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ABSTRACT

This paper aims to investigate the status of alignment and harmonization of corporate reporting in
Western Balkans (WB) countries with the European Sustainability Reporting Standards (ESRS).
Specifically, the research will focus on understanding the extent to which WB countries have initiated
the adoption of ESRS, particularly in the context of the Corporate Sustainability Reporting Directive
(CSRD) that mandates its use for companies within the European Union (EU) and its branches. The
paper will compare the achieved level of sustainability reporting in Western Balkan countries with
other countries located in Europe that are not members of the European Union. Despite the mandatory
nature of ESRS for companies within the EU, our preliminary analysis indicates a lack of progress in
the alignment and harmonization process among the WB countries. Western Balkan countries are also
lagging behind, compared to other non-EU member countries, such as Switzerland and Norway, which
have been selected for comparative analysis. The research seeks to uncover the reasons behind this
lag and to explore the potential challenges faced by companies in the WB region in implementing these
standards. It is crucial to understand the current state of sustainability reporting practices in WB
countries and the challenges faced in aligning with ESRS. It will provide valuable insights for
policymakers, businesses, and stakeholders on the necessary steps to enhance sustainability reporting
practices in the region and foster alignment with international standards.

Keywords: European Sustainability Reporting Standards, Corporate Sustainability Reporting Directive,
Sustainability Reporting Practices, Western Balkans countries

JEL Classification: M14, F63, Q56

INTRODUCTION

As the global community grapples with the urgent need for sustainable practices, the European
Union (EU) has emerged as a frontrunner in championing corporate responsibility through the
introduction of the European Sustainability Reporting Standards (ESRS). Embedded within the
Corporate Sustainability Reporting Directive (CSRD) framework, these standards mandate a
comprehensive approach to sustainability reporting for companies operating within the EU and
its branches.

The significance of sustainability reporting cannot be overstated. It serves as a cornerstone for
fostering transparency, accountability, and ethical business practices. As the EU aims to
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strengthen its commitment to sustainability, the evolution and strict enforcement of ESRS reflect
a concerted effort to ensure that companies operate with an acute awareness of their
environmental, social, and governance (ESG) impacts. Furthermore, the EU's ongoing efforts to
tighten reporting criteria signal a global shift towards heightened scrutiny of corporate
sustainability practices.

However, the question arises about countries that are on the European continent but are not
part of the EU. How to raise awareness about sustainability and improve the legislative framework
for sustainability reporting in these countries, especially in the WB? The goal of the EU is to
become the first climate-neutral continent by 2050 and to reduce greenhouse gas emissions by at
least 55% by 2030 compared to 1990 levels. This goal will not be achievable if the WB countries
(Albania, Bosnia and Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia) continue
at their current pace of harmonizing legislative regulations with the EU. Other non-EU countries
are undergoing the same process of aligning business practices and reporting standards with
sustainability, but their progress is visibly better than that of the WB countries.

LITERATURE REVIEW

The harmonization of sustainability accounting reporting in European countries, both EU
members and non-members, has been a subject of ongoing research. While EU directives have
influenced accounting practices in member states, their effectiveness in reducing differences
remains inconclusive (Ciiriik, 2002). Some non-EU European countries, such as Turkey and
Switzerland, have also been influenced by EU directives, though the impact on Baltic states is
unclear (Ciirtik, 2002). The Global Reporting Initiative (GRI) standards have contributed to a
higher degree of harmonization in sustainability reporting, as evidenced by a study of Italian
public interest entities (Pizzi et al., 2024). Central and Eastern European countries, which
historically followed a mixed economy model, have made efforts to harmonize their financial
reporting with EU regulations (Randelovi¢ & buki¢, 2018).

At the same time, the IFRS Foundation and EFRAG introduced new sustainability reporting
standards. IFRS Foundation introduced two new International Financial Reporting Standards
(IFRS), while EFRAG went much further in prescribing regulations and brought a set of standards
with a much larger scope of indicators that need to be monitored. According to Giner & Luque-
Vilchez (2022), EFRAG takes a wider view than the IFRS Foundation on certain key reporting
aspects, namely, target audience, materiality, and reporting boundary. Regarding the reporting
scope, while the IFRS Foundation appears to have a more restrictive perspective, efforts are
underway to expand it. The future impact of ESRS sustainability reporting standards is a topic of
growing interest, with a focus on the evolution of research areas (Bosi, 2022). This is particularly
relevant in the context of industry-specific sustainability benchmarks, which are being developed
to bridge corporate sustainability with socially responsible investments (Brink, 2004). The role of
Certified Public Accountants in auditing corporate sustainability reports is also highlighted, with
a call for greater clarity on the criteria and standards to be used (Ballou, 2006). Finally, the
importance of ESG reporting in meeting stakeholder expectations and enhancing stakeholder
value is emphasized, with a focus on the role of financial professionals in this process (Raghavan,
2022). A new economic analytical tool is data envelopment analysis (DEA), which is used in
efficiency analysis to measure entrepreneurial efficiency in achieving desired values of
macroeconomic indicators, such as the objectives of sustainable economic growth (Basdekidou,
Papapanagos, 2024). The European Green Deal is envisaged to help investors and listed
companies publish regular reports on the social and environmental risks they face, and how their
activities impact people and the environment (The European Green Deal, 2024). New rules on
corporate sustainability reporting came into force on 5 January under the Corporate Sustainability
Directive (CSRD) (The European Parliament and the Council, 2022). The EU Corporate
Sustainability Reporting Directive will have large implications for SME actors, particularly in the
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Western Balkans region, where firms tend to be smaller compared to those in the EU (Ahern,
2023).

Research on sustainability reporting in Central and Eastern Europe (CEE) and the WB has
revealed a lack of progress and alignment with European standards (Horvath, 2017; Raduki¢
2019). This is particularly evident in the patchwork of reporting requirements, which lacks a
dominant, globally accepted set of standards (Hijink, 2019). The need for further development
and harmonization of sustainability reporting is emphasized, with a call for an international
approach (Hijink, 2019). Despite the challenges, there is potential for collaboration and
innovation in achieving the Sustainable Development Goals (SDGs) in the WB (Raduki¢, 2019).
The Western Balkans countries face significant challenges in achieving sustainable development
goals, as evidenced by their low SDG index scores (Raduki¢, 2019). These challenges are rooted in
a range of factors, including weak institutions, a difficult business environment, and corporate
over-indebtedness (Sanfey, 2018). Local governments in the region have made progress in
sustainable development planning, but face capacity and economic challenges (Milutinovi¢, 2010).
Innovative financing mechanisms, such as ESG/sustainability-linked bonds and debt-for-climate
swaps, have been proposed as potential solutions to these challenges (LukSi¢, 2021). Companies
governed by the CSRD will be required to report according to European Sustainability Reporting
Standards (ESRS) (The European Parliament and the Council, 2023a). This approach is relevant
to a broader set of large companies, as well as listed SMEs, which will now be required to report
on sustainability (The European Parliament and the Council, 2023b).

There is a gap in research for the Western Balkan countries. Further research is needed to
understand the current state and future development of sustainability reporting in this region.

DATA AND METHODOLOGY

This paper aims to compare the progress of Western Balkan (WB) countries in achieving
sustainable development goals and sustainability reporting with the selected countries of Norway
and Switzerland, which are also non-EU members. The comparison will be made through an
analysis of the growth trend of the SDG Index between the WB countries and Norway and
Switzerland over a period of 22 years (from 2000 to 2022). Additionally, the number of
sustainability reports published in accordance with SASB standards (Sustainability Accounting
Standards Board) will be compared for a period of 6 years (from 2018 to 2023). The goal of these
comparative analyses is to demonstrate that the Western Balkan countries are significantly
lagging behind in aligning business practices and reporting with the principles of sustainable
development. After detecting the depth of this misalignment gap, an analysis of the current state
of compliance and harmonization of corporate reporting in the Western Balkan countries with the
ESRS will be conducted. Specifically, the research will focus on the extent to which Western Balkan
countries have started adopting ESRS, particularly in the context of the CSRD, which mandates the
use of these standards for companies within the EU and their subsidiaries.

The SDG Index (Sustainable Development Goals Index) is managed by the Sustainable
Development Solutions Network (SDSN), a global initiative of the United Nations focused on
providing solutions to sustainable development challenges. SDSN was established in 2012, and
the SDG Index is used to track the progress of countries towards achieving the Sustainable
Development Goals (SDGs) set by the UN.

The SDG Index evaluates countries based on their progress in achieving each of the 17
Sustainable Development Goals and provides a global ranking. The database, reports, and analyses
of the SDG Index are available on the official SDSN website.

The SASB standards database refers to a set of standards that define the relevant sustainability
information that companies should report to investors. SASB standards enable companies to
report on their sustainability practices and performance in terms of financial impacts on the
industry, market, and investors. These standards focus on key factors that affect a company's
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financial performance, such as emissions management, labor rights, corporate governance, and
other sustainability factors. The SASB standards database includes specific guidelines and
performance indicators for 77 industries, helping to report sustainability in a way that aligns with
investor needs. These guidelines cover topics such as energy efficiency, waste management,
corporate ethics, climate change reporting, and more. In 2021, SASB became part of the Value
Reporting Foundation, which is now integrated into the International Financial Reporting
Standards (IFRS) Foundation. All data and guidelines related to SASB standards can be found on
the official websites of SASB or the Value Reporting Foundation.

RESULTS AND DISCUSSION
Sustainability Indicators: WB Countries vs. Norway & Switzerland

In graphic 1, it is clearly visible that the Western Balkan countries show a higher growth of the
SDG index over time compared to Norway and Switzerland. However, the initial position of the
SDG index and the achieved level in Norway and Switzerland are significantly higher than in the
Western Balkan countries. It is evident that Montenegro lags the most among the Western Balkan
countries in achieving the Sustainable Development Goals, while the Republic of Serbia has the
highest SDG Index level compared to the rest of the WB countries.

Growth of SDG Index (2000-2022): Western Balkans vs Norway and Switzerland
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Graphic 1. Growth of SDG Index: WB vs Norway and Switzerland

A comparative overview of the SDG Index values is presented in the following Table 1. The
comparative overview of the SDG Index values in the table shows how different countries, in this
case, the Western Balkan countries and other selected countries such as Norway and Switzerland,
are ranked based on their progress in achieving the Sustainable Development Goals (SDGs) from
2000 to 2022.
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Table 1. Movement of the SDG Index from 2000 to 2022 for the countries of the WB vs. Norway
and Switzerland

BiH Serbia North . Albania | Montenegro Norway | Switzerland
Year Macedonia

SDG SDG SDG SDG SDG SDG SDG

Index Index Index Index Index Index Index
2000 67.40 69.70 65.90 65.90 65.30 78.95 75.27
2001 67.70 69.50 65.70 65.90 65.20 79.07 75.41
2002 67.70 69.60 66.30 65.70 65.40 79.33 76.41
2003 67.80 69.50 66.40 65.70 65.20 79.45 76.11
2004 67.50 69.20 66.60 66.20 65.20 79.08 76.70
2005 67.50 69.60 66.70 66.50 65.30 79.17 76.67
2006 67.80 69.70 67.00 66.60 65.10 78.93 76.45
2007 68.20 70.10 67.00 66.80 65.30 78.76 76.51
2008 68.90 71.20 67.00 67.50 65.70 79.63 76.67
2009 69,20 71.20 67.40 68.00 66.60 80.38 77.14
2010 69.10 71.30 68.40 69.20 66.90 80.08 76.95
2011 69.00 71.40 68.70 69.60 66.50 80.07 76.85
2012 69.10 72.00 69.20 70.70 67.20 80.36 77.43
2013 70.30 72.90 70.60 70.60 68.60 80.34 77.46
2014 70.50 73.80 71.00 69.60 68.60 80.90 78.00
2015 70.70 73.60 70.90 70.90 68.20 81.24 78.18
2016 71.00 74.80 71.10 71.10 68.20 81.17 78.13
2017 70.90 75.70 71.60 71.90 69.60 81.52 78.74
2018 72.40 76.70 73.00 73.50 69.80 81.20 78.64
2019 73.00 77.50 73.00 73.70 70.80 81.63 78.76
2020 73.40 77.50 72.50 73.70 70.70 82.20 79.44
2021 74.10 78.40 73.10 73.70 71.20 81.79 78.48
2022 74.00 77.30 72.50 73.50 71.40 82.02 80.06

Source: Authors' processing according to Sachs et al. (2023)

When it comes to the environmental footprint per capita measured in global hectares (from the
database https://data.footprintnetwork.org/), Bosnia and Herzegovina has the worst indicator
for WB countries with 4.27, followed by Serbia with 3.83, while Albania has the best indicator
which is 2.07. Data for Kosovo are not available.

Norway and Switzerland have a better SDG index than the Western Balkans countries due to
their more advanced and stable economic systems, stronger institutional frameworks, and higher
levels of political and social stability. Both countries have long-established regulatory frameworks
and policies that prioritize sustainability, which are integrated into their national agendas. They
also benefit from higher levels of investment in sustainable development initiatives, greater public
awareness of environmental and social issues, and stronger cooperation with international
organizations and corporations that are committed to sustainable practices. In contrast, the
Western Balkans face challenges such as weaker governance structures, political instability,
limited financial resources, and slower economic reforms, all of which hinder their progress in
achieving the SDGs.

Sustainability Reporting in WB

In graphic 2, a comparative overview of the number of sustainability reports in the SASB
database for a period of 6 years is presented for WB countries vs. Norway and Switzerland. From
2018 to 2023, among the WB countries whose companies reported on sustainability in the SASB
database, only Serbia, Albania and Montenegro were recorded.
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Number of Non-Financial Reports in SASB Database (2018-2023)
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Graphic 2. Number of non-financial reports in SASB

Companies from Switzerland and Norway have a progressive increase in the number of reports
published in the SASB database. Looking at the trends, we can see that the Western Balkan
countries are significantly lagging behind other countries.

Analysis of the reasons for the lag in Western Balkan countries

On July 31, 2023, the European Commission adopted sustainability reporting standards ESRS.
These standards have to be used by all companies based in the EU, or their branches, that are
subject to the CSRD (Commission, 2023). The initial estimate is that the new requirements will
affect more than 50,000 companies in the EU starting from 1 January 2024. A critical question is
how such complex and extensive new regulations will affect and be relevant to the slow-transition,
post-socialist economies of Western Balkan countries, given the varied timelines for progress
among new EU candidate member states. That process is rather slow, or perhaps even stagnant
at this point, and it falls outside the scope of our research focus and conclusions. In the meantime,
companies especially medium-sized ones have a large foreign trade with the EU zone. They should
be prepared to generate a highly standardized, systematic, and uniform way of the process of data
collection on sustainability performance. This is the only way the reporting entities shall supply
the required key sustainability performance data and associated complex databases ready for the
reporting year. The further development of sustainability regulation in the EU shall have a much
bigger impact on WB enterprise sectors regardless of the country's candidate status vis-a-vis the
EU. Albania, North Macedonia, Montenegro, Serbia, and Turkey have the status of candidate
countries, while Bosnia and Herzegovina and Kosovo are potential candidate countries.

The poor indicators of the SDG Index and ecological footprint reflect inadequate legislation in
the countries of the WB. Financial reporting at the corporate level serves as a foundation for
sustainable finance and banking operations, as exemplified by practices in Montenegro. It is based
on the full implementation of the institutional framework promulgated by the International
Federation of Accountants (IFAC). The process has experienced a significant slowdown in the
transition towards a market economy and free democratic institutions. Regulatory bodies and
institutions are still rather far away even considering the preparation, adoption, and simplified
implementation of the IFRS. (Samardzi¢, Vukovi¢ & Ljuti¢, 2023). The EU Sustainable Finance
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Disclosure Regulation (SFDR) establishes disclosure requirements to tackle greenwashing and
ensure transparency in financial products (Partiti, 2023).

In WB countries, public and professional discussion on the future of corporate sustainability
reporting, pertinent regulatory frameworks, and standards regarding full compliance with the
existing and forthcoming regulations in the EU, as well as their transposition to the region, has not
yet started at the institutional, professional, and public level (Jocovi¢, Cvetkovi¢ & Ljuti¢, 2022).
WB countries have been rather slow in reaction to COVID-19, have been less affected by it, and
have not been significantly involved in the Ukrainian war. Furthermore, climate change is not a
top priority for public opinion, formal and informal elites, or lobby groups in the region. At the
same time, inflation and the inflow of immigrants are dominating public debate. Meanwhile, the
fields of business law, accounting, and auditing at the academic level emphasize the importance
of the integral adoption of new EU regulations of corporate compliance regarding the
environment, corporate governance, and corporate social responsibility, which is a good
orientation and trend.

Corporate Law and Governance in WB - Two Possible Scenarios

The analysis of corporate law and governance regulation in the WB countries (Albania, Bosnia
and Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia), has taken a step further
from the formal adoption of the new EU sustainability regulation. It now focuses on practical
aspects of governance and reporting, such as the slowdown of the process and the reactions of
large corporate polluters. A preliminary regulatory compliance study pointed out that there is an
urgent and large need to focus on sustainable value creation. The next step and the long road
ahead should be the inclusion of financial and sustainability reporting requirements at the
regulatory level, with a focus on a range of ESG issues. This should be based on core EU regulations
in a more practical sense, given that local legal systems are young, fragile, and rather
oversimplified. Even the EU regulations themselves are still not fully effective and efficient
(Jocovi¢ & Ljuti¢, 2023).

In WB countries, at both the professional and governmental levels, there is no clear-cut
conclusion or understanding that the EU is firmly on the road to a sustainable transition. While
new sustainability reporting regulations are in place in the EU, they have not yet been adopted in
the Western Balkans. There are two alternative scenarios. The first, rather slim and not over-
optimistic, is that the regulators will quickly introduce and implement new sophisticated
sustainability regulations for the national economies. The second, more realistic scenario, is that
the regulators will remain inert and make only cosmetic changes, which will in turn protect the
status quo and prolong the indefinite sustainability transition.

WB countries should adopt emerging norms and best practices from the EU. However, new
regulations are not even on the medium-term horizon, and market demands are almost non-
existent. There is little to no real practice of reporting, and some of the sustainability reports are
more inclined to be fairy tales, “boilerplate” statements, or even fall short of greenwashing. We
assess that the companies in the region do not deploy strategies to meet their ESG reporting goals,
as these targets are not set. The bulk and majority of investments are going directly under
government control, and investors’ pressure for comparability is not palpable. Markets are not
moving towards sustainability in WB. Our message is clear: regardless of the harsh and
unwelcoming reality, the only way forward is to fully harmonize regulation at the national level
in all WB countries with EU standards and regulations, strictly and without hesitation or
reservation.

Sustainability Development Agenda in WB countries

The sustainability development Agenda for the WB countries refers to a series of strategies and
goals aimed at achieving sustainable development in the region. One of them is the Green Agenda
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for the WB, which was adopted in Sofia at the Summit for the WB in November 2020. The countries
of the WB have pledged to switch to cleaner energy, reduce their dependence on fossil fuels, and
improve waste selection, reduce the emission of greenhouse gases, etc. However, despite the
declarative commitment of the WB countries to a sustainable transition, ESRS and CSRD were not
adopted and consequently not applied, with no sign or hint of when they will be on the agenda of
local parliaments and regulatory bodies. Slow and almost frozen progress of the candidate status
of the individual WB countries is a strong limiting factor since the public skepticism towards
joining the EU is increasing (Figure 1). Individual professionals, such as accountants, auditors,
lawyers, and environmental experts, are not in a position to promote national regulations or
influence parliamentary decisions and influence the adoption of regulations. Accounting, financial
reporting, and auditing reforms supported by the Center for Financial Reporting Reform (CFRR)
- World Bank are at the forefront of sustainability reporting in WB. At the same time at the
individual country level sustainability reporting still does not involve the systematic
measurement, disclosure, and communication of an organization's ESG performance. The
accounting and auditing profession strongly supports the idea that sustainability reporting
provides much-needed transparency and accountability to stakeholders (investors, customers,
employees, public) regarding an organization's sustainability practices and their impacts at the
firm level. In practice, there is almost no sustainability reporting, which in turn shall drive
sustainable development by promoting responsible business practices. It aims to assist in
identifying areas for improvement and fostering much-needed trust and credibility. CFRR is
supporting regulatory bodies in the region providing guidance to governments on establishing
institutional and regulatory frameworks for sustainability reporting, as well as ensuring the
assurance of sustainability reporting in line with the requirements of EU legislation, particularly
for EU candidate countries. At the same level, it is complemented by good international practices
and international sustainability standards. Perspectives are in fostering a culture of sustainability
reporting that contributes to the overall financial reporting reform agenda. The EU sustainability
regulation has a dominant impact on WB, which is logical and good practice.

Western Balkans and the EU
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Figure 1. WB countries on the way to the EU
Source: https://www.dw.com/en/eu-announces-ambitious-expansion-plans-in-western-balkans/a-42473497

Western Balkans consists of the following countries: Albania, Bosnia and Hercegovina, Kosovo,
Montenegro, North Macedonia, and Serbia. Croatia joined the EU in 2013, while all countries have
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potential or actual EU membership status. Very strong additional external influence is from
Russia, Turkey, China, the EU, and the USA.

Corporate Reporting - State of the Game in WB countries

The dynamics, reforms, and harmonization, first with the EU and then globally via the World
Bank, IFAC, and International Accounting Standards Board (IASB), are slowing down due to many
reasons we have pointed out before. At the same time, we consider the following important factors
and determinants for the future course of action:

e Corporate reporting is the only solid foundation for ESG reporting. Non-financial
reporting is deeply interconnected and intertwined with financial reporting - one is not
possible without the other, like two sides of a paper banknote.

e All countries in WB fully implement the framework of IFRS and International Auditing
and Assurance Standards (ISA), as a wide regulatory framework, but with different
levels of sophistication and quality of implementation.

e Implementation is slow, and regulatory bodies place little emphasis on the quality of
financial and assurance reports. Even less can be expected following the vague
introduction of sustainability reporting regulation.

e ESGregulatory frameworks have not yet been established at the individual country
level, as their development depends entirely on top-level political processes.

e Public opinion debate is rather lukewarm, not overheated at all, just the contrary.

e Political and economic elites and lobby groups pursue their agenda towards the control
of real resources, viewing sustainability as a so-called “obstacle” in this strategic and
operational course of events.

e The academic world is somehow lost in the vast array of EU regulations, there is no
systematic and systemic long-term strategic approach, and the role of science is limited
in society and public debate.

The European Commission (EC) is dealing with the corporate sustainability reporting
regulation starting with the Non-financial Reporting Directive (NFRD) from 2014. Environmental
matters and sustainability in general terms are important for the WB countries but it is not clear
for whom, how, and when. Local non-governmental organizations (NGOs), environmentalists, and
social activists are active, but the wheel of power is controlled by the economic and social elites,
not much by the political public institutions and processes. Social justice matters and the fair
treatment of employees are under increasing pressure facing efforts to be controlled and
curtailed. Employees’ rights are constantly under rising and unbearable pressure which
consequently leads to the galloping emigration of skilled, professional, and well-educated
employees to the EU. While the protection and respect of human rights are satisfactory in words,
the situation with the trade union and human rights in practice is far less optimistic and
promising. The fight against corruption, bribery, money laundering, and terrorist financing has
been slowed down in recent years. However, new EU legislation is expected to increase pressure
in these areas, raising expectations for the gradual implementation of sustainability reporting and
assurance, albeit at a rudimentary level initially. Despite this, there is a glimpse of hope for
progress in the future. The topic of diversity on company boards (e.g., age, gender, educational
and professional background) has not been opened as an agenda item in Western Balkan
countries, but there is a strong and increasing need for that.

In WB countries, corporate law is still passive and unresponsive to the growing need for
sustainability and ESG reporting. Based on our initial findings, there is no practice except for
mentioning the relationship in the EU (Sustineri, 2023). Law offices and consultancies are not
heavily engaged in corporate law, governance as a solid foundation of sustainability reporting. We
have analyzed initially a few rather rudimentary ESG reports, integrated reports, and
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environmental reports at the country level. Most of them assessed the preliminary only preview
analysis as resembling a "boilerplate“ and “cut and paste report”, with no mechanism to check the
validity, let alone the assurance quality since there are almost no assurance reports. At the same
time, we noticed a rising and drastic need for new know-how and practical skills in sustainability
reporting. It is unclear to us how academic institutions and professional accounting organizations
will act or react or if, when, and how they will take action. We are in favor of adopting a new
integral framework for sustainability reporting. However, the bottom line here is the rising
question of uncertainty when that will happen, with a proper selection of the narrow but forceful
and effective core framework of regulation, adequate and up to the measure of the development
and sophistication of young and weak national financial institutions and regulations.

Future of New Sustainability Regulation in WB

Fully aware of the constraints and the reality, as well as the critical needs and urgency to
introduce sustainability regulation, reporting, and assurance in the Western Balkans, we are free
to conclude the following:

e WB countries should adopt emerging norms and practices promulgated by the EU - not
to their full extent, but adequate to the circumstances and needs of reforming economies
with rudimentary economic institutions and regulatory bodies.

e Market demand for sustainability reporting practically does not exist, but there is a high
expectation that it will increase as medium-sized enterprises cooperate with large
corporations in the EU and globally,

e ESG goals have not been precisely set at the national level, but that should be done in a
proper way and on time.

e Enterprises, as reporting entities, do not implement sustainability strategies and
reporting, but they should do so as soon as possible, to create and implement them
within their corporate strategies.

e Investments (foreign and domestic) are almost avoiding stock markets and this form of
stringed and disciplined financial reporting is not a must for the reporting entities.

e Investors do not dominantly rely on financial reports and analytics, but mostly on real
resources studies and due diligence reports (pre-feasibility, pre-investment studies, etc.)

e Investors do not exercise pressure for high-quality financial reports; therefore, it is less
realistic to expect their interest in ESG reports.

CONCLUSION

The comparative analysis of progress trends in achieving SDG goals and the number of non-
financial reports in the SASB database shows that the Western Balkans countries significantly lag
behind other European countries that are also non-EU members. The comparison was made
between the WB countries and Norway and Switzerland.

Considering the limitations and reality of the WB, we recommend the gradual adoption of
sustainability norms promoted by the EU, adapted to the specific circumstances and needs of
economies in the reform phase with basic economic institutions and regulatory bodies. Although
there is currently minimal demand on the market for sustainability reporting, it is expected to
increase, especially through cooperation with large European and global corporations. National
levels of ESG goals should be precisely set, and companies as reporting entities should urgently
implement sustainability strategies within their corporate strategies. Despite investments
avoiding stock exchanges, the implementation of disciplined financial reporting as a necessity for
reporting entities should be seriously considered. Although investors do not currently dominate
financial reports and analyses, they mostly rely on real resource studies and due diligence reports
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(pre-feasibility, pre-investment studies, etc.). Given the lack of investor pressure for high-quality
financial reports, it is less realistic to expect their interest in ESG reports. Ultimately, the
introduction of regulations, sustainability reporting, and ensuring compliance with European
standards represent key steps towards strengthening sustainability in the region, improving
business transparency, and attracting investments based on sustainability.

The shortlist of our recommendations is only stressing a few significant aspects for the
enterprises:

1. Top management and owners should be proactive, constructive, and innovative. The
worst strategy is to wait and see. It is much better to start some oversimplified
implementation with the right tone at the top.

2. Enterprises and management should prepare in due time and start to think strategically.

3. Patiently waiting and seeing for the final legal & regulatory framework is not an option
since the final solution does not exist, nobody knows what the future holds, in valid
sustainability more than anywhere else.

Nature is changing, resources are increasingly scarce, and business operations are changing.
Regulation and practice of ESG reporting are slow to respond to such drastic changes. We must
remain aware of the dynamics and risks involved.
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