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Summary

As signatories to the Paris Agreement, the European Union (EU), Serbia, Bosnia and
Herzegovina (BiH), and Albania commit to limiting global warming to “well below 2°C"
and "pursuing efforts to limit the temperature increase to 1.5°C above pre-industrial
levels”. Increasingly, the 1.5°C goal is the foundational goal which countries must aim
for in accordance with international law. Achieving decarbonisation goals in line with
the Paris Agreement requires deep emission cuts across all sectors.

Within the EU, many producers are obliged to purchase emission allowances under the
EU Emission Trading System (ETS). The EU’s Carbon Border Adjustment Mechanism
(CBAM) works to level the playing field between EU producers and non-European firms
which are not subject to the ETS and may not be subject to an ETS in their home
country and can therefore produce goods at lower cost and higher emissions levels. By
placing a tax on the carbon content of imports the CBAM is expected to reduce carbon
leakage and support EU decarbonisation while incentivising producers outside of the
EU to decarbonise to improve the competitiveness of their products on the EU market,
contributing to a reduction in global emissions in line with the Paris Agreement.

This report, the first in a four-part series on technical and policy opportunities for
Albania, BiH and Serbia in the context of the CBAM, dives into the critical role of
electricity as both an exported commodity and industrial input and offers international
case studies and good practices. We look at risk and resilience to the CBAM in the
power sector through desk research and original interviews and workshops with
industry stakeholders across all three countries.

All export electricity to the EU, and apart from Albania, electricity produced by these
countries is heavily emissions intensive as a result of the region’s reliance on coal,
rendering electricity exports to the EU vulnerable to the CBAM. At the same time,
energy intensive industries also covered by CBAM (cement, chemicals, iron and steel,
aluminium, hydrogen) are increasing their use of electricity to decarbonise, but this is
reliant on access to green electricity. Albania is expected to see the most immediate
opportunity under the CBAM as its low-carbon electricity supports a relatively lower
carbon content across all CBAM industries. Electricity makes up the largest share of
BiH's CBAM-covered exports to the EU and due to the high share of coal in generation
(62% of total generation in 2024), the CBAM is expected to significantly raise costs.
Serbia is in a similar situation, with coal accounting for 63% of generation in 2024.



The technological options for decarbonising electricity in the region are clear — deep
integration of wind and solar coupled with grid and storage upgrades to improve
efficiency and flexibility. This also supports energy security in the region, decreasing
Albania’s reliance on hydropower as droughts become more severe, and reducing BiH
and Serbia’s dependence on ageing and unstable coal-fired power stations.

In BiH and Serbia, coal phase out is critical to aligning with the CBAM and Paris
Agreement. Both countries are heavily dependent on coal power and are planning to
expand capacity, which will likely lead to costly stranded assets as lignite generation
becomes economically non-viable.

All three countries will need to take decisive policy action to support the technological
transformation in the power sector. We conduct two mini case studies examining the
issue from a coal phase out perspective and a renewables rollout perspective. Greece
offers a contemporary example of rapid coal phaseout, with a policy approach
characterised by regional differentiation and reskilling that focusses on the local
context, supporting communities in order to uplift the economy. Tirkiye has used a
variety of mechanisms to support its rapid roll-out of renewables, changing auction
structures, instituting electricity market reform and looking into all available
technologies. Both case studies show the importance of comprehensive strategy
planning, beyond-the-paycheck workforce planning and deep stakeholder engagement
in impacted regions and industries.
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Introduction

As signatories to the Paris Agreement, the European Union (EU), Serbia, Bosnia and
Herzegovina (BiH), and Albania commit to limiting global warming to “well below 2°C”
and "pursuing efforts to limit the temperature increase to 1.5°C above pre-industrial
levels”." Increasingly, the 1.5°C goal is the foundational goal which countries must aim
for in accordance with international law.? In an effort to align with the Paris Agreement,
the EU aims to cut its emissions by 55% below 1990 levels by 2030 and to achieve
climate neutrality by 2050. This has necessitated a whole-of-economy approach, with
industry — which accounts for 21% of EU emissions — a critical area to decarbonise.?

A dilemma arose for EU policymakers when pushing for climate action in the industrial
sector: how to cut emissions while preventing carbon leakage (i.e. the relocation of
industry to countries with weaker climate regulations)? To address this, the Carbon
Border Adjustment Mechanism (CBAM) was introduced. CBAM ensures that the carbon
price of imports to the EU is equivalent to the carbon price of domestically produced
products, thereby maintaining fair competition as EU companies transition to low
carbon production.* While all countries exporting to the EU are subject to CBAM, it is
particularly relevant to candidate countries for EU accession, who are to align their
domestic legislation with the EU’s acquis communautaire before joining the bloc.

CBAM places a price on carbon-intensive goods imported into the EU, with electricity
included under CBAM's scope along with cement, fertilisers, aluminium, iron, steel, and
hydrogen.® For exporters to avoid CBAM costs, they will need to reduce the carbon
intensity of those sectors covered by the regulation.

TUNFCCC, “The Paris Agreement on Climate Change,” UNFCCC, 2015,
https://unfccc.int/sites/default/files/english_paris_agreement.pdf.

2 International Court of Justice, “Obligations of States in Respect of Climate Change - The Court
Gives Its Advisory Opinion and Responds to the Questions Posed by the General Assembly,”
2025; International Tribunal for the Law of the Sea, “Request for an Advisory Opinion Submitted
by the Commission of Small Island States on Climate Change and International Law,” 2025,
https://www.itlos.org/fileadmin/itlos/documents/cases/31/Advisory_Opinion/C31_Adv_Op_21.05
.2024_orig.pdf.

3 Climate Analytics, “European Union | 1.5°C National Pathway Explorer,” 2025, https://1p5ndc-
pathways.climateanalytics.org/countries/european-union/.

4 European Commission, “Carbon Border Adjustment Mechanism,” European Commission, 2025,
https://taxation-customs.ec.europa.eu/carbon-border-adjustment-mechanism_en.

> European Commission, “Commission Implementing Regulation (EU) 2023/1773 of 17 August
2023 Laying down the Rules for the Application of Regulation (EU) 2023/956 of the European
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Electricity will be pivotal to aligning with CBAM on two fronts:

1) The first relates to direct electricity exports. Coal-fired power represents a high
share of Serbia and BiH'’s electricity exports, making them highly exposed to
CBAM.® Maintaining the profitability of electricity exports will involve reducing
their emissions.

2) The second is in relation to industrial exports. As electricity powers industrial
production, the higher the carbon intensity of electricity, then the higher the
carbon intensity of the final product. Low-carbon electricity is therefore the
foundation of low-carbon industry. As decarbonising electricity has the knock-
on effect of decarbonising the sectors that rely on electricity, it is central to
aligning every industrial sector with CBAM.”

Electricity exports represent an important source of income for several Western Balkan
countries. In 2023, electricity was the top export for Bosnia and Herzegovina (USD 523
million); and second ranked export for Albania (USD 282 million). Serbia’s electricity
exports amounted to USD 1.8 billion.® Much of the electricity production in these
countries is heavily emissions intensive as a result of the region'’s reliance on coal,
rendering electricity exports to the EU vulnerable to application of CBAM.

Decarbonising national electricity grids is of critical importance to maintaining
economic competitiveness in the Western Balkans. Some core measures which will
support decarbonisation can be seen in Figure 1 below.

Parliament and of the Council as Regards Reporting Obligations for the Purposes of the Carbon
Border Adjustment Mechanism during the Transitional Period,” 2023, https://eur-
lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32023R1773.

6 Verena Allert et al., Impacts of the EU Carbon Border Adjustment Mechanism on the Western
Balkans and Ukraine: Policy Options for Governments, Life ETX Project (Germanwatch, 2023),
https://www.germanwatch.org/sites/default/files/germanwatch_impacts_of the_cbam_on_the_w
estern_balkans_and_ukraine_2023.pdf.

" Elena Benaim, "Designing a Carbon Border Adjustment Mechanism: Reducing Industrial
Emissions While Facing an Energy Crisis,” Carbon Free Europe, 2022,
https://www.carbonfreeeurope.org/product/designing-a-carbon-border-adjustment-
mechanism-reducing-industrial-emissions.

8 Observatory of Economic Complexity, “Bosnia and Herzegovina (BIH) Exports, Imports, and
Trade Partners,” 2025, https://oec.world/en/profile/country/bih; The Observatory of Economic
Complexity, “Electricity in Serbia,” 2025, https://oec.world/en/profile/bilateral-
product/electricity/reporter/srb; The Observatory of Economic Complexity, “Albania (ALB)
Exports, Imports, and Trade Partners,” The Observatory of Economic Complexity, 2025,
https://oec.world/en/profile/country/alb.
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Decarbonising electricity requires system-wide changes.

. Improve Energy
Switch to
energy storage and
renewables . e
efficiency flexibility
Phase out carbon X e Introduce carbon
. X K Improve the quality of Maximise renewables L ..
intensive fossil fuels . . . pricing, incentivising
L distribution and protential by storing L.
from electricity L. ) L. decarbonisation by
. transmission grids to low-carbon electricity el '
generation - L. shifting the economics
X reduce losses until it is needed .
particularly coal of the decision
Streamline permitting
) Encourage generation rocesses, implement
Increase the share of Deploy smart grids and ge 8 P L. P .
K o close to demand centres functioning auctions
wind and solar advanced monitoring to . . ) . .
- X including supporting and tax incentives to
in line with Energy detect losses and .
. . on-site renewables encourage renewables
Community targets inefficiencies . .
for industry build-out and

generation

Figure 1: Priority areas to decarbonise electricity

This paper is the first in a four-part series covering the electricity, steel, cement, and
chemicals sectors in Serbia, BiH and Albania. Given the centrality of electricity to all
aforementioned sectors aligning with CBAM, this paper can be considered a deep dive
not only into electricity but also the first step in supporting CBAM alignment in the
target countries’ industrial sectors.

Across a variety of indicators, Serbia, BiH and Albania’s electricity grids are at different
stages of decarbonisation. Each country’s exposure and resilience to CBAM will be
covered, with a view towards assessing effective ways to align their electricity grids with
CBAM requirements. In achieving this, we combine desk research with original
interviews and workshops with industry stakeholders from the assessed countries. We
then highlight international best practices which can be translated to the Western
Balkan context.
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CBAM - addressing the
elephant in the room

In an era of rapidly shifting trade relations, CBAM stands out as a policy with a
potentially profound impact on business as usual. Yet several years after it was first
announced in 2021,° it remains elusive to understand even for policymakers. The core
reasoning for CBAM's introduction is fairly straightforward. EU efforts to reduce
emissions by 55% below 1990 levels by 2030, and to achieve climate neutrality by 2050
push its industry to decarbonise faster than in other countries. This risks
competitiveness as companies outside of the bloc who do not pay a carbon price
would be able to undercut prices from EU companies in the short term.™

To prevent carbon leakage, the European Commission advocated to level the playing
field, whereby the carbon embedded in products imported into the EU would be priced
at an equivalent level to those produced within the EU. To achieve this, CBAM (Carbon
Border Adjustment Mechanism) was introduced. CBAM's transitional phase takes place
between October 2023 and December 31, 2025, with full implementation currently
planned to begin on January 1, 2026."

CBAM aims to ensure that products imported to the EU pay the same price on carbon
as EU companies do. European companies, under the EU Emissions Trading System (EU
ETS), must reduce their emissions or buy allowances which cover the cost of the excess
carbon that they emit.'> As many exporters to the EU are not subject to the same level
of carbon pricing, CBAM sets an equivalent carbon price on imports. Like domestic
European companies, exporters to the EU can reduce — or indeed avoid — paying this
carbon price by reducing the carbon intensity of their product.™

To comply with CBAM, EU-based importers of CBAM-covered goods report the
embedded carbon contained in the shipment and purchase CBAM certificates

9 European Commission, “Proposal for a Regulation of the European Parliament and of the
Council Establishing a Carbon Border Adjustment Mechanism,” 2021,
https://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/co
m/2021/0564/COM_COM(2021)0564_EN.pdf.

1° European Commission, “Carbon Border Adjustment Mechanism.”

" European Commission, “Carbon Border Adjustment Mechanism.”

12 European Commission, “About the EU ETS,” 2025, https://climate.ec.europa.eu/eu-
action/carbon-markets/eu-emissions-trading-system-eu-ets/about-eu-ets_en.

'3 European Commission, “Carbon Border Adjustment Mechanism.”
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corresponding to those emissions. The price of a certificate is connected to the EU ETS
price, and is expressed in €/tonne of CO; emitted. If a carbon price has been paid
during the production of imported goods, that can be deducted from what is paid
when it enters the EU.™ The price of CBAM will not start out equal to the EU ETS, but
will gradually increase until they become equal in 2034."

Although the underlying raison d'étre of the policy was simple, the drafting and
subsequent implementation of CBAM has been less straightforward. The 2023 iteration
of the CBAM regulation is a complicated document which lays out the rules and
reporting obligations that EU importers, in partnership with the external businesses
they import from, were expected to follow to align with CBAM."® This has created a
significant imbalance between larger companies who have the in-house capacity to
interpret the regulation or can afford external consultants to interpret it on their behalf,
and small- and medium- sized enterprises (SMEs) who do not have the financial or
technical capacity to properly account for the carbon intensity of their products in line
with CBAM requirements.

This has led to concern among stakeholders in the Western Balkan region that their
industries are not sufficiently prepared to meet CBAM's complicated reporting
requirements. In workshops conducted for this project, Serbian stakeholders raised
concerns that industries affected by CBAM were not only facing challenges in meeting
the reporting requirements, but many were not aware that they were even expected
to."” In a worst-case scenario, some Western Balkan SMEs risk being required to meet
CBAM requirements without any knowledge in how to do so or preparation to reduce
the carbon intensity of their products, leading to a significant loss in competitiveness.

Despite the importance of reducing industrial emissions to maintain economic
competitiveness, regional stakeholders have taken issue with the response of Western

4 European Commission, “Carbon Border Adjustment Mechanism.”

15> 1gor Todorovi¢, “Serbia Proposes Taxes on Greenhouse Gas Emissions, Imported Carbon-
Intensive Products,” Balkan Green Energy News, 2025,
https://balkangreenenergynews.com/serbia-proposes-taxes-on-greenhouse-gas-emissions-
imported-carbon-intensive-products/.

16 European Commission, “Commission Implementing Regulation (EU) 2023/1773 of 17 August
2023 Laying down the Rules for the Application of Regulation (EU) 2023/956 of the European
Parliament and of the Council as Regards Reporting Obligations for the Purposes of the Carbon
Border Adjustment Mechanism during the Transitional Period.”

7 Climate Analytics et al., “Pathway Summary Report: Serbia,” 2024, https://cal-
cIm.edcdn.com/publications/Serbia_Pathway_Workshop_report_042024.pdf?v=1727355554.
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Balkan governments to align with with CBAM, specifically over slow action and orderly
engagement with those affected.’

Failure to sufficiently reduce the carbon intensity of CBAM-affected industries risks:

e Losing industrial competitiveness as EU-based importers may switch to
businesses who can provide similar quality products at a lower carbon cost.™
Interviews with stakeholders from CBAM-affected industries highlight the risk
of committing to large-scale investments in the absence of regulatory and
investment certainty from government., One interviewee highlighted that
even when companies do invest in on-site renewable energy, insufficient
capacity in governments departments slows down the permitting process
and thus alignment with CBAM.

e If Western Balkan governments do not price carbon themselves, they are
effectively losing this revenue to the EU. Western Balkan companies will still
be affected by carbon pricing, but Western Balkan governments will not be

the ones collecting that revenue.?°

Thus, both companies and governments stand to lose economic competitiveness and
revenue if they do not align with CBAM and institute a carbon price. However, inherent
to the risks associated with CBAM are its opportunities. Just as companies who move
slowly risk losing competitiveness, those who move fast will gain a competitive
advantage.

e Governments who do not introduce some form of carbon pricing will lose
potential revenue to the EU. Those who do introduce carbon pricing will
increase their revenue base while supporting the transition to renewable
energy sources.”’

'8 Climate Analytics et al., “Pathway Summary Report: Serbia.”

19 Peter Spiller et al.,, “New Opportunities: Capturing Value from CBAM Regulation,” McKinsey &
Company, 2024, https://www.mckinsey.com/capabilities/operations/our-insights/operations-
blog/new-opportunities-capturing-value-from-cbam-regulation.

20 Luka Vasilj et al., CBAM: Trade Implications and Opportunities of EU Climate Neutrality Goals,
4iTraction Discussion Papers (Climate Analytics, 2023).

21 loannis Charalampidis et al., “Impact Assessment for the Establishment of a Regional Emission
Trading System in Energy Community Contracting Parties — NEAR.A3," Trinomics, 2024,
https://www.energy-community.org/news/Energy-Community-News/2025/01/14.html.
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e As a prerequisite to market coupling and EU accession (see section 4), there
is additional impetus to introduce carbon pricing and transpose EU
legislation, thus strengthening the economic case to decarbonise.??

e As CBAM raises the cost of inefficient production, plants which modernise
and improve energy efficiency will reduce the carbon intensity of their
product, thus reducing strain on the grid.

e As EU importers will shift to cleaner producers, companies who decarbonise
can increase their competitiveness and potentially charge a ‘green
premium’.?*2* Streamlining permitting processes and providing regulatory
certainty to companies can stimulate investment, particularly in cost-effective
technologies such as wind and solar.

e Lastly, the co-benefits of the energy transition will have lasting impacts on
the region, particularly in relation to high-quality green jobs and reductions
in air pollution — which was responsible for 20,500 premature deaths in 2022
in Serbia, BiH and Albania.?

Recognising the administrative burden placed on businesses to align with CBAM, the
European Commission proposed simplifying the regulation in February 2025. This was
in line with a broader effort from the Commission to reduce the administrative burden
on European businesses. The Council and Parliament approved the changes in
September of the same year.?® The amendments are illustrated in Figure 2.

22 Charalampidis et al., “Impact Assessment for the Establishment of a Regional Emission Trading
System in Energy Community Contracting Parties — NEAR.A3."

23 Antoine Dechezlepretre and Antton Haramboure, “EU Carbon Border Adjustment Mechanism:
What Is It, How Does It Work and What Are the Effects?,” 2025,
https://www.oecd.org/en/blogs/2025/03/eu-carbon-border-adjustment-mechanism-what-is-it-
how-does-it-work-and-what-are-the-effects.html.

24 Nik Bollons and Jean-Louis Genest, “What You Need To Know About CBAM, The EU’'s New
Carbon Tariff,” Engie, 2023, https://www.engieimpact.com/insights/cbam-eu-carbon-tariff.

25 European Environment Agency, “Harm to Human Health from Air Pollution in Europe: Burden
of Disease Status, 2024," 2024, https://www.eea.europa.eu/en/analysis/publications/harm-to-
human-health-from-air-pollution-2024.

26 European Commission, “Regulation (EU) 2025/2083 of the European Parliament and of the
Council of 8 October 2025 Amending Regulation (EU) 2023/956 as Regards Simplifying and
Strengthening the Carbon Border Adjustment Mechanism,” 2025, https://eur-
lex.europa.eu/legal-content/EN/TXT/?uri=0J:L_202502083.
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Changes to CBAM reduce the required number of reporters, while the European
Commission argues roughly the same amount of CO, emissions will be covered

Exemption
threshold
changes

Firms importing
<50 tonnes of
goods exempted

EU estimates
this removes
obligations for 90%
of reporters while
still covering 99%
of emissions

Certificate
sales delay

Obligation to
purchase
certificates
postponed from
2026 to 2027.
However, financial
obligations from
2026 will still be
incurred

While 2026
certificates will still
need to be bought,
companies do not

have to do so

until 2027.

This will reduce
the reporting
burden in the

short term

Figure 2: Changes to CBAM in 2025
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In practice, these changes will mean that many Western Balkan businesses, particularly
SMEs, will be exempted from CBAM.

If the EU-based importer imports less than 50 tonnes of CBAM-covered goods per year,
they are obligated to report the emissions or buy certificates. To that extent, the worst-
case scenario of SMEs with low capacity to adapt to CBAM being faced with significant
additional costs can largely be avoided. It should be noted that the <50 tonne
exemption relates to EU-based importers, and it is still possible that some Western
Balkan SMEs will remain obligated to align with CBAM.?” Nevertheless, the focus is now

27 Bogdan Geci¢, “Simplifying CBAM: What It Means for Non-EU Businesses in Europe (and
Beyond)?,” Geci¢ Law, 2025, https://www.geciclaw.com/carbon-border-tax/.
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on larger companies. Overall, the imperative to align with CBAM remains — just with less
red tape and fewer administrative headaches.?®

Electricity exports stand out from other CBAM-covered goods in a critical way — they
have the potential to be exempted until 2030 if certain criteria are met.?® This has
become a priority for Western Balkan governments, with BiH, Serbia and Albania being
the largest net exporters of electricity in the region (in that order).*° For this to occur,
each country would need to couple their electricity markets with at least one European
country.

This highlights the central essence of CBAM — it charges imports that enter the EU from
outside its borders. If a country couples its electricity grid with that of an EU country
and transposes EU legislation accordingly, then it is effectively no longer considered an
external market and thus exempt from CBAM.

. In practice, exporting electricity to the EU is facilitated by the Energy Community, an
international body that brings together the EU and Balkan states to develop a regional
based energy market.>' There are several steps Balkan countries must follow to align
their electricity markets with EU standards in order to be exempted from CBAM.

These steps include:

1. Application of EU legislation, or Acquis, regarding energy, environment,
competition, and renewables.*?

28 Nina Rasljanin and Srdana Petronijevi¢, “EU Proposes to Simplify CBAM: Key Takeaways for
Balkan Companies,” Schoenherr Attorneys at Law, 2025, https://www.schoenherr.eu/content/eu-
proposes-to-simplify-cbam-key-takeaways-for-balkan-companies.

29 European Commission, “Regulation (EU) 2023/956 of the European Parliament and of the
Council of 10 May 2023 Establishing a Carbon Border Adjustment Mechanism,” 2023,
https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32023R0956&qid=1688551696609.

30 Energy Community Secretariat, “2025 CBAM-Readiness Tracker,” 2025, https://www.energy-
community.org/news/Energy-Community-News/2025/10/17.html.

31 European Commission, “Energy Community,” 2025,
https://energy.ec.europa.eu/topics/international-cooperation/international-organisations-and-
initiatives/energy-community_en.

32 European Commission, “Regulation (EU) 2023/956 of the European Parliament and of the
Council of 10 May 2023 Establishing a Carbon Border Adjustment Mechanism”; Energy
Community, “The Energy Community Legal Framework 2023 | Edition 5.0," 2023,
https://www.energy-community.org/legal/treaty.html.
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2. Establish a carbon pricing system equivalent to the EU ETS.?* Central to achieving
an ETS is the development of a Monitoring, Reporting, Verification, and
Accreditation (MRVA) system. This is fundamental to developing a robust carbon
pricing mechanism in line with CBAM as it allows for accurate CO; accounting,
thereby developing credible emission reports that meets EU standards.**

3. Commit to climate neutrality by 2050 and enshrine this in law through a long-
term low greenhouse gas emissions development strategy.>”

Provide a roadmap for implementation with a clear set of deadlines.?®

5. Coupling national electricity markets with the EU’s internal market. This refers to
linking up with the European market to provide single day-ahead coupling
(SDAC) and single intraday coupling (SIDC). SDAC refers to electricity prices
being set a day before, allowing supply and demand to be met at the lowest cost
across borders. SDIC supports cross-border electricity trading up to an hour
before delivery, which is particularly beneficial for trading electricity produced
from variable renewables such as wind and solar.?’

6. Establishment of a system which prevents indirect import of electricity into the
EU through third countries who have not met the above criteria.®

7. Once the above criteria are fulfilled and an exemption is provided, the country is
expected to continue to demonstrate progress at risk of the exemption being
revoked. Public support for carbon-intensive electricity (i.e. new coal plants), or a
5% increase in emissions per kilowatt-hour compared to 1 January 2026 are
specified as cause for an exemption to be revoked.

If a country had achieved these steps before the full introduction of CBAM at the start
of 2026, the exemption for electricity exports would have been granted. However, no
Western Balkan country has initiated the necessary reforms to be granted an
exemption. Serbia is the furthest along in this regard, with market coupling with
Hungary and Bulgaria expected by Q4 2026.

33 Charalampidis et al., “Impact Assessment for the Establishment of a Regional Emission Trading
System in Energy Community Contracting Parties — NEAR.A3."

34 Energy Community Secretariat, “2025 CBAM-Readiness Tracker.”

35 European Commission, “Regulation (EU) 2023/956 of the European Parliament and of the
Council of 10 May 2023 Establishing a Carbon Border Adjustment Mechanism.”

36 European Commission, “Regulation (EU) 2023/956 of the European Parliament and of the
Council of 10 May 2023 Establishing a Carbon Border Adjustment Mechanism.”

37 Andrea Alberizzi et al.,, “Analysis of the Intraday Market: Statistical Analysis of German Single
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CBAM-readiness: how close are Western Balkan countries to achieving an
exemption for electricity?

The Energy Community tracks its members’ readiness to meet CBAM's conditions,
evaluating how far each country is in the process of transposing EU regulations and
coupling their markets with the EU.3° Across almost every indicator, Serbia, BiH and
Albania have not met the criteria necessary to secure an exemption before CBAM
comes into force.

The necessity of this differs for each country. By far and away, the exemption is more
relevant for Serbia and BiH, whose electricity mixes rely heavily on fossil fuels,
particularly coal. Albania’s electricity generation, on the other hand, is almost entirely
supplied by hydro energy.***! Figure 3 below outlines each country’s status in meeting
the various criteria necessary to qualify for an exemption for electricity.

3% Energy Community Secretariat, “2025 CBAM-Readiness Tracker.”

40 Ember, “Electricity Data Explorer,” 2025, https://ember-energy.org/data/electricity-data-
explorer/.

41 Although Albania’s domestic production primarily comes from hydro, much of this is exported
while coal is imported to meet domestic consumption. While Albania’s electricity exports are
therefore less affected by CBAM than Serbia and BiH's, Albanian industry remains at risk due to
domestic use of coal.
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Progress in meeting CBAM exemption criteria is mixed,

but none of the three countries are on track to receive an exemption.

Exemption criteria

Transpose EU legislation

Establish a carbon pricing
mechanism

2050 long term strategy

Roadmap to climate neutrality

Market coupling

Prevention of indirect
electricity imports

Albania

Albania has made progress in
transposing the EU's Third
Energy Package, but
implementation is not yet
complete. The establishment
and operationalisation of the
Albanian Power Exchange
(ALPEX) in 2023 was a major
milestone towards market
integration. However, key
challenges remain, particularly
concerning the legal and
functional unbundling of the
Distribution System Operator
(OSHEE) to ensure its
independence, which is a core
requirement of the EU acquis.

A carbon tax exists in Albania,
though it is not yet aligned
with the EU ETS. Efforts are

underway to enshrine EU ETS
principles into domestic law,

but they are not yet enforced.

Albania has not adopted a
long term strategy with a
2050 climate neutrality target.

Albania has not adopted a
long term strategy with a
2050 climate neutrality target.

Albania plans to achieve
SDAC with Greece, but there
is no clear timeline to achieve

this.
No SDIC plans currently exist.

No system in place.

Bosnia and Herzegovina

BiH is actively transposing EU
legislation, but concrete
implementation lags behind. It
adopted a long-delayed
national electricity law in April
2025 to align with the EU
Third Energy Package. BiH
should now develop a carbon
pricing mechanism and MRV
system to meet CBAM
exemption criteria and
support EU accession.

No system in place, though
BiH plans to implement an
ETS in 2026. However, BiH
does not have an MRV system
in place, which is a critical
prerequisite for implementing
an ETS.

BiH submitted a long-term
strategy to the UNFCCC but
has not committed to carbon
neutrality by 2050. Instead,
BiH aims to cut emissions by

80% below 1990 levels
(including LULUCF).

No roadmap submitted.

No substantial progress has
been made. In April 2025, the
Bosnian entities agreed on a
new law to regulate the
electricity market which will
lay 