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1. GOVERNMENT/OPPOSITION RELATIONS
1.1. General Political climate overview

In spite of many expectations, especially from fibveign political factor, Macedonian
political elites did not achieve to offer a morenstyuctive contribution in realization of
the determined priorities of the country linkedhe process of Euro-Atlantic integration.
Impression is that mutual accusations and the ¢dcekal will for leading a constructive
political dialogue for introducing the requestedstsynic change are the main
characteristics of the second half of 2007. Partwgh their inefficiency and non-
preparedness for positive contribution in the neass dialogue, coupled with mutual
confrontations and accusations increasingly moweayahe country’s course from the
defined priorities. With this behavior, both pastien power and in opposition instead of
fulfilling and reducing the defined priorities listontinuously supplemented it and
conditioned it with new requests. These permangattdconfrontations and accusations
between VMRO-DPMNEand SDSM, as well as between the ethnic Albanian political
parties DUf and DPA were the reason that the EU 2007 Report for Maviedwas
marked negatively. All events that took place ie Macedonian political scene in this
period were practically a reflection of these fielas. It was with much effort that parties
at the end of the year somehow managed to overtogirenarrow interests and speedily
pushed for the changes required for quite some. tilust before the year ended the
Government and the Assembly showed some efficienoyalization of the “big agenda”
tasks which are to secure the positive internatioosmunity signals so long expected.

Events that particularly attracted the public’'seation were: taking down the MP

immunity of the former SDSM Prime Minister Vlado &wvski, the permanently stuck

political dialogue between the position and theasgjon - in the Assembly and out of it,

the relations between the coalition parties on po#he struggle against corruption, the
EU report on Macedonia and the issue of NATO mesibprinvitation.

1.2. Political Dialogue Still Dragged On

In spite of the unpleasant situation Macedonia fwasd in the first half of the year due
to blocked process of introducing reformed legatératp necessary for furthering the
country’s Euro-Atlantic integration processes, #igation didn't change significantly
later on. On one hand, position was justifying lftsgith the inability to persuade
opposition to agree on the laws that request teeotishe Badinter double majority rule,
while on the other opposition was heavily critiogithe Government unwillingness to
cooperate, consider their remarks and initiateodia¢ between the parties in order to
reach a consensus on the pending issues.

! Internal Macedonian Revolutionary Organization-Denatic Party for Macedonian National Unity.
2 Social-Democratic Union of Macedonia.

% Democratic Union for Integration.

* Democratic Party of the Albanians.



DUI was insisting in realizing the May 2007 agreatmeoncluded with VMRO-DPMNE
in which the following was agreed: 1. To be adoptesl concluded list of 46 laws that
shall be voted by the Badinter majority, and taadtice the Assembly book of Rules
within a montR; 2. Recomposing the composition of the Assemblyn@ittee of
Interethnic Relations and introducing a special fanits formation which was supposed
to be introduced within three month8. Finding a solution for social and materialecar
of the ONA fighters, victims and their families inathe 2001 conflict according existing
laws’; 4. Making preparations for adopting a law ontke of languages according to the
Ohrid Agreement and Amendment 5 of the Constit§ti@n Continuing the efforts in
finding a solution for the methodology of forminggavernment of the Republic of
Macedonia. On the last point should be noted thaférs to the DUI demand of forming
a government by use of the Badinter rule, whicla @@mand is found unacceptable for
all other parties: the government, the oppositioth Brussels, as it is considered that this
solution carries unpredictable perils, among whglthe possible federalization of the
country.

Form its side, viewing that DUI as their politiacgbponent might capitalize from those
agreed solutions, DPA attacked the May agreemeotisary that it is against the
Albanian interests. The party stated that Ahmeti hmeade concessions by agreeing that
the issue of the former ONA fighters shall be sdlue the frames of the existing laws
(regarding their problems as issues of social eatunstead of regulating them with a
special law. Also, DUl was attacked for agreeingrémional official use of the Albanian
language, while DPA “was for a complete bilinguaeti On this matter however, the
DPA leader Menduh Thaci was a bit confusing, astated that Albanian language shall
not be official for example in Strumica, while laten he was stating that “it is not
demanded by the Macedonians to speak AlbanianAlmainians should speak on their
mother tongue in the state institutions and indffecial communication at all levels”-
which claim in other words means that Macedoniaukhbecome bilingual on the whole
territory when Albanians are concerned. It showddhbted that while drafting the future
legal solutions parties shall have numerous prailctigficulties to think about, as subtle
issues regarding of the use of two official langegm the domain of the government, the
army, the police, diplomacy etc are still pendi@m this matter, Brussels demands the
issue to be brought by compromise, but does ndtittee country to become completely
bilingual.

2. DOMESTIC POLITICAL RELATIONS AND THEIR REFLECTIO N UPON
POLITICAL INSTITUTIONS

2.1. Interpellation for the President of the Assemly

® This time frame was not respected due to the 20@8ndments submitted by the opposition, which
together with other circumstances blocked the Eace

® This term was not respected as well.

" In principle, all parties agreed on this solutibat DPA.

8 The Macedonia Constitution has changed in comgdiamith the Ohrid Agreement and guarantees official
use of the language that is spoken by over 20%epbpulation (meaning the Albanians), but leahes t
issue to be regulated by Law. This point of the Mgyeement was a reminder to the Government tkat th
issue must be regulated by law the soonest possible



“Drastic breach of the Constitution and the AsserstiBook of Rules, obstruction of the
opposition and incapability in managing the Asserhlalre the reasons for which the
Liberal Democratic Party submitted an interpellatiagainst the President of the
Assembly Ljubisa Georgievski. SDSM and DUI suppartiee interpellation as well. As

it was said by the MP and Vice-President of LDP #epdernovski, “Georgievski lost

the legitimacy to represent the Assembly; his evanfurther remaining at this position
shall signify direct obstruction of the Assemblyigrk; he lost even the minimum
reputation, demonstrating that he is not guidedhieymain parliamentary principles, but
from the daily orders of his party chief; he lingitéhe key constitutional function to a
mere executor of party tasks”.

In the interpellation request was stated that Gews§fi made a perfidious manipulation
when he tried to interpret the decision for takiBBgckovski’'s immunity as a forged
Committee decision. What's more, it is unaccept#idefact that out of 62 parliamentary
sessions still 17 remained unfinished. It was adtdatGeorgievski lowers the dignity of
the Assembly, makes his work non-functional andvedl domination of the Government
upon the Assembly. From its side, position estichdkes interpellation as “unnecessary
lost time for marketing party purposes”, since marythe sessions have not been
finished due to the necessity of obtaining the Betidouble majority support (which
was impossible to obtain at that time). After ldngtliscussions, the interpellation was
unsuccessful, as all in all in the time of votingrer present only 63 MPsut of which
“for” voted 24 MPs.

2.2.Political Dialogue Difficulties reflected Upon theAssembly’s Work

In September, as the new parliamentary season cooadge 23 laws which were
considered important for the Euro-Atlantic integrat process were found on the
Assembly agenda. Among them were the Law on P#blsecution, on the Council of
Public Prosecutors and the Judicial Council. Ruliagties expressed hope that these
laws shall be voted within a month, as these nmttegre of national interest and of
interest to all parties. However, the position wasso eager in forwarding these laws, as
instead of trying to work on a political consensoisthem; on the agenda were inserted
laws that regulated issues which were not of ggiplike the amendments of the Election
Codex.

Such comportment further raged the opposition. SDB8pMpesentatives complained that
their suggestions have not been taken in considarainless the same things are said
from the mouth of the foreign diplomats. They fertleriticized VMRO-DPMNE for not
having capacity nor will to work on the EU agendagking responsibility for the lost
time.

For many months the establishment of two new jadycinstitutions - the Appellate
Court of Gostivar and the Administrative Court Waie, although open competition for
filling the positions has been released since Ma@72 Interest for vacancies was

° Out of the total of 120.



remarkable: for the 12 vacancies in the Gostivaur€C@2 candidates submitted
applications, while for 18 vacancies in the Admtr@gve Court 237 submitted
applications. The establishment of the Administeatcourt is considered as a very
important step in protection of the citizen’s righas from May came into force the new
Law on Administrative disputes. From that date, Slopreme Court of Macedonia ceased
to act on administrative disputes, transferring dioéy to work on 4.000 to 5.000 cases
that remained unsolved so far to the new courts.

Due to the big delay, the president of the Judi€alncil Bekir Iseni called upon the

parties to finally elect the five missing members arder to complete the body.

“Politicians need not see who supports which pdrggause professionalism is the only
important thing, as while working party influencelost”, he stated and called on election
of professional people, “...because only that wagllsbe prosperity”. The appeal was
made to the President Branko Crvenkovski, to thdidP@entary Speaker Ljubisa

Georgievski and to all MPs.

DUI requested while composing the Judiciary Coutwibe respected the Constitution
and the procedures and to hold a new leadershiginge®r building wide party
consensus for the Judiciary Council. DUI requestgdigjes without party political
baggage and who have credibility to be voted amppaeued by the majority MPs, both
position and opposition.

Crvenkovski and Gruevski after multiple attemptsnaged to organize a meeting, but
agreed on almost nothing, as there were disagreasmenthe list of ambassadttsnd

on the list for the Judicial Countil This was the moment when cohabitation misfit
practically culminated, as each of the two had dws candidates on which list they
could not reach an agreement.

Other party disagreements were about the Law oRtiiic Prosecution. SDSM was for
transformation of the public prosecutors mandatenfiimited to unlimited, and to be

made according to objective criteria, seeking fdations in the law not to be general,
but very concrete (to be according to the up td thament professional performance of
the candidates) and for participation of the Mimisdf Justice in numerous professional
bodies (to be member of the Judiciary Council, Eblic Prosecutors’ Council, the

Judicial Budget Council, the Council of the Judg&ésademy). This was demanded due

% To illustrate the dissaccordance, follow the comiwations regarding the ambassadors’ list. Prime
Minister Gruevski offered to “trade” the non-acaapte of Vlado Buckovski and Stevo Pendarovski as
ambassadors with two other names of his list. Goptto this, President Crvenkovski said that this
combination is no longer valid, as he shifted hisppsal for candidates who come only amongst
professionals from the Ministry of Foreign Affair®rime Minister Gruevski then suggested all
ambassadors worldwide to be withdrawn and then dl/3he vacancies to be filled from the MFA
professionals, while 1/3 to be persons with “goathljz reputation”. Crvenkovski replied that this weo
would be irrational and non-serious, since amomgnttare many who perform well their duties, so there
no legal basis to withdraw them before time. Thenefhe confirmed that he remained on his propmositi
for professionals in all vacant positions.

™ According to the Constitution, the President af fepublic is suggesting two members of the Council
while the Assembly suggests three.



to the party’s indications that VMRO-DPMNE intertdsmake a complete partization of
the public prosecutors office, by opening compieteéw public calls for allﬁpublic
prosecutors positions, in which were to be putgeoeral formulations and criterfaOn
the other hand, VMRO-DPMNE considered that is uaptable for a public prosecutor
or his deputy to automatically obtain a third maedaince by the same token 170
deputy-prosecutors should have their mandate pgelbrand to forget that about 5000
criminal charges stay in the drawers, while it @ulbtful whether they did their job
correctly. The party thought that all these persshguld compete again and let the
Public Prosecutor's Council decide to whom shalefts confidence. The party was
also against the permanent appointment of the ggmuitlic prosecutors. These are in
fact the key differences between position and ojpipaswhich were threatening to
paralyze the introducing the package of laws onlipytrosecutors. In order to find
common language, party leadership meetings wetiateul.

As expected, party leadership meetings did nogbaimy progress. SDSM leader Radmila
Sekerinska stated that the government “wants teeagut in fact does not wish to make
any agreement”, and stressed that SDSM from thg beginning does not change its
position- “it wants non-party people for the Judrgi Council.” European ambitions of
Macedonia are the first victim of the non-existipglitical dialogue in the systemic
institutions” she said, mentioning that “a functdmand efficient political dialogue does
not exist due to the very low level and maturitypairt of the political players and the
chaos and the priorities in the government andrtiieg majority”. Commenting on
judicial reforms, Sekerinska stated that the gawermt has been insincere while
negotiating. “We came with concrete suggestionfhdvew from some of them in order
to reach consensus, to see at the end that the/diRO-DPMNE goal was to finish the
partization process of public prosecutors and tkeneagood pressure upon the judiciary.
The only solution will be if the government undarsls that it cannot go any further with
this behavior.”

2.3. Forced and Speedy Results at the End of the afe

After the rough sobering from the EU report, at beginning of December, the four
leaders Gruevski, Sekerinska, Thaci and Ahmetirmkkilosed doors agreed to pass in
the Assembly the laws from which the country’s fetdepends. This meeting came after
the repeated warnings by EU and NATO that Macednlasing breath on its road to
the Euro-Atlantic integrations and that is needegent mobilization of the political
factors in order to be fulfilled the criteria fartégration. Leaders agreed on the outlook
of the Law on public prosecutors and that shaldied by the Badinter double majority
rule all the laws which are connected with the abéanguages. It was also agreed to
have a new meeting for completion of the Judicfaopncil for the last vacancy and for
the remaining two points of the May agreement betw@&ruevski and Ahmeti- the status
of the former ONA fighters and the law on the u$éaoguages. Hence, several points
from the May agreement have been met, promising ghall be passed through the
Assembly speedily including the list of laws thattdo be voted by the Badinter double
majority rule (which include all laws that refer ttee languages and the cultural identity

12 Avoiding that, SDSM claimed that partization stz avoided in these bodies.



of the ethnic communities, including symbols, flags) which was added in the Law on
the Committee for Relations Between Ethnic Commesifas DUI requested). From the
Committee for relations with ethnic communities |sHze withdrawn one VMRO-
DPMNE member and on his place an opposition MP $taincluded, thus allowing the
opposition to have a majority say in this body.

At the next leadership four meeting in mid-Decembaas accepted: the President’s
suggestion as the T5member of the Judicial Council to be elected Nadadzi-
Ahmetagic, by whose election this body shall baliincompleted; it was agreed the list
of laws for EU integration that shall be broughturgent procedure after the New Year,
on a special Assembly session; NSDP MP Blagoja\Zasxs to be appointed as a vice-
President of the Assembly; to be elected the nate seviser Mrs. Tanja Rabevska; and
the MP Gjorgi Orovcanec to be elected as a membehe Assembly Interethnic
committee etc.

In December, the Assembly expressly voted the tlaws: on the Public Prosecutors, on
the Committee for Relations between the Ethnic Camties and on the Council for
Public Prosecutors.

2.4. The Assembly Scandal

During fierce discussions about the suggested govent amendments on the Election
Codex, large Assembly scandal took place. Tensaedsgthere between the party leading
cadres, especially from the ethnic Albanian pditislock escalated when a fight bursted
between DUI, PDP and DPA. Series of fights stavtbén the DUI MP Teuta Arifi was
attacked by the DPA vice-president Menduh Thacip wdgether with the PDP leader
Abduladi Vejseli and Ruzdi Matoshi (DPA) intrudedthe coordinative meeting of the
Assembly party groups and threatened that “sheoiggatting alive out of there”. Mrs.
Arifi was visibly upset and was taken out of themo by the help of the Assembly
President Ljubisa Georgievski and the SDSM MP JXdakraduli and taken to the
Assembly ambulance. Other DPA MPs stated that Kim§i. was only verbally attacked.
In the meantime, in the Assembly hallway a genggalt took place between DPA and
DUI MPs who came to help Mrs. Arifi. In this incidiewas hurt and hospitalized one
policeman from the Assembly security, as Daut Rpdieka (DPA) attacked, pushed
down and kicked him. Instead of calming passionsrgdight continued in front of the
MPs Club, where in front of the journalists gotairfight Aziz Polozani (DUI) and
Menduh Thaci, while Nikola Kurkciev (SDSM) was tngi to calm them down. Tensions
arose in front of the Assembly building as well,end private security of the two parties
was waiting. Fortunately, police was present thehecking on possible weapons from
the security people (one gun was found). The samning there was a fight into the
Assembly itself, where the DUl MP Sadula Durakuvoied by Abduladi Vejseli's
(PDP) speech, grabbed him by the neck. To helpeligjsined DPA MPs, lead by the
coordinator Ruzdi Matoshi, thus provoking the inshent of the DUI MPs. Also, a
journalist (ethnic Albanian) from Al TV was hit atdreatened verbally by the DUI
security, while the assembly security did not reacthat. TV crew of Alsat TV also had
hard time when tried to cover the events, this top¢he police.



This embarrassing event was criticized by the Pin@ster who stated that “this is an
act that may damage Macedonia’s image and hurEut®-Atlantic aspirations”. He
called upon everybody’s reason and problems’ sghay dialogue, within the system’s
institutions, avoiding to comment on the directalwement of Refet Elmazi, the deputy-
minister of Interiors, who was accused for kickigz Polozani (DUI).

SDSM leader Radmila Sekerinska estimated this dayha largest shame for the
Assembly, provoked by vain and out of spite behawbthe parliamentary majority,
which allowed for the conditions to escalate. “M#meaia touched bottom in democracy,
most responsible for this is the speaker of theeAdsy Mr. Georgievski. We demand
responsibility by all who lifted hand on an MP, jpalists and the security”. From his
part, Mr. Georgievski at first said to the jours#di that there was no incident, and later
showed himself and minimized the event “becauseok place during the break, so the
break is out of his control”.

Many meetings were held after these shameful evedk place. Prime Minister

Gruevski met with the President of the Assembly iGewski, and the SDSM and LDP

leaders. At the beginning Menduh Thaci (DPA) wasspnt, but later left the meeting on
Mrs. Sekerinska’s insisting. She called upon then@rMinister not to have mercy to

anybody regardless if he is from the position opasition. This was followed by a

meeting with the foreign diplomatic representativethe country (USA, EU, NATO and

OSCE). Opposition was expecting Thaci's withdrafkain politics after his audacious

attack. From his part, he categorically deniedsgakculations that he is a part of the
incident and that he physically attacked Mrs. Aaifid Mr. Polozani, blaming SDSM and
DUI for inventing a scenario against him and histypaAt last, it was agreed that a
special committee shall be formed in order to leddie responsibility and determine
possible sanctions for their deeds. However, ditce discussions, the Committee
conclusion was not satisfactory, especially fordpposition parties.

SDSM leader Radmila Sekerinska stated that unfatéyn Mr. Gruevski remained
hostage to Mr. Thaci, Mr. EImazi and to people wiere accomplices in the incidents.
“He had excellent chance to make a statesmen muddcatake Macedonia out of the
political crisis in which entered due to mistakeslifcal moves, but he didn’'t do it. It is
obvious that Government has no intention to de#h wie responsibility of all persons
who took part and initiated the incidents in thesémbly’-she stated. SDSM asked from
the Ministry of Interiors to submit criminal chagg@against everybody who abused
democracy and created chaos in the Assembly - €adstof Gruevski to seek
responsibility from Thaci who brought both himsatfd Macedonia into such a position,
he listens to him even when he makes series obkast.

Due to this event, Macedonia came back in thefigtroblematic countries in the cabinet
of Xavier Solana, which demonstrates that eventh@énAssembly definitively pushed
back the country in its Eurointegration process s@aled the negative report due to be
issued in November. “Macedonia proved to Brusdadd it is not a politically mature
democracy and that happened a couple of days b&mesident Crvenkovski visits



Brussels and even there was a hint that there nigha political compromise over the
main issues” — domestic media said. Solana’s ctalpeeple expressed worries in which
way the country situation might evolve. Unofficiglla diplomat commented: “Crisis in

Macedonia is not a matter of the left or the rigbtk, this or the other party, it is

institutional and in its basis lays the non-realiplitical dialogue for which we call on

for a long time”.

Brussels estimations until recently were that ga®d that parties talk to each other, but
that it lasts long and there are no results andstbl@ing open matters is complicated by
opening new disputable issues, so it is createdgiawircle of political irrationalism out
of which it is hard to come up with a solution. &w’s port-parole Christina Gallach
mentioned that is symptomatic that Assembly figitsurred at the very moment when
the President addressed the UN Assembly Generahféerdevents have started to go on
the right direction which indicated institutionsirfctioning. “It is crucial to be created a
new way of comportment of political parties in tbeuntry”, mentioning that for this
large role has to be played by the country’s pmltieadership. On the other hand these
events had less impact on the NATO position, asttier Alliance is more important
whether there are interethnic tensions on not, doviewed in the line of the future
Kosovo status resolving.

2.5. Party-Parliamentary Shifts

In Kriva Palanka the youth branch of NSDP left pagty with the only exception of two
persons due to disagreement with Tito Petkovskitipel “Protecting narrow and
relatives’ interests, the cadre policy and badttneat of youth, as well as the blind
support of the autocratic and populist politicsstievski by NSDP is the reason why we
go back to SDSM- said the secretary of the orgéinizalt is said that this move was
provoked by the aggressive behavior of local membeVMRO-DPMNE.

Since the establishment of the new Assembly updi 8 MPs have changed their party,
formed new parties or act as independent MPs. Heeeincluded the MPs Vesna
Janevska and Valentina Bozinovska from VMRO-Pegpl®arty who became

independent and publicly supported the current Gowent. MP Jagnula Kunovska of
NSDP left the party and joined the VMRO-DPMNE pamtientary group. She informed
the President of the Assembly about her intenti@m] in the letter elaborated the
reasons for her move. However, it is said thatvgae not allowed by NSDP to represent
in court state enterprises as a lawyer, which raged Ivan Anastasovski (NSDP)

resigned from his function as vice-president of Alssembly, on his place was appointed
Blagoj Zasov from the same party.

3. POLICIES/EVENTS
3.1. EU2007 Progress Report for Macedonia - Collective dsapointment

On November 8 the Commission adopted its annual strategy doctmgoiaining its
policy on EU enlargement. In it, the Commission tms and assesses the achievements

10



of each of the candidates and potential candidates the last year, including

Macedonia. As the whole political background sitwatwas indicating, it was obvious

that the Report on Macedonia shall not be positN@n-beneficial relations among the
main political players in the country, resultingfédure and disappointment, reflected the
reforms advancement pace and didn’'t meet EU exjppaasa

Media commented that the Report was a “cold shov@r’the country. “Macedonia
touched bottom this year in its relations with Uot should be done in order to achieve
something next year and to improve its picture hefeU”..“There is a kind of collective
dissapointment from the results of Macedonia, pgttier friends in a difficult position
when they try to defend her.”- said an anonimoyodnat. “After this Report it is hard
to say how certain obtaining of a date for inihigtinegotiations is. When estimating the
readiness of the country for a date for negotiaticamall be taken in consideration that
decision-bringing structures in the country are efficient. What was projected to be
achieved in 2007 was not accomplished, and reblgtsn, as better perfomance was
expected from a candidate-country. The only curpasitive argument is the will for
cooperation when in question the regional stability

Among the things that are considered as well dtme,EU Report mentions: security
conditions, marked as satisfactory; interethnisims which are lessened down; there is
advancement in the struggle against corruption;onti rights have been improved,
introduced are new laws for the police and thegialis communities; there is improved
business climate; there is speeded up economy lgrqeairtly attracting foreign direct
investments.

As work that remains to be done or that is so &atlypdone the Report mentions: DUI's
boycott of the Assembly and the fights in the Askltrbad conditions in prisons; media
working under political pressure; problems in théigiary and the public administration;
existing high level of gray economy; big unemploymeate; slow solving of property

court cases; small amount of public investments;thnking sector is under the control
of a couple of banks only.

Macedonia is expected to develop a plan includingnetable and specific measures
intended to address the Accession Partnershipitie®r. A distinction has been made
between short-term and medium-term priorities.

Short-term key priorities:

- ensure proper implementation of all commitmentdastaken in the Stabilization and
Association Agreement

- promote a constructive and inclusive dialogueparticular in areas which require
consensus between all political parties, in then&aork of the democratic institutions

- ensure effective implementation of the Law oniéeol

- establish a sustained track record on implemientatf judiciary reforms and strengthen
the independence and overall capacity of the jatigystem;

13 The partnership also provides guidance for finarssistance to the country.
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- complete the reform of the prosecution and faealihe appointment of the Judicial
Council

- establish a sustained track record on implemiemtaitf anti-corruption legislation

- ensure that recruitment and career advancemerividf servants is not subject to
political interference, further develop a merit®adsareer system and implement fully
the Law on civil servants

- reduce impediments to employment creation andesddn particular youth and long-
term unemployment

- enhance the general business environment by efurthproving the rule of law,
strengthening the independence of regulatory apdrsisory agencies, speeding up legal
procedures and continuing registration of propagits

In the political criteria suggestion is to sustamplementation of the Ohrid Framework
Agreement with a view, inter alia, to promotingerethnic confidence-building. In the
area of the Assembly functioning and elections td®k is to: ensure that the next
presidential and municipal elections are conduategtcordance with the electoral code;
deliver prompt decisions on any election irregtiesi and impose penalties that will
deter further cases; enhance the capacity of Fagha

The Government has the duty of: strengtheningrénesparency and accountability of the
local administrators; in particular, strengthenerntl control and audits; establish a
satisfactory standard of municipal tax collectidmotughout the country; develop the
capacity of municipalities to manage state-owneaud;aensure that the number and
competence of staff of municipalities are suffitiefhe public administration has to:
introduce a merit-based career system in orderuitd lan accountable, efficient and
professional public administration at central anocal level; ensure effective
implementation of the code of ethics for civil sams; strengthen administrative
capacity, notably by developing the capacity foratsigic planning and policy
development as well as enhancing training, andldp\wegeneral strategy on training for
civil servants; implement effectively the measusdspted to ensure transparency in the
administration, in particular the decision-makingogess and further promote civil
society participation; pursue implementation of tieforms of the law enforcement
agencies.

In the judicial system is needed: further develgpmtial and continuous training in the
academy for judges and prosecutors; completing sbing-up of the new court
structures and allocating appropriate resourcesnsure that they are fully operational
and enhance their efficiency; ensure proper aricekacution of court rulings. Regarding
human rights and protection of minorities tasks &efully comply with the European
Convention on Human Rights, the recommendationsthey Committee for Torture
Prevention as well as the Framework Convention tfee Protection of National
Minorities; among other things to provide suffidieasources to bring prison conditions
up to a higher standard; to set up effective meshanto identify, pursue and penalize
all forms of discrimination by state and non-stabelies against individuals or groups.

12



In the field of economy is demanded to proceed whin registration of land and real
estate and strengthen the cadastre in order toneahiegal certainty for economic
operators and improve the functioning of marketnecoy mechanisms and to improve
the efficiency of public services, notably by pmivig additional funds for training and
for upgrading the current infrastructure. Signifitaprogress has been made on
accelerating registration of property rights. Bygist 2007, the coverage of real estate
cadastre had increased to 68% of the country’#dery compared with 47% in autumn
2006. The registration procedure was amended ier dodfacilitate registration of foreign
investors.

Medium-term priorities determine that:

- Democracy and the rule of law should be furthesrgthened

- Decentralization process should be compféted

- The capacity of public administration should beHer developed in order to implement
the Stabilization and Association Agreement

- Implementation of the strategy to fight corruptishould be completed; should be
enforced regulations to the prevention of conftittinterests, in line with international
standards

- there should be further promotion of respect Homan rights by law enforcement
bodies and in detention centers and prisons; furthmplementing the Strategy on
equitable representation of non-majority commusitie

- economic criteria demands: efforts to safeguawndtasnability of the electricity
market® raise the quality of public spending by strengthg the public sector’s
capacity for medium-term planning and improving @etry execution; continue to
improve the quality of education; continue to imgrdhe labor market performance and
to reduce unemployméfit continue efforts to integrate the informal secioto the
formal economy; upgrade the country’s infrastruetuin particular for energy and
transport, in order to strengthen the competitigsr@ the economy at large.

3.2. EU Plans for the West Balkans

The EU Strategy for Enlargement tackling the clmgjés of the year 2008 determines
that instead for development, shall reallocateatources in helping the states of West
Balkan to transform themselves into “stronger stateEU intends to focus on
fundamental issues for state building, meaning ggodernance, administrative and
judicial reforms, and rule of law and strengthenafgivil society. It is said that “in some
countries the reform course has slowed in pacasamissing more dialogue and greater
spirit of tolerance, - but not only in interethmedations”.

4 The second phase of the fiscal decentralizatiocgss was launched in July 2007 with 42 of the 85
municipalities considered ready.

5 In view of the country’s commitments to liberalipm, by eliminating existing distortions due tormo
cost-recovery process and by strengthening thdatgy institutions and the physical infrastructure

% In particular by taking additional measures to radd youth and long-term unemployment and by
modernizing social security and educational system.
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EU estimates that next year shall be crucial forsotidating West Balkans, but that these
countries perspective for EU is still realistic.€Fé is a new political terminology used by
Brussels, where is said that it shall work on “impng the quality of the enlargement
process” which means that it shall sharpen aganctinditions for becoming an EU
member-state. This is understood as request foe swrere fulfilment of conditions and
insisting on problems with the public administrati@orruption and judicial reforms to
be solved in the early phase of negotiations rattha@n later on, although these are the
hardest area to negotiate about.

3.3. Council of Europe Report

In the latest report of the Council of Europe, ettevugh there is progress of the country
in the legal area, recommendation is not to abdlgh post-monitoring dialogue for
Macedonia. In the report of the Committee of thdi®aentary Assembly of the Council
of Europe for following the obligations of the meenwountries of the Council of Europe
it is estimated that Macedonia is not approachingofe in the pace desired. It is
commented that Macedonia still does not have stdichocracy, as laws are adpoted
under the pressure of the international communitgtead of creating real functional
multiethnic society. Macedonian opposition MPs dedeml postponement of the
discussion, as the report didn’t take in considenathe latest positive developments in
the deblocking of the political dialogue and tha¢ government and the opposition are
now bringing into accord their positions. What's nejothere is advancerment of the
judicial issues, like the introducing of the laws Bublic Prosecutors, the Council of
Public Prosecutors, the reforms in the judiciahg taw on ethnic communities, with
which enter into procedure 45 laws, including tHdigation of the Committee for
European issues for the remaining 19 laws to beladd.

3.4. Visa Facilitation for the Western Balkans

According to the agreements signed on 18 Septer@bér, approved later by the
European Parliament and concluded by the Cound¢ieEU, it is expected that starting
from January 1 2008 shall start the visa facilitation processditizens coming from the
Western Balkans countries (including Albania, BasHerzegovina, Montenegro, Serbia
and Macedonia). It is believed that visa facilgatwill make traveling to the EU easier
for citizens of Western Balkan countries, thus sty the European perspective more
tangible. This move is seen as the first step tdwastablishment of a visa-free regime.
Certain categories such as students and pensiiiee exempted from visa fees, while
the processing of visa applications will be acadknt. For certain categories of persons,
like businessman, students and journalists, theiregents on documents supporting a
visa application will be simplified. Certain categs of frequent travelers will be granted
multi-entry visas with long periods of validity.

The agreements on readmission set out clear oloingatand procedures for the
authorities of both the Western Balkan countried B member states as to when and
how to take back people who are illegally residomgtheir territories. However, these
agreements do not apply to the United Kingdomatrd] Denmark, Iceland and Norway.
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Visa facilitation is a part of a broader set of sw@as aiming at increased people-to-
people contacts between the EU and the WesternaBatkuntries. In order to move
forward in this area, these countries will haveingplement relevant reforms and
reinforce their cooperation with the EU and at oegl level in areas such as
strengthening the rule of law, fighting organizedne and corruption and increasing
their administrative capacity in border control ddcuments by introducing biometric
data.

3.5. NATO Accession Process

Upcoming NATO summit in April 2008 in Bucharé&sis considered to be of highest
importance for Macedonia, as it is expected thatabuntry shall obtain an invitation to
become a NATO member. This chance is considereidhaleterminante for the future
of the Macedonian state, as will inevitably mové aher processes into a positive
direction. If invitation shall be obtained, it shaignify strengthening of the current
government, while oppposition (SDSM) shall be conhtaterprering that the invitation
was earned during their mandate in power. In fagtissue whether Macedonia shall be
invited is more seen in the strategic USA detertionafor stabilizing the region by
including the Adriatic group of three countries NATO, in an extremely delicate
moment as it is the Kosovo issue, which shall renaai a positively earned estimation of
the Bush foreign policy.

Towards postive development of the process are gbeedy position-opposition
agreements arranged by the end of the year, fdudiog the NATO agenda of the
country through the systemic package of laws tihathastily being introduced. In this
context is viewed the problem with the use of Macea's constitutional name, which is
a prolongued and pending matter between Macedonih Greece. Although it is
expected that there shall be some more dynamiordgtic communications on the issue,
odds are that Macedonia shall be accepted in NAfd2uthe FYROM reference, as it is
prescribed in the Interim Agreement signed betw@esece and Macedonia.

On the case that invitation is not obtained, thewey be government crisis or early
elections, it will be a bad signal for the foreigiwestors, for the country’s economy, for
the development of relations with EU, and abovaetallill be a heavy challenge for the
country’s security. Regarding Kosovo, it is expdci@ spring the protectorate to
proclaim announce unilaterally independence in dioation with EU and USA. This

will inevitably influence Macedonia’s stability, thbugh it is expected that it shall be a
shorttermed and controlled instability, coupledhwiticidents, but not to the extent of a
war or a conflict. On the long term, Macedonian-8ic relations are expected to
develop positively, as economically and comparétii€osovo is directed towards

" Some say that it is destiny for Macedonia to beidel again in Bucharest like it was decided back i

1913 when it was divided. Comments are that if Bardivided Macedonia back then, now, in 2008, by
USA blessing, may “reunite” her again under the NAZafety umbrella, which is a first step up to the
European unification.
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Macedonia and vice versa. The fact that Maceddmadl be forced to make a position on
the Kosovo independence may worsen the relatiotis 8arbia. The whole process also
may have a psychological impact upon the citizehsthe country and upon the

Government.

In November, Victoria Newland, the USA AmbassadoNATO, visited Macedonia in
her round-trip to all the three countries who aaadidates for membership. At that point
of time she stressed that she does not think thateuntry is ready yet. On the positive
side, she stressed that Macedonia is a countryctatributes strongly regarding the
global security, exporting security in AfghanistanKosovo, in Iraq are widely.

However, remarks are the following: further deepgnand strengthening of the Ohrid
Agreement, further political maturing and makingesthat all political parties may work
together to promote necessary reforms, to makeafuilge strength of your multiethnic
democracy and to continue the progress of the ipidieforms and the struggle against
corruption and organized crime. On the plan of mk relations, Macedonia is
considered a very good neighbor to Kosovo. “Mace&lasm an excellent example of a
multiethnic democracy to Kosovo, like a country weheitizens live together, work on
two languages and two religions and live in harmoflye example helps Pristina to
understand that there are many ways to protect mtynoights that they can be
institutionalized and at the same time the statsetstrong, which is very good... If there
is a situation the status of Kosovo to be resolvgdecember or January, if we have
really strong aspirants for NATO who are ready, way have a Bucharest summit in
which the whole neighborhood will come closer te Buro-Atlantic structures and shall
become much safer...Alternatively, if we have indighi if we have countries-
candidates which are not ready, if we have ragberBalkans, it shall be hard to bring a
positive decision. | think in fact that his is aaseégic moment for your region”- stated
Mrs. Newland.

At the ministerial meeting in Brussels in Decemhiewvas concluded that Macedonia,
Albania and Croatia have accomplished only the bhltheir national action plans for
membership of which depends the invitation for NA@mbership, so in the months to
come they shall have to realize the remaining bhlthe reforms if they wish to have
positive news from the alliance. It was also sdidt tNATO remains open for new
members. In January 2008, at the session of then@ibee for integration of Macedonia
to NATO, was said that “Brussels positively estieththe advancement of Macedonia in
the past weeks”. Macedonia is also prepared folNA&@O meeting in January 33in
which shall be looked upon the further progresdatedonia. It was said that after the
probable admission of Macedonia to NATO, the coushall continue its reforms in the
security and defense sector.

The following concrete tasks that have been perédrimy Macedonia in order to obtain
NATO membership:
1. Increase of transparency in the process of planmiiige budget defense money
2. Democratic control over the armed forces
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3. Ability and readiness to be contributed towardsceasful application of all
operations under the UN or/and OSCE umbrella

4. Establish and develop military cooperation with NAThrough mutual planning,
education and training, for increase of the reaxinand the ability of the
participants for maintaining peace, finding andisgun humanitarian and other
operations

5. Long-term building of its military potentials thatill be capable of acting
together with the other forces of the North-Atlariliance

6. Operative interoperability, navy units, air forcasd infantry to be trained
according to the standards of NATO and to be ca&pabacting in the frames of a
common command and control under NATO structures

Until April 2008, Macedonia should prove that itntimues working on the interethnic
relations and that a sustainable dialogue and cabtpe between the political players
may be realized. Macedonians in terms of becomiAd ® members have no doubts
about the immense importance of their country @mjethe Alliance and EU, as it is
important for them, their families and their future

3.6. Additional MP seats for the smaller ethnic graps’ parties

In the frames of the political dialogue unexpectedas introduced the idea for providing
additional MP seats for the smaller ethnic commesiin Macedonia, which as an issue
has been discussed publicly for quite some time jjsevious Barometers). The novelties
were to be introduced in the Election Codex, codipdeth the idea of arranging the
diaspora vote (both things promised by Prime Mariskruevski) and rearrangement of
the election model. Thus, suggestion is for thet Raxliament to have 133 seats instead
of the present 128 out of which 10 would be reserved for these etlmimmunities
(Turks, Serbs, Rom&)plus three more seats reserved for the ex-patnibts shall vote

in the next elections in the Macedonian diplomatfices in the countries of their
residence. Plan is for the current six multi-menddection units to be restructured in 10.
Such a change indicates that the future ruling nmgjehall be formed by obtaining the
support of at least 67 MPs, instead of the curBént

By these suggested solutions in a certain exteadt bb “softened” the role of the MPs
who are ethnic Albanians in the process of applyiregBadinter double majority rule for
bringing decisions and laws who request such aiapesd majority. The idea is that if
under hypothesis that in the next Assembly ethdlmaAians shall be 28 MPs, then for
the “absolute double majority” (or Badinter majgyishall be necessary 19 votes, and
here may easily be included the 10 MPs from thellemathnic communities. By this,
shall be relaxed the DPA position as well (as taditional VMRO-DPMNE partner).

'8 The Macedonian Constitution allows the number & &#ats to be from 120 to 140.

Yin addition, demand was to introduce a law for mitgorights of the smaller communities, especially
defining the mechanisms for their realization. Hads, the Government was thinking of possibly fargi
an Agency for that purpose.
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The leader of the Democratic Party of the TurksafeHasipi stated that they have asked
for 10 guaranteed places, a special law on proteati smaller ethnic groups and an
Agency for the rights of minorities. Mandate distiiion of the 10 seats shall be
according to the proportional presence of the nitiesrin the total population: 4 Turks, 3
Roma, 2 Serbs and 1 Bosniac/Vlach. In return, thesées promised support to the
Government on issues that concern reforms, whibsdlprojects that are not favoring
smaller communities shall not be voted. What's mdétenan Hasipi (DPT) and Ivan
Stoiljkovic (Democratic Party of the Serbs) statieat shall submit 4000 amendments on
the Law for the use of languages of the ethnic camities if soon are not voted the
promised additional 10 seats for the smaller etharamunities.

On the other hand, Nezded Mustafa (United Partyhef Roma) and Esad Rahic (an
ethnic Bosniac, former SDSM member) do not shaeestime views. Mustafa prefers
Turks and Roma to obtain 3 seats each, two seatthéoSerbs and for Vlachs and
Bosniacs one each; or, to have 5 seats guarantdabh for the others to go on
competitive elections, for which the whole courghall be regarded as one constituency.
Esad Rahic supports these views although he stiékae building parties along ethnic
lines may create destabilization of the state. Fatttat by this suggestion most satisfied
are the Turks due to the 4 seats they have beaniggd, while those who are not
mentioned in the Constitution’s preamble like thgypgians, the Croats and the
Montenegrins insist to be included in these seatsall.

SDSM, LDP and DUI declared against this widening afpthe Assembly. SDSM
Assembly coordinator Jani Makraduli thinks that sluiggestion is unacceptable, because
their party takes care of the smaller ethnic comitres) which was proven many times in
practice, as out of the 27 seats that SDSM cugemblds, 5 belong to the smaller
communities, which is almost 20% of the total. Hhgsition is that this additional
mechanism shall only divide Macedonia further. WWhamore, this party sees in the
insisting for additional 3 diaspora seats a pobsibfor the Government to impose
election fraud.

DUI believes that the Prime Minister bargained wilie smaller ethnic communities for
their votes’ support in order to be passed the knasneed the Badinter majority, and to
outvote the Albanian community to the maximumslsiated that these reserved seats are
a dangerous agreement, as it is a reflection ofptiiey that denies the rights of the
Albanian community, which as an approach has bead by VMRO-DPMNE since its
installment on power. This party thinks that VMR@®RINE is interested at any cost to
marginalize the Albanian community in the proce$sdecision-making, avoiding to
allow the Albanian community to decide on systemistitutions of the country. DUI
coordinator Rafiz Aliti commented that Macedonianist capable of leading regular
elections in the country, not to speak about ahroad

LDP complained that Gruevski insists on solo-playnot obtaining agreement with the
opposition, as it is clear that all this is done féruevski to obtain a roundabout
agreement on the laws without truly respectingBhadinter principle. LDP is also against
the idea for the diaspora to participate in eleio“Macedonia has no capacity to
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organize elections out of the country, - as itagldy the Council of Europe and the
Venetian Committee”-LDP stated.

International community representatives showed lampositions for the new ideas on
the Election Codex as the opposition, stressingahending this law is not a part of the
EU agenda. Instead, the whole energy should betddetowards completion of the
Judiciary Council and to the other key laws impattfar EU integration reforms. Erwan
Fouere stressed that “election law is not on the@i®an commission report agenda, so it
delays the introducing of decisions on other areas”

SDSM said that they shall not participate into éissembly sessions while discussing on
the election provisions, while if there is contingiinsisting on introducing laws without
consulting the opposition that this party shalvkeghe Assembly. This party stresses that
custom is in Macedonia the introducing of an etetttodex to be made by having
position-opposition consultations, as in all 5 @@t cycles and 5 changes in
government not once election rules have been cllamgdhout being consulted the
opposition. For the parliamentary debate, DUI pregaabout 4100 amendments of the
main text, viewed by VMRO-DPMNE as a classic obsion.

In spite of all that has been said, the Assembly eiacussing the suggested amendments
for three days, going around the issues pointlegs$y all this was happening in the
shadow of the security events in the country in novo are®, SDSM managed to
impose a debate over the security of the courttignkis to the NSDP, DPA, the Socialist
party and the other smaller parties who backechapdea. Finally, Government decided
not to ignore the suggestions coming from EU, swas decided that novelties shall be
introduced in two phases/readings.

3.7. Opportunity for a More Synchronized EU Integraion Process?

During the last party talks it was agreed, andrlailected Mrs. Radmila Sekerinska
(SDSM) as the President of the National CouncilEarope. As president of the body,
she promised that she will do her best for Macealdmistart the negotiation process as
soon as possible. This operative body is seen agostive step towards the
Eurointegration of the country, as she stressedhéraparty much earlier, in March 2007,
suggested that priority should be given for theslaivthe EU agenda, an idea which was
not then backed by the Assembly majority. The teisuthat the Government still needs
to pass 23 such laws, because it was wasting tynmtlboducing laws of secondary
priority, as for state holidays or religious ingtion in schools, etc. The National Council
for Europe was formed, in order to achieve betfigciency in the process, although Mrs.
Sekerinska expressed doubts of the potential effcyi due to the Prime Minister’s
refusal to be a member of this body. In order toceed, she stressed that above all
political will by all the political factors is need, including efficient implementation of
the agreed by the relevant institutions.

2 A commander from the Matejce police station wélediand two others were wounded. Position was
claiming that it is a bout a criminal group’s actjavhile opposition was claiming that there is #twal
reason in this attack.
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3.8. Resignations

Although the Assembly scandalous fights didn’t incilagely produce any resignations,
at the end of the year and “for personal reasorfetREImazi, the Deputy-Minister in the
Ministry of Interiors resigned from the positionhi$ move was seen as an agreement
between Nikola Gruevski and Menduh Thaci, to pesiyi meet the insisting of the
foreign factor for his withdrawal due to his pagation in the Assembly fights. It is
expected that on that position shall be appointeddE Fejzulahu (DPA), a men of great
trust to Thaci.

The minister of local self-government Abduraman M#&n(PDP) resigned from his
function explaining it with “personal reasons”. Semstimated that he was not able to
cope with his duty satisfactorily enough, so novs iexpected to be replaced by the more
experienced Ismet Ramadani (PDP). PDP got thissteimal position, as an “award” for
leaving the coalition with DUI.

3.9. Problems with the Application of the Law on Plice

As the inter-party dispute regarding who shall appdhe local police commanders
continues, DUI threatened that shall not respeet i on Police, as it considers that it
is a party law. DUI mayors of Cair, Tetovo, Gostivaebar and Struga did not accept the
suggestions for commanders of the police statidfesenl by the Ministry of Interiors,
demanding instead the mayors to be the ones whicagip®int them, including the chiefs
of local police statiorfs. This problem is the reason why, out of the tatél38
commanders around the country currently are eleotd#d 22. Oddly enough, the law
was drafted while DUI was in position together WBBSM and was voted without major
changes in the text when VMRO-DPMNE got in powes,itawas one of the main
political conditions for the EU integration of Makmia.

4. REFORM PROCESSES
4.1. Struggle Against Corruption

Among the various issues that have been the obpécicampaigning was the
Government’s struggle against corruption, throudpictv Prime Minister Gruevski called
the citizens on general mobilization in the stregdie made the official campaign start
in front of all the highest government officials tife country who professionally deal
with the issue and promoted the anonymous phonebeurh99 of the Ministry of
Interiors for denouncing corruption. It is believit in the fight against corruption, the
determination of people to fight corruption is hedé fulfillment of the goal. According
to the Ministry of Interiors, during 2007 have beemcessed 17 criminal charges for
corruption which included 200 persons.

21t is said that DUI are not happy with the appethpolice chief of Tetovo, because he has notglesin
day of working experience, although the law seekgeéirs of previous experience out of which 4 on
commanding position. Contrary to this, DPA clairattthis person fulfills the legal obligations.
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In this Government supported “wave” were arrestesl wnown former functioneers,
businessman etc, like the long-term general manaf€rhis Jorgo Kjuka, a chemical
factory in which the state is the largest shareewmder the suspicion that he damaged
the state interests. Fifteen former and currentagers of “Jaka Tabak” as well as state
functioneers were accused for abuse of their affigosition, of about 10 million euros in
the last six years. Another police action was the called “Snake Eye” in which were
arrested many persons working in road pay tollslutiing controllers, supervisors and
their superiors, which formed a pyramid of corraptimaking the country great losses in
income from the road tolls. This was followed maother arrests, which provoked
various (both positive and negative) reactions ftam public, which were forwarded as
cases at the courts.

On the other hand, SDSM accused the Governmentciiegited one of the largest
corruption scandals in Macedonia by selling the &oRlant Negotino to a doubtful
foreign investor. SDSM believed that the potentianpeting Greek investor “Senkorp”
offered a better price, while the Government hasseh the Canadian firm “Hutch” as
the most suitable, although it had lower price offmd fewer investments in new
capacities for electricity production. The partyther criticized that the public call didn’t
contain criteria for the destiny of the employees analysis for the influence of coal
upon the regional vineyards. SDSM suspected thahénelected offer are involved
Bulgarian mafia structures. Doubts that have begsed stirred up relations within the
ruling coalition, as there were disagreements batwhe Minister of Economy Vera
Rafajlovska (NSDP) and between the Vice-Prime ManisZoran Stavrevski. Being
dissatisfied with the quality of information obtath Mrs. Rafajlovska demanded further,
more detailed information about the firm that bavitje power plant. As this request was
not met in the determined time-frame, she refusedign the contract. What's more,
opposition demanded her interpellation on the matteis tested the relations within the
government as this event was seen as a clash metN®®P and VMRO-DPMNE,
including DPA as well, because NSDP voted “for” Bliis (DPA) resignation due to the
Assembly’s incidents. Still, the interpellation didt succeed.

Another big corruption issue, whose consequencededtrin the country for quite some
time, is the privatization of OKTA refinery, sol@ tHellenik Petroleum during the

mandate of Ljubco Georgievski. This case got iste the State Anti-Corruption

Committee. Disagreements between the parties rieggtide concluded contract brought
the case in front of the Paris Arbitrary Court, ethdecided in favor of the Greek side.
However, this decision is in collision with the é#on of the Macedonian Constitutional
Court, thus making its practical application probégic®>. Experts suggest for Macedonia
to complain on the Paris decision, explaining #gal collision with the Constitutional

Court and the EU demonopolization suggestions (doog to the Agreement for

Stabilization and Association with EU).

22 On September™2002 The Constitutional Court go revoked the Lawratification of the Bilateral
Agreement of the Republic of Macedonia and Greecednstruction and managing of a pipeline, in Whic
was included the investment agreement.
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Like in the first half of the year, the Goverenmemntstill subdued to heavy criticizm

regarding the amount of commercials it financedhi& last period of time for various
campaigns. Analysts say that this used to be ailldista manner in which the

Government populistically tries to advertize itselforder to maintain its rating, “buy

out” media favor or circulate taxpayers money tigtowadvertisment agencis, while
others comment the non-trasparent manner in whiicthese advertisment have been
paid from the budget without respecting the PuBlfocurement Law (although some
advertisments are paid from the VMRO-DPMNE partgdpet).

What's more, critics say that the selection of caimgp issues is often doubtful, since in
Macedonia is not a mere “raising of awareness apolities” campaign, but there is a
necessity of actually introducing the policies amaking people adjust to thémAlso, it

is problematic the manner in which campaigns aesl las well as the selection of
agencies and media which are launching the campaignGovernment generally avoids
to declare the cost of these campaigns, althouge known that the Government
(promoting anti-corruption behavior) should isshattinformation, as it is considered a
public one. Anti-corruption non-governmental orgaations criticize the government for
not making a public call for lease of public spacel then give the campaign to the
agency that offers the best pfitdt is said that the Government may not monopdtie
way the media space and to hold up that way itagasince it has incomparably more
resources than the opposition.

Locating as one of the potential corruption caseposition and the media criticized the
first cousin of Prime Minister Gruevski, Sasho NMgav, who is the head of the
Macedonian Office for security and counter-intedhge. He was accused on belatedly
submitting his property information to the Statetidorruption Committee (he was late
for nine monthsy and for using his position for personal enrichmdrough him was
practically attacked the ruling style of the Prim@ister, due to the opinion that by
Gruevski's coming to power a new oligarchy is rgim phenomenon called by some
"the power of the family”. Similar reputation holdlse other younger Mijalkov brother,
Vladimir who is currently working as councilor ing Customs.

The State Anticorruption Committee was heavilyicaed by experts and the public as
passive, closed in itself, without any initiativedamore parading than doing actual work.
Complaints are that the Committee did not reacyjadtly in many of the corruption
affairs that have been raised, disregarding bresach&aw by the highest functioneers in
the country. Experts say that this Committee haseded to be put in front of the

2 advertisment often is a substitute of the workt tteslly needs to be done.

% Both NGOs that deal with corruption and transpeyematters like Transparency Macedonia and
Transparency-Zero Corruption publically demandedtfie Government to say what amounts have been
spent on such advertizing, since these are mastpatyers money. Estimations are that the governdidnt
not come up with the realistic figures as it isigByated that one such campaign costs about 400.000
Euros, while there have been about 20 such vafarsy-government) campaigns run by the government
so far.

% As an appointed functioneer he is obliged to givéeclaration of his financial and property sitoaton

time and accurately.
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Assembly to receive critics for its work, first all due to its passivity, but also because
anything it does is in compliance with the curr@atvernment.

Data from the Global corruption barometer for 2@®7ransparency international show

that compared with the countries of the region, &dlamia is on the fourth position, as in

the first place for corruption is Albania, thenléol Bosnia & Herzegovina and Croatia.

On the fifth position follows Kosovo, then Serbiadathe last one on the regional list is
Turkey having the least corruption in the regiom ®larger scale, Macedonia is rated
with 3.3 points of the possible 10 obtained by pasate investigations and made a jump
in the anticorruption scale by obtaining thé"@bsition out of the 180 ranked states and
territories in the world (data obtained by Trangpay International).

4.2. State Administration — A Weak Systemic Spot

Figures show that each year administration expansgée budget increase. In the budget
structure dominate expenses for social benefitsgmods and services, and immediately
after that come salaries and other contributionshSa structure instead of changing is
further consolidated by having increase of salattethe administrative workers (their
current figure is about 110.000). It is believedtthdministration is the refuge solution
for party employment in order to deal with the &xig social problems of their
supporters. Instead of making a small and efficgtate apparatus, long-term partization
created a huge and inert administration system lwigchard to manage. Waves of
employment in the administration usually take plac®r to elections and a serious
concern is that often quality and efficiency arerg@ed. Another problem is the
employment by ethnic origin, which as a principlé “positive discrimination” is
generally supported, but the problem is that tresployees are not always good quality
cadres, not sufficiently skillful and knowledgeabled when their employment occurs by
political backup, the situation gets even worseis Tdreates a negative image for the
equality concept in employment for which principteive the ethnic Albanian parties.

On the other hand, the Trade Union of Macedonia adetter to the secretary general of
the International Organization of administrationul§ppc officials), stating “The
Government like in the previous period of her gousy started a process of partization
of the public administration, which is more and m@resent up to this day. Contrary to
laws are degraded public and state servants and thie high positions that had in the
hierarchy of the government, are appointed to ostanticipated for beginners”. As
SDSM claims, in 1998 in administration worked 64.Qfkersons, in 2002 the number
increased to 100.000 persons, in 2007 the figuaehed 108.000 persons for which the
budget needs to put aside 550 million euros. Asxample, SDSM says that the Prime
Minister wants to take even 114 persons in hisregthand that it is a characteristic for
VMRO-DPMNE to fill the state administration with iy cadres.

The EU November Report states, that “the largeesd@missals of officials following
the change of government in 2006 illustrated thktipi@aation of appointments at all
levels in the public administration and disruptedfiunctioning well into 2007. Time and
expertise were lost in reorganization and extenshanges of personnel in the public

23



administration. This contributed to the build-upaofegislative backlog and deprived the
government of valuable expertise which could haw&ue=d better drafting of legislation
and timelier implementation. Therefore, recruitmantl promotion should be regulated
by objective and merit-based criteria and a cléstirgttion between the political and the
administrative level should be observed.” “Few rsiines are preparing strategic plans
and fewer still are implementing them. Administvaticapacity for both strategic
planning and policy development needs to be fustrengthened.”

5. ECONOMY
5.1. Economic Trends

In 2008 are projected the following domestic ecoiotrends: growth of GDP 6,0%-
6,5%; employment growth 4%; inflation 2,5%-3,0%pgbuctivity growth 4,0%-5,0%;

credit growth 30%; foreign direct investments 408iom USD and Budget expenditures
of 2,2 billion Euros. The Budget deficit is expett® be 1,5% of GDP or 5,5 million
denars.

2007 started with the incredible 7% growth of GDPthe first three months, but these
figures were of short breath. In the following mwtgrowth reached 5%, which

compared with the other countries of the region,nsufficient, unless Macedonia

achieves a growth of 7-9%. This growth was explaibg several trends that occurred at
the beginning of the year: 1. restarting of a ceugdl mines; 2. world market raise of the
prices of metals; 3. due to massive crediting leyditizens in the banks which resulted to
bigger spending by the population; 4. there wemgogds of positive movements in the

domestic stock market, making higher turnover.

Comments are that in the field of economy in 20@f¢ were some positive trends, thus
making the final impression positive, but not gambugh. Analysts are ready to believe
that by the measures and laws adopted this yeaeddada is putting the foundations of a
new system whose contours and effect are yet teeba. However, sense is that the
population “has had enough” of the encouragemeritvait a little bit more” and “be
patient”, as transition has been of long duratibime number of unemployed is still in a
very high level — according to the Agency the fegus still about 360.000. Food has
become more expensive, which contributed to théhéurfall of the standard of the
citizens. The government tried to nivelate thatdibon with the 10% raise of the salaries
of the administration. It is believed that stillettiGovernment has an opened road for
economic success, but somehow stands on half way.

5.2. Where to invest in 2008 in Macedonia?
Next year it is believed that in Macedonia moneglishave a lucrative turnover in the
domains of energy, electronic communications, I§riclture, banking, transport,

infrastructure, immobilities and tourism. The eneggctor is attractive due of bigger
demand of more expensive energy. AMBO pipelinexjgeeted to start its construction in
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2008°. Investing in alternative sources of energy issitered the right choice, like the
wind power. Attractive is considered the announa@nfer building small electrical
power plant$’ (some of them are already being built) as webuitling of Boskov Most
(electrical power plant which shall produce abo@tniegawat hours). Gassification of
the country is about to begin as well, but thereasd for political will on this matter.
The project of construction of the gassificatiamgraround Skopje is expected to start in
2008 for which Macedonia nas put aside 60,5 milll@8D from this year’'s budget.
Currently, Macedonia is out of all the regionalesgnents of connection to one of the gas
networks.

IT sector is expected to grow dynamically, as #vrgrows for about 16% annually. It is
believed that in 2010 the value of this marketIsb@l150 million USD. Agriculture shall
mobilize existing resources, indicating quick resirThere is drastic development of the
milk industry. Organic producing is growing, attige become the stocarstvo, ovcarstvo
and the prerabotuvacka industry. Big plus for tlygicalture are the services (like
products packaging). There is potential for tramspb agricultural goods as well as in
the wine industry. It is expected that Macedoniallshecome a milk exporter, as the
market will be governed by the 4 milk companiesnlze Foods, Dukart, Swedmilk and
Vindija.

Banks shall continue to earn big profits. If onalgmes the work of the Macedonian

banks in the last two years, it can be freely cahetl that the banks are living their
golden days. Crediting is growing, as well as sgwiand the profits. The market is

currently covered by three most powerful and pablie banks (Komercijalna Banka,

Stopanska Banka and third is NLB Tutunska Banka)leathe smaller ones if they wish

to survive shall have to either merge or sell thewes to a strategic investor. In the
period of 2000 to 2006 citizens’ crediting has nplikd eightfold, reaching the amount

of 650 million Euros. What's of concern is the fwt most of the credits are consumers,
and which demand import products.

Tourism is expected to develop due to the biggenatel for rest and receration. In
transport due to the market liberalization FromiAp@08 the transit traffic shall go out
of Skopje as the Skopje roundabout road shall lemegh. This shall save the capital city
of Macedonia from a lot of heavy vehicles traftise air pollution shall be diminished as
well as the noise. Communication and infrastructprieritues for the country still
continue to be Corridors 8 and 10 (North-South Eadt-West highway connectiof$)

% |t is expected to bring foreign currency income36fmillion USD annually. Construction shall cos? 1
billion USD, and for now are secured 900 million W&vhile at yhis point of time negotiations are for
other serious investors to be included. AMBO shddduilt in 2,5 years.

27 As the international tender for construction ofstgall electrical power plants have competed 7 dtime
and 5 foreign companies that delivered 58 offefesE offers are for constructing small power plamts
the rivers Vardar, Strumica and Crna Reka. It igeeted from companies with which the deals shall be
closed to start construction within a year andsfinihe capacity within three years. Concessiongjiaen

for the period of 20 years.

2 Qut of Corridor 10 are missing about 33 kilometerdecome a complete highway. The Government is
expecting that shall be able to pull some monemftoe IPA program fund of about 40,5 million Eufos
that purpose. Corridor 8 is of full lenghth of 3Kitbmeters and is seen as one of the paneuropaaspiort
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The International Institute for Transport Managetmgaive Macedonia the award “best
european economic developmental region for 2008Mmabbilities’ prices are expected to
go up. There are also some optimistic annoucenfentee Macedonian stock market, as
prognosis are that next year it shall be more stabl

In the effort of attracting foreign direct investmi® in Macedonia the Government
pursued the following policies:

- Customs have made significant reforms, has beeremzed and has improved
the speedy delivery of its services

- The Ministry of Justice works on the reforms in theliciary

- The Ministry of Labor and Social Policy works oretimplementation of reforms
related to the application of EU standards in lalpoticy and augmented
flexibility of the labor market

- The new Law on businesses is comprised more imuogeeas for attracting
foreign investments: time-frames of procedure &gistration of new businesses
have been reduced, the procedure has been sirdptiiiere is a one-stop-shop for
that purpose, instead of having a long registraitiooourts etc. Reforms include
issues of corporative functioning and transparendke firm operation

- State Geodesist Bureau works on a long-term projeatooperation with the
World Bank for regulating the property registrafirCadastre introduced a new
electronic data service, by which shall be incrdabe security and the speed of
transactions with immobilities of citizens and canes.

- The project “Regulatory Guillotine” has been reatizby which are cut down the
huge number of legal acts and legal provisions toabplicate the process of
Foreign direct investments; remain in force thosks avhich on a clear, concise
way directly tackle legal regulations and enabé&eldgal system functioning

- Four free zones are formed in which foreign invesstibtain favorable conditions
and are released from many taxes, the state tgk@s itself issues related to
infrastructure, legal regulations, fulfilment oérins etc, by which foreign
investors obtain a secure impulse in realizatiotheir investments

- An Agency for Foreign Direct Investments id formed, an independent organ
that acts on this field

From their side, investors from their side havertben remarks and requests, like:

- the Government has to have a pro-active appraagiresentation of the new legal
framework, in order the private sector to be beiteguainted to them

- in-time consulting and presentation of the plahtegal novelties with the business
community

corridors that should connect the Black Sea with #driatic Sea through Bulgaria, Macedonia and
Albania and shall enable the connection from th@ic@aus and the Caspian region and Central Asia
througth the Adriatic Sea and Brindizi in Italy tvithe countries in Western Europe. Up till now o2R#6

of the road are under highway.

21t is considered that by 2009 the whole territofythe Republic of Macedonia shall be covered by
property documents, by which is enabled the en&rasfcforeign direct investments, because the non-
regulated status of land ownership is one of thinmhstacles in investing at the existing capagitéthe
country.
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- speedy termination of the judiciary reforms ahd public administration reforms in
order to be speeded up the judicial and adminigérgirocedures; impractical and often
illogical demands represent a serious obstaclinf@stment®

- Rule of law in the country; introducing new reglidns is of no use if these regulations
are not respected and apllied; investors notice tita only citizens but also the
institutions are not respecting th&m

5.3.World Bank Ranking

According to the World Bank report, Macedonia iskad on the high fourth place, for
the improved possibilities for investing, due t@ tleforms performed: struggle against
corruption and organized crime, de-regulation ahdralization of the economy. Best
marks are given for the improved work of the Custaamd speeding up the customs
procedures, as well as the work of the Tax Bureau.

On the other hand, according to the list of glamahpetitiveness of the World Economic
Forum, Macedonian competitiveness ranking fell dmnificant ten places. The report
shows that our country from the8glace fell on the 92 place this year, out of the total
ranked 131 country. All other countries of the oggiwith the exception of Bosnia-
Herzegovina and Albania are better ranked than Mae.

The Regional Director for Corporate Managementthm effort to raise the awareness
amongst the macedonian companies on good corpama@nagement, stressed that basic
characteristic of the Macedonian firms is the latkransparency. “When investors think
about investments first of all they would like ®esthe reports on the financial situation
of the company. They see firstly what is the firrotscupation, what are its results, and
then analyze the environment in which the compamywbrking. Regardless the
investment motive, investors would like to know thie’s charactersistics”.

5.4. Relations between the Government and the Natial Chamber of Commerce

It is a well-known “secret” that the current goverent sees the present National
Chamber of Commerce leadership as remnants oflthpoaver of the socialist directors
and promoters of the left-center governments frbmn first transition period. Hence,
partnership between the two parties is hardly apple. However, during the recent
official meeting, it was obvious that the Presidaftthe Chamber has worked in
determining their position under the new busindssate the government shapes up.
President Branko Azeski in his speech stressedtibgtare a well-intentioned partner to
the Government and clearly asked for domestic lessimen to be treated by the
Government as responsible people instead of saignithem. He complained on
obstructions by the lower administrative levels tlu¢he perhaps mistakenly interpreted

30 Example are the difficulties that are facing teke¢ommunication businesses, which for every bamse t
need to obtain a sea of documents and permithpatih such stations exist in hundreds and thelare
Eart of the same system.

! Example: whole villages do not pay for the eleityithey spend, while the same is done by sonte sta
run institutions, although they obrain funds tovermotheir expenses for that purpose.
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“instructions” by the government and asked for a#es of further state apparatus
partization. At the occasion of the joint meetitige Chamber presented to the Prime
Minister 12 demands which are considered as thessacy minimum for economic
reforms in 2008. Among the suggested measuresttageapplication of the system of
burdening on the salaries with the other contrdngj (to introduce payment of brutto
salary by the employees, so employees pay their amtributions) at the same time
lowering of the percent from the brutto salary ainb@ cover contributions, as at present
this in non-beneficial for employers and is a dawaing factor for attracting foreign
investments. Also, it is suggested in the law faeddet application to be anticipated fines
for heads of state organs who work on planningraatization of the capital investments,
while it was requested from the government to ohikie a Law on investments
stimulation. Businessmen suggested in order toussite the members of the Government
(and referring to the 2008 budget) to be anticigpe€860.000 euros as a reward to those
ministers who will realize their macroeconomic aip@ations (planning) like for example
raise of GDP to 6-6,5% inflation under 3%, raiseenfployment of 4%, raise of foreign
investments to 12% etc. Prime minister Gruevskpoesed that some of the demands
coincide with some of the country’s obligationsdakn front of IMF, but also stressed
that the budget income increased by 20% althougte tivas lowering of the tax rate, due
to the effects policies against corruption and gregnomy are made.

As research of the Chamber of commerce indicateyy @% of the Macedonian
population are of enterpreneurial spirit, while mofthe population prefers to work for
someone else. In Macedonia are registered 180.08Mhdsses, out of which 1/5 are
active and 98% of them are small and medium ensagrin the country on every 100
persons there are 21 businesses, which is lowethted&U average (which is 52 to 1000
persons). On the other hand, active enterpreneenfiare and more successful, showing
level of income of 6 billion denars in 2004 whistraised to 25 billion denars in 2006.

6. HEADLINES
6.1. Former Prime Minister Buckovski on Trial

Only one day before the official commencement ef Assembly summer holiday break
and the celebration of the August tHé gational holiday, the investigative Judge Katica
Jovanovska from Skopje Court | forwarded a motionthhie Assembly. In it was
demanded taking off the MP mandate immunity ofNtiz Vlado Buckovsk¥ in order to
approve the measure imprisonment and to initiateinaestigation for abuse of his
previous position as Minister of Defense. He wasuaed of participating in damaging
the state budget for three million Euros. The Ressi if the Assembly Ljubisa
Georgievski called for urgent meeting of the Conteeitfor Mandate and Immunity
Matters, while Buckovski at that moment was abr@athct that additionally dramatized
the situation. Discussions in the Committee weeecé, often offensive and lasted for
seven hours. The President of the Committee ingegdufurther discussions, putting the
issue to vote, and position parties’ votes predadgproving imprisonment. SDSM
Assembly coordinator Jani Makraduli calling for engg Assembly session, stated that this

32 Eormer SDSM Prime Minister and Minister of Defense
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was “the largest and roughest breach of the cosntigmocracy”, announcing that there
will be criminal charges against those who initiathis action. Buckovski immediately
returned in the country, stating that the wholecpture was not lead correctly: “The
manner in which decision has been brought is d byeach of the Assembly Book of
Rules; this is a political lynch upon me- to be mepned without being interrogated’- he
said. In addition, he mentioned that already f@s ibsue there have already been charges
against him, which are dismissed by the Public &o®r in 2002. As Judge Katica
Jovanovska obtained guarantees that Mr. Buckous&ll e available to the judicial
organs, gave up on the imprisonment request.

Together with Vlado Buckovski, charges have bedaseda against Mitre Petrovski,
manager of the factory “Metalski Zavod Tito” andr@eal Metodi Stamboliski, former
Head of the General-Staff of the Macedonian Armiyeyl are all accused for abuse of
their position in closing an unfavorable deal foe tstate and obtaining for themselves
significant gains. The deal was concluded in 2Gfylatquisition of tank spare parts, for
which money were transferred to another firm whidd no business relations with
“Metalski Zavod Tito".

Currently, the case is still dragged in the countsile impression is that the Court has
difficulties in coping with the case, as it is meally knowledgeable about the subject. In
front of the Court have been interrogated all fpezsons accused, about ten witnesses of
the defense and the accusation, functioneers amdnestrators from the Ministry of
Defense, businessmen with suspicious rating, curgsrd former politicians and
pensioners. It is said that some of then really’tlikhow what to state at the court, while
others were avoiding the “real” answers. In fabis t‘tank affair’ (regardless of the
concrete case of Mr. Buckovski) showed that dutireg2001 conflict year was occurring
a state-army crisis in the country, jointly with te elements of a regional crisis (armed
conflict, use of army weaponry, regional concemdratof arms and military material,
etc). Unavoidably, this case did not focus onlytle@ Buckovski case (whether there is
guilt or not) but widened and opened the questioth® long-term state damage due to
the weapons smuggling and other illegal activipesformed by who-knows-how-many
individuals who gained from the political and setyumstability of the region and/or at
periods in Macedonia as well. During the turmoigryrofiteering was taking place, as at
that point of time stable state functioning was -eaistent, allowing various “power
criminals” wrapped in ministerial or MP masks toadethe “game”, while world
weapons’ smugglers realized lucrative deals. It ®asous that in Macedonia due to the
prolonged instability of the region, some of thespas involved in various positions
were trying to illegally earn money through Statedsury expenditures or through
privatization of the firms that produced militargags. It is about to be seen how skillful
the Court shall be, to disentangle itself from twnplicated web of information and
bring a just decision.

6.2. Steady, but Uneasy Security Situation

Mid-year political spirits became uneasy as twgemties fell on about 100 meters from
the Government building. Some analysts saw thisset demonstration of force and not
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a terrorist attack, while the event caused dispimetsveen position and opposition.
SDSM asked for Government to come out with allitheormations needed for the case,
otherwise they shall consider that the event isei@d from structures close to the
Government. Simultaneously, other events furthengwated the matter. The police
station in Gosince has been attacked, while bytiteof august Xhesair Sakiri known as
commander Hoxha former MP in the Macedonian Assgnapéated a mobilization
headquarter in the villages Tanusevci, Brest andinslaMaala, after he announced
referendum for joining these villages to KosovokiBasaid to the media that he will
shoot to the police if they try to enter Tanuseaddressed the Government to solve the
matter by dialogue (?), but if there would be ndenstanding, 2001 may happen again.
This was the reason for which President Crvenkoasked from the Ministry of Interiors
to regain control over the whole country’s termtor

Two well-known criminals, Ramadan Shiiti and Lirirakupi escaped from Dubrava, the
Kosovo prison. They were both wanted for murdettenapts for murder in Macedonia,
while for them there is an international warrarttiittwas wanted for murder of a Skopje
cab driver in 2004, escaped the Skopje prison Bb206e is suspected for the attack of
the Skopje Bit-Pazar police station and is congidexs part of an islamistic group which
was involved in the disputed of the Islamic ReligifdCommunity. Lirim Jakupi is from
Kosovo and is charged for wounding three policemehetovo in 2004. Later, the police
intervened in the village of Brodec and broke upghang.

On his speech during the memorial of one of thkedilONA fighters during the 2001

conflict, Fazli Veliu (Ali Ahmeti’'s uncle) threatex again. “The message for the
freedom fighters remains the same: either ther# Baaequality-language, symbols and
status for the ONA fighters or shall be put in dioes everything that has been
achieved’- he said. The Public Prosecutor callechfm to appear to court and explain
his public claim that the weapons “shall start wiogkagain” in Macedonia and Kosovo.
There is a possibility for the Prosecutor to inéia procedure against him for public call
against the constitutional regime of the country.

Another convicted person, Xhemail Iseni (or nickeahamie Shey) escaped from Skopje
prison. The Minister of Interiors reconfirmed tHait this point there are no serious
security indicators that would endanger the coumtsecurity”. The police actively
searched for the refuge who went to his mothemeffal and didn’t return. In September
the police arrested him in his house in Lojane, ietieey found some weapons as well.
Later, his arrest made the ethnic Albanian padilesit in front of the media, but there is
an impression that there is intolerance and mutieshes between the two political
groups. Relatives of Iseni threatened that shaknge his arrest, so as a result of this
threat, the commander of the Matejce police stakiatmir Alili was killed, while two
policemen have been wounded. On the other sidepfwioe attackers got killed (one of
them a relative of Iseni), while his nephew was mard and arrested in Kosovo by
KFOR.

All these cumulated events made SDSM heavily aiithe Minister of Interiors for not
doing her job well.
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6.3. Constitutional Court Decision on the use of Bgs

The current Law on the Use of Flags enabled theietommunities’ flags to be raised
in 19 municipalities in the state, where personsrigng to ethnic communities are in
majority. In 16 municipalities together with thats flag are raised the flag of Albania, in
two municipalities Plasnica and Centar Zupa thekiBarflag and Roma are using their
ethnic flag in Shuto Orizari.

Due to initiated procedure of reviewing the commptia of the Law on the Use of FI&js
with the Constitutiof, the Constitutional court brought a decision tolisi four articles
of the Law, interpreting that the flag expresses #tate sovereignty. Parts of the
abolished provisions 4, 5, 6 and 8 anticipatedtrigh use of the flag only for persons
belonging to ethnic communities which is majoritythat municipality, then permanent
raise of the flag in front of the municipality bdithg and in front of the buildings where
municipality organs and services are, or infragtmat object, while receiving official
representatives domestic or foreign etc. Explanatibthe Court was 14 pages long in
which the main point is that flags of the ethnientounities shall not be possible to be
used permanently and in front of state organs,ip@elrvices and legal persons founded
by the state and other infrastructural object® lik international and political meetings.
The Court was lead by the constitutional provisadrthe Constitutional Amendment 8
from which is perceived that it is not anticipatie right of use of symbols of persons
belonging to communities according to their percemt the population of the
municipality, but that right is given to all persomelonging to ethnic communities
regardless their percent in the local population.

This decision raised fierce reactions among thaietAlbanian parties and the local
communities where the mayors are ethnic Albania3?PA accused for
instrumentalization of the Constitutional Court aleimanded resignation of the president
of the Court Mahmut Jusufi. Ex-prime minister Buegki in which time the Law was
introduced, reminding that the Constitutional Caletisions are to be carried out, said
that one should be careful, not to be repeatedhdbaievents from 1997, when the police
intervened in Gostivar. From his side, the Gostineryor Nevzat Bejta (DUI) on the
guestion whether he expects the 1997 events tedeated, stated that it is not possible,
as today is 2007 and in the meantime many thingpdreed in Macedonia- “In 2001
many changes took place and the Constitution wasggd”. He said that the Law that
was in force they applied it and if a better lawalsbe enacted, they shall respect it.

DPA accused SDSM and DUI for a scenario of permiyemeating tensions on the
interethnic area. They believe that this is so, abee the composition of the
Constitutional Court was created in the mandatehef former government. Menduh
Thaci also propagated to be introduced a new 8Btagewhile the existing one to become
a Macedonian ethnic flag. He called the Court degis‘intended scenario for
destabilization of the country”. PDP called on gesition of all the judges of the

% The Law was introduced in 2005 (see previous Baters).
% The procedure was initiated by a couple of MPsditizens.
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Constitutional Court. From his side, Judge Jd3ujualified the Court's decision as

political, stressing that him and judge Bajram Ralu voted “against” and noted that this
is the first time that the Court brings a decisigthout a consensus, but only by use of
the majority rule. On the question whether the €sudecision was political, he stated

that he sees himself as “a man of the law” andeifwanted he would have joined a
political party long ago.

From its side DUI stated that the Court decisiopastical and that “they know who the

initiators are”. “This is an anti-Albanian, antiststitutional and anti-democratic decision
contrary to the Ohrid Agreement provisions. It aacite crisis of serious dimensions and
disturbs the interethnic relations and trust betwlgacedonians and Albanians”. Ahmeti
called on the President of the Republic, the Assgmid the ruling coalition to prevent
the decision application, and the representativieshe international community to

guarantee the right for use of flags. Ahmeti anmednthat in municipalities where

mayors are from DUI (16 mayors) shall not respleet@ourts’ decision.

Government port-parole stated that the Governntgaidt wait for the opinion obtained by
the Ministry of Justice for how the Government t &urther. “The opinion shall be
based to the Constitution and the Ohrid Agreemdre’said. Experts, but also part of the
political parties of the ethnic Albanian block (DP#&re for introducing a new law on the
matter. In this line of thinking is President Crkemski's statement: “Solving the
problem of use of the flags of ethnic communitieewdd not be seeked in the disrespect
of the Constitutional Court decision, but shouldfbend adequate legal solution in the
frames of the legal system”. He called on both dbgernment and opposition to find
such a solution and bring it with consensus.

Experts say that a parallel with the events in 1B9dnnecessary and too dramatized.
Then, the police intervened as at that time theas mo legal basis for use of flags of the
ethnic communities, while now the right to use #tknic flag is unquestionable. The
Court’s decision removed the possibility of usehef ethnic community flags in front of
the municipality, the state organs, as well asnterhational sports matches and state
delegation visits. At the same time it is removesl privileged status of the Albanian flag
in the communities with 20% over of the populatias,in the future on some occasions
all ethnic communities flags shall be raised. “Mpmoblem is that the law does not say
on which occasions in particular, so that needset@dded to the existing law or by a
new law. Therefore there is no need for the Goveminto act, while those who do not
respect the law shall be punished by fines.”

The Constitutional Court “with indignation rejectatl indications on their account as a
center for destabilization of the state and otineomprehensible qualifications”. “The

struggle for respect of the Constitution and lawd eespect of the rule of law in no case
means that, but it is a permanent determinatiomdspect of the legal system, of which
principle the Constitutional Court shall not baqgK.u

% Jusufi was a former member of the Republic’s Jati€ouncil, and he was the lawyer of the former
Gostivar mayor Rufi Osmani on the Gostivar events497.
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Mahmud Jusufi is the first president of the Constinal court who signed a decision,
and then changed his mind and recalled it himesd§sing his name under it. He became
president of the Court in 2006, while he was ekka@s a judge in this court in 2004.
Bajram Polozani became judge of the Court in 200®# two judges were considered as
close to DPA, but the heaviest critics of theirreat work is given exactly from this
party. Menduh Thaci was the loudest of them alh@wiewed them as close to Xhaferi.
As an epilogue, Mahmud Jusufi and Bajram Polozahistted their resignations, both
stressing that their move is a moral act, due &rfajorisation of the decision in the
Court.

The Constitutional court still continues its work lbaving only 2/3 of its composition. It
is not known when shall be actualized the issué&sotompletion. It is expected two
suggestions to be made by the President Brankonkovski while the third is expected
from the Assembly Committee for Election and Appaients. After resignations of
Mahmut Jusufi and Bajram Polozani, Judge Mirjanaalava-Trajkovska left the Court,
as she will be working at the European Court formda Rights in Strasbourg. The
President’s cabinet confirmed that the Presidenhirsking about possible alternatives.
The President of the Assembly committee Trajko aedyski (VMRO-DPMNE) stated
that the two ethnic Albanian parties DUI and DPAmat agree on who shall be a
candidate for judge, while the committee would Il to be in a situation to have their
suggestions bouncing back, as it is requestedidctien of the judges to be obtained the
Badinter double majority rule.

6.4. Future Government Interpellation?

Mrs. Sekerinska (SDSM) announced interpellationthes Government, but being
constructive opposition she intends to make thearadter the April NATO summit, as
the contrary would mean additionally lost time.tiCizing the government, she stresses
that there is no investment boom, the number ofryh@yed is growing, and life
standard (according to official figures) went downa historical minimum. She claims
that in addition, the Government lies to its citigdy wrapping it up in an expensive (17
million Euros) advertisement, in the effort of caming people differently. This is
considered irresponsible spending of the citizemmey and announced when on power,
SDSM shall make a detailed control of now these eydrave been spent.

6.5. President Crvenkovski's Speech at the End ofi¢ Year

In December, the President of the Republic Brankekovski made his annual address
to the Assembly. Compared to the year before wimenGovernment boycotted the
President’s address, this time present were thaePKkiinister, a couple of ministers and
part of the position MPs. Media commented that doisiportment was interpreted as a
reminding message that VMRO-DPMNE still does natssder Mr. Crvenkovski as a
legitimate president. VMRO-DPMNE explained theiegence due to the importance of
the political momentum- a step before NATO, stargshat Crvenkovski for them is still
only “Mr. Crvenkovski” and that has no presidentegitimacy.
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In his speech, the President estimated that 2007 ifilure in the domain of
eurointegration process, but expressed certairattyrtbxt year shall be more successful.
“Today we have to conclude that proclaimed goalehaot been accomplished, as for
the key strategic goals EU and NATO integratior)Z2was not a successful year. What
worries me especially is that the reasons for siftlations as estimated by Brussels are
shown in areas where in years we have been thegssband on the basis of what was
built the positive image of Macedonia. Those agedth called political criteria.”

Crvenkovski criticized the Government for the wrignghosen priorities of its politics.
He mentioned that energy has been spent on prdjeatdad nothing in common with
EU and NATO, mentioning the laws on national hojglareligious instruction,
lustration. “In leading state affairs as in evemthay profession, it is not possible the
approach - | want everything and | want it now”. Ealled for cease of arguments
between the political leaders and to focus themeseto the statre priorities: EU and
NATO. “Republic of Macedonia is a small state whiabes big challenges. If we forget
mutual disputes, if we unite forces around basitonal and styate interrests, if we
stimulate and in a real direction we nasocime th®lev energy, be convinced that
Macedonia shall become stronger and mightier arttieneyes of everybody else much
bigger. Challenges will be overcome easier andsgsiadll be realized more successfully.
| am convinced that we as a state have will anda#pto finish that successfully”.

Crvenkovski criticized everybody, but mostly thespion. “Fact is that key political
parties in the government but in opposition as welte not on the level of the task. They
did not demonstrate sufficient political will nodequate level of political responsibility,
adequate to the importance of the moment and gmefisance of the results projected.
Everybody was more obsessed by the daily politigahg than with fullfillment of the
final goal. Long and unsuccessful negotiations ahdt’'s worse non-application of what
was previously agreed (seen from Brussels’ perg@gdlistorts the image of Macedonia
and creates perception of insufficient democratiteptial and institutional capacity. In
the parliamentary democracy everyone has his sifaksponsibiluity both position and
opposition”-he added.

7. PARTY DEVELOPMENTS
7.1. New Party in the Ethnic Albanian Political Spetrum - DUA

Determined to conquer the center of the politigedcsrum upon the principles of liberal
democracy in Tetovo under the motto “With you tharmmge starts-decide” took place the
founding assembly of a new ethnic Albanian polltiparty Democratic Union of the
Albanians. For first president was elected Bardahkiuti, MA of political science from
Tetovo who lived for a longer period of time in Ke® where he was Vice-President of
the Democratic Party of Hashim Thaci. Two years Bgdmuti joined DPA, but it is
said that he was having expectations to be theceplent of Arben Xhaferi which did
not realize, so he left the party.
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In front of the congress delegates, Mahmuti sa@d tthe formations of the Albanians

who have a function in Macedonia are in a totalapse”. DUA emerges in a critical

moment as an alternative of the dissatisfactiothefAlbanians in their engagement into
the current parties. In this historic context, whare expected important and vital
decisions for the region, it is necessary to jdinttee multi-faceted Albanian potential

witch disagrees with the non-dignified representatf the national interests. DUA shall
rely on the ideal of freedom and reforms in a pankntary democracy, free elections,
compulsory education, social security, gender etyuand political ethics. We are

positioning ourselves to be with those 60% of Albas who on the last elections were
undecided. Mahmuti fiercely criticized the partinat of the administration though

disqualification of quality. Among the present mars were former mayors of Sipkovica
and Lipkovo, some other former members of seveodtiqal parties of the Albanians,

but also professionals who were not so far nonfraainto politics (professors, lawyers,
doctors, businessmen etc).

7.2. Another Party Emerging: Party of the Free Demorats

The leader of the newly formed party is the forrs&SM MP and President of the
Assembly Mr. Ljupco Jordanovski. In his interview élaborates the reasons for creating
a new party on the Macedonian political scene. fitleeof the party represents a reaction
of the fear that exists among people, which is thet fear for physical freedom, but
instead is the fear from the subtle fear for onvetsking place, security and existence.
That is why they arte called Party of the Free Denaws, indicating people without fear
and “democrats in soul’. These members have decidepin their sincere efforts,
instead of them being abused by others, to offemtHirectly to the state (to be of service
to the state) and to the citizens through formingea party. In this party joined Kire
Gestakovski, a former SDSM prominent member as. wéthough there have been some
talks about Alil Dzaferovski and Esad Rahic jointhgs party, they did not do so.

Jordanovski showed discontent of the SDSM pressuee Buckovski when he lost the

elections, comparing it with the not so zealous aeas for responsibility when Branko

Crvenkovski as the party leader lost the electiond998. Commenting the SDSM

internal processes, he showed disappointment ®&intiernal party democracy. He also
stressed that they shall not be opponents to arty, it competitors instead. The party
shall not precisely position itself ideologicallghall be more moving in the political

center, and shall support respect for all persegardless of social, ethnic and religious
affiliation, forwarding humanistic values.

7.3. SDSM Internal Situation — Comments by the Leagr

SDSM by its leader, Mrs. Radmila Sekerinska is m#red a reformed party, having a
new Statute, Program platform, and new party lesuler She stressed that on the head of
the party are currently sitting new and young peopho have not yet been on high
positions in the party and/or in the state bodié® party created 15 active committees in
which are members more than 500 experts from eddsaof life. Last year were held the
intra-party elections for new leaderships of alé tnunicipality party organizations.
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Therefore, hopes are that SDSM has now a muchrlateznative. Commenting on the

current conditions within the party, stated thatSBD has chosen the right way to

function as opposition although is aware that dlishot be easy, as from the other side
there is a pretty sharply acting government whgloften manipulative and buys out

many people’s favor.

8. PUBLIC OPINION POLLS
8.1. Public Opinion Trends for 2008

Macedonian citizens are optimistic that 2008 shalb better year than the previous one.
This showed the rewsearch of Brima-Gallup perfor@iethe end of 2007 on a sample of
1161 polled persons. 42% of the polled expect2b88 shall be a better year, 28% think
that shall be the same like the previous one, whdeo think that it shall be worse.
Regarding the national economy, 1/3 (or 33% ofpgtbked) believe that next year shall
improve, 36% believe that it shall remain at thensdevel, and 27% think that the
economy shall have hardships. Regarding unemplotyrhi2fo think that in 2008 shall be
increased drastically, 25% that it shall incredggtdy, 31% believe that the figures shall
remain the same, while 25% expect slight improvam&bout 30% expect that in 2008
there shall be more strikes and worker’s dissatigfa, 41% expect that the level of
discontent shall remain the same, and 18% expectlifocontent to be lesser. On the
guestion whether 2008 shall be a peaceful year, @88éct no disputes, 42% think that
the climate shall remain the same, while 36% ex@eqroblematic year (8% don’t
know).

Follow the poll ratings obtained by the “Forum” easch on December 21st, 2007,
perfomed telephonically on 1120 respondents. Qitzexpectations and hopes of the
citizens for 2008 are the following:

Question “No” - percent “Yes” - percent “Don’t kndw -
percent

Shall the standard52% 37% 11%

be improved?

Shall DUI and DPA 35% 36% 29%

overcome  mutual
missunderstandingsg?

Shall we become p40% 46% 14%
NATO member?
Shall we find a 52% 37% 11%

solution with Greece
over the name

dispute?
Shall relationy 38% 42% 20%
between the

President and the
Prime-minister
improve?
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Will there be early 24% 22% 24%
elections?

Shall unemployment 49% 41% 10%
decrease?
Do MPs in the 20% 20% 60%

assembly deserve to
be reelected?

Does Prime Minister 30% 50% 20%
Gruevski MPs

deserves to be

reelected?

Does President57% 21% 22%

Branko Crvenkovsk
MPs deserves to be

reelected?
Does the mayor of 78% 12% 10%
Skopje Trifun

Kostovski deserves
to be reelected?

Regardless of the high rating, analysts believé @maevski is in a non-comfortable
position, partly because of the bad cohabitatioth iAresident Crvenkovski, above all
because he cannot provide a stable Badinter fon¢glcessary laws, and because of the
loose parliamentary majority facing an oppositiomick (regardless of its internal
divisions) can act in a compact manner while facsmgne government projects.
Comments are that this situation is non-sustainsdl&ruevski has to seek a formula by
which shall enable himself a more comfortable haeause up till now did not succeed
to create an atmosphere for a qualitative politdialogue with his political opponents.
For that are circulating a couple of possible aléives for overcoming the political
blockade, like allowing the entrance of new partissgovernment, forming wide
coalition with DUI or early elections.

According to the research by the Institute for Deraoy in September dissatisfaction of
citizens towards the parties is doubled. On thesope “if next week were elections who
would you vote?” 42% of the polled replied thatytiveould not vote for any party. This

percent was doubled since the previous poll, whvels made in June (24%). Largest
rating still has the ruling VMRO-DPMNE party witl85%, (larger than in June by 2%);
SDSM has 7.2%, DPA 5.5% and DUI 7%. The politicieith the largest confidence is

Nikola Gruevski with 27.7%, then follow Ali Ahmei{7.1%), Branko Crvenkovski

(3.9%), Arben Xhaferi (3.1%) and between 1% and®@d&re Tito Petkovski, Radmila

Sekerinska and Menduh Thaci. Citizens are satisfretisupport what the government is
trying to make through its policies, but for nowy shat they do not feel the effect and
even in some segments they feel worse. Regardiregh&h the economic situation is
better or worse compared to last year, 36.5% salyiths worse, while 26% that it has
improved. From the political aspect, 43% of thelgmblfeel that it has gone worse, 27%
do not see any change, while 18% that it is imprgviAbout 48% of the respondents
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think that standard showed no change, 34% saysitgbae worse than before and 17%
that there is improvement. Whether there is moreuption positively replied 35% of the
polled, 24% say that it is the same and 18% theaktls less corruption than before.

The poll from the Institute for Sociological, Paldl and Juridical Research made on
December 2007 on a representative sample of 1Xydmeents, showed the following
party rating: SDSM 11.30%, VMRO-DPMNE 20.90%, LDR.Q%, DUI 9.50%, DPA
6.50%, PDP 0.60%, NSDP 1.70%, other 1.30%, shaloi@ 20%, have not decided yet
27%.

9. FUTURE POSSIBLE DEVELOPMENTS
9.1. Prospects for Early Elections?

In Macedonia 2007 is leaving just the way it st@hrtby tension among the political
leaders, arrests, scandals, betrayed expectatasishopes. This year the country shall
either make a big step forwards towards the Eutamt integration or shall be stuck in
an endless process of a limbo situation. The gowent shall continue its battle against
organized crime and corruption, and through claanime police, customs, and state
administration. Opposition thinks that this baitieselective and does not comprise the
VMRO supporters.

Although Prime Minister Gruevski at the beginnifglanuary 2008 denied, rumors are
that Macedonia might be looking at early electitns year. At first, this idea has been
going on in the media all through 2007, backed gy impossibility of achieving a
fruitful position-opposition political dialogue @alting in serious delay in introducing
the projects of which depends the country’s Eurlauittc integration processes). The
second alternative date for early elections whgleirculating presently is mid-year in
2008, after obtaining the expected NATO invitatide to which the ruling coalition
would try its luck, and profit from the current Evof rating which is facing the
possibility to go down later on. Still, the Goveramt denies these rumors, stating that
what it does is merely realizing its pre-electgmadgram.

In spite of that, some analysts say that this ssiibe, if one takes into account the moves
the Prime-Minister recently made: promoting taxugdg measures, offering benefits to
certain target groups (as agriculture producergiventions, lowering medications’
prices, ex-patriots vote, pensioners’ and admitiste workers’ salaries raise, offering
computer vouchers for students etc), are seen as@ament of positively preparing the
masses for early elections. The Government widdlyedised the decisions for raise of
the pensions and salaries in the public sector,demrease of 15% to the taxes for
medicaments, public transportation and computerging buildings for 15 embassies,
introducing a program for building 1.000 apartments4 cities and renovating 1.500
contact-windows in the state administration. Opj@siaccuses that the government is
preoccupied solely with its rating (its “reflectian the mirror”) and forgets its state
obligations.
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There are indications that the government (or VMBRMNE more concretely) would
like to have early elections by the summer of 2008 idea apparently is regarding the
current support for the party at the polls to gaistronger majority in the Assembly
(potentially over 50%) and to rearrange the govemmHowever, in the public many
comment that early elections as a decision wilvbey hardly achievable and it is not
expected that they will change anything. First lgfiawill be very difficult to persuade
the MPs to vote against their position (to voteiagfathemselves, as by the Constitution
of the Republic of Macedonia only the Assembly ndggmiss itself) as no one is sure
whether he/she shall be put again on the partyolistthe next elections; potential
persuasion of the parties may occur but only ifghgies manage to heavily compensate
MPs, which at present is considered impossible;llspzaties may generally count on
their disappearance, so any votes coming from tMRe should not be considered as a
voter of support for the idea; ethnic Albanian @artshall not be happy (especially DPA
which at the polls is gains less support than Didlbe put on mutual confrontation
immediately after the Kosovo declared independeas¢hey will have to test each other
on “major regional policy issues burdened with catism”; even the in-field VMRO-
DPMNE activists would not be so eager to be invdleee again in an election race out
of which the party membership believes that it didrain anything, while coalition
parties and other satellites did much more thamais necessary. There are even ideas
instead of having early elections a new catch-adlegnment majority to be constructed,
for dealing with the upcoming regional turbulentleat the Kosovo independence shall
provoke.

Opposition parties state that early elections wdwddour greatest obstructionist in the
process of Euro-Atlantic integrations and that wiagignify only loss of precious time.

In the next period, the following trends are expdct

- difficult relations and hardships among the Govezntncoalition partners,
especially between DPA and VMRO-DPMNE

- severe rivalry between the ethnic Albanian politigarties , especially after the
estimations that DUI’s rating is advancing, compaeDPA

- political turbulences due to the return of the Hagases in Macedonia, for
processing in the domestic courts

- possible turbulences in the ruling coalition dudhe issue of the Kosovo status
and the relations with Serbia

- enduring problems in introducing the EU legal ageras the process demands
constructive political dialogue and position-oppiosi coordination, elements
which are not always conducted in a constructineogphere

- expected NATO membership invitation, which will siicantly influence in a
positive way the country’s stability and economiowgth

- itis not excluded the possibility of early eleciso

- Government ministerial reshuffle is expected weitainty
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