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1 INTRODUCTION
1.1 Context

The Stabilisation and Association Agreement (SAA) between the Republic of North
Macedonia and the EU entered into force in April 2004. The passagesecthed stage

of the SAA, which the Commission had proposed in 2009, took place during the
reporting period. Since 2009, the Commission has recommended to the Council to open
accession negotiations with North Macedonia, a candidate country since 20@bt In li

of the progress achieved in previous years, in April 2018 the Commission repeated its
unconditional recommendation to open accession negotiations. In June 2018, the
Council set out the path towards opening accession negotiations in June 2019. The
Commssion has continued to thoroughly monitor the reforms set in the Council
Conclusions and Eltelated reforms across all sectors. North Macedonia has continued
to deepen the reform momentum, delivering tangible results in the key areas identified
in the June2018 Council Conclusions. Good neighbourly relations have also been
significantly strengthened. The entry into force in February 2019 of the historic
agreement with Greece (also called the o6Pr
and sets an examplé r@conciliation for the region and beyond.

1.2. Summary of thereport®

Concerning theolitical criteria , North Macedonia has continued to maintain a steady

pace of implementation of EU reforms throughout the reporting period. The government

has taken sfis to restore checks and balances, and to strengthen democracy and the rule

of law. The country has continued to undergo fundamental changes in an inclusive and
open political atmosphere. The country has continued to deliver tangible results in key
areas dentified in the Council Conclusions such as the judiciary, fight against
corruption and organised crime, intelligence services reform and public administration.
The culture of compromise in the political
effortsto reach out to all stakeholders, including the opposition and civil society, in an
inclusive and transparent manner. Following the signature of the historic agreement
reached wi t h Greece i n June 2018 (al so k
consultativereferendum was organised in September 2018, whereby an overwhelming
majority of voters who cast their ballots supported EU and NATO membership by
accepting the Prespa agreement. The presidential elections were well organised and the
fundamental freedoms wee respected, allowing the citizens to make informed choices
between the candidates. The Parliament has improved its performance as a forum for
constructive political dialogue and enhanced its oversight and legislative functions,
including by limiting theuse of fastrack procedures.

The interethnic situation remained calm overall, despite some occasional tensions. The
government pursued its commitment to increase trust among communities. The Ohrid
Framework Agreement, which ended the 2001 conflict andigles the framework for
preserving the muklethnic character of the society, is mentioned in the preamble of the
Constitution and continued to be implemented.

! This report covers the period from March 2018 to March 2019. It is based on input from a variety of
sources, including contributions from the government of North Macedonia, the EU Member States,
European Parliament reports and information from variousrnational and nogovernmental
organisations.
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The climate in which civil society organisations operate has continued to improve. Civil
society continued to play a constructive role in supporting democratic processes.
Strategic documents have been adopted, providing guidance on the cooperation between
government and civil society. Both governmental and-g@rernmental actors should

aim ata meaningful consultation process.

On intelligence services reform, North Macedonia has made good progress. Following
the reform of the system for interception of communications, the new Operational
Technical Agency is fully operational. The country his® &mbarked on the reform of

its intelligence services in cooperation with NATO and other partners. A model has
been selected and the legal framework for establishing a new National Security Agency
has been adopted.

North Macedonia isnoderately preparedith the reform of itgoublic administration.

Good progresshas been made, especially withe implementation of the public
administration reform strategic framewoikproved public consultations and increased
transparency in policynakingand in the areaf policy development and coordination.
Steps have been taken to address alleged politicised appointments. However, further
efforts are needed to enhance accountability of the administration and prevent its
politicisation. Respect for the principles ofarisparency, merit and equitable
representation remains essential.

T h e c o judictalrsysters has reached some level of preparation / is moderately
prepared and good progress was made in addr
recommendations from he Venice Commission and the S
systemic Rule of Law issues. The country demonstrated continued determination to
improve the judicial system and the implementation of the new legal framework is a

firm basis for continued progress. #ew law on the Public Prosecutor Office to

integrate the Special Public Prosecutor within the prosecutorial system has been
prepared. The courts have been delivering judgements on some high profile cases filed

by the Special Pr o s alchangesr afl pdici@lfinktitutors.nee@ ey o n d
to demonstrate their exemplarity and contribute, through additional efforts, to restoring

public trust in the judiciary.

As regards thefight against corruption, North Macedonia has some level of
preparation. Googrogress has been made through further consolidating a track record
on investigating, prosecuting and trying high level corruption cases and through changes
to the legislative framework. In this regard, the new legal framework for preventing
corruption ha improved and the appointment of the new members of the State
Commission for Prevention of Corruption has been far more transparent than in the
previous yearsThe Commission has taken important steps to proactively fight against
corruption, involving hip level officials across the political spectruithe Special
Public Prosecutor has confirmed its leading role in investigating and prosecuting high
level corruption cases. The authorities have to further step up efforts to demonstrate that
fight against couption is a national priority at all levels of powers. However,
corruption is prevalent in many areas and remains an issue of concern.

In the fight against organised crime the country has some level of preparation. The
legislative framework is broadlyni line with European standards, and efforts to
implement strategies against organised crime and actively measuring their impact need
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to continue. Some progress was al so made

improving the track record, stepping lgw enforcement cooperation and substantially
improving the operational capacity to fight trafficking in human beings. Further
progress was made at the operational level through improving the effectiveness of the
National Coordination Centre for the Figigainst Organised Crime and participation in
joint operations with EU Member States and neighbouring countries.

The legal framework for the protection fafndamental rights is largely in line with
European standards and the country made good progressrdased the protection
against hate crime and discrimination with amendments to the Criminal Code and the
adoption of the Law on Prevention and Protection from Discrimination. It also adopted
an ambitious dénstitutionalisation strategy and it transcubés objectives to fight
violence against women into an action plan for implementing the Istanbul Convention.
However, the external oversight mechanism of the police is not yet fully operational and
the country needs to develop further the use of aligmaanctions and probation. The
country also needs to make additional efforts to consistently disseminate and address
recommendations of European and international human rights bodies, notably regarding
treatment of detained persons, women and persomsdigtbilities. The country has
some level of preparation / is moderately prepared in the afesedbm of expression

and it has made good progress over the last year. The climate for media freedom and
freedom of expression continued to improve. It iseesial that public officials and the
political elites demonstrate a higher level of tolerance towards criticism, thereby
upholding freedom of expression. The country needs to make sustained efforts to
improve the independence and professional standarithe qfublic broadcaster as well

as its financial sustainability. Amendments to the Law on Audio and Auslil

Media Services have been adopted and their implementation will require strong political
commitment to guarantee professionalism, respect ®rptinciples of transparency,
meritbased appointments and equitable representation.

With regard toregional cooperation the country maintained its good relations with
other enlargement countries and participated actively in regional initiatives. Historic
steps have been taken to improve good neighbourly relations, including through the
entry into force of the Prespa agreement and its implementation, putting an end to one
of the oldest disputes in the region. The Commission looks forward to the continued
implementation of the bilateral treaty with Bulgaria.

As regards theconomic criteria, North Macedonia has made some progress and is at a
good level of preparation in developing a functioning market economy. Economic
growth resumed after a year of stagmat though investment remained subdued. The
government took measures to improve public finance management and transparency. It
adopted reforms of income taxation and the pensions system. However, the composition
of spending worsened, and fiscal consolmaineeds to be more ambitious in order to

put public finances on a sustainable path. The functioning of the labour market is
impaired by persisting structural problems. Contract enforcement and large informal
economy continue posing challenges for thar®ss environment.

North Macedonia has made some progress and is moderately prepared to cope with
competitive pressures and market forces within the EU. Integration with the EU in trade
and investment deepened further. Exports and manufacturing outpusified further
towards highewalue products. However, skills shortages, and a lack of skills alignment
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with those required by companies, reflecting shortcomings in education curricula,
impair labour productivity and the competitiveness of the econompoitant
investment gaps in public infrastructure remain.

As regards its ability teassume the obligations of membershijpthe country is
moderately prepared in most areas, including in the areas of competition, public
procurement, transport and energy. Toeintry shows a good level of preparation in
areas such as company law, customs union,-Eangpean networks and science and
research. Further efforts are needed across the board, in particular in those few areas
where the country is at an early stag@m@paration, such as free movement of workers

as well as financial and budgetary provisions. More focus is also needed on
administrative capacity and effective implementation. The country has continued to
improve its alignment with the EU declarationsda@ouncil decisions on Common
Foreign and Security Policy.

North Macedonia continues to play an active and constructive role in the management
of mixed migration flows. It cooperates effectively with EU Member States and
neighbouring countries. Considerabéfforts to ensure basic living conditions and
services for all migrants staying in the country continued. There are still uncertainties on
the scope and structure of migration flows. The inconsistent registration of migrants
apprehended in irregular mawents prevents regular and adequate protestnsitive
profiling, as well as referral to national protection mechanisms. Effective control at the
southern border has been ensured, including with the deployment of guest officers from
EU Member States athé border. The European Border and Coast Guard Status
Agreement with the EU was initialled. However, the problem of frequent smuggling
activities at the northern border need to be further addressed. The country continues to
be under severe pressure dugg@eographic location.

2. FUNDAMENTALS FIRST: POLITICAL CRITERIA AND RULE OF LAW
CHAPTERS

2.1. Functioning of democratic institutions and Public Administration Reform
2.1.1. Democracy

In parallel to the implementation of the Prespa agreement, North Macedonia has
continued to show its commitment to deliver tangible results in implementing EU
reforms in key areas such as (i) the judiciary, fight against corruption and organised
crime; (i) intelligence services; and (iii) public administration reform, including
through t69@® @MIda noTRS caltare df 8cdnpromise among political
actors has i mproved by the governmentds
including the oppsition and civil society, in an inclusive and transparent manner. The
government has taken steps to restore proper checks and balances, and to strengthen
democracy and the rule of law.

Elections

Overall, the legal framework is conducive to the orgameabf democratic elections.
Some progress has been made in addressing and implementing the recommendations of



the Office for Democratic Institutions and Human Rights of the Organisation for
Security and Cooperation in Europe (OSCE/ODIHR). The consultafeeendurfiwas
well organised and fundamental freedoms were respected. The presidential elections
took place in a peaceful, orderly and transparent atmosphere. The conduct of these
elections paved the way towards further strengthening the democratesggedn the
country. The work on the electoral legislation needs to be finalised to address the
remaining recommendations of OSCE/ODIHR and of the Venice Commission ahead of
the next election cycle. The state institutions and bodies, notably the Mioisting
Interior and the State Election Commission, should make further efforfs to

systematically i mprove the accuracy [of the

OSCE/ODIHR assessed that both rounds ofptfesidential elections(21 April and 5

May 2019) were well organised and the fundamental freedoms were respected, allowing
the citizens to make an informed choice between candidates. Three candidates ran for
the presidency, a woman and two men, including an ethnic Albanian. None of the
candidate hé an official party affiliation, but all of them were supported either by the
ruling coalition or the opposition parties. In the second round, the coalition candidate
won with 51.7% against the opposition candidate, who was supported by 44.8% of
voters. Tle turnout was 46.7%. President Pendarovski took office in May 2019.

A consultative referendumwas held on 30 September 2018. Of the 36.9% of voters
who cast their ballots, 91.5% supported EU and NATO membership by accepting the
Prespa agreement. OSCE/ODIdBsessed that the referendum proceeded in an orderly

manner without maj or irregul arities. Par | i
referendum and financed a public campaiagn
was led mainly by the ruling partiesd across ethnic lines. Media provided voters with

extensive information and diverse Vviews, C
campaign. Calls for Oboycottdé were mainly r

New provisions in the Elector&ode provided the grounds for electing the ri&ate

Election Commission(SEC), composed of members proposed by political parties, and

the extension of their term to cover the presidential elections. SEC organised the
referendum and the presidential elecs impartially and professionally, and generally

enjoyed public trust. A sustainable solution for the composition of the SEC needs to be
found in a transparent and inclusive manne
discrepancies between datalsaseed to continue to be addressed.

In line with the recommendations of OSCE/ODIHR and the Venice Commission, the
government undertook steps, in cooperation with civil society and political parties,
towards a comprehensive reform of tekectoral legislaton. The legal framework
underwent several changes, including the reimbursement of paid political advertisement
from the state budget. Although the legal framework is conducive to the conduct of
democratic elections, the referendum and the presidentietiogle highlighted that

some aspects, such as campaign financing, remain unaddressed. The initial work on the
electoral legislation needs to be finalised ahead of the new election cycle, in cooperation
with OSCE/ODIHR.

2 Following the signature of the Prespa agreement, the consultative referendum, held in September 2018,
asked the f ol Areoyou mdgavogruoe BU and NATO® membership by accepting the
agreement beteen the Republic of Macedonia and the Republic of Gréece?
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Parliament

The Parliament improved its performance as a forum for constructive political dialogue

and enhanced its legislative function. It has made some progress in restoring checks and
balances over the executive power, focusing on deepening the reforms, [further
increasing its oversight capacity and its transparency. The Parliament carried put the
ratification process of the Prespa agreement, including the promulgation of
constitutional change? ar | i ament al so engaged construc
Di al o ghutee@&urepean Parliamerthe accountability for those who committed
violence and orchestrated the attacks of April 2017 in Parliament continued|to be
established. Further efforts are needed to address se@laityd issues. A functional
oversight of he work of the government and of intelligence services, as well as the
capacity to monitor the protection of human rights and fundamental freedoms, should be
further strengthened. Political parties need to further improve their internal democratic
processs.

Parl i ament 0s rol e a s politidaledialogaei has impnosed i t ut i o
considerably. Over the reporting period, there was an intense activity in Parliament with
debates and adoption of Hélated laws. Consensus across party and ethnic lines was
established on several occasions, including for the amendments to the laws requiring 2/3
majority, particularly in the areas identified by the Council Conclusions such as the
judiciary, fight against corruption and intelligence services. The former Brésifithe
Republic refused to sign the laws adopted under the new name of the country, which
required a second passage of these laws in the Parliament. The process of constitutional
changes to implement the Prespa agreement revealed divisions between- VMRO
DPMNE® leadership and some of its members of Parliament, which resulted in the
formation ofa new parliamentary group.

The country continued to deal with the aftermath of the violent attacks in Parliament of

27 April 2017.Accountability for those who comitted violence and orchestrated the

incidents continued to be established by the courts. The verdict of the trials were
announced in March 2019. 16 defendants, including-lagél officials, were sentenced

from 7 to 18 years in prison. The Public Prosecur 6 s Of fi ce al so opene
on those who ordered the attacks, including feyel politicians. As part of a broader
reconciliation process, a Law on Amnesty was adopted in December Pi$8aw

does not provide for impunity regarding the amgsation or perpetration of serious

crimes related to April 27 attacks.

Although Parliament faces challenges in better planning and coordinating its work to
achieve a more effectiviegislative oversight the number of shortened and urgent
procedureshave significantly decreased. In 2018, 20% of laws were adopted in a
shortened procedure and none in urgent procedure (compared with 75% in shortened
procedure and one law in urgent procedure in the previous reporting period). Parliament
adopted and stadeimplementing its first 2022022 strategic plan. New intparty

groups on Ronfaand youth started working. THRear | i ament 6s wasver si gh
significantly strengthened, including the oversight of the interception of

® Internal Macedonian Revolutionary Organisatibdemocratic Party for Macedonian National Unity
“I'n line with the terminol ogy of Europeaefertomasti tuti o
number of different groups, without denying the specificities of these groups.
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communications. The Parliament shbwcontinue to work on the efficiency of the
democratic political system, including on the implementation ofGheup of States
against Corruptio(GRECO) recommendations on transparency of party funding.

Parl i ament engaged comsetr uDtabebyedn amei o
European Parliament, aiming at creating an atmosphere of national dialogue and
consensus among the political parties. The first round of dialogue took place in May

2018 and the second round is being prepared. The adoptithe Code of Ethics

aiming at addressing GRECO recommendations, was a concrete result of this process,

and inclusive work on thRules of Procedures at an advanced stage.

The ethnicrepresentation of members of Parliamentlargely reflects the ethn
composition of the population. Womendés repr

Despite the latest changes, the transparency in financipglit€al parties needs to be
further improved see Chapter 28 Judiciary and fundamental right®.olitical parties

also need to strengthen their democratic processes by further promoting freedom of
assembly and expression.

Governance

Democratic governance was strengthened over the reporting period. The government
continued to consolidate democraaydaule of law. It has sustained its commitment to
deepen the reform momentum and to deliver tangible results, including through EU
related reform plans. It continued to improve its decisi@aking process and the
transparency of its work. The intethnic situation continued to be calm overall. The
government has sustained efforts to foster iathnic relations and to implement the
Ohrid Framework Agreement (OFA).

The Law on Government was amended to provide for the establishment of the technical
goverrment and the soal |l ed 6é6Pr gino governmento arran
deputy Ministers from the opposition in key ministries) in advance of future
parliamentary elections. During the reporting period, the Minister of Justice was
replaced and there waa government reshuffle in June 2018 to include two ethnic
Albanian parties, Democratic Party of Albanians (DPA) and Alternativa. The total
representation of women in the appointed functions and in degisding,

management and governing bodies is 1104t of these, 15% were appointed as

Ministers, 7% as deputy Ministers, 25% as state secretaries and 9% in other appointed
positions.

Foll owing-60be OHReEago8ernment devel oped the
implementation of theEU reform agenda, prioritising the areas identified in the

Council Conclusions. The administration participated actively in the meetings organised

by the European Commission for the technical explanation @fdtpais

The inter-ethnic situation remained calm overall, dpite some occasional tensions.
The government pursued good relations among communities. A reference to the Ohrid
Framework Agreement (OFA), which ended the 2001 conflict and provides the
framework for preserving the mukthnic character of the societg, mentioned in the
preamble of the Constitution. The Law on the Use of Languages, which is considered by
ethnic Albanian political parties as an important legislative element that contributes to
complete the implementation of the OFA, entered into fancganuary 2019. The law
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was sent to the Venice Commission for its opinion.

Decentralisation has been a commitment since the OFA was signed in 2001. The
transition towards effective fiscal decentralisation to municipalities is still ongoing. The
lawonre@r t i ng and recording of public institu
the state to take over up to 51% of existing debts of municipalities asaifoneasure.

At the same time, work on introducing sound fiscal rules for local government has

begun These measures aim to avoid a possible relaxation of financial discipline among
municipalities.

Civil society

The environment in which civil society operates has continued to improve, with its
involvement in policymaking and legislative processeStrategic documents were
adopted, guiding the government's cooperation with civil society organisations| Both
governmental and negovernmental actors should ensure that safeguards are in place to
further strengthen checks and balances and should aimnf@aaingful consultation
process. An improved legal and financial framework is still needed to strengthen an
enabling environment for civil society.

An empowered civil society is a crucial component of any democratic system and is
recognised as such by &adnstitutions. Good progress was made towards the regular
functioning of the Council for Cooperation between Government and Civil Society and
the adoption of the 2018020 strategy, including its action plan. Further efforts are
needed to address limitéhnsparency, including through a more inclusive internal and
sectorial consultation process within the Council. Additional efforts are needed to
address the financial sustainability of civil society organisations such as a broader tax
harmonisation andrpdictable public budgeting.

Civilian oversight of the security/intelligence sector

Thanks to crosparty compromise, the legal framework enabling the reform of the
interception of communication was adopted with 2/3 majority. The new Operational
Technicd Agency (OTA) started working in November 2018. The parliamentary
oversight committee over interception of communications is in the process of hiring
experts to assist its work in this area. The Committee performed four inspection visits to
the Bureau forSecurity and Counterintelligence (UBK), the OTA, the Customs
Administration and the Financial Police in 2018 and 2019.

A broader reform of the intelligence services is under way, in cooperation with NATO
and other partner®lew laws on the National SedyrAgency and on the coordination

of the intelligence and security community have been adopted. It is essential that these
laws are swiftly implemented, in cooperation with NATO and strategic partners. It is
foreseen for the new Agency to replace the taygs Bureau for Security and
Counterintelligence as an independent state body, without police powers and with the
competence to gather intelligence for guaranteeing the security of the State.

2.1.2 Public administration reform

North Macedonia isnoderately prepared with the reform of its public administratio
Good progresswas achieved with the implementation of the public administre
reform strategic framework and in the area of policy development and coordinatig
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Ministry of Information So@ty and Administration has now a designated tear
coordinate public administration reform efforts with other key institutions, and the
government monitoring reports have been published. The Ministry has also se
team to support public authoegs with implementation of the Law on Gene
Administrative Procedures. Further steps have been taken to improve transp
including by publishing the number of public service employees and increasing t
of public consultations. The State Comnuossfor Prevention of Corruption has start
to address cases of politicised appointments by the current and previous gover
Further efforts are needed to enhance accountability of the administration and
politicisation of public service. Th€ o mmi ssi ondés 2018 r e
based recruitments in open competitions remains valid, especially on
management appointments. The respect for principles of transparency, me
equitable representation remains essential.

In the coming priod, the country should, in particular:

- ensure full respect of metitased recruitment for senior civil service and ol
positions;

- finalise the horizontal functional review and start implementing it to ensure
accountability lines betweenstitutions;

- ensure full implementation of the Law on General Administrative Procedures.

Strateqic framework for public administration reform

The 20182022 public administration reform strategy and the 2018021 public
financial management reform programme are the umbrella strategies for public
administration reform. The government has started to monitor and report on their
implementation, but an integrated monitoring and reporting framework has yet to be
established. Civil society has actively fepated in the monitoring of the
gover nment 0s The kighlevel mubkcfAdnonisttason Reform Council and

the Public Financial Management Council ensamétical support and supervision of
reforms. The Ministry of Information Society and Ammstration has increased its
capacities to drive the reform at the technical level. Mingstry of Finance needs to
become increasingly involved in the overall reform coordination, also due to increased
focus on managerial accountabilitgeeé Chapter 32 Financial Contro). The reform

also needs to be madimancially sustainable and systematically costed in the state
annual budget and the mediterm expenditure framework. Implementation of the
reform strategies is still very much dependent on exteloradr funding.

Policy development and coordination

The legal framework and institutional structures provide fpolcy-making system
including for managing the process of EU integration. Policy planning still needs to be
reinforced and become consist with mediurierm budgetary planning. The
government updated guidelines on preparation, monitoring and reporting of strategic
planning documents in August 2018. The General Secretariat needs to enhance its
central coordination and quality control roke follow up on implementation of these
guidelines. It will also need to upgrade the procedural rules and guidance on
development and monitoring of sector strategissDecember 2018, the government

adopted a decision to improve coordination among the mane nt r e o f goverr
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institutions. The improved coordination will be addressed in detail by the amendments
to the governmentdéds rules of procedure.

Evidencebased policy and legislative developmenare only partially ensured.
Administrative data collein and consistent use of data for decisigking need to be
strengthened. The quality of regulatory impact assessments has slightly improved, while
budgetary impact assessments are still either missing or they are not comprehensive.
Inter-ministerial comlsultations need to be properly integrated in the prodegblic
consultationshave improved through the national electronic consultation system. The
government's proposals to use shortened and urgent procedures for adopting legislation
have significantlydecreasedsge 2.1.1. Democraky

Public scrutiny of government work has improved, thanks to the increased number of
published government monitoring reports and communication.

Public financial management

The government has implemented the 20081 public financial management reform
programme and published the first annual monitoring report in early 2019. The
programme covers seven priorities. The 2Q021 fiscal strategy report underwent
sufficient parlamentary debate. It further strengthens budget management and fiscal
discipline to maintain macroeconomic stability, achieve gradual fiscal consolidation and
maintain a low budget deficit. The preparation of the 2018 and 2019 budgets has been
enhanced andubjected to public consultatioRurther efforts should be considered to
strengt hen tihvestmgmn mamagemard antd @asning capacities.

Progress has been made in improvinglget transparencythrough the publication of

a citizens' budget anddreased budgetary daBudget transparency and accountability

of public fund management should be ensured through efficient monitoring by the
executive and the Parliament. This includes following up on the State Audit Office
recommendations.

Public sevice and human resources management

While the Law on Administrative Servants and the Law on Public Sector Employees in
principle ensuremerit-based recruitment, promotion and dismissalsthese laws are

not fully applied across the administration. There eontradicting provisions in the

Law on Internal Affairs, which allow employees to be excluded from the application of
the Law on Administrative Servants. Procedures for temporary or service employments
with lower criteria are used in many cases, bypagste criteria set in the Law on
Administrative Servants. The grounds for dismissals need to be made more transparent.
Following public allegations of appointments of family members by the previous and
current government, measures have been taken by tlengeent and investigations
have been launched by the State Commission for Prevention of Corruption. The
findings of the State Commission for Prevention of Corruption may require further
changes in the recruitment processes of public institutions to nfeka more
transparent and metilasedi See Chapter 28 Judiciary and fundamental rights

While the government followed a specific procedure for the appointment of senior
managers, after the latest early parliamentary and local elections, there have been
concerns over consistent napplication of the principle of merit. A number of senior
depuy positions were introduced without merit criteria. The government is preparing a
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new law to regulate the conditions for recruitment and dismissals for top managerial
positions.

The Ministry of Information Society and Administration is in charge of coatthg

and monitoring thenanagement of human resourceacross the public administration.
However, its capacity needs to be strengthened to ensure systematic application of the
legislation. Better functionality of the Human Resources Management Informatio
System and its systematic use by line institutions has to be ensure@nilingeration
systemneeds to be revised

The representation of women in the public service has remained over 50%. Equitable
representation is not consistent across the publicrsactbacross all categories of civil

servants. There is higher representation of some minorities in the institutions whose
hierarchy includes that minority. Smaller ethnic minorities remain underrepresented in

the public sector . rbusementsao dedison hgobeen takeme nt 6 ¢
by the responsible institutions on how to tackle the issue of public employees not
showing up for work and on determining their final job positions.

Professional developmentis not yet systematic, and centraliseddatabase of the
training offered by various institutions is yet to be established. Vidtiggrity in the
public service is sufficiently regulated, including whisbwer legislation, data needs
to be made available on how integrity mechanisms are ingoitd in practice.

Accountability of the administration

To i mprove the admi nlinestofraacountability s fumcttonal onal i t
review has been launched to assess around 128 governmental institutions and their
functions and possibleverlaps. A number of institutions have continued to report to

both their line ministry and to the government in parallel. Managerial accountability is

not systematically implemented within institutions, and there is insufficient delegation

of responsibilly through the various management levedse( Chapter 32 Financial

Control).

Citizensd right t is prgecteddby thedimiependent ims@ELtions n
especially the Ombudsman and the State Audit Office. Systemic falbovo their
recommendabns still needs to be ensure€i t i zenso right t o ac
information has improved through increased transparency of most central government
institutions and the publication of 21 standard sets of documents. An open data
mechanism was set up. It teges a commitment by all state institutions to regularly

provide and update data. The delays in appointing of the Commission for Protection of

Free Access to Public Information from May 2018 until the end of March 2019 made it
nonresponsive to appeals that period. Its capacities have remained insufficient to

monitor compliance with the proactive disclosure of information requirements.

The law on administrative disputes was adopted in May 2019. In practice, the appeal
procedure foc i t i rglket tosadministrative justice is overly complex and lengthy.
Delays occur in enforcing administrative court rulings. While legislation defines
c i t i rgkttosséek compensatiorand the liability of public authorities in cases of
wrongdoing, data is yet to belxted to monitor compensation for damages.
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Service delivery to citizens and businesses

The national portal for services is being upgradedcreate a moreiser-oriented

administration that will serveas a single contact point and allow for equal access and a

digital interface with the state administration. The population register is yet to become
functional as the basic source of I nf or mat
interaction with tle administrationThe application of the interoperability framework

increased but political will and funding are needed for it to reach its full potential.

quality of services to citizens has remained lower than the services offered to
businesses.

Simplifying administrative procedures has been extremely difficult, as the Law on

General Administrative Procedurkas not yet been implemented systematically across

the administrationThe Ministry of Information Society and Administration has set up a
Ohpeldeskd team to support centr al and | oca
law. Considerable further training and awarerm@ssing is needed to ensure legal

certainty for citizens and businesses.

2.2 Rule of law and fundamental rights
2.2.1 Chapter 23: Judiciary and fundamental rights

The EUOGs founding values include the rule
proper functioning judicial system and an effective fight against corruption are of
paramount importance, as is the respect for funddaabeights in law and in practice.

The country hasome level of preparation / is moderately preparedo apply the

acquisand European standards in this area. Recent legislative changes have|largely
addressed the O6Urgent RedobthenvenkRe Commission e s 0, r
and the Senior Expertsd Group ongoedjstemic
progressin completing the amendments to the legal framework, particularly in the area

of judiciary and nordiscrimination, to address police impunigyd to reinforce th

protection of fundamental rights. The courts have pronounced final convictions in high
profile <cases under the remit of the Spec
intensified its work in investigating and prosecuting crimesragisind surrounding th
wiretaps. Discussions are ongoing between the government and the opposition to
finalise a sustainable solution for| the st
essential to continue establishing legal accountability for tilees arising from and
surrounding the wiretap3he anticorruption framework has been reinforced by a new
law and new competences for the State Commission for the Prevention of Corruption.
The work of the new Commission has already yielded results,dingwn high leve
cases. The full implementation of the new framework will be key to demonstrating the
ability of the authorities to prevent corruption and conflict of interests. However,
corruption is prevalent in many areas and remains an issue ofrcoite legal and
policy framework for fundament al ri ghts is
Office has been granted additional responsibilities. Efforts have been made to [further
improve the human rights situation in practice but a substantigbsibe of funds and
strong leadership are needed to ensure implementation and sustainability of n:leasures

taken. It is essential that choices made in appointment of members of independent and

regulatory bodies are based on merit to ensure that they areosednpf competent
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persons whose integrity cannot be questioned. The functional independence of these
bodies must be guaranteed at all times, including through adequate funding.

Functioning of the judiciary

The judicial system hasome level ofpreparation / is moderately prepared There
wasgood progresss n addressing the 6Urgent Reform P
from the Venice Commission and the Senior
issues. The Venice Commission praised the author e s & const ant ef for
rules governing the judicial system in line with international standards and pragtices.

The country stepped up the implementation of the judicial reform strategy and revised

its action plan. Regular monitoring at alvéds is needed to ensure that timelines|are
respected. All stakeholders need to remain engaged to deliver a reform that will penefit
citizens. Implementation of the new legal framework provides a firm basis for lasting

change. Beyond legal changes, it ssential that all judicial institutions demonstrate

their exemplarity and contribute, through additional efforts, to restoring public trust in

the judiciary.

In the coming year, the country should in particular:

- continue implementing the judicial reforstrategy, prioritising the development |of
a human resources strategy and improving the automated court case management
information system (ACCMIS) to ensure it is fully functional and reliable;

- ensure consistent implementation of the new rules for afmpemt, promotion
discipline and dismissal of judges, and demonstrate that the independence of the
judicial system is respected and promoted at all levels, shielding it from any risk of
political interference;

- fully implement the new legal framework reddt to the reform of the Judicial
Council and adopt a reform of the Council of Public Prosecutors.

Strategic documents

The 20172022 Strategy on Judicial Reformis the guiding document for reform in

this sector and the implementation of the related action plan, updated in October 2018,
is well under way. The country adopted amendments to many laws governing this
sector, notably the Laws on Courts and on the iald@@ouncil in line with Venice
Commission recommendations as well as the Criminal Code, and the law on
mi sdemeanour s. The countryo6s consistent e f
judicial system in line with international standards and best pradtees been noted

by the Venice Commission in its March 2019 Opinion on the Law on the Judicial
Council. The Council for Monitoring the Implementation of the Judicial Reform
established in April 2018 meets regularly. It acted as a forum for debate among
professionals on the implementation of strategic steps. The Council adopted the first
annual report on implementation of the Strategy in January 2019.

Management bodies

The Judicial Council maintained its mixed composition. In 2018, judges elected six new

members of theJudicial Council from among their peers and the new Council

President was elected from this contingent in April 2019. The Law on the Judicial

Council was amended in May 2018 and in April 2019 following consultation with the
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Venice Commissionrad the Council updated its internal rules accordingly. The Council
sessions are public and partly broadcast on auidial media. The changes made to the

| egal framework increased the accountabild]
remains a professnal full-time body but the new provisions remove the possibility for
immediate renewal of the sieear mandate for its judg@sembers and the voting rights

of both exofficio members for all procedures.

The Parliament elected two practicing lawyers a& meembers of theCouncil of

Public Prosecutors The planned amendments to the Law on the Council of Public
Prosecutors have yet to be adopted. The Council still lacks adequate human and
financial resources and has no separate budget, which brings intGowugs

i ndependence from the State Public Prosecut
its transparency, with decisions on appointments still lacking reasoning and it needs to

fulfil its role more proactively.

Both Councils need to demonstrateezidedly more proactive attitude in delivering on
their respective mandates.

Independence and impartiality

Judicial independence is enshrined in the Constitution. Measures taken have had a
positive impact on the independence of the judiciary but conimedforts are needed

to remove the risk or perception of political interference. Provisions in the newly
amended laws, provided they are properly implemented, can ensure the independence of

the judiciary. The Association of Judges continued to activetycgzate in reforms. It

established the first Judicidedia Council bringing together judges and journalists to
strengthen transparency. The Judici al Counc
were limited and it is essential that it steps upeitliciency to shield them from

potential external or internal pressure.

The Special Prosecutor's Office(SPO) continued its work, filed several indictments

and opened new investigations (more details ukagrt against corruption There are

different interpretations concerning the right of the SPO to open new investigations and

file indictments after 18 months following the handover of wiretaps. A draft law to

i ncorporate the SPO within the Public Pros
view to enabling the SPO to continue its work. In September 2018, the SPO published

a special report highlighting evidence of judicial misconduct revealed in the
unauthorised interception of communications. The State Commission for the Prevention

of Corruption hapened a file over alleged abuse of power and corruption targeting

some members of the judiciary.

The audit of the automated court case management information system (ACCMIS) was
completed in the courts with extended competence and the Ministry of Justice

foll owing adoption of a plan for regular s
system, has started its implementation. The audit led to investigations being open both

by the Public Prosecutors' Office and the Judicial Council. The investigaiens

ongoing but have not yet yielded concrete results. An upgrade of the system is
envisaged to address some of its deficiencies. It is essential that the country introduces a

case management system that is fully functional, interconnected and reliakiteatind

permits to extract data at the central level.
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Accountability

Both judges and prosecutors are obliged to declare their assets upon election or
following a change which exceeds an amount defined by law. Amendments to the Law
on Courts and to the Law ahe Judicial Council positively revised the criteria for
disciplinary responsibility of judges and introduced the possibility for anyone to initiate

a procedure before the Judicial Council, leading to six such requests being filed by legal
professionals rad lawyers. Additionally, the Law on the Judicial Council introduced
accountability for members of the Judicial Council, thereby addressing a previously
noted shortcoming. The Advisory Council for Judicial Ethics met twice but its impact is
as yet limited.The Academy of Judges and Prosecutors organised training sessions on
ethics and conflict of interest.

In terms of accountability of judges, following the abolition of the Council for
Determination of the Facts, the Judicial Council is processing five files against judges or
Presidents of Courts, including of the Supreme Court. None has been completed,
leadng to some of the judges concerned perceiving this as a form of pressure. One
judge was dismissed for unprofessional and inapt performance of duty in February 2019
and 10 disciplinary procedures were initiated in 2018. Disciplinary procedures were
launchel against three prosecutors. There was slow progress in enforcing the decisions
of the European Court of Human Rights on dismissed judges.

Professionalism and competence

The amendments to the Law on Courts and the Law on the Judicial Council improved

the system ofappointment and promotion and introduced qualitative criteria in the
professional evaluation of judges, in line with the Venice Commission's
recommendations and the O0Urgent Reform Pri
that appointmentsto¢h f i r st i nstance give prominence t
completion of the training in the Academy for Judges and Prosecutors in the
appointment procedure. In 2018, the Judicial Council appointed 4 judges and 2
Presidents of courts. The amendnsemtroduced a procedure for appeals to the

Supreme Court regarding appointment procedures.

The Council of Public Prosecutors appointed 25 prosecutors at different levels and
enabled 21 prosecutors to perform their tasks beyond retirement age to address t
shortage of staff. Both Councils need to improve the transparency of their work and
ensure respect for meritocracy in appointments and promotions. The Academy for
Judges and Prosecutors organised a total of 188rince training sessions. Consistent
implementation of the new legal framework is essential for the following period.

Quality of justice

The Academy remains the sole entry point into the judiciary, in line with
recommendati ons of the Senior Expemewsd Gr ol
managing board for th&cademy for Judges and Prosecutorsvas elected in October

and a new Director selected by the Board in November 2018. The post of Deputy
remains vacant.

The Supreme Court continued to work on improving the consistency of jutkyaneh
on harmonising court practice. According to figures received from the authorities, in
2018, the budget allocated to courts increased by approximately 2% and it stood at
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0.29% of GDP. The budget for prosecution offices increased at a similar rated-In

2018, the country had 25 judges and 8.4 prosecutors per 100 000 inhabitants, compared

to the 2016 European average of 21.5 judges and 11.7 prosecutors (as reported by the
European Commission for the Efficiency of Justice). A procedure for hiringtafidrs

courts is ongoing and 33 new staff provi de
Offices in February 2019.

The information technology situation in the judiciary is improving along with the
implementation of an IT strategy for the justice sediot it remains predominantly
dependent on donor funding. Lack of funds and staff continues to hamper the renewal
and maintenance of the IT tools. The physical conditions in courts are very varied and
accessibility remains a challenge across the coufdryinstance in the civil court in
Skopje.

Whereas the Supreme Court started holding regular meetings with the four courts of
appeal on consistency of jurisprudence in civil law cases, not all courts managed to
promptly upload judgements in the databageofdine access to jurisprudence. Courts

do not always have access to judgements of other courts, thereby impeding consistency.

The procedure for secondments to the European Court of Human Rights was completed,
thus fulfilling this 6Urgent Reform Priorit

Efforts are needed to promote the usaltérnative dispute resolution Arbitration is

still not considered as a viable tool to ensure justice, either by parties or by the courts.
The effects of the implementation of the new law on mediation, adop®@lLB3 are still

to be assessed.

Efficiency

Nearly all courts maintained elearance rate of 100% or higher, demonstrating
continued efficiency. There is no issue of backlog of cases in courts. The
implementation of the law on languages may affect theieficy in courts and public
prosecutordés offices.

In December 2018, amendments to the Law on Salaries of Judges were adopted as well
as to the Law on Judicial Service, providing for modalities on payment of supplements
to salaries of judges and of the igidl administration following previous salary
increases in the prosecution.

An initial assessment of the court network was carried out as a preliminary step to the
development of a comprehensive human resources strategy in the judiciary. Work on a
similar exercise for the prosecution has been initiated. This will help to ascertain the
real needs in public prosecutords offices.
and other support staff puts a strain on the functioning of courts and Publc®rc ut or s 6
Offices. The absence of a strategy affects the proper planning and allocation of human

and budgetary resources.

Amendments to the Law on Notaries and to the LaviEoforcement were adopted in

December 2018. A new tariff for enforcement officeras adopted in February 2019,

following challenging negotiations. Overall, the system has proved to be an
improvement compared to the previous system of enforcement by the courts. The notary
payment order works well, discharging the burden on the cddoisever, the overall

cost of enf orcement and the | ength of t h
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efficiency. This, together with the mandatory presence of an attorney for procedures
before notaries (including for inheritance) risks impeding accessusticg. The
moni toring of the enforcement officerso
Justice needs to be improved. A holistic approach to the reform of the sector covering
the different stakeholders is needed to address remaining challenges.

Fight against corruption

North Macedonia hasome level of preparationin the fight against corruptiorGood
progresshas been madirough further consolidating its track record on investigating,
prosecuting and trying high level corruption cases anchdking changes to legislation.
The new legal framework for preventing corruption has improved and the appointment
of the new members of the State Commission for Prevention of Corruption has been far
more transparent than in previous yeditse Commission &s taken important steps [to
proactively fight against corruption, involving high level officials across the political
spectrum.The Special Public Prosecutor has confirmed its leading role in investigating
and prosecuting higlevel corruption cases. A nelaw on the Public Prosecutor Office

to integrate the Special Public Prosecutor within the prosecutorial system has been
prepared. There is an awareness at political level of the need to effectively address
corruption. The criminal justice response agalmgh-level corruption has started to
generate concrete results, which needs to continue. The authorities have to further step
up efforts to demonstrate that the fight against corruption is a national priority|at all
levels of power.

In the coming yearhte country should, in particular:

- proactively implement the new rules for preventing and fighting corruption and
encourage, from the highest political level, a more proactive attitude on the part of
all actors engaged in this area;

- reaffirm its politicalwill to fight corruption by supporting all relevant institutions
with the necessary autonomy in exercising their prerogatives as well as human and
financial resources;

- consolidate the track record of final convictions in Hig¥el corruption case
including by confiscating criminal assets; ensure that the legal accountability jof the
wiretaps is continued independently from ongoing reforms within the prosecutorial
system.

Track record
North Macedonia continued to build on its traelcord for investigatig, prosecuting

and trying high level corruption cases. The@ e c i a | Pr os EGeQfiledl® s Of f i

indictments for serious criminal offences. Most of them concern abuse of office, abuse
of position, forgery of documents, embezzlement, and {acgke faud. One indictment

is pending confirmation by the Court. A total of 112 individuals are on trial in 17 cases.
Furthermore, the SPO has established its jurisdiction over two major cases where there
were suspicions of procedural and substantial irreg@saritin the case dubbed

OMonsterd where five people were murdered,

corruption case dubbed O6Magyar Tel ekomb,

hearings in several prominent cases have resumed involvimgrf@enior officials such
as the former Minister of Transport, the former Minister of the Interior, several former
19
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Security and Counterintelligence officials, key business people and local officials. The
courts ordered preial detention for the former Mister of Transport, the former
Secretary General of the Government and the former Director of the Bureau for Security
and Counterintelligence. This was commuted into house arrest. In 2018, the courts
issued five judgments against 19 individuals, inclgdimee verdicts based on a guilty
plea. Final sentences were pronounced against the former Prime Minister, his assistant,
the former Minister of the Interior and the former Director of the Bureau for Security
and Counterintelligence. In first instanceg thourt pronounced a guilty verdict and
imprisonment sentences from 3 years to 4 years and 6 months against four former
members of the State Election Commission, the leader of the Democratic Party of
Albanians (DPA) and the former Head of Security and @umntelligence. There are

108 individuals currently under investigations in 19 ongoing investigations. The Courts
need to consolidate their track record to demonstrate that the practice initiated in
cooperation with the Spoecedi al Prosecutorods C

The Public Prosecutor for Prosecuting Organised Crime and Corruption has
opened five new investigations involving seven individuals in Jegkl cases
(compared to six in 2017 involving 10 suspects). In total, together with four cases still
underinvestigation since 2017, there am@e ongoing cases involving 17 individuals
Cases mainly concern violation of procurement rules. Some cases involvievagh
officials such as the former Minister of Health, the former Deputy Minister of
Economy, andhe former Secretary General of the Government. This is in line with the
SPO practice of investigating senior officials to establish legal accountability of public
office holders and tackle their impunity. The court issued a first instance judgment
agains one of the accused. In one case, one defendant is standing trial. Investigating
and prosecuting higlevel cases needs to continue.

Regarding investigations ather officials such as administrative Directors, the Public
Prosecutor for Prosecuting Orgsed Crime and Corruption opened 11 new
investigations involving 16 suspects. In three cases involving four individuals,
investigations were closed. There are also 14 cases involving 26 suspects currently
under preinvestigation.

In 2018, the State Comnsisn for Prevention of Corruption receiveb90 statements

of interest and 852 declarations of assets. In total, there aé83% declarations from

el ected and appointed officials currently
March 2018, five outo t he Commi ssi onds seven members
resigned. The resignation was triggered by public reactions to the findings of the State
Audit Office on alleged financial irregularities. Consequently, the regular verification of
statements of terest and declarations of assets was hampered by procedural restrictions
during the year. As a result, within the short lapse of time between January and
February 2018 the Commission initiated only 26 procedures to determine the existence

of conflict of interest (149 were initiated for the whole of 2017). Under the previous

law, the Commission still had limited powers to act promptly and efficiently. The
Commission sent seven cases to the Basic Court for Misdemeanour proceedings. In
three cases, the coupronounced fines, and in one case, it issued a warning. The
Commission sent eight requests to the Public Revenue Office after the violation by
officials of their obligation to declare their property. With the new law, the Commission
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will be able to act andronounce sanctions autonomously for a more meaningful impact
of its assessments and decisions.

The new Commission, whose members were appointed in February 2019, opened
investigations over allegations of nepotism in the public administration in 65. cases
Investigations already yielded results. The commission determined that out of the 36
cases examined so far, there were 21 cases of possible nepotism and wrongdoings
during the recruitment process. Those cases fall either under the responsibility of
previous officials or under the current administration. Consequently, in at least four
cases, family relatives already resigned, and two misdemeanour procedures are ongoing
against one Minister and against the President of the Council of Public Prosecutors. The
Commission closed 15 cases due to the lack of determining elements or because no
conflict of interest was determined. The Commission also opened in May additional
cases involving current and former high state officials. The State Commission for
Preventionof Corruption also calls for reviewing several laws for preventing use of
discretionary powers in the recruitment process.

During 2018, within the Ministry of the Interior, the Department for Internal Control,
Criminal Investigations and Professional $tards started five individual disciplinary
procedures (14 in 2017). Procedures are ongoing. The Department also initiated
criminal proceedings on seven corruptiore | at ed char ges against
employees (compared with 13 proceedings agaihgmployees in 2017).

Institutional framework

Prevention measures

A new State Commission for Prevention of Corruption was appointed in February 2019.
In accordance with the new law, selection criteria for members are stricter and require
increased experience and a proven track record in the fight against corruptich (10/1
years). Neither the members nor the President can be former members of Parliament,
for mer gover nment members or a donor or
management board in the last 10 years. In an effort to be more inclusive and transparent,
the selection is the result of a three tier process involving members of the political
parties, the opposition, and representatives of specialised NGOs, and then a
representative of the Ombudsman Office, journalists associations and members of the
Academy of 8iences. Interviews of the candidates were broadcast on the parliamentary
channel.

To strengthen its capacity in fighting impunity and lack of integrity, the Commission is
vested with additional powers. It will be able to directly request information from
numerous financial institutioris banking, traffic institutions to facilitate the process of
verification of the officialsd statements
initiate misdemeanour procedures. The competence sharing with ahgretent
institutions has been clarified and a leomprdue mechanism to support functional
independence established. The budget will be voted directly by the Parliament and not
through the Ministry of Finance to strengthen its financial autonomy. Thdaveaiso

provides its Secretariat with extended executive (operational) powers to manage its
work.
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There are several codes of ethics in place in various state institutions. Efforts continue
to improve integrity policies, transparency and accountabilifyudiiic institutions and

state enterprises. However, they need to be complemented by an effective and timely
control mechanism for public procurement, concessions, pphliate partnerships and
execution of public contracts. There is a need to be ablapply administrative
penalties to contracting authorities in case of breach of the procurement law.

The St at e Audi t Of ficebds I T infrastructur
interconnected with other relevant institutions.

Existing penalties under ¢nhLaw on the Prevention of Corruption and Conflict of
Interest and the Electoral Code need to be applied more systematically and visibly.

Law enforcement

The main institutions dealing with law enforcement are the Department for Serious and
Organised Crne within the Ministry of the Interior and a specialised Public
Prosecutor's Office for Prosecuting Organised Crime and Corruption within the Public
Prosecutor's Office. A draft |l aw is wunder
Office to continuets work.

In cases of corruption, the police refer the cases to the public prosecutor who then leads
investigations. The long overdue investigative centres were established, as required by
the Law on Criminal Procedure. The investigative centres will aiipihve public
prosecutor assuming their leading role in investigations. The Public Prosecutor's Office
must also demonstrate its capacity to act proactively in pursuing cases referred by the
State Commission for Prevention of Corruption, the State Auéfit®©and other
institutions. In the field of economic crime, experienced and trained police officers are
working at central level, and some public prosecutors have solid knowledge about
conducting financial investigations. Those skills need to be fullsduthrough a
comprehensive strategic approach with clear priorities within the public prosecutorial
office. Setting up the investigative centres aims to support this process and alleviate
shortcomings at local level.

The electronic case managementsystethn t he Publ i ¢ Prosecutor ds
must become more efficient. Investigations of corruption in public procurement and
concessions are becoming more frequent due
started financial investigations andaking use of confiscation of assets. The powers

and resources of the police, the Public Pr
for Management of Confiscated Property need to be strengthened to allow seizure and
confiscation of criminal assets, inding in the early stages of criminal investigations.

This should confirm the positive trend of adopting temporary measures for freezing

bank accounts and property. It was decided to freeze bank accounts in four cases
compared to only one last year.

Legalframework

North Macedonia is party to all international amrruption conventions, including the
United Nations Convention against Corruption. The criminal code penalises a wide
range of corruption related offences. In 2018, the government improveteghke
framework for preventing corruption by adopting a new Law on Prevention of
Corruption and Conflict of Interests. The new law increases the powers of the State
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Commission for Prevention of Corruption. It clarifies and strengthens a set of key rules
governing incompatibilities between certain public functions, or restrictions on doing
business while holding public functions. The law also includes sanctions against
institutions that fail to provide information. It facilitates the collection of infornmakiyp
establishing a single form for the declaration of assets and statement of interests in line
with the GRECO recommendations. The forms are submitted electronically into the
database to ease control and verification.

The Law on thd=inancing of Political Parties stipulates the manner and procedure for

ensuring financial means and their management to political parties. Rules on the
financing of preelectoral campaigns are set out in the Electoral Code. Amendments to

the Law on the Financing of Politic&tarties from the state budget increased the
proportion of funds available from 0.06% to 0.15%, to increase the financial
independence of political parties. In parallel, the maximum amount of donations by both

legal entities and individuals was decreasdte Btate Audit Office exercises-prst

controland he St ate Commi ssion for Prevention of
it to carry out inspections at any time, allowing the continuous monitoring of party
financing.

Amendments to théaw on free access to public informationwere adopted. These
amendments incorporate the right to request information on public finances of political
parties.

The Law on lobbying adopted in 2008 regulates lobbying activities, the registration of
lobbyists and includea supervision mechanism. There is still a need for introducing
rules on how members of Parliament engage with lobbyists and other third parties who
seek to influence the legislative process.

Amendments to the Law on the Protection \bhistle-blowers, and secondary

legislation, implement the recommendations of the Venice Commission but require

further alignmentvith the new EUacquison thisissueA 6 Manual f or the pr
whistleb | ower sé6 was prepared, and a software
received by the State Commission for Prevention of Corruption.

Strategic framework

The State Programme for Prevention and Repression of Corruption and Reduction of
Conflict of Interests with a multiannual action plan (2@208.9) is the fifth strategic
document. The priorities are to strengthen the institutional and legal framework, and
ensure effective sanctions against corruption. It also aims to increase public
participation and ensure efficient coordination, monitoring and evaluation. The recent
reforms contribute substantially to achieving these objectives, notably the strengthening
of the institutional and legal system, and the repression part via the work of the Special
Public Prosecutordés Office.

Fundamental Rights

The legal framework on the prateon of fundamental rights is largely in line with
European standards. Good progress was made with the adoption of amendments to the
Criminal Code on hate crime and the adoption of the Law on Prevention and Protection
from Discrimination, a national action plan for implementatioh tlee Istanbul
Convention and the dastitutionalisation strategy. However, the external oversight
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mechanism of the police is not yet fully operational. The country also needs to make
additional efforts to consistently disseminate and address recomno@sdattiEuropean
and international human rights bodies, notably regarding the treatment of detained

persons, women and persons with disabilities. The probation system needs to be further
developed by ensuring availability of alternative sanctions, as tlibave a positive
effect on both individuals and on the penitentiary system as a whole. Continued |efforts
are needed to implement the judgments of the European Court of Human Rights.

In the coming year, the country should, in particular:

- ensure that all recommendations of European and international human rights|bodies
are systematically disseminated and implemented, in particular those related to
detention, gender equality and the rights of persons with disabilities;

- develop further commuity services to identify children at risk and to support
children victims of violence, Roma and children with disabilities, including by
improving interagency cooperation;

- implement the new Law on the Protection and Prevention against Discrimination,
engire the harmonisation of other laws with this new law, and improve faljpwf
all new and outstanding cases of discrimination, hate crime and hate speech.

The country has ratified mogsnternational human rights instruments. In the
reporting period, the ount ry under went the United Natio
by the Human Rights Council and was reviewed by the UN Committees on the
Elimination of Discrimination against Women and on the Rights of Persons with
Disabilities respectively. Practitionevgorking in those areas must be made aware of

the recommendations stemming from these bodies so that they may introduce adequate
changes in their working practices.

The European Court for Human Rights (ECtHR) has found violations of the
European Converdn on Human Rights in 12 cases related mainly to freedom of
association in conjunction with freedom of religion, right to liberty and security and
right to a fair trial. The number of new applications lodged with a deemigking body
decreased to 305 artiere are 339 cases pending before the court. The number of
pending ECtHR judgements to be executed stood at 51 at the end of March 2019, with
four undergoing an enhanced monitoring procedure. The authorities have made progress
in execution of protractegidgments and in April 2018 they issued a public apology in

the ElI Masri case. The staff of the Bureau for Representation before the ECtHR was
increased to five people in 2018.

The promotion and enforcement of human rightswas strengthened with the new
conpetences granted to the Ombudsmands offic
The Ombudsmanés office was also tasked wit
Convention on the Rights of Persons with Disabilities. The government made good

progress ot he I mpl ementation of measures stemmi
report. The Officeds budget was increased &
staff wild]l help the Ombudsmanés Office to

will need futher strengthening to effectively fulfil its new obligations. The Office

received 3 458 complaints in 2018, with the largest share concerning the judiciary

followed by labour relations, penitentiary conditions and consumer rights. The largest
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number of cafirmed violations related to financial and tax issues, followed by labour
relations, child rights and judiciary.

The government has prepared an action plan to address the recommendations of the
European Committee for the Prevention of Torture and prdwigerterly reports to the
Committee. This led to improvements in fxe@vention of torture and ill-treatment.

Staff members in penitentiary and educatiec@irectional institutions were trained on

the new Code of Conduct for Prison Personnel based outepean Code of Ethics

for Prison Staff. Amendments to the Laws on Courts and on the Public Prosecution
Office completed the legislative framework for establishing an external oversight
mechanism over the work of the police and the prison police. Ptosgdave been
assigned and have started their work on overseeing the police. However, the mechanism
is not fully operational as investigators still need to be nominated and the civil society
members of the civil control mechanism with the Ombudsman'seéffave yet to be
selected.

Work is ongoing to take the most derelict facilities out of operation to address the
inhumane conditions noted by the Committee for the Prevention of Torture in some
detention facilities. Poor conditions in police stations,iadocare facilities and
psychiatric institutions need to be urgently addressed. Despite reinforcements in terms
of staff, the National Preventive Mechanism against torture continues to be hindered by
insufficient resources.

In 2018, only three complainfer excessive use of force andtileatment were filed to

the Directorate for Execution of Sanctions. However, this could indicate a low level of
trust in complaint mechanisms. The nine con
for ill-treatment in psons were dismissed as unfounded while three complaints-for ill
treatment by the police were t Oatofthebdt t ed t C
complaints from citizens on the use of force by police officers, only five were deemed
admissible byhe Unit for Internal Control and Professional Standards at the Ministry of

Interior. In turn, the unisubmitted criminal charges for -lteatment in three cases

involving four police officers and notified two other cases involving three police
officerst o t he Public Prosecutorodés Office. The
police and prison officers for cases oftiéatment remains very low. It is expected that

the new external oversight mechanism over the work of the police and the prison police

will address the perception of impunity. From January teiadch 2019, the relevant

unit within the Public Prosecutorsodo Office
against police officers and a few reports of the use of excessive force in prisons.

Construction and refurbishment in tpason systemis ongoing. New serppen and

open units were inaugurated in Idrizovo Prison but the transfer of inmates to the new
premises is slow. The new Law on Execution of Sanctions, adopted in March 2018
addresse weaknesses in the development of a professional management approach in the
prison system and introduces new rules limiting the duration of solitary confinement.
The strategy for the development of the penitentiary system continued to be
implemented andone prison staff were trained on the treatment of violent prisoners,
dynamic security, and on international standards and national legislation.

The penitentiary sector remains underfunded, understaffed and overly reliant on donor
assistance. Healthcare prisons remains deficient and the transfer to the Ministry of
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Health is still not finalised. The release of 795 persons based on the December 2017
Law on Amnesty reduced prison overcrowding but is not a sustainable solution as the
probation system is #tiat an early stage of development. The rollout of probation was
further delayed until probation officers were recruited for 26 basic courts in November
2018. Following the adoption of the relevant secondary legislation in May 2018, the
courts have slowlystarted issuing alternative sanctions to detention. Developing
alternatives to detention is fundamental for sustainably alleviating overpopulation,
improving the resocialisation and rehabilitation of convicts and reducing the risk of re
offending. Additimal efforts are required to ensure that education arstarlisation
services are available in all penitentiary and educatiooaectional facilities.

On theprotection of personal data,the Directorate for Personal Data Protection needs
adequate resoces to perform its tasks effectively. In 2018, the Directorate received
396 complaints and carried out 291 inspections, including in the fields of judiciary and
law enforcement. Most complaints concerned alleged abuse of personal data on social
networks, and alleged unlawful direct marketing and video surveillance. Nine
misdemeanour cases were initiated in 2018 but the number of administrative sanctions
in cases of breach of personal data protection legislation remains low. The Directorate
has continued teeview draft legislation, including on the reform of the interception of
communication, to ensure its compliance with data protection rules. The Directorate
continued to provide training to personal data controllers and processors and to law
enforcement grsonnel and judiciary personnel. Although amendments to the Criminal
Code strengthened personal data protection in criminal cases, there was no concrete
progress on alignment with the General Data Protection Regulation 2016/679 and
Directive 2016/680 (LaviEnforcement Directive). The country has not signed the 2018
Protocol amending the Convention for the Protection of Individuals with regard to the
Automatic Processing of Personal Data of the Council of Europe.

Freedom of thought, conscience and religioncontinued to be guaranteed and
discrimination on grounds of religion prohibited. In April 2018, the European Court of
Human Rights ruled that the State violated the Convention by refusing to renew the
registration of the Tetovbased Bektashi Community. Theourt's rejection of the
country's complaint on the Orthodox Ohrid Archdiocg§&reekOrthodox Ohrid
Archdi ocese of judgneent Rithirespec to fréedom ahagsociation
seen in the light of freedom of religion means it now has toni@emented. The
Committee of Ministers of the Council of Europe examined the same case in March
2019 and it welcomed the decision to reopen the registration proceedings and to ensure
redress for the applicants in compliance with the Convention. Popeig-wsited the
country in May 2019.

Freedom of expression

The country hasome level of preparation /is moderately preparedin the area o
freedom of expressioand madegood progress The climate formedia freedomand
freedom of expressiohnas improved. Open political debate and critical media repaorting
continued. Further setegulation efforts are required to improve professional standards
and the quality of journalism. The ban on government advertising was respected.
Sustained efforts are needed to improve the independence, professional standards and
financial sustainability of the public broadcaster. It is essential that the authprities
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continue to promote freedom of expression. Amendments to the Law on Audio and
Audio-visual Media Services have been adopted and their implementation will require
strong political commitment to guarantee professionalism, respect for the principles of
transpaency, meritbased appointments and equitable representation. The financial
sustainability of private media and working conditions of journalists remain a challenge.
The country has addressed some of the recommendations from the 2018 report,| notably
by creating a climate that is favourable for expressing pluralistic viewpoints.

In the coming year, the country should, in particular:

- continue supporting media pluralism, promoting professionalism, objgctive
reporting and investigative journalism. Build resiice to effectively combat
disinformation;

- continue reforming the public broadcaster, ensuring its financial viability| and
independence;

- continue paying attention to the swift and effective folagvby law enforcement
and judicial authorities of all inshces of physical and verbal violence against
journalists.

The overall situation and political climate for media continued to improve. The
government intensified its efforts to support media through legislative changes and by
providing financial subsidiedor print media. The open dialogue and increased
transparency of institutions is acknowledged by professional organisations. Challenges
remain however and additional measures are needed to support freedom of expression.

Intimidation of journalists

Since March 2018, there were five new cases of intimidation of journalists, marking a
decrease from the previous year. The Ministry of the Interior started to cooperate with
the Association of Journalists to establish accountability for incidents of physical and
verbal abuse or threats against journalists. However, there were two incidents of
statements against the media being made by high government officials. Politicians and
public officials still need to demonstrate a higher level of tolerance towards criticism
and promote freedom of expression. Procedures for police conduct towards journalists
and registration of attacks need to be improved. Law enforcement authorities and the
Public Prosecutor 6s Ofupalléneidemseagaihst jowlste f f ect i v
Old cases of the most serious physical attacks against journalists (13) have not been
resolved due to unprofessional conduct in the investigations.

Legislative environment

The Law on Audio and Audiovisual Media Services was amended in December 2018
and February 2019. The law is now in general accordance with European and
international standards on audiovisual media. Some stakeholders criticised the opacity
of the process anabsence of public consultation on last minute changes to the law. In
view of changing market realities, the legislative framework will nonetheless need to be
further aligned with the new Audiasual Media Services Directive. Hate speech is
illegal both mline and offline. Preliminary steps have been taken to reduce fines for
defamation to a symbolic amount which is expected to improve the sense of balance
between freedom of expression and protection of reputation.
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Implementation of leqgislation/institutis

The Agency for Audio and Audiovisual Media Services has been exercising its
supervisory role, including during the referendum and the presidential elections. Due to
ambiguities in the legal framework, the State Election Commission and the media
regulats each presented contradictory instructions on the access of referendum
stakeholders to paid advertising. As part of the media monitoring during the
referendum, the Agency initiated five misdemeanour procedures notably for misuse of
paid public propagandand disrespecting deadlines.

The number of investigative articles rose from 0.8% in 2017 to 2% in 2018 but the
quality of reporting and respect for professional standards need further improvement.
The Public Prosecutor 6s Oihst &a penalistpre hee d an
grounds of hate speech. In 2018, the Council of Media Ethics received 68 complaints

for disrespect of ethical standards, notably online (76.5%). Since March 2018, 12 new
lawsuits on defamation were registered against journalists.

Public service broadcaster

The reform of the public service broadcaster is at an early stage. As provided for by the
Law on Audio and Audiovisual Media Services, funding for the public broadcaster, the
regulator and the broadcasting public enterprise fitoenstate budget will increase to

0.8% after the budget rebalance. The financial sustainability of the public broadcaster
needs to be ensured. Upholding the public
undue political influence needs continuous attentAdditional efforts are required to

improve the quality and objectivity of its reporting, to improve procedures and to
modernise its technical equipment. A longemm strategic reform needs to be
developed in consultation with stakeholders.

Economicfactors

The media agency increased its efforts to disclose the possible existence of illegal media
concentration. It is essential to further strengthen the capacity of the regulator to identify
collusion between media and politics which impedes editoridependence. The
economic impact of rapid technological developments on the -aiglial media market

needs to be evaluated by the authorities when preparing new legislation.

Government advertising on commercial channels is banned. Media stakeholders
expressed concerns that legal changes permitting public funding of the referendum
campaign via media advertisements risked repeating influence of political parties on
editorial lines. There are six daily newspapers, including two in Albanian language.
Following the recommendations of the Senior Experts' Group on systemic Rule of Law
issues in 2017, the authorities allocated approximately EUR 700 000 to support the
print media.

Internet

The legislation prohibiting internet service providers from controllirtgrivet traffic
continued to be applied. Online media remains unregulated. Disinformation, hate
speech, disrespect of professional standards and violations of intellectual property rights
are frequent in online media. The authorities need to take measuefectively
combat disinformation. Setegulatory principles and ownership transparency are

needed to increase the respect for ethics and professionalism in online media.
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Professional organisations and working conditions

There was no progress on impiy the labour and social rights of journalists whose
working conditions are very poor. Consequently, journalists still practice self
censorship. Lengthy negotiations led by the independent union of journalists and media
workers did not result in any cotleve union agreement with any media outlet. Union
members are part of working groups working on updating relevant laws.

(See also Chapter dnformation society and media

Freedom of Assembly and Associatiorare guaranteed by the Constitution which,
similar to the Law on Public Assemblies, allows assemblies without prior
announcement. However, no new legal safeguards were introduced regarding the

provi si on on Oparticipation in a crowd whict
amendments to the Criminal Code. During 2018 there were no restrictions on the
exercise of these rights, including in ter.

the 30 September referendum took the form of rallies and social media activity. It
featured nationalistic language which was often inflammatory. Regular gatherings also
took place to protest against the process of changing the name of the country resulting
from the Prespa agreement. These gatherings did not give rise to concerns in terms of
use of force. On freedom of association, the Law on Associations and Foundations does
not contain undue restrictions to the exercise of this right.

Issues oflabour and trade union rights are further covered i€hapter 19- Social
policy and employment

Regardingproperty rights, the absence of strategic documents results in lengthy
procedures and insufficient coordination between institutions. This leadslagsdn

updating registers by the municipal authorities and the Central Register. The Cadastre

Office maintained a high rate of resolved cases in 2018 (98%). The reduction of costs

i ntroduced in January 2018 | ed t astrei mprove
services. Registration of land and properties is complete and in December 2018, a
funding agreement was signed for the laser scanning of the country's territory. However,

the administrations that handle restitution, compensation, and legislatioasgesc

struggle to manage their caseload. There remain approximad@§ @denationalisation

cases which still need to be resolved.

The legal framework omon-discrimination has been further alignedith the EU
acquis and European standards with the adwptof the Law on Prevention and
Protection against Discriminatioithis law covers a wide range of protected grounds
which now also includes sexual orientation and gender identity. A National
Coordinative Body was set up to monitor the implementationetebal and strategic
framework on nordiscrimination.

Weaknesses in terms of budgetary allocations and implementation of the@216

National Strategy for Equality and Ndpiscrimination remained. Deficiencies in the

work of the Commission for Protecti from Discrimination persisted while its premises

and financial resources remained inadequate. There is public mistrust of this body,

which is seen as politicised and linked to the former ruling party. The new Law foresees

the election ofanew Commissia The Ombudsmands Office receée
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discrimination. Amendments to the Criminal Code adopted in December 2018 clarified
provisions on hate crime and expanded t he
Office became more proactive in op®py investigations for alleged hate speech.
Collection of data on hate speech is not systematic while an increase in cases of hate
crime was noted in the Civil Society database. The Agency for Audio and Audiovisual
Media Services reported one case of @tbphate speech and discrimination, which was
rejected by the Commission for Protection from Discrimination.

Some progress was made equality between women and merThe legal framework

is largely in line with theacquisbut it needs upgrading following the ratification of the
Istanbul Convention. The government adopted a national action plan for implementing
the Convention and a national action plan for gender equality {2028) which
proposes to introduce a 50% qudte ensuring participation of women in electoral
processes and decisiomaking by 2020. The plan envisages measures to raise
awareness of gender equality and address gender stereotyping. The Parliament adopted
a new Law on Termination of Pregnancy, whielmoves some of the restrictions and
administrative obstacles (compulsory counselling followed by a -thagewaiting
period) which had been previously introduced in 2013. Gender budgeting provisions
were implemented at ministerial level. In 2018, three oasgis centres for victims of
sexual violence were set up in Skopje, Tetovo and Kumanovo. However, additional
shelters for victims of sexual and gendbased violence and human trafficking will be
needed to meet the standards of the Istanbul Conventiengdnder equality unit of the
Ministry of Labour and Social Policy plays a key coordination role and it needs to be
adequately resourced to ensure legal and policy tools are implemented effectively.

The legal frameworKor the rights of the child largely complies with international
standards. The amendments to the Criminal Code adopted in December 2018 expand
the definition of violence against a child, explicitly covering psychological violence,
online violence and peer violence and raise the minimunfioagmwed life with a child

from 16 to 18. Implementation of legislation needs to be reinforced and stakeholders
should make the best interest of the child a guiding principle. The national Coordination
Body for Protection of Children from Abuse and Negleas been monitoring violence
against children against a set of indicators. Following the monitoring of the Lanzarote
Committee of the Council of Europe, a number of recommendations were issued to the
country related to protection of children from sexasluse, covering for example
prevention, awarenesaising and screening of professionals in contact with children.

A new action plan for children is still pending since the last one expired in 2015. The
deinstitutionalisation process is under way andttieseent of children to community
based care has started, leading to the closure of three residential institutions. Additional
community services are needed to identify children at risk and to support Roma and
children with disabilities who are victims discrimination and segregation. 2018 saw

an increase in child trafficking and a study found that 8 out of 10 children in the country
faced violence. Despite measures taken to improve -agency cooperation,
coordination in preventing and respondingtovience is | i mited. The
Office confirmed 66 violations of child rights in 2018. The Law on Juvenile Justice is
being implemented but access to justice and legal representation should be improved.
There were no improvements in the material coonist and availability of education for
detained children.
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There was some progress in improving tlghts of persons with disabilities The
national coordinative and monitoring bodies for implementing the UN Convention on
the Rights of Persons with Disab#s were established. In October 2018, the UN
Committee on the Rights of Persons with Disabilities recommended further efforts to
guarantee nodiscrimination, to repeal provisions allowing involuntary deprivation of
liberty, to improve accessibility, tensure inclusive education, etc. The government
adopted an ambitious National Strategy on Deinstitutionalisation {20)1L8and
corresponding action plan. The government is committed to ensuring that by 2020 no
child under 3 years old will be institutiomsgd. The resettlement of some children with
disabilities to small community homes has begun. The moratorium on admitting new
residents to the Special Institute of Demir Kapija remains in effect but conditions in this
institution remain very poor. In 2018he Ombuds mandés Office repo
related to discrimination against children with disabilit{&ee also Chapter Ii9Social

Policy and employment)

The rights oflesbian, gay, bisexual, transgender and intersed. GBTI) persons are

better protected following amendments to the Criminal Code and adoption of the new
Law on Prevention and Protection from Discrimination. Sexual orientation and gender
identity are grounds for protection in both. The positive attitudenfthe political
leadership and advocacy by the LGBTI inparty group of 13 MPs continued.
However, societal prejudice, hate speech, discrimination and widespread intolerance are
prevalent against LGBTI persons. Incitement to homophobic/transphobia raatce
violence needs to be more effectively prevented and prosecuted. No final convictions
have been issued for the 2012, 2013 and 2014 attacks on the LGBTI support centre.
Further efforts are needed on tackling and collecting data on hate crimes and hate
speech based on sexual orientation and gender identity. The legal framework does not
allow for the official recognition of samee x coupl es. Transgender
healthcare remains limited. Preparations to establish legally regulated gender
recoquition procedures were initiated in November 2018. In January 2019, the ECtHR
found the country to be in violation of the Article 8 of the Convention related to the
right to private and family life following a case related to the absence of legal gender
recognition procedures.

Regarding procedural rights, the legal framework notably provides for the
presumption of innocence and the right to communicate with a lawyer. Amendments to

the Law on Criminal Procedure to transpose provisions of thadeuisrelaed to the

right to interpretation and translation, the right to information and victims' rights have

yet to be adopted. However, the country already partly providestilgasein practice.

There were delays in adopting the law on legal aid which impadegiss to justice of

the most vulnerable people including children. The Law on Compensation for Victims

of Crime has yet to be adopted. The broadc
verdictst o suspects in cases of tay018agnckici a l Pr
March 2019 raised concerns on the respect for the presumption of innocence.

Regarding theprotection of minorities, work is ongoing to strengthen the legal
framework on minorities on nemajority communities. The Parliament adopted the law
enabling the establishment of a new Ministry of Political System and@Qaestmunity
Relations. This Ministry would take over the functions of the Secretariat for the
Implementation of the Ohrid Framework Agreement and of directorates dealing with
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communit es® I ssues under the Ministry of Educ

Culture. This new Ministry needs to work closely with the AgencyGommunities

Rights Realisationinstitutions in charge of minoritgelated policies are politically and
ethnicdly divided, with unclear roles and are left outside the mainstream policy and
decisionmaking process. The absence of bias disaggregated data collection does not
allow the level of discrimination faced by members of minorities to be verified.
However, theauthorities and the media must pay attention to this issue. While the
government shows commitment to the integration of all people, including through the
work initiated on drafting of a strategy
needs to belone on improving social cohesion. There is no system to monitor the
implementation of the recommendations issued by the Advisory Committee of the
Framework Convention on National Minorities, and existing measures, mainly funded
by donors, are insufficig¢n

Implementation of thé&koma inclusion strategy (2032020) and corresponding action
plans for education, employment, housing and gender, and health, is gradual and much
remains to be done on Roma inclusion. The government is committed to continuously
increasing funding for Roma irgeation policies, but the lack of expenditure
monitoring, combined with the poor absorption of existing funds, remains a problem.

According to a regional survey on Roma inclusion, the country has fared well compared
to its neighbours and has improved Ihfiae priority areas, albeit at different rates. The
completion rate of compulsory education stands at 70%. However, this figure is
significantly lower than that of the mainstream population living in similar areas. Roma
girls are particularly affectedpften due to early marriages. Segregation in school
remains high, with 40% of marginalised Roma students attending majority Roma
schools. Systematic, rather than reactive measures by state institutions are required to
address the issue of street childréhe Ombudsman's Office reports about 337 child
beggars recorded on the streets. Of these, 328 are Roma of all age groups, including
babies.

The Roma Information Centres, together with Roma health and education mediators,
provide good support. Regarding using, the objective to reduce the gap between
Roma and noiiRoma citizens is progressing very slowly and most of the planned
measures have not been implemented. Many Roma settlements are not included in
existing urban plans and only 17.6% of all allocasedial housing is reserved for
Roma. At 49%, the unemployment rate of Roma is significantly above that of their non
Roma neighbours. In addition, the number of Roma benefiting from concrete
employment measures is very limited. A revision of the mechamgstace to promote

Roma employment at all levels is needed. Although efforts have been made to decrease
of the number of Roma without identification documents, through a public call and the
work of civil society organisations, no preventive measures vadentto avoid future

cases. There is no mechanism to identify or determine statelessness and no stateless
protection status. The number of Roma without identity documents is estimated to be
around 700. The set of priority actions identified in the Novergbé&7 Roma seminar

are only partially addressed with the monitoring and reporting responsibilities being
unclear.
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2.2.2 Chapter 24: Justice, freedom and security

The EU has common rules for border control, visas, external migration and asylum.

Schengenaoperation entails the lifting of border controls within the EU. There is
cooperation in the fight against organised crime and terrorism, and in judicial, p
and customs cooperation.

also
olice

North Macedonia isnoderately preparedto implement theacquis Good progress
was made, including on legal alignment in the area of migration. The operg
capacities of law enforcement agencies improved. Good progress was also n
meetingl a st year s recommendations by i
i nterception of communication in |in
be reinforced by completing police and intelligence sector reforms. With the ad
of the Strategy for Strengthening the Capacities for Conducting Financialigjatests

itional
nade in

mpl e me
e with
pption

and Confiscation of Property and the setting up of a dedicated financial investigation

unit in the police, major steps were taken to prioritise financial investigations anc
recovery. Migration management efforts continued, including thealimg of an
agreement with the EU for cooperation with the European Border and Coast
Agency. Systematic registration of migrants and protectemsitive profiling, to
guarantee that their needs are addressed, need to be enhanced. Measuresrt
violent extremism and fight terrorism need to continue.

In the coming year, the country should, in particular:

provide all necessary means to effectively implement the Strategy for Strengt

the Capacities for Conducting Financial Investigatiam$ Gonfiscation of Property;

ensure that institutional reforms of the security sector (criminal police, fing
units, intelligence services, National Coordination Centre for the Fight ag
Organised Crime) are effective and translated into a pweacpolicy of
implementing the strategic documents and achieving further tangible results;

ensure that priorities are clearly defined when preventing and fighting terroris
that the Coordinator's office can effectively perform its mandate.

asset
Guard

0 count

nening

ncial
jainst

m and

Fight against organised crime

The country hasome level of preparationin the fight against organised crime. T
legislative framework is broadly in line with European standards. Efforts to imple
strategies against organised crime and actively measurarnipact need to continug
Some progresswas al so made in meeting | as
improving the track record, stepping up law enforcement cooperation and subst:
improving the operational capacity to fight trafficking in humasinigs. Furthe
progress was made at the operational level by improving the effectiveness
National Coordination Centre for the Fight against Organised Crime and participa
joint operations with EU Member States and neighbouring countries. teoweore
needs to be done on threat assessments and on prioritising the fight against
laundering and financial crimes. Coordination remains crucial for all stakehc
involved in fighting organised crime.

In the coming year, the country should, in particular:

based on an improved threat assessment capacity, further bolster the track r¢
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investigations, prosecutions and convictions for organised crime and 1
laundering, and demonstrate the abitiyeffectively dismantle organised crimin
networks;

- increase the effectiveness of the national asset recovery system, includ
establishing an asset recovery office in line with theaguis

- continue the work on establishing a centralised backwat register, in line witl
the provisions of the"5EU Money Laundering Directive.

Institutional setup and legal alignment

The country has 213 uniformed police officers per 100 000 inhabitanmtpared with

the EU average of 318 per 100 000 peopl2dh6 according to Eurostdh 2018, 593

new police officers were hired. No new public vacancies were announced. 500 new
police candidates started their eywar training programme. The internal organisation
and systematisation of the Ministry of the hnbe was put on hold, pending ongoing
broader security sector reforms that are affecting the intelligence sector.

Key institutions in the fight against organised crime include specialised police
departments within the Ministry of the Interior that deal with different types of
organised crime. In addition, two specialised units deal with financial crimes: the
Financial Intelligence Uhunder the Ministry of Finance collects information and helps
identify suspicious transactions, the Unit for Financial Crime under the Ministry of the
Interior also collects information and has investigative powers. To reform the financial
crime sectorpreparations are underway to set up new specialised financial investigation
units within the Customs administration and within the Financial Police Directorate.

Some sectors of the poliéeborder police for instancie are well equipped. The Police
Training Centre within the Ministry of the Interior provides both initial and vocational
training, however it is not yet fully operational.

The system for intercepting communications was reformed, resulting in the
establishment of the Operational Technical Age(OTA), which became operational

on 1 November 2018. The director of the Agency was nominated by the Parliament with
a 2/3 majority. The procedure for employing personnel was completed. The OTA is a
new independent institution, which upon an anonymisedrtcorder, permits the
intermediation between the telecom operators and the authorised bodies, to intercept
communications for the protection of the security of the state and for the purpose of
criminal investigations. Some authorised bodies still nesgttop the connection to the

OTA. Those which are connected can intercept communications as per their
competences. The establishment of OTA i s

Regarding thdegal framework, the Criminal Code is broadly in EBnwith European
standards and criminalises trafficking in human beings, online child pornography,
computer crime and drug trafficking. Amendments were adopted to incorporate the non
punishment principle, so that victims of trafficking in human beings atepunished

for offences committed in the course, or as a consequence, of being trafficked.

Legal developments also include amendments to the law on weapons with the view to
aligning with theacquison control of small arms and light weapons (SALW) arel th
Law for the Prevention of Money Laundering and Financing of Terrorism adopted in
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June 2018. The Law on the Freezing, Confiscation and Management of Criminal Assets

has yet to be further amended and fully harmonised with the recent strategy on
Strengthemg Capacities for Financial Investigations and Confiscation of Assets. The

legal status and functions of the Agency for Management of Confiscated Property need

to be strengthened. The Law on Witness Protection was amended to ensure witnesses

are includedn t he protection programme upon the ¢
request due to the high sensitivity of the cases it deals with.

North Macedonia has establishedteategic framework for fighting organised crime,

including the Police Development Sgy and a 2012020 action plan, which is being
implemented. A national assessment of threats of serious and organised crime in line
with EUROPOLG6s Serious Organised Crime Thr e
be developed and should inform decisions aperational priorities in addressing

organised crime in the years ahead.

The adoption in February 2018 of the 2€A®0 Strategy for Strengthening the
Capacities for Conducting Financial Investigations and Confiscation of Property
together with an actioplan is a positive step towards introducing a systemic approach
for asset recovery. It complements the 2@0D719 National Strategy for the Fight
against Money Laundering and Financing of Terrorism and the-202@ National
Drugs Strategy. It requires tisetting up of separate organisational units for conducting
financial investigations in the Public Prosecution Office, the Ministry of the Interior, the
Financial Police Directorate and the Customs Administration. Its implementation is
ongoing. Four invegative centres are also set up at the main Public Prosecution
Office.

The 20182022 National Cybersecurity Strategy adopted in July 2018 is an additional
effort to address key security issues. It is based on the EU Cybersecurity Strategy and
the NATO Cyler Defence Pledge. The relevant 22022 action plan was adopted in
December 2018. It covers cyber resilience, cybercrime and cyber defence. In addition,
the Cybercrime Strategy was adopted in September 2018.

Implementation and enforcement capacity

Thenumber of cri minal i nvestigations opened
criminal organised groups increases regularly. In 2018, 23 new cases were under
investigation (compared to 12 cases in 2017 and 16 cases in 2016). The number of
indictmentsalso increased and 87 individuals suspected of being members of organised
criminal groups were indicted (against 37 in 2017). The courts have issued first instance
judgments in 11 cases and have pronounced prison sentences against 29 individuals
ranging fom one to 12 years. Most of the investigations and trials concern drug
trafficking and smuggling of migrants. The department of the Ministry of the Interior
dealing with organised crime launched financial investigations in four cases against 57
individuals. Of those individuals, 39 are suspects so far. Those figures do not reflect the
total number of cases where serious criminal offences such as smuggling migrants are
committed by one or two individuals and therefore do not fall under the strict definition

of organised criminal networks but do constitute offences subject to investigations and
prosecution. The Customs administration also conducted two financial investigations on
organised crime.
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The external oversight mechanism has been established tce ethguindependent
supervision of law enforcement authorities and address potential abuses. Following the
amendments to the relevant laws adopted by the Parliament, the Special Department for
investigation and prosecution of crimes committed by the indasdwvith police
powers and members of the prison police in the Basic Public Prosecutor's Office for
Prosecuting Organised Crime and Corruption was set up in December 2018. Since its
establishment this department has opened cases against 15 people, tvaonohave

been indicted and two of whom are in detention. The civil control mechanism within the
Ombudsman needs to be established for the whole oversight mechanism to be fully
operational. This is an important step in securing accountability of law enfente
bodies.

The National Coordination Centre for the Fight against Organised Crime has
significantly improved its operational capacity. Relevant institutions such as the
Ministry of the Interior, Customs, the Financial Intelligence Unit, and the Public
Revenue Office, assigned their representatives and are connected to the centre. All
paticipating authorities have access to their respective databases. Only the Public
Prosecutor's Office and financial police still exchange information via email in the
absence of their own database. The centre has demonstrated its capacity to efficiently
collect, exchange, and analyse information. Verifications were undertaken for 316
people and 57 legal entities linked to organised or serious crimes with effective results.

Progress was made in further improving thkations between prosecutors, the pole

and other relevant bodiesand agencies as a result of the long overdue establishment of

i nvestigative centres in the respective Pukt
and Tetovo, and the Public Prosecuwhdor 6 s Of
Corruption. The prosecution service can now fully play its leading role in the
investigations.

Organised crime and corruption need to be further prioritised in terms of human
resources in the Prosecution Office. The Basic Public Prosecutor's Office f
Prosecuting Organised Crime and Corruption does not have enough public prosecutors
(only 10 out of the planned 15 positions are filled). haperability has been set up
bet ween the police, the Public Prossecutord
and its implementation should be monitored. The implementation of the-lrasat
recruitment policy and career system enshrined by the law requires continuous scrutiny.
Special investigative measures were used in two organised crime cases. Theafoncept
intelligencelled policing is being implemented but needs to be strengthened and
aligned with ongoing judicial and police reforms. The country needs to continue its
efforts to act along the priorities of the EU policy cycle.

The country participates innternational police cooperation through the main
cooperation channels. It has access to various platforms and databases as well as direct
communication with Interpol. Cooperation with Europol is vedtablished following
the conclusion of a strategic agneent in 2007 and an operational agreement in 2011.
A liaison officer from the country has been posted in Europol headquarters in The
Hague since 2015. In 2018, the country participated in the annual planning of
operational actions under the European Migtiplinary Platform against Criminal
Threats (EMPACT) on facilitation of irregular migration. The country participated in
three regional operations within the framework of the EMPACT Joint Action Days. It
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also committed itself to participate in five opgonal actions together with EU Member
States to combat migrant smuggling in 2019.
should make use of regional initiatives, such as the Joint Operational Office in Vienna,

and the Task Force Western Balkans, whishserving as a regional operational

platform for international investigations into migramuggling organised crime

groups.

Law enforcement and prosecution bodies must further build up operational capacity,
including for systematically conductinginancial investigations Despite some
progress, there is still a need to further improve coordination, operational capacity and
the systemic exchange of data. Establishing a central bank account register whose
access would significantly contribute to the dyalof financial investigations, is
pending the finalisation and adoption of the new Law on Payment Services.

The confiscation of criminal assetsshould now also be a strategic priority in the

national fight against organised crime, terrorism and -tegbl corruption. The
countrybés tools for freezing, managing and
effective enough. A more integrated operational approach to effectively ensure asset
recovery is needed.

Following the implementation of the Nation&trategy for Combatingrafficking in

Human Beings and lllegal Migration (20172020), a dedicated Task Force was set up,
including representatives from the Ministry of the Interior and two prosecutors from the
Basic Public Prosecutor's Office for ProseagtOrganised Crime and Corruption. This

IS a positive step towards a greater efficiency in fighting trafficking in human beings
and illegal migration as it ensures real time communication between the relevant
authoritiesIn February 2019, this approachsuéied in the arrest of a group of 21
members against whom criminal charges for smuggling migrants were brought. The
task force supported the arrest of members of three other groups against which
investigations are currently ongoing. In one group involvimg individuals, measures

were adopted to temporarily freeze 53 bank accounts of four physical entities and 24
bank accounts of three legal entities. Measures were adopted to ensure the seizure of 13
real estate properties. Final sentences were pronduageainst 11 individuals for
migrant smuggling related activities ranging from 1 to 6 years imprisonment. Figures
show that the number of detected smuggling cases increased from 17 in 2017 to 58 in
2018. The Basic Publ i c Pr ©ganisadtComebamd Of f i c
Corruption filed criminal charges in 44 cases involving a total of 73 individuals.

Against Trafficking in Human beings, five mobile teams for identifying vulnerable
categories, including victims of human trafficking were formally established on 5
February 2018 in Skopje, Bitola, Kumanovo, Tetovo and Gevgelija. The mobile teams
are composd of members of relevant institutions (Ministry of the Interior and the
Ministry of Labour and Social Policy) and civil society organisations. In 2018, a higher
number of victims of trafficking were identified compared to last year, 10 including 6
minors,and 6 criminal charges were brought against 17 individuals. In one case, three
people were sentenced between 13 and 12 years in prison.

Criminal charges formoney laundering were brought in 20 cases against 23
individuals, and two final judgements wereopounced against two individuals. All
relevant institutions must properly apply amoney laundering legislation. Both the
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Financial Police Directorate and the Financial Intelligence Unit have insufficient
resources and capacities.

On small arms and light weaponsthere are operational results with 129 pieces of
firearms seized. In 2017, no arms were destroyed, while in 2018, 590 pieces of various
dysfunctional, damaged and unusable weapons were destroyed. In 2018, 187 criminal
offenses on illegal produon, holding and trading with weapons or explosive materials
were detected, for which 203 perpetrators and two legal entities were criminally
charged. This is a 45% increase in the detection rate compared with last year. 18
verdicts were pronounced agaird® individuals. In 18 cases, the items used for
committing the crime were seized. There are specific rules for the import and sale of
weapons and ammunition including specific regimes and procedures for four distinct
categories. The country also partidggh in one of the regional operations under the
European Multidisciplinary Platform against Criminal Threats for the prevention of
illegal trade and smuggling of weapons and ammunition, illegal migration, illicit drug
trafficking and fraud with documents.

Regardingcybercrime, a total of 105 computer crimes were detected including two
involving the production and distribution of child pornography and two involving
displaying pornographic material to a child. There are no established procedures so far
to sysematically monitor the darknet. North Macedonia should now also strengthen a
more effective law enforcement response focusing on detection, traceability and the
prosecution of cyber criminals.

Proactively fighting organised crime and corruption remaingldmental to countering
criminal infiltration of the political, legal and economic systems.

Cooperation in the field of drugs
Institutional selup and legal alignment

Progress was made in taking steps for aligning drelgéed legislation with the EU

acqus through amending the Law on Drug and Psychotropic Substance Control. The
draft amendments aim to establish a stronger system for detecting new psychoactive
substances. This needs to be supported by the formal establishment of a national early
warning systm as required by the Ebcquis A National Drugs Observatory exists
since 2007 in the Ministry of Health.

The 20142020 National Drug Strategy is aligned with the 2@0D20 EU Drugs
Strategy and its new 201820 action plan, has been adopted .

Implemertation and enforcement capacity

In 2018, good progress was made in developing the track record of seizing drugs and
dismantling organised crime groups. There was an increase in the detection-of drug
related criminal offences and in the number of perpasaibhere were 673 criminal

acts detected on llicit production and illegal circulation of narcotics, psychoactive
substances and precursors (467 in 2017) involving 782 perpetrators (532 in 2017) and
116 acts of facilitating the use of narcotics (88 iri 20with 124 perpetrators (97 in
2017). Altogether, 1 538 kilograms of various narcotics were seized, more than four
times the quantity of narcotics seized in 2017. The largest share was marijuana with 1
532 kg seized, followed by heroin with 1.9 kg sejzadd cocaine with 587 grams

seized. Investigations resulted in the dismantling of eight organised criminal groups
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involving 46 people trafficking marijuana. Cooperation with neighbouring countries is
good, including ashoc cooperation. In 2018, one intational drug shipment of liquid
cocaine was intercepted. Five international criminal investigations were also conducted,
confirming the good cooperation with third countries including under EMPACT.

The operational capacity of the National Drugs Obseryateeds to be strengthened to
allow it to correctly implement its drugnonitoring tasks. Data collection, analysis and
reporting in line with the European Monitoring Centre for Drugs and Drugs Addiction
requirements and methodologies requires furthengtinening.

The lack of secure storage for drugs and drug precursors prior to destruction remains an
issue of concern. According to current legislation, it is not possible to keep only a small
sample as material evidence for court proceedings, insteae ehtire seized quantity.

An appropriate process for destroying precursors has yet to be set up.

Fight against terrorism
Institutional setup and legal alignment

There is National Coordinator for CounfBerrorism and Countering Violent
Extremism, andwo deputies responsible for preventing violent extremism and for
fighting terrorism. The Coordinator is the head of the National Committee for
Countering Violent Extremism and Countering Terrorism. The Office of the National
Coordinator and the National @mnittee have improved their capacities through various
basic and specialised training and are more operational. Cooperation has increased
between law enforcement agencies, intelligence services and relevant key state
institutions (education, health, andced services). More needs to be done on relations
with local communities and civil society organisations. Necessary human and financial
resources need being secured.

The Basic Public Prosecutorés Office for
is responsible for terrorism related offences. So far, the Bureau for Security and
Counterintelligence is responsible for internal security and counterintelligence,
including foreign fighter returnees, but it is undergoing major reforms.

The Criminal Code if¢argely aligned with thecquisand international instruments on
antiterrorism.

The 20182022 National Counter Terrorism Strategy and the 2B Strategy for
Countering Violent Extremism, and their relevant action plans, by which the
government movedrom a purely security based approach to a more integrated and
preventive approach, are being implement8teps have been taken to set up a
community action team involving various stakeholders at local level to support
prevention and early identificatioof radicalisation in the communities. Training was
organised for education personnel. In October 2018, the country signed the Joint EU
Western Balkans Action Plan on Counrlfarrorism, which sets out concrete steps for
enhanced cooperation in counteringraésm and preventing radicalisation over the
next two years.

Implementation and enforcement capacity

There have been no aérrorist operations since November 2016, when 25 people
(operations dubbed ACel | 10, ficegdslof 20,
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participating in foreign military, police and paramilitary formations. In 2018, six of
those convicted were released from prison. But there is no systematic mechanism for
monitoring them after their release. Systematic mechanisms are needed tor monit
foreign terrorist fighters once returned and/or released.

It is estimated that around 106 of the country's citizens left for conflict zones (Syria and
Iraq) since 2012. No one left in 2018. Approximately 103, i.e. 2/3 of the ones that left,
have sinceeturned to the country, around 20 are still in Syria and 30 have been killed
there.

Steps were undertaken for-tidicalisation programs in prisons. This needs to continue.

North Macedonia is actively participating in the implementation of the WesterarBalk
Counter Terrorism Initiative (WBCTi).

Legal and irregular migration
Institutional selup and legal alignment

Progress was made in improving the legal framework with the adoption of amendments

to the Law on International and Temporary Protection andL.alneon Foreigners. The
crisis situation at the countryods borders
continued deployment of the army.

There is a fragmentation of tasks between the institutions dealing with migration.
Responsibilities are sharbdtween the Ministry of the Interior's Unit for Border Affairs

and Migrants (which deals with security aspects and management of the borders), the
Ministry of Labour and Social Policy (which manages access to services and
socioeconomic integration of migrs and refugees) and the Department for Serious

and Organised Crimeds specialised unit figt
smuggling.

Implementation and enforcement capacity

North Macedonia continues to play an active and constructiverdigeei management

of mixed migration flows. It cooperates effectively with EU Member States and
neighbouring countries. Considerable efforts to ensure basic living conditions and
services for all migrants staying in the country continued. There are sglttamties on

the scope and structure of migration flows. The inconsistent registration of migrants
apprehended in irregular movements prevents regular and adequate prstETsitine
profiling and the referral to national protection mechanisms. Wahatisistance of the

army and deployment of guest officers from EU Member States effective control at the
southern border has been ensured. However, the problem of regular smuggling activities
at the northern border needs to be further addressed.

The county continues to be under severe pressure due to its geographic location. The
migratory flows continued to be largely transitory, with most migrants arriving from
Greece and leaving North Macedonia after a couple of days. The number of officially
reported llegal crossings has substantially increased compared with the previous year
(16 895 attempts in 2018 compared to 2 831 in 2017) reportedly mainly on the southern
border with Greece (13 494). This could include repeated attempts from the same
individuals. Most migrants are from Pakistan, Iran and Afghanistan. The number of
migrants transiting the country is considered to be much higher than official figures.
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About 32 500 migrants are considered to have illegally crossed the country's borders in
both directons since the beginning of 2018, including many Iranians crossing illegally
from Serbia and moving onwards to Greece.

As of November 2018, around 60 people are stranded in the country. 44 criminal
charges were filed against 62 individuals for smugglingramts resulting in verdicts in

nine cases (16 convicted, charges dismissed against 7). Combating smuggling networks
needs to be a priority.

The Resolution on Migration Policy adopted by the government in 2015 is the main
policy document in this field. Gnof its strategic priorities is to identify migrants,
profile them, and refer them to the appropriate protection system.

Progress was made on improving reception conditions in the asylum centre in
Vizbegovo. In 2018, a total of 299 individuals applied fsylum. The country
continued to arbitrarily detain a number of people apprehended in irregular movements
in order to ensure their withess statements in court cases against smugglers. The transit
centres for migrants near Gevgelija and Tabanovce aresalemopty. Neither of the

transit centres is suitable for lotgrm stays, and the authorities continue to be reluctant

to provide more than a temporary stay.

The readmission agreement with the EU is being implemented in a satisfactory manner
in regards toown nationals. The return rate, which remains above 100%, shows that
citizens who are ordered to leave the EU are effectively returned, with a high share of
Roma. The country needs to develop services for returnees and to revive the
coordinating body oneturnees. In 2018, the number of third country nationals who
returned to their country of origin remained low. Assisted voluntary returns procedures
were carried out for 21 migrants. The country needs to put in place a return mechanism
for irregular migrats, in line with theacquis.

More effort is needed to successfully reintegrate returnees, especially the most
vulnerable such as Romavho represent a large part of returns. Increased cooperation
communication and coordination is needed between cdetr@l governments, among
central and local authorities and with international organisations and NGOs active in the
reintegration of returnees. The government should consider reviving and reinforcing the
coordination body of returnees under the leadershith® Ministry of Labour and
Social Policy.

Asylum
Institutional selup and legal alignment

Further important steps were taken to align the national legislation with tleedilis

A new Law on International and Temporary Protection was adopted, imprtheng
concept of safe third country and family reunification. A list of safe countries of origin
was adopted. Standard Operating Procedures (SOPs) on unaccompanied children and on
vulnerable categories of foreigners are in place but further efforts aresaegceo

ensure its systematic implementation.

Institutions and procedures to handle asylum claims are in place, with deteke
decision system. There is also an accelerated procedure for cases of manifestly
unfounded applications.
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The 20172027 Integation Strategy for Refugees and Foreigners has not yet been
adopted. There is a programme and budget allocated for its implementation under the

Mi nistry of Labour and Soci al Policyds res
Ministry abolished theintegration centre, a separate unit tasked with initiating,
supporting and coordinating activities for promoting integration. Instead, the Inter
Municipal centre for Social Work Skopje took over some of the integration tasks. More

efforts are needed to adds negative public attitudes towards migrants and refugees.

Implementation and enforcement capacity

The Ministry of the Interior is upgrading the existing database on foreigners by
developing a new asylum module to provide a gaseagement tool for processing
asylum claims.

Progress was made in reducing the time it takes to process asylum appliaations
arbitrary practices related to accessing the asylum procedure are no longer a concern.
However, the quality of decision making on asylum procedures should be improved,
including at the appeal level. Difficulties persist in providing translation during
interviews with asylunrseekers and free legal aid is not accessible in practice due to a
number of requirements which asylum seekers are not able to fulfil.

In the absence of an adequate system for the orderly management of irregular
movements, in particat the possibility to effectively implement some readmission
arrangements with neighbouring countries, illegal returns continued. Since January
2018, international organisations recorded 8 823 persons returned irregularly to Greece.
On 1 June 2018, a pratol related to the readmission agreement with Kosewtered

into force.

In 2018, 299 applications for asylum were submitted, six individuals were awarded
subsidiary protection, but none were granted refugee status. One refugee status was
granted for ongerson from Kosovo present in the country since 1999, aboemw at

the time. Most cases were discontinued as the applicants disappeared before a decision
was taken. Most decisions involved denying or revoking asylum. Decisions on the
cessation of the righof asylum mainly affected Kosovo refugees, whose status was
discontinued after 18 years of residence in the country. These individuals remain on the
territory with no legal status. Kosovo Roma were particularly affected. From September
2017 to December@8, subsidiary protection was lifted in 64 cases affecting 184
individuals, all Kosovo Roma, including six cases on grounds of threat to national
security. These cases are being challenged before the administrative court.

Visa policy

In order to ensure &ell-managed migration and security environment as the underlying
condition for the continuous fulfilment of the benchmarks, the country needs to ensure
full alignment with the EU visa policy. Since 2009, there has been an operational link
between the coury's diplomatic and consular missions, the national visa information
system NVis and the Visa Centre at the Ministry of Foreign Affairs.

" This designation is without prejudice to positions on status, and is in line with UNSCR 1244/1999 and
the ICJ Opinion on the Kosovo declaration of independence.
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The visafree travel regime with the EU continued to work smoothly. The national
authorities continued cooperation tackle unfounded asylum applications made in
Schengen members and associated countries. The number of applications decreased. It
came down from 505 to 285 six months later.

Schengen and external borders
Institutional setup and legal alignment

The Department of Border Affairs and Migration is a specialised strategic unit within
the Ministry of the Interior. The Border Police is structured into four regional centres,
within which police stations for border surveillance and police stations fatebor
checks operate.

The legislative framework for the management of external borders is largely aligned
with EU standards. In line with the current Police development strategy, there are plans
to further upgrade the strategic and legal framework. Thei2@1Etegrated Border
Management strategy is aligned with the 2006 EU concept on Integrated Border
Management. A concept and methodology of risk management for the border operations
is in place and it regulates the management and implementation of rigkisuhg the

border police.

The Schengen Action Plan, adopted in 2008, must be upgraded and adapted to recent
acquis developments. The National Coordination Centre for Integrated Border
Management, set up for efficient coordination, eatahange, inforntgon sharing and
greater efficiency, needs to be strengthened.

Implementation and enforcement capacity

Mixed police patrols are being deployed on the southern border involving members of
the border police of Austria, Croatia, the Czech Republic, Hundaojand, and
Slovakia, to manage migration flows. The national authorities cooperate extensively
with the European Border and Coast Guard Agency (EBCGA), including as observers
in joint operations. The text of the status agreement between the EU and iy cou
was initialled in July 2018. Following the signature and ratification of the agreement
and the development of an operational plan, the teams will be deployed in the country.
North Macedonia actively participated in the Western Balkan Risk Analysi®riet

The implementation of the 20419 Integrated Border Management Strategy and
related action plan need to continue. Although the National Coordination Centre for
Integrated Border Management prepares regular reports on risk analysis, its institutiona
and operational capacity still needs to be strengthened. IT and technical expertise must
be stepped up, as a matter of priority.

Border guards, customs and other bodies still do not have mutual access to databases
and there is no formalised and secun&rnmation exchange arrangement with the
appropriate security services. A track record of detection, investigation and prosecution
of cross border crime remains to be established.

There continues to be good cooperation with neighbouring countries. Shesariooth
implementation of border agreements with all neighbouring countries. A formal
agreement has not yet been concluded with Greece, but bilateral technical cooperation
works in practice. Joint border patrols conducted with Albania, Bulgaria, Koaado,
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Serbia and the joint contact centres with these countries continued with regular
exchanges of information. There are currently two common bardssing points for
local traffic with Serbia and Albania.

Judicial cooperation in civil and criminal matters

Regarding the legal framework ocooperation incivil and commercial matters,
procedures are pending for accession to and ratification of the following Hague
Conventions: 1996 Convention on Jurisdiction, Applicable Law, Recognition,
Enforcement and @peration in Respect of Parental Responsibility and Measures for
Protection of Children; 2005 Choice of Court Convention; and 2007 Convention on the
International recovery of Child Support and Other Forms of Family Maintenance and its
Protocol for the LawApplicable to Maintenance. The country issued 264 requests for
civil cases and received 384.

For judicial cooperation ircriminal matters,the country issued 184 requests and
received 804. The country sent 10 requests for the transfer of sentenced nationals back
to their country of origin, and received 76 requests. It issued 200 extradition requests
and received 87.

The Ministry of Justicdbepartment of International Legal Assistance works with-two
thirds of its planned staff. Six of them work in the unit that handles mutual legal
assistance requests in criminal and civil matters, and four work in the unit that handles
the extradition and ansfer of sentenced individuals. There is a new software for
registering cases and for the movement of requests for mutual legal assistance and
statistical reports.

The national liaison prosecutor for Eurojust was appointed and started working in
Novembe 2018. In addition to the contact point that is in place since 2011, three
additional contact points for relations with Eurojust were appointed in August 2018,
creating conditions for intensifying cooperation and already resulting in an improved
exchangef information.

All aspects of customs cooperation are now covered under Chaptér Qgtoms
Union.
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3. FUNDAMENTALS FIRST : ECONOMIC DEVELOPMENT AND COMPETITIVENESS

North Macedonia: Key economic figures 2010-15 2016 2017 2018
average
GDP per capita (% of EU-28 in PPS) 35.0 37.0 37.0 :
Real GDP growth 2.6 29 0.2 2.7
Economic activity rate of the population aged 15-64 (%), total 62.0 64.5 65.3 654
Jemale 48.7 50.8 5L7 522
male 76.8 77.8 78.4 78.3
Unemployment rate (%), total 30.0 24.0 225 21.0
Jemale 24.4 229 22.0 20.1
male 27.3 24.6 22.9 215
Employment (annual growth %) 1.9 24 2.7 2.5
Nominal wages (annual growth %) 1.2 2.0 2.6 5.7
Consumer price index (annual growth %) 1.8 -0.2 1.4 1.5
Exchange rate against EUR : 61.60 61.57 61.51
Current account balance (% of GDP) -2.0 -29 -1.0 -0.3
Net foreign direct investment, FDI (% of GDP) 2.6 33 1.8 5.8
General government balance (% of GDP) -34 -2.7 -2.7 -1.8
General government debt (% of GDP) 32.7 39.6 393 40.5

Source: Eurostat and national sources

In line with the conclusions of the European Council in Copenhagen in June 1993, EU
accession requires the existence of a functioning market economy and the capacity to
cope with competitive pressure and market forces within the Union.

Economic governance has become even more central in the enlargement process in
recentyears. Th€E o mmi ssi onds monitoring takes pl ace
Reform Programme exercise and the below assessment of compliance with the
economic criteria for accession. Each enlargement country prepares an annual
Economic Reform Programme (ERP), whisbts out a mediwterm macrefiscal

policy framework and a structural reform agenda aimed at ensuring competitiveness

and inclusive growth. The ERPs are the basis for cowspecific policy guidance

jointly adopted by the EU and the Western Balkans amétely at ministerial level in

May each year.

3.1. The existence of a functioning market economy

North Macedonia has mad®me progressover the last 12 months and is ag@od
level of preparation in developing a functioning market economy. Economic grgwth
resumed after a year of stagnation, though investment remained subdued. The
government took measures to improve public finance management and transparency. It
adopted reforms of income taxation and the pensions system. However, the composition
of spendingworsened, and fiscal consolidation needs to be more ambitious in order to
put public finances on a sustainable path. The functioning of the labour market is
impaired by persisting structural problems.

In order to improve the functioning of the marketmmmy, North Macedonia should in
particular:
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- stabilise the debt ratio by moving towards a balanced primary budget and by
improving revenue collection;

- improve fiscal governance by adopting fiscal rules and a proper medium
expenditure framework;

- implement measures to reduce the informal economy in accordance with the
20182020 strategy and action plan;

- implement the youth guarantee in the whole territory of the country with an
emphasis on underdeveloped regions.

Economic governance

The government pursues marketbased economic policies, with an increased focus

on social cohesion, while also enhancing state ald. collaboration with the IMF, the
World Bank and the European Commission, the government implemented reforms to
improve pubikc finance management, and to introduce progressive income taxation. It

adopted changes to the pensions system, which are expected to lead to lower pension
expenditure and higher government revenue in the medium term. The government

continued to implemerthe 2017 public administration reform strategy. It took steps to
ensure the independence of the judiciary, and to fight corruption. Financial support for

business investment and employment was increased, while criteria for and beneficiaries

of state aid mmained opaque. Minimum wages were raised, while productivity growth is

subdued and the informal economy remains sizeable. The policy guidance jointly agreed
at the May 2018 Economic and Financial Dialogue between the EU and the Western

Balkans and Turkeyds been partially implemented.
Macroeconomic stability

Economic growth picked up in 2018, but investment remained mutedAfter
stagnating in 2017 as confidence suffered due to political uncertainty, GDP growth
accelerated to 2.7%qy°. Consumer spendingas boosted by rising wages, transfers,
North Macedonia: and household cre(_jit.
10 - %y-0-y Real GDP growth and contributions Investment, .howev_er, which
had been increasing at an
average annual
between 2012 and 2016, did
not recover from the trough it
r entered in 2017. Manufacturing
output continued to expd,
5012 2014 2015 2016 2017 2018 though at a slower pace than
Priv. cons. B Gov. cons. I GFCF the average of the preceding 5
Stocks [ Net exports —real GDP growth years. Convergence Wlth EU
income levels remains
sluggish. Real GDP per capita has increased from 34% of tH2BEverage in 2012 to
37% in 2017.

External vulnerabilities remain contained. The current account deficit narrowed by
0.7 percentage points (pps) year over year-gy in 2018, to 0.3% of estimated GDP,

u‘u‘u‘

Source: Macrobond, own calculations

® According to a first estimate from the national statistical office.
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driven by further improvement in the trade balance. Private transfers remained stable
compared to 2017, but still below their averay the past 5 years, by over 1pp. Inflows
from foreign direct investment also increased markedly in 2018 after a slump in 2017
and stood at 5.8% of GDP, well above their average of 2.6% in the preceding 5 years.
External debt has, however, been risingiadby since 2009 on the back of heavy public
sector borrowing abroad and rising intercompany debt. At 74% of GDP at the end of
2018, it is higher by 4pps than the average in 2Z2B7. Moreover, the high degree of
euroi sation of b aodesaburtheochalenge amtide exteznpl sidei t
Foreign exchange reserves were replenished in 2018 after having dropped in the

S P

previous year , whi ch mor e than compensate

repayment of a Eurobond due in 2020. At the end0df82 reserves stood some 23%
higher than 1 year earlier and covered somevonths of prospective imports.

The monetary policy stance remains supportive of price stability and the currency
peg.In 2018, consumer prices increased by 1.5% on average,lighihysfaster than in

the previous year (1.4%). Inflation was driven by rising energy prices and related spill
overs, in particular to the transport sector. Core inflation remained muted. Stable foreign
exchange markets and solid economic fundamentatapieal the central bank between
March 2018 and March 2019 to lower the key interest rate in four consecutive steps of
25 basis points (bps) each to a historic low of 2.5%. The central bank continued to
pursue the d&éddenari sat i bmadleratefsuctessnTkessbaretmfa |
foreign currencydenominated loans to total loans dropped further, to 41.4% at the end
of 2018 ¢1.1pps yo-y), but remains high. Overall, the current monetary policy stance is
considered to be in line with economic fundamads, given, in particular, still moderate
inflation dynamics, low risks to external stability and a fairly mild pigkin corporate
lending.

The composition of public spending has worsene&overnment expenditure has been
increasingly  tilted towards

North Macedonia: Fiscal developments

10 1o coop s | Current expenditure over the last
° 6 years. Social transfers made up
] - . | half of total expenditure in 2018,

only a slight decline from the
preceding year. The proportion

o——l = I = I ' e ' - W7 of capital expenditure, after

having risen between 2009 and

013 2014 2015 2016 2017 2018 2012, has declined since, from
I Primary balance (lhs) B [nterest (lhs) 12% in 2012 to 6% in 2018.
GG balance (lhs) = Public Debt (rhs)

Overall, the improvement in
primary fiscal deficits between
2015 and 2018 mainly resulted from undfaplementation of capital expenditure
(however, this does not account for capital expenditure carried out Hyuddet
entities). Including the public enterprise for state roads (PESR), primary deficits
amounted on average to around 2.4% of GDP between 2008 and 2017. Smaller deficits
are needed to ensure the stabilisation of public debt in the metbulmng run. The
government hastaken some measures to raise revenue and tackle the pensions deficit.
The 2019 budget incorporates higher pension contribution rates, and a change of
pension indexation to inflatieanly, as well as a return to progressive income taxation,

Source: National sources
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and an increasm capital gains tax. Yet, increased state aid and social transfers have
added risks to fiscal consolidation.

Fiscal deficits drive public debt levelsPublic debt, in terms of GDP, dropped slightly

in 2017 for the first time since 2009 and increasednagaly marginally in 2018, to
48.4% at the end of the year. The government financed a large part of the fiscal deficit
and debt redemption from its deposits at the central bank and from foreign reserve
accumulation. Vulnerabilities arise from the high shaof foreignrcurrency
denominated debt (about 80%), which increased in the last years, and a large share of
shortterm maturities. With the growing reliance on Eurobonds, the floatineshate

of debt (about 35%) has been decreasing in recent years.

The management of public finances improved further.The government continued
the clearance of unpaid public sector liabilities and previously blocked VAT refunds,
and set up accounting tools to prevent the bud of future arrears. The
implementation of thdPublic Financial Management Reform Programme, which was
adopted in December 2017, is on track for the most part. However, the new organic
budget law, which sets out fiscal rules, a medienm budget framework, and the
establishment of an independent fiscauncil has not yet been adopted. Moreover, the
borrowing of public enterprises tasked with major public infrastructure works
increasingly drives public debt and contingent liabilities for the government. The
financing of these ofbudget entities remasnopaque, and is generally not included in
general government fiscal reporting even where required by statistical standards.

The policy stance needs further adjustment to address economic and fiscal
challenges.The current policy mix of expansive fiscablgy and accommodating

monetary policy is still largely appropriate given the moderate rebound of economic
activity amidst contained inflation. The ¢
deficit and return to progressive income taxation are likelsnfwove public finances in

the mediurmterm. However, fiscal space has narrowed in past years and the recent
steppingup of income support and state aid carries new risks to fiscal sustainability. In
addition, the increase in minimum wages poses a challengmmpetitiveness given
stagnating | abour productivity and shortco
issues requires: (i) a wedhlibrated interaction between more ambitious fiscal
consolidation through lower primary deficits and preservatibrgrowth-enhancing

capital expenditure; (ii) further structural reforms to make labour and product markets

more competitive; and (iii) progress in the rule of law and the fight against corruption.

Functioning of product markets

Business environment

Contract enforcement is still inefficient. Institutional capacity to enforce the law

remains weak, and resolving a commercial dispute through a court isdmaming

and costl y. Some optimism for business com
reduce the nubyer of unannounced inspections and the amount offisaa fees. The

legislation on inspections is currently being amended with a view to also reducing the

fines for various misdemeanouns.is important to ensure that the new legislation
introducing transparent inspections procedures carried out by inspectorates with clear
mandates is applied. The delays in VAT ret
their payment obligations to the ypaie sector as required by the EU Late Payment
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Directive continue to iIimpact negatively on
under way to improve the independence and impartiality of the courts. Amendments to
relevant laws concerning discipliyatiability of judges and procedures have been
adopted. In 2018, the number of new companies decreased by 5% compared with the
previous year. No further measures were taken in the reporting period to simplify
company registration. Deletions on the compagyister decreased by 39% and new
bankruptcy procedures by 48%. The new bankruptcy law is still under preparation.

Competition from the informal economy weighs on the competitiveness of the
formal private sector. The size of the informal economy, estimatgdthe national
statistical office at about 17.4% of total output in 2016, has decreased only slowly over
the past years, in spite of previous measures. In 2018, the government adopted a
strategy and action plan to reduce informal employment, outlininguraber of
measures for the formalisation of jobs and targeting shortcomings in the business
environment considered likely to drive firms to informality. Companies define the large
shadow economy and the entrenched corruption as major obstacles to danegsus

and as negatively affecting investment behaviour.

State influence on the product market

Private ownership is dominant, but the transparency of state aid is still an issuat

the end of October 2018, the number of companies in which the governnigtrg he
stake remained the same as in the three preceding years (16 companies in full state
ownership). The value of state assets as a percentage of GDP remained at the level of
previous years (11.4%). However, the governance of-etated enterprises (SOE)

falls behind on international good practice on some counts. Companies continue to be
subject to pardiscal charges with no clear purpose, in particular at local level. In
addition, the large share of statened land remains an obstacle to agricultural
development, restricting its use as collateral. Transparency on selection procedures and

beneficiaries of state aid, whi ch was enh,;
Economic Growt hod I s still an i Ssue. There
undernines the capacity of the Commission for Protection of Competition (CPC) to

di scl ose, monitor or evaluate the effectiv:

with EU rules is also questionable.
Privatisation and Restructuring

There were no further privatisations of stateowned companies in the reporting

perordf The government ruled out the privatisat|
company is putting in place ownership unbundling, in line with the Third EU Energy
Package. The restructuringdfe pri vati sed tobacco company
Pril epo, one of the companies with the big
strategic partnership with Philip Morris in 2014, is proceeding slowly. The government

is still in the preparatory sg@s of privatising the composite material producer
OEurokompozit AD Prilepo6.

Functioning of the financial market

Financial stability

The banking sector further improved its resiience Banks domi nate t he
financial sector, even though their share in total financial sector assets fell to 83% in
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2017, down from 88% in 2013. Concentration remains high and unchanged compared
with previous years, with some 58% of assets held byhitee biggest banks (out of

15). Liquidity is abundand liquid assets account for one third of total assets and cover
more than half of shoterm liabilities. The capital adequacy ratio rose further in 2018,
well exceeding the regulatory minimum. The rghaf nonperforming loans (NPL) in

total loans to the nofinancial sector (including mandatory writdfs) dropped by
1.1pps yo-y to 5.2% at the end of 2018. The decline is mainly due to the collection of
nonperforming claims in the corporate sectorowéver, a proportion of NPL was
shifted off banksdé balance sheet, -i mpedin
denominated deposits and loans remains high, in spite of a number of measures by the
central bank to incentivise lending and saving in localency.

Access to finance

The level of financial intermediation deepened further.Financial sectoassets rose
further during the reporting period, to 76.2% of GDP (+1.3pqusyy at the end of
2018. Private, nofinancial sector loans rose by an averaf®.8% on the previous

year. Households accounted for most of the credit increase, while growth of corporate
credit, which has been picking up continuously since autumn 2017, also accelerated.
However, strict collateral requirements and complex applicgirocedures remain a
problem for loan seekers. Commercial bank loans remain by far the main source of
financing for small and mediwsized businesses.

Functioning of the labour market

Declining unemployment
o North Macedlc;n:;i Labour market trends . conceals structural problems.
(15-64 age group) Supported by  govement

20 - ‘\ zz programmes, job  creation
o .. continued at a solid, though
o decreasing pace (2.4% on

10 - . average between 2012 and
. L - 2018). Amidst a declining labour

s g =% 9§ M T @n 98 o5 9 force, the average annual

& & R R unemployment rate (164 age
group) dropped by almost 10 pps
to 21% between 2012 and &)1
However, structur al problems in the | abour
raise productivity.The decrease in overall unemployment partly reflects low activity
rates. The gender gap remains significant, with about 78% of men participathng in
labour market, compared with 52% of women, with little change over the past 5 years.
Youth unemployment, which has slowly, but steadily declined in recent years, remains
high. The employment rate has increased from 44% in 2012 to 51.7% in 2018, but
remains low by regional comparison. Around 80% of unemployed are-temgy
unemployed, reflecting the skills mismatch. In the last 5 years the labour force declined
by almost 1%, mainly because of high emigration.

= = = = = =
~ ™~ ~ ~ ~ ~ ~ ™~ ~
= Jnemployment rate (lhs) =P articipation rate (rhs)
Employment rate (rhs) Source: State Statistical office (S50)

Informal employment continues to decline, butthe proportion remains high. The
proportion of informal employment, at 18.1% in 2017, has decreased steadily from
28.6% in 2008, but remains significant, especially for thed&iled. The high labour
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tax wedge affects participation and formal employmeimt August 2018, the

government adopted an action plan to implement its 20P® strategy for

incentivising the formalisation of informal work, flanked by improvements to the

admi ni strationds monitoring capacicury. The ¢
cash and dédenveloped payments.

3.2. The capacity to cope with competitive pressure and market forces within the
Union

North Macedonia has mad®me progressand ismoderately preparedto cope with
competitive pressures and market forces within thel&tggration with the EU in trade
and investment deepened further. Exports and manufacturing output diversified further
towards highewalue productsHowever, skills shortages, and a lack of skills alignment
with those required by companies, reflectingrscomings in education curricula, as
well as infrastructure investment gaps impair labour productivity and| the
competitiveness of the economy.

In order to improve competitiveness and lagagn growth, North Macedonia should |in
particular:

- complete invetment in road and rail transport;

- strengthen governance and efficiency of spending in the education sector in grder to
accelerate the modernisation of the education system at all level;

- address the causes for weak integration of domestic companies &l ghibe
chains.

Education and innovation

The skills mismatch is obstructing competitiveness and growtlRublic expenditure

on educationd around 4% of GDP on average over the last 5 y&arss only

somewhat lower than the EU average. However, enrolmedtcompletion rates in

secondary (about 87% completion) and gestondary education remain below the EU

average and have risen only marginally in this period. Education outcomes are below

most regional peers, and lower than could be expected from thetcouy 6 s i nc o me |
as shown in the |l atest (2015) PISA ranking
Index. The gap between skills offered by graduates and those sought by companies,
restrains potential growth and is exacerbated by the -Brgle emigation of

high-skilled labour. The government has piloted reformed vocational curricula,
including grants for cooperation between companies and schools. In spring 2018, it
adopted a new education strategy, but implementation is largely outstanding. Reform o
quality assurance and standardisation in primary and secondary education is also still on

the agenda. The lack of qualified workers further complicates the cooperation between
established foreign and domestic companies, impeding the structural transforaia

North Macedonia: Selected indicators relative to the economy.
1000 4 population r 12 . . .
a0 | Public and private spending on

g research and development
600 1 (R&D) remains low. At 0.4% of
400 - ', GDP in 2017, t he ec
200 - ﬂ m expenditure on research and
0 : : : -0
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innovation has not increased over recent years, and remains significantly below the EU
average(2% in 2016). The business sector accounts for only around 26% of overall
R&D expenditure. The government supports private R&D through the Innovation Fund,
which started disbursements in 2015, but had a slowupkén 2018, funds were
bolstered and theegulatory framework was amended resulting in an increase in
disbursements.

Physical capital and quality of infrastructure

Investment gaps hamper productivity growth. The quality of the capital stock is
generally low, even though foreign direct investment has upgraded production plants in
some sectors in recent years. The widely outdated transport, energy, health and
education infrastructure negatively affects labowdpictivity. The investment gap is
particularly big in the energy sector. Low capacity for power production leads to
frequent powecuts and losses in power transmission and distribution. The
establishment of a crog®rder power exchange is hampered bgeregulation in the
national electricity market. The construction of an electricity line with Albania is at an
early stage, and a planned gas interconnection with Greece is still at the funding stage.

Crossborder connectivity in transport is advancing. The | as't part of th
X0 motorway was completed in 2018 and road
been stalled temporarily on the section Kic&orid, have resumed. However, the

upgrading of rail connections to neighbouring countries and abiitétion of cross

border crossings is sl ow. Cumber some procu
performance hamper implementation. Given these shortcomings, investment spending
remains insufficien® in 2018, gross capital formation amounted to 38%4GDP,

unchanged from one year earlier. The digitalisation of the economy is progressing, but
remains low compared with the EU. The percentage of households with internet access

at home has increased by 21pps between 2012 and Q1 2018 (79.3%) and mobile
broadband penetration is expanding further. However, fixed broadband penetration is

still restricted, which negatively affects business competitiveness. Online sales are also
developing sluggishly.

Sectoral and enterprise structures

The structural transformation of the Macedonian economy remains slowThe
sectoral and business structure of the economy has remained largely unchanged in the
past 5 years. At some 60%, services account for the largest proportion of gross value
added. Industry contributed 19.5%hieh is only slightly above its share in 2013, and

agriculture accounted for 10 %. Mainly due
higher valueadded manufactured goods (machinery and equipment, chemical products)
rose at the expense of basic goods (ir, steel and clothing). Ov e

jobs are provided by services, which is only slightly more than 5 years earlier, followed
by industry (31%, compared with 30% in 2013) and agriculture (16%, down from 19%
in 2013). Over 99% of all compass are SMESs, providing over 77% of value added in
the economy and an almost equal amount of employment. 40% of companies were
active in the trade sector, and 13% in manufacturing. The government is supporting
SMEs through the Competitiveness, Innovatiod &mtrepreneurship Programme, and

the Economic Growth Plan. In 2018, the government adopted a new SME strategy for
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20182023. In February 2018, it adopted a mediemm programme for financial
support of micro and SMEs through-financed grants from thehovation Fund.

Economic integration with the EU and price competitiveness

The importance of the EU as a trade and investment partner continues to grow.

The economy posts a high and growing degree of trade openness, at 126% of GDP in

2018 (+8pps yo-y). Exports to the EU, which accounted for 82% of total exports,
increased by 18.4%-@-y, and imports from the EU were higher by 11.5%. While trade

volumes with other Western Balkan countries continued to increase in 2018, the share in

total trade declined fumner €0.7pps to 11% of total exports, arA@l8pps to 8.8% of
I mports). EU fir ms
investment in the past years, accounting for some 82% of total in 2017 (+8pps y

The

al so i ncreased t hei

e c onomy 0 sformmation temding drigeh bytforemminvestors. However,

integration in global production networks remains scarce, mainly due to the type of
products manufactured by the FDIs, and the position of FDIs in the structure of global
value chains (i.e. upstreamn downstream). The international cost competitiveness of
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the economy deteriorated somewhat further in 2018, as the increase in gross wages (on

average +5.% y-0-y), reinforced by the rise in minimum wage levels decided by the
government, outpaced laboproductivity growth. The real effective exchange rate
(CPlLbased) has remained stable in the past 5 years.

4

(GOOD NEIGHBOURLY RELA TIONS AND REGIONAL C OOPERATION

The reporting period was marked by the historic agreement reache@Gneile under
the auspices of the United Nations and with the strong support of the European Union,

resolving the name dispute. This agreement strengthens good neighbourly relations and

sets an example of reconciliation for the region and Europe as a wholee Grae the

first country to ratify the NATO accession protocol, following which the Prespa
agreement entered into force in February 2019. As part of the agred¢heeidnint
Interdisciplinary Committee of Experts on Historical, Archaeological and Edueation
Issues was created and met twice during the reporting period. In April 2019, Prime
Minister Tsipras visited North Macedonia. Nine agreements were signed during the
visit, including on defence cooperation and on the opening of a new border crossing

point Direct air transport service of passengers between North Macedonia and Greece

was reestablished.

Good neighbourly relationsand regional cooperationform an essential part of the
countryodés process of
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and a climate conducive to addressing open bilateral issues and the legacies of the past.

The government has taken a very positive approach to regional cooperation and good
neighbourly relations. The country has continued to participaigefctin regional

initiatives such as the South East European Cooperation Process, the Regional
Cooperation Council, CEFTA, the Energy Community Treaty, the European Common

Aviation Area Agreement, the Central European Initiative, the Regional Initiadive f

Migration and Asylum, RECOM, RYCO, the Regional School of Public Administration
(ReSPA), Adriatic loBranpuhmni pratciessdand t he

North Macedonia took part in the implementation of the Multiannual Action Plan
(MAP) for the developmentf a Regional Economic Area in the Western Balkans,
although more attention is needed to secure timely adoption of the incurred measures as
well as streamlining regional commitments into national policies. The country
participated in th&Vestern Balkanssummit in London in July 2018. The Minister of

the Interior signed the Memorandum of Understanding between tH28EBuilding on

the results of previous summits, the July 2018 London Summit brought a renewed
commitment to the connectivity agenda. Dialogughwhe Western Balkans continued

in Skopje on the implementation of the Digital Agenda, to which all leaders of the
region had committed through a statement of support. More particularly concerning the
negotiations on roaming fees, a regional agreemestsigimed at the Western Balkans
Digital Summit in Belgrade in April 2019 enabling Roam like at Home (RLAH) as of
July 2021.The European Commission's regional conference on media (Media Days)
was also held in Skopje. Member States and the Western Balki@ergasigned the

Joint Action Plan on Counter Terrorism for the Western Balkans at the Justice Home
Affairs Ministerial in Tirana in October 2018n February 2019, at the Ministerial
Meeting on Clean Energy Transition held in Podgorica, the MinisteEsnefgy and
Environment of the Western Balkans committed to adopting concrete measures aiming
at the implementation of the Paris Agreement and the Energy Community obligations
based on the EU Clean Energy for All Europeans Package.

The country remained cetructively committed tobilateral relations with other
enlargement countries and neighboutitg Member States.

Bilateral relations withAlbania have intensifiedAlbaniaprovided strong support to the
Prespa agreement. Albania's Foreign Minister paidotitial visit to Skopje in
September 2018rime Minister Zaev visited Tirana in March 2019. Albania ratified
the NATO accession protocol.

The Law ratifying the Agreement with the Council of Ministers Bdsnia and
Herzegovinafor the traveling of citiens of the two countries was adopted in June 2018.
A Memorandum of Cooperation was signed with the national institute of metrology of
Bosnia and Herzegovina. Several bilateral agreements are in place, including on
cooperation in the EU accession process.

Relations withKosovocontinued to develop, despite the challenges created by Kosovo's
decision in July 2018 to temporarily introduce customs duties for import of fruits and
vegetables, which had a negative impact on bilateral t@del June 2018, a pratol
related to the readmission agreement with Kosovo entered into @oogacts between
government officials continue to intensify. Works on the new crossing point at Stancic
Belanoc were inaugurated in June 2018.
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Relations withMontenegroremained goodin March 2019, Montenegro ratified the
protocol on the accession of North Macedonia to NATO. A plan for bilateral
cooperation in defense area for 2018 was signed in April 2018. An agreement on
fighting human trafficking was signed in JulIB. Consultations between the two
Foreign Affairs Ministries on NATO cooperation were held in July 2018 in Podgorica.
In November 2018, the two countries signed an agreement on property relations.

Relations withSerbiaimproved. In May 2018, the Speakdrtbe Parliament of North
Macedonia visited Belgrade. President Vucic and Prime Minister Zaev met at the
Presevo border crossing in September 2018 to announce the launch of an integrated
border management project. The Law ratifying the Agreement with dver@ment of
Republic of Serbia for Cooperation in Tourism was adopted in February 2018.

Relations withTurkey remained good. Steps have been taken by the Turkish State
Development Agency TIKA in the areas of healthcare, education, and historical and
religious heritage preservation. The laws ratifying the agreement on military and
financial cooperation, and amendm®to Protocol 2 to the Agreement for Free Trade,
were adopted in May 2018.

The implementation of the Treaty of Friendship, Good Neighbourliness and
Cooperation wittBulgaria is ongoing, with several meetings of the Joint Commission
on Historical and Edwational Matters taking place in a constructive atmosphere. The
Law ratifying the agreement with the government of Bulgaria on cooperation in case of
catastrophes was adopted in May 2018. Prime Minister Zaev visited Sofia in February
2019. The joint intergvernmental commission on trade and economic cooperation held
its first meeting in Skopje in March 2019, 10 years after it was set up. Bulgaria ratified
the NATO accession protocol.

5. ABILITY TO ASSUME THE OBLIGATIONS OF MEMBERSHIP
5.1 Chapter 1: Free movement of goods

The free movement of goods ensures that many products can be traded freely across the
EU based on common rules and procedures. Where products are governed by national
rules, the principle of the free movement of goods prevents these feating
unjustified barriers to trade.

The country isnoderately preparedon the free movement of good$o progresswas
made in the reporting period and | asit year «
year, the country should:

Y intensi fy ef-taffbdrrierstovade; e move non
Y complete alignment with the Generall Produ

Y ensure adequate administrative caplacity t

General principles

The country has a wedistablishedinstitutional framework for theproduction,
distribution and marketing of industrial products. Plans tofurther align the
legislation with the acquisare set out in the National Plan for Adoption of Hduoguis
and in individual strategic documents forratardisation, metrology and accreditation.
However, these plans need to be implemented.
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Non-harmonised area

The Ministry of Economy is the main body in charge of the foHowv and
implementation ofArticles 34-36 of the Treaty on Functioning of the European Union
(TFEU). Nine nortariff barriers to trade remain and have not yet been removed.

Harmonised area: quality infrastructure

The legal basis and administrative structure for technical regulations, standards,
conformity assessment, accreditation, metrology and market surveillance are in place.
There was no progress in further harmonising the national legislation widtdoesin

the areas of general product safety and market surveillance.

The Standardisation Institute is a full member of the European Committee for
Standardisation/European Committee for Eletdahnical Standardisation (CEN and
CENELEC) It adopted 25 608 European standards and technical standardised
documents as national standards.

There arel82 activeconformity assessmentbodies in the country for calibration,
testing, medicinal laboratories, product and process certification and inspection. The
Accreditation Institute signed agreements with the International Accreditation Forum,
the Europan Cooperation for Accreditation and the International Laboratory
Accreditation Cooperation. The European Cooperation for Accreditation has completed
a second positive monitoring verification on the way the Institute operates, and there
was a recognition focertificates for quality management systems in the reporting
period. A new accreditation scheme on calibration and testing of laboratories was
prepared. Accreditation schemes for the certification of personnel and the organisational
setup of skills teghg are still missing.

The Bureau ofMetrology is the country's officialmetrology body. It has been a
member of the European Association of National Metrology Institutes since 2007 and
has signed an agreement with the General Conference on Weightseasdrés. Its
capacity has been strengthened. Five new employees have joined, bringing the total to
42. A Memorandum for Cooperation has been signed with the National Institute of
Metrology of Bosnia and Herzegovina.

In the area ofmarket surveillance, the State Market Inspectorate conducted more than

680 inspections in connection with the Law on GenBratuct Safety in 2018(down

from 752 in 2017), mostly on household appl
conducted 225 inspections on construction products (down from 524 in 2017). The
inspectorate has withdrawn 35 harmful products from the market as disclosesd on it
website. However, no measures were taken t .
human resources capacity and equipment. Budget limitations continue to prevent
effective market surveillance operations and proper testing. A coordinating body on
marketsupervision continues to coordinate activities of the State Market Inspectorate

with other inspectorates and the customs authorities.

Harmonised area: sectoral legislation

On tNeew G@and gl obal appr o,ahehebel op alignmhantcwith | egi s |
the acquiscontinues to be uneven. The country has adopted legislation designed to be
aligned with theacquisin many sectors, particularly toys, gas appliances, machinery
and medical devices. However, in the reporting pemodprogress was made on
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aligning national laws with the lateatquisin these and other areas, including civil
explosives and motor vehicles.

Nati onal |l egi sl ation has beenOldapmiagmhed t o
product legislation. A modest start of harmonisation with thequishas been made on

the Regulatioron Registration, Evaluation, Authorisation and Restriction of Chemicals
(REACH) and on the legislation on chemicals, classification, labelling and packaging of
substances and mixes and the good laboratory practices. However, in the reporting
period no progress was made on further aligning legislation or on strengthening
administrative capacity in this area. The categorietenilisers covered by national
legislation are designed be fully aligned with thecquis Legislation designed to align

with the acquisand relevanprocedural measurem firearms is incorporated into the

national legal framework.

On procedural measures,the Ministry of Economy and the Standardisationiiat

have been identified as the bodies responsibladufication procedureson standards

and technical regulation®ublic authorities that control and supervise the application of
the laws are in place and fully operational. There iserternal border check of
conformity with the product safety rules for products imported fromEldrcountries.

The licensing, monitoring and controlling systems for economic operators dealing with
drug precursors andcivil explosivesare in place but the relevardtional legislation is

only designed to be aligned with thequisthat was replaced by a newarquis The

Law on Protection of Cultural Heritage was amended to align with tlaequison the
return ofcultural goods.

5.2  Chapter 2: Freedom of movement foworkers

Citizens of one EU Member State have the right to work in another Member State and
must be given the same working and social conditions as other workers.

Preparations in the area of freedom of movement for workers are stileatlgrstage
No progresswas made ithe reporting period. In the coming year, the country shol

d:

- continue to adapt the legal framework in line with élcguison access to the labour
market, particularly regarding natiscrimination on grounds of nationality against
EU workers;

- take steps in coordinating social security systems to identify which administrative
measures should be introduced in preparation for future accession.

The Law on Employment of Foreigners regulatesabeess to the labour markeof

foreign wokers. Every year, the country decides on the maximum quota of working
permits for foreigners divided by types. A foreign worker can obtain a single permit by
submitting a single application to one authority urttlercurrent institutional set up. EU
citizens do not have access to posts in the public administration. As no steps were taken
to further align national legislation with tlaequis there is no distinction made between

a foreigner and an EU citizen.

There are 23 bilateral agreements tt@drdinate social security systemsl4 of which
are with EU Member States. No new agreement was ratified in 2018. The country has
18 mutual agreements for health insurance that allow citizens from one country to use
health care services of another country, on the basis of temporary eraptoyourism
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or business travel, education, science and cultural cooperation. There are nine
agreements on the use of tBaropean Health Insurance Cardbetween the country
and Member States. No new agreement was ratified in 2018.

5.3 Chapter 3: Right of establishment and freedom to provide services

EU natural and legal persons have the right to establish themselves in any Member
State and to provide cro$®rder services. For certain regulated professions, there are
rules on mutual recognition of qualifitans. Postal services are gradually being
opened up to competition.

The country isnoderately preparedon the right of establishment and on the freec
to provide services. Sonmogresswas made during the r
recommendations remain valid. In the coming year, the country should in particuls

- continue aligning national legislation with tleequis mainly with the Service
Directive and with the mutual recognii@f professional qualifications;

- establish a point of single contact including a company registration in line wi
Services Directive;

- continue aligning national legislation with thecquis on postal services ar
complete the full liberalisation afie postal market.

As regards developments on thight of establishment and on the freedom to
provide crossborder services the Law on Services was adopted in March 2019.
Articles 26 and 27 of the Services Directive should be included in consumertiprotec
legislation. The screening process of sectoral legislation, which identifies
incompatibilities with theacquis, needs to continue. The point of single contact,
including a company registration, as required by the Services Directive, has not been
estallished. It is recommended to launch a test phase for its establishment. Foreign
companies still cannot offer ISO 9001 certification on quality assurance to national
public administration bodies. This remains an impediment to the freedom to provide
services

The postal servicesmarket liberalisation was further delayed, with 1 January 2020 as
the new deadline for abolishing the reserved area or postal monopoly of the universal
service AD Macedonian Pogprovides for universal service, covering more than 90%

of the postal market. The introduction of a separate accounting system for the universal
postal service and the financing of a net cost of the universal service obligations are still
under preparation. Authorities should guarantee and fully respectdepeindence of

the Postal Agency and strengthen its administrative and regulatory capacity. In 2018, 37
licensed postal service providers actively operated on the postal market, with licences
for different types and scopes of services and geographic opeaagas.

For themutual recognition of professional qualifications,no significant progress has
been made. There has been no development in adopting the Law on Recognition of
Professional Qualifications designed to align with thequis. The necessary
adustments to national law to comply with the minimum training requirements outlined

in the EU Directive- t r ai ni ng of the O&ésectoral profe

automatic recognition of their professional qualificatie&ve not been implemented.
The data validation of the professional qualifications electronic register still needs to be
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finalised and the accredited professional qualifications need to be included. An updated
and transparent list of all regulated professions containing justificdtoresach is still
missing. There is also a need to further strengthen the institutional capacity for the
mutual recognition of professional qualifications.

5.4  Chapter 4: Free movement of capital

In the EU, capital and investments must be able to mwithout restriction and there
are common rules for crossorder payments. Banks and other economic operators
apply certain rules to support the fight against money laundering and terrorist
financing.

The country ismoderately preparedin the area of free movement of capitdbme
progresswas made by enacting new legislation on fighting money laundering and by

drafting a new law on payment services and systems. In the coming year, the country
should, in particular:

- apply the rules forfree movement of capital after entry into force of the segond
stage of the Stabilisation and Association Agreement (SAA);

- adopt and implement the new legislation on payment services;

- demonstrate a sound track record in fighting money laundering anchémeifig of
terrorism, and further align witthe acquisin this area.

On capital movements and paymentsthe country progressed to the second stage
requirements of the SAAHowever, estrictions on capital movements remain, namely
for residentswho cannot hold a bank account abroad. Foreigners can opanka
account in the country, but they cannot own agricultural land, unless a reciprocity
agreement is in place.

On payments systemsthe central bank is governing its oversight. A new payment
system law was drafted to align with the latest modifications in the relevant directives.

On thefight against money laundering and the financing of terrorism further work

is needed to align with thacquis The country was removed frothe MONEYVAL
follow-up procedure after it had addressed the system's shortcomings. The strategy for
fighting money laundering is being implemented. A new law on fighting money
laundering was adopted, focusing on ultimaeneficial ownership and enhanced
customer due itigence. A new Memorandum of Understanding regulates the
cooperation between law enforcement agencies, intelligence services and relevant key
state institutions as the Central Bank. In 2018, the Financial Intelligence Office reported
an increase from 108 194 of suspicious transactions submitted. The Office sent 64
reports (34 in 2017) of money laundering and terrorism financing cases and 183
notifications (94 in 2017) for other actions to the law enforcement bodies. As a
consequence, nine people werdicted and two people convicted for money laundering

or terrorism financing'see alsoChapter 23- Judiciary and fundamental rights and
Chapter 24 Justice, Freedom and Secujity
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5.5 Chapter 5: Public procurement

EU rules ensure that the public procuraemeof goods, services and works in any
Member State is transparent and open to all EU companies on the basis of
nondiscrimination and equal treatment.

The country remainsioderately preparedin this area, which is particularly vulnerable
to corruption. Some progresswas made with the adoption of the new public

procurement law in January 2019 to ensure a more transparent and effective public
procurement system. Further efforts are needed to prevent irregularities and corruption
during the procurement cyelIn the coming year, the country should in particular:

- ensure further alignment with the 2014 EU Directives on public procurement,
especially on publiprivate partnerships, concessions and defence, and jadopt
relevant secondary legislation of the newblpu procurement law to allow its fu
implementation;

- ensure that reports of public procurement irregularities are properly investigated and
offenders penalised;

- strengthen the administrative capacity of the Public Procurement Bureau and the
Supreme AudiOffice for the oversight and monitoring of public procurement jand
of the Ministry of Economy for the management of concessions and fuublate
partnerships.

Institutional selup and legal alignment

The newlegal framework on public procurement is brdly aligned with the 2014 EU
classical and utilities Directives on public procurement. With its entry into force in
April 2019, t he-auctores ama bf thé loveest griwe as they sble avard
criterion are no longer applied. However, compardgestinue to be excluded from
future tenders due to professional misconduct (‘blacklisting’), which is not in line with
the European Court of Justice case law. The approximation with the EU Directive on
Defence and Sensitive Security Procurement is stidleurdevelopmentAll legal and
financial instruments used in the area of public procurement and concessions, including
inter-governmental agreements concluded with -Bth countries for the
implementation of joint projects, should comply with the principégransparency,
competition, equal treatment and nagdiscrimination.

The conditions for registration in thepeocurement system are now equal for both EU
based and national companies. The new legal framework provides for oversight and
monitoring powes of the Public Procurement Bureau, maintaining its role as the pillar
of the public procurement system. Cooperation is limited between public procurement
bodies and stakeholders, including the State Appeals Commission in Public
Procurements, the State Camission for Protection of Competition and the State
Commi ssion for Prevention of Corruption.
capacity, considering its responsibility for the overall supervision and reporting
mechanism of these processes, remanssifficient. Centralised purchasing remains
limited.

Public procurement is embedded in the 2Q021 reform programme on public finance
management (see section Bnblic Administration Reforjn This inclusive approach
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leads to the digitalisation of publpgrocurement by introducingappeals, enarket for
small value procurements angtatalogues.

Implementation and enforcement capacity

On theawarding of public contracts,the public procurement market constituted 9% of

the country's GDP and 20.6% of thate budget in 2018. The use of mandatory e

auctions is not in line with thacquisand was rectified with the entry into force of the

new law. The linking of awarded contracts to their annexes is required under the new

legal framework on public procurenten Contracts awarded wunder
project are being investigated by the Special Prosecutor's Office, but remain untraceable

in the eprocurement system. Tender cancellations increased, particularly after the
abolishment of the Public Procuremé&gduncil.

The new legal framework on public procurement obliges the contracting authorities to
publish their procurement plans in order to increase transparency and allow planning
and preparation on an annual basis. The proportion of the overall valpeblé
procurement awarded to SMEs has steadily decreased in the last three years, arriving at
65.6% in 2018.

The link between contract notices and contracts awarded inpghgcerement system
increased transparency and reduced the risk of deviatior ipastcontracting phase.

The use of negotiated procurement procedures with and without previous publication
was 5.7% of the total value of procurement in 2018, down from 2017.

The Special Prosecutor's Office continued to investigate cases of abuseciail offi
authorisation and abuse of official position involving numerous public procurement
procedures. There have been final verdicts in some small cases including ones involving
the former Prime Minister and former hitgvel officials. The strengthening ahe
internal audit function remains vital to improve contract implementation and monitoring
(seeChapter 32" Financial contro).

The Ministry of Economy is still in charge of concessions and pyibi@te
partnerships but has only two employees dealiitly these matters. There is no register
on concessions or on publicivate partnerships and data are insufficient. The Skopje
airport and Skopje city concessions are not publicly available. The Hblate
Partnership Council is still not operational.

The capacity to manage public procurement processess uneven between
contracting authorities and is particularly challenging for small contracting authorities.

The new legal framework on public procurement requires the professionalisation of the
contracting authorities that manage the public procurement processes. A regulatory and
institutional framework onintegrity and conflict of interest exists. A new State
Commission for Prevention of Corruption was appointed under a fully revised legal
framework. The Commission is vested with additional powers and shall demonstrate its
ability to fulfil its mandate also in the procurement sector. The number of integrity
relaed reports remains very low and follay investigations and proper penalties are
missing.
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Efficient remedies system

The new legal framework on public procurement ensures the independence of the legal
remedy system and the structure remains formally camtplith theacquis.Following

the abolition of the Public Procurement Council in November 2017, the number of
appeals increased from an average of 650 per year to 737 in 2018. The State Appeals

Commi ssionds resolution r agtire2018.ePeraliesford st ab

misdemeanours occurring during the review process are now set out in the Criminal

Code. The State Appeals Commi ssionbs presid
their term of office ended in November 2018. Efforts are needetkinhforce the

professionalisation of the Commissionds st
by i mproving access to the Commi ssionébés de

linking them to the EProcurement system. The Couirgplementation capaity also
needs to be strengthened.

5.6  Chapter 6: Company law

The EU has common rules on the formation, registration and disclosure requirements of
a company, with complementary rules for accounting and financial reporting, and
statutory audit.

The county has agood level of preparationin the area of company law. Ao
progresswas made during the reporting period, the country should in particular:

- align the company law, in particular with theequis on corporate accounting
statutory audit, and crog®rder mergers.

The legislative framework focompany lawis still not aligned with the EU Directive

on crossborder mergers. A public register for theegistration of companies and
disclosure of their financial statements, compulsory for any comparigtregipn
regardless of size, is managed under the central register. A corporate governance code
has yet to be established under company law.

Corporate accounting legislation is partly aligned with the EU Accounting Directive.
International Financial Repiong Standards (IFRS) and the IFRS for SMES are applied,
which is beyond the specifications of the EU accounting directive. Reporting
requirements for nefinancial information have not been met. @uoditing, a law
introducing an effective system of invigsttions and sanctions still needs to be adopted.
The Council for Advancement and Oversight of the Audit acts as an independent body.
Preparations are under way to formally request the granting of equivalence and
adequacy by the Commission. The InstitufeCertified Auditors is responsible for
certifying and training auditors and for recognising their qualifications. Ruri&cest
entities are defined in the audit law, which has some specific requirements on their
statutory audit (e.g. the obligation form an audit committee and the mandatory
rotation of auditors). A statutory audit is performed according to adopted international
auditing standards. Overall, further efforts are needed to align with thedatpsson
corporate accounting and statutanydit.

5.7  Chapter 7: Intellectual property law

The EU has harmonised rules for the legal protection of intellectual property rights
(IPR), and for the legal protection of copyright and related rights. Rules for the legal
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protection of IPRs cover for iremtce, patents and trademarks, designs,
biotechnological inventions and pharmaceuticals. Rules for the legal protection of
copyright and related rights cover, for instance, books, films, computer programmes
and broadcasting.

The country remainmoderately prepared in this areaSome progressvas made in
raising awareness about counterfeiting and its threats to health. In the coming year, the
country should in particular continue to:

- increase the number of investigations and infringements of intelleptogkerty
particularly in the area of industrial property, with a focus on the misuse of
trademarks;

- improve the legal framework on intellectual property, notably the collective rights
management system by aligning with the Collective Rights Managemerutiigre
and the industrial property rights by aligning with the Enforcement Directive and
with the Trade Secrets Directive;

- establish an information platform for law enforcement institutions to exchange data
on IPRs.

Amendments to the legal framework copyright and neighbouring rights have been
delayed. The authors' rights are safeguarded by the single licensed collective
management organisation. The current legal framework allows for parallel organisations
to collect fees from authors, but without a licenThe unit responsible in the Ministry
was upgraded but staffing remained low, with only four members of staff dealing with
this issue. Weak capacity leads to weak cooperation, both with national and
international counterparts.

For industrial property ri ghts, the State Office for Industrial Property continued its
strategic cooperation with the European Patent Office, the World Intellectual Property
Office and the European Union Intellectual Property Office. This cooperation focuses
on raising awareness @it counterfeit goods, rather than best practices on enforcement
of IPRs. The provision of good quality services to the business community remains a
challenge.

The crucial activities planned under the 2@IA.8 strategy on industrial property rights
were ot implemented, including the setthugp of an information platform to exchange
IPR-related data among law enforcement institutions. This prevents the establishment of
a credibleenforcementrecord and of reliable statistics on institutional handling &-IP
infringements. The Coordination Body for Intellectual Property lacks political support
in its efforts to fight counterfeit and piracy and protect Fgbliders rights. The
government did not replace its former@kicio members.

5.8 Chapter 8: Competition policy

EU rules protect free competition. These include antitrust rules against restrictive
agreements between companies and abuse of dominant position. They also include rules
on concentrations between companies which would significantly impede damnpeti

EU rules also set out a system of State aid control. Governments are only allowed to
grant State aid if restrictive conditions are met, with a view to prevent distortion of
competition.
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The country ismoderately preparedin the area of competitionoficy. No progress
has been made in this field during| the
recommendations have been addressed, they remain valid. Significant efforts are needed
on enforcement.

In the coming year, the country should pay particatsntion to:

- step up the enforcement record of the Commission for the Protection of Competition
(CPC), including on the most problematic cases mentioned below;

- increase the transparency of State aid granted by the government;

- ensure independence acapacity of the CPC.

Antitrust and mergers

The legislative framework is still broadly aligned with Article 101 (restrictive
agreements) and Article 102 (abuse of dominant position) TFEU and with the
corresponding provisions of the SAA. It provides fax ante control of mergers,
following the principles of the Merger Regulation. Some remaining pieces of secondary
legislation have yet to be aligned.

On theinstitutional framework , the CPC is responsible for implementing the Law on
Protection of Competitiorf-ormally, the CPC is an operationally independent authority
with the capacity to adopt enforcement decisions in antitrust and mergers. Its four
members and President were appointed by Parliament in October 2018 for another
five-year term. The delays in ppinting the new CPC created a backlog of cases. The
CPC is not adequately staffed and the level of expertise needs to improve through
training activities. The budget allocated to CPC is not sufficient for the execution of its
tasks and varies each yeaising concerns about its independence as well as creating
issues of staff retention. The technical equipment is outdated. The CPC acts on
complaints, notifications or on its own initiative. It can issue requests for information,
carry out unannounced te inspections and conduct sector enquiries. If competition
rules are breached, it can impose fines and propose remedies. A leniency policy towards
whistle-blowers of cartels is in place, but has never been used. The CPC may approve
mergers, with or withat conditions, or prohibit them. It submits opinions on draft
legislation that may affect competition. Its decisions can be subject to an appeal before
the Administrative Court.

On enforcement the number of merger decisions increased from 50 in 2017 to 61
2018 and the number of decisions adopted on cartels and abuse of dominant position
dropped from seven in 2017 to five in 2018. No guidelines on the definition of the level
of fines do exist. The CPC must strengthen its enforcement policy by increassitg
inspections and by promoting the use of leniency. It should also continue to make full
use of the possibility of fining, if applicable and in a transparent manner. Concerns
remain over the lack of independence and the capacity of courts to deanitrust

cases. The CPC has been consulted on draft laws affecting competition.

State aid

The legislative framework on state aid control broadly reflects Articles 107 and 108

TFEU and its corresponding provisions in the SAA. The Law on State Aid &nd th

Regulation for granting aid of minor importanc (minimi$ still need to be amended.
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Implementing the legislation on certain forms of aid and specific sectors still needs to be
aligned with theacquis In addition, the state aid inventory and the reglaid map are
outdated and lack transparency.

With regard to theinstitutional framework, the CPC is also responsible for
implementing the Law on State Aid. State aid grantors must notify the CPC of their
plans to grant new or alter existing state aidhsd it can assess its compatibility. If an
aid measure is not notified, the CPC has the power to investigatefiicio, and can
order its recovery.

However, the CPC'axdministrative capacity to deal with state aid control and
enforcement remains inficient with only three staff, outdated equipment and budget
constraints.

More decisions were adopted in the are@mibrcement. Notified and approved state

aid represents 0.2% of the country's 2018 GDP. Concerning specific cases, the Ministry
of Transrt set up state aid schemes for air transport from 2012 to 2014 and from 2015
to 2018, to support one air carrier. The call for 2018 to 2021 failed twice, before the
third call was awarded to the same carrier. Compliance of these schemes with the
market €onomy operator principle, the aviation guidelines and the provisions of the
SAA, needs to be confirmed. The Law on Support to Financial Investments was adopted
in June 2018 to provide government incentives to the private sector. However, this
scheme is nain line with the state aidcquis In the future, the implementation of State

aid rules should also be monitored by the CPC in large projects in cooperation with
third countries. Safeguards to ensure that state aid measures are free from conflict of
interest, still need to be put in place.

Liberalisation

Anti-trust and state aid rules apply also to stat@ed undertakings and undertakings
entrusted with special or exclusive rights, except when applying them would obstruct
the performance of the particultasks assigned to them. However, the country still
needs to demonstrate that these rules are being enforced. There is no evidence on the
existence of commercial monopolies within the meaning of Article 37 TFEU.

5.9 Chapter 9: Financial services

EU rules aim to ensure fair competition between financial institutions and their
stability, namely rules on banking, insurance, supplementary pensions, investment
services and securities markets. They include rules on authorisation, operation and
supervision of thee institutions.

In the area of financial services, the country remanulerately prepared Some
progress was made on applying the regulations and strengthening the enforg
capacity of financial markets regulators. The central bank was designated as
resolution authority. The campaign on increasing financial literacy and con
protection is ongaig. In the coming year, the country should focus on:

- further aligning with the banking capital requirements (CRR/CRD) framework
the insurance Solvency Il framework;

- collecting data on unregistered and uninsured vehicles;
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- preparing a timetable of actiles for implementing the second stage of
Stabilisation and Association Agreement (SAA) in the area of financial service

On banks and financial conglomeratesthe Financial Stability Committee designated

the central bank as a bank resolution authopending formal adoption in the law. The

new rules on good corporate banking practices were adopted, in line with the European
Banking Authoritydos gui ded mewensthodblogy foc ent r al
managing credit risks and licensing banks, dwihg the Basel core principles for
effective banking supervision. A new strategy on the management gfanforming

loans was also adoptedhe credit bureau can now prepare a credit report for the
borrowers, contributing to better management of banks lportfolio and reducing
credit risks. However the institutional agh, resolution tools and mechanisms need to

be further definedThe efforts to align national law with EU regulations on prudential
supervision to protect consumers and prevent unfakibg practices need to continue.

Concerninginsurance and occupational pensionshe insurance market continued to
grow steadily. Around half of all premiums were for motor vehicle insurance. The
legislation authorising the ministry of finance to set prens for motor vehicle
insurance, which is contrary to thequis has not been removed. Relevant data on the
proportion of uninsured vehicles is still unavailable. The number of uninsured vehicles
indicates that the oreff police checks to remove such vehicles from the road are not
sufficient. Aligning national rulesvith the Solvency Il Directive has not begun. The
transfer of ownership of one fulfynded pension fund was completed and an offer to
establish a third pension fund was submitted to the pension insurance market regulator.
The provision setting a 50% limdn investing in nordomestic securities by pension
funds is still applied, contrary to tlaequisand second stage of the SAA

There waso development in thignancial market infrastructure . Alignment with the
Financial Collateral Directive and with th8ettlement Finality Directive remains
incomplete. Concerning theecurities markets and investment servicesadditional
transparency obligations, such as the extension of the period of compulsory listing for
companies, have been included in the secutai®sThe long announced law on capital
markets to, align the national legislation to #eguis including provisions prescribing
liquidity and solvency ratios for brokerage houses, has still not been adopted.

5.10 Chapter 10: Information society and media

The EU supports the proper functioning of the internal market for electronic
communications, electronic commerce and awasoial services. The rules protect
consumers and support universal availability of modern services.

The country is moderately prepared in the field of electronic communication
information society. Some progress was made during the reporting period as the
amended the Law on Audio and Audisual Media Services, prepared a natio
cybersecluty strategy, started preparations for the 112 emergency number and &
electronic identification, authentication and trust services withatugiis As some of
the 2018 recommendations have not been implemented, in the coming year the
should n particular:

- prepare a longerm information and communication technology (ICT) strategy;

- strengthen the independence and capacity of the media regulator and the
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service broadcaster;

- continue to implement the action plan for introducing the édrgency numbe
and allocate the necessary financial resources.

As part of the Digital Agenda, the country completed the mapping of the national
broadband of existing electronic communication networks built with public funds and of
Onext ge n ssmework®hy dommearcaleoperators. The 2PQ23 broadband
strategy has undergone wide public consultation and the adoption is in the final phase
The government adopted the 202@2 national cybersecurity strategy in July 2018
and the related actionai in December 2018. Authorities took part in negotiating the
Regional Roaming Agreement and signed the agreement in April 2019. In addition,
preparations began for introducing the European emergency number 112.

In electronic communications and information and communications technologies
(ICT), the fixed broadband penetration slightly increased to 19.46% (>30Mbps is 3.8%
and for the >100Mbps around 0.16% of the population). Mobile broadband, including
2G/3G/4G, decreased to 61%. Investments in develodewrenic communications
increased. Public consultation procedures with operators intensified during the
preparation of the amendments to the Law on Audio and Avidial Media Services.

Regardingnformation society, the strategy on the development @il skills has not

yet been developed, while the new education strategy includes digital literacy among its
priorities. The application of electronic signatures is limited to a few institutions that
provide services to businesses. The interoperabijgtem is only used by some
institutions despite the equipment and software having been instalgmeEnment is

at an early stage of preparation. Sincedernisation of the public administrations is a
key element for successful digitalisation, North M#m@a should put more effort in
implementation of @overnment frameworks and servicBscommerce has increased

by 62% in 2018. However, existing barriers tea@nmerce have not been removed,
including customs duties and VAT on imports for small valuaste

On audio-visual policy, the Law on Audio and Audivisual Media Services was
amended in December 2018 and February 2019, with the aim to bring it closer to the
EU acquis The media regulator has continued its proactive approach to reporting
inflammatay or discriminatory language and hate speech, as well as unprofessional
journalistic reporting. Cooperation with civil society, media and state actors to promote
media literacy intensified. Developing a more systematic approach to media and digital
literacy remains a priority. The regulator monitored ownership transparency of media
outlets, reminding media outlets of their legal obligations. However, further
strengthening the regulator's capacity and increasing-imggtutional cooperation on
disclosinghidden media ownership and illegal media concentration is needed.

On the media reporting during the September 2018 referendum, discrepancies were
noted in various legal acts, such as the Law on Referendum and Electoral Code. This
led to a different reding by the State Election Commission and by the media regulator
on the access of referendum stakeholders to paid advertising.

Concerns remained over the public service
independence and ensuring effective operatiand management continues to be a
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priority. The audiev i s u a | sector started benefiting

the mediasipr ogr amme of O6Creative Europedo, wi
5.11 Chapter 11: Agriculture and rural development

Thecommon agricultural policy supports farmers and rural development. This requires
strong management and control systems. There are also common EU rules for quality
policy and organic farming.

The country remaingnoderately prepared in the area of agriculture and rural
developmentSome progresswas made in the reporting period, in particular on |the
Farm Accountancy Data Network.

In thecoming year, the country should in particular:

- finalise the nationaFarm Accountancy Datsetworklegal and procedural
alignment to thecquis

- prepare an action plan for further institutional and legal alignment tactigsin
the area oEommon market organisation;

- implement thednstrument for PréAccession in Rural Development (IPARD #pd
ensure full absorption of the EU funding by strengthening a@beinistrative
capacity and competences of the IPARD Agency.

The country's legal framework for this chapter is largely aligned withatiggiis On
horizontal issues, the 5Syear national programme for direct payments and rural
development support has been adopted. Direct payments remained coupled to
production with limited application of cros®mpliance rules. Annual spending
continued in 2018, as in 2017, at aroundRELDO million.Decisionsmust be takeon
decoupling direct payments from production and further policy alignment. Further
developments of the Integrated Administrative and Control System (IACS) need to be
complemented with strategic policy decisions orecti support measures. Efforts are
also needed to align state aid measures tadais

Aligning the Farm Accountancy Data Network (FADN) with EU rules is also
underway. Efforts have also been made to improve data quality and widen its use for
policy ard research purposes. Concerning the Land Parcel Identification System (LPIS)
new orthephoto maps have been produced and the agricultural land is being digitised.
However, the systemdés wuse of the remai
referene for areabased paymentPiscrepancies between total agricultural area and
declared agricultural parcels needs to be further addrelSaed. advisory services are
provided by the National Extension Agency, which is chronically short in capacity and
financing. The new legislation for advisory services opens the market for private
advisory services.

On common market organisation the legal framework on quality and marketing
standards for agricultural products mostly in place. Legal provisions on market
interventions in line with the Eldcquisexist, but still need to be implement&togress

is still needed iraligning of commodityspecific schemeand insupporting for public

and private storage, producer organisations, and market intervention. Implémnentat
capacity needs to be strengthened.
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In rural development, although some progress has been made in the increase of staff at
the Implementing Agency and the Managing Authority, capacity to absorb funding
under the EU praccession programme for rural deyment (IPARD Il) remains
insufficient, increasing risk of deommitment of the EU funding and delaying
entrustment of new measur@n quality policy, the sectoral legislation is aligned with

the acquis but progress has been limited on developing and promoting of quality
schemes. Capacity to implement and control the quality schemes needs to be
strengthened.

On organic farming, the legislation is aligned with theacquis The required
infrastructure isn place (competent authority, accreditation system for control bodies
and certification system) and organic farming is supported via increased direct
payments. The monitoring of organic certification and products need to be strengthened.
The national markdor organic products remained limited.

5.12 Chapter 12: Food safety, veterinary and phytosanitary policy

EU hygiene rules for food production ensure a high level of food safety. The rules
ensure animal health and welfare, the safety of food of animal origin and animal
nutrition, the quality of seed, plant protection material and protection against harmful
organisms.

The country has good level of preparationin the area of food safety and veterinary
policy. Good progresswas made, particularly on improving animal identification and
registration, animal disease control and determination of the pest stdtascountry.

In the coming year, the country should in particular:

- continue with activities to improve hygiene, animal welfare and biosequrity
standards on farms;

- establish an action plan to collect and treat animgirbgucts;

- adopt and implement legjation on pesticides.

On general food safety the Law on Food Safety was amended, aligning with the new

EU Regulation on official controls. The National Council for Food and Feed Safety
provides scientific and technical support to the Food and Vetedngre ncy 6 s acti vi
Furthermore, the National Rapid Alert System for Food and Feed has been set up and
the Agencyods internal audit The dgentyrigi ni ng
performing its work according to 1ISO 9001:2015 quality management standards. New
veterinary and phytosanitary border inspection facilities have been built with EU
assistance at the border with Kosovo. The Agency has established a systeodfor f

fraud control, it reports regularly to the European Food Safety Authority and actively
participates in their scientific networks.

On veterinary policy, the existing implementing legislation an internal market control
system and on the naommercial mvement of pet animals is aligned with tequis
On a control system for imports, the Agency provides regular updates on the safeguard
measures of imports and import requirements for live animals and animal products. The
reliability of the animal identi€ation and registration system has been improved. The
Agency improved the identification and registration of pigs and undertook activities to
establish and upgrade biosecurity measures on the pig holdings.
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Progress has been made on control measuresnforabdiseases. The Agency is
vaccinating foxes against rabies and vaccinating against lumpy skin disease. It has put
in place the antimicrobial resistance programme. Some implementing legislation on
intraEU trade in live animals, semen, ova and embrysbeen amended. The initial
survey of equids and farms with equids has been completed. -bhguping and
registering of pet animals is standard practice. The Agency has also adopted a plan to
control residues from pesticides, contaminants and microlcalopazards and to
examine physical characteristics and chemical ingredients of food edminal origin

and food contact materials from import. The animal protection and welfare of animals
strategy and action plan have been adopted. The capacity herfatign with and
implement theacquison zootechnical issueeemains weak.

On placing on the market of food, feed and animal byroducts, the Agency
continues its programme for dairy farmsé
standards. Existindegislation on animal byroducts is aligned with thecquis
However, a collection and treatment system for animgirogucts has not yet been set

up. Existing rules for funding are based on-&tfined minima.

There has been some progress has been omdded safety rules Some implementing
legislation has been adopted on the safety requirements for food supplements and
fortified food. Existing legislation is aligned with treecquison labelling, additives
authorised and purity criteria, food enzymestraction solvents, flavourings, food
contact materials, food for particular nutritional uses, qflicken foodstuffs,
contaminants, novel foods, ionising radiation, and mineral waters. Checks are not
always carried out according to EU standards. Thendgeegularly updates the health
claims to help avoid misleading consumers.

Regardingspecific rules for feed the existing legislation is aligned with treequison

the placing on the market and use of feed, feed additives and undesirable substances.
The Agency is implementing a programme to monitor feed safety and to improve the
feed safety system.

There has been progress pimytosanitary policy. The countrybés pest
determined. A law on plant protection products has yet to be adoptedhyfiosgmitary
inspection is starting to introduce measures to the eradicate pests determined with the
monitoring and control programmes. The Law on Seed and Propagation materials was
amended. The setting up of the phytosanitary information system hasd.stéoteever,

the capacity of the Phytosanitary Directorate to provide an analysis of collected data and
to define corresponding programmes for pest control and eradication remains limited.
Coordination between the competent authorities has not imprduedeneral the
administrative capacity is weak, t hough
has been strengthened with new equipment.

The Law onGenetically Modified Organismsdefines the measures for monitoring and
labelling of these organisms, and their combination at all stages of their deliberate
release in the environment and is aligned withabguis The alignment will continue

with finalising legislation on lifting théan on production, placing on the market and
import of genetically modified organisms food and feed. The Food and Veterinary
Agency is the competent authority for genetically modified food and feed and the
control and monitoring activities are carriedfbpd inspectors.
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5.13 Chapter 13: Fisheries

The common fisheries policy lays down rules on fisheries management, protects living
resources of the sea and limits the environmental impact of fisheries. This includes
setting catch quotas, managing fleet capacity, rules on markets and aquaculture and
suwpport for fisheries and coastal communities.

North Macedonia continues to beoderately preparedin this areaNo progresswas
made on | ast yearo6s recommendat iaauisintio f urt
the coming year, the country should:

- further align its legislation with thecquis and ensure its implementation and
enforcement, in particular for illegal, unreported and unregulated fishing,| data
collection, structural support and state aid.

As the fishery sector is based on commercial falteng and aquaculturéhe acquison
catch quotas, managing fleet capacity, inspection and contrblardly applies to the
national context. During the reporting period, there were no developmefithenes
management, inspection, control, surveillanesonitoring, structural actions and
international fisheries agreements.

North Macedonia should take steps to ensure full alignment withdipgison illegal,
unreported and unregulated fishing as well agspection and controData collection

on fishing and aquaculture should be improved in line with the relea@miis As

North Macedonia confirmed that their inland waters hosted European eel (Anguilla
Anguilla), the country needs to ensure implementation of the EU Eel Regulation, by
defining Eel Management Units and implementing management plans.

Structural measuresfor smallscale fisheries or inland fisheries were introduced based
on the annual programme for financial support of fisheries and aquaculture with
national budgetary commitment$ around EUR 1 millionThe Annual Program for
financial support on fisheries and aquaculture in 2019 was ad@ttadtural assistance
combines investment support for aquaculture, financial support for increasing fish
stocks and for promotion and mairket North Macedonia did not apply astate aid
measuresn the reporting period.

The administrative capacity for the management, inspection and control of the
fisheries policy needs further strengthening.

5.14 Chapter 14: Transport policy

The EU has cmmon rules for technical and safety standards, security, social standards,
state aid and market liberalisation in road transport, railways, inland waterways,
combined transport, aviation and maritime transport.

The country ismoderately preparedin the area of transporLimited progress was
made in the past year. Increased political commitment is required to deliver on necessary
sectoral reforms. The administrative and operational capacity for all modes of transport

also needs to be strengthen€lde country should in particular:

- strengthen the operational and administrative capacity of the inspection bodies and
develop the enforcement capacity to reduce fatalities along road and rail
infrastructure;
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- implement the connectivity reform measures aihapen the rail transport market |at
least for domestic and regional undertakings and set up a national system to
continuously collect data on road crashes;

- adopt legislation on intelligent transport systems and combined transport and make
further effors to produce a strategic framework for implementing the systems and
the core networks.

The key strategic documents for the transport sector and its related sectors are already in
place. The new 2018030 national transport strategy was adopted in Dece@013.

There was no progress on strengthening the low operational and administrative capacity
for all modes of transport. Efficient rail reform measures are needed to reduce reliance
from road transport. The independent rail accident investigation bodstihast been
established. Further efforts are needed to EU passenger rights legislation in all modes of
transport.

Onroad transport, the legal framework is broadly aligned with thequis Legislation

on dangerous goods is also aligned withabguis However, the conformity assessment

of the existing equipment for transporting dangerous goods still needs to be introduced.
As in the previous year, t he couacquisyds al
remains incomplete. Further efforts are needaedprove education and training, and to
increase and strengthen enforcement capacity, particularly the administrative and
technical capacity of the State Transport Inspectorate. The responsible authorities are
urged to prepare a thrgear road safetynspection (RSI) plan for the core and
comprehensive network and implement pilot RSIs on high accident sections. Further
efforts are also needed to set up a national system for continuously collecting road crash
data. Penalties for infringing the Europeaneagnent on the work of vehicles crews
engaged in international road transport also need to be harmonised. However, legislation
on clean energy and energificient road transport vehicles and on intelligent transport
systems still needs to be aligned wiltle icquis The legislation on market access for
goods, passengers and pricing is aligned with abguis The acquis on access to
international markets for coach and bus services has already been aligned.

Forrail transport , the major requirements of tlaequisare met in terms of unbundling

the infrastructure manager and national operator. However, there are still delays in
separating the accounts of the national operators on passenger and freight operations and
in aligning with and applying many of thengie European Railway Area rules. More
commitment and effort is needed to fully open the rail market. Railway safety legislation

is aligned with theacquisbut needs to be applied. The crtsder railway cooperation
agreements with Greece and Kosovd stded to be fully implemented. The accident

and investigation body has not yet been set up. In addition, the safety authority body is
not yet fully operational.

On maritime transport, despite being | andlocked, t he
Internatiora | Mariti me Organisationéb6és basic tran:
maritime ports, it cannot become a member of the Paris Memorandum of Understanding.

National law is aligned with the relevaatquisfor inland waterways transport, apart
from the Rgulation on the recognition of certification and transportation of goods and
passengers. The Law on Merchant Shipping Needs is not alignedaicothisas there is
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no transport of goods on the inland waterways. The country actively participates in the
International Commission of Sava River Basin but is not yet part of the EU strategy for

the development of the Danube Region. The country signed the main international
agreements on inland waterways and has good bilateral cooperation with neighbouring
countris.

On air transport, the country has maintained good level of alignment withatitpuis

and is partially aligned with both aviation safety and security legislation. No progress
was made in complying with the requirements of the European Common Aviation
Aut hority Agreementos first transitional
still needs to check that the country is fully aligned with and implement the Single
European SkyMost safety areas, except the ones covered by the recent air traffic
manageent inspection, have not been inspected by the Agency since20042The
working arrangement with the agency covers all aspects aidipgisin civil aviation

safety and environmental protection of products, organisations and personnel. However,

further efforts ar e needed t o facilitate

combined transport, no progress was made in finalising the raldv national
legislation, but there has been some progress setting up of a multimodal node near
Skopje.

5.15 Chapter 15: Energy

EU energy policy covers energy supply, infrastructure, the internal energy market,
consumers, renewable energy, energy effaienuclear energy and nuclear safety, and
radiation protection.

The country isnoderately preparedin this areaGood progresswas made in aligning
the national rules with the third energy package. In the coming year, the country should
in particular:

- finish unbundling (certification) the electricity and gas transmission systems;

- increase the number of staff and the technical/engineering capacity of the Energy
Department in the Ministry of Economy and the Energy Agency;

- finalise new or updated secongdegislation in compliance with the Energy Law
and the third energy package, adopt the Energy Efficiency Law to align with the
Energy Efficiency Directive and the Energy Performance of Buildings Directive.
Continue efforts to align the work under way witihe Energy Strategy and the
Climate strategy, ensuring consistency among objectives and preventing adverse
incentives.

The national energy strategyntil 2035 is being prepared and should be finalised by
mid-2019. It should take account of EU energy alihate policy priorities and targets
for 2030 and the upcoming integrated energy and climate strategy.

The availability of coal for the Bitola thermal power plant still needs to be urgently
addressed, as this concesegurity of supplyand requires actig including investment

in new and sustainable resources. The 2014 Law on Compulsory Oil Reserves was
amended for the fourth time and its entry into force in January 2020 will be 5 years
overdue. Corresponding implementing legislation and action plansdhmdly with the

Oi | Stocks Directive have been prepared,
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correspond to 63 days of average daily consumption, but the method for calculating
them is deemed to be inadequate. The oil industry is still not atdgwcompensated

for holding emergency oil stocks. It therefore does not participate in the calls for

procurement of oil and petroleum products, which would allow the country to maintain

and increase the oil stock.

Electricity transmission inteconnectos being developed and preparatagtivities for
constructing a new 400kV electricity line with Albania are under way. das
interconnections, the governmentaging measures to ensure the necessary funding for
the construction of an interconnectiondiwith Greece. The Transmission System
Operator participates in the regional auction office in Southeast Europe. A
Memorandum of Understanding on electricity ddyead market coupling with the
Independent Bulgarian Energy Exchange was signed, with a tkigedf mid2019.

Forinternal energy market, the country adopted framework legislation in line with the

EU6s third energy package in gas and el ect
open for competition. The corresponding secondary legislatiortihe process of being

adopted. The appropriate market players have been identified. The electricity and gas
transmission and distribution are formally unbundled. The electricity transmission
operator applied to the Energy Regulatory Commission for ficatton and a

preliminary decision is to be submitted to the Energy Community Secretariat for an
opinion. The gas transport operator has not yet applied for certification. The unbundling

of the electricity distribution system operator is complete anddhised compliance
programme foll owing the Lawbs adopti on, h
authority. The electricity transmission system operator is in the process of completing

its restructuring by spinningff the market operator in a new companyadgst step in

establishing of organised market operator and coupling it with a neighbouring market.

The Energy Regulatory Commission approves new market rules. The government has to

adopt the decision on the form of an operator of the organised market.

The full balance responsibility of all market participants, required by law to be
introduced by 1 January 2019 and the competitive provision of services have been
postponed again.

A supplier of last resort and a supplier providing the overall servicehre gover nment
competitive public tendering procedure should be appointed by March 2019, after the
selection committee has completed the selection procedure. A programme to protect
vulnerable consumers has not yet been developed.

Currently, around 50% oftotal electricity consumption is covered by the open
electricity market. This mainly covers sales to large industry consumers. From 1
January 2019 all customers, including small customers and households, are legally
eligible and entitled to switch suppige Price regulation apart from supply to small
customers and household in the universal service regime, has been abolished.

Third-party access to the natural gastem is regulated in the Energy Law, which is
aligned with theacquis but capacity allodaon and transparency needs to be improved.
No progress was made in setting up an eexiy transmission tariff system, as required

by theacquisand no positive developments were made in sorting out the dispute over
the ownership of the gas transmisspopeline.
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In the area of hydrocarbons, the Law on Mineral Resources law aims to align with the
Hydrocarbon Licensing Directive.

The Energy Community lowered the 2020 renewable energy target from 28 % to 23 %.

The amendechationalrenewable energyaction plan is nown line with the binding

target of 23 % of energy coming from renewable energy sources by 2020. The new
Energy Law is fully aligned with the Renewables Energy Direcfifee implementing
legislation is in the process of being adopted. The new Energy Law determinesra feed
premium as a new mechanism for renewable energy sources support that will be granted
on a competitive basis.

Investment in fidropowershould be comi@ant with the relevant environment@tquis

After having adopted its thirdationalenergy efficiencyactionplan,the country ison

track to meet its mandatory targets. The energy service market still needs to be
developed and the existing legislatimended so that energy service companies can be
contracted. Financing to promote energy efficiency should be improved including by
setting up the Energy Efficiency Fund. Municipalities should take steps to fully respect
their obligation to develop and ingshent municipal energy efficiency programmes.

The country has drafted a new Energy Efficiency Law, aligning with the Energy
Efficiency Directive and th&nergy Performance of Buildings Directive. This new law

is currently in the public consultation phadereparing and applying the secondary
legislation remains a considerable challenge, due to limited human and technical
capacity at the Energy Department of the Ministry of Economy and the Energy Agency.

Regardinginvestment in infrastructure, the county ontinues to build the following
gas transmission pipeline sections: StigfNegotino, Negotindi Bitola and Skopje
TetovoGostivar.

For nuclear energy, nuclear safety and radiation protectionthe country has ratified

the relevant international conventioms nuclear safety and radiation protection and is a
full member of the European Community Urgent Radiological Information Exchange
system (ECURIE).

5.16 Chapter 16: Taxation

EU taxation rules cover valsadded tax, excise duties and aspects of corporate
taxation. They also deal with cooperation between tax administrations, including the
exchange of information to prevent tax evasion.

The country ismoderately prepared in this area.Some progresswas made ir]
reducing the administrative burden for taxpayeard in shortening the time needed
process annual income tax returns. In the coming year, the recommendations f|
previous year remain valid and the country should in particular:

- improve the capacity of the central and local tax administration bgtisg and
efficiently implementing the tax system strategy;

- further align the legal framework with tleEquis in particular the Law on EXcis
Tax, and amend the Laws on Personal Income Tax and Tax Procedt
accordance with the tax system strategy;

- ensure the ratification of the OECD Multilateral Convention on mu
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administrative assistance in tax matters by the end of 2019.

On indirect taxation, the VAT Law still contains certain exemptions not provided for
in theacquis.Delays in the refund of VAT are less common than in the past. Regarding
excise dutiesthe legal framework has to be further aligned with #oguis The
movement of excisable goods under duty suspension is still subject only tebpapdr
verification and electronic checks have not yet been set up.

Regardingdirect taxation, the law on personal income tax has been amended to
introduce progressive taxation, to reduce the administrative burden for taxpayers and to
shorten the time needed to process animgaime tax returns.

On administrative cooperation and mutual assistancethe government signed new
agreements with EU Member States and-Bbhcountries to avoid double taxation and
prevent fiscal evasion. In total, 49 such agreements have been signed, including 24 with
Member States. On mutual assistance, a new proceduréeomational exchange of tax
information has been adopted by the Public Revenue Office reflecting the latest OECD
standards in this area. In June 2018 the country signed the OECD Mutual Assistance
Convention in Tax Matters and has until the end of 2018ttfyiit. In August 2018, the
country joined the OECD Inclusive Framework on Base Erosion and Profit Shifting.

Regardingoperational capacity and computerisation the Public Revenue Office still

has to improve its business processes, implement a newait@@glT model, risk
management tools andservices. The tax system strategy, covering fair taxation,
revenue collection, tax transparency, quality of services and green taxation, has yet to be
adopted. On the informal econonilie Public Revenue Officenntinued to participate

in joint inspectionswith other national bodies to identify unpaid tax liabilitiesand
unregistered taxpayers, thus improving tax collection.

5.17 Chapter 17: Economic and monetary policy

EU rules require the independence of cehtsanks and prohibit them from directly
financing the public sectoEU Member States coordinate their economic policies and
are subject to fiscal, economic and financial surveillance.

The country remainsnoderately prepared in the area of economic and monetary
policy. Some progresswas made in implementing the public finance management
reform programme.Not all recommendations of the 2018 report were fully
implemented. In the coming year, North Macedonia should take furéesures to:

- set up a proper mediuterm expenditure framework to further improve fiscal
discipline and transparency;

- improve fiscal governance by adopting fiscal rules;

- include public enterprises in the general government fiscal reporting framework
wheremandated by European statistical standards.

On monetary policy, aligning of the legal framework with thacquis remains

advanced. However, further alignment s
institutional independence. According to the Law on the Central Bank, monetary
financing of the public sector is prohibited and the public sector does not have
privileged access to financial institutio®.r i ce stabil ity is the
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objective, which is fully in line with the primary objective of the European System of
Central Banks.

Regardingeconomic policy the work to conduct sound budgstgrolicies and to

further align fiscal policy with the Directive on Requirements for Budgetary
Frameworks has advanced. The new draft organic budget law foresees the establishment
of fiscal rules and independent fiscal oversidis been prepared, butssll to be
adopted.To increase transparency and accountability, more information was made
available on the use of public resources. In 2018, a law was adopted on registering and
reporting liabilities and arrears. Fiscal reporting and notifications uth@eexcessive

deficit procedure are in line with the European system of National and Regional
Accounts 06ESA -2020 publc .finarice reanageénerd reform programme

is under way and the 2018 action plan was implemented.

The 20192021 Economic Refam Programme was submitted on time and its
analytical diagnostics improved-urther efforts are needed to develop sufficient
capacity for designing the structural reforms and implementing them promptly.

5.18 Chapter 18: Statistics

EU rules require thatMember States are able to produce statistics based on
professional independence, impartiality, reliability, transparency, and confidentiality.
Common rules are provided for the methodology, production and dissemination of
statistical information.

The county is moderately prepared in the area of statistic€sood progresswas
made, especially in preparing the population census and further aligning of sectoral
statistics withEU standards. The notification for the extensive deficit procedure| was
submitted thagh further improvement in data is needed. Continued efforts are also
needed to improve the scope and data quality of macroeconomic and social statistics. In
the coming year, the country should in particular:

- implementthe pilot phase of the population census, partly relying on administrative
data;

=

- align financial accounts and quarterly national accounts witlEthlepean Syster
of Accounts2010 (ESA 2010);

- keep an adequate amount of personnel and budget sufficiantial resources for
the State Statistical Office.

For statistical infrastructure, the legal framework is still broadly in line with the
European Statistics Code of Practice. In 2018, the government signed the Commitment
on Confidence to ensure the ps$ional independence of the State Statis@ftce.

The Officeincreased its personnel. However, resources need to be increased further.
Sufficient funds have been allocated to carry out the population cdtegarding other

main statistics providershe central bank is fully committed to the statistical standards
code of practice. The Ministry of Finance has not yet appointed a head of statistics. On
classifications and registersthe main classifications comply with thacquisand are
updated reguldy. The use of administrative data sources has increased, including for
preparing the population census. Data availability and quality improved but still needs
to be optimised. Data transmission to Eurostat further increased but remains incomplete.
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On macroeconomic statistics the State Statistical Office providesacroeconomic
statisticsand dateon annual and quarterly GDP in current and constant prices, aligned

with ESA 2010. Annual sectoral accounts and supply/use tables are prepared, although

the time series is not yet complete. Quarterly national accounts are not fully available.

For governrmen f i nance statistics, the delimitati
units was published. The notifications for the excessive deficit procedure were
submitted, though data quality needs to improve further. The financial accounts have

been prepared ansubmitted in experimental data form. The central bank produces
statistics on the balance of payments and foreign direct investment according to the

latest standards.

Structuralbusiness statisticeand shorterm statistics for the industry and constroiati

sectors are well developed. There have been further improvements irtestmort

statistics for services, which were published. The busiregisteris in place and an
outline to I mprove it has been agreed. T h e
sati stics was set up. Touri sm anadgquit ranspo
improved. Statistics on research and development and on information and
communication technologies are sufficiently aligned

Concerningsocial statistics a new population andousing census using a combined
methodology is well advanced. The survey for statistics of income and living conditions
was conducted. Social protection statistics improved. Migration statistics need to be
further expanded. Labour market statistics areegaly aligned with theacquis.
Statistics on crime, education and public health need improvement.

Agricultural statistics are only partly adequate compared to thequis. The farm
structure survey continues to be regularly conducted. The EU methodology for the
annual crop statistics was tested to align it withabguis.Agro-monetary statistics are
produced in line with th@cquis.Supply balance sheets also saw an imgnoent for

the livestock componenEnergy and environment statisticsincluding environmental
protection expenditure, waste, water, and environsredated taxes are mostly in line
with the acquis. Shortterm energy statistics and energy balances are isdppAir
emission accounts are not produced, however. Matevalaccounts are generated, but
materialflow balances are not yet included.

5.19 Chapter 19: Social policy and employment

EU social rules include minimum standards for labour law, equdiigalth and safety
at work and nordiscrimination. They also promote social dialogue at European Union
level.

The country isnoderately preparedin this areaSome progressvas made during the
reporting period. The employment and social reform programmssely monitored
by the government but lacks financing. The Youth Guarantee Scheme was piloted and
measures were taken to include the loergn and inactive unemployed in the labour

market. Poverty remains a serious problem but improvements are expébtédte new
Law on Social Protection that aims to ensure guaranteed minimum assistance for all
unemployed. There have been efforts to focus policies more on people at riskook|n
poverty. As the previous year 0#dautetheg mmend a1
remain valid. In the coming year, the country should in particular:
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- improve the activation of unregistered, letegm and unskilled unemployed peop
including women, persons with disabilities and Roma,;

€,

- intensify efforts to improve theapacity of the State Labour Inspectorate (SLI)|and
reinforce collective bargaining between employers and workers;

- implement the poverty alleviation strategy, the Roma inclusion strategy, and
relevant action plans.

Amendments to the currebaiw on Labour Relations were adopted to clarify the rules
and provide equal rights to people who have terminated their contract due to bankruptcy
or liquidation. A new labour law is under preparation. A new Law on Private
Employment Agencies aligned with the ILO Contten (C 181, 1997) was also
adopted as well bylaws deriving from this law. The Law on Minimum Wage was also
amended.

The capacity of and coordination between the relevant institutions tasked with enforcing

the labour law, have not really improved. The feigf and professional performance

l evel of the State Labour Inspectorate is t
and will decrease further due to staff retiring in the next years. The country has no

major issues with child labour.

Efforts were nade to improve the responsiveness of and cooperation between
employers and staff dealing withealth and safety at work This work remains
incomplete due to the lack of capacity of the State Labour Inspectorate responsible for
supervising the applicatiorf taws and other regulations in the field of labour relations,
employment, occupational health and safety. Implementation of the-22207
occupational health and safety strategy remains deficient. Various awar@segs
activities were organised und#re action plan for the 2042020 occupational health

and safety strategy. According to State Labour Inspectorate data, in 2018 the
construction sector had the highest number of fatal accidents per year. According to
civil society organisation data, therere 92 reported injuries at the workplace in 2018,

of which 22 were fatal.

Limited progress was made @ocial dialogue The social partners are involved in

drafting the new Law on Labour Relations, which include rules on freedom of
association, collecteybargaining and strikes. The law, which is still at an early stage of
drafting, wildl further regulate branch col |l
the process of setting up a trade union. The Local Economic and Social Councils are
expected to & developed further in 2019.

The unemployment rate fell slightly from 22.4% in 2017 to 20.7% in 2018. In parallel,
womenods | abour mar ket {phyedrsiolin@0d8) andthat¢f5 2. 2 %
Roma and persons with disabilities did not improve eontinued to be low.

The focus of employment policy remained on youth and the-temy unemployment.

The piloting of the Youth Guarantee scheme targeting young people not in employment,
education or training, its introduction and extension througtfmtcountry is a very
positive and important step in this regard.

The first mediurnterm strategy for the formalisation of the informal econq2@18
2022) and its 2018020 action plan were adopted. They set out measures for the
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regulatory and business eronment to: (i) increase the prominence of institutions in
the labour market; (ii) increase inspections; and (iii) raise awareness among individuals
and businesses on the importance of formalising informal activities. Adequate resources
should be allocatkto ensure that the action plan is carried out within the set timeframe.
The occupational outlook was further developed, with 21 occupational descriptions
published by Q3 2018.

Progress was made ocial inclusion and protection. The new Law on Social
Protection has been prepared. The law provides for major reforms in the social
protection systemThe risk of poverty in 2017, considering the poverty threshold of
60% of median equalised income, was 22.2%. The rate of employed people at risk of
poverty wa 9%, while for pensioners it was 7.7%. The Gini coefficient of measuring
income distribution inequality was 32.4.

Following a pilot phase, wheré4 people were given the opportunity to usetht
personal assistance scheimaow gradually being incorpated into the new policy.

Roma and persons with disabilities remain at the highest risk of poverty. A social

pension scheme will be included in the new Law on Social Protection. It will provide
assistance to people aged above 64 who are not entitled/ tiocame support. The

Social Work Centresod capacity is insufficie
of social services is inadequate. Measures that aim to reduce poverty remain
insufficient. Social protection for children with a disabilitystdll inadequate. National

legislation, policy and programmes need to be harmonised with the UN Convention on

the Rights of Persons with Disabilities. Employment opportunities for persons with
disabilities are still limited.

The new 2018027 national sategy on deinstitutionalisation was adopted. Concrete
measures on deinstitutionalisation are under way and alternative comiinasety
services are being developed in parallel. Two commuoaged housing units have been
made available to accommodate cteld from the Special Institution for Disabled
People in Demir Kapija and other communritgsed housing units, including foster
family accommodation for children from other institutions, have been founded.
Conditions for adults with disabilities living irsidential institutions remain very poor.

On equality between women and men in employment and social policthe new

Law on Prevention and Protection against Discrimination was adopted in March 2019.
The 20182020 national action plan for gender equalégippted by the government in
2018, is currently being implemented. The Ministry of Labour and Social Policy started
to develop a national gender equality index in cooperation with the State Statistical
Office. According to the 2018 statistics, the emploghrate for people aged X3! is

41.7% for women and 61.4% for men. 39.2% of women employed in the private sector
earn lower salaries than men. In the public sector, there is no difference in salaries
between women and men.

The government set up the National Coordination Body, which is in charge of
promoting and monitoringon-discrimination and equal opportunitiesin all spheres

of soci al |l ife. The Ombudsmands 2018 annual
which 16 ae complaints about discrimination in employment. In 2018, the Ombudsman

received 77 complaints on discrimination grounds, but only confirmed discrimination in

25 cases.see als@Chapter 233 Judiciary and Fundamental Rights
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5.20 Chapter 20: Enterprise and industrial policy

EU enterprise and industrial policy strengthens competitiveness, facilitates structural
change and encourages a businegndly environment that stimulates small and
mediumsized enterprises (SMES).

North Macedonia isnoderately prepared in this areaSome progressvas maden the
reporting period on the adoption of strategies and the implementation of measures to
facilitate SMEsO6 access to finance |and
domestic firmsin the coming year, dith Macedonia should:

- consolidate the institutional setup and further clarify the mandates of public bodies
to ensure the effective implementation of policies;

- improve the structure and quality of public dialogue with businesses in all aspects of
enterpise and industrial policy and corresponding measures;

- make a systematic, sustained effort to raise skills in domestic companies, notably
SMEs, and ensure they adopt new methods and technologies.

On enterprise and industrial policy principles, the strateigs for SME development,
for i ndustri al policy and for womenos
20182020 industry strategy aims to raise the economic weight of manufacturing, adds
resource efficiency, however, insufficiently addresses digitalisafitle government

also adopted 2018022 strategy for the formalisation of the informal economy with an
action plan that includes measures in the regulatory and business environment.
Adequate resources should be allocated to ensure that the action péaned out

within the set timeframe.

There are still numerous public bodies with overlapping and conflicting mandates. A
trend towards i mplementation at a | evel
could be observed. Communication between the gowent and the private sector
should be further improved. Additional structural reforms are needed to improve the
business environment.

Regardingpolicy instruments, the aspects of the Late Payment Directive on public
bodi esd payment falpdignedavithitheangsis The countoytshouylde t
amend the Law on Financial Discipline as soon as possible as businesses still face
difficulties in collecting claims from public bodies.

The budget for business support measures increased in 2018. Horegeeting on
their implementation and evaluation of results remain at an early stage. The
transparency of the allocation process should be improved and the compliance with the

t h

countryodés state aid rules should btee ensure

government offers grants to companies. These grants intend to enable companies to
adopt new methods and technologies, and to stimulate cooperation between FDI and
local companies by subsidising the investments and reimbursing -hy@ecation costs

of the investors. However, the effects on increasing domestic supply to FDI production
remain unclear. The Innovation Fund disbursed grants to companies and to establish the
accelerators. To function effectively the fund requires the deployment efinhel
competent staff. Businesses should be made aware of the availability of technology
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transfer and coperation services, for example through the announced national office
for technology transfer.

Bank lending remains the main source of private sector fingnaith other financing
instruments being modest or absent. Investment by the Enterprise Development &
Innovation Facility (EDIF) in the private sector is modest. EU financing instruments for
business development under the Programme for the competisverfesSMES
(COSME) and EDIF remain underused. More efforts are needed to raise awareness in
the private sector on the available instruments.

On sectoral policies the 2018022 strategy for tourism development has not yet been
adopted. The country shoyp@rticipate in the annual Tourism Advisory Committee.

5.21 Chapter 21: Trans-European networks

The EU promotes trarSuropean networks in the areas of transport, telecommunication
and energy to strengthen the internal market and contribute to growtbraptbyment.

The country has good level of preparationin this areaSome progressvas made in
the area of TranEuropean networks during the reporting period.

In the coming year, the country should in particular:

- further strengthen the operational amthnical capacity of all management and
stakeholder institutions dealing with the development of Trans European T and
Trans European E networks;

- mobilise sufficient resources to implement the Transport Community Treaty;

- harmonise of the legal frameworktivithe Trans European Network Regulation.

On transport networks, the country continued to participate in the Seedist Europe
Transport Observatory and to respect the commitments of its Memorandum of
Understanding.

The motorway section along Corridor Xg-financed by the EU, was opened to traffic in
May 2018. Other reconstruction works along Corridor X and VIII were also completed.
The lack of political commitment and decisioraking significantly delayed the
construction of the rail Corridor VIII toward3ulgaria. Additional efforts are needed to
accelerate progress on this Corridor and other priority sections on the core and
comprehensive network, both in rail and roAdditional efforts are required tocarry

out road safety audits in line with the Diteve 2008/96/EC on all projects on the core
and comprehensive network.

The capacity of institutions and bodies involved in carrying out large investment
projects must be strengthened. The country needs to focus on connectivity reform
measures to ensure ethsustainability of such infrastructures. Future infrastructure
investments need to be made in compliance with EU standards on public procurement,
State aid and environmental impact assessment. Projects should be channelled through a
single project pipelia, confirming the strategic orientation towards the tEmspean
networks. A condition of the railway border crossing agreement signed with Serbia is
that North Macedonia needs to build the adequate infrastructure. However, this is still
pending. Furthenore, the authorities have still not signed the remaining rail border
crossing protocols with Kosovo, even though it was agreed that the implementation
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agreement between the two customs authorities would be exchanged and that the
negotiation process for eéhborder police protocol would start at the beginning of 2018.
Additional efforts are required to ensure opening of the rail market on the indicative
extension of the Orient/Eabted corridor. Adopting the multiannual maintenance plans

for the entire cor@etwork (rail and road) remains a challenge.

On energy networks the design to build the Bitolalbasan (Albania) 400kV electricity
interconnection section is still ongoing. The feasibility study and project documentation
are being prepared for the gasemonnection with Greece. Further efforts are needed to
revive the interconnection line with Serbia.

5.22 Chapter 22: Regional policy and coordination of structural instruments

Regi onal policy is the EUOGS ma iintlusiven v e st me
economic growth. Member States bear responsibility for implementation, which
requires adequate administrative capacity ¢
design and execution.

The country isnoderately preparedin the area of regional policy and coordination of
structural instrumentsSome progressvas made in strengthening the national capacity
for strategic planning and sectoased programming and monitoring of EU funds.
Management and control systems haverbsuccessfully set up and good results have
been achieved in the implementation of IPAnlthe coming year, the country should in
particular:

- upgrade the administrative capacity across the Instrument fehdeession (IPA
management structure and irope the dynamics in the contracting and
implementation of the Eunded projects, particularly in the areas of transport and
environment;

- complete the performance assessment framework;

- ensure thesustainability and visibility of project results.

Regardhg thelegislative framework, some progress was made in harmonising national
law with theacquisin other chapters, creating preconditions for the implementation of
European funds and future structural funds.

In 2018, key strategic documents were adopdexlipport economic and social cohesion
with the EU, such as the economic reform programme, economic and social reform
programme, economic growth plan, national plan on agriculture and rural development,
and the national strategy on transport.

The institutional framework for managing the EU praccession assistance has been
set up and is operational. The procedure for entrusting authorities with management
powersin the education, employment and social inclusion sectors was completed in
June 2018, recognisimgogress made in addressing previous recommendations.

Regardingadministrative capacity, further strengthening is needed. Btaff retention
policy and themanagement of human resources has become a concern.

The ICT systems within the structures do not provide for reasonable assurances for
information security management. The relevant action plan, adopted by national
authorities on 28 December 2017 still de¢o be implemented.
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In programming, the sectoral approach has proypeditive.

On financial management, control and audit, although the procurement and

contracting of EU funds is gradually improving, it remains a concern. The reliability of

the procurerant, contracting and payment forecasts need to improve, along with the line
ministriesd capacity to complete mature pro

The internal auditing of EU funds should be improved in terms of regularity and
coverage. More high quality internal atms are neededhe amendments to the Law

on Financial Inspection, adopted by the Parliament in September 2018, should
strengthen the financial control environment.

Transparency in the use of EU funds improved. However, a more structured
participation of national authorities is required to better inform citizens and
communities on the opportunities and benefits of EU funds for the country.

5.25 Chapter 25: Science and research

The EU provides significant support to research and innovation. All Member States can
benefit from the EUOG s research programmes
excellence and solid investment in research.

The country has good level of preparationin the area of science and reseasbme
progress was made in science and research activities and specifically, in innoyation

support measures for companies. However, last year recommendations have not been
fully addressed. In the coming year, the coustrguld:

- ensure a higher level of investment in research and innovation and promote
participation in the EUO6s Horizon 2020 re

- develop a smart specialisation strategy to underpin national research and innovation
strategies and policies.

Some progress was reported in the are@sdarch and innovation policy.The 2012

2020 innovation strategy continues to be¢he unt r yés main policy fc
innovation in private companies. However, other relevant policy documents on
research, igher education and smart specialisation remain to be developed. Investments

in research and innovation remain low at 0.43% of GDP and comes almost entirely from

public sources.

Regarding the EUWramework programme, the countryés adnual p
funding received from the Horizon 2020 programme is of concern, as 2018 figures are

far below expectations. The Horizon 2020 success rate remained somewhat low at
11.2% (compared with a 15.3% average overall success rate). Efforts on organising
promotioral events and assistance to applicants increased but have not yet had a
tangible impact.

Concerning th&european Research Areathe country has a limited research capacity
compared with the European average. The national roadmap for research infrastructur
aimed at making use of public investments is not yet in place. However, Open Science
activities have commenced.

On innovation, the 2018 European Innovation Scoreboard assesses the country as a
modest innovator, having steadily improved its performaginee 2010. Intellectual
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assets are among the weakest innovation areas. The Fund for Innovation and
Technological Development invested in companies to help the introduction of
innovation. The INNOFEIT centre for technology transfer and innovation is piaduc

its first tangible results. North Macedonia launched a scienétibnological park to
encourage innovation in the country.

The Smart Specialisation(S3) process in North Macedonia started in March 2018. An
inter-institutional working body was established, consisting of representatives of the
government, relevant ministries and the academic community (S3 working group).

5.26 Chapter 26: Education and cultue

The EU supports cooperation in education and culture through funding programmes
andthe coordination of Member State polityough the open method of coordination.
The EU and the Member States must also prevent discrimination and ensure quality
educaton for children of migrant workers, including those from disadvantaged
backgrounds.

The country isnoderately preparedin this arealLimited progress was madevith the
adoption of the new Law on Higher Education. The introduction of measures frgm the
comprehensive 20188025 education strategy remained |
recommendations was implemented, they remain valid. In the coming year, tly ¢coun

should in particular:

- implement the new strategic framework for education, particularly the targets for
pre-school education;

- increase support for teacher training and teacher professional development and
ensure an effective assessment process;

- improve access to quality education for all, in particular preschool enrolment,
children with disabilities and children from Roma communities.

Public spending orducation, training, youth and sportremained at 3.8% of GDP in
2018.

The level of enrolment inagly childhood education remains a concern. It falls far short
of the EU Education and Training 2020 target of 95%, with only 30% of children
attending licensed preschool institutions in the 2018/2019 school year. However, the
government has taken measut@#ncrease resources and preschool places by investing
in preschool infrastructure and higluality preschool education teacher training.

Substantial improvements is still needed in the quality of primary and secondary
education. While there are high geal completion rates in primary, lower and upper
secondary education, an estimated 10% of children from Roma communities do not
regularly attend primary school and their dropout rates remain high. A new country
wide project is developing a series of measuo support the inclusion of children in
schools during the current 202819 academic year. The quality of education is a
concern at all levels and the system remains vulnerable to political influence and
corruption. Children and students with disalib and those from Roma communities
continue to face barriers to regular and quality education and training. In December
2018, the Ministry of Labour and Social Policy adopted a decision requiring
municipalities to cover all prechool costs for enrolle@oma children as from January
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2019. Compliance with this important measure should be closely monitored. Separation
along ethnic lines in education continues. There has not been any reduction in the
number of schools where students are separated and dagientegration remain
significant.

In higher education, the overall enrolment rate of students increased to more than 40%
in the 2018/2019 academic year. However, the completion rate remains low. The
government adopted a new Law on Higher Education @y 018 after adopting the
20182025 education strategy and the related action plan in January. This new law
reinforcesthe principle and practice of university autonomy and separates the structures
for the assessment and development, accreditation amthaixevaluation of higher
education facilities and study programmes. The law also sets outNagéibaal Council

for Higher Education, an Accreditation Board for Higher Education and a separate
Evaluation Board for Higher Education should be set updw019.

Under the national qualifications framework system, three new standards of
qualifications have been created for psstondary education. Regarding cooperation
with workplaces, five sectoral qualification committees were set up in February 2018.
These committees are responsible for analysing existing qualifications, considering
proposals for the introduction of new qualifications, and giving opinions on the
compliance of occupational and qualification standards with the examination
programmes.

In vocational education training (VET) and adult education, viaged learning and

quality improvements in practical learning are ongoing. Further investment in VET
teachersé professional devel opment and i nt
curriculum with the direct involvement of employers in education and training is

required. Closer monitoring of VET outcomes (e.g. labour market status of graduates) is

also recommended.

The country is also aiming at increasing adult literacy rates with the laafnatult
training programmes to complete primary and secondary education (this is a step in the
right direction but not enough resources are allocated). The approval of systems for
validating nonformal and informal learning is another positive step.

The ountry continues to actively participate in the Erasmus+ Programme and is on an
equal footing with EU Member States in this respect. There were 602 incoming and
outgoing students involved in such exchange programmes in 2018 and 35 projects
involving local beneficiaries are currently being implemented. The country has been
actively involved in the Bologna Process Monitoring Group, hosting and chairing
sessions in Skopje in February 2019.

In 2018, North Macedonia participated in the 2018 OECD Programnietéwnational

Student Assessment (PISA) for the second time. Results of this assessment are due to be
published in December 2019. The country will also participate in the Trends in
International Mathematics and Science Study 2019 and Progress in Intehatio
Reading Literacy Study 2021.

The 20182022 national strategy faulture development, adopted in May 2018, is at
an early stage of implementation. The new Law on Protection of Cultural Heritage and
the national strategy for the protection of culturatitage are still under preparation.

86



The country played an active role in celebrating the 2018 European Year for Protection
of Cultural Heritage. However, in addition to awarenessing activities, regular and
appropriate budget allocations are still sheg to protect cultural heritage.

The only measure planned for implementing the 2005 UNESCO Convention on the
Protection and Promotion of the Diversity of Cultural Expressions is some basic public
promotion in 2019.

The disbursement of funds under thenaa programme for projects of significant

national interests provoked criticism by numerous cultural operators on the Ministry of
Culture's work and the political i nfluence
capacity needs to be further strdmgied, so that cultural and creative sectors can
contribute to societal development and increase tolerance among communities. Overall,

the country shows a satisfactory level of participation in the Creative Europe

Programme

On youth, the local branch ofhe Regional Cooperation Office opened in Skopje in

August 2018. Ongoing government priorities for young people include promoting youth
participation in the democratic process, ensuring their education is relevant to the labour
market to address high levals youth unemployment and social inclusion, as presented

in the 20162025 national youth strategy. See aSbapter 1971 6 Soc i al policy
empl oyment 0

The Law onsports has been amended to introduce tax relief measures for companies
investing in sports. The governmental procedure on the law began in Q1 2019. The
strategy on sports still needs to be developed. The annual budget for sports increased

from 0.3% in2017to 4% i n 2018, increasing young peo
activities. North Macedoniaparticipatedfor the first time in the EuropeanWeek of

Sportsby organisingalargenumberof sportactivitiesin the country.

5.27 Chapter 27: Environment and climate change

The EU promotes strong climate action, sustainable development and protection of the
environment. EU law contains provisions addressing climate change, water and air
quality, waste management, nature protection, industrial pollution, chemicaise

and civil protection.

The country is asome level of preparationin this arealLimited progress has bee
achieved in further aligning policies and legislations withabguisin the water, natur
protection and waste sectors. Implementation and enforcement are lagging behind.
the coming year the country should in particular:

- implement air quality improvement measures by ensuring efficient coordination
between central antbcal authorities, and the allocation of sufficient financial
resources;

- implement the adopted regional waste management plans and establish an
integrated regional waste management system;

- implement the Paris Agreement by developing a comprehensiveggtrate
climaterelated action, consistent with the EU 2030 framework and start the pfocess
of developing a National Energy and Climate Plan, in line with Energy Community
obligation.
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Environment

Administrative capacity at central and local level remain kwead insufficient.
Cooperation with civil society has improved, but further efforts are needed for effective
public participation and consultation in decisimaking processes. The implementation

of Environmental Impact Assessment and public consultatimeed to improve,
especially at the local level. No progress has been made in adopting the Law on
Environmental Inspection and the Environmental Liability, INSPIRE and
Environmental Crime Directives are still not fully aligned and implemented.

On air quality, although the legislative alignment is almost complete, its
implementation remains weak. The lack of sufficient administrative and financial
resources is still the main obstacle to putting in place air quality improvement measures.
Air pollution levelsare high in major cities. Insufficient human, technical and financial
support for the national air quality monitoring network resulted in several interruptions.
A special allocation to fund air quality improvement measures has been introduced in
the 2019%tate budget for the first time.

Regardingwaste management further progress was made in aligning the legal
framework with the EU rules. The new Law on Waste and the national waste prevention
plan have not been adopted, but the new ZIIBI national was management plan

has been prepared. Several laws on special waste streams are pending adoption. The
regional waste management plan for the Polog region is under way. The regional waste
management structures face a lack of administrative and finan@atces and are still

not fully operational. The integrated waste management system is still delayed as setting
up the regional structures took longer than expected. Economic incentives to promote
recycling are still limited and the lack of an organisecraéed producer responsibility
scheme is hindering the market.

On water quality, the country made some progress. After having developed
implementation plans for the Urban Waste Water Treatment and Drinking Water
Directives and a national investment prograenfar the water sector, the new tariff
methodology based on full cost recovery is applied. A public consultation is ongoing on
the river basin management plans for Vardar, Strumica and Crn Drim rivers. Flood
hazard and risk mapping has been developed|foost all areas of the country, but
significant efforts are needed to further align legislation with #loguis Inter-
ministerial cooperation in the water sector requires considerable improvement.

For nature protection, a national strategy for nature grotion and a national strategy

for the protection of biodiversity were adopted. The annual program for nature
conservation for 2019 was adopted by the government. Work continues on identifying
potential NATURA 2000 sites. Valorisation studies and managepians, required by

the Birds and Habitats Directives, were prepared for two protected areas and
commenced for two potential protected areas. Steps have been taken to establish
ecosystem services. However, sustainable and-tkrmg funding for protectedreas

from the central level is still absent. The implementation of the Convention on
International Trade in Endangered Species of Wild Fauna and Flora Regulation is still at
an early stage. Any further development of hydropower should be in line with EU
ernvironmental legislation.
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Onindustrial pollution and risk management, the new law on industrial emission and

its related implementing legislation has not yet been adopted. However, the process of
iIssuing integrated permits has improved in terms of quadityl quantity. The
administrative capacity in these areas needs to be strengthened at both local and central
level. Aligning national rules with the SEVESO IIl Directive, EU Eco Label
Regulations and Environmental Management Audit System is still at grseagk.

On chemicals there have been no developments on implementing Registration,
Evaluation, Authorisation and Restriction of Chemicals and Classification, Labelling
and Packaging Regulations.

Onnoiseg strategic noise maps and action plans are under preparationnstitettional
cooperation and coordination between the key institutions is needed to ensure data
collection.

There has been no progressanil protection. The country continues to paipate in

the Union Civil Protection Mechanism, but lacks streamlined, coordinated and efficient
disaster mitigation and response action at all levels. An-iimséitutional working group

has been set up to propose recommendations for improvement. driteyds still not
connected to the common emergency communication system and information system
(CECIS) of the Commission, but the country need first to set up the secure
transEuropean services for telematics between administrations (STESTA) connections.

Climate change

The alignment of the legal framework with thequisis still at an early stagelhe
country has started developing a comprehensive strategy on climate action, consistent
with the EU 2030 framework. It should also pursue efforts to impherttee Paris
Agreement, which North Macedonia ratified in November 2017. In 2018 the country
submitted its second Biennial Update Report on climate change to the United Nations
Framework Convention on Climate Change and currently tffe National
Communication and '3 Biannual Update Report to the UNFCCC are in preparation.
Technical, institutional and administrative capacity remains weak and needs to be
strengthened at all levels. The efforts to mainstream climate action into othes secto
(such as energy and transport) need to be intensified.

5.28 Chapter 28: Consumer and health protection

EU rules protect consumers in relation to product safety, dangerous imitations and

liability for defective products. The EU also ensures high comstandards for
tobacco control, bl ood, ti ssues,-bordeel | s an
healthcare, and serious crog®rder health threats including communicable diseases,

as well as medicines for human and veterinary use.

The country ismoderately preparedin the area of consumer and health protect
No progresswas made on either consumer or health protection. In the coming ye
country should:

- align the legal framework with th@&cquison consumer protection and strengtt
the opeational structures serving consumer protection;

- increase the sustainability, efficiency, ceffiectiveness and quality of services
the field of communicable diseases, and implement the recommendations fr
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Technical Assessment Report on the cousicgpacity in this area;

- publish reports on the registers for cancer and individual rare diseases and
adequate funding and specialised knowledge for early detection and tred
based on registers' data.

Consumer Protection

No progress wasnade on the crossutting aspect®f consumer protection where
alignment with the general Product Safety Directive and the collective reatgas

needs to be completed. No positive development was made on the mediation scheme,
which remains expensiveirf consumers. No additional resources have been allocated,
either in terms of staffing in the Ministry of Economy or state grants for consumer
protection. Current resources are limited and only cover advisory services and fees from
international consumerrganisations. Outreach is modest and only takes the form of
brochures and educational materials developed by consumer organisations. The use of
more contemporary communications tools should be ensured. Action should be taken to
reinforce market supervisioon product safetyrelated issuesAlignment with the
product safetyacquisremains incomplete. A web platform where citizens can find all
information on consumer protection and more awarenessmeaafetyrelated issuess

needed.

Public Health

Concerning Macedonianpublic health, amendments to healthcare law provide for
increased salaries and improved retention policy. However, a high number of staff
continues to leave the country. Inadequate use of sophisticated health equipment
remains an issue. Dat&rom emedical registers should be used for proper
policymaking. Lack of financial resources continues to seriously hamper the
implementation of public health policies. More than one third of all health services are
paid for out of pocket, indicating theuality of healthcare, and creating social
discrepancies. There was backsliding in the aremlzcco control. The country has
signed, but has yet not ratified the Protocol to Eliminate lllicit Trade in Tobacco
Products. Smoking in public areas is not pised. The amended legislation now allows
smoking in some public areas and enforcing tobacco control has further deteriorated.

Action should be taken in the arealdbod, tissues, cells and organsvhere further
efforts and proper funding are needed ligranational rules with th@acquis The new
country coordinator participated as an observer at EU events on transplantsegefirst
blood-stem transplant from a neelative donor was made. Kidney transplantation from
deceased donors resumed after swerars.

Regardingmental health substantial efforts should be made to improve their sanitary
and human resource conditions.

Concerningsociceconomic determinants of healthno additional efforts were made
in improvingnutrition and physical activity and decreasing obesity.

Regular activities on drug abuse prevention and harm reduction continuduba(dm
inequalities, the Ministry of Health allocated a budget to provide socially
underprivileged women with contraception. However, this measure qmlesa to
women who visit hospitals for reproductive health care, is not available in primary
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healthcare facilities. Improved access to healthcare services is needed for the Roma
community and more funding is needed to treat persons with severe physical an
intellectual disabilities. Alcohol consumption and the associated prevention measures
remained the same.

Funding forcancer screenings insufficient. The national and regional cancer registers
were established and should provide quality data on thé déwancer incidence and

the funds and treatment needed to ensure proper treatment and prevention. However, no
reports on the registers are publicly available. There is no national program on breast
and cervical cancer screening programme. Protocolséasband cervical cancer have

been designed, but still need to be approved and implemented. Inclusiveness needs to be
improved so that all eligible patients in the relevant target groups have access to
screening.

No substantial measures were taken hlmalth and environment apart from the
recommendation to wear masks and the advice to people in risk categories to avoid
going outdoors during periods of high air pollution.

The national registers orare diseaseswere set up but need adequate fundinge Th
definition of a rare disease still needs to be harmonised with international standards.
Funding and access to specialised knowledge for treating rare diseases is limited and
nonttransparent, and is left to civil society organisations or families.

A

No pragress was made gnat i ent s 0 r-borden healthcara and natmsak
legislation is still not aligned with th@cquis Similar to last year, the national
legislation onmedicines for human and veterinary useaemains partly aligned with

the acquis The list of medicines for human use, available through the national health
insurance system, was updated after many years. However, the practice that medicines
covered by the national health insurance are only available to patients in the first days of
the nonth, continued. The country still needs to introduce supplementary measures to
ensure proper quality and traceability checks of medicines for human and veterinary use
subject to parallel trade, i.e. medicines bought in other countries at a cheaper rate.

Measles epidemic has been declared in December 2018. The Ministry of Health has
taken steps to control the situation, by direct vaccination in schools and kindergartens
and by launching a large vaccination campaign.

5.29 Chapter 29: Customs union

All Membe States are part of the EU customs union and follow the same customs rules
and procedures. This requires legislative alignment as well as adequate implementing
and enforcement capacity and access to the common computerised customs systems.

The country hasaintained ajood level of preparationon the customs unioood
progresswas made. Aiew electronic system for processing customs declaration
excise documents was finaliseand newly built customs terminals beca
operational. Several customs provisions under the law on Zones for Techno
and Industrial Development are still not in line with #ugjuis The country should:

- continue to complete and apply its IT systenmgl,aensure their continuot
upgrading and maintenance, and ensure business continuity.
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The customs legislationis at a high level of alignment with thecquis. The 2018

customs tariff was adopted to correspond with the latest changes in the EU Combined
Nomenclature. The Customs Code was amended to align its provisions on authorised
economic operators (AEO) with the Union Customs Code (UCC). The customs
administration organised a series of awaremassng events and the first two
companies were AEQ@ertfied. Mi sdemeanour fines were reduc
of fences, and the use of guarantees for the
was further aaclgiuginsed with the

The country is a member of the Common Transit Area, applying the EU rules on transit
movements. The Regional Convention on-Eamno-Mediterranean preferential rules of
origin is applied. The country ratified the amendments to the Convention on a Common
Transit Procedure. The amended Protocol 2 of the Free Trade Agreement with Turkey,
which harmonises it with the Pd&turo-Mediterranean Convention, entered into force
on 1 August 2018. Legislation on customs enforcement of intellectual property rights,
risk management, drug precursors, duty relief and cultural goods are broadly aligned
with theacquis Several customs provisions of the Law on Zones for Technological and
Industrial Development are still not in line with thequis The customs administration

still charge a fee for processing customs declarations, which is also not in line with the
acquis.

Regardingadministrative and operational capacity the standards of professional
integrity and quality controls were applied systematically. Revenue colleatamn

higher in 2018 than in 2017 thanks to the introduction of automated risk management
with more targeted controls, better intagency cooperation, and increased voluntary
compliance. The Commission’dearning modules on the UCC to train both customs
officers and economic operators, have been translated and published on the Customs
Administration website.

The newlybuilt customs terminal at the main border crossing with Serbia was put into
operation. Preparations for a joint border crossing contrah \Bierbia intensified,
receiving the official endorsement of both governments. The new electronic system for
processing customs declarations and excise documents was finalised. Customs is also
preparing to increase the use of the Integrated Tariff Envirohh€E) system. The
number of declarations processed through the New Computerised Transit System
(NCTS) continued to rise. Customs signed maintenance contracts for both the NCTS
and the ITE systems and should ensure maintenance, upgrade and businassycointi

all customs IT systems. Awareness needs to be raised among economic operators of the
benefits of the customs IT systems.

5.30 Chapter 30: External relations

The EU has a common trade and commercial policy towards third countries, based on
multilateral and bilateral agreements and autonomous measures. There are also EU
rules in the field of humanitarian aid and development policy.

North Macedonia isnoderately preparedin the area of external relations asome
progresswas made during the reporting period. The country ratified CEFTA Additional
Protocol 5 on trade facilitation. It continued its good cooperation with the EU, including
within the World Trade Organisation (WTO). Institutional capacity to fully participate
in the EU commercial, development and humanitarian policies remains insufficient.
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In the coming year, the country needs in particular to:

- strengthen the overall administrative capacity in the relevant ministries as concerns
trade policy, the Central Europe&ree Trade Agreement (CEFTA) and work in the
WTO framework, particularly to efficiently implement of the multiannual action
plan for the development of a Regional Economic Area in the Western Balkans;

- implement actions under the medinnual action plarfor the development of
Regional Economic Arean particular implement CEFTA Protocol 5 on Trade
Facilitation, adopt and implement the pending CEFTA Protocol 6 on Trade in
Services and negotiate and ensure a swift adoption of CEFTA Protocol 7 on Dispute
Settlement.

Regarding thecommon commercial policy the country continued to coordinate its
positions and align its policies closely with those of the EU, including within the WTO.
In accordance with the WTO Trade Facilitation Agreement, the governstabtished

the National Committee on Trade Facilitation, consisting of 22 institutions, which met
twice in 2018. The administrative capacity of institutions in charge of trade policy, in
particular the Ministry of Economy, should be further strengthened.

The country continued its active participation in CEFTA and continued to implement
the multtannual action plan for the development of a Regional Economic Area. The
country participated in pilot projects with Serbia and Moldova for the mutual

recognition & authorised economic operators in the CEFTA region. An investment

policy reform action plan was adopted. Negotiations with the CEFTA parties on the
Agreement on mutual recognition of professional qualifications have started. The
country nominated its negiating team and adopted the negotiating mandate for the

CEFTA dispute settlement mechanism

The system for export control of duade goods and technologies has been set up and is
in operation. The country aligned its list of dusle goods with the 205U regime on
exports, transfer, brokering and transit of these items. Its application for membership in
the multilateral export control regimes can contribute to the implementation of the
acquison dualuse goods exports control.

The country started aligning national law wit@ouncil Regulation 2368/2002
implementing the Kimberley Process certification scheme for the international trade in
rough diamonds.

As concernsbilateral agreements with third countries, the number ofbilateral
investment agreements (BIT®mained at 39, of which 20 are with EU Member States.

No progress was made in the areadefelopment policyandhumanitarian aid. The
country is encouraged to establish a legal framework covering internatiompeiraton
and development policy, as well as humanitarian aid towardsEhbmountries in
accordance with EU policies and principles.
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5.31 Chapter 31: Foreign, security and defence policy

Member States must be able to conduct political dialogue in the irarkeof foreign,
security and defence policy, to align with EU statements, to take part in EU actions and
to apply agreed sanctions and restrictive measures.

North Macedonia continues to Imeoderately prepared in this areaSome progress
was made during the reporting period, with continued participation in civilian and
military crisis management missions. The ratification of the NATO accession protocol
IS ongoing.

In the coming year, the country should in particular:

- improve alignment wh EU declarations and Council decisions on common forgign
and security policy (CFSP).

Regarding the regulapolitical dialogue on foreign and security policy issues

between the EU and the country, consultations continued during the reporting period. A
political dialogue between the EU and North Macedonia on UN issues took place in
October 2018. The institutional framewor k
common foreign and security policy (CFSP) and common security and defence policy
(CSDP) isin place.

On common foreign and security policy (CFSP) North Macedonia supports the
Global strategy for foreign and security policy of the European Union. During the
reporting periodrom beginning of March 2018 to end of February 2019, the country
aligned, when invited, with 75 out of 87 relevant High Representative declarations on
behalf of the EU and Council decisions representing an alignment rate of around 86 %.
The country did not align with EU restrictive measures related to Russia and Ukraine
among others.

The country still maintains hilateral immunity agreement with the United States,
granting US citizens exemptions from the jurisdiction of lfernational Criminal
Court. In doing so, it does not comply with the EU common positions omtagrity

of the Rome Statute or with the related EU guiding principles on bilateral immunity
agreements.

The country continued to participate in some, but not all, international export control
arrangements and instruments aon-proliferation. Following its application for
membership in the Wassenaar Arrangement, the country continues to work on the entry
requirements.

The country continued to engage actively @ooperation with international
organisationsand aligned with EU statements delivered to maéipnal organisations
(UN, OSCE and Council of Europe). The NATO accession protocol was signed in
February 2019 and its ratification process is ongoing.

During the reporting period, reecurity measurewere introduced beyond those related
to border seaity in the context of the migration and refugee crisis.

The country continued to activeparticipate in military crisis managemeanperations
under thecommon security and defence policyCSDP) notably EUFOR ALTHEA
Bosnia and Herzegovina and the NAT®d 6 Resol ute Supportd miss
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The country continued@02® Eamtopielmant &Jnt @nt Ba
and KFOR through the Host Nation Coordination Centre. Formal cooperation with the
European Defence Agency continued.

In Decemle r 2018, North Macedonia officially &
Hybrid Risk Survey in order tadentify their key vulnerabilities and strengthen

resilience against hybrid threats. In January 2019, the survey was launched with the
Ministry of Defence

5.32 Chapter 32: Financial Control

The EU promotes the reform of national governance systems to improve managerial
accountability, sound financial management of income and expenditure, and external

audit of public funds. The financial control rules fieth pr ot ect t he EUOGS
interests against fraud in the management of EU funds and the euro against
counterfeiting.

North Macedonia isnoderately preparedin this areaSome progressvas made with
the adoption of the new Public Internal Financial Control (PIFC) policy paper and the
20192022 national antiraud strategy. The independence of the State Audit Office is
yet to be constitutionally guaranteed. Further efforts are neededdtivess
harmonisation of legislation, managerial accountability, including delegation of
decisionmaking responsibilities, and functioning of internal control. The timely
implementation of internal and external audit recommendations should be ensured.
High-level of political support will remain instrumental for implementation of PIFC at
all levels of the administration.

In the coming year, the country should in particular:

- start implementing the new PIFC policy paper to improve managerial accountability
and internal control in the public sector;

- ensure more systematic and timely implementation of external audit
recommendations;

- start implementing the national afitaud strategy, and formally set up the
antifraud coordination service (AFCOS) and the ABF&network.

Public internal financial control

A strategic framework is partially in place. All main aspects of internal control are
addressed in a recently adopted PIFC policy paper. Some elements are, however, to be
further defined and clarified based experience gained through the implementation of
pilot projects. Some enabling conditions for implementation of managerial
accountability are also addressed in the public administration reform strategic
framework, especially in the areas of policy developtnehuman resources
management and accountability. The PIFC Policy Paper provides for the establishment
of a committee for monitoring the implementation of PIFC. In order to ensure
appropriate coordination of all related reforms, this Committee will reffoxdugh the
Public Finance Management ( PFM) counci |l , t
Reform (PAR) council.$ee also the section on Public Administration Reform
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Managerial accountability still needs to be fully embedded in the administrative
culture of the public sector. The managerial culture within public institutions is
centralised with little delegation of decistomaking and budgetary authority to middle
management. Managerial accountability is further limited by a primary focus on
compliancerather than on performance.

The legal framework fointernal control is broadly inline with international standards.

However, a proposed new PIFC law should address the comprehensive scope of internal
control outlined in the new PIFC policy paper. Reletv secondary legislation and

met hodol ogi cal gui dance wi l |l need to be wup
to implement internal control standards, including risk management tools, have to be
further enhanced both at central and local governiesel. The legal framework for

centralised budget inspection function needs to be improved.

Internal audit practice is regulated ifine with international standards. However,
further efforts are needed efficiently roll out internal audit standards time public
sector. Most audit units have only one auditor and further efforts are required to train
and certify audit staff. A quality review methodology is not yet systematically
implemented.

The Central Harmonisation Unit (CHU) is in charge of developirand disseminating
methodological guidance, and monitoring and reporting on PIFC implementation. The
CHU should significantly increase its monitoring and supervision capacity, including
through dedicated internal control and internal audit quality reviéhes CHU prepares
annual reports on the state of PIFC implementation. Future reports should be adopted in
a timely manner.

External audit

While the independence of the State Audit Office (SAO) is not yet anchored in the
Constitution, thelegal frameworkels ur es SAOOGs i ndependence br
standards of the International Organisation of Supreme Audit Institutions (INTOSAI).

The institutional capacity of the SAO should be further improved. The SAO carries
out a compliance audit on the final govexent accounts of the core budget by June
each year. The annual audit programme was adopted by December 2018 in line with the
legal requirements. The SAO is implementing its 202&trategic development plan.

On the quality of audit work, further efforts are needed to improve performance
auditing in particular. In 2018, the SAO instigated eight performance audits; four were
completed during the year in the other four are to be completed in 2019.

Regarding theimpact of audit work, many SA 6 s recommendati ons
systematically and timely implemented by the audited institutivvisile the SAO

annual audit report is discussed in the relevant parliamentary committee, increased
parliamentary scrutiny and followp still needs to be ensured

Protection of the EUO6s financi al i nterests

National legislation addresses the main elements ddicgais but further alignment is

still needed. A 2012022 national antiraud strategy was adopted in December 2018.
An anti-fraud coordination service (AFCOS), previously within the Financial Police,
needs to be made fully operational in the Ministry of Finance. An AFCOS network still
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needs to be set ugooperation with the Commissionhas continued, and one joint
investigation with the European Commissieas carried out in 2018. Reporting to the
Commission on irregularities and suspected fraud cases continued via the online
Irregularity Management System (IMS). Since 2012, 20 cases have been reported
through the system, including two cases in 2018.

Protection of the euro against counterfeiting

Concerning th@cquisalignment, national legislatiomefines counterfeiting procedures

as well as the roles and responsibilities of the institutions involved. The National Bank
performs thetechnical analysisand te eregister of counterfeit money is under the

Mi nistry of I nteriordéds responsibility. Furt
among key institutions and to effectively exchange data between existing databases. No

formal cooperation agreementsare in place with the European Central Bank on
banknotes or with the European Commission on coins. North Macedonia participates in

the Pericles 2020 programme and in the regional Balkan Network for Euro Protection
initiative.

5.33 Chapter 33: Financial and budgetary provisions

This chapter covers the rules governing the
These resources mainly consist of: (i) contributions based on the gross national income

of each Member State; (ii) customs duties; and (iieaource based on vahkaglded

tax. Member States must have the appropriate administrative capacity to adequately
coordinate and ensure the correct calculation, collection, payment and control of own
resources.

Preparations in this area are ateanly stage. Some progressvas achieved in aligning
the legal framework on taxation, customs and statistics. The institutional setup peeded
for the efficient functioning of the own resources system has yet to be established.

In the coming year, the country should:

- develop legal framework and implementing rules for the efficient functioning af the
own resources system;

- establish solid institutional and coordination structures and enhance administrative
capacity of key institutions in the system.

Regarding customs dutes, revenue collection increased as a result of the
implementation of automated risk management with more targeted controls, better
inter-agency cooperation, and increased voluntary compliance.

No progress was made tmaditional own resources value added tax-based resource

(VAT) and gross national incomebased (GNI) resource Further efforts are needed

to harmonise the legal framework, especially on customs, taxation, statistics and
financial control. Instruments to fight and reduce tax evasion, fraud isformal
economy as well as to improve internal control in the public sector have to be applied.
The exhaustiveness of the national accounts and GNI calculations has yet to be achieved
(For further information see developments under Chapter Téxatian, Chapter 18
Statistics, Chapter 29Customs union and Chapter 3Einancial control)
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With regard tcadministrative infrastructure , some progress was made in building up
capacities of relevant key institutions in this area. However, further effi@tseeded in
order to ensure the timely and efficient functioning of the process of calculation,
collection, payment and control of own resources as well as to improve the reporting
and coordination mechanisms among all bodies involved.
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ANNEX | T RELATI ONS BETWEEN THE EU AND NORTH MACEDONIA

North Macedonia has been participating in 8tabilisation and Association process

since 1999The Stabilisation and Association Agreement (SAA) with the EU, signed in
2001, sets the framework for relations with &, including political, economic and
technical dialogue. Experts met in seven subcommittees and one Special Group,
according to schedule. The Stabilisation and Association Committee met in June 2018,
followed by the Stabilisation and Association Counciketing in July 2018. A
Stabilisation and Association Council was held in March 2019. Discussions focused on
the progress made to advance the EU reforms, in particular in the areas identified by the
June 2018 Council Conclusions and the strengthening af geighbourly relations.

The country continued to implement its commitments under the SAA. On 4 December
2018, the SA Council adopted the decision on the passage to stage Il of the SAA, based
on the Commi ssionés 2009 proposal

The implementation of thimstrument for Pre -accession Assistance |l for 20212020

(IPA 1) is underway. By the end of 2018, programmes totalling EUR 395 million have
been adopted, out of which EUR 151 million have been already contracted. Significant
progress was made orsactorbased programming involving all stakeholders.

Programmes under thastrument for Pre-accession Assistance for 2062013 (IPA
), have been progressively implemented and finalised. By the end of 2018, 62.7% of all
funds allocated for the country uerdPA | have been paid.

A revised Indicative Strategy Paper was adopted in August 2018, enhancing the
response to new challenges such as migration, terrorism and violent extremism, climate
change and economic governance.

The main risk factor impeding th&wift implementation of IPA praccession funds
remains the limited administrative capacity of the national authorities to prepare mature
projects and insufficient commitment to ensure sustainability of project results. Urgent
measures are needed to imydhe planning, programming and management capacities
in the national IPA structures, particularly with respect to managing large infrastructure
projects. The national authorities need to better promote the sound financial
management and control systentabtished within the national IPA structures across
the whole of the public administration, thus contributing to the public administration
reform itself.

The EU supports the participation of the country inEL2 programmes with EUR

57.7 million. To makehe most of this investment, the national authorities need to
enhance the participation in the EU programmes by better promoting funding
opportunities, supporting preparation of mature projects, as well as maximising the
results of funded projects.
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ANNEX Il 7 STATISTICAL ANNEX
STATISTICAL DATA (as of 29.04.2019)
North Macedonia

Basic data Note| 2006 2013 2014 2015 2016 2017
Population (thousand) 20385 | 2062.3 | 2065.8 | 2069.2 | 2071.3 | 2073.7
Total area of the country (km?) 25713 | 25713 25713 25713 | 25713 | 25713
National accounts Note| 2006 2013 2014 2015 2016 2017
Gross domestic product (GDP) (millioitional currency) 334840 | 501891 | 527631 | 558954 | 594795 | 616600p
Gross domestic product (GDP) (million euro) 5472 8150 8562 9072 9657 10014p
GDP (euro per capita) 2700e | 3900e | 4100e | 4400e | 4700e | 4800p
GDP per capita (in purchasing povatandards (PPS)) 7200 9300e | 9900e | 10400e | 10800e | 10800p
GDP per capita (in PPS), relative to the EU averageZ88 100) 29%e 35e 36e 36e 37e 36p
Real GDP growth rate: change on previous year of GDP volun 5.1 2.9 3.6 3.9 2.8 0.2p
(%)

Employmentgrowth (national accounts data), relative to the 4.6 5.6 2.4 1.9 1.6

previous year (%)

Labour productivity growth: growth in GDP (in volume) per 0.5 -2.5 1.2 2.0 1.3

person employed, relative to the previous year (%)

Unit labour cost growtlrelative to the previous year (%) 9.6 -1.7 3.7 0.2 5.0

**3 year change (T/43) in the nominal unit labour cost growth -6.7 -1.9 1.6 2.2 9.1

index (2010 = 100)
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Labour productivity per person employed: GDP (in PPS) per 43.7 42.8 43.3 43.0 44.1

person employed relative to Edverage (ELR8 = 100)

Gross value added by main sectors

Agriculture, forestry and fisheries (%) 10.3 11.5 11.7 11.1 10.6 9.1p
Industry (%) 17.0 17.3 18.3 19.3 19.7 20.6p
Construction (%) 7.9 8.2 8.0 8.1 8.0 7.2p
Services (%) 64.8 63.0 62.0 61.5 61.7 63.1p
Final consumption expenditure, as a share of GDP (%) 95.6 89.3 86.9 85.8 82.3 80.8p
Gross fixed capital formation, as a share of GDP (%) 20.1 23.7 23.4 23.8 24.4

Changes in inventories, as a share of G 1.2 5.0 6.8 6.5 8.1 11.0p
Exports of goods and services, relative to GDP (%) 37.8 43.4 47.7 48.7 50.7 55.4p
Imports of goods and services, relative to GDP (%) 54.8 61.5 64.9 65.0 65.5 69.2p
Gross fixed capital formation by the general governmseator, as

a percentage of GDP (%)

Business Note| 2006 2013 2014 2015 2016 2017
Industrial production volume index (2010 = 100) 105.4 107.3 112.5 118.0 122.0 122.2
Number of active enterprises (number) 1) 54305 | 53749 | 54738 | 55469 | 55203p
Birth rate: number of enterprise births in the reference period 10.0 10.6 10.3 104

divided by the number of enterprises active in t (%)

Death rate: number of enterprise deaths in the reference perio 8.8 9.7p

divided by the number anterprises active in t (%)
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People employed in SMEs as a share of all persons employed 78.0 75.0 74.4 75.4 74.8p
(within the nonrfinancial business economy) (%)

Value added by SMEs (in the nfinancial business economy) 2251 2257 2413 2607 2693p
(EUR million)

Total value added (in the ndimancial business economy) (EUR 3395 3460 3740 4031 4227p
million)

Inflation rate and house prices Note| 2006 2013 2014 2015 2016 2017
Consumer price index (CPBhange relative to the previous yea 3.7 2.7 0.0 0.1 0.2 2.1
(%)

**Annual change in the deflated house price index (2010 = 10(

Balance of payments Note| 2006 2013 2014 2015 2016 2017
Balance of payments: current account t@taillion euro) -23 -134 -43 -177 -275 -103
Balance of payments current account: trade balance (million e -1128 -1 863 -1 856 -1823 -1813 -1788
Balance of payments current account: net services (million eul 153 375 384 349 341 377
Balance opayments current account: net balance for primary -21 -193 -161 -286 -384 -398
income (million euro)

Balance of payments current account: net balance for secondz 973 1547 1589 1583 1581 1706
income (million euro)

Net balance for primary argecondary income: of which 2) 59 74 110 54 91 113
government transfers (million euro)

**3 year backward moving average of the current account balg -2.4 -1.8 -1.4 -1.8p -1.9p

relative to GDP (%)
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**Eive year change in share of world exports of goadd services 22.54 43.00
(%)

Net balance (inwardoutward) of foreign direct investment (FDI 344.7 229.4 197.4 202.8 316.9 180.0
(million euro)

Foreign direct investment (FDI) abroad (million euro) 0.1 22.8 7.7 13.9 21.6 1.8
of which FDI ofthe reporting economy in the E28 countries 0.4 3.0 5.5 13.6 8.6
(million euro)

Foreign direct investment (FDI) in the reporting economy (milli 344.8 252.2 205.1 216.7 338.4 181.7
euro)

of which FDI of the EU28 countries in the reporting economy 272.7 226.7 13.8 -15.2 212.8 108.8
(million euro)

**Net international investment position, relative to GDP (%) -34.5 -55.9 -53.1 -56.0 -57.7 -58.1
Year on year rate of change in gross inflow of remittances (in 14.8 -3.3 6.5 2.3 -7.5 0.4
national currency) from migrant workei)

Public finance Note| 2006 2013 2014 2015 2016 2017
***General government deficit / surplus, relative to GDP (%) -0.5 -3.8 -4.2 -3.5 -2.7 -2.7
***General government gross debt relative to GDP (%) 30.6 34.0 38.1 38.1 39.9 39.5
Total government revenues, as a percentage of GDP (%) 31.1 27.9 27.7 28.8 28.5 29.1
Total government expenditure, as a percentage of GDP (%) 31.6 31.9 31.9 32.3 31.2 31.9
Financial indicators Note| 2006 2013 2014 2015 2016 2017
Gross external debt of the whole economy, relative to GDP (% 45.7 64.0 70.0 69.3 74.7 73.6p
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Gross external debt of the whole economy, relative to total exf 123.9 147.9 146.6 142.2 146.7 133.7
(%)

Money supply: M1 (banknotes, coins, overnighposits, million 601 1172b 1433 1694 1868 2053
euro)

Money supply: M2 (M1 plus deposits with maturity up to two 2141 3581b 3843 4131 4 396 4564
years, million euro)

Money supply: M3 (M2 plus marketable instruments, million et 2232 4215b 4593 4937 5241 5480
Total credit by monetary financial institutions to residents 1504 3842b 4229 4626 4632 4883
(consolidated) (million euro)

**Annual change in financial sector liabilities (%) 1.4 12.6 5.5 6.9 1.9
**Private creditflow, consolidated, relative to GDP (%)

**Private debt, consolidated, relative to GDP (%)

Interest rates: datp-day money rate, per annum (%) 3) 5.72 1.86 1.79 0.99 1.02 1.01
Lending interest rate (one year), per annum (%) 4) 9.50 3.75 3.75 3.75 4.25 3.75
Deposit interest rate (one year), per annum (%) 4) 0.75 0.50 0.25 0.25 0.25
Euro exchange rates: aver age€g 61.188 | 61.583 | 61.623 | 61.610 | 61.595 | 61.574
currency)

Tradeweighted effectiveexchange rate index, 42 countries (20d

= 100)

**3 year change (T/43) in the tradeveighted effective exchange

rate index, 42 countries (2005 = 100)

Value of reserve assets (including gold) (million euro) 4) 1417 1993 2436 2262 2613 2336
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External trade in goods Note| 2006 2013 2014 2015 2016 2017
Value of imports: all goods, all partners (million euro) 2980 4983 5505 5801 6177 6825
Value of exports: all goods, all partners (million euro) 1918 3235 3747 4088 4390 5007
Trade balance: all goods, all partners (million euro) -1062 -1748 -1758 -1714 -1786 -1818
Terms of trade (export price index / import price index * 100) | 5) 89 97 97 100 96

(number)

Share of exports to E@8 countries irvalue of total exports (%) 66.4 72.6 76.5 77.0 80.0 81.1
Share of imports from EA28 countries in value of total imports 55.0 62.7 63.4 62.0 61.9 62.9
(%)

Demography Note | 2006 2013 2014 2015 2016 2017
Crude rate of natural changepmpulation (natural growth rate): 1.9 1.9 1.9 1.3 1.2 0.7
number of births minus deaths (per thousand inhabitants)

Infant mortality rate deaths of children under one year of age (| 11.5 10.2 9.9 8.6 11.9 9.2
thousand live births)

Life expectancy abirth: male (years) 71.7 73.4 73.5 73.5 73.4 74.1
Life expectancy at birth: female (years) 76.2 77.5 77.5 77.4 77.5 77.9
Labour market Note| 2006 2013 2014 2015 2016 2017
Economic activity rate for persons aged @4@: proportion of the 68.0 70.4 70.8 70.2 69.6 70.3
population aged d®4 that is economically active (%)

*Employment rate for persons aged 8@: proportion of the 43.9 50.3 51.3 51.9 53.3 54.8
population aged d®4 that are in employment (%)

Male employment rate fgrersons aged 264 (%) 53.6 59.7 61.6 61.5 63.7 65.6

105




Female employment rate for persons agedb2(%) 34.0 40.7 40.8 42.1 42.5 43.7
Employment rate for persons aged 6%: proportion of the 27.9 37.9 38.6 40.1 40.7 41.4
population aged 5%4 that are in employment (%)

Employment by main sectors

Agriculture, forestry and fisheries (%) 18.7 18.5 17.9 16.6 16.2
Industry (%) 23.5 23.4 23.4 23.1 22.5
Construction (%) 6.9 7.0 7.1 7.2 7.2
Services (%) 50.9 51.1 51.6 53.1 54.1
Peopleemployed in the public sector as a share of total

employment, persons agedi 8@ (%)

People employed in the private sector as a share of total

employment, persons agedi 8@ (%)

Unemployment rate: proportion of the labour foticat is 36.1 29.0 28.0 26.1 23.7 22.4
unemployed (%)

Male unemployment rate (%) 35.3 29.0 27.7 26.7 24.4 22.7
Female unemployment rate (%) 37.2 29.0 28.6 25.1 22.7 21.8
Youth unemployment rate: proportion of the labour force agéd 59.7 51.9 53.1 47.3 48.2 46.7
24 that isunemployed (%)

Long-term unemployment rate: proportion of the labour force tl 31.1 23.9 234 21.3 19.2 17.4
has been unemployed for 12 months or more (%)

Unemployment rate for persons (aged &9 having completed a 39.3 33.2 31.0b 30.0 28.8 25.5
most lower secondary education (ISCED level (%)

Unemployment rate for persons (aged@%$ having completed 19.1 20.1 19.6 18.9 17.6 17.1

tertiary education (ISCED levels& (%)
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Social cohesion Note| 2006 2013 2014 2015 2016 2017
Average nominal monthly wages and salaries (national curren 13517 21145 21394 | 21906 | 22342 22928
Index of real wages and salaries (index of nominal wages and 73.4 93.2 94.6 97.1 99.3 100.5
salaries divided by the inflation index) (2010 = 100)

GINI coefficient 37 35 34 34 32
Poverty gap 39.0 36.1 33.1 32.9 37.3
*Early leavers from education and training: proportion of the 22.8 114 125 11.3p 9.9 8.5
population aged 184 with at most lower secondary education

who are not in furtheeducation or training (%)

Standard of living Note| 2006 2013 2014 2015 2016 2017
Number of passenger cars relative to population size (humber 118.9 168.2 179.8 185.5 190.7 194.7
thousand population)

Number ofmobile phone subscriptions relative to population si: 695.1 1083.9 1005.9 989.9 968.3
(number per thousand population)

Mobile broadband penetration (per 100 inhabitants) 51 55 57 61
Fixed broadband penetration (per 100 inhabitants) 17 18 18 19
Infrastructure Note| 2006 2013 2014 2015 2016 2017
Density of railway network (lines in operation per thousand km 28.1 28.1 28.1 28.1 27.4 27.4
Length of motorways (kilometres) 216 259 259 259 259 259
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Innovation and research Note| 2006 2013 2014 2015 2016 2017
Public expenditure on education relative to GDP (%)

*Gross domestic expenditure on R&D relative to GDP (%) 0.19 0.44 0.52 0.44 0.44 0.36p
Government budget appropriations or outlays on R&D 0.02 0.01

(GBAORD), as gercentage of GDP (%)

Percentage of households who have internet access at home 14.0 65.1 68.3 69.4 75.3 73.6
Environment Note | 2006 2013 2014 2015 2016 2017
*Index of greenhouse gas emissions, ;@Quivalent (1990 = 100| 6) 91.5

Energy intensity of the economy (kg of oil equivalent pé0a 482.5 373.3 350.5 331.1 326.8 334.0p
euro GDP at 2010 constant prices)

Electricity generated from renewable sources relative to gross 18.7 18.7 15.5 24.9 27.0 17.1
electricityconsumption (%)

Road share of inland freight transport (based on tdmnme(%) 93.1 92.4 94.7 96.0 96.9 96.4
Energy Note| 2006 2013 2014 2015 2016 2017
Primary production of all energy products (thousand TOE) 1657 1425 1331 1266 1111 1161
Primary production of crude oil (thousand TOE) 0 0 0 0 0 0
Primary production of solid fuels (thousand TOE) 1296 1053 986 876 745 853
Primary production of gas (thousand TOE) 0 0 0 0 0 0
Net imports of alenergy products (thousand TOE) 1325 1300 1396 1395 1590 1551
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Gross inland energy consumption (thousand TOE) 2 965 2783 2707 2656 2696 2762
Gross electricity generation (GWh) 7006 6094 5374 5646 5630 5600
Agriculture Note| 2006 2013 2014 2015 2016 2017
Agricultural production volume index of goods and services (al 94.8 98.6 100.5 106.4 112.2

producer prices) (2010 = 100)

Utilised agricultural area (thousand hectares) 1226 1260 1263 1264 1267 1266
Livestocknumbers: live bovine animals (thousand heads, end 255 238 242 253 255 255
period)

Livestock numbers: live swine (thousand heads, end of period 167 167 165 195 203 202
Livestock numbers: live sheep and live goats (thousand heads 807 822 822 825 832
of period)

Raw milk available on farms (thousand tonnes) 430 436 417 463 449
Harvested crop production: cereals (including rice) (thousand 602 562 629 484 641 448
tonnes)

Harvested crop production: sugar beet (thousand tonnes) 0 0 0 0 0 0
Harvested crop production: vegetables (thousand tonnes) 586 687 776 845 810 770

. = not available
b = break in series
e = estimate

p = provisional
* = Europe 2020 indicator
** = Macroeconomic Imbalance Procedure (MIP) indicator

*** = The government deficit and debt data of enlargement countries are publishe
an "as is" basis and without any assurance as regards their quality and adherenc
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1)
2)
3)
4)
5)
6)

ESA rules.

Footnotes

Excluding NACE Rev. 2 Sections A, O, T and U and C&s80.

Secondary income only.

Weighted averages. Data cover bilateral evight transactions.

End of year (31 December).
Ratio of Paasche unit value indices (2015 = 100).

Part of the greenhouse gas inventory prepared in the contiévet ©hird National

Communication (UNFCCC).
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