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Executive Summary ) @B )
- uropean an!

for uction and Devel

NorthMa c e d ocomnatidestto and applicationof the political principlesstated in Article1 of the AgreementEstablishingthe Bank were seriously
challengedfor most part of the period since the adoption of the previous CountryStrategy,as the country withessed dramatic deterioration in the
state of democracydue to what relevant EUreports qualifiedasa o st aa gt lyithe léadership of the then governingpolitical party. The most
severepolitical crisis in North Macedoniasince the armed conflict of 2001 adverselyaffected the economyand hamperedE B R Dbpesationsin the
country. Its resolution, which culminated in changein governmentin spring2017 to a new pro-reform coalition, led by the previouslymain opposition
political party, stands to mark an auspicious turning point, with improvementsin the area of the rule of law, restoring checks and balancesin the
political systemand a comprehensiveeconomicreformagendaat the core of the programme Prospectsfor the accelerationof integrationinto Euro-
Atlantic institutions, particularly EUapproximation, after the decision of the EuropeanCouncilto set out the path towards opening EUaccession
negotiationsin June2019, continue to serve as a key structural reform anchor and a stabilising factor. The recent breakthroughin normalisation of
relations with neighbouringGreeceand improvedrelationswith other regionalneighboursare conduciveto increasedinvestorconfidence

Standingat this historic crossroad, muchwill dependon the actual scopeand pace of reform efforts to lift the country on a sustainableand inclusive
growth path. While the economybenefits from comparativelylow state ownership,a reasonably diversified economyand a conducive regulatory
framework for doing business, enforcement is generally weak and corruption and a sizable informal economy remain prevailing obstacles to
developingthe ¢ o u n fulf ecdnamic potential. Pressingreforms will need to create an environmentin which the private sector can thrive beyond
the small domestic market and create employmentopportunities for the ¢ o u n tyautl. dransitiongaps are particularly acute in competitiveness
(with an economycharacterisedby unevenapplicationof rules and regulation, high informality, and weak corporate management),integration (with
slow implementation of transport and energy infrastructure projects as well as inadequate levels of institutional arrangements for trade and
investmentat a regionallevel), and green(with high energyintensity, increasingvulnerabilityto climate change,and other resourceinefficiencies).

The EBRDis well positionedto help strengthenprivate sector performancein the country, supporthard and soft infrastructure, and acceleratereform
efforts for quality employmentand greenergrowththroughtailored policy and financial instruments. The Bank will continue to focus on its traditional
forte of helpingto deliveron the ¢ o u n infragticsure agenda and raising standards in the private sector while equally exploringnew anglesto
advancethe ¢ o u n transitiorsto a knowledgedriven economy,such as promoting employabilityof youth, stimulating financing innovation in the
context of capital market developmentas well as supporting digitisation and promoting ICTFrelated skills. Throughout,regional integration will serve
as a lodestar to guide the B a n kn@iestment and policy activities, and special emphasis will be placed on exploring synergieswith the B a n k
activities in neighbouring economies Continued strategic partnership with the EU and donor support in the form of technical assistance and
investment grants that can be blended with E B R Dpfioduct range will be key factor for the Bank to deliver on the following strategic priorities in
NorthMacedoniain 2019-2024 :

A SupportCompetitivenessby Enhancing Value Chaing)pskilingthe Workforce,and StrengtheningGovernance;
A strengthen Regionalntegration, Soft Connectivityand SupportEUApproximation;
A SupportGreenEconomy Transitiothrough a More Sustainable Energy Mix and Greater ResouEdéiciency.
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North Macedonia - EBRD Snapshot
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EBRD Investment Activities in North Macedoniar(d-Dec 2018)

Portfolio 0781m
Equity share 1.4%
Private Sharé 32%

ABI and Operations

Active projects 46
Operating assets 0277m
Netcum. investment 01845m

P ortfolioComposition

North Macedonia Context Figures
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1 Cunulative Bank Investment: 5 year rolling basis on portfolio.

2 Cf. EBRD Transition Report 2018-2019. 3World Bank WDI. * International Labour Organisation. 51 E ABMES alfas.

Population (milliony 2.1

GDP per capitaPPP, currentint. USB) 15,290
68th

(out of
137)

GlobalCompetitiveness Index (WEF)

Unemployment (%lLO est.}

For comparison Albania (13.8), BIH (25.6)
Montenegro (16.0), Serbia (14.1)

22.4

Youthunemployment (%]LO est.}

For comparison Albania (30.0), BIH (55.4)
Montenegro (33.1), Serbia (32.8)
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1. Implementation of Previous Engagement (2013-2013)

1.1. Key TransitiorResults Achieved during Previous Engagement Period

0

European Bank

uction and Devel

for R

Strategic Alignmen2013-2018

Annual Business Investment (ABI)

Priorityl: 14 %
34 projects)
iority 2: 7%
(11 projects)
€716m
Priority 3: 79%
(25 projects)
GET share:
6%

Strategic Alignment 20132017

Technical Assistance and Investment Grants

Transition Impact Performance*

Active mature portfolio

Partially ontrack

Priority1: (19%, 3 projects)
10 %
Priority 2:
16%
€101lm
On-track
(81%, 13 project)
Priority 3: 74% ETI: 59
PTI: 66

Priority 1: Enhancing competitiveness and facilitating private investment in corporate and municipal sector

Results Since
Framework 2018 2013 A
Indicators

A
# of ASB clients
reporting
increased %3 190 A
productivity

A
Vol.growth of
MSME loan
portfolio of +48%  -20%
partner banks
utilising Bankds
finance

Contributedto greater integration in global value chains though FDIsupport: invested 85m in companiesin the automotive
(Draexlmaier Group), agribusiness (Sutas Group), mining (EuromaxResources),and Property & Tourism (Skopje City Mall)
sectors.

Despite market overiquidity managedto tailor SME products to facilitated accessto finance: disbursed 60m credit lines,
through blended funding (loan, grants, technical assistance to help prepare bankable projects) and overseeing project
implementation. Provided075m Trade Facilitation credit lines through 3 major commercial banks. Financed directly four
SMESs(G013m),but demand, includingunderWiBcredit lines, for EBRDloansremainsmodest due to excessliquidity.
Improved SME capacitiesthrough a total of 392 advisory projects, 124 of which were with women entrepreneurs under the
Blue Ribbon Programmeprovided advisory support to Makprogres,a confectionary producer, and Aktiva a supplier of metal
fabricated parts.

Introducednew financial instruments to the local capital market : (i) in 2014 launchedthe G110m EnterpriseExpansionFund
(ENEF)dedicated to SMEsin the Westem Balkans, (ii) provided TAto revise factoring legislation accordingto EUnorms and
procedures, (iii) provided funding and TAto the Macedonian Stock Exchangeas part of the SEElink to unify several stock
exchangesin the region:

The Bank did not reach its full potential in engagingwith municipalities, largely as a result of their borrowingrestrictions and
availability of cheaper sovereignfundingfrom other IFIs

* Transition impact performance reflects how likely projects are to achieve the transition impact that was expected of themat signing. Calculated based on active mature portfolio (older than two years).
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1. Implementation of Previous Engagement (2013-2018) @

1.1. Key TransitiorResults Achieved during Previous Engagement Period
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Priority2: Promoting energy efficiency and sustainable energy

Green Economy Transition

Key Transition Results
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Improved energy efficiency & green technologies across sectors throughcredit lines: (i) a dedicated and highly successful
SMEprogrammeunder the RegionalEnergyEfficiencyProgrammefor the Western Balkans(REEPWBith 09m signedwith
3 commercialbanks, (i) 3 GEFFereditlines (15m)targetingthe residentialsector.

Improved energy grid efficiency by providing a (25m loan to the nationa electricity transmission company (MEPSO)to
rehabilitate existingsubstations Thiswasthe first nonsovereignguaranteeloantoa public energycompanyin the WesternBalkans
Promoted ESCOs developed a standardized template of an ESCOagreement across Westem Balkan CoOsthat can be
utilised by private sectorand municipalities. Smallnumberof ESCQompaniesunderminedfurther progress
Supportedenergyefficiencylegislation,including drafting of the energyefficiencylaw in compliancewith EUdirective,
Significantlycontributed to developmentof renewable energy

Extendeda (14.1m loanto AktuelEnergyGroupto commissiona SmallHydroP owerPlantwith 3MWhcapacity

Drafted secondarylegislationand supportingimplementation of competitivetender for solar and windprojects.
DevelopingFeasibilityStudyfor new SmallHydro PowerPlants(smallHPP9 tendersandnewPPPtenders.
Supportedlaunch of private sector renewable programme by (i) providing technical support to the Market Operator of
North Macedonia (MEPSO)to review the Power Purchase Agreement (PPA),and (ii) assisting local authorities in the
finalisation of a market standard PP Afor renewable energyprojects.

< << <

Priority3: Advancing Regional Integration

SEE Transport Corridors

A

Key Transition Results

BankleadsasIFlin terms of its investmentsin keytransport and energyprojects:

V  Provided(270m sovereignguarantedloans to Public Enterprise for State Roads (PESR)or the construction of the CorridorVlliroad
section Kriva Palankat Bulgarianborder and for the operation and maintenanceof the natonal and regionalroad network connecting
regonaleconomiccentresand strategicinternational border crossingsin Albania,Bulgaria,Greece Kosovo,and Serbia Providedfunding
to finance a Digital ArchivingSy stemto supportElectronicProcurementsfor PESR

V  Extendeda 0145m sovereignloan (one-fourth of total project cost) to the Public Enterprise for RailwaysiInfrastructure of North
Macedonia (PER) to moderniseand upgrade 2 phase of the Easternpartof the TransEuropeanRail Corridor VIll Mobilized EUR69m
investmentgrantfor the phasel viaWBIFE

V Signeda (11.5m loan to the state-owned national air navigation service provider M-NAVto (i) raise its equipment to EU applicable
regulatoryrequirements,(iij)and supportthe harmonizationprocessunderthe EuropeanCommonAviationArea

V  Provideda 037m loan to MEPSOto finance the first electricity interconnector between Albania and North Macedonia The Bank
mobiliseda (12m investmentgrantunderthe WBIFfor smartgrid investments

All projects were complemented by 0100m worth of grantsand TAfor project preparationand implementation, mobilizedby the Bank viathe

WesternBalkan InvestmentFund (WBIF. However, disbursementsof loan and implementation of large infrastructure projects have been

slowasa resultoflowimplementation capacity of key counterparts, a lack of coordinaionamongvarious ministriesand two yearsof palitical

crisis.

Facilitatedcrossborderagreementswith Serbiaand Kosovoto simplifyborder crossingprocedureson the CorridorVIlIRailway

Providedroad safety capacitybuilding, includingroad safetyaudits.
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1. Implementation of Previous Engagement (2013-2018) @
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1.2. Challenges to Implementation and Key Lessons for

Contextforimplementatiort

Since 2013, the Bank has delivered on all key aspectsof its strategy,most notably as the lead IFlin the transport and energysectorand key contributor to

private se ctor development,especially SMEs Nonetheless,the Bank was not immuneto the ¢ o u n tprotsaciesl political crisis (2015-2017 ), whichlargely
overshadowedthe country strate gy period and resulted in a sharp drop in investment and economicreform efforts. Thisde facto limited the B a n lsadge
to implement key sovereign projects and support foreign direct investment The Bank respondedby scalingup its domestic private sector lendingand TFP
activities (largelyvia PFIs) More recently,the Bank differentiated itself as a key partner for green economytransition as evidencedby the strong uptake of

its energyefficiencycredit lines and the on-goingpolicyadvice. Lookingahead, the arrivalin 2017 of the new, pro-reform governmentcoalition stands to set
the countryonto a more sustainable and inclusive growth path and accelerate converge ncewith EU standards, while prospectsfor the accelerationof the

EUaccessionprocesswill continue to serve as a key structural reform anchor. The Bank can play a significantrole in supportingthe c o u n tEUago@ssion
processalso by advancingkey infrastructure projects acrossthe transport, energyand digitalisation sector.

ImplementationChallenges Key Lessons & Way Forward

A Prolongedpolitical crisis (2015-2017) slowed down economicgrowth A During the political crisis, focussed exclusively on supporting private
and deterred (domesticand foreign) i n v e sconfidersed investments directly and via credit lines to PFls to sustain private sector

development.

A Weak administrative capacity to carry through key public A Complement public infrastructure investments with stepped up institutionz
infrastructure projects. capacitybuilding, e.g. project preparation and implementation support,

working in close collaboration with other contributing IFIs.

A Lack of bankable opportunities in the corporate and SME sector as A Leverage cdnvestment grants and TC to selectively improve
result of high leverage, low capacity to prepare bankable projects ar competitiveness of EBRD lending products, such as SME advisory to
excess liquidity in the market catered to by national and internationa improve corporate governance and operating standards as well as
development institutions. shouldering more risks (e.g. Mezzanine, tailored portfolio riskaring).

A Foreign investment entities typically wedlerved by a parent bank A Advocate for increased private sector participation (e.g. unbundling of
l'imiting the Bank®&s engagement o smialliltitex)keitntkanchesviwdid hprovider s
disproportionate transaction costs. engagement.

A Wide availability and competitive pricing of IFI finance for sovereign A Continue | everaging EBRD6s | ocal pr
projects. and donor funds (e.g. WBIF), while offering dodminded technical

assistance to improve affordability; continue offering corporate loans for
public utilities (e.g. MEPSO, and ELEM).

A High coverage of Emerald and Natura 2000 sites (30% of land A Support a staged GET, supporting rehabilitation of existing HPPs («ried
coverage) coupled with low equity base of renewable energy investc of countryds <current electricity pr
l'imit the Bankds scope for direct remewablseaenengy projects io diversiiy anerhy sbLREss .
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2. Economic Context @

European Bank

2.1 . Macroeconomic Context and Outlook for Strategy Period for Reconsiruetion and Devel

A North Macedonia has experienced moderate GDP growth and a stable

North Macedonia- Main macroeconomidndicators macro environmentover the past 15 years Averagegrowth in the period of
2018 20010616 was 2.8% compared to a 1.4% in EU, suggesting that North
2014 2015 2016 2017 est Macedonia has been catching up only gradually towards EU living

standards. The country experienceda relatively low rate of growth over the
pre-crisis 2001-08 period of just 3.4% below regional comparators The

GDPgrowth (% 30-y) 3.6 3.9 2.8 0.2 2.0 post-crisis period of 2009-16 was characterizedby a double-dip recession,
of 0.4%in 2009, and 0.5%in 2012, followed by a few relatively good years
CPlinflation (%avg.) 0.3 0.3 0.2 1.4 1.4 in the period 2013-15, with an averagegrowth rate of 3.5%
A Growthslowed down to almost zeroin 2017. Theprolonged political crisis,
Governmentbalance 4.9 35 26 27 27 which started in 2015, but escalated in H1 2017, affectedthec ou nt r
(% of GDP) ) : : ' ' economic performance by having a measurable negative impact on
confidenceand investment Theeconomywas in recessionin the first half
Current accountbalance 06 19 29 08 -0 of 2017 but recovered somewhatin H2, leaving growth for the year as a
(% of GDP) ' ' ' ' ' whole at almost zero. This crisis at one point also threatened the stability
of the local currency vis-a-vis the euro, and the Central Bank had to react
Net FDI (% of GDP) 2.3 2.3 3.3 1.8 2.0 to currency pressures during 2016 by increasing the policy rate to 4%
However,in February2017, the Central Bank cut the rate back to its long-
Externaldebt term rate of 3.25% Therate was cut further in 2018, to the current 2.5%
(% of GDP) 700 693 747 736 799 Inflation has been low for many years, the fiscal deficit has narrowed to
Gross reserves (% of b|e|O\IN 3% of GDP and public debt levels are moderate, although rising
’ 285 249 271 233 258 SIOWly.
GDP) A Further catch-up is likely in the short term. A recovery started in 2018,

General government helped by political stability and the impact of the rising minimum wageand

45.8 46.7 478 48.0 50.0

gross debt (% of GDP) other social protection measures on private consumption as well as export
growth intensification, at an estimated rate of 2.0% Creditto the economy
Unemployment (% pop) 28.0 26.1 237 224 20.8 is expected to rise further as lending conditions ease amid the

accommodativemonetary policy. A further rise in exports is also expected

in light of the strengtheningof economic prospectsin the EU,thec ou n t r
Nominal GDP ($bn) 11.4 101 10.7 11.3 124 key trading partner. As a result, the 2019 forecast for growth is 3.0% on
the assumption of continued political stability, the unblocking of further
reforms and the arrival of much-needed investments, with similar growth
rates likely in the yearsto come.

PUBLIC 8



2. Economic Context
2.2 . Key Transition Challenges
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Competitive (5.73)

Most competitive among the WB6 peers, with
excellent performance in World B a n keéss of
doing business ranking & 10 among 190
countries. Enforcing contracts and resolving
insolvencyare the most problematic areas.
Productivity is below the average for the WB6
region, and well below EUstandards.

Unfair competition from the informal economyis
cited as the biggest obstacle to doing business
by 26 % of respondents in BEEPS The informal
sectoris estimated at 25%-50% of GDP
Country is assessed as an intermediate
knowledge economy, constrained by poor skill
availability. 149% of firms in the BEEP Spoint to
the inadequately educated workforce as a
serious business obstacle.

North Macedoniafaces an overall medium gap
across five dimensions of SME development
Nonbank financing and business skills &
standards are particularly problematic.
Enforcementof competition policyis weak.

Ease of doing business
(ranking out of 190 economies)

Rank

MKD EU-11 KOS SRB MNE WB-6 ALB BIH

Source: WorldBank's Doing BusinesReport, 2019

A

Wellgoverned (5.78)

Public governance has been adversely affected
by political instability, weak rule of law and
inadequate control of corruption.

Successful administrative reforms in recent
years have  significantly reduced the
administrative and regulatory burdens on firms
but there has been some deterioration in the
area of enforcing contracts.

Corruption perceptions have worsened
significantlyin recent years The countryis now
ranked 93" among 180 countries, compared to
66™ three years ago, possibly due to the
wiretapping scandal which revealed massive
wrongdoingsby former public officials.
Politicalconnections are seenby many peopleas
keyto successin life; 45%of respondentsin LITS
Il see this factor as more important than either
effort and hard work, or intelligence and skills.
Corporate governance is better in North
Macedonia than in many regional peers.
Weaknesses remain in the oversight and
transparencyrole played by corporate boards.

Political connections as a factor behind
success

45

% of respondents
N w Y a1
o o o o

J

[Eny
o

O -
MKD BIH ALB SRB KOS MNE GER
Source: Life in Transition Survey (LiTS)

Green (4.93)

Most electricity (58%) is generated in outdated
thermal power plants with an efficiency of 32%
fuelled by low-quality coal. Electricity generated
from hydro poweraccountsto 33%

There is significant scope for energy efficiency
upgrades since North Mace doniaadopted the 3rd
EnergyEfficiencyActionPlanin July2017 .
Otherrenewable energysources, especiallyhydro,
wind and solar, are expected to become more
importantin the productionof electricity. However,
the ¢ o u n t Natjodas Renewable Action Plan
(NREAP}¥trugglesto achievethe ¢ o u n tlegailtyd
binding renewable energy target of 23.9% by
2020.

The country currently supports renewable energy
projects with feed-n tariffs via a PPAwith the
market operator. A transition to a 6 C o n tfor a
Di f f e rapproach dvould allow for further
commercializationand increase of the renewable
energy penetration.

Ambient air pollution PM2.5

[
o

N
o

w
o

N

EU WB-6

Micrograms per m3
N
o

=
o O
| |

MKD

Source: World Bank, 2015
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2. Economic Context
2.2 . Key Transition Challenges
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Inclusive (5.61)

High youth unemployment and low labour
participation among women constitute the main
threats to prospectsfor inclusive growth

High level of youth unemployment close to 50
per cent. 24 per cent of youngpeople are not in
education,employmentor training.

Skills mismatch is one of the keydrivers of youth
inactivity. In BEEPS YV, 14% of respondents
deemed an inadequately educated workforce to
be a majoror severe obstacle to growth

Theskills mismatchis exacerbatedbyweakwork-
based learning opportunities Although
regulations are in place, implementation
mechanismsdo not function effectively.

Wo me n pagticipation in the economy is
significantlylow comparedto that of men (42 %
for womenvs 68%for men).

Significant genderinclusion gaps with respect to
access to finance and labour practices This is

Resilient (5.72)

Financial sector stability has been strong,
supported by a wellanchored monetary policy.
The Central Bank has maintained the currency
peg to the Euro (previouslyto the DM) for more
than 20 years

The banking sector is well capitalised, but could
profit from further consolidation. Capital
adequacy stands at 16.3% (as of mid-2018), at
par with other banking systemsin the WB6, and
well above the regulatory requirement of 8%
NPLsfell to ca. 5% as of mid-2018, after being
stable for the past three to four years at around
10 to 11% of total loans, reflecting recent
measures to write off NPLs that are fully
provisionedfor overtwo years

Euroization is moderate and largely stable;
around 40% of loans and 40% of deposits are
denominated in foreign currency The Central
Bank has been using macroprudential measures

reinforced by strong stereotypes about w o me n & seffectivelyto contain further euroisation

traditional role in society.

Y outh unemployment, % of totdhbour
force ages15-24,(2017)
80

60 47
40

21
20

EU ALB MNE SRB MKD BIH

Source: WorldDevelopment Indicators, WorldBank, 2018

A Developmentof non-banking financial servicesis

nascent, and stock market capitalisationislow.

Non-performing loans, % of total loans
(2017)
Same period previous year
¥ Decrease in last 12 months
15 1« Latest NPLratio * 'S <

51 ¢ & ¢

5 [ e

KOS| MKD| MNE| BIH | SRB| ALB

WB-6
Source: National Authorities, 2018

Integrated (6.09)

A North Ma c e d o riivea yiear average trade
openness [(exports + imports)/GDP] is 107 %,
wellabovethe EBRDaverageof 92 %and close to
the EU average (120%. The country has tariff-
free accessto the EUand to its neighbouringWB-
6 countries under the CEFTAFurther progressis
needed, however,in reducing non+ariff barriers.

A FDI levels are low; However, businessfriendly
policiesin recent years have had positive results,
attracting investments in important sectors such
as car components

A Thequality of transportinfrastructure is rankedin
the WE F 6Gdobal Competitiveness Index as
higher on averagethan in other WB6 countries,
with the highest score in air transport, and the
smallestin the railwayssector. Roadcorridor Xis
completed and corridor Vil is under construction

A Crossborder energy integration is slowly
improving A 400 kW crossborder electricity
interconnection with Albaniais being constructed

Tradeopenness,% GDP (2017)

137
113 120
94
WB-6 MKD EU EU-11
Source | MF &8s Wo rOutthok E2018;Aaumihm r s &
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3. Government Priorities and Stakeholder Engagement

0
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for

3.1. Government Reform Priorities

The 2016-2020 Economic Reform Programme (prepared in line with the
Government Programme 2017-2020, Mid-Term Hscal Strategy and other
strategic documents)lays out the following structural reform areas to pave the
wayto EUaccession

A Publicfinance management strengthenedbudget framework, integrated I T
system for public finance, improvements of public procurement,
modernisation of the tax system, enhanced customs, tax administration
and financial control procedures

Energy reforms:; diversification of energy generation, implementation of
0 s o Mmeasures within the Western Balkans region, incl. spot market
development, liberalisation, and crossborder capacity allocation/
rebalancing sustainable energy and climate action measures, including
development of renewableenergyand energyefficiencysolutions.

Transport market restructuring improved efficiency, safety and
environmental impact of the sector, expansion and rehabilitation of the
road and rail networks along corridors X and VIII as a basis for
diversification and integration of the regionalvalue chains.

Support trade, FDI and domestic investment industry and services sector
development with a focus on agribusiness, tourism and hospitality,
facilitation of technological upgrades, linkages and R&D for improved
competitiveness trade facilitation and liberalisation measures in the
contextof CEFTAWTGand other trade & investment agreements

Business environment and informality measures development of national
E-services portal, improvement of administrative services, SME support,
increasedtransparencyand predictability of the regulatoryenvironment

Improvedskills and labour markets: enhanced link between education and
private sector needs, further development of qualification system, VET
reforms and active employment programmes,in particular for youth.

3.2. EBRCReform Areas Broadly Agreed with Authorities
Consolidationand ownership transformation in the bankingsector.

Capital market development and improved access to non-bank financing
(includingfactoring and leasing)

Regulatory and institutional framework for renewable energy and energy
efficiency.

Requestto make Green Cities product available for cities with less than
100,000 inhabitants

Implementation of the digitalizationagenda

Improved employability and skills of youth, women and underserved
populations.

Increased capacity of the CompetitionCouncil

Promote PPPsstructuresfor gas distribution and solid waste management
Increased safetyand environmentalsustainabilityin transport.
Implementation of EU/WTOpublic procurementprincipals.

To oo Bo  ToDe o Po Do P>

3.3. Key Messages from Civil Society to EBRD

A Governance and Anticorruption strengthened EBRD engagement in
improving the governance of both public and private companiesand fight
corruption viainter alia transparent procurement practices

A Nature protection strengthened EBRD engagement in building national
capacity on nature protection and environmental conservation (e.g.
awarenessraisingon Natura 2000).

A Environmentalstandardsin protected areas: developmentof environmental
criteria to screen investments to be used as a reference tool for decision
making on concessionsand major infrastructure projects (e.g. transport and
energy)

A Green Citiesand energyefficiency. request to consider the Cityof Ohrid for
the B a n kGdegn Cities Framework and to make energy efficiency credit
lines availableto housingassociations.

A Green economy enhanced focus on renewables (e.g. wind and solar) and
support to the energyregulatory framework

A Stakeholderengagementand governance importance of meaningful public
consultationsonthe B a n lpadtisipation in hydro and mining projects.

PUBLIC
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4. Defining North Macedonia’s Country Strategy Prioriti

for R

GS@

European Bank

uction and D

What can theBank do?
(Section 4)

What needs to change? Can it be changed”
(Section 2) (Section 3)
A strong economic reform momentum A WelHailored products to support SMEs

AInsufficient corporate capacity to adop  (new proreformcoalitiongovernment,  and corporates (SME competitiveness
innovative processes and limited EU Economic Reform Programme). programme, creditlines, ENEF).
integration into European supply Alnnovation, technological upgrades an A Experience in promoting notank
chains/global value chains. value chains key government priorities ~ financial products, supporting

A High barriers of access to finance, ACEFTA and EU Stabilisation and equity/quasi-equity risktaking (PE/VC),
especially for SMEs, aggravated by a  Association Agreement as external and capacitybuilding for capital market
lack of nonbank financialinstitutions.  anchor for Globaland Regional Value  development.

A Lack of business skills and standards ~ Chain integration. AEffective instruments to help increase
in the corporate sector; weak corporat A Key legislation in place for strong corporate & business skills (WiB, ASB,
governance. business environment (1@ in World Blue Ribbon)

A Significant skills mismatches of young  Bank Doing Business) but weak ATrack record in developing workased

A Low private sector productivity.

graduates and low female participatior enforcement skills-enhancing solutions together witt
A Large informal sector and weak AYouth employment key government corporate clients.
enforcement of competition policies. priority. A strong track record in supporting good

AE-governance as lowhanging fruitand economic governance (competition
hi gh on authoriti eauthoriZgenda.

APoor quality of transportinfrastructure APanEuropean Corridors andregional AEBRDG6sS strong tr a
especially roads and railway. transport connectivity agenda, TEWas  partnership with authorities in providing
ALow integration into regional energy key anchors. funding to help narrow the
markets driving up energy prices. AMajor gasification efforts (MoUs signet  infrastructure and energy gap while
ALow ICT penetration (17.8% of with neighbouring countries). promoting private sector participation
population has broadband). ADigital Connectivity key government and de-risking large, longerm projects.
Alnsufficient enforcementand priority, including ICT skills initiatives. A Growing experience in advising Nation
implementation of a reliable investmen A Strong interest in advancing soft Broadband/Digitisation Strategies.
framework limit FDI. connectivity in view of EU AEBRD&s strong addi
approximationand alignment with experience in driving regional soft
regional trade and investment cooperation (regional investment
agreements. councils, business registries).

AMost energy intensive economy amon A Government commitmentto deliveron A Sizeable experiencein supporting
Western Balkans, heavy reliance on NDCs under COP21 and EU accession. regulatory and institutional framework
coal and imported oil. AWindow of opportunity for renewable for renewable energy and energy

AWater stress (e.g. agribusiness) and energy. efficiency.
vulnerability to climate change (e.g. A Sizable energy savings potentialand A Dedicated products tdinance green
floods). demand for energy efficiency upgrade: transition investments through tailored

APoor water quality (63% water losses) adoption of second National Energy creditlines.
and insufficientwastewater treatment  Efficiency Action Plan in progress. A Considerable experience in municipal
systems. projects with explicit environmental anc

resource-efficiency objectives with gooc
access to grant funding.

Strategic Priorities
(2018-2023)

Support Competitiveness b
Enhancing Value Chains,
U pskilling the Workforce,
and Strengthening
Govemance

Strengthen Regional
Integration, Soft
Connectivity and Support E
Approximation

Support Green Economy
Transition through a More

Sustainable Energy Mix and
Greater Resource Efficienc:

What We Want to See
in 2023

AEnhanced value chains and
linkages through improved
productand process
innovation, and operating
standards and business skills

Alncreased variety of non
banking financial products and
services

AEnhanced access to quality
employment and skills, with
focus on youth

Alncreased competition and
levelling the playing field for
doing business and private
sector participation

Almproved quality & connectivity
of key transport and energy
infrastructure

Alncreased levels of broadband
connectivity and digitisation

Al mproved
and harmonized business
practises

A Increased renewable energy
capacity, more diversified
energy mix, and greater private
sector participation in the
energy sector

A Increased energy and resource
efficiency

A Improved environmental
infrastructure (water, waste,
wastewater) at the local and
municipal level

PUBLIC
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5. Activities and Results Framework @

European Bank

for R uction and Devel

Priority 1. Support Competitiveness ardclusion by Enhancing Value Chains, Upskilling the
Workforce and Strengthening Governance

A Provide direct and indirect financing (including riskharing) and advisory to corporates and SMEs with a focus on ICT, A No. of clients
Enhancedvalue  agribusiness, manufacturing, property and tourism . introducing new

lc,hsms ang h A Support domestic companies, adopting innovative practices and technologies, increasing productivity and expanding A Eechnfolc;gy ith
ilrgpérlg\(/e; roug regionally through direct financing and targeted lorgrm advisory (vicEME Competitiveness Support Programraad Blue er?ﬁgngelzms ks

. Ribbon).
operatin . . . : . _ : : . iti
st?;mdardgs and A Finance FDI and domestic anchor investors, with a focus on regional value chains integration and innovation transfer to gi?ﬁfg;%ﬁ&?s 5

local suppliers. Dedicated financing facility and technical advice to agribusinessctor. upgrading its
Support crossborderinvestments of corporate clients (including with EU countries such as Bulgaria and Greece) . processing capacities

business skills

A Support consolidation of the banking sector via equity investments.
A Expand product range and services to increase access to Asenking finance, including mezzanine financingandbond A Total number of new

Increasedvariety j ssuyes (exploring ways to capitalise on Bankds oper at ingnbanki finhnkial r ¢
ﬁ;gﬁg}gﬁgﬁgg s A Participate in early stage enterprise development programme through the Regional Accelerator programme. products/services
and services A Support factoring via policy advisory on the legal and regulatory framework. introduced, expanded

Scale up trade finance programme (including through the Trade Ready training ) to support regional expansion and export ©F followed on
promotion of local companies.

Enhanced access A Develop vocational training together with corporate clients to achieve improved employability and skills for youth, womef No.of people receiving

to quality and as well as populations livingin underserved area. new/irr|1prfoveq skills as
employmentand A Follow principles of inclusive procurement to improve employability and skills for youth and women. A Egez;' ttrgirfirr?glgr_l,mg
skills A Collaborate with public clients in developing training programmes and promoting job creation as part of procurement. delivered

Enhanced A Supportthe InspectionsCouncilin the implementationof the newLawon InspectionsSupervision

national A Providecapacitybuildingto the CompetitionAuthorityand supportthe creation of a RegionalCompetitionAuthoritiesForum A

corporate to share bestpractices Legal / Regulatory/

' . : . S Institutional
governance A Promoteprivatesector involvementvia PPPsstructuresin energyand municipalinfrastructure. improvements to
frameworks and A Work with selected SOEsto improve financial transparency and corporate governancevia CGAPCorporateGovernance improve competition
increased ActionPlans)
competition A Promotethe use of eprocurement platforms.

Impact Indicator:Doing Business (BaselinR018: 10th out of 190 countries; DTF 81.18 out of 100; SourcéNorld Bank); Regulatory Quality (Baseline 2016: 8% er cent i |l e; Sour ce: Worl d Bankds
Indicators) PUBLIC 13



5. Activities and Results Framework

for R

0

European Bank
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Priority 2: Strengthen Regional Integration, Soft Connectivity amsdpport EU Approximation

A Advancecompletionofthe coretransportnetworksunderthe TENT:
Financeand provideadvisoryto finalise the railwayPanEuropeanCorridorVIIt
Financelastroadsectionsof CorridorVillandregionalroad linkages,
Supportthe introductionof moderntollingsystemson CorridorVIlland Xroad sections. A
Improved A Mobilise TCfunds to support project preparationand implementation, with a focus on detailed design, Projectimplementation Target
connectivity and Units(PIU)supportand contractsupervision mf;\a/t/strﬁcture
integration ofkey A Providetechnicalassistancefor privatisationof the RailwayTransportCompany git er? c; edas
transportand A Supportdevelopmentof a corporate plan to improve the operational efficiencyof the state roads companyby strengtheningits measured by
energy maintenanceandrevenuecollectionpractices R Creasein
infrastructure A Support establishment of a road safety agency including a road traffic accident database and road safety auditing and T
inspectionrulesand procedures,in cooperationwith other IFIsfinancingtransportcorridors capacity
A Facilitateinvestmentsin gasinterconnectorsand gastransmission/distribution networks.
A Improve resilience in transport and energy infrastructure to climate change and promote decarbonisation through
technologicalenhancementsto reduceemissions.
A Policy advisory for implementation of the digitalisation agenda Number/volu
Increased levels A Provide direct and indirect financing and advisory for ICT adaptation of firevate sector with focus on SMEs. me of SME
of broad_bgnd A su o for G2B . teasibili di d/ . | abitild fi loans/sub-
connectivity and pport egovernment initiatives for services (e.g. feasibility studies and/or action plans, capabityiding of key [
digitisation agencies). digitisation
A Supportthe Western Balkan Digital Connectivity Agenda promoted by the EU via advisory and funding. provided
. A Facilitate conclusion of joint border crossing agreements with neighboring countries (e.g. railway border crossing, joidebor A Legal,
Improveddsoft6 control), in cooperation with other IFls financing transport corridors. institutional
Egmiﬁ;’gﬁ and A Support development of regional business platforms (Regional Business Registries) and facilitate harmonization of related  or regulatory
busi business practices. frameworks
p?:égg:z A Support Governmel_']t to gdhere t_o WTO_(WorId Trade Qrga_nization) rul_es, inc_luding harmonization of existing legislation. for impr_oved
A Support EU accession via technical assistance and legislative reforms in the infrastructure sector (transport, energy, MEl).  integration
ImpactIndicator: Quality of trade and transport related infrastructure (BaselinFt?Uchl)jg: 87thoutof 160 countrieSpurceWo r | d Bankd&s LPI) u



5. Activities and Results Framework @

European Bank

for R uction and Devel

Priority 3: Support Green Economy Transition through a More Sustainable Energy Mnd
Greater Resource Efficiency

A Providefinancingfor renewableenergyprojects through direct financingand risk-sharingfadilities, and

Increased renewable providingadvisoryfor scopingthe potential of renewableenergytechnologies
energy capacity, more A Policy engagementto support transition from Feedin-Tariffs to auctionbased model, starting with
diversified energy mix, technicalassistancefor competitiveauctionsystemsin solarandwind projects. A Total renewable

and greater private sector A Providefinance and technical assistance for new large Hydro PowerPlant (HPP)capacity,and support  electricity installed (MW
participation in the energy rehabilitationand climate resilienceof existingHPPs
sector A Promote the switch to cleaner generation sources, including coal to gas, coupled with technical

assistanceto advancegasification

A Provideenergyand resource efficiency credit lines through partner banks under the REEP+regional A
frameworkwith focuson SMEsandthe residentialsector. -
Resource Efficiency

Increased energy and A Supportprivate investmentin the recyclingindustryand investmentsof private companiesin resource loans extended by PFls
resource efficiency efficiencysolutions. supported by EBRD

A Support development of soligvaste sector across the waste management cycle, including coIIection,A

Volume of EE or

recycling, andvasteto-energy solutions. SNy st (E)
A Supportincreased efficiency and sustainability in the water sector, including water distribution and
sanitation and sewage treatment, and irrigation.
Improved environmental A Support climate resilience in municipal and regional infrastructure and services, incl. flood control.
infrastructure (water, A Promote sustainable municipal investments with a strong focus on capacity building and fiscal A Total Water saved
waste, wastewater) at the efficiency as well as in helping cities to address environmental challenges (e.g. Green Cities (m3ly)

local and municipal level framework, district heating, solid waste management) including energy efficiency in buildings and
street lighting.
A Support municipal mobility with a focus on urban transport systems and traffic control.

Impact Indicators: Energyintensity TPES/GDP (Baseline 2018:25, toe/thousand 2005 USD, Source: IEA),

Renewableenergyconsumption(Baseline2015: 24.22% of bt Consumption Source: World Banlevelopmentindicators) 15



6. Mapping of International Partners’ Complementarity (Z)

in EBRD Business Areas

European Bank
for R uction and Devel

EBRD BUSINESS AREAS
I I I

Indicative annual
investment
average for period

(2015-2018)
unless otherwise
specified, excluding
budget support)

Real estate

Natural resources
Electric pow er

Water and w astew ater

\3 General industry
6 Urban transport

Insurance

e MSME finance

Railw ays

\3 Banking

ICT

(9]
7]
Q
=
%)
>
2
=
=)
<

000™® ™% NN

Capital markets

9 Water efficiency

Private equity

@ Materials efficiency
6 Sustainable energy

ON(< M-
®
©@ ® ®

0
O0OHN™IHN

Gender

e Y outh
6 6 Region

©
©

»

€ Area of significant o
investments
Area of significant

P policy engagement O

Focus mostly
on private sector

Focus mostlyon
public sector

Potential Areas ofCooperation

Green:
Cooperate withKfWon energy &
resource efficiency with municipalities
buildonUSAIB® s wor k on
framework

&) com petitive:
LeverageEUand USAlDefforts in
governance and business
environment improvements and
participate in IFI & donors
coordination meetings led by the
Government and sectoral working
groups organized by EU.

Integrated:
Cooperate withElBand World Bankon
large connectivity infrastructure

projects in transport, energy and gas:

leverage and contribute tdEU
connectivity agenda ircooperation
and coordination with the other IFIs
via WBIF.

@Resilient:

BuildonUSAID s pol i cy
factoring sector and finance factoring
and leasing companies

wor

Note: IFl activity mapping based on publicly available information.

Significant IFl investmentdefined asprojectsexceeding 5% of annual investment and signed from ZBUBT HE exchangerate used isof 8 June 2018
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* EUand EIB will significantly step up their financial support viathe IPAlll programme and Resilience Initiative with targeted investmentof €1bn for the next5 years.



7. Implementation Risks,

0

European Bank

for R uction and Devel

Environmental and Social Implications

Risksto the Strategy inplementation

Probabilty Effect

Environmental and Social Implications

Weak administrative capacity could delay reform
implementation as well as critical largescale sovereign
projects.

Political volatility and insufficient reform progress could
undermineinvestorconfidence

Insufficient donor codfinancing and grant levels could
underminecompetitivenessof key EBRDproducts.

Vulnerability to climate change can
infrastructureprojects.

delay key

Shrinking fiscal space is raising risk of default and
repaymentdifficulties of public entities.

Assessment and Management of E&S Impacts, Stakeholder Engagement
Ensure that direct, indirect, cumulative and transboundary E&S impacts of
projects are appropriately assessed and mitigated, meaningful stakeholder
engagementis carried out. Considerenvironmentalandsocial capacity building
to ensureadoptionof goodintemationalpractice.

Labour and Working Conditions Ensurethat ¢ | i ediRpdiicies and labour
practices complywith EBRDrequirements, particularlyin respect of addressing
labour terms and condition requirements contractor management, potential
discriminationin the workplaceand promotionof equal opportunities

Resaurce Efficiency and Pdlution Prevention and Controt Develop capacity
building initiatives in the infrastructure sector; identify and develop water
resources efficiency projects and technical assistanceinitiatives as part of GET
mandate. Explore potential capacity building and policy dialogue initiatives to
introduce knowledge of Best Available Techniques for industrial pollution
preventionandabatementin line with EUIndustrial EmissionsDirective

Health and Safety: Improve occupationaland community health and safety with
specificfocus on activities whichare consideredcommon accidentsreported on
the B a n kpifjscts. Additional emphasis will be placed on road safety by
requiring road safety audits, capacity building and raising awareness within
communitiesat risk.

LandAcaquisition,InvoluntaryResettlementand EconomicDisplacement Ensure
that any projects requiring acquisition of land comply with compensation and
livelihood restoration requirements of the Bank, with specia attention on
informallandusersandvulnerablegroups

Biodiversity Conservation and Sustainable Management of Living Natural
Resources Dewelop capacity building initiatives for robust biodiversity
assessments that will ensure that species and habitats of conservation
importance are protected where projects could encroachupon nature protected
areas,proposedEmeraldsites and/or KeyBiodiversityAreas

CulturalHeritage Workwith clients to identify and consult with keystakeholders
relating to projects within areas recognisedas culturally important and protect
sensitivecultural heritage.

Financial Intermediaries Ensurethat Fl partners have adequate E&Scapacity
andrisk managementproceduresin place.

Monitoring and supervisiort Workwith clients to monitor E&S performanceand
addresslegacyissuesassociatedwiththe B a n kodtfslio.

PUBLIC
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8. Donor Co-Financing Assessment

0

European Bank
for R uction and Devel

8.1. Grant NeedsAssessment

8.2. Potential Sources for Grarftunds

Additional donor funding will be required to achieve the strategic
objectivesfor 2023, including support for:

A
A

To o I

4

Infrastructure developmentin line with the WB connectivity
agendain both the transport and energysectors (includinggas),
Infrastructure developmentunder the Green Cities framework
(incl. urban transport and water/wastewater treatment
facilities);

SMEdevelopmentand accessto finance;

TAfor the digital sector to improve ICTconnectivity,
Risk-sharinginstruments to expandE B R Dvdrk to new PFIsin
order to achieve greatertransition impact. More generally,grant
funding will be required to target inclusive growth, including
through new initiatives for youth employment and social
enterprises

TAfor legislative reforms in areas such as concessions and
PPPs, decentralization of the municipal sector, increased
competitiveness of the electricity market, harmonization of
public procurement with the EUacquis and WTO

Selected Affordability Indicators

2013-18 donor finance and 2019 needs m)*>

Western Balkans Investment Framework (WBIF - a joint initiative of the beneficiary
governments,the EU,bilateral donors and IFIs) grants for priority infrastructure investments
across the transport, energy, digital, environmental and social sectors. To date, the WBIF
Steering Committee has approved 093m worth of grants from the European Western
Balkans Joint Fund for EBRDprojects in North Macedonia. A national sector strategy and
regional angle are prerequisites to be eligible.

EU priority areas under the Instrument for Pre-Accession include private sector
development,energyefficiency (REEPPIus) and connectivityinfrastructure. EDIFplatform to
be used for SME financing and capacity building. Additional contributions are expected for
the Residential EnergyEfficiency FinancingFacilityand SmallBusiness Advisoryservices

Funding can be available from the GreenClimate Fund and the Global EnvironmentFacility
to support projects under E B R D&e@n EconomyTransition Initiative.

Bilateral Donors: supportvia bilateral EBRDaccounts and multi-donor special funds (for TFP
guarantees)

The EBRDShareholder Special Fund: A complementaryfacility to donor resources,where

Grant Funding Needs

advancingtransition remains a priority area.

EBRD region¢
percentile rankt
gIZDP per capita (PPP, current |r14’914 490
ODA Country YES N/A
ODA as share of Gross Natione 138% 36t
Income (%)
ODA ita (USD- ; 2013 2014 2015 2016 2017 2018 ' 2019
per capita curren BTC t i / K (est.
) 71.98 52nd grants (commitments/earmarks) .
pricesy m Co-investment grants (signings) needs) = Competitive = Green
B Integrated ® Resilient

Sources? IMF 017), 2 OECDZ017)

he 20 Q data is based oncommitments as at the end of March 2016 (the late

investment grants and concessional loan amounts are based on client signings.

5. Estimated grant funding needs are basedn the operational needs reported by banking teams for projects [ g ptarted 2019. Estimated funding needs generally exceed actual grant use as some needs may not mgi@rialise, may

* 2018 data is tentative

1. Simple percentile rank reported as the share of EBRD countries (O@AOsin the case of ODA indicators) that are represented beloMorth Macedonia.
i ailable date

= \Well Governed

before data migratioto a new Dono ind empP016-2018 data is based onearmarks at the project leve Q

be delayed, or may be split into several years of fundraising efforts due to operational needs and realities.
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Annex 1 — Political Assessment in the Context of Article 1 @

European Bank

R uction and Devel

for

NorthMa c e d oaomnaitthent to and application of the political principles stated in Article 1 of the AgreementEstablishingthe Bank were seriouslychallenged
for most part of the period since the adoption of the previous Country Strategy,as the countrywithnessed dramatic deterioration in the state of democracydue to
what relevant EUreports qualifiedasa 0 st a & pt byrtle deadership of the then governing political party. The new reform-oriented coalition government
formed in 2017 following early general elections has taken crucial steps to restore checks and balancesin the political system, strengthen democracythrough a
more inclusive political dialogue, and re-establish the independenceof the judiciary.

The legislative framework for a pluralistic parliamentary democracy has remained in place, including constitutional provisions for the separation of powers,
fundamental rights and protection of minorities, and free elections. However while the legal framework remained generallyin line with Europeanand international
standards as assessedby the Councilof Europe and OSCE there was considerable gap between legislation and practice. The period since the adoption of the
previous Strate gy saw the most severe political crisis in North Macedonia since the armed conflict of 2001. Thed wi r e t a@ @ n dpafllication, at regular
intervals since February2015, of a large number of intercepted communicationsbetweenthe top officials) brought to fore systematicwrongdoingsby the regime
then in power, in a wide range of areas. The Conclusionsof the Councilof the EuropeanUnionin June2015 pointedto 0 b r e aaf fanelamental rights, judicial
freedom, media freedom, elections, corruption, politicisation of state institutions and state/party blurring...¢*

The analysis of the situation by the special Senior Experts Group recruited by the European Commissionand chaired by the retired Director, Reinhard Priebe
(0PrRepbe et td jew recommendationsas regards changesin the legislation. Most of them, on the contrary, concernedactions within the existinglegal
framework. Thereare ongoing criminal investigations triggered by the work of the Special Prosecutorappointedin order to specificallyaddress the wrongdoings
revealed by the above-mentioned wiretapping scandal and establish le gal accountability But the root cause is what another EU document qualified asao st a't
c a p t bythe éeadership of the ruling political party.2 At issue is gradual corruption of the regime that stayed in power from 2006 to 2017, which particularly
intensified towards the end of this period, aggravatedby some features commonto many WesternBalkans countries, including relatively weak institutions and
overall weakrule of law, uneven culture of political dialogue and lack of stable professionalmerit-based depoliticised civil service

The new reform-oriented coalition governmentformed in June 2017 after early generalelections held in December2016, led by previouslythe main opposition
political party,centredeft SDSM,put the improvementsin the area of the rule of law and the comprehensivereform agendaat the core of its programme The new
authorities have taken crucial stepsto address the abovementioned 0 s t @ & p t hyrgmdually restoring checks and balances and strengthening democracy
through a more inclusive political dialogue, and by restoring the independence of the judiciary.

Efforts in restoringthe functioning of democracyin North Macedoniaand in advancingthe reform agenda,as well as in improvinginter-ethnic relations within the
country and those with regional neighbours,including the resolutionof the name-elated dispute with Greece,have been duly reflected in the assessmentsby the
EU The new Strategyfor the Western Balkans released in February2018, the report on North Macedoniaby the ECin April2018, and the Conclusionsof the
Councilof the EUof 26 June2018 qualified the progressachievedin the above-mentioned areasaso s i g n i. ®nithis barsig, the ECissued the recommendation
to open the EUaccessionnegotiationswith North Macedonia. The Councilof EU,at its meetingon 26 June 2018 agreed to respondto it positivelyby setting out
the path towards opening EUaccession negotiationsin June2019, pending the endorsementby the EuropeanCouncil3

1. Councilofthe European Union, Council conclusions on the former Yugoslav Republic of Macedonia, Press Release, 23 June 2015
2. European Commission, The former Yugoslav Republic of Macedonia 2016 Report, Communication fromthe Commission to the Eur&ageament, the Council, the European Economic and

Social Committee and the Committee of the Regions. 2016 Communication on EU Enlargé&sit Policy, 9 November 2016. 20
3.  European Commission, 2018 Communication on EU Enlargement Policy, 17.04.2018AC, Enlargement and SAP, Council Conclusions(®62018.
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Representative and Accountabl&overnment

Free,fair and competitive elections

Between120 and 123 members of parliament(MPs)are electedfor a four-yearterm througha proportional representationsystem 20 MPs are elected
from each of the six in-countryelectoral districts. Asa result of the 2015 amendments,up to three additional MPs are elected in a single out-of-country
district. The Central ElectionCommissionis an independentpermanentbody, appointed by the parliamentfor a fouryear mandate. The ElectoralCode
providesfor domestic and international election observationat all levelsof electionadministration.

The existing legal framework enablesa sound basis for democratic elections, provided the authorities and political parties exercise sufficient will to

implementit. Thelegal framework benefited from a seriesof reformsoverthe years Most recently,it was revisedin 2015 and 2016, as part of the EU

brokeredagreementbetweenthe governmentand the oppositiondesignedto overcomethe severe political crisis. Theseamendmentsaddressedmany
previousrecommendationsby the O SCEOffice for DemocraticInstitutions and Human Rights (ODIHR)and by the Ve nice Commissionof the Councilof

Europe (VeniceCommission),including crucialmeasuresfor the separation of party and the state, compositionof the State Election Commission(SEC)
and media coverage Atthe same time, despite the improvementsin the ElectoralCode,some longstanding issues remain, includingthe ambiguous
character of certain provisionsand their conflict with other laws and rules. Amongother recommendations,the latest OSCEsuggestionsinclude a

comprehensivereview of the Electoral Codefor the sake of harmonization*

Asin manyother areas, the key problem though is a gap betweenlegislationand practice. While historicallythe O SCEconsideredelections generally
competitiveand the candidatesable to campaignfreely,severalelections of the last decade were noted for the 6 b | u of line begveenthe party and
statea ¢ t i v Therevweerg during that period recurringallegations regarding pressure and intimidation. Thereis also a history of electoral violence
The early general elections held in 2014 triggered particular concerns regarding numerous irregularities involving the authorities, which were later
confirmed by the revelationsas part of the 2015 wiretapping scandal Thereare ongoinginvestigations

This difficult past has led to a decrease of public trust in the ¢ o u n tinstiguGions and in the credibility of the electoral process. Against this
background the last ge neralele ctions,which took place in December2016, andthe lastlocal elections,held in October2017, wereimportant steps in
the right direction. Despite continuing allegations of vote-buying, voter intimidation and pressure on civil servants, the 2016 elections, which were
essentialin resolvingthe deep political crisis, took place without majorincidents. OSCEnotedthat 6 ¢ o n t e weteahtettocampaignf r e and that
o f unda Mfieedomaviere generallyrespectedd® Municipal elections, held in October2017, contributed to strengtheningpublic confidence in the
democratic process OSCEElectionObservationMissionstressedd ¢ 0 mp e ri vt ii rvceromenrbti taesliacdo v e r and @ @ r, deenduict®

4.
5.
6.

OSCE/ODIHR, the former Yugoslav Republic of Macedonia, Early Parliamentary Elections 11 December 2016, OSCE/ODIHR Elestovein Mission, Final Report, 28 February 2017
OSCE/ODIHR, the former Yugoslav Republic of Macedonia, Early Parliamentary Electrang Li(December 2016, OSCE/ODIHR Elestora@in Mission, Final Report, 28 February 2017.
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OSCE/ODIHR, International Election Observation Mission, the former Yugoslav Republic of Macedonia, Municipal Electionan@titef Preliminary Findings and Conclusions, 15 October 2017
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Separation of powers and effective checks and balances

Theconstitutional and legislativeframework for a parliamentarydemocracyd underpinnedbythe se paration of powersand checksand balancesin the
political system, independent legislature and procedures of legislative oversight in prescribed domains of decisiormmaking & is enshrined in the
Constitutionand laws in North Macedonialargelyin line with international and Europeanstandards, as assessedby the Councilof Europeand EU. The
scope of powers of the legislature to hold the governmentto account and to exercise parliamentary oversight is largelyin line with international
standards. However there was over the last decade a considerable gap between legislation and practice. The deficiencies came to the fore during the
2015 wiretappingscandal The EuropeanParliamentnotedin its Resolutionin March 2017 that 0 t heeent political crisis hasillustrated the lack of an
effective system of checks and balancesin the Macedonianinstitutionsé.” Amongthe most disturbing casesrevealed by the wiretappingscandal have
been recurring political interferences in the work of the judiciary. The political crisis underlined the weaknesses of the parliament and that of
independent regulatoryand supervisory bodies to perform their oversight functions. Since summer 2017, the new reform-oriented governmenthas
taken steps to gradually restore checks and balances, strengthen democracyand rule of law.

Effective powerto govern of elected officials

North Macedoniahas establishedinstitutional, legal, and financial arrangementsfor elected officials to exercise effective powerto governthat are not
constrained by non-democratic veto powersor other undue influences. Asin many other transition countries, there has long been a close relationship
between businessand political elites.

CivilSociety,Media and Participation

Scale and independence of civil society

Thereis a satisfactorylegal framework for civil societyorganisations(CSOs)More than 14,000 CSOsare currently registeredin the Central Re gistryof

Macedonia,based on a simple and transparent procedure for registration. A decisionto establish a Council for Cooperationbetweenthe Government
and Civil Societywas adopted in May 2016, only two working days after it was initially presentedto CSOsand not allowingfor additional consultations

The Office for Cooperationwith Non-GovernmentalOrganizationsin the General Secretariatof the Governmenthas since held consultations with CSOs
on the revision of the decisionin orderto create a functional and widelyacce ptedCouncilfor Cooperation Aselsewherein the WesternBalkans,CSOs
remain heavilydependent on foreign funding. CSOsdo not receive special benefits as non-profit entities, but they are allowedto engagein commercial
activities, as long as their revenue is aligned with their statutory goals. As of 2015, CSOshave to pay income tax on revenues from commercial
activities.

Some CSOsare highly professionalin their respective areas of expertise, particularlythose specialisedin EUintegration related issues, environment,
media, and gender. CSOsare active in the social field, including protection of vulnerable and marginalised groups,and in election observation Among
the weaknessesis the developmentof civil societyat the local level, especiallyin rural areas.

7. European Parliament, Report on the 2016 Commission Report on the former Yugoslav Republic of Macedonia, Committee on Foreign Affairs, 6 March 2017
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Although C SOswere affected by the backslidingin democratic standards during the rule of the previous regime and the environmentin which they
operate significantlyworsenedduringthat period, manyof them maintained commitmentto promotingdemocracy Civilsociety has played an important
role in bringingabout the change that culminated in the fall of the discreditedregimein 2017 . CSOshave continued supportingdemocratic proce sses
since then. Since the summerof 2017, the climate in which they operate has significantlyimproved and the governmenthas shown commitment to
dialogue and inclusion.

Rights to form trade unions is enshrinedin law and respected in practice. However,trade unions in generallack stable finances. The Economicand
Social Councilplays an increasingly active role in the social dialogue.

Independence and pluralism of media operating without censorship

Thereare over 130 radio and television channels operatingin a relatively small market, dominated by electronic media. The main media outlet is the
public broadcaster,Mace donian Radio-Television(MR T) with its three national channels,one satellite channel,and three national radio stations. Media
outlets, including printed media, whose circulation is relativelylow, are divided along both political and ethnic lines reflecting the overall polarisationin
society.

Theinternet penetration rate has been growingsteadily, with 69 per cent of citizens havingweb accessin 2016 comparedto 29 per cent in 2006 .8
Socialmediais playing an increasinglyimportant role with around one million Facebookusersin 2016 .°

Althoughthe legal framework is largelyin place and in line with international standards, the concernsin the past traditionally were with regardto self-
censorshipand lack of editorialindependencedue to political and businessinterests. Thelatter took a new dimension as part of the 2015 wiretapping
scandal, which revealed shockingexamplesof political interference in media.

The2015 EUbrokeredagreementto overcomethe political crisis envisageda numberof measuresin the area of media reforms. Since summer2017,
there has been extensive stakeholder consultation on changesin media regulations Underthe new reform-orie nted governmentthe climate for media
freedom has improved significantly,with more open political debate. Governmentadvertisinghas ended and there has been decreasein pressureon
journalists.

Multiple channels of civic and political participation

Multiple channels of civic and political participation are in place, although they were seriouslyundermined in the past by what the EC qualified as
0 c a p bfuhe 8 t a byah@ leadership of the ruling party. There are certain rules and procedures regarding public consultations, but they are not
alwaysenforced Forexample,an advancedsystemfor electronic registry of all newly prepared draft laws, envisagedby the rules, is not widelyused in
practice. While CSOsare sought to provide their expertise by parliamentary committees this is often done on ad hoc basis. The new authorities have
taken significant steps to reach out to all stakeholdersand restore an inclusive and transparent democratic process

8. InternetLive Statshittp://www.internetlivestats.com/internet -users/macedonia/
9. Internet World Statshitp:/Avw.internetworldstats. com/europa2.htm PUBLIC
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Freedomto form political parties and existence of organised opposition

Six political parties and five coalitions participated in the last general elections in North Macedonia The freedom to form political parties is both
guaranteedby the Constitutionand implementedin practicalterms, highlighte dby the existe nceof a significant oppositionable to campaignfreely and
oppose government initiatives. The main opposition political party currently holds more than 40 per cent of seats in the national parliament, its
representativeschair severalkeycommittees,and they hold the majority in severalmunicipalities

Ruleof Lawand Accessto Justice

Supremacy of the law

Althoughthe legal provisionsare in place, the overall backslidingin democratic standards during the rule of the previousregime,manifested in blurring
of state and governingparty, adverselyaffected the principle of supremacyof the law. The new authorities have started reversingthe backsliding,
notably by restoring the independence of the judiciary. One of the key areas in the 0 U r gReform P r i o raddptecby the new governmentis
securing the autonomy of independentregulatory, supervisoryand oversight bodies.

Independence of the judiciary

The independenceof judiciaryis guaranteedby the constitution and the countryhas a comprehensiveset of rules which, if observed,should ensure a
high standard of the judiciary and its full independence However,the revelationsin the framework of the wiretapping scandal demonstrated a gap
betweenthe legal framework and practice, including evidence,based on interceptions, of political interference in the nomination and appointment of
judges The report on North Macedoniaby the ECin 2016 noted 0 n mrogressin ensuringthe functional independenceof the justice s y s t de spibe
the EUbrokered agreementbetween the governmentand the opposition.19 After the change of the regime in summer 2017, the backsliding of the
previousyearshas started to be reversed Concreteprogresshas been achievedin restoringthe inde pendenceof the judiciary. The countryadopted a
new judicial reform strategyfor 2017-2022 and related Action Plan providing the basis for further reform. The Councilof EUin its Conclusionsof 26
June 2018 encouraged the authorities to continue the implementation of this strategy in order to ensure that the judiciary can function
independently!?

Governmentand citizens equally subject to the law

Although North Macedonia has a comprehensive set of rules which, if observed, should ensure consistent implementation of this principle, the
backsliding during the previous regime affected it as well. The wiretapping scandal revealed numerous cases of abuse of power and authority,
diminished accountability and disrespect for professional ethics. Since summer 2017, the new authorities have started work on reversing this
backslidingand demonstrated genuine desire to restore democracyand rule of law. A new Councilon Judicial Ethics was establishedin January2018.

10. European Commission, The former Yugoslav Republic of Macedonia 2016 Report, Communication fromthe Commission to the Eur&aegéament, the Council, the European
Economic and Social Committee andthe Committee of the Regions. 2016 Commurgeaiomon EU Enlargement Policy, 9 Novegiter
11. GAC, Enlargementand SAP, Council Conclusions, 26.06.2018
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Effective policies and institutions to prevent corruption

Corruptionremains prevalentin many areas and the situation worsenedduring the last yearsof the previousregime. The wiretappingscandalrevealed
numerouscasesof corruption, including high level corruption,involvingtop governmentand party officials. Thelatest (2018) Transparencyinternational
Corruption Perceptionsindex (CPIL2 ranked North Macedonia93rd among 176 countries, which is a notable drop comparedto the situation a few
yearsago when the country wasplaced 66th among168 countries, but animprovementcomparedto 2017 .

The institutional and legal framework for fighting corruption is in place. Accordingto the Councilof E u r o @edpof States against Corruption
(GRECO}he legal framework coversmost of the areas underreviewin G R E C ©dursh EvaluationRound However, GRECQoted that despite sound
legal framework, the effective implementation and enforcementof legislationremains an issue of concernand needsto be addressedas a matter of
priority.13 In its latest evaluation report of 2014, GRECCaddressedto North Macedonia 19 recommendationsrelated to corruption prevention with
respect to membersof parliament, judges and prosecutors In its compliancereport of 2016, GREC@oncludesthat North Macedoniaimplemented
satisfactorily or dealt with in a satisfactory manneronly three of the 19 recommendationscontained in its fourth round evaluationreport4

The State Commissionfor Preventionof Corruption (SCPC)emains the main institution responsiblefor prevention of corruption. Its integrity has been
compromisedduring the previousregime and efforts will be needed for making it genuinelyindependent from political parties. A SpecialPr o secut or
Office established under the EUbrokered agreementbetween the governmentand the opposition at the height of the political crisis in 2015, is an
important tool in the fight against corruption. Thereare now several high level corruption cases before the courts, and a number of first verdicts have
beenissued

Civiland PoliticalRights

Freedomof speech, information, religion, conscience,movement,association, assemblyand private property

North Macedoniais a signatoryto all major international human rights instruments. The high level of ratifications of the conventionsof the United
Nations, Council of Europe,and regional human rights instruments re presentsa significantachievement North Macedonia has also put in place the
institutional framework for the protection of human rights, which includes the Ombudsman The latest assessment of the track record of North
Macedoniain the area of human rights in the framework of the United Nations Universal PeriodicReview(UPR)was adopted in 2014. Amongthe top
recommendationswerethose relatedto minorities (22 per centof recommendations) rights of the child (20 percent) and freedom of the press (14 per
cent). North Macedoniaaccepted 91 percent of a total of 136 recommendationsmade through the reviewprocess?®

12. Transparency International, Corruption Perceptions Index (CPI), 2018.

13. GRECO, Fourth Evaluation Round, Evaluation Report, The Former Yugoslav Republic of Macedonia, Corruption prevention inafespeatbers of parliament, judges and prosecutors,
published on 17 March2014.

14. GRECO, Fourth Evaluation Round, Compliance Report, The Former Yugoslav Republic of Macedonia, Corruption prevention itrofeseeters of parliament, judges and prosecutors,
published on 12 October 2016

15. United Nations, Universal Periodic Review (UPRYrth Macedonia, and UPR Info Statistics, available lattps://mww.upr -
info.org/database/statistics/index_sur.php?fk sur=101&cycle=2 PUBLIC 25
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TheConstitutionand relevantlaws pro hibit discrimination on grounds of sex, race, language,religion, national or social origin, propertyor social status.
The Constitution guarantees the basic freedoms and rights of citizens recognised in international law, while international treaties are directly
enforceableby domestic courts and their status is superior to the domestic law. Freedomof speech,information, religion and conscience,movement,
associationand assembly,and private propertyare therefore fully guaranteed The Constitutionalso requiresthe state to supplement private initiative
and responsibilityin relation to certain0 s 0 © ib 4 le ¢ tsuclvas thedprovisionof care to personswith disabilities, the aged and orphaned

While the legal framework for protecting human rights is broadly in line with Europeanstandards,the 2015 wiretapping scandal revealed serious
violations of the fundamental rights, highlighting the gap between the legislation and practice. The new governmentformed in June 2017 has
committed itself to reverse any backslidingsin the area of fundamental rights during the previousyears

As regards property rights, progress has been made in returning property confiscated under the communist regime. Propertywhich could not be
returned wascompensatedfor in the form of bonds.

Political inclusivenessfor women, ethnic and other minorities

Thelegislative framework for the protection of ethnic minoritiesis broadly in place. The country has a complex ethnic composition Accordingto the
2002 census,ethnic Macedoniansare 64.2 per cent, ethnic Albanians25.2 per cent, ethnic Turks 3.9 per cent, RomaZ2.7 per cent, ethnic Serbs1.8
per cent, ethnic Bosnians 0.8 per cent, and Vlachs 0.5 per cent. The attempts to organise a censusin 2011 failed due to the disagreementson
methodologybetweenthe ethnic communities

North Macedonia has a history of ethnic tensions. However,it has made progresssince the 2001 armed inter-ethnic conflict in addressingboth the
roots and the effects of this conflict. Theseefforts included legislative reform and practical measuresdesigned to ensure equitable re presentation of
minority communities in public administration and their integration into society and promotion of inter-ethnic reconciliation. The interests of minority
communities are protected at different levels, starting with basic constitutional guarantees (ethnic communities are explicitly mentioned in the
Constitution) to the special mechanism ensuring protection of their interests in the parliament and measuresto protect their cultural, linguistic and
religiousidentities. Themost tangible resultsin this respecthave beenachievedin protectingthe interests and ensuringequitable representationof the
largest ethnic minority, Albanians More remains to be done to protect smaller ethnic minorities, such as the vulnerable Romacommunity.

Despite the progressachieved,inter-ethnic tensions persist, especiallyat the local level. Political parties are largely divided along ethnic lines. The
implementationof the OhridFrameworkAgreement(OFA)which prominentlyinclude sinter-ethnic reconciliation,remains indispensable It continuesto
support political stability, which is highlighted by the smooth functioning of the current multi-ethnic governing coalition. The new government
establishedin mid-2017 has taken a number of important steps to build greatertrust amongethnic communities Amongthem is adoption of the new
law on the official use of ethnic languagesin the public administration.

PUBLIC
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RegardingRoma,severalmeasureshave been taken, notablyto addressthe issue of personswithout documentsand to integrate internally displaced
people (IDPs)and Romarefugeesfrom Kosovo. The Romahealth mediatorprogrammestartedin 16 municipalities. Educationproje cts continued to be
implementedleadingto anincreasein the enrolmentrates of Romachildrenin education(currently78 per cent of the Romaschool age childrenenrol
in compulsory education) However, implementation of existing strategies, including the Roma inclusion strategy for 20142020, needs to be
strengthened High unemploymentrates persist, while access to unemploymentbe nefits and basic health services remains problematic. Stereotyping
against Romapersists, including in the media.

Thekey legislative elements for gender equality are in place in North Macedonia In December2017, it ratified the Councilof Europe Conventionon
preventing and combattingviolence againstwomen (Istanbul Convention) Byregional (and wider international) standards women have over the past
decade had an impressiverepresentationin the national parliament It peaked at 35 per centin the previousparliaments,and is 31.6 per centin the
current parliament. In line with enhancedquotaforw o me paitisipationenforced by the ElectoralCode(increasefrom 30 to 40 per cent), 41 per cent
of candidates in the last general elections werewomen

Atthe local level, however,the situation is different. Thereare few female Mayors. Duringlast local elections, only six per cent of Mayoral candidates
werewomen Discriminatory customs and stereotypesare still presentin the rural areas, underminingw o me basisrights.

The new Prime Minister and members of his governmenthave publiclyexpressedsupport for the rights of LGB Tpersonsand are committed to making
progressin this area. However,societal prejudice continues and hate speechis present against LGBTin the mediaand socialnetworks

Freedomfrom harassment, intimidation and torture

Constitutional guarantee sagainst harassment,intimidation, and torture are in place and are largelyupheld in practice. A delegation of the Councilof

E ur o gwopeanCommitteefor the Preventionof Tortureand Inhuman or DegradingTreatmentor Punishment(CPT)ast carried out an ad hoc visit

to North Macedoniain December2016. The primary objective of the visit was to look into the conditions of detention and treatment of inmates at

Idrizovo Prison, in which around two-thirds of the ¢ 0 u n tprisgnérs are held. For many years, the CPTrepeatedly criticised the situation in this
establishment, stating that the conditionsin certain wings could be describedas amountingto inhuman and degradingtreatment. CPTretained in its

last report that the systemicproblemsthat had been identified at the time of its previousvisits were still not addressed Forthis reasoninther e por t 8 s
conclusionthe Committee qualified the quality of its relationship with North Macedonia 0 a jgrofoundly unsatisfacton.1® The new government has
committed itself to addressingthe recommendationsof the CPTand to making progresson the preventionof torture and ill-treatment. A strate gy for
zerotolerance of ill4reatment has been adopted.

16 . Councilof Europe, European Committee for the Prevention of Torture and Inhuman or Degrading Treatment or Punishment (CPT), Rélperttéo ver nment of o0t he f o
YugoslaRe publ ic of Macedoni aé on the viBUBLICto othe former Yugooml2®etob&e0pu bl i ¢ of Macelo



