition taking
place.
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— Our respondents called for a stronger role by the EU in
Montenegro as something which could help to speed
up the transition. At the same time, they cautioned
that it is not useful when decision makers are praised
by international bodies for certain policy moves but
not sufficiently criticised for problematic moves.

What is crucial is for the government to stop hiding from
this question in public and start communicating about it. It
needs to clearly stand behind its decisions and publicly
communicate the rationale behind them. This might not be
easy, but good preparation, clear communication and an
effective plan can help.

‘So, you have the same people celebrating Montenegro
as the frontrunner of the energy transition in the re-
gion, whose statements are admittedly supported by
the regional organisations such as Energy Community
etc., and on the other hand the same people supporting
oil and gas drilling in the Montenegrin territorial sea in
the Adriatic (just as an example).’

‘Our government needs to finally go out with a stance
on the issue of the existence of the coal sector, because
until now we have not heard anything about this issue
from the government... If they really understand, and if
there is evidence that this [Pljevlja modernisation] pro-
ject is not feasible and that in the future it will bring
greater harm than good, then they need to take deci-

sions accordingly... to rise above their political interests
‘A higher presence of the EU would result in a faster en- and... focus on the substance.’

ergy transition process.’

‘Decision makers can also position themselves in the en-
ergy transition as someone who makes good decisions
and earns the trust of the public for this.’

MAIN DIRECTIONS FOR ENERGY TRANSITION

1. Urgently assess and publicly clarify what to do
about the Pljevlja coal plant and KAP 2. Develop a long-term ambitious vision and open
up Montenegro’s market.
Although these cannot be isolated from the country’s overall
strategy in the energy sector, the future of the coal plant in
particular is extremely urgent. It has to be closed at least
temporarily due to having run out of operating hours, and
the welfare of the plant and mine workers has to be ensured.
But deciding whether to go ahead with the modernisation
project is also urgent, considering the contract has already
been signed and the main project developed. This has to be
done on the basis of reliable, publicly available calculations.

Montenegro is currently working on its NECP, which pro-
vides an opportunity to have a real debate about the
country’s energy future and maximise the use of its ad-
vantages. The policies put in place need to be ambitious
enough to go beyond the projects already planned and
must be in line with full decarbonisation by 2050 at the
latest, but this should be possible much, much earlier for
Montenegro.

If the plant is closed permanently Montenegro will have to
import electricity for several years while it completes its
planned solar and wind projects and increases its energy
efficiency, particularly by reducing network losses. But it
can reach a balance between generation and consumption
much more quickly if the KAP plant closes, which again has
costs and benefits that need to be transparently assessed.

‘From my point of view, to bring a concrete strategic
plan for energy or just transition. Because | think we on-
ly have a strategic plan up to 2030. | think we have to
forecast more to 2050 and to bring a strategy which
will be related to that year and in that strategy to pre-
dict a deadline for phase-out for the thermal power
plant and a deadline for and run out of non-renewable
resources.”

‘We need to clarify the attitude of the government re-

garding the transition process. It needs to collect all rele-
vant actors who can be helpful. In the first row, the scien-
tific community, then civil society and the NGO sector
which has different projects, which means that they have
funds which can support action. The current situation
looks like the government, line ministries, line institutions,
etc. do not have either a plan or ambition to start acting.”

‘| think [the previous government was] in a better posi-

‘Development of the new and ambitious climate-energy
development strategy or NECP in line with the EU. Dis-
continuity with the previous approaches, assumptions
and mind-sets is a prerequisite for this step. [An] inte-
grated approach, including all relevant sectors and en-
ergy efficiency, is of key importance. [Also] implementa-
tion and enforcement and periodic revisions to keep the
national targets within reach.’

Particular emphasis needs to be given to energy efficiency,
e.g. by reducing distribution losses, insulating houses and
installing more heat pumps instead of old-style electric
heating, as these can help mitigate any increase in demand
from electrification of transport and other factors. Any
programmes for this purpose need to take account of the
need for funds, and in particular need to be designed to
assist those in energy poverty.

tion. [Because] the thermal power plant was under the
opt-out mechanism. So | think it has given comfort and
freedom for them and the possibility to not give an-
swers to some important questions: for example...,
what will happen after the opt out mechanism has run
out and etc. Now the situation is more difficult be-
cause... | know that the Ministry of Capital Investment
and our government don‘t have a plan...’
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‘[There is a] lack of financial funds for investing in new
energy efficient technologies [and] there is no poverty
reduction strategy in Montenegro, nor is there a de-
fined method for identifying and monitoring energy
poverty, and there are currently no programmes aimed
specifically at energy-poor households.”

‘There is great interest from people who would perhaps
change to another means of heating, including me...
On the other hand, it is important for the state to pro-
mote other types of installations that use renewable en-
ergy which are much more efficient than e.g. wood. Of
course the main problem in Montenegro is financing...,
considering the average pay of five hundred euros [per
month]. | also think people are not aware how much
such investments pay off...’

Our respondents did not see any particular problems in Mon-
tenegro’s willingness to cooperate regionally, but one under-
lined the importance of doing more to open the markets.

‘Regional cooperation on imbalance netting, share and
exchange of auxiliary services (power control reserves and
balancing energy) between the Serbia, North Macedonia
and Montenegro (SMM) control block will increase flexi-
bility for more renewables and decrease the operating
costs. Market integration is an important element to pro-
mote network flexibility and integration of renewables.

Regional cooperation is crucial for the efficient imple-
mentation of the energy transition, and especially for
the efficient integration of renewables. Also, establish-
ing functional electricity markets (including the intraday
market) and interconnecting them to EU markets should
be one of priorities.’

At the moment, most planned projects are EPCG's large-
scale renewables projects, and EPCG is seen to continue
having a strong importance. But given the country’s small
size, our respondents saw a role for almost everyone in ad-
vancing the energy transition. Clearly specific institutions
will have to take the lead in coordination.

‘The just transition process needs togetherness, but if
Montenegro wants to start with it, first of all political de-
termination is needed. So, the government of Montene-
gro, line ministries and institutions have to start a wave
of change. Only in that case the people from Pljevija who
will be affected more than other Montenegrin citizens by
the just transition process will know that the state stays
behind them and it won't leave them stranded.’

‘Ideally, we would have a certain number of university
professors which could provide the academic/theoreti-
cal support to the process. Then you would need strong
political actors which proactively promote the energy
transition as part of their political programmes. Next,
you would need competent representatives from the
government authorities, and finally a vibrant private
and civil society sector.’
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3. Make the most of Montenegro’s citizen energy
potential and mobilise local authorities and busi-
nesses.

Large wind and solar energy projects are generally making
headway in Montenegro and should continue to do so, but
citizen energy and the potential for self-generation by busi-
nesses is not being maximised. While the government
clearly has ultimate responsibility for changing legislation
and implementing incentive schemes, NGOs and those
who have already installed their own solar photovoltaics or
mini wind turbines clearly have useful experience and pro-
posals to share, which the government should make more
use of. Clearly such projects only make sense if energy ef-
ficiency has first been maximised within households, so
sufficient incentives are also needed to realise this.

‘Enerqgy efficiency is also getting special importance and
it is in the focus of new local and national policies. How-
ever, financial mechanisms are missing for implementa-
tion of energy efficiency measures.’

‘I think we could all profit from a successful energy tran-
sition in the country, even individual citizens... | see
there is great interest among the public for e.q. install-
ing solar collectors or solar panels... People who direct-
ly include themselves in the energy transition can bene-
fit by producing and consuming their own energy.’

4. Advance transition in transport and heating
Montenegro’s transition is starting to happen in the power
sector but not so much in the transport and heating sectors.
The widespread use of inefficient electrical heaters is a clear
opportunity for improving comfort levels and reducing elec-
tricity bills by replacing them with heat pumps, and the wide-
spread use of biomass in households can also be made much
more efficient, or preferably also replaced by heat pumps.

As transport in Montenegro mostly consists of individual
motorised vehicles, there is high scope for both electrifica-
tion of those vehicles and for improvement of e.g. public
transport and infrastructure for non-motorised transport in
the main cities.

‘Definitely in the coming period much more effort
needs to be put into [the use of renewable energy in
transport] and in developing concrete measures... Elec-
trification needs to be increased.’

Avoid being distracted by unsustainable energy
sources such as oil and gas, new hydropower, or
unproven/unavailable technologies such as re-
newable hydrogen.

Montenegro needs to plan for a future leapfrogging of the
gas era and go straight to renewables and electrification.
This means it should stop plans for oil and gas exploration,



as well as for the lonian Adriatic Pipeline and the gasifica-
tion of the country. Any investment in gas will need to be
reversed in just a few years' time, making it the wrong
choice.

The government also needs to review the plans for the
Komarnica hydropower plant. Although this has not been
subject to as much public controversy as the Moraca hy-
dropower plants and the Pljevlja Il coal plant, it would still
be located in an Emerald protected area that has not been
properly researched, and it would only add more unpre-
dictable hydropower capacity in a country that already has
up to two-thirds of generation from hydropower in rainy
years and as little as one-third in dry years. The need for it
in terms of electricity demand and its economic feasibility
have not been convincingly presented in public.>®
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ENERGY SECTOR OVERVIEW

Coal-fired thermal power plants and hydropower plants
make up the main electricity generation capacity in North
Macedonia. The total installed capacity is 2.09 GW with
495 per cent thermal power plants, around 33.4 per cent
large and small hydropower plants, 13.8 per cent gas com-
bined heat and power plants and 3.2 per cent other re-
newables." The main electricity generation company is the
state-owned company Elektrani na Severna Makedonija
(ESM), formerly known as ELEM, with around 70 per cent
of the total installed capacity. ESM is the owner of the two
large coal-fired thermal power plants, Bitola and Oslomej,
and their associated lignite mines.

In recent years electricity generation from coal has been
decreasing steadily, reaching around 60 per cent of do-
mestically generated electricity in 2019, complemented by
around 20 per cent from hydropower and 16.4 per cent
from gas.? Despite being one of the first countries in the
region to install a wind farm, Bogdanci, which started com-
mercial operations in 2015, renewables installation has
grown very slowly in the country in recent years, though it
does now look set to speed up.

North Macedonia has relatively high net electricity imports,
despite an overall decrease in electricity consumption in re-
cent years, primarily due to the industry sector.®> Compared
to other countries in the region, North Macedonia, togeth-
er with Croatia, has one of the highest shares of import of
electricity, but the share did fall from 33.5 per cent in 2015
to 24.4 per cent in 2019.4

In 2012 North Macedonia committed to achieve 28 per cent
of gross final energy consumption from renewable energy,
compared to a 2009 level of 21.9 per cent. However in
2018, after a revision of its biomass data, both the baseline
and target were revised, to 17.2 per cent and 23 per cent
respectively.® In 2019, renewable energy sources accounted
for 16.8 per cent of gross final energy consumption,® which

NORTH MACEDONIA

was actually lower than previous years, due to poor hydro-
logical conditions, so it seems the country has missed its
target by a long way. North Macedonia’s draft National En-
ergy and Climate Plan (NECP) blames this on lack of pro-
gress with introducing biofuels in transport;” however, a
stagnation in renewable electricity installation between
2015 and 20198 most likely also contributed.

North Macedonia’s target primary energy consumption for
2020 was 3,014 kilotonnes of oil equivalent (ktoe) and its fi-
nal energy consumption target 2,093 ktoe. Final official fig-
ures are not available yet, but the Energy Community’s
2020 Implementation Report showed Primary Energy Con-
sumption of 2,521 ktoe in 2018.° In terms of energy con-
sumption, each citizen in North Macedonia consumes, on
average, about 1.2 tonnes of oil equivalent (toe) of primary
energy, which is 1.8 times lower than the EU 28 average.”

On the other hand, the country’s energy intensity is 2.5
times as high as the EU average. The transport and resi-
dential sectors have high shares of total final energy con-
sumption and have very high potential for improvements.'

The most common forms of heating residential buildings
are wood (nearly 62 per cent of households) and electrici-
ty (nearly 29 per cent), with 8.3 per cent of households
connected to the only functioning district heating system
in Skopje (running on gas and fuel oil as a backup) and 1.5
per cent using other fuel types."

Private road transport predominates for passenger trans-
port, though buses and coaches made up 23 per cent of
passenger kilometres in 2018, with rail much lower at 0.6
per cent.™ The situation with freight is unclear.'

North Macedonia does not extract its own oil and gas, and
together with its electricity import dependence, net ener-
gy import dependence was 58.5 per cent in 2019, similar
to the EU-28 average for the same year of 57.8 per cent,'®
but higher than most other countries in the region.

ESE:I“ capacity of electricity generation facilities in North Macedonia, 2019
Energy source MW Per cent
Coal 1,034 495
Large hydropower 586.65 28.1
Small hydropower 111.43 53
Gas 287.4 13.8
Wind 36.8 1.8
Solar 24 1.1
Biogas 6.8 0.3
Biomass 0.6 0
e | A g
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Figure 1
Electricity generation in North Macedonia, 2010-2019
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Figure 2
Electricity consumption in North Macedonia
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NORTH MACEDONIA'S ENERGY POLICIES

The main cornerstone of North Macedonia’s energy policy is
the Energy Law,"” adopted in 2018, which transposed the
Third Energy Package in the electricity and natural gas sector,
and introduced a new renewable energy support system. In
February 2020, an Energy Efficiency Law™ was adopted,
which, with the relevant by-laws, transposes the EU Energy
Efficiency Directive 2012/27/EU, Energy Performance of
Buildings Directive 2010/31/EC and a package of regulations
for energy efficient products (labelling and eco-design).™

As stipulated by the Energy Law, an Energy Strategy was
adopted in December 2019.2° The Energy Strategy depicts

three scenarios — Reference, Moderate Transition and Green —
which reflect different dynamics of energy transition. The
Strategy does not choose between the scenarios but presents
the options based on different levels of ambition regarding
energy efficiency, renewables deployment, use of electric ve-
hicles, and dates of entry into the EU Emissions Trading
Scheme (ETS) (2023, 2025 or 2027). Macedonia’s increased
climate ambition is clear throughout the text, as options for
coal phase-out dates are provided (2025 or 2040), and CO,
taxes, a socially responsible just transition and the creation of
green jobs are mentioned. An increase in the share of renew-
ables is also very visible and ambitious in the strategy. Howev-
er, in late 2020 an update was carried out, which as of late
May 2021 does not appear to have been approved.
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In January 2021 further confusion arose as the Director of
the Bitola power plant announced that the first unit would
be converted to a gas combined heat and power (CHP)
plant after closing in 2026, the second would close in 2032
and the third only in 2040. He stated that electrostatic pre-
cipitators will be installed in units 2 and 3 by 2023, and
desulphurisation should start in 2026.2'" However, this
timeline makes no sense with regard to the coal phase-out
dates proposed in the Energy Strategy.

As of early May 2021, the programme for implementing the
Energy Strategy is currently in the final phases of prepara-
tion but is not yet available to the public. It proposes the
Green Scenario from the strategy as the most financially vi-
able option. However, a feasibility study for converting one
unit of the Bitola power plant to natural gas is one of the
steps envisaged in the measures on energy security in the
draft document.

The country has adopted its second Nationally Determined
Contribution (NDC), with a target of 51 per cent green-
house gas emission reductions by 2030 compared to 1990
levels. This also requires accelerated emissions cuts com-
pared to the current situation.??

Development of a Long-term Strategy? and a Law on Climate
Action?® is also underway as of May 2021, supported by the
EU Instrument for Pre-Accession Assistance (IPA 1I) funding
mechanism. Most of the greenhouse gas emissions in 2016
occurred in the energy sector (51.0 per cent), followed by
transport (28.1 per cent) and the manufacturing industries and
construction (13.9 per cent). Transport and waste are both
sectors with the fastest growing emissions in the country.

The first draft of the NECP was submitted to the Energy
Community in November 2020 and has received recommen-
dations.? The Secretariat welcomed the general targets
proposed, namely an 82 per cent greenhouse gas net emis-
sions reduction relative to 1990 levels by 2030, a 20.8 per
cent saving of final energy consumption and a 34.5 per cent
saving of primary energy consumption relative to the busi-
ness-as-usual scenario, and a 38 per cent share of renewa-
ble sources in gross final energy consumption by 2030.

WHY IS NORTH MACEDONIA’'S
ENERGY TRANSITION NOT ADVANCING
MORE QUICKLY?

LACK OF CAPACITY AND PROFESSIONALISM
IN THE CLIMATE AND ENERGY SECTOR

Our respondents put by far the most emphasis on lack of
capacity and professional staff as a key reason why North
Macedonia’s energy transition is not progressing faster.

‘I would say that unprofessionalism is the first and main
reason for inactivity and wrong decisions of decision
makers in this sector, maybe corruption can be added as
a secondary one.’
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‘Frequent change of government, unprofessional politi-
cal elites slows down the energy transition.’

‘The current concept of the energy system is not out-
dated. Decision makers lack knowledge, but even more
lack the desire to seek answers to energy questions in a
wider professional circle of specialists in many fields.’

‘We cannot expect a transition without significant in-
vestments in renewables, and adequate and profession-
al staff is a prerequisite for a larger share of renewables
in total energy production.’

‘Insufficient expertise, know-how and professionals in
the field of renewable energy sources is a big problem
in the energy sector.’

‘The country is trapped in the inability to realise even
relatively simple things already agreed. This also applies
to the private sector. Even in the field of fossil fuel use
we are slow.’

‘Declarative and operational efforts are made to meet
the requirements of the requlation and nominally care is
taken for its implementation, | even think that there is
no lack of political will. The problem seems to me to be
in the essential total bureaucratisation and inability to
complete even relatively limited projects. Authorities
must work on the capacity of institutions and compa-
nies as a first priority.”

The EU enlargement report for North Macedonia in 2020
agrees that administrative capacity at all levels remains
weak and financial resources are still insufficient to imple-
ment existing legislation.?® For example, it underlined the
need to increase the number of staff as well as the techni-
cal/engineering capacity of the Energy Department in the
Ministry of Economy and the Energy Agency. There is also
a lack of staff within the climate and legal sectors in the
Ministry of Environment and Spatial Planning. The energy
department in the Ministry of Economy is seriously under-
staffed and planning is needed to ensure implementation
of new and amended legislation. Capacity at the local lev-
el is also lacking, which not only hinders energy transition,
but also slows down action on air pollution.

UNCLEAR LONG-TERM GOALS AND
PLANNING, PARTICULARLY FOR COAL PLANT
CLOSURE AND JUST TRANSITION

The energy transition in North Macedonia started without
a clear strategy and goals, which led to stagnation from
around 2015 to 2019. This is now slowly being resolved,
but it has cost precious time and made the country late
with addressing its coal closure issues.

The future of coal in the country is less and less attractive,
due to its low quality, limited reserves, the improvement of
European environmental legislation and competition from
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the renewables sector. The impact of these trends is al-
ready being felt in the southwest where the Oslomej plant,
whose working life is almost at an end, is located, as well
as in the Bitola region, where the plant is also expected to
close in a few years. These plants have a significant effect
on the local economy and employment. The lack of a clear
strategic approach in managing these effects on time and
in an integrated manner is obvious, as there is a lack of in-
stitutional initiatives for preparing the transition to the
post-lignite era, at least as far as the public is aware.

After several years of stagnation, the number of docu-
ments to be approved and slow progress with this is delay-
ing actual implementation. For example, the programme
for implementation of the Energy Strategy should have
been adopted in summer 2020 (six months after the adop-
tion of the Energy Strategy) but as of early May 2021 still
has not been adopted. In the meantime, the Energy Strat-
egy was adjusted, which took up yet more time, and the
country’s coal phase-out date is still not clear.

Our respondents evaluate the Energy Strategy as a reason-
ably good start, but not enough on its own.

‘The main advantage of the Energy Strategy is its com-
prehensiveness, which means it offers a good starting
point on which further work needs to be done in order
to obtain a programme for implementation.’

‘The analyses in the energy strategy are well quantified,
but a detailed analysis of the risks is missing, which in
my opinion has a great impact.’

They see the lack of long-term planning that has prevailed
partly as a result of political factors, including short-sighted
election-cycle-based planning, as well as the lack of inno-
vation due to the domination of two parties for so long.

‘... Air pollution does not understand the concept of
four-year terms. Nor does energy. It requires far longer-
term planning. In terms of energy, a period of four years
is tomorrow or the day after tomorrow.’

INCOMPLETE TRANSPOSITION AND
IMPLEMENTATION OF EU LEGISLATION
ON ENERGY AND CLIMATE

Transposition and particularly implementation of EU regula-
tions on energy and environment is incomplete and lacks
support mechanisms and sources of funding to ensure imple-
mentation. The most egregious examples are industrial emis-
sions and air quality. Like all of the other coal-reliant Western
Balkan countries, North Macedonia’s coal plants are in mas-
sive breach of the EU’s Large Combustion Plants Directive.

In 2019, Unit 3 at the Bitola coal power plant exceeded its
emissions ceiling by no fewer than 13 times, and the country’s
total SO, emissions from coal power plants doubled com-
pared to 2018, breaching the national ceiling by 6.8 times.

118

The reasons for this are unclear,?” but the fact is that the Bito-
la coal power plant does not even have an integrated environ-
mental permit as of early May 2021, showing a worrying lack
of interest or ability by the authorities to address the problem.

As well as pollution from coal plants, North Macedonia’s
notoriously bad air quality is caused by a combination of
other polluting industries, home heating by burning wood,
coal, and waste, and by old vehicles.?® The World Health Or-
ganization has estimated that around 4,000 premature
deaths a year in North Macedonia may be due to air pollu-
tion,?® and the economic cost in Skopje alone is thought to
be between EUR 570 million and EUR 1.47 billion.3¢ This sit-
uation is complex to resolve as it is partly linked with ener-
gy poverty in households, which needs a systematic ap-
proach that reaches also the most marginalised groups. But
some measures can be taken quickly, for example imposing
effective fines on industrial polluters, ensuring that no new
sources of pollution are built, and undertaking spatial plan-
ning measures to ensure that air can properly circulate and
green spaces are preserved and expanded. Despite declara-
tions of political will to resolve the issues, there has been
dangerously little progress, with fatal consequences.

On energy legislation, North Macedonia is one of the more
advanced countries in the region with the adoption of the
EU’s Third Energy Package in its Energy Law. The electrici-
ty market liberalisation process in the country decreased
prices for small commercial customers by about 32 per cent
in 2019 as a result.

On the other hand, the conditions on the regional market
have not yet been met for households to enter the open
market.3" With the new Law on Energy from 2018 consum-
ers can become active actors in the electricity market and
start producing electricity for their own needs, and when
they have a surplus of their production, to transfer that sur-
plus to the electricity network. Unfortunately, this measure
is still not used enough and only a very small number of
producers have entered this category of participants in the
electricity market. The biggest reason is the fact that only
consumers, i.e. households, which enter the free electricity
market can become electricity prosumers, and not those
who continue to be supplied by EVN Home, which is the
‘universal supplier’ in North Macedonia. But the low regu-
lated household electricity prices by EVN Home do not
stimulate households to change supplier, and together with
a lack of funds, this results in very little progress with the
use of e.g. solar energy in households. Another reason is a
lack of clear and well-explained steps for the public on how
to enter the free electricity market and become prosumers.

... Despite the favourable natural conditions, the use of
solar energy in North Macedonia is at the lowest level in
Europe... The main reasons for the low use of solar ener-
gy [are a] poorly structured scheme for subsidising thermal
systems, relatively small budget for subsidising the installa-
tion of thermal solar systems, installation of thermal col-
lectors without minimum quality and installation of ther-
mal and photovoltaic systems by unlicensed installers.’




FALSE SOLUTIONS

North Macedonia’s reputation as one of the more progres-
sive countries in the region regarding energy has not al-
ways been the case. Only a few years ago, ELEM, as it was
then called, was planning to rebuild the Oslomej plant to
run on imported coal. This was very unlikely to be econom-
ically feasible, but was nevertheless pursued.

‘Somehow we are still holding on to coal emotionally
even though our resources are depleted and we need
to think about new energy sources.’

While such ideas have now been left behind, North Mace-
donia has already for some time invested funds and effort
into expanding its use of fossil gas, particularly in the dis-
trict heating sector. National gasification plans are present
in all of the country’s planning documents. Worryingly, as
mentioned above, it has also expanded its gas plans in the
power sector as well, raising the prospect of stranded as-
sets when carbon pricing is introduced.

‘... Gasification is usually raised as a cure for all diseas-
es. However, if we look at the part of realisation, we will
see that objectively there is no real idea with the stake-
holders (central and local authorities and others) about
what is possible and what is in the domain of (unrealis-
able) theory.’

Too much faith is also still being put in additional hydro-
power projects. The Boskov Most and Lukovo Pole plants
in the Mavrovo National Park diverted attention and re-
sources for many years before finally being abandoned in
the new energy strategy, but several of the plants still
planned, such as those on the Vardar river, are also likely to
be very damaging and are highly unlikely to be economi-
cally feasible due to the need to relocate existing road and
rail infrastructure along the river.

Despite being relatively advanced with introducing a more
updated renewables incentives scheme compared to its
neighbours, North Macedonia has kept its expensive and
damaging feed-in tariff scheme in place for small hydro-
power, thus affording it an unjustifiable advantage over
other less damaging sources of energy.3?

Despite the efforts put into energy efficiency in the Energy
Strategy, our respondents still deem it insufficient com-
pared to the needs. This then further exacerbates the need
for investment in the electricity and gas supply side and
perpetuates projects which could otherwise be discarded.

‘The Energy Strategy does not pay enough attention to
the potential for improving energy efficiency. For exam-
ple, when it comes to the industrial sector, only three
measures to improve energy efficiency are listed. The
whole range of measures in the field of compressed air
and other pressurised gases, steam condensing Ssys-
tems, refrigeration systems, energy use in technological
processes, etc. is simply neglected.’
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‘There is a lack of energy efficiency measures, especial-
ly in industry, which largely uses outdated and ineffi-
cient technologies, and on the other hand, it is one of
the most intensive sectors in the country.’

STATE CAPTURE, LACK OF TRANSPARENCY,
CORRUPTION AND LACK OF ACCOUNTABILITY
OF DECISION MAKERS

Transparency in the climate and energy sector has signifi-
cantly improved in the last three years. Nevertheless, there
is still much room for improvement.

CSOs and relevant stakeholders were informed and con-
sulted in the early stages of preparation of the Energy
Strategy and were part of working groups preparing the
draft NECP, Climate Action Law and Strategy and prepara-
tion of the third country climate report to the UNFCCC.
The Programme for the Implementation of the Energy
Strategy went through a round of wide consultations be-
fore receiving comments on the first draft of the docu-
ment.

On the other hand, many CSO comments on the Energy
Strategy remained unanswered and the reasons for later
changing the Strategy to include the conversion of one of
the Bitola units to gas and delay the coal phase-out date
were never properly justified to the public, undermining
the transparency of the process, and raising suspicions that
the changes had been made to accommodate specific in-
terests.

With changes like this going on behind the scenes, as well
as successive governments’ inability or unwillingness to
make the Bitola coal plant comply with pollution control
legislation, it is unclear whether the government is really in
the driving seat. It ought to be clear: ESM is a state-owned
company where the director and other key decision makers
are directly nominated by the government, but at the mo-
ment it looks more like ESM is effectively making the deci-
sions.

Corruption and lack of accountability of decision makers
when it comes to the implementation of policy and regula-
tion is still high and private business interests are often in
collision with ambitious climate and energy policy.

For example, Kocho Angjushev was Deputy Prime Minister
for Economic Affairs from June 2017 until early 2020. He is
a major shareholder in Ferolnvest — an umbrella company
that owns at least 27 small hydropower plants, including
Brajchinska reka 1 in Pelister National Park, which has dam-
aged the habitat of the endemic and endangered Prespa
Trout, and the planned cascade on the Zirovnichka River in
Mavrovo National Park. In 2019 Bankwatch estimated that
Ferolnvest was receiving an estimated EUR 3.5 million from
feed-in tariffs annually. At the same time, while in govern-
ment, Angjushev and his cabinet were closely involved in
the drafting and preparation of implementing legislation
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regarding the utilisation of renewable energy sources and
energy in general.3?

The president of the biggest opposition party, Hristijan
Mickoski, also won at least five concessions for hydropow-
er plants through his company Energotek, as well as
33,000 square metres of state-owned land to build them.
This happened during the period when he was a director
at the state-owned electricity production company ELEM
(now ESM) and an energy advisor to the then-Prime Min-
ister Nikola Gruevski. The other notable owner of the
same company is Dimitar Dimeski —a member of the cab-
inet of the then-Minister of Transport and Communica-
tions (the Ministry responsible for issuing construction
permits).34

Partisanship of public institutions is also a problem when
it comes to increasing administrative capacity, as only
certain experts are seen as politically acceptable appoin-
tees.

‘My answer to the main reason for inactivity and wrong
steps of decision makers regarding the energy sector
would be summarised in the following , Rule of two- (or
three-) party unanimity for too long — 30 years!”.
‘The problem is complete partisanship of the society,
even of the companies, supported by the ubiquitous
corruption.’

WEAK COOPERATION AND COORDINATION
BETWEEN INSTITUTIONS AND CENTRAL
AND LOCAL GOVERNMENT

The NECP drafting process increased cooperation and co-
ordination between institutions in the climate and energy
sector, as it fostered a dialogue between sector leads and
academia. However, there is still very weak cooperation
and coordination between central government institutions,
particularly when it comes to planning and financing the
just transition process. The programme for just transition is
mentioned in the draft NECP as well as the draft pro-
gramme for implementation of the Energy Strategy, how-
ever there is no involvement in either of these processes by
the Ministries of Labour or Education.

‘We are moving in the right direction. What is still miss-
ing at a lower level is the communication between insti-
tutions.’

‘To implement the ambitious energy transition large in-
vestments are needed and for this we need strong co-
operation between institutions.’

There is a clear lack of cooperation and coordination be-
tween government and municipalities and local govern-
ment measures are often not in line with national policies
and plans. For example, municipal air quality plans and en-
ergy efficiency plans are not in line with the national strat-
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egies, as they stipulate different sets of measures. Cooper-
ation between local and central government is key to sup-
port a just transition and improve energy efficiency, but
the Ministry of Local Self-Government has a very weak role
in energy and climate policies and current local economic
development plans do not support or help in the realisa-
tion of national policies and measures because the central
government does not sufficiently supervise the process of
development of these plans.

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN NORTH MACEDONIA?
WHICH ACTORS CAN PLAY A ROLE IN
MOVING FORWARD THE SUSTAINABLE
ENERGY TRANSITION IN THE COUNTRY?

North Macedonia is clearly one of the region’s front-run-
ners in energy transition, which it recently showed with its
scaled-up ambition in both climate and energy sectors
with a 51 per cent greenhouse gas emissions reduction
target by 2030 compared to 1990 in its revised NDC. Yet
although a plan for just transition is one of the measures
in all the government’s climate and energy documents, in
reality the process is lagging and could face difficulties if
not planned and carried out in a timely and participatory
manner.

The overall directions which need to be covered are out-
lined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to enable
better decision-making on energy issues. All these need to
be pursued as quickly as possible in order to advance North
Macedonia’s energy transition.

HORIZONTAL NEEDS
— The political will to implement an energy transition
seems to exist, but greater capacity and professional-
ism among those working in institutions responsible
for the energy sector needs to be the highest priority,
on both the national and local level. This can also be
maximised by making the utmost use of expertise out-
side of the institutions as well and avoiding partisan
employment practices.

‘Professionalism, strong institutions, fight against cor-
ruption’

‘Gradual departmentalisation of public enterprises, in
which expertise should prevail, not party loyalty and
many other steps.’

‘1. Involvement of professionals (experts, academic
sector, engineers from the production facilities them-
selves in the planning and decision-making processes;




2. Professional staff in managerial positions; 3. Aware
political elites about the challenges of the energy tran-
sition.”

Increased cooperation between national and local in-
stitutions is also crucial, to make sure policies and
measures are aligned. This should not be a one-way
process, but should also ensure that progressive meas-
ures adopted at the local level are also built into na-
tional policies, not only the other way round.

Despite ESM's obvious importance as North Macedo-
nia’s largest electricity generator, it is imperative that it
is the government and parliament that decide on ener-
gy and environmental policy and enforces the law, and
that ESM is no longer left to do as it wants. The same
goes for other, private electricity producers, such as
small hydropower plant operators, who have for too
long been allowed to build in sensitive areas and leave
streams dry.

Public support for energy transition can easily drop if it is
perceived to benefit a small group of people at the ex-
pense of the wider public. Efforts to tackle corruption and
nepotism need to ensure that such a scenario is avoided.

Increased public dialogue would also help to build
consensus around the energy transition process and
ensure it stays on track and does not generate opposi-
tion from those affected by the changes such as peo-
ple employed in the coal industry. In order for this to
happen, people also need to see clear benefits, such
as reduced air pollution and improved comfort levels.

‘Basic education and awareness of the public.’

‘In order for the energy transition to be realised, it
needs to be widely accepted and supported by minis-
tries, municipalities, public enterprises, households and
the civil sector.’

The media can play a role here, as energy poverty, en-
ergy efficiency and renewable energy remain topics
rarely mentioned by national media. These topics all
offer opportunities for both local and national cover-
age on a plethora of issues and can be easily related to
current news and trends in the country. Education is
necessary to increase public pressure for policy change
and implementation. However, as one of our respond-
ents warned, developing journalists’ expertise is also
important, in order to ensure that the stories present
issues in a meaningful way that addresses the issues at
hand. This can be ensured by consulting with more ex-
perienced experts while developing stories.

‘Investigative journalists should raise the level of their
knowledge in the issues they would investigate, in-
cluding energy issues. Manipulation of unconfirmed
facts, half-truths, inaccuracies, etc. usually causes
damage.’
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MAIN DIRECTIONS FOR ENERGY TRANSITION

Urgently and transparently decide on the closure
dates of the Oslomej and Bitola coal power plants,
draw up participatory plans for a just transition in
both locations and ensure that pollution control
measures are applied in the meantime.

Oslomej coal power plant has been on the verge of closure
for years but has been kept in reserve for now, and no of-
ficial closure date has been announced. This is most likely
in part because of the lack of a plan for Kichevo's just tran-
sition, which is now becoming urgent. The construction of
120 MW of solar photovoltaic plants on the former mining
site is an excellent use of such a space, representing a phys-
ical energy transition, but is not a substitute for a bot-
tom-up comprehensive regional development plan, which
needs to be developed — in a participatory manner — very
soon. Funding for the just transition process will be acces-
sible for North Macedonia from the EBRD, IPA Ill and the
Green Climate Fund as well as the Western Balkans just
transition platform. The successful planning and selection
of projects will slow down or secure a well-planned just
transition process for Kichevo.

The situation in Bitola has been made more complicated by
years of failure to address the plant’s pollution, so now clo-
sure, pollution and mitigation of the social impacts of clo-
sure need to be urgently addressed all at once. Due to the
time needed to install pollution control equipment, restric-
tions in operating hours might be the only feasible option
in the years before closure. The contradictions mentioned
above between the Energy Strategy and more recent state-
ments by ESM about the Bitola plant’s closing dates make
it imperative for the government to clarify the situation and
transparently explain what the plan is and why.

2. Make the most of households’ energy efficiency
and renewable energy potential by strongly sup-
porting innovative measures.

Measures on the level of households are often avoided by
governments because they are complex to prepare and
take time to implement. But they are crucial in order to
bring real benefits from energy transition for ordinary peo-
ple and to offset some of the costs the transition brings. En-
ergy efficiency retrofits can help to save energy used for
space heating, solar thermal can save energy used for wa-
ter heating, and photovoltaics can generate electricity close
to where it is used, thus relieving the pressure on larger fa-
cilities. Coupled with heat pumps, it can also contribute to
energy-efficient heating that can reduce air pollution.

The existing district heating system in Skopje needs to be
modernised, with the priority being investments in net-
work improvement and demand side measures — introduc-
ing consumption-based billing, putting individual meters in
each apartment, etc. Plans should be made for the replace-
ment of the gas-based system altogether, with fourth-gen-
eration district heating using lower temperatures and re-
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newable sources. Pilot projects might help to identify how
best to do this.®

The national level authorities need to set up and coordi-
nate the framework for making this happen. For example,
the national level energy efficiency strategy needs to have
some national level measures and budget and need to set
criteria for incentive schemes so that the financing level is
similar and the same technical standards are applied for
equipment.

Every municipal authority also needs to develop an energy
efficiency programme, to be approved by the Energy Agen-
cy, that will enable them to apply for grants and EU funds
for energy efficiency projects especially for public buildings
and infrastructure.

‘Every year, the Ministry of Economy announces a call
for subsidising installed thermal solar systems, where
the only criterion is first-come, first-served, which is cat-
astrophic. There should be criteria where the solar sys-
tem has certain technical characteristics in order to be
subsidised. Something that is a practice in other Europe-
an countries.’

Specific attention needs to be paid to vulnerable consum-
ers who may not ordinarily be able to access support
schemes for various reasons. Their needs should be includ-
ed in criteria to access support as well as in the way that in-
centive schemes are advertised and implemented.

‘Large funds are needed for energy transition, so donor
assistance is very important. In order for the citizens to
accept renewable energy and the potential price in-
crease, CSOs need to work with them, implement pro-
grammes for vulnerable consumers and pay more at-
tention to them.’

Local authorities need to play a key role in supporting en-
ergy efficiency, sustainable heating and prosumer meas-
ures by adapting their plans according to the national ones
as well as proposing national-level measures. They need to
support the measures with additional local funds as well
and to implement the schemes, if necessary pro-actively
seeking international funds for more complex projects.

‘In some municipalities, we have open calls for the in-
stallation of inverter air conditioners (replacement for
wood stoves)... There are also subsidies for energy effi-
ciency projects in households for some municipalities in
Skopje but this should become available for other mu-
nicipalities.’

Legislative changes are also needed. Simplification of the
procedure for installing solar photovoltaics on households
and connecting them to the distribution network is need-
ed, including changes in the Law on Construction. For new
buildings and the reconstruction of existing buildings (and
roofs), it should be made mandatory to install photovolta-
ics on them.
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It is also necessary for the government to make changes in
the implementing legislation for the Energy Law and ena-
ble consumers who are supplied by the universal supplier
to be able to become prosumers and build photovoltaic
power plants on their roofs.

‘North Macedonia has made progress in terms of ener-
gy transition, but it is still insufficient. The bylaws from
the new energy law have not yet been fully harmonised
and as a result households have still not begun to install
photovoltaic systems up to 4 kW.”

3. Avoid false solutions

Decarbonisation by 2050 means phasing out all fossil fuels,
not only coal. So North Macedonia’s gasification path may
have seemed like a good idea ten or fifteen years ago but
today it is the wrong direction and needs an urgent re-
think. As well as further increasing North Macedonia’s al-
ready high import dependence, gas is a fossil fuel just like
coal and investments made now will have to be replaced in
a few years’ time.

The European Commission and other international institu-
tions such as the EBRD need to send clear messages on de-
carbonisation and stop encouraging the Western Balkan
countries to invest in new gas infrastructure. In particular,
the idea that renewable gas may replace the current levels
of fossil gas is unfounded and irresponsible. It is likely to
lead to overinvestment in gas infrastructure which will lat-
er either cause gas lock-in or become stranded assets.

The North Macedonia government also needs to critically
review its plans for new hydropower plants. Several of the
plants in the Energy Strategy, such as those in the Vardar
Valley, and the Tenovo-Kozjak tunnel are projects which
have been around for decades and appear highly unlikely
to be economically feasible. Plans for more small hydro-
power plants need to be abandoned and new incentives
stopped, as the ratio of environmental damage compared
to energy generated is unacceptable.

Bioenergy too is subject to increasing concerns about its
greenhouse gas emissions and impacts on forests.3¢ There-
fore it is recommended to closely follow developments at
the EU level, particularly regarding forest biomass, and to
plan only modest projects which are not likely to fall foul of
tightened sustainability criteria in the coming years.
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ENERGY SECTOR OVERVIEW

Romania’s electricity mix is one of the most balanced in the
European Union, with coal, hydropower, natural gas, nu-
clear energy and wind power having comparable shares of
capacity and power generation. With the exception of
wind and solar, almost all units in the systems are fairly old.
Thus, although there is an official installed capacity of 19
GW," the average power delivered to the system is around
7.5 GW, with many experts believing that demand above
11 GW would be impossible to cover relying only on na-
tional resources.

Although some coal power plants have closed since the
1990s, coal electricity generation has remained fairly con-
stant at 25 to 30 per cent of yearly production. Regarding
fossil gas, most power plants are built around big cities and
use co-generation to provide district heating. New gas ca-
pacities were announced recently, including the 430 MW
lernut gas power plant.2 It was supposed to go online in
2020, but due to pandemic-related delays, it is expected to
be finished this year. Romania is also planning additional
gas capacity, and still views gas as a transition fuel, despite
numerous analyses that have found that no new fossil fuel
facilities should be built.?

Renewable capacity experienced significant growth be-
tween 2010 and 2016, when a generous support scheme
(no longer in place) encouraged the installation of new ca-
pacity. Renewable producers received green certificates
which they could sell through market mechanisms to elec-
tricity providers. The number of certificates the providers
were mandated by law to acquire varied depending on the
yearly quota, which was established to meet the 2020 tar-
get. As producers received more certificates than they
were able to sell, the number of certificates per MWh was
reduced in 2013.4 Installations that come online after 2017
do not receive any green certificates.

While the scheme was in place, 3.1 GW of wind turbines
and 1.3 GW of photovoltaic panels were installed.> Most of

ROMANIA

Romania’s large hydropower capacity was built before
1990 but hydropower also saw an increase during this pe-
riod, mainly comprising around 300 MW of small hydro-
power plants, which were encouraged by the support
scheme.®

Many of these new small hydropower plants were built il-
legally, in Natura 2000 protected areas, which prompted
the European Commission to start an infringement proce-
dure against Romania in 2015.7 Since 2016, no significant
new renewable capacity has been installed, as new units
were no longer awarded green certificates.

Romania reached its renewable energy target for 2020 — a
24 per cent share of RES in primary energy consumption —
in 2014.8 This happened with very little effort, as the target
was very unambitious — the country only needed an in-
crease of less than 1.5 per cent from its 2010 level. Most of
this amount was already covered by the large hydropower
plants, already operational for over 20 years, and by the bi-
omass used for heating in rural homes.

Romania’s nuclear capacity was built in the 1990s and ear-
ly 2000s. The Cernavoda nuclear power plant generates
1.3 GW of power in two units. Future plans include build-
ing two new 700 MW units and retrofitting Unit 1 with US
and French support.® The Romanian National Energy and
Climate Plan (NECP) plans for the country to have 1.9 GW
of installed nuclear capacity in 2030, with the new Cerna-
voda Unit 3 to be commissioned in that year.

In 2019, Romania produced 56,012 GWh, and total con-
sumption exceeded 57,300 GWh. Hydropower, coal, nu-
clear and gas were the largest contributors to total gener-
ated energy.

Electricity demand has not varied significantly in Romania
over the last decade. A huge decline took place in the
1990s, as energy-intensive industries collapsed and the
country fell into a deep recession. Demand increased as
economic growth was constant throughout the 2000s, but

Tl\ilziei;stalled capacity of electricity generation facilities in Romania, 2019
Energy source Installed capacity, 2019, MW Per cent
Coal (lignite and hard coal) 4128 215
Gas 3,045 15.9
Hydropower 6,318 32.9
Wind 2,977 15.5
Solar 1,298 6.8
Biomass 0.6
Nuclear 1,300 6.8
t i ¢ ctiel 2ab.rar/316007bf-7de2-4
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Figure 1
Electricity generation in Romania, 2010-2019
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it never reached its previous levels, given the new profile of
the economy: less industry-intensive and more service-fo-
cused. The 2009 recession was felt in the country only in
the early 2010s, again putting a dent in electricity demand,
which rose again by the end of the decade. Romania was a
net electricity exporter for every year from 2000 to 2018
(with the exception of 2012). However, starting in 2019,
the country became a net importer.’ This trend continued
in 2020.

Romania became a net electricity importer shortly after its
day-ahead (spot) electricity market was interconnected
with the markets of Hungary, Slovakia and Austria." Long-
term contracts between conventional producers and sup-
pliers were the norm prior to this, but the possibility of
larger profits on the day-ahead market made the operators
of large power plants change their strategy. As a result, Ro-
manian suppliers had to buy electricity on the day-ahead
market instead, which led to higher prices and therefore an
increase in imports.*

Although Oltenia Energy Complex confirmed that it chose
to produce less electricity to reduce losses and sell only
when prices were high,' Hidroelectrica denied adopting a
similar strategy. However, the Competition Council has been
investigating Hidroelectrica since 2018 due to allegations
that it has abused its dominant position in the market.'

The fuels used for both individual and district heating are
natural gas, wood, fuel oil and coal. An insignificant pro-
portion of heat is produced with renewable energy other
than firewood. Forty-six per cent of energy for heating in

Romania is from biomass — firewood — with the percentage
much higher in rural areas. This makes the need to find
sustainable solutions in this sector urgent. Thirty-five per
cent of Romania’s heat comes from gas, and 13.6 per cent
from coal and gas-fired district heating, with the remain-
der from other sources.” Preserving forests is important for
climate protection, and illegal logging is a serious issue in
Romania,' yet there is no official data on whether this
wood is used for heating, used in the robust domestic fur-
niture sector, or is exported.

In the transport sector, the fuels used are oil (diesel and
gasoline), gas, biofuels (biodiesel), bioethanol and electric-
ity, out of which 10 per cent is renewable electricity."” Offi-
cial data about the fuel mix in transport is not publicly
available, but it can be estimated from the data included in
the Romanian NECP that in 2017, 94.4 per cent of all trans-
port used fossil fuels.

Regarding energy resources, Romania extracts all of the
most common types of fossil fuels from within its territory:
coal (lignite and hard coal), gas, and oil.

According to Romania‘s national recovery and resilience
plan, fossil fuels extracted in Romania cover 37 per cent of
oil and 80 per cent of gas consumption.'® There are 400
crude oil (229 million tonnes) and natural gas (726 million
tonnes) deposits which are currently being exploited."

Regarding coal, lignite resources in Romania are estimated
at 690 million tonnes, of which 290 million tonnes have al-
ready been licensed for mining. There are also 232 million
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tonnes of hard coal resources, of which 83 million have
been licensed.?’ Only a small fraction of these resources
can be exploited economically — in the case of hard coal, al-
most none, as the high extraction costs led to an electrici-
ty production cost of over 100 EUR/MWh. There are 10 ac-
tive open cast lignite mines and four hard coal under-
ground mines.

Romania has the third lowest rate of dependency on ener-
gy imports in the EU, with 30 per cent in 2019.%' Accord-
ing to the NECP, the goal is to reduce this rate to 17.8 per
cent in 2030. Most of the imported fuel is oil and oil prod-
ucts (81 per cent), followed by gas (7 per cent) and solid
fuels (7 per cent).

ROMANIA'S ENERGY STRATEGY AND PLANS

All EU Member States agreed on the target of climate neu-
trality by 2050 in December 2019.22 Romania’s draft Nation-
al Energy Strategy and recovery plan mention this climate
neutrality target, but do not link it to specific measures or
targets. The Romanian Minister of the Environment also
joined the group of states which support financing the COV-
ID-19 recovery through the European Green Deal.% Thus,
Romania has a stated commitment to carbon neutrality.

Romania’s main plans for the next 10 years in the energy
field are stated in the NECP, which was assessed by the Eu-
ropean Commission in October 2020. The adoption of the
new National Energy Strategy has been much delayed;
however, the draft Strategy was updated at the end of
2020 so that it is now in line with the targets and plans
proposed in the NECP.

Romania is committed to increasing its renewables target
on paper, but its ambitions are not proportional to its po-
tential, and concrete measures are lacking. The goal for
2030 is 30.7 per cent of renewables in final energy con-
sumption, far below the 34 per cent recommended by the
European Commission. Considering that in 2016 the share
of renewable energy reached 25 per cent and has not in-
creased since, an increase of only 5.7 per cent in a 10-year
period is very low.

Through energy efficiency measures, a decrease of 40.4
per cent in final energy consumption compared to 2007 is
expected by 2030. The Commission considers this target
unambitious as well,2* as it foresees an increase in energy
consumption compared to today as Romania’s economy
grows, despite the fact that its energy intensity is almost
double the EU average.?® The main triggers for additional
consumption are expected to be the industrial (14.59 per
cent) and tertiary (24.66 per cent) sectors and transport
(15.67 per cent).2® However, experts believe that this in-
crease is exaggerated.

To achieve the planned energy savings in the residential
sector, the NECP refers to the Long-Term Renovation Strat-
egy project. In principle, such actions are welcome, but so
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far, the works commissioned for energy efficiency in the
residential sector have often been of doubtful quality, and
frequently after completion the authorities refused to issue
an energy performance certificate.?”

The NECP shows almost 2 GW of installed coal capacity in
2030% and does not set a coal phase-out date. However, no
new coal plants are expected to be built: the last planned
project, Rovinari 600, was removed from the final versions of
the NECP and Energy Strategy. The biggest coal operator in
Romania, Oltenia Energy Complex, established a ‘decarboni-
sation plan” which is awaiting approval from the European
Commission as part of an ongoing state aid procedure.

Despite its name, the plan provisions a mostly coal-to-gas
transition, replacing 4 of the 12 coal units with gas capaci-
ties, closing one and outsourcing another, while the rest
continue running on coal. The same model is being fol-
lowed at Hunedoara Energy Complex, the hard coal oper-
ator in Romania, which will outsource one of its two coal
power plants which subsequently will be replaced by gas,
while the other one will continue running on coal.

The NECP foresees an overall decrease in installed gas gen-
eration capacity from 3,344 MW in 2020 to 2,958 MW by
2030, but new capacity is planned because some old pow-
er plants will be decommissioned. It is not clear from the
document which units will be retired and when, nor what
the new planned units are and when they will come online.

However, the main gas threat lies in the new legislation
proposed by the government to extend the gas pipeline
network and to connect all household customers free of
charge?® and the intention to exploit the Black Sea offshore
gas reserves,3® which will lead to increased consumption,
infrastructure lock-in and greenhouse gas emissions.

In its NECP, Romania committed to reduce emissions in the
sectors that are part of the EU ETS trading scheme by 43.9
per cent by 2030, but by only 2 per cent for those outside
the scheme. The NECP mentions some specific measures to
help reach this objective, such as implementing best avail-
able techniques for industry, supporting low-carbon tech-
nologies or applying more restrictive conditions for fossil
fuel companies, but gives no timeline, calculation of invest-
ments or individual impact. It is therefore not clear how, or
if, each of them will contribute to reaching the objective.

The NECP and draft Energy Strategy state that Romania in-
tends to be ‘a net exporter of electricity’ but ‘at a much
lower level than before’.3' Regarding other fuels such as
crude oil, imports are expected to remain high in order to
cover demand. The Strategy expects Romania to become a
‘regional supplier of energy security’, mainly if the country
‘capitalises on the hydrocarbons and offshore potential of
renewable sources in the Black Sea’.3

Declarations made by state actors point in the same direc-
tion. The Minister of Energy, Virgil Popes cu, recently stated
that ‘Romania will be an energy hub, and obviously this will
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be integrated into the NECP. That's why we will build [nu-
clear] reactors 3 and 4, to have more energy; that’s why we
try to unblock investments in the Black Sea, to have more
gas to consume in the country and to produce electricity’.3

The NECP estimates that renewable sources will account for
33 per cent of energy used for heating and cooling by 2030,
including biomass sources, compared to 25.2 per cent in
2020. It foresees heat pumps and solar thermal panels on
roofs, but at a very low level compared to biomass.?*

However, no concrete measures are identified besides the
continuation of the Casa Verde Plus energy efficiency pro-
gramme, which does not address energy sources but rath-
er supports measures such as insulation or lighting. Anoth-
er programme identified in the Energy Strategy for this sec-
tor is the ‘National Program for connecting the population
and non-household consumers to the smart natural gas
distribution network’ and co-generation district heating —
neither of which are likely to involve renewable energy.

In the transport sector, the renewables target to be reached
by 2030 is 14.2 per cent, up from 6.56 per cent in 2017.
This will be achieved through the installation of 600,000
charging points for an additional 700,000 private electric
vehicles which will be put into circulation.3® The RABLA
Plus programme, which grants large subsidies for electric
and hybrid vehicles, will encourage increased usage of
electric vehicles.

On the other hand, the NECP proposes measures for lique-
fied natural gas (LNG) and compressed natural gas (CNG)
infrastructure for vehicles and shipping, as well as increas-
ing the registration fee for old vehicles and reducing taxes
for electric cars.3¢ Although the latter is a good measure,
encouraging new LNG and CNG vehicles is not aligned
with a green transition. Moreover, the European Commis-
sion’s assessment from October 2020 notes that Romania
has not set a specific target for emission reductions in the
transport sector as part of the non-ETS sector target.

Other measures in this area include modernising train infra-
structure and increasing the accessibility of metro stations
in the capital. An upgrade to the country’s railway infra-
structure is urgently needed, especially as train transport is
a strategic point in the Green Deal. One interview respond-
ent told us that ‘the country has one of the largest railway
networks in the EU, but it also has the lowest average
speed — 40-50 km/h, [and] a large part of the network is
not electrified’.

WHY IS ROMANIA’S ENERGY TRANSI-
TION NOT ADVANCING MORE QUICKLY?
FALSE SOLUTIONS

The biggest threat to the energy transition in Romania is

gas. All state actors support gas as a transition fuel and en-
courage projects in this area, such as the Bulgaria-Roma-

nia-Hungary-Austria (BRUA) pipeline, new gas extraction
in the Black Sea, mains gas connection for the entire pop-
ulation, district heating based on gas, and LNG and CNG
terminals for transport.

In most of his statements, the Minister of Energy has stat-
ed his support for gas and nuclear energy,?” and Romania
together with seven other EU Member States asked the Eu-
ropean Commission to allow gas projects to be funded by
the Recovery and Resilience Facility and Just Transition
Fund3® and voted likewise in the European Parliament.

Although renewable hydrogen is mentioned in Romania’s
NECP as a subject for future research, it is not specified how
the hydrogen that will be used in the industrial sector will
be produced. Romania therefore does not set any exclu-
sions in its NECP for hydrogen production, and it is likely
that this will also end up reinforcing the gas industry.

‘I am more worried about fossil gas, unfortunately in
Romania there is a lot of political consensus on Black
Sea gas, even the president recently declared that he
supports it.’

‘Expanding gas infrastructure and production, viewing
gas as a transition fuel, carbon storage [and] the RABLA
programme... all slow down the transition. Likewise,
for nuclear, which is being discussed again during this
election period, we have these American promises of
USD 8 billion for two new reactors at Cernavods, even
though we know that nuclear is not necessarily a solu-
tion; we know the execution deadlines are long and de-
layed, the investments are enormous, the impact on the
environment is big.’

‘Decision makers in Romania promote gas as a bridging
solution, but we know this is an investment [that will
last] for several decades. It is clearly a false solution.”

‘The recent state aid that coal received deepens the in-
vestment in this fuel, but in the future... coal [will exit
the market] and a larger proportion of renewables will
remain. Unfortunately, CCGT [combined cycle gas tur-
bines] for balancing the power system is needed for the
next few years. However, in the medium and long-term
this kind of investment (including Romgaz’s new one)
will become a stranded asset.”

Moreover, Romania’s plans for heating rely on gas. Official
documents and plans focus on cogeneration in big cities,
and no plans for decentralised systems or prosumers have
been established. Since more than 40 per cent of Roma-
nia’s heat comes from wood, as mentioned above, the
government'’s plans to connect households using wood to
the gas network would only create a new fossil-fuel lock-
in, at great expense. The category of consumers using fire-
wood is also the most vulnerable to energy poverty;3thus,
the state should support energy efficiency measures and
the modernisation of living standards for these house-
holds.
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‘People in rural areas in Romania depend on wood for
heating. The state’s vision is to replace wood with natu-
ral gas, which is a fossil fuel. This shows me that we
have a paradoxical vision, having a target to reduce fos-
sil fuels but investing in natural gas at the same time.’

‘We do not have a plan for transition in the heating sec-
tor. In cities we mostly rely on centralised systems, and |
understand the efficiency of such systems, but | am dlis-
couraged by the enormous effort that must be made
for the rehabilitation of very old systems such as Ter-
moenergetica in Bucharest. Here | would like to see a
competition of solutions for an efficient and clean pro-
duction of the thermal agent.’

‘The heating sector is the Achilles’ heel for Romania.
There are no plans, we go on with business as usual, we
are behind on heat transmission infrastructure, very old
pipelines.’

‘For heating the great promise that emerges is gas for
free, without installation costs, which is quite unrealis-
tic. It is hard to believe that they will be able to expand
the network without real costs reflected on the entire
consumer network.”

LACK OF VISION AND OUTDATED CONCEPT
OF THE ENERGY SYSTEM

A major reason why Romania does not yet have a clear tra-
jectory for energy transition in 2030 and carbon neutrality
in 2050 is the lack of vision of the Romanian government
and its outdated view of the energy sector.

‘Carbon neutrality is out of the question; | don’t even
see how we could reach this goal, because our actions
do not point in this direction. It is a desire at the EU lev-
el. Maybe we will capitalise on the opportunities given
in this context, but today it is hard to say that we have a
planned commitment for neutrality.’

‘We need a government with a long-term vision, be-
cause the energy transition — and especially just transi-
tion — is a process that will take a lot of time and effort.
We do not expect to have significant results in a four-
year mandate.’

‘Declaratively we made this commitment [2050 carbon
neutrality], we even praise the fact that emissions are
falling, but in fact many industrial utilities have closed.
The problem will rise when the ‘90s baseline period will
no longer matter, when outdated industry will close
and we will still have emissions. Then we will really have
to upgrade the system, increase energy efficiency, and
install massive renewables capacities. This will be the
critical point where we will no longer be able to take
advantage of historical changes. Right now, | am not
very convinced that we are aiming for 2050 with net ze-
ro emissions.’
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Although Romania registered a significant boom in renew-
able energy during the past decade, the country’s energy
policy in the last 30 years and for the foreseeable future has
been decidedly unimaginative. Support for investments in
clean energy through green certificates was not sustaina-
ble, and was set up in order to meet climate targets.

Experts believe that decision makers lack trust in renewa-
ble energy’s potential to ensure energy security. The au-
thorities have rarely, if ever, made any statements directly
supporting renewable energy. Some officials from the min-
istry declared that Romania cannot give up coal by 2030
due to security of supply reasons.*® The Energy Minister
stated in an interview that ‘30 years from now, there would
be no more coal mining activity in Romania at all’,4' show-
ing a lack of understanding on how fast coal is declining
across Europe.

‘The idea that coal is Romania’s backbone is fair, to a
certain extent — so far it has contributed to the develop-
ment of the economy [and] industry, the fact that many
things are directly and indirectly related to employment
in the coal industry. The false problem is that we can’t
change that, [that] we don‘t have solutions — we can't
figure out if the solutions are viable if nothing is done in
this direction.

They say that to ensure energy security we must stay
with coal, but energy efficiency, decentralisation, diver-
sification of energy sources, renewables coupled with
back-ups (storage) will offer us energy independence.
We have to look further at demand response, energy
management, [the Internet of things] (IoT) — in 20 years
these things will be the norm, but in order to reach them
we have to start with something, scale the safe solutions
and start pilot programmes for the newest ones.’

‘The people responsible for the Energy Strategy are
mocking the capacity of renewables to support the en-
ergy system. They promote false stereotypes about re-
newables and certainly do not have enough informa-
tion about technological developments in recent years.
They claim that the pillars of the energy system are coal,
nuclear energy and big hydro projects. | recently looked
on the Transelectrica website (the Transmission and Sys-
tem Operator), and the coal generation was 1,000 MW
and the same amount was coming from wind energy,
but we have a much higher coal capacity in the system,
so in reality we do not need coal that much.’

‘There are still people in decision-making who see in re-
newable energy the problem that it creates inflections,
does not produce continuously, so they think about the
stability of the system and do not see the opportunity.
A solution would be to encourage the transmission op-
erator, Transelectrica, to connect as much renewable
electricity to the grid as possible.”

The 2018 version of the National Energy Strategy — a doc-
ument updated by every new government since 2012, but



FRIEDRICH-EBERT-STIFTUNG - THE POLITICAL ECONOMY OF ENERGY TRANSITION IN SOUTHEAST EUROPE

never adopted through law — exemplifies this lack of vision.
The document presented four key projects:

finishing units 3 and 4 of the Cernavoda nuclear pow-
er plant, started in 1984 and 1985;

Tarnita pumped hydropower storage, another project
started in 1985, which would destroy a mountain;
the Turnu Magurele-Nicopole hydropower project on
the Danube, initiated in 1978 by the leaders of Roma-
nia and Bulgaria; and

the new coal unit at Rovinari, which was finally con-
firmed to be cancelled in 2020.

While the current version of the National Energy Strategy
no longer includes these projects, it is telling that they
were only eliminated in 2020, and that they have still not
been replaced with modern ideas for the energy transition.
Instead, the Strategy lists nuclear units and a long series of
gas projects, together with vague and general measures to
support renewables.

In addition to the government’s support for fossil fuels and
other outdated projects, official documents set a growing

trajectory for energy demand in the following years which
does not decouple economic growth from energy use.
However, the data presented in the previous section shows
that in the last 10 years, Romania reduced its energy inten-
sity and there is still space for improvements compared to
other EU countries.

‘The renewables target is very low. It should be at least
34 per cent. We think that even 40 per cent is possible.
Romania is not able to use the [renewable] resources, and
fossils block their development. Regarding efficiency, de-
mand was estimated much higher as a bargaining mar-
gin, because in the end, the consumption will be lower
and in this way renewables will have a higher share... If
we look at how Romania is today — quite a small [amount
of] industry, a declining population and no forecasts for
massive electrification (for transport or heating) — we
have no economic reasons for such a vision.”

‘On energy efficiency, some progress has been made in
industry. Companies understand that it is in their best
interest. In the area of household consumption the situ-
ation is very bad because we failed to create a reasona-
ble regulatory framework. The authorities have created
programmes for thermal insulation in urban areas that
are insufficient. Instruments such as ESCO do not actu-
ally have a regulatory basis that works, except for street
lighting projects in cities.

It was an artifice of the government to project exagger-

ated demand figures to make room for any actor who
wants to maintain or invest in new production capacity.
We are dealing with a vision that is too optimistic..., the
documents are treated politically, and they want to
show that the economy will boom and that energy de-
mand will increase. The realistic projections we have
seen show a small increase in demand, close to stagna-

tion — although we have projections of economic
growth, ambitions to increase energy efficiency and de-

mographic decline translate into an almost stagnant lev-
el of demand.’

LACK OF ENFORCEMENT OF EU POLLUTION
CONTROL AND STATE AID RULES

A significant threat to the transition is coal, which cannot
legally receive state aid, unless it receives the European
Commission’s approval. However, Romania has found ways
to support coal with public money. In 2020, Oltenia Energy
Complex, the country’s biggest coal operator and public
company, received EUR 251 million in state aid to pay for its
CO, allowances*2. It also still receives state aid for expropri-
ation for mine expansion*3. Over the next seven years, the
company is expected to receive another EUR 1.3 billion in
order to implement a decarbonisation plan4.

The European Commission opened two infringement cas-
es against Romania for breaching the Industrial Emissions
Directive multiple years in a row. Two coal power plants

failed to comply with pollution limits#s.
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‘Regarding air quality, the Commission’s infringement
[proceedings] started in 2009, and only in 2019, after
10 years, Romania received a sentence on this matter
from the European Court of Justice. But these proce-
dures remain symbolic46, and do not have direct conse-
quences for applying the law. In addition, state aid is
given mostly to fossil fuels companies.’

‘[Aln example that comes to mind: the aid received by
the Oltenia Energy Complex less than a year ago, which
turned into restructuring aid. The perception is that al-
ternative ways are sought for these companies to be
supported and then arguments are sought in regula-
tions and directives, not the other way around, because
there is an urgency in saving them. | am afraid that such
approaches will be found in the future before the pay
date for ETS allowances.’

‘There are laws, only they are not enforced. Even if we
have a pollution standard, it is not respected. State aid
for coal is still given in a disguised manner, such as ca-
pacity mechanisms.’

‘Lack of capacity of the authorities to enforce the rules.
In the energy sector, the current government has been
very detached from the emergencies we face.’

STATE CAPTURE BY PUBLICLY-OWNED
UTILITIES, LACK OF TRANSPARENCY AND
RULE OF LAW

The lack of legal enforcement explained above is connect-
ed to a lack of transparency and state capture, which ex-
perts say are the biggest problems of Romania’s state-



owned energy companies. Bankwatch analyses have high-
lighted corruption and state capture cases in multiple pub-
lic companies or projects. In the case of Oltenia Energy
Complex, inflated bills were paid to friendly law firms and
expensive acquisitions were made for the benefit of the
company’s management or other local powerful actors.#

Fossil gas interests have not been demonstrated to receive
direct material benefits, but have received legislative fa-
vours: the government sacrificed environmental law by of-
fering derogations from legislation and institutional poli-
cies to facilitate private interests, and the legislation on
public consultation and participation in decision-making
has frequently and flagrantly been ignored.*®

‘We have faced and continue to face a lack of transpar-
ency — documents are in public debate for short periods
of time, [there are] unclear terms on what [will be]
changed in relation to existing laws, and drafts lack
many elements compared to the final document...
Generally, public consultation is not done by the book,
but is a step that the authorities feel forced to take.’

‘Regarding state capture, the form in which the balanc-
ing market*® is built is a problem. This market was mo-
nopolised for years by CE Oltenia and Hidroelectrica
(both state companies) due to regulations. So, over 80
per cent of the most expensive market in Romania [the
balancing energy market] is represented by state-
owned companies. We can’t talk about competition.’

‘We still have state companies that have a fairly high
share in the system, companies with problems that do
not comply with pollution standards [and] receive state
aid. | see it is a conflict of interest — [the state is] both a
legislator and a polluter at the same time.’

‘Lack of transparency, yes — line ministries do not com-
municate with the market, do not provide documents in
time to allow reactions, public consultations are mim-
icked. There are a number of national projects that have
not been carried out because the stakeholders directly
involved have not been taken into account.”

‘I would like to add another factor — vested interests.
The energy system is deeply fragmented by sectoral and
corporate interests that find it convenient to extend the
current status quo, to induce a state of mistrust, to use
any means, including administrative incapacity, to pur-
sue their interests. For example, | do not understand
why it is so difficult for Transelectrica, the national elec-
tricity transmission operator, to ensure access to the
grid for renewable energy.’

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

Voters' perceptions were cited by our interviewees as a
reason for political support for continued fossil fuel use.
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‘The concept that coal is a solution and without it we
can’t produce [enough electricity] is an outdated con-
cept. It comes from an ambition to not challenge the
status quo, because such transformations also lead to a
shift in power [and] have electoral implications. They
have a reluctance to act because they will lose by accel-
erating the energy transition.’

‘Renewables are seen as a threat, which means that the
potential is understood, but due to the need for votes in
some regions it is quite complicated for decision makers
to promote renewables that do not have many jobs be-
hind them yet and do not affect a significant pool of
voters.’

The political will for just transition was non-existent until
two years ago, but it began emerging as decision makers
started to realise that EU funding would be linked to the
ambition to tackle climate change. In 2020, the Romanian
authorities started to understand the need to tackle the
decline of coal mining and just transition. This is because
they realised that the 2021-2027 Multiannual Financial
Framework and the Recovery and Resilience Mechanism,
from which Romania can access EUR 80 billion, are strong-
ly linked to the European Green Deal.

In order to have its state aid request approved by the Europe-
an Commission, Oltenia Energy Complex agreed to prepare
a decarbonisation plan.®® However, a coal phase-out date —
not to mention one for gas — is not established and the exist-
ing coal capacities are expected to operate beyond 2030.

The just transition process has already started in Jiu Valley,
the hard coal region in Romania. A Strategy for the coal
transition in the Jiu Valley®' was initiated by the Ministry of
European Funds in 2019, in order to find the most suitable
solutions for the region. Public consultations took place
throughout 2020 and are set to continue in 2021.

In Romania, there are six regions (out of which two are coal
mining regions) eligible for the Just Transition Fund and the
Ministry created a dedicated operational programme for
just transition®2. To access financing, each region needs to
prepare a territorial just transition plan. Experts say that the
main problem is that coal miners are not well informed
about what the just transition is and how it will change
their workplace and are sceptical about what will be
achieved through this initiative.

‘As a concept, the just transition comes from the trade
unions. But in Romania they are not really involved in
the just transition. On the contrary, the miners perceive
them as working together with the coal company’s
management against the miners’ interest. This is part of
the reason why the miners are not informed and sup-
ported in this process. They witness the end of coal and
the end of their livelihood without any alternative.’

‘People do not understand what the alternatives are be-
cause they are not well defined by the state and private
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[industry], nothing concrete has happened yet, they do
not know what they will receive in return. Politicians are
also in a strange situation where they do not know
what to do: unions are strong enough voices in certain
regions and it is clear that they can influence elections.’

POLITICAL INSTABILITY

The issues above are, according to our interviewees, exacer-
bated by Romania’s political instability and lack of commit-
ment from political parties. In Romania the average time
spent as a minister is 400 days, whereas in the EU as a
whole it is 2,300 days.5® The reasons why ministers change
so often are multiple, but they are usually due to internal
conflicts within their political party that are reflected in the
public space, as well as appointments of current ministers
to other public positions. Numerous times, politicians —
prime ministers, ministers or mayors — have made false
promises just to win elections, but did not live up to them.
Politics in Romania are often based on populism, led by
emotions and instincts, not objective data.

‘The fact that politicians are always campaigning and
postponing some things they should actually do [and]
the lack of a solid and lasting majority in Parliament
have contributed over time to delays in regulation, deci-
sion [and] strategy.’

‘At the central level, the Minister of Energy could be a
champion [of the transition] — the problem here is that
ministers change often, you can’t do anything in one
year, the decision is political in the end.’

‘The political instability affects the transition because a
political commitment is needed, and so far no one has
displayed it.”

‘When the mayors change in the regions where the tran-
sition will be more difficult, the discussions need to start
over; at the central level when the government changes,
the strategic documents are modified — from this point
of view, we had a good change, as gigantic fossil fuels
projects were excluded from the National Energy Strate-
gy — and for someone who wants to take these docu-
ments as references these changes are not a good sign.’

LACK OF POLITICAL WILL TO COOPERATE
AND REALISE REGIONAL SYNERGIES

Our respondents stated that the European Commission has
a role in Romania’s cooperation with regional actors. Some
say regional cooperation began to emerge due to Projects
of Common Interest like the BRUA pipeline, or due to
other interconnections or just transition.

A recurring theme on the agenda of energy ministers, which
even made it to the National Energy Strategy, is the creation
of an energy hub in Romania, based on the fact that the
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country will increase its exports of electricity and fossil gas.
This objective, however, was never backed by a study prov-
ing that the local prices will be competitive enough or show-
ing the electricity needs in the region. Furthermore, at least
through political declarations, neighbouring countries also
announced plans to become energy hubs, primarily in order
to justify new capacities on fossil gas or nuclear energy.

‘There are no synergies. If we build nuclear, Bulgaria builds
nuclear, the Hungarians build nuclear, it is clear that we
cannot talk about synergies, optimisation or efficiency.
There is no focus on interconnections to maximise the sur-
plus, it is clear that we are not talking about regional col-
laboration. But I think things might be forced to change by
the NECPs and the fact that the Commission will have to
correlate all inputs from countries and to establish to a cer-
tain extent what the limits are and what each country
should do. Another example discussed is the Black Sea
gas, [which] each country is planning separately.’

‘I think the will to cooperate is just beginning to emerge,
at least in terms of just transition — we followed some best
practices from other countries. If [this cooperation] didn‘t
exist at all, we would have been five to ten years behind.’

‘Here we can talk about interconnections, and we also
have a target for it. The solution would be to export ex-
cess energy produced by renewables, but lately, Roma-
nia imports more. Our regional plans are linked to gas
and decision makers hope that with the BRUA corridor
we will become the gas hub of Europe.”

REAL TECHNICAL DIFFICULTIES

There are some technical difficulties that might slow down
the energy transition in Romania, which could be easily fixed
with a coherent investment strategy. The main issues are
found in the transmission network, which is not able to con-
nect more (renewable) power to the grid. Transelectrica’s
analysis of the network showed that out of the 54 high volt-
age power lines, 52 are in an unacceptable state. The closure
of the 400 kV national ring (internal lines) is also a priority for
the company and is also a PCl mentioned in the NECP>3,

‘The adequacy issue — in 2025 we will no longer be en-
titled to say that we have a capacity deficit and that we
accept anything in the name of security, that we do not
have enough cross-border connections. The studies we
have worked on are not necessarily accepted and un-
derstood, the decision-making process is not based
enough on objective analysis, which perpetuates myths
and feelings that are not related to the collective good.

‘But whether we like it or not, renewable technologies
will enter the market. They enjoy favourable policies at
the European level. This can happen in a rational envi-
ronment or they will have to take market shares from
other wasted investments that will not be able to recov-
er their capital and will become stranded assets.’




‘Congestion at the network level, having a lot of renew-
able energy in the Dobrogea area, puts pressure on the
network and makes it difficult to evacuate energy to the
rest of the country.5® It's a real problem, but there are
also solutions.’

‘A technical difficulty would be the network of high volt-
age lines of 400 KV, which is not closed and does not al-
low grid connection for renewables, especially in the
western part of the country. This is the main reason why
we need the Mintia power plant, which is the only large
producer in the west. We have a lot of renewables in
Dobrogea, and they want to add here two nuclear reac-
tors.

‘We have to decide if this [grid connection] is a real prob-
lem. | haven't seen any serious study. Regarding the inte-
gration of prosumers, at some point one of the drafts of
the national energy strategy allowed only 750 MW on
the grid. The reality is that no one knows how many pro-
sumers can be integrated in the system. A study is need-
ed, but until then, the opposition is unjustified.’

WHAT IS NEEDED TO OVERCOME THE
BARRIERS TO A SUSTAINABLE ENERGY
TRANSITION IN ROMANIA? WHICH
ACTORS CAN PLAY A ROLE IN MOVING
FORWARD THE SUSTAINABLE ENERGY
TRANSITION IN THE COUNTRY?

Romania‘s radical transformation after the Second World
War from a rural, illiterate country to an industrialised econ-
omy at the end of the century was only possible through
the use of its rich domestic resources, at the centre of which
were fossil fuels: its large reserves of petroleum and fossil
gas and decent sources of cheap coal for electricity produc-
tion. But the country’s accelerated economic decline in the
1990s showed that reliance on fossil fuels could no longer
ensure a good quality of life for its 20 million citizens. There-
fore, a new transformation was required.

This transformation took place slowly over the following
decades, as the services sector managed to absorb some
of the previously industrial workforce. However, the transi-
tion cannot be considered a success, as over 3 million peo-
ple emigrated out of the country in search of better jobs.
As the country currently needs to make a new push for re-
development, based on the above analysis and the re-
sponses provided by our interviewed experts, we have
identified three main directions that need to be developed
in order to accelerate energy transition:

1. Avoid a fossil fuel lock-in.

Romania should be wary of falling into the trap of a fossil
fuel lock-in. The simplest way to cover its energy needs and
also meet short-term climate targets might seem to be by
replacing coal units with fossil gas. Yet the investments for
this switch, if made, will never be recovered, as fossil gas
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too will need to be phased out in order to reach 2050 cli-
mate neutrality.

The high costs for building new gas units and for expanding
gas infrastructure for individual home heating, which will
need to be replaced in a few years, also mean that the coun-
try will have even fewer resources to put in place actual solu-
tions for the energy system and to create much needed jobs.

But this will only be possible if Romania sets in place a coal
phase-out date before 2030 and a strategy to reach this
goal which will have concrete objectives for every year,
with a clear understanding of how each element contrib-
utes to reaching climate neutrality in 2050.

Thus, it is necessary to look at solutions for replacing the
fossil fuels used in electricity, heating and transport by re-
ducing subsidies and encouraging alternatives.

Romania has legislative and technical solutions available to
support the upgrade from coal to renewables by balancing
the energy market for fair competition and renewables in-
tegration:

‘The discussion about balancing the market where for
years there has been a monopoly by two actors, and
the fact that for years we did not invest in capacities to
be able to compete with them on this market (together
with other things), led to high prices and other unpleas-
ant situations. Competition is not encouraged and noth-
ing is done about it.’

To reduce fossil fuel dependence on heating, energy effi-
ciency programmes and decentralised systems have a cen-
tral role.

‘Enerqgy efficiency is a field to be developed in the near
future. There is a lot of money for it and local authorities
will have to think of smart programmes for the energy
efficiency of buildings, pay attention to energy poverty
and vulnerable consumers, look at the area of central-
ised systems including the reduction of [greenhouse
gases] in transport and the production of a thermal
agent. Here | would like to see a competition of solu-
tions for an efficient and clean production of the ther-
mal agent... Gas will be a difficult fuel to replace... But
in the long run | see an important role of rooftop photo-
voltaics — electrification of heating and heat pumps.’

‘I hope we will not witness a complete ‘gassing’, but to
move towards decentralised solutions, electrification in
the medium- and long-term and a large efficiency in-
crease in the short-term.’

2. Rapidly deploy renewables.

Romania’s support scheme for renewable energy turned
out to be a complete fiasco, as the initially promising
green certificates failed to provide the needed aid for in-
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vestment amortisation after a few years. Up to one-third
of the smaller renewable energy producers are risking in-
solvency.%”

No actor on the energy market wants to continue or renew
the green certificate system. Instead, a variety of tried and
tested support schemes are available, and the Romanian
government should begin implementing one soon in order
to meet the country’s 2030 renewables target. Although
not ambitious given the fact that the country already has a
large share of renewables in final energy consumption, pri-
marily due to large hydropower plants, many actors agree
that reaching the new goal will not be possible if a new
support scheme is not in place.

The first generation of wind turbines installed in Romania
will reach the end of its lifecycle before 2030. The country
risks a decrease in installed renewable capacity if solutions
are not found to support their replacement. However, the
majority of these turbines are part of large wind parks
owned by transnational corporations. If these companies
are once again the beneficiaries of a large support scheme
from the state budget, energy democratisation will suffer
and the costs of the energy transition will be split unfairly.
Instead, the Romanian government must make sure that
the support scheme for new renewables prioritises small,
decentralised producers, benefitting their communities
first.

Besides support schemes, some other technical solutions
must be taken into account for the energy system to be
able to take in more renewable power and ensure stability:

‘It still doesn’t seem to me that we are doing enough on
renewables, but at the same time we have to make sure
that we are strategically planning these investments, for
an appropriate cost for future generations.’

‘Grid reinforcement, storage, hydrogen, [and] the de-
velopment of renewables in other areas of the country,
because we have potential... in other areas as well.’

‘What is not taken into account as a technical solution is
energy storage, a mix of storage solutions and a feasi-
bility analysis of storage possibilities. Another solution
for the grid problem is spreading energy production
throughout the country, and this could be done by en-
couraging prosumers and improving demand-side man-
agement.’

Transport is another area that needs much more attention,
with much more attention given to improvement of, and
electrification of, public transport rather than only incentivis-
ing individual electric vehicles. Solutions identified by experts
refer to higher taxes for internal combustion cars and using
the incentives in the RABLA programme in a more rational
way, to ensure they do not merely support the well-off.

‘Through the RABLA programme we remove from the
streets old vehicles from western countries with our
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money, electric cars are at the beginning, if we look at
absolute figures, the increase is insignificant. The incen-
tive for electric cars seems a bit high to me. These funds
could be used more wisely, but at the same time the
taxes for cars ([running] on gasoline) are too low. They
are not discouraged in any way.’

‘There will come a time when car subsidies will inevita-
bly decrease. We have to couple this with the demand
and need at that time and look at it from an equity per-
spective — offer the voucher to those who have pollut-
ing and old cars, not to those who already have new
cars and want more.’

3. Empower authorities to lead the transition.

The public perception of state authorities is poor in Roma-
nia, as they are often considered (sometimes unfairly) in-
competent, corrupt or excessively bureaucratic. Large in-
frastructure projects such as the ones necessary to imple-
ment the energy transition have been a challenge for the
country. Despite the fact that it is the country with the
eighth largest area in the EU, less than 1,000 kilometres of
highways are open in Romania, yet the country’s extensive
railway network has also been in massive decline since
1990. The energy sector is among the oldest in the EU, re-
lying on capacities built primarily in the 1980s and nearing
the end of their lifecycle. The only exceptions are the sec-
ond 700 MW nuclear unit opened at Cernavoda in 2007,
the 2011 Brazi gas unit, and the thousands of megawatts
installed in the early 2010s in wind power.

However, the work of public authorities is crucial for the
planning and implementation of the energy transition. As
our experts highlighted the lack of a long-term vision as
one of the issues holding up the transition, developing —in
a participatory way, based on clear data — an energy policy
with a time-frame longer than 2030 is crucial.

The private sector and corporate research are unable to
produce innovation at the scale needed to reach climate
neutrality by 2050, while the free market is resistant to the
shift to a non-polluting economy. This is particularly true in
Romania, where green sectors are not registering the
growth they do in other countries, and SMEs are not ready
to adapt to the challenges of climate change.

‘| think the private sector should be more focused on
long-term goals and pay much more attention to ener-
gy transition than they do today. Sometimes, in some
cases, there is a rift between what companies say and
what they are doing. It is rather short-term planning —
the next cycle of distribution regulation, tariffs and so
on. I’'m not just talking about energy providers, but all
companies in the energy system. However, these ac-
tions are, in most cases, an effect of the lack of regula-
tory stability and predictability, making companies plan
their activities on the safe side, thus short term (where
predictability is higher).”

134



‘There is a degree of opportunism. Political interests will
be combined with business interests and will lead to this
change, a transition occurs. Without real funding, the
reluctance would not have been overcome.’

Instead, all energy transition models rely heavily on signifi-
cant public investments of an unprecedented scale, albeit
most likely smaller than the illegal state aid, hidden subsi-
dies and favourable legislation which has benefited the
fossil fuel industry for decades. Both European Union
multiannual budgets implemented in Romania since it
joined the EU were characterised by one of the lowest rates
of absorption, and this was mostly caused by a lack of ad-
ministrative capacity to absorb the funds.

‘We must build capacity, and interact with market par-
ticipants. Other European states (Poland, the Czech Re-
public) have built new institutions dedicated to the tran-
sition, while we do not have the legal framework for the
modernisation fund. The government did not allocate
the necessary human resources and did not prioritise
the tasks within the ministries properly.’

Central authorities are not only needed to design financ
ing instruments and strategies for their use, but they also
need to improve the regulatory framework and its imple-
mentation. Key legislation is missing, and some European
directives are poorly transposed into national laws, while
others are not properly applied. There is a need to improve
legislative power, in order to ensure coherence between
laws and adaptation to the local context, but also the ex-
ecutive bodies, especially those outside the capital, which
are often silenced by powerful local actors, and are de-
pendent on some of the coal plants to provide district
heating. For example, the Industrial Emissions Directive
has been breached for several years, because a number of
power plants have been allowed to function without a
permit.s8

‘A lot of improvements for transparency can be made
both on the primary legislation in the parliament, and
the secondary legislation from ANRE (the regulatory au-
thority in the energy field).’

‘State institutions, government, parliament, parliamen-
tary commissions, the presidency, where the requlatory
legislative framework is created [are responsible for the
energy transition]. They largely mirror perceptions at
subordinate levels, but I've noticed that people who
were usually conservative are starting to talk about new
technologies, hydrogen committees, offshore wind.’

Finally, local authorities are key to making the transition
just. Romania is a centralised state and it does not have a
regional administration. As a result, mayors and county
councils are the most relevant local authorities. While their
political power is as limited as their resources (with the ex-
ception of bigger cities, which have enough of both), the
role they will play in regional transformation will be pro-
portional to the success of the transformation.
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Historically, strategies and funding instruments have been
designed top-down, local authorities being asked to step
in and propose projects only once their framework has
been designed. This approach must change, because the
capital does not always understand local needs and poten-
tial. Instead, mayors should be empowered to decide their
future together with their communities, leading participa-
tory processes where all voices are heard.

At the same time, the European Commission can help by
strictly and consistently enforcing its policies and legisla-
tion. It needs to prevent any more environmentally harmful
state aid being approved, as well as sending clear messag-
es about the incompatibility of gas with decarbonisation.

‘The politicians should address the workforce in this in-
dustry and correctly inform them about this downward
trajectory we are following and find suitable experts to
support the just transition.’

‘Ideally this is done bottom-up, from the community
level and all stakeholders — unions, the university, citi-
zens — understand the transformation, what will be lost
and what will be gained from the transition, what are
the new solutions... But in reality the transition will be
top-down, even with pressure from the EU. It is possible
that in the Romanian energy transition the champion
will be the EU, with the government and the relevant
minister as intermediaries.”

In the end, all actors — state, private, civil society — should
cooperate to ensure a successful energy transition.

‘For sure we need to see cooperation between all ac-
tors for a sustainable transition. We need a long-term
political vision and legal framework from the institu-
tions, we need to see responsibility from the compa-
nies, and the local community has to have a place at the
table for a just transition to happen.’

‘Social problems in Hunedoara [a coal region] are up to
a point a non-problem — more concrete solutions can be
found through collaboration between local govern-
ment, central authorities and private associations, and
should accelerate some findings for these problems.
What is happening with the just transition strategy is a
step, but how concrete it will become and how easily it
will be translated to the people there is important.”
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ENERGY SECTOR OVERVIEW

Serbia, with around 6.9 million people,' has the second
most coal-dependent power supply in the Western Bal-
kans. More than half of its installed electricity generation
capacity is made up of coal plants, around a third hydro-
power, and the remainder consists of wind power, gas/oil
combined heat and power plants, and much smaller
amounts of solar, biomass and biogas.

The electricity market in Serbia is dominated by the nation-
al power utility EPS (Elektroprivreda Srbije — Power Industry
of Serbia), which owns all large coal and hydropower gen-
eration capacities and supplies most consumers. EPS has
eight coal plants with a total of 25 units, with the Nikola
Tesla A and B plants generating over half of Serbia’s elec-
tricity.

Solar is advancing extremely slowly, with an estimated 10
MW online at the end of 2019. Wind experienced a rapid
upturn as Serbia approached its 2020 renewables target
deadline, reaching 373 MW by the end of 2019.

The proportion of electricity generated by each source dif-
fers from the installed capacity due to differences in rela-
tive efficiency levels and operating conditions. Around
two-thirds of Serbia’s electricity is generated by coal, with
hydropower accounting for most of the remainder.

Serbia’s electricity generation capacity is able to meet do-
mestic demand most years. But despite the relatively low
share of hydropower by regional standards, there is still a
pattern of imports during dry years and exports in wetter
years. The clear exception is 2014, when the country had
to import significant quantities of electricity due to the
May floods affecting the Nikola Tesla coal power plants.

Currently, two fossil fuel power plants are under con-
struction — the 350 Kostolac B3 coal plant?, built by Chi-
na's China Machinery Engineering Corporation, and the
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200 MW Pancevo combined heat and power plant, built
by Gazprom Energoholding and Naftna Industrija Srbije
with China’s Shanghai Electric Group as the main contrac-
tor.4

Electricity consumption has remained relatively constant in
the last ten years, growing only slightly.

Serbia undertook commitments to increase the share of re-
newable energy — for total final energy consumption, not
just electricity — under the Energy Community Treaty to 27
per cent by 2020. However by 2019, it had only reached
21.4 per cent.> The reason given for this failure to meet the
target is that the newly installed capacity is insufficient to
keep up with rising energy consumption® — presumably for
heat and transport, as electricity consumption has risen
only a little, as shown by the graph above.

Serbia limited its wind plans to 500 MW by 2020, and so-
lar to just 10 MW,” due to concerns about cost and impacts
on the grid. But the quota for wind incentives had been
filled by early 2016,® leaving project developers in limbo
since then.

The country also planned 200 MW of small hydropower —
of which less than half was realised.® But even this amount
has caused huge controversy, with protests across the
country.’ By the end of 2019 around 113 newer small hy-
dropower plants were online," but they generated only 0.7
per cent of Serbia’s electricity.” Serbia has incentivised bio-
gas more than other countries in the region, but so far it is
also playing a very minor role.

Like its peers, Serbia uses energy inefficiently — it is 3.5
times as energy-intensive as the EU average.' Energy pric-
es are kept artificially low for end consumers and there is
therefore little incentive to use energy sparingly or invest in
insulation. The residential sector is responsible for the high-
est share of total final energy consumption and has mas-
sive potential for improvements.™

ESE:I“ capacity of electricity generation facilities in Serbia, 2019

Energy source Installed capacity, 2019, MW Per cent

Large hydropower 2,941 35.5

Small hydropower owned by EPS 4 0.5

Lignite 4,429 535

Combined heat and power (gas, oil) 330 4

Wind 373 4.5

Solar 10 0.1

Biogas 15 0.2

Independent small hydropower and other sources 135% 1.6

. R | 0 ‘ F | R | : i R t Fil
irce: AERS Annu nu ‘ ‘ ‘
ENA/Agency/Publicat t ;
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Figure 1
Electricity generation in Serbia, 2010-2019
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Figure 2
Electricity consumption in Serbia
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The most common forms of heating for individual houses  Data on transport in Serbia is scarce;"” however, it is clear
are wood, coal and electricity. Larger towns and cities  that private road transport predominates for both passen-
have district heating systems, with about a quarter of  ger and goods transport. Public transport consists mainly
households in the country connected to such systems.  of buses and coaches, and rail transport made up only 3.5
80.6 per cent of the heat from centralised heating plants  per cent of non-urban passenger kilometres in 2019. The
is based on gas, 9.2 per cent is from oil derivatives, 9.7 per  situation is somewhat better with freight, with rail ac-
cent is from coal, and biomass makes up less than one per  counting for 22.5 per cent of freight kilometres,' but there
cent.’s is great room for improvement.

Around a third of households use wood for heating,  One of the reasons why Serbia is so coal-dependent is its re-
around a fifth use electricity (traditional heaters, not heat  serves of lignite, mostly from the two largest mining basins in
pumps), ten per cent use coal and just under ten per cent  the country, Kolubara and Kostolac. The much smaller Resav-
use natural gas.® ica coal mines are also still operating, albeit with heavy losses,
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and produce both lignite and a small amount of hard
coal."

According to research carried out by Bankwatch in 2018,
the productivity level measured in tonnes of lignite pro-
duced per worker per year at the Drmno mine, supplying
the Kostolac plants, and at Kolubara is above the Western
Balkan average. In 2017 Drmno’s productivity reached
4,427 tonnes, much more than at the Kolubara mining ba-
sin — 2,950 tonnes in 2017. But both were far below the EU
average of 6,111 tonnes per worker.2°

The Naftna Industrija Srbije (NIS) company?' extracts gas in
the Vojvodina region (northern Serbia), which in 2019
amounted to 293 million m® - 12.6 per cent of Serbia’s
consumption.?? Most of the remainder of Serbia’s gas is im-
ported from Russia by Yugorosgas JSC.23 The gas transmis-
sion network is more developed than in other countries in
the region, with around 70 per cent of the population liv-
ing in areas with a developed transmission grid.

NIS also extracts crude oil at 63 oil fields with 666 wells in
Serbia. In 2019, 25.47 per cent of Serbia’s needs were pro-
duced domestically and 74.53 per cent was imported from
Iraq and Russia. Crude oil processing takes place at the
Pancevo oil refinery.

Serbia’s net energy import dependence was 35.6 per cent in
2019, compared to the EU-28 average for the same year of
nearly 58 per cent.?* This reflects the use of mostly domes-
tic resources for electricity generation. But its import de-
pendence has been increasing since its lowest level of 24 per
centin 2013.%

SERBIA'S ENERGY POLICIES

As Serbia plans to join the EU, it needs to achieve full de-
carbonisation by 2050, meaning a full phase-out of fossil
fuels, including coal, oil and gas. Serbia confirmed this in-
tention by signing the Sofia Declaration in November 2020,
which includes a commitment to adopt the EU’s Climate
Law.26

However, planning for decarbonisation in its early stages.
Prior to the appointment of the new Minister of Mining
and Energy, Zorana Mihaljovi¢, Serbia had been delaying
the development of a number of energy planning process-
es, so it needs to do a lot to catch up.

One of the few processes which had started was the up-
dating of Serbia’s national spatial plan, with the draft in-
cluding the Stavalj, Kovin and Kolubara B coal power
plants. Since then, Kolubara B has been cancelled, but the
former two do not appear to be progressing, and their re-
appearance is both surprising and worrying.

The new Minister of Mining and Energy has made some
positive announcements, pledging to make big changes in
the energy sector, to reform EPS and Srbijagas, and to tack-
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le the inefficient use of energy.?” She has cancelled Kol-
ubara B, as mentioned above, and has passed several new
laws including new laws on renewable energy and energy
efficiency.

More controversially, she has announced an expansion in
the use of biomass, gas, and medium-sized hydropower
plants,?® all of which raise sustainability concerns.?®

None of this has yet been reflected in Serbia’s policies, as it
has not yet set 2030 climate, energy efficiency and renew-
able energy targets, nor has it published any draft Nation-
al Energy and Climate Plan (NECP).

Serbia’s existing Energy Sector Development Strategy,3°
adopted in 2016, is clearly out of date. As well as the 350
MW Kostolac B3 lignite power plant which is currently un-
der construction, the strategy lays out a long wish list of
potential new fossil fuel power plants:

Nikola Tesla B3 — 750 MW - lignite

Kolubara B — 2 x 375 MW - lignite

Novi Kovin — 2 x 350 MW - lignite

Stavalj — 300 MW - lignite

CHP Novi Sad — 340 MW — gas (may consist of sepa-
rate plants)

Other gas combined heat and power plants — 860
MWe — gas

Out of these, a 200 MW gas combined heat and power
(CHP) plant at Pancevo is under construction as mentioned
above. An attempt to revive the Kolubara B coal power
project3' was cancelled in May 2021.32

The implementation plan for the Strategy,33® which is sup-
posed to be in force until 2023, is also outdated, as all of
the wind parks planned except one have been built al-
ready, so there is little guidance on what happens next.

On renewable energy, Serbia’s National Energy Renewable
Action Plan was only valid until 2020, so new plans need to
be made as soon as possible in the form of an NECP.

Serbia is not well advanced in the preparation of its NECP,
which should set a greenhouse gas emissions reduction
target, a renewable energy target, and an energy efficien-
cy target for 2030. According to the Energy Community
Secretariat’s Transition Tracker, its working group has not
even been set up yet. It is, however, working on a low-car-
bon development strategy and updated Nationally Deter-
mined Contribution (NDC) under the Paris Agreement,
which is also at an early stage as of February 2021, but
more advanced than the NECP.34

It is therefore rather unclear what direction Serbia‘s energy
policy will now take. This crossroads presents an opportu-
nity to break with unwise past decisions such as resurrect-
ing Kolubara B and to address the systematic neglect of
the country’s solar potential and newer solutions like heat
pumps.
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WHY IS SERBIA’S ENERGY TRANSITION
NOT ADVANCING MORE QUICKLY?

STATE CAPTURE BY INCUMBENT
PUBLICLY-OWNED UTILITIES, LACK OF
TRANSPARENCY AND RULE OF LAW

‘You know, the enerqgy transition is not part of the po-
litical discourse and political narrative in Serbia. | think
it's because it is a Pandora’s Box for Serbian politicians,
because if you put the issue of energy transition into the
policy dialogue, then you have to mention also social
aspects, environmental aspects. And they don’t know
what to do with that issue. So in that sense, | think en-
ergy transition is still taboo in Serbia.’

The dominance of EPS in Serbia’s power sector, and its
long-term resistance to reform, is a key problem for the
country’s energy transition. As a company that knows how
to manage a lignite- and hydropower-based system, EPS,
like many other state-owned utilities in the region, has
been slow to pick up on the potential of other renewable
energy sources, and has continued to hold back Serbia’s
overall energy policy.

But this is only one part of the issue. EPS exists in a close
but ultimately destructive symbiosis with the Serbian state:
it feeds on the state and the state feeds on it.

‘... EPS is political, it is not a public company. It is a po-
litical company. It is owned by those who captured the
state. So nobody wants to give this up, to leave this po-
sition of monopolising the market.”

Successive governments have kept EPS in a privileged posi-
tion, avoided opening up the electricity market to real com-
petition and provided it with subsidies3® when needed. They
have also allowed EPS to repeatedly breach environmental
legislation, such as the Large Combustion Plants Directive,3¢
and have turned a blind eye when the company has made
life unbearable for communities near its operations due to
noise, vibrations, damage to houses and wells.’

But they have also used EPS for their own benefit. EPS’ Di-
rector and Supervisory Board members are appointed by
the government,® and despite the low profitability of the
company, between 2015 and 2019, it paid EUR 250 million
into the state budget — money which has therefore not
been available for investments.3® Low electricity prices for
households are used as a social measure, while political
support by EPS employees is bought by delaying layoffs
and keeping salaries at a relatively high level.

In 2019 EPS employed more than 27,500 people,*® and nu-
merous other companies benefit from subcontracting works
for EPS. So measures impacting EPS are not taken lightly.

‘| think we are totally hostages of the state, of the elec-
tricity public company. And everything is done so as not
to harm the company.’
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‘I will say it's not lack of knowledge. In their world, it's
[a] very reasonable decision. They actually do this be-
cause a lot of Serbian companies are actually involved in
opening of mines, in the removal of rivers, in drainage
of the mines, in producing millions of tonnes of con-
crete necessary for opening and processing, also in
transporting coal, digging coal, most of these are being
done by Serbian companies, so you have a whole indus-
try around this.’

Attempts at reform have largely been driven by interna-
tional institutions such as the IMF, World Bank,*' EU and
EBRD,*? and have not attracted sustained political support
within Serbia. This is mainly due to the politically very sen-
sitive issues of job losses and electricity tariff increases — a
particularly sensitive issue with a fifth of households using
electricity for heating. But it is also because these institu-
tions’ recipe for change involves turning EPS into a joint
stock company and selling at least part of its shares, which
is also not widely supported.*?

As a result of the authorities’ failure to build consensus
around how to modernise EPS, progress in making the
company more efficient and forward-looking has been
painfully slow.** In 2016, the World Bank went public about
its frustration with EPS:

For an outsider such as me, EPS is a bewildering phe-
nomenon. The company pays the highest salaries in the
country, delivers mediocre services (at best), is unable
to stop electricity theft that, by its own account, costs
0.2 percent of GDP, and is unwilling to invest in clean
technologies, even if they are financed, on a conces-
sional basis, by a major bilateral donor. Yet, all these
facts tend to be overlooked in the ongoing discussion
on EPS reform, and those interested in the status quo
have successfully managed to focus public attention to
the single issue of 1,000 net reduction in employ-
ment.*

Despite years of promises to the IMF,%¢ in 2020 Serbia’s Fis-
cal Council was still warning that serious issues remained
unaddressed:

... this is the critical moment for EPS to undergo a sub-
stantial reform and finally remove the key obstacles
that prevent it from performing well — excessive wage
bill due to a surplus of employees and a generous re-
muneration system, low electricity tariff, major techni-
cal losses and theft within the network, collection is-
sues etc. Otherwise, EPS could easily become a serious
risk for Serbia’s public finance in the medium term.*

Indeed, the company made losses of RSD 5.7 billion, or
EUR 49 million, in 2019,%8 so the situation is becoming ur-
gent.

Reform of EPS is not only inevitable but would also bring
clear benefits, so more needs to be done to identify how to
make it happen with the fewest negative impacts and to



maximise positive ones. For example, independent and for-
ward-looking management could surely be implemented
without privatisation if desired, and other measures such
as gradual electricity price increases need to be coupled
with measures to soften the blow, including not only low-
er rates for vulnerable customers, but also incentivising in-
sulation of housing and installation of heat pumps instead
of using old-fashioned and inefficient electric heaters.

Apart from structural issues, another issue that threatens
to boomerang for EPS, and hence for Serbian consumers
and taxpayers, is the lack of transparency and public scru-
tiny of investments in major infrastructure.

‘So as far as | know, only Bosnia and Serbia... are build-
ing new power plants on coal — those are Chinese in-
vestments. And this is something — it's very difficult to
fight it, because the rules are completely different than
for everybody else, those rules don’t apply. I think it’s
terribly wrong.’

‘The key source of pollution in Serbia is corruption and
lack of accountability and transparency... It is increasing
day by day and month by month — more and more infor-
mation is not available. And also | would link it with the
lack of constructive dialogue on policy solutions and
faking public participation [in decision-making].’

Serbia has been repeatedly criticised by the European Com-
mission for repeatedly fast-tracking a slew of major deci-
sions on laws and investments, thus diminishing their trans-
parency and parliamentary scrutiny,*® and this is certainly
true in the energy sector.

Investments at the Kostolac coal power plant represent a
particularly vivid example. On 22 July 2010, EPS, its subsid-
iary TE-KO Kostolac, and the China Machinery Engineering
Corporation (CMEC) agreed to develop the Kostolac B
Power Project, consisting of two phases — 1) installing des-
ulphurisation equipment at the existing Kostolac B plant,
and 2) building the new B3 unit.

No tender procedure took place. Instead, the Chinese and
Serbian governments signed an intergovernmental agree-
ment freeing joint projects from tender obligations®® — a
move which would not be allowed under EU law.

A USD 608 million loan contract was signed for phase 2 of
the project with China Eximbank in December 2014.5" In
early 2015 it was ratified by the Serbian parliament in an
extraordinary session announced to the public less than 24
hours in advance. The contract contains several problemat-
ic provisions, e.g. any arbitration will take place in Beijing.?

The full feasibility study for the project is not available to
the public, but a summary shows that the authors of the
calculation presumed, without any basis, that no costs for
CO, emissions would have to be paid because if and when
such a charge is introduced, the state would pay it.>® This
would not be allowed under EU rules, so the calculations
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were based on a completely false premise, yet there have
been no reactions from decision makers at all about this or
any other aspects of the project.

Moreover, the first opportunity for the public to give any
opinion about the new plant was during the environmen-
tal impact assessment (EIA) procedure, first held in 2013,
and repeated in 2017 due to a lack of transboundary as-
sessment. Given that the agreement to carry out the pro-
ject had been signed in 2010, both of these came much
too late to have any real influence on the project.5

The Kostolac B Phase 1 project to fit a desulphurisation
unit is another example of opacity.5® The retrofitting works
were finished in July 2017 according to media reports, and
an opening ceremony was held. Yet for more than three
years the equipment was not functioning, with test opera-
tions only starting in October 2020.%¢ Over USD 130 million
paid from the public purse was spent with no results what-
soever so far. This plant is a serious threat to public health
in Serbia and neighbouring countries — its 2016 emissions
were responsible for 657 premature deaths and over EUR
460 million in health costs. There is no information availa-
ble to the public about what is going on —is it a construc-
tion mistake, an operational flaw, or a mix of both?

Such issues are not limited to EPS investments, but also ap-
ply to investments in small hydropower plants. These have
been touted as Serbia’s attempt to introduce renewable en-
ergy, but have generated more controversy than power. Var-
ious investigations by organisations such as the Centre for
Investigative Reporting Serbia (CINS) have shown that some
of those benefiting from the feed-in tariff scheme are very
close to the government or involved in criminal activity.>’

Lack of transparency and scrutiny over decision-making is
part of a much wider issue of lack of accountability by de-
cision makers and lack of rule of law. Despite the alarming
extent of environmental problems in Serbia, especially air
pollution, decision makers have barely reacted, let alone
faced any consequences for their lack of action. This dearth
of accountability needs to be addressed overall, not only in
the energy sector.

‘| think [there is a] lack of accountability because...
who's even questioning if something has been done?
I've never seen anything other than what comes from
the civil sector. I've never seen anything really being as-
sessed...’

‘It's the rule of law, independence of courts and access
to legal remedies [that are missing] when... state actors
or private actors are breaching the law. Serbia is a cap-
tured state and the Serbian judicial system and legal
system is not functional at all. When you are in a situa-
tion where any actor in the energy field is faced with
difficulties and needs to protect its rights, it is not pos-
sible to... achieve in Serbia, so | think that if there was
an independent judiciary in Serbia, we would solve the
energy transition problem very soon.’
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OUTDATED VIEW OF THE ENERGY SYSTEM
AND LACK OF UNDERSTANDING OF THE
SPEED OF CHANGE

"You have a turbine in our thermal power plants and you
have generators... and the inertia connected to that ro-
tating, it’'s huge. The same with mindset. So, it’s not
easy. We cannot expect that we can change the whole
paradigm very fast... If you have 100 knowledgeable,
sophisticated and in engineering terms, very good guys
in the field, I think just 10 to 15 per cent are well educat-
ed, open-minded and ready to start with these topics.’

Serbia’s energy planning seems to display a lack of under-
standing of the pace of change taking place across Europe
and beyond — or at least a lack of understanding of the im-
pacts of these processes on Serbia. While the decision to
build Kostolac B3 was taken more than a decade ago, the
decision to resurrect the Kolubara B project was taken on-
ly in 2018.58 Nevertheless, the recent cancellation of the
latter in May 2021 provides hope that a change of direc-
tion is underway.

‘Serbia is imagining to remain a powerhouse and also to
export electricity... New investments... for the two or
three new power plants and new mines — when | say
mines it is equipment, diversion of rivers, opening of
mines — show that Serbia’s capacities for production
and consumption of coal will increase.’

‘I mean, the energy strategy... this is an outdated docu-
ment that was outdated at the moment when it was en-
acted. So, you can imagine how outdated it is today. It's
just wrong.”

'...[C]hanging of the political way of thinking, changing
of priorities — it is something which is not going to hap-
pen in Serbia soon. Serbia at this moment is in the pro-
cess of development of a new spatial plan for the whole
country. And according to the spatial plan, three big
[coal] thermal power plants are planned to be built.”

‘Europe has been thinking... to introduce a so-called
carbon border adjustment mechanism. Which is going
to be very, very unpleasant for the factories in this re-
gion. And even for the export of electricity. That’s why
we have to speed up our energy transition process.’

Given how outdated Serbia’s 2016 Energy Development
Strategy is, we expect that under the new minister, Serbia
will undertake a new round of planning, including the Na-
tional Energy and Climate Plan. Therefore, it is difficult to
say whether a shift is taking place in Serbia’s recognition of
the need for change, though it is now certainly moving for-
ward with some long-delayed moves such as changes in
the Law on Energy and the introduction of more mar-
ket-based renewables incentives.

A general trend in Serbia’s energy policy has been a lack of
willingness to move away from the model that the country

is familiar with — a predominantly centralised model based
on large facilities.

‘Every government wants to provide security of supply
for consumers. There’s nothing bad to say about that.
But there are many ways in which you can do that. So,
what | think is the shortcoming is that no alternatives
have been analysed on how to secure this security of
supply. This is number one.’

Even when the need for a change from coal is accepted,
the alternatives mentioned usually involve staying as close
to the current model as possible, e.g. by increasing hydro-
power and replacing coal with gas or biomass, rather than
trying to decentralise electricity generation® and maximise
efficiency through building retrofits and cutting distribu-
tion losses.

‘We have around one per cent of renewables, mainly bi-
omass, in district heating. But gas dominates... And
there are signals that the government is strongly commit-
ted to spreading the gas network, particularly in Bel-
grade and other big cities. So, there is no serious think-
ing on how to strengthen renewables in district heating.’

"... Serbia, since the adoption of the first action plan for
renewables, decided to invest significant administrative
resources and efforts into small hydro projects, which
are completely unsustainable in several ways, not only
due to the adverse impact on the environment and bio-
diversity, but also due to the lack of the outcome of that
intervention. At this moment, the percentage of small
hydro in final energy is very low... It did not contribute
to sustainable utilisation of energy.’

‘And again..., the government invests in those areas
which are... highlly] costly for the state, because now we
will switch to strengthening the biogas sector for electric-
ity production, which is well known that it costs so much
and does not contribute to production of electricity on
the level that could be gained through wind or solar.’

More innovative solutions such as low-temperature district
heating and heat pumps are almost never mentioned. De-
spite the high share of households in energy consumption,
remarkably little attention has been paid to their potential,
either in the field of renewable energy or energy efficien-
cy, reflecting a very centralised view of the energy sector.

‘[The National Renewable Energy Action Plan had] very
low ambition. And without any concrete plans or meas-
ures for the residential sector. This means the constant
neglect of... introducing prosumers and smart grid and
using geothermal energy and other possibilities for the
residential sector, which is almost completely excluded
from the ambitions. ..

And the Law on Efficient Use of Energy, which was
adopted in 2013, was [only] enforced by bylaws three
years later. The goal [for energy savings on local com-
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munities” level] is one percent per year compared to the
baseline year..., which | think is a very low ambition.
And it doesn’t tackle serious and organised efforts of
the state to support energy efficiency in the residential
sector.’

This seems to be a vicious circle, as the lack of interest in re-
newable energy and energy efficiency also led to it being
seriously under-resourced at the government level.

‘[W]e don‘t have enough capacity in the ministry, and |
also mean that in terms of manpower, because there
are really very few of them. So, you know, frankly
speaking, sometimes we are criticising and we expect
them to [do more] — they are like two persons in the re-
newables department and the efficiency, energy, all to-
gether.’

The Minister for Mining and Energy’s statements men-
tioned above do at least show a concern for energy effi-
ciency, which is crucial, but dedicating sufficient resources
and implementation in reality remains to be seen.

INCOMPLETE TRANSPOSITION AND
IMPLEMENTATION OF EU RULES AFFECTING
THE ENERGY SECTOR

Serbia’s participation in the Energy Community Treaty, as
well as its EU accession ambition, means it has to apply uni-
fied EU rules guiding the energy sector. In practice this
means that certain policy options are becoming uneconom-
ic — particularly building new coal plants and even operat-
ing existing ones. The more they have to pay for the plants’
external costs, by installing pollution control equipment
and paying for CO, emissions, the less the plants pay off.

Some EU rules that impact the energy sector are trans-
posed into Serbia’s legislation, such as the Third Energy
Package in the electricity and gas sectors; some are partly
transposed or mis-transposed; and some are not yet trans-
posed, such as climate-related legislation and the Industri-
al Emissions Directive.

An example of mis-transposition is the fact that it is possi-
ble to obtain a construction permit for new facilities before
the environmental impact assessment process has been
completed, in breach of the EU EIA Directive. For example,
a construction permit was issued for the chimney of the
Kostolac B3 coal plant more than a year before the plant’s
EIA process was completed. A construction permit was al-
so issued for the Belgrade incinerator more than a month
before the EIA was approved, thus making a mockery of
the public consultation process.

The European Commission has been asking Serbia to improve
its EIA legislation for several years,%® and in 2018 a draft of a
new law was made available to civil society groups.5' Yet, like
many other laws and strategies, it has been delayed, and has
still not been adopted as of February 2021.
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In April 2021 Serbian National Assembly adopted new Laws
on Energy Efficiency and Renewable Energy, and amend-
ments to the Laws on Energy and Mining.6? The Law on Re-
newable Energy brings Serbia’s legislation more in line with
that of the EU on issues like renewable energy incentives, but
also contains some worrying provisions that appear to make
it easier to carry out projects without tender procedures.

The new Minister for Environment, Irena Vujovi¢, has put
forward a proposed programme on nature protection for
2021 to 2023, but has otherwise not been very forthcom-
ing publicly about her plans to improve Serbia’s environ-
mental legislation.

Implementation is another serious issue, closely linked to
state capture and lack of transparency, not only regarding
EPS, but also independent producers.

"Yes, we have significant problems, particularly in en-
forcement of EU and Energy Community rules. It is ob-
vious when it comes to the Large Combustion Plant Di-
rective, when it comes to the Directive on ambient air
quality and also when it comes to State aid — the Serbi-
an coal sector is still significantly supported through il-
legal State aid.’

Possibly the most blatant ongoing implementation failure
relates to the Large Combustion Plants Directive, which en-
tered into force at the beginning of 2018. In 2019, sulphur
dioxide (SO,) emissions from EPS’ coal plants breached Ser-
bia’s national ceiling by 5.6 times.%3

On the plant level, the biggest emitter was Kostolac B,
whose SO, emissions alone breached the whole national
2019 ceiling by 1.45 times, at a soaring 79,113 tonnes, fol-
lowed closely by Nikola Tesla B1 and B2, which emitted
78,837 tonnes.t

Another issue is that permitting procedures for EPS facilities
have become almost impossible to comprehend. For exam-
ple in the failed desulphurisation project at Kostolac B, con-
struction was already underway in June 2015, before the
EIA procedure for the installation was finished. The public
debate on the EIA took place on 18 August 2015 and the
construction permit was issued on 31 August, in record
time after the public EIA debate, but with the construction
half-finished already.

Later, another application for a construction permit for the
desulphurisation unit was submitted in November 2018% —
more than a year after the facility was declared finished.
The permit had still not been issued by the time this infor-
mation was published in May 2019, but had been rejected
twice, for unknown reasons. It is also unclear what hap-
pened to the original permit from 2015.

To add to the mystery, in December 2019, the Serbian Min-
istry of Environmental Protection opened a public consulta-
tion on a new EIA for the desulphurisation unit, despite it
having been built for two and a half years already.
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In April 2021 both the Ministers for Environment and Energy
claimed that Kostolac B is now complying with the emission
limit values for sulphur dioxide, but as the desulphurisation is
only in its testing phase, this statement seems premature.5’

A much smaller, but also blatant, example is the Zvonce
small hydropower plant on the Rakitska River. In 2019 the
Babusnica local construction inspectorate stopped works
on the plant and the national level environmental inspec-
torate ordered the removal of about 350 metres of pipeline
from the riverbed. The investor did not comply, the works
on the plant continued, and in 2020 the investor even re-
ceived a usage permit. In August 2020, the Rakita villagers,
with the help of activists from across Serbia, decided to try
to remove the pipes on their own %8

Apart from egregious environmental violations, State aid is
another area where implementation is lacking.s® Although
the structural independence of the Serbian State aid au-
thority was improved by legal changes at the end of 2019,
current State aid measures are unlikely to be in compliance
with EU State aid rules, notably those paid out to the Re-
savica mines annually.

‘| believe there are very few people who actually know
the economics of producing energy from coal in Serbia
because this is kept secret. We know now — there was a
study — so we know there are very heavy subsidies into
the sector. They're like direct fiscal subsidies coming di-
rectly from the budget, which is, of course, not comply-
ing with the EU State aid rules.’

Worryingly, for both environmental and State aid breaches,
the authorities do not seem to feel sufficient pressure to
explain to the public what is going on, let alone to rectify
the breaches. This reflects the lack of consequences for
countries flouting Energy Community rules — a region-wide
issue, as well as the dysfunctional justice system within Ser-
bia mentioned above.

‘I mean, the consequences [of breaching the Energy
Community rules] are really not hurting at all. They are
toothless, you know... We've never seen the pressure
from the EU. I've actually never seen that. Maybe peo-
ple from the Ministry would say, oh, we are pressured
every day, but there’s no reaction to that pressure,
which tells me the pressure is not strong enough or...
the points of pressure are wrong or something...’

LACK OF POLITICAL COURAGE TO CLOSE
COAL MINES AND TACKLE JUST TRANSITION

Concerns about job losses from mine closures certainly
represent a barrier to Serbia’s energy transition. Yet a de-
crease in coal sector employment is anyway needed, as we
have seen above, and some progress has reportedly been
made with reducing the workforce in EPS.7° Yet any moves
made are done as quietly as possible, with the authorities
apparently afraid of the public’s reaction. They are clearly
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aimed at stabilising EPS and not yet linked with any public
recognition that the coal sector will need to wind down in
the next couple of decades.

‘Every government is kind of afraid of the working force
— the miners in particular — like in every country, this is
totally normal. So, they have to tackle that really care-
fully... But they do have pressure from the people em-
ployed in the coal sector, because there are so many of
them. So, this is obviously something where the govern-
ment needs to be very courageous, you know, and they
have to find money for the transitions as well, if you ask
me, they have to pay them something. And for some of
them, you also have to find alternative jobs.’

Instead of clearly recognising the issues, drawing up a plan
in a participatory manner and explaining the importance of
a just transition to the wider public, as well as how nega-
tive impacts will be mitigated, Serbia’s authorities appear
to be largely in denial.

‘What | don't understand is why we have not done an-
ything in the last ten years to... to manage this employ-
ment thing, you know? Because maybe a large number
of employees don’t even work, they're just on the pay-
roll... Maybe they want to just have that severance pay
and go somewhere, maybe they don’t want to work on
an open pit mine, but you can offer them some other
job, do some prequalification or something. So, these
are tasks nobody can do overnight. But we lost a lot of
time because we were so ignorant and in denial of
what’s going to happen.’

As recently as May 2020, a few weeks before the most re-
cent election, President Vucic visited Kolubara and claimed
that EUR 500 million would be invested in the mine in the
coming years, that the mine would supply coal for the next
sixty years and that there would be no layoffs or pay cuts.”
With irresponsible and unrealistic messages such as these,
it will be extremely hard to make progress in developing a
realistic plan for a just transition for the coal mining regions.

‘Guys working in the open pit mines, their lobby, it's
pretty strong. Pretty strong and very influential... So, of
course, | very much appreciate and | know these quys, |
know their mindset... But... it's not good for any socie-
ty if you leave such a sophisticated topic to be decided
based on the coal guys’ lobby. But you have to take in-
to account their standpoints and energy transition must
be fair. You have to open chances for those guys.’

‘I think that the trade unions in the coal sector are not
aware about the energy transition issue and they are
not organised in a way to advocate for an energy tran-
sition, which will be socially just and sustainable for coal
workers... They are not asking the simple question: you
see, people, something’s happened in the world
around, what’s going to be with us? What'’s going to
happen with us in the next decade or two? Nobody
asked the question. So nobody answered that problem.’




In reality, crunch time is already here for the Resavica
mines. They employ around 4,000 people and produce
500,000 to 600,000 tonnes of coal per year, of which
more than half supplies the Nikola Tesla A and B and Mora-
va coal plants. The rest is sold to industry, heating plants,
households and schools. But despite annual subsidies of
around EUR 40 million, the company operates with an an-
nual loss of about EUR 15 million.”?

So far the government has been afraid to tackle this issue,
but with the launch of the EU’s Platform Initiative in Sup-
port of Coal Regions in Transition in the Western Balkans
and Ukraine, it is high time to admit that the Resavica
mines need to be closed and that this needs to be planned
in a just and participatory manner. The EPS mines will op-
erate for longer, but planning for their closure also needs
to start immediately.

PERCEPTION OF LACK OF BENEFITS FOR
SERBIA FROM ENERGY TRANSITION

One of our respondents drew attention to an additional
challenge related to energy transition — that it may turn out
to be something that benefits Western companies, rather
than benefiting Serbia.

‘In practice, [this means] no jobs in Serbia for new tech-
nologies, nothing from Serbia for new technologies,
just payment to German, French and American compa-
nies.’

Indeed such a sentiment is often heard in the region, par-
ticularly in relation to wind power, because the leading
manufacturers and operators tend to be from abroad.
While it is true that countries like Germany and Spain have
made use of the renewable energy boom to develop their
industries, and that it is mainly large international compa-
nies that have the resources to spend years developing pro-
jects, wind farms are not the only element of a sustainable
energy transition.”

Serbia is also currently embroiled in controversy regarding
a planned lithium mine and processing plants near the
town of Loznica. Global mining giant Rio Tinto plans to ex-
tract the mineral jadarite, named after the Jadar River Val-
ley in Serbia. Jadarite contains lithium and boron, both rel-
atively rare and industrially important elements. Lithium is
used for batteries, while boron is used in alloys, ceramic
and glass.” As the price of battery storage drops and up-
take of electric vehicles and intermittent renewable energy
increases, lithium is massively gaining in importance as a
key component for lithium-ion batteries.”

Serbia therefore finds itself caught between an opportu-
nity to cash in on its natural resources and the threat that
other natural resources, including water and agricultural
land, will be ruined in the process. Local people are fight-
ing the plans, fearful that they will suffer the same fate as
other communities where Rio Tinto has operated.”® This
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issue has the potential to further reinforce the idea that
Serbia does not benefit from energy transition, especially
if the government does not acknowledge the concerns
raised.

It is up to the government, with the help of experts, to find
ways to make the energy transition work for Serbia. Meas-
ures such as building retrofits, rooftop solar projects and
digitalisation and smart grids have the potential to create
significant employment, and there is no inherent reason
why Serbia cannot make use of these and other opportu-
nities.

This issue is in many ways a vicious circle. If the government
does not truly believe in energy transition and does not put
real effort into planning it, it is less likely to bring benefits
for the country. Energy transition needs to be well thought
through; the government needs to find the right models to
bring benefits for Serbia through extensive public consulta-
tion, and needs to take ownership of the process. Without
this, it will certainly be a piecemeal effort and the benefits
will not be widely shared.

GEOPOLITICAL ISSUES

Serbia has long tried to maintain a balancing act between
being an EU accession country and maintaining strong re-
lations with Russia and China. This is strongly linked to Rus-
sia and China’s support for Serbia with regard to Kosovo,
so as one of our respondents pointed out, it is as much a
matter of domestic policy as foreign policy.

‘Foreign policy in Serbia is quided by some... internal
goals... [The] head of our government is not turned to-
wards our foreign partners, but toward the people in
Serbia who will positively or negatively react to some
steps and intervention on the foreign policy level.’

Both Russia and China have clear commercial interests in
Serbia’s energy sector, but Russia’s are more clearly linked
1o a specific sector — gas. In the energy sector, China has so
far mostly been associated with coal power plants, but it is
equally able to offer other technologies as well, also being
a world leader in solar and wind power. Thus, regionally
speaking, China seems to be an enabler of new coal pow-
er plants rather than a strong driver, but Serbia’s depend-
ence on it for political support over Kosovo means it is par-
ticularly susceptible to accepting whatever China suggests,
as evidenced by the unfavourable terms for the Kostolac B3
deal mentioned above.

‘This balancing between EU as a major policy goal and
strengthening investment, particularly Chinese invest-
ment in Serbia, which are completely out of the free
competition framework, is influenced by the foreign
policy and the efforts of the Serbian government to
keep good relations with China and Russia and to bal-
ance, to play this balance game between EU and those
two powers.’
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LACK OF POLITICAL WILL TO COOPERATE
WITHIN THE REGION AND TO OPEN MARKETS

Although the countries of the former Yugoslavia are rela-
tively well interconnected physically, market opening is go-
ing slowly. Our respondents felt that the region’s govern-
ments are able to cooperate on some issues, particularly
specific infrastructure projects, but that regional integra-
tion is seen as a threat to EPS' position, and something to
be delayed as long as possible.

‘| see the regional governments and Serbian govern-
ment as competitors, who will be the biggest power-
house. So, they cooperate only if theyre jointly develop-
ing some projects like hydropower plants on the Drina
River or something like that.”

‘I think there is political will..., I just don't think it’s real-
ly a priority, if you know what | mean... | think it is like
a free ride for a while. So, let’s just try to postpone as
long as we can.’

‘We are small and isolated markets, and | think the
situation is more or less similar in all countries, but it
is specific in Serbia because the... public electricity
company dominates in the electricity sector, and they
are not ready to lose this monopoly position by
strengthening the regional market... So this is a big
issue — not among the first two or three reasons for
halting the energy transition, but it is important, defi-
nitely.’

TECHNICAL DIFFICULTIES

Our respondents agreed that the main issues with the en-
ergy transition in Serbia are not technical, but rather polit-
ical and legal. While technical changes will clearly be need-
ed, for example to introduce more storage capacity, these
are not considered to be a serious barrier.

‘Wind... and solar power plants, they don’t have con-
stant output. That means variability is present... but
there are a number of technologies which can help to
solve that: batteries, storage technology..., demand re-
sponse..., geography. You have wind in the North Sea
and wind in the Mediterranean... at different times...
And also a combination of sun and wind is good. Wind
is in most cases dominant during the night, sun of
course is dominant around noon. And... demand re-
sponse — [tlhat means today’s smart grid technology,
smart infrastructure, enable us to control consump-
tion.”

‘[A] very good, if not the best, part of the industry is ac-
tually the grid. | think we inherited a superb system and
we have people and they are really very up-to-date
with participating in all the programmes and projects
on the EU level of the TSOs [transmission system oper-
ators].’

WHAT IS NEEDED TO OVERCOME

THE BARRIERS TO A SUSTAINABLE
ENERGY TRANSITION IN SERBIA?
WHICH ACTORS CAN PLAY A ROLE IN
MOVING FORWARD THE SUSTAINABLE
ENERGY TRANSITION IN THE COUNTRY?

The four overall directions which need to be covered are
outlined below, together with different steps necessary to
achieve them and an outline of which actors could play a
particular role. However, there are also a number of hori-
zontal needs which need to be pursued in order to build
the necessary governance structure for better deci-
sion-making on energy issues, which are also outlined be-
low. All these need to be pursued simultaneously, as even
with the ongoing governance deficiencies, some steps for-
ward can and are being made.

HORIZONTAL NEEDS

— Transparency, accountability and the rule of law is
clearly a recurrent issue in the energy sector in Serbia,
as well as in other sectors. Tackling this issue would
clearly require a much longer analysis, but it needs to
be taken into account at every step by the European
Union and other international actors assisting Serbia to
plan an energy transition, including by ensuring that
only ‘no regrets’ investments are supported.

— Institutional planning and management capacity needs
to be improved, with greater cooperation between
sectors in order to develop up-to-date, holistic and re-
alistic strategies.

‘If we can manage to have that: to come to the level
when decisions are taken on the basis of really looking
into very realistic outcomes for each option, I think this is
already a very big step because we know the numbers,
we've run them so many times, you know, we just need
the presentation of those numbers and storytelling.’

‘And a very important conclusion here is that today’s
approach to the energy sector must be holistic. You
have to look into electricity, into the cooling and heat-
ing sector, transport sector, storage technologies, you
have to look in all kinds and you have to use the syner-
gy between sectors. I'm 100 per cent sure that only
such an approach can give a benefit to all.’

— Much stronger enforcement is needed of EU legisla-
tion already adopted under the Energy Community
Treaty, including on State aid and environment. The
Energy Community Secretariat is active on this but
needs more tools at its disposal, e.g. ex ante notifica-
tion and investigation powers on State aid cases, and
more support from the European Commission.

— Donor support such as Instrument for Pre-accession As-
sistance (IPA) funds are very much needed for energy
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transition, but must be clearly and transparently condi-
tioned on legal compliance and making real progress.

— More efforts need to go into identifying ways to carry
out an energy transition that Serbia can clearly benefit
from, together with the academic and commercial
sector, and in promoting these ideas to the public.

‘Smart grid applications and development of software
applications with mobile technologies today, the whole
digitalisation, all of those things open the way for fun-
damental changes in working habits, in working places,
and if approached in the best way, the whole story can
benefit small societies like Serbia. Of course, Germany
will try to get 95 per cent of that pie, but | think the
chances to take part of those benefits are not small.
And for me, for... students, for people here to stay
here, to work here. Very good opportunities.’

— Increased public dialogue on the energy transition is
needed, to increase public understanding of, support
for, and participation in the energy transition process.
Ideally this should be led by the government, but un-
less it steps up its support for and leadership on the
energy transition, civil society and experts will have to
continue playing an outsized role.

‘Ordinary people should be capable of understanding
that postponing the energy transition influences their
quality of life. It influences their health. It influences the
quality of the environment they are living in. It influenc-
es their economic positions. So knowledge barriers
should be removed so ordinary people could under-
stand that they... could economically benefit from ener-
gy transition. People don‘t know and don’t understand
why it is important.’

‘There is kind of prejudice about renewables, so | think
we are actually now paying for bad PR that we inherit-
ed and some beliefs there. And how do we fight
against that if people don’t know and they have misbe-
liefs? You have to bring them a lot of information, best
cases, experiences from other countries that we can re-
late to. So not really that much in Germany, it’s not go-
ing to work — but Poland and other Western Balkan
countries, Bulgaria, Romania, Croatia — that’s easier to
relate to.’

MAIN DIRECTIONS FOR ENERGY TRANSITION

1. Update Serbia’s energy policies to prevent lock-in
of unsustainable technologies, mainly new coal
and gas power plants, and ensure legal compli-
ance / timely closure of existing coal plants.

Serbia has quite a backlog of energy policymaking to catch
up on, including finalising its climate change strategy, final-
ising its national spatial plan and speeding up its NECP de-
velopment process. All of these need to exclude any new
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coal or gas power and/or heat plants as these would be-
come stranded assets well before the end of their lifetime.

In the meantime, the government and EPS need to review
whether it would be more economic to continue or stop
with Kostolac B3’s construction. A decarbonisation time-
line is needed, as well as a coal phase-out date, to provide
a framework for new investment decisions in the energy
sector.

‘I think we need a brave political decision... We need to
open the process of development of the National Ener-
gy and Climate Plan as a new framework for building a
new energy strategy until 2030 and 2050."

‘Without a focus on existing [coal power plants], the
whole of these processes, unfortunately, will lead to a
long, long, long term production of coal in Serbia.’

"... The National Energy and Climate Plan, in my opin-
ion, must be progressive. What does it mean? More and
more renewables, the exact timing for phase out of
thermal power plants — in 2028, A1, A2, A3 and A4 in
Nikola Tesla plant should be out, and things like that —
but we have to put it all in writing and later on to real-
ise in practice. At the moment, I’'m optimistic. Let us see
in one year, we will know much more.’

Experts need to help decision makers and utilities under-
stand how decarbonisation can work and why it is to their
advantage to do it sooner than later, and civil society needs
to continue making the case for a coal phase-out publicly,
and to convey both the need for it and why it is ultimately
something positive. One of our respondents remarked that
a shift in opinion is already visible to some extent.

‘| think the whole atmosphere has changed a little bit.
Not completely. But it has changed. Not only in engi-
neering circles, but also in the whole society. And, you
know, pollution in Belgrade, that is one of the drivers.’

Much more work is clearly needed to push the government
to tackle legal breaches in the energy sector. The Energy
Community is expected to continue pushing Serbia in this
direction as well. Such work can be complemented by in-
vestigative journalists trying to understand in more depth
what is going on in cases like Kostolac B's failed desulphur-
isation, as well as by the EU sending strong messages re-
garding legal compliance.

Donors, particularly the EU, need to use the leverage of
their funding to maximum effect. There is a lot of sensitiv-
ity around being seen to impose conditions around donor
funding; however, it is a matter of credibility. If the EU pro-
vides funds for the development of a strategy, it only makes
sense if that strategy is in line with EU policy. Two of our re-
spondents mentioned that the EU-funded climate strategy
does not examine any scenarios leading to carbon neutral-
ity by 2050, which makes little sense. Also, if the EU pro-
vides funds for just transition, it only makes sense if the
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country is not building new coal power plants and has
committed to closing existing ones.

‘[We need] democratic dialogue, transparency, more
data, and also clear and non-double-edged messages
from the European Union’

Ramp up reforms of EPS and develop a participa-
tory plan to rapidly close the Resavica mines and
secure a socially just transition of the affected re-
gions. Utilise the opportunities offered by the
Platform Initiative in Support of Coal Regions in
Transition in the Western Balkans and Ukraine.

The government needs to carry out reforms in EPS and clo-
sure of the Resavica mines in consultation with the affect-
ed people, but also to show leadership and publicly stand
behind the moves being made. Instead of hiding what it is
doing, it needs to come up with a plan it believes in and
put it into action. While international donors do play a role
in both assisting and pressing Serbia to carry out reforms,
the results will only be convincing if there is much greater
buy-in among the Serbian public.

‘[W]e have a new minister now of energy. So this can be
good. | really sincerely hope that she sees this as an op-
portunity, what’s happening with the Green Agenda.
And they can really take it from there and totally shake
the whole system. I've heard she’s changing some di-
rectors in the utilities that were protected like ... endan-
gered species. This is unheard of. So, I really hope she’s
going to have strength and the vision to complete the
change, that this can be a major shift in policy: her com-
ing, plus the Green Agenda, it kind of coincides at the
same moment. So, | think it’s going to be a perfect
storm for us who are actually concerned about climate
change and renewables and emissions.’

Civil society and the media need to track the progress of
such initiatives, and push for adequate public participation
in decision-making. For coal region transition, the initia-
tives ultimately need to be led by local people and local au-
thorities and to be developed bottom-up, not top-down,
so local authorities and people in the communities need to
seize the opportunity to ensure their voices are heard.

Seize Serbia’s energy savings potential and ena-
ble the deployment of sustainably-sited solar and
wind projects, with a particular emphasis on pro-
sumers and energy efficiency. Specific efforts
need to be made in the heating and transport
sectors, which are currently receiving much less
attention than the power sector.

Reforming EPS and increasing its interest in wind and solar
is crucial but is going to take time. In the meantime, other
routes need to be found. Three directions look potentially
promising:
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The quickest potential for energy transition to speed up
may be on the small-scale level, via households and small
and medium-sized enterprises via prosumer models.

Large scale wind and especially solar projects are
needed to show that these sources can make a serious
contribution to the energy mix.

Local governments can take the lead, particularly on
energy efficiency, heating and transport, especially im-
portant given the high contribution of the residential
sector to energy consumption in Serbia.

Generation of electricity by individual households, cooper-
atives or small businesses can be done in a number of
ways, with varying levels of ability to feed electricity into
the grid and to be rewarded for it. Even though legislation
on prosumers is still under development, there is still po-
tential to move forward with such systems.

‘The electricity costs in Serbia are very low for households,
but pretty high for the commercial sector. So, | think that
the small scale and middle commercial sector could be a
champion of small and middle scale renewables.’

‘[Citizen energy] can contribute a lot to the total energy
mix and to the whole atmosphere in the energy sector.
And it’s important. Some companies... approached
asking me, can we reduce our bills with panels on our
roofs? Yes, they can. That is also good for Serbia... [T]
hey can forget about permission from the distribution
company, distribution system operator. They can on
their own decide to produce and to consume electricity
within their premises. So, it’s not so complicated. And
this at the moment, you know, technology and solar
technology, they are not expensive.’

Serbia’s new Law on Renewable Energy?” should bring
greater levels of certainty for investors in renewable energy
as to what support to expect. The law covers both larger
projects and for the first time also sets up a legal frame-
work for prosumers. But in order to make more progress,
certainly more capacity in the Ministry of Mining and Ener-
gy needs to be dedicated to renewable energy and espe-
cially energy efficiency.

‘Renewables need to happen — they are happening, but
this can be 10 times more than what we have today...
It’s not only about feed-in tariffs — this is where people
are wrong — if the government has a green policy, this
is more a secure environment for investors to come and
invest... We still have one of the highest costs of capi-
tal. Money costs a lot in Serbia because we are a risky
country. So, they need to be very clear.’

‘The other [need] is the removal of administrative and
bureaucratic barriers for the spread of the solar and wind
renewable energy market... Those investors which are
interested in investing in renewables, they can find the
money. They don’t have to ask the state for the money.’




‘[We are now in the] second investment cycle, we have
emerqging projects. We still need the government to...
increase the cap [on wind and solar projects that can be
connected to the grid] without basically giving incen-
tives. If they want to have something quick, they can
say, “Okay, in the next two years we can connect 500
megawatts, but we are not going to give you any incen-
tive”. That can also be an option.’

Apart from the issue of allowing more renewables to be
connected to the grid, one respondent drew our attention
to a current prohibition on building solar farms on state
land, which makes it virtually impossible to build larger
plants due to fragmentation of private land ownership.
This means potential investors have to negotiate with tens
of households, with a high likelihood that at least some of
them will not consent.

‘For solar, until they resolve these bylaws about agricul-
tural land and state ownership, it's unlikely they will
have large projects. Maybe there will be a random one
or two, where people get to resolve this riddle — puzzle
with the 50 or hundreds of different owners to con-
nect... This just looks terribly complicated. But solar
should be easy and should be quick. For solar, it's the
shortest time to market. So, if you want to really have
results very soon, they should favour solar by all means.’

While this analysis did not aim to examine legal barriers,
but rather the underlying reasons for such barriers, this one
seems major enough to warrant mentioning specifically.

Local authorities could play a particularly active role in the
heating and public transport sectors, as they have a great-
er role in this field than in electricity, and improvements
can both save energy and decrease air pollution.

Given the high share of households in energy consump-
tion, energy efficiency and renewable heating needs to be
given a high priority. Local authorities can and must incen-
tivise deep renovation of buildings for energy efficiency, as
well as increasing the use of solar hot water and heat
pumps. The district heating sector in particular is undergo-
ing interesting developments, with low-temperature heat-
ing networks and heat pumps offering a wider range of
heat sources than previously available.

Several Serbian cities are working together with the EBRD
to develop renewable district heating systems and increase
energy efficiency, including Novi Sad, Sabac, Pan¢evo and
Valjevo.”® In 2019, the Sabac district heating company
signed a loan contract with the EBRD to improve energy ef-
ficiency in residential buildings.” While we do not have in-
depth information about this project, on the face of it this
looks like a very promising development. If the project is a
success, it needs to be replicated much more widely.

Improvement of and electrification of public transport
should also be prioritised by local authorities, as well as
measures for non-motorised transport, i.e. walking and cy-
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cling. It is crucial to ensure that transport measures are tar-
geted where they will benefit the greatest number of peo-
ple, particularly those with lower income.

‘So these... measures which are right now on the table
to give EUR 2 500 for the buying of a new electric car
are actually just supporting the richest part of the pop-
ulation because who has EUR 30 000 to buy one car
and to get EUR 2 500 for support? So, it's more symbol-
ic and it’s not really striving toward electrification.’

Donors have in recent years become more and more inter-
ested in the potential for sustainable cities, so initiatives
such as the EBRD’s Green Cities®® may offer support, as
long as the city authorities approach planning with an
open mind and willingness to include the public in deci-
sion-making. Unfortunately this has not always been the
case so far, and the Bank needs to consider how much it is
willing to let the ‘Green Cities' be stretched and to priori-
tise work with truly dedicated cities.

Avoid being distracted by unsustainable energy
sources such as hydropower in sensitive areas,
fossil gas, biofuels, waste incineration, large-
scale use of forest biomass, or unproven/unavail-
able technologies such as renewable hydrogen.

Avoiding unsustainable or unproven solutions is a crucial
component of energy transition. As we saw above, so far
when discussing alternatives to coal, Serbia’s decision mak-
ers have tended to choose energy sources which most
closely resemble those being replaced — gas, biomass or
waste to replace coal; biofuels to replace petrol or diesel; or
hydrogen or renewable gas to replace fossil gas.

Hydropower, as one of the traditional electricity sources in
the region, remains popular among decision makers. Given
the widespread public rejection of small hydropower, the
new Minister for Energy is now promoting the idea of
building medium-large hydropower, including the contro-
versial upper Drina projects planned together with Repub-
lika Srpska,® which would dangerously fragment the cur-
rently largest habitat of the endangered Danube Salmon.
While views differ on whether further hydropower devel-
opment should be pursued in Serbia at all, projects in such
sensitive areas certainly need to be avoided.

The question of which solutions are suitable for a particu-
lar situation is often complicated by various lobby groups
promoting their own product as the solution. Civil society
organisations and other experts play an important role in
explaining the pros and cons to decision makers and the
public and advocating for suitable solutions. Even where a
specific technology may in principle be acceptable, civil so-
ciety groups need to be involved in monitoring the approv-
al process to ensure legal compliance.

Such work can be complemented by investigative journalists
trying to understand what is going on behind the scenes in
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the decision-making, as well as by the Energy Community
Secretariat and EU sending strong messages regarding legal
compliance.

The EU also needs to be a lot clearer in the messages it is
sending regarding gas. While it has clearly taken up the
message that a coal phase-out is needed, its support for
gas infrastructure via the selection of the 2020 Projects of
Energy Community Interest (PECIs) list, in the Economic
and Investment Plan for the Western Balkans, and in vari-
ous speeches, is sending the wrong message about gas’
compatibility with decarbonisation. The same goes for do-
nors like the EBRD, who have openly advocated to expand
the use of gas in the region, despite the fact this would en-
tail significant investments in the opposite direction of de-
carbonisation.82

‘| would say that the strengthening of gas connection
and improvement of utilisation of gas, it’s a kind of false
solution, if not balanced by strengthening the renewa-
bles market, because Serbia strengthened its ties with
Russia and dependence on imported gas.’

The same goes for technologies such as renewable hydro-
gen and renewable gas, which are not yet widely available
and are only ever likely to be sufficient to contribute to de-
carbonisation of the harder to abate sectors. To be respon-
sible, the international community needs to take a precau-
tionary approach and avoid promoting unproven technolo-
gies or those with high environmental risks, and encourage
the region’s authorities to pay more attention to energy ef-
ficiency and low-risk technologies.
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For a fuller account of this case, see loana Ciuta, Pippa Gallop, Davor
Pehchevski, Comply or Close, 2020 Update, CEE Bankwatch Network,
June 2020; https://bankwatch.org/wp-content/uploads/2020/06/
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Legislation to enable prosumers is being developed as of February
2021 but the outcome is as yet unclear.
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In 2020 the European Commission’s Enlargement Report drew atten-
tion to this specific issue: ‘The non-compliance of environment im-
pact assessment (EIA) legislation with other laws, especially with the
law on planning and construction according to which the impact as-
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needs to be urgently addressed.” European Commission, Commis-
sion Staff Working Document, Serbia 2020 Report Accompanying
theCommunication from the Commission to the European Parlia-
ment, the Council, the European Economic and Social Committee
and the Committee of the Regions 2020 Communication on EU En-
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loads/2021/02/Qyu-Tolgoi-Mine-A-Raw-Deal-ICT-metal-mining-
case-study.pdf.
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com/serbia-adopts-four-laws-on-energy-mining/.
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carbonizing district heating and cooling systems, improving energy
efficiency in buildings, Balkan Green Energy News, 11 March 2020;
https://balkangreenenergynews.com/ebrd-supports-western-bal-
kans-in-decarbonizing-district-heating-and-cooling-systems-improv-
ing-energy-efficiency-in-buildings/.

EBRD, Sabac Buildings Energy Efficiency Project Summary Document,
9 April 2019; https://www.ebrd.com/work-with-us/projects/psd/sa-
bac-buildings-energy-efficiency.html.

See https://www.ebrdgreencities.com/ for more details.

N1, Mihajlovi¢: Ocekuje nas godina velikih promena u energetskom i
rudarskom sektoru, N1, 3 January 2021; https://rs.nlinfo.com/biznis/
mihajlovic-ocekuje-nas-godina-velikih-promena-u-energetskom-i-ru-
darskom-sektoru/.

Jakov Milatovi¢ and Damin Chung, Kicking the coal habit in the

Western Balkans, EBRD, 3 December 2018; https://www.ebrd.com/
news/2018/kicking-the-coal-habit-in-the-western-balkans.html.
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ANNEX | — SELECTED TOPICS FOR FURTHER INVESTIGATION
BY JOURNALISTS, NGOS AND INDEPENDENT EXPERTS

As part of the interviews we asked our respondents if there
are outstanding topics that they consider would benefit
from being examined by investigative journalists. We re-
ceived a broad range of answers, including some that we
consider more suitable for follow-up by NGOs and some
which would certainly need input from energy experts and/
or economists. Some of our respondents particularly under-
lined that it is important to increase journalists’ level of
knowledge about the energy sector in order to increase the
quality of reporting and to make sure the issues raised are
really on the mark.

Below is a selection of the topics by country, based on re-
spondents’ input and our own experience.

ALBANIA

— The current status of concession contracts and energy
permits in the hydropower sector — which ones have
been cancelled and which not.

— The process of how concessions for specific projects
were awarded — e.g. issues with tenders and auctions,
unsolicited proposals in the energy sector. In particular,
concessions awarded just prior to elections need ex-
amining.’

BOSNIA AND HERZEGOVINA

— Economic problems and corruption in the coal mining
sector — why exactly is the sector in such a poor state?

— Over-employment in the coal mining sector — demystify-
ing the image of the coal miner that is going under-
ground for the sake of the electricity supply and showing
who is really employed for what — e.g. in the administra-
tion, driving trucks, etc. and investigating how restruc-
turing is going compared to what has been promised.

— Profitability, or lack thereof, of coal-fired thermal pow-
er plants.

— Why is it so difficult to become a prosumer? What are
the obstacles, what has to be removed, what it costs
and so on?

— Planned waste incinerators — who are the companies
involved, what is planned exactly, what other solutions
would be possible instead?

— Biomass heating in practice — benefit or false solution?

— Performance of international donor-financed projects.
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— Relationships between politicians and energy oli-
garchs.

— The problems of energy poverty and solutions.

— State aid for bankrupt state-owned enterprises and
other unsustainable energy.

— How are government plans for mega-projects select-
ed?

— Showcasing of best practices.

— Political crisis as an opportunity for change in the ener-
gy sector. Two parliamentary elections are taking place
in three months (April-July) and the ruling party lost
the April election.

CROATIA

— Companies which receive feed-in tariffs, whether they
fulfilled the legal conditions to obtain them and
whether they are operating in line with their permit-
ting conditions.

— Croatia’s new renewables incentive scheme and how it
is being implemented.

— Who is really behind Croatia’s interests in importing
LNG?

— The Prvo plinarsko drustvo (First Gas Society of Croatia
(PPD)) imports Russian gas to Croatia and has seen
enormous growth in recent years.2 What are the rea-
sons for its sudden success?

KOSOVO

— Renewable energy incentives, who is receiving them,
how, and whether they are complying with their per-
mit conditions. Some research has been done on solar
and hydropower and this should continue and be ex-
panded.

— Electricity consumption in the north of Kosovo.

— The Energy Efficiency Fund, how its funds are spent
and whether they bring real improvements.

— Pros and cons of new technologies such as hydrogen,
battery storage, etc.



— Public opinion about climate change — do they priori-
tise tackling climate change and pollution reduction?
Are they willing to pay more for these issues to be ad-
dressed? Do they notice the impact of a changing cli-
mate in their daily lives?

— Demystifying renewables — do they really cost more
when health and climate costs are taken into consider-
ation?

— How is KEK, the Kosovo Electricity Corporation, man-
aged, how does it select contractors and how does the

Ministry of Economy and Environment oversee it?

— How has the Energy Regulatory Commission granted
licences? Has it always followed the rules?

— How has the Ministry of Economy and Environment

granted licences for energy projects? Has it always fol-
lowed the rules?

MONTENEGRO

— Corruption in the fossil fuel industry and renewable en-
ergy projects.?

— Optimism bias in energy project planning.

NORTH MACEDONIA
— What is behind the country’s increased interest in gas?

— What is the current role of former Deputy Prime Minis-
ter Kocho Angjushev and how many contracts or other
benefits from the government have his companies re-
ceived in recent years?

ROMANIA
— People’s expectations and stories from the coal regions.

— Politics in the coal regions — what are politicians prom-
ising, how are people voting, and what is being ful-
filled or not?

— @Gas boilers — costs and benefits of the policy to install
them in every household, and whether this has been
properly planned.

— Lack of competition on the balancing market where for
years two actors have dominated, leading to high prices.

— Pros and cons and realistic prospects for new storage
technologies.

— Prospects for prosumers and how barriers can be over-
come.
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— Subcontracts from EPS such as for rerouting the river at
Kolubara for the opening of a new mining area, trans-
porting coal from Kostolac to Kolubara, producing
concrete.

— Permitting processes in EPS, e.g. for the Kostolac B
desulphurisation — what is going on? Why were con-
struction permits requested after construction had
been complete? Why is the desulphurisation not work-
ing? How much has the whole process cost?

— Over-employment in EPS. How many people are doing
what? How many people are employed on a tempo-
rary basis and why?

— Non-transparent agreements and deals with Chinese
investors.

— The relations between investors in the wind sector and
the state.

ENDNOTES

1 For more information, see Artan Rama, Albania: Concerns over In-
creased Number of HPP Concessions, Exit.al, 26 September 2019;
https://exit.al/en/2019/09/26/albania-concerns-over-increased-num-
ber-of-hpp-concessions/

2 Marko Repecki, Rusi preko HDZ-ovog financijera preuzimaju trziste
plina u Hrvatskoj, Index.hr, 6 June 2018; https://www.index.hr/vijesti/
clanak/rusi-preko-hdzovog-financijera-preuzimaju-trziste-plina-u-hr-
vatskoj/2002252.aspx.

3 Significant work has been done in this field already, particularly by
MANS, but there is certainly more to be found; http://www.mans.
co.me/.
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ANNEX Il - LIST OF INTERVIEWEES

Country Affiliation Interviewee
Albania Eco-Albania Olsi Nika

Albania Expert on energy security Elton Qendro

Albania Pedagogue and energy lawyer, Tirana Business University (TBU)  Atty. Lorenc Gordani, PhD
Albania EDEN Center Lira Hakani

Bosnia and Herzegovina

Center for Environment (CZZS)

Majda Ibrakovi¢

Bosnia and Herzegovina

Center for Ecology and Energy (Tuzla)

Denis Ziko

Bosnia and Herzegovina

Faculty of Electrical Engineering at the University of Tuzla

Mirza Kusljugic¢

Bosnia and Herzegovina

ReSET - Center for the sustainable energy transition

Damir Miljevi¢

Bulgaria Za Zemiata Todor Todorov
Bulgaria Free Energy Market Association Victor Minchev
Bulgaria Sofena Energy Agency Zdravko Georgiev
Bulgaria Green Policy Institute Petko Kovachev
Croatia Zelena akcija (Friends of the Earth Croatia) Luka Tomac
Croatia Zelena Energetska Zadruga Zoran Kordi¢
Croatia IEECP Ivana Rogulj
Croatia Greenpeace Hrvatska Zoran Tomi¢, Petra Andri¢
Kosovo Balkan Green Foundation Rinora Gojani
Kosovo Akuo Energy Arbnor Kastrati
Kosovo Kosovo Parliament Mimoza Kusari Lila
Kosovo Renewable energy consultant Agim Mazreku
Montenegro Green Home Andrija Krivokapic
Montenegro Project manager, Eco-Team Diana Milev Cavor
Montenegro Lead Consultant for Green Climate Fund Readiness and Dordije Vulikic
Preparatory Support for Montenegro
Montenegro Independent energy policy consultant Danilo Barjaktarovi®

North Macedonia

Faculty of Mechanical Engineering

Risto Filkoski

North Macedonia

ESM — Power Plants of North Macedonia

Ivan Trpevski

North Macedonia

Macedonian Solar Association

Stefan Trajkov

North Macedonia

Macedonian Academy of Sciences

Aleksandar Dedinec

North Macedonia

Center for Climate Change

Bojana Stanoevska Pecurovska

Romania Energy Policy Group Andrei Covatariu
Romania Energy Policy Group Radu Dudau
Romania Greenpeace Romania Marian Mandru, Alin Tanase
Romania 2Celsius Roxana Bucata
Serbia CEKOR Zvezdan Kalmar, Natasa Bereg
Serbia CWP Renewables Maja Turkovic
Serbia Electrotechnical Faculty at the University of Belgrade, Nikola Rajakovic
Department of power systems
Serbia Renewables and Environmental Regulatory Institute (RERI) Mirko Popovi¢
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ANNEX Ill - METHODOLOGY AND INTERVIEW QUESTIONS

This study combined two methods: desk research and expert
interviews. Desk research was the primary method for data
collection and was chosen due to the wealth of existing infor-
mation about the topic already collected by Bankwatch and
others. However, because there are gaps in the current
knowledge, as well as areas where the level of information
could be deepened, desk research was supplemented by in-
terviews with experts. Experts are the individuals in the coun-
tries included in this study who either work as parts of the po-
litical or economic structures in that country or are closely fol-
lowing developments in those structures. This includes politi-
cal commentators, CSO members, independent experts and
industry representatives, among others. They are best placed
to provide relevant context, additional information, and in-
depth explanations, as well as well-informed opinions on the
topic.

INTERVIEW SAMPLING

The target population for the interviews was those who are
‘experts’ on political economy issues in the nine different
countries (including national authorities, think tanks, CSOs,
energy companies). At least 4 interviews per case study site
were conducted, for a total of 37 interviews.

Participants were identified via Bankwatch's existing net-
works in the countries. A long list of interviewees was draft-
ed and contacted for interviews, and a subset of this long list
was interviewed based on positive responses to requests sent
by email.

DATA COLLECTION AND ANALYSIS

Desk research collected documents from existing reports by
think tanks and CSOs (international and local), news articles
and investigative journalism, reports previously written by
Bankwatch and its partners, international/EU/national gov-
ernment statistics and documents, etc. that explain the vari-
ous political economy factors that impact the energy transi-
tion.

Open-ended interviews were conducted based on a
semi-structured protocol. It included a standard set of ques-
tions about the expert’s involvement in the energy transition,
goals for the energy transition, assessment of the successes
and failures of the energy transition thus far, and opinion on
what must be done to secure the energy transition in a time-
ly fashion. Interviewers asked follow-up questions to explore
topics in more depth, to clarify statements made, or to delve
into topics not covered by the interview protocol that the re-
spondent deemed relevant.

The interviews were conducted in English (with one exception
where the local language of the respondent was used) and
primarily over video conferencing technology, due to health

and safety concerns related to COVID-19. A small number of
interviews were conducted in a written format. Interviews
were recorded, fully transcribed using transcription software,
and translated where necessary.

Partial interview transcriptions were analysed through a line
coding process. Text was coded in blocks and particular
quotes identified for inclusion in the report.

ETHICAL CONSIDERATIONS

The privacy and anonymity of interview respondents was en-
sured throughout the process.

The research background and aims, including the funding or-
ganisation, were discussed with participants before their in-
terviews. We also asked for their verbal or written consent for
the use of their name or other identifying features in the final
product, as well as for permission to record the interviews,
and did our utmost to ensure participants remain unidentifia-
ble in the final product when anonymity was requested. We
ensured that names were not included in interview record-
ings, transcripts, or notes and used a numerical identification
system to maintain anonymity in electronic files.

All quotes were checked with the participants prior to publi-
cation and every participant was given an opportunity to peer
review the study.

INTERVIEW PROTOCOL
Overall study questions (provided in advance to interviewees):

— What are the causes for inaction and mis-steps made by
decision makers, private interests, and other structures in
supporting an energy transition in southeast Europe?

— What would need to happen for a sustainable energy
transition to take place at a more rapid pace?

Questions:

1. Using 2-3 sentences, how would you evaluate your coun-
try’s current progress on energy transition?

2. To what extent is the country already locked-in to fossil
fuel or other unsustainable energy due to recent invest-
ments or contractual obligations?

3. What are the strengths and weaknesses of the country’s
current energy strategy with respect to energy transition?
a. Are its demand projections realistic? Why or why
not?
b. How do you assess its level of ambition with regard
to energy efficiency and renewables?
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c. Is it committed to carbon neutrality by 2050, or is it
considering it?

d. How do you evaluate your country’s plans for transi-
tion in the heating/cooling sector?

e. How do you evaluate your country’s plans for transi-
tion in the transport sector, if any exist?

f. Are false solutions being promoted?
i. How has this affected the discourse around ener-

gy transition?

. I 'am going to list several common causes for inaction

and mis-steps by policymakers regarding the energy

transition. Describe to what extent each cause plays a

role in delaying the transition in your country.

a. Outdated concept of the energy system, lack of
knowledge by decision makers and disbelief that re-
newables can significantly contribute?

b. Lack of enforcement of EU pollution control and
State aid rules?

c. Lack of transparency, corruption, state capture by
state-owned utilities, and lack of accountability of
decision makers?

d. Pressure from coal mining unions and a lack of cour-
age to tackle a just transition?

e. Lack of political will to cooperate and realise region-
al synergies?

f. Other political problems (e.g. internal instability)?

g. Real technical difficulties?

h. Are there any other causes you have identified that |
did not mention?

. What are the main steps needed to overcome the prob-
lems you identified?

. Which actors can champion a sustainable energy tran-
sition in the country?

One of the target audiences for our research is investi-
gative journalists. What energy transition-related topics

need deeper examination by journalists?

. Do you have other suggestions for people we should
interview on this topic who may have valuable insights?
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close cooperation with the twelve FES country offices across
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challenges in the region and develops suitable regional pro-
grams and activities.

http://www.fes-southeasteurope.org

ISBN 978-9926-482-36-7



PEET

The Political Economy of Energy Transition
in Southeast Europe — Barriers and Obstacles

Many of the issues discussed are issues
of democratic development, governance,
public and parliamentary scrutiny of de-
cisions being taken, and a functional jus-
tice system, which are much wider than
the energy sector and require further
sustained efforts by all actors —domestic
and international — to improve the situa-
tion in the countries. All the countries
have committed via the GAWB to phase
out the use of fossil fuels by 2050 to
achieve carbon-neutral economies, but
clearly stated coal phase-out dates are
still missing. For plants that need to oper-
ate, pollution control equipment is a
must to diminish public health impacts.

A major difference between the EU and
non-EU countries in the region is that
carbon pricing is not yet obligatory in the
Energy Community countries. It is only a
matter of time until the EU introduces a
CBAM for countries that do not internal-
ize the external costs of GHG. Electricity
price increases are a politically sensitive
issue, because of the low household in-
comes and inefficient use of electricity
for space heating and although the per-
unit price is low, many people’s bills are
already unbearably high. Energy poverty
seems widespread across SEE, but little
information is publicly available. Deci-
sion-makers need to be held accounta-
ble for their actions. Grassroots organi-
zations, NGOs, political parties, and in-
dependent trade unions can all be plat-
forms and avenues for change here.

Prioritize energy transition. Speed up
transposition and enforcement of EU en-
ergy, State aid, and environmental legis-
lation. Take ownership of reforms of in-
cumbent utilities and open them up to
increased public scrutiny. Involve differ-
ent experts and bodies in monitoring
progress. Engage sufficient, qualified,
personnel — no matter their political dis-
position — in the relevant institutions.
Proactively open up public debate about
energy transition — not just one-off
events — and listen to a range of voices.
In all cases, a solid plan to ensure a just
transition away from fossil fuels is need-
ed and should be done in a participatory
manner and bottom-up approach with
the active involvement of local authori-
ties. Given the relatively small size of the
countries examined, moving towards a
decentralized energy system based large-
ly on variable renewables depends great-
ly on regional cooperation.

Further information on the topic can be found here:
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