INSTITUTE OF ENERGY FOR SE EUROPE

South East Europe
Energy Outlook

2021/2022

> INSTITUTE OF ENERGY
i ] FOR SOUTH-EAST EUROPE






South East Europe
Energy Outlook

2021/2022

INSTITUTE OF ENERGY
FOR SOUTH-EAST EUROPE

eeeeeeeeeeeeeeeeeee







INSTITUTE OF ENERGY FOR SE EUROPE

South East Europe
Energy Outlook

2021/2022

Lead Sponsor
HELLENIC
PETROLEUM
Sponsors

i

=

EPIAS elpedison

AE

DEPA Commercial S.A.

. i
ENERGEAN ‘omn on. C©DESFA AEAlAW

e iy | K|G
HHRM o E—LURLHA':'“'R @EC:C?GIFED}Q? ( Eﬂsqoﬂ KYRIAKIDES GEORGOPOULOS

HELLEMIC HYDROCARBON
RESOURCES MANAGEMENT




INSTITUTE OF ENERGY
FOR SOUTH-EAST EUROPE




The Institute of Energy for South East
Furope (IENE)
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emissions, nuclear, renewables, energy efficiency and energy technologies. The Institute is
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energy professionals.
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Preface

§

he present "Energy Outlook” study for South East Europe is the third of its kind
to be published by IENE in the space of a decade, signifying the Institute's strong
commitment to a comprehensive approach when it comes to examining the region'’s
diverse energy landscape. The first embryonic 'Outlook’ study was released in the summer
of 2011 and the second, far better organised with enriched content and a broader team of

contributors was published in May 2017.

Now, following almost two years of intense preparation the third edition of the "SEE Energy
Outlook”, dated 2021/2022, is out and contains a compendium of facts and a review of latest
activities backed by exhaustive data and analysis on the energy situation in the region. The
publication would have been published 12 months ago but COVID-19 related complicationsin
data collection and in the analysis phase prevented the IENE team from moving much faster.
Despitethe delay the 'Outlook'is stilltimely as several of the major energy issues discussed and
presented, such as electricity and gas market integration, electricity and gas grid expansion,
the higher penetration of renewables in the energy mix, the region's decarbonisation process,
improvement in energy efficiency and the increasingly important role of technology are still

very relevant, and hence a discussion backed by detailed data is most timely.

Because of the considerable delay experienced in producing this work with most country
profiles submitted by the summer of 2020 energy data from most countries uses 2018 as a
reference year. In several cases we have managed to include latest data covering 2019 and
2020. When it comes to electricity and gas prices and in view of major market anomalies
experiencedin the second half of 2021, we have included a whole Addendum to the Electricity

section (See Chapter 10) where all latest moves on prices are discussed.

PREFACE



The present edition of the "SEE Energy Outlook"is expanded in terms of content compared to
thelast edition, as itincludes profiles of two more countries and one extra sector (technology).
So, a total of 15 countries from the broader region are covered through dedicated Country
Profiles with several well researched topic areas also included. The inclusion of Hungary and
Israelinthe present 'Outlook’editioncompletes ourinformedenergy perspective of the region,
in the sense that Hungary over the last few years has emerged as key regional electricity hub
for SEE, while Israel which has of late become an important gas producer is already impacting

energy flows in the region.

The great bulk of the Outlook's content is original in concept and writing and is based on
contributions from 29 experts from all different countries in the region and their names and
CV's appear inthe first pages of the Outlook. Of great importance too is the work undertaken
by the Peer Reviewers whose names and brief biodatais also included. Tremendous effort was
also made by the Institute’s in-house research team who had to accommodate work on this
project with a busy schedule related to analysis work, ongoing surveys, project assessment
and the preparation of IENE's regular information feed to its members. It is going without
saying that both myself and the Institute are much indebted to them for their enthusiasm and

commitmentin undertaking and completing under duress the agreed assignments.

Funding for the preparation and publication of this voluminous work came from a group of
16 energy companies who acted as sponsors and supporters,mostly from Greece but also
from Bulgaria and Turkey. It is fair to say that without their valuable support and generosity
publication of this 'Outllook’ study would not have materialised. On behalf of IENE I sincerely
wish to thank them for entrusting the Institute and for actively supporting this project, which
in essence is a truly regional collaborative effort, culminating in what turned out to be a major

reference study.

Costis Stambolis
Editor

Athens, December 2021
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for Kazakhstan, and for the Central Asian Caspian
countries, and of their dedicated stakeholder
engagement dashboards. He is the author of a
number of publications and studies about energy &
emissions-related analyses.

l Dr. George Giannakidis

Dr. George Giannakidis worked
initially as a senior consultant and
thenastheHeadof Energy Systems
Analysis Laboratory in the Centre
j for Renewable Energy Sources and
Saving (CRES), Greece for a total
of nineteen years. Since 2016 he
is working as a freelance Energy Consultant. He has
more thantwenty years of professional experiencein
the sectors of renewable energy, energy efficiency,
energy planning, energy modelling, energy systems
analysis and energy statistics. He has worked in
Eastern European countries, in the Middle East,
Africa and the Caribbean on energy planning
issues, with a focus on the development of energy
strategy using energy system models. He is actively
involved in the Energy Technology Systems Analysis
Project (ETSAP) TCP of the IEA as the Operating
agent (2012 - 2016) and Project Head (2017-today).
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l Eugenia Gusilov

Eugenia Gusilov is the founder of
the think tank Romania Energy
Center (ROEC). She specializes in
energy economics and has worked
with NATO, the UN, the World Bank,
IFC, Energy Charter, the Romanian
Ministry of EU funds, companies,
embassies, universities and NGOs on a wide range
of policy and commercial projects. Eugenia started
out as an analyst for the Romanian Diplomatic
Institute, Romanian Ministry of Foreign Affairs, where
she covered natural gas developments in Russia,
Belarus, and Ukraine (2005-2008). She is a frequent
speaker at energy events in Romania as well abroad,
with presentations on topics as diverse as Romanian
energy policy, Black Sea gas, EU energy law, district
heating or energy transition.She holds a MA with a
concentration in International Energy Management
andPolicy from Columbia UniversityinNew York (USA,
2010) and a BA in European Studies from Bucharest
University (2005). She was a recipient of the Fulbright
award (2008). Since 2020 she is a partner of IENE and
Member of the Board of Governors.

B Fadil Ismajli

Fadil Ismajli is an economist and
currently serves as CEO of the
New Kosovo Energy Corporation
monitoring the construction
of a 500MW coal fired power
plant. He worked with USAID as

Al \ Executive Director of cross-border
transmission project CASA-1000 (1300km AC/DC
facility linking Central/South Asia). In 2013-2014, he
held the post of Minister of Economic Development
of Kosovo. During 2006-2013, he worked as the
CEO of KOSTT. In 2005, he led the unbundling of
the Kosovo Electricity Corporation (KEK). He helped
establish the Kosovo Electricity Transmission,
System and Market Operator (KOSTT J.S.C). In
2003-2005, he worked in private sector and in 2001
he was chairman of KEK. He has participated in in
several regional and EU energy bodies. He managed
numerous projects in the private sector, both on IT
and energy. He has graduated in economics from the
University of Prishtina. and attended post-graduate
studies in Economic Analyses at the University of
Zagreb, while he took numerous professional courses
in Croatia, Switzerland, Germany, USA etc. He has
published a number of papers in the broad area of
energy, economics and IT. He is an [ENE partner and
member of IENE's Board of Governors
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B Miki Korner

Miki Korner is mechanical engineer
withaB.Sc. from Tel AvivUniversity.
He holds an M.B.A. - from the TAU
& Wharton business Schools and
he has also a graduate diploma in
Regulatory Studies — NAURC, from
the University of Michigan. He is
an ex-regulator (NAURC), with diverse experience in
hi-tec and industries. Between 2004-2009 he was
Deputy Manager & Chief economist of the NGA/
Energy Ministry. Since 2010 he has established his
own a consulting firm undertaking tech-economics
&regulation assignments, supporting entrepreneurs,
upstream/midstream gas companies, IPPs’, financial
institutes, industries, and government. Miki is also
teaching at MBA degree courses in Israel and works
as an evaluator for technology companies optical
devices, Al, machine learning, Industry 4.0 etc.

i Alexandros Koutroumbousis

Alexandros  Koutroumbousis s
a Mechanical Engineer (Meng), a
graduate of the National Technical
Foas @ University of Athens (1999) and
: 5 ; holds an MSc Degree in Production
& Energy Management from the
i National Technical University of
Athens (2003). He also holds a professional practice
license from the Technical Chamber of Greece.
Since December 2001 he has been appointed to
several positions in energy companies (Public Gas
Corporation S.A., Ergaz S.A. Attika Gas Supply
Company S.A., Natural Gas Hellenic Energy Company
S.A.) with responsibilities including commercial policy
design, engineering-construction-procurement (ECP)
of natural gas installations in Industry/Commercial
customers, development and key accounts
management, energy markets regulation and policy
development/compliance, design and development
of sales channels, customer experience teams in
retail and wholesale natural gas & electricity markets.
He has published in the scientific magazine of the
Society of Automotive Engineering (SAE) in the area
of computational combustion models application
for reciprocating internal combustion engines
(2001-2002). He is a contributor to IENE's flagship
publication'South East Europe Energy Outlook'andin
IENE's annual report and member of IENE's Scientific
Committee for Natural Gas, Biomethane & Hydrogen.
He often contributes to IENE projects as a Research
Associate. Since November 2020, he has been
appointedasthe Head for Large & Medium Corporate
Customers Sales in Public Power Corporation S.A.




H Dimitris Mezartasoglou

Dimitris  Mezartasoglou is an

energy analyst with more than 7

years of working experience. He is

a graduate from the Department

of Economics in University of
i Peloponnese, while he holds
| two Master's degrees from
the University of Strathclyde on Global Energy
Management and from the University of Exeter on
Money and Banking. He has full exposure across the
energy sector, specifically for Greece and SE Europe.
His research interests include the economics of
European and SEE's energy integration and energy
policy making, including gas, renewable energy
sources and energy efficiency sectors as well as
energy poverty issues. Currently, he works as
Energy Economist in Energy Policy Department at
the Center for Renewable Energy Resources and
Saving (CRES). As part of IENE's Research Team
since 2015 he has contributed to various studies and
analyses, while he has also overseen the Institute’s
newsletters.

B Mihailo Mihailovic

Mihailo Mihailovic has over 35
years of professional and business
experience in the Power Industry
of the Republic of Serbia. He
possesses extensive knowledge
and skills in covering national

X | electricity system  dispatching,
short and long term operation planning and long
term corporate strategic planning. As an evaluator
of new energy concepts and technologies, he
was involved in the energy strategy development
and market projections, along with policy related
activities on both national and regional levels.
During his career, he was a cross—functionalleaderin
strategic planning, mapping potential and reviewing
RES output in the power industry on company,
national and regional level. He is a team leader for
harmonization and implementation of modern
energy  statistical methodologies.Contributing
editor on energy developments and trends in
Serbia and SEE countries for the European annual
publications.Mihailo has also authored or co-
authored numerous papers and presentations in
international conferences and he was a reviewer on
many national and regional policy studies regarding
energy efficiency, climate-energy changes and
regional electricity market development.Mihailo
graduated and received his M.Sc. degree in
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Power Engineering from the Faculty of Electrical
Engineering at University of Belgrade. After retiring
from his position at the Electric Power Industry (EPS)
of Serbia, he has worked as an independent energy
consultant and has been appointed as a Partner and
member of the IENE's Board of Govenors.

l Aleksandar Mijuskovi¢

Aleksandar  Mijuskovi¢, is an
electrical engineer and currently
serves as the president of the
Board of Directors of Montenegrin
TSO (CGES Podgorica). Prior to
that he worked for the Coordinated
Auction Officein SouthEastEurope
(2014-2021) and within the period from 2014 to 2019
was the Executive Director. He held the office of the
Executive Director of the Project Team Company in
charge of establishing SEE CAO from 2012 to 2014.
From 1995 to 2009 he was employed with Electric
Power Enterprise of Montenegro as an engineer
within National Dispatch Centre and from 2009 to
2012 as a director of Department for Regulatory,
Legal and International Affairs within Montenegrin
TSO. His international involvement include the
following positions of Member of: ENTSO-E Market

Committee (2009-2012), SETSO Task Force
(2003-2009), EURELECTRIC Ad-hoc  Working
Group (2004-2007), EPCG-TERNA negotiation

team on the undersea interconnection between
Montenegro and Italy and Montenegrin Delegation:
at the European Commission and at Montenegro
sub-committee meetings (Brussel 2008, Podgorica
2009) and Participant in Athens Forum since
2003 and Participant in SEE ENERGY DIALOGUE
— IENE since 2007 and partner of IENE since 2020.

H Gus Papamichalopoulos

Gus Papamichalopoulos heads
the Energy, Infrastructure and
Utilities Practice Group. His main
area of expertise is on the energy
industry and he has been involved
in the liberalization of the Greek

4 electricity market and gas market.
Due to the complexity of the issues associated with
the electricity market regulations he advises on
major regulatory issues of the electricity, natural
gas and RES market. As a business lawyer focusing
on the energy sector, key international energy
companies investing in Greece have mandated.
Gus in the early stages of their investment program
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for the implementation of important energy
projects (infrastructure projects such as oil and gas
investments, the licensing and development of gas
pipelines, the establishment of power generation
plants, wind parks, low pressure gas distribution
networks, etc). Another element of his practiceis the
public sector-privatization projects.Project finance
is a strong section of his practice, since major local
financial and credit institutions and private equity
funds are instructing the team for the financing
of energy infrastructure projects. Gus also serves
as one of the managing partners of KG Law Firm,
has acted as co-chair of SEE LEGAL Group for two
years. He is a Partner of IENE and Member of the
Board of Govenors and currently serves as Deputy
Chairman of IENE. Gus Papamichalopoulos is ranked
as a leading lawyer in the IFLR1000, Chambers &
Partners Europe and Chambers & Partners Global.

B Anna Maria Papamichalopoulou

Anna-Maria works for the Energy
and Infrastructure practice
group of lawyers at Kyriakides-
Georgopoulos  (KG) Law  Firm.
Anna-Maria graduated in law
from Democritus University of
Thrace in 2017 and was awarded
an LLM in International Business Law by Queen
Mary University of London in 2019, with an LLM
Thesis (with distinction) on Green Bonds as a new
a financing tool. Her practice focuses on corporate
and M&A law in the energy sector and other
industries. Anna-Maria also advices international
energy companies in the early stages of developing
their projects (infrastructure projects such as, olil
and gas investments, licensing and development of
power generation plants, etc.). She often provides
legal advice to corporations in the energy sector
with regard to various issues relating to their daily
operation, drafting and reviewing various types of
contracts and agreements and she is involved in due
diligence procedures for mergers and acquisitions
both at domestic and cross border level.

B Alexandros Perellis

Alexandros Perellis is a graduate
of Dpt. of Production Engineering
and Management of Democritus
University of Thrace's School
of Engineering (DUTH) (2010).
He also holds a MSc degree in
Sustainable Energy Engineering
from Technical University of Denmark (DTU) (2013).
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Currently heisananalyst at Energy Systems Analysis
Laboratory of the Center for Renewable Energy
Resources and Saving (CRES). Alexandros is a
member of Technical Chamber of Greece and has
a 5 year working experience in the energy sector,
in which he was affiliated with projects regarding
developing solar energy systems, modeling and
analysis of sustainable energy systems, electricity
market analyses and feasibility studies and system
assessment of energy technologies. He currently
works as an external Research Associate of IENE..
As part of his work at [ENE he contributed to various
studies and analyses, while he also compiled and
edited the Institute’s newsletters on regional
electricity markets and electric mobility. He worked
at IENE as Research Officer from 2017 until 2021.

B Mirsad Sabanovic

Mirsad Sabanovic is currently the
director of ASAEnergija, acompany
that is a supplier of electricity and
is engaged in the development of
larger RES generation facilities in
BiH. He is also engaged in regional
projects related to the electricity
market and market coupling projects. Mirsad
Sabanovic was Executive Director for Supply and
Trade of electricity and Member of Management
Board (2011-2015) at the biggest power utility in BiH.
During his professional career, he worked in several
positions (Manager of Market Operation department
inthe Independent System Operator of BiH, manager
of electricity wholesale department, dispatcher at
the national control center).Mirsad has more than 25
years of experience in the electric power sector. He
is the author and co-author of several professional
papers and studies on electricity markets and the
economics of electric power systems. He was a
member of SETSO TF (SEE Transmission System
Operator Task Force) and a few SETSO subgroups
and ENTSO-E Market Committee and their SEE
Regional Group. President of Study Committee C5 -
Electricity Market of BH K CIGRE and since 2020 he is
a partner and Member of the Board of Governors of
the Institute of Energy for South East Europe (IENE).

B Nickolas Sofianos

Nickolas  Sofianos, holds an
Mphil in Development Studies
from the University of Glasgow
in Scotland (2005). He is an
independent energy consultant
while he is a Partner and member

| of IENE's Board of Governors,
and chairman of IENE's RES Committee. Over the




years Mr. Sofianos has published several studies,
reports and specialized papers on energy, economy
and policy issues and contributed articles on
energy, geopolitics and related subjects. He has
authored, co-authored and edited several Studies
and Research Papers. Through his research, he
succeeded high level of expertise in collecting and
analyzing energy and macroeconomic indicators
and other statistical data. He worked initially as
research coordinator and then as a Senior Research
Associate at the IENE from 2008 until 2017.  He
has served as Energy Consultant and Development
Economist expert, providing advisory services to
large institutional clients (ministries, regulatory
authorities, associations) and companies in the
energy policy, oil, gas, electricity and RES sectors,
while he participated in several working groups
with the main goal to promote climate change
policies, decarbonization processes and clean coal
technologies. As an energy expert, he specializes
in relations between governments and companies
with a focus on energy, environmental, and public
sensitive issues. Over the years Nicholas co-
operated with various public and private institutions
and organizations in the whole SE European region
(ministries, organizations, regulator authorities,
NGO's, associations, companies etc.) acting
several times as a bridge between companies and
governments in SE Europe in order to facilitate
interaction between them and market openness. He
also deals with the investment part of energy as he
participates in several photovoltaic projects but also
inthe field of biogas.

B Costis Stambolis

" Costis Stambolis is the Executive
L4 Director of IENE and currently
serves as |[ENE's elected chairman.
Costis has a background in Physics
and Architecture having studied
at the University of London, the
North East London Polytechnic
(NELP) and the Architectural Association in London
from where he holds a Graduate Diploma in
Architecture and Energy Studies (AA Dip. Grad). He
also holds a professional practice license from the
Technical Chamber of Greece (TEE), and a Masters
Degree from the Said Business School, University of
Oxford, where he studied "Strategy and Innovation”.
He has worked as a consultant and strategy
advisor on natural gas, oil markets and energy
security issues for large multinational companies,
international organizations and governments.
He has lectured widely on energy issues and has
organised several national, regionalandinternational
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conferences, seminars and workshops. He has
published several books, conference proceedings,
research papers and studies on energy policy, solar
energy. Since 2001 he supervises and edits daily
Greece's foremost energy site www.energia.gr. He
is a founding member of the Institute of Energy for
South East Europe (IENE), which he currently chairs.
He is @ member of the Energy Institute (UK), the
International Passive House Association (IPHA), The
Technical Chamber of Greece (TEE). Since 2018 he
is afullmember of the Greek government's standing
committee on Energy and Climate Change (NECP).

I Kaloyan Staykov

Kaloyan Staykov has been the
Chief Economist at the Energy
Management Institute since July
2021. Prior to that, for ten years, he
has worked as an economist at the
Institute for Market Economics in
Sofia, where he dealt with analyses
in the field of public finance, energy, business
environment, healthcare, and other. Prior to joining
the IME team, he worked as an economist at the
Center for Economic Development. He is part of a
group of experts and economists who have been
pushing for years to increase competition in the
energy sector until its full liberalization. He is the
author of a number of publications and analyses in
this direction, including: "Integration of electricity
producers with long-term contracts on the market"
and"Regulatorypolicyintheelectricity sectorin2013
- contrary to regulations and common sense."He
is @ member and deputy chairman of the Bulgarian
Macroeconomic Association. PhD candidate at the
Faculty of Economics, Sofia University "St. Kliment
Ohridski". He holds a Master's degree in Economics
and Management in Energy, Infrastructure and
Utilities from Sofia University "St. Kliment Ohridski",
and a Bachelor's degree in International Economics
and Business with a specialization in Finance from
the University of Amsterdam, the Netherlands.

B Terzidou Eirini

Terzidou Eirini joined IENE in
2021. She is a graduate from
the department of Chemical
Engineering of Aristotle University
of Thessaloniki and holds an
MSc degree in Environmental

C Technology from the University
of Manchester Institute of Science and Technology
(UMIST) and a Master of Business Administration
(MBA) from the European University of Cyprus. Eirini
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has strong background related to the environment
and energy sector. In 2013, she was hired by the
Centre for Renewable Energy Sources (CRES) to
be involved in the licensing process of renewable
energy sources (RES) projects (issuing production/
installation/operation license) for the Department
of Renewable energy sources at the Ministry of
Environment, Energy and Climate Change. She
was also responsible for providing information to
investors on the institutional, legislative, fiscal and
financing framework necessary for the licensing
procedures for investments in RES. In addition, she
has worked in the area of management systems,
especially in designing and implementing quality
and environmental management systems (ISO
9001/ISO 14001) in different kind of companies.
Eirini has also conducted sectorial studies in
the field of renewable energy sources, waste
management and recycling. She currently works
at IENE as Research Fellow in charge of ESG, Green
Bonds, energy & employment and related issues

I Costas Theofylaktos

Costas Theofylaktos is a USA
trained  Mechanical  Engineer
with an MSc from the University
of Evansville, Indiana, and has 30
years experience in the energy
\ sector. Costas's special interests

. A include energy efficiency,
cogeneration and RES. He was for many years
chairman of Hellenic Association for CHP and also
member of the executive committee of COGEN
Europe. He has served as chairman and CEO of the
Athens based Centre of Renewable Energy Sources
and Saving (CRES). He has participated as invited
speakerin several conferences and seminars, and he
has considerable experience in lecturing on energy
efficiency techniques. He has worked globally as a
senior consultant for several organisations including
the EU, World Bank, EBRD, the Energy Community
ao,. He is a Partner and Member of the Board of
Governors of IENE where he is Secretary General
of the Institute and also chairs the Energy Efficiency
Committee.
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l Dr. Halil Yurdakul Yigitgiiden

Dr. Halil  Yurdakul Yigitguden
is an independent consultant
specialising on energy economics
and he is also a non-executive
Board Member of CHS. From
2013-2017 he served as the Co-
ordinator of OSCE Economic and
Environmental Activities in Vienna. Between 2004~
2012 he advised several international companies on
investment climate and geopolitics in the region and
was Board Member of BorusanMannesman (2007-
2013), BorusanEnBW Energy (2008-2012) in Istanbul
and Senior Policy Expert of the EU MED-ENEC
project promotingsolarenergy and energy efficiency
in ten Mediterranean countries (2006-2008). From
1997-2003 he served as Undersecretary of the
Turkish Ministry of Energy and Natural Resources.
He took a leadership role in the Caspian region
energy diplomacy and in implementing energy
market reforms in Turkey. From 1995-1997 he held
the position of CEO of Fenis HoldinginIstanbul. Prior
to that he served as chairman and director general
of the State Airports and Air Traffic Authority (1992-
94); as deputy under-secretary of the Ministry of
Transport and Communications (1991-92); as vice-
president of the mining chemicals and banking
Group Etibank (1989-91) and as group manager
for Investment Promotion at the State Planning
Organization (1987-89).



Peer Reviewers

A small number of academics, senior experts and company executives between them undertook

the peer review of the report. Some of them read whole chapters and offered specific comments,

corrections and advised on new input. Others contributed valuable advice on the structuring of

individual chapters and the report as a whole. Theirideas, suggestions and critique proved of great
value and vastly contributed to the improvement of the final Outlook report. We are indeed most

gratefulto all of them. They include the following:

B Dr. Costas Balaras

Costas Balaras is a Mechanical
Engineer with a degree from the
Michigan Technological University
(B.S.M.E) and has a PhD from the
P Georgia Institute of Technology.
¢ He is the leader of the Group
Al “// | Energy Conservation in IERSD
at the National Observatory of Athens (NOA). He
has been project coordinator, scientist-in-charge
and participant in over 35 R&D and demonstration
projects financed by the European Commission,
national Ministries and organizations, and the
private sector. His teaching covers renewable
energy sources, rational use of energy, heat
transfer, thermodynamics, fluid dynamics. Research
Interests and accomplishments include: Research
and development in the areas of renewable energy
sources, energy conservation, thermal and solar
building applications, building energy audits
and building retrofitting, indoor environment,
numerical modelling of thermal energy systems and
building thermal simulations, HVAC installations,
solar cooling, solar radiation and meteorological
measurements and computer tool development.

B John Chadjivassiliadis

He is Mechanical and Electrical
Engineer of the NTUA (1960)
and expert in the development
of the renewable energy sources
and sustainable power systems.
He worked for the Public Power
Corporation (1962-1990) in the
department of power generation,
where he was director of power plants, and project
manager in large power plants. From the mid-1970s
John was in charge of the development of wind and
solar energy projects for power generation with
the successful Windpark of Kythnos, the first in
Europe (1982) and the biggest hybrid by wind and
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solar PV. Since 1990, he is a consultant engineer in
energy, especially in the renewable energy sources,
energy efficiency and sustainable development.
For many years he served as an expert in evaluating
research proposals and programs, coordinator
and technical assistant of large research projects
for RES integration into the networks within the
European Commission research programs. John has
been a scientific committee member in a number
of European and international conferences, invited
lecturer in international events and conferences
where he presented over 80 papers. He is a founding
Member of the European Wind Energy Association
(EWEA, 1982), member of national and EU missions
for international cooperation in scientific research
and technology, founding Member and Secretary
General of IENE,NationalRepresentativeinthe Mirror
Group of the European PV Technology Platform, and
Member of the Scientific Committee of the Hellenic
Association of Mechanical and Electrical Engineers.
John is the recipient of the "Prize Aeolus" Award,
for his contribution in wind energy development by
the Hellenic Wind Energy Association-member of
EWEA (2009), as well as of the "2010 PES Chapter
Outstanding Engineer" Award, for his contributionin
renewable energy research and development by the
IEEE Power & Energy Society, PES Greece Chapter.
Johnwas IENE's Chairman (2013-2019).

l Dr. Spyros Chatzivasileiadis

Spyros  Chatzivasileiadis is an
Associate  Professor at the
Technical University of Denmark
(DTU) and the Acting Group
Leader of the Energy Analytics and
Markets Group at the Center for
Electric Power and Energy at DTU.
He is a graduate in Electrical and
Computer Engineering from the National Technical
University of Athens (NTUA), Greece (2007) and he
holds a PhD from ETH Zurich, Switzerland (2014).
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B Dr. Stavri Dhima

Stavri Dhima is an independent
energy consultant based in Tirana,
Albania. Until recently he was the
Head of Primary Policies Sector
and of the Unit, Regulatory and
Managing Sector for Petroleum
Projects, Contracts and the
General Regulatory Directorate,
at the Ministry of Economy, Trade and Energy
in Albania. During 1979-1998 he worked at the
Geophysical Enterprise and at the Oil and Gas
Institute in Fieri, where he was the Director (1997-
1998). He has a degree in Physics from the University
of Tirana and a PhD in Geophysics (1997). Since
2001 he is an Associate Professor of Geophysics at
Tirana University. Dr. Dima has contributed in the
preparation of the legal and institutional framework
for the Albanian oil and gas sector. He was the head
of the inter-ministerial working group for the Law,
responsible for security of gas supply. He is member
of several professional and scientific associations.
He has participated in numerus international
conferences and meetings, where he has presented
scientific papers and analysis. Dr. Dhima has also
contributed various scientific monographs on the
Albanian petroleum and energy sector and he has
been the head of several working groups, for Energy
and particularly for the Petroleum Sector in Albania.
Stavri Dhima is a Partner of IENE and a Member of
the Board of Governors.

B Christodoulos (Christos) Dimas

Christos Dimas is a Land Surveyor
and a Civil Engineer, having
graduated from the National
Technical University of Athens
(1974). He has managed major
projects on Energy, Industry
& Infrastructure (Europe,
Saudi Arabia, Russia). He was
a senior executive and board member in various
businesses and organizations (Petrola Hellas,
Petrola International, Hellenic Petroleum, Helpe -
Thraki, Trans Balkan, Construction companies, etc.)
Christos Dimas represented the Greek Ministry
of Development in international energy issues
and participated in international conferences with
presentations on the transport of oil and gas from
Russia, Central Asia and the Caspian Sea to the
international markets. He has held a number of
executive positions including  General Director
of TBP B.V. (Burgas -Alexandroupolis Oil Pipeline)
and Chief Executive Officer of TBP B.V. — Greece
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and General Manager of Helpe-Thraki SA. He was
the President of the Hellenic-Russian Chamber of
Commerce (2011-2017).He is a Founding Member
and Partner of IENE, where he currently chairs the
Geopolitics & Energy Committee.

B Prof. Antonis Foskolos

- Antonis Foskolos is an emeritus
d professor at the  Technical
L’ : | University of Crete and an emeritus

. | Researcher at the Geological
Survey of Canada. He has worked
foranumberofyearsinthe Institute
of Sedimentary and Petroleum Geology of Canada
and has taught at the School of Mineral Resources
and Engineering at the University of Crete. He has
published extensively ininternational journals and he
has authored several special reposts for the Greek
government and the UN.

B Liana Gouta

Liana Gouta is the Director of
EnergyPolicy &International Affairs
at the HELLENIC PETROLEUM
Group of Companies (HELPE).
She holds a degree in Chemical
Engineering, MSc, with Honors.
y Shestartedher careerasaprocess
engineer in  the Thessaloniki
Industrial Complex of HELPE and she has many years
of experience in several managerial positions, such
as Energy Policy, Change Management, Operations
and Process Design, Product Development,
Environmental Management & Industrial Safety.
She has also worked as Parliamentary Advisor
to the European Parliament, on Industry, Energy
and Environment. She is a member of the Board
of Directors of the European e-Fuel Alliance, an
alternate Board member of the European Petroleum
Refiners Association and a Board member of HELPE
Kyparissiakos Gulf SA. She is also Chairwoman of
the Downstream Committee at the IENE-Institute
of Energy for South - East Europe. She is active in
associations and socially engaged in environmental
issues, entrepreneurship, leadership and women's
empowerment for many years.




B Ivanichenko

lvan is a petroleum geologist
with more than 40 years of field
experience. Among others he

fe served for a number of years
(4 (1994-2000) as head of SE Europe
and Mediterranean operations

‘\ at 'Enterprise’ (since acquired

by Shell) and has considerable experience and
knowledge of the geology of the Balkans and SE
Europe. Untilrecently he was the head of Operations
at Gazprom UK Resources, and an Executive
Director and General Manager of Spike Exploration
UK, an Upstream Oil and Gas Advisor.

B Dr. John Kampouris

Dr. John Kampouris is an Electrical
g Engineer with Ph.D from the
Technical University of Athens. He
served for a number of years as
General Director of Operations,
Infrastructure and Development

* at the Independent Electricity
Transmission Operator (IPTO) of Greece. Since May
2020 heis the CEO and Chairman of the Southeast
Electricity Network Coordinator Center (SEleNeCC)
whichis headquarteredin Thessaloniki.

H Prof. Andrey Konoplyanik

7l Dr. Andrey A. Konoplyanik is an

4 energy economist by background.
His major professional areas

include: energy economics,

energy & investment legislation,

energy financing. PhD (1978) & Dr.

of Science (1995) in international

energy economics, Professor

in International Oil & Gas Business (2012). He
is currently an Adviser to the Director General,
Gazpromexport LLC (since 2013) and Co-chair from
Russian side of Work Stream 2 "Internal Markets",
Russia-EU Gas Advisory Council (since 2011). He
is Professor at the Chair "International Oil & Gas
Business", Russian State Gubkin Oil & Gas University
(since 2008). He is also an Honorary Fellow, Center
for Energy, Petroleum and Mineral Law & Policy,
University of Dundee, Scotland, UK (since 1994);
Associate Member of the Institute of Energy for SE
Europe (IENE), Athens, Greece (since 2015) and of
the Center for Energy Law, University of Aberdeen,
Scotland, UK (since 2018). Detailed professional
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biography of Prof. Dr. A.Konoplyanik, his publications,
presentations and interviews are presented at www.
konoplyanik.ru.

B Konstantin Konstantinov

Konstantin Konstantinov is the
CEO of the Independent Bulgarian
Energy Exchange EAD (IBEX) since
its establishment in 2014. He has
a Master's degree in "Electrical
engineering” from the Technical
University of Sofia. He also holds
a Master's degree in "International
Business Relations” from the same university.
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member of the board of directors of NECO S.A.
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Director of the Center for Energy
Policy and Development (KEPA)
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the Energy and Climate Change
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Central Asia. Furthermore, he is the coordinator
of the "BSEC — Green Energy Network" focused on
RES and Energy Efficiency for scientists, market
stakeholders, and policy makers, mainly from the
countries of BSEC.

I Slavtcho Neykov

Slavtcho Neykov has more than 25
years non-interrupted experience
in the energy sector, including as
Secretary General of the Bulgarian
Ministry of Energy, Commissioner
in the State Energy Regulatory
Commission, expert at the Energy
Charter Secretariat in Brussels
and a Director of the Energy Community Secretariat
in Vienna. Prior to his involvement in the energy
sector, he has worked as a state prosecutor and a
legal advisor. In addition to a law degree from Sofia
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University, Mr. Neykov has completed two years
postgraduate studies on International Economic
Relations and Foreign Economic Activities. He
also holds a Master of Arts degree in European
Integration from the University of Limerickin Ireland.
Since the end of 2014, he is the Chairman of the
Board of Managers of the Energy Management
Institute (EMI). He is a partner of IENE and member
of the Board of Governors.

l Apostolos Petropoulos

Apostolos  Petropoulos  holds
@ Bachelor and Master degree
. in Electrical and Computer
Engineering from the National
Technical University of Athens. He
has 8 years of experience in the
energy sector participating in a
number of European and country specific projects,
with the main aim to assess policies and their
impact on energy demand. As a previous member
of the PRIMES Modelling Team, he was involved in
numerous European Commission projects related
to the transport sector and the biofuels market,
using PRIMES-TREMOVE and PRIMES-Biomass
models. He works at the World Energy Outlook of
the IEA in Paris team preparing medium and long-
term energy outlooks with particular emphasis on
end use sectors since 2017. He leads the transport
analysis with a particular focus on electro-mobility,
demandresponse and battery demand.

B Prof. lonut Purica

Professor lonut Purica is a senior
researcher at the Romanian
Academy'’s Institute for Economic
Forecasting, and Executive
Director of the Advisory Center
for Energy and Environment,
| Dr.Purica was also a counselor
of the Minister of Economy and previously the
Minister of the Environment and an expert for
the Parliament of Romania. He participated in
the elaboration of the EU accession strategy for
Romania and the energy (electricity and heat)
strategy (for the Ministry of Economy and Trade)
and enrolled on the risk analysis and transaction
structuring and project management with the World
Bank, USEA, JBIC, MARSH, ITOCHU, MVV, etc. Prof.
Purica has authored books in his field of expertise
e.g.(Imperial College Press, Academic Press, etc.)
and published articles in journals like Risk Analysis,
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IEEE Power Engineering Review, Foundations
of Control Engineering, Romanian Journal of
Economic Forecasting, etc. He took his second
PhD in economics, (the first one in Nuclear Energy
Engineering) and, he is also Professor, teaching a
course in Project Risk management to masters of
science programs.

B Nenad Stefanovi¢

Nenad Stefanovi¢ is an Electrical
Engineer and a senior expert for
electricity at the Energy Agency
of the Republic of Serbia (AERS).
Since 2016 he is the President of
the Study Commitiee of Electricity
Markets and Regulation within the
Serbian Committee of the International Council
on Large Electric Systems (CIGRE). He is a regular
contributor to international conferences and
symposiums and the author of numerous papers.
He has worked closely with IENE as a Research
Associate on a number of projects.

l Theodore Terzopoulos

Theodore Terzopoulos is
a Chemical Engineer MSc
(Politecnico di Milano), and also
a Gas Engineer CEng (Institute
of Gas Engineers, UK). He joined
the Greek gas industry in 1989
and since then he has been
continuously employed in all activities related
to the gas distribution sector (construction,
operation, maintenance of networks, billing, client's
acquisition, management) as Director, Chief
Director and General Manager. He has followed
closely the introduction of natural gas to Greece
and has contributed actively to the development
of its gas grid. He was appointed CEO in two Gas
Distribution Companies, namely EDA SA (2010-
20212) and DEDA SA (2017-2018). Today he holds
the position of Coordinating Director on Strategy
& Corporate Affairs in DEDA SA. He holds severe
professional affiliations including the Institution
of Gas Engineers (Member), the Engineering
Council (Charted Engineer), Eurogas Distribution
Committee (Member), and GEODE, The Federation
of European Distribution System Operators. Since
2020 he serves as Chairman of IENE's Natural Gas
Committee.



B Gokhan Yardim

Gokhan Yardim is a chemical
engineer and currently he manages
his own consulting firm ADG,
Anadolu Natural Gas Trade and
Consultancy Ltd. (www.adgltd.
com.tr).In 1979, he started working
as an operation engineer in the
Maltepe Town Gas Factory of the Electricity, Gas
and Autobus Authority of Ankara (EGO), where
he was awarded an OECD grant in 1982 for onsite
training on natural in British Gas Corporation in
Britain. Since 1983 he has worked as an engineer
in the General Directorate of BOTAS. (http://www.
botas.gov.tr/) where he became a chief engineer,
director, coordinator, department chief, General
Manager and Chairman of the Board in Botas from
1983 to 2001. During his employment with BOTAS,
he took part in various natural gas related projects,
starting from preliminary studies for importing
natural gas. In addition to natural gas purchases, he
was also involved in the marketing and sale of natural
gas and took part in the drafting and signing of
intergovernmentaland main contractoragreements
regarding the BTC (Baku, Tbilisi, Ceyhan) Crude
Qil Pipeline. In 2011, he was appointed as the
general manager of Angoragaz Gaz Ticaret Sirketi.
Angoragaz is a wholesale company holding a spot
LNG importlicense, and has been operating as a key
playerinthe Turkish natural gas market. It purchases
natural gas from other wholesale companies and
importers and sells it to distribution companies and
industrial companies. For the past 3 years, Gokhan
Yardim has been elected as Board Member of
PETFORM (the Petroleum Platform Association) and
since 2008, he has been an Associate of [ENE having
participated in several conferences and workshops
for the Institute.
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strategic development activities
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Executive Summary

One of the main challenges which IENE faced
when it decided to embark, once again, upon
this major regional project was the definition
of the geographical area under examination.
This became even more challenging as the
contributors of the 2011 and 2017 studies (i.e.
the first and second SEE Energy Outlook study
which IENE published) as well as the current ones
did not merely come from an interdisciplinary
scientific background but also represented
several states in the region, such as Albania,
Bulgaria, Croatia, Cyprus, Serbia and Turkey
to mention just few of them. Admittedly it is
difficult, if not risky, to define SE Europe as a
separate energy system as it is equally hard to
think of it as a unified political sub-system of
modern European geopolitics.
The finally-defined region is too diverse
politically, culturally and economically in order
to be "separated"” from other far more culturally
cohesive and politically distinct regions, such as
the Middle East and the Former Soviet Union,
geographical areas which also happen to contain
states which are major oiland gas producers and
hence energy exporters to SE Europe, and as

Map 1 The SE European Area Defined*

such present both potential energy risks but also
offer opportunities. Yet, this perennial diversity
and complexity are some of the most common
characteristics of the SEE region.

A region, which has been moving slowly, but
steadily over the last 20 years or so towards
a new path of economic prosperity, political
democratization and geostrategic stability
— if not yet — reconciliation, within a common
European and Euro-Atlantic future.

The historical and political framework of the SEE
regionisdetailedin Chapter1,alongwiththerole
that energy can play in creating and deepening
the economic synergies, which are necessary
in order to keep the region both in peace and en
route to a better and more integrated European
future. In this context, the importance of the
"Energy Community” is stressed together with
the latest policy initiatives of the EU, such as the
"Energy Union"and the new "Fit for 55" package.
West Balkans is recognized as an area of special
significance within the broader SEE region.
However, the level of market liberalization and
integration both withinthe area and betweenthe

Core countries

« Albania « Israel

« Bosnia and - Kosovo
Herzegovina  * Montenegro

« Bulgaria » North Macedonia

- Croatia » Romania

« Cyprus « Serbia

« Greece + Slovenia

» Hungary + Turkey

Peripheral countries

* Moldova
« Slovakia
« Italy - Syria

« Austria
« Egypt

* Lebanon « Ukraine

*This comprise the 15-country group being examined in this Outlook study.

Source: I[ENE

? IEA (2018), "Energy in the Western Balkans — The Path to Reform and Reconstruction”, https://iea.blob.core.windows.
net/assets/6f3556ba-55bc-4d5b-927c-2d027fd2ebfb/Balkans2008.pdf
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region defined by the EU Member States that
surround it remainsincomplete to the detriment
of the region's economic/energy rehabilitation
and the pace of its prospective inclusion into
Euro-Atlantic institutions, and notably the
European Union. This emerges as a major
challenge and simultaneous impediment for the
prospective inclusion of West Balkan states into
the European Union as thisis not merely anissue
of economic under performance. As we explain
in Chapter 1 the historical background and the
political content still matters a great deal.

Although the economies of the SEE region
appear widely divergent in terms of structure
and level of development, they share a number
of challenges, which appear to be common
to all. Among these, the global economic and
financial crisis as well as the impact of the
coronavirus pandemic have deeply affected
the region collectively and each country
individually. Chapter 2 highlights the economic
development challenges of the region and also
examines the key economic problems facing the
various countries. The present "Outlook” takes
the view that, inthe post-crisis period in terms of
economicandfinancial prosperityand COVID-19
implications, only states whose governments
possess the political determination to cease
managing the economy through outdated
state control mechanisms will eventually thrive.
This is especially relevant to the energy sector
which forms a key part of the economies of
most countries in SE Europe and which, as it
is clearly demonstrated in the present study,
is in the process of rapid transition towards
decarbonisation.

Today, energy policy formulation and decision
making in the SE European region is facing
tremendous challenges for a number of
reasons (see Chapter 3), but primarily related to
geography and security considerations, to the
existence of abundant but largely unexplored
indigenous energy resources, to the divergent
demographics, to the great inequalities present
in the economies of the various countries and
last but not least because of the demands,
made by the EU, both to member countries and
Energy Community Contracting Parties, for
decarbonisation commitments.
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In the group of 15 countries examined in the
current "Outlook”, seven are full members of
the European Union and hence bound by means
of current treaties and EU Directives to well-
defined energy and environment related policies
and specific targets, six countriesinthe Western
Balkans are Contracting Parties of the Energy
Community and have hence embarked on the
road of fully adapting their energy legislation
to the Energy Acquis, and finally Turkey and
Israel, which have already achieved significant
progress in adapting their legislation and market
operation to EU requirements, in line with their
Association Agreement with the EU.

Looking at the broad map of SE Europe, it
is useful to examine the big picture and get
acquainted with the key issues which confront
the region's energy sector (see Chapter
4). These include the glacial change of the
regional energy mix between 2000 and 2019,
as shownin Figures 1 and 2, whichin spite of the
huge rise of renewables and large contribution
of gas remains bound to high solid fuel
consumption and sizable oilimports. In addition,
there is less use of solid fuels, but the retreat is
not as big as anticipated so as to advance EU's
decarbonisation agenda. Therefore, there is a
major policy challenge, which the governments
of the countries concerned and the EC, sooner
rather than later, willhave to address.

Figure 1 Gross Inland Consumption (%) in SE
Europe, including Turkey, 2000 (Total=222.7

m Solids  m Natural gas
mOil mRenewables mMNuclear m Electricity

Sources: Eurostat, IENE
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Figure 2 Gross Inland Consumption (%) in SE
Europe, including Turkey, 2019 (Total=300.6
Mtoe)

m Solids
m Oil  wRenewables

m Natural gas

m Nuclear m Electricity

Sources: Eurostat, IENE

Chapter 5, which is the largest one of the study,
not only explains how the aforementioned key
energy issues translate into policy imperatives
at national level, but also offers a scholastically
detailed presentation of the energy system
and energy resources of each of the 15 SEE
countries. The Chapter contains "Energy
Profiles" for each country where a concise
presentation of each country's basic politicaland
economic data as well as the basic policymaking
mechanisms in the energy sector are included.
Each country's "Energy Profile" also analyzes the
basic trends of the country's energy supply and
demand. Following that, the country's energy
policy is presented on a sector-by-sector
basis starting with oil, natural gas, solid fuels,
electricity, renewables, energy efficiency and
combined heat and power. The Country Energy
Profiles also include comprehensive data on
energy imports and exports and on basic energy
infrastructure.

There is also a group of countries, which are
termed as peripheral countries, with which the
SEE region maintains close economic and trade
relations including energy.

These countries (i.e. Azerbaijan, Austria,
Moldova, Ukraine, Italy, Slovakia, Syria, Lebanon
and Egypt), presented in Chapter 6, are
important to the present "Outlook” study as
they are associated, in terms of direct energy
flows but also trade links, with the region.
Each of these countries, for different reasons
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each, is important as they influence energy
related developments and issues in the various
countries of the region.

The legal framework for the operation of the
energy markets in all countries of SE Europe
is described in detail in Chapter 7, which also
contains ample references to latest legislation
per energy source. Thisis an exhaustive Chapter
in the sense that the energy legal background
is presented in the same detail for all countries
(Bosnia and Herzegovina, Hungary, Israel
excluded).

Apart from presenting the current energy
situation in SE Europe on a country-by-
country basis, there is an analysis per energy
source for the entire region. Chapter 8
provides a comprehensive review of the
hydrocarbon exploration and production in
SE Europe, as both have been undoubtedly
affected due to the coronavirus pandemic.

Chapter 9 covers the oil and gas sector,
including oiland gas midstream and downstream
(i.e. transportation, storage, refining and retail
market activities in the various countries) as well
as aseparate subsector with a specificreference
to gas market, focusing on latest gas market
developments and gas demand and supply
situationin SE Europe, among others.

Special reference is also made to LNG because
of its growing importance for the secure
operation of various countries' gas networks and
because of its potentially crucial role in market
development and competition. In this context,
all ongoing or planned gas interconnection
projects are examined together with the major
cross-country gas pipelines currently under
construction or in a development phase. In view
of several new projects under development in
the region, a redefinition of the Southern Gas
Corridoris presentedin this Chapter by mapping
allnew potential gas supply sources and routes.

Therefore, the concept of an Expanded South
Corridor is introduced and defined as such,
to include all major gas trunk pipelines, LNG
regasification terminals and underground gas
storage facilities, which will ensure that gas if



fed into the system with some of them being
re-directed towards the main European gas
markets.

Finally, this Expanded South Corridor, with its
multiple gas entry points andlinked underground
gas storage and LNG facilities, will provide
the necessary background for the operation
of regional gas trading hub(s). As a matter of
fact, a discussion is made on the possibility of
establishing such regional gas trading hubs
very much in line with similar gas hubs currently
operating in various European countries.

Currently, the electricity sector in SE Europe, as
analysedin Chapter 10, faces several significant
challenges that mainly derive from the ongoing
process of market transformation but also the
current economic climate, which is the basic
driver behind demand. The industry structure,
interms of ownership and regulation framework,
being under consideration for a long time, is
currently changing in many countries facilitating
market competition. The role of the state is
reconsidered and the level of privatization and
liberalization of electricity markets shapes the
business environment in each country, creating
new opportunities for market players, especially
inthe power generation and retail sector.

The presence of new market entities (both old
and newly established), like power producers,
transmission/distribution  system operators
and retail suppliers, in each country illustrates
the magnitude of changes that the gradual
introduction of competition has brought about.

In this context, the main challengesinclude:

(a) reform efforts for improving the power
market model in line with EU Directives, (b)
the continuing dominance in many countries’
electricity markets of the present incumbent,
(c) vulnerability to supply disruptions, (d) lack
of diversification of power generation sources
and (e) the observed low rate of switching
supplier, which involves only eligible consumers
who can exercise their right to switch supplier
(mainly because of inertia as well as customers'
poor awareness and mistrust of new incomers).
Factors that have led, in many cases, to a power
sector unable to be financially self-sustained,
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because of the high level of distribution losses,
poor collection practices, high rates of illegal
electricity usage and tariffs that do not reflect
the cost structure.

Eversincethe start of the process for developing
theinternal marketin electricity by the European
Community and then the EU, the energy sector
and more particularly the electricity sector has
monopolized EC's attention. It has taken more
than 25 years of persistent efforts and countless
disagreements and legal cases with incumbent
electricity
Commission to manage the transition from a

authorities for the European
state-controlled electricity sector to an open
and market-oriented system where competition
between different producers, suppliers and
distributors forms the basis of operation. In SE
Europe, this liberalization process was frought
with difficulties and numerous non-technical
obstacles, as the incumbent companies in
almost all countries solidly resisted any change
on the grounds of losing control of the market
and hence weakening of their bureaucratic hold.

The situation between EU Member States and
Turkey andlsraellooks very different with certain
countries having managed to complete what
appeared to be an anomalous transition period.
Forinstance, in the case of Turkey, the achieved
progress in the unbundling of electricity market
operation and competition in the retail area has
been exceptional and it has now entered into a
critical stage with the market opening up much
faster than anticipated.

In the case of the Western Balkans, the
intervention of the Energy Community through
the Contracting Parties has facilitated, on
several occasions, the overall transition process
to the European Acquis. Hence, some solid
steps have been made towards electricity
market competition.

Moreover, SE Europe as a whole presents a
huge potential for the exploitation of Renewable
Energy Sources (RES). Today, although RES
penetration s limited in SE Europe, the potential
for the utilization of all different forms of RES
in the region is quite considerable, as it is
clearly described in Chapter 11, which covers
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all different aspects of RES applications,
including solar thermal, solar photovoltaic,
wind, hydroelectric (both large hydro and small
hydro stations), biomass and geothermal. Some
countries, such as Greece, Turkey and Cyprus,
are very advanced by international standards in
solar water heating with millions of installations
inplace, butless soin electricity generationfrom
solar energy. Indeed photovoltaics are slowly but
steadily making their entry into local markets
with Greece, Bulgaria, Romania and Turkey in the
forefront.

Wind applications are also on the rise with
Greece, Turkey, Romania and Bulgaria showing
most activity. Hydroelectricity is a common
denominator in RES development with almost
all countries showing strong interest, especially
those that are already using hydro to cover a
substantial part of their electricity needs (i.e.
Albania, and the rest of the Western Balkan
countries, but also Greece and Turkey).

Energy efficiency and relevant application areas
in SE Europe are discussed in Chapter 12,
analyzing the energy efficiency trends of the
near past in industrial, household and transport
sectors. Cogeneration of Heat and Power
(CHP) in SE Europe, which is also analysed in
Chapter 12, can be described by its diversity.
There are countries, such as Romania, Bulgaria
and Slovenia, where CHP plays a serious role in
their energy policy during the past period under
planned economic models but also today, and
there are countries, such as Cyprus, where the
role of CHP in their energy mix is insignificant or
minimal.

One innovation of the present "SEE Energy
Outlook” study is the incorporation of
a separate Chapter concerning energy
technologies perspectives in the wider region.
Energy technology is an engineering science
whose main purpose is the efficient, safe,
environmentally friendly and economically
viable extraction, conversion, transportation,
storage and use of energy, preventing at the
same time side effects on humans, nature and
the environment. After the Second World War,
huge progress has been achieved in developing
the energy technologies used globally, while
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continuous technological progress has resulted
in  numerous improvements and higher
efficiencies as well as the introduction of new
low-carbon technologies.

The aim of Chapter 13 is to review the main
energy technologies already in use in SE Europe,
but alsoidentify others suitable for applicationin
the region. Technologies, such as more efficient
batteries for the faster deployment in electric
vehicles' as well as the introduction of hydrogen,
biomethane and CCUS are only some of them.

Furthermore,aclearerviewoftheregion'senergy
profile can be derived by forecasting energy
demandand supply over the next 20 years, within
the constraints of stated assumptions (see
Chapter 14). This in turn helps considerably the
formulation of desired policies notjust on energy
but also over a broader spectrum involving vital
economic and social issues.

The most recently available studies and the

official country submissions of strategic
documents (such as the Integrated National
Energy and Climate Plans for the EU Member
States of SE Europe) were used in order to
collect and analyse these projections. The
purpose is to present the evolution of the
national energy systems corresponding to a
"where we are heading” storyline, providing a
simple but comprehensive picture of the energy
and greenhouse gas (GHG) emissions dynamics

under the "current policy” efforts until 2040.

In order to study energy demand and supply
patterns, a scenario approach was adopted
and presented in Chapter 15, whereby certain
assumptions have been formulated concerning
basicparameters,whicharelikelytogovernfuture
energy demand and supply. These parameters
include primarily economic, demographic
and energy price information. In the present
"Outlook” study, only one such scenario was
selected for elaboration, namely the "Baseline”
scenario. Looking at the projection of the gross
inland consumption in the EU member states of
the SEE region in Figure 3, the overall tendency
shows a stabilisation and even a small reduction
in the time horizon to 2040.



The decrease of the use of coal is evident,
reaching a minimum level by 2040, while oil
products lose part of their share in the gross
inland consumption. The winners to this change
are RES and nuclear energy.

Figure 3 Gross Inland Consumption in SEE EU
Member States, 2015-2040
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Source: IENE

Similarly, the projection of gross inland
consumptionin the six Western Balkan countries
in Figure 4 presents arather different story from
that of the EU member states in the region.
Following the expected growth of GDP, gross
inland consumption is projected to increase by
almost 40% between 2015 and 2040, with the
amount of coal being held almost constant,
close to 15 Mtoe. Natural gas is the emerging
fuelwith a constant gradualincrease, connected
with the pipeline and grid expansion projects in
the East and Western Balkans region. Crude oil
and oil products will increase by 45% reaching
12 Mtoe in 2040, and renewable energy will rise
substantially (by 70%) to 8.3 Mtoe in 2040, but
still covering only 20% of the total gross inland
consumption of the group of countries.

Figure 4 Gross Inland Consumptionin the Six
Western Balkan Countries, 2015-2040

Source: [ENE
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The investment and business potential of the
region is analysed and discussed in the final
section of the study, in Chapter 15. A detailed
analysis has been undertaken in two directions
(a) country-related investments and (b) cross-
border energy project related investments.
Country investments are reported using a
standardized information format with primary
information derived directly from sources
in each country, while cross-border project
information has been compiled using both
published and company sources.

Investment prospectsin the broader SEE region
for energy related basic infrastructure and
energy projects across the board (i.e. electricity,
natural gas, RES, thermal power plants, oil and
gas exploration, energy efficiency) look positive
over the next decade. There appears to be
significant improvement in anticipated and
planned projects and related investment from
now on until 2030. Compared to projections
made in 2017 for the period 2016-2025, total
estimated energy related investment in the
region is much higher and amounts to €483.7
billion. Corresponding investments for the
original 13-country group (as they appear in the
2017 Outlook) are slated at €387 billion, which is
41.8% higher compared to the 2017 estimates.
This is a vast improvement compared to 5
years ago and clearly shows the substantially
increased interest and appetite for energy
investments in SE Europe.

Another innovation of the present "Outlook" is
the special focus on issues of Environmental,
Socialand Corporate Governance (ESG).

Agrowing number of large institutional investors
today are incorporating ESG metrics into their
capital allocation and stewardship criteria. This
shift toward sustainable finance, which has
evolved beyond socially responsible investing
to include asset management and ownership,
has profound implications for investors and
companies alike, also for the case of SE Europe.
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B Introduction

H 1.1 Background

The SEEEO is a comprehensive study, which
dealswith the current energy situationinthe SE
European region but is also concerned with its
"Outlook” from now until 2040. This study is a
follow up of similar "Outlook" studies published
by IENE in 2011 and 2017 (1)(2). The present
study covers all 14 countries of the region
plus Israel. These countries include: Albania,
Bosnia and Herzegovina, Bulgaria, Croatia,
Slovenia, Cyprus, North Macedonia, Greece,
Hungary, Kosovo, Montenegro, Romania,
Serbia, Turkey and Israel. Although strictly not
part of SE Europe, Israel, located in the East
Mediterranean, is developing increasingly
close energy ties with the broader region and
hence, itwas decided to includeitin the current
energy assessment. The study also provides
essential information on key energy projectsin
certain important peripheral countries such as
Lebanon, Ukraine, Moldova, and Italy.

The energy sector constitutes a major
economic activity for most countries in SE
Europe with a significant contribution to
infrastructure investment and market activity.
Even more important is the geopolitical
role often associated with energy issues
as they normally involve bilateral or even
trilateral cooperation. A number of major
cross-border energy projects are currently
under development in the region, including
gas pipelines, electricity interconnections,
renewable energy applications (e.g. wind
farms, photovoltaic plants, geothermal plants,
biomass units, etc.) and large-scale energy
efficiency interventions, especially in the
building sector.
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As we have already pointed out in the previous
Outlook studies, SE Europe's geopolitical
position is unique as it can be viewed as an
energy bridge between eastern supplies and
western consumers. Furthermore, the region,
especially the Black Sea area and the Eastern
Mediterranean, can become a major energy
producer with sizable export potential. In
this respect, SEE's diplomatic, strategic and
economic importance, which also arises from
extended electricity and gas interconnections,
is carefully documented and analyzed. The
study also covers latest developments in key
energy areas such as refineries, nuclear power,
renewables, energy efficiency, cogeneration
and of course electricity and gas markets.

The region of SE Europe is characterized by
distinctly different (in terms of structure and
operation) and frequently segregated, energy
"markets" in various stages of development.

In this sense, the present Outlook undertakes
areview of the energy sector, including current
and planned policies of individual countries, by
focusing on key policy challenges that need
to be addressed over the next 5-10 years. The
study further attempts to discuss these policy
challenges at a regional level and proposes
necessary initiatives both as part of the
transition process envisaged within the Energy
Community! (ie. electricity and natural gas
markets), which covers the Western Balkans
(3) but also agreed energy policy targets in
the case of EU member countries (Greece,
Cyprus, Bulgaria, Romania, Croatia, Slovenia,
Hungary) and associated ones (i.e. Turkey). In
this context, regional gas pipeline projects,
electricity interconnections, energy market
liberalization issues as well as environmental
considerations and the ensuing energy
transition are discussed at length.
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The sectorial on the
region's economies, on its key energy and
environmentalissues, suchasdecarbonization,
and on the existing legal framework on energy.
Furthermore, a detailed
undertaken on the following key sectors: oil
(upstream, midstream, downstream), natural
gas, electricity, renewables, energy efficiency
and co-generation, environmental issues,
associated technologies and investments.
A major part of the study concerns the
individual countries of the region and contains
a comprehensive energy profile of each one
of them. A number of energy maps have also
been created, along with comparative data
tables and economic analyses.

analysis focuses

examination is

Given the current state of affairs in SE Europe
and the constant flux which characterizes
most energy markets and the fact that
certain major transnational projects, such
as gas pipelines, FSRU-LNG plants and
electricity grid connections, have suffered
serious drawbacks as a reset of Covid-19
complications, with final investment decisions
being constantly postponed, and which are
impacting investment in the energy sector
as a whole, the study provides some useful
insight on background developments, at
both government and corporate level. In this
context, planned and anticipated investments
per country and per sector, together with
information on available funding mechanisms,
are presented in detail in the final chapter of
the study (Chapter 15). The size of this regional
market is not insignificant. According to the
‘Outlook’ findings, the total anticipated energy
investments by 2030 for the 15-country group
are expected to exceed €430 billion.

H 1.2 The SE European Region Defined

One of the main aims of the study is to bring
together the currently available knowledge
on energy developments in the region,
including information on energy demand and
consumption, an assessment of major energy
projects and pursued energy policies as well as
trends, estimates and projections of energy
demand, supply and investments.
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Overall, the scope of the study is to present
a critical assessment of the current status
of the energy markets at large and at the
same time provide an insight on their future
developments towards the energy transition.

In addition, the study presents the economic
and political background of SE Europe and
includes analyses on the dynamics of the
regional integration process and the impact
of EU expansion on economic development
and energy markets. Another important
part of the study deals with the energy
interconnections across SE Europe, while it
analyses the oil, gas and electricity markets
and at the same time provides in-depth
information on major energy projects in the
region (i.e. gas pipelines, electricity grids,
nuclear plants, refineries, wind farms, etc.).
The study alsoreports on major developments
in the energy market liberalization process
as well as on the environmental and energy
aspects considerations in SE Europe. Finally,
the study besides an analysis and projections
of the current and future investment potential
identifies business opportunities in the broad
energy sector of the region.

A considerable part of the analysis presented
in the current "Outlook” report is country
related and hence, the need to define carefully
and understand the geography of the region is
paramount. In order to facilitate our approach,
we consider the broader region as consisting of
four main blocks, as follows: (a) West Balkans,
(b) EU member countries - which include the
Eastern Balkans (Romania, Bulgaria, Greece,
Hungary) and the north of West Balkans
(Croatia, Slovenia), (c) Turkey and (d) the East
Mediterranean (Cyprus, Israel).

Inevitably a large part of the aforementioned
discussionfocuses onthe needtoupgrade and
further expand energy infrastructure, together
with priorities on market reforms mainly in
electricity and gas. We should nevertheless
pointoutthatthe Soviet era'seconomiclegacy
is still felt in certain countries as considerable
partof the region, comprising more than half of
its land mass, was until 30 years ago governed
by the COMECON framework.
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In this sense, the still incomplete process of
moving from a centralized type of economy to
fully open economy, with all the implications
that such a move entails for the energy sector,
still presents considerable challenges on
economic activity and government policies in
some countries in SE Europe. This becomes
most visible in the case of Western Balkans,
which as it is being pointed out by an IEA
survey?, much of the energy infrastructure was
damaged during the conflicts related to the
break-up of the Socialist Federal Republic (SFR)
of Yugoslavia in the 1990s.

Map 1.1 The 4 Country blocks

The rebuilding process has been long and
difficult and still goes on, alas, amongst
continuingdistrustwithincertaincommunities.
Consequently, in these countries energy
reforms were initiated at a later stage than
other European economies in transition. For
instance, electricity systems in some parts of
the region still remain extremely fragile and as
aresultlow system reliability and low efficiency
impede economic recovery. However, reliable
and affordable energy supply is crucial for
economic development and social welfare, not
only across Western Balkans but for the whole
SE Europeanregion.
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The present study breaks new ground since
with the inclusion of Israel it broadens its East
Mediterranean coverage which now comprises
Greece, Turkey, Cyprus and Israel. Turkey is an
OECD member country, the economy of which,
because of its size and dynamism, affects to a
large extent financial, trade and energy flows to
therest of SE Europe. The same though cannot
be said for Moldova or Ukraine which although
energy linked to SE Europe, through electricity
and gas interconnections, their economies,
far from being integrated, are lagging behind
those of other countries in the SE European
region. For this reason, these two countries
have not been considered in the present
Outlook although some basic information is
provided on themin Chapter 6 which deals with
the peripheral countries.

H 1.3 The Political Context
Historical Background

Whichever way you look at it, SE Europe is
an area which covers a huge geographical
expanse of immense cultural diversity and a
mosaic of political beliefs where history is still in
the makingin some areas. An outside observer,
who may be tempted to examine the historical
background and the relations between the
various countries and their people, will soon
realise that history is still throwing a heavy
shadow on today's world. If one was to start a
hypothetical journey transversing the region
from the very northwest in Slovenia, then
move south to Croatia and then set out to visit
the Western Balkans - Montenegro, Albania,
North Macedonia, Kosovo, Serbia, Bosnia and
Herzegovina - then move further south to
Greece and from there northeast to Bulgaria,
Romania and Moldova, he or she may soon
come across the common historical legacy of
this truly wild and intriguing region. A legacy
which is non other than the Ottoman Empire
where for many years this furthermost area of
Europe occupied.

As Mark Mazower very appropriately observes
in his acclaimed study on the Balkans (4),
successor states — Greece, Bulgaria, Serbia,
Romania and Montenegro — had emerged
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during the nineteenth century as contenders
to carve up what remained. Between 1878
and 1908, diplomatic conferences whittled
away Ottoman territory, and subjected
what remained to Great Power oversight. By
the time of the outbreak of the First Balkan
War in 1912 which ended Ottoman rule in
Europe (outside the immediate hinterland
of Constantinople) — the word 'Balkan’ had
become common currency and was used to
describe a rather backward and rich in strife
region. The name generally given to that
segment is "the Balkan Peninsula" or simply
“the Balkans". From the very start, the Balkans
was more than a geographical concept. The
term, unlike its predecessors, was loaded with
negative connotations — of violence, savagery
and primitivism — to an extent for which it is
hard to find a parallel. "Why 'savage Europe'?"
asked the journalist Harry de Windt in his 1907
book of the same name. "Because as the term
accurately describes the wild and lawless
countries between the Adriatic and Black Seas”
(5).

The region's history came to be dominated by
revolt and revenge stretching back almost a
centuryandclimaxingafter 1900intheterrorist
bombings of the VMRO, the Serbian regicide of
1903 and the widespread massacres of 1912-
1913 and the ensuing First World War, carried
out by all sides. It was no wonder that Europe
came to associate the region with violence and
bloodshed. A decade of intermittent upheaval
ended in 1922 with the decimation of the
Greek population in Asia Minor, and the forced
population exchange of nearly two million
refugees between Greece and Turkey.

If this was not enough the Second World War
destroyed the tentative stability of the inter-
war period. What re-emerged during the post-
war period was Soviet domination, which was
contested only by Tito's Yugoslavia (6) and to
a lesser extend Albania's Hoja regime after
his rapprochement with China in the early
1960s (7). As Mazower puts it, "The Balkans
disappeared from Western consciousness
during the Cold War, the Iron Curtain ran
through southeastern Europe, separating
Greece fromits Communist neighbors.
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Albania  became virtually —impenetrable.
Tito's Yugoslavia was idolized by American
policymakers and by the New Left in Europe;
the language of international non alignment
and of workers' self-management at home
fell on receptive ears abroad. Nicolae
Ceausescu's rule in Romania was known more
for its pronounced anti-Sovietism in foreign
policy than for its extreme repression of its
own population. In general, Greece became
a marginal part of 'the West', while the other
Balkan states formed the least studied part
of Communist Eastern Europe. Mass tourism
brought millions to the region's beaches and
ski slopes, and turned peasant culture into
after-dinner entertainment. The picturesque
replaced the violent, and the worst problems
most tourists anticipated were poor roads and
unfamiliar toilets" (8).

The collapse of the communist regimes and
one-party states in the whole of SE Europe
(apart from Greece and Turkey which never
came under the iron curtain) in 1989/1990
meant the reshaping of the political order and
most importantly resulted in deep changes
in the economy. It also meant the end of the
old idea of socioeconomic transformation
through the domestic policies of the individual
state. Accession to the European Union
became the single most important political
goal for all countries in the region as it meant
political stability and market liberalisation with
dismantling of tariffs and protected state
industries. But it also meant exposure to
global competition. Hence, as Mazower points
out, "the traditional Balkan nation state is no
longer challenged by the old empires; it is not
even challenged by the rivalry and hostility of
neighbours; it's main threat comes now from
the international economy” (9).

An Unstable Region

Almost 20 years after the ending of the Yugoslav
wars and 26 years after the signing of the
Dayton Accords, which ended the war in Bosnia
and Herzegovina, memories in the region are
still vivid. The wars were a series of separate but
related ethnic conflicts, wars of independence,
andinsurgenciesfoughtintheformerYugoslavia
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territory from 1991 to 2001, leading to the
breakup of the Yugoslav federation in 1992. Its
constituent republics declared independence
due to unresolved tensions between ethnic
minorities inthe new countries, which fueled the
wars in the first place.

Oftendescribed as Europe's deadliest conflicts
since World War I, the Yugoslav Wars were a
series of separate but related ethnic conflicts,
wars of independence, and insurgencies
fought in the former Yugoslavia from 1991
to 2001, leading up to and resulting from the
breakup of the Yugoslav federationin 1992. Its
constituent republics declared independence
due to unresolved tensions between ethnic
minorities in the new countries, which fueled
the wars. Most of the wars ended through
peace accords, the better known of whichis the
Dayton Accord of December 1995, involving
full international recognition of new states,
but with a massive human cost and economic
damage to the region. Initially the Yugoslav
People's Army (UJNA) sought to preserve the
unity of the whole of Yugoslavia by crushing the
secessionist governments, but it increasingly
came under the influence of the Serbian
government of Slobodan Milosevi¢, which
evoked Serbian nationalism to replace the
weakening communist system. As a result, the
JNA began to lose Slovenes, Croats, Kosovar
Albanians, Bosniaks, and Macedonians, and
effectively became a Serb army (10).

According to a 1994 United Nations report, the
Serb side did not aim to restore Yugoslavia, but
tocreatea"GreaterSerbia"frompartsofCroatia
and Bosnia. Other
have also been brought into connection with
the wars, such as "Greater Albania" (from
Kosovo, though it was abandoned following
international diplomacy) and "Greater Croatia"
(from parts of Herzegovina, until 1994 when
the Washington Agreement ended it) (11).

irredentist movements

But apart from the still fresh political and
emotional fallout from the Yugoslav wars —
most visible in the friction still present today
between Serbia, Kosovo and between ethnic
communities in Bosnia and Herzegovina - we
still have strife conditions and live conflicts
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in the broader region especially as we move
east. The current political and military
tensions between Ukraine and Russia, with
the involvement of the USA and the EU, is a
case in point and is most worrying in terms of
regional stability, while Turkey's open support
to Azerbaijan in its dispute with Armenia, over
the Nagorno-Karabakh issue, has resulted
in renewed warfare (summer 2021) adding a
further point of friction. In addition, we have
Ankara's repeated challenging of Cyprus and
Greece over seabed rights and their Economic
Exclusion Zones (EEZ) in the Aegean and the
East Mediterranean which has given rise to
renewed tensions and to which we refer to in
Chapter 4.

Current Issues

Reference to the Yugoslav Wars and their
outcome in terms of human loss and the new
political reality which came about with the
emergence of seven separate states (Slovenia,
Croatia, Bosnia and Herzegovina, Serbia,
Montenegro, North Macedonia and Kosovo)
and the open issues related to geographical
borders and EEZ, is both useful and necessary
if we are to understand the current political
milieu and the new challenges facing the
region. Although the fear of an open military
conflict between neighbouring countries
in the region still hangs on the air, it seems
that the most important challenges facing
governments across SEE are related more to
economic and energy issues, which of late, as
prices have been rising throughout 2021, have
come to dominate the economic agenda.

In this context, one has to read through the
plans and aspirations expressed by the new
states which appear to originate more from
a deep sense political insecurity which they
inherited following the breakup of rump
Yugoslavia, rather than their urge for fast and
uncompromising economic development.
Hence, the common desire to join the
European Union - already materialised in the
case of Sloveniaand Croatia - which they see as
a bastion of stability, lawfulness and economic
anchor.

CHAPTER1

Consequently, any delays or impediments in
the accession process of West Balkans give
rise to protests and friction usually addressed
to neighbours but also to EU's leadership. The
case of Serbia is most relevant in this debate
since the country appears to be the most
advanced in its negotiations as it is officially a
candidate countryandis alreadyin negotiations
with Brussels.

Lately, Serbia has taken a step towardinits goal
of joining the EU by opening talks on four policy
areas, but European officials warn Belgrade
that progress in the process still depends
on continued reforms and normalizing
relations with Kosovo. To be eligible to join the
27-country EU, applicant states must bring
their laws and regulations into line with the
bloc's standards through negotiations in 35
policy areas, or chapters, including finance,
agriculture, transport, energy,

justice policy.

social, and

The EU established a regional approach to
the Western Balkans in 1997, with political
and economic conditionality criteria for the
development of bilateral relations. On 6
February 2018, the European Commission
published its expansion plan to cover up to
six Western Balkan countries: Albania, Bosnia
& Herzegovina, Kosovo, Montenegro, North
Macedonia, and Serbia. The plan envisages
that all six applicants could achieve accession
as members of the European Union after 2025.
The most advanced of the above candidate
countries for accession to the EU is Serbia.

On December 14 2021, Serbia was allowed to
opentalks onclimate change and environment,
energy, transport policy, and trans-European
infrastructure networks - the first time the
Balkan country has opened four chapters at
once. Belgrade has now opened 22 negotiating
chapters since its membership talks began
in 2014. "Serbia is taking yet another very
important step forward joining the European
Union," EU  Enlargement  Negotiations
Commissioner Oliver Varhelyi said following
the intergovernmental conference with Serbia
in Brussels.

INTRODUCTION



GasperDovzan, statesecretaryatthe Slovenian
Foreign Ministry, whose country is (second
half of 2021) holding the presidency of the EU
Council, said that the Serbian government
"prioritized EU-related reforms and delivered
on a number of important commitments, in
particular on taxation and energy." But "further
effortsareneeded,"Dovzansaid, citingjudiciary
independence, media freedom, and the fight
against corruption and organized crime.
"Serbia's progress on the rule of law and the
normalization of relations with Kosovo remains
essential and will continue to determine the
overall pace of the negotiations," he added (12).
Kosovo declared independence from Serbia in
2008 after a 1998-99 conflict between ethnic
Albanian separatists and Serbian forces. The
war ended after a 78-day NATO air campaign
drove Serbian troops out, and a peacekeeping
force moved in. Kosovo's independence has
been recognized by more than 100 countries
including the United States and all but five
of the EU member states. But Serbia still
considers the territory a southern province and
is supportedby Russiaand China. EU-mediated
talks between Pristina and Belgrade to settle
their differences have stalled.

Next in line for opening accession talks with
the EU is North Macedonia. Despite the
hopes raised by France's support for opening
membership talks with Albania and North
Macedonia, the European Union once again
delayed matters. "The Council looks forward
to the holding of the first intergovernmental
conference [with Albaniaand North Macedonial
as soon as possible,” stated the General Affairs
Council's conclusions on December 14. The
main reason for the delay, for asecondyearina
row, was Bulgaria's block on North Macedonia's
EU path over anunresolved history andidentity
dispute. Sofia insists on Skopje accepting a de
facto Bulgarian identity that centres around
the claim that the North Macedonian identity
and language are of Bulgarian origin.

The EUhasinrecentyearstied Albaniantalks to

those of North Macedonia, so both countries
are delayed.
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North Macedonia's government narrowly
avoided collapse on November 11 2021, partly
on account of the EU membership issue. The
ruling social democrats (SDSM) avoided a
parliamentary confidence vote they would
have lost, whenamember of the ruling coalition
went into hiding. The MP, who belonged to
the ethnic Albanian party Besa, was expected
to vote against the government and join the
opposition. The opposition VMRO-DPMNE
conservatives called for the confidence vote
after seizing 42 of the country’'s 58 town halls
in nationwide local elections on October
31, 2021. Prime minister Zoran Zaev initially
said he had lost the people's confidence and
would resign, but he later postponed that
resignation indefinitely (finally he was resigned
in December 2021). North Macedonians are
disillusioned by the lack of progress towards EU
membership.

The Zaev government had assured them
that EU membership would follow a 2018
agreement that changed the country’'s name
following objections by EU member Greece
to 'Republic of Macedonia. The 2018 deal
did allow North Macedonia to enter NATO
immediately (13). The new government in Sofia
(December 2021) has signaled thatitintends to
normalize relations and lift some its objections
(14).

When it comes to the rest of the West Balkan
countries the prospect of opening accession
talks with Brussels looks increasingly remote
given a number of still unresolved problems
ranging from territorial issues, to rule of law
issues and economic and environmental
issues. Kosovo's case seems the more acute
since in order to ensure stability at the territory
and neutral rule of law enforcement, the EU is
operating in Kosovo under the umbrella of the
United Nations Interim Administration Mission
in Kosovo (UNMIK), deploying police and civilian
resources under the European Union Rule of
Law Mission (EULEX). The Stabilisation and
Association Agreement (SAA) between the EU
and Kosovo was signed on 26 February 2016
and wentinto force on 1 April 2016.
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Another difficult case when it comes to
EU accession is Bosnia and Herzegovina.
Although the country formally applied for EU
membership in February 2016, following years
of constitutional reforms and engagements
arising from the Dayton Peace Agreement,
serious unresolved problems related to the
functioning of government The
official EU position is that it remains a potential
candidate country until it can successfully
answer all of the questions on the European
Commission's questionnaire sheet as well as
"ensure the functioning of the Stabilisation and
Association Parliamentary Committee and
develop anational programme for the adoption
of the EU acquis". Many observers estimate
that Bosnia and Herzegovina is at the bottom
in terms of EU integration among the Western
Balkans states seeking EU membership.

remain.

Like the other countries in the West Balkans,
Albania'sdrivetojointhe EUremains strongand
the country has indeed managed to overcome
several obstacles in its accession path.
Successive governments in Tirana see their
country's future firmlyin the hold of the EU with
which they have a growing trade relationship.
Following recognition as “a potential candidate
country in 2000", Albania followed in the steps
of other candidate countries and has been
extensively engaged with EU institutions and
joined NATO in 2009. The full adaptation of
European Acquis in Albania’'s energy market
regulation is a cornerstone of Tirana's energy
policy while it seeks full participation in EU
energy market mechanisms such as the
Target Model and the operation of an Energy
Exchange.

On 23 June 2014, under the Greek EU
Presidency, the Council of the European Union
agreed to grant Albania candidate status,
which was endorsed by the European Council
a few days later. Albania's EU accession is
bundled with North Macedonia's EU accession.
Albania is given certain pre-conditions for
starting the accession negotiations, such
as passing reforms in the justice system, a
new electoral law, opening trials for corrupt
judges and the respect of human rights for
its Greek minority. In May 2019, European
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Commissioner Johannes Hahn reiterated this
recommendation. Eventually, on 25 March
2020, the Council of the European Union
decided to open accession negotiations,
which was endorsed by the European Council
the following day (15). Montenegro seems
to be one of the most likely candidates in
the region for EU accession in this decade.
The negotiations with Montenegro started
in 2012 and as of 2020 32 of 35 chapters had
been opened for negotiation. Thus, most of
the chapters have already been opened and
some have been provisionally closed. In March
2021, the chief negotiator for Montenegro
announced that the country aims to fulfil all
requirements by 2025. The European Council
outlined some of the main areas in need of
reform in a 2019 report. These areas are the
rule of law, corruption, public administration
reform and freedom of expression.

Turkey

EU-Turkey relations have been tense since
late 2000s, as Turkey's accession process with
the EU began to slow down and political and
economicreformsinthe countrycametoahalt.
The EU and Turkey have divergent views over
several issues, e.g. the eastern Mediterranean,
the Cyprus issue, regional conflicts, such as
Libya and Syria, and democratic standards. For
instance, Turkey criticized the EU over stalled
accession talks on December 17, 2021, saying
that the bloc's policies are "detached from
reality” and "based on ideological motives™.
The General Affairs Councilofthe EUexpressed
a few days earlier its concern over Turkey's
democracy, rule of law and fundamental rights,
adding that "Turkey's accession negotiations
effectively have come to a standstill and
no further chapters can be considered for
opening or closing”. The Turkish Foreign
Ministry said in a statement that the decisions
adopted by the EU have shown once again that
the bloc approaches enlargement within the
framework of "membership solidarity, not from
a strategic perspective”. EU relations apart,
Turkey's real goals and aspirations are aimed at
regional,if not global, level. President Erdogan’s
power play involves the projection of Turkish
power over a very large geographical area,
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stretching from North and West Africa to the
Gulf region, to Somalia, the Caspian Sea and
Pakistan. His vision is not confined to SEE and
the Mediterranean but encompasses a much
larger sphere of influence. Energy, in all its
forms, plays key role in Turkey's expansionary
plans, especially as it relies at a very high
degree on oil and gas imports. However, this
grand vision is not currently supported by a
robust economy as the Turkish lira has beenon
a constant downfall over the last two to three
years, having lost 57% of its value since the
beginning of 2021.

Apart from the EU, which is Turkey's most
important export market and main source of
investment, relations are also at a low point
with the United States, which reached an all-
time low. Turkey's dependence on capital
inflows means that a sudden change in the
risk appetite of investors can have a significant
negativeimpactonmacroeconomicindicators.

As an illustration of the problem, in 2018,
when US President Trump on Twitter
threatened Ankara with sanctions, this led to
a sharp depreciation of the lira, after which the
economy stagnated.

However, one of the most important issues (if
not a top priority) that Turkey has to deal with
is its ominous current economic situation.
The global financial crisis of 2008 hit the
country's economy hard. In the aftermath of
the financial crisis, quantitative easing by the
major central banks caused a large flow of
capital into emerging markets, which Turkey
benefited from. This led to a rapid expansion
of credit in the country, much of it channeled
to the construction and real-estate sectors.
The economy continued to grow at high rates,
but the low rate of savings - one long-standing
vulnerability - did not improve. As a result,
the economy remained dependent on capital
inflows or "hot" money from abroad, mostly in
the form of short-term capital.

This led to an escalation of private debt
denominated in the US dollar. When the
pandemic struck in 2020,
Turkey was already suffering from a record
depreciation of the lira and a depletion of
foreign-exchange reserves to counter this,
as well as from double-digit inflation for the
previous two years. The pandemic has further
deepened the country's economic difficulties.
The turmoil has caused a strong downward
spiral of the lira and inflation has fluctuated in
the double digits, standing at 20% and more.
The official unemployment rate exceeded 13%
and youth unemployment 25%in 2020*.

coronavirus

Turkish president Recep Tayyip Erdogan's
defence of recent interest rate cuts and
a declaration of an
independence” has sent the lira plunging and
left analysts wondering how much further he
is willing to let the currency fall. Erdogan, who
has sacked three central bank governors since
mid-2019 and is a life-long opponent of high
interest rates, has insisted that he will continue
on the path of low rates in a quest to stimulate
growth and investment, as a recent article by
the Financial Times highlights®.

"economic war of
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their bearings within the single market, energy
emerged as a key factor and a strong cohesive
force capable of forging together disparate
interests and in promoting economic activities
which simply could not otherwise develop. It
is in SE Europe more than anywhere else that
one realizes that economic activity cannot
advance without abundant and relatively
cheap (i.e. affordable) amounts of energy. The
repositioning or rebranding of the region (as
many neoliberalslike to callit) as SE Europeis on
the one hand contributing in taking a fresh look
in the broader geographical area, and on the
other helps define it in economic terms, where
energy has emerged as a basic consistent and
vital part in the functioning of the economies
of the various countries. In addition to its role
in economic development, energy provides
a much-needed link between the various
countries. The re-emerge of SE Europe as a
new geopolitical block has also far-reaching
implications in terms of social and economic
development, especially in view of its closer
economic and political ties to the European
Union. A major consideration, as we shall see
in the chapters which follow, when it comes
to studying and analyzing the energy issues
involved.

In this context, one should observe that the
closer the countries of the SEE area get to
the EU, either by membership or association,
the less becomes the direct influence that
traditional players in the region, such as Russia,
Germany and China (read Albania). Also,
following the Dayton Accord USA's influence
in the region has been strong, especially
in Western Balkans. We should remember
though that Russian influence is still present
in countries like Serbia, Romania, Bulgaria and
North Macedonia because of religion, cultural
ties and until very recently language.

With all of these countries relying mostly on
Russia for their gas import needs (with the
exception of Romania which is becoming
increasingly self-sufficient thanks to its own
gas reserves), the links with Moscow still remain
strong. The entry of Chinain the region, almost
15 years ago, as a major trade and technology
partner has been slow and steady.
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The crux of Chineseinfluenceislargely focused
on energy and infrastructure through the
provision of funding for new power stations and
electricity grids.,

However, concerns over China's investments
in SE Europe are not just limited to its coal
drive,
policies,
financial consequences of overexposure of SE

against EU stated decarbonization
but spring from worries of the

European economies to Chinese investments.
As the Economist noted in 2019 (16), there are
concerns about the financial consequences
of the Belt and Road Initiative (BRI). The most
extreme is that the scheme involves what is
pithily described as "debt-trap diplomacy".
In this view, China is deliberately overloading
weak countries with loans; when they buckle,
it seizes their assets and influences their
politics. Currently, in SE Europe, a number of
coal-fired power plants have attracted strong
Chinese interest as they already form part of
pursued national energy policies by anumber of
countries, as several EU enlargement countries
in the Western Balkans, such as Bosnia and
Herzegovina, Serbia and Kosovo, plan to build
new lignite-fired power plants.

These coal projects are not compliant with
the Paris Agreement's aim of limiting climate
change at least to 1.5°C but readily available
Chinese money is enabling them to proceed.
As the international financial institutions have
phased out direct coal financing, most of the
plants are slated for loans from the state-
owned China Eximbank or other Chinese public
banks. Up to 3.5 GW of coal-fired power plants
may be built in SE Europe in the current decade
with Chinese financial support, based on CEE
Bankwatch Network's estimates (17).

Beijing's ambitious plans to play key role in SE
Europe as an alternative economic influence,
besides the EU, Russia and the USA, have at
present been stalled following sharp reaction
from Brussels and Washington over the last
two years; especially as China's predatory
plans in this part of the world have come under
increased criticism and investment plans are
being carefully scrutinised.
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This change of attitude towards Beijing follows
the deeper rift and negative environment
in economic and trade relations between
Washington and Beijing which has come
about as Chinese technology firms motives
are increasingly being questioned on security
grounds by both the US government but also
by the UK and the EU. This does not necessarily
mean that Beijing's geopoliticalambitionsinthe
region have come to an abrupt end. However,
at present China's geopolitical play in SEE is
being seriously guestioned and remains to be
seen if and when Beijing will wish to reestablish
a stronger presence (18). The present study is
structured in such a way as to provide both a
penetrating glance but also an overview of the
energysceneinthe SEEuropeanarea.Bymeans
of detailed country and sectorial analysis, the
region'srich energyresources base isidentified
and the efforts to tap it are described. Also,
the present shortcomings in the structure of
the current energy mix are recognized while
forecasts are made, supported by modeling, of
anticipated energy demand and supply for the
various countries but also for the region as a
whole. In addition, SE European energy related
investment potential and outlook is identified
together with the appropriate strategies and
policies, which will enable actual investments
to be realized while aiming at a more equitable
utilization of the region's resources. Another
important policy parameter, which comes out
strongly in this study, is energy security, which
clearly has huge political implications. Indeed,
maximizing the utilization of indigenous energy
resources, both conventional and alternative
ones in parallel with strong interconnections
and optimization of energy imports could
enhance energy security and help reduce the
region's carbon footprint. Chapter 4 provides
a detailed analysis on the region's energy
security issues.

As the region traditionally has lagged behind
main European trends, only to catch up
enthusiastically years later, now it seems to
be racing ahead of time in an effort to take
advantage of a new wave of reforms in the
offing. This is most evident in the case of

energy where thanks to latest advances in
information technology (e.g the internet) and
digitalization the region is embracing fast the
tenets involved in energy transition aspiring to
cleaner forms of energy.

Although energy transition, in the case of EU
member countries, has become of late official
government policy and clearly embedded
in their national energy plans it does not yet
enjoy wide acceptance among the population
and industry which seem very uncomfortable
with rising energy prices. The situation, as we
commented earlier in the chapter, is worse
in the case of Western Balkans as official
government policy on energy by a number of
countries considerably diverges from that of
the EU. Yet, the fast forward drive towards a
future of clean energy and lesser dependence
on traditional oil and gas imports may be
challenged as a result of yet unresolved border
and governance issues going back to centuries'
old conflicts and antagonism.

l 1.4 Focus on Western Balkans
The Dual Transition of the Western Balkans

The case of Western Balkans merits special
attention since the energy sector faces a
unigue dual transition, a challenge without
any precedent in the industry: transition from
centralised state-controlled systems to open
and competitive markets, and at the same time
transition towards decarbonisation.

Participation in the Energy Community Treaty,
which aims at extending the EU internal energy
market rules and principles to countries in SE
Europe and beyond, provides a clear policy
framework but the task remains considerable.
As it is pointed out in the recent Western
Balkans Investment Framework (WBIF) Clean
Energy Factsheet®, the sector is characterized
by limited market mechanisms and private
sector's participation, insufficient and aging
infrastructure, high reliance on fossil fuels, late
adoption of renewables beyond hydropower
and residential biomass, limited energy

6 WBIF (2021), “Clean Energy", https://www.wbif.eu/storage/app/media/Library/FactSheets/Sector%20Factsheets%20

2021/WBIF%20ENE%20Factsheet%20Nov%202021.pdf
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efficiency and energy productivity, and high
rates of energy poverty despite usually high
levels of direct and hidden energy subsidies
(mostly targeted towards fossil fuels). Similar
to other transition economies, the Western
Balkans emerged from the socialist era with
low energy productivity. Significant but uneven
progress was made over the past 10 years and
the gap with transition economies among
EU Member States is moderate. However,
the highest regional achiever remains at
approximately half of the EU average of €8.27/
Kgoe. Montenegro and North Macedonia have
improved the most at twice the average EU
speed; Kosovo and Serbia have largely matched
average EU progress; Albania has somewhat
lagged behind; while Bosnia and Herzegovina
has not shown improvement over the shorter
period for which datais available, the WBIF study
’supports.

Figures 1.2 & 1.3 Comparative Energy Productivity
inthe Western Balkans (above) and Energy
Productivity Improvement over the Past Decade

(below)

COMPARATIVE ENERGY PRODUCTIVITY
WESTERN BALKANS / (EU 2017 / € GDP PER KGOE)
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Source: WBIF

Furthermore, reliance on low-grade lignite
in power generation in most countries in the

regionadverselyaffectsairquality (andacidrain),
not only in the region but also in neighbouring
countries, with reduced life expectancy and
increased health costs as consequences. The
regionis home to eight of the ten most polluting
plants in Europe and the sixteen coal plants
located in the Western Balkans perform poorly
compared to the 250 coal plants active in the
European Union according to a 2016 study®.
The same study estimated induced annual
health damages from coal plants at a minimum
of €1.2 billion for the region alone. Problems are
particularly acute in North Macedonia or Bosnia
and Herzegovina, where Skopje, Tetovo or Tuzla
usually rank among the worst cities in Europe
for air quality. B&H and North Macedonia's air
pollution can be attributed to emissions from
the industries, loosely regulated vehicles, the
burning of outdoor waste and domestic heating.

Table 1.1 Total Emissions of Main Pollutants by Coal
Power Plants in the Western Balkans and the EU

Total emission al power plants

inth NS i the EU

EU-28° 992,248 795,358
Western
Balkans** 750,893 120,012 20,188

* Only 22 EU countries hove coal power plants
** Excluding Albania where there is no coal power plont

Sources: HEAL (2017)

Map 1.3 Western Balkans Coal-Fired Power

Generation, A European Perspective

Commmitrcnt b phate cut coul generation
ol generation withomt ommtment b phate oot
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7 WBIF (2019), "Investingin Clean Energy in the Western Balkans", https://wbif.eu/storage/app/media/Library/9.Sectors/1.

Energy/EE%20Brochure%20final%20dec%202019.pdf

& HEAL(2016), "The Unpaid Health Bill - How Coal Power Plants in the Western Balkans Make us Sick", https://www.env-
health.org/IMG/pdf/heal_report_the_unpaid_health_bill_how_coal_power_plants_make_us_sick_final.pdf
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Although  current energy  consumption
per capita is approximately half than in the
European Union, economic development
should lead to an increase in consumption,
both through development of manufacturing
and through increased consumption in the
residential sector as comfort
Decarbonising the regional energy sector
thus emerge as a key challenge to reduce
emissions and improve air quality. There is a
substantial RES potential to helpinthe process.
For instance, a WBIF study on Sustainable
Hydropower in the region® identified about
50 projects in the sector (refurbishment/
upgrade/greenfield) worth further analysis. In
addition, IRENA estimates that capacities of
12.2 GW of wind and 4.4 GW of solar PV could
be cost competitive in the region today if the
cost of capital was in line with that observed in
neighbouring Croatia, Hungary, and Romania.
Current total generation capacity in the region
is 18.6 GW, including approximately half from
coal, as the WBIF (2019) study notes.

levels rise.

However, and unlike most EU countries, certain
Western Balkan countries (i.e. Serbia, Kosovo,
Bosnia Herzegovina) have not yet committed
in phasing out coal but instead plan to add
significant new coal power capacity by 2030,
in contradiction with commitments under
the Energy Community Treaty and increasing
regulatory drift from the EU. But their
governments (not without reason) insist that
only coal, an indigenous resource, can provide
energy security and guarantee affordable
electricity prices.

Action is needed in the transport sector too
where the dominance of road transport and
an ageing vehicle fleet are contribution to
both emissions and air pollution. For instance,
almost 80% of registered cars in Bosnia and
Herzegovina are over 15 years old, making the
country's car fleet one of the oldest in Europe.
Efforts however have been limited beyond
investment in Trans European Network rail
corridors and bans onimporting ageing second
hand vehicles.

The picture is brighter for energy efficiency for
which significant efforts have been deployed
over the past 10 years and spearheaded by the
Energy Community, IFls and donors (Details
are presented in Chapter 12 of the Outlook
study). However, much remains to be done
in particular in the public sector which has
been set unchallenging targets for its large
building stock orin the residential sector where
sustained efforts started only fairly recently.

If the portfolio of projects that have received
some EU support over the period is a reliable
guide, these efforts have been fruitful. As arule
of thumb, the portfolio shows that €1 millionin
clean energy investments can be expected to
generate primary energy savings in excess of
2,000 MWh and emissions savings in excess
of 1,000 tons, while sustaining employment
estimated at more than 11.75 person years.

Asthe same study highlights, "Decarbonisation
and energy efficiency are often seen as costs
but it is clear that they could become drivers
for regional growth through (i) building up on
successful energy efficiency efforts in the
region which have proven their economic
viability; (i) utilisation of a large untapped
renewable energy potential; (iii) addressing
the policy challenge and the health costs of a
large coal-fired generation sectors and (iv) the
induced effect on economies of amorereliable,
more competitive and cleaner energy supply as
well as of a healthier population”.

Energy Transition Slows in the Western
Balkans

According to the Energy Community
Secretariat's Annual Implementation Report
for 2021 (19), its contracting parties achieved
only modest progressinreforming their energy
and climate sectors over the last two years
(2020-2021). Montenegro, which still has the
best score, was the only country that reversed
its gainsin 2020, asitis late with the overhauling
of the Pljevlja coal plant.

? WBIF (2017), "Regional Strategy for Sustainable Hydropower in the Western Balkans", https://www.wbif.eu/storage/app/
media/Library/10.Projects/1.Hydropower/21%20WBEC-REG-ENE-01-Final-Report-05.12a.pdf
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The overall pace of reform within the Energy
Community was halved in the past year. The
total implementation score increased to 56%
from 53%. In the Western Balkans, only Albania
and Serbia had growth above the overall
average, both gaining five percentage points to
58% and 62%, respectively.

Figure 1.4 Overview of Implementation
Performance by Contracting Parties
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The Energy Community report shows that
regional power market integration remains
one of the biggest challenges. The gap in the
implementation of the European legislative
package on capacity allocation, balancing and
system operation remains high on the priority
list. "Without the further integration of their
power sectors, the domestic markets, which
are all of small scale, with the exception of
Ukraine, will remain sub-optimal and unable to
facilitate the transition towards a decarbonized
anddecentralized electricity sector. The region
must prepare for the large-scale deployment
of variable renewable energy sources,”
Deputy Director Dirk Buschle said (7). For now,
domestic lignite and coal-generated power
are again in high demand, Kopac¢ and Buschle
warned and asked the contracting parties to
stay focused on decarbonization.

According to the report, Serbia (which is not
market coupled), recently experienced the
highest electricity prices in Europe for several
days on its day-ahead market. Furthermore,
the report says that small, isolated markets
are more prone to price volatility. Although
the reverse is not necessarily true as recent
experience shows since as fully coupled
markets experienced very high prices in
November and December 2021 (see Map 1.4).

CHAPTER1

Map 1.4 Day-ahead Electricity Prices in Europe
(November 2021)

Source: Energy Live

The contracting parties that have coal in their
energy mix are still struggling to comply with
the emission ceilings established under their
national emission reduction plans (NERPs).
Albania doesn't have any coal mines or plants
using the fossil fuel. Nevertheless, there was
at least some progress in all major areas in
the Western Balkan contracting parties, with
the exception of gas regulations in Bosnia
and Herzegovina. With a share of 21.4% of
renewable energy sources in 2019, Serbia was
still far from its overall indicative trajectory
of 25.6% in 2019, and the target for 2020 was
27%, while reforms in the gas sector are at an
early stage.

"Government announcements of possible
interventionsintheir energy sectorinresponse
tothecrisis could furtherfuelthe energy prices.
While interventions are legitimate to the extent
they address the impact of the price hike and
protect vulnerable customers, they become
problematic when such interventions are not
proportionate in scope or in time, and when
the reforms of energy market governance,
having sometimes only recently been aligned
with the European Union's, are being calledinto
guestion,” the reportreads.

The secretariat acknowledged more support
is necessary — a Green Marshall Fund for the
Energy Community — to make sure that the
transformation is feasible and just. According
to the document, the contracting parties
have ways to go carbon pricing, "arguably the
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most effective instrument in the Green Deal's
regulatory toolbox."

As far as the electricity market is concerned,
Albania has yet to establish a spot market for
electricity, the report notes. As long as there
is no power exchange, competition is distorted
by a public service obligation. All customers
below 35 kV continue to be supplied by the
universal supplier at regulated prices without
the possibility of switching. Transmission
system operator unbundling in Bosnia and
Herzegovina is not in line with the provisions
of the Third Energy Package. Legal unbundling
of the distribution system operators in the
Republic of Srpska was completed, but not in
the Federation of Bosniaand Herzegovina. The
country almost completed implementation in
the statistics sector. On the other hand, work
inthe gas sector is stillat an early stage.
Kosovo ranks best in the infrastructure
sector, where the implementation is almost
completed, but the secretariat said market
liberalization has stalled. Montenegro's
progress in renewable energy in transport is
relatively high, at 28% and implementation
in the energy efficiency sector is almost
complete. There are lags in the areas of oll,
gas and infrastructure. However, Montenegro
still has no gas network. North Macedonia was
praised for committing to phase out coal by
2028 but the report shows it has done little in
terms of power market reform. Reforms in the
infrastructure sector are yet to begin. Serbia
upgraded its legal framework in the sectors
of climate, energy efficiency, electricity and
renewables butits track record continues to be
weighed down by its failure to unbundle all of
its transmission system operators as required
by the Third Energy Package, the Energy
Community Secretariat said.

Carbon Pricing

According to former Energy Community
Director Janez Kopac, the lack of carbon
pricing mechanisms threatens the contracting
parties'long-termintegration with EU markets.

Speaking to ICIS*, Mr. Kopac said the uptake of
the EU's Third Energy Package —which requires
EU members states to create competitive,
transparent markets—has beenincreasinginall
nine Energy Community states inrecent years,
with the exception of Bosnia and Herzegovina,
which has constitutional issues that need to
be solved first. "The best [in transposing and
implementing EU rules] have been Montenegro
and North Macedonia for electricity and
Ukraine for natural gas,” he said, shortly after
the launch of the Energy Community's annual
implementation report on November 15,
2021. Mr. Kopac further noted that the key to
success had been the trust that the Energy
Community Secretariat has earned thanks
to its independence. For example, he said the
North Macedonian government refrained from
intervening in the electricity market because
the country imports most of its electricity. In
Montenegro's case, there was a pressing need
to reform because the country built a subsea
electricity cable to Italy. Finally, Ukraine had to
liberalise its natural gas market as part of credit
arrangement with the International Monetary
Fund and in order to secure a long-term gas
transit agreement with Russiain 2019.

Thebiggestdifficultyahead, says Mr.Kopac, lies
in a growing rift between Energy Community
and EU countries caused by misalignment of
the adoption of a carbon pricing mechanism.
The adoption of such a mechanism is
voluntary and so far only Montenegro adopted
a credible carbon price of €24.00/tCOze.
“The commission is the only body that can
propose new elements of EU Acquis for the
transposition in the Energy Community and it
seems that an emission trading scheme will be
proposed sometime around 2025. Contracting
parties could be more active by themselves but
right now they are waiting for the EU to push
them with legal action”.

While most contracting parties are lagging
behind EU member states in pursuing a viable
carbon pricing mechanism, many are still
forking out subsidies for coal-fired capacity.
"The Energy Community Secretariat identified

1 1CIS (2021), "Energy Community countries’ energy regulation more aligned with EU", https://www.icis.com/explore/
resources/news/2021/11/16/10706271/energy-community-countries-energy-regulation-more-aligned-with-eu
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several potential illegal state aid cases in the
contracting parties. We urged all national
authorities and the Competition directorate
to act but all we received instead was silence,”
Kopac added.

Some contracting parties, such as Bosnia
and Herzegovina, Serbia or Kosovo, which
have strong coal dependency, are simply not
planning to phase it out until 2050, despite
promises for the provision of national climate
funds that would be co-managed by the EU
and national authorities in a bid to help speed
up the decarbonization process. Obviously
the above three countries consider coal and
lignite to be an indispensable part of their
energy security arrangements and hence, they
are not willing to endanger fulfillment of their
power requirements in exchange of dubious
substitutes and the blurred vision of a far in
the future carbon neutrality. This seems to be
the position of many countries in SE Europe as
energy security ranks very high in their overall
energy policy.

Market Integration

Another major challenge ahead for Western
Balkans is ensuring that governments remain
compliant with EU regulations and pursue
the integration of their markets. According to
Energy Community officials, the currentenergy
crisis had been used to justify governmental
price interventions in Serbia, Albania, as well
as the Ukrainian gas markets, but also in some
EU countries. "As long as markets are not fit
for purpose, there will always be the same
excuse. [Governments must] stop intervening
in electricity and gas incumbents’ activities
by adopting indirect regulation that leads to
never ending cross-subsidisation,” note the
above officials, pointing out thatin some cases
governments use the pretext of security of
supply to justify unviable economic measures.

Thereisobviouslyaneedfordeeperintegration
of contracting parties with EU states, but
momentum has been lost and any prospects
for treaty amendments have hit the buffers.

CHAPTER1

Energy Community officials underline that
Contracting Parties which are expecting to
extend the shelf life of their assets operating
on natural gas should consider fast-tracking
their transition to cleaner forms of generation
by attracting more investments in renewables.
"Building new gas infrastructure now could
be stranded assets very soon," points out Mr.
Kopac. Needless to say that such views are not
shared by most governments in the region for
reasons already explained.

l 1.5 The Evolving SEE Energy
Landscape

A cursory examination of the basic economic
and energy statistics will reveal the great
disparities that exist between the various
countries. There are marked differences
over a wide spectrum of economic and
social parameters to an extent that makes
one wonder if there is any merit in pursuing
a common stand in the hope of establishing

integrated strategies for the area.

On the other hand, it is evident that the
relatively small and fragmented states of SE
Europe, especially in Western Balkans, cannot
move alone and truly pursue independent
economic, let alone energy policies. Even the
largest states of the region, such as Turkey,
which enjoys a strong geopolitical position and
is driven by a big economy, needs to develop
close ties and partake into the energy policies
of neighboring countries, like Bulgaria and
Greece, in order to advance its own energy
interests.

Thus, a sense of interdependence becomes
inevitable. As a result, all countries have their
eyes set towards the broader region of SE
Europe where the development of meaningful
economic relations and cooperation, based
on mutually beneficial policies, have energy as
their common denominator.

However, one should adopt arealistic approach
when investigating the energy situation of
the region by identifying at an early stage the
serious imbalances that exist between the
East and West Balkans in terms of energy
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demand, supply and infrastructure. As part of
our integrated examination of the peculiarities
of SE Europe, we must single out Turkey, whose
position, because of its size (much bigger
than any of the other state of the region) and
geographical position has to be viewed in
context. Turkey's role, in relation to the rest
of SE European countries, in the forging of
common energy strategies and energy market
integration (in both electricity and gas) is as
important as that of Greece in influencing the
developmentsin the rest of the region.

The abbreviated energy data for the region,
as shown on Figure 1.5, which includes the
gross inland consumption for a representative
group of countries, can help us understand
the region's widely diverse energy scene.
This is characterized not only by huge market
disparities in terms of population, economic
development and energy infrastructure (e.g.
installed electricity capacity, gas use, oil
consumption), but also by the region's great
dependence on energy imports (see Figure
1.6).

Figure 1.5 Gross Inland Consumptionin Selected
SEE Countries
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Figure 1.6 Energy Dependence in SE Europe
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Indeed the region's overdependence on
energy imports is a defining characteristic of
its economy and in that respect considerable
emphasis is given in the present "Outlook” on
the negative economicimpact from substantial
oil and gas imports but also on the efforts
currently in place to develop furtherindigenous
hydrocarbon production and promote RES
utilization (see Chapters 8 and 11 respectively).

SE Europe is strategically located between the
hydrocarbon-rich regions of the Middle East
and the Caspian basin, including Russia, and
the big energy-consuming states of Western
and Central Europe. Even with the prospect of
an accelerated decarbonization in the years to
come, this observationis still valid as gas will for
the foreseeable future provide much needed
base load for power generation for most
countries in the region. Thus, the region is
well positioned to play an important role, as an
energy bridge in the transiting of hydrocarbon
resources and in the diversification of oil and
gas supplies, both within the region itself and
for Europe as awhole, despite the fact that due
to the coronavirus pandemic, which still exists,
hydrocarbon exploration activities have been
limited globally and regionally.

At present, gas markets in the East Balkans,
although in existence for many years, are
still at an early stage of truly commercial
development, while those in Western Balkans
are small, and in some areas non-existent,
but have an excellent potential for growth,
especially now where new gas pipeline
projects, including Turk Stream and the TAP-
TANAP system, are currently in operation. It
remains to be seen thoughif gas willmanage to
enter the energy mix of countries like Albania,
Kosovo and Montenegro which have no gas
infrastructure at all, as strong opposing forces,
within the EU mechanism, argue that a straight
leap into renewables is not only preferable but
desirable in the context of energy transition
andlong-term carbon neutrality.

However, such arguments are not at all
convincing to the political leaderships of the
above countries which see the entry of gasinto
their systems as the fastest and easiest way
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to lower emissions and also increase security
supply by diversifying their energy mix. It should
also be noted as a general observation that
many countries in the region depend heavily on
indigenous coal and lignite for power generation
and will continue to do so for some years to
come.

Decarbonization targets vary between 2028
in the case of Greece to 2040 in the case of
Bulgaria and 2050 for Serbia. Cost-effective
expansion of generating capacity would
produce a more diversified mixture, including
new technologies with a lot more efficient and
cleaner lignite power plants (producingless CO2
emissions), use of CCUS technologies, gas-
fired combined cycle and CHP, nuclear power,
and renewables, including hydropower, with
the balance being determined by the prevailing
prices for fuel and CO2 emissions. This would
support a more sustainable energy mix for the
region with reduced carbon emissions and a
lower overall energy intensity.

The energy mix for SE Europe as a whole for
2000, 2009 and 2019, with and without Turkey,
is presented in Figures 1.7-1.12. In our various
calculations, a distinction is made as to Turkey's
participation (with and without Turkey) as the
country's size and energy magnitudes are
significant in comparison with those of other
countries in the region and therefore if seen
together with the East and West Balkan region,
they tend to distort the overall picture. Drawing
comparisons between the energy mixes in
SEE between 2000, 2009 and 2019, either
with or without Turkey, we are forced to admit
that there appears to be a strong inertia with
regard to change as oil and solid fuels appear
to maintain their dominant position throughout
the 20-year period. Including Turkey, solid fuels
in SE Europe still correspond to a very strong
24% of gross inland consumption in 2019, as
comparedto 28% in 2000. Similarly with oil, their
use has diminished by just 3% between 2000
and 2019. Whereas in the case without Turkey,
solid fuels' use has shrinked from 27%in 2000 to
21% in 2019. Alogical sequence following EU's
strongdecarbonisationdrive and the imposition
of emission costs for coal and lignite power
generation.But in the case of oil consumption,
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with the bulk of it used for transportation, and
the lack of alternatives, the picture appears
almost static. So, in the case of "with Turkey",
oil use corresponded to 36% in 2000, which
had dropped to only 33% in 2019. Whereas in
the case of "without Turkey", the inertia with
regard to oil use is even stronger since in 2000
oil consumption corresponded to 34% with this
number remaining the same 20 years later.

When it comes to gas use despite the high
hopes for this fuel over the years to provide a
substitute to a large extent to solid fuels, this
wishful thinking has not materialised. So, in the
case "with Turkey", gas consumption in 2000,
corresponded to 21%, having only risen to 22%
by 2019. In the case of "without Turkey", which
covers the entire Balkans peninsula, gas use
from 22% in 2000 has dropped to 20% in 2019,
clearly showing a determined stand by certain
countries to avoid overexposure and reliance
to a largely imported fuel. And although gas
consumption per se has increased overall in
SEE during the past 20 years, the dominance of
solidfuels, supportedby therise of renewables,
has meant that gas use as a percentage in the
energy mix has maintained a steady position.

It should be noticed, that the total gross energy
consumption in the region from 222.7 Mtoe
in 2000 has been increased to 251,2 Mtoe in
2009 and 300.6 Mtoe in 2019. With Renewable
Energy Sources (RES) we have a far more
dynamic situation in the case of both "with"
and "without Turkey". In 2000, the portion of
RES corresponded to 10% and 9% respectively
for the "with Turkey" and "without" options,
with inputs mainly contributed by large hydro
power stations and biomass and very limited
geothermal, wind and solar geothermal,.
Fast forward to 2019 and the situation has
dramatically changed as in both cases we note
a significantincrease. In the case "with Turkey",
RES input rises to 16% in 2019 from 10% in
2000 whereas in the case "without Turkey”
the change is even more profound as the RES
share has risen from 9% in 2000 to 16% in 2019.

Nuclear power maintains its share unchanged
at 8% over the 20-year period in the case of
"without Turkey”. Whereas in the case "with
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Turkey", nuclear's share becomes smaller from
5% in 2000 to 4% in 2019. This can be explained
from Turkey's huge inputs from solid fuels, gas
and RES which have substantially increased
over the 20-year period. Finally, we have the 1%
input from electricity for both cases (with and
without Turkey) which means that the region
hasbecome anetelectricityimporter. Achange
of status, compared to twenty years ago, when
the countries of the region were either self-
sufficient in electricity or even net exporters
as was the case of West Balkans, Romania and
Bulgaria.

Figure 1.7 Gross Inland Consumption (%) in
SE Europe, including Turkey, 2000 (Total=222.7 Mtoe)

Figure 1.10 Gross Inland Consumption (%) in SE
Europe, without Turkey, 2009 (Total=151.5 Mtoe)
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Figure 1.11 Gross Inland Consumption (%) in SE
Europe, including Turkey, 2019 (Total=300.6 Mtoe)
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Figure 1.8 Gross Inland Consumption (%) in SE
Europe, without Turkey, 2000 (Total=145.4 Mtoe)
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Figure 1.9 Gross Inland Consumption (%) in SE

Europe, including Turkey, 2009 (Total=251.2 Mtoe)
0%

m Solids

m Natural gas
u Ol

» Renewables
= Nuclear

m Electricity

Sources: Eurostat, [IENE

SE EUROPE ENERGY OUTLOOK 2021/2022

1%

u Solids

m Natural gas
mail

= Renewables
m Nuclear

m Electricity

Sources: Eurostat, IENE

Figure 1.12 Gross Inland Consumption (%) in SE
Europe, without Turkey, 2019 (Total=151.4 Mtoe)
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Looking at the broad energy picture of the
region (with and without Turkey), one can see
that solid fuels, which include coal and lignite,
maintain their strong position, despite the
fact that their share decreased at 24%in 2019,
compared to 27% in 2009 in the case of 'with
Turkey'. Likewise, oil's share remained strong
and stable at 33% in 2019, compared to 2009.
Solid fuels' and oil's dominance as well as the
inherent difficulties in decarbonizing the region
are discussed in detail in the relevant Chapters
of the present study (see Chapters 3, 4,9.2 and
10).

The role of natural gas is also important,
the share of which in the case that Turkey is
included in our calculations, remained almost
the same at 22% in 2019, compared to 23%
in 2009. This is understandable if we consider
regional developments during 2009-2019,
where natural gas did not made significant
inroads in the West Balkans as they remained
largely without gas infrastructure, while gas
use in Bulgaria and Romania did not increase
substantially. It is only last year (2020), where
the operation of new gas infrastructure
projects, such as Krk FSRU in Croatia, the Turk
Stream and the TANAP-TAP system, provided
more gas quantities to the region.

But the real reason for gas stagnation in SEE
is that solid fuels have retained their strong
position together with rising inputs from RES.
If we are to exclude Turkey, where gas use
subsided over the last 2-3 years, we see slightly
higher gas use as decarbonization takes hold in
Greece and Romania.

In addition, nuclear's share for power
generation, including Turkey, remained small
(at 5%) in 2019, compared to 2009, as no new
nuclear capacity has come on stream, while the
share of renewables increased considerably
during this period, making significant impact
in power generation. This is of course set to
change over the next decade with the entry of
nuclear power in Turkey and expansion of its
use in Romania and possibly in Bulgaria while
Serbia recently (2021) announced its interest
for the installation of a nuclear plant.

CHAPTER1

A common feature of SE Europe (with
the exception of Greece and Turkey) is
that key elements of the region's energy
infrastructures (e.g. gas pipelines, major
thermal power plants) were built in the 1960s
and 1970s, based on standard Soviet era
technology. This concentration in age and
type of technology often, combined with poor
maintenance, creates serious challenges in
terms of infrastructure upgrades, especially
now where there is an urgent need towards
decarbonisation, meaning the replacement of
ageing infrastructure and the abandonment of
lignite-fired power plants.

Almost all countries (with the exception of
Albania, Romania and Croatia) depend heavily
on hydrocarbon imports, from outside the
region. Shared infrastructure also creates a
high level of interdependence within the region
itself. For instance, all countries participate
in extensive daily and seasonal exchanges
of electricity, while Serbian oil refineries rely
on deliveries through the Croatian pipeline
network and North Macedonia imports all its
crude via pipeline from Greece. An analysis of
the datareveals the region’'s huge dependence
on oil and gas imports (see Fig 1.6). The region
was 87% dependent on outside oil supplies in
2019, a situation which was even worse in the
case of natural gas where import dependence
exceeded 88%. With consumption set to
increase over the coming years, the energy
supply situation is bound to worsen at a time
when the international situation in terms of
security of supply tends to become more
uncertain.

The electricity sector and its further expansion
constitute the backbone for the region's
economicandenergydevelopment. Withabout
165 GW of total installed electricity capacity in
2019, the impression is given that the region's
electricity system is more than adequately
supplied. However, this is not absolutely true as
important disparities exist between the various
countries’ installed capacity, as can be clearly
seen in Figure 1.13. It should be pointed out
that the total power generation in the region
from 486.1TWh in 2009 has been increased to
581.8TWhin 2019.
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Figure 1.13 Total Electricity Installed Capacity
in SE Europe (2009 and 2019)

Figure 1.15 Power Generation Mix in SE Europe,
including Turkey, 2019 (Total=45.5 Mtoe)
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On the other hand, the region's electricity
mix, which is shown in Figures 1.14 and 1.15 for
2009 and 2019 respectively, is not adequately
diversified, as large thermal plants, mostly coal,
lignite and gas fired, provide the bulk of power
generation. However, the situation is different
at national level as the prime fuel for power
generation varies considerably from country to
country. In the West Balkans, hydroelectricity
as well as coal/lignite form the basis for power
generation, with Albania relying almost 100%
on hydro, while Kosovo depends 100% on
lignite and the other countries enjoy a mix
based on oil, gas and renewables. On the other
hand, in the East Balkans, the energy mix for
power generation is a lot more diversified, with
the addition of nuclear energy and the wider
use of natural gas, which is the case in Bulgaria
and Romania, whereas Greece and Turkey rely
heavily on lignite and thermal coal, but with
growing inputs from renewables, including
wind, solar photovoltaic and hydro and soon
nuclearin the case of Turkey.

Figure 1.14 Power Generation Mix in SE Europe,
including Turkey, 2009 (Total=39.6 Mtoe)
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Since the early 2000, electricity transmission
system operators (TSOs) in the region
have focused on two priority areas: (a) the
rehabilitation of grids and interconnections
in the area of Western Balkans, and (b) the
building of new interconnections in order to
handle even more demanding electricity flows
between the various countries as witnessed by
latest developments throughout the region.

Both were and will be necessary over the
next few years, but one important challenge
that should be taken into consideration is the
decrease in the cost of electricity grids, which
is difficult as the soil morphology is different on
a country-by-country analysis. The same also
stands for renewables.

A substantial fall in the cost of renewables
(CAPEX and OPEX) has been recorded over
the last decade and thus, renewables are
becoming more and more competitive in the
energy landscape. More specifically, based
on IRENA's data'’, the decade between 2010
and 2020 saw dramatic improvement in the
competitiveness of solar and wind power
technologies, as the cost of electricity from
utility-scale solar photovoltaics decreased by
85%, followed by concentrating solar power or
CSP (68%), onshore wind (56%) and offshore
wind (48%), as shown in Figure 1.16.

1 |RENA (2021), "Renewable Power Generation Costsin 2020", https://www.irena.org/publications/2021/Jun/Renewable-

Power-Costs-in-2020
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The last decade has seen CSP, offshore wind
and utility-scale solar PV all join onshore wind
inthe costrange for new capacity fired by fossil
fuels, when calculated without the benefit of
financial support. Indeed, the trend is not only
one of renewables competing with fossil fuels,
but significantly undercutting them.

Figure 1.16 Global LCOEs from Newly
Commissioned, Utility-Scale Renewable Power
Generation Technologies, 2010-2020
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This development has a positive impact
on the acceptability of renewables. Cheap
renewables mean that more of them can be
used; thus, facilitating global energy transition
process and satisfying the new "Fit for 55"
package as well as the Glasgow Climate Pactin
the aftermath of COP26. However, the world is
stillalongway from producing all of its required
electricity from renewables, as these sources,
especially wind and solar, are intermittent and
energy storage technologies have not been
adequately developed.

CHAPTER1

Overall, examining the energy situation at
regional level, we can see those changes
in the energy sector, are mainly driven by
energy transition considerations in the EU
country block and by energy security in the
rest, including Turkey Israel and West Balkans.
Moreover, these changes are taking place at
widely differing speeds and on the basis of
diverse criteria. A situationlikely to change over
the next decade as energy transition priorities
are expected to take hold and provide the
single most important energy policy driving
force.
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CHAPTER2 REGIONAL ECONOMIC OUTLOOK




B Regional Economic
Outlook

B Introduction

Energy demand, by and large, is steadily
correlated to economic development and
growth and hence an understanding of the
region's economy as a whole and on the basis of
the countries included in the present "Outlook”
reportis of paramountimportance.

Although the economies of the SE European
region appear widely divergent in terms of
structure and levels of development, they
share a number of challenges which appear
to be common to all. Among these, the global
economic and financial crisis, which started in
2008, but affected all countries for many years
after, and lately the coronavirus pandemic,
which took hold in 2020 and still persists, have
deeply affected the region collectively and each
country individually. In this Chapter, we highlight
theregion's economic development challenges
and also examine the key economic problems
facing the wvarious countries, especially
taking into consideration the emerging post-
pandemic climate.

At times when economic analysts employ
various techniques to speculate about what the
future might hold, the sobering reality is that
these techniques become ineffective when
the human factor is ignored. It is our view that
only states whose governments possess the
political determination to cease managing the
economy through outdated inflexible state
controlmechanisms willeventually thrive. Thisis
not to deny the necessity for state intervention
when needs arise (e.g. disruption of supplies,
market dysfunctions), but continuous state
control cannot be the norm.This is especially
relevant to the energy sector which forms a
key part of the economies of most countries
in SE Europe and which, as it is clearly seen in
the present study, is in the process of rapid
transition. As energy markets in the region
(i.e. gas and electricity) move towards full
liberalization, while at the same time addressing
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a massive influx of carbon free energy sources
through open market competition, they come
face to face with the remnants of monolithic
state control attitudes still prevalent in several
countries, some of them EU member states.
It is therefore hardly surprising that achieving
highrates of economic growthis not an obvious
priority formany SE European countries and this
certainly affects to a large extent the energy/
power sector. A problem facing the SEE region
is that it is not homogeneous since it includes
economies of different speed and structure,
suchasthose of EUmember states (i.e. Bulgaria,
Croatia, Cyprus, Greece, Romania, Hungary
and Slovenia), the post-Communist Western
Balkan Six (WB6) countries, which are non-EU
members, but they are aspiring to become
members one day, and Turkey and Israel. The
key challenge for the WB6 countries is at one
point to achieve European economic standards
and hence, to enhance their economic
growth. Therefore, in the WB6 countries, the
enhancement of economic growth rates must
be a result of properly planned and carefully
implemented market-oriented reforms. Israel
and Turkey have a combination of economic,
energy and political interests that affect their
economic relations, which in turn are being
affected in terms of energy from all the SE
European countries.The 2008 global crisis
affected almost all macroeconomic variables:
production, consumption,
unemployment and exports, while the
coronavirus pandemic, still underway, had
almost the same type of repercussions, albeit
with a much deeper GDP slump and a different
time frame (see Figure 2.1).

investment,

Figure 2.1 Real GDP Growth (% Change y-o-y) in SE
Europe, 2008-2021e
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l 2.1 The European Economy and the SEE
EU Member States

When discussing the regional, macroeconomic
outlook, one should be aware that the SEE
region is characterized by a strong variation
in the structure, maturity and perspective of
its respective economies. One could make a
distinction among 4 groups of countries, in
order to obtain a more coherent view over the
development process of each country. The
four groups could be summarized as follows:

(1) Greece, Cyprus and Slovenia > old EU
members and part of the Eurozone (already
discussed)

(2)Bulgaria, Romania, Hungary and Croatia
> latest EU member states, which do not
belong to the Eurozone group (already
discussed)

(3)Serbia, North Macedonia, Montenegro,
Bosnia and Herzegovina, Albania and
Kosovo > the Western Balkan economies,
EU candidates

(4) Turkey and Israel > East Med countries,
with dynamic and internationally oriented
economies, enjoying preferential economic
relations with the EU

Even if this classification appears arbitrary
on scientific or econometric terms, following
references to historical and institutional
resemblance, this grouping is more pragmatic
as one can obtain useful insights over the
development path of each country.Although
the economies of the Western Balkan Six
countries, together with those of Turkey and
Israel, are discussed under separate sections
(i.e.2.2.and 2.3.), their economies are to alarge
extent influenced by economic conditions in
the eurozone and in the EU Member States in
SE Europe.

2.1.1 The European Economy

The near-term outlook for the European
economy looks than the one
anticipated in the autumn of 2020, as the
pandemic has tightened its
grip on the continent. The resurgence in
infections since the start of 2021, together

weaker

coronavirus

CHAPTER 2

with the appearance of new, more contagious
variants of the coronavirus, have forced many
EU member states to reintroduce or tighten
containment The  European
economy has thus ended 2020 and started the
new year on a much weaker footing. However,
light is now appearing at the end of the tunnel.
As vaccination campaigns gain momentum
and the pressure on health systems to subside,
containment measures are set to
gradually. This is expected to have a positive
impact on economic outlook for H2 2021.

measures.

relax

The breakthrough development of vaccines in
the autumn and the start of mass vaccination
campaigns brightened the outlook beyond
the near term. Furthermore, the agreement
reached between the European Union and the
United Kingdom (January 2021) on the terms
of their future cooperation reduced the cost
of the UK's departure from the Single Market
and Customs Union, while endorsement of
the Recovery and Resilience Facility is set to
support EU member states on their way to a
sustainable recovery.

Overall, GDP is now forecast to grow by 3.7% in
2021 and 3.9%in 2022 inthe EU, and by 3.8%in
both years in the euro area. It is now expected
that the EU economy could reach the pre-
crisis level of output earlier than anticipated
back in the European Commission's Autumn
(2020) Forecast, largely because of the
stronger momentum in the second half of
2021 and in 2022. The speed of the recovery
will, however, vary significantly across the EU.
Some countries have suffered more during
the pandemic than others, whereas some are
more dependent on sectors such as tourism,
which are likely to remain weak for some time.
As a result, while some EU member states are
expected to see economic output return to
their pre-pandemic levels by the end of 2021 or
early 2022, others are forecast to take longer.
Inflationinthe euro areaand the EUis expected
to be slightly higher in 2021 compared to last
autumn, but to remain subdued despite a
temporary boost from base effects. Inthe euro
area, inflation is forecast to increase from 0.3%
in 2020 to 1.4% in 2021 before moderating
slightly to 1.3%in 2022.
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These projections are subject to significant
uncertainty and elevated risks, predominately
linked to the evolution of the pandemic and the
success of vaccination campaigns.

On the positive side, the vaccination process
could lead to a faster easing of containment
measures and therefore an earlier and
stronger recovery. Moreover, the strength
of the rebound could surprise on the upside
driven by a burst of post-crisis optimism that
would unleash stronger pent-up demand
and innovative investment projects, thanks
to historically high household savings, low
financing costs, and supportive policies. Onthe
negative side, the pandemic could prove more
persistent or turn out more severe in the near
term, pushing back the expected recovery.
There is also arisk of deeper scars in the fabric
of the European economy and society inflicted
by the protracted crisis, through bankruptcies,
long-term  unemployment, and  higher
inequalities. The uncertainties around the
forecast areillustrated by the scenario analysis
presenting alternative paths for the European
economy under different sets of assumptions.
Last, but not least, an ambitious and swift
implementation of the NextGenerationEU
programme, including its Recovery and
Resilience Facility, should provide a strong
boostto the EU economy.

Table 2.1 Overview of the EU’s Winter 2021 Interim
Forecast

Winter 2021 Autumn 2020

Real GDP Interim Forecast Forecast

Growth 2020 2021 2022 2020 2021 2022
Euroarea 6.8 3.8 38 7.8 42 3.0
EU -6.3 37 3.9 -7.4 41 3.0
Inflation .
Euroarea 0.3 14 13 03 1.1 1.3.
EU 07 15 15 07 13 15

Source: European Commission

2.1.2 The SEE EU Member States

The EU member states in SE Europe include
seven countries, i.e. Greece, Cyprus, Slovenia,
Bulgaria, Croatia, Hungary and Romania. For
comparison purposes, estimates for 2021 and
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2022 from both the European Commission
and IMF will be provided, while a country-by-
country analysis of the economies follows.

B Greece

Based on Eurostat's data, Greece's GDP
increased by 2.3% g-o-g during the third
quarter of 2020, reflecting the reopening of
the economy and the temporary easing of
the containment measures at that time. The
recovery in the third quarter was mainly driven
by domestic demand. Economic activity in the
services sector decreased sharply due to the
negative impact of the COVID-19 pandemic
on tourism, while construction showed some
resilience. Following the re-introduction of
containment measures during the fourth
quarter of 2020, output growth is forecast
to turn negative in quarterly terms. Overall,
Greece'sreal GDPis expected to have declined
by 10%in 2020, based on Eurostat's estimates.
Containment measures are expected to weigh
on Greece's recovery, with real GDP expected
to grow by 3.5% in 2021, before rising to 5%
in 2022, based on Eurostat's estimates. The
recovery will continue to be supported mainly
by private consumption, on the back of the
gradual reopening of retail trade, improving
consumer confidence and the supportive
setting of fiscal policy in the economy. Net
exports are expected to contribute positively
to growth in 2021 and 2022, with the rollout of
vaccination campaigns expected to support
only a gradual return of tourists to Greece.
Investment is forecast to recover as well but at
a slower pace. The support measures adopted
by the authorities have bolstered credit growth
tobusinesses.

Unemployment stood at 16.7% in October
2020, similar to a year before, indicating that
thelabour marketimpact of the economic crisis
remains relatively contained. Employment,
however, decreased, primarily due to lower
hirings in the tourist sector. After dropping by
1.3% in 2020, inflation is forecast to remain
mildly negative in 2021 before turning positive
in 2022. The negative growthin prices is mainly
driven by an expected drop in service sector
prices.
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Table 2.2 Macroeconomic Performance of Greece

Greece 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021e
Real GDP 101 71 2,7 0,7 -0,4 -0,5 1,3 1,6 1,9 -8,2 3,8
(% change)

GDPat

currentprices 203,3 188,4 179,6 177,3 176,1 174,2 177,2 179,7 183,4 165,8 172,2
(billion LC)

GDP at current
prices 282,9 242,2  238,6 235,7 1954 192,8 200,1 212,3 205,3 189,3  209,9
(billion USD)

GDP per capita
atcurrent 18277,5 16992,8 16323,4 16230,6 16219,4 16157,4 16451,4 16732,5 17102,1 15482,8 16145,7
prices (LC)

GDP per capita

atcurrent  25437,0 21846,0 21679,7 21568,0 17997,4 17879,7 18578,3 19769,3 19147,5 17670,3 19672,5
prices (USD)

Total
investment 14,0 12,1 12,0 11,9 12,1 12,8 12,4 13,3 12,7 13,5 13,9
(% of GDP)

Inflation
(annual 31 1,0 -0,9 -1,4 -11 0,0 11 0,8 0,5 -1,3 0,2
average)

Volume of
imports of
goods and
services (%)

-9,6 -5,5 15,1 7,2 3,6 1,9 7,4 8,3 6,9 -14,0 3,7

Volume of
exports
ofgoods

and services (%)

0,6 2,0 12,9 7,5 4,2 -0,4 8,4 8,8 7,5 -25,7 10,3

Unemployment
rate (annual 17,9 24,4 27,5 26,5 24,9 23,6 21,5 19,3 17,3 16,4 16,6
average)

Population 11,1 11,1 11,0 10,9 10,9 10,8 10,8 10,7 10,7 10,7 10,7
(million)

General
government
grossdebt
(% of GDP)

183,9 162,0 179,0 181,5 1790 1834 182,4 189,9 184,9 213,1 210,1

Current

account -10,1 -2,5 -2,6 -2,4 -1,5 -2,4 -2,6 -3,6 -2,2 -7,4 -6,6
balance

(% of GDP)
Source: IMF World Economic Outlook (April 2021)

The forecast remains subject to large uncertainty. The developments regarding the global health
crisis and the vaccination rollout willbe crucial for the recovery of the tourism sector and the speed
of recovery in the private sector after the expiry of government support measures. In addition
to that, geopolitical tensions in the region and the migration crisis add further uncertainty to the
forecast. On the upside, the European Commission's forecast does not incorporate the impact
of the Recovery and Resilience Plan, which could provide a significant boost to domestic demand
once implemented.
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B Cyprus

Based on Eurostat's data, Cyprus's real GDP
rebounded strongly in the third quarter of 2020
(+9.4%, compared to the second quarter). This
reboundwasdrivenbydomesticdemand, which
was mainly underpinned by fiscal stimulus,
while exports of goods and services decreased.
The recovery lost some steam towards the
end of the year as lockdown measures were
reintroduced to combat a resurgence in
COVID-19 infections. Economic sentiment and
consumer confidence worsened in the last two
months of the year and again in January 2021.
Based on Eurostat's estimates, Cyprus's real
GDP is estimated to have contracted by 5.8%
in 2020.

In 2021, a partial recovery is forecast, with
real GDP growth expected to reach 3.2%.
Containment measures have become stricter
since the start of the year but they affect a
smallershare of economicactivity thaninspring
2020. As restrictions are expected to continue
until vaccinations pick up and cases drop, the
recovery is expected to take place mainly in
the second half of 2021. Domestic demand is
again expected to be the main contributor to
growth. Policy measures adopted to mitigate
the impact of the crisis have been extended
into 2021, and some of them, such as the loan
repayment moratorium, are planned to remain
in place at least until June 2021.

Table 2.3 Macroeconomic Performance of Cyprus

These measures should continue to support
employment,
help businesses to maintain their capacity.
Furthermore, construction activity has so

household incomes and

far escaped disruption from the lockdown
measures. Tourism, akey sector for Cyprus, has
borne the brunt of the COVID-19 pandemic.
Receipts from tourism have significantly
declined by around 85% in 2020. This trend is
expected to be only partially reversed in 2021.
On the supply side, interruptions to airline
capacity and, on the demand side, varying
progress with vaccinations in Cyprus's main
tourist markets and lower confidence in air
travel are expected to weigh on the sector's
recovery. In 2022, real GDP is forecast to
grow by 3.1% and return to its 2019 level,
based on Eurostat's estimates. This will be
mainly on the back of domestic demand,
as well as a small positive contribution from
net exports. Future spending related to the
Recovery and Resilience Facility is not included
in the European Commission's forecast and
constitutes an upside risk.

Cyprus's inflation fell to -1.1% in 2020, dragged
down by lower prices for energy and processed
foods. Inaddition, the VAT rate reductioninthe
hospitality industry led to a fall in the prices of
services. Inflation is forecast to turn positive
again in 2021 and 2022, at 0.7% and 1.1%,
respectively, underpinned by higher energy
and services prices.

Cyprus 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021e
Real GDP

(% change) 04 -34 -66  -18 6,4 5,2 5,2 31 51 3,0
GDP at '

current prices 19,8 19,4 18,0 17,4
(billion LC)

GDPat
current prices 27,6 25,0 23,9 23,2
(billion USD)

GDP per capita
atcurrent
prices (LC)

23582,1 22552,6 20782,5 20314,8 21114,1 22313,9 23537,5 24799,5 25444,8 23704,7 24253,3

GDP

per capita
atcurrent
prices (USD)

32819,5 28993,7 27602,0 26995,2 23428,7 24692,5 26580,5 29300,3 28487,9 27053,8 29551,3

Total

investment 18,8 16,0 12,9 13,5
(% of GDP)

17,4 20,2 18,4 19,7 23,3 24,1
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Table 2. 3 Macroeconomic Performance of Cyprus

Inflation

(annual 3,5 31 0,4 -0,3
average)

-1,2 0,7 0,8 0,6 -1,1 0,5

Volume
ofimports
of goods and
services (%)

10,0 12,9 4,5 2,0 -5,8 0,9

Volume of
exports of
goods and
services (%)

7,0 -0,5 1,2 6,2

9,9

7,2 9,9 8,0 -0,4 -17,4 3,8

Unemployment
rate (annual 7,9 11,8 15,9 16,1
average)

14,9

13,0 11,1 8,4 71 7,6 7,5

Population

(million) 08 09 09 09

0,8

0,8 0,9 0,9 0,9 0,9 0,9

General
government
gross debt
% of GDP)

65,0 79,4 102,9 109,1

107,2

103,1 93,5 99,2 94,0 118,2 113,0

Current

account 2,3 -39 15 -4,1
balance

(% of GDP)

-0,4

-4,2 -5,3 -3,9 -6,3 -10,3 -8,5

Source: IMF World Economic Outlook (April 2021)

B Slovenia

Based on Eurostat's data, Slovenia's GDP
is estimated to have contracted by 6.2% in
2020. Over the first three quarters, private
consumption was 8.4% and investment 6.5%
lower than in the same period in 2019. Imports
fell more than exports, leading to a positive
contribution from net exports. The recovery
in the third quarter of last year, however, was
followed by a strong resurgence in COVID-19
infections and the introduction of new
restrictionsinthefourthquarterthatdampened
economic sentiment and reduced private
consumption significantly. The impact of the
crisis was softened by extensive government
measures to support employment and limit
insolvencies. Still, employment decreased and
the unemployment rate increased slightly.

The pandemic and its associated restrictions
continue to exert a strong influence over
the economy in early 2021, particularly in the
services sector. Industrial production and
construction are expected to be less affected.
Theeconomicsituationis expectedtogradually
improve as more people are vaccinated and
restrictions are relaxed, leading to stronger
growthin the second half of the year.

CHAPTER 2

Overall, GDPisforecasttogrowby 4.7%in 2021,
based on Eurostat's estimates, supported by
both strong domestic demand and positive net
exports. Thereafter, the economy is expected
to grow by 5.2% in 2022, driven by the same
factors as in 2021. GDP is expected to exceed
its end-2019 level by the end of 2022.

Once support measures end, the recent
increase in the minimum wage could place
additional strain on struggling companiesin the
services sector. This constitutes a downside
risk to the forecast. The forecast factors in
some of the measures expected to be funded
under the Recovery and Resilience Facility
representing about 0.6% of GDP. Higher use of
the facility is an upside risk. The sharp decline
in oil prices in March 2020 led to deflationary
pressures that were still being felt at the end
of 2020 despite the partial recovery in energy
prices.

Overall, energy prices decreased by 0.3% in
2020. Inflation is expected to remain very lowin
thebeginningof2021andtoincrease somewhat
inthe second half of the year. Overall, prices are
expected to increase by 0.8% in 2021. In 2022,
taking into account the projected recovery and
assumed increase in energy prices, inflation is
expectedtoreach 1.7%.

REGIONAL ECONOMIC OUTLOOK



Slovenia 2011

2020 2021e

Real GDP
(% change)

2,2 3,2 4,8 4,4 3,2 -5,5 3,7

GDP at current

prices (billonLc) 371 363 365 376

38,9 40,4 43,0 45,9 48,4 46,3 48,5

GDP at current

prices (billionusp) 1.6 466 484 50,0

43,1 44,8 48,6 54,2 54,2 52,8 59,1

GDP per capita
atcurrent
prices (LC)

18075,7 17637,3 17706,4 18259,5 18834,2 19592,8 20818,6 22189,3 23255,5 22089,8 23065,4

GDP per capita
atcurrent
prices (USD)

25156,1 22674,5 23516,5 24264,0 20898,9 21681,3 23510,1 26216,4 26036,8 25210,7 28103,8

Total
investment 21,7 18,8 19,6 19,4
(% of GDP)

19,2 18,4

20,0 21,2 20,7 20,6 21,3

Inflation

(annual average) 1,8 2,6 1,8 0,2

-0,5 -0,1 1,4 1,7 1,6 -0,1 0,8

Volume of imports
of goods and 53 -3,5 2,1 4,2
services (%)

4,3 6,3 10,7 7,2 4,4

-10,2 9,7

Volume of exports
of goods and 6,9 0,5 31 6,0
services (%)

4,7 6,2 111 6,3 4,1 -8,7 7,8

Unemployment
rate (annual 8,2 8,9 10,2 9,7
average)

9,0 8,0 6,6 51 4,4 51 54

Population

(million) 21 21 21 21

2,1 2,1 2,1 2,1 2,1 2,1 2,1

General
government
gross debt
(% of GDP)

46,5 53,6 70,0 80,3

82,6 78,5

74,1 70,3 65,6 81,5 80,5

Current account
balance -0,8 1,3 3,3 51
(% of GDP)

3,8 4,8 6,2 538 5,6 73 6,9

Source: IMF World Economic Outlook (April 2021)

B Bulgaria

Based on Eurostat's data, Bulgaria's economic
activity declined markedly in 2020 due to the
COVID-19 pandemic. Private consumption
dynamics followed the introduction and
subsequent  relaxation  of
measures. In late November 2020, a second
wave of the pandemicledtothere-introduction
of containment measures which are stillin place
and which continue to weigh on household
consumption and business sentiment in trade
and the services sector. Private investment
remained depressed throughout the first nine
months of 2020, while public sectorinvestment
increased markedly in Q3 2020. Although
exports within the EU have been recovering
since mid-2020, sales tonon-EU countrieshave
continued to falter. The COVID-19 pandemic

containment

SE EUROPE ENERGY OUTLOOK 2021/2022

has led to a significant loss in revenues from
foreign tourists, which typically account for
around three quarters of revenues from tourist
accommodation. Overall, Bulgaria's real GDP
is expected to fell by 4.9% in 2020, based on
Eurostat's estimates.

Looking forward, domestic demand is forecast
to remain subdued in the first half of 2021,
given the assumed extension of containment
measures. The eventual re-opening of
the economy should provide a boost to
consumption and investment in the second
half of 2021. Goods exports are expected to
gradually recover from the second quarter
onwards, while foreign tourists are expected
to start returning in the third quarter. The
recovery in foreign tourism, however, is subject
to a downside risk linked to the relative rates of
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vaccinationandcontagioninBulgariacompared
to alternative tourist destinations. Against this
backdrop, real GDP growth is forecast to reach
2.7% in 2021, before accelerating to 4.9% in
2022 on the back of strong domestic demand
and more buoyant exports. As the European
Commission’'s forecast does not take into
account the implementation of the Recovery
and Resilience Plan, an upside risk to public
investment emerges.

Table 2.5 Macroeconomic Performance of Bulgaria

Bulgaria 2013 2014

2015

Annual average inflation fell to 1.2% in 2020
due to falling energy prices and abating price
dynamics in services and unprocessed foods.
Inflation is set to increase to 1.7% in 2021
and 1.8% in 2022, driven by price increases in
processed foods and services.

Real GDP

(% change) 0.3

1,9

4,0

GDP at current

prices (billion LC) 80,7

82,0 83,9

95,1 109,7 119,8 117,5

GDP at current

prices (billion USD) 57,4

55,6 56,9

53,8 66,3 68,6 68,6

GDP

per capita
atcurrent
prices (LC)

11015,6 11310,9 11647,1

13395,2 14517,0 15677,5 17229,7 16998,8 18172,9

GDP

per capita
atcurrent
prices (USD)

7675,9 7900,7

7575,8 8382,0 9470,6 9863,0 9919,3 11321,3

Total
investment
(% of GDP)

21,1 19,4

Inflation
(annual average)

2,5 1,2

Volume
ofimports
of goods and
services (%)

7,4 57 52 -5,9 51

Volume

of exports
of goods and
services (%)

3,1

6,4

8,6 58 1,7 3,9 -9,1 54

Unemployment
rate (annual
average)

9,2

7,7 6,2 5,2 4,2 52 4,8

Population
(million)

7,2 71 71 7,0 7,0 6,9 6,9

General
government
gross debt
(% of GDP)

14,4 17,2 26,3

20,1 18,4

Current account

balance (% of GDP) 03

1,3 1,2

1,0 3,0

Source: IMF World Economic Outlook (April 2021)

CHAPTER 2
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B Croatia

Based on Eurostat's data, Croatia's economy
is estimated to have contracted by 8.9% in
2020. This sharp decline is mainly attributable
to the impact of the COVID-19 pandemic on
service exports, particularly tourism, which
suffered greatly due to the fallin demand for air
travel and the imposition of travel restrictions
in many countries. Private consumption also
fell, reflecting the accumulation of involuntary
and precautionary savings. Following a better-
than-expected third quarter, GDP is estimated
to have contracted again towards the end of
the year as pandemic suppression measures
were reintroduced in December.

Based on Eurostat's estimates, Croatia's real
GDPisforecasttobounce backby 5.3%in 2021,
as domestic demand should rebound once
pandemic containment measures are phased
out and more people are vaccinated. Pent-up
demand!, coupled with a gradual recovery in
the labour market, is expected to boost private
consumption. Investment should rebound on
the back of the already strong dynamics in the
construction sector, supported by rebuilding

Table 2.6 Macroeconomic Performance of Croatia

Croatia 2011 2012 2013 2014

2015

efforts following the strong earthquakes in the
Banija region and Zagreb in December 2020.
A gradual pick up in longer-term investment
projects, is also expected. The recovery in
external demand, however, is expected to
be uneven. Goods exports are expected to
increase strongly on the back of the improved
global outlook but services exports are
projected to remain subdued in both 2021 and
2022 compared to their 2019 levels. This is
mainly because the recovery in the travel and
hospitality sectorsis likely to take several years.
The European Commission's forecast does not
include any measures expected to be funded
under the Recovery and Resilience Facility,
posing an upside risk to the growth projections.

Based on Eurostat's data, Croatia's inflation
rate dropped to 0% in 2020 on the back of
a strong decline in energy prices, while core
inflation remained broadly stable at around 1%.

As the effect of last year's fall in oil prices
dissipates, inflation is expected to pick up
slightly in 2021 but should remain subdued
throughout the forecast horizon (1.2% in 2021
and 1.5%in 2022).

2016 2017 2018 2019 2020 2021e

Real GDP

(% change) 02 24 -04 -03

2,4 3,5 3,4 2,8 2,9 -9,0 4,7

GDP at current
prices
(billion LC)

334,2 331,0 332,0 331,3

339,7

351,2 367,5 385,4 402,3 369,8 391,3

GDP at current
prices 62,5 56,6 58,2 57,6
(billion USD)

49,5 51,6 55,5 61,4 60,8 56,9 65,2

GDP

per capita
atcurrent
prices (LC)

78064,2 77557,4 78004,9 78179,6 80795,0 84139,7 89091,2 94246,3 98902,7 91409,5 97490,7

GDP

per capita
atcurrent
prices (USD)

14608,2 13257,0 13673,4 13600,8 11780,6 12362,6 13450,1 15009,7

14935,9 14072,1 16246,5

Total
investment 19,9 18,8 19,4 18,9
(% of GDP)

20,6 21,0 22,0 23,4 22,7 24,4 24,0

Inflation

2,3 3,4 2,2 -0,2
(annual average)

-0,5 -1,1 1,1 1,5 0,8 0,3 0,7

Volume
ofimports
of goods and
services (%)

2,5 -2,4 3,2 3,5

9,4 6,5 8,4 7,5 6,3

-16,2 11,4

! Pent-up demand refers to a situation where demand for a service or product is unusually strong.
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Table 2.6 Macroeconomic Performance of Croatia

Volume

of exports
of goods and
services (%)

2,3 -1,5 2,5 7,4

10,3 7,0 6,8 3,7 6,8

-26,9 16,3

Unemployment

rate (annual 174 186 19,8 19,3
average)

17,1 15,0 12,4 9,9 7,8 9,2 9,4

Population

million) 4,3 4,3 4,3 4,2

4,2 4,2 4,1 4,1 4,1 4,0 4,0

General
government
gross debt
(% of GDP)

64,2 70,0 81,0 84,7

84,3 80,8 77,5 74,3 72,8 87,2 86,3

Current account
balance -1,7 -1,8 -1,1 0,3
(% of GDP)

3,3 2,1 3,4 1,8 2,8 -3,5 -2,3

Source: IMF World Economic Outlook (April 2021)

B Hungary

Based on Eurostat's data, Hungary's economy
bounced back by 11.4% g-o-g in the third
quarter of 2020, after the first pandemic
relatedlockdown ended. Industry, construction
and retail sales remained strong in October
and November. However, the rebound was
interrupted by a second wave of the pandemic,
which led to another round of restrictions
from mid-November that mainly affected
the hospitality, leisure and entertainment
sectors. As a conseqguence, GDP is expected
to have decreased slightly in the fourth quarter
of 2020, based on Eurostat's estimates.
Overall, Hungary's GDP is expected to show
a 5.3% contraction in 2020, mostly driven by
plummeting investment and service exports.

Consumption is also likely to show a decrease
given the fall in household income and
confidence and the limited opportunities to
consume certain services during the lockdown.
The current containment measures will start
to be eased only once case numbers drop
substantially or vaccines become widely
available, thus they will remain a drag on
GDP growth in the near-term. In addition,
the manufacturing sector faces supply chain
disruptions, which could hinder production in
the short-term. The assumed easing of public
health measures should set the stage for a
quick rebound in economic activity from mid-
2021.

CHAPTER 2

Based on Eurostat's estimates, Hungary's
real GDP is forecast to grow by 4% in 2021
and by 5% in 2022, supported by all final
demand components. There are upside risks
to the European Commission's forecast as
the baseline projection does not include
any measures funded by the Recovery and
Resilience Facility.

The unemployment rate stood at 4.3%
in  December 2020, almost unchanged
compared to previous months. However, an
increasing share of employees reported zero
working hours and household unemployment
expectations also rose. The government
has provided some support to preserve
employment in the sectors most affected by
the second lockdown, which is mitigating its
negative economic impact. Job creation is
expectedtoresume after the economy returns
to growth, but lingering labour market slack is
likely to temper wage growth.

Inflation eased in the last months of 2020 as
food and fuel prices decreased. The country's
inflation was at 3.4% in 2020 and it is projected
to remain at 3.5% in 2021, based on Eurostat's
estimates, due to the pass-through of earlier
currency depreciation and rising excise duties
on tobacco. After these temporary factors
fade, inflation is expected to ease to 2.9% on
the back of the subdued growth of unit labour
costs.

REGIONAL ECONOMIC OUTLOOK



Table 2.7 Macroeconomic Performance of Hungary

Hungary 2013 2014

2015

2016 2017 2018 2019 2020 2021e

Real GDP

(% change) 19

4,2

3,8

2,1 4,3 54 4,6 -5,0 4,3

GDP at current

prices 28501,5
(billion LC)

28920,4

30290,9 32742,2 34937,3

36167,5 39233,4 43347,0 47513,9 47604,7 51141,3

GDP at current
prices
(billion USD)

141,8  128,5 135,4 140,8

1251

128,5 143,0 160,4 163,5 154,6  176,5

GDP

per capita
atcurrent
prices (LC)

2854145,9 2911837,5

3056909,9 3314992,2 3544776,1 3679293,3

4004228,4 4433119,4 4861753,0 4872538,4 5236126,6

GDP

per capita
atcurrent
prices (USD)

14195,8 12935,5

13665,5 14251,8 12690,2

13069,2 14590,9 16406,1 16725,6 15820,1 18075,4

Total
investment
(% of GDP)

20,2 20,8 23,3

26,5 28,0

Inflation

39
(annual average)

1,7 -0,2

2,8 3,4

Volume
ofimports

of goods

and services (%)

4,3 4,3

3,4 8,5 7,0 7,5 -12,7

Volume

of exports

of goods

and services (%)

6,4 4,1 9,2

7,4

3,8 6,5 50 58 -14,6 12,8

Unemployment
rate (annual
average)

10,7 10,7 9,8 7,5

6,6

5,0 4,0 3,6 3,3 4,1 3,8

Population

(million) 10,0

9,9 9,9 9,9

9,9

9,8 9,8 9,8 9,8 9,8 9,8

General
government
gross debt
(% of GDP)

80,4 78,4 77,4 76,7

75,8

74,9 72,2 69,1 65,3 81,2 80,0

Current
account balance
(% of GDP)

0,5 1,6 3,5 1,2

2,3

4,5 2,0 0,3 -0,2 -0,2 -0,4

Source: IMF World Economic Outlook (April 2021)

B Romania

After a 12.2% contraction in the second
quarter of last year, Romania's economy
rebounded by 5.8% in Q3 2020, based on
Eurostat's data, mainly due to a recovery in
private consumption. The strong performance
of the construction sector sustained gross
fixed capital formation growth throughout
the year. Meanwhile, net exports continued
to contribute negatively to growth in 2020
despite exports recovering somewhat faster
than imports in the third quarter. Industrial
production made up for some of its earlier

SE EUROPE ENERGY OUTLOOK 2021/2022

losses in the second and third quarter of 2020,
but this positive performance appeared to stall
inthe beginning of the last quarter.

Economic activity is expected to have
weakened somewhat in Q4 2020 as pandemic
containment restrictions were reintroduced
in response to a new wave of infections. Fiscal
support measures, some of which have been
extended until mid-2021, mitigated the impact
of the crisis on the economy in 2020. The
unemployment rate remained around 5%, as
government policy measures cushioned the
blow to the labour market.
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2012 2013

Romania

2019 2020 2021e

Real GDP

(% change) 1,9 2,0 3,8 3,6

3,0 4,7 7,3 4,5 4,1 -3,9 6,0

GDP at current

prices (billion LC) 589

591,8 6350 6697

711,9

763,7 8579 951,7 1058,2 1049,2 1155,6

GDP
at current prices
(billion USD)

183,3 170,6  190,8  200,0

177,7

188,1 211,7 241,5 249,7 247,2 289,1

GDP per capita
atcurrent
prices (LC)

27669,1 29448,6 31716,5 33563,9

35819,5 38645,2 43672,4

48730,1 54531,3 54310,8 59823,5

GDP per capita
atcurrent
prices (USD)

9076,0 8491,0 9530,4 10021,5

8942,2

9520,4 10776,7 12363,0 12867,4 12797,1 14968,0

Total

investment 28,1 27,0 25,5 24,8
(% of GDP)

25,1 23,4 23,4 22,8 23,7 22,9 23,6

Inflation

(annual average) 5.8 3.3 4,0 1,1

-0,6 -1,6 1,3 4,6 3,8 2,6 2,8

Volume

ofimports 9.7 18 9.1 88
ofgoods and ' ' ' ’
services (%)

8,5 16,6 11,5 8,6 6,9 -4,6 11,4

Volume

of exports
of goods and
services (%)

12,1 1,1 20,6 8,5

Unemployment

rate (annual 7,1 6,8 7,1 6,8
average)

6,8 59 4,9 4,2 3,9 5,0 4,9

Population

(million) 20,2 20,1 20,0 20,0

19,9 19,8 19,6 19,5 19,4 19,3 19,3

General
government
gross debt
(% of GDP)

34,3 38,0 39,1 40,4

39,4 39,0 36,8 36,5 36,8 50,1 52,6

Current
account balance -5,0 -4,8 -0,8 -0,2
(% of GDP)

Source: IMF World Economic Outlook (April 2021)

Based on Eurostat's estimates, Romania’s real
GDP is forecast to grow by 3.8% in 2021 and by
4%in 2022. Private consumptionis expected to
recover strongly from the second half of 2021
as the rollout of vaccinations should allow for a
gradual lifting of restrictions. Consumption is
expectedto remainrobustin 2022. Investment
is set to remain strong over the forecast
horizon, supported by the construction sector.
Exports are expected to recover against the
backdrop of improved economic conditions
in Romania's main trading partners. However,
the contribution of net exports to growth is
expected to remain negative over the forecast
horizon.Future spending related to the
Recovery and Resilience Facility is not included
in this European Commission's forecast.

CHAPTER 2

Risks to the growth forecast are tilted to the
upside. Particular upside risks for Romania are
a fast implementation of the Recovery and
Resilience Plan and an improvement of public
finances.

In 2020, a sharp drop in energy prices and
subdued aggregate demand pushed headline
inflation down to 2.3% from 3.9% in 2019.
In 2021, some inflationary pressures are
expectedtocome fromhigher oil pricesandthe
liberalisation of the retail electricity marketon 1
January, which is set to increase energy prices
in the first part of the year. The annual average
rate ofinflationis forecast to slightlyincrease to
2.6%in 2021 and to decline somewhat to 2.4 %
in2022.
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B 2.2 The Western Balkan Economies:
Serbia, North Macedonia, Montenegro,
Bosnia and Herzegovina, Albania and
Kosovo

The third group of countries constitutes
the so called "weak link" of the SE European
Historically — divergent  and
financially vulnerable, they all aspire to join at
some point the EU, while trying to surpass
their bilateral conflicting past. The main
challenges the six countries have to deal
with are the existence of a macroeconomic
stability necessary for
growth, competitiveness, strong labor market
and public finances in order to restart their
EU convergence process that was postponed
since the 2008 global financial and economic
crisis. The adoption of structural reforms
should be multidimensional: investment
support through the business environment
improvement, deepen global integration,
more efficient public services, etc. Another
important aspect is the challenge of rising
transit migration through the region and how
the EU and the corresponding governments
will handle this, as this could disrupt regional
trade, labor markets and remittances.

economies.

sustained income

B Serbia

After a robust growth of 4.2% in 2019, the
COVID-19 pandemic caused a recession of
1% in 2020. This is a significantly better result
than what was previously projected (a drop of
3%). Services' sectors were hit most by the
pandemic-related events (down 1.5% y-o-y),
while value added in industry remained flat in
real terms, and the agriculture sector grew by
4.9%. Onthe expenditure side, bothinvestment
and consumptionhad a negative contributionto
growth in 2020 (-1.1% and -0.7%, respectively),
while net exports had a positive contribution to
growth (0.8%).

A large fiscal stimulus program, introduced by
the government, close to 13% of GDP helped
keep the recession mild. It comprised tax
deferrals and increased expenditures of around
8% of GDP and guarantees in the amount of
4.8% of GDP. As the largest part of the package

SE EUROPE ENERGY OUTLOOK 2021/2022

(7.4% of GDP) went to businesses, it helped
to avoid a major loss in employment. In fact,
registered employment increased by 1.9%
comparedto 2019. The Q3 unemployment rate,
as measured by the Labor Force Survey, stood
at9%in 2020, slightly lowerthan 2019. The wage
subsidy and cash support to citizens also helped
avertaspike in poverty, although at a significant
fiscal cost. Due to the support package, limited
labor marketimpacts, and growth in agriculture,
poverty (income under $5.5/day in revised 2011
PPP) is estimated to have remained stagnant
from 17.3%in 2019 to 17.4%in 2020.

The fiscal deficit increased significantly in 2020
and reached an estimated 8.1% of GDP. This
increase is primarily the result of the large fiscal
stimulus program. Public debt is estimated
at 58.2% of GDP by end-2020. Inflation by
year-end reached 1.3% y-o-y; however, food
prices increased by 2.1%. The dinar remained
broadly stable against the euro, supported by
significant interventions by the National Bank
of Serbia (NBS) on the foreign exchange market
(NBS sold reserves worth €1.5 billion in 2020).
The banking sector's performance remains
robust despite two rounds of debt moratoria
introduced in 2020 as part of the COVID-19
response measures. Non-Performing Loans
(NPLs) stood at 3.5% as of November 2020.
On the external side, the CAD decreased
significantly —from 6.9% of GDPin 2019 to 4.3%
in 2020.

Recovery fromthe COVID-19 related recession
is expected to start in 2021. Growth will be
supported by a recently announced new
package of measures to support citizens and
the economy worth 5.1% of GDP. As a resullt,
Serbia's economy is expected to rebound
by 5% in 2021, based on the World Bank's
estimates. Over the medium term, growth
is expected to be around 4%. Growth will be
driven by consumption and investment will
recover only slowly, which may slow down
the impact of growth on labor markets (both
employment and wages). This medium-term
outlook crucially depends on international
developments (including the control of
COVID-19), the pace of structural reforms and
political developments.
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Table 2.9 Macroeconomic Performance of Serbia

Serbia 2012 2013 2014

2015

2016 2017 2018 2019 2020

Real GDP

(% change) 07

2,9 -1,6

1,8 3,3 2,1 4,5 4,2 -1,0

GDPat
current prices
(billion LC)

3614,8 3812,7 4124,1 4163,4

4315,0

4528,2 4760,7 5072,9 5417,7 5463,5

GDPat
current prices
(billion USD)

49,3 43,3 48,4 47,1

39,7

40,7 44,2 50,6 51,5 53,0

GDP

per capita
atcurrent
prices (LC)

499517,1 529430,6 5754580 583784,4 608144,8 641539,5 6780776 726510,1

777988,0 787718,3 849969,5

GDP per capita
atcurrent
prices (USD)

6814,7 6016,8 6757,5 6603,5

5589,0

5765,2 6292,5 7252,4 7391,8 76356 8748,3

Total
investment
(% of GDP)

18,4 19,2 17,3 16,7

18,7

18,1 19,6 22,7 25,1 23,2 23,9

Inflation

(annual average) 1,1

7,3 7,7 2,1

1,4 11 3,1 2,0 1,9 1,7 2,2

Volume
ofimports
of goods and
services (%)

6,8 1,0 2,7 3,2

7,9 10,5 10,6 10,2 11,4 6,6

Volume

of exports
of goods and
services (%)

3,6 -0,1 4,2

10,8

9,8 7,9 10,1 -4,6 6,5

Unemployment
rate (annual
average)

23,0 19,9

18,2

10,9

Population

(million) 7.2

7,1

7,1 7,0

General
government
gross debt
(% of GDP)

43,9 54,4 67,5

71,2

68,8 58,6 54,4

Current account

balance (% of GDP) 8.1

-10,8 -5,7 -5,6

-3,5

-2,9 -5,2 -4,8 -4,3 -5,7

Source: IMF World Economic Outlook (April 2021)

Immediate focus is needed on measures
to improve the business environment and
governance in order to lower the cost of doing
business and ensure security and safety,
as well as efforts to improve the quality of
infrastructure. Regarding the medium- to
long-term challenges the focus should be on
demography and climate change. Firstly, an
aging and shrinking population will leave Serbia
with a smaller available labor force. Labor
shortages combined with skills mismatches
could significantly hurt the competitiveness of
the Serbian economy. Secondly, the impact of
climate change — including more frequent and
severe droughts and floods — will hit agriculture
andfood productionhard and willmake the cost
of infrastructure maintenance much higher.
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The pace of labor market recovery will be
critical for resumed poverty reduction. The
new package is expected to support citizens
and economic recovery, though poor and
vulnerable households, who tend to depend
more on self-employment and less secure jobs,
may take longer to regain their income level.
Poverty is projected to slowly decline to 16.8%
in2021.

In the medium term, regional disputes and slow
progress with the EU accession process could
affect investment sentiment and therefore
delay investment projects ininfrastructure and
other sectors. Labor market challenges limit
the scope for robust welfare improvements
and could be exacerbated by a significant brain-
drain.
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B North Macedonia

According to the World Bank, North
Macedonia's real GDP declined by 4.5%
in 2020; less than earlier projected as the
recession sharply eased in Q4 2020. Private
consumption, the main driver of growth in
the past, experienced a sharp decline of 5.6%
y-0-y as a result of containment measures.
Investment also declined by more than 10%,
even though it shortly reboundedin Q3 2020.
Government induced consumption that
increased by almost 10% helped partly
alleviate declining domestic demand. External
demand also plummeted, reflected in a 10.9%
y-0-y decline of exports. The accompanying
decline in imports alleviated the pressure on
the current account deficit which is expected
to remain largely unchanged compared to
2019. On the production side, agriculture, ICT
and real estate activities were only sectors
growingin 2020.

Government support helped cushion the crisis
impact on the labor market by supporting
over 130,000 jobs through wage subsidies in
April 2020, declining to 60,000 towards the
year-end as the economy slowly recovered.
The unemployment rate remained largely
unchanged, but this was partly a result of
people dropping out of the labor market. The
banking sector liquidity ratio of over 23% in Q3
2020 remained adequate, helped by the central
bank measures. Credit continued growing
at 4.7% y-o-y by end-2020, on account of
both household and firm credits supported
by strong deposit growth and crisis-support
programs.

Non-performing loans declined to 3.3%,
given the allowed suspension on credit
reclassification requirements until December.
However, an upward correction is expected
in 2021 as this measure ended. The capital
adequacy ratio stood at 16.9% in Q3 2020,
double the mandatory level. Inflation remained
low at 1.2% y-o-y in 2020, reflecting subdued
output and despite rising food prices in the
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second half of 2020. The fiscal deficit tripled
to 8.9% of GDP in 2020. The drop in VAT and
excise revenues amounted to 0.9% of GDP
and was cushioned somewhat by an increase
in social contributions. Spending increased
by 4.4% of GDP, as health expenditures and
subsidy schemes, aimed at employment
retention, surged. Spending on wages and
pensions also increased as a result of previous
policy changes, while capital spendingdeclined.
Public and publicly guaranteed debt increased
to 60.2% of GDP as the government ramped
up borrowing to finance the soaring deficit and
repay maturing obligations.

Based on the World Bank's estimates, the
economic growth is expected to rebound
to 3.6% in 2021. This scenario assumes
accelerated vaccinations by mid-2021, no
further lockdowns, and increased external
demand. In this scenario of a gradual recovery,
after a protracted recession in Q1 2021, a
rebound is expected thereafter, as restored
consumer and investor confidence pushes up
personal consumption, private investment,
and exports. The fiscal deficit is planned at
4.9% but given the extended government
support to firms and households in early 2021
of an additional 1.4% of GDP, the actual deficit
will likely be higher.

Setting public finances back on a sustainable
path will be needed over the medium term, as
public and publicly guaranteed debt surpasses
64% of GDP in 2021. Targeting a primary
balance over the medium term would be
needed to stem further public debt growth
and not crowd out productive spending. This
is even more important in the eventuality that
international financing costs rise. Boosting
revenues through cutting back on exemptions
and strengthening compliance are priorities
along with a gradual state withdrawal from
the corporate sector. Bringing people back
to the labor market, as well as education and
governance reforms could help boost potential
growth. Poverty is projected to resume its
decline as growth gradually recoversin 2021.
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North Macedonia 2011

2014

2015

2016

Real GDP

(% change) 2,3

3,6

3,9

GDPat
current prices
(billion LC)

464,2 466,7 501,9 527,6

559,0

594,8

GDPat
current prices
(billion USD)

10,5 9,8 10,8 11,4

10,1

10,7

GDP per capita
atcurrent
prices (LC)

225355,5 226302,8 242956,0 254996,2

269859,5

286827,1 297839,2 318168,0 332052,2 319810,9 336943,2

GDP per capita
atcurrent
prices (USD)

5097,3 4728,4 5239,6 5498,6

4860,4

5153,0 5462,4 6111,2 6044,4 5918,1 6656,7

Inflation

(annual average) 3.9

3,3 2,8 -0,3

-0,3

-0,2 1,4 0,8 1,2 2,0

Volume of imports
of goods
and services (%)

8,0 8,2 2,2

9,9 5,2 8,9 -10,5 6,3

Volume of exports
of goods and
services (%)

16,1 2,0 6,1

8,5 8,3 72 -10,9 8,6

Unemployment
rate (annual
average)

31,4

23,8 17,3 16,3

Population

(million) 21

2,1 2,1 2,1

General
government
gross debt
(% of GDP)

27,7

40,4 40,6

Current
account balance
(% of GDP)

-0,5

-0,1

Source: IMF World Economic Outlook (April 2021)

I Montenegro

As a small, open, and heavily tourism-
dependent economy, Montenegro was hit hard
by COVID-19, affirming its vulnerabilities to
strong boom-bust cycles. Over the five years
prior to the crisis, economic growth averaged
4%, driven by large public investments and
consumption. Over two-thirds of Montenegro's
jobsareinservices, which account for over 70%
of value added. The external imbalances are
structurally high and averaged 15% of GDP
over 2015-2019, largely financed by net FDI
and external debt. Due to weaker adherence
to fiscal plans and debt-financed highway
construction, public debt has doubled since
independence. Montenegro aspires to join the
EU, but significant rule of law challenges slow
down progress and reflect a key development
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constraint. The crisis has wiped out recent
economic and social gains from the period of
strong growth and exacerbated Montenegro's
vulnerabilities.These include: the lack of
fiscal space, small production base and low
diversification of the economy, business
environment weaknesses, and income and
social inequalities.

These vulnerabilities translate into significant
reversals of progress in creating jobs, raising
income, and reducing poverty. Montenegro
ranks third in the number of infections per
million inhabitants and records among the
highest death rates per capita from COVID-19
in the world. The pace of recovery will depend
on when the pandemic is contained and the
pace of immunization, which is currently slow.
In 2020, the new government committed to
accelerating reforms, strengthening the rule
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of law, and fighting corruption. These, coupled
with strong fiscal and debt management
and independent and accountable state
institutions, would enable more
private sector-led growth and
service delivery to citizens. In 2020, general
government revenues declined by 13% y-o-y,
strongly driven by declines in VAT (-24%).
Generalgovernment spendingwentupby 4.6%,
partly due to support measures, while capital
spendingfellby 25%.In December, Montenegro
placed a 7-year €750 million Eurobond, with an
interest rate of 2.875% to pre-finance maturing
debtand 2021 fiscal deficit, based on the World
Bank's data.The financial sector was resilient
in 2020: outstanding loans (including those in
moratoria) were up by 3%, while deposits fell by
3%, drivenby declininghouseholddeposits. Yet,
new lending was down by 26% and bank profits
declined by over 50%. As exports plunged and
imports showed more resilience, the current
account deficit widened to 26% of GDP.

inclusive,
efficient

The blurred outlook due to the pandemic
developments and vaccine rollouts is further
dimmed by lack of clarity on the government's
medium-term plans. Due to a low base and
assuming tourism recovers to 55% of 2019
levels, Montenegro's economy is expected to
reboundin 2021 with an estimated GDP growth
of 7.1%, based on the World Bank's estimates.
The total output loss is, however, projected
to be fully recovered only in 2023 when the

economy is expected to grow 3.5%. External
imbalances will remain elevated in 2021, but
import-dependent
motorway section and stronger exports led by
the tourism recovery are projected to reduce
the current account deficit to 132% and 10%
of GDP in 2022 and 2023, respectively. After
peaking at 105% of GDP in 2020, public debt is
estimated to return to pre-crisis levels by 2023.
However, the actual debt reduction trajectory
might be steeper or flatter, depending on the
government's medium-term budgetary plans
which are still unknown, as it delayed the 2021
budget adoption. However, implementation
of sound and credible fiscal policies is an
imperative for debt sustainability.

The outlook on employment is also highly

the finalization of the

uncertain and depends on the recovery of
labor-intensive sectors. The speed of recovery
of low-skill jobs will partly determine how fast
poor and vulnerable households can return
to pre-crisis income levels. The poverty rate
is projected to decline to 17.9% in 2021. The
current crisis has made the longstanding
policy priority of improving economic resilience
more urgent than ever. In order to accelerate
recovery and sustain inclusive growth and
poverty reduction, "Montenegro must keep
macroeconomic stability, ensure inclusive and
efficient provision of public services, carefully
manage its natural resources and strengthen
the independence and capacities of its
institutions”, says the World Bank.

Table 2. 11 Macroeconomic Performance of Montenegro

Montenegro 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021e
E’/eoaclrglage) 3,2 -2,7 3,5 1,8 3,4 2,9 4,7 51 4,1 -15,2 9,0
GDP at current )
prices (billonLC) 33 3.2 34 3,5 3,7 40 43 47 50 4.2 4.6
GDP at current i
prices (billion USD) 4,5 4,1 4,5 4,6 4,1 4,4 4,9 5,5 5,5 4,8 5,7
GDP per capita ’
atcurrent 5264,9 5126,5 5412,9 5561,1 5873,5 6354,2 6907,3 7494,6 7951,7 6736,8 7439,2
prices (LC)

GDP per capita

atcurrent 7327,3 6590,6 7189,0 7389,9 65174 7031,5 7800,3 8854,8 8902,7 7688,6 9064,2
prices (USD)

Total

investment 19,3 20,6 19,6 20,2 20,1 26,1 30,2 31,9 31,9 25,5 23,3
(% of GDP)

Inflation

(annual average) 3,5 41 2,2 -0,7 1,5 -0,3 2,4 2,6 0,4 -0,2 0,4
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Table 2.11 Macroeconomic Performance of Montenegro

ofimports
of goods and
services (%)

1,8 -3,8 11

9,3 13,1 8,2 9,7 2,1

Volume of exports
of goods and
services (%)

6,6 -0,9 0,1

9,3 4,4 7,3 7,3 -48,5 57,5

Unemployment
rate (annual average)

Population

(million) 0.6

0,6

0,6 0,6 0,6 0,6 0,6

General
government
gross debt
(% of GDP)

58,7

68,8

66,2 78,7 108,8 94,6

Current
account balance
(% of GDP)

-14,8 -15,3 -11,4 -12,4

-11,0

-16,2 -16,1 -17,0 -15,0  -25,9 -18,7

Source: IMF World Economic Outlook (April 2021)

H Bosnia and Herzegovina

Based on the World Bank's data, Bosnia's real
GDP growth is projected at -4.0% in 2020 due
to a slowdown in most productive sectors, a
weaker external environment and high political
uncertainty. In 2020, growth was positive in Q1
but after the introduction of a lockdown and
containment measures in Q2, the economy
faced a sudden stop as domestic and external
demand dropped. By Q4 2020, the country's
economic activity had somewhat improved,
but growth remained in negative territory.

Unemployment has recently worsened.
According to official estimates, the number
of people in paid employment decreased
approximately 1% y-o-y in November 2020,
while the number of unemployed increased by
about 3% in the same period. Deeper labour
market effects have been prevented by wage
subsidy programs in both entities and other
policy measures targeting affected economic
sectorsaimedto safeguardpotentialjoblosses.
As the economy has fallen into recession and
with low oil prices deflation has returned. In
December, the consumer price index was down
1.6% y-o-y. In 2020, a fiscal deficit of 5.5%
of GDP is expected, down from a surplus of
1.9% in 2019. In 2020, revenues fell mainly due
to the slump in tax revenue collection, while
expenditures rose mainly as a result of higher
spending on public wages, goods and services
and social benefits. The current account
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deficit is estimated to have worsened slightly
in 2020 due to a drop in the services balance
and remittances. Total public debt, consisting
largely of concessional debt, has increased and
is estimated at 40.6% of GDP, while the total
external debtis estimated at 72% of GDP.

Even during the pandemic, the financial sector
has been broadly stable. On average, banks
are sufficiently capitalized and liquid, but their
profitability is eroding. The latest available
poverty data using the national poverty line is
for 2015 and the poverty rate was estimated
at 16 percent, very close to the 15 percent
estimated for 2011.The slowdown in the
economy and the consequent loss of people's
employment and earnings have negatively
affected household welfare in 2020. Estimates
show that many of those who may have been
affected were not covered by social protection
programs before the crisis. The outlook is
marked by the implementation of measures to
combat the pandemic. Authorities are currently
focused onsecuringvaccines. As the pandemic
subsides the Socio-Economic Program is
expected to gain needed attention, mainly
through the return of announced investments
in energy and infrastructure. Consumption will
continue to drive growth, resulting in strong
growth of imports. Remittances will recover in
the medium term and, together with progress
on re-forms, will underpin a gradual pickup in
consumption and finance a significant part of
the trade deficit.
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Table 2.12 Macroeconomic Performance of Bosnia and Herzegovina

Bosniaand 2011 2012

Herzegovina

Real GDP

(% change) 0.9

2,4

3,1

GDPat
current prices
(billion LC)

26,2 26,7

28,6

GDPat
current prices
billion USD)

18,6

16,2

GDP per capita
atcurrent
prices (LC)

7161,1

8336,5

8830,2 10064,4 10650,5

GDP per capita
atcurrent
prices (USD)

5089,9 4773,2 5319,3

4994,1 6073,9 6727,8

Total
investment
(% of GDP)

18,3 18,3 18,4

21,1 21,5

Inflation

(annual average) 4.0

2,1 -0,1 -0,9

-1,0

0,8 1,4 0,6 1,2

Volume of imports
of goods
and services (%)

3,2 0,4 0,1 7,6

1,7 8,2 3,3 1,3 -10,9 9,4

Volume of exports
of goods 4,8
and services (%)

-0,2 7,9 4,2

9,8 9,4 12,4 6,3 0,5 6,6

Unemployment
rate (annual
average)

27,6 28,0 27,5 27,5

27,7

25,4 20,5 18,4 15,7 19,0 17,5

Population

(million) 3.7

3,6 3,5 3,5

3,4 3,4 3,4 3,3 3,3 3,3 3,3

General
governmentgross 39,6
debt (% of GDP)

42,2 42,5 45,9

44,1 39,2 34,3 32,4 38,3

Currentaccount

-9,5 -8,6
balance (% of GDP)

-5,3 -7,4

-4,8 -4,8 -3,4 -3,1 -3,5

Source: IMF World Economic Outlook (April 2021)

Monetary policy anchored to the Euro will
continue to support local currency stability.
Safeguarding the banking sector will continue
to be important in particular as the full impact
of moratoria is yet to be assessed. Authorities
have adopted budgets and secured funds
to ensure necessary liquidity through credit
lines via entity development banks to support
affected businesses.

As Bosnia and Herzegovina does not have
access to international markets, support from
International Financial Institutions (IFls) will
be critical. As revenues recover Bosnia's fiscal
deficit will return to surplus over the medium
term. Astronger pushonthe capitalinvestment
program will need to remain a high priority for
the authorities' economic programs.

SE EUROPE ENERGY OUTLOOK 2021/2022

Planned investments in energy, infrastructure,
and tourism will also support job creation in
those sectors after the crisis.

As the pandemic is tamed and the economy
gradually recovers in 2021, improvements in
labor market participation and employment will
remain key for growth to translate into poverty
reduction. There are severalrisks to the outlook
butthe mainriskis a prolonged pandemic which
could lead to lower growth rates in 2021 than
projected. In addition, the challenging political
environment will affect the implementation of
the adopted socio-economic program. The
main external risk for Bosnia and Herzegovina
remains slow growth in the EU and political
tensions in the region.
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B Albania

According to the World Bank, Albania’s real
GDP grew by 3.3% during 2015-2019, with the
country achieving significant reform progress
while aspiring to EU membership. A few large
renewable energy projects and expansion in
tourism and garments' manufacturing exports
drove GDP and employment growth. However,
productivity has stagnated below that of
peer countries, and wage pressures could
reduce competitiveness. Small and Medium
Enterprises (SMEs) represent more than
90% of private firms and rely on low-skilled,
low-wage labor. Limited access to finance,
burdensome logistics and poor market
integration discourage private investment,
while scarce public limit public
infrastructure and human capitalinvestment.

revenues

Growth halted in 2019, as a 6.4-magnitude
earthquake with an epicentre 16 km west-
southwest of Mamurras in November 2019
further exposed the country's low buffers.
Fiscal consolidation was put on hold and
external vulnerabilities reemerged. The
pandemic hit Albania's key sectors of tourism
and manufacturing through the recession
in the EU, supply chain disruptions, travel
limitations and social distancing measures.

Based onthe World Bank's estimates, Albania’s
real GDPis projectedto decline by 4.7%in 2020
due largely to a slowdown in tourism, though
smaller than initially projected as domestic
tourism demand partially compensated
for the drop in foreign visits. Public support
packages for reconstruction and to mitigate
the crisis had a small estimated success in
preventing an increase in poverty and had a
significant fiscal cost. Recently, introduced
tax incentives further stress already declining
revenues. Delayed global vaccine rollout could
cause long-lasting travel restrictions and could
preventarecoveryofthecountry'sservicesand
manufacturing, worsening the performance
of businesses and delaying the full recovery in
employment. The normalization of the global
economy will have a significant impact on the
shape of the recovery.
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Tourism and travel are likely to remain limited
until global vaccination rollout is completed. In
this scenario, Albania's real GDP is forecasted
to grow by 4.4% in 2021, based on World Bank
estimates, as exports, consumption and
investment partially rebound. The services
sector, led by tourism, and construction are
expected to be key drivers of the recovery,
in part thanks to reconstruction investment,
following evidence from similar disasters in
developing economies.

Poverty in Albania is expected to decline in
line with anticipated recovery by about 2%. In
the years following, private consumption will
play an increasingly important role in growth,
supported by reconstruction efforts. Private
investment will contribute to growth, provided
that the government continues to implement
Beyond 2021,
government spending will likely be constrained

business climate reforms.
by limited fiscal space. The fiscal situation could
deteriorate in a downside growth scenario and
inthe absence of expanded revenue collection.
In this case, the government may need to
further reduce capital spending to keep the
debt to GDP ratio fromrising.

According to the World Bank, Albania's current
accountdeficitis expectedtonarrowto 8.8% of
GDP in 2021 and further decline to 6.5% in line
with the pre-crisis trends, driven by projected
improvements in the trade balance. Service
exports, including tourism and fast-expanding
business-process operations, should narrow
the trade deficit over the medium term.
Import growth will be high at 13% in 2021, as
infrastructure investment speeds up.

With economicactivity pickingup, revenues are
projected to recover to 27.6% of GDP by 2022-
2025. Albania's public debt is projected to only
marginally decrease to 79.5% of GDP in 2021.
The employment outlook is largely dependent
on the recovery of the services sectors and
reconstruction, where jobs are mostly low pay
and vulnerable to economic uncertainty.
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Albania

2012 2013

2015

2016 2017 2018 2019 2020 2021e

Real GDP

(% change) 14

1,0

2,2 3,3 3,8 4,1 2,2 -3,5 5,0

GDPat
current prices
(billion LC)

1300,6 1332,8 1350,1 1395,3

1434,3

1472,5 1550,6 1635,7 1678,4 1642,6 1757,5

GDPat
current prices
(billion USD)

12,9 13,2

11,4

11,9 13,1 15,1 15,3 15,1 17,1

GDP per capita
atcurrent
prices (LC)

447689,1 459526,5 466324,6 482954,1

497901,6 511970,6 539644,6 570656,0 584877,0 573296,3

614385,0

GDP per capita
atcurrent
prices (USD)

4439,9 4248,9 4415,6 4584,9

3953,6

4124,4 4542,8 5284,4 5323,2 5286,7 5991,1

Total
investment
(% of GDP)

33,5 29,8 27,5 27,3

26,2

25,5 24,7 24,3 22,8 22,8

Inflation

(annual average) 3.4

1,9 1,6

1,9 1,3 2,0 2,0 1,4 1,6

Volume ofimports
of goods and
services (%)

3,6 -0,6 54

0,1 8,3 6,0 58 50 -21,4

Volume of exports
of goods and
services (%)

1,0 8,3 3,3

53 10,4 10,1 3,5 1,8 -29,0

Unemployment
rate(annual
average)

14,0 13,4 15,9 17,5

17,1

15,2 13,7 12,3 11,5 12,5 14,0

Population

(million) 2,9

2,9 2,9 2,9

2,9 2,9 2,9 2,9 2,9 2,9 2,9

General
government
gross debt
(% of GDP)

59,4 70,4 72,0

73,7

73,3 69,5 67,8

Current account
balance
(% of GDP)

-12,9 -10,2 -9,3 -10,8

-8,6

-6,8 -8,0 -9,6 -8,7

Source: IMF World Economic Outlook (April 2021)

B Kosovo

Based on the World Bank's data, Kosovo's
real GDP growth averaged 3.6% over 2009-
2019 and, before the pandemic, was expected
to exceed 4% in the medium term. Private
investment added to growth in
years, but was mostly concentrated in trade
and construction industries, with limited
productivity spillovers.

recent

Likewise, robust growth did not translate into
more jobs as the employment rate remained
almost constant between 2017 and 2019. In
2019, 21% of the population still lived with under
$5.5 per person per day (in 2011 PPP), and this
share is expected to increase in 2020 by 4%-
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5%. Poor education and health outcomes limit
the contribution of human capital to inclusive
growth and the pandemic likely widened this
gap. As a largely service and consumption-
based economy, Kosovo was particularly
vulnerable to the COVID-19 shock.

To support the recovery in 2021, the country's
government should strengthen compliance
with pandemic preventive measures, increase
treatment capacity and effectiveness, while
reducing citizens' out-of-pocket costs, and
boost vaccination, according to the World
Bank. Targeting of social protection and private
sector support measures should be improved
and implementation of public projects with
secured financing accelerated. To support a
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resilient recovery in the medium term, public
spending effectiveness and the regulatory
environment should be enhanced. Investment
in human capital should be prioritized. In 2020,
Kosovo's economic activity is estimated to
contract by 6.9%, based on the World Bank's
estimates, driven by a plunge in exports -
principally because of a 51% drop of diaspora
travel services - and investment. Consumption
contributed modestly, with higher government
offsetting lower private consumption. Fiscal
stimulus combined with increased remittances
and goods exports cushioned the contraction.
Consumer priceinflation deceleratedin 2020 to
0.2% because of weak domestic demand and
declining import prices. Formal employment
weathered the impact of the downturn,
but compensation and working hours were
reduced. Registered unemploymentincreased,
most likely from job losses in the informal
economy. Overall, unemployment remains high
at 25% of the labor force (46.9% of youth) in Q3
2020. Projections suggest a poverty increase
of 4%-5% in 2020 (70-90 thousand new poor).
The expected return to growth in 2021 should
modestly reduce poverty as the services sector
recovers.

Despite a 28.4% reductioninpublicinvestment,
the budget deficit closed 2020 at 7.6% of
GDP, due to lower public revenues against the
contraction. Current spending increased by
18.6%, driven by pandemic-related spending
of an estimated 4.4% of GDP. The deficit was
financed primarily through domestic and
external debt and liquidation receipts.The
drop inimports and a rise in secondary income
almost compensated the plunge in exports
during 2020. As a result, the current account
deficit (CAD) deteriorated marginally from 5.5%
to 5.7% of GDP. CAD was primarily financed by
net FDI inflows and other international debt-
driveninvestment flows.

Bank deposits and bank credit increased
by 11.5% and 7.1%, respectively. New loans
increased only by 1.8%, reflecting restructuring
activity throughout the year. Capital adequacy
is above regulatory requirements, while NPLs
increased by 0.7%. Forbearance measures by
the Central Bank cushioned the impact of the
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pandemic on the financial sector.

Based on the World Bank's estimates, Kosovo's
real GDP is projected to reach 4% in 2021. The
recovery is expected to be gradual. Economic
activity will reach pre-pandemic levels only
in 2022, mainly driven by a rise in exports and
consumption. Growth in goods exports should
continue to be strong in the medium term,
as base metal prices are expected to rise.
Service exports should also recover driven
by a recovery in diaspora-related tourism
exports, as international travel restrictions are
relaxed, and vaccination accelerates in Europe.
Economic growth is projected to remain over
4% in the medium term, but downside risks to
the outlook are high. The projected outlook
restsontheassumption ofrelaxedinternational
mobility between Europe and Kosovo, no
further strict local containment measures and
a recovery in Euro Area growth. There is also
potential for higher growth, including through
faster implementation of IFI-financed public
investment.

Fiscal deficit will remain elevated in 2021
projected at 5.1% of GDP, driven by fiscal
stimulus measures and the disruption in the
growth trajectory induced by the pandemic.
Revenues are expected to recover as growth
picks up. Fiscal stimulus aimed at supporting
businesses and livelihoods should be fully
executedin 2021, at about 3.2% of GDP.

According to the World Bank, the CAD should
remain at 5.7% of GDP in 2021 and gradually
improve over the medium term. Goods'
exports should increase gradually, while
imports also increase on the back of higher
aggregate demand. The size of the CAD will
be deter-mined by the pace of remittance
growth and recovery of diaspora-related
tourism exports. The pandemic has intensified
the developmental gaps, hence progress on
structural reforms, including improvements in
the design and targeting of social protection
spending and regulatory environment for
businesses is vital in reversing the adverse
economic and social impact of the pandemic
and building resilience against future negative
shocks.
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Kosovo

2020

Real GDP
(% change)

4,1 4,1 4,2 3,8 4,9 -6,0 4,5

GDP at current

prices (billionLC) 48 51 53 5.6

58 6,1 6,4 6,7 7,1 6,8 7,1

GDP at current
prices (billionUSD) &7 6,5 7,1 7,4

6,4 6,7 7,2 7,9 8,0 7,8 8,8

GDP per capita
atcurrent
prices (LC)

2704,7 2786,3 2925,7 3084,6

3278,1

3403,4 3566,2 3751,7 3946,5 3776,2 3930,2

GDP per capita
atcurrent
prices (USD)

3764,2 3582,0 3885,7 4098,9

3637,4

3766,2 4027,3 4432,6 4418,5 4309,8 4855,7

Inflation

(annual average) 7.3 2,5 18 0.4

-0,5 0,3 1,5 1,1 2,7 0,2 0,3

Volume of imports
of goods and 8,6
services (%)

-16,3 -1,2 7,2

-14,7 6,1 7,7 16,4 -3,3 -1,8 12,6

Volume of exports
of goods 31,2 -1,7
and services (%)

-17,1 -7,2

Unemployment
rate (annual n/a 30,9
average)

30,0 35,3

25,6 n/a

Population

S 1,8 1,8 1,8 1,8
(million)

1,8 1,8 1,8 1,8 1,8 1,8 1,8

General
government
gross debt
(% of GDP)

53 8,1 9,0 10,7

13,1 14,4 16,2 17,0 17,6 24,4 28,5

Currentaccount
balance
(% of GDP)

-12,7 -5,8 -3,4 -6,9

Source: IMF World Economic Outlook (April 2021)

B 2.3 Turkey and Israel: The Economies of
the East Med Countries

We have left for the end of this chapter the
review for the economies of Turkey and Israel.
Two important Mediterranean
whose economies are markedly different from
those of the other countries in SE Europe. To
start with Turkey's economy is a lot larger and
in size and roughly corresponds to the sum of
the economies of all the other countries, EU
member countries and WB6. This obviously
affects energy infrastructure and energy
market developments as we have already
pointed out in our introduction.

countries

Turkey's economy until recently had been
performing well with a notable growth pattern
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and constant improvement of the standard
of living. However, as it is explained further
on, the Turkish lira devaluation in 2020-2021,
following some unfortunate monetary policy
led to strong depreciation which
impacted negatively the economy, a situation
which exacerbated with the collapse of the
tourist market in 2020 because of COVID-19.
Despite of this outcome, the economy remains
robust judging from its expansion in 2020 and
anticipated growthin 2021.

moves,

Israel'seconomy is a different case alltogether.
Despitethe pandemicandgeopoliticaltensions
in the region, the economy has managed to
hold and develop. The country's finances have
been strengthened by the improvement in
the external balance of payments, following

85




the growing consumption of domestically
produced natural gas and the corresponding
lessening of oil and coal imports and the
continuing export of high tech products.

B Turkey

Turkey was the only G20 country aside from
China that recorded an economic expansion
in 2020. However, this rapid recovery raised
macroeconomic and financial stability risks.
Unless addressed, these vulnerabilities will
expose Turkey to heightened risk and continue
to limit productivity, which has stagnated in
recent years. Latest market turmoil, following
thereplacement of the Central Bank Governor?,
illustrates the importance of a sustained and
credible focus on bringing inflation down to the
target rate of 5% and bolstering the country's
international reserves. Structural reforms in
labor, product and financial markets, and to
innovation systems can support productivity
growth. Corporate sector vulnerabilities
- further elevated by the pandemic and
higher debt burden - present risks to banks.
Developing local currency, long-term finance
sources would alleviate existing imbalances
in the financial system and contribute to
economic growth.

The economic recovery in the second half
of 2020 helped recover most of the jobs lost
during the pandemic's first wave. However, jobs
for informal, lower-skilled, female, and young
workers remain well below their pre-pandemic
levels. Furthermore, 2.6 million more individuals
were out of the labor force in 2020. The poverty
rate is projected to increase to 12.2% in 2020,
which would mark the second successive year
that poverty has increased in Turkey, from
8.5% in 2018. Based on the World Bank's data,
Turkey's real GDP grew by 5.9% y-o-y in Q4
2020, completing a remarkable rebound in the
second half and resulting in full-year growth of
1.8%, despite the economic fallout from the
coronavirus pandemic. Therecoverywas driven
by surging domestic demand, buoyed by credit
in the second and third quarter. The authorities
loosened monetary policy and delivered a
stimulus program totaling 13% of GDP, most of

which was supported via the banking sector in
the form of partial credit guarantees and loan
deferrals. Other fiscal support included social
support payments to households, support for
furloughed workers, tax deferrals, and other
support for firms.

Growth from the implementation of the
above policies came at the cost of rising prices
and macro-financial vulnerabilities. Inflation
trended upward, reaching 15.6% in February
- the highest level in 18 months. The Turkish
lira depreciated by 20% against the US dollar
in 2020. From a surplus in 2019, the current
account moved back into deficit ($36.7 billion
or 5.1% of GDP) as tourism income evaporated,
merchandise exports fell, and gold imports
increased. After the central bank stepped in to
finance as much as 80% of the current account
deficit, foreign exchange reserves fell sharply,
reaching unprecedented lows on a net basis.
Deposit dollarization rose to 55%. Buoyant
tax revenues resulted in a central government
deficit of 3.4% of GDP in 2020, better than the
planned deficit of 4.9% of GDP. Toward the end
of 2020, a second wave of COVID-19 peaked,
with cases reaching 30,000 a day in November.
Following the re-imposition of containment
measures  (including  masking, weekend
curfews, and restaurant closures), new cases
declined to around 10,000 a day by February
2021, following which, the government began
easing restrictions again, based on a province-
levelrisk assessment.

By late 2020, the authorities had also moved to
address economic vulnerabilities, more than
doubling interest rates between August and
December, repealing exceptional regulations
aimed at stimulating credit growth, and
increasing transparency. This policy shift
helped spur portfolio inflows, stabilize the lira,
and strengthen market confidence. Credit
growth decelerated sharply to near zero (13-
week average) by February, and the banking
sector reduced its net open foreign exchange
position. Based on the World Bank's estimates,
Turkey's economy is expected to grow by 5.0%
in 2021 and by 4.5% in 2022 and 2023. Despite
slow quarterly growth expected in 2021 - as

2 https://www.aljazeera.com/economy/2021/5/25/turkey-removes-one-more-central-bank-deputy-governor
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monetary policy remains tight and external
demand weak - GDP in the second quarter will
be higher than the year-earlier period when
COVID-19 brought Turkey's economy to a
near-standstill. These projections assume that

Table 2.15 Macroeconomic Performance of Turkey

Turkey 2011 2012 2013 2014

2015

cautious reopening continues and that there
is no uncontrolled outbreak in Turkey or its
major export markets, which could undermine
growth.

2016 2017 2018 2019 2020 2021e

Real GDP

(% change) 11,2

4,8 8,5 4,9

6,1 3,3 7,5 3,0 0,9 1,8 6,0

GDPat
current prices
(billion LC)

1404,9 1581,5 1823,4 2054,9

2350,9

2626,6 3133,7 3758,3 4320,2 5044,2 6025,5

GDPat
current prices
(billion USD)

838,5 880,1 9575 938,5

864,1

869,3 858,99 779,6 760,9 719,5 794,5

GDP per capita
atcurrent
prices (LC)

18801,6 20911,6 23783,4 264479

29856,6

32908,1 38778,2 45830,9 51953,5 59925,7 70735,9

GDP per capita
atcurrent
prices (USD)

11221,4 11637,9 12489,0 12079,3

10973,6

10891,2 10628,9 9506,8 9150,9 8548,2

Total
investment
(% of GDP)

28,1 29,6

28,0 30,7 29,3

Inflation

(annual average) 6.5

8,9 7,5

7,8 16,3

Volume
ofimports
of goods

andservices (%) 11,4 1,3 9,4 0,2

1,5 4,9 8,6 -8,4 -4,3 54 8,7

Volume of exports
of goods
and services (%)

8,7 13,6 6,3 6,9

1,5 -1,0 12,6 9,8 20,2

Unemployment
rate (annual

8,4 9,0
average)

9,9

10,3

10,9 10,9

Population

(million) 74,7

75,6 76,7 71,7

78,7

79,8 80,8

General
government
gross debt
(% of GDP)

36,2 28,5

28,0 30,2

Currentaccount
balance
(% of GDP)

-8,9 -5,8 -4,1

-4,8 0,9

Source: IMF World Economic Outlook (April 2021)

Thelira's sharp depreciation in response to the
replacement of the Central Bank Governor will
impact inflation, according to banking sources.
Average inflation is projected to increase in
2021 to 15.5%. The current account deficit
is expected to narrow to 3.7% of GDP in
2021. The 2021 general government deficit
is projected at 3.5% of GDP as the need for
additional support to cushion the economic
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and social impact of the pandemic continues,
before narrowing to 3.1% in 2022 and 2.6% in
2023 as temporary tax reductions and other
government support is withdrawn. Regulatory
forbearance (especially on non-performing
loan definitions and capital adequacy ratio
calculations) is expected to be phased out in
mid-2021, after which there may be anincrease
in  non-performing and distressed loans.
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Strengthening bad loan resolution, insolvency,
and out-of-court corporate debt restructuring
frameworks with an effective corporate viability
assessment will be critical to shield corporates
and the banks from spillovers.Turkey's external
risk profile is high due to its still-low level of
international reserves and sizeable external
financing needs. The country has limited space
to manage exchange rate volatility in the event
of new external shocks. The banking sector has
adequate foreign exchange buffers, most of
which form part of central bank international
reserves.

According to the World Bank® simulation
analysis suggests that poverty may have
increased by as much as 2.1% in 2020
-equivalent to 1.6 million of new poor. The
crisis pushed a similar number of people into
poverty as the 2018/2019 recession. Had the
government not acted swiftly to stem the
social effects of COVID-19, the increase in
poverty would have been three times greater.
Turkey is projected to enter 2021 with the
highest poverty rate since 2012. Successful
poverty reduction will require ensuring that
the recovery benefits informal and unskilled
workers and other vulnerable groups through
a policy mix of social transfers, inclusive job
creation, and labor activation strategies.

B Israel

The Israeli economy has recorded one of the
best performances in the OECD country group
in recent years. According to Santander's
report?, since the mid-2000s, Israeli real GDP
growth has averaged 3.7%, mainly due to an
increase in the working-age population and the
participation rate. After reaching 3.4% of GDP
in 2019, economic growth was abruptly halted
duetotheoutbreak ofthe COVID-19 pandemic.
A negative rate of -5.9% was recorded in 2020.
According to the IMF's updated April 2021
forecast, real GDP growth is expected to pick
up to 5.0% in 2021, depending on the post-
pandemic recovery of the global economy.
The exploitation of the Leviathan gas fields is,
however, expected to stimulate growth. In the

long term, the increase in the proportion of
low-skilled Har (ultra-Orthodox Haredim) and
Israeli Arab communities and of the working
population (expected to fall from 25% to 40%
by 2045) are potential obstacles to growth.

Building upon years of fiscal discipline and
spending restraint, the lIsraeli economy
continued to perform well in 2019. Private
consumptionincreased18.2%inQ42020,which
was below the third quarter's 42.2% expansion,
likely weighed on by the second lockdown
early in the quarter. Government spending
grew at the fastest rate on record, expanding
26.0% (Q3 2020: +8.5%, seasonally adjusted
annualized rate). Meanwhile, fixed investment
growth improved to 66.1% in Q4 2020, up from
the 17.4% expansion in the prior quarter and
driven by surging industrial investment. Based
on data provided by Focus Economics , Israeli
exports of goods and services fell 4.9% on a
seasonally adjusted annualized rate basis in
Q4 2020, which contrasted the third quarter's
67.6% expansion. Conversely,imports of goods
and services bounced back, growing 88.5%
in Q4 (Q3 2020: -1.3%, seasonally adjusted
annualized rate basis). The reading was driven
by surging car imports amid frontloading ahead
of tax hikes at the start of 2021.

Israel has one of the highest living standards in
theregion. The average salary in Israelis similar
to average salaries in Europe. However, 25% of
Israelis live in poverty and inequality is relatively
high, which explains the frequent protests
and the pervasive current of simmering social
unrest. Furthermore, households suffer from
real estate prices and high costs of living
(according to a study by the Taub Center, as
cited by the aforementioned Santander's
report, Israeli cost of living is 23% higher than
the OECD average). Accordingtothe latest IMF
estimates dated April 2021, the unemployment
rate has risen due to the global crisis caused
by the COVID-19 pandemic and reached 4.3%
in 2020 and it is expected to remain at 5.0% in
2021.Accordingto the IMF, Israelmust promote
its policies to ensure the social and economic
integration of Arab and haredim minorities.

* https://pubdocs.worldbank.org/en/196091492011113987/mpo-tur.pdf
4 https://santandertrade.com/en/portal/analyse-markets/israel/economic-political-outline
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Table 2. 16 Macroeconomic Performance of Israel

Israel 2011 2012 2013

2016

Real GDP

(% change) 47

2,5 4,3

3,8

GDPat
current prices
(billion LC)

933,9 991,6 1056,8 1109,3

1166,5

1223,7 1269,4 1330,1 1406,7 1386,0

GDP at current
prices
(billion USD)

261,0 257,2  292,7 310,0

300,1

318,6 352,7 370,5 394,7 402,6 446,7

GDP per capita
atcurrent
prices (LC)

120305,9 125409,5 131186,4 135085,0

139258,1

143229,5 145750,8 149800,2 155424,1 150393,8 155441,1

GDP per capita
atcurrent
prices (USD)

33622,6 32523,9 36332,1 37755,1

35828,2

37293,8 40491,3 41720,6 43603,0 43688,6 47602,1

Total
investment
(% of GDP)

21,0 21,3 20,1 20,6

19,9

21,1 21,5 21,7 21,4 21,9 21,6

Inflation

(annualaverage) 3.5 1,7 1,5 0,5

-0,6

-0,5 0,2 0,8 0,8 -0,6

Volume ofimports
of goods
and services (%)

11,2 2,1 1,3 2,1

0,2 10,4 4,8 6,4 4,1 -8,1

Volume of exports
of goods
and services (%)

8,2 -0,2 5,0 0,8

0,8 3,5 6,4 4,0 0,6

Unemployment
rate (annual
average)

7,1 6,9 6,3 5,9

53 4,8 4,2 4,0 3,8 4,3 50

Population

(million) 7,8 79 8,1 8,2

8,4 8,5 8,7 8,9 9,1 9,2 9,4

General
government
gross debt
(% of GDP)

68,9 68,5

60,6 60,9 60,0 78,3

Current account
balance
(% of GDP)

1,6 0,5 2,9 4,2

54 3,5 2,9 2,7 3,1 4,9 4,1

Source: IMF World Economic Outlook (April 2021)

B 2.4 Discussion

The COVID-19 pandemic and related
containment measures are taking a heavy toll
on the global economy and will certainly affect
the SEE economies, leading to much lower
economic growth or even a recession. The
region's economies will be affected at several
levels, with tourism activity being declined in
almost all SE European countries.

First, the
unequivocally affect domestic demand and
supply, significantly decreasing economic
activity. Supportive macroeconomic policies
can partially aid the recovery of demand

containment measures  will
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but cannot completely offset the economic
consequences of enforced shutdowns and
consumer reluctancy to spend. Second, the
COVID-19 crisis has already curtailed global
international travel demand and will certainly
lead to a collapse in tourism ahead of the
summer season.

Third, exports across the region will fall due
to depressed demand, as well as disruptions
in value chains. Although all economies will
be affected, Romania and Serbia would likely
bear the greatest cost, as their manufacturing
sectors are more highly integrated into global
supply chains and contribute the most to
their economies in terms of value-added and
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employment. Fourth, a deceleration of both
public and private investment canbe expected,
which will further inhibit economic growth. The
contribution of Foreign Direct Investment (FDI)
to the Western Balkan economies has been
relatively sizeable over the last years, providing
support for economic growth, job creation and
technological progress.

Fifth, the Western Balkans and SE Europe in
general rely heavily on the steady inflow of
remittances, financing domestic demand
and investment. In Kosovo, for instance,
remittances account for 15% of overall GDP. In
addition to the high volumes, the remittances
are also quite concentrated in terms of source
countries - Germany, ltaly, Austria - further
exacerbating the SEE economies' vulnerability
to the crisis' impact in these economies.
Remittances are likely to diminish due to travel
restrictions and an increased unemployment,
linked to the anticipated economic contraction
inthe EU.

Thesustainability of growthisthe topeconomic
policy priority for the SEE countries and the
drivingforce behind allreforms and stabilization
policies adopted by the vast majority of
the region's governments. The key policy
priorities for the SEE region are the support of
domestic demand, the confrontation of crisis
legacies, such as the external shocks, and
the improvement of business environment to
enhance investment and long-term growth.

The regional economy is set to return to
growth in H2 2021, recovering from the
pandemic-induced downturn. The reopening
of economies is set to buttress domestic and
foreign demand; however, a sluggish labor
market recovery, particularly as fiscal support
measures are wound down, will limit household
spending. Moreover, uncertainty regarding the
pandemic clouds the outlook. The recovery in
2021 is conditional on a gradual resumption of
normal activity inthe region's economiesandin
those of their trading partners, which could be
threatened by a resurgence of the pandemic.

A major hope and pillar of economic recovery
in SE Europe, especially for its EU member
countries, is expected to be the Recovery
and Resilience Facility. More specifically, the
EU member countries in SE Europe, through
the submission of their national Recovery and
Resilience Plans, will have access to the bloc's
€750 billion recovery fund. The Recovery and
Resilience Mechanism, a central element
of the "Next Generation EU", was approved
by European leaders in July 2020, as a main
instrument for the EU's economic recovery
from the crisis caused by the COVID-19
pandemic.

To sum up, all the SE European countries are
now following the international developments,
especially the ongoing coronavirus pandemic,
imminent
their

and we have to observe the

repercussions they will have on

economies.

° https://www.focus-economics.com/countries/israel/news/gdp/economy-loses-steam-in-the-fourth-quarter-but-still-

records-growth
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B EU Energy and
Environmental Policies
and Regional Priorities

The main EU energy strategy is the Energy
Union Strategy'' published on February
25, 2015, as a key priority of the Juncker
Commission (2014-2019). It aims to build an
energy union that gives EU households and
businesses secure, sustainable, competitive
and affordable energy. Since the strategy's
launch in 2015, the European Commission
has published several packages of measures
and regular progress reports, which monitor
its implementation. The energy union builds
five closely related and mutually reinforcing
dimensions:

- Security, solidarity and trust - diversifying
Europe's sources of energy and ensuring
energy security through solidarity and
cooperation between EU countries

* A fully integrated internal energy market
- enabling the free flow of energy through
the EU through adequate infrastructure and
without technical or regulatory barriers

* Energy efficiency - improved energy efficiency
will reduce dependence on energy imports,
lower emissions, and drive jobs and growth

- Climateaction,decarbonisingtheeconomy
- the EU is committed to a quick ratification
of the Paris Agreement and to retaining its
leadership in the area of renewable energy

* Research, innovation and competitiveness
- supporting breakthroughs in low-carbon
and clean energy technologies by prioritising
research and innovation to drive the energy
transition and improve competitiveness.

The 2020 state of the energy union report?
was published on October 14, 2020. The
report looks at the energy union’s contribution
to EU's long-term climate goals and takes
stock of the progress made in the five energy
union dimensions. It also highlights how the

NextGenerationEU recovery plan can support
EU countries, through a number of EU funding
programmes. The report is accompanied by a
wide range of reports and annexes, including
the individual assessments of the national
climate and energy plans (NECPs), analysing
the contribution each country is committed
to make to the EU 2030 energy and climate
targets.

On December 11, 2019, the European
Commission presented the European Green
Deal’ — a roadmap for making the EU's
economy sustainable by turning climate and
environmental challenges into opportunities
across all policy areas and making the transition
just and inclusive for all. The European Green
Deal covers all sectors of the economy, notably
transport, energy, agriculture, buildings, and
industries, such as steel, cement, ICT, textiles
and chemicals.

On January 14, 2020, the European
Commission presented the European Green
Deal's Investment Plan - the Sustainable
Europe Investment Plan- that will mobilise
public investment and help to unlock private
funds through EU financialinstruments, notably
InvestEU, which would lead to at least €1 trillion
of investments.

While all Member States, regions and sectors
will need to contribute to the transition, the
scale of the challenge is not the same for
everyone. Some regions will be particularly
affected and will undergo a profound economic
and social transformation. The Just Transition
Mechanism is designed to provide tailored
financial and practical support to generate
the necessary investments and help affected
workersinthose areas.

On March 4, 2020, the European Commission
proposed a European Climate Law’ to
ensure a climate neutral European Union by
2050. EU Institutions and Member States
are collectively bound to take the necessary
measures at EU and national level to meet the

1 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2015:80:FIN

2 https://ec.europa.eu/energy/topics/energy-strategy/energy-union/fifth-report-state-energy-union_en
3 https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1588580774040&uri=CELEX:52019DC0640

4 https://ec.europa.eu/clima/policies/eu-climate-action/law_en
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target. The Climate Law includes measures to
keep track of progress and adjust EU actions
accordingly, based on existing systems such
as the governance process for Member
States' National Energy and Climate Plans,
regular reports by the European Environment
Agency, and the latest scientific evidence on
climate change anditsimpacts. Progress willbe
reviewed every five years, in line with the global
stocktake exercise under the Paris Agreement.

On July 8, 2020, the EU adopted strategies
for energy system integration®and hydrogen®,
aiming to become climate-neutral by 2050.
The plans aim to transform Europe's energy
system, which accounts for 75% of the EU's
greenhouse gas emissions, paving the way
towards a more efficient and interconnected
energy sector, driven by the twin goals of a
cleaner planet and a stronger economy. (1)
According to the European Commission, the
two strategies present a new clean energy
investment agenda, in line with the post-
Covid-19 Recovery and Resilience Fund (RRF)
and the European Green Deal’. According to
EU officials, the planned investments have the
potential to stimulate the economic recovery
from the coronavirus crisis. In their view, they
create European jobs and boost the bloc's
leadership and competitiveness in strategic
industries, which are crucial to Europe's
resilience.

EU Executive Vice-President for the Green
Deal, Frans Timmermans, said if Europe wants
to become the first climate neutral continent
by 2050, it needs to switch its energy systems
from fossil fuels to clean. He said the strategies
adopted on July 8 will bolster the European
Green Deal and the green recovery, and put
the EU firmly on the path of decarbonising
its economy by 2050. "The new hydrogen
economy can be a growth engine to help
overcome the economic damage caused by
COVID-19. In developing and deploying a clean
hydrogen value chain, Europe will become a
global frontrunner and retain its leadership in
cleantech,” Timmermans said.

At the same time, EU Energy Commissioner
Kadri Simson noted that with 75% of the
EU's greenhouse gas emissions coming
from energy, the EU needs a paradigm shift
to reach the stated 2030 and 2050 targets.
“The EU's energy system has to become
better integrated, more flexible and able to
accommodate the cleanest and most cost-
effective solutions. Hydrogen will play a key role
in this, as falling renewable energy prices and
continuous innovation make it a viable solution
for a climate-neutral economy,” Simson said.

The EU Strategy for Energy System Integration
will provide the framework for the green energy
transition, the European Commission said,
adding that the current model where energy
consumption in transport, industry, gas and
buildings is happening in 'silos' — each with
separate value chains, rules, infrastructure,
planning and operations — cannot deliver
climate neutrality by 2050 in a cost-efficient
way; the changing costs of innovative solutions
have to be integrated in the way we operate
our energy system. New links between sectors
must be created and technological progress
exploited.

In EC's view, energy system integration means
that the system is planned and operated
as a whole, linking different energy carriers,
infrastructures, and consumption sectors, and
so by becoming connected and flexible, the
system can be characterized as more efficient
and can reduce costs for society. "For example,
this means a system where the electricity that
fuels Europe's cars could come from the solar
panels on our roofs, while our buildings are kept
warm with heat from a nearby factory, and the
factory is fuelled by clean hydrogen produced
from off-shore wind energy,” they note. Hence,
the EC's Energy System Integration strategy
sets out 38 actions to link different energy
carriers, infrastructures and sectors and exploit
technological progress, while its Hydrogen
Strategy will support the decarbonisation of
industry, transport and other sectors across
Europe, through investments, regulation,

5 https://ec.europa.eu/energy/sites/ener/files/energy_system_integration_strategy_.pdf
® https://ec.europa.eu/energy/sites/ener/files/hydrogen_strategy.pdf
7 https://eurlex.europa.eu/legal-content/EN/TXT/?qid=1576150542719&uri=COM%3A2019%3A640%3AFIN
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market creation, and research andinnovation. (2)
According to the European Commission,
this gradual transition will require a phased
approach. From 2020 to 2024, the EU will
support the installation of at least 6 GW of
renewable hydrogen electrolysers in the EU,
and the production of up to 1 million tonnes
of renewable hydrogen. From 2025 to 2030,
hydrogen needs to become an intrinsic part
of our integrated energy system, with at least
40 GW of renewable hydrogen electrolysers
and the production of up to 10 million tonnes
of renewable hydrogen in the EU. From 2030
to 2050, renewable hydrogen technologies
should reach maturity and be deployed at large
scale across all hard-to-decarbonise sectors,
the Commission said.

EU Internal Market Commissioner Thierry
Breton said the European Clean Hydrogen
Alliance also launched on July 8, 2020, will
channelinvestmentsintohydrogen production.
"It will develop a pipeline of concrete projects
to support the decarbonisation efforts of
European energy intensive industries such as
steelandchemicals. The Allianceis strategically
important for our Green Deal ambitions and
the resilience of our industry,” Breton said.

WindEurope hailed on July 8 the EU's decision
to promote direct electrification across the
whole economy and the use of renewable
hydrogen in hard-to-abate sectors. “It's good
these new EU Strategies recognise the primary
role of direct electrification,” WindEurope
CEO Giles Dickson said. "Electrifying heating,
transport and industry directly via renewables
is the cheapest and most efficient way to
decarbonise energy. Renewables are well over
athird of Europe's electricity and rising. We now
have to get renewable electricity into heating,
transport andindustry,” he added.

Otherimportant EU energy and climate policies
include the Renovation Wave Strategy?
presented on October 14, 2020, in order to
improve the energy performance of buildings.
The European Commission aims to at least

double renovation rates in the next ten years
and make sure they lead to higher energy and
resource efficiency. This will enhance quality
of life, reduce Europe's greenhouse gas
emissions, foster digitalisation and improve
the reuse and recycling of materials. By 2030,
35 million buildings could be renovated and up
to 160,000 additional green jobs created in the
construction sector, based on EC estimates.In
addition, the European Commission presented
on November 19, 2020 the EU Strategy on
Offshore Renewable Energy®. The Strategy
proposes to increase Europe's offshore wind
capacity from its current level of 12 GW to at
least 60 GW by 2030 and to 300 GW by 2050.
The Commission aims to complement this with
40 GW of ocean energy and other emerging
technologies such as floating wind and solar by
2050.

On February 24, 2021, the European
Commission adopted a new EU Strategy on
Adaptation to Climate Change’®, setting out
the pathway to prepare for the unavoidable
impacts of climate change. Building on the
2013 Climate Change Adaptation Strategy, the
aim of the new proposals is to shift the focus
from understanding the problem to developing
solutions, and to move from planning to
implementation.

On July 14, 2021, the European Commission
presented the much awaited "“Fit for 55"
legislative package. The "55" refers to the 55%
net emissions reduction target by 2030 relative
to 1990 levels, which EU leaders signed off on
in 2020, superseding a previous goal of a 40%
reduction. The aim of the "Fit for 55" package
is to update the EU's 2030 climate and energy
laws to reflect this higher target. On June 24,
2021, the European Parliament voted in favor
of an agreement with the EU Council on the
bloc's revamped greenhouse gas emissions
reduction targets for 2030 and 2050. The vote
made the EU's 2030 and 2050 climate targets
legally binding and cleared the way for the
European Commission's package of legislative
proposals on climate and energy on July 14,

8 https://ec.europa.eu/energy/sites/ener/files/eu_renovation_wave_strategy.pdf
9 https://ec.europa.eu/commission/presscorner/detail/en/ip_20_2096
19 https://ec.europa.eu/clima/sites/clima/files/adaptation/what/docs/eu_strategy_2021.pdf
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2020, which aimed to deliver onthe overarching
target. The vote means the Parliament has
givenitsfinalrubber stamp ona provisional deal
it reached with the EU Council April 21, 2021.

The "Fitfor 55" package consistsofasetofinter-
connected proposals, which all drive towards
the same goalof ensuringafair, competitive and
green transition by 2030 and beyond. Where
possible, existing legislation is made more
ambitious and where needed new proposals
are put on the table. Overall, the package
strengthens eight existing pieces of legislation
and presents five new initiatives, across arange
of policy areas and economic sectors: climate,
energy and fuels, transport, buildings, land
use and forestry. The legislative proposals are
backed by impact assessment analysis, which
takes into account the interconnection of
the overall package. The analysis shows that
an over-reliance on strengthened regulatory
policies would lead to unnecessarily high
economic burdens, while carbon pricing alone
would not overcome persistent market failures
and non-market barriers. The chosen policy mix
is therefore a careful balance between pricing,
targets, standards and support measures*'.

Table 3.1 The Selected Policy Mix of the “Fit for 55"
Package

Pricing Targets

Stronger Em Ti +Updated Effort Shari Stricter
Wﬁmmm Regulation i pcrfomsu%el‘ww&
Eutuing Emissions Trading  +Updated Land Use Land it

road transport, and Usemwand *New infrastructure for
‘oresiry Regulation alternative fuels
*Updated Energy taxation +Updated Renewable *ReFuelEU: More
Directive Energy Directi le aviation
«New Carbon Border “Updoted Encrey —
Adjustment Mechanism Efficiency Dircctive *FuclEU: Cleaner
maritime fuels

Support measures

* Using revenues and regulations to promote inmovation, build solidarity and
mitigate impacts for the vulnerable, notably through the new Social Climate Fund
and M and Funds.

Source: European Commission

This Chapteralsoincludestwo special European
energy policies that need to be further
highlighted, as they are expected to play a vital
role towards carbon neutrality by 2050: (a) EU

Energy Taxonomy, including decarbonization
issues in SE Europe and (b) the EU's Recovery
and Resilience Facility.

l 3.1 2030 EU Climate and Energy Targets

For reference purposes, the current key EU
Climate and Energy targets for 2030 are
summarized as follows (3):

* At least 40% cuts in GHG emissions (from
1990 levels)

« Atleast 32% share of renewable energy

*At least 32.5% in energy
efficiency

improvement

Figure 3.1 Current 2020 and 2030 EU Agreed
Climate and Energy Targets

RENEWABLE  ENERGY INTER- co2
GAS EFFICENCY COWNECTION EU-FUNDED FROM
EMESSIONS PROGRAMMES
2020 200 20 209 10% ik
20

Source: European Commission

Achieving a 55% GHG emissions reduction by
2030 requires an increased share of renewable
energy in the range of 38% to 40% of gross
final consumption, according to Commission
President Ursula von der Leyenin her first State
of the European Union speech (4).

The power sector will continue to move away
from fossil fuels, which would generate less
than 20% of the EU's electricity by 2030, while
renewables would supply around two-thirds of
the EU's electricity. The Commission's Impact
Assessment indicates that final and primary
energy consumption would further fall by 2030,
while achieving savings of 36%-37% on energy
efficiency. In heating and cooling, renewables
could achieve around 40% penetration in
2030, mainly through switching fuels towards
renewable heating solutions of which heat
pumps are the fastest growing application area.
Buildings willbecome more energy efficient and
rely less on fossil fuels for heating and cooling.

' https://ec.europa.eu/info/sites/default/files/chapeau_communication.pdf
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As aresult, by 2030, emissions from buildings
would decrease by around 60% compared to
2015, the European Commission notes.

In the transport sector, as calculated in the
Renewable Energy Directive, renewables could
reacharound 24%throughfurtherdevelopment
and deployment of electric vehicles, advanced
biofuels and other renewable and low carbon
fuels. Revised CO, emission standards for
cars and vans will ensure enough clean cars
are available on the market. Supporting this
transition will require a corresponding roll-out
of recharging and refuelling infrastructure by
2030. As part of the Green Deal, the European
Commission wants to place 1 million new
charging points across the EU. Initially, the 2030
target for greenhouse gas (GHG) emissions
reduction, compared to 1990 levels, in the EU
was 40%.

On September 17, 2020, the European
Commission proposed to raise that to 55%,
but the EU Parliament on October 6 upped the
ante, voting to raise the bloc's climate target to
60%, putting capitals under pressure.

Some Member States argued that the
European Commission's proposal to increase
the 2030 target from 40% to at least 55%
does not adequately reflect their different
starting points. Moreover, they consider
that the proposal does not provide sufficient
burden-sharing mechanisms based on the
compensation for Member States with coal-
dependent economies.

The vote in the European Parliament in favour
of increasing the target to 60% challenged
Member States with high GHG emissions
and lower GDP per capita. These Member
States were concerned that the burden of the
transition cost will not be evenly distributed
across the European Union, which might
reinforce or even create new inequalities within
the EU. The European Commission, Member
States and European Parliament finally reached
agreement on April 21, 2021 to raise the
emissions reduction target to 55% relative to
1990 levels. But getting there wasn't easy.

i 3.2 Opposition from EU Member States

On October 23, 2020, EU environment
ministers struck a deal to make the bloc's 2050
net-zero emissions target legally binding, but
left a decision on a 2030 emissions-cutting
target for leaders to discuss in December.
None of the 27 member countries rejected
the bill, although Bulgaria abstained. (5) Earlier,
the European Commission said that the bloc
needs a cut of at least 55% by 2030, against
1990 levels, in order to achieve the goal of net
zero emissions by 2050, which all 27 countries,
bar coal-dependent Poland, had committed
to. The leaders did not endorse a specific 2030
target on October 15, but agreed to "return to
theissue"in December, with the aim of finalising
the goal by year-end. (6)

The EU takes decisions by unanimity. Once
countries agree a common position on the
2030 target, they must strike a deal with the
European Parliament, which proposed a 60%
emissions cut. Leaders agreed to postpone the
deal until countries have more information on
the national impact of the target. That placated
Poland, which said it could not back a new
climate goal without this analysis.

Accordingly, the Council of EU leaders invited
the Commission "to conduct in-depth
consultations with member states to assess
the specific situations and to provide more
information about the impact at member
states'level”, ajoint statement said. (7)

It also confirmed the 2030 emissions-cutting
target would be met “collectively” at EU level.
This could help convince the Czech Republic,
which recently said it could support an EU-
wide 55% emissions cut by 2030, but that it
could not achieve that goal itself at a national
level. Roughly half of the EU's 27 members -
including Germany, France, Spain, Latvia and
Denmark - said they supported the “at least
55%" goal. Needless to point out that the target
would usherin sweeping changesto EU policies,
including tighter car emissions standards and
higher carbon costs for industry and airlines.

2 https://www.ecologic.eu/sites/default/files/publication/2020/eu2030-ia-analysis_final.pdf
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Increasing the European Union's 2030
emissions reduction target from 40% to at
least 55% would require the bloc to almost
entirely phase out coal by that date, according
to a new report from the consultancy Climact
and think tank Ecologic'?. The analysis of the
European Commission's impact assessment,
accompanying its proposal to increase the
target last September, found that coal could
only represent around 2% of the EU's energy
mix under any scenario meeting the target,
down from the current 15%. (8)

This would mean many EU countries would
have to dramatically adjust their coal phase-out
plans. Forinstance, Germany has a planin place
which would see coal phased out by 2038 at the
latest. Poland, whichis heavily reliant on coaland
has set a phase-out date for 2049, may have a
difficult time meeting such atarget - or at least
have difficulty getting it accepted politically.
Together, Poland and Germany account for half
of the EU's coal emissions. Most EU countries
have set coal phase-out plans that would end
its use before 2030. Romania, Bulgaria, Czech
Republic, Slovenia and Croatia have not set
any specific coal phase-out date yet. Instead
they are openly making noises insisting that
a compensation arrangement is agreed
beforehand, prior to committing to any coal
phase-out plan.

At the same time, the Commission does not
agree that meeting the 55% target would
require a near-complete phase-out from
coal. According to its impact assessment,
coal would only have to be reduced by 70%
by 2030 compared to 2015. Oil and gas, on
the other hand, would have to be reduced by
30% and 25% respectively. Conservatives
in the European Parliament's EPP group, a
pan-European political family that includes
Germany's Angela Merkel and Commission
President Ursula von der Leyen as members,
are concerned that the 55% target is already
too ambitious. Climate campaigners, on the
other hand, say 55% will not be enough to meet
the emissions reduction trajectory required to
meet the EU's commitments under the Paris
Agreement.

They say a 65% target would be needed. "It is
important in these times to submit proposals
that are in line with what scientists said it is
necessary”’, argues Imke LUbbeke from the
campaign group WWF. (9)

As if a coal phase-out was not enough, the
EC's latest thinking and indirect actions (i.e.
EIB, EU Taxonomy) suggest that next in line
would be a complete gas phase out (see
"Policy Inconsistencies Concerning Gas Use
in SE Europe" in Special Focus 1: EU Energy
Taxonomy). That would clearly undermine
efforts by SEE countries, which will be trying to
decarbonize by first transitioning to gas.

B 3.3 The Case of SE Europe

The current energy issues of the SE European
countries, including EU and Energy Community
member states, concern primarily the further
use of indigenous resources, both conventional
and renewable, which inevitably give rise to
differentapproachesatlocallevel, oftenleading
to conflicting policy views.

One major issue is the sustained development
of coal and lignite resources, which are
abundant in Greece, Bulgaria, Kosovo, Serbia,
Bosnia and Herzegovina and Turkey. Solid fuel
use in the power generation sector in these
countries is responsible for many thousands
of jobs, and forms the basis of an extensive
industrial base. Yet, there is a disturbing lack of
well thought-out regional policies in SE Europe
in such areas as Carbon Capture and Storage
(CCS) and Carbon Capture, Utilization and
Storage (CCUS) that could see the prolongation
in the life of local coal and lignite industries and
the smooth transition to decarbonized power
generation.

Today, regional energy policies, as definedinthe
context of the Energy Union, do notleave much
room for developing regionally advantageous
policies, including coal use through CCS. The
phasingout of all CO, generating plants by 2030
atthelatest, is a clear target pursued by the EU.

2 https://www.ecologic.eu/sites/default/files/publication/2020/eu2030-ia-analysis_final.pdf
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Therefore, we have a potentially explosive
situation with wide ranging social implications if
lignite- and coal-fired power plants start closing
down en masse, sending thousands of people
to early retirement or unemployment.

Politics the EU and SE Europe have become
polarised over past decade by inequality and
immigration. The forced closure of coal- and
lignite-fired power plants and mines in many
countries will help to undermine economic
development and will most likely give rise
to widespread social unrest, creating a new
source of unhappiness for populist parties to
exploit. A similar but less disturbing situation
could arise with oil and gas exploration and
production activities. Several
the SE European region are actively seeking
to explore oil and gas deposits, despite the
ongoing COVID-19 pandemic and the huge
impact on oil demand and prices, since this
region as a wholeis a net hydrocarbonimporter
(see Chapter 9). Almost all countries in the
region are reporting promising hydrocarbon
deposits, with some of them, notably Albania,
Croatia, Serbia and Romania, having developed
extensive production facilities and with Greece,
Montenegro, Bulgaria, Cyprus and recently
Turkey** having announced ambitious plans for
oiland gas production and exports.

countries in

A potentially conflicted situation could even
arise in the benign field of renewables (RES) as
many countries in SE Europe have abundant
solar, wind, geothermal, biomass and hydro
potential (see Table 3.2), which they will seek to
develop further to the fullest possible extent.
With SE Europe as a whole possessing a huge
excess capacity of RES, its rapid exploitation in
the near future may lead to countries seeking
ways to export competitively priced RES-
generated electricity to central and northern
Europe.

Even if we were to overcome the present lack
of appropriate transmission infrastructure, at
some point potential RES electricity sellers
could be forced to offer prohibitively low tariffs.

Alternatively, electricity market operators
could decline Mediterranean electricity inputs
as has already happened in the case of the ill-
fated Helios project (10).

Table 3. 2 Technical Potential for Utility-scale Solar
PV, Wind and Hydropower in the Electricity Sector
in SE Europe (TJ)

Utility-scale Onshore wind Hydropower
solar PV

Albania 13342 49154 56050
_Bcsnia and Herzegovina 14 886 94 810 88193
Bulgaria 36468 190264 4807
Croatia 15682 104 951 30600
Kosove® 3006 13860 4853
3874 23332 18079
8014 27558 14421
2758 180450 12099
02902 554522 136 800
33509 188590 64800
1613 B 266 58 539
SEE 245 052 1436156 532 515

TJ = Terajoule

Source: IRENA 14

As analysed in IENE's "SE Europe Energy

Outlook 2016-2017" study (11) and still valid

today, the energy policies of most countries in

the SE European region seem to amount to the
following set of priorities:

1. Further large-scale development of coal and
lignite resources without any CCS/CCUS
provisions and plans, followed by gas use

2. Promotion of oiland gas exploration activities
onshore and offshore aiming towards
maximizing production in the mid- and long-
term

3.Developing  further
application areas—solar, wind, biomass, hydro
and geothermal — but without necessarily
adhering to the specific ceiling targets set by
the EU

4.Promoting energy efficiency,
primarily on the building sector

5.Developing interconnectivity of electricity
and gas systems

6. Diversifying energy
supplies

renewables in all

focusing

supply routes and

3 Bektas, C.(2020), "Turkey discovers 320bcm of natural gas reserves in Black Sea”, https://www.icis.com/explore/
resources/news/2020/08/21/10543949/turkey-discovers-320bcm-of-natural-gas-reserves-in-black-sea
1 https://www.irena.org/-/media/Files/IRENA/Agency/Publication/2019/Dec/IRENA_Market_Analysis_SEE_2019.pdf
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7.Reducing CO, levels by implementing
new, low carbon technologies, and higher
penetration of cleaner fuels in the energy and
electricity mix

If countries in the region could agree to reverse
their current coal-centred power generation
priorities, we may start to see the region's
natural advantages in clean energy coming
to the fore. For example, the West Balkans
have attractive assets for supporting Europe’s
energy transition: (a) large opencast coal mines
with excellent grid infrastructure that can be
used for industrial solar, wind, geothermal
and biomass activities, (b) low labour costs, (c)
engineering skills and (d) geographic proximity
to advanced industrial economies with rising
energy demand. With the right incentives,
these assets could attract investments in the
new wave of low-carbon industries and further
contribute to the Europeanindustrial transition.
The EU could extend several international co-
operation initiatives to include the Western
Balkans in the European Green Deal. Among
them are the Energy Community, the European
Network of Transmission System Operators
for Electricity, the Regional Cooperation
Centre, Central and South Eastern Europe
Energy Connectivity, the Berlin Process, and
others. Each of these brings value and tools for
achieving the required energy transformation,
and for guiding the SEE region towards
hosting modern low-carbon, high added-value
industries.

International financial institutions, such as the
EIB, the EBRD and the World Bank could play
key role in this energy transformation of SE
Europe. Most of these organisations follow
strong climate-aligned policies. (Recently, the
EIB branded itself the "European climate bank”,
pulled out of investment in fossil fuel projects
and announced that it "will align all financing
activities with the goals of the Paris Agreement
from the end of 2020"). (12)

If the EU really wants to maximise the
impact of the European Green Deal and
make it economically more attractive to
all governments, it should incorporate the
Western Balkans and ensure that the countries

CHAPTER3

there are part of the negotiation process. In
this way, the EU will not only guide the region
towards the 2030 and 2050 targets. It would
also be able to extract the maximum value the
Western Balkans could offer. This will make the
European Green Deal an all-encompassing
one, based on a clear mutual interest in which
the Balkans will not fall into the usual role of
a receiver of policy and a reluctant follower
of regulations, but will instead be an active
contributor.

To achieve this, the West Balkans countries
themselves should consider teaming up as
an inter-governmental negotiating bloc. They
could then assemble an international technical
assistance team that would help negotiators
evaluate the clean economy assets of the
region and identify the most economically
beneficial paths towards rapid greenhouse gas
reduction.

I Discussion

The COVID-19 crisis, the EU energy system
integration process and hydrogen strategies,
accelerated by the Recovery and Resilience
Fund and the European Green Deal, are
creating huge opportunities for increasing RES
penetration in the SE European energy and
electricity mix. The green stimulus packages
could accelerate the switch to renewable
energy in SE Europe, attracting numerous
investments and creating new jobs, while new
green technologies, such as green hydrogen,
could be very important complements to
renewable-based electricity.

To ensure sustained RES investment, it is
essential to create an enabling environment by
introducing appropriate and dedicated policies.
The region has indeed proved that it can
attract investment when supporting policies
and measures are in place. These measures
should go beyond mere direct RES support
and include, in addition, system regulation and
integration with the everyday life of energy
consumers. The transformation of the existing
polluting SEE energy system into a sustainable
one should be based on localised policies
and differentiated energy sources of higher
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energy efficiency, with a view towards tapping
hydrogen generation. Energy cooperation
between the various countries in the region is
of paramountimportance in order to introduce
lasting changes aiming towards sustainability.
Hydrogenproducedfromrenewablescouldplay
a decisive role in achieving such sustainability
and should be examined in great detail for each
different country of the region.

However, energy sector regulations in the
region have historically favoured and subsidised
fossil fuels. Reversing such long-held attitudes
and creating a favourable regulatory and
licensing framework for RES would require
drastic reforms. Some are already underway
(e.g. see Greece's aggressive decarbonization
programme). International agreements, such
as the Energy Community Treaty, the EU
Renewable Energy Directives and the Paris
Agreement, have provided some stimulus.
The combination of high RES potential, falling
renewable energy costs and new policies and
regulations in the energy sector make SE
Europe ideal for large-scale RES deployment.
However, sound policies rooted in the
recognition of the socio-economic impact of
the energy sector and making allowance for
proper financial co-operation are needed to
fully achieve the energy transition in the region.

IRENA (13) estimates that shifting the regional
energy system to RES would increase the
economy of SE Europe by 2% per annum
until 2040 and 1% from then on until 2050,
compared to a (BAU)
scenario, translating into a cumulative gain
of more than $485 billion. The creation of
new jobs in RES would also help tackle long-
standing unemployment and brain drain
issues. The inclusion of social benefits, such as
improvements in health and air quality, ensures
that potential gains further outweigh additional
costs. According to certain scenarios, current
commitments and policies at global level are
expected to lead to a global temperature
increase of 3°C-4°C by the end of the 21st
century, a catastrophic scenario involving
estimated losses for the EU alone of more than
€175 billion every year by mid-century, based
on the European Commission's estimates.

business-as-usual
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To keep the 1.5°C goal of the Paris Agreement
within reach and prevent the more dangerous
and radical climate change repercussions, the
EC says that a substantially increased climate
target of at least 65% emission cuts by 2030
should be adopted, which it considers the only
target in line with the latest science available
and the United Nations' equity principles.
This is well beyond the "at least 55% target”
of the European Commission. The European
60%
and Denmark, Finland and Sweden pledged
their support for 60%-65% in the Council
discussions. (14)

Parliament called for emission cuts

However, arecentjoint CAN Europe and Ember
study (15), which has analysed the National
Energy and Climate Plans (NECPs) of seven EU
Member States (Bulgaria, Croatia, the Czech
Republic, Germany, Poland, Romania and
Slovenia) in line to receive the lion's share of
the Just Transition Fund, points out that these
countries do not have any plans to phase-out
coal in the next decade; though their NECPs
show that a number of them is also planning
an increased role for gas in their electricity
transitions. Of the eleven countries expected
to phase-out coal by 2030, the study indicates
that only four (Greece, Hungary, Ireland and
ltaly) are planning a significant coal-to-gas
transition.

According to latest euro thinking, the EU must
achieve climate neutrality by 2050 in order to
do its fair share under the Paris Agreement
and to limit the global temperature increase
to 1.5°C. This means that all Member States
should phase out coal by 2030 and all fossil
fuels by 2050 at the latest, according to the
CAN Europe/Ember study. A close look at the
NECPs shows that several Member States
are not in line with the European 2050 climate
neutrality objective or the proposed new high
targets by 2030. To sum up, although the new
2030 EU Climate and Energy Targets sound
really ambitious, the current status of most EU
Member States indicates that a lot more work
needs to be done. Hence, itis highly debateable
whetherthese new skyhightargets canactually
be achieved under present policies.
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B Special Focus 1:
EU Energy Taxonomy

In order to meet the EU's climate and
energy targets for 2030, in line with the
European Green Deal, it is important to direct
investments towards sustainable projects and
activities. "The current COVID-19 pandemic
has reinforced the needto redirect capital flows
towards sustainable projects in order to make
our economies, businesses and societies,
in particular health systems, more resilient
against climate and environmental shocks
and risks with clear co-benefits for health”,
underlines the EC. (1)

To achieve this, acommon language and a clear
definition of what is "sustainable” is needed.
This is why the EU's action plan on financing
sustainable growth called for the creation of a
common classification system for sustainable
economic activities, otherwise known as "EU
taxonomy”.

B What is the EU Taxonomy?

The EC believes that its taxonomy is an
important tool to scale up sustainable
investment and implement the European
Green Deal. It is expected to create security
for investors, prevent greenwashing®, help
companies plan their transition, mitigate
market fragmentation and eventually help shift
investments where they are most needed.

Taxonomy Regulation and Delegated Acts

The Taxonomy Regulation'® was published

in the Official Journal of the European Union

on 22 June 2020 and entered into force on

12 July 2020. It establishes six environmental

objectives:

1. Climate change mitigation

2. Climate change adaptation

3. The sustainable use and protection of water
and marine resources

el

are environmentally friendly.

4. The transition to a circular economy

5. Pollution prevention and control

6. The protection and restoration of biodiversity
and ecosystems

Different means can be required for an activity
to make a substantial contribution to each
objective. The Taxonomy Regulation tasks the
Commission with establishing the actual list
of environmentally sustainable activities by
defining technical screening criteria for each
environmental objective through delegated
acts. Currently, there appear to be two energy
subsectors - nuclear power and natural gas -
whose status as environmentally sustainable
forms of energy remain in doubt and hence
their classificationis at stake.

B Assessment of Nuclear Energy

In 2020, the European Commission launched
an in-depth investigation to assess whether
to include nuclear energy in the EU taxonomy
of environmentally sustainable activities. As
the first step, the Joint Research Centre, the
in-house science and knowledge service of
the Commission, drafted a technical report
on the "do no significant harm" aspects of
nuclear energy. This publication is a Science
for Policy report by the JRC, which aims to
provide evidence-based scientific support to
the European policymaking process.

[t does not imply a policy position of the
European Commission. The report will now
be reviewed by two sets of experts, the Group
of Experts on radiation protection and waste
management under Article 31 of the Euratom
Treaty, as well as the Scientific Committee on
Health, Environmental and Emerging Risks
on environmental impacts. Their reports are
considered as vital as the JRC's report for
the Commission's decision. According to a
leaked document cited by Euractiv (2), experts
tasked with assessing whether the European
Union should label nuclear power as a green
investment will say that the fuel qualifies as
sustainable.

Greenwashingis considered an unsubstantiated claim to deceive consumers into believing that a company's products

1 https://ec.europa.eu/info/law/sustainable-finance-taxonomy-regulation-eu-2020-852_en
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EU countries are split concerning nuclear. A
group of seven EU countries, including France,
Hungary and Poland, urged the Commission
to support nuclear power in policies and
taxonomy. Other states, including Austria, and
some environmental groups, oppose the fuel,
pointing to its hazardous waste and the delays
and spiralling costs of recent projects.

B Assessment of Natural Gas

The European Union reportedly plans to label
some gas-fired power plants as sustainable
investments, after an initial proposal to deny
them a green label provoked a backlash from a
group of 10 EU member states.

The European Commission's new proposal,
shared with EU countries on March 20, 2021,
would class gas-fuelled plants that generate
power plus heating or cooling as a green
investment if strict conditions on emissions
are met and the plants are operating by 2025.
EU countries are split between those who say
that such a decision wouldimply greenwashing,
and those who see gas as crucial for them to
abandon higher-polluting coal. (3)

It is an example of how mired taxonomy has
become in disputes between EU countries
over how to treat investments in natural gas,
forcing the Commission to rewrite its original
proposal dating to November 2020. Given
the EU's negative assessment of natural gas
thus far, and the EIB's binding decision to
suspend funding to gas related projects from
1 January 2021, the questions surrounding the
sustainability and viability of gas investments
acquire new impetus.

Natural gas, a fossil fuel, produces roughly half
the carbon dioxide emissions of coal when
burned in a power plant. Countries including
Poland, Germany and Greece plan to use gas
to wean themselves off the more polluting fuel.
However, gas is not emissions-free and leaks
of potent planet-warming methane from gas
infrastructure could cancel out the benefits of
switching to gas from coal altogether.
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However, from among current policy options,
the switch from coal to gas for power
generation offers the single most important
and readily available way to halve power
generation's emissions, and this constitutes a
bold move towards GHG emission reduction.
This is particularly important for SE Europe,
where coal and lignite still have dominant role
in power generation. Here, gas appears to be
the only quick way to reduce substantially GHG
emissions.

Strict Conditions

Under the draft plan, gas plants that generate
power and also provide heating or cooling can
be classedasagreeninvestmentiftheyreplace
a high-emitting fossil fuel-based facility and
result in a cut in greenhouse gas emissions
of at least 50% per kWh. The gas plant must
be operating by 2025, have the potential to
use low-carbon fuels in future (e.g. biomass,
geothermal) and emit no more than 270 grams
of COz equivalent per kWh of energy.

For plants only producing power, or those
that also provide heating or cooling but do not
replace amore polluting plant, the Commission
stuck to its plan to restrict the green label to
plants with life-cycle emissions below 100g of
CO:z equivalent per kWh, according to the draft
document. That means gas-fired power plants
operating now would need to add technology
to capture their emissions in order to qualify.

B Critique on EU Taxonomy

In June 2020, following

negotiations, the European
adopted at second reading the compromise
regulation for the establishment of an EU
framework (the so-called ‘'taxonomy') to
sustainable investment. Years

protracted
Parliament

facilitate
of intensive work and engagement with
strategic stakeholders, since the publication
of the Action Plan on Financing for Sustainable
Growth in March 2018, led to an "ambitious”
sustainable finance strategy with one key
priority in line with EU solidarity: to leave no
industry nor Member State behind.
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The next step is the development of
delegated acts establishing realistic and fair
technical screening criteria and thresholds
for sustainable economic activities eligible
for financial support. The Commission's
proposed delegated act for the EU Taxonomy
for Sustainable Finance, released in December
2020, failed to deliver the promised solidarity
priority.

Despite official public consultations carried out
by the European Commission, the delegated
act ignored the priorities of numerous
stakeholders, from the aluminium and raw
materials industries to the refining and energy
sectors. It also left some member states
frustrated by the Commission's disregard for
their right to decide on their energy mix and
appropriate technologies to achieve the 2030
climate target.

A leaked revised proposal, available since the
second half of March 2021, still fails to meet
the industry's needs — although a number
of activities is now fully taxonomy-eligible.
Nevertheless, the Commission's revised draft
delegatedactis, asitstands, "anineffective plan
for supporting businesses and member states
across the Union in their attempt to transition
towards sustainability”, note Members of the
European Parliament. (4)

A main criticism leveled against the
Commissionis thatthe set benchmarks narrow
down the basket of technological climate
solutions rather than broadening it. The
revised delegated act still does not explicitly
include liquid and gaseous transport fuels of
non-biological origin and Recycled Carbon
Fuels —even though these play a critical role in
meeting climate goals. This clearly limits the
solutions available to reduce CO2 emissions
in, for instance, the transport sector where
electrificationis notalwaystechnically possible.
In practice, this means that we are jeopardising
the sector's ability to remain competitive by
limiting its access to diversified, affordable and
sustainable energy. All low carbon liquid fuels
(LCLF), alongside electrification and hydrogen
technologies, are crucial in achieving carbon
neutrality for all transport modes.
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The European Commission should look to
facilitate, rather than hinder, investments for
the decarbonisation of European industry,
By leveraging the
technological expertise of the EU refining
industry, they say, we could step up the ongoing
green transformation and foster investments

note industry experts.

in promising technologies, such as sustainable
hydrogen-derived
synthetic fuels. Feedback from member states
and stakeholders to the December draft
taxonomy criteria and thresholds highlights

liquid biofuels and all

these concerns, which go unaddressed in the
Commission's leaked revision.

B Discussion

With the Commission's final taxonomy
proposal still pending, the task at hand is to
ensure that criteria and thresholds broaden
the scope of technological climate solutions.
The EU taxonomy has the potential to be a
game-changer, but it must adopt a holistic
approach, examining all possible solutions to
meet climate objectives, moving beyond labels
such as a "brown list" that appear to dictate
what are "good"” and "bad" technologies. "We
need to ensure that there is a level playing
field when comparing various technologies,
especially low-carbon technologies for fuels,
petrochemical feedstock, and other refinery
products. Life-cycle analysis and impact
assessments are promising methods to
achieve fairness and accuracy, and they need
to apply horizontally”, note industry sources.

Launching a "Renewable and Low-Carbon
Fuel Value Chain Alliance", mentioned by the
Commissioninits December 2020 Sustainable
and Smart Mobility Strategy, would be a
pragmatic starting point for a broad reflection
on these issues with stakeholders involved in
aviation, refining, marine, and road transport.
With the right mix of enabling sustainable
finance conditions, the EU needs to send clear,
long-term signals to guide businesses and
investors towards sustainable growth. But for
this to be efficient, the full engagement of all
actors, from EU institutions and civil society to
industry, is absolutely necessary.
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Only then can a realistic and fair EU Taxonomy
that drives the EU towards an affordable and
pragmatic transition be achieved.

There is also a much broader critique at
play. This has to do with EC's increasingly
micromanagerial attitude and bureaucratic
overreach. Leading economists argue that the
EU's obsession with constantly expanding a list
of prohibited climate-sensitive activities and
precise guidance in core power generation is
reminiscent of Soviet-era central planning.

Hence, the EC's argument that in order to
achieve lower emissions and adopt clean
technologies we need to strictly control
the majority of economic activity reveals
a departure from the liberal economy,
which European leaders claim as a major EU
achievement.
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l Special Focus 2:
EU’s Recovery and
Resilience Facility

According to the European Commission (1), the
Recovery and Resilience Facility (RRF) will make
€672.5 billion in loans and grants available to
support reforms and investments undertaken
by Member States. The aim is to mitigate the
economic and social impact of the coronavirus
pandemic and make European economies and
societies more sustainable, resilient and better
prepared for the challenges and opportunities
of the green and digital transitions. The RRF
entered into force on February 19, 2021.

in grants

Source: European Commission
B The Facility and NextGenerationEU

The Facility is the centerpiece of
NextGenerationEU, billed as a temporary
recovery instrument that allows the European
Commission to raise funds to help member
states repair the immediate damage of the
coronavirus pandemic. The Facility is also
closely aligned with the Commission's priorities
ensuring in the long-term a sustainable and
inclusive recovery that promotes the greenand
digital transitions.

B National Recovery and Resilience Plans

Member States will prepare recovery and
resilience plans that set outa coherent package
of reforms and public investment projects.
To benefit from the support of the Facility,
these reforms and investments should be
implemented by 2026.
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The plans should effectively address
challenges identified in the European
Semester, particularly the country-specific
recommendations adopted by the Council.
The plans should also include measures to
address the challenges and reap the benefits
of the green and digital transitions. Each planis
expected to contribute to the four dimensions
outlinedinthe 2021 Annual Sustainable Growth
Strategy, which launched this year's European
Semester cycle.

« Environmental sustainability

« Productivity

+ Fairness

+ Macroeconomic stability

TheFacilityisanopportunitytocreate European
flagship areasforinvestments andreformswith
tangible benefits for the economy and citizens
across the EU. These should address issues
that need significant investment to create
jobs and growth, and which are needed for the
green and digital transitions. The Commission
strongly encourages Member States to put
forward investment and reform plans in the
areas shownin Figure 3.3.

RECOVERY AND RESILIENCE FACILITY

Flagship areas for investments and reforms

Source: European Commission

For each of the flagships, there are EU-wide

ambitions:

1. Power up: Support the building and sector
integration of almost 40% of the 500 GW
of renewable power generation needed by
2030, support the installment of 6 GW of
electrolyser capacity and the production
and transportation of 1 million tonnes of
renewable hydrogen across the EU by 2025.

2. Renovate: By 2025, contribute to the
doubling of the renovation rate and the
fostering of deep renovation.
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3. Recharge and refuel: By 2025, aim to
build one out of the three million charging
points needed in 2030 and half of the 1000
hydrogen stations needed.

4. Connect: Ensure that by 2025 there is the
widest possible uninterrupted 5G coverage
for all areas, including in rural and remote
areas.

5. Modernise: By 2025, ensure the provision
of a European digital identity (e-ID) and
public administrations should be providing
interoperable, personalised and
friendly digital public services. In addition,
public administrations should undertake
reforms and investments to (re-)design
processes, procedures and civil service
according to best practices.

6. Scale-up: By 2025, double the production of
semi-conductors in Europe, to produce 10
times more energy efficient processors and
to double the share of EU companies using
advanced cloud services and big data (from
16% today)

7. Reskilland upskill: By 2025, 50% of the adult
population should participate in training
each year. By 2025, the share of Europeans
aged 16 to 74 with basic digital skills
should increase to reach 70%. Education
systems needs to be further adapted to
the challenges of the 21st century. Member
States should ensure that pupils' digital
competence is significantly improved, in
order to reduce the share of 13-14 year old
students who underperform in computer
and information literacy to under 15%. By
2025, at least four in five VET graduates
should be employed and three in five should

user-

benefit from on-the job-training.

For each flagship to which a plan contributes,
Member States are invited to provide an
analysis of the existing national challenges
(including the existence of market or systemic
failures). In this regard, they are invited to
describe their status quo (existing national
strategies and targets) and how they can be
further developed to meet the 2025 EU-wide
ambitions of each flagship. Member States are
invited to describe the relevant reforms and
investments supported by the Facility.

107




This description may include the delivery  Figure 3.4 Twin Transitions: Green and Digital
models to implement the measures and
the main actors involved. This includes how RECOVERY AND RESILIENCE FACILITY
they would act as investments multipliers,
contribute to employment creation and  ENMARICESIENCIEIER RN e el
contribute towards creating beneficiaries
who will co-finance projects and minimise Each recovery and resilience plan will have to include
competition distortions. Flagships can also be
implemented through multi-country projects.

B Green and Digital Priorities

The Recovery and Resilience Facility offers

an unprecedented opportunity to speed DGIA
up the recovery in Europe and reinforce the — i Lransitior

commitment to the twin transitions: green and
digital. The Commission willassessthe national  Source: European Commission
plans against the targets shownin Figure 3.4.

Bl Timetable

The European Semester and the Recovery and Resilience Facility are intrinsically linked. The
publication of the 2021 Annual Sustainable Growth Strategy launched this year's European Semester.
[t continues last year's growth strategy based on the European Green Deal and the concept of
competitive sustainability. The Commission will assess recovery and resilience plans against the
country-specific recommendations. As the European Semester and the Facility will overlap, it is
necessary to temporarily adapt the European Semester. Member States are therefore encouraged to
submit their national reform programmes and their recovery and resilience plans in a single integrated
document, which will provide an overview of the reforms and investments that the Member States
planto undertake in the coming years, in line with the objectives of the Facility.

Figure 3.5 How Will Member States Access €672.5 billion in EU Recovery Funding?

RECOVERY AND RESILIENCE FACILITY

How will Member States access €672.5 billion
in EU recovery funding?

Commission raises necessary funds on markets by issuing bonds

MEMBER STATE COUNCIL MEMBER STATE MEMBER STATE

Countries submit The € 1 Member States

national plans of B LU request further Member
investments and o it disbursements States receive
reforms, with clear national plans on upon reaching instalment of EU
milestones and ::;:;"b"'""" agreed milestones financial support
targets and targets

As a rule by e Up to twice
30 April ! a year

Source: European Commission
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(1) European Commission (2021), "Recovery and Resilience Facility”, https://ec.europa.eu/info/
business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility_en
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B Special Focus 3:
Decarbonisationin
SE Europe

Lately, decarbonisation as a concept and
a coordinated set of actions has come to
dominate Europe's current and long-term
(i.e. 2030 and 2050) energy strategies. When
considering SE European energy policy,
decarbonisation will come to play an important
role as it affects the whole spectrum of
energy - from power generation to transport,
building, industry, trade and services sectors.
The ultimate objective is the reduction of
Greenhouse Gas (GHG) emissions. The power
sector is expected to play central role in the
decarbonization process, as itis in a position to
deliver fast and visible benefits, given the high
volume of gases it produces.

Decarbonisation in the case of power
generation means reduction of the sector's
carbon intensity, whichin turn means decline of
the emissions per unit of electricity generated.
Decarbonisation is of particular importance for
coal-intensive regions, such as SE Europe, in
order to transit into a "cleaner” energy mix. A
gradual decarbonisation of the power sector
can be achieved by increasing the share of low-
carbon energy sources, like renewables and
nuclear, as well as by capping GHG emissions
from fossil fuel power stations through Carbon
Capture and Storage (CCS) technology and
Carbon Capture and Utilisation (CCU). A shift
from "dirtier” fossil fuels, like coal (which emits
onaverage 900g CO,/kWh), to lower emissions
fuels, like gas (which emits about 400g CO,/
kWh) and renewables, can also help to reduce
power plant emissions. (1)

Reaching climate neutrality by 2050, as
envisioned by the European Commission's
strategic long-term vision, requires timely
decarbonisation of the European energy
sector, including a complete phase-out of
coal (see Map 3.1). This will particularly affect
regions which are dependent on the coal sector
and other high-carbon industries, as they
will have to follow a transition phase to low-
carbon economies in the coming decades. This
briefing offers a deep dive into the positioning
of key stakeholders as well as opportunities and
challenges for a transition away from coal in the
coal-dependent SE European region.

Most governments in SE Europe, in contrast
to the rest of Europe, remain committed to
continuing coal use. Greece is until now the
only country in SE Europe that is expected to
shut down all its lignite-fired power plants by
2028, while North Macedonia's coal phase-
out plan is still under discussion®®. Based on
IENE's estimates, the share of solid fuels for
power generation is anticipated to hold its
present position if not increase in several
countries of the region (most notably in Serbia,
Kosovo, Croatia, Bosnia and Herzegovina,
Montenegro and Turkey®) over the next 10-15
years, as these countries will struggle to meet
increasing energy demand. Hence, the road
towards decarbonisation and the transition to
a "greener” future in SE Europe, with higher use
of natural gas and renewables (RES), appears
difficult, if not uncertain, in comparison to the
rest of Europe.

It seems that a far more realistic approach
towards decarbonisation is required in the
case of SE Europe. The necessity for such an
approach is based on the fact that reforms are
not easily being implemented, as there is a lack
of social acceptance or of political will, or both.

InDecember 2019, Greece's Public Power Corporation (PPC) decided to cease operating all but one of its existing lignite-

fired power plants by 2023. The only lignite-fired power plant remaining until 2028 is Ptolemaida V, which is currently
under construction. PPCis now looking for a fuel conversion at the facility for lignite-free operation beyond 2028. Natural
gas, biomass and waste-to-energy incineration, even a combination of all three generation methods, have beenincluded
as possible options in state-controlled PPC's new business plan.

3

In February 2020, North Macedonia adopted a ground-breaking new energy strategy, making it the first country in the

Western Balkans to name concrete date options for a coal phase-out. Two of the strategy's scenarios entail a coal exit by
2025, with the third delaying closure of the Bitola lignite-fired power plant until 2040. A final decision on which pathway to

take willbe made in 2021.

o
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Currently, allthese SEE countries do not have any coal phase-out plan.
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The Paris agreement (2015) marks the latest step in the evolution of the UN climate change
regime, which originated in 1992 with the adoption of the United Nations Framework Convention
on Climate Change (UNFCCC). The UNFCCC established along-term objective, general principles,
common and differentiated commitments, and a basic governance structure, including an annual
Conference of the Parties (COP). The Paris agreement (COP21) is proving to be an important
reference point and an accelerator for global energy transformation.

Map 3.1 Commitments of European Countries to Phase Out Coal

Circles represent total
coal power capacity (GW) 74

Dates represent
when coal will be
phased out by —— 2025

Source: Europe Beyond Coal, Financial Times (2)

The main question arising for the countries
in SE Europe, including the Western Balkan
ones, is whether they are willing to substitute
coal with other energy sources. SE Europe as
a whole is a carbon-intensive region, with the
exception of Albania whose energy sector is
remarkably low-carbon, as its system relies
almost fully on hydropower for electricity
generation. Albania's goal will be to diversify
its hydropower-dependent energy mix without
increasing CO, emissions, while preserving
biodiversity. For the rest of the countries in SE
Europe, rich in solid fuels, the challenge will be
how to diversify their energy mix progressively
by minimizing coal use.

An appropriate energy mix appears to
be the best vehicle towards achieving
decarbonisation. Only through a combination
of low-carbon energy sources (i.e. renewables
and nuclear), as well as CCS/CCU technology,
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No coal generation
711 Commitment to phase out
coal generation
ESTONIA  mu Coal g_eneration without
¢ LATVIA commitment to phase out

LITHUANIA

TURKEY

can this be achieved. However, in a carbon-
intensive region such as SE Europe, detailed
studies (currently lacking) must be conducted
in order to identify the optimum energy mix,
taking into consideration the persistent use of
coal in the years ahead under a business-as-
usual scenario. In order to achieve an optimum
energy mix, a detailed strategy for the entire
SEE region needs to be worked out, with short-,
medium- and long-term targets.

It is only by following such studies that a
clear roadmap for SE Europe's transition to a
decarbonized state can be established.

Although CCS applications in SE Europe
have made little progress, a comprehensive
overview of currently available techniques and
technologies is needed in order to be able to
assess the availability and applicability of the
CCS optioninthe region.

EU ENERGY AND ENVIRONMENTAL POLICIES AND REGIONAL PRIORITIES



In almost all the SEE countries, local actors
are driving the transition while national
governments remain committed to coal as a
basic energy source and maintain close ties to
the coal industry. In Greece, local mayors are
looking for alternative ways for the coal-rich
region of Western Macedonia to develop, while
in Kosovo, protests have taken place in villages
affected by the expansion of mining activities.
While transition strategies benefit from being
driven by local stakeholders, guidance and
policy frameworks from the national level are
key as they provide stability and enable long-
term planning. Among civil society voices,
labour unions tend to be vocal opponents of
measures that could impact on the coal sector.
TheEUhasacentralroleinsupportingtransition
processes. Kosovo, North Macedoniaand other
countries in the Western Balkans share the

aspiration of joining the EU and as part of the
Energy Community they are already influenced
by the Union's climate and energy policy. The
EU sets targets for national climate and energy
policies and through its budget has a powerful
tool to support the transition away from coal.
Large amounts of indigenous coal and lignite
deposits, which provide relatively cheap and
easily accessible energy for most countries in
the region, are preventing a determined move
towards decarbonisation. As shown in the
following Table, most countries in SE Europe
have well-defined plans and ongoing projects
for new coal/lignite-fired power plants. Over
the next 8-10 years these plants will add some
10GW of new electricity capacity. Hence, the
region's dependence on solid fuels is likely to
increase, notwithstanding commitments for
increased RES use.

Table 3.3 Under Construction and Planned Coal Plants in SEE Countries (MW)*, as of July 2020

Announced +
Announced | Pre- ) ! Under | cancelled
Country New Plants | permit | "ormivied | Pre-permits [ o ction | Shelved | Operating | 0,5 2020)
Permitted
Turkey 13460 | 12,925 | 5,680 32,065 1610 5670 | 17,717 65,867
Bosnia & Herzegovina 1,830 600 | 1,100 3,530 0 550 2,073 1,020
Serbia 1,000 350 0 1,350 350 375 4,405 1,070
Romania 0 600 0 600 0 0 4,675 5,105
Kosovo 0 0 0 0 0 0 1,290 830
Hungary 0 0 0 0 0 0 944 3,520
Israel 0 0 0 0 0 0 4,900 1,260
Bulgaria 0 0 0 0 0 0 4,829 2,660
Greece 0 0 0 0 660 0 3175 1,250
Slovenia 0 0 0 0 0 0 1,069 0
North Macedonia 0 0 0 0 0 0 800 730
Montenegro 0 0 0 0 0 0 225 1,664
Croatia 0 0 0 0 0 0 210 1,300
Albania 0 0 0 0 0 0 0 800

*Note: Includes units 30 MW and larger
Source: EndCoal (3), IENE

In Europe, there are initiatives towards a
"greener” energy future such as the EU "Coal
Regions in Transition Platform", launched
in 2017 and included as a non-legislative
element of the "Clean energy for all Europeans'’
package". The platform works as an open
forum, gathering all relevant parties, local,
regional and national governments, businesses
and trade unions, NGOs and academia. It
promotes knowledge-sharing and exchanges
of experiences between EU coal regions, and
represents a unique bottom-up approach to
a just transition, enabling regions to identify
and respond to their particular contexts and
opportunities.
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Since 2019, a secretariat has been set up to
manage platform activities, covering events,
provision of support materials and technical
assistance to coal regions, including the Czech
Republic, Germany, Poland, Slovakia, Spain and
the SE European countries of Greece, Romania
and Slovenia. In October 2019, a group of 41
mayors from 10 coal regions in 9 European
countries launched a statement supporting a
justtransition to the post-coal era. (4)
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Map 3.2 Signatories Declaration of Majors on Just Transition

Bosnia and Herzegovina:

Lukavac

Bulgaria:

Bobov Dol

Czech Republic:

Litvinov

WelBwasser/O.L., Boxberg/O.L., Spremberg,
Lauta, Peitz, Vetschau, GroBraschen,
Schenkenddbern, Kleine Elster, Lohsa,
Welzow, Guben, Kolkwitz, Burg, GroB Diben,
Schleife, Trebendorf, Rietschen,

GroB Schacksdorf-Simmersdorf, Forst
Greece:

Amyntalo, Florina, Eordaia, Kozani

Montenegro:

Plievija

Poland:

Bytom, Konin, Kleczew, Gliwice
Romania:

Petrila, Aninoasa, Petrosani, Lupeni
Slovakia:

Prievidza, Bojnice, Handlova,
Novaky, Partizanske

Source: WWF

On March 4, 2020, the European Commission
adopted the European Climate Law proposal®,
which will enshrine in EU legislation the
EU's commitment to achieve net zero GHG
emissions by 2050. The 2050 objective reflects
commitments under the Paris Agreement
and is central to the European Green Deal?,
published in December 2019, which sets out
the Commission's commitment to tackling
climate change and environmental challenges.
To date, most SEE countries have relied heavily
on conventional generation technologies.
However, over the next decade, countries in
this region will have to replace around 50% of
their existing capacity for age-related reasons,
according to a report by Agora Energiewende
(5). However, renewable energy developmentin
SE Europe has been limited until now.

One impediment to scaling up renewables is
theirhigherup-frontcapitalintensity, compared
to investment in coal or natural gas. These
costs make renewable energy investment
more sensitive to political and regulatory
conditions than projects with lower up-front
capital intensity. And since private investors

typically consider ventures in SE Europe riskier
thaninvestmentin Germany or France, this kind
of project in the region faces relatively higher
financingand capital costs. The "risk premiums”
demanded by investors have a significant
effect on the price of renewable power. Past
research has shown that higher financing costs
could render a wind project in, for instance,
Croatia, twice as expensive as the same project
with similar resource conditions in Germany.
Bloated financing costs thus have two effects:
(a) they support the perception that renewables
are costly to consumers and taxpayers and
(b) they can render renewables incapable of
outcompeting fossil-fired generation, even given
cheaper system costs. (6)

l Policy Inconsistencies Concerning Gas
Use in SE Europe

If we take the EC's 2030 energy and climate
policies at face value, there is a clear prejudice
against any further investment in gas
infrastructure in view of its full abandonment
over the next 10-15 years and its substitution
with hydrogen and RES. Meanwhile, all countries

20 https://ec.europa.eu/info/files/commission-proposal-regulation-european-climate-law_en
21 https://ec.europa.eu/info/files/communication-european-green-deal_en
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inSE Europehavefirmplansencouraging further
gas use for power generation, industrial and
commercial use and for domestic applications.
Almost all governments in SE Europe consider
gas as the fastest and most efficient way for
decarbonisation, anditsincreased useis already
evidentin the region.

Hence, wearewitnessingastronginconsistency
in SEE between pursued EU policy targets —with
the EIB and EBRD already deciding against new
gas infrastructure projects —and locally applied
energy policies favouring gas use. Sooner or
later, the EU will have to address this serious
policy discrepancy and decide on strategy
correction and associated medium- and long-
term action plans. In other words, to what
extentis Brussels willing to prohibit gas use and
what alternative fuels is ready to propose?

It is no coincidence that last May, a group
of eight EU members from the Balkans and
eastern Europe joined forces to defend the
“role of natural gas in a climate-neutral Europe”
(7). In a joint paper, the group of eight calls for
“combined electricity — gas solutions” in the
transition to net-zero emissions by 2050. "A
transition based solely on renewable energy
sources does not consider the need for a
diversified energy mixinthe EU," says the paper.
The paper — titled "The role of natural gas
in a climate-neutral Europe” — is signed by
a contiguous stack of countries, including
south to north, Greece, Bulgaria, Romania,
the Czech Republic, Slovakia, Hungary, Poland
and Lithuania. It makes the case for gas in the
transition away from coal power, which is a
dominant form of electricity in many eastern
EU member states. "When replacing solid
fossil fuels, natural gas and other gaseous fuels
such as bio-methane and decarbonised gases
can reduce emissions significantly,” the paper
argues.

Inlate January 2021, the European Commission
asked advisors to rework the EU's green finance
taxonomy rules after member states rejected
draft implementing guidelines, unhappy about
the exclusion of gas as a "transition” activity
towards net-zero emissions. (8)
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In early February 2021, EU officials announced
that the grants and loans provided to EU
countries under the bloc's €750 billion Recovery
and Resilience Fund will not automatically
exclude funding for gas infrastructure as
long as these projects are part of a coherent
national decarbonisation strategy with clear
milestones (9). The European Commission is
currently preparing a “guidance document” on
how to apply the so-called Do No Significant
Harm (DNSH) principle, which applies to the
entire Fund. Under that rule, EU money will be
prevented from going to polluting technologies.
The guidance document will explain "which
kinds of conditions can be attached to gas
investments" and make them “"compatible with
that principle”.

Among the conditions are assurances that gas
is part of a wider transition plan to renewables
andguaranteesthatinvestmentsingasfacilities
do not create a "lock-in" effect into fossil fuels —
for instance, making sure that infrastructure is
also suitable for the use of clean gases. Allthese
must be part of a very clear and credible plan
for decarbonisation, with clear milestones and
deadlines, EU officials stressed. The European
Commission reckons that clean electricity will
meet 53% of the bloc's energy demand by 2050
as the bloc moves towards reducing emissions
to net-zero. That leaves at least 40% for other
energy carriers such as gaseous fuels that
Brussels says willhave tobe fully decarbonisedin
ordertoreachthe EU's stated goal of becoming
climate-neutral by 2050. Natural gas has been
a major driver of Europe's rapid transition away
from coal power and is also proving a baseload
back-up for variable
generation from wind and solar power.

renewable electricity

B Discussion

The transition to decarbonised
generation is not an easy regional issue,
since in most of the SEE countries electricity
generation, which is mainly based on coal
and lignite, supports thousands of jobs while
it forms the basis of an extensive industrial
base. Although all countries in the region to
a greater or smaller extent are committed to
RES and energy efficiency programmes and

power
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specifictargets, they are also pursuing a parallel
carbonisation agenda as several coal-fired
power plants are under construction or at an
advanced planning stage. In short, coal-based
power generation is also moving ahead, adding
substantial capacity from now until 2025 (1.5
GW per year for SEE and 2.5 GW for Turkey, i.e.
total 4 GW peryear over the next 7-8 years). New
RES capacity over the last three-year period is
less than 500 MW per year of installed capacity
excluding Turkey, and approximately 1.5 GW
per year including Turkey. As a result, there is a
substantial gap between new coal-fired power
plants and anticipated RES installations.

In addition to this RES supply gap, we must
consider the likehood of a power generation
shortfall as early as 2027. If that happens, the
region will be transformed from an exporter of
electricity to a net importer. This will drive up
electricity prices. Underinvestment today and
higher electricity prices in the near future will
act as a brake to economic growth, fulfilling
lacklustre performance forecasts for the
region.

CHAPTER3

Theroadtodecarbonisationcanbeapproached
on two levels: (a) through policy addressing the
energy mix and assesseing the optimum rate of
decarbonisation and investment in economic
terms; and (b) through technology, whose
penetration depends on the policies to be
implemented and could contribute significantly
towards decarbonisation. Good examples are
the use of CCS/CCU or dual-fuel power plants,
analysed by IENE in its "SE Europe Energy
Outlook 2016-2017" study. (10)

The arduous and complex decarbonisation
process in SEE is further burdened by a strong
coal/lignite legacy and serious energy security
issues. Rapidly increasing carbon prices and
stricter EU regulations on air-polluters will
bankrupt outdated lignite-fired power plants in
the region over the next decade, making them
politically untenable. Rising carbon prices will
require ever bigger state subsidies for power
plants, which is clearly not sustainable. Without
these subsidies, fossil-based generation will
make no economic sense.
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B Key Regional Energy
Issues

Before looking at SE Europe’s core 15 countries
(Chapter 5) and peripheral ones (Chapter 6), and
before moving ahead to analyse the different
energy sectors (Chapters 9-12), it is important
to consider the big picture and become
acquainted with the key issues which confront
theregion's energy sector.

Theseinclude the relatively high dependence of
themajorityofthecountriesonsolidfuels,mostly
used for power generation, high dependence
on imported oil and gas, lack of adequate gas
supply routes and interconnections (especially
relevant for the main Balkan block),
penetration of renewables and slow progress
onenergy efficiency improvement. Some of the
inadequacies have clear geopolitical bearings,
as we shall see.

slow

The slow differentiation of the regional energy
mix, which in spite of the rise of RES and gas
penetration remains bound to high solid
fuel consumption and sizeable oil imports,
is no doubt a prime point of reference. The
large amounts of indigenous coal and lignite
deposits provide relatively cheap and easily
accessible energy supplies for most countries
of the region and hence are seen as preventing
a determined move, by the European
Commission and certain  governments,
towards decarbonisation. Hence, we have here
a major policy challenge, which governments
and the EC will have to address. Simply put,
there is a huge incompatibility between stated
and adopted EU goals for decarbonisation and
the region’s silent commitment to continuing
large-scale solid fuel use.

Although several countries in the region appear
determined to exhaustits coal/lignite deposits,
they are in parallel developing renewables and
other carbon free resources such as nuclear
power. Given the financial and legal constraints
in most countries, the rise of Renewable

Energy Sources (RES), especially for electricity
generation, over the last five years appears
impressive. Yet because of the intermittent
nature of power generation from RES and
undeveloped large-scale energy storage, their
contribution into the electricity production
of the different countries appears limited.
However, given the strong market dynamics of
the RES sector, the introduction of viable large-
scale storage schemes in the mid-term and
hydrogen in the long-term are distinct options
inthe years ahead.

High oil and gas import reliance for most SEE
countries stood at 87.50% on average for oiland
petroleum products and at 80.28% on average
for gas, on the strength of 2019 figures, with
some countries reaching 100% dependence
in both categories. This represents a small
departure from the situation reported in
IENE's 2017 "SEE Energy Outlook™. Such
high energy dependence is way above that of
the EU-27, which on average stood at 58.2%.
This means the state finances of several SE
European countries are servient to the vagaries
of international oil prices, as we have clearly
seen in the period of 2010-2014, when the
oil and gas import bill of most SE European
countries ballooned to unprecedented levels,
thus siphoning off much needed funds in
order to meet basic transportation, heating
and industry requirements. In other words,
the then-prevailing high oil and gas prices
prevented governments from channeling funds
to development and social welfare projects,
while condemning economic growth to zero
or, in the best of cases, anemic rates. In view of
oil price behavior in the H1 of 2021, with Brent
oil above $70 per barrel, we might experience a
similar situationin 2021/2022.

Another important regional issue concerns oil
and gas exploration efforts and plans for future
production. Most countries in SE Europe, in
view of their great dependence on oil and gas
imports, have overtheyearsharboredplansand
initiated long-term programmes aiming at the
exploitation of their indigenous hydrocarbon
potential (see Chapter 8). Now, in many cases,

*IENE (2017), "SEE Energy Outlook 2017", https://www.iene.gr/articlefiles/seee0%202016-2017_iea%20paris.pdf
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such plans have been seriously challenged
following the double blow of the coronavirus
(COVID-19) and the sharp fall of international
oil prices in 2020 and the charge of EU's green
policies.

Ontheonehand, the gloomyatmosphereinthe
global oil market, following NGOs' persistent
calls for an end to hydrocarbon exploration
activities and the rising geopolitical tensions
present in the East Mediterranean have
caused concern to international oil companies
active in SE Europe. Questions arise about the
viability of the companies that currently hold
licensing blocks in the region, but also about the
competitiveness of natural gas in an era of low
prices (especially for LNG) and growing enmity
against hydrocarbons in view of their implied
negative environmental footprint.

In addition, natural gas, which is the fossil fuel
with the lowest emissions, is facing another
serious challenge by the narrow-confines of
the EU Taxonomy (see Chapter 3). Hence, the
decarbonization of the SE European region,
without the use of natural gas, becomes an
impossibleequationthankstoEU'sbureaucratic
thinking, which appears to be completely cut-
off from the harsh economic reality in the field
in several SE European countries.

Other key challenges of the energy
sector include the lack of adequate gas
interconnections, which are preventing
regional market development, since available
gas quantities cannot be easily transported
from one well supplied geographic area to
another needy one. To a lesser extent, the
region is in need of more and better electricity
interconnections, somethingwhichis especially
visible in island regions, such as Greece and
Cyprus. Advancing international electricity
interconnections especially between lItaly and
Western Balkans and between mainland Greece
and the Israel-Cyprus-Crete axis is becoming a
priority in view of the fast advancing electricity
market integrationin the region.

CHAPTER4

Since the publication of the last "SEE Energy
Outlook" study in 2017, electricity markets
in the region have progressed impressively
with EU's Target Model now in place in most
countries and markets coupled across the
region. Adetailed account of electricity markets
is presentedin Chapter 10.

B 4.1 The Glacial Change in the Region’s
Energy Mix

Akey observationregarding the region's energy
situation is related to its energy mix, taking into
accountall 14 countries (i.e. EU Member States,
WB6 and Turkey). SE Europe's energy mix, with
and without Turkey, is changing, albeit very
slowly. In summary, between 2009 and 2019
(see Figures 4.1-4. 4) there is lower use of coal
(lignite), gas and nuclear, more RES and almost
the same level of oil, given the different total
gross inland consumption. In a sense, this is
disappointing given the huge emphasis placed
over the past years on RES and the lowering of
oiluse.

Figure 4.1 Gross Inland Consumption (%) in SE
Europe, including Turkey, 2009 (Total=263.6 Mtoe)
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Figure 4.2 Gross Inland Consumption (%) in SE
Europe, without Turkey, 2009 (Total=164.2 Mtoe)
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Figure 4.3 Gross Inland Consumption (%) in SE
Europe, including Turkey, 2019 (Total=299.5 Mtoe)
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Figure 4.4 Gross Inland Consumption (%) in SE
Europe, without Turkey, 2019 (Total=152.2 Mtoe)
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Examining closer the regional energy mix
between 2009 and 2019, a number of useful
observations can be made:

(a) Over the last 10-year period, only a minor
differentiation of the region's energy mix
has taken place, both in the case where this
includes Turkey and in the other that it does
not.

(b) The most noticeable changeis theincreased
contribution of renewables in both cases.

(c) The contribution of gas, although higher in
both cases, remains marginal.

(d)There is clearly less use of solid fuels in
both cases, but the retreat is not as big
as anticipated so as to advance EU's
decarbonisation agenda.

(e)Oil has an almost constant contribution
to the overall energy mix as it covers
almost 100% of transportation needs in all
countries.

l 4.2 High Energy Import Dependence

In 2019, the energy dependence’ of the EU-
27 stood at 60.7%, the highest over the
last decade. As illustrated in Figure 4.5, the
evolution of EU-27 energy dependence has not
been constant over 1990-2019; however, it has
continuously stood above 50% since 1990.

Figure 4.5 Evolution of the EU Energy Dependence
(%) over 1990-2019
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Regarding SEE countries, energy dependence
also varies significantly and averaged at 50.10%
in 2019, taking into account the countries
shown in Figure 4. 6. These figures are issued
by Eurostat, along with the publication of the
detailed 2019 annual results on energy supply,
transformation and consumptionin the EU.

Figure 4.6 Energy Dependence (%) in SE Europe
(2019)

Source:Eurostat

The energy dependency rate shows the extent to which an economy relies uponimportsin order to meet its energy

needs. Itis defined as net energy imports divided by gross inland energy consumption (which includes stock changes)
plus fuel supplied to international maritime bunkers, expressed as percentage. A negative dependency rate indicates a
net exporter of energy, while a dependency rate in excess of 100% relates to the build-up of stocks (Eurostat).
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Eurostat also presents data for total oil and
petroleum products, gas and solid fuels
use separately for the SEE region in 2019.
More specifically, almost all SEE countries
(excluding Albania) relied more than 60% on
oil and petroleum products imports in 2019,
while Albania's dependence on total oil and
petroleum products was about 28.3% (see
Figure 4.7).

Figure 4.7 Total Oil and Petroleum Products
Dependence (%) in SE Europe (2019)
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Regarding gas, the majority of the SEE
countries (excluding Romania) depended more
than 60% on gas imports in 2019, while the gas
dependence of Romania was about 23.3% (see
Figure 4.8).

Figure 4.8 Gas Dependence (%) in SE Europe (2019)
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In terms of solid fuels, only four SEE countries
(i.e. Albania, Croatia, Cyprus and Turkey)
depended more than 50% on solid fuelimports
in 2019, while the solid fuel dependence of the
remaining countries was lower than 50% (see
Figure 4.9).

Figure 4.9 Solid Fuels Dependence (%) in SE
Europe (2019)

120%

Note: A negative dependency rate indicates a net exporter
of energy. Source: Eurostat

Despite the fact that most of the SEE countries
are highly dependent on oil and gas, which are
widely used in the transport and household
sectors, regional energy dependence is low,
as the remaining energy used derives from
hydropower andbiomass, which areindigenous.

B 4.3 The Decarbonisation Challenge

As the EU moves towards committing to
the decarbonisation of its economy to net-
zero greenhouse gas (GHG) emissions by
2050, the SE European EU member states
are still struggling with dysfunctional energy
markets, blatantly inadequate long-term
planning capabilities and an overwhelming
dependence on fossil fuels. Combined, these
factors represent significant impediments to
decarbonisation objectives. The successful
transition towards a low-carbon future in the
EU relies on the resolution of these problems
and the acknowledgement of the different
starting points of the SEE EU member statesin
the decarbonisation process.

With the ‘Clean energy for all Europeans'
package’, the Regulation on the Governance of

https://ec.europa.eu/energy/topics/energy-strategy/clean-energy-all-europeans_en
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the Energy Unionintroducedanew cooperation
framework between member states and the
European Commission, which requires rigorous
and standardised national energy and climate
planning. A novelty of this package is that
binding targets will only be set at the EU level.
Under this new mechanism, each member
state is required to produce an integrated
National Energy and Climate Plan (NECP) for
2021-2030, which will be updated once by 30
June 2024. Member states must also release
progress reports, with the first one due in
2023. The plans must be written in a binding
template in which governments must outline
the actions and strategies to be pursued for
each dimension of the Energy Union. Member
states will also be obliged to consider the long-
term 2050 perspective.

The long-term strategies should be revised
every five years and updated every ten years.
This framework provides both opportunities
and challenges for all SEE countries. While the
absence of binding national targets means that
the new governance framework represents a
'softer’ mechanism, it is not any less robust.
The NECPs depend on national initiative and
management of commitments, which can
provide the needed flexibility for tailoring
individual solutions. Moreover, by providing a
binding template, the governance framework
can trigger the development of rigorous
national energy and climate planning, which has
often beenlackingin SE Europe.

At the same time, however, this new system
may also lead to tensions between SE Europe,
generally reluctant to take on aggressive
decarbonisation, and the Northern and
Western member states. If SE European
countries perceive their energy systems and
security of supply to be vulnerable, they are
likely to adopt very defensive positions at
the EU level to maintain strict control over
their national energy mixes. This can lead to
insufficiently ambitious NECPs, which may
prove difficult to correct at alater stage. Hence,
if the governance framework is to deliver on
its objectives, the concerns of SEE member
states cannot be ignored.

SE EUROPE ENERGY OUTLOOK 2021/2022

While more than half of the electricity
generation capacity in SE Europe currently
relies on thermal coal and lignite, a power
system with a much higher deployment of
renewable energy sources — as high as 50% by
2030 — has been shown to be realistic (1). This
will require drastic changes in the status quo.
While the need for strategic planningis evident,
the energy transition will also rely on a mix of
rigorous and ambitious policy design, access to
diverse financial instruments for investments,
as well as functional and transparent energy
markets, accompanied by effective social
protection for vulnerable energy consumers.
Under these circumstances, one condition for
a successful decarbonisation of the European
economy is to understand the particularities
of the EU member states in the SEE region as
well as the Western Balkan countries in order
to address specific problems with targeted
policy and financial interventions. This requires
increased attention and cooperation from both
EU institutions and other member states.

B 4.4 The Role of Gas

Based on data from ENTSO-e (2), gas-fired
power generationin the EU was up by 6% in the
fourth quarter of 2019, compared to the same
period of 2018. In absolute terms, electricity
generated from gas increased by 9.5 TWh on
an annual basis. Gas-fired generation remained
strong in Q4 2019; however, given the strong
output in the first three quarters of the year, it
showed less seasonality in 2019 than in earlier
years. In Q4 2019, gas wholesale prices picked
up in Europe, slowing down the increase in gas
in the electricity sector. In 2019 as a whole, gas
fired generationin the EU increased by 88 TWh
(by 15%), and it represented 23% of the total EU
power generation, up from 19.6% in 2018. (3)

At the same time, coal- and lignite-fired
generation decreased by 25% in the EU, and its
share fell to 14% in 2019 from 18.6% in 2018.
Meanwhile, solar and wind generation was
up, implying that gas and renewables kept on
replacing solid fuels in the European electricity
generation mix. Although carbon prices
decreased slightly in Q4 2019, reaching almost
€25/tCOze on average, the competitiveness

121




of gas-fired electricity generation did not
deteriorate measurably vis-a-vis coal, as
electricity generation from gas is half as carbon
intensive as that from coal.

In SE Europe, the majority of the gas and coal/
lignite produced was used for gross power
generation and as a source of heat for industry
and buildings in 2018, as shown in Figure 4.10.
During 2008-2018, we observe a parallel
decrease of lignite and natural gas use on SE
Europe's gross electricity generation.

Figure 4.10 Gross Electricity Generation (TWh) by
Type of Plant in SE Europe (2008 and 2018)

= 180
E 160
140
120
100

a0
60
40
20
1]
2018 2008
wlignite m Other bituminous coal  w Matural gas = Fuel oil  m Solid biofuels

Source: Eurostat

However, the future of natural gas seems
ominous. The European Investment Bank
(EIB) adopted new energy lending policies
on November 14, 2019 (4), which aim at,
among other things, gradually phasing out
support for oil and natural gas production, gas
infrastructure (networks, storage, refining
facilities), and power generation technologies
resulting in GHG emissions above 250g of CO2
per kWh of electricity generated.

The EIB will continue to approve projects
already under appraisal until the end of 2021.
In addition, during this period, the Bank can
approve gas infrastructure projects included
under the 4th List of Projects of Common
Interest (PCI) co-financed with the EU budget,
which are deemed important to the European
security of gas supply*. More information about
policy inconsistencies concerning gas use in SE
Europe to be found in Chapter 3.

B 4.5 The Role of Nuclear Power

In SE Europe, there are five countries (Bulgaria,
Hungary, Romania, Slovenia and Croatia) that
currently operate nuclear power plants (NPPs),
while Turkey is expected to build no fewer than
3 NPPs over the next decade. Nuclear power,
although it covered only 4.0% of the gross
inland consumption in SE Europe in 2018,
remains a viable option for growth because
it offers important baseload capacity and
supports the EU's decarbonization policies.
The zero emissions from operating NPPs
contribute to the region's efforts to curtail
GHG emissions. This means that nuclear
energy has an important role to play in the SE
European energy and electricity mix over the
next decades.

Following the tragic accident at Fukushima's
NPP in March 2011 and operational security
reviews, which have since been conducted
by the SEE countries that host NPPs, the use
of nuclear power in the region is unlikely to
diminish over the next decade. Neither Bulgaria
nor Romania nor Hungary are likely to shut
down the Cernavoda, Kozloduy 5-6 and Paks 1,
2,3,and 4 power plants respectively onaccount
of safety concerns.

The same applies for Croatia and Slovenia,
which, between them, share the Krsko NPP.
Both governments are very well aware of the
fact that a decrease in the participation of
nuclear power in their electricity generated
portfolio cannot be easily replaced by
renewables or be compensated by an increase
of coal generated electricity due to the equally
burdensome environmental costs. If they are
to reduce the participation of nuclear power
in their total electricity mix, both states have
as an alternative the increase of imported gas,
magnifying their already high dependence on
gas.

4 OnFebruary 12,2020, the European Parliament adopted the 4thlist of PCls, including 32 gas, 6 oiland 5 CO. network
projects: https://bernardenergy.com/lastestdevelopments/ep-adopts-fourth-list-projects-common-interest/
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Theoretically, the participation of nuclear
generation in the regional electricity mix is set
to diminish significantly as the rising demand
of Bulgaria and Romania will be covered by
increased volumes of natural gas and, to a
lesser extent, renewables. However, this
might change as both Romania and Turkey are
definitely going ahead with plans to increase
their nuclear installed capacity, which will
result in two major nuclear power generation
complexes with 6 GW of new installed capacity
to be operated by 2030.

In the cases of Bulgaria (Units 5 and 6 and the
planned Unit 7 of Kozloduy NPP) and Turkey
(the Akkuyu site), Russia might have a role
to play. However, it should be recalled that
strategic investments have two substantial
characteristics in the energy sector. They
need many years to be implemented but they
last for decades. Such long-term planning
should not be subverted by short-term political
priorities against regional, economic and safety
considerations.

In this sense, the Fukushima anti-nuclear
rationale does not appear to hold in the case
of SE Europe. For countries already involved
in nuclear power development (i.e. Bulgaria,
Romania, Hungary, Croatia/Slovenia, Turkey),
the road ahead is unlikely to be obstructed by
revised risk assessments.

Developing further nuclear power generation
in the region will be a real challenge as not all
countries favour this option. Detailed studies
need to be undertaken to identify the real
potential pitfalls of nuclear energy and to
assess the compatibility of nuclear and RES
power in the context of decarbonization.

According to a leaked document, as cited by
Euractiv (5), experts tasked with assessing
whether the European Union should label
nuclearpowerasagreeninvestmentwillsay that
the fuel qualifies as sustainable. The European
Commission is attempting to complete its
sustainable finance taxonomy, which will decide
which economic activities can be labeled as
a sustainable investment in the EU, based
on whether they meet strict environmental
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criteria. EU experts last year were split over
whether nuclear power deserved a green label,
recognising that while it produces very low CO2
emissions, more analysis was needed on the
environmental impact of radioactive waste
disposal.

According to Reuters (6), the European
Commission asked the Joint Research Centre
(JRC), its scientific expert arm, to report on
the issue. A draft of the JRC report said that
nuclear power deserves a green label. "The
analyses did not reveal any science-based
evidence that nuclear energy does more harm
to human health or to the environment than
other electricity production technologies”, it
said. Storage of nuclear waste in deep geologic
formations is deemed "appropriate and safe”,
it said, citing countries including France and
Finland in the advanced stages of developing
such sites.

Two expert committees will scrutinize the
JRC's findings for three months before the
European Commission takes a final decision.
EU countries are split over nuclear power.
France, Hungary and five other countries in
March 2021 urged the Commission to support
it, while other states oppose it.

0l 4.6 RES as a Key Supply Source
SE Europe’s RES potential

Better interconnections, a higher share of RES
and better energy efficiency, are some ways
to address SE Europe's energy dependence.
In terms of RES, SE Europe has abundant
resources, and their use is already part of many
people's daily lives. Thanks to considerable
installed hydropower capacityandthe extensive
use of biomass for residential heating, the SEE
economies use a higher proportion of RES
than the EU average (7). n fact, despite having
an installed hydropower capacity of more than
22 GW, the SEE region still has the largest
remaining unexploited hydropower potential in
Europe, as its river catchments have remained
largely undeveloped. The technical potential of
hydropower is estimated to be 522 PJ per year,
as shownin Table 4.1.

123




While up to 140 large (above 10 MW capacity)
greenfield hydropower plants and more
than 2,700 small projects (below 10 MW
capacity) are in the production pipeline, the
sustainability of these projects has sometimes
been questioned. In the last couple of years,
opposition to the construction of small
hydropower plants has been growing, mainly
in Albania, Bosnia and Herzegovina, Croatia
and Serbia. Local stakeholders and non-
governmental organisations (NGOs)
called for a set of principles for sustainable
hydropower to be respected, with one of these
principles being the prioritisation of investment
in rehabilitating existing plants.

have

Table 4.1 Technical Potential for Utility-scale
Solar PV, Wind and Hydropower in the Electricity
Sector in SE Europe (TJ)

Utility-scale Onshore wind Hydropower
solar PV

Albania 13 342 49 154 56 059
Bosnia and Herzegovina 14 886 94 810 88193
Bulgaria 36 468 190 264 480N
Croatia 15682 104 951 30 600
_Knstwo' 3006 13 860 4853
Montenegro 3874 23332 18079
North Macedonia 8014 27558 14421
'Repubiic of Moldova 2758 180450 12099
Romania 92902 554 522 136 800
Serbia 33509 188 590 64 800
Slovenia 1613 8 266 58539
SEE 245 052 1436 156 532 515
TJ = Terajoule

Source: IRENA

Global horizontal irradiance, a key parameter in
solar PV installation, is higher in the southern
part of the region, where it reaches over 4.5
kWh per square metre per day (kWh/m2/day).
Solar resources in the northern part are more
modest, down to 3 kWh/m?/day, but in line
with or better than other European countries
with large PV deployment, such as Germany
(see Map 4.1). The utility-scale solar technical
potential of the SEE region is estimated at
around 245 PJ (see Table 4.1).
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Map 4.1 Solar Resources in the SEE Region and

Surrounding Countries
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The whole region is endowed with good wind
resources, with wind blowing at average speeds
of between 5.5 metres per second (m/s), and
7 m/s at 100 metre height. The mountainous
and coastal landscape increases the variation
in wind resources across the region, with higher
average wind speeds in coastal areas and at
high altitudes. The Eastern coast of the region
(i.e. Romania) enjoys the best wind, with average
speeds of 6-to-7 m/s (see Map 4.2).

The Adriatic coast (i.e. Albania, Bosnia and
Croatia, Montenegro  and
Slovenia) enjoys similar average wind speeds,
but this area is also regularly hit by winds that
gust between 150 and 200 kilometres per hour.
This puts additional stress on wind turbines.
However, wind energy is not harvested at its
full potential, as in nearby countries with similar
wind resources, with the exception of the EU
member states of the region. The technical
potential of SEE's wind energy is currently
estimated at 1,436 PJ (see Table 4.1). Notably,
the presence of a good technical potential is
a necessary but not sufficient condition for
deployment. Other aspects to consider are the
economic limits to supply, market constraints
andthe presence of appropriate supply chains.

Herzegovina,
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Map 4.2 Wind Speed and Wind Power Plants in the
SEE Region and Surrounding Countries

Source: IRENA

RES Increased their Share in SE Europe’s
Electricity Mix

The total installed RES capacity in SE Europe
doubled during the past decade, with local
systems exceeding 85.56 GW of installed
capacity in 2019, according to IENE. This
represents an increase of 100.5% since 2010,
when the region counted 42.68 GW of installed
RES units. In addition, the power generation
from RES, including hydro, stood at 199.2 TWh
in 2018. This corresponds to a 40% increase
over the last decade.

It should be noted that electricity generation
from RES in the SEE region is heavily affected
by the hydrologic cycle, which has shown signs
of heavy volatility throughout the decade. Most
notably the region was affected by drought
especially during 2011, 2014 and 2017, when
it halted the increase of y-y generation from
RES, despite the increased deployment of
other RES systems, mainly wind and solar. The
most affected countries by the hydrologic
cycle were Turkey, Croatia, Albania and Bosnia
and Herzegovina. The most widely deployed
renewablesare by farin Turkey, whichhasanRES
fleet, which consists mostly of hydro and wind,
with a considerable capacity of geothermal
energy. In 2020, Turkey's total installed RES
capacity exceeded 44.5 GW. Turkey is followed
by Romania and Greece, with installed RES
capacity of 11.2 GW and 9.8 GW respectively.

SE EUROPE ENERGY OUTLOOK 2021/2022

Figure 4.11 Total Installed RES Capacity (MW) by
Country in SE Europe (2010-2019)
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Figure 4.12 Power Generation (GWh) from RES,
Including Hydro, in SE Europe (2010-2019)
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Moreover, RES units have increased their
regional share in power generation to 33.89%
in 2019, i.e. by more than 5.5 percentage points
compared to 2014, when they contributed
28.2%. In addition, in 2019, the share of RES in
total regional electricity consumption rose to
33.2% from 26.3%in 2014.

Figure 4.13 Share (%) of RES in Total Regional
Consumption and Regional Power Generationin
SE Europe (2014-2019)
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As RES have already been recognized as one
of the most important resources in mitigating
climate change, the global market is amidst
an ongoing ramping up of RES installations.
Falling production costs of variable renewables
systems have fallen rapidly during the past
decade, driving an escalationin the deployment
of competitive solar PV and wind turbines
across the region. The deployment of variable
renewables is more evident in more mature
markets, suchas Turkey and Greece, whichhave
increased their RES penetration impressively,
marking annual increases in their installed RES
capacity by 5.6% and 8.7% in 2019 respectively.

N 4.7 Energy Efficiency as a Champion
Energy Source

On October 10, 2020, the European
Commission adopted "An Economic and
Investment Plan for the Western Balkans" (8),
which identified flagship initiatives related to
clean energy and the transition from coal. An
overall budget of €9 billion during 2021-2027
is proposed for the Plan's implementation, of
which afair share is expectedto finance building
renovation and decarbonisation of the heating
and cooling sectors.

The Plan relies on support from the Energy
Community Secretariat to implement the
Renovation Wave. In this respect, its role
may be manifold. The Secretariat offers its
assistance to the Western Balkan Contracting
Parties in improving the legal framework and
removing regulatory barriers in the building
sector; facilitating information sharing and
exchanging best practices; and serving as a
bridge between the providers of technical and
financial assistance and beneficiaries.

In contrast to the Western Balkan countries,
the EU has already acquired extensive
experience in implementing financial and fiscal
instruments to support building renovations.
These instruments have different sources of
finance, delivery mechanisms and approaches,

and are available to more sectors, including
residential, commercial and Small and Medium
sized Enterprises (SMEs). In the EU, only
in the last four years, the Joint Research
Centre® identified a total of 129 ongoing public
financial and fiscal schemes supporting energy
renovations, of which around 61% are in the
form of grants and subsidies, 19% are soft
loans, 10% are tax incentives and the remaining
10% a combination of the above. The same
study showed that around €15 billion are
being spent annually across the EU for energy
efficiency in public and non-public buildings.
The majority of the instruments applied in the
residential sector in the EU Member States are
based on grants and subsidies, traditional loans
and softloans and fiscalincentives.

Despite the many instruments at hand, the
renovation of buildings in the EU has proved to
be very difficult and quite slow, compared to
expectations. Presently only 1% of buildings
undergo energy efficient renovation every
year, while about 75% of the building stock is
considered energy-inefficient. In the Energy
Community, the renovation process is even
less advanced.

In the Western Balkans, it is estimated that
approximately €1.06 billion were
in energy efficiency projects in all building
categories between 2010 and 2020, based on
Energy Community Secretariat calculations (9).
The figureis significantly lower in the residential
sector, which due to the many barriers is
considered a difficult market to serve as it is
fragmented, with small-scale investments, and
riskier than the other building categories.

invested

With the support of donor engagement in
energy efficiency projects, many Western
Balkan countries have established, or are in
the process of establishing, centralised energy
efficiency financing mechanisms. These are
complemented by multi-country initiatives
supported by International Financial Institutions
(IFls), as shownin Map 4.3.

° Joint Research Centre (2019), "Accelerating energy renovation investments in buildings — Financial and fiscal instruments
across Europe”, https://ec.europa.eu/jrc/en/publication/eur-scientific-and-technical-research-reports/accelerating-

energy-renovation-investments-buildings
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Map 4.3 Overview of Centralised Energy
Efficiency Financing Mechanisms in the Western
Balkans
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One category is represented by multi
beneficiary programmes, mostly funded by
loans from IFls with incentives and technical
support provided by the European Union.
However, despite the large number of regional
energy efficiency credit lines (supported by IFls
and the EU) available to help improve energy
efficiency in residential buildings in the Western
Balkans, their uptake has remained modest and
focused on high income segments and those
livingin detached houses.

The building sector accounts for over 40%
of total energy consumption in the Western
Balkans. Renovating public and private buildings
tomeetminimalenergy performance standards
can make a very significant contribution to the
reduction of GHG emissions, improve living
standards and health. A building Renovation
Wave implemented with the help of the Energy
Community will assist the Western Balkans and
SE Europeingeneralindecarbonizing publicand
private building stock, with a strong emphasis
on digitalisation and taking into account energy
poverty. The EU, together with international
financing institutions, will support the efforts
of the Western Balkans partners to triple the
current renovation rate and energy savings in
existing buildings and achieving nearly-zero
energy and emission standard in new buildings.

N 4.8 Energy Market Liberalization and
Integration in SE Europe

Ever since the EU set up the process of
developing the internal market, the energy
sector and especially the electricity sector
have monopolised the EC's attention. It has
taken more than 20 years of persistent efforts
and countless disagreements and legal cases
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with incumbent electricity authorities for
the European Commission to manage the
transition from state control of the electricity
sector to an open and market-oriented system
with competition among producers, suppliers
and distributors. In SE Europe, this liberalisation
process was fraught with difficulties and
numerous non-technical obstacles, as the
incumbent companies in almost all countries
solidly resisting change in order to maintain
market control and hence political influence.
Several years later, the situation in EU member
countries and Turkey looks very different, with
certain countries having managed to complete
what appeared to be an anomalous transition
period. In the case of Turkey, the progress
achieved in electricity market unbundling and
retail competition has been highly successful,
with the market opening up much faster
than anticipated. In the case of the Western
Balkans, we have the intervention of an EU
institution, the Energy Community, through the
contracting parties, which has facilitated the
overall transition process and acceptance of
the European Acquis. Hence, some solid steps
have been made towards electricity market
competition. However, progress is not very
satisfactoryin most contracting parties, largely
because of the inflexible market structure
and the stiff hold of the state over market
mechanisms.

Due to the increasing significance of having
a secure electricity supply and its positive
impact on the environment and society, the
energy sector in SE Europe is characterized by
vertically integrated natural monopolies. If one
also takes into account that the energy sector
has long been highly regulated, it is easy to
see why electricity and gas markets have high
operating costs and high retail prices, along
with costly large-scaleinvestments, low-quality
services and lack of competition in supply and
generation.

Reforms in several countries in SEE have
already beenimplemented in order to generate
electricity within actual marginal production
costs. However, distribution and transmission
services are expected to remain natural

monopolies as they satisfy security of supply.
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Furthermore, there is a kind of dilemma
between bilateral trading and power exchange-
based markets in terms of competition.
Despite the fact that bilateral markets are more
flexible than the exchanges, their negotiation
procedure can be expensive, while exchanges
provide higher security for market participants,
lower trading costs, increased competition and
full transparency. As the number of players in
the electricity market of each country in SEE
region increases, the higher the competition
Several
established an energy market and enjoy its

becomes. countries have already

benefits.

Indicatively, in the electricity sector of Bosnia
and Herzegovina, there is no competition and
no electricity trading platform, Albania and
Kosovo have already signed an agreement
to establish a joint power exchange, known
as APEX, while competition in the Croatian
market is very limited as it trades bilaterally. In
Montenegro, the wholesale market is open for
competition, including the balancing market,
except for the balancingreserve.

In general, the SE European electricity markets
can be characterized by the following issues:
(a) only basic steps in the electricity market
procedures were realized by the majority of the
countries, (b) cross-border power trading has
until now been based on bilateral agreements
countries, (c) market coupling
especially via the flow-based approach has

between

not yet been fully implemented, and (d) the
transmission network in the SEE region seems
to have different characteristics in comparison
withthe Centraland Western European meshed
grid, where market coupling procedures are
more mature. The main challenge for the
economies of SE Europe is to commit to and
insist on the implementation of long-term
reforms that will target competitiveness and
better integration among the EU member
states of the region, their neighbors, candidate
countries and potential candidate countries.
Such reforms in the economy are likely to have
a direct and positive impact on the further
development of energy markets and the
creation of favourable conditions in attracting
suitable outside investment.
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In this edition of "SE Europe Energy Outlook”,
we have placed equal emphasis on gas market
liberalisation since gas, supported through a
number of policy measures related to the EU's
climate change targets, is poised to penetrate
further into the energy mix of most countries,
despite some recent policy measures againstit.
Where do we stand on deregulation and how far
are the various national markets are opening up
to competition?

The real progress achieved in the gas markets
of SE Europe during the last decade is rather
poor. The nature of gas markets in the region
remains predominantly national, with very little,
if any, cross border trade taking place, other
than that implemented through the long term
supply agreements national incumbents have
with their traditional suppliers.

With the exception of Croatia and Romania,
whose indigenous production covers almost
60% and 80% of their domestic demand
respectively, all other SEE countries that have
a gas market are solely depending on Russian
imports. Albania, Montenegro, Kosovo and
Cyprus still have no gas market, while only
Greece, Croatia and Turkey possess LNG
gasification terminals, representing the only
LNG import pointsin the whole region.

In addition, the whole region is characterized
by the lack of sufficient interconnectors, which
would allow the development of gas trade
between the countries. In practice, the only
pipelines that link the countries of the region
are the traditional transit pipelines, which
have been developed to serve the long-term
contracts signed several decades ago, mainly
in implementation of Intergovernmental
Agreements (IGAs). In most of the cases,
these pipelines are subject to long-term
capacity reservation through ship-or-pay
transit contracts. The validity of all those transit
agreements, concluded before countries
such as Romania and Bulgaria joined the EU,
supersedesthelegalobligationsarisingfromthe
European Acquis on energy. Therefore, access
tothese pipelinesis, in principle, prohibited until
the Intergovernmental Agreements expire.
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Over the last two years, the only important
gas infrastructure developments in SE Europe
included the operation of the Turkish Stream
pipeline and TAP. Turkish Stream connects
Russia with Turkey across the Black Sea. On
January 18, 2020, the opening ceremony
was held, marking the first deliveries of gas to
Turkey. On January 27, 2020, 1 bcm of natural
gas was delivered via the pipeline.

In addition, according to an announcement
by Bulgartransgaz, Russian gas for Bulgaria,
Greece and North Macedonia is now delivered
via Turkish Stream, which crosses the Bulgaria
- Turkey border. In practice, this means that as
of early January 2020 Gazprom, by delivering
gas via the Turkish Stream pipeline, has fully
replaced the route that passed through Ukraine
and Romania via the Soviet-era Trans-Balkan
Pipeline.

The Trans-Adriatic Pipeline (TAP), forms part
of the Southern Gas Corridor, which transports
natural gasto Europe fromthe Shah Denizll field
in Azerbaijan. Commercial operation began on
November 15, 2020. TAP AG, its builder, owner
and operator, confirmed the commencement
of gas flows from Azerbaijan on December 31,
2020. Thefirstgasvolumesreached Greeceand
Bulgaria via the Nea Mesimvria interconnection
point with Greece's DESFA, as well as Italy, via
the Melendugno interconnection point with
[taly's SNAM Rete Gas.

As it is evident from the above analysis and
Map 4.4, we are still facing a highly fragmented
landscape for gas market development in
SE Europe, with effectively no cross border
trading as yet, which is very difficult to support
the development of competition and of liquid
market trading, despite the high interest of
several SEE countries in becoming gas trading
hubs®. In this environment, it is too difficult
to imagine how the pan-European vision of a
Gas Target Model would be implemented in a
reasonable time frame. Some analyses show
that, despite this market fragmentation, there

are elements of national gas market legislation
and regulation that would allow gas trading
as performed in the more mature gas hubs of
Europe andthe US.

Map 4.4 Ranking of EU and UK Hubs Based on
Monitoring Results -2020

+ Progress on supply

Sources: ACER’

This reveals that the only way forward for the
appropriate development of the gas market
in the region is the consistent and rapid
implementation of the provisions of the Third
Energy Package, at least to the extent that
the countries have committed to implement
it in a legally binding way, i.e. the EU Member
States and the Energy Community Contracting
Parties. Turkey's plans are rather ambiguous.
It is making efforts to enhance competition
domestically, at least at the level of wholesale
supply and, to some extent, retail. However,
Turkey reveals a scepticism in implementing
radical legal reforms that would allow its gas
market, which is by far the largest and most
dynamic in the region, to genuinely open to
competition from the outside, by, for example,

¢ |ENE (2019), "Prospects for the Establishment of Gas Trading Hubs in SE Europe”, IENE Study M49, https://www.iene.eu/

articlefiles/working%20paper%20no28.pdf

7 ACER (2021), "Market Monitoring Report 2020 —~Gas Wholesale Markets Volume", https://documents.acer.europa.eu/
Official_documents/Acts_of_the_Agency/Publication/ACER%20Market%20Monitoring%20Report%202020%20

-%20Gas%20Wholesale%20Markets%20Volume.pdf
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joining the Energy Community or, as an
alternative, implementing crucial parts of the
legislation for market liberalisation to which
most of the countriesinthe regionhave already
committed.

N 4.9 The Energy Security Dimension

The energy sector and pursued policies
and strategies may be analysed through
different angles - economic, environmental
and geopolitical. The geopolitical approach
to energy emphasises energy security, which
in most cases appears to dominate energy
policy. This stands in contrast to the economic
or environmental approaches, which prioritise
sustainability and competitiveness. Energy
security priorities are perceived both in terms
of supply routes and origin of resources. The
geopolitical approach primarily considers the
geographical position of a particular country
or region from the perspective of the location
of the energy resources and how this affects
the other parameters. These normally include
access, the actors that control resources, their
price, existing and alternative transport routes,
relations with the regional and global markets,
market mechanisms and the regulatory
framework that may influence suppliers and
marketeers, the availability and management
of these energy resources, as well as political
decisions and the manner and framework
within which they are made.

Although most countries aspire to the lowest
possible energy dependence and the maximum
use of their indigenous energy resources,
whether mineral or renewables, this is not
always possible, either due to lack of mineral
resources (oil, gas, solid fuels) or of finances.
This is often the case where a long-term
import deal (e.g. for oil and gas) is preferable in
economic terms to the development of local
mineral resources. However, in certain cases
where a country's sovereignty is at stake and
the inland or seaborne transport of energy
supplies is vulnerable to enemy action, then,
despite the high cost, itis preferable to aim for
indigenous energy source exploitation (such

was the case in Nazi Germany with the local
production of synthetic oil from coal using
the hydrogeneration process®). Putting for a
moment aside the energy security dimension,
we observe that countries, which have
managed to take advantage of theirindigenous
mineral energy resources, produce oil and gas,
much more cheaply and have an advantage
when it comes to the domestic market, where
they can achieve competitive prices, or aim
towards exports to secure valuable income.

Table 4.2 Energy Dependence (%) in Europe, 2019

GEC 2019

Europ: Union - 27 650.704
Union - 28 57.859

Euro area - 19 countries 65.316
Belgium 76.676
L 38.102
Czechia 40.834
Denmark 38.781
Germany 67.510
Estonia 4.828
Ireland 68.335
Greece 74.110
Spain 74.955
France 47.595
Croatia 56.224
Italy 77.484
Cyprus 92.805
Latvia 43,963
Lithuania 75.217
Luxembourg 95.129
Hungary 69.704
Malta 97.172
Netherlands 64.721
Austria 71.727
Poland 46.818
Portugal 73.848
Romania 30.371
Slovenia 52.140
Slovakia 69.762
Finland 42.082
Sweden 30.244
Iceland 16.106
Norway -575.260

Sources: Eurostat

In Europe, and this applies largely to SE Europe,
because of the long peace period the region
has enjoyed since WWII, many countries placed
energy security as a secondary priority. Their
primary concern was market development and
delivering affordable energy, whether electricity
or oil, to as many people as possible. It was only
after the warin Yugoslavia in the 1990's and the
assertiveness of energy rich Russia following
the collapse of the Soviet Union that energy
security started to become a major priority of
strategic planning.

& Yergin, D.(2008), "The Prize: The Epic Quest for Oil, Money & Power", Free Press; Reissue edition
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With several countries in the region until
very recently relying entirely on Russian gas
imports, there was a major drive soon after
the turn of the century to seek alternatives.
Under much pressure from the EU, the South
Corridor was developed along with a number
of new LNG import terminals and cross-border
interconnections. However, the region still
remains vulnerable due to the limited number
of suppliers and to even fewer supply routes.

SE Europe and the Western Balkans

With the exception of Albania, the countries
of SE Europe depend on Russia for their oil
and gas supply, while Kosovo and Montenegro
have no gas infrastructure at all. Particularly
interesting from the geopolitical perspective,
given the fixed nature of transport routes and
their potential vulnerability to political conflicts
or other security hazards, is gas supply. Even
though the Western Balkans countries are
minor consumers of gas, which accounts for
only 6% oftheirtotalenergy consumption, there
is a number of projects and initiatives aimed at
diversifying the region's energy sources and
supply routes. At the moment, no country in
the Western Balkans has diversified sources
or supply routes when it comes to natural gas.
(In the case of oil, we have a different situation
since apart from a limited number of pipelines,
oil is delivered freely by ship or tracks through
several entry points).

In Chapter 9.2, there is a detailed analysis of
existing and planned major gas pipelines (e.g.
TANAP-TAP system, IGB, IGNM, IAP, Turkish
Stream, BRUA, etc) that would allow the
countries of the SEE region to diversify their
gas supply sources and routes, which would
in turn result in lower prices and stimulate the
further development of gas infrastructure in
the region.

In Western Balkans, Serbia has the most
developed gas infrastructure, while the gas
markets in Bosnia and Herzegovina and North
Macedonia are very limited. In the rest of the
SEE region, Turkey is the country with the most
extensive and well developed gas network,
followed by Greece.
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Both countries are totally dependent on
Russian and Azeri gas imports via pipeline but
also from substantial LNG quantities.

The Western Balkans and SE Europe in general
remain a poorly connected region in terms of
energy infrastructure, with almost secluded
energy markets often burdened by political
instability. The region will continue to face
The first
concerns insufficient investment in energy

three fundamental challenges.
infrastructure, addressed by the EU's energy
and climate targets for 2030. The second is
the lack of clear and enforceable measures to
ensure the preparedness of energy systems
and their response to potential shocks in the
event of an interruption to gas or oil supplies
or other types of energy shock (e.g. electricity
grid problems). The third challenge is reflected
in the activities of external actors, who exploit
clientelismof political elitesintheregioninorder
to oppose the implementation of EU policies as
exemplified by the Energy Community goals in
Western Balkans countries.

This last challenge is exacerbated by divergent
conceptual understandings of energy security
amongcountriesintheregion, onthe one hand,
and the EU, on the other. Countries tend to
prioritise availability of resources, investments,
or loans for the energy sector without any
required reforms The EU promotes energy
transition, transparency and investments tied
to specific reform requirements.

Geopolitical Dilemmas

Instark contrastto the furor caused by the Nord
Stream 2 gas pipeline, following the imposition
of sanctions - since lifted - by the US, going
back to 2018, when the project was launched,
TurkStream, which brings Russian gas to
Turkey via the Black Sea, and from there to the
rest of SEE bypassing Ukraine, has elicited no
such sanctions. Hence, from January 2020,
gas supplied to the region by Gazprom is now
delivered exclusively via Turkey to Bulgaria,
Greece, North Macedonia, Serbia, Bosnia and
Herzegovina, and will soon flow to Hungary and
from there to Austria.
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Construction of the TurkStream pipeline
startedin early 2017 and was completed at the
end of 2019 with first gas deliveries to Turkey
taking place on January 1, 2020. Turkstream
replaced SouthStream, which had been
designed to land in Bulgaria. Strong EU and US
pressure on the Bulgarian government led to
the pipeline's cancellation in December 2014.

TurkStream runs 930 km across the Black
Sea from Anapa in the Russian Caucasus to
Kiyikoy, west of Istanbul. It has a total capacity
of 31.5 bcm per year through its two strings,
with almost half of the quantities destined
for the domestic Turkish market®. In essence,
TurkStream has replaced completely the
Soviet-era Trans Balkan Pipeline in operation
since 1988, which has been piping Russian
gas to Turkey, Greece, Bulgaria, Romania and
Moldova originating in Ukraine. Since the start
of TurkStream's operation, Ukraine has lost
revenue estimated at $2.5 billion annually from
the loss of transit fees for some 20 bcm of
Russian gas per year'® %,

The timely completion and operation of
TurkStream contrasts starkly with delays in the
construction of Nord Stream 2*?, which suffered
strong reactions from Eastern European
countries that are EU members. Nord Stream
2 is slated for operation before the end of
2021", two years later than its sister pipeline.
Nonetheless, Moscow's original strategic
plan to completely bypass Ukraine appears
to be coming to completion. Thus, a total of
142 bcm of Russian gas could be delivered to
the main European markets and SEE through
a combination of the Nord Stream complex
(Nord Stream 1+2) and TurkStream, roughly
corresponding to 80% of annual average
Russian gas deliveries to Europe. This grand

Ukraine circumnavigation plan, devised by the
Kremlin, owes its origin to Ukraine's defiance
of Moscow's commercial commitments, in the
crises of the winters of 2006 and 2009, when
Kiev suspended forward shipment of Russian
transiting gas quantities destined for European
clients in order to serve its own needs. To that,
one should also add mounting disagreement
at the time over transit fees and the cost of
Russian gas purchased by Ukraine to cover its
own needs™.

Although the financial damage TurkStream
inflicted on Ukraine is significant, there was
hardly any reaction or fierce representations
to Ankara or Moscow by Kiev or Washington, at
least at the scale witnessed in the case of Nord
Stream 2 over the last three years. Apparently,
the economic prize was not considered that
important, while at the same time there were
a number of other underlying economic and
political interests at play'* between Turkey and
Ukraine which prevented a flare up of public
protests.

In order to understand Kiev's tame reaction to
the completion and operation of TurkStream,
one has to look at the regional picture. A new
type of gas market is shaping up in SEE where
long-term oil-indexed gas contracts are
gradually giving way to gas-to-gas competition
through the emergence of gas trading hubs.
Already a number of such hubs are in operation
inan embryonic formin SEE, while two of them
(Greece's HTP and Turkey's UDN) will soon
become fully-fledged hubs'®. It would be fair
to say that Ukraine aspires to partake in these
developing hubs, where the Trans Balkan
Pipeline could still play key role as it is still the
prime energy backbone connecting all regional
markets and originates in Ukraine.

° Foradetailed description of TurkStream, see Chapter 9.2 and also www.wikipedia.org/wiki/ TurkStream

19 Assenova, M. (2021), "Mitigating the Nord Stream Two Impact on Ukraine", Eurasia Daily Monitor, Volume 18, Issue 93,
https://jamestown.org/program/mitigating-the-nord-stream-2-impact-on-ukraine/

' Makogon, S.(2020), "The Trans-Balkan Pipeline Reimagined", Natural Gas World, https://www.naturalgasworld.com/

trans-balkan-pipeline-ggp-82781

12 For a detailed description of the Nord Stream project, see www.wikipedia.org/wiki/Nord_Stream

13 Chazan, G.and Manson, K. (2021), "Biden to waive Trump-era sanctions on operator of Russian pipeline”, Financial Times,
https://www.ft.com/content/22555df1-0b88-4d46-8287-9e0c8f03ccba

1 Prokip, A. (2020), "ANew Era of Gas Wars between Ukraine and Russia?", Wilson Center, https://www.wilsoncenter.org/

blog-post/new-era-gas-wars-between-ukraine-and-russia

15 Scazzieri, L. (2021), "From partners to rivals? The future of EU-Turkey relations”, https://www.cer.eu/sites/default/files/

pbrief_turkey_LS_23.6.21.pdf

% |ENE (2020), "Prospects for the Establishment of Gas Trading Hubs in SE Europe”, Working Paper 28, https://www.iene.

eu/articlefiles/working%20paper%20no28.pdf
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Although all regional gas markets, including
Greece, Bulgaria, Serbia, Romania and North
Macedonia, will soon be linked via cross-
border interconnectors (as described in detail
in Chapter 9.2), the Trans Balkan Pipeline will
remain the only single gas artery capable of
shipping sizeable gas quantities from north
to south and vice versa. Therefore, this gas
pipeline, whose ownership and management
is shared by all the national gas transmission
operators, farfrombeingdecommissioned, has
a role to play in strengthening energy security
and ensuring greater market competition.
Soon it will have a role to play in sustainabililty,
too, as pipelines must be able toaccommodate
biomethane and hydrogen in order to comply
with the new “clean gas" environment pursued
by the EUY.

The East Med pipeline is yet another major
gas project in the region, stillin its infancy, but
it is already causing some geopolitical friction
between Greece and Turkey. This planned

Map 4.5 The Expanded South Corridor

pipeline, with a total length of 1,900 km and a
yearly capacity of some 10.0 bcm, aims to ship
gas from the East Mediterranean’'s rich gas
fields (offshore Israel and Cyprus) to Europe
via Greece. Although the project is still on the
drawing board, it has been heavily supported
by the EU. It has been included as a Project
of Common Interest (PCls) since 2014, as
Brussels believes that when completed this
new pipeline will further help diversify EU's gas
supply. East Med, whose total construction
cost is estimated at nearly $7.0 billion, is
politically supported by the US as it will help
lessen EU's energy dependence on Russia.

However, the East Med projectis not welcomed
by Turkey, which sees the pipeline as a further
excuse by Greece to impose its presence in
the eastern Mediterranean Sea, a large part
of which is claimed by Turkey. In this sense,
Turkey feels that the East Med pipeline poses
a challenge toits sovereign rights in the region
and has stated on repeated occasions that it
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7 Van Nuffel, L. et al. (2020), "Impact of the use of the biomethane and hydrogen potential on trans-European
infrastructure”, European Commission, https://op.europa.eu/en/publication-detail/-/publication/10e93b15-8b56-11ea-
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will strongly object to the underwater pipeline
crossing its EEZ*®. As Turkey and Greece have
not yet demarcated their seaborders as part of
anoverall EEZ agreement, plotting the route of
the East Med poses some technical challenges
andan alternative route may have to be agreed.

Seeninabroader perspective the construction
and operation of huge gas infrastructure
projects, suchas Nord Stream, TurkStream and
East Med, inevitably carries a heavy political
concomitantburden as therearrangementand
reshuffling of gas flows causes ripple effects at
various levels. They alter the energy security
architecture and redistribute income from gas
salesandtransit fees. Judging from experience
so far in the European scene, we see that
in most cases energy security, at both the
demand and supply end, prevails over all other
considerations. In the case of SEE, the energy
security dimension in major gas infrastructure
works is even more apparent.

Conflicts and Cooperationin the East
Mediterranean

The recently discovered oil and gas fields in
the Eastern Mediterranean have inspired a
powerful energy alliance between Greece,
Cyprus, Israelandlately Egypt, which challenges
Turkey's role as the primary energy hub of the
region. Tensions between Greece and Turkey
over Eastern Mediterranean oil and gas fields,
intertwined with maritime claims, rapidly
escalated in the summer of 2020. On August
10, 2020, Turkey sent the Oruc Reis research
ship, accompanied by warships to explore for
hydrocarbon resources in the waters between
Crete and Cyprus, which Greece claims as
its own. Since then Greece has responded
by sending warships in the area, and on one
occasion both countries’ vessels collided.
The escalation of Greek-Turkish relations has
compromised the energy ambitions of private
actors and regional nation-states and has
exacerbated an already challenging regional
security environment. (10)

1

=3

Regional tensions and skirmishes between
Greeceand Turkey are nothingnew. Greeceand
Turkey have historically disagreed on the status
of Cyprus, following Turkey's 1974 invasion on
the island and its continuing occupation. This
resulted in the establishment of the Turkish
Republic of Northern Cyprus, solely recognized
by Turkey. The proximity of the Greek islands
to the Turkish mainland has also been a source
of friction and disagreements. Most notably, in
1996, the two countries almost went to war due
to a series of disputes over the demarcation
of exclusive economic zones (EEZ), territorial
waters, continental shelf, international flights
rights, and demilitarisation of Greek islands in
the Aegean Sea. (11)

On February 27, 2020, Turkey's announcement
that it would not be able to keep migrants from
entering the EU™ renewed tensions between
Ankara and the block, and the resultant
migrants crossing from Greece and Turkey,
among other issues, have strained relations
between the two countries in 2020. Moreover,
Ankara's decision to turn Hagia Sophia, a
Byzantine-era cultural and historical landmark,
back into a mosque, provoked public feelings in
the Greek Orthodox world and received serious
disapproval from Greece and several other
countries, including the US.

A major paragon of the current crisis has been
the result of both countries' competition over
securing hydrocarbon reserves and their
ongoing tensions regarding EEZ claims over
large chunks of sea territory. Turkey has argued
that Cyprus'sresources should be shared andin
defiance has carried out anumber of drillings (in
2018 and 2019%°) within Cyprus'sinternationally
recognized EEZ, clearly trespassing theisland's
sovereignty. Turkey stepped back from drilling
in September 2020. However, in November
2020, Ankara signed an agreement with the
then UN-recognised Libyan Government
of National Accord (GNA), establishing an
EEZ from the southern Turkish coast to
the northern Libyan coast, ignoring Crete's

Daily Sabah (2020), "Ankara slams EastMed pipeline, opposes any gas project excluding Turkey", https://www.dailysabah.

com/diplomacy/2020/01/03/attempts-to-exclude-turkey-in-east-med-futile-foreign-ministry-says
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territorialwaters, Greece's EEZ and continental
shelf (12). In early August 2020, Greece and
Egypt reached a deal, creating a partial EEZ
between the two counties' coasts, which
contradicted the Turkish-Libyan agreement.
This resulted in Turkey's decision to send the
Oruc Reis research ship near the small Greek
island of Kastellorizo. Since the incident in the
summer of 2020, tensions have been high with
Turkey threatening Greece with war if it does
not withdraw its naval vessels from the area. In
a show of support, the US and France have sent
their warships to the region and conducted
numerous military exercises with Greece.

Background to the Overlapping Claims
between Greece and Turkey in the Aegean
and the East Mediterranean

There is no area more suitable than the
Eastern Mediterranean where energy related
geopolitical conflicts can best be illustrated.
Here we have two neighboring countries which
have progressively grown more hostile to each
other as certain key events have occurred
since the early part of the 1970's. A strong
antagonism took hold as oil and gas resources
were discovered by Greece in the northern
Aegean and thenin the summer of 1974 Turkey
invaded the northern part of Cyprus. Hence,
Greece and Turkey have been at loggerheads
over a number of issues mainly related to
the delimitation of sea boundaries and the
definition of EEZ.

One would need hundreds of pages to review
the entire Greek-Turkish conflict on the
maritime border demarcation issue and in
addition cover Turkey's strong objections of
Cyprus's right to an EEZ, even though this has
been declared following lengthy negotiations
with neighboring countries, i.e. Egypt, Israel
and Lebanon (see Map 4.6). Given Turkey's
strong presence in the East Mediterranean on
account of its extensive coastline and cultural
ties with most countries in the region and the
Greece-Cyprus axis whichis exertingan equally
strong influence in SE Europe, and given the
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history of recent incursions by Turkey in the
vicinity (Invasion of northern Cyprus in 1974
and more recently in northern Syria) in the
case of EEZ disputes between all above three
countries, we have in this situation the seeds
of a potentially huge conflict which could easily
spill out politically and militarily and destabilize
the entire Mediterranean.

Map 4.6 The EEZ of the Republic of Cyprus
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Turkish Relations”

Inorderto appreciate the enormity of theissue,
we have selected a number of maps taken from
the Atlas of Greek-Turkish Relations (13), which
show the relative positions of Cyprus, Greece
and Turkey. We start with Cyprus where Turkey
on account of its unwavering position that it
doesnotrecognizetherightoftheislandtohave
an EEZ, other than a very narrow strip, has on
several occasions proclaimed its rights through
the publication of maps (see Map 4.7) but also
more actively by carrying out hydrocarbon
exploratory drilling operations within Cyprus's
EEZ much to the consternation of the oil
companies which are already operating within
Cyprus's EEZ (being the legitimate holders of
exploration licenses awarded to them by the
Republic of Cyprus) and to the dismay of the
Cyprus's government itself.
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Map 4.7 Maritime Claims of Turkey and of In the case of the Aegean and Greek seas
Turkish-Cypriots in the Aegean and the Eastern in general, Turkey's claims on the country's
Mediterranean continental shelf go back even further in time,
....................................................................................... inthe early 1970's when Greece frst discovered
//_\'K,.\, oilandgasinthe northern Aegean, offtheisland

— of Thasosin 1970/1971. It wasin 1973 when the

government in Ankara first published a series

of maps laying claim to large chunks of sea in
the northern and eastern part of the Aegean
Sea which is surrounded by islands belonging
to Greece. Since then, Turkey has laid claim to
a number of sea areas which Greece considers
home ground in an effort to expand its own
sea territory, especially following the birth of

i the "Blue Homeland" concept which has been
i systematically cultivated by Turkey over the
past few years (see Map 4.8).
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Map 4.8 Comparison between the “Blue Homeland” [Mavi Vatan] Doctrine and the Map Submitted
to the UNin March 2020 Showing the Areas of the Eastern Mediterranean Claimed by Turkey

Maritime areas of the Eastern Mediterranean
officially claimed by Turkey in March 2020

Source: Syrigos, A. and Dokos, T. (2020), "Atlas of Greek Turkish Relations”

Convention on the Law of the Sea (UNCLOS), which provides every Greek island with maximum
territorial waters (up to 12 nautical miles) and EEZ (up to 200 nautical miles) (see Map 4.9). A map,
which depicts the above, known as the Seville map, and authorized by the European Commission
in the early 2000s, has been dismissed by Turkey as "unjust and unfair". Although Ankara's
territorial waters and continental shelf are curtailed by the full application of UNCLOS provisions
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and with Turkey not being a signatory to the Convention, solution of this conflict as proposed by
subsequent Greek governments and several experts, can only be reached by a mutually agreed
appeal to an International court, i.e. the International Tribunal for the Law of the Sea in Hamburg
orthe International Court of Justice in the Hague. The situationis further complicated by Ankara's
maritime agreement with the GNA, which actively dismisses the territorial waters and EEZ of
Greece off Crete. Thisis in violation of UNCLOS to which Greece is a signatory.
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Map 4.9.1 Greek Continental Shelf and EEZ in the Aegean and Eastern Mediterranean
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Turkey's canning moves to secure ample
maritime zones in the East Mediterranean
culminated 2020 when a
"Memorandum of Understanding” was signed
between the Turkish President Reception
Tayyip Erdogan and the head of the Libyan
"Government of National Accord”, Fayez al
Sarajevo, which concerned the delimitation
of maritime areas (see Map 4.10). Although
the MoU has no binding authority under
internationallaw, it does constitute aprecedent

in  November

because of its content. And its content clearly
violated the International Law of the Sea
(UNCLOS) as Turkey and Libya delimited the
sea region south of Crete, an area which does
not neighbor with Turkey. But it should be
noted that Turkey does notrecognize UNCLOS
which it has not signed.

However and regardless of  Turkey's
abstention, the International Law of the Sea
has international validity as it has been ratified
by more than 160 countries. Greece ratified
the Convention in 1995 and is bound by it.
Turkey, in contrast, voted against it. And in
this move by Turkey lies the crux of the matter
since by feeling not bound by UNCLOS it has
a freedom of movement to declare sea areas
which present a potential economic interest
(see Map 4.10).

Map 4.10 Turkey's Proposed Delimitation with

Libya
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The governments of Greece and Turkey,
having long recognized the importance of
finding a lasting solution concerning the
demarcation of the sea areas of interest to
both countries since 2002, have instituted
a round of exploratory talks between high-
ranking officials and so far they have held 63
such meetings with the aim of reaching an
agreement on the commencement of proper
negotiations over the demarcation of maritime
zones. The "exploratory talks" followed the
Greek-Turkish rapprochement which began in
the summer of 1999 after major earthquakes
in Istanbul in August that year and Greece's
solidarity and help to Turkey. The agreement
aimed through the above "exploratory talks”
would provide for any matters not resolvable
through negotiations to be referred to
international talks. Following the revival of the
talksin October 2020, there is speculation that
an agreement may soon be feasible.

However, and in spite of the ongoing efforts
to find a peaceful solution to EEZ claims and
given the two countries’ volatile history as on
a number of occasions in the past, they were
brought at the brink of war (1974, 1987, 1996,
2020), the very real prospect of an armed
conflict between the two countries is still
there. In this sense, exploring hydrocarbons
and offshore wind potential in the Eastern
Mediterranean is not only fraught with
geopolitical difficulties but the area is very
prone to destabilisation. This is important
to bear in mind as the energy potential of
the broader region in the south east flank of
Europe is huge and could, if developed fully,
provide an alternative energy supply to the rest
of Europe. Whereas Norway has emerged as a
reliable energy supplier for the EU in the north,
Israel-Cyprus-Greece could develop an equal
capability in the south.

The Broader Picture

Seeninabroader context, the current maritime
escalationbetween Greece and Turkey exceeds
usual neighborly quarrels, as it adds tension
to an ongoing struggle for resources in the
Eastern Mediterranean. Since Israel's discovery
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of the Leviathan gas deposit in December 2010
and Egypt's discovery of the Zohr gas deposit
in 2015, the previously deemed oil-and-gas-
free region has attracted the attention of
international investors and European and
Middle-Eastern states. The discoveries of
Leviathan and Zohr and Cyprus's Aphrodite
gas field in 2011 and subsequent discoveries
offshore Cyprus since then (see Chapter 8)
have encouraged the strategic co-operation
between lsrael, Greece, Cyprus, and Egypt,
which formed the East Med Gas Forum (14).
This powerful geopolitical alliance apparently
challenges Turkey's ambitions of becoming a
major maritime energy player in the region.

Furthermore, on January 2, 2020, Greece,
Cyprus, and Israel signed anintergovernmental
agreement to build a 1,900-km pipeline, known
as the East Med, transmitting natural gas to
Europe and bypassing Turkey. As discussed
in Chapter 9.2, progress on this project has
been slow with the detailed engineering study,
backed by EU funds, slated for completion by
the end of 2021. If this project is implemented,
the East Med pipeline could cover almost 4% of
EU's gas supplies from Israeliand Cypriot fields
(see Map 4.11). Meanwhile, drillings off Cyprus's
waters were temporarily put on hold due to

Map 4.11 The East Med Pipeline

Covid-19 complications, while the American
ExxonMobil, Qatar Petroleum, and Italian
Eni, among other key players, have stated
(summer 2021) that they intend to resume their
exploration efforts from early 2022 onwards.

In addition, with its continuing claims in the
East Med, off Cyprus and Greece, Turkeyis now
focusing on the development of its substantial
gas resources it discoveredin 2020 in the Black
Sea. In June 2021, Turkey announced a major
discovery of new gas deposits in the Black Sea,
where the country plans to start production
in 2023. State energy company TPAO found
135 bcm of gas at the Amasra-1 offshore
well, bringing the total amount of deposits
discovered over the pastyear to 540 bcm; thus,
confirming Turkey's vital role as a potentially
major energy supplier. (15)

Even so, local resources are unlikely to satisfy
Turkey's gas consumption, estimated at 50
bcmin 2020. Although we cannot at this stage
accurately estimate the amount of gas that
will be produced, it is understood that it will
be no less than 10 bcma. Regarding Israel, the
United Arab Emirates’ Mubadala Petroleum,
which belongs to Mubadala Investment Co, a
sovereignwealthfundwith $232billioninassets,

;
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signed a memorandum of understanding in
April 2021, to buy a 22% stake in Israel’'s Tamar
offshore field. Once completed, this will be the
biggest business deal between the two Middle
Eastern nations since they normalised their
tiesin August 20207

While the recent escalation in the Occupied
Palestinian Territories and Israel's intermittent
bombing of the Gaza Strip are expected
to significantly increase the political risks
associated with investing in Israel's oil and gas
sector, they are unlikely to deter Mubadala
from completing this landmark deal. The UAE
has a lot to gain from the purchase, believed
to be worth as much as $1.1 billion, both
economically and politically. Moreover, Israel
is determined to complete the Mubadala deal
at any cost, as it will stimulate more foreign
investor interests in its oil and gas sector. To
fully understand the significance of this deal,
and why it is likely to go forward regardless of
the latest round of conflict in the region, we
need to look at the dynamics that led to its
creation.

Israelis planning to launch a new bidding round
for exploration and development licences in
the marine territories surrounding its main gas
fields — Tamar, Leviathan, Tanin and Karish —in
the near future. It hopes that by issuing such
licences it cansignificantly increase the volume
of natural gas reserves that will be available to
the countryinthelongrun. To achieve this goal,
however, it needsto attractinterest from major
international oil companies (IOCs) —something
it struggledtodoinits previous bidding rounds.
Indeed, Israel's gas fields drew little interest
from the main Western IOCs in the past, with
the exception of Houston-based Noble Energy
and, more recently, Chevron. The majority of
industry giants, including ExxonMobiland Total,
abstained from participatinginlsrael's previous
bidding rounds, justifying their decision by
pointing to the "complex” geopolitical situation
around the country's energy resources.

Israel's gas fields may not be large enough
to secure unconditional interest from the
leading IOCs, but they are too large for the
gas extracted from them to be consumed
exclusively within Israel. As a result, to attract
|IOC interest and make use of these resources,
Israel needs to demonstrate that the gas it
will extract can be exported. But this is by no
means an easy task and Israel will have to invest
alittle more onits external relations.

To enter the Asian markets, Israel will need
to develop LNG liquefaction production
capabilities — something it currently does
not have. Moreover, these markets are highly
competitive, so the Israelis may not be able
to break into them even if they develop the
necessary production capabilities. Hence,
the only practical route at present is through
Egypt's LNG export terminals and later
through the planned East Med gas pipeline,
which is to export gas exclusively to European
markets. On top of the political and operational
obstacles preventing Israel from securing
major export deals, the significant security
risks facing its fields are also posing a problem
for its energy ambitions. In recent years, the
Israeli authorities have been forced to admit
that the country's oil and gas infrastructure is
vulnerable to attacks from Gaza.

Despite tensions over exploration and
production rights in the Mediterranean Sea
bed, there is a huge economic and commercial
potential to be exploited for the benefit of all,
should the various warring parties decide to
reach an agreement. As exploration continues,
once the Covid-19 obstacles are overcome
and more gas finds are confirmed, the
region could well become a net gas exporter
once local demand is satisfied. An excellent
analysis by Marika Karagianni on "Energy:
Factor of Stability or Conflict in the Eastern
Mediterranean?” discusses in detail the viable
export options and the opportunities. So the
region, given some diplomacy and commercial
cooperation, could well be transformed into an
energy community. (16)

2 https://www.aljazeera.com/opinions/2021/5/20/the-billion-dollar-uae-israel-gas-deal-will-go-forward
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Introduction

In order to understand the energy structure of
S.E. Europe it is important to have some basic
knowledge on: (a) how the energy sector is
organized in each one of the countries from a
legal and administrative point of view, and (b)
the basic energy magnitudes of each country,
including energy production from indigenous
sources, energy imports and exports, installed
electricity capacity, refining capability, etc.
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Such information is presented in a concise

manner, wherever possible, for the following

countries:

l ALBANIA

H BOSNIA AND HERZEGOVINA
l BULGARIA

H CROATIA

H CYPRUS

l GREECE

H HUNGARY

H ISRAEL

l KOsovo

I MONTENEGRO

I NORTH MACEDONIA
I ROMANIA

H SERBIA

H SLOVENIA

H TURKEY
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Albanla Figure 5.1 Albania’s GDP and its annual GDP growth

 Economic and Political Background 10 780

16,0 60
14,0 14,0
Albania's GDP declined by about 3.31% in 2020, :::g :z
based on preliminary estimates the country's 80 20
statistical office released. In the fourth quarter :-g I ::g
alone, GDP grew by 2.99% year-on-year. On a 20 |80
. . 00 1-10,0

quarterly comparison basis, GDP expanded by
2017 2019 2020 202%e
1.15% in the three months through December.

e GDP at current prices (billion USD) — Real GDP (% change)

The sectors that gave a negative contribution  Source: IMF World Energy Outlook (October 2020)
to GDP growth in the fourth quarter of 2020,
as compared to the same period of 2019, Figure 5.2 Albania’s Public Net Debt

uIIIIIII

. , ) 2016 2017 2018 2019 2020 2021e
IMF projects that the Albanian economy will = Public Net Debt (% of GDP)

expand by 6.1%in 2021, significantly higher than
-7.5%in 2020.

were trade, transport, accommodation, food
services, agriculture, forestry and fishing as
well as net taxes on products. The main growth
engines in the October-December period were
construction, public administration, education
and health, real estate activities and the
industry, electricity and water group.

55888838

Source: IMF World Energy Outlook (October 2020)

Figure 5.3 Albania's Population and
Table 5.1 Main Economic Indicators for Albania Unemployment Rate
Over2015-2019 e

35 18
Indicators 2015 2016 2017 2018 2019* 30 ;i
GDP ($Billion) 13.03 13.47 13.98 14.56 15.40 25 12
GDPGrowth(%) 2.2 33 38 41 35 0 10

. 15 8

GDP per 4,524 4,681 4,865 5079 na 10 6
Capita ($) 4

; 0,5 2
Industrial 00 o
OutputGrowth 2.58 1.90 1.90 9.12 na " 2015 2016 2017 2018 2018 2020 2021e
0,
(%) mmm Population (million) —— Unemployment rate (annual average)
Unemployment
Rate (%) 17.08 1512 13.75 12.40 na Source: IMF World Energy Outlook (October 2020)
Consumer
rice (%) 1.9 1.3 2 2 2
Foreign Direct
Investments 8.7 8.8 7.7 8 na
(% of GDP)

* Figures for 2019 are projections.

Sources: Bank of Albania, IMF, World Bank
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H Energy Policy
National Energy Policy

Albania's government programme! for 2017-
2021 stipulates that the government will
aim to further develop the electricity sector,
transforming it into a financially, operationally
and technically viable sector capable of
meeting the growing domestic energy demand,
prioritizing the integration of the domestic
energy market into regional and European
markets, and reducingimport dependency. The
government's policy will continue to be oriented
towards increasing the security of energy
supply to consumers, aiming at supporting
the sustainable economic development of
the country, through increasing employment
and promoting renewable energy and energy
in the
market, ensuring stability and minimizing costs

efficiency, stimulating competition

for Albanian consumers, as well as ensuring

environmental protection.

The Ministry of Infrastructure and Energy? is

responsible for drafting and implementing the

general state policy in the energy sector and for
the utilization of energy and mining resources.

With the implementation of the National Energy

Strategy , the main energy policy document

adopted in mid-2018, Albania aims to achieve

the following results:

*Reduced energy imports and increased
domestic energy generation by meeting
future energy demand in a sustainable way
while enhancing social welfare;

«Improved energy efficiency in the household,
services, transport, agriculture and industrial
sectors;

* Increased use of RES technologies, based on
least-cost planning, resource diversification,
climate change and environmental protection;

* Penetration of natural gas in the Albanian
energy  sector  through
investments;

« Development of mechanisms to encourage
foreigndirectinvestmentin the Albania energy
sector through increased competition in the
energy market, while maintaining the interests
of

infrastructure

 Improving the harmonization and integration
of Albanian energy sector policy and regulation
with energy community acquis and regional
and EU markets;

» Developing a policy framework for energy
(including energy efficiency for sustainable
transport) in transport based on the Albanian
Transport Sector Strategy, and introducing
new technologies in allits sectors;

*Developing a competitive market that
provides correct signals for the production and
consumption of electricity and gas;

*Focused activities related to the use,
rehabilitation and improvement of existing
inefficient energy infrastructure that adversely
affect the environment and potentially high
value areas for other development sectors,
such as tourism, agriculture, etc.

Some of the concrete objectives set by the
National Energy Strategy 2018-2030 are as
follows:

 Continuing to reduce losses in the electricity
distribution network from 26.4% in 2017 to
10% in 2030;

« Continuing to increase electricity receipts
from 90% in 2018 to 98% in 2030;

*Increase the contribution of primary energy
sources to total primary energy supply at
52.5%in 2030;

« Electricity market opening rate to reach 100%
in2025;

» The Albanian economy and society reach a
levelof energy savingversustotal consumption
of 15%in 2030;

«Target of renewable energies to total
consumption reaches 42% in 2030;

+ GHG emissions reduction to total reach 11.5%
in 2030;

« Penetration of natural gas against total supply
of primary energy sources reaches 20% in
2030.

National Action Plan for Energy Efficiency
(NAPEE) and National Action Plan for Renewable
Energy Sources (NAPRES) (updated every 2
years) have been developed and implemented
to meet the targets for renewable energy and
energy efficiency.

! http://www.financa.gov.al/wp-content/uploads/2017/09/PROGRAMI_2017_-_2021.pdf
2 Decision of the Council of Ministers No. 480, dated 31.7.2018 ‘On approval of the National Energy Strategy

for the period 2018-2030".
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Governmental institutions

The Council of Ministers is responsible for the
overalldevelopment policies of Albania's energy
sector, in line with economic development
policies and other sectors of the country.

The Ministry of Infrastructure and Energy
is responsible for drafting and implementing
the general state policy in the energy sector.
It prepares the National Energy Strategy, mid-
term programs for the development of various
energy sectors, assesses the need to build
new generation capacities and to strengthen
energy networks, collects and processes
data and information on national energy
balance, develops policies and programs for
the implementation of energy objectives
and policies, environmental protection
measures, harmonization with European Union
standards and regulations in the field of energy,
supervises the implementation of energy
sector development policies and programs in
line with the economic and social development
of the country.

The Energy Regulatory Entity or "ERE" is the
regulatory authority for the electricity and
natural gas sectors in the country. ERE is an
institution independent of the interests of the
energy industry and state authorities, aiming at
promoting and creating a competitive market
and eliminating restrictions on the trading
of energy products both domestically and at
the level of the SEE Energy Community and
beyond, as well as the sustainable development
of these sectors, protecting the environment
and ensuring that customers benefit from
market functioning.

The National Agency of Natural Resources
(AKBN) is an institution under the auspices
of the Minister of Infrastructure and Energy.
Its activity is the development, supervision of
rational utilization of natural resources, based
on governing policies, and monitoring of their
post-exploitation in the mining, hydrocarbon
and energy sectors.
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The Agency for Energy Efficiency (AEE) is an
institution under the auspices of the Minister
responsible for energy. The AEE is responsible
for implementing policies and promoting
energy efficiency measures.

Agency responsible for renewable energy
sources to be created according to Renewable
Energy Law.

The State
Inspectorate (ISHTI) conducts inspections
in the field of safe processing, transportation
and marketing of oil and gas and their by-
products, ensuring the safety of people and
material values from the risks of gas leaks and
explosions caused by pressure equipment, as
well as from equipment and wiring. It exercises
its regulatory function in accordance with the
needs of the country, national defense and
public security, while respecting the principles
of a market economy.

Technical and Industrial

The leading public and dominant companies
in the electricity sector

Albanian Electricity Corporation (KESH
sh.a.), a 100% state-owned company, is the
public producer and at the same time the
largest producer of electricity in Albania. KESH
operates the main electricity generation plants
inthe country. These assets consist of the Drini
river cascade hydropower plants (HPP Fierza,
HPP Komanand HPP VauiDejes) with an overall
installed power of 1,350 MW, and the Vlora TPP
with aninstalled capacity of 98 MW.

Transmission System Operator (OST sh.a)
is a 100% state-owned public company that
operates the electricity transmission system
in Albania. OST performs the functions of
Transmission Network Operator, Dispatch

System Operator and Market Operator.

OSTisresponsiblefortheoperation,maintenance
and development of the transmission system,
including interconnections with other cross-
border systems, to ensure the long-term
capability of the system to meet reasonable
electricity transmission requirements.
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Electricity Distribution Operator (OSHEE
sh.a.) is a 100% state-owned public company
that operates the electricity distribution
network alone in Albania and performs its
electricity supply function as a as Universal
Service Supplier (USS) under the public service
obligation. Infact, OSHEE sh.a.isinthe process
of dividing the company into two parts, one
dealing only with the physical distribution
network and its operation, and the other with
the supply of electricity to customers.

In2018 ERE hasapprovedthe separationofroles
by the transfer of the license for the Electricity
Distribution System Operation to the company
"Distribution System Operator" sh.a. (O.S.SH
sh.a.) and of the license for Electricity Supply
to the company "Universal Service Supplier"
sh.a. (FSHU sh.a.), that will continue to operate
for a transition period under the umbrella of
OSHEE SHA until the full real separation. ERE
licensed also a newly established state-owned
company, the "Free Market Supplier” (FTL sh.a.)
in the electricity trading and supply activity.
This company shall be complementary with
the O.S.SH sh.a. and FSHU sh.a., but it will be
completely separate from them.

Leading public companies in the
hydrocarbon sector

Oil and gas exploration and production

Albpetrol sh.a. is a joint stock company
established in 26.11.1998 with 100% of the
shares owned by the Albanian state. Albpetrol
is Albania's state-owned oil company inheriting
all its oil assets and resources from the
previous General Directorate of Oil and Gas.
It also owns oil production fields in Fier, Ballsh,
Kucova, Patos etc and is also shareholder in
a few Joint Ventures it has established with
international companies for the production and
development of a number of existing oil fields
like Patos-Marinez, Delvina, Kocove etc.

"Bankers Petroleum Albania”, is a private
company and operates the Patos Marinza
oilfield in Albania pursuant to a licence
agreement. Patos Marinza oilfield near the
city of Fier is the largest sandstone onshore oil

CHAPTERS5

field in Europe. Bankers Petroleum has ranked
the fifth largest company in Albania for years
2018 and 2019 based on its turnover. From
September 2016 Bankers Petroleum Ltd. is
100% owned by the Chinese corporation "Geo-
Jade Petroleum Corporation” ("Geo-Jade") °.

Natural gas

(a) Operation and maintenance of transmision
distribution systems
AlbgazSh.a.isajointstockcompanyestablished
on 07.12.2016 with 100% of the shares owned
by the Albanian state. Albgaz Sh.a will operate
as a combined operator performing the activity
of the transmission system operator and the
natural gas distribution system operator in the
Republic of Albania.

Albanian Gas Service Company Sh.A was
established on 17.10.2018 as a joint venture
company between Albgaz (75%) and Snam
(25%) as a fully operative company responsible
for the maintenance and technical services for
Trans Adriatic Pipeline in Albania accordance
with a Joint Agreement entered between the
company and TAP for such services.

TAP-AG Ltd, in accordance with the Host
Government Agreement with the government
of Albania has established its presence in
Albania and has been licensed by ERE as a TSO
and certifiedasan|TO.

(b) Trade of natural gas and LPG

Two LPG terminals ensuring ship unloading and
LPG storage are located in Porto Romano in
Durres andin the bay of Vlorain the south. Both
terminals are operated by private companies
respectively; "ROMANO PORT" SHA and "LA
PETROLIFERAITALO ALBANESE" SHA (PIA)
Other main companies involved in the LPG
wholesale and retail markets are: IB GAS
AG, INTER-GAZ SHA, A&V-GAS SHA, AV
DISTRIBUTION SHA, FAM GAS L.L.C., KEVIN
GAZ SHA dhe, EMANUEL GAS SH.PK.
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Trading of petrol, diesel and other by
products

There are no public companies in the trade
of petrol, diesel and other oil by products in
Albania."Kastrati” a 100% private company,
for years is positioned as the main wholesale
and retail trader of petrol, diesel and oil by
productsin Albania. Again, in year 2018 it ranked
first among top 200 Albanian companies. Its
turnover for year 2018 was three times higher
thanits closest competitor "Genklaudis”4 .

Other private companies involved in the trade
of petrol, diesel and other oil by products are;
"Genklaudis”, "Europetrol Durrés Albania”
"Tosk Energy”, “Bolv Oil", "Gega Center GKG"
&"Gega Oil".

H Energy Demand and Supply
National energy demand

The gross domestic energy consumption in
general has been increasing, but fluctuating
throughout the period 2010-2018. In 2016 and
2017 there was an increase of consumption
by 4.7% and 2.5%, respectively, compared to
the previous year, while in 2018 a decrease of
1.4% compared to the previous year. Figure 5.4
shows the gross domestic energy consumption
between 2010 and 2018.

Figure 5.4 Gross domestic energy consumption
2010-2018

1900

1800
2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: INSTAT, AKBN

National energy supply

Albania produces most of the energy it

consumes. Figure 5.5 shows domestic

production of primary energy for 2018.

Figure 5.5 Domestic production of primary energy
products for2018
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The structure of domestic production of
primary energy for 2018, is shown below:

Figure 5.6 The structure of domestic production of
primary energy for 2018

Natural gas
4%

Source: INSTAT, AKBN

Domestic  supply consists mainly of oil,
electricity and firewood. Oil and electricity are
the main indigenous primary energy sources
in Albania which covered 45.6% and 36.8%
respectively, of total primary energy supply
contributing together 82.4% of the primary
energy. The contribution of coal and natural gas
ismarginal, albeit with a slightincreaseinthelast
three years.

4 https://www.monitor.al/200-vip-at-e-2018-viti-i-koncesioneve-2/
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Albania's total primary energy supply 2010-2018
is shownin Figure 5.7:

Figure 5.7 Total Primary Energy Supply 2010-2018
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The supply has a slight upward trend, but often
with strong fluctuations like that of 2017, mainly
due to the very low production of electricity
from hydro sources, which is highly dependent
on weather conditions. Electricity production in
2017 was about 58% (389 ktoe) of a year earlier
(669 ktoe). Qil production peaked in 2014 at
1368 ktoe, maintained stability in 2015, and has
stabilized at a new equilibrium of around 1,000
ktoe during the last three years. Total domestic
production of primary energy products in 2018
compared to 2010 increased by 354 ktoe or
21.5%. However, over time this performance
has beenfluctuating. In 2016 thereis a decrease
of 4.9% from the previous year, in 2017 another
decline by 17.5% compared to 2016, while in
2018 an increase of 20.2% compared to 2017
and 15.9% compared to 2015.

The percentage structure of domestic supply
for the years 2010-2018 is shown in Figure 5.8:

Figure 5.8 The percentage structure of domestic
energy supply for the years 2010-2018
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B Energy balance

Gross National Energy Consumption, Domestic
Primary Energy Production and the Difference
between Consumption-Domestic Production
during 2010-2018, are shown in Figure 5.9.

Figure 5.9 Gross National Energy Consumption,
Domestic Primary Energy Production and the
Difference Consumption-Production during 2010-
2018
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The difference between national gross
consumption and domestic production has
always been in favor of consumption. The
energy deficit reached its lowest point in
2015, where consumption was slightly higher
than production by only 88 ktoe. In 2016 the
difference increased again to 296 ktoe. In 2017
the difference reached 705 ktoe, andin 2018 the
gap narrowed again to 335 ktoe.

H Energy mix

Startingfrom 1999 Albania's energy mixremains
dominated by hydrocarbon products while
electricity from renewable sources (hydro) has
increased at a moderate level demonstrating at
the same time high fluctuations as shown in the
charts below (see Figures 5.10 and 5.11).
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Figure 5.10 Albania Gross Available Energy by Fuel
(ktoe) for the period 1990-2017
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Figure 5.11 Albania Energy Consumption by fuel ®
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H Energy Dependence

Until 1993 Albania covered entirely its energy
demand through its own domestic resources.
After 1993, mainly due to the significant drop of
domestic crude oil production Albaniabecame a
netimporter andits level of energy dependence
went below 50% in 2002. After 2003 Albania’s
energy Self Sufficiency Rate (%) (Total domestic
energy production/TPES) has shown a constant
recovery until the year 2015 when Albania
covered up to 95% of its total energy needs. In
2016 the self-sufficiency rate dropped again to
87% and further down to 69% in 2017 as shown
inthe chart below: As explained, one of the main
goals of the current energy strategy is to attract
investments in the energy sector and hence
improve the degree of energy dependence.

Figure 5.12 Self Sufficiency Rate (%) 1973-2017
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H The Energy Market
Oil and Petroleum Products

(a) Oil supply and demand

During  2008-2018  Albania's
production of crude oil surpassed its annual
consumption only in 2014 and 2015. Maximum
crude oil production was reached in 2014 with
1,368 ktoe (approx. 27,360 barrels per day)
surpassing the annual consumption by 81 ktoe.
The annual production in 2015 was 1,279 ktoe
(25,580 barrels per day) surpassing domestic

domestic

consumption by 119 ktoe as shown in the graph
below. The level of oil production has been highly
influenced by international oil prices as well as
frominternal developments.

Figure 5.13 Albania’s crude oil domestic production
and yearly consumption and the difference between

them during the period 2008-2018
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Crude oiland electricity fromhydro are the most
important energy products of Albania. During
the last decade hydrocarbons have contributed
the largest share of Albania's energy balance
reaching a maximum of 66.2% in year 2016.

Table 5.2 Share of hydrocarbon productsin the
Albania’s final energy consumption during the
period 2014-2018

Oil 2014
Available
for final

2015 2016 2017 2018

. 1,287 1,160 1,270 1,299 1,206
consumption

ktoe
% to final

energy
consumption

62.2% 58.8% 66.2% 62.8% 58.1%

Source: INSTAT

(b) Oilimports/dependence

As explained in the previous section Albania’s
domestic crude oil production has been
able to meet the domestic consumption of
hydrocarbons only for a relatively short period
of time (2012-2015). Since then Albania has
become again a net importer of hydrocarbon
products as domestic consumption of oil has
steadilyincreased. The chart below provides the
level of crude oil production by type of reservoir
and the level of hydrocarbons imports in the
country.

Figure 5.14 Albanian domestic production (from
limestone and sandstone reservoirs) and imports
inktoe

Source: AKBN®

(c) Upstream sector - domestic production
and exploration

After its shift to free market economy Albania
adopted an ambitious strategy to attract
investment in the area of oil and gas exploration
and for ongoing oil and gas production. A new
petroleum law was approved by the Albanian
Parliament (Law No.7746, date 28.07.1993, as
amended). The wholly integrated and state-
owned oil and gas sector was transformed
into a commercial company named Albpetrol.
Albanian off shore and onshore were divided
into blocks and promoted to attract foreign
investments. Albpetrol was also unbundled
and given the right to enter into petroleum
agreements (in the form of PSA = Production
Sharing Agreements) with other oil and gas
companies to explore its blocks and enhance
oil production from the existing oilfields. Since
2004 the government of Albania has signed 16
production sharing agreements (PSA) for the
oil and gas exploration and production. Seven
companies are involved in the production of
crude oil in the southern part of Albania and
four companies are involved in exploration
activities’. A detailed account of exploration and
production activities follows.

(i) Oiland Gas Exploration

The first area which opened for offshore
exploration was in Blocks 2 and 3 (see Map 5.1).
Major companies signed PSA's with the Albanian
state, but so far no commercial discovery has
been declaredin Albanian seas.

Map 5.1 shows the current division and the
status of the Albanian onshore and offshore
blocks;

5 “Bilanci KombetariEnergjise 2017", page 8 / National Energy Balance, page 8 https://www.akbn.gov.al/wp-content/

uploads/2019/02/Raporti-i-Bilancit-2017-ok3.pdf

7 "Albanian Extractive Industry and the role of Production Sharing Agreements"/ "Marreveshjet me Ndarje Prodhimine
Industrine e Naftes" Eduart Gjokutaj https://www.altax.al/al/publikime-te-altax/product/mnd-ne-industrine-e-naftes-

sistemi-fiskal-dhe-korrupsioni,
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Map 5.1 Albania Exploration Blocks
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The list of Petroleum Agreements held by AKBN
on 31 December 2015 as stated in the latest
report of EITl are givenin Table 5.3:

Table 5.3 List of Petroleum Agreements (as of 31
December 2015)

Operators Petroleum Oiland Date
ofthe PSA operation gasblocks  of PSA
sariLeon (00 et exploraton AUt
Energy BV. and production block Durres 2007
Capr\;orn Exploration, Oﬁ‘shorg September
Albania development  exploration 2007
Limited and production block Joni5
Bankers Exploration, Onshore
) November

Petroleum development  exploration 2010
Albania Ltd and production block F
Royal Dutch Exploration, Onshore
Shellplc & .

development  exploration  July 2009
Petromanas .

and production blocks 2 &3
EnergyInc.

Source: EITI?

& http://www.akbn.gov.al/ (as of 20 April 2020)

During2016-2019thefollowingannouncements
were made by the Ministry of Infrastructure
and Energy (MIE), concerning hydrocarbon
exploration:

+ On 15 March 2016, MIE signed a petroleum
agreement with Albanides Energy Ltd, for the
onshore exploration Block No 8. However,
no other announcement has been made
concerning progress in this block *°.

+ On 20.02.2018, MIE" signed a petroleum

agreement for oil and gas exploration for

the onshore Block No 4. The contract is for

25 years with the right of renewal in case of

discovery. The contract will be implemented

inthree phases with specific commitments for
each phase.

On 02.05.2019 MIE* and SHELL signed an

amendment of the petroleum agreement for

Blocks 2 and 3. According to MEI after several

years of exploration activity SHELL confirmed

the potential of an important new discovery
in Blocks No 2 and No 3 in the Shpirag area in

Beratdistrict.

+ On 20.12.2019 MEI* and ltalian ENI signed a
petroleum agreement for the Dumrea Block
in Elbasan district. The block covers an area of
587 km?.

In addition to petroleum agreements signed by
the Ministry the following developments have
taken place on Albpetrol's exploration blocks;

+ On February 14, 2017 the Pennine Petroleum
Corp. cosigned a production sharing
agreement with Albpetrol SH.A for the
exploration and development of the Velca
block in Albania Source'. However, no further
announcements have been made on the
progress of its implementation.

i) Oil and gas production

The history of Albanian crude oil production
is shown in the chart in Fig.15. The whole
crude oil production was under state control
until year 1993. Since then several petroleum
agreements (MH in  the chart below,

9 "Extractive Industries Transparency Initiative in Albania, Report for the year 2015" Deloitte, published in December 2016

5B 5

dhe-modernizon-sektorin-e-hidrokarbureve/

oo

https://www.reuters.com/article/idUSFWN1FZ15J
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"Extractive Industries Transparency Initiative in Albania, Report for the year 2015" Deloitte, published in December 2016
https://www.infrastruktura.gov.al/nenshkruhet-me-shell-marreveshja-e-kerkimit-per-bllokun-nr-4/
https://www.infrastruktura.gov.al/nenshkruhet-marreveshja-me-kompanine-shell-balluku-kontrate-e-reformuar-rrit-

https://www.infrastruktura.gov.al/marreveshje-hidrokarbure-per-bllokun-dumrea-me-kompanine-italiane-eni/
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Marrveshjet Hidrokarbure) have been signed
for the development of the existing oil fields with
Patos-Marinza being the largest existing oilfield.

Figure 5.15 Albania’s History of Crude Oil Production
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The actualfigures of crude oil production for the
last three yearsis givenin Table 5.4:

Table 5.4 Albania crude oil production during 2017-
2019

Year 2017 2018 2019
Crude oil
production
(tons) 955,068 910,683 1,004,998

Source: AKBN

As already mentioned, the highestlevel of crude
production during recent years was attained in
2014 with 1,368,233 tons.

FromTable5. 4itcanbeeasily seenthattheshare
of production from the petroleum agreements
has dramatically increased, starting from year
2004 and currently constitutes almost the total
crude oil production of the country.

The list of the current petroleum agreements
for the existing oilfields in Albania and their level
of crude oiland gas production for the year 2019
is givenin Table 5.5.

CHAPTERS5

Table 5.5 Crude oil and gas production for year 2019

in Albania
no Company Oil Field Oil Production (2019)
tons % to total
production
1 Albpetrolsh.a. 75,415 7.52%
2 Bankers
Petroleum Patos-Marinez 885,692 88.13%
Albania Ltd
3 Sherwo9d Kucove 1,172 0.11%
International ’
4 DelvinaGas Delvine _ 0%
Group
5 Anio Qil Ballsh-Hekal 24,439 2.43%
Terra Oil Swiss
Transoil 17,778 1.77%
Group/Visoké
Finig-Krane,
7 Fin-Pek Pekisht- 502 0.04%
Murriz
Total 1,004,998 100%

Source: AKBN

Figure 5.16 Share of crude production from the
existing oilfields for year 2019
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Source: AKBN, graph prepared by SEA Consulting

"Bankers Petroleum Albania Ltd" which is
producinginthe Patos-Marinzaoilfieldremains the
dominant producer with 88% of the Albanian total
production in year 2019. The oil production during
thelast five years (2015-2019) from limestone and
sandstone reservoirsis givenin Figure 5.17.

Figure 5.17 Albania crude production by sandstone
and limestone reservoirs during 2015-2019
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(d) Downstream and midstream sectors and
infrastructure (Refineries, Pipelines, Storage,
Terminal and Domestic Oil Market)

Albania’s crude oil productionis mostly exported
to be refined abroad. Domestic consumption
of refined oil is fulfilled through imported oil.
Albpetrol pipelines are not currently operating.
Two crude oil pipelines link ARMO's oil terminal
in Vlora with Fieri and Ballshi refineries and the
two refineries between them. Both pipelines
are not operating due to obsolescence. The oil
pipeline network has a total length of 188 km
and a capacity of 2.5 million tons per year.

(e) Security of supply

The Ministry of Infrastructure and Energy
(MEI) has initiated a public consultation for the
draft law on "the establishment, storage and
management of the minimal reserves of crude
oil and its byproducts” which is expected to
bring positive impacts on the security of supply
with crude oiland its byproducts.

(f) Planned new projects

The new oil and gas projects in Albania are
mainly related with to the development of the
national natural gas network and its connection
with the region like the IAP and ALKOGAP
pipelines. Albania has prepared its gas master
plan since 2016 while prefeasibility studies have
been prepared for IAP and ALKOGAP. No other
significant decisions have been made.

(f) Planned new projects
The new oil and gas projects in Albania are
mainly related with to the development of the

Natural Gas

(@) NG Supply and Demand

An actual natural gas market does not yet exist
in Albania. The current domestic production of
associated gas from the existing oil fields is very
modest at less than 100 MNcm/year for 2017
andis used for the technological and protection
needs of the producing companies'®. The Gas
Master Plan of Albania foresees an initial gas
demand at the level of 1.14 BCM/year to grow up
to 2.44 BCM/year over a 20-year period.

(b) NG Imports

The only gasinterconnector that makes Albania
part of the Southern Gas Corridor, the Trans
Adriatic Pipeline (TAP) is close to commissioning
(3Q 2020) and is expected to start operations
before the end of 2020. However, no local
developments have taken place so far in Albania
that would make possible the use of gas sources
via TAP in the near future.

The TAP system will be operated by a single
center outside Albania. TAP has the obligation
to build two exit points in Albania with capacities
to be finally agreed with the government of
Albania. The locations of both exit points
are already agreed at the Fier compressor
station and the second one in Ura Vajgurore. In
accordance with the joint decision of the energy
regulators of Greece-Albania and Italy known as
the Final Joint Opinion, TAP has the obligation
to run market tests every two years and in case
of positive results to make the justifiable exit
capacities available. The government of Albania
is making efforts to take advantage of the
presence of transiting natural gas flows in the
country.

Use of LPG (through butane and propane)
started from early 2000 and has since
continuously increased. The consumption data
are presentedin Table 5.6.

Table 5.6 Import and consumption of LPG in Albania
during 2005-2017 (ktoe)

ALBANIA 2005 2010 2011 2012 2013 2014 2015 2016 2017
LPG

(Net 64
Imports)

ktoe

110 114 99 159 177 208 214 285

Source: Eurostat_nrg_bal_c, "Energy Balance Sheets 2017
DATA"

There are two LPG importing terminals in the
country and the number of companies involved
in the LPG wholesale and retail trade is limited
and has been subject of an investigation by the
Competition Authority which was completed in
2017%.

1> AKBN “National Energy Balance"/ “Bilanci Kombetar i Energjise 2017", page 9

® http://caa.gov.al/decisions/list/page/11
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(c) Dependence (%)

Albanian produces only limited amounts of
associated natural gas from its existing oilfields
while there is an increasing amount of LPG
imported to cover growing demand as shown in
Table 5.7.

Table 5.7 Associated gas productionin Albania and
LPGimports

NaturalGas 2005 2010 2011 2012 2013 2014 2015 2016 2017
plusLPG

(ktoe)

Primary

production‘ 9 12 12 13 15 25 27
(Accompanying

Gas)
Net
imports
LPG 64 110 114 99 159 177 208
(propaneplus
butane)
Gross
available
energy
(GasplusLPG)
Primary
production
Netimports
Depen
-dency (%)

Source: EUROSTAT, 2019

35 37

214 285

73 122 126 112 174 202 235 249 322

-55 -98 -102 -86 -144 -152 -181 -179 -248

75.3 80.3 81 76.8 828 752 77 719 77

As data and the chart in Fig. 5.18 show gas
consumption in Albania is highly dependent
on LPG imports which was 71.9% for 2016 and
82.8%in 2013.

Figure 5.18 Dependency from LPG imports

2005 2010 2011 2012 2013 2014

Source: INSTAT

2005 2006 2017

(d) Domestic Production and Exploration

The amount of associated gas produced in
Albania in 2019 was only 80 million NCM mostly
produced by the Patos Marinza oilfield as shown
inFig.5.19.

Figure 5.19 Production of associated gas
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Source: AKBN

In May 2019 Shell Upstream Albania announced
the discovery of a new oilfield in the Shpiragu
regionin Albania’’. The company has started the
evaluation phase of the project and initial tests
have shown signs of a gas condensate discovery
with high percentage of natural gas content.

(e) Infrastructure (Pipelines, Storage)

The Trans Adriatic pipeline is the main
achievement so far in Albania in the natural
gas sector. TAP*® is part of the Southern Gas
Corridor bringing the Caspian gas into Europe.
Itsinitial capacityis 10BCM capable of expanding
to 20 BCM as demand increases and additional
quantities of gas become available. The HGA
and the energy regulators decision (Final Joint
Opinion) creates all the necessary conditions
for Albania to benefit from the availability of
the transiting gas across the country as well as
for expediting any excess gas production in the
country in case of new commercial discoveries.

(f) Domestic Gas Market

Albania is a Contracting Party of the Energy
Community Treaty and has continuously
progressed into the adoption of the EU acqui
in the energy sector. Law No. 102/2015 on the
Natural Gas Sector transposes the Directive
2009/73/EC.Severalothersecondarylegislative
acts have been developed and approved and
work on additional acts is progressing.

(g) National NG policy - strategic plan

The recommended scenario by the Albanian
National Strategy of Energy for the period 2018~
2030 is the scenario that combines energy

7 https://ata.gov.al/2019/05/27/kerkimet-e-shell-ne-shpirag-zbulimi-i-pare-i-nje-vendburimi-te-ri-te-naftes-ne-30-

vitet-e-fundit/
% https://www.tap-ag.al/gazsjellesi
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efficiency (EE), Renewable Energy sources (RES)
and promotes the use of natural gas. Being one
of the three main pillars for the development
of the energy sector the government has
carried out the Gas Master Plan (GMP) that
was approved in 2018. The GMP provides
detailed analysis for the development of the
gas sector following completion of TAP pipeline.
However, until end of 2019 no much domestic
infrastructure development has taken place in
the field while TAP has announced its start of
operations within 2020.

(h) Planned new projects

The main natural gas infrastructure projects

articulated by the Albanian governmentinclude:

« Spur line to supply the CCGT Vlora power plant

» Thelonian Adriatic Pipeline, the interconnector
that all connect Albania — Montenegro —
Croatiaand B&H.

+ ALKOGAP, the
connect Albania with Kosovo.

interconnector that will

Development of underground gas storage
facilities

Albaniahas severalsuitable sitesfor gas storage,
including, a salt dome in Dumrea (up to 2 bcm)
andthe depleted Divjaka gas field (up to 1 bcm).

Solid Fuels

(a) Supply and consumption

Domestic production of coal is at very modest
levels. However, during the last 3-4 years coal
consumption has increased at the level of
100 ktoe/year, out of which half is secured by
domestic production.

Figure 5.20 Domestic production of coal and the
difference between consumption and production
for the period 2008-2018
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As shown in Table 5.8 the highest consumption
was in 2018 constituting 9% of the total primary
energy consumption.

Table 5.8 Coal participation in final energy
consumption for the period 2014-2018

Coal 2014 2015 2016 2017 2018
Availabie for ’
final consumption 93 140 61 100 186
ktoe

% to Final Energy

. 4.5 7.1 3.2 4.8 9.0
Consumption

Source: INSTAT

(b) Local production and exploration

After a long absence and following termination
of coal productionin 1990, Albaniaresumed coal
productionin 2015 and has since extracted coal
inmodest quantities (see Fig.5.21 and Table 5.9)
atverymodest levels.

Figure 5.21 Coal productionin Albania (2015~ 2018)
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Source:AKBN

Coal productionin 2018 constituted 4.9% of the
total of primary energy consumption in Albania.
There are no developments reported in relation
to any new coal extraction project.

Table 5.9 Coal productionin Albania (2015-2018)

Coal 2015 2016 2017 2018
ktoe 69 4 46 98

% to total primary
energy production

3.3 0.2 2.8 4.9

Source: AKBN

(c) Deposits
Coal

According to AKBN, Albania has considerable
coal reserves. The total geological reserves

discovered, so far are estimated to amount to
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794 million tons. Around 85% of the reserves
are located in the Tirana's coal-bearing deposit,
9,2% in Morava and Gore-Moker regions
and 4.4% in Memaliaj deposits. Albanian coal
reserves are of the lignite type, with a calorific
value varying between 2,000 - 5,600 KCal/Kg.

Map. 5.2 Location of lignite reserves in Albania

Source: AKBN - www.akbn.gov.al/images/pdf/publikime/
Minierat.pdf

Peats (turfs)

Some peat zones are to be found along the
moors of the Adriatic seaside, starting from
Shkodra to Vlora and also in the Korca fields
and Vurgu region. The moors where peats are
found, have generally small size but should not
tobeunderestimated. Animportantdeposit was
lately discovered in ex Maligi moor, in Korca field.
The peatsdiscoveredinthis depositare over 100
millionm3, with 1,1% of sulphur content and 38,6
volatile content.

(d) Coalimports
Considering that coal consumption is modest
such are also the imported amounts.

Figure 5.22 Albania coalimport
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Source: AKBN

(e) Planned new projects

No coal related projects are reported.
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Electricity

Until 2018, Albania had been relying exclusively
on hydropower to generate electricity. In 2019,
though on a small scale, production from PV
plants has begun, a trend that seems likely to
continue atahigher pace. Generating electricity
from natural gas is now also a distinct possibility
thanks to the Trans Adriatic Pipeline, expected
to start of operations by the end of 2020. The
proposed 97 MW gas fired power plant at Vlora
has been subject of tendering efforts by the
Ministry of Energy without any concrete result
sofar (1Q 2020).

(a) Electricity supply and demand (in TWh)
Albania's electricity consumption reached
around 7.2 TWhin 2018 and it has been growing
at a moderate pace over the last ten years. The
electricity demand for the year 2019 increased
by 25.1% compared to 2009 with a yearly
average growth of 2.26%.

Table 5.10 Albania’s annual electricity consumption
2009-2019 (GWh)

Years Consumption* GWh Annual Change %
2009 5,664 )
2010 6,191 9.3%
2011 6,188 -0.1%
2012 5,578 -9.9%
2013 5,744 3.0%
2014 6,271 9.2%
2015 6,596 5.2%
2016 6,646 0.8%
2017 6,973 4.9%
2018 7,171 2.8%
2019 7,083 -1.2%

* Transmission & distribution technical losses are included.
We use the term 'consumption’ and not 'demand' because
of the presence of non-technical losses

Source: ERE, Annual Report 2018

The dynamics of energy consumption for years
2009-2019 is also presented below:

Figure 5.23 The dynamics of energy consumption
2009-2019
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However, electricity consumption growth rate
has been irregular. In years 2011, 2012 and
2019 it has been lower than the previous year.
Its complex variation is highly dependent from
the level of control of non-technical losses.
ERE power demand projections for for the next
fifteenyears period are givenin Table 5.11.

Table 5.11 Albania’s annual electricity consumption
2009-2019 (GWh)

Year Demand (GWh) Year Demand (GWh)
(continuation)  (continuation)
2020 7,628 2028 9,079 ’
2021 7,812 2029 9,261
2022 7,991 2030 9,446
2023 8,175 2031 9,625
2024 8,355 2032 9,808
2025 8,539 2033 9,995
2026 8,718 2034 10,184
2027 8,901 2035 10,378

Source: ERE, Annual Report 2018

The demand foreseen by ERE in the year 2035
is at around 10.4 TWh compared to 7.6 TWh in
2020. However, this forecast looks optimistic.

Table 5.12 Albania’s annual electricity production
(GWh) over 2009-2019

Figure 5.24 Domestic electricity production, 2009~

0.0
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Source: ERE, OST sh.a., OSHEE sh.a.

Overthelastyearsthe share of power production
by Small Hydro Power Producers (SHPP)
largely privately owned or under concession
agreements has seen a significant rise.

Figure 5.25 The shares of public and private power
generation production
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.,Er'ﬁﬁf,’c'i;f,{, From which: The historical data of annual peak load in Albania
Public Privateand  over 2006-2019is shown in Table 5.13.
Year Total Production Concession
(KESH2MA) Production.. Table 5.13 Historical data of annual peak load in
GWh Annual GWh Annual GWh Annual ;
Change Change Albania over 2006-2019

zgfs i';zz i:g:f 4,686 37'0:/0 473 22'6:/0. Years Peak Load(MW) Annual Changes(%)

; 3% 7,014 49.7% 688 45.4% g5 346
2011  4,158-46.0% 3,655 -47.9% 503 -26.8% 3547 {546 e 7
2012 4,722 13.6% 4,029 10.2% 693 37.8% 5668 1357 A5,
2013 6,957 47.3% 5812 44.2% 1,145 65.2% 2009 1,306 -6.5%
2014 4,724 °32.1% 3,409 -41.4% 1,315  14.9% 2010 1,402 7.4%
2015 5,866 24.2% 4,452 30.6% 1,414  7.5% 2011 1,450 3.4%
20167136 21.7% 5092 14.4% 2,044 446% 29012 1,436 1.0%
5017 A58 36 6% 5017 43 7% 1608 5139 2013 1,540 7.2%
2018 8,552 89.0% 5,851 100.6% 2,701 68.0% 201 LA Baiolid

: : : : : . 2015 1,489 0.9%
2019 5206 -39.1% 2,987 -48.9% 2,219 -17.8% i TEES LS

2017 1,424 -8.2%
Source: ERE, OST sh.a., OSHEE sh.a. 3018 1,480 3755
2019 1,498 1.2%

Thetotaldomestic electricity productioncomes ~ Source: ERE

from hydro generation. Despite the continuous
increase of hydro generation capacity, the
domestic power production remains highly
dependent upon the hydrologic conditions and
climate changes.
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Over the last five years a relative stabilization in
peak load is observed. The electrical system is
becoming more stable due also to the fact that
the total installed capacity has been growing
year by year.
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(b) Installed Capacity (in MW)

The structure and key technical data of Albania's generating capacities according to key production

technologies for 2018 is shownin Table 5.14.

Table 5.14 The structure and key technical data of Albania's generating capacities for 2018

Source: MIE, ERE, KESH sh.a.

As data shows, the capacity from hydro
sources, interms of installed capacity in MW and
percentage size, remains the absolute dominant
of Albania's total installed electricity capacity

Figure 5.26 Totalinstalled capacity (MW &%) per fuel
type (end 0f 2018)

e

Source: ERE, MIE, OST sh.a.

» Thermoelectric plants (coal, lignite, gas)
The only thermal power plant in Albania is the
Vlora TPP with 97 MW of installed capacity
which is currently not operational. This power
plant can operate with two types of fuel. At the
moment it can only work with diesel but it can
be easily converted to natural gas. This TPP was
planned to commence operation during 2011,
but due to a breakdown in the cooling system,
and the high cost of production with diesel the
facility remains in-operational.

CHAPTERS5

Ownership
Concession or
Installed capaci FUBEE Private
Technology Number pacity
of units Installed Installed
Number capacity No capacity
of units
(Mw) % (Mw) mw)
Hydro Power Plant (HPP) 165 2,204 95.70 3 1,350 162 854
Thermo Power Plant
(TPP) 1 98 4.26 1 98 0 o]
Solar Park (PV) 1 1 0.04 1 1 0 o]
TOTAL 2018 167 2,303 100.00 5 1,449 162 B54

* Hydroelectric plants

In 2018 the total hydro installed capacity
reached 2,204 MW out of which 1,448 MW or
65.7% belongs to state-controlled producers
and 755.2 MW or 34.3% belongs to private
producers andis run on a concession basis.

Figure 5.27 State versus Private/Concession
installed capacity in 2018

Private producers
and concessions
34%
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66%

Source: ERE, MIE, OST sh.a.

The following table provides details of hydro
installed capacities according to connecting
voltage level.
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Table 5.15 Total hydro installed capacity (end of 2018) according to connecting voltage level

Source: ERE, MIE, OST sh.a, OSHEE sh.a.

The structure of hydro installed capacity in 2018
is presented below.

Figure 5.28 The structure of hydro installed capacity
in Albaniain 2018
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Source: ERE, MIE, OST sh.a, OSHEE sh.a

(c) Planned new capacity - investments
According to ERE (2018) the capacities which
areinthe construction process or have received
preliminary approval or preliminary opinion, for
their connection to the transmission network,
are shownin Table 5.16.

Table 5.16 New generation capacities under
construction to be connected with the transmission

network

No. Namingthe Generation Units Installed
capacity (MW)

1 DevollRiver Cascade, MoglicaHPP  171.0 ’

2 Other hydropower Plants 121.8

3 Photovoltaic Parks 7.5

Total 300.3

Source: ERE, Annual Report 2018

SE EUROPE ENERGY OUTLOOK 2021/2022

Connected to
TOTAL
Hydropower - Tr ission Network Distribution Network
Grouping by o
capac Capacity Capacity Capacity
pacity No. of Units No. of Units No. of Units

MW mMw Mw
0-2MwW 7 8 81 67 88 75
2-5MW 28 183 37 173 65 356
15 -s0 MW 177 0 . 6 177
Over 50 MW 1,595 0 - 6 1,595
TOTAL 47 1,963 118 240 165 2,203

The biggest new power capacity expected to be
commissioned in 2020 is Moglica HPP with 171
MW installed capacity.

In July, 2018, the government of Albania
commenced the bidding process for the
development of a photovoltaic plant project
in Akerni (Vlore). The installed capacity of the
plant shall be 50 MW, and it will benefit from
the renewable sources support schemes. It
will also have the possibility to expand with
additional capacity from 20 MW up to 50 MW,
but without any benefit from renewable sources
support schemes. The duration of the Project
Agreement is for 30 years, with the right of
renewal. As part of the support measures, a
Power Purchase Agreement (PPA) will be signed
for a capacity of 50 MW for a period of 15 years.
In November, 2018, the Ministry of Energy
announced that the winner of the tender were
was a consortium, following the merger of
India Power Corporation Itd registered in India,
Mininig Resources FZE, registered in UAE and
Midami Limited, registered in Hong Kong. The
award price was 59.9 Euro/MWh. Besides the
announced timetable for the execution of
the project, which was 18 months from the
effective date, (which is the date of signing of
the Project Agreement), no other progress
has been reported so far. In the beginning
of 2020, the Albanian Government launched
invitation to bid for projecting,
financing, building, operating, maintenance

another

and transferring of another photovoltaic power
plant with 70 MWp installed capacity, in Fier area
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as part of renewable sources support schemes,
and an additional 70 MWp installed capacity,
which will not be part of the above renewable
sources support schemes. The duration of the
agreement between the Albanian Government-
Contractor is predicted to last 30 years and
the support scheme includes a 15-year Power
Purchase Agreement (PPA).

(d) Electricity imports - exports

Years Export Import Balance
(Export - Import)

GWh GWh GWh

2013 1,425 2,323 (898)

2014 288 3,356 (3,067)

2015 956 2,355 (1,399)

2016 1,869 1,827 42

2017 488 3,403 (2,915)

2018 2,685 1,772 913

2019 770 3,177 (2,406)

Note: Imports are infactinflows and exports are outflows of
electricity from the Albanian electricity system.

Source: ERE, OST sh.a.

Except for the years 2016 and 2018 Albania has
been a net importer of electricity. The largest
amount imported was 2,685 GWh in 2018 while
it exported 3,403 GWhin the 2017. This trend is
expected to continue in the near future. Table
5,17 shows selectively imports and exports for

the period 2013-2019. The long-term data that
is presented in Fig. 29 also shows that, with the
exception of the two wet years 8the 2010 and
2018, that Albania has been a net importer of
electricity.

Figure 5.29 Electricity balance of imports - exports
over 2007-2018
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(e) Tariffs

Albania does not yet have a functional "day-
ahead" and ‘"intra-day" power markets and
related activities, in compliance with the target
model. Currently there is work in progress in
order to establish a power exchange by the end
of 2020 or during 2021.

In 2019 the majority of power (84.7%) has been
traded in the regulated market. The remaining
part (15.3%) was traded through bilateral
contracts. The power consumption by the main
groupsis shownin Table 5.18.

Table 5.18 Quantity of electricity sold to each customer group

No Quantity of electricity sold to each 2017 2018 2019
customer group TWh % TWh % TWh %6
1 | Atregulated prices 478 | 100 4.88 | 83.4 | 5.05| 84.7
a Customers supplied by Universal Service 478 100 483 | 99.0 501 | 99.2
Provider (WSF) ’ ' ’ ’ ’
Customers supplied by the Supplier of Last
b. PP v PP o 0 006 1.2 | 004| 08
Resort (5LR)
2 At unregulated prices (Customers supplied
. ) 0 0 097 | 16.6 0.91 | 15.3
in the free market by bilateral contracts)
TOTAL 4.78 100% 5.85 | 100% 5.96 | 100%
Source: ERE
CHAPTERS ALBANIA



The share of electricity sold to each customer
groupinyear 2019, is shownin Fig. 5.30:

Figure 5.30 The share (%) of electricity sold to each
customer groupin the year 2019
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Source: ERE

ELECTRICITY/TARIFFS TRANSMISSION

There is a single transmission tariff for all users
of the transmission network of OST. Sh.A.
which is applied in all the transmitted power
(ALL/ kWh). The transmission tariffs approved
by ERE. for 2017, 2018 and 2019, are shown in
the Table 5.19:

Table 5.19 Transmission network use tariff

No. Transmission Unit 2017 2018 2019.

network
use tariff

1. Transmission
network
use tariff

EURO/MWh 4.8 5.1 6.1

Note: The tariffs for 2017 and 2018 are equal, the changes
inthe above table come as aresult of different ALL to EURO
exchange ratesintherespective years.

Source: ERE

It should be noted that the entire territory of
Albania forms a single distribution zone. The
distribution network operation is carried out
by OSHEE sh.a, a public company (100% state
owned). The distribution tariff is charged as a
fee for the services offered by the use of the
distribution network. The tariffis approved each
year by ERE upon application by OSHEE sh.a.

The distribution tariff in Albania has remained
the same for the whole period 2017, 2018 and
2019 (the changes shown in Table 5.20 below
are due only to different ALL to EURO exchange
ratesinrespective years):

Table 5.20 Distribution network use tariffs

No. Transmission Unit 2017 2018 2019.

network use tariff
11. Distribution
network use tariff

a. Atthevoltage
level of 35 kV

b. Atthevoltage
level of 20 kV

2. Average
distribution tariff
(used for all other
owervoltage
levels 10/6/0,4 kV)

EURO/MWh 11.2 11.8 12.2

EURO/MWh 29.1 30.6 31.7

EURO/MWh 357 37.5 38.9

Source: ERE

Retail prices for the tariff customer’s supplied
by OSHEE

The Universal Service Supplier (USS), by law,
starting in 2018, should only supply electricity
to the low-voltage customers (0.4 kV). Starting
from 2012%, any client that, regardless of
the voltage level of the electricity network in
which it is connected and has an annual energy
consumptioninexcess of 50 millionkWh, should
be supplied either through the free market or by
the Supplier of Last Resort (SLR).

Customers connected to the 35-kV network
and above, as well as customers connected
to the 20/10/6 kV network, starting January 1,
2017, are supplied eitherin the free market or by
the Supplier of Last Resort (SLR).

But for the customers of the group 20/10/6
kV, who fail to secure suppliers in the free
market due to the objective impossibility of
system operators in accordance with DCM
no. 449, dated 15.06.2016, the supply as a last
resort of these customersis carried out on the
same terms as the universal supply service at
regulated prices.

¥ Law No0.10485, dated 26.11.2011 "On some amendments and additions to the law no. 9072, dated 22.5.2003 'On the

electricity sector”, asamended, article 48, point 1.
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Theseregulated prices for 2017, 2018 and 2019 are presentedin Table 5.21.

Table 5.21 Tariffs for medium voltage connected customers (Note 4)

2017 2018 2019
No Med ge cor d Unit T
n Off Off-
customers Peak Peak Peak
peak peak peak
1 Customers connected to the EURO/
. 82.0 94.3 86.2 99.1 89.4 102.8
20/10/6 kV network MWh
2. Customers connected to the EURO/
2. Medium Voltage and with MWh 92.4 106.6 97.2 1121 100.8 116.3
metering in the Low Voltage

Note: The exception of the group connected to the 20/10/6 kV grid are the bakehouses and the 10/6 kV flour-milling plants

that are supplied at regulated prices.
Source: ERE

The electricity retail prices for end customers supplied by the Universal Service Supplier (USS),
(which are the samein ALL) for the three years, 2017, 2018 and 2019 are presentedin Table 5.22.

Table 5.22 Tariffs for medium voltage connected customers (Note 4)

2017 2018 2019
End customers supplied by
No. e Units | off off Off-
u Service Supp Peak Peak Peak
peak peak peak
1 Bakehouses and flour- EURO/
. 52.9 60.9 55.6 64.0 57.7 66.4
milling plants at 10/6 kv MWh
2 EURO/
. Clients at 0.4 kV 104.3 120.0 109.7 126.2 113.8 130.9
MWh
3 Bakehouses and flour- EURO/
d 56.6 65.1 59.6 68.5 61.8 71.1
milling plants at 0.4 kV MWh
Not Not Not
a EURO/ . .
. Households MWh 70.8 | applic 74.5 | applic 77.2 | applic
able able able
Charges for electricity
. Not Not Not
5 consumption in joint EURO/ . . .
. - ) . 70.8 | applic 74.5 | applic 77.2 | applic
facilities (scale lightening, MWh
able able able
water pump, elevator)
Source: ERE

There is also a fixed "zero" reading service fee
for customers who have an active contract with
OSHEE sh.a. but have no consumption during
the same period. This tariff for 2017, 2018 and
2019 for this group has been around 1,5 - 1,6
EURO/contract/month.

Notes:

1.Price at peak is 15% higher than off-peak
price wherever peak pricing applies.

2. The price for reactive energy is 15%of the
active energy price.

CHAPTERS5

.Peak hour during which shall be applied the

tariff for the consumed energy during the
peak is: (a) November 1 - March 31 period
from 18.00 to 22.00 (b) April 1 - October 31
from 19.00t0 23.00

. The changes in Table 5.21 come only as a

result of different ALL to EURO exchange
rates inrespective years

. The changes in Table 5.22 come only as a

result of different LEK exchangerates against
the EURO
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One should note that "Supplier of Last Resort"
is a supplier (currently the state-owned OSHEE
sh.a.) that provides universal service under
regulated conditions, for a limited time, to the
household and smallnon-household customers
which have not managed to contract a supplier
of their own or have lost their supplier.

This limited period s 2 years from the beginning
of the supply contract by the SLR. The sale
price of electricity supplied by the SLR is set
only for customers connected to the 35-kV
voltage level and is calculated by ERE on a
monthly basis. ERE began to calculate this
price from January 2018. For 2018 and 2019,
the prices set by ERE are shown in Table 5.23.

Unregulated market information

Table 5.23 Sales prices approved by ERE for the
Supplier of Last Resort

Sales price

approved by ERE for LRS
No. Months 2018 2019

EURO/MWh. EURO/MWh.
11. January 90.9 152.3
2. February 74.5 113.2
3. March 74.5 108.9
4. April 74.5 111
5. May 74.5 1107
6. June 77.0 106.3
7. July 100.8 103.7
8. August 100.8 103.7
9. September 100.8 1041
10. October 125.4 113.9
11 November 125.4 119.3.
12. December 119.3 134.7.
Average selling price 94.8 115.2.

Source: ERE

The two big public companies, the national Transmission System Operator of electricity, OST
sh.a., and the holding company OSHEE sh.a.?®, that serves as Distribution System Operator (DSO),
Universal Service Supplier (USS), Free Market Supplier (FMS) as well as the Supplier of Last Resort
(SLR) for electricity, have bought electricity in the free market during 2019. The guantities and

respective prices are presentedin Table 5.24.

Table 5.24 Electricity purchased from state companies OST sh.a. and OSHEE sh.a. during 2019

Quantity Price Value (excluding VAT)
Months OSHEE osT Total OSHEE 0sT Averag OSHEE 0OsT Total
sh.a. sh.a. sh.a. sh.a. e sh.a. sh.a.
GWh EURO/MWh mm EURO

January 388.7 11.2 399.9 | 89.8 81.7 89.6 34.9 0.9 35.84
February 173.0 11.4 184.5 69.8 71.9 69.9 12.1 0.8 12.90
March 259.3 10.8 | 2700 | 645 48.3 63.8 16.7 0.5 17.24
April 236.5 9.6 246.1 62.9 49.6 62.4 14.9 0.5 15.35
May 127.3 11.4 138.7 70 56.8 68.9 8.9 0.6 9.55
June 140.7 | 52.0 192.7 53.4 46.6 51.6 7.5 2.4 9.94
July 126.5 0 126.5 62.2 0 62.2 7.9 0 7.87
August 141.4 o] 141.4 62.2 ] 62.2 8.8 o] 8.80
September 230.9 ] 2309 | 685 0 68.5 15.8 0 15.82
October 210.7 0 2107 | 73.2 0 73.2 15.4 0 15.43
November 136.6 ] 136.6 | 80.7 0 80.7 11.0 0 11.02
December 0.0 383 383 0 58.4 58.4 0.0 22 2.24
TOTAL/AVER

AGE 2019 2,171.4 | 144.7 | 2,316.2 | 70.9 55.6 69.9 | 154.0 8.0 | 162.00

Source: ERE, OST sh.a., OSHEE sh.a.

20 Under unbundling process.
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Table 5.25 presents the above data in a summary form for the whole year 2019.

Table 5.25 Energy purchased from state companies OST sh.a. and OSHEE sh.a. during 2019

Companies Quantity Value (excluding VAT) Price
OSHEE sh.a. 2,171.4 154 70.9
OST sh.a. 144.7 8 55.3
Total/Average 2,316.2 162 69.9

Source: ERE, OST sh.a., OSHEE sh.a.

(f) Cross-border interconnections

Albania has six Interconnection lines with three
out of four neighboring countries:

+ 400kV line Zemblak - Kardia (Greece)

+ 400kV line Tirana 2 - Podgorica (Montenegro)
+ 400kV line Tirana2 - Kosovo B (Kosovo)

+ 220KkV line Koplik - Podgorica (Montenegro)

+ 220kV line Fierze - Prishtina (Kosovo)

+ 150kV Bistrica 1 - Igumenice (Greece).

The 400 kV Tirana2 (AL) - Kosovo-B (KO) is
already constructed and the project is fully
commissioned and ready to start operation.
Besides the national Transmission System
Operator, state company OST sh.a., owns and
operates in total fifteen Substations (400 kV,
220kV, and 150kV)with a totalinstalled capacity
of 4096 MVA.

(g) Planned new projects

The TYNDP plan®, of TSO includes the
construction ofthe new 400kV Interconnection
Line Fier - Elbasan - Bitola (NM), as well as
the extension of the 400-kV voltage level of
Koman substation, toincrease the transmission
capacities toward Kosovo.

The

Macedonia projectincludes:

« Construction of a new 400 kV transmission
line Elbasan - Ohrid - Bitola, 151 km (56 km in
Albania territory);

« Extension of the Elbasan2 Ss andinstallation of
anew 120 MVAr shunt reactor.

« Construction of 68 km of new 400kV line, from
Elbasan2 - Fier.

interconnection line Albania - North

~

REWS_OST_112018.pdf

~
N

period 2018-2030".
3 National Action Plan for Renewable Energy Sources.
Final Gross Energy Consumption.

N
IS
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« Extension of Fier Ss, with 1 new AT-400 MVA.
Renewables

(a) Overview of sector’'s development

The National Energy Strategy? considers

increasing the use of RES technologies, based

on least-cost planning and environmental
protection principles, resource diversification,
and climate change prevention as one of the key
outcomestobeachievedinthe energyfield. This
strategy sets the target for renewable energy
consumption versus total energy consumption
to reach 42% in 2030. The National Action Plan
for Renewable Energy Sources (NAPRES?)
for 2018-2020 has also been approved. It sets
the roadmap for achieving the national target
on the percentage of energy from renewable
sources consumed in the electricity (RES-E),
transport (RES-T) and heating and cooling

(BREH&C) sectors by 2020. The NAPRES also

sets quantitative and specific benchmarks for

renewable energy generation technology.

In this context, to forerun reforms in the

electricity sector and achieve the 38% target

of RES in the FGEC?, the revised NAPRES for
the remaining period 2018-2020, the following
steps are recommended:

. Effective measures for the adoption of
the secondary legation provided by law no.
7/2017 and the inclusion and diversification of
renewable resources in Albania;

» Wider technical-economic analysis related
to the interests of all renewables market
operators in applying “support schemes” to
promote RES without distinction; and

Albanian TSO, Updated Ten Year Network Development Plan 2018-2028. On line: file:///C:/Users/user/Downloads/

Decision of the Council of Ministers No. 480, dated 31.7.2018 "On the approval of the National Energy Strategy for the
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« Strengthening the legislation on biofuels in
the transport sector in terms of sustainability
criteria, information / reporting, and measures
to promote their marketing to the end
consumer;

During 2018 renewable generation sources
have been added which currently account to
about 32% of our total generation resources.
(ERE, AR 2018)

(b) Latest legislation, incentives and national
RES policy

Law no. 7/2017 which was enacted in 2017, "On
the promotion of energy use from renewable
resources”’, partially aligned with Directive
2009/28 / EC of the European Parliament and of
the Council of 23 April 2009 repealing previous
Law no. 138/2013 "On Renewable Energy
Sources", as amended, which was also the first
integral law addressing the problems with these
forms of energy.

The new 2017 law retained some mechanisms
and institutions as did the old law of 2013, such
as the obligation on the institutions responsible
for drafting a National RES Action Plan, which
is periodically reviewed, the existence of a RES
responsible agency (which nonetheless had not
yet been created by 2017, but its role is played
by the Free Market Supplier), as well as the
existence of guarantees of origin, an electronic
document that has the sole function of proving
to the final customer that part or all of the
amount of energy usedis generated by RES.

But the law changed support measures for RES
electricity generation, simplified and in some
cases eliminated the incentives to use solar
water heating systems for the production of hot
water including tax exemptions for their import
and some specific provisions regarding the use
of RESintransport, andintroduced the concept
of net energy metering.

According to this law, Albania's overall RES
energy targetin gross final energy consumption
is 38 percentin 2020. According to the guidance
of this law, the average in 2017-2018 gross final
energy consumption should be 35.6%.

SE EUROPE ENERGY OUTLOOK 2021/2022

The legal framework offers:

(a) The obligation to purchase electricity
produced by electricity priority generators
that do not benefit from the support scheme
under the contract of difference's support
scheme, is considered a public service
obligation and hence is charged to an ERE
licensee.

(b) Network  access.
distribution of electricity from RES is
guaranteed, and producers producing
electricity from RES have the advantage of
access to electricity networks.

Transmission  and

Support schemes.
Who benefits from the support schemes.

Both the 2013 and the 2017 law's provide
supporttoall RES producers whoare considered
as "Priority Producers".

The 2013 law considers "Priority Producer", any
producer of electricity from renewable sources,
with installed capacity up to 15 MW for all power
plants built by the company, which benefits from
a fixed sales tariff mechanism (feed-in tariff).
According to the 2017 law, the upper limit of
15 MW of installed capacity per generating unit
was maintained only for a "Priority Producer” in
the case of hydropower while for any other RES
power producer this upper limit was removed.
Also, the concept of a new group of producers
called "Existing Priority Producers" was
introduced, known as priority producers, from
hydro resources, thatregardless of the moment
of signing the contract with the contracting
authority, are equipped witha'Plant Acceptance
Certificate’ in accordance with the relevant
legislation, until the 31st of December 2020.

What are the types of support schemes?

The 2013 law theoretically provided support
to all producers of electricity from renewable
sources, but practically the bylaws enforced
provisions only for hydropower. The support
was provided in the form of Feed-in annual fixed
tariffs that benefited all electricity producers
from hydropower plants installed up to 15 MW
each, if they did not choose to sell power in the
free market. Decision of the Council of Ministers
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Nr. 125, dated 11.2.2015 "On approval of the
methodology for calculating the fix tariff for
electricity, for the year 2015, that should be paid
to electricity generators from the hydropower
plants", followed by the Council of Ministers
Decision No. 1033, dated 16.12.2015 which
defined the "Methodology for calculating the
fix tariff for electricity, that should be paid to
electricity generators from the hydropower
plants".

The 2017 law provides the following main
supportive measures:

1. It gives the right to the Council of Ministers,
upon the proposal of the Minister, to take
measures that they deem reasonable to
promote the use of electricity by RES in order
to achieve the national objective of renewable
energy. The law does not make it very clear what
these measures are.

2. Feed-in Tariff for energy generated
from small renewable sources. Electricity
generated by priority generators with installed
electricity capacity of up to 2 MW, and in the
case of wind turbines with a capacity of up to
3 MW, is purchased by the Renewable Energy
Operator at a fixed price calculated according
to the approved methodologies by the Council
of Ministers. This price, in the case of energy
produced from hydropower, shall not be lower
than the price approved by the ERE in 2016. This
priceshall,inthe case of PVandwindtechnology,
serve as the price level on the basis of which
the beneficiaries of the contract for difference
support scheme will be selected, as one of the
elements of the competitive procedure.

3. Contract for Difference (CfD). The law
introduced, as the main incentive mechanism
for RES electricity generation, support under
the "Contract for Difference”. This support is
based on a variable remuneration, calculated as
the difference between the price at which the
producer of renewable energy is declared the
winner in a competitive bidding process (strike
price) and the electricity market price (reference
price). The CfD will have a maximum duration
of 15 years. However, by January 2020, no such
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competitive process had yet taken place, so no
one has benefited from the CfD scheme.

4. Feed-in Tariff for energy produced by
"Existing  Priority  Producers".  Electricity
produced by existing priority generators is
purchased by the Renewable Energy Operator
at a fixed price calculated according to the
methodologies approved by the Council of
Ministers.

"Net energy metering scheme" is a scheme
that makes the bidirectional measuring possible
for small and medium enterprises or household
customers, who have installed a total capacity
for the production of electricity from wind or
solar energy under 500 kW, which cannot be
dispatched. These customers generate a part
or all the energy for their own needs and can
introduce the surplus energy produced into the
distribution grid.

But the above bylaw only came out in June
2019 and applies only to solar (and not wind)
plants. However, this legal framework has not
yet become operational as 6 months have
been left for OSHEE to propose to the ERE
and MEI, changes to the Distribution Code and
the Metering Code, which may be affected by
the deployment of PV for self-consumption,
and then another non-specified time which is
needed by the ERE to adopt the methodology
for determining the purchase price of electricity
produced. Until the Methodology is adopted,
the surplus energy, which exceeds the monthly
consumption, will be passed on to the Universal
Service Supplier without any compensation to
the self-producers.

Customs duties exemptions

According to law no 8987, dated 24.12.2002 "On
creation of facilities for the construction of new
power capacity”and related Council of Minister's
decisions, are exempt from customs duties,
machineries and equipment, which are part of
an electricity generation facility with aninstalled
power of not less than 5 MW per source, using
liquid or solid fuels and without limitation on
other renewable sources of production.
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As far as non-technical barriers are concerned prevent or delay RES development.

There are no specificissues worth mentioning other than the overallassessment of the situation for
doing business in Albania. Hence, no non-technical barriers have been identified specifically for RES
development.

Energy Efficiency and Cogeneration

(a) National targets

The National Energy Strategy? considers energy efficiency improvements on residential, services,
transport, agriculture and industry sectors as one of the main results to be achieved in the energy
field. This strategy sets the target for the Albanian economy and society to achieve a level of energy
saving versus total consumption of 15%in 2030.

The 2015 Energy Efficiency Law?® did not set targets, but specified?” that they would be set by the
National Action Plan for Energy Efficiency (NAPEE) 2nd and 3rd NAPEE for Albania, 2017-2020%®
analysis, concluded that "the cumulative energy savings achieved by the end of 2015 are estimated
at 16.4 ktoe, whichis about 0.9% of the EU Directive®® reference consumption.

This was compared with the (extrapolated) target of 5.2% and, while the analysis could not cover all
theactionsimplementedsofar, the gapis clearly significant. Albania maintains a target of cumulative
energy savings equivalent to 9% of the EU Directive®® reference consumption (equivalent to 168
ktoe, in terms of final energy consumption, or 10 times more than cumulative savings estimated to
have been achieved by the end of 2015) by the end of 2018." The targets for 2018 and 2020, based
onthemeasuresincludedinthis NAPEE, are presentedin Tables 5.26 and 5.27 below. The first table,
Table 5.26 specifically stops at the final energy savings (also presented graphically in Figures 5.31
&5.32), broken down by sectors, while the Table 5.27 shows the primary and final energy savings.

Table 5.26 National guiding objectives in final energy savings per sector according to NAPEE 2017-2020

Targets as per relevant sectors

Estimates of energy savings by
2018 (ktoe)

Estimates of energy savings by
2020 (ktoe)

From measures (PL)

From measures (PL)

Houses 10.66 37.43
Services 6.27 16
Industry 3.7 6.9
Transportation 14.2 49.49
Horizontal 3.7 13.9
Total (equivalent units): 38.5 123.7
Total (GWh): 447.8 1,438.6

Percentage (%) compared to
baseline scenario

2.1% (compared to baseline
scenario 2018)

6.8% (compared to baseline
scenario 2020)

Source: NAPEE 2017-2020
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Decision of the Council of Ministers No. 480, dated 31.7.2018 "On the approval of the National Energy Strategy for the

period 2018-2030".

LawNo. 124/2015 "On energy efficiency".

Ibid., Article 6, paragraph 3.

Council of Minister Decision No. 709, dated 1.12.2017 "On the approval of the second and third National Action Plan on

Energy Efficiency for Albania".

Directive 2006/32/EC on energy end-use efficiency and energy services, still in force for Albania.
Directive 2006/32/EC on energy end-use efficiency and energy services, still in force for Albania.




Table 5.27 Overview of estimated / realized energy savings targets, both for primary and final energy

Final energy
EU Directive: On
Primary energy
EU Directive: 2006/32/EC pem en:::o y
buildings
The ti T
ﬂn:r ' :;ge: of Target for houses
<savinas ;:y Final energy s with almost zero
Estimated de;n:d,.-'n the savings achieved | energy
Target / Realised first / second {2015), or consumption (all
arg Energy ) forecast {by new buildings,
(ktoe) NAPEE, or in the
Savings L 2018) (in percentage (%) or
latest version if L
(ktoe) ] ] absolute terms | shrinking energy
renvizac (i (ktoe)) performance
absolute terms requirements)
(ktoe)) 9
2012 N/A N/A 26 10.5
2015 N/A N/A 97* 16.4 #
2018 40 - 39 -
2020 154 - 124 To be confirmed

Source: NAPEE 2017-2020

Figure 5.31 Estimates of energy savings by 2018
[ktoel

= Houses

= Industry
= Horizontal
= Services

‘

36,9%

« Transportation

= Total
(equivalent units)

9,6%
Source: NAPEE 2017-2020

Figure 5.32 Estimates of energy savings by 2020
[ktoel

= Houses

= Services

= Industry

= Transportation
= Horizontal

Source: NAPEE 2017-2020

(b) Incentive-based initiatives in the building
sector (planned or already in place)

The heating of buildings in the public service
and residential sectors is generally of poor
performance. Albania has done little related
to energy efficiency measures. Hence, there
is a great potential for energy efficiency
improvements.

According to Energy Community Secretariat,
"despite the formal strengthening of the
legal and institutional framework for energy
efficiency, little was achieved by Albaniato adopt
the missing by-laws implementing the Energy
Performance of Buildings Directive and update
legislation to transpose Directive 2012/27/EU
on energy efficiency. Albania thus remains non-
compliantinmany areas.*!"

No incentive-based initiatives are in place
yet and there are not any energy service
companies (ESCOs) schemes. The government
has postponed the establishing of an Energy
Efficiency Fund required by the law*? and has
some dilemma about the efficiency of such
mechanism.

2 https://www.energy-community.org/implementation/Albania/EE.html

* LawNo. 124/2015 "On energy efficiency”.
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But some policy measures are in place required by the laws for energy efficiency and energy building
performance, which are presented below:

Required by the

law: Policy measure Application field / entity Startperiod Notes
(a) anylegal person, public or private, which The big energy
) ’ ) consumers, isa
is categorized as a big energy consumer;
, finalconsumer,
(b) allnatural and / or legal persons applying which. based on
foraprogram financed by the Energy ' )
‘ . the data of an audit
Onenergy Mandatory energy Efficiency Fund to promote and improve
. ) ) Endof2015  process, results
efficiency audit energy efficiency; inannual ener
(c) at any time before a building, industrial nergy
. s : consumption
site and other facilities being evaluated, put reater than the
into operationand/ or rebuilt or subjected 9 .
) ) equivalentof 3
to substantial renovation. .
millionkWhper.year.
Any legal entity thatis categorized as
Mandatory measures abigenergy consumer and sulbjgct to
) mandatory auditing should, within two
for energy efficiency o ) Endof 2015
) years of receiving the audit results, take
improvements .
measures and take recommended actions
toimprove energy efficiency.
Mandatory energy Big energy consumers Endof 2015
manager
Mandatory energy )
consumption data Big energy consumers Endof 2015
Mandatory energy
consumptiondataif ~ Othersenergy consumers Endof 2015
required
For energy
building
performance

Implementation of
the requirements of
the National Building
Energy Performance
Calculation
Methodology

and analysis of

the possibility of

Entity that owns or willhave ownership

or administration responsibility for this

building (When designing a new buildingor  End of 2016
when a building has to undergo significant

renovation);

using high energy
performance systems
Assessment of the
possibility of using If during the phase of restructuring or
highenergy efficient  renovation of buildings a replacement
. . P _ Endof 2016
alternative systems or renovation of the building's technical
shouldbe carriedout  systemis planned;
inadvance
a) all buildings or units of buildings which
are to be sold orrented;
b) all buildings to be constructed or to
Mandatory u)ndHebrg.chs.\gnm.cant rbenovatl\)c;n; ot
certification of ane c) all buildings in use by a public authority
rmeat 'Y or by institutions providing a public Endof 2016

performance of
buildings

service and frequently frequented by
the public, having an area of over 500 m?.
Starting July 9, 2018, the requirement
for the above limit of usable area will be
reduced to 250 m?.

Source: NAPEE 2017-2020
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(c) EU funded (or otherwise funded) energy
efficiency programs in the building sector

According to the Agency for Energy Efficiency®
(AEE) some projects and programs progressed
in 2017-2019. These include the following:

The project "On Energy Auditing of Public
Buildings" financed by the state budget aims to
create the inventory of public building stock and
to place data on a server of the AEE by naming
and codifying them in the national electronic
register, as well as to audit the entire stock of
buildings for three years and to register it on
the server with the data related to the costs
effective analysis of their renewal.

Theprojectfinanced by KfW Development Bank,
"Promotion of Renewable Energies and Energy
Efficiency” that aimed the rehabilitation of the
dormitories of Students City No. 1 and Student
City No. 2 according to the Energy Efficient
principle, including interior restructuring and
kitchen equipment. The target of this project
was to reduce the energy performance of the
dormitories to 75 kWh/m? per year.

The project "Development of a Financing
Mechanism for Energy Efficient Public Buildings
inAlbania” aims toinform andfacilitate decision-
making for sustainable financing mechanisms
for energy efficiency (EE) in the public buildings
sector.

Smart Energy Municipalitiesis aprojectfinanced
by the Swiss Embassy in Tirana and aims to
support selected Albanian municipalities to
manage energy in a sustainable manner and to
implement the national energy policy at local
level.

Study and Expert Fund measure on "Energy
Management in Municipalities” by Germany/
GlZ, strengthen partner capacities in energy
efficiency and to plan, prioritize and implement
selective energy efficiency measures at the
municipal levelin 12 municipalities.

Regional Program: "ORF Energy Efficiency"
by GIZ. The relevant political and civil society
actors in South Eastern Europe increasingly
take advantage of regional networks for the
implementation of EU standards in the field of
climate protection.

(d) Cogeneration:
installed capacity

Regulatory framework,

Albania does not yet have a co-generation
regulatory framework.

UNIDO reports® about a project that started
in 2011 in Albania aiming to increase the use
of biomass in industrial energy consumption
for productive use through demonstrated use
of modern biomass technologies in Small and
Medium-sized Enterprises (SMEs) in the olive ol
industry.

Theprojectaimistoincrease the use of biomass
in 15 pilot SMEs, with a capacity of about 1-1.5
MW and costing approximately € 4.5 million. No
other projects of significant size are reported.

(e) Planned new major projects
Besides Vlora gas fired TPP, there are three

Waste Incinerators under
Elbasan, Tirana and Fier, which shall be used

construction in

for power generation as well. Their installed
capacities arerespectively 2,9 MW, and 3,85 MW
each for the last two, totaling 10,6 MW.

% Firstand Second Annual Report under the Energy Efficiency Directive.

% https://open.unido.org/projects/AL/projects/120536
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Bosnia Herzegovina

I Economic and Political Background

There are two autonomous entities that form
Bosniaand Herzegovina: the Federationand the
Serb Republic. The GDP of Bosnia's Federation
fell by a real 2.5% year-on-year in the fourth
quarter of 2020, after contracting by 3.9% in
the preceding quarter, as the entity's statistical
office announced. On a quarterly comparison
basis, the Federation's GDP increased by 2.8%
in October-December, after rising by 5.6% in
July-September.

The largest decrease of gross value added
in real terms was recorded in the sectors of
wholesale and retail, repair of motor vehicles
and motorcycles, transportation and storage,
accommodation and food service activities,
arts, entertainment and recreation. In the
fourth quarter of 2019, the Federation's GDP
grew by 2.3% year-on-year in real terms.

The GDP of Bosnia's Serb Republic fell by a
real 2.4% year-on-year in the fourth quarter
of 2020, after contracting by 3.4% in the
preceding quarter, as the entity's statistical
officeannounced. In seasonally-adjustedterms,
GDPincreasedby 2% on a quarterly comparison
basis in October-December, after adding 3.5%
in July-September. Inthe fourth quarter of 2019,
the entity's GDP grew by 2.6% year-on-year in
realterms.

The biggest real annual drop of gross value
added in the fourth quarter of 2020 was
recorded in arts, entertainment and recreation,
other service activities, followed by mining
manufacturing, electricity,
gas, steam and air conditioning, water supply,
sewerage, waste management and remediation
activities.

and quarrying,

IMF estimates that Bosnia's GDP will expand by
5.0% in 2021, significantly higher than -6.5% in
2020.
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When it comes to political and administrative
status, Bosnia and Herzegovina can be
situated among world's most complex
countries. The division of the country into
two entities is just a tip of the political iceberg.
Serb Republic's administrative division to 64
municipalities serves as a political mechanism of
centralization of this entity, centered on the city
of Banja Luka. The administrative solution for
Federation of Bosnia and Herzegovina results
in furthering the political social fragmentation.

Table 5.29 Main Economic Indicators for Bosnia and
Herzegovina Over2015-2019e

2015 | 2016 | 2017 i2018 2019

! proj.
GDP growth 31 | 31 32 3.6 30
Inflation (average) 1.0 | 11 1.2 1.4 1.0
Government balance/GDP 0.7 12 26 23 1.0
Cument account balance/GDP 5.1 | -4.7 -4.3 3.7 -5.0

Net FDI/GDP [neg. sign = inflows] | -18 | -1.8 | 21 | 26 | -30

Extemnal debt/GDP 629 | 638 | 611 | E1.0 na.
Gross reserves,/GDP 301 | 319 | 335 | 353 na.
Credit to private sector/GDP 550 | 543 | 556 55.2 n.a.

Source: EBRD's Transitionreport 2019-2020

Figure 5.33 Bosnia's GDP and its annual GDP growth
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Source: IMF World Energy Outlook (October 2020)

Figure 5.34 Bosnia's Public Net Debt
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Figure 5.35 Bosnia's Population and Unemployment
Rate
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Source: IMF World Energy Outlook (October 2020)

B Energy Policy
National Energy Policy

By signing the Treaty Establishing the Energy
Community, Bosnia and Herzegovina accepted
a list of obligations related to the standards
of the EU energy market with which it will
hopefully integrate in due course. This is to be
achieved by the gradual transposition of the
EU acquis, which means the implementation
of the relevant EU directives and regulations
pertaining to electricity, gas, security of supply,
environment, competition, renewable energy
sources, energy efficiency, oil, statistics and
infrastructure. The basic strategic goal of
Bosnia and Herzegovina is to speed up the
harmonization of its legislation with the acquis,
and transpose and implement the obligations
assumed under the Energy Community Treaty.

In the second half of 2018, "The Framework
Energy Strategy of Bosniaand Herzegovinauntil
2035" was adopted by the Council of Ministers
(the State Government). This document is
based on two entities strategic documents (the
Framework Energy Strategy of the Federation
of Bosnia and Herzegovina and the updated
Energy Strategy of Republic of Srpska) and work
of the joint working group for this task. This is
the first state strategic document in the field
of energy. Due to the complex structure of
BiH and competencies the Framework Energy
Strategy is not a strategy, but a framework for
a strategy. Nonetheless, this document is very

important because all levels of the country
(State and Entities and District) were involved
in its preparation and the document was
approved by the Council of Ministers (the State
Government).

Priorities from the Framework Energy Strategy

are as follows:

« Efficient use of resources

+ Secure and affordable energy

« Energy efficiency

*Energy  transition and
responsibility

» Developmentandharmonization of regulatory

environmental

and institutional framework

Harmonization of Bosnia and Herzegovina's
legislation with the EU acquis is a complex
assignment, considering that it implies the
comprehensive and essential changes to the
energy sector, as well as overall sector reform.
Furthermore, it is necessary to make the
relevant institutions capable of establishing
and implementing a new legal and regulatory
This particularly
sensitiveinBosniaandHerzegovina, considering

framework. segment s
the complexity of political, institutional and
social risks!.

As  previously mentioned, transposition
and implementation of acquis in Bosnia and
Herzegovina has been significantly delayed.
Severe deadlines have already expired and nine
actions? have been instigated against Bosnia
and Herzegovina by the Energy Community
Secretariat. In the context of strategic and
operational activities in the forthcoming period,
aduediligence processfor the harmonization of
the legislation at entity and at the level of Bosnia
and Herzegovina, with the EU acquis should
be undertaken. These activities are necessary
for the preparation of action plans and for
implementing the further harmonization of
legislation.

Governmental institutions

Bosnia and Herzegovina (BiH) is a state
consisting of two administrative units (two

! "Framework Energy Strategy of Bosnia and Herzegovina until 2035", 2018
2 Annual Implementation Report 2018/2019, Energy Community Secretariat, November 2019
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entities), the Federation of Bosnia and
Herzegovina (FBiH) and the Republic of
Srpska (RS), and an internationally supervised
district of Br¢ko (Br¢ko District) as a separated
administrative  unit.  The  administrative
structure of Bosniaand Herzegovinaisreflected
inthe energy sector.

According to the legal framework, the
responsibility at state level is, among other
things, the regulation of inter-entity transport,
which includes the transport of energy. Also,
foreign policy and fulfilment of assumed
international obligations is the responsibility
of state level institutions. The state level is
responsible for the transmission network and
electric power system operations and mainly for
the wholesale electricity market. According to
the legal framework, the entities have their own
legislation for energy sub-sectors (electricity,
natural gas, energy efficiency, renewable
energy, oiland oil products etc.).

Bearing in mind the above, the relevant
institutions in the energy sector are the
following:

The Ministry of Foreign Trade and Economic
RelationsofBosniaandHerzegovina(MOFTER)
as a part of the Council of Ministers (the State
Government) is the key institution at state level
in the energy sector. MOFTER is responsible
for defining policies and basic principles and for
the coordinating activities and harmonization
of entity level plans relevant for international
relations. MOFTER has also competencies in
the area of concessions of border rivers (use of
water resources), as well as when the subject of
concessionisinthe territory of both entities.

The Federal Ministry of Energy, Mining and
Industry (FMERI) (entity ministry), holds
authorityinthe fields ofindustry, energy, mining,
geological research and entrepreneurship.
FMERI is, among other responsibilities,
responsible for the generation, distribution and
electricity supply in the entity of the Federation
of Bosnia and Herzegovina.

The Ministry of Industry, Energy and Mining
of Respublika Srpska (MIER) among other
responsibilities holds authority in the fields
of industry, energy, mining, and geology.

SE EUROPE ENERGY OUTLOOK 2021/2022

MIER is also responsible for the generation
and distribution of electricity in the entity of
Republic Srpska.

The regulatory framework of the energy sector
follows the internal structure of Bosnia and
Herzegovinaasestablishedbythe Constitution.
The State Electricity Regulatory Commission
in Bosnia and Herzegovina, the Regulatory
Commission for Electricity in the Federation
of Bosnia and Herzegovina and the Regulatory
Commission for Energy of Republic of Srpska
constitute the regulatory framework which
was established by the adoption of national and
entity laws in the field of energy.

The State Electricity Regulatory Commission
(SERC) regulates the electricity transmission
system in Bosnia and Herzegovina (110 kV and
above) and has jurisdiction and responsibility
overthetransmissionofelectricity, transmission
system operations and international electricity
trade. SERC also regulates the distribution and
supply of electricity in Br¢ko District of Bosnia
and Herzegovina.

The Regulatory Commission for Energy in the
Federation Bosnia and Herzegovina (FERK),
among other responsibilities has jurisdiction
on the following: defining the energy prices for
the supply of non-eligible customers, market
monitoring, defining of tariffs for distribution
systems users, licenses for generation,
distribution and supply non-eligible customers,
issuing the preliminary construction permits
andlicenses for usage of power facilities, except
the facilities for power transmission. FERK also

regulates oil activities.

The Regulatory Commission for Energy of
the Republic of Srpska (RERS) among other
responsibilities has jurisdictions for: monitoring
and regulation of relationships between
generation, distribution and customers of
electricity including traders of electricity,
determination of tariff rates for distribution
system users and tariff rates for non-eligible
customers, licensingforgeneration, distribution
and trade of electricity, regulates gas activities
in RS, and has regulatory competences within
the scope of the oil and oil derivatives sector.
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0 Energy Demand and Supply

National Energy Demand and Supply

After reaching the post-war maximum of total
primary energy supply in 2011 (7,2 Mtoe) when
the pre-war supply (7,02 Mtoe) was exceeded
and following 15 years of continued growth
there has been a three-year supply decline that
“stopped” in 2014. In 2017, the total primary
energy supply of BiH was 6,8 Mtoe (Figure 5.36).
This was on the level of 2016 and implies a
growth of 12% compared to 2015°.

Figure 5.36 Share of source in TPES 2017 for Bosnia
and Hezegovina®

Biomass
Hydro 7%
5%

Crude ol
13%

SHARE OF TPES 2017

Source: International Energy Agency, www.iea.org

Coalwasstillthe maindomesticenergy resource
as shownin Figure 5.36. The share of coal in the
country's TPES was 60%.

Figure 5.37 Industry consumption

s

Source: International Energy Agency, www.iea.org

The share of transport in total energy
consumption is the highest of the last 20
years. In 2017 this share was 35% of total
consumption. However, if we look only at the

total consumption of industry over the last

* International Energy Agency, www.iea.org

30 years (Figure 5.38), we see a different, less
favorable, picture of Bosnia and Herzegovina's
development. The total consumption of the
industry was at 37% of pre-war consumption. In
the same period consumption of transport was
70% higher compared to the 90s.

Figure 5.38 Total primary energy supply (TPES) by
source, Bosnia and Herzegovina 1990-2017

-
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Source: International Energy Agency, www.iea.org

Figure 5.39 Total final consumption of Bosniaand
Herzegovina by sectors

Source: International Energy Agency, www.iea.org

Figure 5.40 Total final consumption of Bosniaand
Herzegovina by source
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Source: International Energy Agency, www.iea.org
Table 5.30is presenting the total energy balance

of Bosnia and Herzegovina for the period 2014-
20174,

4 Agency for Statistics of Bosnia and Herzegovina, http://bhas.gov.ba/data/
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Table 5.30 Total Energy Balance of Bosniaand
Herzegovina

Bosnia and Herzegovina, Total energy balance
2014 2015 2016 2017

ktoe

Primary production 4327 4397 4773 4642
Coal 3.073 3165 3521 3612
Crute ofl
Qif products
Natural gas
Hydro 310 477 487 345
Biomass 744 755 765 685
Electricity
Heat

Import 3147 3317 3436 3491
Coal a8g 858 4938 1.008
Cruds oil ara 947 949 574
Qif products 764 s01 1.068 1.114
Natural gas 152 177 185 200
Hydro
Biomass 1 ]
Electricity 272 333 265 288
Heat

Stock changes 2 -280 -106 -169
Coal 47 =193 =23 -163
Crude ofl 57 -2 -78 22
Qif products -8 -71 -5 -28
Natural gas
Hydro
Biomass -12
Electricity
Heat

Export -1.451 1319 -1.282  -1.195
Coal =357 =313 -324 =270
Crude oil
Qif products =305 -238 220 -252
Natural gas
Hydro
Biomass -274 -250 =250 -227
Electricity 515 =517 -588 446
Heat

Gross inland consumption 6.025 6115 6721 6.769

Coal 3.658 3615 4112 4.188
Crude ofl 1.027 845 a7 896
Qil products 451 591 874 834
Natural gas 152 177 185 200
Hydro 310 477 487 345
Biomass 470 484 515 464
Electricity -243 -184 -323 -138
Heat o o g 4]

Source:Agency for Statistics of Bosnia and Herzegovina,

http://bhas.gov.ba/data

B Energy mix

Generally, the energy sector of Bosnia and
Herzegovina is characterized by significant
domestic coal resources and the total absence
of oil and natural gas production (Table 5.30).
Coal productionin conjunction with hydrological
reserves enables Bosnia and Herzegovina to
export significant quantities of electricity. But
Bosnia and Herzegovina is totally dependent on
imported oiland gas.

I Degree of Energy Dependence

As presented in Table 5.31 and shown in Figure
5.41, the average energy dependency on
imported sources in BiH was 29% of the energy
consumed during 2000-2017 and was 31% of
the energy consumed in the period of 2010-
2017. The percentage values in last three years
(2015-2017) are higher than the average energy
dependency of around 29% of the energy
consumed over the period 2000-2017.

Table 5.31 Energy imports, net (% of energy use)®

Year 1990 2000 2005 2010 2011 2012 2013 2014 2015 2016
% 34,39 29,23 27,69 32,56 35,37 32,45 28,46 22,73 33,69 31,52

Source:https://data.worldbank.org/indicator/ (for the
data from 1990 until 2014) and https://www.statista.com/
statistics/691227/dependency-on-energy-imports-in-
bosnia-and-herzegovina/ (for the data from 2015 until
2017)

Figure 5.41 Net Energy imports (% of energy use)
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Source:https://data.worldbank.org/indicator/ (for the

data from 1990 until 2014) and https://www.statista.com/
statistics/691227/dependency-on-energy-imports-in-
bosnia-and-herzegovina/ (for the data from 2015 until 2017)

° https://data.worldbank.org/indicator/ (for the data from 1990 until 2014) and https://www.statista.com/
statistics/691227/dependency-on-energy-imports-in-bosnia-and-herzegovina/ (for the data from 2015 until 2017)
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B The Energy Market
Oil and Petroleum Products

(a) Oil supply and demand

Production of petroleum products in Bosnia
and Herzegovina for 2018 reached 701.321
tons, while the amount of petroleum products
available for supply stood at 1.639.585 tons.
The final consumption in 2018 was 1.504.929
tons. The final energy consumption share in the
total final consumption of petroleum products
was 93% and the final non-energy consumption
share was 7%. In the total final energy
consumption of 1.401.257 tons of petroleum
products in 2018, the largest share belonged
to the transport sector (85.7%), households
participated with 1.8%, industry with 6.6%, while
the other, construction and agriculture sectors,
participated with 5.9%. Figure 5.42 shows the
annual demand for petroleum products for the
period of 2000-2015, while Table 5.32 provides
detailed data related to petroleum products for
2016, 2017 and 2018.

Figure 5.42 Annual demand for petroleum products
in Bosnia and Herzegovina (kt/year)
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Source:"Framework Energy Strategy of Bosnia and
Herzegovina until 2035", 2018

(b) Oilimports/dependence

Bosnia and Herzegovina does not have a
domestic production of crude oil and imports
all necessary quantities. Generally, Bosnia and
Herzegovina imports crude oil and refines a
variety of petroleum products.

Yearly data (2016-2018) related to imports of
crude oilis shown in Table 5.32.

Table 5.32 Bosnia and Herzegovina, Crude Oil and
Feedstock Balance ¢

2018

t 2016 2017

Available for Supply 852.459  877.619 708.569 .
Production - - - .
Import 929.098  856.090 694.710
Export 0 0 0 '
Stock exchange -76.639 21.529  13.859

Source:Energy statistics: Oil, Petroleum products, Agency
for Statistics of Bosnia and Herzegovina, 2019

(c) Downstream and midstream sectors
infrastructure (Refineries, Pipelines, Storage,
Terminal and Domestic Oil Market)

Imported crude oil is processed in two oil
refineries. The first one is the "Rafinerija nafte
Brod" and is used for petroleum processing and
production of petroleum products (gasoline,
diesel, bitumen, LPG, fuel oil, sulphur) and the
second oneis the "Rafinerija ulja Modrica”, which
produces motor oil and various special purpose
oils for the industry and other commercial
purposes.

Over 90% of the processed products in the
aforementioned refineries are distributed in
the local market6. The petroleum products
retail network is characterized by a large
number of small retailers that own less than 5
petrol stations, and make up about 75% of the
market. The highest consumption of petroleum
products is in the transport sector, with motor
gasoline and diesel used the most.

(d) Security of supply

Bosnia and Herzegovina depends entirely on
imports for its oil and hence it maintains a high
degree of stocks of crude oil and petroleum
products. Bosnia and Herzegovina has a total
of approximately 800.000 m3 of storage
capacity for crude oil and derivatives, of which
about 533.000 m?* are located in the "Rafinerija
nafte Brod" oil refinery and 82.000 m?* in the
port of PloCe operated by "Naftni terminali
Federacije". The storage capacities for crude oil
and derivatives in Bosnia and Herzegovina are
presentedin Map 5.3.

® Energy statistics: Oil, Petroleum products, Agency for Statistics of Bosnia and Herzegovina, 2019
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Map 5.3 Storage capacities (m?) for crude oil and
derivatives in Bosnia and Herzegovina®

Source: "Framework Energy Strategy of Bosniaand
Herzegovinauntil 2035", 2018

(e) Planned new projects

Some activity in geological exploration is
in progress, but at a very low level. There
are announcements that the governments
(Government  of Federation of Bosnia
and Herzegovina’
Republic of Srpska) are commencing with

and Government of

some activities related to hydrocarbon
exploration.  The selected hydrocarbon
exploration areas are shown in Map 5.4.

Map 5.4 Areas of hydrocarbon exploration in Bosnia
and Herzegovi

@  awoas of potential reserves
EEm  Exploration area * Dinandi”
mmm  Fxploration area * Sarapevo — Fenidla Baren®
I Fioject “Sjovemna Bosna®

Source: "Framework Energy Strategy of Bosniaand
Herzegovina until 2035, 2018

Table 5.33 Bosnia and Herzegovina, Total Petroleum
Products Balance

2016 2017 2018
Available for Supply  1.667.585 1.668.840 1.639.585.
Production 823.853 862.784 701.321.
Import 1069.860 1.089.737 1131213
Export 220313 257071 227.839
Stock exchange -5.815 -26.610 34.940
Transformation input 30.596 30.942 19.168
Thermalpowerplants  10.993 11.138 8.438.
District heatingplants  15.863 14.689 8.025
Auto-producers 3.740 5.115 2,705.
Consumptionin 138.167 127.931 115.488

energy sector

Final consumption 1.498.822 1.509.967 1.504.929.

Final non-energy

) 79.545
consumption

66.122 103.672

Final energy

? 1.419.277
consumption

1.443.845 1.401.257

Source: Energy statistics: Oil, Petroleum products, Agency
for Statistics of Bosnia and Herzegovina, 2019

Natural Gas

(a) Natural gas Supply and Demand

Natural gas as an energy source in gross
domestic consumption has a low share of total
consumption for Bosnia and Herzegovina
(2-3%). One of the reasons is that Bosnia
and Herzegovina does not have domestic
production of natural gas and does not have any
installed thermal power plant gas capacities in
the generation mix, whichin practice represents
larger consumers. The imports of natural gas
to Bosnia and Herzegovina for 2018 amounted
to 247.012.000 Sm®. Natural gas consumption
in the energy sector is 61.672.000 Sm*®. In a
final natural gas consumption of 181.940.000
Sm3 in 2018 the industry participated with a
share of 59%, households with 24% and other
consumers with 17%. Historical data of natural
gas consumption in Bosnia and Herzegovina by
sectoris presentedin Figure 5.43.

7 Theendof May 2020 is the deadline for companies exploring oil and gas in the Federation of Bosnia-Herzegovina to
submit official bids to the international tender of the FBiH Ministry of Energy and Mining. The tender was announced on

January 7th 2020.
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Table 5.34 Bosnia and Herzegovina, Annual balance
of natural gas®

2018

1000Sm3 2016 2017

Available for Supply 226.927  245.415 244.578.
Production .
Import 226927 245415  247.012
Export 2.408.
Stock exchange 726:

Source: Energy statistics: Natural gas, Agency for Statistics
of Bosniaand Herzegovina

Table 5.35 Consumption of natural gas by categories

1000 Sm3 2016 2017 2018
Consumptionin .
energy sector 59.362 61.747 61.672
Totallosses 626 542 966.
Final consumption 166.939  183.126  181.940

Industry 93344 105198  106.984

Transport 110 1336 2505

Households 42438 46.418 44216

Other 31.047 30174 28.235

Source: Energy statistics: Natural gas, Agency for Statistics
of Bosnia and Herzegovina, 2017, 2018, 2019

Figure 5.43 Consumption of natural gas in Bosnia
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Source:International Energy Agency, www.iea.org

(b) Natural gas Import and Dependence

The total imports of natural gas to Bosnia and
Herzegovina for 2018 reached 247.012.000
Sm?. All imported and exported quantities
of natural gas are presented in Table 5.35.
Practically Bosnia and Herzegovina imports the
entire quantity of natural gas it uses andis 100%
dependentonimportsinordertomeetitsneeds
(~0,25 billion m*/year). The country is 100%
dependentonasingle source and onone natural
gas pipeline. Most of the gas imports for the
wider region are supplied from Russian sources.
Russian gas is delivered via Ukraine, and then via

transit routes through Hungary and Slovakia. It
is evident that the region is traditionally highly
dependent on one source of gas. Havingin mind
that Bosnia and Herzegovina does not have its
own gas resources and storage facilities, the
country covers 100% of its needs through gas
imports from Russia.

(c) Infrastructure (Pipelines, Storage) (current
and planned)

There is only one gas interconnection between
BiH with neighboring countries. This is the
interconnection between BiH and Serbia. The
internal existing gas transmission pipeline
(BiH/
Serbia) with the cities of Sarajevo, Visoko and

connects the interconnection point
Zenica (Map 5.5). This single cross-border
point and only one pipeline does not allow any
possibility for diversified gas supplies to the
country nor the provision of a minimum level of
security of supply and hence is unable to attract
potential new customers.

Consequently, pipeline development plans for
Bosnia and Herzegovina must follow planned
projects
and Herzegovina and in line with South East

cross-border relevant to Bosnia
Europe's pipelines network. Complex political
relationships within the country additionally
complicate the already "difficult” situation with
gas. The goal for both entities is to increase the
importance of natural gas as an energy sourcein
the economy with the aim of strengthening the
integration of gas market and security of supply,
but approaches are not the same.

The strategic vision of the Federation of Bosnia
and Herzegovinais a systematic vertical linkage
to the Croatian gas pipeline system (gas ring
formationand gas supply from multiple sources:
LNG, IAP oringeneral EU gas hubs). The goal for
the Republic of Srpska is a new interconnection
with Serbia in the Bijeljina area and construction
of the Bijeljina - Banja Luka pipeline. Map 5.5
presents the actual situation with the pipelines
(only one interconnection to Bosnia and
Herzegovina-Serbia and one internal pipeline)
and the plan for new pipelines.

8 Energy statistics: Natural gas, Agency for Statistics of Bosnia and Herzegovina, 2017, 2018, 2019
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Map 5.5 Actual status and plan for gas pipelinein
Bosnia and Herzegovina
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(d) Domestic Gas Market

Legislationregulating the gas sector exists only
at the entities level but not at the level of Bosnia
and Herzegovina. This issue for some time has

been the subject of discussions between the
stakeholders in Bosnia and Herzegovina. The
Energy Community introduced ‘measures”
against Bosnia and Herzegovina related tonon-
implementation of obligations (gas legislation
on the state level) in accordance with the Third
Energy Package (Energy Community Treaty).
During the last year(s) the situation with further
market developmentis unclear and unfavorable
for potentialinvestors. The actual gas marketis
characterized by a lack of competition and the
absence of entry of new players. Furthermore,
existing gas customers are not able to switch
their gas supplier and gas prices are regulated.

Solid Fuels

(@)Supply and consumption

In Bosnia and Herzegovina, coal (brown coal
and lignite) is the dominant energy source,
accounting for 67.66% of the country's TPES in
2013 and for 58% of its electricity generation,
consumed mainly by power plants near to
mines. Production of brown coal and lignite in
Bosnia and Herzegovina was 7,0 and 7,5 million
tonsrespectively in 2018.

This production was 2,9% higher than previous
year's production. Final consumption of brown
coal and lignite was 0,42 and 0,30 million tons
respectively in the same year. Consumption in
energy sector of brown coal and lignite was 6,4
and 7,0 million tons respectively. Detailed data
about the annual balance of coal in Bosnia and
Herzegovinais shown in Table 5.36.

Table 5.36 Annual balance of Coal and Coke-oven Coke in Bosnia and Herzegovina®

2017 Coke 2018 Coke
Hard Coal  Lignita 500%™ Oven | HardCoal  Lignite  5/2%" Oven
t Coke Coke
[ Ayailable for Supply 1.270.168 7.766.710 6.363.0458 391.317 1.456.634 7.350.811 6.803.267 429.025
Production 0 7.698.496 6385213 B855.036 0 7.499.872 7.005.011 944.568
Import 1.361.422 24.9271 73.568 57916 1.457 143 83.689 22 409 38.397
Export 11.112 227.506 305.686 7 6.976 188.350 565.767
Stock exchange 61.254 54405 131774 215949 502 226774  -35.803 11.827
| Total Losses 0 22 17.656 o (] 0 L] 1]
z:;m'“ 1182075 7.472473 5847.077  390.218 | 1.318.991 7.048.051 6.370.766  428.875
Final consumption 88.093 294215 498.316 1.099 137.643 302.760 423.501 150
Industry 88.093 35922 172.820 1.099 137.643 28.805 196.659 150
Construction 43 260
Transport
Agriculturs 736 696
Househaolds 221.119 186.368 226.838 77143
Other 36395  130.128 46,161 149.699

Source: Energy statistics: Coal, Agency for Statistics of Bosniaand Herzegovina

¢ Energy statistics: Coal, Agency for Statistics of Bosnia and Herzegovina, 2018, 2019
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(b) Local production and exploration

The coal sector is an important segment of
the energy sector and an integral part of the
economic structure of Bosniaand Herzegovina.
Out of the total energy potential of the country,
coal covers more than 90% and is rightly
considered as the the dominant energy source.
About 14 major mines are currently active in
Bosnia and Herzegovina. The locations of key
coal deposits are presented in Map 5.6. Mines,
coal types and methods of extraction are given
in Table 5.37.

Map 5.6 Key coal mines in Bosnia and Herzegovina
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RMU Zenica d.o.o.

Surace

Surface and
undenground

Surtace
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Source: Framework Energy Strategy of Bosnia and
Herzegovinauntil 2035, 2018
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(c) Deposits

According to the Framework Strategy, Bosnia
and Herzegovina had (2010) 2.631 million tons
of balance reserves, 604 million tons of off-
balance reserves and 2.511 million tons of
potential reserves. Total geological reserves
amounted to 5.594 million tons of coal. The
share of lignite in the balance reserve was
55% and hard coal share was 45% of the total
balance reserve of coal. The structure of coal
reservesis presentedin Figure 5.44.

Figure 5.44 Structure of reserves of mines in Bosnia
and Hezegovina (billion t)

| k5
M FEH

(1]
| 05 ]

Balance resenves. Of-balance resenves Potential reserves  Total geological resenves

Source:Framework Energy Strategy of Bosniaand
Herzegovina until 2035, 2018

(d) Planned new projects

The coalindustryin Bosnia and Herzegovina, as
well as globally, is facing significant challenges.
Historical reasons (poor geological conditions,
lack of maintenance and investment,
significant labor cost) on the one hand, and
the demands of the new "non carbon" era (CO,
tax, lower demand) on the other hand put a
significant strain on the coal mining industry.
The government(s) plans to restructure the
industry (merging coal mines and power
plants, close too expensive mines, investment)
and in this way save jobs. Additionally, the
government(s) "push" for new thermal power
plants has resulted in many new projects in
the horizon. The new coal mines projects are
closely connected with new thermal power
plants projects.

The Framework Energy Strategy of Bosnia
and Herzegovina until 2035 analyzed several
different scenarios for the new power plants.
Selection of one of the scenarios (power
generation mix until 2035) is a discretionary
decision of stakeholders at entity and State
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level in accordance with legal and regulatory
obligations. It should be noted that a significant
number of new thermal power plants are
currently planned within the context of the
Framework Strategy, but it is questionable how
compatible they are with EU's energy policy.

According to the "most relevant” scenario
("entity scenario”) the installed capacity in
thermal power plants by 2035 will increase by
189% (compared to 2016). That means that
2.600MW in new thermal power plant capacity
is planned, but meanwhile six (6) thermal power
plant units are going to be decommissioned
with total capacity of 926 MW. The time ahead
will indicate whether the planned new “coal
MWs" are realistic or over-optimistic. Figure
5.45 shows the anticipated changes (new
power plants, decommissioning of existing
power plants) in installed capacity in Bosnia and
Herzegovina from 2016 till 2035.

Electricity

(a)Electricity supply and demand

A record in electricity generation amounting
to 17.873 GWh was reached in the 2018, which
was18.0% more than that generatedin 2017.

The production in 2018 was the result of the
very favorable hydrological conditions during
the year (65% higher production of HPP
compared to 2017).

Total electricity consumption amounted to
13.294 GWh (2018) or 3,3% more thanin 2016,
but total electricity consumption in 2019
amounted to 12.330 GWh or 7,3% less than
the previous year. This significant decline in
electricity consumption was the result of the
termination of operation of Aluminijum’®, the
largest electricity consumer in Bosnia and
Herzegovina (about 2.000 GWh/year).

(b) Installed Capacity
Thetotalinstalled capacity of power generation
units in Bosnia and Herzegovina in 2019
amounted to 4.508 MW, with 2.077 MW (46,1%)
and 2.065 MW (45,8%) installed corresponding
to large hydro power plants and thermal power
plants respectively. During the period 2016-
2019 there were some changesin the structure
of installed capacity:
« TPP Stanari300MW (IPP*!) started commercial
operation (2016)
« Two wind farms (WPP Mesihovina (51MW)
and WPP Jelovac¢a (36MW)) also started
commercial operationin 2018.

Decommission  Mew power plants

Decommission  New power plants.

RES in the incentive system Il Hydro 10 Gas M Coal

Source:Framework Energy Strategy of Bosnia and Herzegovina until 2035, 2018

1© The termination of operation was due to business reasons (financial indicators, significant debts) with a very unfavorable
chance of resuming aluminum production in the medium term.

1 EFT Groupis owner of TPP Stanari
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Table 5.38 Total installed capacity in Bosnia and

Herzegovina (201917 e
2019 - Installed % of Total
Capacity (MW)
Thermal Power Plants 2.065 45,8%.
Hydro Power Plants 2.077 46,1%.
Wind Power Plants 87 2,0%.
Small Hydro Power Plants 162 3,6%.
Solar Power Plant 22 0,5%.
Biogas & Biomass PP 3 .
Industrial Power Plant 91 2,0%.
TOTAL 4.508 .

Source: Annualreport 2019, State of State Electricity
Regulatory Commissionin Bosnia and Herzegovina

Table 5.39 Balance of electric power system of Bosnia
and Herzegovina

GWh 2015 2016 2017 2018 2019
Electricity .
generation 14.407,9 16.508,9 15.151,4 17.873,0 16.074,0
Netimports ~ 3.965,4 3.144,6 3.428,2 3.118,7 2.825,0
Netexports  5.767,6 6.788,4 5.213,2 7.697,8 6.568,8
Gross '
electricity  12.605,7 12.865,1 13.366,4 13.294,0 12.330,1

consumption

Transmission

359,4 333,3 341,5 398,8

losses
Distribution
losses

PPs self-
consumption 27,9 75,1
and pumping

Final

consumption 11.183,3 11.431,9 11.735,0 11.792,5 10.959,8
of electricity

324,0

1.035,1 1.024,8 1.005,9 950,0 933,3

284,0 152,7 113,1

Non- 6.456,9 6.6989 6.9789 7.107,2 6.2339
households
Households ~ 4.726,5 4.733,0  4.756.1 4.685.3 4.725,9

Source: Annualreport 2019, State of State Electricity
Regulatory Commissionin Bosnia and Herzegovina

Table 5.40 Generation
categories

and consumptions by

Electricity
Generationinhydro  5.469,4
power plants

6.300,1  5.649,6

Generationin

thermal power 10.607,9 10.918,4 10.953,8 9.613,0
plants
Generationinlarger
wind plants 0,0 0,0 103,5 2537
Generationin small
andindustrial PPs 4316 4016 5157 5578
Generation 16.508,9 15.151,4 17.873,0 16.074,0
Distribution

. 9.987,7 10.179,1 10.138,7 10.142,6
consumption
Transmission losses 3333 341,5 398,8 324,0
Large customers 2.468,9 2.561,8 2.603,8 1.750,6
PPs
self-consumption 75,1 284,0 152,7 113,1
and pumping

Consumption 12.865,1 13.366,4 13.294,0 12.330,1

Source: Annualreport 2019, State of State Electricity
Regulatory Commissionin Bosnia and Herzegovina

Figure 5.46 Electricity generation by categoriesin
Bosniaand Herzegovinain last ten years (GWh)

18.000 -
16.000 | | B P
14.000 B =
12.000 T
10.000
£.000
6.000
4.000
2.000
0
2000 2011 2012 2013 2014 2015 2016 2017 2018 201§
m Termoelektrane
Hidroelektrane
= Male obnovljive i ind. elektrane
u Vjetroelektrane

Source: Annual report 2019, State of State Electricity
Regulatory Commissionin Bosnia and Herzegovina

12 Annualreport 2019, State of State Electricity Regulatory Commission in Bosnia and Herzegovina
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(c) Electricity imports - exports

Looking at the balance of the electricity power
system of Bosniaand Herzegovinaduring 2015-
2019 (Table 5.39) it is evident that the country
has been generating a surplus of electricity.
Also, it is evident that, in average, this surplus
is the result of the high share of coal in the
electricity generation mix. Yearly variation of
the above-mentioned electricity surplus is due
to the impact of hydrological conditions ("dry”
or "wet"year). The net export of electricity from
Bosnia and Herzegovina in 2018 amounted to
4.579 GWh and represents anincrease of 157%
compared to the previous year. This difference
is due to two hydrologically very different years.

(d) Electricity Prices
Since 1 January 2015, all customers in BIH
have the possibility of choosing freely their
suppliers. Customers that do not choose their
supplier may be supplied by public suppliers
(the role of the Reserve supplier) at public
supply prices, while households and small
customers may be supplied within the universal
service at regulated prices. Network activities
are fully regulated by regulatory commissions
dependent on theirjurisdictions:

» SERC regulates the whole transmission level
(Tarifffor ISO Operation, Tarifffor the Services
of Elektroprijenos BiH, Tariffs for Ancillary and
System Services)

« Entity regulatorsregulate the distribution level
(distribution network tariffs)

Electricity customers from the household
category and other categories (voltage level
of 0,4kV-small companies and commercial
customers) who have not chosen their
electricity supplier have the right for the supply
of standard quality electricity, at economic
transparent prices, within the scope of universal
services offered from a public supplier. There is
alsotheReserve supplier,whohasthe obligation
to supply the eligible electricity customer
in periods no longer than 60 days, when the
chosen supplier terminates /stops to supply the
eligible customer. Public and Reserve suppliers
of electricity in Federation BiH are appointed
by the government of Federation BiH (public
utilities (incumbents): Elektroprivreda BiH and
Elektroprivreda HZHB).

SE EUROPE ENERGY OUTLOOK 2021/2022

Additional to price regulation for customers
under universal service in RS there is some
kind of generation regulation where RERS (the
Entity Regulator) regulates the production of
electricity. In this way, they maintain the price
level of electricity for all customers in the RS
independent of the market price.

Table 5.41 presents the average prices of
electricity for end customers in Bosnia and
Herzegovina by customer category. Prices
are without VAT and renewables fee. It can
be observed that for most of the customer
categories there has been a price increase.
The prices in 2019 increased from 8% to 20%
compared to 2017. The exception is household
tariffs where the price has not changed.

Table 5.41 Average prices of electricity by customer
category without VAT (EUR/MWh)

Category 2017 2018 2019 2019/
of customer 2017
110kV 42,44 48,57 50,77 120%.
35kV 50,06 53,23 57,21 114%.
10kV 59,00 9,92 6391 108%.
0,4kV Commercial 90,24 90,45 91,52 101%.
Households 72,19 72,60 72,50 100%.
Public Lighting 81,96 8595 88,30 108%:

Source: Annualreport 2019, State of State Electricity
Regulatory Commissionin Bosnia and Herzegovina

(e) Cross-border interconnections
Elektroprijenos  BiH is the
transmission network and the Independent
System Operator of Bosnia and Herzegovina
(ISO BiH) and is responsible for the operation
of the transmission system of Bosnia and
Herzegovina. Transmission network consists
of over 6,400 km of overhead lines (400kV, 220
kV and 110 kV), 153 transformer stations and
switchgears at 400, 220 and 110kV voltage
levels with 12.783 MVA total installed capacity.

owner of
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Map 5.7 Map of electric power facilities of Bosnia and Herzegovina **
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(f) Planned new projects

The Framework Energy Strategy of Bosnia
and Herzegovina until 2035 analyzed several
different scenarios for new power plants.
Selection of one of the scenarios, or power
generation mix until 2035, is a discretionary
decision of stakeholders of entities and the
State in accordance with legal and regulatory
obligations. According to the "most relevant”
scenario("entityscenario”)theinstalledcapacity
will increase by 126% by 2035 (compared to
2016),i.e.5.129 MW, including commissions and
decommissions. It is planned that most of the
new planned facilities (with a total capacity of
4,354 MW) will be put into operation by 2025. In
the same period, six thermal power plants will
be decommissioned with a total capacity of 926
MW. During the period of 2025 - 2035, another
1.700 MW of capacity will be commissioned,
with no additional decommissions.

Figure 5.45 shows the changes (new power
plants, decommissions of existingpower plants)
in installed capacity in Bosnia and Herzegovina
from 2016 till 2035. Additionally, Tables 5.43
and 5.44 show a list of potentially new thermal
and RES (including hydro) projects in Bosnia
and Herzegovina, respectively, sorted by type.

During the previous years, and for various
reasons, a significant number of new thermal
power plants were planned in Bosnia and
Herzegovina. From today's perspective, some
of the planned power plants are not realistic, in
view of increased competition, environmental
constraints and the emphasis on RES following
the EU Green Deal approach. Some of the
plants did not follow the necessary procedures
that precede the planning documents (studies,
permits, financing issues). Due to all of the
above, certain TPPs are still marked as "under
preparation” or "under consideration” status.

According to the Indicative Generation
Development Plan for 2020 - 2029 of the
Independent System Operator of Bosnia and
Herzegovina, new planned capacities for the
period 2020-2029 are presentedin Table 5.42.

Table 5.42 New planned capacities in the period
2020-2029*

Installed Indicative
Type Facility capacity start date
(MW) of operation
Hydro HPP Ulog 35 2021
Hydro HPP Dabar 159 2024
Hydro HPP Vranduk 20 2023
Hydro HPP Ljuta 8 2021

13 Elektroprijenos of Bosnia and Herzegovina, https://www.elprenos.ba/EN/MapeEN.aspx
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Hydro HPP Janjici 17 2024 Hydro HPP Dabar 159,15 2020-2022

Coal TPP Tuzla7 450 2023 Hydro HPP Nevesinje 60 2023-2028
Coal TPP Kakanj 8 300 2025 Hydro HPP BukBijela 93,52 2022-2024
Gas KTG Zenica 387 2029 Hydro RHPP BukBijela 600 2022-2030
Wind WPP Trusina 50 2021 Hydro HPPFoca 44,15 2024-2028
Wind  WPPPodvelezje 48 2021 Hydro HPP Dubrovnik2 152 2021-2030
Hydro HPP Sutjeska 44,08 2024-2028
Source: Indicative Generation Development Plan for the :
period from 2020. to 2029., Jun 2019, Independent system Hydro HPP Paunci 43,21  2024-2028
Operator of Bosnia and Herzegovina Hydro HPP Rogacica 56,64 2025-2030
Hydro HPP Tegare 60,47 2025-2028
Table 5.43 List of potential new Thermal projectsin  Hydro HPP Doboj 8,39 ..2021-2028
Bosniaand Herzegovina* Hydro HPPBile¢a 33 2021-2028
Installed Indicative Hydro HPP Cijevnal 14,1 2021-2028
Type  Facility capacity year of Hydro HPP Cijevna2 14,2 2021-2028
(MW) commission  Hydro HPP Cijevna3 13,9  2021-2028
Coal ~ TPPTuzla? 450 2020-2035  Hydro HPP Cijevna4 13,9  2021-2028
Coal ~ TPPKakanj8 350 2024-2028  Hydro HPP Cijevna5 13,2 2021-2028
Coal TPP Banovici 350 2020-2030 ) Hydro HPP Cijevna6 12,9 2021-2028
Coal TPP Kongora 2x275 2025-2035 Hydro HPP Ulog 35 2017-2020
Coal  TPPUgljevik3 600 2019-2025 ~ Hydro HPP Mrsovo 43 2017-2020
Coal ~ TPPGacko2 350 2024-2025 ~ Hydro HPP Cehotina 18 2021-2028
Gas  CTPPZenica 385 2020-2035 ~ Hydro HPP Kozluk 44,25  2025-2035
Biomass CHP plant 110 2022-2024  Hydro HPP Drinal 43,85 2025-2035
* Based on alist from “the Framework Energy Strategy of Hydro HPP Drinall 43,90 2025-2035
Bosnia and Herzegovina until 2035" Hydro HPP Drinalll 50,5 2025-2035
Hydro HPP Dubravica 43,61 2025-2035
Table 5.44 List of potential new RES projects in  Hydro HPPTm 21,42 2025-2035
Bosnia and Herzegovina* Hydro HPP Laktasi 21,42 2025-2035
Installed Indicative Hydro HPP Kosjerevo 21,42 2025-2035
Type  Facility capacityyear of Hydro HPP Razboj 21,42 2025-2035
(MW) ~ commission  Hydro  HPPDub 9 2018-2018
Hydro HPP Vranduk 20 2019-2023 Hydro HPPBocacll 8,76 n/a
Hydro HPP Ustikolina 59 2022-2030 Hydro  HPP Novoselija 164 nm
Hydro HPP Glavaticevo 28 2030-2034  wind  WPP Mesihovina 50,6 ~ 2017-2018
Hydro HPPHan Skela 12 2022-2028  wind  WPP Poklecani 72 2020-2025
Hydro HPP Vrletna Kosa 11,2 2022-2028 ) Wind WPP Velika Vlajna 32 2023-2028
Hydro HPP Bjelimici 100 ~2023-2035 ~ wind WPPBorovaGlava 52 2026-2030
Hydro HPP Janjici 13 2021-2028 ~ wind  WPP Podvelezje 48 2018-2019
Hydro HPP Kovanici 10 2025-2028 Wind  WPP Viagi¢ 48 2021-2025
Hydro HPP Babino Selo 5 2023-2026  wind  WPP Bitovinja 54 2027-2035
Hydro HPP Neretvical 9 2017-2019  wind  WPP Zuki¢aKosa 15 2028-2035
Hydro HPP Neretvicall 15 2023-2025 Wind  WPP Medvedak 40 2031-2035+ .
Hydro HPP UnaKostela 6 2018-2020 Wind  WPP Rostovo 20 2033-2035+ .
Hydro PSHPP Vrilo 66 2020-2023  wind  WPP Borisavac 48 2035-2035
Hydro PSHPP Kabli¢ 52 2020-2027 Wind  WPP Trusina 51 2018-2020
Hydro HPP Ugar 11,6~ 2020-2023 ~ wind  WPP Hrgud 48 2019-2021
Hydro HPPIvik 11,1 2020-2026 ~ wind  WPP Grebak 48 2031-2035

Hydro SmallHPPs on Cetina 13,1 2024-2035

*Based onalist from "the Framework Energy Strategy of
Bosnia and Herzegovina until 2035"

* Indicative Generation Development Plan for the period from 2020. to 2029., Jun 2019, Independent system Operator of
Bosnia and Herzegovina
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Renewables

(@) Overview of sector's development
(legislation, policies)

RES policy is in line with the administrative
organization of Bosnia and Herzegovina.
The general framework for a promotion of
RES generated electricity is defined by Law
on Usage of Renewable Energy Sources and
Efficient Cogeneration (FBiH entity) and the
Law on Renewable Sources of Energy and
Efficient Cogeneration (RS entity). In this sense,
the promotion system is administered by the
RES Operators (inboth entities).

In the Federation BiH (entity) the promotion
system is administered by the RES Operators.
The FBiH Government passed a Decision on
Establishment of RES Operator, according to
which the RES Operator in FBiH established.
The FBiHRES Operator, inter alia, conducts the
following activities: (i) concludes contracts on
purchases of electricity at guaranteed prices
and buys the total electricity produced from
privileged producers; (i) maintains the Register
of guarantees and the Register of projects;
and (i) conducts the procedure for actually
granting the status of a privileged producerto a
potentially privileged producer. The promotion
scheme generally depends onthe classification
of the producer of RES-Electricity (installed
capacity and type of producers). All producers
of RES Electricity have advantages concerning
connection to the grid. "Privileged producers”
have the right to sell all produced electricity
under the feed-in tariff ("the Guaranteed price")
for a determined period of time (12 years). A
"Qualified producers” (producers have not
obtained the status of the privileged producer
or whose status of the privileged producer
has expired) have the right to sell all produced
electricity at the Reference price (The price is
defined by the Regulator).

The status of a potential privileged producer
can only be obtained if the required installed
capacity of renewable energy generation within
the allocated quota is available for a particular
type of technology. The quota is the maximum
level of installed capacity of the RES privileged
producers whose production is subsidizes, and
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foreachprimary source of energyis determined
by the Action Plan for Renewable Energy
Sources of the Federation of BiH (APOEF).

The Law foresees that the quotas be allocated
in the order of the entry of projects into the
Project Register.

In Republic of Srpska (entity), the role of RES

Operator is performed by the Public Utility

Elektroprivreda RS. The promotion system

includes: (i) benefits for the grid connection and

access; (ii) mandatory repurchase of electricity;

(i) feed-in tariff, and (iv) premiums. In more

detall, thisincludes:

 benefits when connecting to the grid, in terms
of time and in certain cases the costs for
analysis of connection to the grid;

e preferential access to the network
(dispatching) provided by the system operator
(limitation is made only for those producers
of electricity which sell the electricity on the
market);

*right to the repurchase of electricity for a
determined period (15 years);

« feed-in tariffs;

» premiums for consumption of electricity for
personal use or sale inthe market.

In order to take advantage of the incentives,
the RES producer in RS must obtain an RES
certificate and a Decision on the right to an
incentive. For the Decision it is necessary
to submit an application to the Regulatory
Authority. Subsequently, the Incentive System
Operator (public utility) establishes a contract
for the purchase of electricity by feed-in
tariff, which varies depending on the size and
technology of the plant or the premium. The
Renewable Energy Action Plan of Republic of
Srpska (RS Action Plan), adopted by the Entity
Government, defines quotas for privileged
producers, as well as tariffs. Feed-in tariffs and
premiums are awarded according to the order
of submission of the application to RERS, until
the complete quotas set in the Action Plan are
exhausted. It should be noted that the incentive
is not granted to producers who embed used
equipment in the plant. The main components
for the production of electricity (generators,
photovoltaic panels, boilers or turbines) must
be new to be eligible for incentive.
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(b) Feed-in tariffs

There are methodologies for the calculation of
feed-in tariffs as well as criteria for anticipated
changes. The respective rulebook is approved
following consultationwith the expert community
and other relevant stakeholders, and takes into
consideration criteria such as form of primary
energy, the technology which is being used,
installed power of the facility, starting date of
operation of the facility, as well as the contracted
term of repurchase.

In Federation BiH (entity) the feed-in tariffs
consist of a tariff coefficient and areference price.
Accordingly, the Reference price as of 1 March
2019 was 55,64 EUR/MWh and is determined
based on the previous twelve (12) month period
by the Entity regulatory authority (FERK). The
tariff coefficient is determined depending
upon the type and size of the facility. The tariff
coefficient used for the calculation of feed-in
tariffs is adopted every eighteen (18) months. In
Table 5.45 actual feed-in tariffs are presented
(valid from March 2019).

Table 5.45 Feed-in-Tarrifs for
installations (FBiH)

different RES

Type of plant Capacity Guaranteed

according to type kW price (FIT) from

of primary energy March 2019

source EUR/MWh

Hydro Power Plant up to kW .
a) micro 23 144,36 .
b) mini 150 88,91 .
c) small 1.000 66,68 .
d) middle 10.000 59,87 .
Wind Power Plant .
a) micro 23 186,86 .
b) mini 150 110,25 .
c) small 1.000 94,02 .
d) middle 10.000 79,61 .
Solar Power Plant .
a) micro 23 208,15 .
b) mini 150 115,88 .
c) small 1.000 93,12 .
Biomass Power Plant .
a) micro 23 154,82 .
b) mini 150 122,73 .
c) small 1.000 118,18 .
d) middle 10.000 111,22

Source: Calculation based on the Decision of the
Government of FBiH from February 2019
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INRS (entity) the feed-in tariffs are determined on
the basis of amethodology prepared by the RERS
(Entity regulatory authority). The feed-in tariffs
consists of "areference price" for mandatory sale
of all produced electricity and a "premium”. The
values of feed-in tariffs are determined by the
RERS with the approval of the RS Government.
The RERS determines the amount of feed-in
tariffs atleast once ayear and makes adjustments
for the upcoming period if and where necessary.
In Table 5.46 the actual calculated feed-in tariffs
and premium values for 2019 are presented.

Table 5.46 Feed-in-Tarrifs and premium values for
2019 (RS)

Type of plant Premium  Feed-in Tariff
according to type EUR/MWh EUR/MWh
of primary energy
source
Hydro Power Plant up to kW
(a) upto IMW 42,23 71,38 .
(b) from IMW to 5SMW 33,59 62,74 .
(c) from 5SMW to 10MW 31,50 60,64 .
Wind Power Plant .
(a) up to 1I0MW 45,81 74,96 .
Solar Power Plant .
(a) upto 50kW (ontheroof) 110,64 139,79 .
(b) from 50kW to 250kW .
(ontheroof) 90,55 119,69
(c) from 250kW to IMW '
(onthe roof) 65,75 94,9
Solar (on land) up to 250kW 81,76 110,9 .
Biomass Power Plant .
(a) upto IMW 94,23 123,37
(b) from 1MW to 10MW 86,46 115,6

Source: Calculation based on the Decision of the
Regulatory Commission for Energy of Republic of Srpska
from July 2018

(c) Installed capacity per source
"In2017,Bosniaand Herzegovinaachieveda22,7%
share of renewable energy in gross final energy
consumption (Figure 5.47), way below the 37.9%
median trajectory for 2017 - 2018. This is due to
the downward revision of biomass consumption
and limited investments in new renewable energy
capacities."*

* Annual Implementation Report 2018/2019, Energy
Community Secretariat, November 2019
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Despite the significant delay in the
implementation of defined targets, there
is no significant official activity for a new
approach in the foreseeable future. This has
been addressed in the EnCS's Implementation
Report 2018/2019. Activities towards the
adoption of revised renewable energy laws that
include a market - based approach for granting
support, in line with Guidelines on State aid for
environmental protection and energy 2014 -
2020, have not yet commencedin any entity.

Figure 5.47 Shares of energy from RES
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Source: Annual Implementation Report 2018/2019, Energy
Community Secretariat, November 2019

led capacity per source

MW 2018 2019
Wind Power Plant 51,4 87,0.
Solar PV Plant 18,2 22,4.
Hydro Power Plant 2.235,6 2.238,8.
Small Hydro Power Plant 159,0 162,2.
Large hydro with reservoir 2.076,6 2.076,6.
or run-of-river Power Plant
Biomass & Biogas Power Plant 1,2 3,3.
Total Installed Capacity 2.306,4 2.351,5:

Source: Based on data from Annual report 2019, State of
State Electricity Regulatory Commission in Bosnia and
Herzegovina

(d) Planned new RES plants

Table 5.48 lists potential new RES generation
projects (including hydro) in Bosnia and
Herzegovina. From the listed projects the wind
farms Podvelezje (48MW) is at an advanced

stage of construction and WPP wil be
connected to the network by the end of Q2 of
2021. For other larger projects, there is still no
reliable information on the status of realization.

Energy Efficiency and Cogeneration

(a) National targets

The main driver for the promotion of energy
efficiency in BiH are the commitments under
the Energy Community Treaty. Energy prices,
especially for electricity and heating, are still
relatively low compared to other European
countries and do not provide strong incentives
to save energy. In recent years, a number of
public buildings have been renovated, but
much work remains to be done in this field.
Most existing buildings are in poor condition
with high energy requirements. Although the
implementation of energy efficiency measures
has started with promising results, lack of
funding remains a major bottleneck for the
development of this sector.

According to the Energy Community Treaty
commitments Bosnia and Herzegovina is
required to transpose EU directives'® into
its energy efficiency legislation. Bosnia and
Herzegovina legal framework for energy
efficiency has been improved over the years,
but is not yet at the required level. In the
coming period, it is necessary to take a series
of decisions and measures that not only
transpose binding EU directives according
to the obligations of the Energy Community
Treaty, but would also fully enable their
implementation.

The state-level National Energy Efficiency
Action Plan (NEEAP), adopted by the Council
of Ministers (State Government) in December
2017, includes forecasted energy savings
and targets for primary and final energy
consumption for Bosnia and Herzegovina,
Federation Bosnia and Herzegovina, Republic
of Srpska and Brcko District for 2020.

® Directive 2006/32/EU on energy end-use efficiency and energy services, Directive 2010/31/EU on the energy
performance of buildings, Directive 2010/30/EU on the indication by labelling and standard product information of the
consumption of energy and other resources by energy-related products, Directive 2012/27/EU on energy efficiency,
which obliges contracting parties to much more stringent requirements that must be metin the field of energy efficiency
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According to the NEEAP, the indicative target
for savings in primary energy consumption in
Bosnia and Herzegovina in 2020 is defined as
follows: "By the end of 2020, primary energy
consumption will be reduced by 12% compared
to forecasted consumption without energy
efficiency measures. In absolute terms, and in
comparison, to the forecasted primary energy
consumption of 8,031.98 ktoe without any
energy efficiency measures, this amounts to
7,068.14 ktoe with implementation of planned
energy efficiency measures or a reduction of
consumption by 963.84 ktoe."

Thespecifictargetsunderthe Energy Efficiency
Directive are still not set (for renovation of
central government buildings and the energy
efficiency obligating scheme), but most of the
activities have been finalized and are awaiting
political decisions. The final energy efficiency
obligation scheme model for Bosnia and
Herzegovina was prepared and presented to
stakeholders. In order to put this mechanism in
place, Bosnia and Herzegovina should pass the
necessary amendments to the entity Energy
Efficiency Laws, formulate the calculation
of methodologies and issue a regulation
on the implementation of the scheme via
implementing regulations or guidelines.*®

(b) EU funded (or otherwise funded) energy
efficiency programmes in the building sector
According to Energy Community Secretariat,
the energy efficiency investment needs in
the Western Balkans' buildings sector alone
are probably in excess of €3 billion'*?°. Most
facilities rely on local financial intermediaries
to identify and implement projects using funds
provided by the facilities. Approximately 45
commercial banks or financial institutions offer
energy efficiency or renewable energy financial
products in the region. Many of their financial
products are based on the offer of dedicated
credit lines made available by international
financial institutions and development banks,
supported by EU grant funding for both
technical assistance and financial incentives.?*

Some of the them are listed below:

* Regional Energy Efficiency Programme (REEP
and REEP Plus). Technical assistance and
investment grants (EBRD, EU) %

«Green Economy Financing Facility (GEFF).
Technical assistance and investment grants
(EBRD) 2

+Green for Growth Fund (GGF). Technical
assistance and investment grants (EIB, KfW)

Cogeneration

Like most other things in Bosnia and
Herzegovina, cogeneration policies follow
the administrative organization of Bosnia and
Herzegovina. General framework defined by
Law on Usage of Renewable Energy Sources
and Efficient Cogeneration (FBiH entity) and
the Law on Renewable Sources of Energy and
Efficient Cogeneration (RS entity).

One of the key elements of the energy
efficiency strategy as definedin the Framework
strategy is the creation of conditions for
highly efficient cogeneration as well as for the
promotion and expansion of efficient district
heating systems using waste heat, waste and
renewable energy sources wherever possible
and with economically viable terms. As one of 5
analyzed scenarios in the Framework Strategy
is a "cogeneration scenario”. A "cogeneration
scenario” has not been deeply elaborated as
other scenarios in the Framework Strategy
because the scenario requires a very complex
implementation and a number of conditions to
be met so as to make the scenario sustainable
inthe long-term.

One of the larger projects under
implementation (planned start of operation in
2021) is the one concerning the modernization
of an on-site CHP plant at ArcelorMittal Zenica
facilities (iron & steel making plant). The project
will replace and modernize the existing CHP
and provide sustainable source of power and
heat for the City of Zenica and the Arcelor
Mittal Zenica facilities, and will substitute the
use of coal with the use of process gases from

8 Energy Efficiency Action Planin Bosnia and Herzegovina 2016 - 2018

bt

G

https://www.energy-community.org/implementation/Bosnia_Herzegovina/EE.html

20 https://energy-community.org/regionalinitiatives/infrastructure/investing.html

21 Investingin Clean Energy in the Western Balkans; WBIF

2 https://energy-community.org/regionalinitiatives/infrastructure/donors/Regional/REEP.html
2 https://energy-community.org/regionalinitiatives/infrastructure/donors/Regional/GGF.html
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the steelworks as fuel, and as a result achieve
substantial reduction in CO, emissions, as well
as improvement in dust content, NOx and SO,
emissions. The CHP plant will have a power
output of 14,45 MW and a heat capacity of 112,5
MW, 24

Once it is commissioned in 2021, the new
plant will produce all district heat for the city of
Zenica as well as most of the energy needed in
ArcelorMittal's steelworks.

Table 5.48 RES installed capacity per source

Installed
capacity
(MW)

Estimated

Facility start

of operation

H Energy Investments Outlook

Actual major energy projects

Based on the latest news and information
available to the public, the best estimate is
made for the new energy projects from the
Indicative Generation Development Plan® for
theperiodfrom2020t02029.InTable 5.48 "best
estimation” of the indicative start of operation
and status of the projects is presented.

Remarks

HPP Ulog 35 2024

2024The EPC Contract, signed between EFT and
Sinohydro Corporation Ltd (China), has entered into force
on 20 December 2019.7

Hydro HPP Vranduk 20 N/A

The project temporarily stopped due to unsuccessful
negotiations on a settlement between Elektroprivreda
BiH and Strabag (the contract terminated because
parties did not agree with an additional works and
payments on the project ). The start of the process
at the International Court of Arbitration is expected.
Furtherimplementation of the projectis uncertain.

Coal TPP Tuzla 7 450 2026

Both houses of the FBiH Parliament approved (April
2019.) the proposed decision for the Federation of BiH to
provide guarantees to Elektroprivreda BiH for a loan from
the Export-Import Bank of China for the construction

of Unit 7in TPP Tuzla. The EPC contract was signed

with China Gezhouba Group. Preparatory works onthe
construction of Unit 7 started on November 1st 2019.

Wind wee 48

.. 2021
Podvelezje 0

The WPP id under construction. Elektroprivreda BiH has
completed works onthe construction of a transformer
station and medium-voltage cable network. %

CHP
ArcelorMittal
Zenica?®

14+112

CHP (heat)

2021

The plant will produce all district heat for the city

of Zenica as wellas most of the energy neededin
ArcelorMittal's steelworks. Project is under construction
and start of operationis expectedin 2021.%°

Source: Annual report 2019, State of State Electricity Regulatory Commissionin Bosnia and Herzegovina

com

https://www.districtenergy.org/blogs/district-energy/2020/03/05/construction-of-new-chp-plant-in-zenica-starts-

% |ndicative Generation Development Plan for the period from 2020. to 2029., Jun 2019, Independent system Operator of

Bosnia and Herzegovina

company/

podvelezja

http://www.eft-ulog.net/index.php/news/vjesti/commencement-of-ulog-hydropower-plant-construction
https://www.sarajevotimes.com/austrian-company-strabag-has-filed-a-lawsuit-against-bosnian-electric-utility-

https://www.epbih.ba/novost/29240/uskoro-pocetak-radova-na-iskopima-za-temelje-vjetroagregata-na-platou-

% This projectisin noway connected with the project KTG Zenica (387 MW gas power plant) which is practically stopped

(noactivity inrecent years) due to various reasons
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Bulgaria

I Economic and Political Background

Bulgaria's GDP fell at a more moderate pace of
3.8% in the fourth quarter of 2020, above the
5.2% contraction tallied in the third quarter,
amid the gradual firming of activity. On a
seasonally-adjusted quarter-on-quarter basis,
growth slowed to 2.2% in Q4 2020 from 4.3% in
the previous quarter. Taking the year as a whole,
the country's economy contracted 4.2% in
2020 (2019: +3.7%), marking the first decline in
activity since 2009.

The fourth quarter's annual result largely came
on the back of an improvement in the external
sector. Exports of goods and services declined
at a slower pace of 11.2% year-on-year in Q4
(Q3:-20.8% y-0-y).Inaddition, imports of goods
and services fell 0.8%, moderating from Q3's
4.3% fall.

On the domestic front, total consumption
growth eased to 0.9% in the fourth quarter
from 2.7% in Q3. Meanwhile, fixed investment
contracted at a sharper rate of 7.4% in Q4
2020, compared to the previous quarter's 6.4%
decrease. IMF estimates that Bulgaria's GDP will
expand by 4.1%in 2021, significantly higher than
-4.0%in 2020.

General Parliamentary elections were held in
BulgariaonApril4,2021. Theresultsshowedthat
the ruling right-wing party GERB again won the
most votes and came out on top in the rankings.
However, the future government is extremely
unclear, as GERB does not have a majority to
formanindependent government. According to
the election results, in the parliament enter five
other parties and coalitions that have previously
declared themselves in opposition to the ruling
party so far with its leader Boyko Borissov.

On a second place with the most votes in
parliament enter a completely new party
called "There is such a people”, created by the
famous showman, TV presenter and singer
Slavi Trifonov which has a categorical position
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that it will not form a coalition with any of the
parties that have been presentin the parliament
so far — GERB, the Bulgarian Socialist Party and
the Movement for Rights and Freedoms (MRF;
primarily representing the country's Turkish
minority).

The biggest loss in these elections was
suffered by the Bulgarian Socialist Party,
which became the third political force and
lost much of the support of its voters and
respectively its influence in the parliament.

Figure 5.48 Bulgaria's GDP anditsannual GDP growth ’
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Figure 5.49 Bulgaria's Public Net Debt
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B Energy Policy
Oil and Petroleum Products

A basic document for national energy policy in
Bulgariais the Energy Strategy (ES). The current
ES was approved by the Council of Ministers and
was voted through by the National Assembly of
Bulgariaon June 01, 2011.

Based on the European targets "20-20-20 to
2020", the ES covers a horizon to 2020 and is

designed to meet the main challenges faced
by the Bulgarian energy sector. Namely: high

energy intensity of GDP, high dependency

on energy imports and the necessity for

environmentally sound development. On that

ground the main priorities inthe ES are:

« to guarantee the security of energy supply;
«to attain the national targets for renewable
energy;

- toincrease energy efficiency;

« to develop a competitive energy market and
«to adopt policies for ensuring the energy
needs;

- to protect the interests of consumers.

ES outlines specific sectoral policies and
diversification of the
sources and routes for natural gas supplies (incl.

measures such as:

support for indigenous resources exploration
and exploitation), promotion of household
gasification, cost efficient and sustainable
achievement of the national 16% RES target,
strong support for sound energy efficiency
improvements along the entire energy chain of
"production, transmission and consumption”,
sustainable development of centralized district
heating, establishment of a competitive and
integrated national energy market for electricity
and natural gas.

In addition to the ES, in 2020 the government
has adopted "an Integrated Energy and Climate
Plan" in accordance with the Regulation on the
governance of the energy union and climate
action (EU)2018/1999, agreed as part of the
Clean energy for all Europeans package which
was adoptedin 2019. Some of the main goals of
the National Plan include:
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+ Achieve 27.09% of RES contribution to final
energy consumption by 2030;

« Aim for a 27.89% decline in primary energy
consumption in 2030 compared to 2007 and
a 31.67% decline in final energy consumption;

+Aim for 0% decline in greenhouse gas
emissions in 2030 compared to 2005;

+ Achieve a 15% interconnection capacity of the

electricity system.

In addition, the government envisages the
adoption of a new Energy Strategy with a scope
to 2030 and a horizon up to 2050. A draft of the
Strategy is yet to be published and circulated for
public consultation.

Governmental institutions

The National Assembly (NA) adopts the national
ES and the main energy legislation, (energy law,
law on energy from renewable sources and law
on energy efficiency, etc.).

Within the Council of Ministers there are three
ministerial bodies whicharein charge of different
aspects of national energy policy, in accordance
with the adopted by NA energy legislation and
ES. The Ministry of Energy (ME) is responsible
for the implementation of the agreed national
energy policy,andholds the mainresponsibilities
for the implementation of the state energy
policy and exercisingownershiprights over state
energy companies. The Ministry of Environment
and Water has the responsibility for Climate
Change and environmental protection policy
while the Ministry of Regional Development and
Public Works have particular responsibility on
some residential and public energy efficiency
programmes.

The Ministry of Economy is responsible for
the implementation of government policy on
building a competitive low-carbon economy,
promotion and acceleration of investment,
innovations and competitiveness.

The Sustainable Energy Development Agencyis
an executive agency within the ME, responsible
for the implementation of state energy
efficiency and RES policy.

BULGARIA



The Energy and Water Regulatory Commission
(EWRC) is the national regulatory authority for
energy. ltsmainresponsibilities are price setting,
licensing & supervision, market monitoring. The
Nuclear Regulatory Agency is the independent
specialized authority, responsible for the state
regulation of the safe use of nuclear energy
and ionising radiation, the safety of radioactive
waste management and the safety of spent fuel
management.

I Energy Demand and Supply
National energy demand

The Gross Inland Energy Consumption (GIC)
has shown a steady increase in recent years
and reached 19 mtoe in 2018 after decreasing
to 16.8 mtoe in 2013, which was the statistical
lowest level since 1990. Up until 2013, the
dynamic was mainly driven by the stagnating
economic growth due to lower external demand
for Bulgarian goods, coupled with an internal
political crisis. Economic growth started to pick
up pacein 2014 and GIC followed shorty.

Typically for the country, the average ratio
between Final Energy Consumption (FEC)
and GIC is about 50%. Half of the energy is
therefore lost in the transformation processes
and the energy system's own use. Thus, there
is alarge potential for improvement after taking
structural and efficiency measures, both on the
production as well as on the consumption side.
For comparison this ratio for the EU was 63.5%
in 2018. However, it should be pointed out that
Bulgaria's ratio has been increasing in the past
couple of years and reached 51.4% in 2018.

As a result of the economic crisis, the FEC
moved to its lowest level of 8.6 mtoe in 2009,
followed by a slight recovery and stabilization
in the next two years, although it has remained
almoststagnantuntil2014.Increasingeconomic
growth in the past years has driven FEC in 2018
by almost 10% compared to 2014.
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Table 5.49 Energy Consumption (mtoe), 2014-2018

2014 2015 2016 2017 2018

Gross Energy Inland

i 17.9 18.7 18.3 18.9 19.0
Consumption, (mtoe)

Final Energy

Consumption (mtoe), 89 94 95 97 97
incl. by sector

Industry 26 27 27 28 27
Transport 29 32 33 33 34
Services 10 11 12 12 1.2
Households 22 22 23 23 22
Agriculture 0.2 02 02 02 0.2

Source: Eurostat

National energy supply

The levels of primary energy consumption
and energy imports were almost equal during
the above period, although there have been
exceptions e.g. 2016-2017. The proportion
between primary energy production and energy
imports varies substantially for the different
resources. The local production of solid fuels
is about 80% of the energy supply while the
imports are 20% and correspond to oil and gas.
Oil and natural gas imports are respectively
100% for crude oil supply and around 94% for
the gas supply. Russia provides 100% of the
imported gas and about 80% of crude oll.

During the above period the primary energy
production has somewhat decreased from its
all-time high of 12.3 mtoe in 2011 mainly due to
lower production of solid fuels, mostly lignite.
Solid fuels are used mainly for power generation
needs. Energy imports, increased significantly
in 2015-2017, and returned to average levels
in 2018. Energy exports mostly electricity,
remained relatively high in 2014-2017 and, in
2018, declined to their levels from 2010-2011.

Table 5.50 Energy Supply, mtoe, 2014-2018

2014 2015 2016 2017 2018
Production 11.3 12.0 11.3 11.7 12.0
Import 11.7 12.8 12.8 13.3 11.6
Export 5.4 5.9 5.7 5.8 4.7
Gross Inland Energy
Consumption (GIC) 179 187 18.3 189 19.0
Source: Eurostat
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Table 5.51 Primary production of energy by resource,
mtoe, 2014-2018

Table 5.53 Final energy consumption by product,
mtoe, 2014-2018

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018

Production 11.3 120 113 117 12.0: FEC by product 8.9 9.4 9.5 97 9.7:
Solid fuels 51 58 51 57 51  Solidfuels 03 03 03 04 04
;‘:;Z'ﬁzm'e“m 01 01 01 01 0.1 :fgzlﬁtsmle“m 29 32 32 34 35
Natural gas 02 01 01 01 00 CElectricity 24 24 25 26 26
Nuclear heat 40 39 40 39 42 NaturalGas 12 1.3 1.3 14 13
Renewable energy 1.9 21 20 19 2.6 Heat 09 08 08 07 05
. Renewable energy 1.2 1.3 1.3 1.4 1.4:

Source: Eurostat

B Energy mix

Bulgaria's energy mix appears well diversified
since the country uses a wide variety of energy
sources. Moreover, around 65% of the country's
needs are covered by sources that are almost
entirely domestic: solid fuels, renewables and
nuclear.

Table 5.52 Gross inland energy consumption by fuel
type, mtoe, 2014-2018

2014 2015 2016 2017 2018

Gross Energy Inland

179 18.7 18.3 18.9 19.0
Consumption, (mtoe)

Solid fuels 6.4 6.6 5.7 6.1 5.6:
;:’;Z'uiim'e”m 40 43 43 45 46
Natural gas 2.4 2.6 27 2.8 2.6.
Nuclear heat 4.0 3.9 40 39 4.2:
Renewable energy 1.9 2.1 20 20 2.5

Waste (non-renewable) 0.0 00 00 00 01

Source: Eurostat

Although oil products were reduced in the
FEC during 2010-2013, they still account for
the largest share in the FEC, which has been
increasing in recent years and reached 36% in
2018, compared to 32.3% in 2013. Although
renewables and waste (biomass) steadily
increased their share in FEC during 2010-2013
their share stagnated during 2014-2018. One
of the main reasons is that the country reached
its 2020 target in 2013, after which subsidies for
new RES installations were almost completely
suspended.
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Source: Eurostat

B Energy dependence

The energy dependency of the country over
the last four years has fallen as low as 35.5% in
2014. It hasincreasedin the following years up to
36.4% in 2018, however, it remains significantly
lower than the EU average. Bulgaria has a high
dependency on energy imports from Russia,
concentrated in two energy sources: crude oil
and natural gas. Improvement of the energy
dependency indicator depends on local coal
production and nuclear energy, which are
considered as local resources.

Table 5.54 Energy dependence, 2014-2018

Energy Dependence 35.2 36.4 38.5 39.4 36.4

Source: Eurostat

According to the National Energy and Climate
Plan 2021-2030, the results of the projections
with existing measures are the following:

1. Adecrease of GIC from 19.1 mtoe in 2020 to
18.4 mtoe in 2030;

2. A negligible increase of FEC from 10 mtoe in
2020to 10.4 mtoe in 2030

These
separation of GDP growth from the energy
growth couldbe achieved through the ambitious
goals for energy efficiency improvement and a
reduction of energy intensity by an annual 2.6%
during the period 2020-2040.

favourable deliverables and the
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B The Energy Market
QOil and Petroleum Products

(a) Oil Supply and Demand

Crude oil participated with an almost negligible
share in primary energy production. However,
oil is among the main sources of energy used in
Bulgaria, with stable presence in GIC, at around
23.5%for the period 2014-2018, as it represents
the main energy source for transportation.

Table 5.55 Crude oil supply, mtoe, 2014-2018

2014 2015 2016 2017 2018
Crude oil production 0.0 00 00 o0.0 0.0:
Import 5.2 6.2 6.3 7.0 6.0_
Export 0.0 00 0.0 00 00
GIC crude ol 5.2 6.1 6.4 69 6.0

Source: Eurostat

Petroleum products participatedin FEC with the
highest share of 32-36% over the above period.
Traditionally, the main consumer of petroleum
products is the transport sector, particularly
road transport, with a share of about 83-87% in
FEC.

Table 5.56 Final energy consumption of petroleum
products, mtoe, 2014-2018

2016 2017 201

FEC of Total
Petroleum products

of transport sector 2.5 2.8 2.9 29 3.0
ofroad transport 2.5 2.8 2.8 28 29

3.2 3.2 34 35

Source: Eurostat

(b) Oil Imports / Dependence

The country is entirely dependent on imports
for the supply of crude oil. The major trading
partnersareRussiaand Ukraine, whichcombined
amount to more than 90% of the country's
total imports and hence, the geographical
diversification of oil supplies is rather limited.
The rest of the oil supplies are imported from:
Malta, Turkey, Kazakhstan, Egypt. The degree
of petroleum products energy dependence is
among the highest in the EU. The indicator has
remained broadly stable during 2014-2018 with
negligible fluctuations.
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Table 5.57 Energy dependence of total petroleum
products (%), 2014-2018

Energy
dependence
of total
petroleum
products

99.0% 100.5% 99.0% 101.1% 99.5%

Source: Eurostat

(c) Upstream Sector - Domestic Production
and Exploration

There is not any significant oil production from
indigenous sources in Bulgaria.

(d) Downstream and Midstream Sectors
Infrastructure (Refineries, Pipelines, Storage,
Terminal and Domestic Oil Market)

Refineries

The main oil refinery in Bulgaria and one of the
biggestinthe Balkan peninsulais owned by Lukoil
Neftochim Burgas AD and is located in Burgas.
It has a primary processing capacity of 9.5 Mt
of crude oil per year and supplies liquid fuels,
petrochemicals and polymers, beingamong the
leading suppliers of petroleum products in the
Balkan region and also distributes motor fuels
to the rest of Europe & USA. There are three
other manufacturers of petroleum products -
'Bulgarian Oil Refinery" EOOD, "INSA Oil" Ltd.
and "Polisan" AD.

Pipelines, terminals, storage facilities

Qil is imported through Bulgaria's main port at
Burgas, where both the oil terminal and refinery
are connected by pipeline to several Bulgarian
cities. Physical storage and movement of fuel
from the refinery and importers to the retail
market and to end-users is done through
largescale storage infrastructure and logistics.

Lukoil is the sole company which owns and
operates all pipelines, serving the geographical
area from Burgas to Sofia with a branch to
Asparuhovo, Varna. The pipeline is intended for
the fuel supply of the domestic market only and
is not connected to the neighbouring countries.
Inadditiontothe pipeline, thelogistics system of
Lukoil Bulgaria EOOD includes a well-developed
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transport system for the wholesale supply
of fuels through the use of railway transport,
covering the territory of the country and even
distribution to warehouses and infrastructure
for retail sales in key cities. Thus the physical
flow of fuel throughout the country is achieved.

Domestic market

Themarketisfullyliberalizedand alldownstream
oil trading companies in Bulgaria are privately
owned. The market is highly competitive,
where small market players also have a share.
The previously state-owned downstream oil
company Petrol AD was privatized in 1999. The
biggest players in the market either operate
their facilities themselves (gas stations), or
assign them to operators or franchisees.

The volumes on the wholesale market are
traded by companies that are also suppliers of
petroleum products. Typically, this activity is
carried out directly or through other companies
that perform the role of midstream players.
Imported or domestically produced quantities
reach the retail market (end users), either
directly or through the channelling of products
in the wholesale market. The customers in the
wholesale market purchase products from tax
warehouses (also known as excise warehouses)
for storage (storage facilities); it is mandatory
for imported fuels to be unloaded and stored
in these tax warehouses before they enter the
retailmarket. Tax warehouses enjoy a special tax
regimeandare underthe controlofthe Customs
Agency as they are in charge of collecting excise
duties, while the National Revenue Agency is
in charge of other taxes such as VAT, income
taxes, social and health insurance benefits, etc.
The most important market players are:
Lukoil, Petrol, OMV, Shell, Naftex, Prista Oil,
Hellenic Petroleum, Rompetrol, NIS Petroleum
(Gazprom), Eco Bulgaria, Bulmarket DM,
Vitogaz, Kalvacha Gas, Synergon Petroleum,
Gastrade, INSA Ql.

The major player on the wholesale market is
Lukoil Bulgaria, which is the biggest trader in the
market. The company is vertically integrated

with a refinery, petroleum products pipeline
infrastructure, wholesale and retail suppliers,
and located within the boundaries of the
national market. The company also, directly or
indirectly, owns over 80% of the capacity of tax
warehouses for storing gasoline and diesel fuels.
Traders on the wholesale market, other than
Lukoil, include Rompetrol, Naftex Petrol, OMV
Bulgaria, and Eco Bulgaria, which engage in
imports from neighbouring refineries located in
Romania and Greece.

(e) Security of Supply

The state controlled State Reserve and War-
Time Stocks Agency maintains, in compliance
with the relevant EU Directive Obligation, oil
stocksin Bulgaria equivalentto 90-days average
local consumption.

(f) Planned New Projects

Bulgaria's plan to participate in projects for
the construction of crude oil pipelines such as
the Burgas-Alexandroupolis and AMBO have
draggedintime.lnDecember2011,theBulgarian
the Burgas-
Alexandroplis project as a result of protests and

government withdrew from

a local referendum, on environmental grounds.
The development ofthe second project - AMBO
- was also suspended. The failure of these
two projects is likely to reduce the country's
ability to access alternative sources of crude
oil over the coming years.The availability of an
oil processing infrastructure and the country's
ability to transport and distribute petroleum
products in stable volumes, as well as the large
investmentsinits expansionandmodernization,
offer grounds for optimism both in terms of
security and future market development. This
forecastis further supported by the current full
liberalization of the oil market, ensuring the free
movement of energy flows and products.

The transport sector, especially road transport,
in Bulgaria is responsible for almost the entire
FEC of petroleum products. Considering the
lack of policy on energy efficiency improvement
in the transport sector, no change should
be expected in oil demand trends for the
foreseeable future'.

B The WEM scenario projects an almost constant consumption of oil products in the period 2020-2030.
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Natural Gas

(@) NG Supply and Demand (in bcm)

Natural gas had analmost constant share of just
under 14% in Gross Inland Consumption during
the period of 2014-2018. Electricity and heat
generation were responsible for 32% of natural
gas use. The non-energy use of natural gas in
chemical industry accounted for around 8% of
grossinland consumption of natural gas.

FEC natural gas consumption had been
decliningsince 2011 due to the lower demand by
the industrial sector. However, with economic
activity picking up pace in 2014, FEC has
increased slightly in recent years. Only 3.5% of
the natural gas is consumed by households.

Table 5.58 Natural gas demand, mtoe, 2014-2018

2014 2015 2016 2017 2018
GIC natural gas 2.4 2.6 27 2.8 2.6.
Power Generation 1.2 1.3 1.3 1.4 1.3.
Industry 0.8 09 09 09 0.9:
Transport 0.2 0.2 02 02 02
Households 0.0 0.1 01 01 01
Services 0.1 0.1 01 01 01

Source: Eurostat

Bulgaria has been producing natural gas from
its continental shelfin the Black Sea since 2001.
The increase of local production in 2011 and
2012 follows the development of new fields in
Kaliakra and Kavarna, however, in recent years
production has been declining. A small part (1-
3%) of the inland consumption of natural gas
is covered from local sources. The country
relies mostly on natural gas imports to meet its
domestic demand.

Table 5.59 Natural gas supply, mtoe, 2014-2018

2014 2015 2016 2017 2018
Production 0.2 0.1 0.1 0.1 0.0.
Imports 2.2 2.5 2.6 2.7 2.6.
Export 0.0 00 0.0 0.0 0.0.
Stock Changes 0.0 00 00 0.0 0.0:

Gross Inland Consumption2.4 2.6 27 28 26

Source: Eurostat

2 Concession Register of Bulgarian Ministry of Energy
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(b) NG Imports (in bcm)

The sole exporter of natural gas to Bulgaria is
Russia. Bulgaria also acts as a transit route for
Russian gas destined for Turkey, Greece and
North Macedonia. Natural gas imports were
almost stable during 2014-2018, albeit higher
than compared to 2010-2013. The import of
natural gas is based on long term "take-or-pay”
contracts between Bulgargaz (Bulgaria) and
RAO Gazprom (Russia) and covers exclusively
inland consumption needs. The latter was
abolished as part of commitments related to
the European Commission's antitrust «CASE
AT.39816 - Upstream gas suppliesin Centraland
Eastern Europen.

(c) Dependence (%)

Being nearly 100% dependent on gas imports
fromRussiaviaasingle route, Bulgaria continued
to be vulnerable to gas supply disruptions over
the period 2015-2019. The realization of new
interconnection projects with neighbouring
countries is likely to contribute both to the
diversification of routes and, partially, suppliers
over the next 5 years.

Table 5.60 Energy dependence of total petroleum
products (%), 2014-2018

2014 2015 2016 2017 2018

Energy

dependence
of natural gas

94.1% 97.0% 96.5% 97.6%98.7%

Source: Eurostat

(d) Domestic Production and Exploration
Currently there are thirteen concession
contracts?® for gas exploration and production.
The gas fields are located mainly on the
north and north-east of Bulgaria. The main
exploration and production companies are
Melrose Resources, Oil and Gas Exploration
and Production, and Direct Petroleum. The map
below llustrates the current oil &gas exploration
fields in Bulgaria.
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Map 5.8 Current oil & gas exploration fields in Bulgaria
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Source: Ministry of Energy

(e) Infrastructure (Pipelines, Storage)

The national gas transmission network is built in
a ring-shaped form consisting of high pressure
gas pipelines with a total length of 1700 km
and three compressor stations with installed
capacity of 49 MWt. Its technical transport
capacity amounts to 7.4 bcm/year, and the
maximum working pressureis 54 bar. The transit
gas transmission network comprises high
pressure gas pipelines of 945 km total length,
six compressor stations with total installed
capacity of 214 MW.

Map 5.9 Current gasinfrastructure in Bulgaria
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The total technical capacity for natural gas
transit transmission amounts to 18.7 bcm/
year and the maximum working pressure is
54 bar.The underground gas storage Chiren,
is located near the city of Vratsa. It consists
of 22 exploitation wells, a compressor station
with an installed capacity of 10 MW and other
equipment required to secure the injection,
withdrawal and quality of stored gas. The
development of low pressure gas distribution
network in Bulgaria started in the last decade
anditslengthis currently over 3,500 km.

GAS INFRASTRUCRURE OF THE REPUBLIC C

Source Bulgartramsgaz

CHAPTERS5

BULGARIA



(f) Domestic Gas Market

Bulgartransgaz is the owner and operator of
the national gas transmission network and
of the Chiren single underground storage.
Bulgartransgaz is also responsible for the
administration of the natural gas market and
balancing market under Natural Gas Trading
Rules. The company is a 100% subsidiary of
the state owned Bulgarian Energy Holding
(BEH) and is under process of certification as an
independent transmission operator under the
Energy Law, transposing the requirements of
Gas Directive 2009/73/EC.

Bulgargaz, which is a subsidiary of the BEH, is a
single supplier and a public provider of natural
gas for the whole country. Although there
are rules and procedures stipulating the free
access to the national grid, there have not been
companies taking advantage of this facility.

In January 2019, the Gas Hub Balkan EAD
company was established by Bulgartransgaz
EAD (the state-owned Natural Gas
Transmission System Operator) in line with the
implementation ofthe conceptforestablishinga
gasdistribution centerin Bulgaria. Furthermore,
the company has started stock exchange
trading in December 2019. The company
operates trading platforms for the needs of
the natural gas markets within the Balkan Gas
Hub. In synergy with the phys