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Time to Develop an 
Energy Master Plan  
for Southeast Europe
Governments and energy firms in Southeast Europe 
face major energy security and efficiency issues.  
Those that focus on the right priorities can secure  
a more reliable and self-sufficient energy supply.
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Southeast Europe’s Energy Supply
A reliable, cost-efficient, and environmentally sustainable energy supply is crucial for economic 
and social development in Southeast Europe.1 Yet the region faces an array of challenges—from 
dependence on energy imports, dilapidated production facilities, and transmission and distri-
bution losses, to inefficient infrastructures. The question now is whether countries in this region 
will continue to contribute to Europe’s negative energy balance, or rise to the occasion and 
become important players in improving the continent’s overall energy stability.

Based on our analysis of the region’s most pressing energy issues, we believe Southeast Europe 
(SEE) has the capacity to not only be an active player on the European energy map, but also 
become a pillar of economic and social development. To do so, however, requires SEE countries 
to work together in the following ways: 

•  Increase regional integration and collaboration, for example, sharing refinery capacity or 
producing electricity from renewables in one country for sale in another

•  Launch joint investment projects, for example, coal mines or thermal power plants in Kosovo 
and Bosnia and Herzegovina (BiH), hydro investments in BiH, or gas pipelines

•  Optimize technology and invest in equipment to quell losses in production, transmission, and 
distribution of electricity 

•  Attract more private investment in renewable energy

•  Align energy legislation to the directives of the EU Third Energy Package

The Ukraine conflict between the EU and Russia has made SEE and EU energy security an even 
more pressing issue. Better and smarter cooperation among all regional and EU stakeholders is 
essential in the next few years, with developing a joint SEE master energy master plan an 
essential component (see sidebar: Seven Strategic Priorities for Southeast Europe). 

Seven Strategic Priorities for Southeast Europe

As the countries of Southeast 
Europe move toward energy 
stability, seven strategic priorities 
will be vital to their success:

1.  Gain commitment from each 
country to implement its part in 
the joint gas infrastructure 
projects.

2.  Complete existing projects, 
and develop new projects that 
focus on cross-border energy 
cooperation, particularly 
around renewable energy 
sources.

3.  Develop strategies to attract 
private investment in renewable 
energy sources, including 
simplifying procedures for 
authorization, licensing, and 
network connection; ensuring 
guaranteed dispatch of 
electricity; and implementing 
certification schemes.

4.  Focus on operational efficiency 
in the refining sector and 
potential capacity sharing or 
consolidation of refineries.

5.  Reduce electricity losses in 
transmission and distribution 
(T&D) with a focus on deploying 
smart metering technology.

6.  Educate consumers about 
energy efficiency, and give 
them incentives to save energy.

7.  Incorporate the remaining 
elements of the Third Energy 
Package into primary and 
secondary legislation, and 
develop the associated 
National Action Plans.

1 In this paper, countries in Southeast Europe are limited to Slovenia, Croatia, Serbia, Bosnia-Herzegovina, Macedonia,  
Montenegro, and Kosovo.
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Untapped Potential
A country’s energy requirements are closely related to its level of economic development—the 
higher a country’s gross domestic product (GDP) the greater its energy needs. The countries of 
Southeast Europe spend two to three times less energy per capita than EU countries, primarily 
because SEE countries are less economically developed. They are also significantly less energy 
efficient as they require more energy to produce $1 of GDP relative to non-SEE EU countries 
(see figure 1).

With the exception of Slovenia, Southeast European countries are expected to see annual real 
GDP growth of 2 to 4 percent until 2018.2 Such growth will lead to significant increases in the 
region’s energy requirements—creating a need for more energy security and self-sufficiency—
and pose a challenge for a region that is heavily dependent on imports. The net energy imports 
of each country are between 30 and 50 percent. 

Energy cooperation among countries is also not where it should be. The region used to be  
a single energy market with a joint energy supply strategy. But, since the breakup of Yugoslavia, 
each country largely works independently to achieve energy stability. In recent years, SEE 
countries have made important steps toward cross-border energy cooperation, but there is still 
work to be done.

Notes: SEE is Southeast Europe; EU is European Union; ktoe is kiloton of oil equivalent on a net calorific basis.

Sources: International Energy Agency 2011 data for total primary energy supply, International Monetary Fund 2011 World Economic Outlook 
database for GDP; A.T. Kearney analysis

Figure 1 
Southeast Europe is much less energy e�icient than the rest of the continent

SEE country Non-SEE EU country Average EU28
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Finally, SEE countries are under pressure to participate in energy projects that are important not 
only to their own energy security but also to that of the entire European Union. For instance, the 
region offers an alternative gas supply route for the EU, linking gas-rich countries such as 
Azerbaijan and Iran in the east with Central Europe. This is all the more important given the 
recent events in Ukraine and the uncertainty of that country’s future. 

Balancing the Energy Mix 
The SEE region is overly dependent on carbon-intensive coal and is not fully exploiting nuclear 
energy and natural gas. Southeast Europe emits nearly 30 percent more CO2 to supply one unit 
of energy, relative to the EU27 average and remains highly dependent on imports of crude oil, 
petroleum products, natural gas, and transformed electricity (see figure 2 and figure 3 on  
page 4). The following highlights this energy mix in more detail. 

Crude oil and petroleum products

SEE countries have very limited oil supplies and are largely net importers of crude oil. Indeed, only 
20 percent of the oil refined in SEE refineries comes from oilfields within the region. This depen-
dence on imports is primarily blamed on depletion of existing oilfields and few opportunities for 
new exploration. Some SEE countries, such as Serbia, have significant reserves of shale rock 
suitable for oil production, but so far they have not acquired the technology or developed a 
business case to exploit these resources. 

The demand for petroleum products outstrips domestic production, making the region, with 
the exception of Croatia and Macedonia, a net importer of petroleum products. Yet the region’s 
refineries are mostly underused (see figure 4 on page 4).3 Increasing refinery throughput is 
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Figure 2 
Southeast Europe emits a third more carbon dioxide than the European Union average
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Net imports as % of energy supply
(Southeast Europe and the region’s four biggest countries by energy requirements, 2011–20121)

1 Depending on data availability

Sources: International Energy Agency, publicly available country reports on energy balance; A.T. Kearney analysis

Figure 3 
Dependence on energy imports is high across Southeast Europe
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Figure 4 
Refineries in Southeast Europe are underused
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difficult as only a small portion of the region’s crude is directed to petroleum products. Most 
processed crude goes into gasoline and heating oil derivatives, with the market for these 
products limited in both size and margins.

Operational efficiencies in refineries are also lacking. Our recent Refinery Health Checker 
Benchmarking Study finds that SEE refinery operators generally have inadequate capabilities 
in global crude trading and rely heavily on regional and Russian oil. These refineries produce 
limited amounts of value-added petrochemical and lubricant products and do not have the 
advanced equipment found in refineries in neighboring EU countries. These findings suggest 
that within the next three to five years, all but one of the six SEE refineries will need to change 
their operating models, undergo regional consolidation, or even close their doors (see figure 5). 

Refinery health check
Composite index (scale of 1 to 4, with 4 being good)

Notes: EE is Eastern Europe; SEE is Southeast Europe.

Source: A.T. Kearney Refinery Health Check Benchmarking Study, 2013

Figure 5 
Five of the six refineries in Southeast Europe need an overhaul
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With this in mind, we believe the refineries have several options:

• Pursue cross-border collaboration, consolidation. Without domestic refining capacity, 
Slovenia relies heavily on maritime imports of fuel from multinational oil traders. Croatia’s 
refinery operates at 50 to 60 percent of capacity. One option is for Slovenia and Croatia to 
integrate their supply chains, allowing Slovenia to secure some of Croatia’s spare refining 
capacity. Another option is to consolidate within and across borders.
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• Secure a more cost-effective supply of crude. Refinery operators can access better, more 
cost-effective crude supplies by improving their trading capabilities and forming international 
partnerships or joint ventures.

• Develop smarter investment strategies. Operators need a stronger focus on their main 
priorities—advanced refining equipment and investment planning and realization.

Natural gas

Southeast Europe countries are largely net importers of natural gas. Although Croatia produces 80 
percent of its gas requirements, Serbia produces just 20 to 25 percent and all other SEE countries 
rely exclusively on imports. A pipeline and liquid natural gas (LNG) terminal infrastructure that 
connects SEE to gas-rich regions will be crucial to establishing a sustainable supply. SEE countries 
will also need to speed up the development and implementation of EU-compliant legislation that 
promotes competition in the gas market. For example: 

• In Croatia, there is limited competition in the upstream market, with the state-owned 
energy company INA supplying the domestically produced gas only to its subsidiary, 
Prirodni Plin. Downstream, fees charged by the distribution system operators (DSOs)  
do not vary based on level of investment in the network, which means there is little 
incentive to modernize.

• In Serbia, unbundling has yet to occur. The wholly state-owned Srbijagas is vertically 
integrated, performing all functions from trading and supply to transmission and distribution.

• In BiH, the market is not yet unbundled, and the government has not established a single 
entity with authority to regulate the gas industry across the entire territory. 

Southeast Europe countries are largely net 
importers of natural gas. A pipeline and 
LNG terminal infrastructure connecting 
SEE to gas-rich regions is crucial to 
establishing a sustainable supply. 

Electricity

As discussed earlier, Southeast Europe countries are net importers of electricity, with the 
exception of Serbia and Bosnia. The region could bridge this import gap by improving the 
efficiency of transformation, transmission, and distribution.

Transformation. Inefficiencies in transformation are largely the result of aging infrastructure. 
For example, thermal power plants (TPPs) are typically designed to operate for 25 years, with 
rehabilitation potentially extending their lifetime (often at reduced efficiency) for another  
15 years. The average age of TPPs in Southeast Europe is about 35 years, with a sizable share 
of capacity planned for shutdown over the next five years. 
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Transmission. Countries are also struggling with significant losses in electricity transmission and 
distribution (T&D) (see figure 6). If T&D loss rates are reduced to a benchmark level of 5 percent, 
the region would save €0.8 billion in electricity spending per year, close the gap between demand 
and supply (thereby eliminating net imports), and reduce greenhouse gas emissions. 

Transmission and distribution losses
(% of apparent consumption, 2011–20121)

1 Depending on data availability
2 Assumption: average price of electricity of €0.1 per kilowatt hour

Sources: International Energy Agency, publicly available information published by national regulatory agencies or electricity generation companies; 
A.T. Kearney analysis

Figure 6 
Reducing electricity losses could capture sizable savings in Southeast Europe
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Distribution. Between 60 and 80 percent of T&D losses are in distribution, making improved 
efficiency a high priority for DSOs. Governments are also required to provide incentives to 
increase distribution efficiency. EU directives require tariffs to be set at a rate that encourages 
suppliers to involve consumers in improving system efficiency. The tariffs should also reflect 
achieved network cost savings. 

Most distribution losses are non-technical (that is, commercial), occur in low-voltage networks, 
and consist of delivered and consumed energy that cannot be invoiced to end users. Smart 
metering technology is the most effective way to identify and eliminate such losses. DSOs 
usually combine smart metering technology with advanced distribution management systems 
that enable remote monitoring, analysis, planning, control, and optimal distribution.

These technologies reduce labor costs, curtail losses and emissions in electricity production, 
and increase the overall reliability of the distribution network. They also help optimize 
long-term capital expenditures. A national study on smart grid potential in Slovenia estimates 
that the country can save about €0.5 billion in capital expenditures between 2012 and 2030 
with a smart grid.4

4 Program Razvoja Pametnih Omrežij v Sloveniji, 2012
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As an example, we recently implemented a smart-meter project for a state-owned utility in 
Eastern Europe. We helped the company develop strategic alliances with global smart-grid 
equipment manufacturers, coordinated discussions with the regulator, and customized the 
smart-meter project rollout. The utility installed more than 400,000 smart meters, with the first 
wave yielding positive results and cost savings.

Finally, a powerful stimulus for a competitive electricity market is an appropriate legislative 
environment. This will require SEE countries to incorporate the directives of the Third Energy 
Package into their national legislation.5

So far, implementation progress varies by country.6 For example, with the adoption of its new 
energy law in March of 2014, Slovenia incorporated all relevant EU energy directives into its 
primary legislation. Croatia has incorporated unbundling requirements into its local legislation, 
but implementation has yet to begin. Serbia has not yet initiated legislation related to unbundling, 
and both the country’s transmission system operator (EMS) and its power utility (EPS) are still 
100 percent state owned. In BiH, there has been almost no progress in unbundling, and the 
responsibilities of the country’s three energy regulators are not well-defined. Secondary 
legislation (such as associated laws, procedures, and methodologies) is being developed  
in many SEE countries, but there is more work to be done.

Renewable energy sources 

The region has potential to obtain power from renewable energy resources (RES), mainly hydro 
and biomass such as wood and agricultural waste, as well as wind, solar, and geothermal. In fact, 
as early as 2009, each country had a higher share of energy from RES than the EU27 average and 
set a target to increase that share by 6 to 7 percentage points until 2020, which is in line with EU 
targets (see figure 7). 

Share of energy from renewable sources
(gross final energy consumption)

Sources: Eurostat, Energy Community; A.T. Kearney analysis

Figure 7 
Southeast Europe gets a significant share of energy from renewable sources
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6 Annual Implementation Report, Energy Community Secretariat, September 2013
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Most SEE countries have incorporated the relevant EU legislation and have established 
appropriate incentives to attract private investors. However, the pace has been slow.  
One reason is the long, cumbersome process for authorization, licensing, and network 
connection, particularly in Serbia, BiH, and Macedonia. Mechanisms for guaranteed or 
priority supply of electricity from RES to the grids, and certifications for electricity produced 
from RES, are still lacking in many countries. Most governments have not initiated their 
National Renewable Energy Action Plans, currently in place only in Slovenia and Serbia.  
These plans describe the policies and measures for achieving the 2020 RES targets and 
provide the transparency needed to encourage investment in the RES market.

Building a Better Infrastructure
Based on our analysis of SEE’s energy mix, energy balance, and key challenges and  
opportunities, our recommendation is to focus first on infrastructure development  
in two areas: natural gas and electricity. 

Natural gas

This underexploited resource has the power to bring cheap, reliable, and environmentally 
sustainable energy to the region. Planned infrastructure projects for natural gas are designed 
and ready to go but have not been implemented (see figure 8). For example, the South Stream 
pipeline was designed to transport Russian gas to the EU through the broader SEE region. But 
the project has been delayed by the ongoing EU-Russia conflict over Ukraine and its future is 
now uncertain. Similarly, the Nabucco pipeline, a rival to the South Stream project, was destined 
to reduce the EU’s reliance on Russian gas. The project was cancelled in 2013 in favor of the Trans 

Notes: TAP is the Trans Adriatic Pipeline; IAP is the Ionian Adriatic Pipeline; TANAP is the Trans Anatolian Natural Gas Pipeline.

Sources: Publicly available information; A.T. Kearney analysis

Figure 8
Progress is slow for natural gas projects in Southeast Europe
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Adriatic Pipeline (TAP), which is a cheaper and shorter path to bring gas to Europe as it travels 
from Azerbaijan to Western Europe via Greece, Albania, and the Adriatic Sea. Approved by all 
partner countries, the two-year construction project begins in 2016. 

In turn, TAP will be a key enabler for the Ionian Adriatic Pipeline (IAP), aimed at bringing gas to 
Albania, Montenegro, southern Croatia, and BiH. Although intergovernmental agreements on 
IAP are in place, the feasibility study design (including the final pipeline route) is still in progress, 
and legislative ratification and approval of the partner countries has yet to take place. IAP is 
intended to be bidirectional, enabling gas to travel from the future LNG terminal in Krk, Croatia.

The LNG regasification terminal in Krk is another major source of supply diversification for the 
region. Potential suppliers include major LNG exporters such as Qatar, the United States, and 
Cyprus. Although the idea has been around for many years, the project has so far failed to get off 
the ground. Next steps include acquiring a location permit and identifying strategic partners. 

Another important potential investment is the Aegean LNG regasification terminal in Kavala 
(northeast Greece), which will bring Qatari gas to Bulgaria and potentially to other SEE countries. 
The $400 million terminal has been positively evaluated by the European Commission. In fact, it 
has been labeled as a “project of common interest,” signaling potential EU financial backing and 
reflecting its importance for European energy security.

Southeast Europe should focus on its 
natural gas and electricity infrastructure.

Electricity

The electricity infrastructure is in need of improvement (particularly for TPPs). Many TPPs are 
approaching the end of their life cycles (most will be shut down over the next five to 10 years), 
which means countries will need to invest heavily in new thermal generation capacity. For 
example, Kosovo plans to shutter the older of its two lignite-fired TPPs in 2017 (known as Kosovo 
A) and will need to build a new TPP (referred to as Kosovo C). This new plant, with potential 
capacity of 1,000 or even 2,100 megawatts, will turn Kosovo into a net exporter of electricity. 
There are potential opportunities to invest jointly with other import-dependent countries, such 
as Macedonia or Montenegro, to develop the new TPP.

There is also significant potential for cross-border collaboration in renewable energy sources. 
For example, BiH plans to invest more than €500 million in up to 25 hydro power plants (HPPs) 
over the next 10 years. Joint investment with Croatia and Serbia could result in access to cheaper 
financing, while also spreading the risk. A case in point is the potential Dubrovnik 2 project 
between Croatia and BiH’s Republika Srpska—a 300 megawatt HPP project worth €170 million. 

Another good example is an agreement between Italy and Serbia to develop 10 mini-HPPs in 
Serbia to produce electricity for Italy. Italy has also entered into an agreement with Republika 
Srpska to construct three HPPs on the Drina River. Both projects will produce electricity that would 
be transferred to Italy via Montenegro through an underwater cable expected to be completed in 
2015. This cable is a major infrastructure enabler for the trade of electricity between the SEE region 
and Italy. The electricity produced in Serbia would count toward Italy’s RES target, demonstrating 
how countries can cooperate to jointly achieve RES goals. 
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Collaboration Is Key
It is time for collaborative action. By developing focused strategies and concentrating on the 
seven priorities shown on page 1, countries in Southeast Europe will be better positioned to 
achieve energy independence, or at the very least to ensure access to a reliable, cost-efficient, 
and environmentally sustainable energy supply.
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