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Executive summary

Climate change is an urgent and complex challenge that demands transformative economic
and social adjustments. Transitioning to a green economy is crucial for mitigating risks such as
environmental degradation, stranded economic assets, geopolitical dependencies, and social
inequalities. Green industrial policies (GIPs) are crucial in supporting the transition from fossil fuels
to sustainable, low-carbon industries. GIPs foster innovation, secure supply chains, and create
economic opportunities in renewable energy, critical raw materials, and green technologies.

Globally, successful GIP examples, such as the US Inflation Reduction Act and the European
Green Industrial Plan, demonstrate the benefits of targeted incentives, regulatory support,
and social safeguards in ensuring a just transition. In the Western Balkans (Albania, Bosnia and
Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia), GIPs are crucial for meeting
international climate commitments, reducing severe pollution that disproportionately affects
low-income populations and enhancing regional competitiveness.

The Western Balkans face specific challenges, including a heavy reliance on coal, significant
infrastructure gaps, and export vulnerabilities to EU policies, such as the Carbon Border
Adjustment Mechanism (CBAM). For instance, without action, the CBAM will impose additional
costs on exports from the Western Balkans to the EU starting in 2026, potentially leading
to substantial economic losses and job risks in key sectors, such as the metals and cement
industries. Aligning with EU climate targets and gradually phasing out fossil fuels are essential
to mitigate these impacts.

Despite these challenges, the region holds strong potential for a green transition. In addition
to abundant solar and wind resources, significant quantities of critical raw materials, notably
secondary materials found in legacy mining waste and industrial residues, offer opportunities
for sustainable recovery through innovative reclamation technologies, thereby contributing to
circular economy objectives, supporting environmental depollution, and enhancing regional
supply chain resilience. Additionally, its strategic geographical location makes it attractive for
foreign direct investment (FDI) and nearshoring efforts by EU companies. The EU also provides
significant financing for transition efforts in the region, which can be leveraged to enhance
power reliability, promote greener cities, and protect vulnerable populations. Furthermore,
opportunities for carbon credits could provide new revenue streams for verified carbon
reduction projects.

This document recommends strategic policy measures to address these challenges and
capitalize on opportunities. These include:

e Getting the price right: Phasing out fossil fuel subsidies and implementing carbon pricing
aligned with EU standards is fundamental. Without these, other reforms will struggle to be
effective, and the region risks losing access to European markets.

e Leaving no one and no region behind: The transition offers an opportunity to build a fairer
society by creating better-paid and more productive jobs. This requires ongoing training and
reskilling programs tailored to emerging green industries, especially in regions transitioning
away from old, polluting industries. Policies should also ensure access to affordable ways to
heat homes, including increased energy efficiency, to combat energy poverty.

e Cleaning the environment: The Western Balkans suffer from some of Europe's worst air
quality, which disproportionately affects poorer communities. A cleaner environment will
improve public health, quality of life, and attract investors.

e Working together and with the EU: Adhering to the EU acquis is crucial for EU accession
countries.Regional cooperationinareassuchasjointtraining curricula, coordinatedintegration
into the EU Emissions Trading System (ETS), shared renewable energy development, and




integrated regional supply chains will amplify benefits and attract investment.

e Seizing opportunities and financing: This industrial revolution presents an opportunity to
reshape economies and societies into greener, fairer, and more productive ones. It's vital to
leverage available significant funds productively and avoid investments and subsidies that
are not aligned with the greening of industry.

These policy options serve as a "menu" for governments to explore, acknowledging that specific
implementation will vary by country context. The goal is to moderate economic risks, capitalize
on opportunities, and ensure a just transition for all.



1. Introduction to the green industrial
oolicies: the why and the what

Climate change is the most significant economic and social challenge of our time. Doing
nothing is not an option. The economic and social risks associated with climate change are
substantial. Damages alone are estimated to reach between $1.7 trillion and $3.1 trillion per year.*
Many regions will become uninhabitable, and farmland will become unproductive. An increasing
number of areas will become uninsurable due to risks from climactic shocks.2 As many of the
world's most productive and innovative cities sit next to rising seas, significant investment will
be required to protect them. The low-income population tends to be the hardest hit, suffering
the most from air pollution.3 If left unchecked, climate change could push an additional 130
million people into poverty.4

Combatting climate change will entail significant social and economic adjustments. It will
require adjustments to well-established energy sources across almost all industries, including
power generation, manufacturing, transportation, and home heating and cooling. It will require
increased investment in developing and deploying new technologies. Some sectors and widely
used products will no longer be viable, such as coal mining and gas boilers. Others will require
large adjustments. Workers will need new skills, requiring adapted training. Resource-dependent
regions will need new industries and sources of employment. The financial system will need to
adapt to new rules, as it will no longer be able to invest in previously safe assets with the same
confidence. Existing infrastructure will need to adapt, and new infrastructure will need to be
built. Urban areas will also need to adapt to increased heat.

The "grow now, clean up later" strategy is no longer viable. Policymakers might be inclined to
continue adopting such strategies, hoping to benefit from environmental solutions developed
elsewhere and cost reductions through incremental improvements and economies of scale. This
approach could also be seen as a way to avoid the political resistance that often accompanies
immediate environmental action. However, this strategy has serious limitations, including:

« high risks of ecological damage and economic losses from stranded assets by locking
economies into carbon-intensive pathways, particularly since energy systems tend to have
long-lasting dependencies;

o higher costs in the future, necessitating more radical restructuring measures;

» hindering a country's ability to capitalize on market and investment opportunities presented
by decarbonization, thus missing out on a first-mover advantage in strategic industries.

Green technologies are increasingly taking on a geopolitical dimension. Currently, many
of the inputs for green technologies come from a limited number of suppliers, including raw
materials such as critical and REEs, as well as the most advanced semiconductors. This exposes
countries to geopolitical disputes as well as supply chain bottlenecks, as recently witnessed
during the COVID-19 pandemic. In addition, green technologies enable countries to reduce their
dependency on third countries by switching away from imported oil or gas and toward solar or
wind power, providing both economic and political advantages. Finally, since green technologies
are the technologies of the future, no country wishes to be "left behind," spurring competition
to generate homegrown green industries. This has the potential to reduce development gaps
between regions and countries.

1 World Economic Forum. 2023. Climate loss and damage costs $16 million per hour. Available at:
The Economist. 2023. Parts of America are becoming uninsurable. Available at:
3 Rentschler, J., Leonova, N. Global air pollution exposure and poverty. Nat Commun 14, 4432 (2023).

4 World Economic Forum. 2023. The climate crisis and the Davos 2023 agenda. Available at:




Countries are increasingly turning to GIP to adapt to these challenges. GIP aims to support
the transition away from fossil fuels and toward clean ways to power manufacturing, transport
and comfortable buildings. They also aim to do more, including shielding economies from
geopolitical shocks (the EU's efforts to reduce imports of Russian gas) and supply shocks (ships
blocked in canals). They also aim to secure sufficiently diversified supply chains or homegrown
deployment to prevent raw materials or other inputs from being used as political weapons.
Fossil-fuel-importing countries also see opportunities to reduce their susceptibility to large
global price swings while reducing trade deficits.

In addition, GIP has social aims, particularly aiming to ensure a just transition. This means
mitigating the impact of the transition on people, firms, and regions that depend on fossil fuels
for their livelihoods. Additionally, it can provide significant social opportunities. For example:

» workers in clean technology sectors tend to be more productive and better paid than their
counterparts in dirtier sectors so that retraining workers would raise living standards;

« more jobs will be generated than lost by the transition, providing an opportunity for good
employment for more people;

« the transition entails cleaner environments, reducing air pollution that primarily harms
low-income populations through ill health, lost working or schooling days and lower life
expectancy;

» more pleasant urban spaces, which will need to be greener to combat heatwaves, and where
it is easier to access services without traveling long distances realized in concepts such as
the 10 or 15-minute city aiming to ensure all residents have access to basic public services
and essentials such as grocery stores within a 10-15-minute walking distance;

« energy poverty can be tackled by refitting homes to reduce energy waste and consumption
to make them more comfortable and cheaper to run, and

» transport poverty can be tackled by boosting access to low-emission transport for all groups.

Two major GIP examples include the Inflation Reduction Acts in the United States and the
European Green Industrial Plan.® They provide tax incentives, subsidies, or regulatory support
for sectors such as renewable energy, electric vehicles, and critical mineral extraction for
green technology inputs. In addition, the Green Industrial Plan aims to provide better training
for workers, both to fill skills gaps and to ensure that benefits are widely accessible to the
population. It is accompanied by specific efforts to support people, businesses, and regions
that risk being left behind through the Just Transition Platform and the Social Climate Fund. Both
the Inflation Reduction Act and Green Industrial Plan incorporate efforts to protect domestic
markets and manufacturers, attract investors in parts of the value chain, diversify supply chains
or ensure increased domestic production in industries related to the green transition.



2. Why green industrial policies in the
Western Balkans?

GIPs represent a real social and economic transformation that, done well, can benefit most
citizens. Reduced pollution in cities will make urban environments more pleasant. It will also
reduce ill health, as well as lost days of work and school, that sickness caused by pollution
entails. The low-income population will benefit most. Western Balkan countries have the lowest
air quality in Europe.” Air pollution contributes to premature deaths from heart disease, stroke,
chronic obstructive pulmonary disease, lung cancer and other diseases. Cleaner industries
reduce pollution and tend to generate more jobs than those in the fossil fuel sector. They
are also more productive and better paid, boosting growth and living standards. Renovating
homes not only makes them greener but also makes them more comfortable and cheaper to
run, benefiting those with the lowest incomes the most. Greener power and transport systems
will make the region's economies less vulnerable to global fuel price shocks. Renewable
power is often cheaper than fossil fuels, providing homes and businesses with a reliable and
affordable power supply. Countries with abundant sustainable energy can export it. The need
to protect vulnerable regions and people from the negative impacts of the transition presents
an opportunity to reassess social expenditures, ensuring they are allocated where they are
most needed and helping people and regions capitalize on the opportunities presented by the
transition.

GIPs are essential for meeting climate commitments. All Western Balkan countries have
set emission reduction targets through their Nationally Determined Contributions (NDCs) as
well as other international and domestic commitments.8 These represent both contributions
to international climate efforts and commitments to the global community. While general
technological advancements, combined with rapidly declining renewable energy prices, will
be important, they will not take Western Balkans countries all the way. Additional efforts will
be required to achieve environmental targets and ensure the benefits of the transformation are
widely distributed.

And all this comes with fiscal and financial benefits. Two policies essential for a successful
transition and aligned with EU policies are the need to reduce energy subsidies and introduce
carbon pricing. Energy subsidies use scarce public resources, encourage the wasteful burning
of fossil fuels, and almost always benefit wealthier groups more than poorer ones. There are
better ways to support low-income households and regions, helping them capitalize on the
social and economic opportunities that the transition provides. Carbon pricing is essential to
ensure that the polluter pays, as it can raise significant sources of public revenue to finance
a range of initiatives, from tax cuts that encourage entrepreneurship, work, and innovation
to training, infrastructure, education, and healthcare. The EU Social Climate Fund is financed
through the recently expanded EU Emissions Trading System (ETS) and provides €65 billion
to countries to protect vulnerable populations, support home renovations, and enhance
access to clean transportation. Western Balkan countries have access to substantial financial
resources to support their transition to a more stable and prosperous future. For example, the
EU has also recently announced €6 billion for this purpose under the New Growth Plan for the

Not being a signatory to the Paris Agreement, Kosovo (as defined by UN Security Council Resolution 1244 (1999)) voluntarily determined the
contributions. Yet, as a contracting party to the Energy Community Treaty, Kosovo has the obligation to implement the energy acquis in
force, and thus comply with the Energy Community Ministerial Council Decision No. 2022/02/MC-EnC, which defines the contracting parties’
2030 targets on energy and climate change. These targets have been incorporated in the National Energy and Climate Change Plan and the
Energy Strategy. In 2023, the NDC have been regulated by the Law No. 08/L-250 on Climate Change of the Republic of Kosovo.
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Western Balkans.9 The state and companies can often finance green transformations cheaper
than alternatives through in-demand green (or blue) bonds. Finally, a green transition helps
ensure citizens and their pensions are invested in growth sectors rather than those that are not
sustainable in the long term due to the risk of stranded assets.

Figure 2.1 Selected indicators of living conditions, infrastructure, and human development
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Sources: National indicators - European Commission (europa.eu); United Nations Environment Programme. Air Pollution Note.
Available at: https:/www.unep.org/interactives/air-pollution-note.

Additionally, GIP in Europe is of enormous importance for Western Balkan countries. On the
one hand, they offer significant opportunities for the region's economies and societies, while,
on the other, ignoring them presents significant risks.

First, the opportunities. EU policies aimed at diversifying supply chains, nearshore sourcing, and
sourcing goods from low-carbon economies offer potential opportunities. Geographically close
to the EU and considered friendly countries, all Western Balkans countries have the potential

9  RTBF. 2024. Six milliards d'euros pour les pays des Balkans qui attendent patiemment une adhésion a I'Union européenne. Available at:
https://www.rtbf.be/article/six-milliards-d-euros-pour-les-pays-des-balkans-qui-attendent-patiemment-une-adhesion-a-I-union-
europeenne-11366565; European Commission. Growth plan for the Western Balkans. Available at: https://enlargement.ec.europa.eu
enlargement-policy/growth-plan-western-balkans _en.




to benefit from attracting significant amounts of FDI following nearshoring efforts. Rather than
relying solely on new extraction, several Western Balkan countries offer opportunities to recover
secondary critical raw materials, such as lithium and nickel, from existing mining waste and
industrial residues. Harnessing these resources through innovative reclamation technologies
can strengthen regional supply chains essential for the green transition. Several Western
Balkan countries, such as Montenegro and Albania, have significant sources of renewable
energy, enabling low-carbon manufacturing. Many areas have historically had a base of skilled
manufacturing workers who could be retrained, along with a regional identity built around
encouraging green manufacturing. The EU also provides significant financing for transition
efforts in the region, which can be leveraged to enhance power reliability, promote greener
cities, protect the vulnerable, and more. One potential new source of revenue may stem from
the possibility of carbon credits, i.e., the ability to sell certificates for carbon removed from the
atmosphere through verified schemes.10 Projects that undertake this initiative in the Western
Balkans could be directly compensated for their efforts in the future.

Next, the risks of failing to act. Failing to act not only means leaving opportunities behind but also
risking significant penalization. EU efforts to protect its industries from imports from countries
without sufficient climate or environmental policies include the CBAM. This will impose a tax on
goods imported to the EU from such countries, and it is something the Western Balkan region
should avoid. In addition, considering their pre-accession status, Western Balkan countries need
to align their policies with those of the EU gradually. This includes contributing to their climate
targets as articulated by the NECP, which stipulates fossil fuels need to be gradually replaced
by renewable energy. Tools for achieving this could be considered as part of a Green Industrial
Plan as they all align with EU policies, including carbon pricing, relevant subsidies, training, and
support for vulnerable regions.

Trends in FDI, CO, Emissions, Energy Use, and Fiscal Deficits (2014-2023)
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2.2 Meeting domestic and international commitments

2.21 Energy and pollution commitments

All Western Balkans countries have made international commitments to reducing emissions,
as outlined in their NDCs. Most regional NDCs committed to absolute emission reductions
compared to a baseline year ranging from 13% to 51% cut by 2030 compared to 1990 levels
(Table 21). NDCs provide indications of which sectors will need to contribute most. For example,
the NDCs of Serbia include commitments to reduce emissions from industrial processes and the
use of products. The NDCs of North Macedonia include specific increases in renewable energy
for electricity generation, heating and cooling, and transport. The NDCs of Serbia also refer to
losses and damages associated with extreme weather events, indicating the need to adapt to
climate change. While Kosovo is not a signatory to the Paris Agreement, in 2021, it initiated
discussions on a "voluntary NDC" and committed to reducing its emissions by 16% by 2030
compared to 2016 levels.

1 UNDP. Kosovo. Available at: https://climatepromise.undp.org/what-we-do/where-we-work/kosovo.




Table 21 NDC commitments

ALB Relative emission 20.9% BAU 2030
reduction

BiH Absolute emission 12.8% by 2030 and 50% by 2014 2030,
reduction 2050 (unconditional), 17.5% 2050

by 2030 and 55% by 2050
(conditional)

KOS (voluntary Absolute emission 16.3% 2016 2030

NDC) reduction

MNE Absolute emission 35% 1990 2030
reduction

MKD Absolute emission 51% 1990 2030
reduction

SRB Absolute emission 13.2%, 33.3% 2010, 1990 2030
reduction

Source: IGES. NDC/INDC Database. Available at:

All Western Balkans countries signed the Green Agenda for the Western Balkans in 2020,
which highlights both carbon neutrality by 2050 and the importance of addressing energy
poverty.’? The implementation plan for the Green Agenda is based on five pillars: (i) climate
action, including decarbonization, energy, and mobility, (ii) circular economy, addressing waste,
recycling, sustainable production, and efficient use of resources, (iii) biodiversity, (iv) fighting
air, water, and soil pollution, and (v) sustainable food systems and rural areas. In addition to
emissions reductions, the Green Agenda highlights energy poverty as a key social dimension
that must be addressed to ensure social buy-in for the transition.

As part of adopting EU acquis and obligations under the Energy Community Treaty, Western
Balkans countries have drafted NECPs.** These include commitments to reduce emissions and
increase the share of renewable energy and energy efficiency (Table 2.2). Under the NECP,
all countries have committed to net neutrality by 2050. Targets for 2030 differ depending on
context and national needs. BiH committed to a 41% reduction in emissions compared to 1990
levels and a 44% share of renewable energy in total gross final energy consumption. Serbia is
committed to achieving a 40% reduction in emissions compared to 1990 levels and a 33.6%
share of renewable energy sources.

NECPs also outlined plans to achieve targets. These include the introduction of ETS as well as
specific plans. Thiswould be the case in BiH, Kosovo, North Macedonia, and Serbia, as Montenegro
already operates a small domestic one. For example, BiH committed to the decommissioning
of 410 MW of thermal power plants, the construction of no new fossil-fuel power plants, the
development of over 2,000 MW of renewable energy sources, and an increase in PV power
plants of more than 1,500 MW. The NECPs of North Macedonia and Kosovo (in draft) elaborate
on all five dimensions of the Energy Union, namely decarbonization (including greenhouse gas
emissions and renewable energy sources), energy efficiency, security of energy supply, the
internal energy market, and research, innovation, and competitiveness. Kosovo includes specific
energy efficiency savings targets in buildings as well as energy audits for large companies.
Estimated investment needs are also included. The BiH NECP estimates the investment needed
for implementing the NECP to be between €7 billion and €8.2 billion by 2030. In Kosovo, there
is a large funding gap between needs and identified financing: funding needs are estimated at
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€328 million and the low investments of the government of only €138 million during 2020-2021.
Preparation of the Montenegro NECP is ongoing. Early announcements from the responsible
ministry suggest they may increase the level of ambition to reduce emissions to 55% by 2030
compared to 1990 levels. Their NECP may also include a phase-out of the Pljevlja thermal power
plant, which accounts for 45% of the country's total electricity generation; significant investment
in renewables will be required to compensate for this. In some cases, the NECPs of Western
Balkans countries improve on their NDCs. For example, in Serbia, the NECP commits to reducing
greenhouse gas emissions by 40.3% and increasing the share of renewables in total energy
consumption to 40.7% by 2030.

Table 2.2 NECP and Energy Community commitments

ALB 18.7% 54.4% Net carbon neutrality

BiH 41% L4L% Net carbon neutrality

KOS 16.3% wrt 2016 30% Net carbon neutrality

MNE 55% (Energy Commu- 73% (Energy Community) Net carbon neutrality
nity excl. LULUCF)

MKD 81% 38% Net carbon neutrality

SRB 40% 41% Net carbon neutrality

Additionally, all Western Balkan countries have domestic commitments and aim to align them
with international commitments. For example, North Macedonia has laws in place regarding
energy efficiency and air quality. They also have an Energy Development Strategy* that outlines
how to achieve its energy targets, specifically envisioning a phase-out of coal by 2027. The
Energy Strategy of Kosovo 2022-2031% incorporates targets under the Nationally Determined
Contribution (NDC). Serbia's Energy Sector Development Strategy includes principles for ener-
gy efficiency. At the same time, its Low-Carbon Development Strategy envisions a carbon-neu-
tral society by 2050, with a competitive e and resource-efficient economy that provides citizens
with new, green jobs and quality of life in a climate-resilient society. Serbia's Law on Use of Re-
newable Energy Sources® envisions the development of a new incentive system for electricity
generation from renewable sources in the form of market premiums and limited feed-in-tariffs.”
Serbia's Law on Climate Change introduces the EU ETS monitoring, reporting, and verification
obligations. Investment in renewables will be essential in Montenegro, as it will eventually lose
its main coal-powered electricity generator. Plans include a new hydropower plant and the
renovation of existing hydropower plants (helping also to mitigate intermittency from solar and
wind), as well as the construction of new solar and wind generation. However, there is no legally
prescribed net carbon neutrality commitment in any of the Western Balkans countries, unlike in
the EU Climate Law.®

Institutional planning still has gaps in meeting commitments, which a GIP could help address.
As part of the Energy Community and EU candidate countries, Western Balkans countries need



to make progress in integrating energy legislation. The 2023 Energy Community Implemen-
tation Report* tracks members' reforms, while the CBAM readiness tracker tracks the Energy
Community's readiness for CBAM implementation.?® Serbia is considered the most advanced,
with 63% of the required reforms across five dimensions (markets and integration, ensuring en-
ergy security, decarbonizing the energy sector, improving the environment, and performance
of authorities) implemented, while BiH is furthest behind, with only 35% of the required reforms
implemented. Yet, even in the best-performing Serbia, significant gaps remain. For example,
Serbia's Employment Strategy 2021-20262 does not consider the importance of green jobs and
opportunities despite the fact that they may generate significant numbers of jobs. Similarly, the
2022 European Commission Report on Serbia?? notes that there is not yet a policy or legal docu-
ment(s) that explore and design carbon price instruments, internalize the costs of emissions and
ensure compliance with CBAM, nor have sufficient considerations yet been given to a fair and
just transition aspects into development goals. BiH's NECP does not provide sufficient analysis
to ensure that the proposed policies and plans will successfully lead to reaching the targets.

International and domestic commitments extend well beyond energy to include the circular
economy, biodiversity, and environmental protection. While targets exist, these tend to be
less well-defined at the EU level but matter for a clean, healthy living environment, overall
environmental sustainability, and resource efficiency.

Circular economy and waste management: This involves transforming both industry and
manufacturing, as well as consumption, away from linear use-and-discard processes to a more
circular approach. Challenges identified include the lack of recycling facilities and inadequate
knowledge in the industrial sector on how to utilize waste products (e.g., in construction). In
2022, Montenegro introduced a National Circular Transition Strategy for the period up to 2030.
Currently, less than 5% of waste in Montenegro is recycled. However, 46% comes from the
industry, suggesting that a comparatively small number of points generate a large proportion of
waste. Kosovo launched its Circular Economy Roadmap in 2023, prioritizing the creative sector
as the key force in the transition to a circular economy. Other priority sectors include food
systems, forest systems, retail, built environment, and manufacturing. Approximately 4.4% of
waste in Kosovo is recycled, up from less than 1% in 2019. In North Macedonia, a third of all
waste is recycled. Municipality waste recycling rates in Serbia are around 15%. In 2019, BiH's per
capita natural resource consumption was documented at 11.5 tons, which is less than the EU
average of 14.5 tons per capita. However, BiH lags in terms of resource productivity, a measure
of the GDP-to-domestic material consumption ratio, with a figure of 0.9 compared to the EU
average of 2.2.

Additionally, a mere 2.2% of BiH's waste undergoes recycling. Serbia's Circular Economy
Action Plan® includes the promotion of the circular economy and the education of companies,
encouraging investments in circular and low-carbon economy solutions as growth generators,
and encouraging more efficient use of material resources and energy efficiency in industrial
processes. Private companies are also implementing circular economy actions in the region.
For example, Kosovo's leading water producer, Ujé Rugove, is using a loan from the European
Bank for Reconstruction and Development to improve plant efficiency, reduce resource use, and
increase the use of recycled materials.

15
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The circular economy can offer opportunities related to GIP. Notably, there is a connection
to reducing the risk of REE and other material shortages required for the transition while
significantly increasing the recycling of electronics to minimize toxic waste. Waste can also be
used to generate electricity and heat. One area where improvements are challenging but there
are potential rewards in terms of lower costs is in construction. It is important to note that laws
do not treat all construction materials as hazardous. Processing construction waste can also
require support from local authorities to aggregate across multiple areas, ensuring sufficient
economies of scale for processing. The potential for improvement in resource management
and waste recycling in BiH aligns with the circular economy pillar of the Green Agenda for the
Western Balkans. Other efforts can include making it easier for households and businesses to
recycle and improving incentives to do so. A focus should be on other sectors that use the most
resources and where the potential for circularity is high, such as the building, food, water, and
nutrient sectors.

Biodiversity and environmental protection: Biodiversity can be considered a complementary
effort to GIP. For example, biodiversity can improve the urban living environment and reduce
risks from natural disasters, such as landslides and floods. In addition, biodiversity can generate
economic opportunities in tourism and sustainable forestry. Most Western Balkan countries have
significant forest cover, including Montenegro, Serbia, and BiH. As progress is made toward
carbon removal certificates in the EU, there may also be an opportunity to generate financing
for green projects in the region.

Collaboration on GIPamong Western Balkan countries offers multiple benefits that can catalyze
sustainable development and economic growth across the region. First, such collaboration can
foster technological innovation and knowledge transfer, facilitating the adoption of renewable
energy sources, energy-efficient technologies, and eco-friendly manufacturing processes. By
pooling resources and expertise, Western Balkans countries can accelerate the transition towards
a low-carbon economy, reducing dependency on fossil fuels and mitigating the adverse effects
of climate change. Coordination is crucial to harness the benefits of renewable energy fully.
Different weather patterns across and within countries mean they can ensure a more reliable
power supply through better interconnections while also reaping export potential from the
sector.

Moreover, a shared approach to green industrial policy can enhance the region's
competitiveness in global markets. By aligning regulatory frameworks and standards, Western
Balkan countries can create a conducive environment for green investments, attracting foreign
capital and stimulating job creation in environmentally friendly sectors. This can not only
diversify the economies but also prevent a "race to the bottom" in attracting green investments
in the region. Such a trend has already been evident as the EU and US compete for investments
by providing large subsidies to attract or retain manufacturing capacity.® Importantly, each
country is a candidate country (Kosovo is a potential candidate country). As such, each needs
to align its laws with those of the EU. In that, European industrial policy is explicitly aimed at
improving sustainability.?

A shared approach to green industrial policy can reduce the risk of wasted public resources.
Cautionary tales have highlighted the importance of setting clear goals and using limited public
funds efficiently. In Germany, €902 million in state aid to Northvolt for building a battery plant is

The EU's industrial policy aims to strengthen the competitiveness of EU industry and to promote a more sustainable, resilient and digitalized
economy that creates jobs. Council of the European Union. EU Industrial Policy. Available at:



in response to the US Inflation Reduction Act, creating concerns about a "“race to the bottom.”
Germany's subsidies to chip manufacturers are also proving costly (€6.8 billion, later increased
to nearly €10 billion) to Intel may contribute toward increasing chip manufacturing in the EU but
would come at a cost of €1 million per job (including temporary construction workers).26 The
legality of these subsidies is now being questioned under German law, adding uncertainty to the
business environment.27 Germany is also pursuing an investment from Taiwan Semiconductor
Manufacturing Company Limited, valued at €5 billion in subsidies.28

Opportunities for collaboration countries could consider include:

« Joint development of curricula for training new skills together with relevant industries where
similar skills deficits have been identified. Some joint training activities could also be held in
person or online. Trainers and experts from existing programs, such as those developed by
European industry organizations, could be invited to participate in this initiative.

« Coordination of development of carbon pricing mechanisms. For example, a regional market
could be developed to ensure countries do not compete with each other but present a
unified negotiating platform with the EU. A revenue-sharing mechanism would need to be
implemented if it were to be implemented on a regional level.

« Coordination of renewable power, including both technologies and locations, would help
ensure that clean power is more readily available in the region. For example, wind power in
one location can be combined with solar power in another location to increase the number
of hours of clean power available in both locations.

« A regional power trading market may also facilitate alignment with the EU and ease the
trade of renewable power.

« Pooling limited research and development resources, e.g., establishing joint research
programs or even shared facilities in border regions.

o The integration of regional supply chains is particularly relevant for technologies such
as electric vehicles and batteries; however, a thorough study may reveal additional
opportunities. Different countries in the region possess varying resources and strengths,
enabling the development of more regional supply chains.

« Joint certification of sustainable products or manufacturing facilities while ensuring full
alignment with EU standards. This would also enable regional supply chains to source from
one another while ensuring that their inputs meet EU requirements.

Each country must tailor its green industrial policy to its own needs and circumstances.
Starting points differ significantly from one country to another: renewable energy capacity
and infrastructure in place vary, public resources differ, and the strengths and weaknesses
of investment climates vary, although all must improve to attract the needed investment.
Nonetheless, Western Balkans countries share many commonalities, and a generalized and
coordinated approach to formulating GIPs can be beneficial.
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This document presents not a GIP but a framework for approaching its development. Ultimately,
the goal is to achieve a clean and prosperous economy founded on social transformation,
ensuring opportunities for all people and regions. Yet, not all challenges can be addressed with
GIP. This framework contains:

« a"menu" of potential challenges that each country could consider using GIP to address;
» potential broad solutions to address each challenge;

o preliminary learnings from global GIP experience;

« lessons on communicating climate-related transformations.

Some important caveats are in order to draw from global experience. First, global experience will
need to be adapted to country-specific contexts. Second, GIPs are new, and while some lessons
may be drawn from general industrial policies, the comparison is far from perfect. Therefore, the
ultimate impact of GIPs is not yet fully known. Rather, it is possible to draw some preliminary
conclusions about the successes and failures of the Western Balkans countries' governments to
consider.



3. A green industrial policy framework for
the Western Balkans

What the industrial policy framework describes. This chapter does not purport to develop a
single GIP for the countries of the Western Balkans. Rather, it describes some of the challenges
those countries face, which a GIP framework can help address (Table 3-1). Here, the focus
is on the major challenges in the region in relation to greening the economy and societies.
While not all applicable to every country, the challenges described here are relevant in multiple
countries. In addition, it also considers themes or challenges where cooperation will be most
important, both with Europe in general and among Western Balkan countries. Given that the
Western Balkans need to broadly align with the EU as part of the accession process, this chapter
examines the key areas of the EU Green Industrial Plan and its accompanying efforts, as outlined
above.

Table 31  Approach to GIPs in the Western Balkans

Provide a single GIP for the whole region Provides a "menu" of themes, challenges or
opportunities that a GIP may contribute toward
solving

Describe every social and economic chal- Focuses on challenges that are connected to
lenge in the region greening economies and societies, and where
GIPs are highly relevant

Identify every greening challenge in each Focuses on common green transition-related

country challenges that occur in several countries
Engage with every aspect of coopera- Considers themes or challenges that may be
tion with Europe or with other Western most relevant for cooperation with Europe as a
Balkan countries whole and between Western Balkan countries

Discuss communication and public rela-  The importance of communication strategies
tions

SRB Absolute emission reduction

The Western Balkans countries are all embarking on a similar greening journey, but they have different
starting points. Each country is embarking on a mission to reduce emissions and reach net zero while mod-
ernizing its economy and improving its social and work environments. All are candidate countries, implying
common climate and energy commitments (section 3.2). In addition, all could benefit from more resilient
economies and societies. Yet, each has its starting point, with differences in terms of economic structure,
dominating industries, and the sources of power for the economy and for homes being particularly prevalent.
For example, Albania benefits from almost entirely renewable energy for electricity generation (hydropower),
while coal contributes over half of the power generation in Kosovo, Serbia and BiH (Figure 31). Yet, to some
extent, all countries require new, clean power to reduce pollution, remain competitive, and meet climate
targets. All countries still have industries that need to transition to green practices in order to retain access to
EU markets and meet their domestic and international climate commitments. GIP can help.
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Economic activity and energy landscape

Economic structures differ between Western Bal- | ... and countries face very different power genera-
kans countries... tion challenges.
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The Western Balkan region faces significant economic challenges as it transitions to a green
economy. Each country in the region must contend with the repercussions of shifting economic
structures, driven by both internal and external factors. Internally, countries will need to manage
the transformation or decline of key sectors, such as manufacturing, mining, and fossil-fuel
power plants, including those that utilize thermal energy. Externally, EU policies, particularly
CBAM, pose risks to manufacturing exports from the region. These changes threaten economic
output and employment and will require technological adaptation, highlighting the multifaceted
challenges of transitioning to a greener economy.

Several countries in the region have a strong historical manufacturing base, which will need to
adapt or see the decline. For example, BiH's industrial sector accounted for close to a quarter
of GDP in 2022, with manufacturing alone adding close to 14%. The metal processing sector is
the most valuable segment of the mining industry, which is the largest source of goods by value.
In some countries, the industrial sector is comparatively small, accounting for around 8.5% of
GDP and 8.4% of employment, as seen in Montenegro, for example. However, Montenegro is
home to an aluminum processing plant, which is a challenging industry to decarbonize. It was
an important exporter for the country until 2023.

Mining is a significant contributor to employment and economic output in many countries. For
example, Serbia has a long tradition of coal mining. Over 30,000 people were employed in the
mining sector®. The impact of declining mining on employment and economic output has not
been a key assumption in the draft NECP in Serbia or other national development documents.
There are over 100 active mines in North Macedonia. While the sector employs less than 1% of
the workforce, it can be geographically concentrated, so efforts will need to be made to ensure
that no region is left behind.



Many countries rely on fossil fuels for electricity generation, powering industry and heating
homes, and its phasing out will present a challenge. For example, coal accounted for nearly 90%
of power production in Kosovo and two-thirds of the electricity generation mix in BiH in 2020.
In Montenegro, the Pljevlja thermal power plant generates 45% of the country's total electricity.
In Serbia, coal power plants accounted for over 60% of the total electricity generation.

EU green transition policies, notably CBAM, will require action if they are not to impact
business and employment in the region. The EU CBAM will cover imports of cement, iron and
steel, aluminum, fertilizers, electricity, and hydrogen into the EU.3°Without action, the CBAM
will impose additional costs on exports from the Western Balkans to the EU beginning in 2026.
The CBAM will equalize the cost of carbon between the exporter and the EU ETS (assuming the
latter is higher)3'. Electricity markets have specific conditions. For countries whose electricity
grid is coupled with that of the EU, electricity is exempt from CBAM if there is no technically
feasible solution for implementing CBAM32, Coupling means not only a physical connection
but also connections to European electricity markets. It is possible that some Western
Balkans countries, such as Serbia, may achieve coupling by 2026 while others will not.

Exports risk being hit without action. For example, alongside the United Arab Emirates, Ukraine,
Belarus, and Iran, BiH ranks among the top five countries with the highest share of exports to the EU
that are subject to the CBAM. Electricity, cement, iron and steel, aluminum, and artificial fertilizers
togetherconstitute nearly 44% of BiH's exports,and all could be subject to CBAM.The EUaccounted
for 54% of Serbia's total external trade in 2022, representing a growth of more than five times
over the last two decades, from approximately €3.2 billion in 2009 to around €18 billion in 202234,
Manufacturing accounted for 85% of the country's goods exports in 20223%. Exports to the EU
subject to the CBAM, including iron and steel, fertilizers, aluminum, cement, and electricity, were
worth 18% of total exports to the EU in 20223, Aluminum comprised Montenegro's main goods
export until 2023, while mining output (notably chromium, copper and nickel) is one of Albania's
main exports. The Kosovo Government has identified priority industrial sectors, including areas
that may be subject to CBAM regulations in the future, such as the manufacture of rubber and
plastics, which is already a significant contributor to Kosovo's industry.

This represents a considerable risk for employment and output for these industries if they
fail to adapt. The exports of impacted industries to the EU accounted for approximately
10% of BiH's GDP in 2022. Initial forecasts suggest a decline in exports from the impacted
industries of BiH, ranging from 11% to 25%, depending on the carbon price level, resulting in a
loss of approximately 1.1% to 2.5% of GDP. In Serbia, estimated annual losses due to the initial
implementation of the CBAM are 0.2% to 0.4% of GDP by 2035, and around 3% of jobs are at risk®".
Moreover, indirect impacts will be felt by suppliers of inputs for the production of CBAM-affected
products, as well as by the inclusion of additional sectors in the scope defined after 2025.
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The region is beginning to prepare for CBAM requirements. Although a final agreement has
not yet been reached, countries in the Western Balkans that are part of the Energy Community
will need to begin implementing carbon pricing. While it may initially be lower than EU levels,
it is expected to reach EU ETS levels by 2030%. BiH has prepared a roadmap for emissions
trading and has established a framework for monitoring, reporting, and verifying emissions.
However, the process of assessing options and planning the implementation of various elements
of the trading system and corresponding legislation needs to be faster to determine prices
and scope, providing certainty for businesses and investors. Similarly, Serbia does not yet
have a policy or legislation that explores and designs carbon price instruments, internalizes
the costs of emissions, and ensures compliance with CBAM. However, there is legislation that
introduces monitoring, reporting, and verification commitments to the installations covered by
the EU ETS. Montenegro's Law on the Protection against Adverse Impacts of Climate Change®
sets, among other things, the legal basis for a national ETS for the industry and power sectors.
While a national ETS has been operational in Montenegro for nearly three years, it has limited
liquidity due to the small number of participants, which creates challenges for the effective
functioning of the scheme. Its price is not aligned with the EU ETS, with an initial price of €24
compared to an EU ETS price of around €65 in June 2024°.

GIP can help to moderate the risks associated with the green transition. Below, we present
policy options for governments to explore. Not all will be applicable in each country, and
specific implementation modalities will differ by context. Therefore, these should be regarded
as a "menu" of policy areas that could be included in a GIP or accompanying efforts to support
ensuring a country can moderate economic risks posed by the transition.

e Continue the process of establishing and aligning carbon pricing with the EU ETS. This is
especially important, given the significance of the EU market and the impact of the CBAM.
Energy Community countries are committed to introducing carbon pricing and aligning
prices with the EU ETS by 2030. It is also essential to get prices right in order not to
undermine other policies that contribute to the transition. It is also essential to cut explicit
fuel subsidies. Additionally, it provides a crucial source of revenue that can be utilized to help
finance the transition.

e Where domestic ETS exist, ensure interoperability with the EU ETS. This can help to address
liquidity challenges and a common price with the EU ETS.

o Identify industries that can replace fossil-fuel-related sectors and support regions' efforts
to diversify. This will require economic studies to assess the assets each region has in terms
of raw materials, skills, culture and the natural environment. Gaps that could be filled, such
as skills upgrades or new infrastructure, will need to be identified and addressed. Regions
will need to be supported in the transition to new sectors.

The green transition presents numerous economic opportunities for countries in the Western
Balkans. Embracing new, greener sectors can lead to the creation of higher productivity and
better paid jobs. The shift towards green energy creates opportunities for reclaiming secondary
raw materials from waste and tailings through innovative technologies, alongside sustainable



mining, supporting the environmentally sound transformation of raw materials essential for the
green transition. By harnessing green energy, these countries can capture a larger share of the
EU manufacturing market, becoming more competitive due to improved energy efficiency and
lower energy costs. Together, clean energy and raw material transformation could promote
FDI as companies increasingly nearshore, with the aim of being closer to large markets, raw
materials and clean, reliable energy. This transformation not only fosters economic growth but
also positions the Western Balkans as a leader in the sustainable economy of the future.

The adoption of new technologies and innovations required for greener and more resilient
growth could lead to an increase in the creation of new small and medium-sized enterprises,
resulting in the creation of new jobs in the years to come. More investment in higher-value-
added sectors of the economy will ensure the competitiveness of the Western Balkans cumulative
economy in the long run. These require the educational system to adapt to new opportunities,
identify innovative economic possibilities, and ensure an appropriate investment environment,
including, when needed, incentives for investors and companies with more complex products. In
Serbia, investmentin research remains low at 1% of GDP, with only one-third of thisamount coming
from the private sector. Additionally, there is a lack of funding schemes for early-stage research.
Montenegroisthefirstnon-EUcountrytoadoptaSmartSpecialization Strategy (S3)incollaboration
with the European Commission's Directorate-General for Joint Research Centre in 2019.
4|t is about to start the development of the new one, which is perceived as a good opportunity
to absorb EU structural funds in the areas of innovation and the application of new green
technologies.

There are ample opportunities to benefit from nearshoring and friend-shoring in goods and
materials related to the transition. The International Energy Agency predicts a 400% increase
in global demand for raw materials prevalent in the region by 2030. Demand for lithium is
especially predicted to grow as much as 40 times by the end of the decade. Currently, the
global supply of critical materials is concentrated in a few countries, with China accounting
for 66% of the total share, followed by South Africa with 9%, and the Democratic Republic of
the Congo with 5%. There are significant European efforts to diversify and mitigate the risks
associated with the supply of these materials, providing opportunities for countries in the
Western Balkans. This was concretized in the recently adopted EU Growth Plan for the Western
Balkans, which offers the region integration into EU industrial chains through the development
of strategic industrial projects on raw materials and batteries, covering all material flow phases
from research and extraction to processing and production, as well as use and recycling. The
Plan provides an opportunity for companies and organizations from the region to join both EU
Raw Materials and Battery Alliances.

Regional supply chains and the "piggybacking” model of industrial policy provide significant
economic opportunities. "Piggybacking" experiences are particularly relevant to the Western
Balkans, given their proximity to the EU market, as well as to other key markets, such as TUrkiye.
The idea of "piggybacking” on a larger and/or more economically prosperous neighboring
country's demand as an industrial development strategy is not new: Vietnam, Poland, and
Mexico have provided useful cases over the past few decades. Vietnam's proximity to China
has enabled it to tap into the Chinese supply chain and cater to its immense market demand,
particularly as labor costs in China have increased. The integration of Vietnamese firms into
Chinese supply chains has been critical for economic growth. Many companies have moved their
production to Vietnam, attracted by its lower labor costs and improving infrastructure, thereby
allowing Vietnam to export intermediate goods (especially in industries such as electronics,
textiles, and machinery) back to China and other global markets. Similar to Vietnam with China,
Poland's economic strategy also exemplifies the "market piggybacking"” model, leveraging the
market demand and industrial dynamics of its neighbor, Germany. Poland has integrated into the
German supply chain, benefiting from Germany's industrial demand, technology, and increasing
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labor costs, which have led several German companies to move production to Poland, attracted
by both lower labor costs and a skilled workforce. This shift has enabled Poland to develop
industrial capabilities in the automotive, electronics, and machinery sectors. The experience
of Mexico, Poland and Vietnam reveals that the ability to tap into another country's market
is conditioned by several factors (including signed trade agreements, domestic capabilities,
geographic proximity, and transportation costs), but also that in the long term, a country's
success in seizing opportunities stemming from other country's market demand also hinges
on the use of industrial policies. Those policies are particularly helpful in enhancing supply-
side industrial capabilities, such as developing a skilled local workforce capable of engaging in
high-value-added industries, thereby moving beyond mere assembly and processing activities.
Additionally, implementing improvements in logistics and infrastructure (both digital and
physical) is essential to attracting investments in high-value-added industries.

TheWestern Balkan countries possess awealth ofraw materials essential for greentechnologies.
For example, BiH has deposits of magnesite, chromite, and chrysotile asbestos, among others,
found throughout the country, with 143 locations of strategic raw materials as defined by the
EU Raw Materials Act“?. Serbia has significant mineral resources, including precious, base,
and industrial metals, as well as hydrocarbons. These include the high-grade copper-gold
mineralization at Cukaru Peki/Timok south of Bor and the presence of substantial lithium-borate
deposits in Jadar. Albania has significant deposits of copper, nickel, and chromium. It also has
significant deposits of naturally regenerating hydrogen, which could become a significant
energy source to power transport and difficult-to-decarbonize sectors. This could attract sectors
that are difficult to decarbonize, such as the steel industry and industries that rely on them.
Additionally, it can serve as a source of clean power for the industry as a whole. Across the
Western Balkans, a substantial portion of critical raw materials is contained in mining waste,
tailings, and industrial byproducts, offering major opportunities for sustainable recovery
through advanced reclamation technologies. Prioritizing such recovery, rather than new
extraction, is particularly important given the region's limited institutional capacity and
regulatory frameworks, as poorly managed extraction could pose significant environmental
and social risks.

The Western Balkan countries have significant renewable energy potential. Several areas
of BiH, Montenegro, and North Macedonia have solar potential equivalent to parts of Italy,
while the mountainous regions of BiH, Montenegro, and Albania, as well as large parts of
northern and eastern Serbia, have high wind potential®. Combining wind and solar has
a particular advantage because they tend to generate power at different times of day and
in different seasons, helping to ensure reliable supply. Some countries in the region already
benefit from considerable renewable energy, including Albania and BiH. Others have
identified renewable power as a potential new sector to generate energy, replace imports,
and create jobs and exports. For example, 267 new renewable power plants (254 of which
were solar) were constructed in North Macedonia in 2022, boosting capacity by 18%*%.
By the end of 2022, they represented 41.5% of the country's installed power generation capacity
and accounted for 29% of the country's total power production. Construction has continued
apace since then. A recent study revealed 2,500 MW of additional wind capacity and 2,000
MW of additional solar capacity in Albania, which will require significant investment to realize. In
June 2024, the Kosovo Government signed three agreements for a 100 MW solar power plant.
Adding this capacity to the existing renewable electricity production will increase the share of
renewables to approximately 23%. Additionally, in June 2024, North Macedonia announced an
investment in a 4,00 MW wind farm, with construction set to begin in 2025%. Kosovo has halted
new hydropower projects due to their adverse environmental impacts. Montenegro already



utilizes 39% of its hydro potential and plans to construct new hydropower plants. An international
assessment of the country's renewable potential, in which Montenegro participated jointly with
Albania, Italy, and Croatia, revealed significant potential for offshore wind farms.

The green transition offers the opportunity to build a more resilient economy. While home-
produced coal should shield the power sector and economy from shocks, this has not proven
to be the case. For example, in December 2021, the largest thermal power plant in Serbia
experienced a breakdown, resulting in an urgent increase in electricity imports. Gas imports
increased in parallel, driven by inadequate storage levels and insufficient storage capacity.
Diversifying renewable energy supply will also enhance the resilience of the energy supply for
businesses and homes. The current renewable generation capacity is mainly hydropower. Yet,
increasing climate impacts on the water supply make this supply less reliable. For example, in
2022, droughts hit hydropower generation in North Macedonia. The country saw a 17% increase
in thermal power generation that year as a result. North Macedonia also relies on imported
natural gas for around 7% of its primary energy consumption. Following Russia's invasion of
Ukraine, natural gas prices have been prone to geopolitical shocks.

Regional electricity interconnections will enhance power reliability, provide export
opportunities, and make renewable energy sources more viable and accessible. Each country
is subject to different potential shocks that hit power generation. For example, weather patterns,
technical power outages, and geopolitical factors can vary. Significant micro-differences within
and between Western Balkans countries' solar and wind generation potential mean that better
interconnectivity can help smooth generation and overcome the challenge of renewable
intermittency for the whole region. Ensuring clean and reliable power for businesses and homes
depends partially on connecting power transmission grids between locations to help reduce the
impact of shocks on each other. Therefore, improved grid connectivity, both within the Western
BalkanstatesandwiththeEU,hasbeencrucialunderrecentandongoingEUfinancingfortheregion#.
Examples of new inter-regional connections exist. For example, Montenegro already has existing
interconnections with BiH, Italy, Serbia, and Kosovo and plans to install a second underwater
sea cable to Italy. This integration aims to enhance market liquidity, promote efficient electricity
trading, and strengthen regional energy cooperation. Kosovo and Albania have operationalized
the ALPEX to conduct a coupled and organized Day Ahead Market and Intra-Day Ahead Market
and operate as the nominated electricity market operator for Albania and Kosovo. Kosovo
plans to integrate ALPEX (Kosovo's electricity market) with the upcoming North Macedonian
Day Ahead market, as well as with Greece. Improved power grid interconnections not only
make renewable power more feasible but also offer opportunities to export clean electricity to
Western Balkan countries, thereby boosting economic activity and creating good employment
opportunities for citizens.

Renewable energy can help reduce costs for businesses, thereby supporting their
competitiveness. The region is stuck in an energy price dilemma. The current mix of dirty energy
in many countries is often underpriced and requires subsidies. While this underpricing reduces
costs for businesses in the short term, it also disincentivizes investment in even more competitive
clean energy and energy efficiency, both of which would support longer-term competitiveness.
It also swallows limited public resources, which could be used more productively, harming
long-term economic opportunities. As a result, many countries in the region are very energy-
inefficient. For example, Serbia's economy uses four times more energy to produce a unit of
output than the EU27 average. Investment in clean energy and energy efficiency would reduce
costs and boost business competitiveness in the long term.

Together, clean power and raw materials can promote investment in the Western
Balkans countries. Several countries in the region have the potential to attract FDI by
leveraging the combination of raw materials, clean energy, and historical industrial
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expertise. For example, Serbia has significant deposits of lithium, along with strong
potential for recovering lithium from legacy mining waste, and existing car manufacturing
capacity. The right investment framework, combined with the right skills, could attract
additional investment in battery production as well as an expansion into electric vehicle
manufacturing, generating good, well-paid jobs. A recent discovery of hydrogen in Albania®
could encourage investment in hard-to-abate industries such as steel, some of which can switch
from fossil fuels to hydrogen“. Clean energy and access to the large EU market, achieved by
ensuring full compliance with EU standards (including carbon pricing), can encourage investment
in manufacturing within the region. This is particularly the case given current "nearshoring” and
"friend-shoring" trends.

The green transition offers the opportunity to transition away from value-destroying fossil
fuels. For example, coal mining has not been financially sustainable in BiH, which recorded a
total loss of about €122 million from 2019 to 2021 and has accumulated arrears of €257 million°.
This implies future costs, as debts are either written off or a public bailout is needed.



Box 1. A GIP can contribute to alleviating energy poverty and a cleaner environment

While developing the Green Industrial Plan, the European Commission noted that there was a
need for a more proactive public sector in some areas, while in others, there was a need for
the public sector to step out of the way. One notable challenge was over-regulation of permits
and licenses for developing renewable energy. Bureaucratic processes are a major constraint to
the green transformation and the benefits it brings. State interventions could be streamlined,
simplified and sped up with minimal negative impact.

Similarly, Western Balkan countries can review their investment environment as part of their
GIPs, with the aim of attracting FDI, generating jobs, encouraging entrepreneurship, reducing
corruption, and spurring the transformation. Business surveys point to some areas that should be

reviewed to encourage investment and entrepreneurship in clean sectors.

Business environment and regulatory efficiency and obstacles
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GIP can help realize economic opportunities associated with the green transition. Below, we
present policy options for governments to explore. Not all will be applicable in each country, and
specific implementation modalities will differ by context. Therefore, these should be regarded
as a "menu" of policy areas that could be included in a GIP or accompanying efforts to support
a country in taking full advantage of the economic opportunities offered by the transition.

Provide a clear commitment to the transition. Where feasible, commitments should have
buy-in across the political spectrum to ensure policy continuity. This makes it clear to
companies and consumers that policies will change and will not be reversed. It reduces
policy uncertainty and ensures companies and households know their investments will pay
off in the longer term. This is particularly applicable to carbon neutrality, carbon pricing,
the removal of fuel subsidies, and the importance of meeting targets. Targets should be
enshrined in law, but a credible commitment also requires policies that demonstrate how
the targets will be achieved.

Establish and align carbon pricing with the EU ETS. This is especially important, given the
significance of the EU market and the expected impacts of the CBAM. It is also essential to
get prices right in order not to undermine other policies that contribute to the transition.
It is also essential to cut explicit fuel subsidies. Additionally, it provides a crucial source of
revenue that can be utilized to help finance the transition.

Create an enabling environment for renewable energy investments. While adequate
environmental evaluations are necessary, the time required to realize investments could be
reduced. This could be achieved through ensuring sufficient staffing and expertise in the
administrative process, designating renewable energy development zones that require "lite"”
processes, and, especially, simplifying investment in brownfield sites (supporting business
and job generation to replace old polluting industries). Renewable energy investments
could also be made more attractive by ensuring priority grid access, relevant tax incentives
or other financial incentives financed through donor funds.

Boost prosumer options. This not only provides additional renewable power but also helps
reduce energy bills and can serve as a source of income for households. A combination of
awareness campaigns, incentives such as feed-in tariffs and/or cheap battery installation
options would help encourage this option. The costs can be financed through reduced fuel
subsidies and carbon pricing.

Simplifytheinvestmentclimatemorebroadly. Thetransitionpresentsnumerousopportunities
to attract both domestic and foreign investment. This should be supported by a clear and
transparent investment environment, along with simple and transparent processes. Small
and medium-sized enterprises, as well as start-ups, should be given particular consideration
to encourage local domestic dynamism and provide opportunities for local populations to
benefit from the transition. In addition, investment in research should be increased, and
an early-stage research funding scheme for the private sector should be established. An
option is the promotion of and support for cooperation with EU companies in the field of
innovation. In addition, timely preparation of the educational system for new opportunities
is the precondition.

Evaluate market failures in other environmental areas, such as the circular economy, and
take appropriate action. For example, there may be first-mover challenges to opening
specific types of businesses, such as recycling building materials, where there is no yet
established market. The costs of disposal need to be factored into purchase prices, and
recycling facilities should be made available.

Develop balanced and clear sustainable resource recovery rules for critical raw materials
from industrial and mining waste. This can encourage investment in green reclamation



technologies, support environmental rehabilitation, and generate employment in former
mining regions. By transforming especially waste and tailings into valuable inputs for green
industries—such as battery and renewable energy technologies—this approach contributes
to circular economy objectives, reduces import dependence, and strengthens regional
supply chain resilience. Promote entrepreneurship. This includes not only a welcoming
investment environment but also efforts to facilitate networking, skills development,
connections between universities and the private sector and more.

e Integrate power networks better. This makes renewable energy more feasible and reliable
while reducing power risk.

GIP offers the opportunity to build fairer societies. This is essential to ensure a successful
transition with strong public support and an opportunity for social and economic transformation.
The key elements of a just transition include

« protecting people and regions that suffer from the transition and
e ensuring opportunities provided by the transition are broadly accessible.

Putting people at the center of the transition means ensuring they can benefit from the ample
opportunities it offers, such as providing training opportunities and creating an investment
climate that generates new jobs while also mitigating the negative impacts of the transition on
individuals and regions.

Jobs will be lost during the transition. The decline of jobs in sectors that are slated for phasing
out will be substantial. For example, an estimated 66,000 workers in North Macedonia will
be at the most risk of losing jobs and will need to change their occupations. In Serbia, over
30,000 people are employed in the mining sector alone®. In the Pljevlja region of Montenegro,
approximately 17% of the employed population works in the mining and energy sector. With the
transition away from fossil fuels, both mining and power plant jobs, as well as those connected
to them, are at risk.

But more and better jobs can be created than are lost, providing significant opportunities
for many. Numerous studies demonstrate that green jobs require a higher level of skill than
their less environmentally friendly counterparts and are more productive, resulting in higher
wages. Additionally, the green transition is expected to generate more jobs than those lost.
For example, in Romania, where large-scale shutdowns of coal mines and coal power
plants are underway, an estimated 33,000 jobs are expected to be losts:. Without
support for clean energy, the economy will not naturally replace all these jobs. Yet,
through support for green energy deployment and other sectors in impacted regions,
including, but not limited to, training, an estimated 100,000 jobs can be createds?.
In Serbia, it is estimated that decarbonization of the energy sector will lead to a decreasing
trend of energy poverty up to 2050 and a small net job loss (-2% in 2050). This net job loss is
primarily due to the reduction of jobs in sectors related to fossil fuels, particularly in iron and
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steel, and, to a certain extent, in agriculture. However, these losses could be offset by job gains
in sectors related to renewable energy sources, energy efficiency, construction, and forestryss.

Thus, the transition requires better-trained workers and offers the opportunity for better paid
and more productive jobs. The right policies are necessary to ensure that training is provided
and that everyone has the opportunity to benefit from it. This means efforts to identify the
needed skills and skill gaps both now and in the future. It involves the development of training
courses, often through public-private collaboration, and the implementation of these training
programs. Ensuring that everyone has the opportunity to benefit while mitigating the impact of
the transition on those who work in declining sectors is crucial. This will involve efforts to focus
training opportunities on regions with negative impacts from the transition (see 4.3.2), as well
as developing a pathway from jobs in sectors such as coal to training in the skills required for
the growing green economy. Of course, this cannot happen alone, as economic policies need to
support the investment that generates sustainable jobs. Required local skills should be supplied
through adequate education and training locally.

A more innovative economy provides opportunities for good jobs. Smart Specialization
Strategies offer an opportunity to connect innovation and job creation. This can also include
providing a supportive environment for young entrepreneurs in the tech sector. Several Western
Balkan countries already have small clusters of tech entrepreneurs.

Reskilling has been identified as a crucial component of the just transition process in the
region. For example, the North Macedonia Just Transition Roadmap identifies skills development
as one of its four critical components. The skills development includes continuing vocational
training, active labor market policies, work-based learning, and youth-specific initiatives,
among others. The United Nations Development Programme (UNDP) recently included
reskilling as a critical component of its recommendations for a just transition in Serbia®.
The Kosovo Government has outlined ten priority policy areas as part of its industrial policy.
Two relate directly to skills and job creation, including workplace internships, wage subsidies,
work-based training, and a skills credit scheme to support companies' efforts to train staff. A
recent UNDP publication called for retraining of the workforce in Pljevlja, Montenegro, as part
of its transition®s.

The transition presents a genuine opportunity to update social welfare policies and ensure
that no one and no region is left behind. In some cases, this may mean utilizing existing systems
more effectively, and in others, it may involve a reevaluation of what social welfare entails. While
renewable power tends to be cheaper than fossil fuels, any price increase due to reduced
subsidies will disproportionately affect some households in the Western Balkans, as they spend
a higher share of their income on electricity compared to their EU counterparts. For example,
in 2020, 16% of EU households with an income below 60% of the median had utility bill arrears.
However, this was between 44% and 59% for Serbia, Albania, and North Macedonia. It will be
important to ensure these households are provided with adequate compensating support in the
event of significant price increases.

The current systemis not working as well as it could. Across the region, around halfof households'
report being able to "make ends meet," while the other half needs to take on debt or use savings
to meet their basic needs® While the regional poverty rate fell by around a third between 2016



and 2019 to 19.3%, the pace of decline appears to have considerably slowed since the pandemic.
In the region, between 10% and 40% of households in Western Balkans countries are unable to
keep their homes sufficiently warm in winter, and between 22% and 49% of households have utility
bill areas (Box 2). Even in Serbia, the best-performing country in the region in terms of energy
poverty indicators, some 77,000 households are considered vulnerable energy consumers.

Examples of adapting existing systems exist. For example, in 2022, North Macedonia
increased support for vulnerable energy customers by topping up the guaranteed
minimum assistance for beneficiaries, which was received by 35000 householdss®.
In 2023, the Kosovo Government approved the Program for the Protection of Vulnerable
Consumers, which subsidizes the electricity bills of families with an average monthly income of
less than €150 per family member.

Rethinking social welfare to encompass both regional and household needs is crucial. Whereas
social welfare tends to be targeted at individuals or households, the transition will impact entire
communities, cities, or regions that rely on fossil fuels. These include Tuzla, Srednjobosanski,
Zenicko-Dobojski, Ugljevik, Gacko (BiH), Pristina (Kosovo), Plievlja (Montenegro), Bitola,
Kicevo (North Macedonia), Kostolac, Kolubara, Obrenovac, and Pomoravlje (Serbia)%.
Social welfare systems need to adapt accordingly. Considering how best to mitigate the impact
on those communities while helping whole regions transition to cleaner industries will be
important. This may require investment in new infrastructure and reskilling programs targeted
at specific regions. In addition, specific efforts to repurpose existing brownfield sites and attract
investment to those sites will likely be warranted, for example, in renewable energy.

Making clean energy pay for local communities and households. In addition to providing well-
paid jobs and reducing pollution, local communities may benefit from reduced energy tariffs.
This can help to reduce energy poverty while achieving local buy-in for renewable energy
projects. Additionally, the installation of renewable energy in homes can reduce energy bills
and provide households with an additional source of income. In its Just Transition Roadmap,
North Macedonia plans to promote such prosumers with a focus on vulnerable consumers. This
can help to boost renewable power supply, as it has been highly successful in Poland. Through
the use of feed-in tariffs, this can also provide income to prosumer households. Serbia also has
limited feed-in tariffs for small renewable energy installations, whereas Kosovo has highlighted
feed-in tariffs in its NECP. It is essential to note that relevant grid and storage upgrades may be
necessary if such schemes become widely adopted.

Energy efficiency can contribute to reduced energy poverty and better living standards.
Western Balkan countries tend to be highly energy-intensive. Kosovo is the most energy-intensive
economy (467 kilograms of oil equivalent per €1,000), followed by BiH (459) and Serbia (425).
This compares with an EU average of 116 kilograms of oil equivalent per €1,000. In general,
Western Balkans countries have highly energy-inefficient economies, which increase costs
for businesses and households. This stems partly from the region's reliance on coal, as well
as its poor-quality power plants and grids and a lack of investment in energy efficiency.
Yet, improved energy efficiency offers numerous benefits, including lower energy costs
and reduced pollution. Using the welfare system to promote energy efficiency is, therefore,
a win-win. For this reason, it is a major component of the EU's social climate fund®.
In the Western Balkans, Kosovo and Serbia have established energy efficiency funds, which is
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an important component of North Macedonia's Just Transition Roadmap. It is also considered an
important component of the Western Balkans Investment Framework?®.

The Western Balkan region suffers from some of the most polluted air in Europe. A combination
of coal-powered thermal power plant emissions, a transport sector dominated by outdated
vehicles, waste dump sites, and poorly regulated industrial activity causes air, water, and
soil pollution that far exceeds the values prescribed by the World Health Organization®.
The World Bank conservatively estimates that the annual economic cost of air pollution
ranges from 3.6% to 8.2% of the GDP of BiH, Kosovo, and North Macedonia in 2020%.
As a result, three-quarters of individuals in the Western Balkans viewed pollution as either
a "serious" or "somewhat serious" issue in a 2022 OECD survey, up from 64% in 2019%.
In 2022, an estimated 16,000 died prematurely in Serbia due to air pollution and between 2,500
and 4,300 in other Western Balkans countries.

Furthermore, some estimates show that over 1,000 people in Serbia suffer from chronic
bronchitis as a direct result of outdoor air pollution. At the same time, 600 are hospitalized
as a consequence of respiratory or cardiovascular symptoms¢. Air pollution is a significant
issue in BiH, particularly in urban areas such as Sarajevo and Tuzla. In Sarajevo, the primary
pollutants are residential heating, traffic, and industrial plants. Tuzla, an industrial city,
recorded 2.5 times the particulate matter at 22 pg/m?®, making it one of the most polluted
cities in Europe. Industrial pollution is substantial, especially in the Zenica area, where
Kakanj's thermal power plant and ArcelorMittal steel plant emit an annual 90,000 tons
of sulfur dioxide, accounting for over 20% of the total sulfur dioxide emissions in BiH¢.
In BiH, an estimated 3,300 people die prematurely from exposure to air pollution, and thousands
more live with increased respiratory and cardiovascular conditions.



Figure 3.3 Premature deaths attributable to air pollution (PM2.5, NO2, O3) per 1,000
population, 2022
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Source: European Environment Agency. 2022. Air Quality in Europe 2022 - Health Impacts of Air Pollution.
Available at: https://www.eea.europa.eu/publications/air-quality-in-europe-2022/health-impacts-of-air-pol-
lution-table2.

The low-income populations have the most to gain from cleaner air®®. Multiple studies
have shown that low-income communities are disproportionately affected by pollution®.
They tend to live in more industrial areas and those closer to large transport corridors.
They are also more likely to have manual jobs that involve physical outdoor labor, exposing
them to outdoor pollution’. Improved air quality will have a significant positive impact
on the quality of life and life expectancy for less affluent communities and families by
enhancing health, reducing lost workdays and income, and decreasing educational
absenteeism.

68 OEGFE. 2022. The Social Impact of Air Pollution in the Western Balkans. Available at:

69 European Environment Agency. 2022. Income-Related Environmental Inequalities. Available at:

70  Jbaily, A., Zhou, X., Liu, J. et al. 2022. Air pollution exposure disparities across US population and income groups. Nature, 601, 228-233.
Available at: https://doi.org/10.1038/s41586-021-04190-y.; UNEP. 2019. Air Pollution Hurts the Poorest Most. Available at:
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Box 2. A GIP can contribute to alleviating energy poverty and a cleaner environment

Whil Increasingly, it is cheaper to generate power from renewables than old technologies. Between 2009 and
2019 global average costs of producing electricity using coal declined from $111 to $102 per MWh in levelized cost
of energy or over the lifetime of the power plant. The cost of producing a MWh of electricity using gas, a much
cleaner alternative to coal, declined from $83 to $53/MWh. Yet, costs fell even more for renewables: from $135
to $41/MWh for onshore wind and from $359 to $40/MWh for solar PV. It is now cheaper, on average, to produce
power from renewables than it is from old technologies.

The current system does not provide affordable power to households and forces people to live in polluted
environments. Energy poverty is already high in the region, with between 9% (Serbia) and 40% (Kosovo) reporting
being unable to keep their homes sufficiently warm in winter. Between 22% (Serbia) and 49% (Kosovo) have arrears
in utility payments. The Western Balkans have some of the most polluted air in Europe. People lose days of work
and school to ill-health as a result of pollution and suffer from higher health costs, helping to embed low income.
Around 6,500 people in Serbia and 3,300 in BiH are estimated to die prematurely as a result of air pollution. The
annual economic cost of air pollution is conservatively estimated by the World Bank to range from 3.6% to 8.2%
of GDP of BiH, Kosovo and North Macedonia in 2020. A growing number of studies demonstrate that poorer and
more vulnerable groups suffer most from pollution.

Clean energy supply offers the chance to significantly reduce energy poverty in the region. Clean energy will
improve air quality, reduce lost days of school and work, and reduce ill-health impacts and costs for families and
society. This will benefit most poorer groups. In addition, clean power now rivals fossil fuel for cost and if fossil fuel
subsidies were removed, clean power would be clearly cheaper, helping to reduce energy poverty. In addition, the
energy transition can provide more and more productive and better paid jobs for workers.

Cleaner, cheaper energy that supports poverty reduction

New, cleaner technologies are now cheaper ... 50 the transition can reduce the high energy
than polluting alternatives... poverty...
Cost of electricity per MWh by technology Inability to keep home adequately wam, 2022
[UsD, LCOE) % households

... and help more households pay their bills.... [ ... while providing cleaner cities to live in.

5 hh with utility bill arrears Countrie s with top 25 most polluted cities in
Europe
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Sources: Our World in Data. 2020. Cheap Renewables Growth. Available at: https://ourworldindata.org/
cheap-renewables-growth; https:/ energgl-é)_o_vert .ec.europa.eu/observing-energy-poverty/national-
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GIP should be accompanied by just transition policies that support real economic and
social change. The policy options below may not be applicable in every country, and specific
implementation modalities will vary by context. Therefore, these should be regarded as a "menu”
of policy areas that could be included in a GIP or accompanying efforts to support a country in
taking full advantage of the economic opportunities offered by the transition.

Identify skills gaps and design training programs to address them. This should be done
together with the private sector. Programs could be rolled out, especially in transitional
areas, to ensure that new job opportunities offset job losses. They can also be targeted
toward at-risk groups or those who are under-represented in the labor market, such as
youth. This upskilling will also benefit from attracting investment and boosting productivity
and wages.

Implement work-based training options. This could include vocational training subsidies for
skills relevant to the field.

Ensure relevant skills and knowledge are incorporated into school curricula when
appropriate. This will help ensure that children acquire valuable skills and knowledge early
on, enabling them to benefit from the green transition.

Consider social aspects when phasing out fossil fuels. For example, more dynamic economic
regions could see coal plants closed first while efforts to regenerate less dynamic regions
are made.

Encourage well-designed environments that enhance daily life. This may include providing
green spaces and safe bike lanes in urban areas to encourage investment and improve quality
of life. It also improves health and productivity.

Consider regional support as part of welfare provision. Since the transition affects entire
communities, cities, or regions, it is essential to consider how best to support and revitalize
these areas, not just individual households.

Encourage local generation of renewable power while creating jobs and income. This may
include options such as feed-in tariffs for rooftop solar regeneration of brownfield sites as
social or clean industrial spaces, e.g., for renewable energy or clean manufacturing). This will
bring jobs and income to just transition regions.

Ensure a supportive environment for innovation and tech entrepreneurship. In some
cases, this may involve state support, such as finding sites for tech hubs. In other cases, it
may involve the state resisting the urge to meddle and allowing young entrepreneurs the
opportunity to innovate.
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The transition is not without trade-offs, and they need to be identified and managed. Trade-
offs in the region and elsewhere include those related to pollution from mining and its water
usage, the impact of dams on hydropower on wildlife and ecosystems, as well as the impact of
windmills on birds.

Many parts of the Western Balkans already suffer from excessive pollution. However, the
transition can be used to mitigate existing pollution and ensure that new technologies do not
significantly contribute to its worsening. For example, water pollution is already a significant
environmental issue in BiH. Two of the longest rivers in the country, Bosna and Neretva, are
already polluted. The main land degradation drivers identified for BiH included floods, erosion,
drought, bare land and unsuccessful afforestation, a sizable percentage of mining contamination
on 2.3% of the country's territory, and over-use of pesticides and mineral fertilizers. In Serbia,
mining pollution has sometimes been significant. For example, with its large copper mine and
smelting, Bor is one of the most polluted places in Serbia. Air quality tests in Bor have found
traces of sulfur dioxide, arsenic, iron, nickel, and cadmium, all of which have a severe impact
on air quality and human health. One sample from the Pek River showed levels of copper 17
times higher than those prescribed in the regulations, as well as high concentrations of arsenic,
copper, and lead in the river sediment.”

It will be essential to ensure that the transition does not exacerbate the situation and, where
feasible, contribute to the cleanup of existing polluted areas to enhance environmental
sustainability and quality of life. This means ensuring practical, clear, and straightforward
standards that are consistently enforced and applied.



.. Conclusion and summary of policy
options

This framework for GIP has identified challenges faced by Western Balkan countries that GIP
can help address. While each country has a different starting point and faces distinct needs, they
share many similar challenges and can adapt solutions to their contexts. The key commonalities
include the needs detailed below.

Get the price right. Without removing fossil-fuel subsidies and implementing carbon pricing,
all other reforms will be fighting against the tide. The right price means more resources to
invest in a greener environment and a fairer society. Failure to set the price correctly means
a lack of access to the European market and potential job losses. The first step in this process
is a clear, legally prescribed climate neutrality commitment. Additionally, under an emissions
trading scheme, there must be sufficient liquidity. Integration into the EU ETS would provide
this. National schemes would not yield to liquid markets.

Leave no one and no region behind. The transition presents an opportunity to build a fairer
society by providing opportunities for better paid and more productive jobs for many groups.
It also means finding ways to support regions during the transition away from old, polluting
industries and towards new opportunities. Ongoing training and reskilling are essential for this.
Access to more affordable ways to keep homes warm, including increased energy efficiency
in buildings, will help tackle both energy poverty reduction and job creation. New job and
entrepreneurship opportunities will help empower citizens, including young people, and can
stimulate growth in regions that have been left behind until now.

Clean the environment. The region suffers from some of Europe's worst air quality, and low-
income populations are hit hardest by it. A cleaner environment will improve the quality of
life and lengthen the lives of many, especially those from low-income populations. It will help
attract investors who want to live in pleasant spaces, and greener cities are more productive.

Work together and with the EU. All countries in the process of EU accession must adhere to the
EU acquis. Many of these align with the need to transition away from fossil fuels and towards
renewables, protect low-income populations, clean the environment, and reskill and provide
job opportunities for all. Working together is also essential to attract investment to the region
and to fully leverage intermittent renewable power. Multiple practical ways to work together for
the mutual benefit of each country are outlined in this report, and these should be considered
as a starting point.

Seize the opportunities. And the financing. Industrial revolutions do not happen every day. This
transition presents opportunities to reshape economies and societies, making them greener,
fairer, and more productive. Moreover, significant funds are available to help the region's
transition. Efforts to use these funds productively should be made. In addition, investments and
subsidizing activities that are not aligned with the greening of the industry shall be avoided,
ensuring that these resources are invested in the green industry.
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