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COMMISSION STAFF WORKING DOCUMENT

ALBANIA 2008 Progress Report

1. INTRODUCTION
1.1. Preface

Since March 2002, the Commission has reported agigulo the Council and Parliament on
the progress made by the countries of the WestalkaBs region. This progress report
largely follows the same structure as in the presigears. The report:

— briefly describes the relations between Albania tedUnion;
— analyses the situation in Albania in terms of tbitigal criteria for membership;
— analyses the situation in Albania on the basifiefeconomic criteria for membership;

— reviews Albania's capacity to implement Europeaandards, that is, to gradually
approximate its legislation and policies to #equis in line with the Stabilisation and
Association Agreement and the European Partnepsiopties.

The period covered by this report is 1 October 2@®#arly October 2008. Progress is
measured on the basis of decisions taken, legisla@tiopted and the measures implemented.
As a rule, legislation or measures which are unmgeparation or awaiting parliamentary
approval have not been taken into account. Thiso@gh ensures equal treatment across all
reports and permits an objective assessment.

The report is based on information gathered andysed by the Commission. In addition,
many sources have been used, including contribsitilom the government of Albania, the
Member States, European Parliament repams information from various international and
non-governmental organisations.

The Commission draws detailed conclusions regardibgnia in its separate communication
on enlargemeft based on the technical analysis contained inréipiert.

1.2. Context
Albania is a potential candidate for EU membership.

The Stabilisation and Association Agreement (SAéeen Albania and the EU was signed
in June 2006. An Interim Agreement has been inefeince December 2006.

The rapporteur for Albaniais Mr Libor Réek.
Enlargement Strategy and Main Challenges 2008-2009
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1.3. Relations between the EU and Albania
Albania is participating in th8tabilisation and Association Proces€SAP).

Albania signed a Stabilisation and Association &gnent (SAA) with the EU in June 2006.
The SAA provides a framework of mutual commitmentsa wide range of political, trade
and economic issues. Trade-related parts of the &&Abeing implemented under an Interim
Agreement while ratification of the SAA is beingnapleted. The Interim Agreement entered
into force in December 2006. Cooperation provisiohghe 1992 Trade, Commercial and
Economic Cooperation Agreement (TCECA) will remainforce until the SAA is ratified.
Albania also benefits from the EU's autonomouseragasures.

The EU provides guidance to the Albanian autharite reform priorities through the
European Partnership. Progress on these reform priorities is encouragetimonitored by
political and economic dialogue with Albania. Thdglogue is conducted via Ministerial
Troika, joint committee and consultative task fo(GI'F) meetings at ministerial level and
working party meetings at deputy minister level.

A Ministerial Troika meeting with Albania in Marc008 focused on key political priorities,
including regional issues. The annual joint comeaitmet in December 2007 to oversee the
proper functioning of the Interim Agreement and T@ECA. Two CTF and six working
party meetings took place between October 2007CGatdber 2008. CTF meetings focused
on political accession criteria and rule of lawumss. Each CTF meeting resulted in
jointlyagreed recommendations for action by the ahilan authorities. Working party
meetings focused on economic, internal market @otbsal issues and reported to the joint
committee.

In July 2008, Albania signed an agreement to couate 62 soldiers to the military operations
of the European Union mission in Chad and in Céatirica (EUFOR).

Following the entry into force of the EC/Albaragreement on visa facilitationin January
2008, the first meeting of the joint committee weedd in April 2008. The visa facilitation
agreement simplifies procedures for issuing visasettain categories of citizens of Albania,
including students, scholars, businesspeople, gigta and tourists. Under the terms of this
agreement, citizens of Albania either pay a redugsal fee or receive a visa free of charge.
Implementation of the readmission agreement thedred into force in 2006 is proceeding
smoothly. This agreement sets out clear obligatars procedures for the authorities of both
Albania and EU Member States on when and how te tack people who are illegally
residing on their territories.

Since 2007, pre-accessifinancial assistanceto Albania is provided under the Instrument
for Pre-Accession Assistance (IPA). The EC allodaeotal of € 70.7 million in 2008. The

Multi-Annual Indicative Planning Document (MIPD)rf@008 -2010 for Albania under IPA

was adopted in September 2008 . Main focus areatsnce to be justice and home affairs,
administrative capacity-building, economic and abcidevelopment and democratic
stabilisation. Ongoing CARDS and IPA assistanceniglemented by the EC Delegation in
Tirana. The management of aid on a decentralissis ba a medium-term objective for

Albania. The IPA Framework Agreement was signedl8nOctober 2007. The Financing
Agreement for the National Programme for 2007 unthey Transition Assistance and
Institution Building Component was signed on 22uday 2008 and the implementation of
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the programme has started. The Financing Agreemfentshe cross-border cooperation
programmes were signed in April 2008.

As regards support famvil society, € 4 million has been earmarked for projects toagice
the role of civil society and the media in the Epgan integration process over the period
2008-2010. Albania received support from EU mendbates through the EU Monitoring and
Information Centre for Civil Protection (MIC) to Ipedeal with the immediate aftermath of
the Gerdec explosion in March 2008.

As regard€Community programmes, Albania is participating in thé"/Research Framework
programme for which a memorandum of understandiag signed in December 2007. The
country is also participating in the Entrepreneirsind Innovation Framework Programme,
following the signature of the memorandum of unt&rding in June 2008.

2. POLITICAL CRITERIA

This section examines progress made by Albaniarasvaneeting the Copenhagen political

criteria, which require stability of institutionsigranteeing democracy, the rule of law, human
rights and respect for and protection of minoritieslso monitors regional cooperation, good

neighbourly relations with enlargement countried aiember States, and respect for

international obligations.

2.1 Democracy and the rule of law
Constitution

In April 2008, parliament adopted a package of tangonal amendments based on
consensus between the two largest parties, relédirthe electoral system, election of the
President and the mandate of the Prosecutor General

As part of the constitutional amendments, the Aldarelectoral system changed from a
mixed to a regional proportional system (140 prtipoel representation seats filled from
party lists in regions corresponding to existingnadstrative boundaries). Smaller parties,
including those representing national minoritiemtested this change, claiming that it would
effectively bar them from parliament. They also wag that changes to the method for
electing the President and to the mandate of tbeeeutor general, had not been sufficiently
discussed.

Parliament

Parliament has further consolidated its role asaud for political debate. A considerable
number of laws have been passed to approximatlitizmian legislation to the Edcquis

Political forces have started to cooperate on magues. This consensus between the ruling
majority and the largest opposition party has tesuin progress in judicial and electoral
reforms. However, more remains to be done to erehdéime constructive dialogue between
political parties and with stakeholders on impletagan of reforms, which are key European
Partnership priorities.

In July 2008, parliament established ad-hoc committee to draft the Electoral Code.
Completion of the electoral reform will require #hg adoption of an all-inclusive and
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transparent Electoral Code to allow free and famegal elections in 2009, a key European
Partnership priority.

The parliamentary committee on European integrationtributed to improving awareness
about the EU integration process. However, no @sghas been made on enhancing the role
of parliament in monitoring implementation of SAAlgations. The low level of expertise
available to parliament had an adverse effect emtlality of EU-related legislation.

Relations between parliament and the Presidentechifficult at times. Parliament rejected
the presidential appointments of judges to the Highirt in June and eventually approved a
second set of nominees in July. This process raisaderns about the independence of State
institutions from the executive.

Preparations for the electronic civil registry aadtiress system were completed in September
2008 to provide the basis for ID cards, votergsJigand biometric passports. Civil registry
offices have started issuing printed certificat®sound civil registry and address system is
the cornerstone of reliable voters' lists and diabde documents. Sufficient human and
financial resources must still be allocated to emswordination and sustainability of this key
European Partnership priority. Preparations forerstlists ahead of the elections must be
handled with transparency and efficiency.

Overall, a more constructive dialogue between tlgompolitical parties has allowed for
progress in addressing key European Partnershgit@s. Amendments to the Electoral
Code remain to be adopted well ahead of the nekapeentary elections.

Government

The Ministry of European Integration (MoEI) enhathdés role of coordinating European
integration. However, the role of the MoEl as tleatcal coordinator of the EU integration
process needs further consolidation. Not all diedislation is systematically checked for
alignment with the SAA and thecquis. Moreover, the functions of the European intagrat
units across the 13 line ministries have not béandsardised, and several of the units remain
understaffed. Specialised training programmes fdnlip administration on EU-related issues
are needed. The inter-ministerial committee on pean integration chaired by the Prime
Minister met only twice.

The staffing situation at the MoEI has improvede Tbtal number of staff increased from 67
to 77 in 2008. Senior positions have been filled additional staff have been recruited.

In March 2008, guidelines for inter-institutionadardination on European integration were
adopted by the government. In June, the MoEI pegpagap assessment reports on
approximation to thacquisin key sectors. These are used to update the idtRlan for the
Implementation of the SAA. Efforts have been steppp to improve coordination with the
Department of Strategy and Donor Coordination (DyD@hich is responsible for all
external assistance.

The National Strategy for Development and IntegraiNSDI) was adopted in March 2008

after limited consultations with civil society. filresees 36 sectoral strategies, of which 17
have been adopted so far. The sectoral strateggearaimportant part of the government's
Integrated Planning System (IPS) to match governpelicies with the budget process under
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the Medium Term Budget Programme. However, cosinasés and performance indicators
for each of the sectoral strategies under the N8Dhin insufficient and uneven.

The government adopted its first regional develampnsérategy in November 2007 as part of
its longer-term decentralisation reform. During 0the MoEI strengthened coordination on
regional development with several line ministriegth a view to eventual preparations for
Structural Funds.

With regard to policy formulation, coordination Wwitivil society remains weak. The inter-

ministerial consultation arrangements on draft lamek poorly in practice. The existing

requirements for public consultation on EU-relapadicy work, under the government rules
of procedure, are not fully applied. The weaknessdmplementation of legislation and in

enforcement of judicial decisions need to be add@sThe current arrangements for co-
ordinating European affairs, particularly withiretNMoEl, need to be reinforced.

Overall, Albania has continued to make some pragiasstrengthening its government
structures with a view to addressing its SAA commeiits, a key European Partnership
priority. However, further strengthening of capggcitoordination, and strategic planning for
EU integration remains necessary.

Public administration

In December 2007, the government adopted amendnerte Law on evaluation of the
performance of civil servants. In January 2008g@& reward system for civil servants entered
into force. However, turnover of staff due to pohll pressures has continued. The Civil
Service Law regulating public administration igiace, but it is not applied systematically.

The Department of Public Administration (DoPA) isrently drafting a strategy on public
administration reform including sectoral traininignms and covering local government bodies.
However, the role of the DoPA in ensuring implenagion of the Civil Service Law and the
capacity of the Training Institute of Public Adnstration (TIPA) remain weak. The capacity
of the Department of Public Administration to stde civil service towards an independent,
merit- based and professional body needs furthengthening.

The absence of sound accountability mechanismsuliiqp administration increases the
opportunities for bypassing established procedufggointments have continued along
political party lines in contravention of the Ci\illervice Law. The authority of the DoPA
requires strengthening in order to implement theciaf recruitment, job classification and
promotion criteria consistently. Full enforcemehthe Civil Service Law and adoption of the
Strategy for public administration reform will beyto progress in this regard.

Public sector salaries were increased in July 200@. government continues to encourage
Albanian graduates of foreign universities to jtie civil service. The training plan for civil
servants has been revised to reflect real neetisr bebwever, frequent replacements of civil
servants are undermining the independence of thieseirvice and increase the opportunities
for bribery of public officials.

Overall, the public administration is continuingdtabilise, but the lack of transparency and
accountability in appointments is endangering ridependence. What is now needed is to
further strengthen public sector governance by mecihg the impartiality of public
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administration, a key European Partnership prioftyrther progress is needed to establish an
independent, merit-based, professional civil sexrvic

Judicial system
Judicial procedures have remained slow and lacisparency.

In March 2008, a cross-party National Pact on destvas endorsed by the main political
parties. However, a clear reform strategy and wigoo the judiciary, going beyond adoption
of individual pieces of legislation, is still misg. What is needed now is to adopt a
comprehensive strategy on judicial reform, to catglthe legal framework and to provide
sufficient human and financial resources for impatation.

Some progress can be reported with the adoptiorketoruary 2008, of the Law on the
organisation of the judiciary which sets salarylesaand merit-based criteria for judicial
appointments. The recruitment of judges is restidb graduates of the magistrates' school.
However, the law fails to clarify the separate cetepces of the inspectorates of the Ministry
of Justice and of the High Council of Justice. Thigses serious concerns about the
independence of the judiciary.

A law has been prepared on privatisation of thédifbaiystem for the enforcement of civil
court rulings. However, enforcement of judgmentdaiiffs remains slow.

A computerised civil case management system is mgtalled in all courts and has been

expanded to cover criminal cases. The system ezgistses electronically and assigns them
to judges randomly. However, further training os iise is needed. The court system
continues to be problematic, with procedures remgislow and non-transparent.

The serious crimes court building in Tirana is megacompletion. Courts lack adequate space
for archives and equipment for court transcripthjclw remain mostly handwritten. Due to
overcrowding, many courts cannot allow public ascés hearings. This hinders the
transparency and efficiency of the courts. TheeSttaidget allocated to the judiciary remains
insufficient for the normal operation of most caur©verall, judicial infrastructure requires
considerable strengthening.

The magistrates' school remains an important uigiit for training judges and prosecutors,
including on SAA-related issues. Adequate supparttifie school from the State budget is
needed to ensure sustainability. More continuoesigpised training for judges is needed.

Constitutional court rulings have been issued om ithle of parliamentary investigative
commissions, including the case of the dismiss#@hefformer General Prosecutor Sollaku, on
the role of the executive in relation to indeperidstate bodies and on standards for issuing
government decrees.

The High Council of Justice (HCJ) has undertakenumber of initiatives, including public
hearings on new court chairpersons. There has sgmae limited improvement in the internal
functioning of the HCJ. The new system for the gssfonal evaluation of judges by the HCJ
is proceeding slowly. The situation of the judgéfeced by the abolition of eight small
district courts in September 2007 remains unsettled

In April 2008, a cooperation agreement was signetsvéen the Prosecutor General and the
State police, including measures to improve timsynpletion of investigationdHowever,
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the investigative capacity of the prosecution sErvemains weaksée also Justice, freedom
and security sectionThe lack of consultation over the initial draftimg the Prosecutor
General Law, which remains to be adopted, raisestams about the independence of the
general prosecutor's office from the executive. €averal occasions, the government
attempted to interfere with ongoing investigatianshreach of the constitutional principle of
accountability to law. Overall, the independencansparency and efficiency of the judiciary
remain key European Partnership priorities to resbsed.

Some progress can be reported on witness protedtien2007 Law on State police upgraded
the witness protection unit into a directorate.phtsent there are 60 persons in the witness
protection programme. The 2008 budget allocatedh&o programme marks an increase.
However, further amendments to the Law on witnesseption have not yet been adopted.
The lack of reliable witness protection continuesé problematic.

No developments can be reported on establishiigategy and a national coordination body
dealing with blood-feuds. Albania still lacks rdlia data on the number of families affected
by this phenomenon.

Overall, there has been limited progress in jutliéorm, mainly on the legal framework.
However, the justice system continues to functiooorly due to shortcomings in
independence, accountability and transparency.

Anti-corruption policy

Further efforts have been undertaken in the figfatirest corruption. Perception of corruption
has improved; nonetheless corruption remains acpéatly serious problem in Albania.

In April 2008, the Law on Commercial enterprisessvadigned with the Council of Europe
Civil Law Convention on corruption. Albania hadifiad the Council of Europe Civil Law

and Criminal Law conventions on corruption in 2@0@ 2001 respectively. Alignment of the
national legislation is ongoing. The additional tpaw! to the Council of Europe Criminal
Law Convention on corruption was ratified in 2005.

The 2007-2013 National Strategy for Development &mdgration (NSDI) contains anti-

corruption elements but lacks a strategic frameworkmplementation with objectives and
funding that can be monitored. A cross-cutting -gotruption strategy for 2007-2013, with
an action plan, was adopted in October 2008. Howerglementation needs to start and
monitoring mechanisms remain to be assessed. Mumilk v8 still needed on changing

behaviour and procedures in the public administnati

In December 2007, the Council of Europe Group @&t against Corruption (GRECO)
adopted its report on Albania. Eleven of GRECOistedan recommendations have been
adopted, including the criminalisation and seizofeassets stemming from corruption.
Recommendations regarding the rules on financingpdalftical parties have yet to be
addressed.

The Law on conflict of interest was adopted in 200fe High Inspectorate for Declaration
and Auditing of Assets (HIDAA) is an independentavhich collects revenue declarations
from public officials. In its 2007 annual reportgarliament, the HIDAA identified 110 cases
of conflicts of interest. However, Albania lacksosty and independent supervisory or
auditing authorities. The HIDAA plays only a limiteole in this regard.
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The scope of the immunity from criminal investigatiand prosecution of a number of State
officials and members of parliament and the prooeslestablished to lift their immunity still
need to be addressed. The Law on financing of ipalitparties remains to be adopted.
Judicial accountability and transparency in fundafig@olitical parties remain to be improved.

Efforts have been made to reduce opportunites fmruption in areas such as tax
administration, business services, property rdgitiand public procurement, by introducing
electronic systems.. Since December 2007, electrprocedures have been introduced for
taxation, public procurement, licensing and busnesgistration. However, the results and
impact of these procedures remain to be assessed.

The institutional set-up and inter-agency coordorain the fight against corruption remain
weak. A Department of Internal Administrative Cahtand Anti-Corruption within the
Council of Ministers reports directly to the Pririvenister. However, there is no effective
institutional framework to coordinate, monitor, angpblement anti-corruption policies across
public administration.

Other law enforcement and judicial entities haygniicant powers for the prevention and
repression of corruption, but their activities rémiargely uncoordinated. The investigative
capacity of the law enforcement bodies in corrupttases remains very limiteds€e also
Justice, Freedom and Security, section on monaydetng

The government has had some success in the figlmsigoetty corruption and bribery. A

number of low to middle-level officials were dismmésl for bribery. In addition, the Office of

internal control (OIC) in the Interior Ministry, ¢hunit investigating corruption by police

officers, has taken disciplinary measures agai®€t fiolicemen on bribery charges. The
government has stepped up its efforts to prosesatee corruption cases. In 2007, 224
officials were identified as involved in corrupti@nd conflict of interest, 53 of them were

arrested and prosecuted. Regarding high level ptiory one former deputy minister has
served a one-year jail sentence. However, a mastemsptic approach is needed to tackle
corruption overall, particularly widespread brib@mthe judiciary, police, health and customs
sectors.

The explosion of an ammunition depot at Gerdec iardd 2008 is currently under
investigation for alleged lack of enforcement ofaltie and safety regulations. Limited
progress can be reported in the management andsaispf small arms and light weapons and
of explosives and remnants of war, which remainesaoss problem in Albania. Other
allegations concerning the accident relate to asmaiggling and corruption. The then
Minister of Defence was dismissed and his immuliitgd. To ensure credibility on the fight
against corruption, the allegations around thi® ¢aed to be tackled with resolve as part of
the ongoing investigation.

Overall, Albania has continued to address corrupte key European Partnership priority.
However, the declared commitment of the authoritiieight corruption needs to be backed
up by rigorous implementation, as corruption rersaidespread.

2.2. Human rights and the protection of minorities

Observance of international human rights law
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As regardgatification of human rights instruments, in December 2007 Albania ratified the
Optional Protocols to the UN Convention on the sdilehildren, child prostitution and child
pornography, and on children in armed conflictse TEuropean Charter for Regional and
Minority Languages has yet to be ratified.

The European Court of Human Rights (ECtHR) delivered five judgments finding that
Albania had violated the European Convention on blunRights (ECHR) and related
protocols. Measures have yet to be taken to enfthrese judgments. A total of 79 new
applications to the ECtHR were made during the nepgp period. The total number of
pending cases before the Court regarding Albanl4dts

Albania has an extensive legal frameworkpsomotion and enforcement of human rights
and the government's record is marked by the palitvill to guarantee human rights to all its
citizens. The strong role played by the Human RigBmbudsman has contributed to
reducing human rights violations. Neverthelesseaive implementation of legislation
continues to raise concern in key areas, sucheagption of torture and trafficking.

Civil and political rights

With regard toprevention of torture and ill-treatment and the fight against impunity,
there have been reports of use of excessive fordellareatment by police officers, most of
them during pre-trial detention. However, some reffthave been made by law enforcement
agencies to prosecute and indict cases of ill+tneat, torture and arbitrary behaviour. The
General Prosecutor brought charges against foumeorsenior officials of the State
Intelligence Service. Criminal charges have beeasugint and disciplinary measures taken
against police officers for abuse of office. In q@mance with the amendments made to the
Criminal Code on torture, the People’s Advocatented in March 2008 a national
campaign on torture prevention, in cooperation i Centre for Rehabilitation of Torture
Victims .

Overall, further steps have been taken to prevamdare and ill-treatment of detainees, but
considerably better enforcement of human rightes@dnd proper prosecution of abusers are
still required.

As regardsaccess to justice Albanian legislation provides for free legal dat first and
second instance courts, but the system does ndt @ffactively, particularly for minorities,
such as the Roma.

With regard to theprison system overcrowding of prisons and pre-trial detenti@ntces
continued in 2008. There were 4,932 detaineeseabdginning of May 2008, almost 1,500
above capacity. Construction of two new prisonssffedKruja and Korca) and of the Vlora
pre-trial detention centre is complete. A new detencentre for juveniles in Kavaja and a
new pre-trial detention centre together with a p&ftric facility in Durrés are under
construction. These new establishments, designeateordance with European standards,
should help reduce the overcrowding.

However, general prison conditions remain belomddads. Due to lack of space, prisoners
were reportedly being held in large groups in sneallls or returned to police stations.
Prisoners with mental ilinesses were being kegeifs with other prisoners or minors in cells
with adults. Progress on developing rehabilitatemihemes, such as education, work and
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social programmes for detainees, has been limAedeffective monitoring and inspection
system for prisons is still missing.

Several prisons have been refurbished to improviediconditions. Planning of six new
detention-centres has started, in line with the42Paster Plan for the Pre-Trial Detention
System. However, the government still needs to Idpva long-term investment strategy and
to allocate corresponding State funds.

In April 2008, amendments to the Law on the righnsl treatment of prisoners entered into
force, including during pre-trial detention. Ameneimis to expand and facilitate application
of alternative sentences have been drafted, bysragressing slowly.

Overall, further progress has been made in impgpuhe prison and pre-trial detention
system, but overcrowding continues and detentiandstrds remain very poor.

Freedom of expressionincluding in the media, are guaranteed by theaAién constitution.
However, the intermingling of business, politicadamedia interests continues to affect the
development of independent media.

A new broadcasting law is under preparation. Itl Wkve a major impact on the media
landscape in Albania. Implementation of the EU/Gnluaf Europe joint action plan on the

reform of media legislation is key in this respdtteparation of the strategy for the transition
to digital broadcasting is advancing. In April 20®8e Regulation on the licensing of digital
broadcasting was adopte&e also Information Society and media seqtion.

Selective pressure was put on opposition-orientedian including accusations of alleged
funding from organised crime groups. The lack ahsparency about ownership and funding
leaves the media open to accusations of crimirfaldnce. The National Council on Radio
and Television (NCRT) continued to face accusatiohgolitical bias in favour of media
linked to the government. There is no effectiveidiagion to ensure transparency of media
ownership and funding.

Adoption of the laws to amend both the Criminal &idil Codes by decriminalising libel
and defamation is still pending. The NCRT monitgraapacity is restricted to news bulletins
and advertisements. The technical capacity of t&RN for wider monitoring needs
reinforcing.

Some progress can be reported on adoption of kiaywsyon media policy. The NCRT and
parliament have jointly prepared the action plamwedia reform and drafted the strategy on
digitalisation.

Regarding the printed media, few newspapers reatpréficant readership, due mainly to a
malfunctioning distribution system and poor infrasture.

Overall, Albania has continued to make progres$remdom of expression, a key European
Partnership priority. It now needs to improve inmpéntation of the existing legislation and to
advance on key issues regarding decriminalisatfothetamation, adoption of legislation on

access to public information and transparency afimewnership.

No restrictions orireedom of assembly and associatioare to be reported.
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The legal framework focivil society organisationsremains open and non-restrictive. Civil
society organisations are actively monitoring respef human rights and fulfilment of
Albania's obligations under the SAA. However, cieltggagement remains low. Albania has
only a limited number of influential NGOs and p@limstitutes. Funding of civil society
depends largely on foreign donor financing. Coaatlon mechanisms to enhance civil
society participation in policy making remain weak.

Civil society should increase its capacity for acoy and public relations, networking, and
development of partnerships with the government #rel private sector. Financial and
management capacity have to be strengthened, amhiiagure sustainability of the sector.

As regarddreedom of religion, the inter-faith climate continues to be positaredl mutually
tolerant. However, the full restitution of propergnd other belongings to religious
communities remains an issue to be addressed asofpéne overall property restitution
efforts.

Economic and social rights

The People's Advocate (human rights ombudsman)imt@d to play an active role in
monitoring and protecting human rights. In 200& thstitution received 4,233 complaints
from citizens and reviewed 2,567 of them. Most loé tomplaints were appeals against
decisions by the Ministry of Economy, Trade and riggethe Immovable Property Registry
Offices, the Ministry of Interior, the Ministry dDefence, the Ministry of Justice and the
courts.

With regard towomen's rights, some progress can be reported. The Law on gengetity
was adopted in July 2008. The national strategygender equality and eradication of
domestic violence, together with a three-year acptan, were adopted in December 2007
including provisions on vulnerable women such a#fibking victims. According to police
sources trafficking decreased sharply in 2007 ,0algh NGOs claim that many cases went
unreported. Several trafficking networks were distieal. In May 2008 the Domestic
Violence Law was amended. A new unit on domestaevice was established within the
Ministry of Labour. The responsible authorities amgsed, with assistance by UN agencies,
capacity building activities for social and healtbrkers, police and local authorities.

However, the strategy on the prevention of domestitence has not been enforced due to
lack of implementation mechanisms. The proportidnwomen having suffered from
domestic violence is significant and increasingtn&$s protection remains weak with the
result that victims of trafficking are reluctantrteport their traffickers to the police. Political
representation and the employment rate among wamin low. Albania is advancing
moderately on mainstreaming gender in employmedtadher policies. What is needed now
is to allocate sufficient human and financial reses to ensure full implementation of the
existing legislation.

Overall, there has been some further progress r@mgthening women's rights. However,
Albania continues to be a source and transit cgufar the trafficking of women, often
minors, for sexual exploitation. Trafficking of wem and domestic violence remain issues of
serious concern.

With regard tochildren's rights, some progress can be reported with the entryfortee of
the Optional Protocol to the Convention on the Rigif the Child in March 2008. Parliament
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adopted amendments to the Criminal Code in Apri0&0egarding the exploitation of
children, which is now recognised as a criminakoife.

The streamlining of the birth registration procemturhas somewhat improved school
attendance, access to health and other socialceenfior Roma childrenDespite the
implementation of the second chance project, sckaobiment of Roma children remains
low. Procedures such as requiring vaccination feceates often lead as e factoexclusion
from school.

Regarding juvenile justice, community service seoés started in late 2007 at the Tirana
Court. Up to April 2008, 38% of all sentences imgmb€ommunity service. In March 2008,

special sections for minors were established indsskrict courts. Amendments to the Penal
Code have been drafted, including introduction gfrabation system. However, in cases
involving minors, judges do not sufficiently appdjternatives such as probation. Probation
and parole are available as alternatives to detenkiut there are no qualified social workers
or probation officers to supervise them.

Children's rights to education have improved. Taeprimary school enrolment rate for 2008
is 92%. However, in the areas populated by Romannamities, access can go down to 13%.
Progress has been made in the area of protectichilofren at risk. The strategy on foster
care was approved in 2008 as part of the new sdcstrategy for social protection. A
bilateral agreement on protection and assistanaghild victims of trafficking was signed
between Albania and Greece in 2007.

Child labour remains widespread. The number ofdcari working in the formal sector is
increasing (737,000 in 2007 compared with 533,002006). Most of these children are girls
primarily employed in the fish processing, footwaad clothing industries.

Overall, further progress has been made on chiklmgghts but more is needed on ensuring
appropriate resources for implementation and olal ¢hbbour issues.

With regard tosocially vulnerable and/or persons with disabilitis, 103,000 families
benefit from social assistance at present. In Jg2@08, the government adopted the Social
Protection and Social Inclusion Strategy for 20082 This includes new economic
assistance schemes for poor families and socraicssrfor children, minorities, the disabled,
the elderly and victims of trafficking.

Implementation of the National Strategy for persaih disabilities has been slow and the
procedural framework has not yet been completece Whnistry of Labour has drafted
standards for delivery of social services to peayth disabilities. See also Employment and
social policies section Albania has not signed the UN Convention onrighats of people
with disabilities. In the field of mental healthpe® community centre has been reconstructed
and two new centres opened. However, implementatfaine Regulation on mental health
approved in 2007 has been slow. There is stillawodn free legal assistance for people with
disabilities. Access to employment remains a majoblem for people with disabilities.

Overall, there has been further progress regarstcglly vulnerable people, but measures to
support them remain limited and better coordinatbrgovernment agencies could improve
the results.
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As regarddabour and trade-union rights, the absence of a revised labour law is hampering
the transformation of the National Labour Counailoi a National Social and Economic
Council. It also delays the revision of the Law yiaeg the right to strike to some State
employees, which is not in line with the Europeai& Charter. The National Strategy for
Development and Integration 2007-2013 (NSDI) foesseéhe strengthening of social
dialogue. However, the position of both trade usiand employers' organisations continue to
be very weak and the social dialogue remains abay stage.

As regardsanti-discrimination policies, there has been little progress on establishing a
proper legal definition of discrimination or specif anti-discrimination legislation.
Appropriate institutional support for victims ofl aliolence needs to be ensured. There is
continuing serious hostility in public and the needowards the lesbian, gay, bisexual and
transgender (LGBT) community. The government hakertano action to combat
discrimination on the grounds of sexual orientatioil gender identity. Arbitrary arrests and
mistreatment of LGBT persons persist. This hasadleled to the emigration of leading
activists. What is needed now, in addition to iasiag legislative efforts, is to develop an
action programme to counter discrimination, inchgdon grounds of sexual orientation and
gender identity.

With regard toproperty rights, the main issues remain first registration of reatate,
property restitution, compensation and legalisatbmformal constructions. The Immovable
Property Registration Office (IPRO) has continuest fregistration in different parts of the
country. Several decisions by the European Coukllwhan Rights found violations in the
form of improper proceedings and lack of enforcementhe context of restitution and
compensation procedures. Unresolved property isBaes undermined efforts to develop a
functional land market and kept foreign investmbatow potential. A clear strategy and
action plan to solve the numerous problems in thapgrty sector are needed. Legal
amendments are necessary along with closer coopeta¢tween the relevant agencies and
ministries.

The Property Registration and Compensation AgerfeRGA) has started to register
restitution and compensation claims in an electrodatabase. So far, the PRCA has
completed the property valuation mapping for sgioas. Valuation mapping, however, does
not yet include industrial and tourist zones focklaof data. A complete valuation map
covering every regions would facilitate assessneémgroperty restitution and compensation
issues.

Cash compensation totalling €4 million had beerdphy the end of 2007, to some of the
former owners. However, an inventory of land eakedrfor compensation is still not
available. In 2008, 100,000 illegally built or imfoal constructions have been regularised,
mainly around major urban centres.

Overall, there has been progress on consolidatiogepty rights, a key European Partnership
priority. What is needed now is to step up the paterestitution and compensation.
Preparations in this field are advancing moderatélycertainties about property rights
persist.

Minority rights, cultural rights and protection afinorities

With regard tacultural rights, the constitution provides for protection of theilceconomic,
social and political rights of minority groups attte law forbids discriminatory treatment.
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Persons belonging to minorities have the rightédaught in their mother tongue. There are
three recognised national minorities (Greklacedonianand Serbian-Montenegrin) and two
ethno-linguistic minorities (Aromanian and Roma)Afbania. The Egyptian community is
seeking the status of an ethno-cultural minoritye Government has made efforts to include
it in various activities for minorities and sociallulnerable groups. Development of minority
policies requires up-to-date statistics on all mines. Albania has no accurate data on
minorities.

Albania is continuing to make efforts to fulfil itommitments under the Council of Europe
Framework Convention for the Protection of Natiokthorities particularly regarding use of
minority language and education. However, morerteffare needed on defusing recent intra-
ethnic tensions in areas with a heavy concentraifaminorities. Albania has not signed the
European Charter for Regional and Minority Langsaglele to budgetary constraints.

Schools specifically for members of the Greek addcedonian minorities have a
significantly higher teacher-pupil ratio than thational average. The pupil/teacher ratio is
approximately 6.9/1 for the Greek minority and 12.Gor the Macedonian minority
compared with the national ratio of 18/1. Howewersome areas with a high concentration of
minorities, public schools that provide ethnic mities with minority education are not
sufficient. Three privately run Albanian-Greek salsohave been established in Tirana, Korca
and Himara. The Civil Service Law allows participat by minorities in public
administration, the armed forces and the policewéi@r, minority representation remains
limited.

Overall, there has been further progress on cultights but further improvements are
needed, particularly regarding collection of sowata on all minorities, a key European
Partnership priority.

Albania joined the Decade ¢&toma Inclusion 2005-2015 in April 2008. A corresponding
Action Plan is under preparation. In December 200 first Progress Report on

implementation of the National Strategy for theegration of Roma was issued, showing
insufficient human and financial resources for gropnplementation. The unit in charge of
monitoring implementation of the Roma Strategy witthe Ministry of Labour and Social

Affairs (MLSA) has been up-graded to a technicakstriat. This will improve its capacity

to monitor and coordinate measures with othertutgdns. One of the staff is a member of
the Roma community. However, with only two peoplee Secretariat is understaffed to
perform its tasks. Efforts must be stepped up todioate the Roma Decade Action Plan with
other existing strategies and provide sufficiennan and financial resources to implement it.

The level of school enrolment amongst Roma childemnains low, despite efforts by the
government to facilitate registration and implena¢ion of the second chance project. More
needs to be done to tackle specific gender issuggiRoma community and to prepare more
Roma to qualify as teachers. Registration of Rortl tlwe authorities remains a problem.

Roma continue to face very difficult living conaitis and discrimination, with poor access to
education, social protection, healthcare, housimfyjeanployment.

Overall, there has been some limited progressrmgef measures taken by the government
to improve the situation of the Roma, which remairserious concern. What is needed now
Is to ensure that appropriate human and finanesdurces are allocated to implement these
measures effectively.
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2.3. Regional issues and international obligations

As regards thénternational Criminal Court (ICC), Albania still maintains a June 2003
bilateral immunity agreement with the United Statgsanting exemptions from ICC
jurisdiction. This does not comply with the EU CowmmPosition on the integrity of the
Rome Statute nor with related EU guiding principtes bilateral immunity agreements.
Albania needs to align with the EU position.

Albania is still being monitored by the ParliamegptAssembly of theCouncil of Europe, to
verify fulfilment of obligations and commitmentdagng to its membership of the Council of
Europe.

Regional cooperationand good neighbourly relations form an essentd @f the process of
moving towards the European Union.

Albania has continued to participate in a numberegional political and economic fora and
initiatives, including in a transition from the $ity Pact to a more regionally owned

framework with the South East European Cooperaloocess (SEECP) and the Regional
Cooperation Council (RCC).

Albania has been satisfactorily implementing thent@d European Free Trade Agreement
(CEFTA) and is progressing on the first transitigplaase of the European Common Aviation
Area (ECAA) agreement. Albania is party to the Eye€ommunity Treaty and is making
headway towards meeting its obligations under tteafi.

Albania became a full member of the Barcelona m®de November 2007 and participated
in the launch of the Barcelona Process: UniontierMediterranean in July 2008.

Albania'sbilateral relations with other enlargement countries and neighbouring Member
Sstateshave remained intensive, with frequent bilatecadtacts and visits.

Relations with the former Yugoslav Republic of Macedoriiave remained goodwith
reciprocal high-level visits and the conclusionagfreements on a visa free regime, local
border traffic and cooperation in border control.

Relations withMontenegrohave developed further. Work started on constuaabf the joint
border crossing point at Murigan/Sokobine. Relaiovith Bosnia and Herzegovinhave
intensified. The country has decided to open anassyin Tirana. Albania continues to have
good relations with Croatia. Relations have renthiseble withSerbia Relations with
Turkeyhave remained good. The Free Trade Agreementiwitkey has entered into force.

Albania has continued to maintain a constructivesiin regardingKosovd. Albania
welcomed the decision on the establishment of thleniission in Kosovo. Albania has
recognised Kosovo's declaration of independencesatablished diplomatic relations.

Italy remains Albania's main political and economic parrtand its largest EU trade partner,
followed by Greece which is also considered an important strategidner. A bilateral
agreement with Italy in line with the European Cemtion for judicial assistance in criminal
cases has been signed.

3 under UNSCR 1244/1999
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Albania has received an invitation to join the NoAtlantic Treaty Organisation (NATO),
and the Protocol of Accession to the Washingtorafirbas been signed.

Overall, Albania has continued to foster positietations with its regional partners, both
multilaterally and bilaterally. Albania's continuednstructive stance on the Kosovo issue and
on maintaining good neighbourly relations with atkalargement countries has contributed
to regional stability.

3. ECONOMIC CRITERIA

In examining the economic developments in Albattia, Commission's approach was guided
by the conclusions of the European Council in Chpgen in June 1993, which stated that
membership of the Union requires the existence tfnationing market economy and the
capacity to cope with competitive pressure and etaideces within the Union.

3.1 The existence of a functioning market economy
Economic policy essentials

The government submitted the Economic and Fisaa®@mme for 2007-2010 in December
2007, setting out a coherent framework for the govent's economic policies. The policies
continued to support the establishment of a funatigp market economy, but suffered in some
cases from the lack of detailed action plans. Tdememic strategies were broadly consistent
with the current International Monetary Fund thyear 2006—2009 PRGF/Efprogramme

in the country. In 2008, the government supplentetibe longer-term strategy framework,
adopting the National Strategy for Development amégration (NSDI) for 2007-2013,
prepared in consultation with domestic and inteomal stakeholders. In line with the
Integrated Planning System (IPS) the governmentadepted the Fiscal and Macroeconomic
Framework 2009-2011 and the Medium-Term Budget frome 2008-2010. Overall,
political consensus on the fundamentals of markiented economic policies was
strengthened, but planning at too general a leeshetimes presented a risk for the
implementation of economic reforms.

Macroeconomic stability

The economy experienced strong growth despite ersalrought in the summer of 2007 and
continuous electricity shortages. Extensive investts and high consumption led to a 6%
growth in real terms in 2007 — the highest sinc62@&conomic activity was fuelled by a
robust, though slowing credit growth and continuiagye-scale remittances inflows (12% of
GDP). Unreliable electricity supply continued tospoa heightened risk to sustainable
economic growth. The average per capita incomeO@72wvas around 22% of the EU27
average up from 21% in 20060verall, economic growth remained strong and speegbe
while the general income level remained low.

The Poverty Reduction and Growth Facility (PRGI]) ¢he Extended Fund Facility (EFF)
In purchasing power standards (PPS)
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External balances deteriorated, resulting in aecuraccount deficit of 10.6% of GDP in 2007
- up from 6.59% in 2006. The deficit widened, mainly due to anré@se in the merchandise
trade deficit (26.8% of GDP in 2007), in spite &foag growth in exports. Higher energy
imports (30% of the total increase in imports iIM2)) resulting from a severe domestic
drought, and demand for machinery contributed gfsorto the increase in imports.
Merchandise exports remained more than 3.5 timegridhan imports, despite a strong
increase in mineral exports. The trade deficit i@d to deepen in the first half of 2008 due
to high imports. The surplus in services trade iasthlimited and surpluses of income flows
and other transfers (including remittances) wereelo(relative to GDP) than in the previous
year. Overall, external imbalances remained highcamtinued to widen.

Net capital inflows increased, covering the curm@edount deficit in 2007. Net foreign direct
investment reached 5.9% of GDP in 2007 (up frond@3ii 2006), with strong inflows from a
large-scale privatisation in the telecommunicatgector. Other capital inflows (mainly
foreign borrowing by the private sector and noneests' deposits) rose, reaching 3.2% of
GDP in 2007. However, from the fourth quarter o02®nwards the current account deficit
exceeded net capital inflows, leading to a decréaseserve assets. The stock of reserve
assets stayed at the level of 3.3 months of impargpoods and services at end-June 2008.
The external debt to GDP ratio fell to 24.8% at-2007 (down from 25.1% in 2006), with
the public external debt ratio falling to 15.4% @GDP. The financial sector external debt
increased strongly (by 50%) due to short-term loamd non-residents’ deposits. Corporate
sector foreign borrowing remained limited (withckdalling below 5% of GDP). In total, net
capital inflows increased, but remained relatively.

The recent turmoil in the global financial markatsreased risks to the Albanian economy.
The risks to the financial sector are mitigated thge overall low level of financial
intermediation and a limited integration to theemmtational capital markets, while the banking
sector is well capitalised and mainly financed byuseholds' deposits. However, the
continuous widening of the current account defrefjuires increasing capital inflows that
might be inhibited by the expected global econasiogv-down.

Labour market conditions improved in 2007. The namiof registered unemployed
decreased, resulting in a drop in the unemploymaet (13.4% in 2007 and 13% in March
2008 - down from 13.9% in 2006). The number of eyetl persons increased as a result of
higher employment in the non-agricultural privagetsr. In total, the labour force (the sum of
employed and unemployed) decreased by around Oid&icating some movement of
unemployed persons to inactivity. Wages in the ijpud@ctor increased by 17.1% on average
in 2007, significantly more than in 2006 (7.5%) laid not add significantly to domestic
demand pressures on inflation. Overall, the lalmarket performance slightly improved, but
rigidities remained relatively high. However, dwethe significant informal economy, labour
market data may not correctly reflect the actualasyics of the labour market.

The central bank continued to implement a policyimplicit inflation targeting and an
independent float. The objective of maintaining ssamer price inflation at 3% with a
fluctuation band of +1 percentage point was methwmflation averaging 2.9% in 2007.
Potential demand pressures and pressures duect ipdreases in the global commodities
markets were addressed by raising the key monptdigy interest rate. In the second half of

6 The data for 2006 is updated (compared to therBssgReport 2007) throughout the report according t

the recent revision of statistics
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2007, the central bank raised the policy rate thimes (cumulatively by 0.75 percentage
points to 6.25%). In the first three quarters od&0inflation remained within the target range
(measured as a 12-month average annual inflatatipugh in some months it exceeded 4%
(year-on-year). The main contributors to annudiatidn were food and energy prices, with
the increase in food prices accounting for up to tinrds of annual inflation. The impact of
domestic demand pressures was limited, despiteags{though decelerating) credit growth
and extensive remittances inflows. The increasmdmey supply (M3 remained relatively
high (14% year-on-year in July 2008). Exchange flaigtuations against the euro remained
limited, with some temporary small-scale deprecratin March 2008. Overall, monetary
policy remained sound, maintaining price stability.

The fiscal stance loosened somewhat in 2007, @espdtrengthening of economic growth.
Fiscal balances deteriorated, with the general morent deficit increasing to 3.5% of GDP
in 2007 — up from 3.3% in 2006. Fiscal policy renam expansionary, with the budget plans
projecting even higher deficits, mainly due to glgor high public investment. However,
strong economic growth made it possible to redheepublic sector indebtedness (as a ratio
of GDP), despite a delayed fiscal consolidatiore phblic debt ratio fell to 53% at end-2007
from 56% in 2006, with domestic public debt fallitg37.6% of GDP. The management of
public finances improved, especially in 2008, supgmb by large-scale tax administration
measures that also contributed to the extensidheofax base. The introduction of a 10% flat
personal income tax was accompanied by an incréasecome tax revenues. The
management of local government finances remained, pesulting in low revenue collection
and limited spending. Public spending followed tteategic priorities of higher public
investments, keeping the increase in current experd constrained. Personnel expenditures
were maintained at 6% of GDP, and interest expereitwere reduced to 2.6% of GDP in
2007, partly as a result of more efficient debt agament. Government investments
increased to 5.8% of GDP, but weak implementatiept kcapital expenditures significantly
below projections. Regarding fiscal strategies,20@8 budget projected a sharp deterioration
of fiscal balances with a fiscal deficit of 7.9% @DP, due to extensive capital expenditures
amounting to 9.8% of GDP. A mid-2008 budget revisrteduced the deficit projection to
5.2% by increasing revenue projections and cuipimiglic investments. On the revenue side,
the reduction of corporate profit tax from 20% t0% in January 2008 brought about a
change in the public revenue structure. Corpomatadvenues decreased, compensated by an
increase in excise duties. Overall, the administnabf public finances improved, but the
fiscal stance loosened owing to ambitious pubhestiment plans.

The macroeconomic policy mix was broadly adequatih an increased emphasis on
structural reforms. Monetary policy remained sounbile fiscal strategies prioritised higher
public investments over further fiscal consolidati®Videning fiscal imbalances may lead to
instabilities and prevent fiscal policies from play their role. Vulnerabilities of external

balances increased, requiring swift measures tarersectricity supply, the broadening of
the export base and a more attractive investmarntcgmment.

Interplay of market forces

State participation in the economy remained limitedh the private sector accounting for
around 80% of GDP. The share of the employed inptineate sector increased slightly to
82.1% in 2007 (up from 81.9% in 2006). Public gmtses continued to be mainly in the

Monetary aggregate M3 includes currency outsidik®aas well as demand and time deposits.
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services and agricultural sectors. The privatisataf large-scale enterprises advanced
significantly. The contract to sell an 85% stakeha ARMO oil refinery was approved and
the privatisation of 76% of the shares of the distion arm of the loss-making power
corporation (KESH) is in progress. The governmdsbd @oncluded tenders on consultancy
for the privatisation of its 12.6% share of the melelephone operator AMC, and of a
majority of the insurance company INSIG. Privaimatof Albpetrol — the company involved
in oil prospecting, research and development, aodiyction — was delayed. Overall, the
reduction of state ownership in the economy prageéswhile the remaining inefficient large-
scale state corporations continued to contributeddket distortions.

Market entry and exit

The government simplified business registratiorcpdures significantly. The introduction of
the National Registration Centre (NRC) reduceditne required to register a business to one
day and provided for simultaneous registrationth& purposes of tax administration, social
and health insurance, and the Labour Inspectdragistration fees were reduced to less than
one euro. The infrastructure for business registiagervices was improved by increasing the
number of electronic services and registration resnticross the country. The improved
services framework, together with more rigorouspéttions by the authorities, addressed
ways for reducing the widespread informality of iness. The simplified procedures allowed
for a significant increase in the number of initiegistration of businesses. The government
also continued with the regulatory reform of liceady simplifying licensing procedures and
reducing the number of licences. However, thersti scope for further simplification.
Significant problems remained regarding the issearfcconstruction permits, which showed
a sharp 40% drop in 2007. Regarding market exitguares, the new law on bankruptcy
procedures was approved in May; this provided aenedficient framework for business exit,
as no bankruptcy proceedings had been concludddeircourts in recent years. Overall,
administrative procedures for the establishmenbusinesses were simplified considerably.
However, there remains room for further improveraent

Legal system

The government took a number of steps to strengtieejudicial system and the fight against
corruption. A number of electronic public servicémcluding the electronic public
procurement system) were introduced in order toege transparency. The general judiciary
reform continued, with the adoption of a law on trganisation and functioning of the
judiciary. Inspections of courts and public agescarere stepped up and legal procedures
were initiated against officials responsible foolations. Legal certainty was increased by
establishing a legal basis for a new type of adstiaiive courts to rule on commercial cases
and disputes between companies and public institsitiPreparations for defining property
rights made progress. Offices in several cadasirabs were prepared for the initial
registration of land, and preparatory work on thgitidation of maps of the territory was
completed. However, further efforts are requirecetie@ctively fight against corruption that
affects the business climate and has an adversactngm the quality of public services.
Overall, the legal framework for contract enforcaemeas strengthened, but the judiciary
remained weak and uncertainty about real estafgepnorights persists.

Financial sector development

Financial intermediation expanded significantlyt lia level remained low. Bank lending to
the private sector rose to 31.4% of GDP in JuneBA0@ from 21.4% at end-2006), while
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money supply (M3) remained above 70% of GDP. Tlegesbf other financial intermediaries

remained low; no domestic companies were listedhenTirana Stock Exchange and no
progress was made regarding private pension furtus.adoption of the law on securities in
March 2008 provides some basis for the developnoénthe capital market. Insurance
companies continued to be the other main intermiedian the financial sector, with total

assets of close to 2% of GDP. The banking sectahidly owned by the private sector, and
foreign capital participation recently increased a@onost 99%. Following a merger, the
number of banks was reduced to 16. Competitioténktanking sector increased, while the
concentration of assets declined. Profit ratesastkb remained relatively strong (return on
assets was 1.3% in June 2008, comparable to thatesfd-2006). Banks continued to widen
their range of lending products and increased thmber of regional offices. Overall,

financial intermediation, dominated by the well-ftioning banking sector, continued to
increase at a rapid pace, while the role of thelvanmk financial sector remained limited.

The stability of the financial sector remained Sattory, supported by a favourable
economic environment and strengthened financiaéisugion. Capital adequacy remained on
average far above the minimum requirement (witlosabf 17.3% and 12%, respectively, in
June 2008), albeit somewhat lower than at end-Z00é.quality of credit remained relatively
high and the share of non-performing loans in tlatahs remained low, although it increased
to close to 4% in March 2008 (up from 3.1% at ef06). Strong - albeit slowing - credit
growth and the fact that a large share of credieisominated in foreign currencies are factors
which demand careful handling of credit risks. Témtablishment of the credit registry
brought additional transparency to the bankingesystOverall, the financial system remained
sound, addressing the growing risks of a possiélertbration of credit quality.

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

Existence of a functioning market economy

Macroeconomic stability was broadly maintained, vifing economic agents with a
supportive environment for decision-making. Thechioning of market mechanisms still
remained seriously distorted by unreliable enengyp$/, weak judiciary, uncertainty about
real estate property rights and the inefficienagti present in the regulatory framework for
businesses.

Human and physical capital

The reforms to improve the quality of labour foroentinued, with a strong emphasis on
vocational training. The government adopted a exfsaton employment and vocational
training, aimed at bringing unemployment down te #verage level of the EU countries by
2013. In parallel, the National Council of Pre-Uamsity Education was established, and new
guidelines for secondary schools and standards plost-graduate programmes were
introduced. In total, public spending on educatiase to 3.3% of GDP in 2007 (from 2.9% in
2006). To promote employment, the government intced a partial compensation of training
costs and a temporary compensation of social inseraontributions for companies that hire
unemployed job-seekers. Proper assessments ofnjpaci of the measures on the labour
market continue to be constrained by limited andlyp@consistent labour market statistics.
Overall, opportunities were created for increaghmgrelatively low quality of human capital,
but their effects on the labour market remainedearc
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Physical capital accumulation continued at a ratagarable to 2006, although slower than in
earlier years. The ratio of total investments toRGBas 29.2% in 2007. Public investments
focused on the energy sector and on road congirudiet foreign direct investment (FDI)
inflows increased significantly (to 5.9% of GDP 2007), mainly owing to strong inflows
from large-scale privatisation in the telecommunara sector. FDI inflows were also
significant in the financial sector. The total $taaf FDI remained relatively low, reaching
19.1% of GDP in 2007. Infrastructure remained pdespite significant investment in the
road network. Preparations for reconstruction dfveeys and ports progressed. The hydro-
power based electricity sector continues to laek dapacity to meet domestic demand. The
number of concession agreements for building setlle hydro-power plants has increased
and the construction of a thermal power plant hegub. However, these measures will
provide only a partial solution to the electricishortages. Overall, capital accumulation
continued, but capital stock remained limited

Sector and enterprise structure

Enterprise restructuring continued in the remairsegtors under state ownership, largely as
part of the preparations for privatisation. In tieproduction sector, the restructuring of the
ARMO oil refinery and the oil producer Albpetrol deprogress and an investment plan for
the oil refinery was submitted to the governmentasobligatory document for the tender
procedures. In the electricity sector, preparationghe restructuring and privatisation of the
loss-making power corporation (KESH) made progrelesvever, electricity tariffs remained
below cost-recovery levels, thus contributing teaficial losses. Electricity supply remained
unreliable. Overall, restructuring of enterprisesguessed, but major additional changes are
needed in order to increase the competitivenestheofcurrent or former large-scale state
monopolies.

The sectoral structure of the economy remained diyoanchanged, with the largest
production being in the services sector. The mirsegtor contributed significantly to the
increase in total production and exports, althoutghshare of total production stayed
relatively low. The agricultural sector remaineck thiggest employer, with 58% of total
employed, but contributing only 20.7% of the GOBr (details see statistical anngxThe
informal sector remains large. Overall, the econdimyadly maintained its structure, with
considerable scope for further expansion of theiees and industrial sectors, at the expense
of inefficient agriculture.

State influence on competitiveness

The government kept the transfer of subsidies filmencentral budget at a relatively low level
(0.4% of GDP in 2007). Electricity tariffs, set byregulatory State authority, remained below
cost-recovery levels, creating indirect subsidesdnsumers. The recent sharp increase in
global fuel prices triggered an exemption from #xeise duty on fuels for producers in the
agricultural and industrial sectors, as well ascientain energy producers. Overall, distortions
of competition arising from state interventions géwept within bounds, while the energy
sector issues remained unsolved.

Economic integration with the EU

The openness of the economy increased considenatity total foreign trade in goods and
services reaching 81% of GDP in 2007 (compared2#b h 2006). Trade increased mainly
due to an increase in imports, while competitivenasexports remained weak (with exports
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of goods accounting for 10% and exports of servicesl8% of GDP in 2007). The EU
continued to be the main trading partner, while share of the trade in goods with the EU
declined slightly to 64% (down from 69%). The deeliwas partly the result of increased
trade with CEFTA countries, but mainly due to a strong increasesiports of mining
products to Asia. The country's weak competitivenestrade with the EU continues to be
reflected in a very high concentration of exponttipers (more than two thirds of total exports
of goods are destined for one country, namely Jtaljnports (also in terms of trading
partners) continued to show a considerably moresdhpicture, with two main trade partners
accounting for less than 50% of total imports. @ilerthe EU continued to be the main
partner in international economic relations, wtokerall international integration remained
limited.

4. EUROPEAN STANDARDS

This section examines Albania’s capacity gradutlgpproximate its legislation and policies
to theacquisrelated to the internal market, sectoral polieied justice, freedom and security,
in line with the Stabilisation and Association Agneent and the European Partnership
priorities. It also analyses Albania’s administratcapacity. In each sector, the Commission’s
assessment covers progress achieved during thetingp@eriod and summarises the
country’s overall level of preparations.

4.1. Internal market
4.1.1. Free movement of goods

Good progress has been madestandardisation. By the end of September 2008, Albania
had adopted 14,424 European standards (ENs), 8884f all the ENs adopted by the
European Committee for Standardisation (CEN) and thuropean Committee for
Electrotechnical Standardisation (CENELEC). Thise=ds the target of 80% that had been
set for 2008. The Directorate-General for Standatthn (DGS) has used numerous
promotional tools to raise the private sector’s mnass of the benefits of standardisation.
This has led to increased use of standards (117% standards were sold during 2007 than
in 2006 and the sales of standards continued tw gmothe first half of 2008). DGS has
continued to participate in the activities of CENI&CENELEC as an affiliate member.

The new Law on standardisation was adopted in Rebri2008 and the relevant
implementing legislation has been drafted. Thidudes the establishment of a supervisory
board made up of representatives of all stakehgmrps which will monitor DGS activities.
In accordance with the new law, DGS will be thewengpoint for the agreement on technical
barriers to trade under the World Trade OrganisafiBT/WTOQO). Preparations in the field of
standardisation are on track.

Limited progress can be reported oanformity assessment The number of accredited
conformity assessment bodies increased slightly.

Further progress can be reportedagoreditation. A new Law on accreditation was approved
in November 2007 and implementing legislation isngedrafted. The national strategy on
accreditation, which is part of the newly adopteid-term strategy on quality infrastructure

8 CEFTA or Central European Free trade Agreement
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development, has been approved. The quality managfesystem of the Directorate for
Accreditation (DA) has been updated to bring ibitine with EN ISO/IEC 17011. Two
technical committees were established to develapediation schemes in new areas. The
Advisory Board for Accreditation is now in operatioThe DA has 14 staff and is a member
of the International Accreditation Forum (IAF) ama associate member of International
Laboratory Accreditation Cooperation (ILAC). It donues to participate in European
Cooperation for Accreditation (EA) activities. ThBA has signed memoranda of
understanding with all the accreditation bodiesnefghbouring countries and with some
Albanian institutions and associations and consmnioepromote accreditation. Preparations in
this area are advancing.

Good progress can be reported in the fieldneftrology. The Directorate for Metrological
Supervision and the four regional centres of thee@orate-General for Metrology (DGM)
are now in operation. Further training was provitedGM staff. The quality management
system in accordance with EN ISO/IEC 17025 is dyeheing implemented in DGM.
Applications for accreditation of two laboratoriegre submitted to the DA in December
2007. Some of DGM'’s seven laboratories took parfaimoratory inter-comparisons and
proficiency testing at bilateral and regional levelhe national medium-term strategy on the
development of the metrology system was adopt&eirember 2007.

A new Law on metrology transposing provisions & tid approach directives was adopted
in February 2008. It sets up a decentralised nagyolsystem and deregulates some
metrological activities, such as calibration andifieation of measuring instruments in use.
The government approved a regulation concerningomat measurement standards.
Regulations on relations between DGM and othergtesed laboratories and on supervision
have also been drafted. To facilitate involvemdrihe private sector, DGM has identified the
requirements for legal persons performing particldgal metrology tasks. It has also signed
a mutual recognition arrangement with the Inteoratl Committee for Weights and
Measures (CIPM MRA).

Progress has been mademarket surveillance and consumer protection. The new strategy
on consumer protection and market surveillance2fif37-2013 was approved in November
2007. It is based on three sectoral strategies, mneconsumer protection and market
surveillance for industrial products, one on foadducts and the other on pharmaceutical
products. The respective implementing institutians the Ministry of Economy, Trade and

Energy (METE), the Ministry of Agriculture, Food &i€onsumer Protection (MAFCP) and

the Ministry of Health (MoH).

The capacity of the Market Surveillance DirectorgddSD) in the METE is being
strengthened with three more staff and approptraiaing on horizontal legislation. Actual
market surveillance is carried out by the Centrathinical Inspectorate (CTI), which is an
independent Directorate-General of the METE. TheDWShe CTI and the customs
authorities have provided information to consumamnsdangerous products (e.g. toys and
electrical equipment) and have taken measuresthawaw such products from the market.

Albania has made some progress in approximatingateontal legislation and its product-
specific technical regulations to tlaequis Legislation has been amended to transpose the
directives on toys, simple pressure vessels, presguipment, low-voltage equipment and
electromagnetic compatibility. However, in the casehe old approach directives, the only
progress which can be reported is in the field efrology.
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A Law onconsumer protectionwhich broadly takes into account the relevant Eihdards
was adopted. The new law provides the legal bawmisséttlement of disputes, with a
Consumer Protection Commission and a Consumerd®iateCouncil as the decision-making
and consultative bodies respectively. However, éhasdies have not yet been established.
(See the paragraph on market surveillance abovéurbiner details.)

Overall, preparations in this area are on trackveéieer, most of the sectoratquishas yet to
be transposed and implemented. Horizontal admatig& infrastructure exists, but the
capacity of the various authorities and institusiomill have to be improved, as it is still
insufficient to ensure proper enforcement.

4.1.2. Movement of persons, services and right of estadigent

There has been some progressramvement of persons'he Law on foreigners was adopted

in July. Its compatibility with the relevant EU stiards has yet to be established. No
developments can be reported on recognition ofeggsibnal qualifications or on coordination

of social security.

There has been some progress orritiig of establishment. The national registration centre

for businesses has made registration simpler. Ratgtn fees have been reduced and
licensing simplified. $ee Section 4.2.1 for further detgilslowever, uncertainties about

property rights are still discouraging establishim@&reparations in this field are advancing
moderately.

There has been progress in the areeoafipany law. A new Company Law was approved in
April 2008. Implementing legislation has been drdftlaying down models for the four
different types of commercial companies (generatngaships, limited partnerships, limited
liability companies and joint-stock companies). Hoer, the new Company Law falls short
of addressing the issues of cross-border mergetdakeover bids. Preparations in this area
are advancing.

No progress can be reportedaunditing. The issue of statutory audits of annual accohats
not yet been addressed and an independent pubécsight system still needs to be
established.

Some progress can be reported in the case of amogufranslation of the international

accounting standards (IAS) was completed, and #dgred into force in January 2008.
Companies with annual revenue of over €10 millieerahe last two years and with 100 or
more employees need to apply IAS. The National Aotiog Council is responsible for

supervising and monitoring implementation of thecamting standards. Further efforts are
needed to build a credible and properly functiorfingncial reporting framework, especially
for small and medium-sized enterprises. Enforcenwntinancial reporting needs to be

tightened up.

There has been little progress as regémsdom to provide services No clear distinction

has yet been made between providing services empdrary basis and providing them via a
permanent establishment. The government issuedsidesi on licensing and assets. As
regards postal services, a draft text establistgghw/limits in the reserved area and tariffs for
the universal service provider, and the governmpéants to liberalise Albania’s postal market
by 2009. The regulatory authority for postal seggiovas established following the adoption
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of the Law on electronic communications in May 20B®wever, separation of regulatory
functions from policy-making has not yet been acbie

Some progress can be reported concerning finasemlices. The Bank of Albania has

adopted several of the implementing regulationwvides for by the Law on banks of June

2007. Regulations were adopted on risk managemerthé activities of branches of foreign

banks and on the internal audit system in banksbaagiches of foreign banks. Foreign banks
operating under an Albanian licence can now oféevises through branches whilst enjoying
the same rights and treatment as Albanian bankshéfuefforts are needed to approximate
the banking legislation to treequis,particularly to the Capital Requirements Directive.

The Supervision Department of the Bank of Albaniasweinforced by adding staff and
providing training on the Basel Il principles, citedsk, market risk, risk management,
operational risk and crisis management. Howeveathé&u administrative capacity would be
necessary in order to take into account developsnanthe banking sector. A credit registry
was brought into operation, thus strengthening stgien and improving risk management
for banks. Cooperation between supervisors of domeasd foreign competent authorities
needs to be strengthened.

No substantial progress can be reported in theanse field. The insurance market continues
to be dominated by obligatory insurance schemeghadccount for two thirds of all non-life
insurance. The recent entry of three foreign insteacompanies has not resulted in any
diversification of the Albanian market. Motor thipdrty liability (MTPL) has not yet been
liberalised and the mandatory green card tarifessill set by the Ministry of Finance. The
Ministry also sets minimum and maximum tariffs MTPL. This limits competition.

New legislation on securities has entered into dpraiming to approximate Albania’s
legislation to a number of directives, such ashagkets in Financial Instruments Directive
and those on prospectuses, transparency, insi@ingleand credit institutions. Three more
decrees were approved relating to insurance brgkeraserve funds and insurance damage
assessors.

The Financial Surveillance Authority (FSA) launchedcomputerised system for MTPL -

known as the national data centre — as providedufater the Fourth and Fifth Motor

Insurance Directives. The system aims to make steedo track down uninsured vehicles.
The FSA organised seminars and training sessionmsumance and pension fund issues.
However, further measures are needed to strengfheapacity to cope with the growth in

the market and to secure the authority’s indepetglefihe FSA employs 45 staff, although
its approved organisation chart has provision @r At present, 90% of the FSA’s overall

budget is financed from its own resources; the reimg 10% comes from the State budget.

4.1.3. Free movement of capital

No progress can be reported on free movement atataphe legislative framework on
foreign exchange is being revised, but the protessnot yet been completed. Significant
restrictions still remain to the full liberalisati@f capital movements required under the SAA.

There was some progress in the fieldpafment systemsThe Bank of Albania launched an

electronic data transmission project to accelepatmary market auctions of government
securities. The number and value of transactionsodpayments processed by the Albanian
inter-bank payment system and the Albanian elerolearing house has increased. The
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number of credit and debit cards in use has als@#@sed and the network of terminals using
them has been expanded. However, Albania contibmidse a predominantly cash-based
economy. The degree of financial intermediationticaes to be relatively low.

Preparations in the field of free movement of amnd payment systems remain at an early
stage.

4.1.4. Customs and taxation

There has been some progress in the areastbms Albania took measures to ensure timely
implementation of the tariff reductions provided fo the Interim Agreement. The upward
trend in revenue collection has continued, despiteduction of the average level of customs
tariffs. Collection of customs duties during theripg from October 2007 to May 2008
exceeded the projected amount by 6%.

Computerisation of customs houses has been cordpéetd all customs declarations are
processed using the ASYCUDA++ computerised sysMigration to the ASYCUDA Word
system is in progress. However, efforts are requioedefine an IT strategy in the long term.

Use of computerised risk analysis modules has brtamded, but the physical inspection rate
(20-25%) is still high by European standards. Risgessment and controls need to be revised
and strengthened, including for assessing the aEtlaransaction value. Albania has
implemented the TIR convention and procedures.sStepe been taken towards establishing
Albania’s first free zone in the port of Duress. @8toms warehouses were authorised in
2008.

The Combined Nomenclature 2008 for the classificatf goods in trade with the EU was
adopted. The concept of binding origin informatiaas introduced in May 2008. New
provisions were also introduced on the role of @ost in protecting intellectual property
rights providing for approximation to European stams. Control of dual-use goods has been
implemented in the risk management system. Howewerprogress can be reported on
effective control of intellectual property rightg bustoms authorities.

Further progress is needed on approximation to EAdtiges, in particular on simplified
procedures, rules of origin, valuation methods dgge use of transaction value) and transit
(ATA Convention). A study of the economic impact thie ATA carnet procedure was
performed. An agreement needs to be signed betwezrcustoms DG and a guarantor
national association. The compliance with the Imtekgreement of Albania’s tax regime for
imported cars needs to be determined.

As regards administrative and operational capatgtyisiation was approved in July 2008

increasing the staff of the customs administrabgr27 posts. The procedure to establish a
gualified pool of trainers has started and train@ogvities were organised on customs and
tariff issues, free trade agreements and TIR prnaesd However, a training strategy has not
yet been established. A new performance indicadgstem has been defined to facilitate

career development. However, the system only allavdvidual assessments. Customs
officials still do not have civil servant status.

As regards infrastructure development, work hastestaon a project to improve the

infrastructure of most first, second and third gatg border crossing points (BCP). A joint
border crossing point with Montenegro is being leisthed and procedures have been
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launched for construction of 10 other smaller BCPse infrastructure of Tirana customs
house is being improved.

Overall, preparations in the field of customs atteamcing, but further efforts are needed on
legislative alignment and implementation.

There has been progress in the field takation. A Law on procedures for the tax
administration was approved with the aim of redgdime informal economy and improving
the business environment. The provision requiriagnpent of the full tax assessed plus a
15% fine before lodging a court appeal against si@as of the tax administration was
abolished. The taxation system is becoming simplerapproximately 95% of taxpayers are
subject to the 10% flat tax on income. The tax nefhave shown a positive path towards
increased tax collection, particularly as regamt®me tax and corporate tax revenue. Albania
has started an assessment of the compliancetakitegislation with the Code of Conduct on
business taxation.

Computerisation of tax offices is progressing af&oQf all taxpayers are now registered in

the integrated tax system. E-tax procedures arggbeiplemented and are already being used
by taxpayers to file their returns and pay theketa The Directorate for Registration and

Taxpayer Services came into operation to provigestsice on tax matters. A manual for the
Internal Audit Directorate in the tax administratiblas been drafted and training on tax
control and audit issues was provided to stafheftex administration. Disciplinary measures

have been taken against staff failing to performeasiired by their duties.

However, the overall tax collection rates remaiw,l@specially from local governments.
There is a need to increase the capacity of looakimpment tax offices, especially in the
framework of fiscal decentralisation. A comprehgadiax collection and control strategy has
not yet been developed and the informal economsyilishigh. Consultation with the business
community needs to be enhanced to dispel insecabbut the legislative environment and
facilitate implementation of tax reforms. The camfiity of some changes to the VAT rates
for imported printed materials with Albania’s oldigons under the Interim Agreement needs
to be assesse@ompliance with European standards needs to bélissiad in the case of
amendments to the excise legislation concerningd#imition of small wine producers and
certain cases of reimbursements of excise on fuel.

Overall, preparations in the field of taxation ad/ancing moderately. Efforts are needed to
approximate Albanian legislation to trecquis, ensure its compliance with the Interim
Agreement and reinforce the administrative capaoityurb the informal economy and reduce
tax evasion.

4.1.5. Competition

Progress continued in the anti-trust field. The alian Competition Authority (ACA)
recruited additional staff and filled all its 359t8. ACA staff participated in training seminars
in Albania and abroad. The code of ethics of then@etition Authority was approved and
parliament approved the authority’s structure arghoisation chart in May 2008.

The ACA contributed to the promotion of a competiticulture by organising workshops,
producing competition policy documents and signmgmoranda of understanding with
various regulatory authorities. These includedBhek of Albania, the Ministry of Economy,
Trade and Energy, the Regulatory Entity of Telecamitations, the Association for the
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Protection of Consumers, the Directorate-GeneraCo$toms and the Agency for Public
Procurement. Competition culture in Albania is dipwvolving. Businesses have started to
submit complaints about anti-competitive practiCEsis points to growing public awareness
of the benefits of competition enforcement.

The ACA imposed fines of 2% of total turnover onotwobile telephony companies for
abuse of their dominant position on the marketoArtdecision has not yet been taken on the
appeals filed by the two companies. The ACA alscidd®l to impose fines on bread
producers and cement-makers for violation of cortipet rules. The ACA issued
recommendations on the telecommunications marketoritinued its investigation into the
insurance market, concluded a sectoral investigato the energy market and started
analysing the banking sector. It also assessedradeneerger notifications. The Law on
competition is to a large extent in line with themais. However, further efforts are needed on
adopting implementing legislation in the field @ngpetition.

There has been progress in the are&tafe aid The legal and institutional framework has
been strengthened by the approval of implementitgsron horizontal aid and of guidelines
on aid in the form of compensation for public seed. The staff of the State Aid Department
(SAD) continued to receive training, including ord an the utilities sector. The SAD
provided advice on several legislative draifitsl continued to raise awareness among State aid
providers. A report on the inventory of existingl @chemes was approved in January 2008,
and the annual report on State aid for 2007 wasoapd in July 2008. The State Aid
Commission took eight decisions on cases notifigdalnl providers. Albania has started
preparations for implementing the State aid prowisiin the iron and steel protocol to the
Interim Agreement. However, no decision on grangtgte aid to the iron and steel sector has
yet been taken. Further efforts are needed asdegaplementation.

Overall, preparations in the area of competitiaaell on track.
4.1.6. Public procurement

There has been limited progress in the areapublic procurement. The legislative
framework of the public procurement system has clinged substantially. The Public
Procurement Law was amended twice. The first amendmpartially revised provisions on
use of negotiated procedures in cases of extregenay. The second concerns purchases of
electricity. It exempts domestically produced emefgom the law and introduces new
provisions allowing use of negotiated proceduretheut prior publication of a contract
notice. It also allows use of framework agreemefus purchasing electricity. This
amendment is not fully in line with the relevanbysions of the EC procurement directives.

The capacity of the Public Procurement Agency (PRA¥ strengthened by recruiting 10
additional staff. The PPA continued to organisening seminars on public procurement.
However, contracting authorities still require mamedepth practical training to strengthen
their operational capacity and professionalism. fihe of the PPA as the central coordinating
and advisory authority for legal and procedurabnefs needs further strengthening to ensure
consistent development in all areas of public prement. Legislative activities in certain
areas of public procurement are still split betweanous stakeholders.

The Public Procurement Advocate was establishemhaadependent institution reporting to
parliament. However, it has no particular execupoavers and its functions duplicate the
monitoring tasks of the PPA. The institutional fework for remedies is not in line with the
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acquis Decisions on appeals are taken by the same tniteoPPA that is responsible for
interpreting the law and giving advice to contnagtiauthorities. Current procedures for
handling complaints still do not meet recognisadnmational standards.

Albania introduced electronic procurement at theé @n2007. It is now used by all ministries
and also by the Power Corporation and the DiretdeGeneral for Roads. However, its
application is hampered by technical problems & ihsufficient IT capacity of many
contracting authorities.

Overall, preparations in the area of public promert are advancing. However, there is no
coherent, comprehensive strategy for further dgprant of the procurement system in either
the medium or long term. Further approximation equired in all areas of public
procurement, particularly for concessions andtigdi

4.1.7. Intellectual property law

There has been limited progress on intellectuapgny rights. The Albanian Copyright
Office (ACO) signed memoranda of understanding ville Competition Authority, the
National Council of Radio and Television, the Natib Cinematography Centre and the tax
and customs administrations, with the aim of fightpiracy and enforcing the copyright law.
Joint inspections were carried out with the tax mmistration in several cities, and
administrative fines were imposed for infringemeotscopyright. However, the number of
cases of violation of copyright law brought to doisr low. Amendments to the provisions
implementing the Customs Code relating to intellattproperty rights and brand controls
were adopted in order to allow products to be diassas “fake”, “pirated” or “liable to
infringe the rights of patent or certificate owrier§he draft national strategy on culture
partially addresses issues regarding protectiocopfright. However, a national strategy on
intellectual property rights has not yet been prega

Several public information campaigns on intelletpraperty rights were organised and ACO
staff received specific training on copyright arav| enforcement issues. However, the
capacity of the ACO needs to be strengthened bihdurtraining and additional human
resources. Currently, a single copyright inspecsosupposed to cover the entire country.
There are plans for regional copyright offices, tase have not yet been established.

There has been some progress as regaudisstrial property rights. A new Law on
industrial property rights was adopted in July 20@8implementing legislation is still being
drafted. A Board of Appeal was established in thee®@orate for Patents and Trademarks
(DPT) and the Directorate completed the reorgaioisadf its computer system. The DPT
organised training seminars and activities to prentbe values of industrial property rights,
and the European Patent Office (EPO) provided tassis to both the DPT and ACO. A
bulletin of industrial property rights containingcords of registrations and changes of
intellectual property rights titles is publisheddaan on-line version is available on the DPT
website. The Administrative Council of the EPO amed Albania’s request for accession to
the European Patent Convention. Preparationsdeaiification are underway.

The capacity of both the ACO and the DPT requirghkr strengthening. Piracy and
counterfeiting remain widespread. Enforcement isnfpered by insufficient inspection
capacity and the low level of fines under the autrtegislation, plus the lack of appropriate
awareness, experience and qualifications in tkld fon the part of the courts. The number of
infringement cases regarding intellectual propeigirts that are brought to court is still too
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low. Further efforts are needed to improve intetitational cooperation and the ability of
customs authorities to detect counterfeit produdise general level of awareness on
intellectual property rights and their benefitstdi low.

Overall, preparations in the areas of intellectasadl industrial property rights are not very
advanced.

4.1.8. Employment and social policies

There has been some progress in the areangfloyment policy The Employment and
Vocational Training Strategy for 2008-2013 was dddplts main objective is to reduce the
level of unemployment to a level comparable to tmtEU countries by 2013. New
employment promotion programmes have been adoptediding subsidies to employers for
training and/or hiring jobless persons. One of pinegrammes specifically targets jobless
women. Measures to promote employment of young ugite$ have been stepped up.
However, monitoring and assessment of the impasticf programmes are still lacking.

Minimum wages and pensions continued to increaddegislation increasing the base level
of unemployment benefit was approved. A computeebainformation system is being
developed in the head office of the national emplegt service and in two regional offices.
Databases on vacancies, jobseekers and trainingtiasthave been established. However,
the system is not yet extended to all offices. émagal, the link between the vocational
training offered and labour market demand is ndfigent, and the capacity of the labour
offices to carry out labour market surveys is rtadrgg enough. Also the capacity of regional
labour offices remains limited.

In the field ofsocial policies preparations for amendment of tabour laware underway.

Regardinghealth and safety at workome progress has been made in the legislative larea

March 2008 the Council of Ministers adopted a deni®n the determination of dangerous

substances. A working group has been set up tda trafnational strategy for health and

safety at work. The staff of the State Labour Icspeate was increased from 130 to 167 and
12 regional directorates have now been establishitldough they lack adequate physical

resources. The Directorate for Health and Safety/atk was reorganised and strengthened,
but it does not have adequate capacity to asg#s it work and its technical resources are
poor. The Gerdec incident in March 2008 illustraddisania’s shortcomings on occupational

health and safety at work and the need for enharmoeEgeration between the labour

inspectorate and the tax administration.

Social dialogues still at a developing stage, and the positibtraxle unions and employers’
organisations alike remains wea{See also political section — human rights and the
protection of minorities.)

The social protection and social inclusiostrategy for 2008-2013 was adopted. It aims at
reforming the economic assistance scheme for @ouilies and cash payments for groups in
need, setting up community social services, priotgathildren and ensuring social inclusion
of minorities, the disabled and the elderly. Th@20udget provides for 1.3% of the GDP to
support the poor and vulnerable. Improvements emtiethod of determination of the number
of poor families have already resulted in an insesia the economic assistance provided. The
strategy also provides for decentralisation of ises/to local government. 43 community-
based services and 29 residential services fodisebled and elderly came into operation
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during 2007. The Inspectorate of Social Serviceslde®en set up to supervise, at central and
local levels, the implementation of standards ajaplie to social care services. However,
analyses of poverty and social exclusion are nfiicgently developed, including enhanced
poverty monitoring. $ee also political criteria - economic and socights.)

Efforts have been made to improve the financialasnability of the social insurance scheme.
Procedures for pensions and social insurance haga mproved. Work has started on a
centralised digital social security archive whiciti allow electronic registration of individual
accounts and contributors and payment of benefits.

Overall, preparations in the areas of employmend aocial policies are advancing
moderately. $ee also human rights and the protection of mimsitsection on social
inclusion, anti-discrimination and equal opportueg)

There has been some progress in the argalnic health policy. The national strategy for
development and integration includes a number bfiphealth-related activities. Albania has
approximated some of its legislative frameworkhe EU standards by approving legislation
on blood transfusions A training plan for schoddeers has been prepared and structures
have been established for tobacco control. Howewgrlementation of the new legislation on
blood transfusions is still outstanding and thelengentation of the Law on health protection
against tobacco products is generally poor. The bawealth care has not yet been adopted.
Overall, administrative capacity in the field oflghe health remains weak and inequalities
persist in rural areas. Preparations in this areanat very advancedSée also political
section on mental healjh.

4.1.9. Education and research

Some progress can be reported in the arealotation The education budget for 2008 was
increased by 12% in comparison with the previousr.yAccording to the plans, this trend

will continue over the period 2009-2011. Salari@sgdre-university teachers were raised and
further increases of teachers’ salaries are plam#te years ahead.

The National Council of Pre-University Educationsaset up, including independent experts
and representatives from the national and localigdtrations. It aims at providing advice on
national programmes and strategies, curriculumrmefdoudgets and evaluation standards.
Implementation of the scheme on final and entrynexdor universities (“State matura”) is
continuing and participation by disabled studentshie scheme is being facilitatel.new
digital central system for university admissions theen established and career counselling
for higher education applicants has been introdud&grammes to develop teachers’
professional qualifications have continued. Ledistato liberalise the textbook market has
been approved. A scheme for subsidising purchasextbooks was introduced for students
from vulnerable groups and families receiving sbassistance.

Work on development of the Albanian qualificatidnsmework has continued. Parliament

approved an extension of the durationcompulsory education from eight to nine years. A
master plan has been prepared for implementati@na-school programme to enhance use
of information technologies in schools. The goveeniis taking measures to increase
enrolment in secondary education. Efforts are blag made to make vocational education
and training (VET) more attractive and to involvetgntial employers in the preparation of

programmes. An excellence fund provided funding2®istudents in 2007.
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However, enrolment in secondary education in rarahs is still lagging behind. Continued
efforts are required on vocational training. Po@&@TVinfrastructure is hampering development
of this sector. Efforts are needed to consolidatd axpand the network of vocational
education centres and to foster closer links betveekication and the labour market.

The National Tempus Office (NTO) has improved i@nitoring capacity and its cooperation
with the Ministry of Education and Science. Howevarther efforts by the NTO are required
to increase participation in the programme by imprg the quality of the projects submitted
by Albanian universities. Preparations in the fief&education are advancing moderately.

There has been some progress in the areasesdarch Since January 2008, Albania
participates in the Seventh EC Framework Programuneresearch and technological
development (FP7) as an associated country andtdlen measures to increase its
participation in FP7. However, successful partitgpa by Albania in FP7 will imply
enhancing both administrative capacity and natioses¢arch capacity, including investment
in research infrastructure and incentives to atsaaents to science. Efforts are also required
to increase cooperation with other internationatrpas.

A mid-term budgetary plan for scientific researatr the period 2009-2011 has been
approved, marking an annual increase of 35% im#t®nal budget for research. The budget
for research and development doubled in 2008. Hewets share of the total budget (0.16%)
is still very low.

Albania has started to redesign its research pdicgrovement of the links between research
institutes and universities is being addressed. Hinalex and Brain Gain programmes were
launched with the aim of encouraging young Albamesearchers working abroad to return.
Establishment of a centre for promotion and impletagon of international and national
research cooperation programmes is being consid@tbdnia’s national Euraxess mobility
portal and network need to be integrated with theogean Euraxess service.

Overall, preparations in the area of research @varecing moderately.
4.1.10. WTO issues

Albania is continuing to implement its relevant WbOligations. The Directorate for Trade
Policy in the Ministry of Economy, Trade and Eneapts as the secretariat for WTO issues
via its section on WTO relations and economic coafpen. Albania is working on
identification of training needs to enhance itsdérgpolicy-making capacity. The WTO
concluded successfully the assessment of the E@n#dbInterim Agreement. Albania
participated actively in this process.

4.2. Sectoral Policies
4.2.1. Industry and SMEs

There has been progress in the field of industy SMEs. As from June 2008, Albania is
taking part in the entrepreneurship and innovatmiar of the Competitiveness and
Innovation Programme. Progress has been made ilenmepting the European Charter for
Small Enterprises. The National Registration CefdreBusiness (NRC) can register a new
business in a single day. The number of steps medjdor registering a business has been
reduced and registration costs are now approximaté&uro. The NRC increased its staff and
has 19 operational windows in different municipafit There are plans to open 12 additional
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windows and to enhance co-operation between the BiRiCthe chambers of commerce and
industry. However, further efforts are requiregteengthen the capacity in the NRC branches
of the municipalities.

Licensing procedures are being reviewed and simeglifLicensing requirements have been
reduced. 64 of the 151 licences identified in 18@s of the economy were removed and
another 21 licences were changed into self-deaax.atVvork is in progress to identify other
licences that could be removed. However, licensing post-registration processes require
further simplification and the removal of licenae=eds to be accompanied by a strengthening
of the supervision capacities of public agenciesider to guarantee the standards that
safeguard consumer rights.

An online commercial register was established,|#ve on e-signature was approved and a
start was made on implementing e-procurement. iBlealfburden on enterprises was reduced
in January 2008 by the lowering of the profit tasrnh 20% to 10%. Businesses can file their
tax returns and social contributions declaratiolesteonically in 12 cities including Tirana.
Electronic payment of taxes is also possible thinocgytain banks. A new law on companies
was adopted in April 2008 following the approvaltbé new SME strategy in 2007. The
Bankruptcy law was adopted, providing a more edficiframework for market exit. The Law
on Chambers of Commerce and Industry was amendesirtove the mandatory requirement
for companies to register with the Chamber. Theirass Advisory Council has been active
in representing business interests. However, paation by business and corporate
associations in legislative processes could bererdth

The government approved the establishment of soustmial parks. In addition, the

competitiveness fund and the export credit guaeafutied are being implemented. The law on
leasing has been amended. In June 2008 the govetrmapproved the regulatory framework
for the implementation of a € 30 million credit iigg agreed between Albania and ltaly. Its
Project Management Office has been established.eMeny further efforts are required in
order to improve the competitiveness of the SMEmec

Overall, Albania has taken steps to significantlypiove the business environment. The
regulatory framework is now more conducive to opegaa business. However, further

efforts are needed on contract enforcement andepopghts, as well as on the effectiveness
and transparency of conflict resolution mechanidhmsparations in the field of industry and

SME are advancing

4.2.2. Agriculture and fisheries

Some progress has been made in the aregrafulture and rural development The Law
on Agriculture and Rural Development was adoptldraby providing the legal basis for
agricultural and rural development policy. The goweent approved the Agriculture and
Food Sector Strategy and the cross-cutting Rurae@ement Strategy for the period 2007-
2013. A new law on food was approved which provisiégport for geographical indications
and for origin labelling of products. However, th&av has yet to be implemented. Direct
support to farmers continued and was further exdndith the aim of encouraging the
production and consolidation of commercial farmdsldirected at new plantations of fruit
trees, olive trees and vineyards, livestock fargnegenhouse production, and drop irrigation.
The budget for 2008 is about € 7 million.
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The extension services were reinforced. The Agucal Information Centres received
equipment and increased their publication actisiied media presence. Cooperation with the
Agricultural Technology Transfer Centres has resulin 25 on-farm research projects
involving a large number of farms, and in a wideg® of training activities. Organic farming
was an important part of the extension programmes.

In the field of rural development, the managinghauty responsible for programming rural
development support measures and for leading theitanmg and reporting process was
established. A study on the setting up and funaigof the payment agency provided for in
the Law on agriculture and rural development wasymleted. The Agency is due to be
operational in 2009.

However, structural weaknesses such as land fraigiem poor marketing systems and the
low level of technical education of farm operatstil affect the competitiveness of the sector
and its capacity for meeting the demand for foaodpcts. Agricultural output continued to

grow at a slower rate than the economy as a wilaolé,the trade deficit in agricultural and

processed agricultural products continued to irsgedlbania is not self-sufficient, even in

traditional products such as milk and dairy produgegetables and meat.

There has been limited progress in the arebbod safety, veterinary and phytosanitary
policy. The new law on food adopted in January 2008 kskeds the general principles for
food and feed hygiene. The adoption of its impletingn legislation has started. The
government approved a number of regulations onctimgrol of animal diseases; however,
these are not in full compliance with EU legislatidhe State budget supported prophylactic
measures against brucellosis, tuberculosis, anthrakclassical swine fever. The government
has taken measures to promote registration of sumaihants. Funds have been allocated for
the registration of all bovines by the end of 20B@wever, implementation of registration
has been delayed and only 40-45% of this targetbest reached by the end of September
2008.

No progress can be reported as regards the upgratiagri-food establishments.

The system of controls of live bivalve molluscdl gtannot be considered to be equivalent to
the Community system. Specific guarantees concgfnistamine are still requested for each
consignment of fish and fishery products intendedttie EU market. Albania is developing

its own capacity for histamine testing. Howeverstar progress in upgrading and

accreditation of laboratories is still necessary.

There has been limited progress in the phytosgngactor. Amendments have been adopted
to the Law on the Plant Protection Service andh® regulations on the registration and
placing on the market of plant protection produ€tse capacity of Border Inspection Posts in
the veterinary and phytosanitary sectors has be#engthened by the drafting of legislation
and by the provision of equipment and training.

Overall, there has been some progress in imprathiagegal framework on agriculture and
rural development, food safety, veterinary and psahitary policy, but further efforts are still
required in order to enhance the capacity of dbbraanvolved. Preparations in these areas are
advancing moderately.

There has been some progress in the fieldisbferies regarding inspection, control and
international cooperation. Albania became a memobéne International Commission for the
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Conservation of Atlantic Tuna. Regarding inspecaon control, the fines imposed for illegal
fisheries increased substantially. However, cadlbectrates are poor but confiscation of
equipment and withdrawal of licences are used aermmts. Law enforcement and
implementation require further attention. The dioeate of Fisheries Policies in the Ministry
of Environment, Forestry and Water Administrati@es not have inspection vessels. It has to
rely on the Border Police, which does not have eypate training for fisheries inspection.
Albania is making progress towards the establishnoéran EU-compliant log book and
fishing fleet register. However, a landing datateysis still at an early preparatory stage.
Preparations in the field of fisheries are advagecnoderately.

4.2.3. Environment

Some progress can be reported in the ardeootontal legislation. The second part of the
National Methodology for Environmental Impact Asseent (EIA) was approved. A sector
strategy for the environment was also approved. Wagonal Environmental Law was
amended and the government approved a Decisiorublicgnvolvement in environmental
decision making. However, implementation of the Hggislation needs to be improved. With
regard to climate change, some efforts can be notgmhrticular concerning the development
of the Clean Development Mechanism (CDM). Somevdigs have been carried out in the
field of civil protection.

Limited progress can be reported air quality in urban areas. Additional monitoring
equipment was provided and contracts were signedif@uality monitoring. Emissions from
the vehicle fleet and from large industries haverbslightly reduced. However, there is no
clear long-term policy on how to abate the air gidin and reduce emissions from these two
sources. Enforcement of existing legislation onicehemissions and fuel quality is weak.
Albania is only at an early stage in terms of threnitoring of air quality.

There has been little progress in the areavaste managementThe government adopted
some implementing regulations. Apart from the rélitabon of the Sharra landfill there have
been no developments as regards municipal wastagearent. Uncontrolled dumping and
burning of waste still represent environmental bedlth hazards. Work is in progress on the
rehabilitation of toxic hotspots, in particular fdre Copper Smelter in Rubik, the Nitrate
Fertilizer Plant in Fier, the Chemical Plant in Bagand the Ballshi oil refinery. A project for
the identification and assessment of environmembalspots has started. However, Albania
lacks a modern system of waste collection, dispasélrecycling, and has not set up a clear
strategy for the safe disposal of hazardous waBteparations in the field of waste
management are not advanced.

There has been some progress in the fieldiakr quality. The number of drinking water
monitoring stations has increased substantiallythadevel of access to water supply systems
has improved slightly. However, surface waterssaeerely affected by urban and industrial
pollution. Water supply and sanitation systems fanwutdated. There is only one waste
water treatment plant in the country, but it is pet operational. Four others are in the final
stages of construction. Pollution of bathing warersains a serious problem in some places
due to direct discharges from sewerage systemsoar industry. A National Strategy for
Water supply and Sewerage has not yet been apprduegbarations in this field are
moderately advanced.

There has been some progress in the aremtoie protection. The Habitats Directive has
been further transposed and a law for implememtatibthe CITES Convention has been
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adopted. Protected areas now account for 11.4%eofational territory. However, additional

training and adequate resources need to be provtaeke staff operating in these areas.
Approximation to the Wild Birds and Habitats dinges needs to continue. Efforts are still
required to meet Albania's commitments on enviramménder the Energy Community

Treaty. Preparations in this field are moderatelyaaced.

Some progress can be reportedimtustrial pollution and risk management.The law on
environmental protection has been amended to ergamsposition of some provisions in
these areas.

There are no developments to reporchemicalsandgenetically modified organisms

Legislation has been adopted on evaluation and gesment of environmentaloise and on
maximum levels ohoisein certain environments. Preparations in thigifeale still at an early
stage.

Further efforts are required to strengthen #uministrative capacity of all institutions
involved in environmental policy making and enfermnt. Inter-institutional cooperation and
coordination still needs improving. The NationalvEanmental Strategy has not yet been
approved. Further efforts are needed towards c¢atitin and implementation of international
conventions.

Overall approximation of legislation to thacquis is making slow progress, but
implementation and enforcement are still laggingpib@&. Preparations in the field of the
environment are advancing slowly.

4.2.4. Transport policy

There has been some progress in the argéa$-European transport networks. Albania
continued to participate actively in the impleméiota of the Memorandum of Understanding
signed in 2004 for the development of the Core &®ai Transport Network, and in the South
East Europe Transport Observatory (SEETO) by umglaand implementing the multi-
annual plan 2008-2012. Work has continued on corfdll projects as well as on the north-
south axis roads. The Durres-Kukes-Morine road mesnane of Albania's priorities.

The government has set up the Institute of Trarigsoa service unit to the Ministry of Public
Works, Transport and Telecommunications. The mtitvill be responsible for maintaining
and updating the Albanian National Transport PINTP) and establishing and maintaining
a central Transport Data Base for all modes ofspart in Albania. The National Transport
Strategy was adopted in August 2008.

There has been some progress as regaadbtransport. The admission to the occupation of

road passenger and goods transport operator amedbgnition of documents required for the
activity was regulated by new legislation. Albarsagranting unrestricted access through its
territory to Community transit traffic in line witthe Interim Agreement. However, further

simplification of freight transport traffic by road still required, for both international and

transit traffic.

The reorganisation of the General Roads Directdi@®D) into an agency contracting out
road construction and maintenance to private fisnsnderway. The Reform Implementation
Team was established in May 2008 and the Managebhaibtwas established in July 2008.
Work is in progress on the review of necessaryslagon, and on the financial and
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organisational requirements. The GRD has startexk wa the establishment of the Road
Asset Management System and has introduced pemceraased maintenance contracts in a
number of Regional Roads Directorates. The budgetrédad signalling was increased.
However, sustained efforts are still needed in iorte improve the quality of road
maintenance. Poor condition of roads, together d@tective signalling, illegal constructions
along new roads and limited level of education mfafs, continue to pose a serious problem
to road safety. Preparations in the field of rqati$port are advancing slowly.

Progress has been very limitad the rail transport sector. In December 2007, Albania
signed the "Addendum to the Memorandum of Undedstanon the Development of the

South East Europe Core Regional Transport Networkaf South East European Railway
Transport Area"”, aimed at the gradual market omemhthe rail transport market. From

January 2008 the reorganization of Albanian raisvdpecame effective. The aim of the
reorganisation is to separate passenger, freigiiasiructure and services branches into
individual business units. However, the business or the Albanian railways has not yet
been adopted. Preparations in the rail transpotosare lagging behind.

Progress in the area oharitime transport has been limitedThe parliament adopted
legislation on the accession to the Internationahv@ntion for the control and management
of ballast water of vessels. Legislation aimed talsanembership to the Paris Memorandum
of Understanding on Port State Control was alsoasal.

The updating of the Master Plan for the Port ofBsiwas finalised in July. Work has begun
on the establishment of a new Maritime AdministatiHowever, substantial efforts are still
required in order to improve maritime safety. Allzégvery high rate of detention for vessels
that are considered substandard, pursuant to this REmorandum of Understanding,
remains critical. The June 2008 black list of trei$ MoU still rates the Albanian flag as
very high risk and the performance of the AlbanRegister of shipping is assessed as low.
Preparations in the field of maritime transport @re very early stage.

No progress can be reported@mbined transport.

There has been further progress in the fielcdioftransport. The draft new Air Code was
completed. Its alignment with thacquis in line with Albania's commitments under the
European Common Aviation Agreement (ECAA), has yeit been confirmed. Work is in
progress on the implementation of the first traos#l phase of the ECAA. However, there
have been delays in implementing the correctiveoagblan approved in August 2007 to
address the deficiencies identified within Albami&ivil Aviation Authority (CAA) as
regards safety oversight of the country's airliteorts are still required to strengthen the
administrative capacity of the CAA, as its new a@rgational structure has not yet been
finalised. Preparations in the field of air trang@re advancing moderately.

4.2.5. Energy

Some progress has been made as regalrdsocks The government amended the Decision
"On the maintenance and managing of the emergeahstocks"”. These stocks are now based
on 60 days' average consumption instead of on $8. #owever, mechanisms need to be put
in place to properly monitor their establishment.

Activities to improve the security @nergy supplyhave continued. Construction of the Vlora
thermal power plant is in progress. Albania hasheig 25 concession agreements for
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construction of small hydro-power plants, and ahierr 87 proposals are under evaluation.
Preparations are underway for the signature ofreession agreement for the rehabilitation
of the thermal power plant in Fier. Work started e interconnection line Elbasan—

Podgorica and on the National Dispatch centre. HeweAlbania has continued to be unable
to ensure security of electricity supplyhe country is overly dependent on hydro-electric
plants, and its own generation resources are rifitisat to meet domestic demand. Limited

interconnection capacity continues to hinder Albancapacity to import electricity.

There has been some progress in the field ofrfeenal energy market. A law on the gas
sector was adopted in June 2008e government approved the electricity market rhadd
the Energy Regulatory Authority (ERE) revised ampgraved the market rules, in order to
ensure the necessary framework for the openingtlaadunctioning of the wholesale and
retail market. As from January 2008 all non-dontestinsumers became eligible consumers
and were granted the right to choose their own lgengpin line with the requirements of the
Energy Community Treaty. However, all customersegxowmne have chosen to remain as
tariff customers in 2008. A monitoring structuresaestablished within the ERE to allow the
implementation of its market monitoring respongiig$. Most licensing and authorisation
review procedures are now in place. However, ER&dsdo increase its decision making
capacities and ensure transparency of the decisiaking process. The process of
restructuring the electricity company KESH contidu&€he Transmission System Operator is
unbundled and has drawn up its financial statemésefgislation establishing the Distribution
System Operator as an independent entity was apgrawd the process for its privatisation is
ongoing.

Electricity tariffs were increased by an averagd®f% in March in an effort to bring them
closer to cost recovery levels. Technical losseseeweduced and bill collection increased.
However, further efforts are still necessary insthareas. Large power imports continued to
impair the financial situation of KESH. The revigddtional Energy Strategy has not yet been
adopted.

There has been no progress on the implementatidheagénergy efficiencylaw of 2005.
There has been some progress in the hydroeleeciors but the development and use of
otherrenewable energysources remains at an early stage.

There has been limited progress in the fieltnadlear safety and radiation protection The
regulatory framework includes the Radiation PratectCommission and the Radiation
Protection Office as regulatory and executive bedespectively. The government approved
legislation on the import of radiological instrunte@and radioactive sources.

However, the independence and capacities of thelatyy bodies require strengthening.
Efforts need to continue to ensure compliance vEtlratom Treaty requirements and
procedures, in particular as regards the enviromah@monitoring and radiation protection in

the context of medical and industrial applicatiodania has not yet signed the Convention
on Nuclear Safety and the Joint Convention on #iet$ of Spent Fuel Management and on
the Safety of Radioactive Waste Management. Prap@ention should be given to the

prevention of illicit trafficking of nuclear andlwer radioactive materials.

Overall, preparations are advancing as regardsréfeem of the internal energy market.
However, weaknesses in the electricity sector oastito hinder economic growth and the
social development of the country. Efforts neeccdatinue on restructuring the electricity
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company KESH and stabilising its financial situatias well as on the security of electricity
supply, which are key European partnership presiti

4.2.6. Information society and media

There has been some progress in the aredecfronic communications and information
technologies The new primary legislation on electronic comneations, aimed at
transposing the 2002/2003 EU regulatory frameweritered into force in June 2008. In
December 2007 a regulation on access and intercbanavas approved and the incumbent
land line operator amended the interconnectionesgemts with the rural operators. Based on
the new primary law, a tariff methodology addregdime tariffs of the three largest operators
(fixed and mobile) at both wholesale and retaiklewas approved in June 2008. It started to
be applied on 1 September, leading to overall ftaefluctions. A third mobile telephony
operator became operational in March 2008 and ¢lecdmmunications regulatory entity
carried out a public call for expressions of ing¢ffer a fourth operator.

However, an electronic communications strategy amthted policy documents, and

secondary legislation for the implementation of tiesv law on electronic communications
have not yet been adopted. Market liberalisatioth @mpetition are still at an early stage.
Overall, there is lack of competition safeguardshsas tariff rebalancing, good reference
interconnection offers, carrier selection and medion, number portability and local loop

unbundling. The legislative amendment of 2006 al@noperators to apply for urban and
regional licences in addition to the rural and owdi licences did not have the expected
impact in 2007.

There is insufficient administrative capacity iretMinistry of Transport, Public Works and
Telecommunications and in the Agency for Electroamnd Postal Communications AEPC
(the former Telecommunications Regulatory Entityf&E). The agency needs to develop the
necessary expertise for implementing and enforttiegnew legislation. Overall, preparations
in the area of electronic communications are adwgnmoderately.

There has been some progress as regaifaisnation society services The National Agency

on Information Society (NAIS) became operationaBiptember 2007. Its main objective is
the co-ordination of all activities in the field mfformation and communications technology,
and currently it has a staff of 20. The law on gnature was adopted in February 2008.
However, the implementing legislation for the law @signature, and for data protection, as
well as legislation on e-commerce and e-documédrats,not yet been finalised. The national
strategy for information society is still in prepgon and there has been no progress as
regards legislation on conditional access. Prejmastin the area of information society
services are at an early stage.

There has been progress as regaadiovisual policy. The strategy for the transition to

digital broadcasting is being drafted in cooperatiath international bodies and the relevant
actors. The National Council of Radio and TelevisiNCRT) adopted regulations on the
licensing of digital broadcasting and on the ci@dor granting licences for terrestrial and
analogue television broadcasting at national leVéke Final Acts of the Regional Radio
Communication Conference for the planning of thgitdi terrestrial broadcasting service in
parts of regions 1 and 3 in the frequency bands2BOMHz and 470-862 MHz (RRC-06)

were ratified, as were the Final Acts of the RegldRadio Communication Conference for
the revision of the 1961 Stockholm Agreement.
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The NCRT enhanced its administrative capacity amaleased its staff. It transformed its
Complaints Council into an Ethics Council. The EthCouncil has played a positive role in
self-regulation, encouraging the drafting of a coflethics by each radio and TV operator,
with the aim of unifying these codes into a singtele. However, the NCRT's monitoring
capacity is limited by its insufficient technicasources. Overall, preparations in the field of
audiovisual policy are advancing, but work on thaidn Plan on media reform agreed with
the European Commission and the Council of Europeds to be stepped uiBefe also
political section)

4.2.7. Financial control

There has been modest progress in the ar@aloific Internal Financial Control (PIFC). A
new draft Organic Budget Law was adopted by Padianmin June 2008. It introduces
framework provisions on PIFC and its componentsamely financial management and
control (FMC), internal audit and a central harnsation function. It also includes an
undertaking to issue a separate law on FMC ancdhgpettion Law in the coming period.
Hence, the Internal Audit Law adopted in 2007 wied to be amended in order to make it
consistent with the overall PIFC legal framework.C&ntral Harmonisation Unit for FMC
was established in July 2008 as a Directorate withe Treasury. Its director and one of its
three other staff members have been appointed.

The 2005 PIFC Policy Paper and its Action Plan haot yet been updated. Managerial
accountability and subsequent development of FiahmMdanagement and Control systems
are still at an embryonic stage. Decentralisedmatieaudit units have been established in all
ministries and in some government agencies, byt ¢batinue to perform mainly inspection
and control tasks and their lines of reporting ao¢ clear. Managers' awareness of PIFC
continues to be limited.

As regardsexternal audit, the operational independence of the Supreme Aundtitution
(SAIl) has been enhanced, with the Budget Committebe Parliament having the sole right
to approve its budget. However, the SAI law isl stdt fully in line with the INTOSAI
standards and will need amending, especially aardegthe criteria for dismissal of the
Chairman and the remit and scope of audit. Theseblean limited progress in moving away
from inspection activities towards financial andsteyns-based audits. The Development
Strategy for 2009-2013 still needs to be formulatedas to strengthen the institution and its
audit performance.

Overall, preparations in the area of financial colrdire advancing slowly.
4.2.8. Statistics

There has been progresssiatistical infrastructure. The budget of the Albanian statistical
office (INSTAT) was increased, its salary scalesengpgraded and additional staff have been
recruited. Working conditions at INSTAT headquastenproved. Offices were renovated and
the IT infrastructure was upgraded. A new orgaiosal structure for INSTAT has been
prepared and provides for a reduction in the nunobeegional offices by merging district
offices at the level of prefectures. The multi-aainstatistical programme 2007 — 2011 was
adopted by the ParliamenfThe Bank of Albania and INSTAT signed a cooperatio
agreement with the view to improving monetary andaricial statistics. However,
cooperation agreements should also be signed whitr producers of statistics.
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Some progress has been madeclassifications and registers. Most major statistical
classifications are in place and comply with EUndeds. However, a classification of
statistical regions comparable to the NUTS leveldasification is not yet established. The
quality of the statistical business register steds to be improved.

Noticeable progress has been made in someséetpral statistics Concerning demographic
and social statistics, the results of the housebaliyet survey and the labour force survey
2007 have become available. The population cerssasheduled for 2011 and INSTAT has
initiated preparatory activities. However, measuegs still required in order to ensure
comprehensive registration of all demographic event

Efforts are needed to improve statistics on redidexel in order to satisfy new demands
generated by the on-going decentralisation prodedse field of regional statistics, data are
collected mainly from administrative sources andyat county level. As regards macro-
economic statistics, quarterly national accountgehaeen prepared from 2005, but further
work is needed to fully align the national accoumith ESA 95.

The coverage of business statistics has been iragramce the beginning of 2008.

Concerning agricultural statistics, the preparatadna census on agriculture has started.
However, efforts are required to ensure that afjticel statistics comply with EU standards,

and cooperation between INSTAT and the MinistnAgficulture needs to be enhanced.

Overall, there has been progress in the field afisdics. Preparations are advancing, but
further improvements are still necessary in keyagsresuch as macro-economic, regional,
business and agricultural statistics.

4.3. Justice, freedom and security
4.3.1. Visa, border, control, asylum and migration

There has been some progress with managemevisas. Preparations for a reliable civil

registry and a uniform address system are makiragiliay. Computerisation of the civil

registry data has been completed. In Septembadl,registry offices started issuing printed
certificates. In July 2008, a company was awartieccontract for production and distribution
of ID cards and biometric passports. Completiorthef civil registry and address system is
vital as a source of data for ID cards and to enadequate document security.

The EC-Albania visa facilitation agreement entardad force in January 2008. The dialogue
on visa liberalisation between the EU and Albanaswaunched and a roadmap, specifying
the measures to be taken, was presented to Allrardiane 2008. Albania delivered a first

report on implementation of the roadmap in Septerabés.

Albania operates a visa-free regime for all EU Mem®tates. It signed a visa-free agreement
with the former Yugoslav Republic of Macedonia iebFuary 2008. Currently, the positive
and negative lists are not fully harmonised witle tBU visa list, but preparations are
underway.

The Law on Foreigners, adopted in July 2008, inetuamended rules for issuing visas at the
border. For residence permits of over three morathgsa will also be required when the law
enters into force in December 2008. For now, visased at the border are limited either to
humanitarian reasons or to tourist visas mainlyLfmin American countries which are on the
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EU positive list. Initial steps have been takesd¢bup a national visa centre. Overall, Albania
has continued to make moderate progress on visagearent.

Albania has made progress in the fieldbofrder control. The new Law on State Border
Control was approved in January 2008. The Albar8smie Police (ASP) has prepared a
progress report on implementation of the Natiomaédrated Border Management (IBM)
Strategy and the associated Action Plan. Implenientaf the IBM objectives for 2008 is
ongoing and advancing moderately, particularly egards IT aspects of border crossing
points and infrastructure. However, despite impnogets, further investments are required to
improve the infrastructure at border crossing mi(BCP). 15 of the 26 border crossing
points have been linked electronically via the Tatéormation Management System (TIMS)
and equipped with the relevant facilities. Severalss-border meetings were held between
the border police of Albania and the former YugedRepublic of Macedonia, Greece and
Montenegro. Local border police officers coopenait their counterparts across the border.
Staffing levels in the border police force remaivl The existing bilateral agreements on
police cooperation provide a sound legal basisfoss-border cooperation. However, cross-
border cooperation needs further improvement asttutionalisation. Negotiations to set up
a working arrangement with FRONTEX have started.

Construction of the Murrigan joint border crossipgint (JBCP) with Montenegro was
launched in May 2008. Construction of a joint BCRhvthe former Yugoslav Republic of
Macedonia has started at Xhepisht Trebishtit.

Specialised training has been given to 446 midiranknd senior border guards. A broader
longer-term training policy, aiming at building @ity to detect falsified documents, illegal
migrants or victims of trafficking, has yet to eglemented.

The Law on the Coast Guard, adopted in 2007, irduseparation of tasks between the
border police and the coast guard and is beingamehted, albeit slowly. Civilian command

of the coast guard, in line with Ohrid commitmenmssstill pending. A joint operations centre

to coordinate sea operations has not yet beenlisbiath The administrative and operational
capacity of the coast guard remains weak. Equipnenpatrol the blue border needs

upgrading. Specialised training and closer cootthnabetween the border police and

customs authorities are needed.

Overall, Albania continues partially to meet itgeatives in the field of border control, but
the human resources remain insufficient to carttloese tasks efficiently.

There is limited progress to report asylum issues. An efficient asylum system is not in
place. The review of the legal framework for appmetion to EU Standards has not been
completed. Since January 2008, eight persons leaneested asylum in Albania. One of them
has been granted temporary asylum on humanitaramgs.

Financial and human resources at the DepartmenCitzenship and Refugees are not
sufficient to fulfil the obligations under the 19&8bnvention relating to the status of refugees,
particularly for implementation of the pre-screanisystem. Coordination with the border
police is weak. Asylum procedures at reception resnare not applied in a standardised
manner. The infrastructure needs upgrading.

A more effective data management system for asydund migration is required; more
resources need to be provided to establish a ntigesgistry and for mapping Albanian

5 EN



EN

migrants abroad. The Total Information Managemsesten (TIMS) introduced at 15 border
crossing points needs to be turned into an effedtwl for data collection and management.

Overall, Albania continues partially to meet itsgeets in the field of asylum.

Some progress can be reported in the areaigration. In May 2008, the Ministry of Labour
and Social Affairs (MLSA) established a Coordinaticand Monitoring Plan for
implementation of the National Strategy on Migratiincluding the associated Action Plan.
The Ministry is actively coordinating implementatiof the strategy, but the inter-ministerial
coordination mechanism has not been establishedPyeparations for implementation of the
migration strategy are proceeding, albeit slowly.

Seasonal peaks of illegal migration remain probl@naspecially on the border between
Albania and Greece, owing to the high demand fasaeal agricultural work. This border is
the most critical entrance point for illegal immagts to the EU from Albania. In the first
eight months of 2008, a total of 9,382 persons vapr@ehended at the border, up from 5,955
for the whole of 2007. Although no cases of illegagrants across blue borders have been
reported, there is still a need to strengthen bosigveillance by providing adequate
infrastructure.

Detection of illegal migration has improved duethe enhanced detection capability of the
border police. Figures for the first half of 200Bow higher refusal rates for entry into
Albania. Detection of falsified foreign passpontsthe first half of 2008 already equals the
total figure reported in 2007.

The Department for Border Police and Migration ggmading reception and processing
facilities for illegal migrants at several of theam border crossing points. However, facilities
overall are poor. Cooperation with neighbouring rdaes on illegal migration needs to be
enhanced.

In January 2008, new regional directorates werabéshed within the border and migration
police. The border police consists of eight regiaheectorates and 34 border police stations,
12 of which serve as readmission points. A Returd Readmission Unit was established
within the Department for Border Police and Migoati However, human resource allocations
remain inadequate, especially during peak seasoih@als.

Albania signed protocols implementing the EC-Allzareadmission agreement with Austria
and the Benelux countries and draft protocols waheece and the Czech Republic.
Negotiations are underway for renewing the readomsprotocol with Italy and for signing
protocols with France, Slovenia and Slovakia. Bomed migration police staff cuts could
limit Albania's capacity to meet its obligationsden the readmission agreement.

Albania has signed readmission agreements witht@raad the former Yugoslav Republic
of Macedonia. The provisions in the EC-Albania me@ion agreement concerning
readmission of third-country nationals entered fioi@e in May 2008. The other parts of the
agreement had entered into force on 1 May 2006.l05ed reception centre is under
construction, but accommodation of third-countrjioraals remains inadequate.

Overall, illegal migration remains a significantoptem, especially at the Albanian—Greek
green border. Albania continues partially to meetargets in the field of migration.
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4.3.2. Money laundering

Limited progress has been made in the fight aganstey laundering which continues to
be a major problem. Albania's economy, particul#nly private sector, remains largely cash-
based. In terms of mechanisms to control cashdciosis, there is no strategy in place.

The Law on money laundering and financing of tesrarwas adopted in May 2008, but by-
laws to implement it are pending. In 2008, sevesglulations were adopted on the handling
of confiscated assets. Training courses were osgdror banks and notaries. Thresholds for
reporting of transactions were lowered and are movine with international standards.
Although the law incorporates international instamts, such as the MoneyVal
recommendations, it is still not fully aligned wittre acquis Better definition of concepts and
implementation guidelines are needed.

A national strategy to prevent and fight againsheylaundering and financing of terrorism
has not yet been adopted.

The General-Directorate for the Prevention of Monheyndering, (Financial Intelligence
Unit - FIU), under the Ministry of Finance, is resible for collection, analysis and
dissemination of financial intelligence. Premisesd aequipment levels have improved.
However, the FIU's capacity remains limited. Stafhover remains a concern. Coordination
and cooperation with the Prosecutor's Office resianoblematic.

A new office to combat money laundering, within t8&ate police, became operational in
January 2008. However, the link between crimin&tliigence and investigations remains
weak. The lack of coordination between the judiciand the police also results in
unprocessed intelligence, which is subsequently. [dbbe investigative and enforcement
capacity of the police and the Prosecutor Generahim weak.

Under the Prosecutor General, a task force has ésablished. The Joint Investigation Unit
for the Fight against Economic Crime and Corrupfidit)) is now operational. However, the
administrative capacity of the JIU requires furtegengthening.

Progress can be reported as regards unregisterezhcy exchanges. The Bank of Albania
approved new regulations on licensing and supenvigif foreign exchange offices. The
number of officially licensed foreign exchange offs increased significantly. Controls at
border crossing points have also been tightened up.

Overall, preparations in the fight against monemntiering are at an early stage.
4.3.3. Drugs

There has been limited progress in the fight againsgs, but drug trafficking remains a
serious concern.

A National Strategy against Drugs for the perio@22010 is in place, but implementation is
hampered by the scant human and financial resoalt@sated. The administrative capacity
to implement the strategy needs to be further dpesl.

Some progress can be reported in the form of theature, in November 2007, of Joint
Orders on the prevention of drug use in schools @amdersities and on the handling of
narcotics. The Ministry of the Interior's order g the cultivation of narcotics entered into
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force in early 2008. The authorities initiated so?@00 drug-related prosecutions in 2007.
To date, there has been no coherent and valicegyrdbor drug demand reduction and the
availability of the services provided - includirrgatment and prevention - remains limited.

Drug-related prosecutions have increased. Largauate®f cocaine and cannabis have been
confiscated. By contrast, seizures of heroin atiéocrossing points have fallen by roughly
50%.

The government continues to make use of joint caumarcotic task forces, which include
representatives of the Ministry of the Interior thorder police, the tax police, the road police
and the customs authorities. Inter-agency coomerahas improved and international
cooperation in the field of counter-narcotics conéd. Additional emphasis should be placed
on the training of counter-narcotics personnel.

In 2008, a new central storage facility for seidedgs and a new centre for the destruction of
drugs were built. However, the procedures for stpranalysing and destroying seized drugs
lack transparency.

On the production side, an action plan to fightigation of narcotic plants was approved in
March 2008. Over the reporting period, cultivatiohcannabis has been further reduced.
However, Albania remains a source country for camarhere is no government crop-
substitution programme.

Overall, Albania is making moderate progress infitjet against drugs.
4.3.4. Police

There has been continued progress in managemehe dbtatepolice, with the entry into
force in 2008 of the new State Police Law. Otheraarin which progress has been made
include border and port security, training reforassd establishment of border control
information systems, such as databases and passparfingerprint control IT systems.
However, unclear lines of responsibility and poocauntability among the relevant bodies
remain causes for concern.

The Albanian State Police Law is having a positeféect on the behaviour of police
managers, on recruitment and on career structoresfficers. The internal control structures
are being developed. However, staffing levels atAtbanian State Police (ASP) are not yet
stabilised. The transfer of police officers on thasis of experience and qualifications,
completed in June 2008, highlighted skills gapsti@darly in specialist departments. In
addition, the practice of removing previously texdnand competent staff from their posts is
adversely affecting the police. Another problem timt staff who have failed basic
competence tests are retained within the Stategttining programme for up to three years.
The overall management of police human resourcstdlisinsatisfactory.

In April 2008, a cooperation agreement was signedvéen the State police and the General
Prosecutor (GP) to define responsibilities with #im of reducing any potential overlap
during investigations. Despite a pilot scheme ahdardised case reporting forms, there has
been little progress in establishing police cag®mming systems. Investigative capacity, both
in the police force and at the General Prosecutdfise, remains weak. It is hampered by
lack of cooperation and parallel investigative stines inside the GP's office.

8 EN



EN

More efforts are needed to develop reliable crita¢istics. Many crimes go unreported and
the low level of recorded offences remains unexgidi

Albania has started implementing the strategic ergent with Europol which entered into
force in May 2007. This provides for closer coopieraand better exchange of information.
Europol and Albania are also working on conclusminan operational agreement for
exchanges of personal data. Albania ratified theitts&ast Europe Police Cooperation
Convention, which entered into force in 2007. Impdmtation of the community policing
strategy has started.

Overall, preparations concerning policing are cuonhg to advance, but structural
improvements need to be followed by operationalltes

4.3.5. Fighting organised crime and terrorism

Limited progress can be reported in the fight agfaorganised crime which is a key
European Partnership priority. The national stnatieg fighting organised crime was adopted
in July 2008, but remains to be implemented. Omgghicrime continues to be a serious
problem in Albania.

Difficulties in cooperation between police and mmstors continued to hamper the fight
against organised crime. Although cooperation betwerganisations has improved at high
levels, at operational level it is still problentatihe standardisation of case reporting will be
the key to progress here.

At present, there is a lack of capacity to engagenger-term operations aimed at the higher
echelons of organised crime. This problem is exsmted by the lack of capacity for
intelligence-led policing, which hampers such opers. There are no manuals for
prosecutors giving guidance on investigations. &iMay 2008, police officers working
within the judicial police units of the ProsecusoOffice have returned to the ASP. This
should help to improve cooperation and reduce amylaps. However, investigative capacity
within the police and the General Prosecutor'sag@ffemains weak.

Cooperation between Interpol Tirana and other ctesithas continued, particularly at
borders with Greece. The number of wanted Albanibas have been traced and returned to
Albania has increased. In the first half of 2008, étraditions to Albania took place. As a
result of international cooperation, several criahiorganisations operating abroad have been
dismantled and gang leaders arrested.

The national action plan against the traffickingstdlen vehicles was adopted in April 2008.
Implementation is underway. However, coordinati@iween the various law enforcement
bodies remains an issue.

Regarding police use of criminal intelligence dass#s, the MEMEX information servers are
still located at the Ministry of the Interior (Mo&nd not at police headquarters. Improvements
in the way in which the State police gathers aresustelligence are critical in order to reap
the full benefits of the MEMEX technology.

There has been some progress in the fight agasféicking in human beings. However
much remains to be done, particularly in the areaictim protection and identification.
Albania continues to be a source country for hurmafiicking, particularly of women and
girls for sexual exploitation. Children are alsafficked for begging and other forms of child
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labour. Approximately half of all Albanian trafficlg victims are under the age of 18.
Internal sex trafficking of women and children is the rise, particularly from the Roma
minority.

The Criminal Code was amended in February 2008&remgthen the legal framework for
criminal prosecution of trafficking in human beingsdatabase on victims of trafficking has
been installed at the Department for Border Paiog Migration, but is not yet operational.

The Office of the National Anti-Trafficking Coordator (ONAC) coordinated the

consultation process leading to the adoption, ip 4008, of the National Strategy to Combat
Human Trafficking and the National Action Plan #008-2010. The strategy for protection
of child victims of trafficking was also adopted.oWever, much remains to be done,
particularly in terms of victim protection. More lg@al will and better coordination are

needed for the implementation of the anti- traffickstrategy, particularly regarding victim

protection.

The ONAC held meetings with neighbouring countte®nhance regional cooperation. An
additional protocol was signed with the former Ysige Republic of Macedonia in 2008
which includes referral and assisted return ofiwist Agreements have been signed with
Montenegro, the former Yugoslav Republic of Macedoand Kosovo on exchanges of
information regarding cross-border criminal actest

However, the lack of reliable statistics and of raper capacity for identifying victims is
hampering progress. Coordination between NGOs awdehforcement bodies needs to be
improved. Coordination and cooperation among tlventty established structures at central
and local levels (responsible authority and rediamdi-trafficking committees) is still weak.
The national referral mechanisms are not yet operat there is no nationwide coverage
(especially in remote areas) and no alternativeteptimn and assistance for victims of
trafficking. Training for law enforcement officialgithin the anti-trafficking sector should be
enhanced.

Albania is only partially meeting its objectives the fight against trafficking in human
beings.

In the fight against terrorism, Albania has continued to make headwdafie Council of
Europe Convention on the prevention of terrorisns watified in 2005. Strategies, action
plans and operational responses to the threatrofriem in Albania are under preparation. A
National Counter-Terrorism Strategy is being diftecluding the police, intelligence and
security services together with a number of othi@keholders. The capacity and integration
of the various institutions involved has continaedmprove.

Overall, in the fight against organised crime, All@ais continuing to make moderate
progress. Albania is only partially meeting its edijves in the fight against trafficking in
human beings. Preparations for a more efficienntardterrorism framework are still at the
early stages.

4.3.6. Protection of personal data

There has been progress in the area of protectiparseonal data. The new Law on protection
of personal data entered into force in April 2008September 2008, the Commissioner for
Data Protection was appointed by parliament andstnecture for the independent data
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protection supervisory authority was agreed. OVigpatparations in the field of protection of
personal data are advancing.
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STATISTICAL ANNEX

STATISTICAL DATA (as of 29 September 2008)

Albania
Basic data Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Population (thousand) 1) 3354 3373 3 058 3063 3084 3103 3120 3135 3149 3153
Total area of the country (km?) 28750 | 28750 | 28750 | 28750 | 28750 | 28750 | 28 750 | 28 750 | 28 750 | 28 750
National accounts Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross domestic product (GDP) (million national currency) 409 209 | 471 578 | 523 043 | 583 369 | 622 711 | 694 098 | 750 785 | 814 797 | 891 000 ;
GDP (million euro) 2419 3209 3945 4541 4 705 5048 5881 6 561 7 239
GDP (euro per capita) 721 951 1290 1482 1525 1627 1885 2093 2299
GDP (in Purchasing Power Standards (PPS) per capita) ; : : : : : : : :
Sl: GDP (in PPS per capita, EU-25=100) : : : : : : : : :
Sl: Growth rate of GDP (national currency, at constant prices, % change on previous year) 9.0 13.5 6.7 7.9 4.2 5.8 5.7 5.8p 5.5p
Sl: Employment growth (national accounts, % change on previous year) : : : : : : : : :
Labour productivity growth: GDP growth per person employed (% change on previous year)
Sl: Unit labour cost growth (national accounts, % change on previous year)
Sl: Labour productivity (GDP in PPS per person employed, EU-25=100)
Gross value added by main sectors (%)

Agriculture 28.8 25.8 25.5 23.6 23.4 23.5 22.3 20.7p

Industry 7.4 7.3 7.8 7.3 6.9 8.7 10.0 9.7p

Construction 5.0 6.0 8.3 10.4 12.0 13.7 13.9 14.3p

Services 58.8 60.9 58.5 58.6 57.6 54.0 53.8 55.3p
Final consumption expenditure, as a share of GDP (%) 102.4 92.7 86.0 80.9 86.0 86.1 89.2 87.0p

Households and NPISH, as a share of GDP (%) 92.2 82.7 76.6 70.5 74.8 75.2 78.2 76.2p

General government, as a share of GDP (%) 10.3 10.0 9.5 10.4 11.2 10.9 11.0 10.8p
Gross fixed capital formation, as a share of GDP (%) 21.0 23.0 31.7 38.4 37.9 40.5 37.2 36.3p
Changes in inventories, as a share of GDP (%) 0.3 0.7 24 1.3 0.8 -1.8 -4.0 1.2p
Exports of goods and services, relative to GDP (%) 10.8 15.8 17.9 18.4 19.6 20.4 22.0 22.8p
Imports of goods and services, relative to GDP (%) 34.6 32.2 38.1 39.0 44.3 45.1 44.4 47.3p
Industry Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

[ Industrial production volume index (2000=100) : : : : : : : : : :
Inflation rate Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
[ SI: Consumer price index (CPI), (total, % change on previous year) 8.7 -1.0 4.2 3.5 1.7 3.3 2.2 2.0 2.5 3.1

Balance of payments Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Balance of payments: current account total (million euro) -61 -129 -185 -316 -444 -350 -340 -589 -471 -832p
Balance of payments current account: trade balance (million euro) -537 -626 -897 -1149 | -1218 | -1177 | -1277 | -1477 | -1658 | -2104p
Balance of payments current account: exports of goods (million euro) 185 258 277 340 348 395 486 530 631 786p
Balance of payments current account: imports of goods (million euro) 722 884 1174 1489 1567 1572 1762 2 007 2290 2 890p
Balance of payments current account: net services (million euro) -38 96 12 100 -8 -72 -41 -140 -32 13p
Balance of payments current account: net income (million euro) 69 71 115 150 116 132 138 131 209 217p
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Balance of payments current account: net current transfers (million euro) 445 330 586 583 667 767 839 897 1011 1043p

of which government transfers (million euro) 73 156 105 31 41 53 61 61 43 60p
Foreign Direct Investment (FDI) in the reporting economy (million euro) 40 39 157 231 141 157 267 209 250 466p
Public finance Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
General government deficit/surplus, relative to GDP (%) -11.8 -9.0 -7.6 -6.9 -6.1 -4.9 -5.1f -3.4 -3.3 :
Sl: General government debt, relative to GDP (%) 53.5 53.7 60.2 58.5 63.9 61.5 58.3 55.3 59.7
Financial indicators Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross foreign debt of the whole economy, relative to GDP (%) 17.0 16.1 17.0 17.2 22.1 21.1 19.0 16.6 16.9 :
Gross foreign debt of the whole economy, relative to total exports (%) 2) 156.3 101.6 94.9 93.1 112.5 103.5 86.5 73.0 : :
Money supply: M1 (banknotes, coins, overnight deposits, million euro) 496 701 936 1113 1154 1053 1354 1833 2011 1994
Money supply: M2 (M1 plus deposits with maturity up to two years, million euro) 1180 1631 1995 2 376 2 453 2542 3 066 3431 3882 4 068
Money supply: M3 (M2 plus marketable instruments, million euro) 1418 1993 2 475 3069 3148 3261 3973 4654 5478 6 157
Total credit by monetary financial institutions to residents (consolidated) (million euro) 105 135 175 217 292 369 548 982 1554 2 326
Interest rates: day-to-day money rate, per annum (%) : : : : : : : : : :
Lending interest rate (one year), per annum (%) 3) 25.0 25.8 24.0 11.9 16.0 10.5 13.7 12.2 11.2 13.6
Deposit interest rate (one year), per annum (%) 4) 16.5 9.1 8.0 7.8 9.3 7.6 6.0 5.6 5.5 6.3
euro exchange rates: average of period - 1 euro = ... national currency 169.164 | 146.960 | 132.580 | 128.470 | 132.360 | 137.510 | 127.670 | 124.190 | 123.080 | 123.630
Effective exchange rate index (2000=100) ; : : : : : : : : :
Value of reserve assets (including gold) (million euro) 573 488 697 853 902 908 1103 1144 1429 1564
External trade Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Trade balance: all goods, all partners (million euro) -565 -754 -896 -1145 | -1259 | -1252 | -1344 | -1212 ; :
Value of exports: all goods, all partners (million euro) 185 329 283 340 331 395 479 906 :
Value of imports: all goods, all partners (million euro) 750 1083 1179 1486 1590 1648 1823 2118 : :
Terms of trade (export price index / import price index, %change to the previous year) 5.4 11.0 -6.1 1.3 -1.5 -1.7 0.8 -18.9 25.3 -2.5
Share of exports to EU-27 countries in value of total exports (%) 94.2 95.6 93.2 91.3 92.6 93.8 90.9 93.2 : :
Share of imports from EU-27 countries in value of total imports (%) 88.0 82.8 80.7 80.3 77.0 74.3 70.5 67.2
Demography Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Natural growth rate: natural change (births minus deaths) (per 1000 inhabitants) 1) 12.5 12.8 11.4 12.5 9.5 9.3 8.1 7.2 5.5 5.9
Net migration rate: immigrants minus emigrants (per 1000 inhabitants) -6.8 -110.8 -9.8 -5.7 -3.4 -3.9 -3.1 -2.6 -4.4 -0.4
Infant mortality rate: deaths of children under one year of age per 1000 live births 15.0 12.2 13.8 10.8 10.2 8.4 7.8 7.6 7.4 5.6
Life expectancy at birth: male (years) : 71.7 72.1 72.1 72.1 72.1 72.1 72.1 73.9 :
Life expectancy at birth: female (years) 76.4 78.6u 77.5 77.9 78.6 78.6 78.6 78.0
Labour market Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Economic activity rate (15-64): share of population aged 15-64 that is economically active (%) 5) ; 68.3 66.2 62.3b 61.8 60.1 58.8 57.8 53.7 :
Sl: Employment rate (15-64): share of population aged 15-64 that is in employment (%) 5) 55.7 55.0 52.1b 52.1 51.1 50.3 49.7 48.7

Share of male population aged 15-64 that is in employment (%) 5) 69.0 66.0 64.0b 63.9 62.6 61.2 60.0 58.8

Share of female population aged 15-64 that is in employment (%) 5) 42.3 44.1 39.6b 39.7 39.1 38.9 38.8 38.1
Sl: Employment rate of older workers (55-64): share of population aged 55-64 that is in
employment (%)

Employment by main sectors (%)
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Agriculture 70.8 72.1 71.8 57.7b 57.7 58.2 58.5 58.5 58.0

Industry 7.7 7.7 54 6.0b 7.6 7.2 8.1 7.9 8.0

Construction 1.0 1.0 1.2 6.1b 6.1 6.0 55 55 5.7

Services 20.5 19.2 215 28.5b 28.6 28.5 27.9 28.1 28.3
Sl: Unemployment rate: share of labour force that is unemployed (%) 5) : 18.4 16.8 16.4 15.8 15.0 14.4 14.1 13.8

Share of male labour force that is unemployed (%) 5) : 16.4 14.9 14.2 13.6 12.9 124 12.1 11.8

Share of female labour force that is unemployed (%) 5) ; 21.4 19.3 19.9 19.1 18.2 175 17.2 16.8
Unemployment rate of persons < 25 years: share of labour force aged <25 that is unemployed 26.8

(%)

Sl: Long-term unemployment rate: share of labour force that is long-term unemployed (%)

Social cohesion Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Average nominal monthly wages and salaries (national currency) ; : : : : : : : : :

Index of real wages and salaries (index of nominal wages and salaries divided by the CPI)
(2000=100)

Sl: Early school-leavers: share of population aged 18-24 having not completed upper
secondary education and not currently in education or training (%)

Standard of living Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Number of passenger cars per 1000 population 27.1 27.3 374 43.6 48.2 56.4 60.9 62.2 714 :
Number of subscriptions to cellular mobile telephone services per 1000 population : : : 120.8 259.4 370.6 403.6 488.0 561.7
Infrastructure Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Density of railway network (lines in operation, per 1000 km?2) : : 13.9 14.3 15.0 15.0 15.1 15.0 155 :
Length of motorways (thousand km) ; : : : : 0.0 0.0 0.0 0.0
Innovation and research Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Sl: Spending on human resources (public expenditure on education) relative to GDP (%) 3.2 3.3 3.1 3.3 3.0 3.1 3.2 3.2 3.1 3.2
Sl: Gross domestic expenditure on research & development, relative to GDP (%) : : : : : : : : : :
Sl: Percentage of households who have Internet access at home (%)
Environment Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Sl: Total greenhouse gases emissions, CO2 equivalent (tons, 1990=100) : : : : : : : : : :
Sl: Energy intensity of the economy (kg of oil equivalent per 1000 euro GDP 2004) 510.2 427.4 394.4 383.1 353.9 369.2 383.9
Sl: Share of renewable energy in electricity consumption (%) ; : : : : : :
Sl: Road freight transport as a share of total inland freight transport (modal split of freight
transport) (%)
Energy Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Primary production of all energy products (thousand TOE) 1345 1113 987 933 896 1012 1178 : : :
Primary production of crude oil (thousand TOE) 365 323 314 335 308 359 443 : : 281
Primary production of hard coal and lignite (thousand TOE) 49 33 20 15 5 19 19 0 0 ;
Primary production of natural gas (thousand TOE) 17 14 12 8 8 12 9 11 11 10
Net imports of all energy products (thousand TOE) 626 761 858 1001 965 1043 1080 : : :
Gross inland energy consumption (thousand TOE) 1971 1874 1845 1934 1861 2 055 2 258
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| Electricity generation (thousand GWh) | 51 5.4 4.7 3.7 3.2 4.9 5.5 5.5 5.6 3.0 |
Agriculture Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
ﬁgélrczu]!tou(;’?l production volume index of goods and services (producer prices, previous 102.9 105.1 101.2
Total utilised agricultural area (thousand hectare) 1144 1144 1144 1139 1140 1121 1122 1077 1120
Livestock: cattle (thousand heads, end of period) 705 720 728 708 690 684 654 655 634e
Livestock: pigs (thousand heads, end of period) 83 99 103 106 114 132 143 147 152e
Livestock: sheep and goats (thousand heads, end of period) 2923 3061 3045 2933 2773 2919 2739 2701 2770e
Production and utilisation of milk on the farm (total whole milk, thousand tonnes) 861 907 948 984 1010 1060 1064 1076 1102e
Crop production: cereals (including rice) (thousand tonnes, harvested production) 603 498 566 503 519 489 499 511 508
Crop production: sugar beet (thousand tonnes, harvested production) 56 40 42 39 39 50 40e 40e :
Crop production: vegetables (thousand tonnes, harvested production) 605 610 620 677 669 675 678 685 688
SI: Structural Indicator
e : estimate
f : forecast
p : provisional
b : break in serie
1. Source: Eurostat. Break in series in 2000.
2. Debt Outstanding Disbursed (DOD) cumulative stock covering external public debt and external publicly guaranteed debt, but excluding IMF credits. Total exports are calculated according to the
national accounts concepts.
3. Average weighted rate applied on new 12-month loans over the respective months, on 12-month maturity.
4. Deposit interest rate represents the average weighted rate for newly accepted deposits over the respective months, on 12-month maturity.
5. Administrative data; unemployment refers to registered unemployment.
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