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ABSTRACT
In the context of actual economic and energy crises when energy issues have become
crucial development topic, the paper focuses the issues of regional electricity market in
Southeast Europe. The electricity sector in Southeast Europe has gone through
extensive economic reforms and the establishment of regional electricity market has
been an important motive. In October 2005 the Treaty establishing the Energy
Community was signed as the only legally binding document for all SEE countries.
Although the Treaty is in its implementation phase, the electricity trade grows after
2000 and in 2006 accounts for 23% of final electricity consumption, with Croatia
accounting for 42% of total imports. Perspectives of the future electricity trade depend
on the progress regarding institutional framework within Energy Community Treaty,
but there are also some economic and technical preconditions that have to be fulfilled.
The analysis shows that there are different resource endowments across SEE region
regarding installed capacities, which generate strong potentials for trade. Electricity
production costs and final electricity prices differ among SEE countries, which also
represent the strong trade basis. The technical preconditions are now fulfilled because
after 14 years of unsynchronous work, in October 2004 power systems in SEECs finally
operate according to the UCTE. The goal of the regional electricity market is to
improve the reliability and security of supply, achieve economies of scale and enhance
complementarities between systems. It is expected to promote use of the most costeffective capacities and reduce overcapacity of the existing base load, thereby reducing
generation costs by around 10%. The regional market is an effective way to achieve a
diversified energy mix and to optimize use of regional supply and production
capacities. Besides short-term benefits, the final economic goal of SEE regional
electricity market is to overcome the limited size of SEE national markets and to create
large and more stable regional market that will be more competitive and more
interesting for private investors.
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1.

INTRODUCTION

Since the beginning of 90s, Southeast European countries have been going through
extensive economic, political and institutional changes. Transition process has been
accelerated after 2000 and changes in infrastructure sector represent an important
segment of their transition reforms. The macroeconomic importance of electricity
sector arises from its substantial contribution to GDP and its impact on efficiency and
competitiveness of most firms and economy as a whole through the quality and price of
the electricity. Countries of Southeast Europe have started with economic reforms in
electricity sector in order to change the centralized organization of monopolistic
utilities and to introduce market-oriented structures and public regulation. These
reforms have been additionally motivated by the EU initiative to establish the regional
electricity market that would be compatible with the internal electricity market of the
EU.
In 2002 the European Commission started to encourage these countries in the frame of
the Stability Pact to open their national electricity markets and integrate them with the
EU Internal Electricity Market. The most important milestone was achieved in October
2005 when the Treaty establishing the Energy Community was signed as the only
legally binding document. The Parties being the European Union from one side and
nine Contracting Parties from the other (Albania, Bulgaria, Bosnia and Herzegovina,
Croatia, Macedonia FYR, Montenegro, Romania, Serbia and UNMIK) decided to
create the Energy Community. Relating to the electricity, the Parties agreed to
implement the EU Electricity Directive 2003/54/EC and the Regulation EC 1228/2003
within one year from the entry into force of the Treaty. The Treaty has also arranged
for cooperation and establishment of common regulatory frame for electricity trade
across the whole EU and within the SEE region under the same rules from the
applicable EU Acquis Communautaire on energy.
It is worth mentioning that this treaty was the first regional legally binding treaty
between SEE countries after the wars in 90s and it is based on completely different
approach, known as neo-functionalism. It assumes a logic of integration that starts in a
highly technical policy field and creates a dynamic that eventually spills over to other
policy fields. The idea to start an evolutionary process with a technical sector like
energy was directly derived from the sectoral approach of neo-functionalist thinking.
(Gillingham, 2003:22-27) As the research within this paper would show, this neofuncionalism approach has given the results.
The paper consists of 5 parts. After the introductory remarks, second part reviews
briefly the macroeconomic driving forces and context of economic reforms in
electricity sector and gives the overview of key reform steps and current status in SEE
countries. The third part provides the analysis of SEE electricity sector endowments
and electricity balance, especially installed capacities, electricity production and
consumption, losses and projections for the future. The fourth part analyses the
preconditions, actual trade patterns and potential benefits of the regional electricity
market. The fifth part gives concluding remarks.

2.

ECONOMIC REFORMS IN SEECs’ ELECTRICITY SECTOR

2.1. Macroeconomic environment and electricity reforms
Transition countries have faced similar macroeconomic disequilibria during the 90s
characterised by sharp decline in industrial production and GDP, high unemployment,
public and current account deficits. Macroeconomic crisis known as transition
depression has been especially deep for the Southeast European countries (SEECs)
during the 90s, although the year 2000 was the turning point for the economic
development in these economies and more favourable macroeconomic environment.
Such a macroeconomic situation with increasing debt burden and deterioration of the
quality of public services have created the need for economy-wide structural
adjustment programs with the main aim to reduce public spending and increase private
capital flows into the economy. Table 1 shows fiscal and external position of transition
countries in the mid of 90s when most of them needed to consolidate public finances
and 10 years later.
Table 1
Country

Fiscal and external position of SEE countries in 1995 and 2006
(in % of GDP)

Government balance

Government debt

Current account

External debt

1995

2006

1995

2006

1995

2006

1995

2006

Albania
Bosnia and
Herzegovina

-10.1

-3.2

68.9

55.5

-7.2

-7.3

27.6

19.8

-0.3

2.9

na

Na

10.3

-14.0

180.0

53.9

Bulgaria

-5.7

3.3

111.1

22.8

-1.5

-17.9

77.4

78.2

Croatia

-1.4

-3.0

19.3

40.8

-7.7

-7.9

20.2

85.6

Macedonia, FYR

-1.0

-0.5

na

32.9

-5.0

-0.9

23.8

36.3

Romania
Serbia and
Montenegro

-2.5

-2.2

17.6

12.4

-5.0

-11.5

18.3

34.0

-4.3

na

na

na

-11.6*

Na

79.4*

Na

- Montenegro

na

3.6

na

na

na

-27.6

Na

38.4

- Serbia

na

1.8

na

na

na

-13.8

Na

68.0

* Year 1997
Source: EBRD, 2000 and 2008
Generally, overall macroeconomic situation has improved in SEE countries and most
of them have succeeded to stabilize government balance and government debt. Still,
Croatia has considerably increased government deficit and debt in analyzed period,
though within Maastricht criteria, while only Albania still have government deficit that
exceeds 3 per cent of its GDP. All countries have succeeded to decrease government
debt up to 60 per cent of GDP, but most have experienced strong external imbalances.
The growing demand has resulted in high increase in imports and current account
deficit in all countries. According to high ratios of external debt in GDP of almost all
SEECs and especially in Croatia and Bulgaria, it seems that these external imbalances
have become the main challenge to macroeconomic stabilization and sustainable
growth in SEE countries. High external imbalances also mean that access to external

finance, from FDI or international capital markets, should be sustained in order to
reduce current account deficits and overall debt burdens. In the beginning of 2009 the
macroeconomic situation has worsen due to the global financial and overall economic
crises and possibilities for further financing of high external debts have been limited.
Macroeconomic situation with increasing debt burden and deterioration of the quality
of public services in the beginning of 90s created the need for economy-wide structural
adjustment programs with the main aim to reduce public spending and increase private
capital flows into the economy. (Vlahinić-Dizdarević and Galović, 2007) The
infrastructure sector was in a particularly difficult position with state-owned and highly
bundled monopoly that was strongly subsidised from the state budget. The artificially
low prices for the electricity and other infrastructure services were legacy of the former
non-market economy and represented the crucial problem. During the 90s SEE
countries have liberalized the electricity sector and prices were rising. (Chart 1)
Chart 1 Residential electricity tariffs in SEE countries (in Usc/kWh)
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Most Southeast European countries with low wages like Bosnia and Herzegovina,
Bulgaria, Serbia and Montenegro, Macedonia and Albania still have low tariffs that are
not cost-based. Prices in Croatia have been increasing substantially, reaching a level
comparable or higher with those found in the new EU Member States. The existence of
tariffs that are not cost reflective in most Southeast European countries have become
more acute by the payments arrears and very low collection rates, especially in
Macedonia, Bosnia and Herzegovina, Bulgaria and Serbia and Montenegro. The newest
data show that Albania, Macedonia, Montenegro and Kosovo under UNMIK still have
difficulties with the low level of collection rates, while Bulgaria, Bosnia and
Herzegovina and Serbia (without Kosovo under UNMIK) succeeded to solve these
problems in the past two years as a result of stronger financial discipline.

2.2. The results of the key reform step in SEE countries
Although there are different models in different countries due to the country and sector
characteristics and macroeconomic conditions, SEE countries have followed the EU
reform model that involves the following reform steps:
1. Corporatisation of state-owned companies
Corporatisation is the first step and it means the separation of the utility from the
Ministry that involves at least the creation of clear accounting framework and
separation of accounts for different parts of the business. Separation of accounts has
been achieved in most transition countries, but in some countries (Croatia, Serbia)
governments have retained the final authority to set prices.
2. Enactment of an electricity reform law (Energy law)
Electricity or energy law is generally recognised as a formal precondition for regulatory
reforms and establishment of a formally independent regulatory agency. It has been
adopted in all SEE countries.
3. Implementation of regulatory reforms
Regulatory reforms are often considered as the most important element of the economic
reforms in electricity sector. An independent regulator whose regulatory function is
clear and removed from the Ministry should set tariffs for those parts of the industry
that remain a monopoly. However, the governments in most transition countries still
play the important role and have the most important influence on final price setting.
(EBRD, 2004:56)
4. Restructuring
Restructuring involves the unbundling of network operation from the competitive
activities. Profitable parts may be separated for sale to private investors (generation and
supply) where competitive elements exist, from those parts that are natural monopolies
(transmission and distribution).
5. Establishment of a competitive wholesale generation market
The breaking of the monopoly in generation involves some form of competition so the
generators have to compete with each other to sell their electricity. This experience
seemed to show that independent generators could often provide power more cheaply
than traditional utilities and seemed to show benefits in breaking the absolute
generation monopoly of traditional generation utilities. (Thomas and Hall, 2006:18)
6. Privatisation
Privatization of state owned utility is final, but the least common step of electricity
reforms. Privatization has no necessary connection to liberalization process, though the
international financial institutions, mostly the World Bank and IMF, have made the
pressure on developing countries during the 90s to conduct privatization in electricity
sector. It has become more clear over the years that changes in ownership may not be
sufficient to improve sector performance. Moreover, privatizing loss-making stateowned enterprise may improve microeconomic efficiency but may result in output
losses and increased unemployment. According to the data (Table 2), most of the

electricity sector remains state owned with only Bulgaria had privatised more than 50%
of its state owned electricity enterprises. The privatization process in electricity sector
still remains politically controversial despite some evidence that privatisation combined
with incentive regulation and competition can lead to substantial benefits for
developing countries. On the other hand, actual economic crisis partly reverses the
trends of privatization in completely different direction of the state ownership revival.
Table 2 shows the situation in SEE electricity markets by the end of 2006.
Table 2 Selected indicators of electricity markets in SEE countries by the end of
2006
% State
electricity
assets
privatized
0%

Industry structure

Type of
unbundling

Independence
of regulator

Degree of
Market
Opening

Monopoly

None

Partially

B&H

c.15%

Monopoly

Partially

Bulgaria
Croatia
UNMIK

>50%
0%
0%

Wholesale comp
Monopoly
Monopoly

Limited
Legal/Accounting
Legal/Accounting
Legal
None

2 large
customers
None

c.32%
FYROM
0%
Montenegro
17%
Romania
0%
Serbia
Source: Pollitt, 2007

Wholesale comp
Monopoly

Ownership/Legal
Accounting

Partially
Partially

25%
>50%
4 large
customers
~30%
None

Wholesale comp
Monopoly

Legal/Accounting
Legal

Fully
Partially

81%
16%

Albania

Fully
Partially

In order to evaluate the progress in electricity reforms, EBRD publishes the transition
indicators that cover issues as commercialization, tariff reform, quality of the
regulatory framework and involvement of the private sector. Comparing with Central
and East European countries, less success in electricity reforms can be explained by
slower pace of overall economic reforms and significant constraints of small SEE
countries due to their limited market size and infrastructure and administrative
capacity. Moreover, it seems that progress in electricity reforms has lagged behind
other areas of transition. Economic environment in most SEE countries has been
burden with serious problems and impediments that have slowed down the pace of
reforms in electricity sector and chances for the success. Serbia, Montenegro and
Albania have been marked by lowest grades, while Bulgaria and Romania as two EU
member states have reached the highest grades, which means they have done
considerable reforms towards market economy in electricity sector. Still, most
countries have made small improvements in 2007 in comparison with 2000.
Besides the macroeconomic drivers for the reforms in infrastructure and particularly
electricity sector, electricity reforms in the SEE countries have been also motivated by

the aim of establishing regional energy market. The following chapter analyses the
characteristics of SEE regional electricity market, especially within the context of
sector endowments and electricity balance in these countries.

3.

ELECTRICITY SECTOR ENDOWMENTS AND ELECTRICITY
BALANCE
IN SEE COUNTRIES

During the 90s the electricity production and consumption in SEE countries changed
dramatically. Generation and industrial demand have decreased considerably due to the
wars and painful transition, while the household demand increased rapidly. As it has
been already mentioned, this extensive use of electricity was stimulated by low
electricity prices and poor payment discipline in most countries. Still, in recent years
electricity reforms and increase in electricity prices have improved energy efficiency
and reduced deficits. As it is shown in Chart 2, all SEE countries except Croatia have
recorded electricity surplus in 2005.
Chart 2 Electricity generation and consumption in 2005 (GWh)
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Source: OECD, Energy Balances of non-OECD countries, IEA, 2007
Romania, Bulgaria and Serbia and Montenegro (now Serbia) are countries with highest
absolute electricity generation and consumption, although in relative terms
(consumption per capita), all countries in the region are lagging behind EU average.
Electricity intensity (electricity consumption/GDP) has decreasing over the time, but is
still much higher than EU world average. Such high energy intensities in most
countries are consequence of three main factors: degraded and outdated energy

infrastructure, high energy losses in transformation, transmission and distribution, and
inefficiency in the end-use sector.
Low energy efficiency indicates that there is a considerable need for further efficiency
improvements. It could be assumed that economic reforms accompanying the
Accession process in Western Balkan countries would provide a major impetus to the
improvements of energy efficiency. According to the study (MERCADOS, 2007:61),
the improvements in energy intensities in transition countries that have become new
member states in 2004 have been more associated with the Accession process than with
transposition of the energy efficiency acquis. These drivers include rising relative
energy prices, growing economic output and economic cooperation with EU-15
countries, the shutdown and/or modernization of inefficient old technologies and
processes and competitive pressure in globalizing world. Economic growth itself and
new investments are the most important factors for efficiency gains because new
investments applying modern technologies are more energy efficient than existing
installations.
Regarding generation capacities in Southeast European countries, in 2004 the region
has an installed power generation capacity of about 50 GW. (Table 4) However, the
actual available capacity is actually much lower because a number of units have been
out of service due to old age. The average age of plants in the region is over 30 years,
with some plants older than 40 years. (EC, 2004:12)
Table 4 Installed generation capacities in SEE countries in 2004 and projections
for 2012
Country
Installed
Installed
Installed
Total
Total Installed
Hydro
Thermal
Nuclear
Installed
Capacity
Capacity
Capacity
Capacity
Capacity
(2012)
(2004)
(2004)
(2004)
(2004)
%
%
%
MW
MW
Albania
90
10
1,892*
2,450
B&H
53
47
3,950*
5,432
Croatia
54
37
8
3,822
4,775
Macedonia
33
67
1,446
2,150
Montenegro
76
24
868
1,225
Serbia
34
66
7,475*
8,051
Kosovo
3
97
1,513
2,015
WB countries
20,971
26,098
Bulgaria
25
44
31
11,038
12,900
Romania
32
64
4
18,550
15,950
Total SEE
50,554
54,948
Source: Review of Electricity Supply and Demand in Southeast Europe, October 2003
with (*) updates from the data obtained from the ministries of the countries.
Data also show that there are different resource endowments across SEE region
regarding installed capacities, which generate potentials for trade. Interconnection of a
largely thermal power system with a largely hydropower system allows energy banking

Growth in
Total Installed
Capacity
2004-2012
%
29
38
25
49
41
8
33
24
17
-14
9

and provides power during off-peak periods. The extreme case is Albania with 90% of
hydro installed capacity, while Bulgaria has the most widely differentiated capacities
with 44% of thermal, 25% of hydro and 31% of nuclear capacities. Obviously, other
electricity sources including renewables have not been developed yet, except for
significant amount of small hydro power plants in Romania. Thermal power plants in
the region are dominantly based on old technologies with high generation prices. If one
includes constant growth of primary energy source prices (especially fuel and gas), the
role of hydro production is supposed to be even more important. (Bajs, D. et.al., 2006)
The broader picture of overall energy production shows that there are significant
differences in terms of total primary energy supply (TPES), energy mix and volumes of
domestic energy production. Oil and gas production is limited mostly in Albania,
Croatia and Serbia. Coal dominates the primary energy supply accounting for 38% of
Western Balkans’ TPES, followed by oil (37%) and natural gas (13%).
The capacity expansions plans are mainly based on individual development plans of
each country and do not necessarily take into consideration optimum development
plans for the region as a whole. In many cases, each country is concerned about
expanding domestic generating capacity in order to reduce dependence on costly
electricity imports. Over the past 15 years no major capacity additions have been made
and no considerable investments in modernization have been undertaken. However,
significant financial investments in new capacities will be required in order to meet the
expected growth in electricity demand. (Table 5)
Table 5 Electricity demand and network losses in Western Balkan countries in
2005
Country
Electricity
Expected
Growth
Peak
Network
demand
electr.
2012/2005
demand
losses*
(GWh)
demand in
(in %)
(GW)
(% of final el.
2012
consumption)
(GWh)
Albania
4,093
8,225
101
1.3
36
B&H
7,243
13,740
90
1.7
28
Croatia
11,900
19,696
66
3.0
14
Macedonia
4,014
9,090
126
1.4
22
Montenegro
1,727
4,127
139
0.8
29
Serbia
22,204
30,200
36
6.9
21
Kosovo
4,126
6,000
45
1.3
37
Western
55,307
91,078
65
16.4
22.5
Balkans
*Transmission and distribution technical losses, as well as commercial losses
Source: IEA, 2008 and EC, 2004
The electricity demand will highly depend on economic growth and each country’s
energy policies. It is expected to grow over the next years from 36 per cent in Serbia to
even 100 per cent in Albania. Each individual Western Balkan country does not have
significant energy demand compared to the overall European energy market, but still,
the region as a whole is a large consumer of energy with about 16% of OECD Europe’s

total energy consumption. (EC, 2004:10) High consumption leads to peaking that in
turn overloads the system. Reducing peak demand could result in considerable savings
and benefits. As demand is expected to grow by 65 per cent and installed capacity by
24 per cent, the efficiency of available generation capacity will have to be improved
significantly to meet future demand. Otherwise, increased electricity imports may be
necessary. There is also a need of additional investments in national grids and crossborder points to enhance security of supply and to enable new exchange and trading
across the region. An important objective is to enhance or replace low efficiency and
low reliability facilities that are costly to operate. It especially goes for thermal power
plants that are characterized by low efficiency (30%) compared to modern plants (over
40%) and combined cycles gas turbines (over 50%) (IEA, 2007)
Regarding network losses, the data indicate very high losses, especially in two less
developed countries Albania and Kosovo where the losses account for over one third of
the final electricity consumption. They are due to the poor technical performance of
transmission and distribution network as a result of outdated equipment and lack of
maintenance. Commercial losses are also high and are connected with low payment
discipline and illegal connections. The best situation is in Croatia with 14 per cent of
final electricity consumption that is almost on EU level.

4.
4.1.

SEE REGIONAL ELECTRICITY MARKET
Preconditions of SEE Regional Electricity Market

Although the creation of the Energy Community in SEE is the outcome of the “Athens
Process” that was launched by the European Commission, SEE countries have realized
that regional cooperation within the electricity sector would be a way to avoid
“prisoner’s dilemma”. It means if countries deal with regional public goods
individually, without internalizing the effect on other countries in the region, it may
result in what has been called “the tragedy of the commons” or “prisoner’s dilemma”.
(Schiff, 2002:11) Everyone loses due to a lack of cooperation because costs of
providing public goods individually can be much larger.
Electricity trade between utilities in neighbouring regions have been common for many
years. Trade based on differences in natural production costs between countries are
economically efficient and fluctuations in load can be balanced by exchanges with
neighbouring countries with different load profiles. Electricity trade reduces the overall
reserve margins needed by diversifying the potential sources of supply.
Following analysis considers the preconditions for the electricity trade in the Southeast
Europe in the context of economic circumstances and technical requirements:


SEE national markets are diverse in terms of their size, development level and
efficiency of the energy systems. Croatia is the most developed with highest GDP
p/c and highest energy efficiency according to the ratio of total final energy
consumption to total primary energy supply. These differences along with
differences in prices represent a broad basis for the mutual trade. Electricity

production prices and final electricity prices differ among SEE countries and,
additionally, they are generally lower than in EU countries, mostly due to strong
state price regulation. Additional scope for trade in electricity occurs when fuel
costs for power generation are lower in one country than in another one, which
justifies the construction of power plants dedicated to exports that use this fuel.


Power trade can reach benefits when resource endowments differ across countries.
As it has already been discussed in previous chapter, data show that there are
different resource endowments across SEE region regarding installed capacities,
which generate potentials for trade. Interconnection of a largely thermal power
system with a largely hydropower system allows energy banking and provides
power during off-peak periods. While Albania derives almost all of its electricity
generation from hydropower, Kosovo is almost entirely dependent on lignite for
electricity generation. Since coal, mostly lignite, dominates the primary energy
supply in the Western Balkan accounting for 38% of TPES in 2005, and is the
element for the low overall fuel efficiency, it is an important priority for future
investments. To conclude, different production facilities and endowments exist in
the SEE region that makes the appropriate basis for electricity trade.



Regional trade has potentials to increase if there are fulfilled technical
requirements. Power systems in the region are quite different because they were
constructed in different economic and technical environment. Electricity systems
of Bosnia and Herzegovina, Croatia, Serbia, Macedonia, Montenegro and UNMIK
were developed within ex Yugoslavia, systems of Bulgaria and Romania were
connected with ex USSR, while Albania power system was made independently of
others. Until 1992 the electricity network of ex Yugoslavia was interconnected
with the Union for the Coordination and Transmission of Electricity (UCTE), i.e.
Western European grid. As the consequence of the war, in 1992 the grid was
separated. Croatia and one part of Bosnia and Herzegovina (Federation of B&H)
were working synchronously with ECTE, while the other part of B&H (Republika
Srpska), Serbia and Montenegro, Macedonia, Albania, Romania and Bulgaria were
working isolated from UCTE. Still, after 14 years of different work, in October
2004 their power systems finally operate according to shared technical standards
through membership of the UCTE. This has improved security of supply,
diversified supply and export options and enabled further trade within the region
and beyond its borders.



Regional markets require adequate cross-border transmission capacity. The Energy
Community noted that the transmission network in SEE is now in a position to
handle a significant increase in trading volume. This increase, however, is
conditional on two factors: first, the development of a reliable regulatory
framework and unbundling of power companies, and second, ensuring an
appropriate market design and establishing trading mechanisms that optimise the
use of available capacity and provide reliable signals for building new capacity.
(OECD/IEA, 2008:38) Studies differ in their conclusions regarding
interconnection capacity and its impact on regional electricity trade. For example,
SECI (SECI, 2002) showed that transmission system in the region is capable of
serving projected 2005 demands plus all long term contracted exchanges.

According to Bajs et. al. (Bajs, et.al., 2006), currently the system limitations are
not so much related with interconnections, but more with internal networks.
Therefore, transmission system is capable of supporting market opening in SEE
countries and establishment of regional electricity market. The newest study on
energy sector in Western Balkan (OECD/IEA, 2008) argues that available highvoltage electricity grid capacity for electricity trade within the region is in the
order of around 35% of total peak demand. This low level of interconnection
constrains capacity and flows between countries.


Important precondition for the electricity trade occurs when utilities face different
system load shapes or experience peak loads at different times of the day or year.
Therefore the output of peaking plant may be shared between countries. This factor
doesn’t seem to induce electricity trade between SEE countries because there is no
scope for a rolling peak within the region. The reason is that peak loads occur at
the same time during cold winter months and there is a maximum one hour time
difference between countries. These demand surges usually occur when use of
electricity for space and water heating becomes widespread as a means to
supplement other sources of energy. Heavy reliance on electricity is due largely to
the lack of alternative heating options for households, the low efficiency of energy
end-use and low payment discipline in some SEE countries. However, last years
there may be scope for exploiting non-coincidental seasonal peak in some
countries. For example, Croatia has become a summer peaking system due to
tourism season, so it seems a better solution to meet summer demand growth with
increased imports rather than additions to domestic capacity.

4.2. Current patterns and benefits of electricity trade
Benefits from electricity trade in SEE are realized currently with volumes traded
around 23% of final electricity consumption. Data relating to SEE electricity trade are
presented in Table 6.
Table 6 Electricity trade in Western Balkan countries in 2006 (TWh)
Albania
Importer:
Albania
B&H
Croatia
Serbia&
0.4
Kosovo
Macedonia
Montenegro
0.2
Total exports
0.6
Source: IEA, 2008

B&H
3.6
0.7
0.3
4.6

Exporter:
Croatia
Serbia&
Kosovo
0.3
0.7
2.3
3.0
0.7

2.1
1.2
8.9

Macedonia
-

Montenegro
1.0

Total
imports
0.3
3.0
6.6
2.1

0.0

1.0

2.1
1.7
15.8

In 2006 electricity trade within the Western Balkan countries was 15.8 TWh or 23% of
final electricity consumption. According to the data, Bosnia and Herzegovina, Serbia

and Kosovo are the main electricity exporters in the region while Croatia accounts for
42% of total imports. Macedonia is the only country not trading with the region
because it exports and imports mainly from Greece. The closure of several generation
plants, notably Bulgaria’s Kozloduy nuclear power plant, has reduced regionally traded
volumes, as well as exports outside the region. As a result, trading prices have
increased from EUR 0.02 do 0.05/kWh over 2000/2004 to EUR 0.08 to 0.11/kWh in
2007. Going forward, there would seem to be scope for ongoing export of power from
Bosnia and Herzegovina and Kosovo with supplying peak power to the regional
market.
The goals of the regional market are to improve the reliability and security of supply,
achieve economies of scale and enhance complementarities between systems.
According to the IEA projections (OECD/IEA, 2008), the regional market is expected
to promote use of the most cost-effective capacities and reduce overcapacity of the
existing base load, thereby reducing generation costs by around 10%. The improvement
in security of electricity supply becomes a crucial need in times of energy crisis and
uncertain energy supply, especially in the context of Russian-Ukraine gas disputes.
Besides the short-term benefits of the SEE regional market, final economic goal of
such regional electricity market is its impact on creation of larger and more stable
regional market, which will be more cost-effective, competitive and therefore more
interesting for investors. More developed and reliable electricity and overall energy
market will enhance the region’s capacity to attract investments in infrastructure. As
we have already stated, there is a need for new investments in many electric systems of
SEE countries, especially in generation capacity that would be capable to meet
environmental standards set by the EU and in upgrading transmission and distribution
networks. New investments would be crucial in increasing technology and operational
efficiency. Well-functioning competitive markets should provide the right signals for
investment and therefore promoting secure and reliable energy supply in the most costeffective way. Investment support mechanisms (often called “capacity schemes”) can
play an important role in Southeast Europe by providing incentives for investment in
generation capacity. According to the Council of European Energy Regulators (CEER,
2006), there is still no harmonized mechanism in place in SEE. In Kosovo and
Romania a capacity support mechanism was in the planning stage, in Macedonia it was
provided via power purchase agreements, which is insufficient, in Bosnia and
Herzegovina, Montenegro and Serbia the capacity expansion decisions were still being
made centrally. In other countries, according to CEER study, it was felt that a
liberalized market will be sufficient to generate investment incentives. It can be
concluded that insufficient cross-border capacity hampers market integration and
therefore it is important to ensure adequate investment incentives in order to foster
investments.

4.

CONCLUDING REMARKS

Macroeconomic situation in transition SEE countries during the 90s with increasing
debt burden and deterioration of the quality of public services have created the need for
economy-wide structural adjustment programs with the main aim to reduce public

spending and increase private capital flows into the economy. Electricity sector with
state-owned and highly bundled monopoly in SEE countries was strongly subsidised
from the state budget, while artificially low prices induced low energy efficiency and
low investments in the electricity sector.
Electricity reforms in the SEE countries have been additionally motivated by the aim of
establishing regional energy market. In October 2005 the Treaty establishing the
Energy Community was signed as the only legally binding document for all SEE
countries. Although the Treaty is in its implementation phase, the electricity trade
grows after 2000 and in 2006 accounts for 23% of final electricity consumption, with
Croatia accounting for 42% of total imports. Perspectives of the future electricity trade
depend on the progress regarding institutional framework within Energy Community
Treaty, but there are also some economic and technical preconditions that have to be
fulfilled. The analysis within this paper shows that there are different resource
endowments across SEE region regarding installed capacities, which generate strong
potentials for trade. Electricity production costs and final electricity prices differ among
SEE countries, which represent the strong trade basis. At the same time, electricity
prices in the region are generally lower than in EU countries, mostly due to strong state
price regulation. Further benefits may occur where utilities face different system load
shapes or experience peak loads at different times of the day or year. The analysis
shows that the peak loads occur mostly at the same time during cold winter months and
therefore cannot boost regional trade. However, last years there may be scope for
exploiting non-coincidental seasonal peak, especially during hot summers in some
countries. The important technical precondition refers to the status of regional
interconnection. After 14 years of unsynchronous work, in October 2004 power
systems in SEECs finally operate according to shared technical standards through
membership of the UCTE. Available high-voltage electricity grid capacity for
electricity trade within the Western Balkan is around 35% of total peak demand, which
represents the barrier in the future trade, although major investments have been done to
increase interconnections.
The goal of the regional electricity market is to improve the reliability and security of
supply, achieve economies of scale and enhance complementarities between systems. It
is expected to promote use of the most cost-effective capacities and reduce
overcapacity of the existing base load, thereby reducing generation costs by around
10%. The regional market is an effective way to achieve a diversified energy mix and
to optimize use of regional supply and production capacities. Reliable, efficient and
affordable energy supply is crucial for recovery and economic development of SEE
countries, especially today when energy issues have become the most important
development topic. Besides short-term benefits, the final economic goal of SEE
regional electricity market is to overcome the limited size of SEE national markets and
to create large and more stable regional market that will be more competitive and more
interesting for private investors.
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