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PROJECT DESCRIPTION

The OHRID Institute for Economic Strategies ancinational Affairs, Skopje in
the period between 2007 and 2008 has successfoiplemented the Leadership
Monitoring Project 1. The project was saluted awdepted by the citizens and the
authorities in the Republic of Macedonia, whichuttsd with the need for continuation
of the analysis and the reports of the reform pakmf the leading parties in the
Republic of Macedonia. Namely, the OHRID Institaied the experts will continue the
mission, to inform the citizens of the reform capaperformed by the Government of
the RM. The OHRID Institute believes that the @tiz should be informed by an
independent body about the manner in which the @Gowent and the competent
institutions undertake the promised activities agfdrms in several areas and that they
should take the Government for granted for itsossti

Through the “Leadership Monitoring 2” project, t@HRID Institute for
Economic Strategies and International Affairs wijl to fulfill the same objective again,
to provide the wider public with an image for tharmed and implemented activities of
the Government of the Republic of Macedonia throagtonstructive and comparative
analysis of the Program for Work of the Governmarten areas of the economic-social
life.

Just like in the previous report from this cyclee tsecond report shall have the
same main activities also. First of all, to infonmdetails the citizens for the undertaken
initiatives and activities of the Government, apaged to the published promises. This
will make the Government more accountable. Secoridghall provide the Government
with independent expert analysis of the activibéshe ministries. The Government can
use this as a tool for analysis of the work, mamtp and continuous improvement.
Moreover, the citizens of the Republic of Macedowmithhave an insight in the quality of
the implementation of the activities of the Goveemty and through the given overall
evaluation and analysis, they shall identify theldgu of the reform potential of the
ministries.

The monitoring consists of comparison of the aakiesnts of the Government
with the promisegbenchmarkinggontained in the Program for Work of the Government
of 2008-2012, as well as in the election prografrth@ governing parties.

On the basis of the findings from the comparisd¢ims,Institute prepares quarterly reports
for the progress of the planned activities, as tivascase with the previous report, with an
assessment of the risks from (non)implementatiofram (non) quality implementation
of each of the areas covered with the reports.

This type of analysis and reporting should resnltthe following long-term
effects:
Increasing the transparency and responsibilithef@Government;
Imrpoving the inclusion of the citizens within thweork of the state
institutions;
Increasing the inclusion of the citizens in the lpupolitical discourse;

Increased capacity for informed and active exercbehe democratic
rights by the citizens;



Creating a tool which will serve the state instdns in the continuous
promotion in their work.

Prior to the beginning of the process for measutiregperformances, the experts
with the help of the team from the OHRID Institltave created a System based
performance matrix. As a base for the Matrix, txpests used the Program of the
Government, as well as the Election programs of ghdies which are part of the
governing coalition. These matrices are powerfudtruiments for evaluation of the
implementation of the public projects. They aredusenumerous countries in the world.
As a tool for a more effective monitoring they amsed by several international
consulting companies as well.

Methodology

The methodology for creating the reports and theleviLeadership Monitoring”
Project remains the same. The reports from thedeeship Monitoring” Project focus on
the realized and non-realized (but planned) progaativities of the Government of the
Republic of Macedonia in the report period andréferms left to be implemented. After
the analysis of the reforms and the determinedvides in the Program of the
Government of the Republic of Macedonia, the expgite their analytical evaluation
for the level and quality of the implementation &hé risk of (non) implementation or
non-quality implemented reforms and activities.

The notes and evaluations that have been brougdtdrewconcluded on the basis
of the information gathered from the available tent and electronic materials and
documents as well as from the interviews with a bemof experts and people
responsible in the appropriate intitsutions. Asrses for information, the electronic and
printed media, as well as the official web siteshaf appropriate institutions have been
used. The orientation towards this wide range ofses of information is conditioned by
two reasons. Namely, the experience so far shoha&daften, we cannot use solely the
information from spoken conversations-especiallyifdormation regarding the current
activities. The second reason is the effort to @& the particular commitments of the
authorities in particular ministries regarding thieler orientation of the Government of
RM for transparency in the work.

The Methodology which is used for the preparatidntlee reports of the
“Leadership Monitoring 2" Project includes the ®mlling elements, tools and
procedures:

Development of System Matrix for performance baseditoring;

Identification of initiatives planned which, accard to the System matrix, should
be in the process of implementation in the repgrtariod;

Development of Questionnaire for collection of imf@tion on the level of
implementation of the initiatives planned,

Interviews with representatives from the publieyate and NGO sector;

Analysis of information collected;



Development of Risk Assessment from insufficienhon-quality
implementation;

Development of Progress Report regarding the imetgation of what was
planned.

This report is structured in a way that it shalide its attention on the following
directions which are the main components of theontspof the experts in a structural
view:

Planned and realized activities in the reportingqgake

Finding answers to the question: what remains toirbglemented (not yet
implemented or not yet finished);

Evaluation of potential risks from (non)implemerdgat or from (non)quality
implementation of activities; and

Overall evaluation by the expert for the reportoggiod.

Picture 1: Format of the Performace Based System Max



Picture 2: The questionnaire

Picture 3: Form used to assess the risk from insuffient or non-quality
implementation for one of the sectors



1. Fiscal and Monetary Policy

1.1. Planned and implemented activities of the Gernment of RM in the reporting
period

1.1.1. Fiscal Policy

In the reporting period, the fiscal policy was diexl towards realization of several
previously planned activities, as well as undertgkineasures which should have acted in
the direction of gradual drawing of the nationabmamy out of the recession phase. They
are mainly based on the following:

a) Further liberalization of the fiscal policy,.ii@creasing the fiscal freedom of the
entrepreneur with the purpose of stimulating thevettgpment of the country. That
characteristic is determined by many previouslyantaken measures and several additional
ones that were noticed and highly evaluated in aheual report of the “The Heritage
Foundation” and “The Wall Street Journal” which Iwile elaborated in details in the
following chapter of this Report;

b) Continuing the cut in the social contributiarages. As of 1 January, 2010, the
contribution rate for pension insurance was cutnfi® to 16.5 percent, the contribution rate
for health insurance was cut from 7.5 to 7.0 pdicamd the contribution rate for
employment was cut from 1.4 to 1.2 percent. The@ithese measures is cutting down the
financial burden of the business subjects and iagedhe possibility for giving financial
means which will be used for stimulating productitimus increasing the number of the
employees (decreasing the number of unemployed);

c) Realization of the planned dynamics for apprgvisubsidies for certain
agricultural products. With the budget of RM forlBQ they are planned to reach the amount
of 100 millions of euros. Their realization in theriod of 2010 would mean completing the
program-planned amount for granting subsidies mcatjure and thus its adaptation to the
corresponding system of agricultural financing deieed in the European Union. The bulk
of the subsidies is planned to be granted for sagddhe agricultural production;

d) Immediately related to the previous one is dls® realization of the program
determination of the Government of RM for stimulgtithe tourism as an export branch. In
the Budget of RM for 2010, subsidies of 100 eunodenar equivalent value are planned for
the tourist agencies that will bring a group ofledst ten tourists from the neighbouring
countries into the country and who will realizeledst three overnight stays with breakfast
in a categorized object;

e) According to the dynamics of harmonization & trational customs policy with
that of the World Trade Organization, as of 1 Jayp@810, the Government of RM adopted
lower customs duties that are calculated when itimpA26 products (tariff rates);

f) In the function of enhancing the business clengt the country, as one of the
substantial conditions for attracting national dackign investments, the establishment of
the real-estate cadastre continued in the repopérgd. In the end of 2009, that cadastre
was established for the 96 percent of the reatessia RM,;

g) Similarly as the previously mentioned measune, Real Estate Cadastre Agency
cut down the prices of its services in a range fido 72 percent depending on the type of
the service. In addition, the prices for the phgisend legal entities have been made equal,
as well as the prices for entering the family aparit house (a flat) and office space into the
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cadastre registry and registering a mortgage. énetind, a system of premarking has been
established which includes entering an apartmeitdibg in the cadastre while still in the
construction phase, which prevents multiple sale sééme apartment.

Besides these (program) activities, in the yaead period the Government of RM
undertook other activities as well, which aroserfrine need for stimulation of the economy
for drawing out of the recession and reinforcing pinocess of decentralization of the fiscal
authority:

a) Towards the end of 2009 and in the beginning d026he Government of RM for
several times incurred with the commercial bankd #re private sector by selling state
bonds. That was a way to cover part of the budegétit, but also more of a source of
financial means for payment of the previously satshds together with the corresponding
interest. Due to that, the dynamics and level d¢fl sbate bonds were considerably lower
than before. Besides that, the Government of RMiziag that it could have a great
influence on the level of interest rates in theneroy has started to gradually decrease the
interest rate for the bonds it is selling. At thdeof January 2010, the interest rate of the
state bonds was 5 percent a year. Those actistiesild have double positive effect:
Increasing the level of lending that banks apprimreprivate entities and decreasing the
corresponding interest rates that are calculatethélending;

b) For the year 2010, the Government decided to aseré¢he financial means for
redistribution among municipalities, thus the loiasount that a given municipality would
receive from the redistribution of the means fréna tollected VAT during 2010 to equal 3
instead of 2 millions of denars that had been givatil now. This was done by changing the
methodology for redistribution of the determineg@&cent from the VAT incomes among
the municipalities. This measure is expected tahrdagher level of equation of the incomes
of the municipalities, which shall be mostly bengfi for the smaller and less developed
municipalities in RM;

c) In order to decrease the number of unproductiyeeeses, the Government of
RM has decided in the course of 2010 not to redliegplanned increase in the salaries of
the public administration. That measure is in fiorctof the efforts to overcome the
problems that the national economy is facing bezafishe still present world economic
crisis.

1.1.2. Monetary Policy

The monetary policy in the reporting period waseptated towards keeping the
stability of the exchange rate of the denar. That kof monetary policy had to ensure
keeping prices stability as its basic, legally deieed objective. Thus, NBRM kept
restrictive monetary policy. Its main instrumentsrev used in that function (operations on
the open market, interest rate and compulsoryveger

By their use, NBRM kept the stability of the excharrate of the denar. Moreover,
in the function of protecting the exchange ratethe# denar, the condition of the foreign
exchange reserves of the country was significaemiyanced. On 31.12.2009 they equaled
1.597,5 million of euros, which is for 102,5 nuoli of euros more than their previous
condition at the end of the previous year.

However, the over-restrictiveness of the monetaticp caused the consumer prices
(through which the inflation rate can be measuted)otice falling (negative) dimensions.
This means that the economy entered in a desteuztime of deflation. That condition was
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present in the period of June-December 2009. Tteeafadeflation equaled 0.8 percent for
the whole 2010.

The longer presence of deflation can be worsehereconomy with an inflation rate
of, for example, 8-10 percent. Realizing that, iacBmber 2009 and in the beginning of
January 2010, NBRM decreased the referent inteadst from 9 to 8.5 percent at the
beginning, and then to 8 percent a year. Howev8RMN did not decrease the amount of
central bank bills that banks could place with NBBRM. It can be noticed that with the
decreased referent interest rate, the amount areshttreasury bills of NBRM in the
reporting period noticed record dimensions excegtle amount of 290 millions of euros.
That had a great restrictive effect on the solveatyhe banks, on the level of granted
landings to the companies and the population, phasing a negative effect on the level of
interest rates when granting lendings to privatéies.

c) The granting of lendings to small and mediunegiznterprises from the credit
line which in 2009 was given to the Government df fRom the European Investment Bank
(200 mill. of euros) enforced in the analyzed peri@/ithin the end of January 2010, 12.4
million of euros were granted for the support of&lepment through Macedonian Bank.
They were additionally supported by credit finahcraeans from commercial banks
authorized to grant and serve those credits.

1.2. What remains to be implemented (not implementkyet or not yet finished) in the
analyzed period

During the analyzed period a substantial part &f flanned activities of the
Government of RM were realized. Besides them, tbge@iment of RM undertook other
activities that arose from the newly created rdoessonditions as a result of the effect of
the world economic crisis. However, some of thenp&d program activities are still left to
be (fully) realized.

They are particularly about continuing and complgtithe processes of
denationalization of the property and the fiscalcafdralization. The dynamics of
decentralization is done in a slower pace thanrbefahich is a serious problem for the
realization of the planned increase of investménésional and foreign) in the country, as
well as the already started process of privatinatibthe land parcels used by a substantial
part of the enterprises and the citizens.

In the mean time, the process of fiscal decenttiin is slowly completing. On the
basis of a previous evaluation of the fulfillmerittbe appropriate conditions, during the
analyzed period only one municipality was givenngission by the Government of RM to
go to the second phase of the process of fiscardeadization. There are still 16 units of
self-government left (USG) that have not passediliheshold of the second phase of the
fiscal decentralization (there are 69 USG in thHzge). The incompleteness of that process
delays further reform activities on that plan, oetl in the realization of the regional
economic development of USG, the fiscal equivaleotySG, the gradual exchange of
block-subsidies from the central budget with newysvaf financing the corresponding
competencies of USG, etc.
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1.3. Evaluation of the potential risks from (non)inplementation or from (non) quality
implementation of activities

The greatest risk that the Government of RM wa@tain the realization of its
program activities in the reporting period, andsadhat it will face during 2010, are the
continuing effects of the economic crisis and #mpo with which the country is going to
draw out of the recession phase. In that directidparticular importance is whether and in
what pace the greatest trade partners of RM (Gerniely, Russia, Greece and Serbia) are
going to draw out of the recession phase. Out emthGermany shows positive changes,
while the other four countries will face seriouseamic problems in the course of 2010 as
well. That in particular is typical for the Republof Greece, which has a dominant
participation in the ownership structure of theeign direct investments in RM, which can
transform in a great threat and risk for leadirgyrtational economy in the prosperity path of
its development.

On national plan, the still present risk for reafian of the planned activities will be
the current insolvency of the economic subjectsicivitan lead to a decreased level of
industrial production. That will condition for sl@w drawing out of the Macedonian
economy from the recession phase. In additiongti®en risk for a possible increase in the
number of unemployed persons which is regular mnemies when they come out of the
recession phase. The realization of that phenomenoa larger scale can inact the
appearance of certain elements of social crisisciwWill largely engage the budget of RM
in the elimination of the consequences. That waldéd mean reducing the financial means
used in developing activities of the economy.

A serious risk for realization of the programmed arewly created activities and
measures by the Government of RM could be the wisgnized monetary and fiscal
policy. This time, a serious problem may be theessitve amount of withdrawn financial
means from banks through the sale of treasury lflsNBRM which diminishes the
solvency potential of the banks, restricts the llefeloans for the private sector, and the
interest rates are at a level which is not appaterio the recession condition that has
embraced the national economy. In addition, thi gtesent high restrictiveness of the
monetary policy could be reflected in the dimindhavestments in economy, decreased
production and incomes, and thus decreased revenui® budget of the country. The
result of that could be the additional increasthmindebtedness of the country at home and
abroad. On the other hand, a serious risk is &lsgace in which the Government of RM
shall realize the planned capital investments nasstigator of the positive changes that are
expected to happen in the national economy in go@ming period.

In the end, a risk for the Macedonian economy & tpcoming period can be the
(non) adoption of the decision of the European Wrmr specifying a date for start of the
negotiations with RM for membership in that comntynas well as for its membership in
NATO. The possible negative response from thosgnational institutions could slower the
income of foreign direct investments in RM whiah times of insufficient financial capacity
of the country could greatly affect the successfalization of the future program activities
of the Government of RM, especially in the partredtructuring and stimulating the future
growth of the economy.
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1.4. Overall evaluation by the expert on implementt activities for the reporting
period, with possible recommendations

In the reporting period the bulk of the plannedwaiiés of the Government of RM
and the other institutions has been realized irdtmain of the financial policy. Apart from
them, the Government of RM undertook other meadthiaswvere conditioned by the current
economic conditions and movements in the countiysed by the effects of the world
economic crisis and by the need to draw the natec@nomy out of the recession phase.

The undertaken measures and activities contribiated further enhancement of the
economic climate and increase of the economic &meenh the country. That, actually, was
confirmed in the report of “The Heritage Foundati@amd “The Wall Street Journal”, in
which, RM was ranked on the Béplace in the world (22 places better than in 2008)
according to the level of economic freedom of thiepreneurs.

However, the enhancement of the economic envirohisemot manifested in more
significant positive changes in the national ecomoptan. The main reason for that is the
further continuous effect of the economic crisigl dhe serious problems that the most
important foreign-trade partners of RM are facimgttoe economic plan.

In the monitored period, the absence of synchraioizas evident between the fiscal
and monetary policy while undertaking measureddoing the crisis. It can be noticed that
the fiscal policy is standing alone in that figilBRM led by its strict determination keeps
the fixed exchange rate of the denar, conductesgcially restrictive monetary policy,
which result is destructive condition of deflatiom the economy which lasts for many
months. The result of that policy is decreased esaly of the enterprises and increased
inability for them to face the increasing problenaised by the recession. That kind of
unsynchronized and occasional dissonance betweenmibst important pillarof the
macroeconomic policy caused general insecuritytamagrtainty with the economic subjects
for the future directions of the economic policytbé country and was transformed into a
serious risk for realization of the future prograstivities of the Government of RM. That
imposed the need for their future synchronizedoaciin order the Macedonian economy to
leave the recession zone as quickly as possible.

Besides that risk/threat, the Macedonian econontiienupcoming period shall face
two other serious risks: Uncertainty in the pacedodwing the economies of its most
important foreign-trade partners out of the cun@igis, and thus helping itself do the same,
as well as uncertainty in respect of receiving datestart of the negotiations with the EU
for membership of RM in that community and in thew of joining RM in the NATO
alliance.
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2. Foreign trade

The culmination of the world economic crisis and #ntering of the Macedonian
economy in the recession phase had the greatesfestampact in the country’s foreign
trade during 2009. This is understandable if caeih mind the fact that the Republic of
Macedonia is small and open economy (with more ®@percent), i.e., its economic
growth to a great extend is conditioned by the &ven the world economy, and
especially in the countries with which it traditaly does the most intensive economic
exchange. The newly created conditions turnedgetmus obstacles of the realization of
the planned measures and activities in the areafordign trade. Actually, the
requirements imposed the initially planned actdgtio be replaced to a great extend by
other measures and activities for the purpose wftgming the consequences from the
growing recession. That, in particular, is the meharacteristic of the foreign trade and
of the current reporting period.

2.1. Planned and implemented activities of the Gowement of RM in the reporting
period

2.1.1. Improving the business environment

During the reporting period, the Government of fRepublic of Macedonia
continued the previously started activities foratieg better conditions for the activities
of the economic subjects in the country. Theypaimarily based on the following:

- the already started deduction of the pension disdbility insurance
contribution, health insurance contribution andigomsurance contribution continued
(as of January 1, 2010), with the aim of reducimg¢ompany’s burden with this kind of
expenses;

- the deduction of part of the contributions thaimpanies pay to the state
institutions continued, which is particularly naable in the contributions they pay for
receiving information, data and documents fromRleal Estate Cadastre Agency.

- the dynamics for real estate cadastre institutias been strengthened;

- custom duties for import of 426 products, rawtenals and semi-finished
goods have been reduced. The biggest reduce is withindinmy rates which are
calculated when importing products, raw materiald semi-finished goods for the needs
of the textile industry. That measure is in compdi@ with the previously determined
dynamics of reducing custom duties, agreed upoh thieé World Trade Organization,
and in the function of increasing the competitivsen®f the appropriate ready-made
products at the international market as well, #nsouraging export.

- as of January 1, 2010, the competencies for giagaxcise duty from the
Public Revenue Office have been transferred toQhstoms Administration, which
should condition their equal and more energeticyEay;
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- the promotion of clearance of goods within tbenpanies instead of at the
customs terminal has been enforced, i.e., the kedclmcal customs clearance has been
established in a way that it is done in the EU. tTegstem of clearance sets the
companies free from paying terminal and shippingises.

Those, as well as the previously adopted measurésmplemented activities
conditioned for the Republic of Macedonia to reeeimne more credit for the big
economic freedom for the entrepreneurs to act @n témritory of the Republic of
Macedonia. Namely, according to "The Heritage Fatiod” and “The Wall Street
Journal” Reports in 2009, the Republic of Macedomés ranked on the Béplace, 22
places higher than in the previous year accordinthé measured Index for economic
freedom. It is noticeable that the Republic of Mbw@a performed well in the part of
fiscal freedom and the foreign trade freedom. Thpublic of Macedonia is ranked in the
part for corruption and property rights protectiamich is a signal and an indicator for a
future action of the Macedonian authorities forr@asing the economic freedom of the
entrepreneurs on its territory.

Moreover, the prominent daily newspaper in the USHje Washington Post”
placed Macedonia on the excellent'2dlace as a tourist destination everyone should
visit.

Those indicators show the strength of the reforrasd implemented in the
Republic of Macedonia, but which, because of thpaict of the economic crisis, are
insufficient for the realization of substantial ssrements in the overall economic
growth, and consequently for the export of goodssarvices in the analyzed period.

2.1.2. Stimulating the foreign trade

In the reporting period, the Government of the Réipuof Macedonia continued
to realize some of the program activities in theection of improving the conditions for
foreign exchange and increasing the competitiordahestic products at the foreign
markets. Among them, more significant are the fellg activities and measures:

- on December 19, 2009, visa liberalization waal#ished for the citizens
of the Republic of Macedonia when they travel tardgoes in the so-called "Schengen
Zone." That act increased the possibilities of Macedonian companies for more
energetic performance at the foreign markets. Tslts emanating from it can be
expected in the period to come.

- the realization of the project for subsidizingeacies that will bring
foreign tourists was enforced. A system has be¢sbkshed according to which, the
tourist agency that will bring a group of ten tatifrom the neighbouring countries who
will realize at least three over-night stays wittedkfast in a categorized object, will
receive a subsidy of 100 euros.

- the number of agent-promoters of the Macedomiesnomy abroad has
been increased for eight new persons;
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- the campaign “Invest in Macedonia” is contindgusonducted in the
world’s best media, etc.

2.1.3. Achieved results in the foreign trade

Recession movements in the Republic of Macedoniatimeed during the
reporting period. That inevitably affected its figretrade results which in this report are
presented annually (for 2009).

In 2009 the foreign trade exchange was reduce@8d percent in respect to its
dimensions in 2008. Because of the decreasinggioréemand, especially for products
from the metal, textile and leather industry, tRpat of goods and services in 2009 was
2.691,5 millions of dollars, which is for 32.4 pent lower compared to its dimension in
the previous year. As a result of the undertakestriotive measures of the monetary
policy and the overall decreasing tendency of tigonal economy, the import of goods
and services from abroad as well noticed fallingpehisions. At the end of 2009, the
import of goods and services was a total of 5.043|lions of dollars, which is for 26.4
percent lower compared to the one in the previee.yThose movements conditioned
for the decrease of the trade deficit scale, wiuinh31.12.2009 was a total of 2.351,6
millions of dollars. This time, the reason for tihade deficit was not the fast-increasing
import than export, but the more intense decredsxmort than the decrease of import.
All that together caused the coverage of the impittt export to amount to 53.4 percent.

Besides the significantly improved environment fattracting direct foreign
investments, it was absent in 2009, primarily bseaof the impact of the world
economic crisis. On one hand, very small amountsevi direct foreign investments
entered the country. On the other, the lack ofrftes in the domestic firms forced the
bulk of the foreign investors in the Republic of dddonia to repatriate the earned
income from the previous years into their home toes It had a great negative impact
on the scale of direct foreign investments in tiepéblic of Macedonia.

Accordingly, in the analyzed period as well, ona patice a trend of reduction in
the foreign economic exchange on all bases, wisidne of the more significant reasons
for reducing tendencies of the country’s gross daimagroduct in 2009.

2.2. What remains to be implemented (not implementkyet or not yet finished) in
the analyzed period

The evaluation of the (not) realized activitiesthie area of the country’s foreign
trade is seriously restricted because of the nendpted circumstances in the world, as
well as in the national economy.

As opposed to the planned increase, the inflowirgicti foreign investments and
the foreign exchange of goods and services in ¢éperting period were significantly
lower than planned. The program determination ef @overnment of the Republic of
Macedonia for increasing the foreign direct investis is realized slowly besides the
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improved climate for economic activity of the fagei investors and the increased
economic freedom of the entrepreneurs. The foreighange of goods and services is
still noticing smaller values in respect to thoshiaved in the previous period. That is
particularly specific for the realized export whidimension in 2009 was significantly
lower than its programmed growth for 15 percentuatiy. However, during evaluation
of the dimension of the foreign trade exchange simmuld keep in mind the numerous
restraining effects of the current economic crigikich are mentioned on several
occasions in this report. All that had restraineftects in the process of reaching the
planned annual growth of the country’s gross doimgsbduct, which in the course of
2009 noticed negative value of about 1 percenéspect to its dimension in the previous
year.

Besides the significant achievements in the denalization of property and its
record in the cadastre, there are still problenthénarea of defining the character of the
property of certain construction areas, which kee&pgign, as well as Macedonian
entrepreneurs, away from substantial investmentsarRepublic of Macedonia.

In the same time, there are still weaknesses imtiseess climate in the country
which have negative effects on the work of the dstineand foreign investors. More
significant among them are the increasing non-pis@ of the economic subjects
(avoiding to pay demands and responsibilities antbeq), the still present weaknesses
in the pace and efficiency in the realization oé thankruptcy and liquidation work
against companies, etc. Those problems make tlaadial condition of the good and
honest enterprises even worse, thus worsening dssilplity for increasing their
competitiveness and their total production andirggllperformances on the world
markets.

In the reporting period, as well as in the previaume, the dynamism of the
Macedonian agents abroad was not sufficiently esighd for the promotion of the
domestic products at the traditional and altermeatvworld markets.

2.3. Evaluation of the potential risks from (non)inplementation or from (non)
quality implementation of activities

The biggest risk which the Macedonian economy Ww#l exposed to in the
upcoming period, and its foreign economic exchanigin, can be seen in the intensity
and directions of movement of the world economisisrand in the pace in which
Macedonian economy shall draw out of the recespimaise. Within that, the pace in
which Macedonia’s most important foreign-trade pars shall come out of the crisis
(Germany, Russia, Italy, Greece and Serbia) witlbrwiMacedonia realizes almost 50
percent of its foreign-trade exchange is of a greaportance for RM. That is
understandable if it is known that the bulk of &xport demand for Macedonian products
is determined by those countries and that the loilkhe constant foreign direct
investments in RM are from some of those countdeasd, especially from the Republic of
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Greece, which is facing the most serious finangiablems with regard to the rest of the
EU member-states.

The possible increase of the demand of goods anitses of those countries shall
condition the increase of the demand of metal,ileexagricultural, leather and other
semi-finished goods, raw materials and productshfRM, which are the main content
elements of the Macedonian exporOn the contrary, if the crisis in those countries
continues to be manifested in some other form aensity, then it will represent a
strong restraining factor for the Macedonian expothe future.

A serious risk and uncertainty for the foreign gad RM can be the prices of the
above mentioned export, and especially the pri¢debeo metal products. The expected
increase of those prices will have good effectthenwhole foreign exchange of RM with
the countries and vice versa. On the other hamdpdissible increase of the prices of the
energy generating sources is uncertain with a deeat of risk, and especially the price
of oil on the world markets as a result of its gimyvdemand conditioned by the positive
changes in certain parts of the world economy.

The Macedonian export and import companies in ffeoming period could face
the problem of restrictive monetary policy as autesf keeping the fixed exchange rate
of the denar. The aftershock problem from that lohdnonetary policy can occur in the
possible lack of incomes in the state budget, widhbe a reason for further debts of
the country with the banks, thus displacing thergig sector from the possibilities for
more energetic lending activities of its business.

In the end, the possible non-receiving a date égotiations for RM with the EU
for membership of RM and non-receiving an invitatimr membership of RM in the
NATO alliance is undoubtedly of a great importaacd a risk for the further movements
in the economy, and thus for the movements indheign-trade sector.

2.4. Overall evaluation by the expert on implement activities for the reporting
period, with possible recommendations

In the analyzed period the Government of RM comthuts activities for
promoting the economic exchange with the foreigantdes. That in particular refers to
the permanent enhancement of the business climae icountry.

However, the world economic crisis and the recesdioat embraced the
Macedonian economy contributed to the achievedtsesuthe foreign-trade plan to be
significantly smaller than the ones expected. Todwathose achievements, the
unsynchronized activity too had an appropriatectfdm the fiscal and monetary policy in
the process of facing the recession. That conditiaa rapid decrease in the Macedonian
foreign trade.

One can expect that the Macedonian economy wilk fagnilar problems,
restraints and risks in the bigger part of 2010e blg dependence on the level and pace
with which the most important trade partners of Rkhll come out of the current
economic crisis, the dependence on the manners tla@dspeed with which the
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Macedonian economy will come out of the phase oéssion and the uncertainties that
arise from (non) receiving a date for negotiatitesmembership of RM in the EU are
the strongest risks and restraining factors thatMlacedonian economy as a whole will
face in the upcoming period, together with its fgmetrade in particular. Thus, the
authorities should monitor the condition and in igseg moment in a synchronized
manner activate and direct macroeconomic instrusnimtan action in the direction of a
gradual drawing out of the economy from recessiod with the smallest possible
injuries. Of course, RM will face serious problems that path which will mainly
develop from the inadequate structuring of the Maogan economy (import-dependent
and insufficiently internationalized, i.e. expotttgturalized).
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3. Trade, industrial and investment policy

One of the five strategic priorities of the Govermg of the Republic of
Macedonia in its current mandate period is raidimg economic growth, enhancing
competitiveness of the national economic subjesthjeving greater employment rate,
and raising the standard and quality of living ok tcitizens of the Republic of
Macedonia. This priority started to be practicatsalized in the first year of the
implementation of the Program of the GovernmerthefRepublic of Macedonia for the
period of 2008-2012. However, in the second yedhefimplementation of that Program,
the Government of the Republic of Macedonia fasaibas and sometimes impassable
problems in the realization of the determined dipjes. Understandable, the most
serious reasons for that are the world economsiscand the penetration of the national
economy in the recession zone. This means thaadtiaties of the Government of the
Republic of Macedonia, in this reporting periodvesll, were mostly directed towards
soothing the effects of the crisis and making ¢$féo draw the national economy out of
it less injured. In that direction, the programmeeéasures and activities have been
taken, as well as certain emergency ones, that sigrposed to act in the direction of
enhancement of the business climate in the courangl also for decreasing the
consequences of the crisis which were stronglyared in the industrial, investment and
trade domain.

3.1. Planned and implemented activities of the Gowement of RM in the reporting
period

The main role in the realisation of the planned sneas and activities in the
already mentioned areas is on the part of the Minisf Economy. The dynamics and
significance of the realisation of the greatestt gae contained in the Program for
Actitivies of that Ministry in 2009. From the preded data in the report for its work in
2009 can be concluded that the greatest part opribgrammed activities in the subject
areas has been realized. Most of them were realitaéch the end of October, 2009. Part
of them was realized during the reporting periadpag which, of particular importance
are the following:

In December 2009, the first draft version of theatgy for Promotion of the
Energetic Efficiency was presented. In it, possiklays for increasing

energetic efficiency were presented, which is gdimdpe in function of the

further rational use of the poor energy generasiogrcesn the Republic of

Macedonia;

The Strategy for Geological Researches was brawogthte final phase and its
aim is rational and sustained exploitation of theeral raw materials in the
Republic of Macedonia;
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In December 2009, the Government of the Republidatedonia adopted the
Strategy for Implementation of the Legislation fbe Appropriate Horizontal
Organisations (standardisation, acreditation, n@ggoand monitoring of the
market), which main objective is harmonization bé tnational legislation
with the one of the EU in the specified areas, Whigll increase the quality
and competitiveness of the Macedonian productiseaEtropean markets, but
also the necessary quality of the EU products wladch launched at the
Macedonian market;

The realisation of the Competitiveness, Entrepresiep, Inovativeness and
Industry Project was started. Its basic concephsuring greater services for
realizing business development through capacitydimg of national service
providers and greater promotion and implementatérthe principles of
entrepreneurship-learning at all levels of educgatwhich should act in the
direction of increasing competitiveness of the Mbean economy,
increasing its growth rate, thus decreasing themph@yment rate in the
country;

The final activities were completed for realisatiof numerous sudsidising
programs for encouraging the competitiveness ofMaeedonian products,
tourism, textile industry, consumer protection, sotlectors, etc.;

With the same pace as in the previous period,enréiporting period as well,
promotion of the Macedonian economy at home andaabwas conducted in
different ways (campaigns, leaflets, internatiorialrs and conferences,
forums, workshops, guides, etc.). Moreover, the leas®s was put on the
promotion of the export of Macedonian products ahtburist and investment
potentials of the country;

The realization of the Project for Reform of thesBiess Environment and
Investment Strengthening-BERIS continued, which weasalized in
cooperation with The World Bank. Its successful lengentation was one of
the more significant reasons for the high rankinfg tike Republic of
Macedonia in the domain of the economic freedonerdfepreneurs, which
was elaborated in details in the previous two airapt

In order to encourage the national investors toeiase their own investments
in the country and thus have an equal treatmenthasforeign ones, the
Government of the Republic of Macedonia adoptedasibn with which the
national investors have the same investment adgesta the free industrial
areas as well as the foreign investors (profitrdief and personal income tax
relief in the first ten years of investment);

The project for capacity building of the institut® included in the
implementation of the industrial policy was compbit which was financed
by the IPA program. The aim of the project is @aging the competitiveness
of the national economy based on innovativenessppeamtion,
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entrepreneurship development, internationalizatbthe economy, etc. The
project is planned to start its realization effeely in the course of 2011.

At the beginning of January 2010, the Governmentthe Republic of

Macedonia adopted a Program for Development of Eh&epreneurship,
Competitiveness and Inovativeness of Small and Meesized Enterprises in
2010. With it, an amount of 6.4 million denars vedlecated from the budget
of the Republic of Macedonia, which will be alloedtfor the support of
numerous activities listed in the program, and whatould lead towards
realization of the basic aims of that program;

In the middle of January 2010, the Government efRiepublic of Macedonia
adopted a Program for Promotion and Support of iSoufor 2010. With that

Program an amount of 9.3 million denars was alketdétom the budget of the
Republic of Macedonia which will be distributed five support of numerous
activities listed in the program, which should l¢ad/ards realization of the
basic aims of that program, etc.

Consequently, in the reporting period as well, atensive activitiy of the
competent institutions was noticed, and especilthe Ministry of Economy, for the
realization of the bulk of the program activitiesdameasures. The realization of the bulk
of them, to a great extend, conditioned for thermupment of the business climate in the
country. However, their practical effects are almossignificant having taken into
account the size of the industry, investementstau® in the course of 2009.

Namely, the industrial production in 2009 in redpafcthat realized in 2008 was
smaller for 7.7 percent. It is encouraging that tteta for the realized industrial
production was increased in December 2009 in réspedNovember 2009 for 2.0
percent. Whether that data can be taken as enaueag on the road towards country’s
way out of the recession will be shown by the penfances in the first 2-3 months of
2010.

The national and foreign investments noticed fglliiimensions in comparison to
those from the previous year for reasons which wemmented in the previous two
chapters. The trade on the domestic market alsicenbfalling dimensions, which is
again a result from the decreased incomes of tpalpton.

This means that three out of four most importamhgonents which create the
contents and determine the size of the gross damesiduct (personal expenditure,
investment expenditure and foreign trade experalituhich was talked about in the
previous chapter) noticed falling dimensions. Tlagtainly, is a total benchmark for
negative growth rate of the economy in 2009 of &la? percent.

Of course, when determining the reasons for thaswlitons and movements,
one should always have in mind the negative efdé¢he world economic crisis under
which influence was the Macedonian economy dutiregdourse of 2009.
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3.2. What remains to be implemented (not implementkyet or not yet finished) in
the analyzed period

As already mentioned before, in the reporting mkras well, the bulk of the
planned program activities were realized in theaaktrade, industry and investments.
However, because of the need for taking new measunech were to correspond to the
newly developed (recession) conditions in the engnopart of the planned activities
were not realized or were started, and then pbrtiehlized, thus they are left to be
completed in the period to come. Here, primarilg, nefer to:

Incomplete implementation of the Program for Eneging Investments in
the Republic of Macedonia (2007-2010);

The inability to find interested strategic investan the four enterprises with a
dominant state ownership (“Ohis”, “EMO”, “Evrokompt and “Tutunski
Kombinat-Prilep”);

Realisation of the Strategy for Reconstructionhef Textile Industry;
Realisation of the Program for Reconstruction ef &teel Industry;
Realisation of the Law on Product Security;

Realization of the Program for Consumer Protedtorhe period 2009-2010;
Adoption of the Law on Small-sized Trade;

Selection of strategic investors for realization tbE energetic projects-
Hydroelectric Power Plant (HPL) "Chebren” and HRG&alishte”, specifying
the model for investment in HPL “Boshkov Most”, leteiation of a feasibility
study for hydroenergetic usage of the water padéofi the river Vardar (i.e.
Vardar valley);

Building small hydroelectric power plants, etc.

Those and numerous other projects are componerntge dProgram for Work of
the Ministry of Economy for 2010, thus the bulk tokm are expected to be realized
during 2010.

3.3. Evaluation of the potential risks from (non)inplementation or from (non)
quality implementation of activities

The realization of the bulk of the planned actestis individual and independent
from the current events. However, part of the pdahactivities will probably not be
realized or they will be partially realized in tperiod to come because of the numerous
restraining factors that the Government of the R&pwf Macedonia is going to face. Of
course, the bulk of them are concentrated in treemainty for the future movement of
the economic crisis, and thus from the speed irclwvithe Republic of Macedonia is
going to come out of the ongoing recession. Theegfthe dynamics and speed which
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will be used by the greatest trading partners ef Republic of Macedonia (Germany,
Russia, Italy, Serbia and Greece) to come outefjtieat difficulties that their economies
face are of great importance, because the sizéefekport demand of Macedonian
products depends on it, as well the size of thelymbon, investments, consumption and
(un)employment in the Republic of Macedonia.

Furthermore, a serious threat for the Macedoniam@ny will be the possible
increase of the energy generating soustethe world markets (oil, coal and electricity)
by which import it depends on.

(Non)solution of the problem mentioned severaleSnalready, concerning the
accession of the Republic of Macedonia in the EW IHATO, as well, can be a serious
threat and risk for (non) realization or for pdrt@a slow realization of the planned
activities in the subject areas.

At home, the most serious threats that economigestsbface in the areas of
industry, trade and investments come from the utmestrictive monetary policy, which
in conditions of recession, strictly restrains tregcess to the bank credits they need for
improving their liquidity and for encouraging theiconomic activity.

3.4. Overall evaluation by the expert on implement activities for the reporting
period, with possible recommendations

Taking everything into account, in the reportingipe several planned activities
of the Government of the Republic of Macedonia wesrducted, as well as those that
were not planned at all, in the areas of tradeyshg and investments. They, primarily,
were directed towards improving the business ckmiat the country and creating
conditions for increasing the competitiveness gbdf the national producers. Especially
noticeable is the effort being made for the proomtof economic possibilities of the
Macedonian economy with the aim of attracting fgreiinvestments, as well as
encouraging domestic investments.

However, besides that, the evaluation is that enaburse of 2009, which means
in the reporting period as well, the bulk of thesgivities were little fruitful, and some of
them were not at all. The basic reasons that leatat conclusion can be found in the
impact of the world economic crisis which culmirchie the middle of 2009 and lasted
until the end of the year. Moreover, the crisimgdia corresponding manifestation in the
recession of the Macedonian economy. Eventualeyjrtherited inadequate structuring of
the national economy was a serious restrainingoffectr the realization of substantial
results in the subject areas. All that togetherttedchieving negative results in the bulk
of the economic indices for the performances instiaged areas.

However, it can be said that, owing to some ofuthdertaken program activities,
and to a great extend to the newly created measnksactivities, the Government of the
Republic of Macedonia managed to sanction a great df the consequences of the
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economic crisis and to ensure that the Macedon@amamy draws out of the crisis
relatively less injured in comparison to the pearances in the other countires and with
the expectations for the possible consequencesifrom

However, the world economic crisis is not finishemhd the Republic of
Macedonia is not out of the recession yet. Thisnmadhat in the course of 2010, the
Government of the Republic of Macedonia is goin@aime numerous challenges, threats
and risks. Therefore, it is required to act in $hene pace in the direction of realizing the
programmed, as well as other activities which,ha given moment, will be considered
necessary, for the purpose of hampering new immactee economy on one side, and on
the other, its enabling for gradual drawing outtef recession phase and taking it on the
more prosperous phase of its development. It seébaisthe greatest challenge on that
road will be the direction and the manners of titeire work of the fiscal and monetary
policy, as well as the possible consequences farom)(eciving date for the start of
negotiations of the Republic of Macedonia for thé lBembership, and (non)reciving an
invitation for membership in the NAT alliance. However, on medium and long term,
the authorities should consider taking measures cftanging the structure of the
Macedonian economy as a precondition for perfornfnther constant positive results
and for protection from possible future shocksdbentry is possible to be exposed to.
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4. Internal Affairs and Judiciary

4.1. Planned and implemented activities of the Gowement of RM in the reporting
period

4.1.1. Reforms in the judiciary

Strengthening the independence, increasing theiesifty and specialization of the
judiciary with the purpose of ensuring free andocefht access to justice, as well as
establishing the principle of rule of law are tfasic aims and directions of the reforms in
the judiciary.

In that direction were the several work meetingswben the members of the
Judiciary Reform Council and the European Commisgimbassador-Erwan Fouere, the
President of the Supreme Court of RM, the Presidétite Judicial Council of RM, the
Ombudsman of RM, the Director of the Agency for ifirag of Judges and Public
Prosecutors, the Public Prosecutor, etc. Besidesatialysis of the conditions in the
judiciary, the main accent on those meetings wats quu the activities related to
publishing court verdicts and opening public relas offices in courts, as well as on the
transparency of the work of the Judicial Councitldhe Public Prosecutor’s Council.
Furthermore, the financing of courts and the needaffurther increase of the financial
means of the courts and public prosecutor’s offigas emphasized as a serious problem,
as well as the increase of the trend of employingfgssional associates in those
institutions.

In general, growing political independence in therkvof the judiciary, public
prosecutions and the ombudsman can be noticeddi®. 20l that contributed to receiving
a positive report from the European Commissiorttierprogress of RM in those areas in
2009.

In November, 2009, it was established the Staten€@bdor Juvenile Delinquency
Prevention, forseen with the Law on Juvenile JusticEhe Council is an independent
body comprised of 15 members chosen by the PantitimieRM with a mandate of 5
years and with the right to re-election. Seven mamnlof the Council are chosen at the
suggestion of the Minister of Justice, eight ofnthare chosen through public call, and
the President is chosen out of these members withradate of two years. The Councll,
among other things, adopts the National StrategyF&xing the Juvenile Delinquency,
initiates taking activities and measures, above fail prevention of the juvenile
delinquency. The Council for Prevention of the Jule Delinquency follows in the
forthcoming period in the municipalities and in @iy of Skopje.

In the analyzed period, the Project dedicated ¢ortbwvelties in the legal procedure
was promoted, and they refer to audio recordintheflegal procedures and litigations,
instead of the up-to-now practice of dictating teeords by the judges. The Project is
being realized with the support of USAID-DPK.

As of 2010, the implementation and efficient usehef Automated Computer System
for keeping court cases has been started in #fleo€ourts of RM and with the support of

! As a failure in the implementation of the Law orvéile Justice, the delay of the establishmerthef
State Council was concluded.
! Adopted in 2007, and enforced on 30 june, 2009.
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USAID-DPK. The overall registry of the court casead court records is kept
electronically in accordance with the amendmentsthef Court Rules of Procedure
adopted by the Minister of Justice.

The forth generation of authorized court transktbas been promoted in the
reporting period. Out of 63 candidates in the fa#ssion, 58 have successfully passed
the test for court translators. Out of 329 applicaandidates in four sessions so far, 263
candidates received diplomas for court translafbingy are very important for RM in its
aspiration towards Euro-Atlantic integration stwrets, and doing work in the diplomatic-
consular offices as well, in the courts and othetiiutions where there is a need of
foreign language translators. RM enhanced its ¢mmdior fulfilling the European Union
criteria in the implementation of the multilinguatn and the public use of languages as a
determined policy of the EU.

Meanwhile, the Academy for Training of Judges andblie Prosecutors
continued to realize the initial trainihgf 17 trainees from the third generation. In
December 2009, the final exam for the trainees fribbla second generation was
conducted (27 trainees). All of the trainees hawsssfully passed the final exam. Out
of the first generation of 27 trainees, 13 werectel@ for judges, and 9 of them were
elected in the public prosecution. The Academy latyuconducted all of the planned
events and activities during the reporting period.

Moreover, the new software solution was installed atarted working in the
Academy in the reporting period, which should eaahbbre efficient work, storing vast
guantity of digital data and relaxing the commuhaa of the employees with papers
required for continuous operation of every day $&sk the corresponding persons.

On 27.01.2010, 20 notaries and 12 bailiffs thatehfanfilled the legal provisions
for notary and bailiff function were given Chartées doing their duties. With that, the
total number of notaries on the territory of RMalead 161, and the total number of
bailiffs reached 78 persohs

The draft for amendment of the Law on Free Accesdnformation of Public
Character was presented in the analyzed perio@. application of its provisions should
enable transparency and openness in the work dfidlters of information, as well as
allowing the physical and legal entities to exexdise right to free access to information.
With the offered solutions, certain provisions bhtt Law are specified, and there is
harmonization with the Law on General AdministratiProcedure, the Law on
Administrative Dispute, the Law on Misdemeanors #relLaw on Civil Servants. With
the amendments, the status of the Commission fae&on of the Law on Free Access
to Information of Public Character is as well sfiedi as an independent state body with
the function of a legal entity.

Towards the end of 2010, the news in the Draft loemthe Inspection Supervision
were presented and also the Rulebook on Mediabordddges and Public Prosecutors
was promoted.

The tendency of decreasing the number of casestlaid solutions in courts
continued, which have not been solved in courts @hér judicial bodies for years. A
great decrease in the number of newly submittedscean be noticed which is due to the

% The training started on 15 September, 2009, astd far 5 months.

® According to the Rulebook on the number and scteedfihotary offices in RM, it was determined that
the number of the official offices is 219, and thember of the executive officers is 132 in 11 regiof
the Courts of First Instances on the basis of thkaity of the Courts of First Instances deterrdibg the
Law on Courts.
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fact that, in compliance with the international doents, part of the work of the courts
will be transferred under the competence of otluglids, i.e. the executive proceedings
shall be transferred to the bailiffs, and the ptelmxoceedings to the notaries.

According to the Amendments to the Law on Perstfattification Registrs; as of
the beginning of 2010 the Directorate for Keepihg Registries started its work as a
body within the Ministry of Justice, with the fura of a legal entity. The authority for
keeping the registries and issuing extracts aneratertificates from the registries of
births, marriages and deaths in compliance withLita& on Registries which has been
under the competence of the Ministry of Internatgtilunow, shall take over the
Directorate for Keeping Registries through its §ioeal departments, 26 regional offices
and 239 local offices in rural populated areas.

The achievements of RM in the realization of thedamental human rights were
presented in the reporting period, which was pealyi evaluated by the representative in
the United Nations. The submitted results aboutiRl¥he United Nations in New York
and in Geneva, are evaluated with a good markerp#rt of achieving minority human
rights which is mainly a result of the adoption aedaming of new laws, such as the
Law on the Rights of the Small Ethnic Groups arellthw on the Use of the Language.

In the reporting period, the reform of the peniiamt system continued with the
purpose of improving the conditions in the peni@mt institutions and more efficient
implementation of the sanctions which are aboveualtler the level of the international
standardsThe issue concerning the biggest jail “Idrizove”still open, where activities
for building new rooms are projected for the midaf2010, as well as a closed section,
semi-closed section and open section, trainingecsm@nd health care centers.

4.1.2. Activities of the Ministry of Justice in thefight against corruption

The priority for the Government of RM is zero taece of corruption. Inter-sector
collaboration for fight against organized crime acmruption is frequent and on a
satisfying level.

The Ministry of Justice in the reporting period wed for completing the legal
framework, strengthening the capacities of theitutgtns for performing activities,
preventing organized crime and corruption, stre@mgihg the capacities of the courts,
operationalization of the Public Prosecutor’'s Gfffor organized crime and corruption,
filling in specific number of judges in courts acdimg to the decision of the Court
Council, as well as on the question for educatibjudges within the Academy for
Training of Judges and Public Prosecutors.

For the purpose of improving the election processeBM in future, changes are
made in the election code that enable greatergeaancy in financing of the election
champagne. Besides that, a more intensive worlone @n the cleaning of the election
registry.

4.1.3. Reforms in the Police

The base for reforms in the police is the Law onlided which begin its
implementation on 11 November 2009. The whole tiedef of the current and creation

4 «Official Gazette of RM”, no. 98/08
5 «Official Gazette of RM”, no. 114/06
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of new by-laws that result from its provisions wetene for its implementation. The
Ministry of Internals (MOI) prepared all of the lgws in the time limits determined with
the Action Plan for realization of the activitieencerning the creation of the legal
regulative. They are left to be adopted in the sewf 2010.

The established system of career and merits shiogiéase the stability of the
professional personnel and eliminate one usualtipeadue to a change of the political
option that is currently on the position, besidéghtranked officials in MOI, lower-
ranked officers in the professional services todueployed because of political motives.
In the reporting period, measures have been takerthe elevation of the level of
responsibility within the members of the police authorized officials in MOI.

In 2009, 432 procedures were conducted for deténgpinhe responsibility for
violation of working discipline against employeesthe MOI. Out of the total number of
conducted procedures, measures for terminationhefemployment agreement were
pronounced in 108 procedures, measure “fine” wasqgunced in 285 procedures; a
decision for termination of the procedure was addph 33 procedures; a decision for
redeployment of the employee two positions lowantlthe position he/she held before
was adopted in 2 procedures and a written warranghe employee was pronounced in 4
procedures.

In the reporting period, the system for Integra@edder Management was completed,
which by singing of the agreement for readmissiod astablishment of the National
Coordinating Center for Border management had atgrect on the establishment of
the visa liberalization for the citizens of RM stag from 19.12.2009.

With the aim of promoting the technical-informatipatential of MOI, in a phase of
realization are the projects for improvement of Tieéra system for the area of Skopje, as
well as establishing a modern 24 hour Operationaht@ equipped with the most
sophisticated electronic equipment for followinge ttmportant criminal hot spots in
Skopje, as well as a bigger insight in the acegitand tasks by the officially authorized
persons.

In the view of issuing personal identity cards, thereased waiting line and the
prolongation of the time period for their creatiand issuance is particularly noticeable.
That is mainly because of the following: the apptoag of the due date for replacement
of the identity cards and the weak prior reponsthefcitizen the adopted decision for
visa liberalization and the fact that it shall kid only for the new biometric passports
and the new pandemic swine flu.

4.2. Overall evaluation by the expert on implement activities for the reporting
period, with possible recommendations

In the reporting period the realization of the graam commitments of the
Government of RM continued, i.e. the work of it€tee ministries and institutions that
are in charge of the implementation of the actegitin the field of justice and security.
The cycle for adapting of a great part of the Macgah with the EU legislative is
completed.

® In the pervious 2, 5 years, a 100 persons apmiethy, and immediately the number of
applications was increased to 10.000 persons a day.
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The late implementation of the Law on Juveniletidasis moving with the
creation of a State Council for Prevention fromehile Delinquency. In the following
period its implementation should follow in the csuras well as the creation of the
Councils for prevention from Juvenile Delinquencytbe municipal level and the city of
Skopje.

The Law on Police is implemented more intensivelypractice. In the
determined deadlines, all of the foreseen by-lavewehbeen adopted, and the
commanders of the police stations have been eléict¢oint action of MOI and the local
self-government).

The Law on Internal Affairs is adopted which imtuzes a career and merit
system. The career and merits system should irertes stability of the professional
personnel and eliminate one usual practice, dwedoange of the political option that is
currently on the position, besides high-rankedcadfs in MOI, lower-ranked officers in
the professional services to be redeployed beaafysaitical motives.

The reform of the penitentiary system with the awh improving the
conditions in the penitentiary institutions and mafficient implementation of the
sanctions is still at a satisfying level, althougban be concluded that it is restrained by
the lack of financial means. The help of the Gowent of the Kingdom of Netherlands
is generous, which on a bilateral level pays ge#aftts for improving that condition.

With the aim of elevating the level of public asidte security, especially for
preventing the violent forms of organized crimetha upcoming period things should be
done for renewing the work of the police officensthe monitored and patrolled area,
activity that the Macedonian police practice hasduwted quite well until the conflict in
2001 when, because of the current situation at tina¢, that practice was almost
abandoned.

The need for enlarging the capacities of the mftron-technological system
for issuing personal identity cards for the citizeri RM is evident.
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5. Foreign affairs

5.1. Planned and implemented activities of the Gowement of RM in the reporting
period

According to the Program for work of the Governmehe foreign policy of the
Republic of Macedonia for the current period wagodied to five strategic priorities: The
NATO membership, starting negotiations with the Bbd membership in the EU,
liberalization (abolishing) the visas for the Maoa@n citizens, overcoming the dispute
created by Greece, and which is related to the reamdestrengthening the economic and
public diplomacy.

Further to the membership in NATO—After the successful completion of the
10" cycle of the Action plan for membership, the Rejsubf Macedonia started the %1
cycle of the Action plan for membership in NATO. ul) the Republic of Macedonia
became a country that has done the longest prepasdbr membership in the alliance in
the history of NATO.

In the reporting period, the Republic of Macedoomatinued the reforms in the
defense sector through continuation with the tiamsation of the Ministry of Defense,
restructuring of the Army, modernization of the egfion system and training,
continuation of the contribution in the internatbnoperations, intensifying the
international cooperation, reforming the healthteys of the army, increasing the
appropriate and just representation of membersi@fcommunities and contribution to
the European security and defense policy.

By the end of 2009, several strategic documents weojected to be adopted-the
Strategy for Defense, Long-term Plan for Developnaéithe Defense (2009-2018) and a
new Law on Service in the Army, as well as a new lan Defense in the course of
2010. The new Law on Service in the Army is in alipmentary procedure, and the
Strategy for Defense is in a phase of approval ey President of the Republic of
Macedonia. Within the closing date of this reptwtre was not any information on the
dynamics and fulfillment of those determined oljesd.

The Republic of Macedonia continued with the pgidton in the army missions
of NATO and EU. According to the standards and meo@ndations of NATO in 2010
the contribution is increased for about 50% in ISAflghanistan, the participation in the
mission in the EU-ALTEA continues and also the pragions for participation in the
Fight Group of the European Union in 2012, as wsllin the UN mission, UNIFIL in
Lebanon. The Republic of Macedonia through the Gioative Center for Support of
KFOR (KFOR-HNSCC) continues to provide logistic pap of the NATO operation in
Kosovo-KFOR. According to the plans for participatiin the international missions for
2010, the Republic of Macedonia shall contributetiie efforts of the international
community for stabilization, security and developmtnef Afghanistan with about 250
representatives of the ARM (which will make Macedoreach participation of 4% out
of the total forces, i.e. it shall be th& Sontributor with regard to the number of
population.

Through the substantial participation in the operst undertaken by NATO, the
Republic of Macedonia continues its contribution the world peace keeping and
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security, however at the same time it sends clgaals for its consistency and support in
NATO processes and reforms that are continuousplemented. In that direction, the
Republic of Macedonia should continuously put greafforts in the development of the
distributive abilities of the Army of the Republi¢ Macedonia (ARM). The financing of
the defense is within 2 percent of the GDP untivn&or the 2010 because of the great
pressure of the economic crisis, the projectedgmeérdecreased to 1.65 percent of the
GDP.

In the area of Euro-integrations,the Government of the Republic of Macedonia
at the very beginning of 2009 established three égrities concerning the European
agenda, such as: (1) fulfilling the benchmarksksethe European Commission for the
start of the negotiations for membership, (2) catipy the process of visa liberalization
and (3) accreditation of the national institutidios managing the instrument for pre-
accession aid of the EU. All these priorities werainly fulfilled, whereupon a solid
political dialogue and was demonstrated and a cwusewhen discussing about the euro-
integrations of the Republic of Macedonia. Accogdio all of the indicators, one can
conclude that the Republic of Macedonia in the seunf the previous year achieved
solid progress in the realization of the set obyestat the beginning of the year.

After receiving the Report from the European Consmis for the progress of the
Republic of Macedonia for 2009 and the recommenddbr the start of negotiations for
membership of the country in the European Unior, @overnment of the Republic of
Macedonia approached towards determining the resmasted in the Report with the aim
of their full overcoming. The adoption of the Actid’lan and its monitoring within
December 2009 had the aim of ensuring continuatidhe reform processes, especially
in the realization of the priorities of the Partt@p for Accession until the end of the
revision of the National program on approximatidrttee legislation of the Republic of
Macedonia to the EU legislation (NPAA) for 2010. A defines the dynamics of
adopting the EU legislation for 2010 and sets tinatexgic directions in the process of
European integration, the application of the EUige$, reforms, structures, resources
and deadlines that should be realized with thethahthe Republic of Macedonia fulfills
the required conditions. In 2010, 100 laws from Eweopean agenda are foreseen to be
adopted.

Regarding the preparation for start of negotiatiovith the EU, during the
analyzed period started the creation of the exggams, and MFA, together with the
Secretariat for European Affairs worked on the clatipn of the structures required for a
successful conduct of this process. In that setise, Mission of the Republic of
Macedonia in Brussels should be immediately stieggd with experts for each
negotiation chapter. Of a key importance shall & much the government institutions
will use the experiences of the other countries, laow much they are going to rely on
the national experts in the academic and non-govental circles. The unpreparedness
of the Macedonian administration can risk thattegizally important process for the
Republic of Macedonia.

Certain aspects of the cooperation with the EUhsas the structured political
dialogue, cooperation on the field of foreign, séguand defense policy, the inter-sector
cooperation, were conducted with a continuous dycsim the previous quarter as well.

One of the most important foreign and key programseof the Government was
a complete liberalization of the visa regime witle tountries from the Schengen zone,
for which efforts were made in the determined deadl for fulfilling the main technical
criteria. The Council of Ministers for Justice aRareign Affairs of the member-states of
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the EU adopted a decision for abolishing the Schengsa-barrier for Macedonia,
Montenegro and Serbia and instead of entering fortce as of 1 January 2010, it was
enforced on 19 December 2009. Thus, the Europela@n8en area with 28 countries (25
member-states of the EU except for United Kingdord &eland, and also three more
countries Norway, Switzerland and Iceland), fiventiied millions of citizens and a
territory of 4.3 millions of square kilometers beta available for the Macedonian
citizens without visas.

The cooperation in the regional initiatives is arportant element of the foreign
policy of the country. The Republic of Macedoniatioues to proactively participate in
the Process of Cooperation in the SEE (PCSEE)Cthencil for Regional Cooperation
(CRC), the Central-European Initiative (CEI), anrde tRegional SECI Center in
Bucharest. In addition to these regional initiasivMacedonia was an active participant
in other forms of cooperation as well between thigntries from the region, especially in
the context of the euro-integration.

On the plan of the multilateral activities, the drgt foreign-political engagement
in the Republic of Macedonia in 2010 shall be theskRlency with the Committee of
Ministers of the Council of Europe from May untilodkember. The priorities of the
Macedonian Presidency with the Council of Europaldie the fight against corruption,
the reform of the European Court of Human Righteugh the increase of the efficiency
of the judiciary and education of the judges omatiamal level, integrating the national
minorities into the European societies, promotidrihe position of the Roma people,
protection of the cultural heritage and religiomdnsion of the inter-cultural dialogue, as
well as more active inclusion in the political aseimocratic development of the countries
from South-eastern Europe. For all these themesferences shall be organized in
Macedonia.

Regarding the name issue negotiations that the liepaf Macedonia conducts
with Greece under the patronage of the United Mati@a big step has been done in the
reporting period. Namely, after the end of the tb®as in Greece and the formation of
the new Government, the contacts were intensifietivéen the governments of the
Republic of Macedonia and Greece, thus giving a spint on the negotiation process
itself, in the sense of renewal of the negotiatifturshe name issue under the patronage
of the United Nations.

5.2. What remains to be implemented (not implementkeyet or not yet finished) in
the analyzed period

In the previous period, a substantial attention paisl to the build of a highly-
quality and professional diplomatic-consular perssnin that direction, the first phase
in the creation of the Diplomatic Academy within MPFwvas implemented by the
introduction of a personal system of diplomatic etion. However, the second phase
which involves beginning of a scientific-researattivaty of the diplomatic academy
within MFA after the example of the already affimhaliplomatic academies and
institutes regionally and world wide, is still netarted. Moreover, the purchase or
building of objects for the diplomatic-consular sims in the Republic of Macedonia, as
a process which was planned, but stopped becaudéeofinancial crisis and the
decreased budget. Beginning from the bilateraltiogla and the importance of Norway
as a member in NATO, the opening of an Embassyh®fRepublic of Macedonia was
projected for 2009, however because of financiasoas it was postponed for 2010.
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In the period to come the process of completelyillin the Macedonian
embassies is left to be completed, especially enkidry countries for Macedonia, with
defense (army) attachés. In many of the countries équipping with the basic
representatives is not completely completed, in dbiese of a first, second and third
secretary. That additionally affected the capaoitghe Macedonian diplomacy and the
intensity of the diplomatic activity for promotiaf the strategic interests of the Republic
of Macedonia.

The Ministry of Foreign Affairs for 2009 plannedpeoject for the creation of a
web-site for uniting the Macedonian DCMWw.missions.gov.mk)however, it is not
completely finished, nor in use by the end of tlisort.

Regarding the work of the Ministry of Defense siteft to be realized the planned
for equipping and modernization, and restructurdighe ARM, as well as to achieve
appropriate and just ethnical and gender representa the professional structure of the
Ministry and ARM.

5.3. Evaluation of the potential risks from (non)inplementation or from (non)
quality implementation of activities

The effects caused by the world economic and filuedsis had their impact on the
perception of the process of enlargement as wéliclwopened many doubts whether the
Union facing its own problems has the capacitydntinue the process of enlargement.
Aware of all the challenges, the Republic of Magedavith commitment and a lot of
work managed to realize two key processes-receir@agmmendation for negotiations
and liberalization of the visa regime. However, thallenges of the economic crisis
remain for the 2010.

In the area of defense, the budget of ARM shoulbigger for at least a half, in order
Macedonia to continue fulfilling the criteria forambership in NATO. One of the criteria
for Macedonia from an aspiring country to becomiilamember of NATO is for the
defense to take up between 2.1 and 2.6 percenD#f. Bccording to those criteria, the
budget for 2010, instead 103 millions of euros,uthidoe between 140 and 160 millions
of euros. One should be careful not to endangeN#EO membership by not fulfilling
those basic criteria.

In the area of managing the human resources imsgefand army of the Republic
of Macedonia, a long-term challenge will be attiregtand keeping a quality personnel,
achieving appropriate and just ethnical and genglgmesentation. It is recommended that
MD and ARM should continue implement and promotat tsector with additional
trainings and profiling or even re-qualification tfe civil and army personnel. In that
sense, the system of education and training i€ quasitively, which is mostly presented
through the work of the Military Academy, which exft4 years started work with the
newest study programs and the highest standards.

As a first and immediate priority for 2010 in thee@ of euro-integrations was the
planned receiving of date for the start of negumie with the Union in 2010 and
especially in the period of the Spanish Presidemhat is a key challenge for the
Republic of Macedonia for this year is the (nonpliementation of the recommendation
of the European Commission for the start of the Enship negotiations. The Republic
of Macedonia should be aware of the risks and ehg#s that the Spanish Kingdom is
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facing in this six-month period, having in mind thek for implementation of the Lisbon

Treaty and the creations of the necessary strigiaréunction of the newly established
institutions-President of the European Council aidigh Representative for Foreign and
Security Policy. Macedonia should foresee that, inputhe same time it should put
additional efforts for deepening of the reform me®es within the Partnership for
Accession and not to give up from the protectiont®fown interests and objectives for
which a general national and political consensusstestart of negotiations for

membership in the Union.

During the six-month Presidency with the Council Esfrope from May until
November, the Republic of Macedonia is in charga big responsibility, and first and
foremost a more intensive cooperation with the oihrnational organizations as well,
which are partners of the Council of Europe (OSEH,and UN), whereas, RM shall be
the voice of the organization regarding the reléymntitical questions. It can be expected
that the attention of the political public in Eusopnd beyond shall be on Macedonia.
Here, the risk for the readiness of the RepubliMatedonia can be seen for that serious
task, which is mostly noticeable in the capacityhaf administration and coordination of
the institutions. Having in mind the connection tfe inter-governmental and
parliamentary dimension of the Council of Europiea big importance for the Presidency
and successful foreign-political promotion shallthe cooperation with the Ministry of
Foreign Affairs of RM and the Assembly of RM andiwthe parliamentary delegation
that represents the Republic of Macedonia in thréadP@entary Assembly of the Council
of Europe. The Republic of Macedonia should prepghesadministration for that task
and to use that time period for which a bigger ppam and increasing of the support
given by the member-states is possible.

The name is still the sole brake in the procesBwb-Atlantic integrations. For
the start of the negotiations, both NATO and theokaan Commission were clear-the
reform potential is strong, Macedonia fulfilled af the benchmarks, however what
remains is the dispute with the south neighbor. mbgotiations regarding the name
continue and both sides are expected to cooperatecantribute to finding a jointly
acceptable solution. The potential risks are ifiedtin the effects of the economic crisis
that embraced Greece, its position and willingriessegotiations, behavior of the Greek
Government in front of the EU, and in the mannecafducting negotiations as well.

5.4. Overall evaluation by the expert on implement activities for the reporting
period, with possible recommendations

Regarding the main strategic priorities of the Rjguof Macedonia, it is
recommended that the Government of RM actualize eangdhasize the issue of quick
integration of the Republic of Macedonia in NATQytlb in the function of continuous
realization of the operations in which Macedoniatipgates with own forces and
strengthening of the regional security. The empeagf the unsustainable situation
which has arose after the Bucharest Summit shoaitircme-a candidate which has
fulfilled all the conditions for membership, one ialin gave and is continuously giving a
substantial support in the efforts of the alliarioghe Region and worldwide, is unjustly
kept in front of its door. But, in the mean tinte intensity of the reforms and the
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transformation of the Macedonian system for defeioflewing the standards of one
member-state of NATO should not be made slower.

The start of negotiations for membership in thedpean Union should be top
foreign-political priority of the Government of tiRepublic of Macedonia in the current
year. Thus, the strengthened dynamics should benced, the reforms determined in
compliance with the revised National program onrapimation of the legislation of the
Republic of Macedonia to the EU legislation, witletaim of promoting the level of
fulfilling the criteria for membership in the EUs avell as the proactive approach of
seeking for solution for overcoming the bilaterapdite with Greece concerning the
constitutional name. The Government of the RepulifiiMMacedonia should demonstrate
that it has political and administrative capacity s$tart the process of accession
negotiations. Waiting the start of negotiationstemsive work should be done in
establishing the national structures of this crugigestion. In this period it is necessary to
strengthen the capacity of the administration amdcdrefully establish the specific
negotiating structures who will intensively prep#inemselves for the beginning of the
negotiation process. Also, the whole expert pubhould be involved in the process.
According the assessments, Macedonia will needtabh600 experts from different areas
in the negotiations, who according to the expersrso far will last at least four years.
Although the country is under the pressure of thegldveconomic crisis, Macedonia
should not save resources for this crucial arestrategic determinations of the Republic
of Macedonia.

The indicator for visa liberalization was a postiexperience for the state
institutions, which showed that the Republic of M&ania has the capacity for fulfilling
complicated technical demands in the process ab-Eiegration. As well, that is an
indicator that the Republic of Macedonia can susftdly manage the challenges brought
about by the process of accession negotiations twéEU. The abolishing of visas is a
big and practical benefit which shall provide gesamobility, exchange of ideas,
improvement of the cooperation in all of the speeskthe social living and will catalyze
the process of euroeization of the Macedonian sgcshall contribute to the deepening
of the contacts of the citizens with the neighbgricountries, which will open new
possibilities for cooperation and business activityaddition it is expected to improve
the relations with the neighboring countries, thie attention should be paid to the
common interests and investments and the commoopEan future and overcoming of
the left-overs from the past.

Within the relations with the neighbors, the Repubf Macedonia should strive,
besides the traditional promotion of the politicaGonomic and cultural relations, to
stimulate initiatives for improving the infrastruce-road, railway and energetic. So far,
the cooperation on the field of trafficking of pémporganized crime, money laundering
is on a quite satisfying level.

Regarding the dispute over the name issue withRbpublic of Greece, the
demonstration of a complete commitment of the Repud Macedonia concerning this
issue should be continued for its solving as sapassible with joint constructiveness
and flexibility, in the spirit of the European casption and good neighbour relations.
The contacts on every state level need to be iffieshsvith the representatives of the
Greek Government, thus manifesting worming andistaan honest dialogue in front of
the whole international public. The Government & Bhould build a strategy about the
possible further blocking of the process for deiivg a decision for date for the start of
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the negotiations. Steps should be taken for aigesiactive presence in the process of
negotiations and the whole administrative potentalbe activated (particularly the
representatives outside of Macedonia) in the dwacbf a complete informing of the
European and world elite about the essence of theut with Greece, as well as
emphasizing that the bilateral disputes shouldoeaised for conditioning the progress of
another country, but to follow the principles ofnit@cracy.

The foreign policy in the Republic of Macedonia s8ll burdened with the
internal-political processes. It should be qualstyengthened for which purpose an
eventual creation of all internal preconditions@idde done, and above all, the national
consensus of the manner of achieving the priordfethe Macedonian foreign policy, as
well as the mans for its successful achievementjdazyeasing the effects of the internal
inter-party disputes and building and promotingtyinin the representation of the
Macedonian foreign-political priorities. In thatrection, the meetings and discussions
between the political actors from different poktiparties should be intensified.
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6. Education

6. 1. Planned and implemented activities of the Gevnment of RM in the reporting
period

In the previous analyzed and monitored period éndtea of education, the scope
of analyzed events did not embrace many activitigsvever, those that were included
can be said to have really marked this area imtfadyzed three months.

What can be noticed as a progress and what wasanedtin the previous report
of the OHRID Institute as well, was providing theidents with free-of-charge school
books. In the secondary schools, where the stugéndiged from scripts, things started to
move in the right direction.

The Ministry of Education opened a competition fgathering offers for
publishing school-books for the four year profesaloeducation. It is about 534 books
that were missing in 14 vocations and it represepite a big step in the area of
education.

Regarding the redistribution of the free-of-chasghool-books in the Republic of
Macedonia, a new information system was presentadhws actually a mechanism for
electronic gathering of data and gives the exactber of books that every school in
Macedonia needs. This measure shall reduce thelepmebregarding the necessary
number of students and books that should be gigesath school individually. The
system has been created to ensure on-time and gathering of all the necessary data
connected to the successful realization of thesgptdpr free-of-charge books.

In order to improve the communication and cooperabietween the schools and
the Ministry of Education and Science, among otlengs, a network has been
established, particularly electronic mails throwghich the communication between the
schools and the MES is established. This electroarmomunication shall serve for the
removal of any kind of incoherence, unclear thingfs,, which are possible to appear
with the managers of the schools. This reform orelty seems to come late. It should
have been introduced at the very beginning of tl&ildution of the books, in order to
increase the efficiency and the easy communicabetween the schools and the
Ministry.

For 2010, the Government of RM allocated more fai@means from the central
budget for the needs of the science. The Ministifgducation and Science published the
competitions for financing the science-researchegts and for the annual programs for
science-research activities of the public sciemstitutions for 2010. In the budget for
2010, the Government allocated 25 millions of dsrfar financing the programs in the
public science institutions and 20 millions of dentor financing projects for which the
state and private universities can apply, as welparticular faculties, public science
institutions, individual researchers and centersefccellence. In the budget of RM, for
the first time, financial means are allocated witeh cover a scientific project. For that
aim, 600 000 of denars are projected anually, 1.200.000 of denars for two-year
projects. There is increase in the means for theng&édition of annual programs for
scientific-research activities of the public sciBatinstitutions and instead of the 300.000
of denars granted so far, now 400.000 of denarprajected for one project.

It is recommended that the redistribution of thossans should be necessary and
the complete professionalism should be followethat activity.
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The Ministry of Education and Science and the Rdadacation Fund from
Budapest started the implementation of the prdjectthe support of Roma students.
Granting scholarships for 800 Roma secondary scéinolents is projected for the first
phase of the project-in a total amount of 2.20@eariars, while in the second phase they
will be given additional help in the study-procéssprofessional mentors and tutors with
the aim of quick and efficient following of the skes. The project for Roma-support in
education is worth 21 millions of denars, 15 mikoout of which are provided by the
Roma Educational Fund, while the Ministry of Edumatshall provide for the rest of the
amount. The Roma-students, who will be given thkgships, in the course of the nine
school months shall receive a surplus 2.200 of endso, through this project, the
Ministry of Education and Science shall provide iiddal support for the Roma —
students through mentoring and tutoring. It is aifpee step of the Government of RM,
which for the first time introduces a measure whiokists to help Roma-students
improve and invest their potential, and at the séime represents a positive motivation
for continuation of their education.

According to the methodology of this report and ¢herall project, the following
guestion does not fall into the scope of monitomfgvents for it is not envisaged with
the Program of the Government for 2008-2012. Howelvecause of the great attention
and importance of this issue and the effects it thas still necessary to be given a short
analysis.

Namely, with the introduction of the decision farzatning the Macedonian
language starting from the first grade by the repnéatives of all ethnical communities
in the country, particularly with the start of it®plementation, many discussions and
debates have been started between the politiceéépan the Republic of Macedonia, and
between the citizens of the Albanian community Ire tRepublic of Macedonia.
According to this adopted decision, the studergsjdes learning the English and native
language, should start learning the official largriaf the country they live in starting
from the first grade. By the introduction of thdiahl, i.e. the Macedonian language, the
language barrier is expected to be diminished fobigger mutual recognition,
communication and internal integration of all mensbef the society This initiative by
the Ministry of Education and Science is not sonmgtimew. The experience in more
countries in Europe and the USA is that all of ¢hédren-representatives of the ethnical
communities, when enrolling in the first grade,iles having the right to get education
in their native language, are obliged to learndfiieial language of the country they live
in.

According to the statistics at a European levegjimr@ng with the first year of education,
the children start learning two or three languagésch corresponds to the curriculum.
Each country has different social order and condfithe curriculum programs because
each of them has a specific system of educatiomeder, the Republic of Macedonia is
a rare country in which the children-representatioé the ethnical communities do not
start learning Macedonian language in the first  dgra
What is crucial to be mentioned is that this decisis not a subject for education of
children and does not foresees lessons by a subpatter, but the class teacher, with the
aim of introduction of the basic terms of the laage through games and songs. The
learning of the Macedonian language should notesst an additional responsibility
and difficulty for the children, but should be algdearning through interactive classes,
fun, games, songs, etc.
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6.2. What remains to be implemented (not implementkyet or not yet finished) in
the analyzed period

The implementation of the project for external itegtor standardized tests has been
postponed again. The reason for its postponinigeision adoption of the amendments of
the Law on Primary and Secondary Education. Thgepras an internal check of the
success of the students. Actually, through thedstaized tests the success of the
teachers was planned to be tested. The extern@hgeshich cannot be realized in
practice, foresees check of the knowledge of thdesits in order to assess the objective
evaluation by the teachers. According to the Progoéthe Government of the Republic
of Macedonia, this project was planned to stariniislementation in 2009, however it is
evaluated that its implementation shall be postddoeone more year.

What has marked the previous period and was quit¢ discussed in public, is
the conducted investigation on the redistributibthe European money by the European
Agency for Educational Programs and Mobility.

Because of the doubts and accusations that the p&amo money were
redistributed according to family relations and agiéhe members of the very executive
board of the Agency, the Government of the ReputfiMacedonia took measures for
solving this scandal. Namely, in order to confirmdischarge the accusations and with
the aim of a complete exclusion of the various gl@ons, the Government of RM
undertook measures of revision and insight in tleekwand in the grants given by the
Agency. The Agency is still under a review expegtithe final results from the
investigation to be presented. Because of the gistancies, the Executive Board of the
National Agency was dismissed and new members amgpeinted in it. The work of the
members of the Executive Board was evaluated aseftutal, and the need of
undertaking further measures in this field will tecided right after the review. In the
Law on Establishment of This Government Agencyaifssthat the director, employees,
members and the president of the Executive boaalll Isé dismissed of their functions if
they appear to be the beneficiaries of the findmoeans from the programs granted by
the European Union. It is recommended the wholeasdn to be solved as quickly as
possible, because it is not only about the Agebay,also the overall reputation of the
Republic of Macedonia.

he dispersed studies were the topic of monitorind analysis from the

beginning of the projects and were included infifs report as well. At the beginning of
the conduct of this activity, it encountered debataitiques and different discussion,
however the Government of RM continued their im@atation. De-concentration of the
studies is not conducted in the foreseen dynamibgre are still oversights in the
lectures of part of the dispersed faculties becafigbe inappropriateness of the space
and the infrastructure, thus the whole administeatiapacity is facing difficulties in the
realization of the lectures.
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6.3. Evaluation of the potential risks from (non)inplementation or from (non)
quality implementation of activities

The Government of RM in the previous three mon#ted a great risk regarding
the not ethical work in the European Agency for &tional Programs and Mobility
Namely, by the compromising information coming @utpublic regarding the work of
this Agency, which among other things, is in thegaiss of accreditation, the country was
placed in an uncomfortable situation in front o# tBuropean Union. Although, prior to
the end of the complete review of its work, it canbe found out the actual truth in the
sense whether there are legal or completely illegélities in the Agency, it stilbuts
negative impression on the management of the Earopeoney. The Republic of
Macedonia must not allow these kind of speculati@ml especially not wrong or bad
management with the European money when at the siameeit works on the reform
process and its integration in the EU and NATO.tTea potential risk that can harm the
Macedonian reputation in Brussels, and by doing} thecrease the support and trust for
management with the European money.

The decision for learning the Macedonian languagéhk representatives of the
ethnical communities in Macedonia starting from tinst grade caused heavy debates,
discussions and different kinds of polemics in public between the political parties.
Regarding this problem, the risks came out to thvéase, and the boycott of the classes
and the deepening of the ethnical difference amgshthat should be most carefully
treated. Namely, if a previous in-depth study isaane prior to the introduction of these
extensive reforms, these and other similar polattrscussions can occur in future with
the risk for a future boycott of the classes.

The project of the Government "Computer for evehild® is of a great
importance for the students, and also for the megyof the Macedonian society and
represents quite expensive and demanding projdme. Schools are equipped with
computers and every student and teacher, accotdinige projections, should have a
computer in front of them, which will facilitate éhfollowing of the classes. The most
frequent questions are: Whether the computerseaié/ra priority, whether the schools
are completely in order, and this is the last nemgs reform and whether the
environment is prepared for that reform or is thareecessity for its preparation?
Namely, the building and finishing the constructioh schools, toilets, chairs, aid
materials, furnace, electrical installation, thee@l infrastructure, etc are a necessary
preparation prior to the start of the reform, adl awe a priority for sound education and
sound environment with the aim of socializatiortled students. A contradictory sight is
the non renovated schools and computerized classtoBreater attention should be paid
to the priorities and well worked strategy of reguments, risks and benefits should be
elaborated. The students are one of the most \abieegroups of the society and all of
the reforms taken in the domain of their social@atand progress should be carefully
structured.
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6.4. Overall evaluation by the expert on implement activities for the reporting period,
with possible recommendations

The increase in the budget for the needs of educaind science is essentially important
because by financing the projects, the long pesioabsence of finances in this area will
be terminated. With these kinds of stimulationse tRepublic of Macedonia shall
encourage the scientific thought for the purposel@felopment of the country. More
time and resources should be paid to the poputasizand support of the scientific area.
The additional resources of part of the budgetti@r science shall contribute for the
education to become less closed in the marginsefuhiversities, and to be generally
accepted and to contribute to the overall progoésse country. The projects with which
the scientific workers apply with ideas and progsastimulate competition, and thus the
quality of the scientific staff. This project shde in the function of equal development
of the universities and institutions in the countgd as well in the function of support of
competition.

Regarding the adopted Decision on compulsory legrof the Macedonian language by
the representatives of the ethnical communitiethé Republic of Macedonia starting
from the first grade, the general assessment ishikee are benefits form that measures,
but also that there prior to adopting this meadtieof essential importance to carefully
examine the material and adopt a rational strat€gg. multiple use of languages in the
Republic of Macedonia is a comparative advantagetife creation of a competitive
market inside and outside of the borders, butshatuld be set in a strategic and planned
manner and should not succumb to the impact opatidcs, which can lead to disturbing
the inter-ethnical relations in the country. In theture it is recommended a detailed
examination of the appropriate material and stsattegbe done before making such
reforms, which will assess the benefit and riskrifriiem, thus decreasing the possibility
for boycott and negative polemics regarding thabpam. It is especially important when
the problem includes only one specific group ingbeiety-the students, who must not be
used for political aims, which can cause great equences on them and generally
endanger the fragile multi-ethnical balance indbentry.

Regarding the events in the European Agency forc&iilnal Programs and Mobility,
the Government of RM should undertake all of theessary measures in order to protect
the country from further manipulations with the &pean money. If the results show that
there are serious oversights in the work of therkgeit will be a great disadvantage and
a hole in the overall reputation of RM regardingBU integrations. All of the necessary
legal measures are recommended to be taken in trd@ove the professionalism and
capacity of the Macedonian administration for mamggvith the European money.

The project for granting scholarship to Roma cleifldis evaluated as quite a positive
step, taking into account the increased numberarh& students in secondary schools.
This project invests in the quality of the educadibsystem and in the education of the
most marginalized group in the society.

The introduction of the information system for allging the communication between
the managers of schools and the Ministry for Edanaand Science is a positive step. It
is recommended the Government not to stop atekid bnd to invest in technology in all
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of the spheres of education. Although monitoring tlew tendencies is recommended, a
strategy and analysis of risks, benefits and diffies that will be brought by the new
technologies should be elaborated prior to thates€htechnological systems and
novelties, which are already implemented and inction in the European countries,
should be introduced in Macedonia as well. Howetrex,whole environment should be
prepared for that kind of development in the fplstce and the manner and space for their
implementation should be identified. The capaaity the technical preparedness of the
sector of education should be strengthened as Jall,the application of those
technologies and their transfer to the students.
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7. Social Policy

7.1. Planned and implemented activities of the Gowement of RM in the reporting
period

7.1.1. Labor market, employment policy and social idlogue

In the area of labor law, the most important attiun the analyzed period were
the amendments of the Law on Labor Relatipnghich stipulated new criteria for
determining the representation of the syndicatesngsloyers, as well as a new procedure
for determining the representation in the directadna continuous and more efficient
functioning of the social dialogue. With the newdésolutions it has been projected the
representation to be determined by the MinisterLabor and Social Policy at the
recommendation of the three-party inter-sector c@sion. Moreover, the amendments
to that Law define the things relating to the cdinds, manner and procedure of part-
time work under particular conditions.

In the part of the employment, in the analyzed qukrias a continuity of the
activities in the previous years, the OperatiorlahRvas adopted for active programs and
measures for employment-OP for 2010 in which, essithe programs included in the
OP for 2009 (1. Program for self-employment; 2.gPam for support and formalization
of a constant business; 3. Program for employmaepgration; 4. Program for
employment subsidizing; 5. Traineeship as an enmmpéy support of the of young
persons within 27 years of age; 6. Pilot surveyvarancies; 7. Economic strengthening
of women-victims of domestic violence and 8. Progifar employment support of Roma
people), two new programs have been included:t-Bupport of additional employments
in companies registered through the Program fdreseployment in 2007 and 2008 and
the Program for promotion of entrepreneurship thiooonstant business incubators and
training for particular vocations and skills tha¢ aeficient on the labor market. with the
programs and measures from the OP for 2010, adb@&b47 persons are projected to be
included, for which purposes a total amount of B27millions of denars have been
provided, 201 millions out of which are budgetanahcial means.

7.1.2. Pension and Disability Insurance

In the reporting period, the trend of decreasing ¢éixpenses in the mandatory
capital financial pension insurance continued. Thu®ecember 2009, the Decisfoon
decreasing the remuneration which is charged byAtpency for Supervision of Fully
Funded Pension Insurance (MAPAS) and the PensidrDésability Insurance Fund of
the Republic of Macedonia (PDIFM) from the pensionds management company, for
the competencies given to them with the Law on Némy Capital Financial Pension
Insurance, calculated as a percentage from thecpaidibutions. With that Decision, the
remunerations were decreased by 33 percent, touos tihe previously determined 1.5

" “Official Gazette of RM”, no. 130/09.

8 A Decision on the amount of the monthly contribnitcharged by the Agency for Supervision of
Fully Funded Pension Insurance form the pensionpeonies for 2010 (“Official Gazette of RM” no.
157/2009).
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percent, the percentage was decreased to 1 perEBenthermore, with the Decision on
maximum amount of contributions paid to the mandapension fund for 2010, which

was adopted in December 2009, it has been detedntiiae the maximum amount of the
contribution remuneration paid by the companietha amount of 5.5 percent from the
paid contributions, which is a decrease of aboupé&&ent regarding the contributions
that the companies charged in 2009. the decreat®igontribution remuneration is a
result of the increased contribution income anditicecase of the financial means in the
mandatory pension funds, which resulted in increasthe basis for calculating and

payment of the pension and disability insurancetrdmution, which consequently leads
to the possibility for decreasing those remuneratio

In the direction of implementation of the amendrseiotthe Law on Mandatory
Capital Financial Pension Insurance from April 2088arding the transfer of the role of
a watchdog on the team of the mandatory pensiotisfim business banks, in the course
of October and November 2009, both of the compamiasaging the mandatory pension
funds (“NLB Nov penziski fond, JSC Skopje” and “KIBrvo penzisko drushtvo JSC
Skopje”) completed the process of transferringftimetion of a property watchdog of the
mandatory pension funds they are managing, fronNtgonal Bank of the Republic of
Macedoni&’ to the selected business banks.

In December 2009, the approval for managing a \talynpension fund of “KB
Prv otvoren penziski fond” became valid. Accordioghe MAPAS registry, at the end
of November 2009, in the voluntary pension insueatitere are 723 members, 413 of
which are in professional pension schemes.

Within the program determinations of the Governnm&nRM for decreasing the
social contributions, with the amendments to thevlan mandatory social insurance
contributions®, which are applied as of 1 January 2010, the trehdecreasing the
contribution rate for pension and disability ingura continued, thus in 2010 the rate was
decreased from 19% to 18%

With the amendments to the Law on Pension and Digalnsurance from
December 2009, there was an intervention in the part of detemmgjrthe valorization
coefficient data calculated on the basis of the enment of salaries of all employed
persons in RM, for the purpose of eliminating tifieats of the reforms on the social
contributions and the concept of gross salary erpénsion systeth

9 In the total percentage for 2010, the remunenativzarged by MAPAS is 0.8 percent, and the
remuneration charged by PDIFM is 0.2 percent.

9 The National Bank of RM had the role of propertgtehdog only as a transit solution until the
development of the capacities of the business biamldoing activities as a property watchdog.

1 «Official Gazette of RM”, no. 156/09.

210 2009, the contribution rate for pension andabiility insurance decreased from 21,2% to
19%.

13 «Official Gazette of RM”, no. 156/09.

4 The amount of old-age pension depends on the anmitthe monthly average of the salaries
out of which the pension basis is determined amedpircentage out of which the pension is determined
depending on the length of the pension period. Ritgg the fact that as of 1 January 2009 with the
application of the gross salary concept, the deere# the amounts of the contribution rates and the
inclusion of the food and transport expenses ingiteess salary, there was an increase in the natiesl
without a real increase in the salaries of the eggal persons, with the recommended amendment®in th
Law, there is an annulment of the effect of dedrgathe social contributions and the gross salancept
on the amount of the salaries.
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7.1.3. Social protection and social inclusion

Within the legal framework in the area of sociabtection, amendments to the
Law on Civil Invalids from the War were made in theporting period, which made
adaptations of the formula for determining the ragrations to the civil invalids with the
concept of gross salary.

As of 1 January 2010, the amendments to the La®@iwaihInvalids form the War,
which was adopted in January 2609was enforced. It increased the amount of
remuneration to the civil invalids from the war fbd0 percent, thus the amount of the
civil invalidity for the %' group of civil invalids from the war equaled withe amount of
the war invalids.

In the direction of development of programs foriabmclusion of the children
from the streets, in the reporting period MTPScaoperation with UNICEF and OSCE
started the realization of the Project for a bedtamial protection of the children from the
streets, referred to as “Children in risk-breakihg circle of social exclusion of the
children in Macedonia”, with the accent on the Reshddren. The aim of this project is
to develop and enlarge the network of daily centerschildren on the streets and to
develop standards, procedures and methodologicadtains for work with children on
the streets and strengthening the institutional lamehan capacities of the Centers for
Social Work and the daily centers for children twe tstreets. Within the Project, a
Protocol for dealing with children from the stre&ess been prepared by the appropriate
institutions.

MTPS in the analyzed period in cooperation with tleenpetent authorities and
representative companies for persons with disadsliand with the support of GTZ,
prepared a revised National Strategy for Equal @ppdies of the Persons with
Disabilities.

Within the program aims of the Government of RM daisuring social protection
and social security of pensioners, in 2010 theizaébn of the Project for spa and
climate recreation and healing was started. Wi#t Broject, about 10.000 pensioners are
planned to be included in 2010, and budgetary meaiise amount of 90 millions of
denars have been allocated for that. In the coofrslanuary, the ranking of pensioners
who had applied for spa and healing recreationcgaslucted.

In the reporting period, in the area of social pctibn, 5 by-laws were adopted,
which determine the manner and conditions of tlegasprotection rights in more details.
The adopted by-laws are only smaller parts of tmerous by-laws in the area of social
protection, but which adoption is continuously geld for months.

7.2. What remains to be implemented (not implementkeyet or not yet finished) in
the analyzed period

The comparison of the planned and realized a@wiin the analyzed
period indicates that in the monitored period tbkofving planned activities were not
realized:

Realization of the Program for conditioned remunerafor social protection
which shall provide remunerations for the studefntsn social endangered

15 «Official Gazette of RM”, no. 12/09.
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families for enrolling in secondary schools (theliztion of the Program has not
been started yet, and according to the Prograrshatild be conducted in the
school year 2009/2010);

The adoption of the Law on Labor Inspection witke fhurpose of harmonization
with the Law on Misdemeanors, with the standardshef International Labor
Organization and the Conventions of the Europeaintn

Cutting the deadlines in the procedures for adgpéirchild and a new model of
choice of the most appropriate selection of adogleetronically (amendments to
the Law on Family were adopted and are submitteébdedsovernment of RM);
Adoption of the Law on Social Housing (the Law hasen prepared and
submitted to the Government of RM);

Adoption of the National Program for DevelopmentSafcial Protection and the
National Strategy for Fight Against Poverty and i8bExclusion in RM (they are
currently being prepared);

Amendments to the Law on Employment and Work ofekgmers which shall
decrease the required documentation for receiverggnal work permit for self-
employment of foreigners, as well as proceduresaflapting new “Rulebook on
the Registration Procedure and Terminating the Wawoke by Foreigners” and
“Rulebook on Issuing Work Permits and the Form @umhtents of the Special
Types of Work Permits”; (the Law is in the Parliartay procedure);

Adoption of the Law on Antidiscrimination (the Laig in the Parliamentary
procedure);

Ratification of the Convention of the Council of repe for Protecting Children
from Sexual Exploitation and Sexual Abuse;

Realization of the Action Plan for building accegates in all of the public
institutions in the Republic of Macedonia;

Adoption of the by-law acts in the area of socialtpction.

7.3. Evaluation of the potential risks from (non)inplementation or from (non)
quality implementation of activities

The insufficient administrative capacity and rediveness of the financial
resources, as well as the insufficient coordinabetween institutions are still the main
risks that hamper or delay the implementation efdbtivities and policies in the area of
social protection or impact the quality of theimpil@mentation.

7.4. Overall evaluation by the expert on implement activities for the reporting
period, with possible recommendations

In the area of labor market and employment poljcitee conditions are
insignificantly changed, with employment rate tmabves at about 32 percent of the
population of working ability. Although, in the dgaed period the number of
unemployed persons noticed decrease of 2.3 peregatding the same period in 2008,
which in absolute value is about 8.000 persong,data is mostly a result of the decrease
in the number of registered unemployed personsarEimployment Agency in July 2009
for about 7.000 persons, who have probably by thaint checked in with the
Employment Agency particularly for the purpose ofrmeising the health insurance
rights. As of July 2009, and within the last moofithe analyzed period, the number of
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registered unemployed persons in the Employmenhéges about 341.000 unemployed
persons.

On the other hand, if one keeps in mind the faat th May 2009, prior to the
enforcement the new law on the entire citizens M ® ensure their health insurance
right directly through the Health Insurance Fundowt 71.000 of the registered
unemployed persons in the Employment Agency detldremselves to check in only for
the purpose of exercising the health protectiohtyig can be concluded that the new
legal solution for ensuring the health insurance wiot fulfill the expectations that it
would have great effect on the determination ofrdwed rate of unemployment. That, on
the other hand, points to the need for an in-depiysis of the registered unemployed
persons in the Employment Agency for the purposdetérmining the number of those
who are in active search of job, which shall représ real basis for defining the policies
and measures which shall have an effect for fatilegunemployment. On the contrary,
besides the program determinations of the GoverhiwieRM for a continuous support
of the realization of the active employment pobkciand measures, the effect on the
improvement of the condition of unemployment seamgynificant. Of course, the fight
against unemployment, the direct support of thegBmwment of RM for the realization of
the active employment policies and measures shogldnly a small segment form the
overall policies and measures that have biggenwilsr, direct or indirect effect on the
condition of the labor market. Strengthening of éldeninistrative capacity of the services
related to the labor market and employment poljadeselopment and implementation of
the individual plan for each registered unemplogeson and their inclusion in the labor
market, greater accent and application of the lametion plans for employment,
establishing a continuous relation between therlabharket needs and those of the
educational programs, enhancing the level of imaests for the purpose of opening new
work positions, are part of measures that shouldapplied in the fight against
unemployment.

In that context, The policies and measures foradguotection should as well be
in the direction of replacement of the passive mess for social protection through
social remunerations, with active measures forusioh of the people from the socially
endangered families on the labor market.

In the part of the pension and disability insurartbe trend of improvement of
the conditions for capital pension insurance camt in the analyzed period. The
decrease for 33 percent of the remuneration whscbharged by the state institutions
MAPAS and PDIFM form the pension funds managememhganies is a substantial
signal that the Government of RM sends to the pensiarket and it shall directly affect
the decrease of the total remuneration chargedhkypension companies as well.
Moreover, by decreasing the percentage of the ibomibn as remuneration from
contributions charged by the pension funds managem@mpanies in the determined
amount, the analysis show that there will not bsbaliance of the regular work of the
companies with the possibility of making profit,daat the same time it shall ensure a
positive effect on the future pension for the meralod the mandatory pension funds.

As a priority in the following period, in the paof the pension and disability
insurance, there is still left for the budgetaryd anstitutional independence of the
Agency for Supervision of Fully Funded Pension hasge to be regulated, in
compliance with the opinion given in the Progregp®tt of the European Commission
for the Republic of Macedonia in 2009.
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8. Health

The recession that embraced RM had especially imegaffects on the health
system of the country. It is emphasized in the ipdgyg the health system to face
financial problems as a result of the reduced budfighe Health Insurance Fund of
Macedonia on one side, and the increase in the euwfbinsured persons, diminished
budget transfers and accordingly increasing thebeurof health services on the other.
That resulted with the need for careful planninghaf new investments in health, such as
opening a new city hospital, which represents @mtl financial expense and does not
have clearly profiled types and scope of servited they offer to the citizens. In the
same time, there is a need for accelerating theegrso of autonomy of the general
hospitals which, among other things, has the pwrpastransferring the principles of
corporative and entrepreneur behavior in the wanicvis typical for the private sector
in the public health, through which better conditgo for work and greater
competitiveness of the public health should beterkas opposed to the private one. In
this report as well, the need for finalizing of than for development of the hospital
system in RM is emphasized, which, together with tést of the measures that were
pointed out in the report for the previous analypedod are necessary to be undertaken
for the purpose of stabilizing the conditions ie tiealth.

8.1. Planned and implemented activities of the Gowement of RM in the reporting
period

The economic crisis is especially mirrored in tlesgital health system of RM
where the accumulation of new debts up to 11 mm#limf euros is shown idenar
equivalent valudor the period of one yeai.he unofficial information point out that it is
possible the debts to be very high, which coulchbced with an appropriate accuracy
in the following reporting period.

In the function of facing the recession, the Minjisif Health and the Government
of RM offered a package of ten measures for thepgee of reaching financial
stabilization of the hospital health system. Theipalar measures refer to introducing
treasure system for paying in the health care, eslezation of the hospital services,
changes in the collective agreement, respectingagiieement for restraining the extra
salaries signed with the Syndicate and greater Iihobif the health workers and their
redistribution in institutions where they are appiately neededThat package of
measures represents only an initial reaction of3beernment in the direction of solving
the perceived problems, which quick effects aresetga in the upcoming period.

Besides the problems caused by recession, an@wifinancial and system risk
of the health system represents the decision ofCiestitutional Court of RM which
enables all the expenses of the patients to beredJury the Health and Insurance Fund
with the already determined amount, irrespectivevbéther they have been realized in
public or private health institutiondn order to assess the total financial implications
from that decision, it will be necessary to compmh the reaction of the health
authorities, as well as the percentage of insusgdgms who in the upcoming period will
transfer to the private health care and who wairal a refund of the financial means for
their medical treatments. However, the initial assgents are that the decision of the
Constitutional Court shall result in effects thaill \namper the country to fulfill the
normative premises, by which through the Constitutihe citizens are entitled to health
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protection for it has been estimated that HIF wilt have the financial means to conduct
that decision without having great negative consagas for the health of the citizens.

The current conditions in the health system empedsithe need for taking
immediate measures for the purpose of hamperingctiiepse of the public health
system. This report aspires towards pointing out identification of several measures
which, although being constituents of the Progrdrithe Government of RM, have been
forgotten in the previous period. The final aimtbbse measures is reorientation of the
system from the current condition of keeping theiagosition of the employees in the
health institutions, towards a system with a priynarientation towards increasing the
scope, type, as well as the quality of the heatlises. In that context, it is necessary to
delimit the social issues being treated by the thealystem (such as excessive
employment or unemployment as a result of a fupassible privatization, or diminished
scope of work in certain institutions) and healhbe directed particularly towards a
treatment of the health issues and problems.

8.2. What remains to be implemented (not implementkyet or not yet finished) in
the analyzed period

8.2.1. The need for continuation of the reforms ithe primary sector

The Government of RM in 2006 very successfully aedisively realized the
privatization of the medicinal personnel who work ihe primary health (health
institutions), while unnecessarily delayed the gtization of the excessive administration
that served, first and foremost, the medicinal veoskn the health institutions. While the
health personnel was forced to earn depending enntimber of the patients, the
administration, which is over-dimensioned and doeesoffer the patients the necessary
services was unnecessarily protected.

Furthermore, the privatization of the specializedves was delayed (eye doctors,
X-rays, laboratories, internal medicine, etc.) thatk in health institutions, thus doing a
bad favor for that medicinal personnel becausd&énnbean time, the private specialized
sector took over high percentage of the patieM4th regard to the constant economic
crisis and the decreased scope of financial meansng in the health system, it is
necessary the Government of RM to undertake mesisori@crease the efficiency of the
system and thus decrease the expenditliiesse measures are politically unpopular,
which is probably the reason why all of the goveents until now postponed the
solution of the corresponding problenitowever, the activities that the Government of
RM is planning to undertake in the upcoming peisbduld pave the path of the health
system for the following 10-20 years.

According to the facts brought out so far, it se¢hag the Ministry of Health and the
Government of RM should consider adopting somehef following measures in the
direction of more energetic implementation of theasures that will enable the health
system complete its mission-promotion, maintainiagd restoration of the health
condition of the population, without being exposedjreat financial expenses:

- It is necessary the Ministry of Health to form artefor criteria development for

finalizing the privatization in the health institors;

- To conduct the privatization of the specializedvie®s, which will cover 1.221

employees, out of who 403 doctors and 818 nurse=fding to Article 200m,
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paragraph 3 of the Law on Health Protectiohhat measure, if planned and
implemented carefully, should be realized withia &nd of 2010;

The Ministry of Health should define the conditioolsthe emergency medical
help which is a constituent part of the Health itnfbns and in that direction,

what the work of the emergency medical help is gn@necessary solutions for
increasing its efficiencyThe current system is comprised of 659 teams wZth 6
doctors and 1048 nurses, or 1.716 health workieesddndition on 1.1.2007);

It is necessary the Ministry of health to define #onditions with the visiting

services, to prepare a study of sustainabilityhef ¢urrent system and for the
necessity of making appropriate changes (from Jegabnomical and medical
aspect) At the moment, the visiting services are a greg@ease for the primary

health care, and in the mean time, it is not geigar how many and what kind of
services they produce;

The most important measure that should be implesdeinta short period of time
is a complete privatization of the administrativergonnel that works in the health
institutions through developing criteria in the edition of the number of

administrative workers who will continue their warkder the state jurisdiction.

The offered set of measures has its own politicgdlications.In order to smoothen
the consequences of those transformation steps,niécessary to plan and financially
foresee:

social packages for the personnel who willinglyiges form the PHI (example,
for every year spent as an employee in a healtitutisn should be paid 10.000
denars of leaving payment and only for those whib lieen working for 10 or 15
years;

to define stimulation for establishing private cangs for cleaners, drivers,
workmen, etc.;

to undertake measures to physically reduce theespabtealth institutions and
their alienations through privatization for doingher activities.The excessive
infrastructure that the current health institutidresse costs a lot and is out of
function at the moment;

part of those facilities can be rented, while ttieeo part can be sold or made over
for the purpose of increasing their efficiency ae®treasing the expenses for their
maintenance.

According to some assessments, the implementafitimse measures could enable
savings up to 1 billion of denars a year in thenay health care and making additional
financial means from the privatization from the essive infrastructure in the health
institutions.

8.2.2. Hospital Health Services

Regarding the fact that the recession and delgyadfof the planned reforms have
greatly affected the hospital sector in RM, the oselc package of measures is
recommended for adoption and refers to the secgridael, i.e. the hospital level. The
great expenses made by the hospitals do not comddp the extent and type of services
they offer to the population. Thus, rationalizatiafi the health infrastructure is
recommended in the following direction:
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- establishing 10 general hospitals, including 3 oegl centers (Shtip, Bitola,
Tetovo) with an organized system of communicatietween the hospitals. The
longest period for transport of the patients frdme place of residence to the
hospital should not exceed 1 hour;

- 5 smaller hospitals (in Kochani, Kavadarci, Kichg&truga, Debar) will be
necessary to be included in the management netwbrthe bigger regional
hospitals. Thus, the hospital in Kochani shouldiffeastructurally rationalized
keeping the most necessary departments in that, tovisle the rest of the
operations should be transferred to Shtip;

- it is preferable the hospitals in Struga, Kichewad ®hrid to join under the same
management, with a clearly defined specializatibthe operation departments in
each of those hospitals;

- itis necessary the personnel to be rationalizedagapropriate savings to be made
in the infrastructure of the objects;

- the hospital in Demir Hisar should be rationalizeatd brought under a small
efficient health center for limited specialized atailly-operational interventions.

The excessive number of personnel that will conteobthat organized system shall
be paid with leaving payments similarly as in thenary health care with 10.000 denars
for each year spent as an employee and only fopeh®ons who had been working for at
least 15 years in the corresponding health ingiitst In order to implement those
measures, a study is necessary to be prepareadbrrespital separately, as well as a
study for maintenance of the regional centers.

8.2.3. Health insurance and financial sustainability

The present financial stability of the Healthurence Fund is put under a
substantial risk. The lowered income of financiagams, supplemented with the increased
number of insured persons, the extensive packapealth services, as well as the bulk
of the newly created private health institutiomgrease its expenses.

The previously commented decision of the Consthal Court of RM, which
disables the HIF to sign agreements with the hestirices providers, has undermined
the basic foundation of the organization of theiaotealth systems, and that is
concluding agreements, i.e. the process of conuudigreements between the health
insurance funds and health services providers (tadsp specialized ambulances,
policlinics, doctors, etc.).

Concluding agreements in practice represents arkeghanism and a main
instrument through which the health insurance fwuwlld face the asymmetric
information typical for the health systems. In orde protect itself from stimulating
excessive number of services and with the aim afrajuteeing their quality and to be
able to plan the type and extent of services, HIfoiced to sign agreements with health
services providers as a mechanism of protectiomsTkhe Fund achieves number of
goals, such as: connecting the current financisbueces (the budget of the fund) with
the expected number of health services to be boughtthermore, through the
agreements, the Fund determines the responsibiéitid duties on the side of the health
services providers, thus increasing their accodiittaland control. In addition, through
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signing agreements the Fund is able to direct &adtlh service production towards what
is really important for the beneficiaries.

In order to achieve those goals, a number of casmin which health systems are
organized in a social model similarly as in RM, thends allow them to do a selective
signing of agreements with the health services igevg. The selective signing of
agreements increases the power of the buyer otthessices in the sense that in that
way the Fund can reach the lowest price for thé $mvice quality offered on the health
market. The great buying power that the Fund pssseallows it to get the lowest prices
for the biggest quality in the negotiating procedgth the providers. This important
component in the health care is called strategich@ase of services (goods) through
negotiation. That element is a constituent parttred Macedonian Law on Health
Insurance as well. Through the process of stratpgichase, the Fund has the aim of
realizing the set objectives in the best interéshe insured persons and satisfying their
health care needs.

However, with the mentioned decision of the Couostihal Court of RM, the
Fund does not have the possibility to selectivedp sigreements, thus disabling it to be a
strategic buyer of services, but to be a passiyerpaf services. Regarding the fact that
one of the main objectives of the program of thes&oment of RM is establishing a
secure, efficient and just health system, where Hiie had to transform itself in a
strategic buyer of services, the decision of thenditutional Court has direct
implications over the manner in which the Governtmeh RM is to achieve the
determined objectives. The Fund is no longer ableontrol the entrance of new health
institutions in the health system for it will beréed to refund the money to everyone that
claims so irrespective of the place where theyinbththe health care services.

That newly developed conditions shall have longateztonsequences on the
financial stability of the health care system, anthe same time shall question the health
insurance system in function so far. One of theraditives that the Government of RM
could consider is converting the health care sysfeom a social (financed by
contributions) to a fiscal one (financed by gené&a&ks).

8.2.4. Basic package of services and participation

The financial sustainability of the health caretegs is directly connected to
reduction of the package of basic services. Thatdgneancial risk in front of the health
care system is forcing the Ministry of Health tomediately undertake measures for
removal of certain services, such as abolishingrional payments for sick-leave and
maternity leave and their transfer into other sesgtand introducing a new system of
financial participation as well.

So far, lots of discussions and disagreements baee conducted about which
services are supposed to be put on the so callgdtime list of services. The main
recommendations referred to the regional expergenebere there is a complete transfer
of dentistry for persons over 18 years of age te phivate sector, abolishing the
possibility for medical treatments abroad, etc.

However, the core of thes