
The energy sector: high corruption
and state-capture risks

Energy has been identified as one of the critical sectors with high corruption
and state-capture risks, which should be addressed with priority.

Illegal rents that can be extracted from the energy sector allow special interests
to exert a grip on government decision-making, subverting the pursuit of an energy policy

for the good of all. 

The most critical energy governance deficits in SEE include the widespread corruption
in the mismanagement of the state-owned energy enterprises (SOEs),

the irregularities in the public procurement contracts and the slow progress
in liberalising and de-monopolising the energy sector.

Corporate (Mis)Governance
of Energy State-Owned

Enterprises

Corruption Risks in Energy
Sector’s Public Procurement

Energy enterprises are among the largest
public procurers in the region both

in terms of awarded public procurement
contracts, and in terms of spending.

Corruption may be visible in the extensive
use of restrictive procedures (lack of competition/
limited access to the market); tailor-made tenders
(with highly individualised technical specifications);

deviation in implementation of the
contracts (mostly works and supplies

that are largely consumed by energy providers).

This document has been funded by the Regional Cooperation Council (RCC) under implementation
of RCC’s South East Europe 2020 Strategy and it reflects only the views of the author(s).

The RCC cannot be held responsible for any use which may be made of the information contained therein.

*The designation "Kosovo" is without prejudice to positions on status, and is in line with
UNSCR 1244/1999 and the ICJ Opinion on the Kosovo declaration of independence.

**According to the RCC Statute, the full name of MK is: The Former Yugoslav Republic of Macedonia.

Policy Recommendations

The governments of the region should focus on guaranteeing the liberalisation of the
energy market and complying with EU regulation, while reducing corruption.

The energy sector, a critical sector with high corruption and state-capture risks,
should be addressed with priority, including through: 

- increasing competition in public procurement; 
- improving the corporate governance of state owned enterprises; 

- transparent management of large-scale investment projects; 
- enhancing the accountability and independence of energy regulatory authorities. 
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The failure of allowing more competition in the sector has been reinforced
by the negative implications of the EU - Russia economic and geo-political standoff

in the region, on the one hand, and by the dependence of political parties
on financing from companies operating in the energy sector.

The EU – Russia economic and geo-political standoff in the region
negatively impacts competition in the energy sector.

Large-scale energy projects across the region are exploited by local oligarchic groups
aiming to increase their wealth at the expense of national energy policy priorities.

political parties
 Political meddling in the day-to-day

management of energy SOEs has
contributed to arbitrary staffing

and employment decisions.

There is evidence of at least 27 political figures
having a seat at the energy SOEs boards
in the SELDI countries. In many cases,

this is a form of reward for senior
members of political parties.

In Serbia and Albania, it is common practice
to apportion appointments at public

enterprises’ boards among political parties
after elections as part of

power sharing agreements.

In the former Yugoslav Republic of Macedonia,
the head of the Prime Minister’s cabinet allegedly

ordered the CEO of ELEM – an electricity
producer and wholesale supplier - to employ

people from a list prepared by the Interior Ministry.

Energy SOEs in the region largely lack transparent rules and
effective cost/benefit decision-making procedures.

Public scrutiny over a comprehensive reporting mechanism is necessary
to increase transparency and improve the management of SOEs.

Many companies in the region failed to publish their annual financial reports
for 2014 and 2015, and did not provide historical data before 2009/2008. 

Information about the energy SOEs' public procurement remains scarce.

Factors contributing to heightened corruption risks
in energy sector public procurement in SEE:

1) considerable economic interests at stake, strong
political lobbies and substantial share of financial resources

involved in the energy sector;
2) lack of genuine competition and high monopolisation

of individual segments in the energy sector; 
3) lack of transparency, public awareness and independent
expert assessment plus restricted access to information

on national security grounds;
4) the technical complexity of the energy sector;

5) share of non-competitive public procurement contracts
in the energy sector which is systematically higher than

the share of competitive contracts for the rest of the economy. 

Energy Market
Liberalisation

The market concentration in the energy sector is the key
prerequisite for state capture risks. 

All EU candidates (Albania, former Yugoslav Republic of Macedonia,
Serbia, Montenegro, and Turkey) and potential candidates (BiH and Kosovo*)

in SEE have undertaken to reform their energy sectors to adopt the
EU energy acquis as part of their accession negotiations. 

The Western Balkan countries (along with Turkey as an observer)
are Contracting Parties to the Energy Community Treaty,

aiming to adopt and implement the EU energy acquis that acts as a regional monitor.

Note: Unbundling — the separation of the generation, transmission,
distribution and retail of electricity — generally ensures access of all players

to distribution and transmission systems without discrimination.
Source: CSD, 2014, Energy Sector Governance and Energy (In)Security in Bulgaria.

Intended effects of liberalisation of the power generation and supply chain
(regulated = higher corruption risk, а non-regulated = lower corruption risk,)
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The European Energy Community promotes liberalisation of the natural
gas and electricity markets, the creation of national and regional power

and gas exchanges, and the completion of regional energy cooperation projects.

The success of regulatory reform in SEE is jeopardised by an implementation gap
between the formal adoption of laws and their effective enforcement.

Apart from Kosovo* and BiH, all other countries have
taken steps towards energy price deregulation.

 Below-cost of production household power and gas tariff setting
is typical everywhere apart from Turkey.

Maintaining electricity and gas tariffs below cost of production has led to the
formation of many well-connected rent-seekers who take

advantage of arbitrage opportunities between regulated and market prices.

The lack of proper unbundling of the state-owned power
and gas sectors is a common non-compliance practice across the
region with regard to the Third Energy Package implementation. 

Power Outages: Energy Governance
and State Capture in SEE

Competition Restrictions

For example, in the case of Serbian intergovernmental agreements,
energy contracts could even be exempted from the whole public procurement process.  

In the case of the Kosovo* Transmission System and Market Operator, 31 contracts
were awarded from December 2010 – January 2014 under

a negotiated procurement procedure without notice.

ELEM procurement contracts (2009-2014)

Source: Macedonian Center for International Cooperation (MCIC), own calculations
based  on the data from the Macedonian Electronic System for Public Procurement.

Open procedure

Restricted procedure

Negotiated procedure without
prior publication of a contract notice

Negotiated procedure with prior
publication of a contract notice

Total

No. contracts: No. contracts (‘09-‘14)

1911

22

394

13

2340

Total Amount (€)

373,432,008

29,253,698

106,265,053

289,365,123

798,315,882


