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1 Overview: Making the Western
Balkans an attractive place to live,
work and invest in

This chapter presents the key findings and recommendations of the second
volume of the Multi-dimensional Review of the Western Balkans. It focuses
on boosting education and competencies; fostering social cohesion; and
ensuring a green recovery and energy transition. In view of the ongoing
COVID-19 pandemic, the chapter also provides a brief analysis of the socio-
economic impact of the crisis.

MULTI-DIMENSIONAL REVIEW OF THE WESTERN BALKANS © OECD 2022



26 |

The Western Balkan economies are currently at an important crossroads in their development
trajectory. In the decade leading up to the global financial crisis of 2008, most economies in the region
experienced dynamic growth and financial sector expansion. Leveraging on their well-educated labour force
and deep relationships with Europe and many parts of the world, the regional economies opened up and
attracted significant investments. As a result, income increased and living standards improved. The European
Union (EU) integration process has been a central driver of democratisation, peace and institution building,
and has opened up many opportunities for the region. Yet the aftermath of the 2008 global financial crisis
— and, recently, the COVID-19 pandemic — also revealed challenges that hinder the region’s progress.
Finding new sources of productivity growth and new engines for economic and structural transformation is
an urgent task for all economies. Underperforming labour markets leave many citizens with no attractive
opportunities, and inequalities and large pockets of poverty persist. Heavy dependence on coal as an
energy source and other environmentally unstainable practices have resulted in high air pollution and other
impacts that negatively affect the quality of life in the region.

This Multi-Dimensional Review (MDR) combines deep diagnostics by experts with peer-learning
among key economic actors and policy makers to support the achievement of inclusive and
sustainable development in the Western Balkan region as a whole and in its individual economies.
Five economies — Albania, Bosnia and Herzegovina, Kosovo, North Macedonia and Serbia — participated
in the MDR process, which consisted of two phases (initial assessment phase, and peer-learning and
solutions phase) and two reports. The first report, Assessing Opportunities and Constraints (OECD,
20211)) applied the “5P” diagnostic framework (people, prosperity, partnerships, planet and peace) of
sustainable development, and was published in June 2021. The present report, From Analysis to Action,
combines in-depth analysis of policy options with the results of an extensive peer-learning process
(Box 1.1) across three strategic priorities: boosting education and competencies for economic and civic
transformation; fostering social cohesion; and pursuing a green transition that reduces negative
environmental impacts. It provides policy recommendations and suggestions for the development and/or
implementation of development strategies at economy or regional level, as well as frameworks against
which co-operation partners can devise their support (Figure 1.1).

Creating opportunities and providing a good quality of life are key to making the region an
attractive place to live in, work in and invest in. Taken together, the three strategic priorities set the
foundation for creating opportunities for everyone. In order to best cover the regional and economy-level
challenges and opportunities, this report comprises 19 chapters. The first one, this regional overview,
summarises key findings, highlights priority recommendations, and assesses the impacts of the COVID-19
pandemic. Each strategic priority is further developed in a dedicated section with a thematic regional
chapter and economy-specific chapters for Albania, Bosnia and Herzegovina, Kosovo, North Macedonia
and Serbia.
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Figure 1.1. Multi-dimensional review of the Western Balkans - Process schematic
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Box 1.1. The Multi-Dimensional Review of the Western Balkans - from Analysis to Action
through peer-learning based on the Governmental Learning Spiral

The first ever OECD Multi-dimensional Review at a regional scale, the MDR of the Western Balkans
combines economy- and region-level perspectives to propose policy action across the region.
Focussing on the strategic priorities identified by initial diagnostics, peer-learning events in early 2021
convened experts from the participating economies, the OECD and other international experts to
generate knowledge and ideas for solutions.

The peer-learning process followed the governmental learning spiral approach, with two overarching
aims for each thematic area (education and competencies, social cohesion and a green recovery): to
identify obstacles to progress, and to put forward key policy actions at the regional and economy-level
on the most important and urgent issues. The peer-learning workshops also provided an opportunity to
exchange policy experiences.

The MDR process brought together about 90 experts from the five Western Balkan economies (Albania,
Bosnia and Herzegovina, Kosovo, North Macedonia and Serbia), representing various societal
perspectives, including government institutions, civil society, academia and businesses. The results of
the peer-learning workshops guided the three thematic parts of this publication — each of which is
covered in a regional chapter of this publication. In turn, topic-specific suggestions for actions are
presented in the individual economy chapters.

Source: Blindenbacher and Rielaender (forthcomingjz;), How Learning in Politics Can Work; Blindenbacher and Nashat (2010), The Black

Box of Governmental Learning The Learning Spiral - A Concept to Organize Learning in Governments, World Bank Group, Washington,
DC, https://doi.org/10.1596/978-0-8213-8453-4.

Whenever relevant and subject to data availability, the Western Balkan economies are compared with
three groups of benchmark economies identified among the members of the Development Centre of the
Organisation for Economic Co-operation and Development (OECD): 1) a relevant subset of member
countries of the OECD, including Costa Rica, the Czech Republic, Greece, the Slovak Republic, Slovenia
and Turkey; 2) non-OECD countries that are members of the European Union with similar socio-economic
characteristics, including Croatia and Romania; and 3) countries that are in some way comparable but not
members of either organisation, including Kazakhstan, Morocco, the Philippines and Uruguay. The
selection of benchmark economies is based on geographical proximity, similarities in historical contexts
and economic structures, mutual partnerships and, as relevant, similar paths towards EU integration. The
selection of non-OECD economies is based on similar economic and social challenges (such as high
migration rates), shared history as transition economies, and similar development patterns. Such a broad
set of benchmark economies brings additional perspectives to the Western Balkan economies and create
valuable learning opportunities across selected policy dimensions. Criteria for selection are summarised
in Table 1.1.
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Table 1.1. OECD Development Centre member countries used as benchmark countries in the

current report

OECD

European
Union

Other

regions

Population,
total
(millions)

GDP (EUR
billions)

GDP per

capita (current

usD)

Relevance for
the Western
Balkans

Czech Republic

Greece

Slovak Republic
Slovenia

Turkey

Croatia
Romania

Costa Rica

Kazakhstan

Morocco

Philippines

Uruguay

v

v

v

10.7

10.7

5.7

21

83.4

41

19.4

5.1

18.5

36.5

108.1

35

246.5

209.9

105.4

53.7

7544

60.4

250.1

61.8

180.2

118.8

376.8

56.1

23102

19 583

19329

25739

9042

14 853

12920

12238

9731

3204

3485

16190

Proximity,
industrial base
Proximity, agro-

food sector,
tourism

Proximity,
industrial base

Proximity,
industrial base
Proximity, agro-

food sector,

export basket
Proximity, agro-

food, tourism

Proximity,
industrial base
Agriculture, IT
services, history
of FDI attraction

Agriculture,
mining, SOEs
Migration and
diaspora in the

EU, labour

market
challenges, role
of FDI
Migration as a
key feature of
the economic
model

Agriculture,

textiles

Note: IT = information technology, FDI = foreign direct investment, SOEs = state-owned enterprises
Source: World Bank, (2021.4), World Development Indicators (database), https://databank.worldbank.org/source/world-development-indicators.

1.1. Three strategic priorities for more opportunities and better quality of life in

the Western Balkans

This report suggests three priority actions to create opportunities and improve the quality of life in
the Western Balkans (Figure 1.2).

e First, to ensure opportunity-focused growth, Western Balkan economies should prioritise
education and competencies for economic transformation and civic participation. Boosting
education and competencies are shared regional priorities for raising productivity, creating jobs,
encouraging civic participation and making the region an attractive destination for businesses and
people. Across the region, citizens demand high quality education as a top component of quality
of life. Quality education helps build competencies that are key to help the region unleash creativity
and leapfrog to new economic activities. Education systems also play a key role in building civic
engagement skills, providing a foundation for responsible and community-minded citizens. By
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promoting trust among people, fighting exclusion and facilitating collective action in important areas
(such as social protection), more effective mechanisms to boost education and competencies can
ultimately reinforce democracy and contribute to social cohesion.

Second, strategies that promote people-focused growth can strengthen social cohesion.’ A
very large share of citizens in the region continue to face economic hardship and feel excluded.
Many cannot find good employment — especially in rural areas, where life can be hard. Lack of
attractive employment opportunities can strain citizens’ ability to support each other. Low levels of
formal labour market participation render the mostly contribution-based social protection systems
unsustainable and under-dimensioned. Local governments should be on the frontlines of
addressing the education and competencies challenge; efforts are stalled, however, by a lack of
capabilities in terms of organisation, incentives and funding.

Third, a green recovery, in which more sustainable energy delivers cleaner air, is
indispensable for boosting the region’s quality of life and economic opportunities. The
capital cities of Western Balkan economies are among the most polluted in Europe, largely
because coal continues to dominate energy production. With the implementation of the European
Green Deal and the Paris Agreement on climate change, demand for cleaner energy is accelerating
and both trading partners and investors are becoming more selective. Energy reform may indeed
come with substantial costs and social challenges, but the status quo is not an option, as the
coming into effect of carbon pricing and other policy measures will dramatically increase the costs
of the region’s current coal- and lignite-based energy systems in the near to medium term. In sharp
contrast, a strategic effort to radically reduce air pollution by phasing-out these sources would make
the region healthier and more attractive.

In light of the COVID-19 pandemic and its huge social and economic implications, now is the time
to find innovative solutions to create opportunities and improve quality of life. At time of writing, the
COVID-19 situation continues to evolve both globally and locally; governments must continue to develop
and implement responses in real time. The need to stimulate recovery makes strategic questions and
relevant funding allocations more urgent, not least because given the large amount of resources required,
missed opportunities will carry much higher costs than they would otherwise. The suggested policy
priorities in this report can support the post-pandemic recovery by making recovery spending as
strategically effective as possible.
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Figure 1.2. Boosting education and competencies, fostering social cohesion, and ensuring a green
recovery: Theme-specific and cross-cutting policy recommendations
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1.1.1. Optimising returns to policy by focussing on synergies

Strengthening linkages between education policies, and social and labour market policies should
be a high on any policy agenda. Providing high-quality and affordable early childhood education and
care (ECEC) is an investment in the future from two perspectives. For one, access to ECEC contributes
significantly to building the foundational skills of children, which are crucial at later stages of education.
From a social-cohesion perspective, it can release valuable time for women, allowing them to invest in
education, participate in employment or engage in entrepreneurial activities. Likewise, in any dynamic and
transformative economy, people should have a chance to acquire new skills or to reskill throughout their
lifetime. Creating synergies between life-long learning policies and active labour market policies will ramp
up availability of skills in demand and unlock employment opportunities for many people, especially the
young and long-term unemployed. This will foster greater social cohesion across different age groups while
reducing the burden of social assistance expenditures. Finally, considering the large share of vulnerable
groups in the region, including ethnic minorities and people with disabilities, creating opportunities by which
they can access high quality education can vastly improve their chances for social integration and to
prosper in the labour market.

Well co-ordinated and effective social and labour markets policies can cushion the potential socio-
economic impacts of green recovery policies and can smooth out the clean energy transition.
Reform of energy pricing, a priority for a green recovery in the Western Balkans, may lead to short- to
medium-term increases in energy expenditures, with potentially significant impacts on vulnerable
households. As such, energy pricing and other relevant policies should include social protection elements
(e.g. using carbon pricing revenue to mitigate distributional implications for households, or to finance
support for structural adjustment of workers and communities).
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Likewise, education and green transition policies should be integrated to build green skills, re-skill
persons affected by the green transition, increase public awareness, and boost investment in
renewables. Closing down of the coal industry in the Western Balkans would result in substantial job
losses; combining social assistance and re-skilling programmes can create new opportunities for affected
persons. For example, miners and workers at thermal power plants (TPPs) can be reskilled for employment
in thermal retrofitting programmes in the building sector, as well as other relevant jobs in construction and
manufacturing. In relation to renewable energies, lack of public awareness of their benefits currently
prevents renewable self-consumption from reaching its full potential. Education programmes can play an
important role in raising awareness among energy consumers and change their behaviour. Finally,
equipping young people with solid scientific knowledge and understanding of environmental issues is key
to grow their knowledge to build sustainable cities, start sustainable businesses, and push the innovation
frontier for green technologies.

1.1.2. Three enablers: Governance, digitalisation and local communities

In the end, progress depends on implementation and reliability. Governments in the Western Balkan
have recently produced an impressive quantity and quality of legal texts and strategies. Yet translation into
practice often remains slow. Inefficient government structures and lack of capacity for service delivery were
identified in the Initial Assessment of the MDR as major constraints. State structures tend to be overly
complex, often involving numerous ministries and agencies without clear lines of accountability. This
delays decisions and has implications for cost, time and resources. Frequent political changes and
insufficient protection against undue influence are other sources of delay and impediments. At the same,
time citizens placed the rule of law, good governance and effective policy making very high in their visions
of a good future during the Vision and Challenges 2030 workshops? undertaken as part the MDR initial
assessment process. Reaching consensus regarding objectives and ensuring effective public delivery and
implementation are core elements of good governance that can support the achievement of strategic
priorities (OECD, 2021(1)).

Digitalisation can transform governments and improve public service delivery; its potential should
be fully explored. Examples of early-adopting economies, such as Estonia, show that digitalisation can
help re-engineer structures of the public administration for higher performance at lower cost. The Western
Balkans economies have been making important progress in adopting digital technologies. Of the
193 nations listed on the UN EGDI5 (e-Government development) composite index, they rank in the mid-
range: Serbia (58), Albania (59), North Macedonia (72) and Montenegro (75) (UN, 2020;s). In 2019, North
Macedonia and Serbia signed an agreement on mutual acceptance of electronic documents, a great
example of digitalisation fostering regional integration (OECD, 2021g)).

Local authorities need stronger capacities to tailor services to local needs. Across the Western
Balkan region, local governments are key to the implementation and delivery of many government
programmes and services (e.g. education, healthcare, social assistance, and water and waste services).
Often, however, they do not fulfil their roles. Many municipalities with sizeable staff spend the bulk of their
budgets on salaries. Benchmarking shows that services delivered are not in line with what is spent on
delivery. Political patronage often plays an outsized role in hiring at the local level. In some economies,
the incentives that govern the allocation of central funding to local governments lead to surplus hiring,
instead of smart and efficient investment based on performance. While structures vary, all economies
struggle in some way with delivery at the local level. Going forward, improving collection of population data
is necessary to understanding the needs of people and local communities, and providing targeted services
(OECD, 20211)).
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1.2. Boosting education and competencies

Quality education ranked as a top priority in all economies during the Vision and Challenges 2030
workshops. While economic structures vary significantly, finding new sources of productivity growth and
new engines for economic transformation is urgent for all. Good jobs are scarce and young people continue
to emigrate. Boosting youth and workforce competencies can unlock new opportunities. The more
unfavourable an economy’s current wage-to-productivity ratio, the more urgent this task becomes. Kosovo
faces the biggest hurdles in this area, but the range of challenges is similar in all economies, and
differences in wage-to-productivity ratios are small.

The Western Balkans economies have made great progress in education over the last decades.
The introduction of competency-based curricula, participation in the Programme for International Student
Assessment (PISA), development of hew standards for teachers, and investments in vocational education
and training (VET) have been some of the key reforms in the region.

Despite that progress, there remains a wide scope for improving the outcomes of formal education.
International education and international student assessments of the Western Balkan economies reveal
gaps in student learning outcomes. The 2018 OECD PISA results show that less than half (46%) of
students in these school systems scored above baseline proficiency in reading (PISA Level 2 and above)
compared with averages of three-quarters for OECD countries (77%) and EU countries (76%) (Figure 1.3).

Beyond formal education, many adults lack the competencies demanded on labour markets. Many
enterprises in the region report hiring difficulties due to skills shortages and find that the education system
does not impart the skills needed (World Bank, 20217;). Apart from Serbia and Montenegro, the share of
individuals with basic or above basic digital skills is relatively low in comparison to EU benchmark
economies (Figure 1.4 — Panel A). The share of people who have used basic arithmetic formulae in a
spreadsheet is very small in some economies, indicating a lack of key computer skills, which are important
requirements for many employers (Figure 1.4 — Panel B).

Figure 1.3. Proficiency levels of students in reading is trailing behind benchmark economies
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Source: OECD (2020jg)), Education in the Western Balkans: Findings from PISA, https://dx.doi.org/10.1787/764847ff-en.
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Figure 1.4. There is further scope to increase digital and technical computer skills in the Western
Balkans

Individuals who have basic or above basic overall digital skills, 2019 (Panel A), and youth and adults using basic
arithmetic formulae in a spreadsheet, 2019 (Panel B)
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http://data.uis.unesco.org/.
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Boosting education and competencies requires a strong and modern education system at all levels
as well as strategies for building competencies beyond formal education. Governments across the
region should strengthen and modernise education systems at all levels through pedagogical and
curriculum reform focusing on labour market competencies. In parallel, they should put a premium on
equity and performance without jeopardising quality. Strategies for boosting competencies should combine
and include: education with practical work-based training; promotion of investment focused on new
competencies; proactive creation of partnerships between firms, academia and other stakeholders; and
building digital skills among students and adults. The large Western Balkan diaspora should be considered
a core asset in such strategies and used to create opportunities for transfer of skills.

1.2.1. Improving the quality and relevance of formal education

Investing in the quality of teaching is key to improving education outcomes. Despite a favourable
pupil-teacher ratio overall (Figure 1.5), poor teacher selection criteria and lack of opportunities for
professional development undermine teacher motivation, with negative effects on education outcomes.
Improving teaching quality requires better implementation and use of standards to strengthen initial teacher
education (ITE), as well as adequate support and incentives for continuous professional development
(CPD) for teachers, including linking CPD to regular appraisals and career development.
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Figure 1.5. Favourable pupil to teacher ratios are not reflected in education outcomes
Pupil-teacher ratios at the primary, secondary and upper secondary education levels

25

Sources: Kosovo Agency of Statistics (2021(11]), Askdata (database), https://askdata.rks-gov.net/PXWeb/pxweb/en/askdata/?rxid=4ccfde40-
c9b5-47f9-9ad1-2f5370488312; World Bank (2021)),, World Development Indicators (database), https://databank.worldbank.org/source/world-
development-indicators.

StatlLink Si=m https://stat.link/57fob2

To exploit the potential of VET, increase investment in infrastructure and technology, and ensure
the education track is integrally linked with the private sector. A high quality VET system is critical for
creating the job-ready skills and competencies that matter for economic development (Swiss Agency for
Development and Cooperation, 200912)). Despite high enrolment rates in VET (except in Albania),
education outcomes in most of Western Balkan economies are rather poor. In the most recent PISA, results
for reading show that VET students scored 382 points, significantly below those enrolled in general
education (435). The largest gap was in Serbia (85 points) and the narrowest in Albania (25 points) (OECD,
2020is)). Improving the quality and relevance of VET by equipping students with modern labour market
skills requires equipment, technology and other relevant teaching materials. Adapting curricula to labour
market needs, recruiting teachers with practical experience and providing students with work-based
learning are also vital, and call for intensified collaboration with the private sector.

Digital technologies can boost transformation across economies in the Western Balkans, but
unleashing their full potential requires access to relevant digital technologies, and to teachers who
have the necessary skills to use such technologies and to train others. The COVID-19 pandemic
revealed major challenges in relation to digital technologies. Both the abrupt transition to remote learning
following school closures and the looming challenges of school reopening and learning recovery will affect
disadvantaged pupils with poor access to relevant technologies the most (Figure 1.6). This “shock” also
highlighted longstanding weaknesses in digital learning capacity, in terms of home and school digital
infrastructure, and in the capacity of teachers to use digital resources effectively. Data from PISA show
that, in 2018, Western Balkan schools attended by 15-years-olds had just over 0.25 computers per pupil
compared with an OECD average of over 0.8 (OECD, 2020g)).
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Figure 1.6. In most of the Western Balkan economies, students’ background influences their
access to digital technology

% of students reporting access to a home computer for schoolwork: Lowest and highest socio-economic (ESCS)
quintiles, 2018
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Source: World Bank (2020p13)), The Economic and Social Impact of COVID-19: Education,
http://documents1.worldbank.org/curated/en/590751590682058272/pdf/ The-Economic-and-Social-Impact-of-COVID-19-Education.pdf.
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To make the most of recently adopted competency-based curricula across the region, strong
teaching skills and learning standards with clear outcomes are needed. Curricula are powerful levers
for strengthening student performance and well-being, and for preparing students for their future jobs
(OECD, 2020147). While most of the Western Balkan economies have developed core competency-based
curricula, the common challenge is that teachers and schools lack the competencies to implement the
curricula and adapt them to their needs. In addition, there are no guidelines to describe students’ learning
progression in a cycle. Based on external school evaluation results, the use of assessment to inform
learning and adapt teaching to student needs is weak in almost half of basic education schools and two-
thirds of upper secondary schools.

While Western Balkans economies are on par with OECD countries as regards equity in education
outcomes, closing the differences between advantaged and disadvantaged students should remain
a priority. Equity in education means that personal or social circumstances — such as gender, ethnic origin
or family background — are not obstacles to achieving educational potential (fairness) and that all
individuals achieve at least a basic minimum level of skills (inclusion). In the Western Balkans, education
access and attainment need to be improved especially for the Roma and other minorities, the poor, rural
children and children with special needs. Students from socio-economically disadvantaged backgrounds
tend to perform worse than those from advantaged backgrounds (Figure 1.7).
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Figure 1.7. Reading performance is influenced by students’ background, although less than in the
EU and OECD

Scores in reading performance of the top and bottom quartiles of the ESCS
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Source: OECD (2020s)), PISA 2018 Database, https://dx.doi.org/10.1787/764847ff-en.
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Increasing the financing of education and improving the effectiveness of education spending are
important levers for improving learning outcomes. In the Western Balkans, insufficient funding for
education affects learning outcomes at all levels (Figure 1.8 — Panel A), particularly in ECEC and
secondary education (including VET) (Figure 1.8 — Panel B). Even in economies where public spending
on education as a share of gross domestic product (GDP) is on par with OECD countries, high staff costs
(related to an excess number of teaching and non-teaching staff) crowd out spending on infrastructure,
teaching materials, technology and equipment. Based on data available, spending on secondary education
is comparatively very high in Bosnia and Herzegovina but low in Albania and Serbia (Figure 1.8 — Panel B).
Low spending in Serbia strongly affects VET, which tends to attract a high share of students and is much
more resource-intensive than general education. Despite nascent efforts to introduce a per-capita financing
formula in some economies, the financing of schools remains based on inputs such as the number of
classes and teachers.
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Figure 1.8. The Western Balkan economies should increase and rebalance expenditures in
education

Public spending on education (% of GDP), 2019 or latest available (Panel A), and government expenditure per
student, secondary, 2016 or latest available

Panel A. Public spending on education (% GDP), 2019 or latest available
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Note: Panel A - data for Morocco is from 2009, data for North Macedonia is from 2013, date for Bosnia and Herzegovina and Croatia are for 2017,
data for Romania, Greece, Slovak Republic, Czech Republic, Slovenia, EU and OECD averages are for 2018, data for Albania, Kazakhstan,
Philippines, Serbia and Uruguay are for 2019. Panel B - Data for Serbia is for 2015, data for Turkey, Romania, Slovak Republic, Kazakhstan, Czech
Republic, Greece, Slovenia, Bosnia and Herzegovina, EU and OECD averages are for 2016, data for Albania and Uruguay are for 2017.

Source: World Bank (20214), World Development Indicators, https://databank.worldbank.org/reports.aspx?source=world-development-
indicators; Agency for Statistics of Bosnia and Herzegovina (2021p5)), Agency for Statistics of Bosnia and Herzegovina website,
www.bhas.ba/?lang=en; Kosovo Agency of Statistics (2021p11)), Askdata (database), https://askdata.rks-
gov.net/PXWeb/pxweb/en/askdata/?rxid=4ccfde40-c9b5-47f9-9ad1-2f5370488312; MAKStat  (2021p1g)), MAKStat  (database),
http://makstat.stat.gov.mk/PXWeb/pxweb/en/MakStat/MakStat NadvoresnaTrgovija_KumulativniPod/?rxid=e70e8868-e6a5-4557-87cc-
fc8b565e5da3.

StatLink = hitps://stat.link/wub15q
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Strengthening the governance of education can improve the implementation and evaluation of
education policies and contribute forming strong partnerships, especially with the private sector.
Common education governance challenges in the Western Balkan economies include weak co-ordination
(especially between central and local governments), inadequate data collection and limited use of data to
monitor and evaluate education policy. In practice, systematic and effective engagement with the private
sector and other relevant stakeholders (academia, civil society and other actors) is yet to be achieved.

Regional economies should invest more in access to, and the quality of ECEC. Research shows that
ECEC has significant benefits for children’s development, learning and well-being, and can improve their
cognitive abilities and socio-emotional development. Children who start their education early are more
likely to have good outcomes when they are older; this is particularly important for children from
disadvantaged socio-economic backgrounds, with more limited opportunities for learning at home. Access
to ECEC in the Western Balkans is very limited, especially for the poor and those living in rural areas. The
biggest gaps in ECEC enrolment exist for children aged 0-3 years old.

1.2.2. Boosting competencies beyond formal education

To become dynamic economies, the Western Balkans need to put a high premium on adult learning
— both for upskilling and reskilling. Automation in various sectors is expected to change skill needs
within existing jobs, while making certain jobs obsolete. In parallel, new technologies and changes in the
organisation of work are creating new jobs with very different skill needs. Adult education is critical to
adequately facing these challenges: high quality adult learning systems can help people develop and
maintain relevant skills over their careers (OECD, 201917). At present, only a relatively small share of
adults in the Western Balkan economies participate in any kind of formal or non-formal education and
training activities (Figure 1.9).

Figure 1.9. Adult participation in education and training is very low

% of adults (aged 25-64) participating in education and training, 2016
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Source: Eurostat (2020;15]), Database - Skills-related statistics, https://ec.europa.eu/eurostat/web/skills/data/database.

StatLink S=r https:/stat.link/27rz4i
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To ensure the highest possible spillovers of competencies and knowledge — both for local people
and enterprises — the Western Balkans economies should create linkages with existing foreign
investors and attract strategic investment. Foreign direct investment (FDI) can boost competencies
and increase the skills of both employees as well as local enterprises that supply material to foreign
companies. Foreign companies can also provide valuable inputs for curricula development and
modernising the education system. With these considerations in mind, investment promotion policies
should target investments with high potential to trigger competency-related spillovers. Aftercare services
for investors can also support the development of linkages with local business. Economies in the region
have attracted investors in recent years; while more policy efforts are required to strengthen linkages with
domestic economies, North Macedonia and Serbia show great promising examples (Box 2.3 of Chapter 2).

Economies in the region should tap into their large and well-educated diaspora, seeking to
stimulate financial capital and knowledge spillovers. Citizens of the Western Balkans who currently
live in OECD countries are highly skilled (Figure 1.10); they also tend to maintain familial connections to
their places of origin, visible through the large volumes of remittances flowing into the region every year
(World Bank, 20214)). To date, the region has not sufficiently tapped into these emigrants’ knowledge and
competencies which are not available domestically. The Albanian Diaspora Business Chamber, an
independent non-profit organisation that supports investors from the diaspora willing to establish or expand
their businesses in Albania, is a recent example of such efforts. In addition, Albania’s National Strategy for
Diaspora 2021-2025 (adopted in July 2020 by the Council of Ministers), aims to mobilise professionals
abroad and to attract innovative investments from the diaspora (OECD, 2021y17).3

Figure 1.10. A large share of Western Balkans people living in OECD countries have important
skills

Number of people from the Western Balkans living in OECD economies, 2015-16
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Source: OECD (2016p19)), Database on Immigrants in OECD and non-OECD Countries: DIOC (database), www.oecd.org/els/mig/dioc.htm.

StatLink Sa=r https:/stat.link/nbeyi2

1.3. Fostering social cohesion
Across the Western Balkans, underperforming labour markets leave many people without

attractive employment opportunities and strain the ability of citizens to support each other, thus
hampering social cohesion. Labour markets in the region are characterised by a lack of formal jobs,
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especially for young persons, and high long-term unemployment rates (Figure 1.11). In turn, many people
find themselves without adequate income and risk losing valuable skills and exiting labour markets, which
puts great strain on the social protection system. The lack of equal opportunities in the labour market for
some groups, including women and Roma, exacerbates the problem and deprives the regional economies
of human capital. To earn income, many people resort to informal activities.

Figure 1.11. Many young and long-term unemployed have poor labour market prospects
Youth (aged 15 to 24) not in employment, education or training (NEET), 2020 (Panel A), and long-term
unemployment (% of total unemployment), 2019 (Panel B)
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Note: Panel A. data for Albania and Uruguay are for 2019, data for Kazakhstan is for 2016.

Source: ILO  (2021p0)), ILOStat (database), https:/ilostat.ilo.org/data/; Eurostat (2021g), Data Explorer (database),
https://ec.europa.eu/eurostat/data/database; OECD (20211217), OECD Statistics (database), https://stats.oecd.org/; World Bank/WIIW (2021}22)),
SEE Jobs Gateway (database), https://data.wiiw.ac.at/seejobsgateway-g.html; World Bank (2021y4)), World Development Indicators (database),
https://databank.worldbank.org/source/world-development-indicators.

StatLink Sa=m https:/stat.link/rbth7w
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Social protection systems in the region do not adequately reduce poverty, limit inequalities or
address discrimination. In 2020 almost one-quarter of the Western Balkan population lived in poverty,
which particularly affected people living in rural areas (Figure 1.12 — Panel A). High levels of post-
distribution income inequality — at about 35.1 on the Gini index — suggest that social protection policies do
not adequately address it (Figure 1.12 — Panel B). In turn, high territorial inequalities demand more effective
social protection policies, as do the adverse well-being outcomes of certain groups, including Roma or
lesbian, gay, bisexual, transgender and intersex (LGBTI) persons.

Figure 1.12. Many people continue to live in poverty and inequalities are relatively high

At-risk-of-poverty rate (%), 2020 or latest available year (Panel A), and income inequality (Gini index), 2020 or latest
available year (Panel B)

Panel A. At-risk-of-poverty rate, 2020 or latest available year
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Panel B. Income inequality, 2020 or latest available year
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Note: The at-risk-of-poverty rate is the share of persons with an equalised income below 60% of the national median income after social transfers.
Panel A - The latest available year is 2015 for Bosnia and Herzegovina, and 2018 for Kosovo. Panel B - The latest available year is 2014 for
Bosnia and Herzegovina, Montenegro and Morocco, 2015 for the Philippines, 2016 for North Macedonia and Slovak Republic, 2017 for Croatia,
Czech Republic, Greece, Kosovo, Romania, Serbia and Slovenia, and 2018 for Albania, Costa Rica, Kazakhstan and Turkey.

Source: Eurostat (2021y)), Data Explorer (database), https://ec.europa.eu/eurostat/data/database; ESPN (2019y23)), In-work poverty in Bosnia
and Herzegovina, https://ec.europa.eu/social/BlobServlet?docld=21121&langld=en; Solt (201924)), The Standardized World Income Inequality
Database, Versions 8-9 (dataset), https://doi.org/10.7910/DVN/LM4OWEF.

StatLink Sa=r https:/stat.link/s8hgmr
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Addressing the issues that hamper social cohesion in the Western Balkans calls for strong labour
market policies that help people participate in the labour market on an equal footing, as well as
social protection schemes that cushion periods of hardship and provide people with new
opportunities. To achieve a socially cohesive society, it is important to offer its members the opportunity
to participate, to create a sense of belonging and promote trust, and to fight against exclusion and
marginalisation (OECD, 201125). Employment opportunities provide people with income and prospects for
personal development while also reducing financial pressures on the social protection system, which in
turn provides room to improve its quality. As the region’s populations grow older, solving the social
protection challenge becomes more urgent. Gaps in social security provision must be closed, coverage
enhanced and adequacy improved. Importantly, support must be targeted to first reach those who need it
most.

1.3.1. Supporting people to find opportunities in the labour market in the Western
Balkans

Strengthening the coverage and effectiveness of active labour market policies (ALMPs) can play a
major role in integrating the unemployed into the labour market, including the long-term
unemployed and persons with limited work experience, especially among the young. Participation
of the registered unemployed in ALMPs varies across the Western Balkan economies, ranging from 5.3%
in Serbia (in 2018) to 9.3% in Kosovo (in 2016), which is very low in comparison to 2016 figures for the
benchmark economies of Croatia (22.1%), Slovak Republic (26.8%) and Hungary (71.4%) (Table 1.2)
(European Commission, 20212¢]). Low staffing in the public employment services in the region means the
administrative workload of each counsellor limits the effectiveness of ALMPs, especially in connecting
people with jobs and providing them with opportunities to acquire new and additional skills.

Table 1.2. Participation in ALMP measures varies among economies but is low overall

Share of participation in different ALMP measures per number of unemployed registered with employment services
in 2018 (or latest available)

Albania Bosnia and Kosovo North Macedonia Serbia
Herzegovina
Total Youth Total Youth Total Youth Total Youth Total Youth
Registered job seekers 64 781 11960 435266 56681 101773 32987 94721 20151 552513 54226

ALMP participants (% of 74 30.9 7.6 13.5 8.5 229 8.1 11.6 53 9.7
registered unemployed)

Source: CPESSEC (2019p7), Statistical Bulletin No. 9, https://www.docdroid.net/quBC3jr/statisticki-bilten-br-9-cpessec-finalno-converted-pdf;
RCC (2021p28)) Study on Youth Employment in the Western Balkans, https:/www.rcc.int/download/docs/Study-on-Youth-Employment-in-
the%20Western-Balkans-08072021.pdf/7464a4c82ee558440dfbea2e23028483.pdf Jahja Lubishtani (2018pg), The Effectiveness of Active
Labour Market Policies in Reducing Unemployment in Transition Economies, https://core.ac.uk/download/pdf/226765796.pdf; Government of
Albania (202030]), Employment, Training, and Equal Opportunities, https://rm.coe.int/rap-cha-alb-11-2020/16809¢d971.

Providing more opportunities for people from vulnerable groups, including Roma and people with
disabilities, to participate in the labour market is important to unleash their potential and improve
their social mobility. The Roma, who make up about 5% of the regional population, face particularly
challenging labour market situations: lower educational attainment means they face significant barriers to
employment (Robayo-Abril and Millan, 201931;). People with disabilities also face barriers to education and
employment, in part due to stereotypes and other forms of marginalisation. Providing vulnerable persons
with better access to education and reducing discrimination are priorities to improve their integration
through employment.
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Supporting women’s integration into the labour market — including by encouraging their
entrepreneurship — can allow Western Balkan economies to leverage their human capital while
fostering social cohesion. Despite variation across Western Balkan economies, the regional gender gap
in labour force participation (about 20 percentage points) is significantly higher than OECD and EU
averages (16.5 and 12.4 percentage points, respectively) (Figure 1.13). Across the region, women face
multiple barriers to formal employment, including the lack of available childcare, institutional barriers and
social norms. Low ECEC enrolment, especially in Bosnia and Herzegovina, Kosovo and North Macedonia,
means women must prioritise childcare over employment. The lack of flexible work arrangements and
social norms, such as gender stereotypes and patriarchal culture, also constrain women'’s participation in
the labour market.

Figure 1.13. Creating more labour market opportunities for women

Labour force participation rate by gender, 2020 or latest available year
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Note: Panel A. Data for Morocco refer to 2016, data for Albania refer to 2019.
Source: World Bank (20214)), World Development Indicators (database), https://databank.worldbank.org/source/world-development-indicators.

StatlLink Si=rm https://stat.link/726qg5

1.3.2. Social protection systems in the Western Balkans could reduce poverty, tackle
inequalities and address discrimination more effectively

To encourage people to participate in formal employment, economies in the region should reduce
high social security contributions, especially for low wage earners, address the adequacy of
benefits, and improve the effectiveness and attractiveness of social security systems. Current
labour market challenges create a situation in which many people, especially the young, do not contribute
to unemployment insurance long enough to qualify for unemployment benefits or, for older individuals,
have lost their unemployment benefit entitlements due to long-term unemployment. The high overall level
of labour taxation, especially in Serbia, Montenegro, and Bosnia and Herzegovina (and to some degree in
North Macedonia), together with non-existent or very modest progressivity of personal income tax, reduces
take-home pay for low-wage earners and those working shorter hours, creating disincentives for formal
labour market participation.
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In view of low social security contribution rates in the working age population and rapid population
ageing over the next decades, addressing coverage can improve financing of old-age pensions, an
integral part of any social security system, and a tool to foster social cohesion. The relatively low
number of contributors has been creating significant pressure on pension systems across the region
(Figure 1.14). All economies in the region (with the exception of Kosovo) have undertaken major reforms
of their pension systems in recent years. However, in light of low labour market participation and population
ageing, more effort is needed to ensure both adequate protection for people and the long-term
sustainability of social protection systems.

Figure 1.14. A relatively low and declining number of contributors creates pressure on pension
systems in the region
Pension support ratios (number of contributors per 100 beneficiaries), 2019 or latest available year
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Note: Data for Albania, Bosnia and Herzegovina, and Serbia is for 2018.

Source: European Commission (2021132, The 2021 Ageing Report, https://ec.europa.eu/info/sites/default/files/economy-finance/ip148 en.pdf;
World Bank (2020;33)), Albania: Pension Policy Challenges in 2020,
https://documents1.worldbank.org/curated/en/110911593570542693/Albania-Pension-Policy-Challenges-in-2020.docx; World Bank (2020;34)),
Bosnia and Herzegovina: Pension Policy Challenges in 2020, https://documents.worldbank.org/pt/publication/documents-
reports/documentdetail/292981593571282850/bosnia-and-herzegovina-pension-policy-challenges-in-2020; World Bank (2020j3s)), Serbia:
Pension Policy Challenges in 2020, https:/documents1.worldbank.org/curated/en/598501593564636264/pdf/Serbia-Pension-Policy-
Challenges-in-2020.pdf.

StatLink Sa=ra hitps://stat.link/r918cn

Despite their wide variety, for all social assistance schemes in the Western Balkans there is a
common need to increase both the coverage and adequacy of benefits. In general, spending on
means-tested benefits makes up a very small share of overall social protection spending in these
economies. This reflects low benefit levels and, in some cases, poor targeting. Ultimately, means-tested
benefits do not play a sufficient role in poverty alleviation. Additionally, status groups such veterans and
their families receive more generous benefits in the form of pensions, regardless of their needs and labour
market participation. Regional economies should address the low level of coverage through more effective
targeting and by removing administrative barriers to obtaining assistance, while also reassessing the
adequacy of social assistance benefits.
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Establishing community-integrated social services is one of the key policy priorities identified by
peer-learning workshop participants. Community-integrated social services encompass a range of
approaches and methods for achieving greater co-ordination and effectiveness among different services,
such as elderly care, healthcare, education and others — with the objective of improving outcomes for
services users.* Peer-learning participants stressed community-integrated services as a key lever to
strengthen social protection, deliver social care services and reduce long-term dependency on social
welfare through better labour market integration. At present, limited or inexistent social services in some
economies and low capacities in local governments hamper prospects of creating community-integrated
social services. A related challenge is that, across the region, population information is generally based on
often outdated census data and civil registration, which might not account for migration flows within
economies and abroad. As such, current systems of resource redistribution may underestimate local
service users and exacerbate (rather than reduce) territorial inequalities.

1.4. Ensuring a green recovery

A green recovery in the Western Balkans requires energy sector reforms to make the region
healthier and more attractive to live in, to return to, and to invest in. A cleaner environment, in
particular, less air pollution, especially in the major urban centres, is a top desire of residents of the Western
Balkans. A rapid phase-out of coal would dramatically reduce air pollution. At the same time, successful
energy sector reforms dismantling monolithic structures in the state-owned utilities would enhance their
productivity, and open up space for new companies to inject dynamism in the sector. Cleaner air and new
opportunities for employment would follow and make the region more attractive for young people.

In the longer run, a greener trajectory for the region can create opportunities through broad
transformation. Beyond the energy sector itself, more resource-efficient modes of operation and entirely
new manufacturing and service activities will have to follow as next steps. This longer-term vision of a
greener future requires modernisation across many sectors and links to the education and skills framework,
leading to innovation and next generation business and employment opportunities.

Economic recovery from the COVID-19 pandemic is an opportunity to “build back better”, a
strategy adopted by many governments around the world, with a focus on leveraging post-
pandemic growth in energy demand and investment to drive the low-carbon transition. While the
pandemic has spurred aggressive action, governments need to recognise that global environmental
emergencies — such as climate change and biodiversity loss — could cause far larger social and economic
damage. In this regard, “building back better” means governments should design economic recovery
packages that trigger investments and societal changes to both reduce the likelihood of future shocks, and
improve resilience when they do occur, whether from disease or environmental degradation. At the heart
of this approach is the transition to more inclusive, more resilient societies with net-zero greenhouse gas
(GHG) emissions and much-reduced impacts on nature (OECD, 2020;3¢]). A green recovery in the Western
Balkans should leverage opportunities to modernise and upgrade the region’s energy systems, which
would dramatically reduce GHG emissions.

A green recovery will take place amidst the process to implement the policies of the Energy
Community, of which the Western Balkan countries are part, and more broadly the EU acquis® for
the energy sector. Meanwhile, the European Union, which represents 87% of the Energy Community’s
population, has raised its ambitions for the energy transition by announcing its Green Deal at the end of
2019, and in April 2021 approved legislation to reduce carbon emissions by at least 55% by 2030,
compared with 1990 levels.
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Air pollution is one of the most pressing strains to quality of life in the Western Balkans. The rate
of premature deaths associated with exposure to fine particle (particulate matter or PM) pollution is much
higher than in neighbouring countries (Figure 1.15). In the three-year period leading up to 2020, air
pollution from coal plants in the region was responsible for 19 000 deaths (CEE Bankwatch Network,
2021371) — of which nearly 12 000 resulted from breaches of legally binding pollution limits. Such breaches
also generated healthcare costs between EUR 6.0 billion and 12.1 billion in 2020 alone.

Figure 1.15. Air pollution in Western Balkan economies has important health impacts

Years of life lost (YLL) per 100 000 inhabitants attributable to exposure to PM2.5 pollution, 2016
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Source: European Environment Agency (2020ps;), Air quality in Europe: 2020 report. https://www.eea.europa.eu/publications/air-quality-in-
europe-2020-report.
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Heavy reliance on burning coal, along with outdated technology for power generation and
residential heating, are the main drivers of high pollution in the region. Burning of coal and wood in
homes, for cooking and heating, generates high levels of PM 2.5 emissions (World Bank, 202039). Power
generation from coal, the main source of electricity generation in the region except Albania, is the second-
largest source of PM 2.5 emissions within Western Balkan economies, and by far the leading source of
transboundary pollution.

High reliance on coal for energy production, combined with outdated power plants, result in low
energy efficiency and significant CO2 emissions (Figure 1.16). In relation to economic output in
Western Balkan economies, both energy use and CO2 emissions remain high. While energy and carbon
intensities per unit of GDP have been reduced since 2010, they remain well above most regional peers
and averages of EU and OECD countries. In contrast, CO2 emissions per capita are below EU and OECD
averages, reflecting lower levels of industrial activity per capita. Prospect for improvement are low: despite
an aging fleet of thermal power plants (TPPs), few are scheduled for decommissioning and new plants are
planned. Under such conditions, air pollution will continue to worsen.
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Figure 1.16. Coal-fuelled electricity generation drives CO; emissions in the Western Balkans

Electricity generation mix (%), 2019 (Panel A), and CO; emissions by sector (Mt CO2), 2019 (Panel B)
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Source: Panel A: Eurostat (2021yg), Eurostat (database), https:/ec.europa.eu/eurostat/. Panel B: IEA (2021u0]), Data and statistics,
https://www.iea.org/data-and-statistics/.
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Many of the region’s coal power plants emit harmful substances in massively higher volumes than
legally allowed. In 2020, the 18 coal-fired power stations in Serbia, Kosovo, Bosnia and Herzegovina,
North Macedonia and Montenegro produced 2.5 times as much harmful sulphur dioxide (SO2) emissions
as all of the 221 coal stations in the EU combined. In Bosnia and Herzegovina, North Macedonia and
Serbia, levels of SO2 pollution are six to seven times the legal limit to which these economies committed
to under the Energy Community (CEE Bankwatch Network, 202137)).

Pollution and emissions intensity will continue to pose challenges to the region’s EU integration
process. In recent years, the Energy Community Secretariat had to bring several dispute settlement cases
against Western Balkan economies reflecting disregard of pollution limits in National Emission Reduction
Plans (NERPs). Going forward, rapid progress within the EU on carbon pricing and a possible carbon
border adjustment tax will likely have significant effects on electricity and other exports from the Western
Balkans to the EU (Energy Community Secretariat, 202141)).

Transmission and distribution (T&D) losses add to the challenge of low energy efficiency. In 2019,
technical losses linked to aging grids in Western Balkan economies amounted to almost 29% of primary
energy consumption compared with 23% in the European Union. In 2014, average T&D losses across the
region were as high as 16.6% of total electricity output, against an EU average of 6.2% and an OECD
average of 6.3% (World Bank, 20214)).

On the demand side, high energy intensity reflects low levels of energy efficiency, particularly in
residential and commercial buildings. Buildings in Western Balkan economies are poorly insulated, and
space heating is often based on outdated and polluting heating devices. A large share of buildings are
heated with inefficient stoves and boilers that use wood, lignite, and coal (World Bank, 202013;; Eurostat,
202119)).

Below-cost electricity prices, subsidies and inefficient state-owned enterprises (SOEs) dominating
markets combine into an environment that is difficult to reform. Electricity prices charged to
households in the Western Balkans are often lower than production costs, generating significant deficits of
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between 1% and 6% of GDP. Despite artificially low prices, the cost of electricity for households as a share
of their income is relatively high, making price increases politically unpalatable. To compensate state-
owned producers for low prices, governments subsidise these enterprises in a variety of ways. Except for
Albania, most of this support subsidises coal. Subsidies and artificially low electricity prices have locked in
public resources and continue to prevent fair competition for alternative electricity. Although possibly
intended to keep electricity affordable for the less well-off, subsidies disproportionally benefit wealthier
groups. With ageing infrastructure and commitments made towards competition and better regulation, the
pressure to reform subsidies and SOEs will increase.

Significant challenges remain with implementation, capacity and political interference in energy
markets. Overall, progress on transposing legal and regulatory frameworks contrasts with low levels of
implementation and enforcement, as well as the limited capacity of Western Balkans institutions to manage
the transition. Western Balkan governments have frequently adopted energy and environmental legislation
that later is only partially enforced. Political interference, particularly in SOE governance, plays an
important role in the slow pace of reform. Even in economies in which the legal framework governing the
activities of the energy regulator is in line with the acquis, the regulator may lack de facto independence
or adequate authority.

1.4.1. Priorities for the transition towards low-carbon energy

Western Balkan economies have already made important commitments to climate neutrality but
often fall short on implementing plans and achieving objectives. Through the 2020 Sofia Declaration,
Western Balkan economies committed to concrete actions in support of the EU 2050 climate-neutrality
target. However, GHG emissions reduction targets under the Paris Agreement, established in Nationally
Determined Contributions (NDCs), generally lack sufficient ambition to achieve this goal. Existing
legislation on energy and climate is frequently not enforced and implementation deadlines are not
respected.

Peer-learning participants selected finalising credible National Energy and Climate Plans (NECPs)
as the top priority for a green recovery in the region. NECPs are part of the Clean Energy for All
Europeans package adopted in 2019. Western Balkan economies are at different stages of the process of
developing NECPs, with Albania and North Macedonia being the most advanced (Table 1.3).

To fully play their role, NECPs must set out a convincing, credible vision that addresses key
challenges. In the case of the Western Balkan region, NECPs must set out alternatives that allow for the
decommissioning of coal, reduce subsidy regimes and prioritise energy efficiency investments. In parallel,
they will have to set the conditions for renewables to play a much larger role in the energy mix, which
imposes infrastructure needs. Enhancing the flexibility of electricity systems is of paramount importance,
for example by adding easy-to-fire-up plants operating on natural gas and promoting more regionally
integrated markets. All of this will likely imply higher energy and electricity prices generally, as well as job
losses in coal-dependent industries. Such impacts will require economic and social policy responses. Last
but certainly not least, investors must be able to trust in the direction of travel and the rules to be applied.

A credible vision must:

e recognise that a green recovery requires adequate balance of intermittent renewables and
baseload capacity in the Western Balkans. The question of how to replace coal-fired baseload
in the Western Balkans remains unresolved. A credible vision would further need to recognise that
large upfront capital investments are needed to either convert or replace existing coal plants with
cleaner alternatives.

o strike a balance between regional integration and energy security. Until cleaner options are
available for implementing a minimum level of low-carbon domestic energy production, coal fired
plants are likely to remain in the norm to ensure energy security.
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take a holistic approach of the role of energy sector within the fiscal structure of each
economy, and clearly communicate this approach to citizens. Across the Western Balkans,
current energy subsidy regimes carry enormous fiscal costs. This significantly reduces the ability
of governments to provide other services for citizens. In undertaking subsidy reform, they will need
to convince citizens that more efficient, means-tested ways of reducing energy costs will enhance
provision of other services.

bring clarity and cohesiveness to the body of existing laws, plans and strategies. All
Western Balkan economies have either already adopted or drafted a low-carbon development
strategy. However, these often remain at odds with other frameworks, such as energy strategies
that extend use of coal rather than phasing it out, as in the case of Serbia and Kosovo. Most
national energy efficiency action plans (NEEAPs) and renewables development strategies need
to be updated or replaced (Table 14.6 of Chapter 14).

Table 1.3. Western Balkan economies’ progress varies in preparing NECPs

Progress in preparation and adoption of NECPs

Legal basis Working Modelling Policy Analytical Submitted to  Final version
adopted group capacity section section the submitted to
operational exists drafted drafted Secretariat the
for peer Secretariat
review
Albania (] [ ) o o o o [ )
Bosnia aqd ® PY °® Py Py PY
Herzegovina
Kosovo o [ ] o o o [ ] [ ]
Montenegro ® ® (] ] °
North ° ° ° ° ° °
Macedonia
Serbia ® ® ® {J {

Note: Green = in place; Orange = in progress; Red = limited progress.

Source:

Energy ~ Community  Secretariat (2021142)), WB6 Energy  Transition Tracker, https://www.energy-

community.org/regionalinitiatives/WB6/Tracker.html; Energy Community ~Secretariat (202141), Annual Implementation  Report,

https://www.energy-community.org/implementation/IR2021.html.

To be credible, NECPs need to reflect a broad green social consensus and ensure that institutional
capacity to deliver on commitments is in place. Western Balkan governments have committed to adopt
and implement relevant EU energy and climate legislation, including energy efficiency, renewable energy
and climate targets. However, in committing to EU legislation, regional and local consultations have played
only a limited role. A credible vision should create buy-in from governments, parliaments, citizens, the
private sector, and civil society, and motivate climate action. Such a vision should be based on a bottom
up approach and start with commitments at the city and municipality levels. The low level of public
awareness regarding the advantages of renewables and energy efficiency must be addressed through
education, the media, and communication campaigns. To deliver on commitments, Western Balkan
economies must also build institutional capacity in areas such as effective GHG reporting, monitoring and
verification mechanisms, and strong and independent energy regulators.
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1.4.2. Boosting renewables and generating baseload

The Western Balkans region boasts a significant share of renewable energy, but fuel wood
represents a large share. In 2019, renewables, including biofuels, accounted for 18.2% of final energy
consumption in the Western Balkans, against only 10.2% in the European Union. However, 60% of the
region’s renewable energy supply stems from biofuels — mainly fuel wood used for heating and cooking
(Eurostat, 20219;). While counted as a renewable energy source, the traditional burning of undried wood
in old stoves and ovens is a major contributor to PM2.5 emissions, which are associated with heavy air
pollution and premature deaths in the region (World Bank, 201743)).

The potential of wind and solar power remains largely untapped in the Western Balkans, despite
having become cheaper over recent years. Together, wind and solar account for only 3% of total energy
supply in the Western Balkans and 6% of renewable electricity generation. In 2020, total installed capacity
amounted to 674 MW of wind power and 109 MW of solar. Existing capacities represent only 5.5% of the
cost-competitive potential of 12.2 gigawatts (GW) for wind and 2.5% of the 4.4 GW potential for solar
(IRENA, 20171441) (World Bank, 2018us). While hydropower has a dominant role in renewable energy action
plans, and receives a substantial share of incentives for renewables (e.g. feed-in tariffs), wind and solar
energy are, so far, subordinate. This does not yet reflect the dramatic reductions in cost for both types of
energy, which, since 2010, have dropped by 82% for solar.

To integrate a significant share of intermittent renewables in their electricity mix, Western Balkan
economies require flexible electricity systems, including baseload capacity. Electricity production
from renewables is variable and requires new approaches to system balancing and sufficient baseload
capacity. Unlike power plants that continuously generate electricity from controlled burning processes or
geothermal energy, electricity from wind and solar is intermittent and depends on weather and daylight
conditions. Current electricity systems in the Western Balkans lack the flexibility and baseload capacity to
support a significant increase in the share of renewables. The region’s coal-fired TPPs are largely outdated
and slow to shut down and restart. In addition, intraregional trade in electricity remains limited. Once coal-
fired power plants have been shut down, the Western Balkan region would need to find alternative, cleaner
sources of baseload.

Modern biomass, hydropower based storage, natural gas and regional energy imports could
provide flexible baseload capacity in Western Balkan economies. In the context of a regional solution
for boosting renewables, Albania could serve as a “battery” of clean baseload. Albania’s hydropower
potential could provide energy storage services. In the longer run, quickly dispatchable power from gas-
fired plants could replace — in a much more flexible form — the baseload capacity currently provided by
coal. However, natural gas reduces emissions relative to coal by only 50% when producing electricity.
Moreover, a significant increase in the use of natural gas would require large investments in new pipelines
and infrastructure. Modern biomass offers another baseload alternative, particularly in Serbia, Bosnia and
Herzegovina and Montenegro. Improved interconnection with neighbouring economies would allow for
balancing through export and import. However, a high reliance on energy imports generates threats to
energy security and might result in significant costs and balance of payments challenges. Hydrogen,
battery based storage and geothermal energy are other, less feasible alternatives, since they remain costly
and still face numerous technical challenges.

Liquid, well-functioning and competitive intra-day balancing markets are a key ingredient for a low-
carbon transition. Incorporating a large share of highly variable and intermittent renewable sources in the
electricity mixes of Western Balkan economies will increase system balancing needs. At present, Western
Balkan economies have deregulated balancing markets, but they remain dominated by incumbents.
Further liberalising balancing markets would lead to a higher number of market participants, and lower
electricity prices in the long run. A strengthening of cross-border balancing co-operation could improve
liquidity and stability of balancing markets, increase the diversity of trade partners and create opportunities
for trade of variable renewables amongst neighbouring systems.
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Moving to market-based support mechanisms for renewables, by replacing feed-in tariffs (FiTs)
with auctions, is a key component for scaling-up cost-competitive renewable energy sources.
Market-based support mechanisms such as renewable auctions and feed-in premia (FiPs) can improve
transparency in the selection of investors for renewable projects, ultimately helping to bring prices down
and reduce the costs of government subsidies. Currently, FiTs exist in all regional economies, but most
Western Balkan economies are gradually phasing them out, or maintaining them only for small renewable
producers and introducing renewable auctions. Well-functioning, day-ahead electricity markets are a key
prerequisite for market-based support mechanisms for renewables in order to calculate the flexible premia
paid to support renewables (CEE Bankwatch Network, 2019u¢)). At present, the Serbian power exchange
(SEEPEX) is the only operational day-ahead market in the region (Energy Community Secretariat,
2021142)).

Uptake of rooftop PV systems, still largely neglected throughout the region, is an important element
of the region’s energy transition and could be boosted through improved support mechanisms for
self-consumers. Self-consumers or “prosumers” are households that produce energy for their own
consumption, while also feeding into and buying from the grid. So far, installed renewable capacities by
self-consumers — mainly photovoltaic installations — remain negligible in the region with 119 registered self-
consumers in Kosovo, 42 in North Macedonia, 6 in Montenegro, 1 in Bosnia and Herzegovina and none in
both Albania and Serbia. Support schemes for self-consumers are in place across the region, but could be
improved. Further, the public often lacks awareness of the benefits of renewable energy and of relevant
support schemes for self-consumers. In addition, the up-front costs of renewable energy infrastructure and
artificially low electricity prices for households restrain self-consumers.

There is a need to simplify the procedures for connecting with the grid and feeding-in, which remain
time-consuming, complex and cumbersome. Administrative procedures for authorisation, permitting
and licensing to invest in renewables, for both self-consumers and large-scale projects, typically involve
several procedures across multiple institutions and tend to be complex, cumbersome and time-consuming.
Information on investment procedures is not always easily available. Improving processes and removing
unnecessary administrative burdens and taxation could encourage more investment, particularly by self-
consumers. One-stop shops could simplify, streamline and accelerate administrative procedures for
investment in renewables.

1.4.3. Investing in energy efficiency

Low levels of energy efficiency in residential and commercial buildings in Western Balkan
economies reflect poor insulation, and space heating based on outdated and polluting devices.
Households account, on average, for 32.4% of final energy consumption in these economies compared
with 26.9% in the EU (2019) (Eurostat, 2021j9). The share of energy consumption corresponding to
buildings ranges from 30% in Bosnia and Herzegovina to almost 50% in North Macedonia with estimated
potential energy savings ranging from 20% to 40% (World Bank, 2018s5)). The vast majority of the housing
stock in the region is outdated, having been built in the 1950-80s before proper energy efficiency standards
were established (EBRD, 2016p7)). A large share of buildings are heated with inefficient stoves and boilers
that use wood, lignite and coal and other solid fuels such as waste, and many buildings are poorly insulated
(Eurostat, 2021(9;; World Bank, 2020;13)).

Western Balkan economies require comprehensive and widely accepted strategies for energy
efficiency, along with a clear designation of institutions responsible for implementing relevant
policies and appropriate accountability mechanisms. At present, most economies in the region have
failed to designate and hold accountable specific institutions and actors to oversee energy efficiency
improvements, including whether strategic documents are implemented and targets are met. As a result,
energy efficiency policies are not centralised by one institution and often remain fragmented. Energy
efficiency legislation, including laws on energy efficiency and on the energy performance of buildings, have
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been adopted in all Western Balkan economies. However, actual implementation and adoption of
secondary legislation have been slow, and the legislative framework remains patchy in many economies.
Further, so far, no economy has adopted a building renovation strategy (Table 1.4).

Table 1.4. Important gaps remain in legal and institutional frameworks for energy efficiency
improvements in Western Balkan economies

Legal and institutional frameworks for energy efficiency in Western Balkan economies

Legislative framework for energy efficiency Dedicated Energy Building Building
institution for efficiency fund renovation typology
energy strategy
efficiency
Albania Law on Energy Efficiency (2015); Law on the °® °® ®
Energy Performance of Buildings (2016)
Kosovo Law on Energy Efficiency (2018); Law on the P PY PY
Energy Performance of Buildings (2016)
Serbia Law on Energy Efficiency and Rational Use of
Energy (2021); Law on Housing and o ® ®
Maintenance of Buildings (2016)
North Law on Energy Efficiency (2020) P P
Macedonia
Bosnia and Separate laws on energy efficiency the FBiH °® Py ®
Herzegovina and RS

Note: Green = in place. Orange = in progress. Red = limited progress.

Source: Authors’ elaboration on Energy Community Secretariat (202141), Annual Implementation Report, https:/www.energy-
community.org/implementation/IR2021.html; Energy Community Secretariat (2020us)), Annual Implementation Report, https://www.energy-
community.org/implementation/IR2020.html.

The region’s financing gap for energy efficiency remains large. Total investment needs for energy
efficiency improvements in buildings in Western Balkan economies amounted to EUR 3.5 billion between
2011 and 2020; however, only EUR 1.4 billion of financing were secured between 2010 and 2021 (Energy
Community Secretariat, 202142;). Within government budgets, financial resources devoted to energy
efficiency improvements tend to be limited, leaving these economies very dependent on donor support.
Financing purchase of energy efficient equipment or energy retrofits is also challenging for households,
which face high costs and limited incentives. Little experience with this kind of investment means access
to finance remains limited for energy efficiency projects. Access to public financing for energy efficiency
measures needs to be improved, for example, through dedicated energy efficiency funds endowed with
sufficient financial resources. To mobilise private financing for energy efficiency improvements, Western
Balkan economies could explore guarantee and regulatory options, such as energy efficiency service
companies (ESCOs).

Energy efficiency improvements in multi-apartment buildings could be facilitated through
regulatory reforms and appropriate financing mechanisms. Some 39% of residential buildings in
Western Balkan economies are multi-apartment buildings (Energy Community Secretariat, 202149;). Most
were constructed in the 1960s to 1980s under obsolete building standards and have been poorly
maintained: as such, their energy performance tends to be poor. Multi-apartment buildings’ homeowner
associations face cumbersome decision making, low funding and limited capacity. Generally, the collective
decision making requires either a two-thirds majority or even unanimous consent for some matters. At the
same time, reserve funds for such buildings are either non-existent or have very limited financial resources.
Unsurprisingly, commercial banks in Western Balkan economies are reluctant to lend to homeowner
associations. Reshaping the rules on decision making and fee collection for homeowner association could
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reduce the perceived risk level. Credit guarantees and technical assistance for homeowner associations
could further support energy efficiency improvements in multi-apartment buildings (USAID, 2020s0)).

The expansion of modernised district heating systems could replace inefficient heating devices.
District heating plays an important role in some parts of the Western Balkans but remains predominantly
based on fossil fuels, and subject to high technical losses and a lack of incentives for energy savings. Such
heating systems represent around 14% of total heat demand in the region, compared with about 10% for
the EU® as a whole. It is particularly developed in Serbia, with 25% of households connected. Existing
systems in the region rely heavily on natural gas (67%), coal and/or lignite (21%), and petroleum products
(9%). Billing for district heating systems is often based on lump sums per square meter of heated space
rather than on actual consumption, providing no incentives for energy efficiency. Modernised district
heating systems, run on renewable energy and based on metering and billing on actual consumption could
offer viable solutions for clean urban heat.

1.4.4. Getting prices right through socially responsible carbon pricing and removal of
subsidies

Public resources locked into coal subsidies, combined with below-cost electricity prices, are
serious policy hindrances to a low-carbon transition of the energy sector in the Western Balkans.
Substantial state subsidies flow to the SOEs responsible for electricity generated from coal, allowing these
companies to supply energy to end-users at prices below the cost of production (World Bank, 2018us)).
Driven mainly by below-cost recovery tariffs and financed through a range of explicit and implicit subsidies,
the cost of energy mispricing to the public sector is enormous. This system also means that inefficient coal-
based SOEs continue to get propped up, hampering a low-carbon pathway. Without realistic electricity
prices to cover production costs and a price on carbon,’ there will be limited development of renewable
energy sources (Energy Community/Kantor E3M, 2021s1)).

The region has committed to phasing out subsidies and introducing carbon pricing; at present,
only Montenegro has introduced a carbon price. In the context of the EU Green Deal and the Sofia
Declaration, economies of the region have committed to phasing out coal subsidies, aligning with the EU
Emissions Trading Scheme (EU ETS) and carbon pricing, and working with the EU towards the 2050 target
of a carbon-neutral continent. To date, only Montenegro has started integrating the cost of CO2 emissions.
By not paying for CO2 emissions under the EU ETS over the period 2016-20, TPPs in the Western Balkans
avoided costs of EUR 3 billion (measured at the average EU ETS price) (Energy Community Secretariat,
2021142)).

The EU’s proposed carbon border adjustment mechanism makes action urgent. Over the period
2023-26, the EU will be phasing in a carbon border tax for imports of energy-intensive products, initially
including electricity, iron and steel, aluminium, fertilisers, and cement. Given a high level of trade with the
EU® and the structure of exports, which include many on the energy-intensive list, the Western Balkans
region would be significantly exposed to rising trading costs. If transitioning out of subsidies and into carbon
pricing in the Western Balkans does not happen soon enough to avoid the EU carbon border adjustment,
the region’s governments would need contingency plans (Young, 2020s2)).

To tackle energy mispricing, SOEs in the energy sector require reform and energy sector regulators
real independence. While progress has been made with the unbundling of energy production,
transmission, and distribution, many energy SOEs in the Western Balkans remain de facto monopolies,
facing challenges of overemployment, illiquidity, and political interference. The increased competition
following from regional integration and energy market liberalisation could be an opportunity to provide
momentum for reforms such as strengthening of performance evaluation and monitoring, corporatisation
of the SOEs, and strengthening of governance and oversight (World Bank, 2018p5)). The lack of truly
independent regulators overseeing the energy sector exacerbates the challenge of energy pricing reform.
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Moving ahead with establishing fair and competitive energy markets is crucial to breaking this
entanglement.

Instead of general energy subsidies and transfers to SOEs, more progressive energy support
systems should target poor and vulnerable groups, within a market-based and competitive energy
system. Various sources point to substantially higher levels of energy poverty in the Western Balkan region
than in the EU. For example, the European Union Statistics on Income and Living Conditions (EU-SILC)
show that 10% to 40% of Western Balkan households were not able to keep homes adequately warm in
2019 (Eurostat, 2021531). The removal of fossil fuel subsidies, and the introduction of carbon pricing without
due compensation can be expected to affect vulnerable households negatively.

The employment challenge associated with decarbonising the energy sector needs to be managed;
combining compensation with re-skilling has proven effective, and can target opportunities in
renewables and energy efficiency. Across five of the six Western Balkan economies (Albania does not
have coal production), the coal industry employs more than 30 000 people. While this is a small share of
14.5 million people living in the five economies, in regions that depend on coal, mining and TPPs have
been the dominant employment options for decades (CEE Bankwatch Network, 2020;s4;). Creating
economic pathways for former coal regions and their workers is thus an essential step for securing a just
transition and broad support for a green recovery in the population. International experience shows that
combining re-skilling programmes with financial compensation for coal workers is an effective policy option.
Possible job and training categories that correspond with the skills of former miners and workers include
thermal retrofitting in the buildings sector, as well as other relevant jobs in construction and manufacturing.
A drive for renewable energy and energy efficiency promises thus to offer new employment opportunities.

1.4.5. Mobilise financial resources for a green recovery

The Western Balkans’ transition to a low-carbon society will be capital-intensive. It is challenging to
estimate the amount of financial resources needed to decrease the carbon intensity in the region, since
Western Balkan economies have not yet completed their NECPs, or similar documents to define goals for
the transition. Nonetheless, estimates exist. According to a World Bank estimate, USD 15 billion of
investments is needed before 2035, with about USD 10 billion for generation, and USD 5 billion for
transmission and distribution (in 2010 dollars) (World Bank, 20185)).

To mobilise private investment into the energy sector, Western Balkan governments need to take
a clear stance on the low-carbon energy transition. The absence of structured energy transition plans
generates uncertainty about the direction and speed of the transition in the Western Balkans (Energy
Community Secretariat, 2021442)). Necessary frameworks for low-carbon energy investment include
ambitious Nationally Determined Contributions; completion of National Energy and Climate Plans (NECPs)
with a clear role for clean energy sources; ending fossil fuel subsidies; and strengthening of legal and
regulatory frameworks for energy sector investment.

Government and multilateral financing will remain important. Revenues from the elimination of below-
cost tariffs, pricing carbon emissions, and taxing polluters could provide capital for public low-carbon
investment. Multilateral support will remain an important component of the financing required for to “build
back better” from the COVID-19 pandemic, and provide investment for a green recovery. Key initiatives
include the European Commission’s Economic and Investment Plan for the Western Balkans, the EU’s the
Western Balkans Guarantee Facility, the EBRD’s Green Economy Financing Facility (GEFF) and the
Platform Initiative for Western Balkans and Ukraine.
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1.5. Key policy options to boost education, foster social cohesion and ensure a

green recovery

Building on the peer-learning priorities, OECD expertise and international experiences, the report provides
various policy recommendations across the three themes. For each of them, recommendations are
structured by key policy areas and, whenever possible, provide references in the three regional chapters
to international experiences to facilitate policy learning. The recommendations may apply, albeit at different
degrees, to any of the regional economies (Table 1.5).

Table 1.5. Key policy options

Priority policy areas

Policy recommendations

PART 1: BOOSTING EDUCATION AND COMPETENCIES

Improving the quality of teaching

Strengthening VET

Increasing the use of digital technologies in
the classroom

Updating and modernising curricula to
impart relevant knowledge and skills

Fostering equitable education at all levels

Increasing and improving the financing of
education

Strengthening governance and co-ordination
of education policy

Increasing access to and quality of ECEC

Strengthen initial teacher education

Boost availability and quality of in-service teacher training

Strengthen incentives for better teacher performance and continuous professional
development

Improve teaching quality by strengthening school leadership

Develop more practice-oriented VET programmes by including employers in the design and
implementation process

Review and consolidate VET profiles in line with labour market developments and needs
Enhance funding to improve access to equipment and teaching materials to improve the
quality of teaching

Strengthen co-ordination mechanisms with the private sector to boost work-based learning
through apprenticeships

Develop quality assurance for work-based learning that is not too burdensome for
employers

Foster flexibility within VET through modular courses or pathways that create bridges
between upper secondary vocational and tertiary education, thereby better responding to
the diverse needs of students

Boost resources for career guidance for VET students to improve employability and reduce
drop-outs

Boost teacher capacities to use digital tools

Increase student access to digital technologies in the classroom

Advance adaptation of competence-based curricula across schools

Strengthen co-ordination mechanisms with the private sector and other stakeholders to
improve the labour-market relevance of curricula

Translate annual analyses of labour market needs into concrete proposals for enrolment
policy and curricula improvements

Align assessment practices with the standards of the new curricula

Develop, finance and/or scale up initiatives that target Roma inclusion at all levels of
education

Boost capacities and resources for equitable implementation of special needs education
across all municipalities

Make funding strategies responsive to school and student needs by balancing
decentralisation and/or local autonomy with resource accountability to ensure support to
the most disadvantaged students and schools

Strengthen communication channels with parents of disadvantaged students, including
students from lower socio-economic backgrounds and minorities, to better align school and
parental efforts

A more efficient allocation of funding is needed to produce better and more equitable
education outcomes

Systematically engage with all relevant stakeholders in the policy-making process
Develop a common indicator framework for tracking progress across all jurisdictions, and
improve data collection and sharing to boost the evidence base for education policy making
Regularly monitor and evaluate to improve policy design and implementation

Strengthen awareness of the importance of ECEC among policy makers (e.g. through
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Creating opportunities for adult learning

Leveraging foreign direct investments

Creating links with diaspora

trainings, workshops, participation in international conferences) and the general public
Increase financing for ECEC through, for example, reallocation of funding from primary
education and setting criteria for the most efficient and effective allocation of this financing
Improve the infrastructure for ECEC, targeting in particular rural areas and municipalities
with no ECEC facilities or services

Provide financial support for the most vulnerable families to support participation in ECEC
Promote the benefits of adult learning, providing high quality information and individualised
advice and guidance services

Address barriers to participation through flexible training provision, statutory education and
training leave, and financial incentives

Encourage employer engagement in adult education and training

Collect and use high quality skills assessment and anticipation (SAA) information to align
adult learning policy more strategically with labour market needs

Design targeted programmes for adults whose skills are likely to become obsolete in the
future

Build the capacity of adult learning providers to implement a quality assurance system
Encourage the uptake of non-formal trainings, including by recognising the competencies
acquired

Making active labour market policies effective in connecting job-seekers with training
opportunities

Strengthen the institutional framework for investment promotion and facilitation

Maximise the spillover potential of FDI

Develop relevant competencies and support domestic innovation by strengthening
collaboration among domestic and foreign enterprises

Map out the diaspora and engage strategically with a small group of high-achieving
individuals in an elite programme

Develop a deeper and more trusting relationship with diaspora

Proactively facilitate connections between the diaspora and locally based entrepreneurs by
improving the flow of information about business opportunities and diaspora availability
around the globe

Encourage diaspora contributions to competitive research and innovation in their home
economies

Systematically call on the professional diaspora and business angels to provide mentorship
and seed financing to high-growth entrepreneurs, particularly in early-stage seed deals
Link incentives targeting diaspora contributions with diaspora rights

PART 2: FOSTERING SOCIAL COHESION

Making ALMPs effective

Create equal opportunities for vulnerable
groups to participate in the labour market

Strengthen women'’s role in society by
supporting their integration into the labour
market

Creating a more inclusive and fair social
security system in the Western Balkans

Ensuring rapid labour market re-integration of those who have recently lost their jobs will
require increased capacities of public employment agencies, closer collaboration with
employers to leverage existing jobs and better integration of technological solutions
Activating long-term unemployed and vulnerable groups will require increased
individualised attention, establishing incentives for PES staff to increase their focus on
these groups, potentially introducing programmes that are different in nature and approach,
and setting up an integrated targeting approach involving collaboration with various
stakeholders.

Take steps to reduce stereotypes in education and the workplace

Foster development of social enterprises (SE) as a steppingstone for integrating vulnerable
groups into the labour market

Offer incentives for employers and ALMPs to increase chances for labour market
participation of vulnerable groups

Improve access to childcare to facilitate labour market integration

Provide appropriate frameworks for part-time work and improve flexible working
arrangements

Reduce stereotypes about women in education and in the workplace

Increasing coverage of both social insurance and social assistance mechanisms matters
for ensuring that a broad segment of population has social security entitlements and may
improve the overall financial sustainability of the system

Improve the equity impact of the social security system by addressing the tax burden and
phasing out benefit increases for special interest groups

Ensuring financial sustainability of the social security system is key to delivering quality
services on an ongoing basis and strengthening its resilience in times of crisis
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Strengthening targeting, equity and
adequacy of social assistance for those
most in need

Delivering community-integrated social
services

Assessing adequacy of social assistance, and increasing benefit amount where
appropriate, can foster social cohesion by reducing poverty among the most vulnerable
Increasing coverage and improving targeting should ensure that no one is left behind
Improving linkages with local government, local communities and ALMPs can increase
opportunities to participate in society and in the labour market

Improving collection of population data is necessary for understanding the needs of people
and local communities, and for providing targeted services

Improving co-ordination among different stakeholders is key to create shared objectives,
ensure commitments of all partners, and set-up a framework of responsibilities

Revise the fiscal space of local self-governments

Digitalisation and adoption of technological solutions can streamline implementation of
services, decrease costs and foster collaboration

PART 3: ENSURING A GREEN RECOVERY

Creating a credible vision and laying the
institutional foundation for the transition
towards low-carbon energy

Boosting renewables

Investing in energy efficiency

Getting prices right through socially
responsible carbon pricing and removal of
subsidies

Increasing cross-border energy trading for
an integrated and competitive regional
electricity market

Mobilising financial resources for a green
recovery

Practice broad consultation as a steppingstone towards a credible vision and roadmap
Raise awareness and teach environmental education

Build institutional capacity and tackle political interference

Address the employment challenge associated with decarbonising the energy sector
Make electricity systems more flexible, including through flexible baseload capacity, to
support integration of renewable energy

Create liquid and competitive balancing markets and a regional certification system for
renewables

Move towards market-based support schemes for renewables

Simplify the investment process and support both self-consumption and larger renewable
energy projects to promote installation of solar and wind power

Generate knowledge and human capital for renewables

Design effective strategic and institutional frameworks for efficiency improvements
Introduce energy efficiency standards for heating, air-conditioning and building renovation,
and ensure supply of skilled workers

Create incentives and frameworks to mobilise financing for energy efficiency

Make regulation of multi-apartment buildings and homeowners associations more
conducive for energy efficiency investments

Modernise and increase access to district heating systems

Engage in a sequential process of coal subsidy reform

Gradually introduce carbon pricing and auctioning of CO2 allowances in sync with market
integration

Ensure support for the energy poor as a core element of price reform

Invest the revenues from carbon pricing for future readiness and buy-in

Focus on net transfer capacity and optimising the use of existing interconnectors
Advance integration through market coupling and increased collaboration

Creating a conducive environment for investments in the power sector

Source: Authors’ elaboration.

1.6. COVID-19 in the Western Balkans

1.6.1. Evolution of the pandemic and policy responses

The Western Balkans were hit relatively hard by the pandemic. The first COVID-19 case was recorded
on 26 February 2020 in North Macedonia; the rest of the region reported cases within the next few weeks.
As of 31 January 2022, the historical average of excess deaths in the region was at 560 deaths per
100 000 inhabitants, well above the OECD (407) and EU (249) averages (Figure 1.17).

MULTI-DIMENSIONAL REVIEW OF THE WESTERN BALKANS © OECD 2022



| 59
Figure 1.17. The Western Balkans exhibit a large number of excess deaths compared with official
figures

Number of excess deaths over historic average since each economy's first 50 COVID-19 deaths and number of
COVID-19 deaths officially registered, 2020-22
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Note: Latest available data on 28 January 2022. The excess death is the number of people who die from any cause in a given region and period,
compared with a historical baseline from recent years. This estimate of the total number of fatalities caused by the pandemic accounts for
common methodological issues which occurred in COVID-19 data reporting. Indeed, official statistics in many countries exclude victims who did
not test positive for COVID-19 before dying. Also, hospitals and civil registries may not process death certificates for several days (or even
weeks), which creates lags in the data. Finally, the pandemic has made it harder for doctors to treat other conditions and has discouraged people
from going to hospital, which may have indirectly caused an increase in fatalities from diseases other than COVID-19.

Source: Authors' calculations based on The Economist (2021;s5), COVID-19 Excess Deaths Tracker, https:/github.com/TheEconomist/covid-
19-excess-deaths-tracker.

StatLink sw=r https://stat.link/znsrht

Restrictions in the Western Balkans were uniformly strict at the start of the pandemic, but diverged
over time in response to individual situations. In the pandemic’s early months, the region’s lockdown
and containment measures were among the strongest worldwide. These policies included strict lockdowns
and curfews, restricted operations for businesses and the closing of non-essential services. Over time,
restriction policies diverged as economies employed different strategies to combat both the health and
economic crises in relation to the various waves of COVID-19 cases (Figure 1.18 - Panel A).

Vaccine coverage in the Western Balkans is growing, but still insufficient. The World Health
Organization (WHO) set a target of having 40% of the population of each economy worldwide fully
vaccinated by the end of 2021 (WHO, 2021s6)). As of January 2022, most of the Western Balkan region
has met or surpassed this goal (Figure 1.18 - Panel B). Serbia has the highest share of population fully
vaccinated. Kosovo ranks second and has shown strong growth in this respect, having fully vaccinated
roughly 30% of its population within the last four months of 2021. At 25.8%. Bosnia and Herzegovina had
the lowest level. To catch up with OECD and EU countries, the region should now work towards the next
WHO target of 70%, to be achieved by mid-2022.
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Figure 1.18. Western Balkans’ vaccine coverage is in line with current WHO targets but still
requires work

Stringency index (0 = last stringent; 100= most stringent) (Panel A) and share of the population fully vaccinated
against COVID-19 (%), 2021 (Panel B)
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Source: Hale et al. (2022;57), Oxford COVID-19 Government Response Tracker, www.covidtracker.bsg.ox.ac.uk/r; Ritchie, et al. (2022ss)),
Coronavirus Pandemic (COVID-19), https://ourworldindata.org/.

StatlLink Si=m https://stat.link/71hx48

Various assistance measures have been employed across the Western Balkans to support businesses
and cushion the social impact on citizens. To preserve business continuity and employment, many
government institutions offered subsides to local businesses while also allowing delayed, or cancelling, tax
payments. Across the Western Balkans, about 56% of firms received or expected to receive economy-
wide or local government assistance (World Bank, 2021s9). Direct assistance, often in the form of
extended unemployment benefits, was also offered by most governments, many of which also attempted
to target vulnerable workers or the self-employed. Additional policies enacted in the Western Balkans
included financial support for small and medium enterprises (SMEs), artists and sports clubs as well as
support to the elderly, people with disabilities and those without homes.

1.6.2. Economic impact

Despite varying severity of the economic downturn in 2020, Western Balkan economies were able to
achieve growth above pre-pandemic levels in 2021. Montenegro was the hardest hit, contracting by 15.2%
in 2020, while most other regional economies experienced lower but similar contractions. Serbia was able to
avoid a strong downturn thanks to robust fiscal and monetary stimulus policies (Figure 1.19). Despite several
new waves of COVID-19, the recession turned around in 2021 with most of the economies showing growth
near 5% — almost double pre-pandemic levels. At 2.8%, Bosnia and Herzegovina’s projections for 2021 are
the weakest of the region, although more recent figures from the World Bank and the Central Bank of Bosnia
and Herzegovina put annual growth closer to 5% (World Bank, 2021s0)).
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Figure 1.19. Despite varying downturns in 2020, recovery was consistent across the Western
Balkans in 2021

Real GDP growth rate (%)
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Source: IMF (20211]), World Economic Outlook: October 2021 Edition, https://www.imf.org/en/Publications/WEQ.

StatlLink Si=m https://stat.link/exb065

Despite recent growth, important challenges to Western Balkan recovery still remain. Setting public
finances back on track to balance COVID-19 stimulation policies will be necessary to avoid further
accumulation of public debt. On average, net government debt in 2020 was at 50.3% of GDP in the
Western Balkans, up 8 percentage points from 2019 (IMF, 2021s1;). To now reduce debt, the region should
reprioritise spending by streamlining state aid, addressing long-term liabilities in the pension system,
improving management of SOEs, and enhancing the management of public investment to maximise its
efficiency and impact on growth. Bringing people back to the labour market and reforming education and
governance could also help boost potential growth (World Bank, 2021s2)).

1.6.3. Social impact

Despite the pandemic and the estimated increase in poverty, people in the Western Balkans seem
more optimistic about their personal situation. Studies estimate that the poverty headcount in the
region increased by 4 percentage points in 2020, with around 92 000 households falling into poverty (World
Bank, 20212). In terms of subjective poverty, North Macedonia and Montenegro recorded increases in
the number of persons reporting high levels of food and shelter insecurity during the pandemic years.
Albania saw a large reduction in self-reported levels of poverty, as did Bosnia and Herzegovina and Serbia
but to lesser degrees (Figure 1.20).
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Figure 1.20. Experiences of subjective poverty varied across the Western Balkans

People reporting not having enough money to buy food or for adequate shelter or housing (%)
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Note: During statistical analysis, results have been weighted to reflect geographic and demographic distributions of the population. Statistical
tests were conducted to verify that the differences between 2020 and 2017-19 averages are statistically significant.
Source: Authors' calculations based on Gallup (2021s3)), Gallup World Poll (database), https://www.gallup.com/home.aspx.

StatLink Sa=r https:/stat.link/pq32i6

While social life has been restricted, the COVID-19 outbreak seems to have instilled a stronger
sense of community across the Western Balkans. In 2020, 59.6% of people reported having helped a
stranger in the past month, an increase of 17.6 percentage points compared to 2019. In contrast, this figure
remained almost stable in OECD and EU countries (Figure 1.21 - Panel A). Similar insights emerge from
the number of people reporting having volunteered their time to an organisation in the past month. For both
EU and OECD averages, volunteer time decreased in 2020 compared with the 2017-19 average.
Conversely, this figure grew to 10.4% in 2020 in the Western Balkans, surpassing the previous average
(Figure 1.21 - Panel B).
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Figure 1.21. During the COVID-19 pandemic, mutual assistance increased in the Western Balkans

People who helped a stranger in the past month (%), (Panel A) and People who volunteered their time to an
organisation in the past month (%), (Panel B)
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(%) organisation in the past month (%)

= 2020 <& 2017-19 = 2020 <& 2017-19

o
o
— T T T T T T

Note: During statistical analysis, results have been weighted to reflect geographic and demographic distributions of the population. Statistical
tests were conducted to verify that the differences between 2020 and 2017-19 averages are statistically significant.
Source: Authors' calculations based on Gallup (2021s3)), Gallup World Poll (database), https://www.gallup.com/home.aspx.

StatLink Sa=r https:/stat.link/9yiarf

1.6.4. Groups most affected by the COVID-19 pandemic

School closures have exacerbated already severe learning inequalities between the poorest and
richest students in the Western Balkans. Pre-COVID-19, the achievement gap between the poorest
(lowest income quintile) and richest (top income quintile) students was estimated at 1.5 years of schooling
(68 PISA points). In a post-COVID educational environment, this gap is projected to increase to almost
2 years (76 PISA points), reflecting that students from poorer backgrounds are less likely to benefit from
remote learning modes. While students in the top ESCS quintile have almost universal access (97.5%) to
a computer they can use for school, the figure plummets to just 65.2% for their peers in the bottom quintile.
— a difference of 32.3 percentage points (World Bank, 202013)).

The pandemic widened inequality gaps across Western Balkan economies, negatively affecting
already vulnerable groups. Across the region, the pandemic’s impact was the greatest on the incomes
of households close to poverty line (World Bank, 2021e2)). In 2020, a full 49% of households in the lowest
income group reported not having enough money to buy food, up from 44% a year earlier. Similarly, those
among this group not able to secure adequate shelter increased by 6.7% in 2020. The pandemic severely
affected the daily life of Roma people, who live in marginalised communities and suffer from poverty and
social exclusion. An estimated 37.8% of Roma in the region® had to stop their income-generating activities,
mostly because they were involved in informal employment (ERGO Network, 20204)).

The pandemic highlighted the vulnerability of workers with no access to social protection

Informal employment, which offers no access to social protection, is a major risk to individual
income security; associated vulnerability worsened during the pandemic. In 2019, Informal
employment accounted for about 28.1% of total employment in the Western Balkans.'® This share
decreased across all economies in 2020 (ILO, 202120)), likely reflecting that those in the informal sector
dropped out of the labour market due to disturbances from containment policies. The formal sector has

MULTI-DIMENSIONAL REVIEW OF THE WESTERN BALKANS © OECD 2022


https://www.gallup.com/home.aspx
https://stat.link/9yiarf

64 |

been more resilient because of direct government efforts to mitigate income losses. In general, the
protection of informal workers is estimated to have been less effective than it could have been (World
Bank, 202162)).

The pandemic also highlighted the vulnerability of self-employed workers. Among self-employed
workers, which make up 29.7% of total employment in the region, about 44.4% are estimated to be in
informal employment (Eurostat, 20219;; World Bank, 2021(4;). Many lack the social protection to protect
them from economic shocks; during the pandemic, they are assumed to have suffered an income shock
twice as large as that of salaried employees (World Bank, 2021s2)).

Gender inequalities have widened following the pandemic

Women in the Western Balkans, who were already largely excluded from labour markets,
experienced particular hardship during the pandemic. At 28.1% in 2020, female employment among
those aged 15+ years declined from previous years, widening the gap against OECD (43.5%) and EU
(40.5%) averages (ILO, 202120). At the same time, women were shouldering much of the burden at home,
with school closures adding extra burden related to childcare and education to longstanding gender
inequalities in unpaid work. Some 66.5% of women reported increased time spent on unpaid domestic
work, compared with 57.5% for men. The possibility of violence at home also put women at risk during the
pandemic: 11% of women in the region report believing that domestic violence is justified under certain
circumstances and 22.3% having experienced physical or sexual violence in their lifetime; in contrast, EU
averages are 6.7% and 20.9%, respectively (OECD, 2021}21;). Overall, women’s psychological and mental
health was more affected by the pandemic: 38.0% of women report being affected compared with 31.8%
of men (UN Women, 2020ss)).
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Notes

' A socially cohesive society is one that creates the ability and willingness of its members to undertake
collective action to improve societal well-being of all. To achieve a socially cohesive society, it is important
to offer its members the opportunity to participate, to create a sense of belonging and promote trust among
people, and to take action against exclusion and marginalisation (OECD, 201125)).

2 As part of the MDR process, Vision and Challenges 2030 workshops took place in Albania, Kosovo, North
Macedonia and Serbia between February and early March 2020. Due to the outbreak of the COVID-19
pandemic, the foresight workshop was not held in Bosnia and Herzegovina. All workshops followed the
same methodology and aimed at developing suggestions for a vision 2030, including vision statements,
key dimensions of success and challenges. Workshops were jointly organised by the OECD, the Swedish
International Development Cooperation Agency and government representatives.

3 The National Diaspora Strateqy 2021-2025 also aims to reorganise the management of migration flows,
reform electoral citizens to enfranchise Albanian voters abroad, and promote identity, lanquage, culture
and art.

4 Definition from the Council of Europe.

5 The EU acquis is the accumulated legislation, legal acts and court decisions that constitute the body
of European Union law.

6 EU figure from (Werner, 201765)). For comparison, district heating accounts for about 14% of heat
delivered in Germany and 5% in France (Euro Heat & Power, 20197)).

7 Carbon pricing integrates the real costs of CO2 emissions, thereby raising the cost of carbon-intensive
assets. In principle, this should steer consumption and investment towards low-carbon assets and goods,
encourage energy savings, improve energy efficiency, and stimulate investment by households and firms
in renewable energies and other low-carbon technologies.

8 The EU was the main partner of the Western Balkans, for both exports (69%) and imports (54%) in 2020
(Eurostat, 2021(9)).

® Western Balkans average does not include Montenegro or Albania.

9 Western Balkans average does not include Montenegro or Kosovo; Albania is included only in the 2019
average.
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