EN

EN

EN



EN

I e COMMISSION OF THE EUROPEAN COMMUNITIES
% %

%
%

Wk W

Brussels, 05.11.2008
SEC(2008) 2696

Pre-copy

EMBARGO until Commissioner Rehn's press conference
starts on 5 November 2008

COMMISSION STAFF WORKING DOCUMENT

MONTENEGRO 2008 PROGRESS REPORT

EN

{COM(2008)}674}

accompanying the

COMMUNICATION FROM THE COMMISSION
TO THE EUROPEAN PARLIAMENT AND THE COUNCIL

Enlargement Strategy and Main Challenges 2008-2009

{COM(2008) 674 final}



EN

1.1
1.2.
1.3.

2.1.
2.2.
2.3.

3.1
3.2.

4.1.
41.1.
4.1.2.
4.1.3.
4.1.4.
4.1.5.
4.1.6.
4.1.7.
4.1.8.
4.1.9.
4.1.10.
4.2.
4.2.1.
4.2.2.
4.2.3.
4.2.4.
4.2.5.

TABLE OF CONTENTS

T goTo [¥Tox 1 o] o HA PR PURPPPPPPPTPPRPRPRPN 4
P O G .. —————————————— e aaaaas 4
(0101111 q AT 4
Relations between the EU and MoNtenegra.......ccccooovveeeeeeiiiiiiieeeiiiiiis 5

PONUICAl CHEEITA ...uveeiiii e e e e e e e e e e e e e e e e e e e eeeeaeeneees 6
Democracy and the rule Of [awW ... 6

Human rights and the protection of MINOKtIES ............covvviiiiiiiiiiiiii e, 13

Regional issues and international obligationS...........ccccvvveeiiiiiiieiiiiiiiiies 18

=Tolo] p 0] 0 o1 [olox 11 (=] ¢ - NSRRI 20
The existence of a functioning market eConamMy.............cooovvviiiiiiiiiiiiiiiiinenee. 20

The capacity to cope with competitive pressur@ market forces within the Union

.......................................................................................................................... 24
EUuropean Standards ..............ooeeuues e e eeeeeeesaennnss s s s e eeeeeesaaeeeeseeneenreeeeeesnnnnns 27
INTEINAL MATKET ...ttt e e e 27
Free movement Of QOOUS ..........ooi i icceeeeeec e s 27
Movement of persons, services and righstl@dishment ................cccccceeeee. 28.

Free movement of Capital.............coeemmmniiiiiiiii 30
CUStOMS AN tAXALION ....ceiiiiiiiiiiiieie e e a e 30
(©70] 0] o= 1] (o] o PR 31
PUDIIC ProCUremMENt ... .. 32
Intellectual ProPerty lAW ........ .ot 32
Employment and social POIICIES.......courrreiiiaiieeeee e 33

Education and reSEarCH ............u e 34
WWT O ISSURBS ...ttt e e e e e e e+ttt et eattat s n e e e e e e e e e e e e e aaaaeeeeaeeeeeeeeesnnnsnnnnns 36
Y= Tox (0] = N oo [ ol 1T SR 36
INAUSEIY AN SIMES .....euiiiiiii e e e e e e e aeeeaannas 36
Agriculture and fISNEMES ... 37
ENVIFONMENT ... e et e e e e e e e e e e 38
TranSPOIT POICY ... ieeie et ettt e e e e e e e e e e e e e e e e e e aaeeeeeeeneeees 39
B Y e e 40



EN

4.2.6. Information society and MeEdIa........ oo eeeeeirrrumimniiiieaeeeeee e eeeeeeeeeieeeeaeeeeeeeaanns 41
4.2.7.  FINANCIAI CONTIOL.....uuutiiiiiii i r e e e e e e e e e e e e eeeeeeeaeeees 43
S - 11 11 01 RS RPPPPPPP 43
4.3. Justice, freedom and SECUIILY ...t e e eeeeeenees 44
4.3.1. Visa, border, control, asylum and migration...........ccccceeeeiieeneeeeeiiieeeeeeieeeeeeee, 44
4.3.2.  MONEY lAUNUEIING ..o eee e e e e e e e e e e e eees 46
G T T B (U [ [ ST PPPPTTRRRPPRPIN 46
B34, POICE e e ————————— e e e aeeeees a7
4.3.5. Fighting organised crime and terroriSmM.....c.......oooiiiiiiiiiiiiii e 47
4.3.6. Protection of personal data............ccoeuiiiiiiiiiiiiiii e 49
STATISTICAL ANNEX



EN

COMMISSION STAFF W ORKING DOCUMENT

MONTENEGRO 2008 Progress Report

1. INTRODUCTION
1.1. Preface

Since March 2002, the Commission has reported aglguio the Council and the Parliament
on progress made by the countries of the WestelkaBa region.

Following Montenegro's independence in June 2086 ommission issued progress reports
dedicated entirely to Montenegro in 2006 and 2007.

This report:
— briefly describes relations between MontenegrotaedJnion;

— analyses the political situation in Montenegro eénnts of democracy, the rule of law,
human rights, protection of minorities and regiasales;

— analyses the economic situation in Montenegro;

— reviews Montenegro's capacity to implement Europetemdards, i.e. to gradually
approximate its legislation and policies with theguis, in line with a Stabilisation and
Association Agreement and the European Partnepsiopties.

This report covers the period from late October 200 early October 2008. Progress is
measured on the basis of decisions taken, legislatiopted and measures implemented. As a
rule, legislation or measures which are being pexbar awaiting parliamentary approval
have not been taken into account. This approadwresngqual treatment across all reports and
permits an objective assessment.

The report is based on information gathered andyse@ by the Commission. Many
additional sources have been used, including dmttans from the government of
Montenegro and from the Member States, EuropediaP&nt reportsand information from
various international and non-governmental orgdiusa.

The Commission draws detailed conclusions regardiigntenegro in its separate
communication on enlargeménbased on the technical analysis contained irréipiert.

1.2. Context

The EU Member States recognised the independencéamitenegro in June 2006.
Montenegro is a potential candidate for EU membprshhe Stabilisation and Association

The rapporteufor Montenegro is Mr Vernola.
Enlargement Strategy and Main Challenges 2008-2009
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Agreement between Montenegro and the EU was signe@ctober 2007. An Interim
Agreement was signed on the same date and entetedfdrce in January 2008. The
Commission Delegation in Montenegro has been opedtsince November 2007.

1.3. Relations between the EU and Montenegro

The Stabilisation and Association Agreemen{SAA) between the European Communities
and their Member States and Montenegro and theirimtdgreement on trade and trade-
related matters were signed in October 2007. Theriin Agreement entered into force in
January 2008. The SAA ratification process has Haenched. By 1 October 2008 8 EU
Member States and Montenegro had notified theification of the Agreement. Also the
European Parliament gave its assent in December. 2d0ntenegro has now started to
implement the Interim Agreement. Continued attentend dedication, combined with
allocation of the necessary administrative resajred@l be necessary in order to ensure that
Montenegro abides by all its commitments. Also Momtgro has started implementing its
commitments under the SAA and stepped up prepasatior full implementation of the
Agreement once it is ratified.

The EU is providing guidance to the Montenegrinhauties on reform priorities via the
European Partnership. Montenegro is in the process of implementingDOtalogue on
European integration issues continued in the erdthpermanent dialogue and in the bodies
for the Interim Agreement. Where possible, thesetmgs have been merged. In January
2008, gpolitical dialogue meeting was held between the EU (troika) and Muoedeo.

Following the entry into force of the agreementsuisa facilitation andreadmission in
January 2008, the first meetings of the Joint Cabe®s provided for in these two agreements
were held in May 2008. The visa facilitation agreetsimplifies procedures for issuing visas
to certain categories of citizens of Montenegrajuding students, scholars, businesspeople,
journalists and tourists. Under the terms of thlgseament, citizens of Montenegro pay a
reduced visa fee or receive visas free of charpe. dgreement on readmission set out clear
obligations and procedures for the authoritiesathiMontenegro and EU Member States on
when and how to take back people who are illegabgiding on their territories.
Implementation of the readmission agreement isggding smoothly.

Since 2007 Montenegro has been receiving pre-aoccefimancial assistanceunder the
Instrument for Pre-Accession Assistance (IPA), Wwhis being implemented by the new
Commission Delegation in Podgorica. The Commis$detegation took over responsibility
for CARDS assistance from the European Agency fecdRstruction in September 2008.
Decentralised management of EC aid is a medium-tdajective for Montenegro.

The 2008-2010 Multi-Annual Indicative Planning Daeent (MIPD) for Montenegro was
adopted in August 2008. In 2008 a total of €32.8ioni was allocated to Montenegro. The
main focus areas are public administration refoimgluding local government, the
environment, integrated border management, ruraéldpment, food safety, labour market
reform and support for business development. UtidetfPA national programme for 2007 €1
million was earmarked for financial support tovil society.

Following the provisional application of Protocol & the SAA in November 2007,
Montenegro can accede to Community programmes wharehopen to Western Balkan
countries. The Montenegrin government has signedndanda of Understanding for
Montenegro's participation in the 7th Framework glaonme for research, technological
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development and demonstration activities and insfyexific programme on entrepreneurship
and innovation, which is part of the Competitivenasd Innovation Framework Programme
(2007-2013).

2. POLITICAL CRITERIA

This section examines the progress made by Montertegvards meeting the Copenhagen
political criteria, which require stability of in&itions guaranteeing democracy, the rule of
law, human rights and respect for and protectiormaforities. It also monitors regional
cooperation, good neighbourly relations with erdangnt countries and Member States and
compliance with international obligations, such ca®peration with the UN International
Criminal Tribunal for the former Yugoslavia.

2.1 Democracy and the rule of law
Constitution

Establishment of the legal and institutional seteguired for an independent country, which
is a key European Partnership priority, is almashplete. Ratification of the international
instruments to which the State Union of Serbia iathtenegro acceded is complete.

The Law on the implementation of the constitutialo@ted in October 2007 set a timetable
for adoption of new laws and amendment of exislidngs in line with the new constitution. In
February 2008 parliament amended the implementdan putting back its deadlines. The
amended deadlines have been respected on the valsdkeys have already been adopted on
Montenegrin citizenship, travel documents of Moegnn citizens, residence and place of
abode of citizens, identification cards, the So€iauncil, the Judicial Council, election of the
President of Montenegro, electoral rolls, courtstéadministration and expropriation. The
Laws on election of MPs, on State property and amorities' rights and freedoms still need
to be harmonised with the constitution.

In a number of areas, there is still a need to lempent the constitution with implementing
provisions in line with European standards. Thigli@g in particular to the judiciary and the
prosecution service, where there are still riskspofitical interference by parliament.
Provisions relevant to retroactive application leé European Convention on Human Rights
require further elaboration. The constitutionaliseon on “proportionate representation” of
national minorities in public services needs tclified.

Parliament

Work on strengthening political consensus, paréidylon European integration issues, has
continued. Since January 2008 the government has teporting monthly to the committee
on international relations and European integrationprogress in EU integration. This has
raised the level of involvement of this committeetihe integration process. December
2007 parliament unanimously adopted a Resolutiorfutiiilment of Montenegro's SAA
obligations. Another Resolution on accelerating koegro's integration into EU and Euro-
Atlantic organisations was adopted by parliamentearly October 2008. In April 2008
parliament established a Council for EU integratidhis body includes representatives of
parliament, government and civil society and ismtonitor the European integration process
in Montenegro, including implementation of the SAA.
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Parliament's 2008 work plan set a timetable fomatg sessions and sessions of the
parliamentary committees. But this work plan has meen fully met. 114 laws have been
adopted since October 2007. This intense activéyns from the need to complete the legal
framework of the country following its independeraed adoption of the new constitution
and should be commended. However, parliament hasade good use of its working bodies
and observance of the rules of procedure remaioislggnatic. Furthermore, inspection and
control mechanisms provided in the rules of procedare not being used appropriately.
Parliamentary work is not yet efficient and trarmrgpé enough, in particular as regards timely
planning of items for debate and provision of doeunts to parliamentary committees.
However, some efforts have been made to increasespgarency by making committee
documents and complete transcripts of plenary @essvailable on the internet. Individual
and collective visits have been organised to famde the public with the work of parliament.

Parliament has significantly improved its oversightlefence and security bodies, which is a
key priority of the European Partnership. Howewtrere is still room for significant
improvement of oversight over key aspects of thaof these bodies. The supervisory role
of parliament generally remains weak.

The committee for international relations and Ee@pintegration remains unfocused and its
efficiency is limited. The long controversy overetlelection of its chair prevented, for a
number of months, the setting-up of the Council EJ integration Contacts with the
European Parliament and Council of Europe ParliaamgiAssembly bodies remain limited.

Strengthening of human resources has been relatireited. Administrative and other
resources required for parliament's work, includéxgert support, remain insufficient. Plans
are being prepared to increase staff numbers sulaba There is no framework for
systematic training of staff but some training e@8ohave been made with the support of
international and bilateral donors. Staff remuneralevels have been significantly increased.
Parliament still lacks the capacity to scrutinide@uately the compatibility of new legislation
with EU legislation. Financial management, inclgllyy parliament’s Secretariat-General, is
still not sufficiently transparent. The State Aulistitution has not yet conducted an audit of
the financial operations of parliament.

Further progress is necessary with regard to maindeconsensual use of parliament. Debates
on issues such as the appointment of members ofcabacil for public broadcasting,
television coverage of parliament sessions andexieof the presidential oath have resulted
in boycotts by opposition parties. The governingliton has responded with expedient
procedural and legal solutions which have sometipoéarised political positions.

A disagreement between government and oppositionTdncoverage of parliamentary
debates resulted in a boycott of parliament byohygosition in spring 2008 which hampered
efficient parliament work until a temporary solutizvas found in early October 2008.

There has been controversy over adoption and ingiétion of the Law on electoral rolls.
Implementation of the Law by municipalities has rmesuccessfully challenged in the
administrative court by voters in some cases. llagism on campaign financing has still to be
adopted. Although some temporary arrangements \patein place for the presidential
elections, including on media coverage, therenged to address these issues with a view to
forthcoming elections. Concerning the overall etecframework, further challenges include
the need to ensure full separation between State pamty structures in the electoral
administration as well as transparency in allocaitbMPs' seats.
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Overall, there have been some improvements in dhetibning of parliament. There is an
overall commitment to working on the basis of carsses, in particular on EU integration, but
obstacles are still preventing turning this comneittn into practical implementing
arrangements. Enhanced resources and more effeatigeof parliamentary committees
remain necessary.

Government

A new government headed by Mr Djukanovic was ebtedtg parliament in February 2008
following the resignation of the previous Prime Mier for health reasons. There were no
major personnel or structural changes in the ndwnea

A presidential election took place on 6 April 2008t Vujanovic was elected by absolute
majority in the first round. The electoral campaigas conducted in a calm atmosphere and
in a constructive spirit. Almost all aspects of tection were found to be in line with OSCE
commitments and Council of Europe standards forabeatic elections.

The management of government bodies, including stries, remains over-centralised in
many cases, with insufficient delegation of decisioStrengthening the middle management
staff and authority would make decision-making meifective. Also there are shortcomings
In monitoring implementation of policies and lawslaeceiving feedback.

The government’s work programme for 2008 focusesEaro-Atlantic integration and on
creating a favourable environment for rapid ecomoda@velopment. The government plans to
invest significant resources in infrastructure amdencourage private investment in tourism
and production with the objective of improving hg standards.

The government has kept up a strong pace in adopfioew legislation. The involvement of
stakeholders, including civil society and interoail organisations, in developing new
legislation has been improved by holding conswéatheetings on a number of draft laws.

Under the responsibility of the Deputy Prime Mierstor European Integration, the improved
structures for inter-ministerial coordination on Hgbkues, including the Commission on
European integration and the EU units in each rmnioordinated by the Secretariat for EU
Integration (SEI), have begun to bear fruit. Awasnof EU integration requirements within
the line ministries has been raised. The contmmnstiby the Montenegrin authorities in
regular meetings with the European Commission urher Stabilisation and Association
Process have become more focused.

The government adopted a comprehensive nationgrgmmone for EU integration (NPI),
covering the period 2008-2012, in June 2008. Tlhgm@mme is ambitious in that it aims to
cover not only implementation of the SAA but alstl &lignment with theacquis. It includes
projections on the numbers of staff required inetastitutions and budgets for the planned
reforms. The process of drafting the NPI involvednsiderable consultation with
stakeholders, including civil society.

The coordinating role of the Secretariat for EUegiration (SEI) was reinforced by internal
reorganisation. The capacity of the SEI and EUsuwithin the individual ministries needs to
be further developed as Montenegro faces more axmeform challenges under the SAA.
In particular, the role of the SEI and the line msiines in checking the compatibility of new
legislation with theacquis has not yet been clearly defined. Capacity in stirds and
relevant agencies to address European integrasues effectively needs to be enhanced.
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There is also an overall understanding of the nedonsult broadly on new pieces of
legislation and strategic documents. This has haggbén the case of key texts adopted over
the past, such as the NPI, the energy strategyhenspatial plan. However, in the case of the
last two documents, comments by experts and adzilesy were not fully taken into account.
Also, important new texts such as the Law on eb@itr communication were adopted
without the necessary consultation of stakeholders.

Regarding local government, the amended Law oméimg local government increased the
financial independence of municipalities. An actgan for local government reform adopted
in December 2007 provides for harmonisation of dkety legislative acts between local and
central government. A joint central/local governmeammission made up of five ministers
and four mayors was established in November 200%btwdinate decentralisation activities
and monitor implementation of the action plan.

Overall, the government has continued to adaphaoréquirements created by the country’s
independence. It has further streamlined its Ewaopéntegration activities. General
management and capacity in ministries and releagencies to address European integration
issues require further strengthening.

Public administration

Some progress has been made on upgrading the ysuatiministrative capacity and
proceeding with the reform of public administratian key European Partnership priority.
Consolidation of the central administration conédu It now includes 13 ministries, 14
directorates, three secretariats, nine institutelscme agency. The Ministry of the Interior and
Public Administration has taken over responsibifity integrated border management and
local government. The organisation of the Ministly Foreign Affairs has been further
consolidated by creating a department for the ptimte of classified information, which is in
charge of exchanges of relevant information withTAand the EU.

The Law on public administration was harmonisedhwvitie constitution. A Law on civil
servants and public employees, covering the statsgonsibilities and powers of State
officials, was adopted in July 2008. Civil servasdlaries have been standardised and
increased by a law adopted in May 2008. The codmndluct, promotion and assessment of
civil servants require further improvement. Civédrgants often perform external activities
which may give rise to conflicts of interest. Theaftl law on conflicts of interest which is
expected to provide clarification concerning incatiple activities and to address certain
loopholes has not yet been adopted.

The human resources management (HRM) authorityimeged contributing to the overall
management of human resources in the public adirahan. The HRM authority ran various
training programmes for civil servants, set up firg phase of a central HRM information
system and started establishing a central humauress register, with the aim of covering
all public employees and civil servants in Montelwe@ut of 148 training courses planned in
2007, some 85 were carried out. Attendance at#ngrig courses is often limited. In July the
government adopted strategies for training civilvaets and local government employees.
Employment procedures in the public administratewa generally transparent and various
activities have been organised to raise awarenegshopportunities in the public sector.
Implementation of the civil service legislation deeto be pursued more consistently,
especially concerning recruitment. The administeattapacity of the central management
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body, the HRM authority, needs to be strengtheard,a merit-based appraisal system needs
to be established.

The ombudsman received 647 complaints in 2007,andnd 300 more in the first eight
months of 2008. About 60% of the complaints recgirave been resolved. Most of them still
concern the work of the courts, followed by the lpuladministration and the police. The
ombudsman's recommendations are generally follougdThe ombudsman's office was
strengthened by creating two additional deputy oshe on minority rights, the other on
children's rights. However, the Law on the ombudsimas not yet been fully aligned with the
new constitution and the reporting from the ombuasmffice remains unfocused, limiting its
effectiveness.

Montenegro has expanded its network of diplomapresentations abroad. It has opened six
permanent missions to international organisatisesenteen embassies and two consulates-
general.

Further reform is required in the fields of trangmey and accountability, financial control,
public procurement, budget management, managememnpublic assets and licensing
proceduresFurther attention still needs to be paid to enhane@dministrative capacity for
law enforcement, especially as regards the fighireg corruption and organised crime and
protection of personal data.

The use of office premises by political parties dndthe government is not yet clearly
separated, potentially leading to a blurring ofrthespective roles.

In order to prepare fully for implementation of t&AA, Montenegro needs to continue
upgrading its administrative capacity in the areagered by the agreement, which is a key
European Partnership priority. The necessary stinengng will require appropriate resources.

Parliament ratified the European Charter of Locatlf-&overnment. Progress on

strengthening local authorities’ administrative andnagement capacity remains slow. The
capacity of the municipalities for financial managmt, including budgeting, public

procurement and allocation of grants, requireh&mrtmprovement.

Overall, progress has been made in strengthenimdetyislative framework for the public

administration. Some progress has been made in rugsburces management and local
government reform. However, lack of human and fomnresources combined with

structural weaknesses and corruption continue taplea the overall effectiveness of the
public administration and, as a whole, administeatiapacity remains limited.

Judicial system

Montenegro has made some progress in the judeiaim process, which is a key European
Partnership priority, and has started to implenteatrelevant sections of the constitution. For
this purpose, the action plan for implementatiornthef strategy for reform of the judiciary
(2007-2012) which was adopted in December 2007 tiftesn relevant measures. The
Commission for implementation of this action plaasWormally established in June 2008.

Adoption of implementing legislation has startednéndments to the Law on courts were
adopted in January 2008, and amendments to theobaState Prosecutors in June 2008. The
Law on the Judicial Council was adopted in Febri0§8, improving the independence of
the judiciary. The new Judicial Council has the pow elect, promote and dismiss judges
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and to decide on disciplinary proceedings. The pswé the Judicial Council to propose and
defend the budget of the courts have also beemgihrened. In April 2008 the Judicial
Council was elected and started its work, exceptth@ member who will have to be
designated by the parliamentary opposition. Thesrdf procedure of the Judicial Council
and the Judicial Ethical Code were adopted in 2088.

The Ministry of Justice has been reorganised. Teaiass have been established, one on the
judiciary, the other on execution of criminal saoies. Special departments in high courts for
combating organised crime, corruption, war crimesl derrorism were established in
September 2008. At the same time, the powers o$gezial Prosecutor for organised crime
have been extended to cover the same areas. Safatiee judiciary have been increased.

However, serious concerns regarding the indepemdeiihe judiciary persist. A track record
on implementing the new laws has not yet been ksit@lol and other relevant legislation,
such as the Laws on the Constitutional Court andthen Prosecutorial Council, is still
pending. The initial deadlines for adoption of aertlaws have been extended. Objective
criteria such as professional capacity and intgedréve been developed for appointment of
judges and prosecutors, but assessment of thet éatehich these criteria have been fulfilled
remains within the sole discretion of the Judidizduncil and the future Prosecutorial
Council. For the prosecution service in particuwanere the future council will be elected by
parliament, the risk of political influence remaihgh. The division of responsibility for
supervision of the courts between the Ministry o$tite and the Judicial Council provided
for in the new legislation and the participationtie¢ Minister of Justice as a voting member
of the Judicial Council are further factors puttthg independence of the judiciary at risk.

The efficiency of the judicial system is still loWwhe investigative capacity of the prosecution
service remains weak. In particular, modern ingasive techniques for financial
investigations are largely unused. The powers ®fSpecial Prosecutor's office for organised
crime have been extended, but it does not havecwuif deputy prosecutors and staff or
technical equipment. Preparation of the prosecusiervice for its new role in leading
criminal investigations planned under the futur@r@ral Procedure Code is lagging behind.
Improved codes of ethics and properly structuretialrand continuous training programmes
need to be established. The capacity of the Miisir Justice in the area of judicial
cooperation is still weak in terms of both skilladman resources and IT systems. The
juvenile justice system requires more compreheretten.

Backlogs in civil and criminal cases have been cedu However, the still high number of
pending cases and excessively lengthy proceduretinoe to give cause for concern.
Inefficient execution procedures remain part of theblem. A new law granting
compensation to citizens whose trial has exceedkgedimeframe was adopted, but is not yet
in force. There is still no clear strategy and paharal changes are lacking.

Criminal procedures in several cases of domesticowaes are ongoing. Some progress was
made recently, as indictments were issued againgtested perpetrators in the cases of
Morinj, Boka Bay and Kaludjerov Laz. There has bdidie progress in the case of the
deportation and disappearance of more than 80 Bosnvilians in 1992. Nobody has been
indicted yet for this crime.

Overall, progress has been made on judicial refoitin the adoption of important new laws.
Steps have been taken to provide the basis focigldindependence, accountability and

11 EN



EN

efficient functioning of the judicial system, butely need to be further consolidated and
completed.

Anti-corruption policy

There has been some progress in the fight agaorstiption, which is a key European
Partnership priority. Action has mainly focused tackling low-level corruption and on
awareness-raising and training.

The context of the fight against corruption is deti@ed by the action plan against organised
crime and corruption. Montenegro has ratified ttoaiail of Europe Civil Law Convention
on Corruption and the additional protocol to thentimal Law Convention on Corruption. A
new Law on financing of political parties was admptin July 2008. The National
Commission for monitoring implementation of theiaetplan produced its third report. An
update of the action plan to include new measunescéearer indicators was adopted by the
government in May 2008. Both an anti-corruptioratggy at local level and a national
training strategy for local government have beeop&etl. Models for local anti-corruption
action plans were introduced. Thaw on the salaries of State officials and civitvsats
increased public administration salaries (includiiog the judiciary) by up to 30%. In
December 2007, parliament adopted a Resolution hen fight against corruption and
organised crime.

The resources of the Directorate for Anti-Corruptimitiatives (DACI, formerly the anti-
corruption agency) have been strengthened. The D3I carried out awareness-raising
campaigns and a number of training courses foouaradministrative bodies. The powers of
the specialised prosecutor's office for organiseithe have been extended to include
corruption cases, and the human resources of five dfave been increased. Specialised court
units for organised crime and corruption have bsenup at high court level. NGOs have
been active in monitoring public procurement anigdgtisation procedures. There has been
some evolution in the perception of corruption

However, corruption continues to be a widespread particularly serious problem in
Montenegro. Current legislation exhibits major weadses in several areas. Adoption of the
new Law on conflicts of interest is still pendinthe current law leaves many loopholes. In
particular, the powers of the Commission on cotdliof interest are too limited to ensure
proper analysis of the declarations made. Theralaeconcerns about the independence of
this Commission. Laws concerning local self-goveentnwhich determine powers over
property or resources at local level have not bagopted. Protection of whistleblowers
remains insufficient in practise, even though #gal framework has been improved.

Montenegro lacks strong and independent supervisorg auditing authorities. Such

authorities would be needed in order impartiallyd avbjectively to enforce and assess
declarations of assets and financing of politicatties, but also to monitor privatisation and
public procurement procedures and the State budyetexisting monitoring committees do

not fulfil these tasks satisfactorily and the DA@lays only a limited role in this regard.

Declarations of assets by political parties sohi@re been incomplete and public authorities
were unable to enforce the law or to investigate dhta provided. This situation will only

partially improve under the new law. Administratigerruption at local level remains high,

particularly in coastal areas, as a result of bogndevelopment, privatisation and public
procurement.
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The investigative capacity of the law enforcemendibs remains very limited. Conviction
rates in corruption cases are extremely low. Theeesignificant lack of expertise in modern
financial investigations. Between January 2007 Apdl 2008, the Police Directorate for
organised crime and corruption carried out onlye fifimancial investigations, excluding
exchanges of data concerning transactions suspettatoney laundering and seizure of
proceeds. In 2007, no secret surveillance measuees used in investigations of corruption
cases. The office of the Special Prosecutor lalcksnecessary capacity in terms of staffing,
expertise and equipment. The same applies to #@a@nti-corruption police task force.

Overall, there has been some progress in strengthehe strategic ané@dministrative
framework for combating corruption. However, theldeed commitment of the authorities to
combat corruption has not been backed up by rigoimplementation with clear results,
including higher conviction rates in corruption easCorruption continues to be widespread
and inefficiently prosecuted, particularly in casésigh-level corruption.

2.2. Human rights and the protection of minorities
Observance of international human rights law

Regarding theatification of human rights instruments, Montenegro is a signatory or a
party to most of the Council of Europe conventiansjuding the European Convention on
Human Rights (ECHR). Montenegro has not yet ratiflee Council of Europe Convention on
the avoidance of statelessness in relation to Steteession.

Montenegro appointed a judge to tBaropean Court of Human Rights in April 2008,
which means it is now possible to handle cases twimad been suspended following
Montenegro's independence. Appointment of the gowent agent representing Montenegro
before the European Court of Human Rights faileel uack of candidates.

Regarding promotion and enforcement of human rights direct implementation of
international human rights standards in Montendgroestricted to application in cases of
conflict with domestic legislation. The constitutidoes not include an explicit provision that
ratified international human rights treaties shooédapplied in compliance with the practice
of international bodies in charge of their intetpt®on. The Venice Commission has
recommended that the Law on implementation of tbestitution should be clarified to
guarantee retroactive application of the ECHR dmulikl be brought to the attention of the
courts and the public.

The Constitutional Court will be competent for aglseon violations of human rights and
liberties following adoption of the Law on the Canhgional Court in July 2008. The election
of all Constitutional Court judges by parliament @proposal by the President, as provided
for in the constitution, is not in line with theceanmendations of the Venice Commission.

The right to appeal on the basis of provisionshef European Convention on Human Rights
concerning violations occurring prior to Montenégroindependence needs further
clarification.

Overall, Montenegro has made some progress in wmpyoobservance of international
human rights law. However, further efforts are ssegy to improve judicial enforcement.

Civil and political rights
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Little progress has been made prevention of torture and ill-treatment and the fight
against impunity. Montenegro is party to the Council of Europe Gawtion for the
prevention of torture and its constitution prolsbitorture and inhuman or degrading
treatment. However, there are continuous allegatadrtorture and ill-treatment during arrest
and detention. Material conditions in police detamfacilities remain unsatisfactory. Internal
investigations and criminal proceedings againsicpobfficers for the extortion of evidence
and for ill-treatment and torture are rare. Vemliate reached in a small number of reported
cases and are often followed only by administratiia@nings, suspended sentences or fines.
In 2007 the ombudsman received a higher numbeorapéaints about police ill-treatment.

The disciplinary procedure for misuse of office anateeding official powers referred to in
the Law on civil servants and public employees seedbe fully respected. The authorities
need to strengthen internal control mechanismerriational standards and judicial practice
for combating torture need to be considered bycthets.

As regardsaccess to justicea Law on the protection of the right to trial kvit a reasonable
time was adopted. Free legal aid remains limitdte €onsiderable backlog of court cases
remains an issue of concern.

Some progress has been made regardingrisen system.A number of detention facilities
have been newly constructed or refurbished, buit itied to become fully operational.
Further training of prison staff, including on tieent of prisoners with special needs, would
help improve standards.

Clearer rules for inspection and monitoring of déten facilities by external bodies would

help ensure transparency and accountability. Theessary comprehensive reform of the
probation/parole system has not yet been condu@edditional sentences combined with
probation have not yet been introduced as an aliemto imprisonment. This contributes to
prison overcrowding.

The accommodation for persons with mental disaslitacks proper financial support and
appropriate human resources. The specific needsugfaddicts are not adequately taken care
of.

The health system lacks capacity and its institigtiare weak. It is geared to treatment and
lacks preventive and promotion programmes. Thesebleen a deterioration in the quality of

services and fragmentation of services. There laceaver-production of health professionals,

outdated curricula and inappropriate training forses.

Overall, there has been some progress in imprgwirsgpn and detention facilities, but further
efforts, including legislative action, are necegsaraddress the situation adequately.

Freedom of expressiorcontinues to be a cause for concern.

Cases of physical assaults and defamation agamshglists continue to be a cause for
concern. A journalist of the daily newspapepublika was assaulted in November 2007 and
a photographer from the same newspaper in June 2008ay 2008 a journalist writing an
article on organised crime involved in betting por$ was heavily beateihe director of the
daily Vijesti was also assaulted. Investigations in such casas to be thorough. The number
of defamation cases against journalists and NGWisist is rising. The Law on free access to
public information is still being implemented withixed results.
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The Law on electronic communications was adoptegdniament on 29 July 2008 without

public debate. It establishes a new Electronic Campations Authority. The members of the
body's governing councils will be appointed by tgevernment and the regulator's
independence is not guaranteed. Moreover, thetsengowers over planning, allocating, and
monitoring the broadcasting frequency spectrum il transferred from the independent
Broadcasting Agency to the new Electronic Commuiooa Authority. Legislation on media

transparency remains pending.

Regardingfreedom of assembly and associatiorthere are no restrictions to report. For
sports events, a new Law on public gatherings angrevention of disorderly conduct at
sports stadiums was adopted.

Regarding the role ofivil society organisations there have been improvements, and the
strategy for cooperation between the governmentN@@s is in its last consultation stage
and will then need to be implemented. NGO actisitidten have a high public and political
profile. Consultation with civil society organisatis has been enhanced by the government
office for NGOs, the office for gender equality atiee anti-corruption commission. Civil
society is represented in the Parliamentary CodnciEU Integration. However, the criteria
for its representation will have to be clarified.

More than 4,000 NGOs are registered with the Mipisdf the Interior and Public
Administration, but only a much smaller number actually performing real NGO-type
activities. The NGO Law was amended in November72id0order to regulate commercial
activities carried out by NGOs. 43 public bodiesdhaominated an NGO contact point, but
the turnover is high, hampering communication WitOs. Many NGOs remain donor-
dependent, which weakens their strategic autonond @eneratesd hoc donor-driven
project activities instead.

As regarddreedom of religion, relations between major religious groups (Orthodslamic
and Roman Catholic) remain satisfactory. Howeuegrd is a continuous conflict between
representatives of the Serbian and Montenegrinodatk churches over official recognition
and property ownership. Legislation on freedom afgron has not yet been updated in
accordance with the relevant human rights stangdandtuding Article 9 of the European
Convention on Human Rights and case law of the figan Court of Justice.

Economic and social rights

Regarding the protection @fomen's rights relating to domestic violence and protection of
victims, the situation has not improved, despite fact that the problem is widespread.
Domestic violence remains a cause for concern, witery second woman experiencing
verbal abuse and every third being exposed to palysiiolence. The number of cases
reported to the police is small, but increased B2/ in 2008. There are discrepancies
between the number of cases of family violence nteploand the number of convictions. The
new Law on protection from violence in the familylishas not been adopted. There is no
financial support to organisations providing seegi¢o victims, or to the victims themselves.
The institutional response to protection of victiaissziolence is unsatisfactory and centres for
social care still lack professionalism towards imt.

Sexual harassment, unlike domestic violence, ispetifically punished by law. Victims are

hesitant to report harassment and there is no gulicussion on the issue, allowing the
offenders to get away unpunished.
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The legislation on gender equality does not adedyatefine implementation mechanisms,
including sanctions for breaches of the law or phiaciple of equal pay. The Ministry for
Protection of Human and Minority Rights and thei€dffor Gender Equality have prepared
an action plan on gender equality, which was adbpyethe government in July 2008.

In practice little progress has been made on impgpprotection from and raising awareness
of gender-based discrimination, in particular oa thbour market. The gender pay gap has
even widened to 19%. Women remain underrepresentel@cision-making processes and

leading positions both in the public administrateomd in the private sector. The number of
women Members of Parliament remains the same (8fautotal of 81).

Concerningchildren's rights, the government adopted a strategy for social almitd
protection for 2008-2012 in November 2007. Howewapacity to monitor the rights of the
child remains weak. Official statistics and anatysé poverty and social inclusion data are
still inadequate. The Council for Children's Rightseds to become fully operational as the
highest inter-ministerial coordinating body for protion and protection of children’s rights.
Institutionalisation, in some instances even togethith adults, is still the dominant care
system for children deprived of parental care dmtben with disabilities. The government
needs to give priority to alternative, communityséa family forms of care. Social inclusion
of Roma children and of children with disabilitiesnains particularly problematic. The scale
of poverty combined with the lack of personal doeats and civil registration and the
unresolved legal status of Roma, Ashkali and Egyptiefugees hamper access to social
welfare services and integration. The low leveknfolment in pre-schools of less than 30%
nationally, and as low as 3% for Roma childrera isause for concern, both nationally and
for minority groups.

Concerningsocially vulnerable and/or persons with disabilitis, the government adopted a
strategy for the integration of persons with diaés for 2008-2016 and a strategy for the
development of social protection for the elderly 8#)08-2012. Measures, including relief
mechanisms, have been introduced to promote emplotyraf persons with disabilities.

Montenegro has yet to ratify the UN Convention loa tights of persons with disabilities and
its optional protocol. A Law on professional rehahiion and employment of disabled

people was passed in July 2008, but the draft lavprotection of persons with disabilities
from discrimination has yet to be adopted.

Regardinglabour rights and trade unions, labour rights are regulated by the Labour Law
adopted in July 2008. Trade unions and employegsinsations were involved in the public
debate on the new law.

In the area ofanti-discrimination policies, adoption of the draft law on prohibition of

discrimination is pending. Lesbian, gay, bisexuad aransgender (LGBT) people are
marginalised and discriminated against in Monteimegociety due to homophobic attitudes
and lack of legal and practical protection by théharities. In addition to increasing

legislative efforts, comprehensive anti-discrimioatmeasures covering sexual orientation
and gender identity are needed.

Regardingproperty rights, restitution of property is regulated by the Law restitution of
confiscated property rights and compensation wieme into force in August 2007. Three
regional commissions were established in PodgoBaaand Bijelo Polje to take decisions on
restitution requests. Over 10,000 restitution retgibad been filed by the deadline at the end
of 2007. The regional commissions have approvedes®@B5 requests for monetary
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compensation and 95 requests for property restrtutdver €15 million have been paid from
the Restitution Fund as monetary compensation legtvestablishment of the Fund in 2005
and July 2008. Around 1,100 complaints againstsieas taken have been brought to the
attention of the second instance commission.

Overall, there have been improvements in the afeganomic and social rights. The rights
of vulnerable groups, including children, have baddressed with a number of strategies, but
the conditions have not yet substantially improwegractice.

Minority rights, cultural rights and protection of minorities

Montenegro has made progress on protection of matiminorities. Inter-ethnic relations are
smooth. The constitution includesnanority rights chapter reflecting the principles of the
Council of Europe Framework Convention on natianalorities. The constitution guarantees
special rights of identity protection and prohibitiof assimilation “to minority nations and

other minority, national and ethnic communitiesheTgovernment has adopted a minority
policy strategy and a national Roma strategy. Maliominority councils have been

established and a fund for minorities (0.15% of tibtal current budget or approximately €1
million) was approved by parliament.

In March 2008 there were more than 16,06ternally displaced persons IDPs) from
Kosovo and around 8,500 displaced persons (un@egdernment Decree on the care of
displaced persons from 1992) from Croatia and fBoania and Herzegovina in Montenegro.
Some 300 IDPs have already returned to Kosovo.qgliestion of how to deal with IDPs who
do not want to leave the country remains unsol@mhstruction of accommodation facilities
for displaced Roma from Kosovo was initiated inlyalune 2008, but further financial
support will be needed for the planned constructbrten buildings. Access to identity
documents and permanent status, education and seciaces for many of them remains
problematic, as do the prospects for their integnabr return. Montenegro has received 15
asylum applications since its independence andeplaefugee status in one case.

A Law on ID cards was adopted in November 2007. gdhwernment adopted a Regulation on
the content of and manner of keeping records irfighé of asylum. Laws on citizenship and
registers of temporary and permanent residence aswopted in February 2008. A Law on
employment and work of foreigners was adopted imdi2008.

Approximately 2,000 IDPs and displaced personsrhade claims for resident status by the
end of 2007. IDPs and displaced persons do notyethi economic and social rights of

citizenship and their socio-economic situation remaa cause for serious concern. IDPs,
mainly Roma, Ashkali and Egyptians originating fréfosovo, often lack ID documents or

birth certificates and risk statelessness. Montenégs yet to ratify the Council of Europe

Convention on the avoidance of statelessnessatiorlto State succession.

European Partnership priorities to repeal all dmsicratory provisions in key fields affecting
refugees and displaced persons and to provide omslifor integration of those who choose
to remain in Montenegro have not yet been fulfilled

As regardsRoma, the government adopted a strategy for improvirggdtatus of the Roma,
Ashkali and Egyptian population in November 200fe Ruthorities have set aside €400,000
of the 2008 annual budget for its implementationdél the Law on freedoms and rights of
minorities, a Roma Council was set up in April 200Be Roma strategy amends the previous
Decade Action Plan, which was not efficiently impkented because of insufficient
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institutional capacity and scarce financial researcSignificant progress has been made in
creating conditions for the participation of Ronra active employment policy, such as
registration of Roma in employment bureaus or dpetax relief for employers. The new
Roma strategy also intends to improve the instingl framework in the area of healthcare
protection and housing.

However, the lack of reliable data on the Roma, kdthand Egyptian population has a
negative effect on the exercise of certain righsjuding use of funds from the State
Minority Fund and awareness of the political sigr@hce of this minority in general. Despite
the above-mentioned measures, Roma continue to d#6eult living conditions and
discrimination, with poor access to education, alogrotection and healthcare. Most of them
live in extreme poverty and substandard housing ditioms. Due to widespread
discrimination, opportunities for employment of Rarare still minimal and unemployment
among Roma remains over 80%.

llliteracy rates are reported to be 63%, and evghdn among women. The specific needs of
Roma refugees from Kosovo have yet to be addredsmanonitoring mechanism exists for

implementation of the action plan adopted in 20@fplementing legislation is necessary to
establish implementation and monitoring capacityindstic ownership and adequate and
sustainable funding.

Overall, there has been progress on strengthehi@gramework for minority protection.
However, implementation is still lagging behindsame fields, in particular regarding the
Roma, Ashkali and Egyptian population. The condsgicof IDPs and displaced persons
remain a cause for serious concern.

2.3. Regional issues and international obligations

Cooperation with thénternational Criminal Tribunal for the former Yugo slavia (ICTY),

a key European Partnership priority, is satisfact@xgreements for cooperation on war
crimes cases were signed with the State prosecud@mices of Serbia and Croatia.
Montenegro’s supreme State Prosecutor attendedgiane¢ conference on cooperation
between State Prosecutors on war crimes prosesuytfonusing on cooperation with the
ICTY.

In respect of the bilateral immunity agreement witle United States, covering US and
Montenegrin citizens and granting exemptions frimternational Criminal Court (ICC)
jurisdiction, Montenegro does not comply with the Eommon positions on the integrity of
the Rome Statute or with the related EU guiding@ples on bilateral immunity agreements.
Montenegro needs to align with the EU position.

There have been no significant developments in Blwegro to follow up theSarajevo
Declaration, which aimed at finalising the regional refugeiine process by the end of 2006.

Regional cooperationand good neighbourly relations form an essenté @f the process of
Montenegro's moving towards the European Union.

Montenegro has participated in the work of theaegl fora, including in the transformation
of the Stability Pact for South-East Europe intmare regionally owned framework with the
South-East European Cooperation Process (SEECP)hangegional Cooperation Council
(RCC). Montenegro became a member of the South-Eagipean Cooperation Initiative
(SECI Centre, Bucharest) in June 2008. Montene@s lbeen chosen to host the Regional
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School for Public Administration (ReSPA). The schadl be based in Danilovgrad and
should come into operation on 1 January 2009. Pa&py activities were launched in April
2008.

A memorandum on technical cooperation within thecpss of European integration was
agreed between the countries in the region at thecht Conference in October 2007. In
December 2007, Montenegro signed the Agreementotinepcooperation in South-Eastern
Europe and the Agreement on the establishmenharaperformance rail network in South-
Eastern Europe. In October 2007, Montenegro rdtitiee Agreement on the European
Common Aviation Area (ECAA). Montenegro continue@marations to implement fully its

obligations under the Energy Community Treaty. Mmeigro is participating in the Central
European Free Trade Agreement (CEFTA).

Montenegroaccepted thacquis of the Barcelona process and participated inahadh of the
"Barcelona Process: Union for the Mediterraneantuly 2008, thus becoming a full member
of the process.

As regards thpeaceful settlement of border disputess political understanding was reached
on how to resolve the issue of the maritime bongd#h Croatia, including the Previaka

peninsula. Currently, a temporary agreement appiesarch 2008 the two Prime Ministers

agreed that the issue should be settled by thenbtienal Court of Justice (ICJ). A working

group chaired by the Prime Minister and made upexgerts in maritime law has been
establishedNo timeframe has been set for the process.

Montenegro has continued to foster gobiiateral relations with other enlargement
countries and neighbouring Member States

Montenegro has established cooperation with neighibg countries in areas such as border
control, environmental protection and energy supplglitical relations with neighbouring
countries are satisfactory. Montenegro is purs@ngpnstructive policy on key outstanding
issues that are crucial for regional stability.

Relations withAlbania have developed further. Work started on conswuactf the joint
border crossing point at Murigan/Sokobine. An agrelet on exchanging practical experience
in harmonisation of legislation with the EU stardtamwas signed between the Ministers of
Justice of the two countries.

Relations withBosnia and Herzegovina have further intensified. Agreements have been
signed on defence, police and cross-border coaperahd on civil protection. Montenegro
requestedBosnia and Herzegovina to assist it by sharing consular services andingsu
Montenegrin visas where the country does not hivewn consular representations.

Regarding relations wit@roatia, a working group on outstanding issues, inclugingperty,
chaired by the Ministers of Justice has met twigreements on cooperation in the field of
defence and in water management have been sigusdtedss relations have been enhanced.
With regard to the open border issue, the two amstgreed to settle border demarcation at
Prevlaka through international arbitration at theetnational Court of Justice. A joint
commission is being established to prepare thd femyaework. The temporary border regime
in place continues to function smoothly.
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Montenegro recognised the independence of Kosiov@ctober 2008.

There have been no major developments in relatigtis the former Yugoslav Republic of
Macedonia, which remain good.

Relations withSerbia have been advancing smoothly overall since indégece, but they
were adversely affected following the recognitidrkesovo's independence by Montenegro
in October 2008 and by the subsequent reactionSeobia. On the basis of a bilateral
agreement, Serbia continues to represent certaintéviegrin interests abroad, including
issuing visas. An agreement on social securityredtato force in January 2008. Agreements
on cooperation on defence and culture have beaedidyiscussions on a bilateral agreement
on citizenship between Montenegro and Serbia stanteautumn 2007, but have not yet been
completed.

Relations withTurkey have remained good.

Bilateral relations with the EU Member Statesremain good. The EU is Montenegro's main
trading partner.

Relations withltaly have continued to develop positively, with the otegion of bilateral
agreements on police and judicial cooperation.

Overall, Montenegro has continued to improve itegnation into regional structures and its
relations with its neighbours. Montenegro plays aderating role in the region. The
agreement with Croatia jointly to refer a bordespdite to the International Court of Justice is
one example of its good neighbourly relations.

3. ECONOMIC CRITERIA

In examining the economic developments in Montemetite Commission's approach was

guided by the conclusions of the European Coundapenhagen in June 1993, which stated
that membership of the Union requires the existafi@gefunctioning 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

Montenegro submitted its second Economic and FReagramme (EFP), covering the period
2008-2010, by the end of November 2007. The fistaltegy of the government aims at
capitalising the strong economic growth in order ftoance measures to strengthen
administrative capacity, invest in infrastructunedareduce the public debt. The political
consensus on the economic reform agenda was cpetlesn a few occasions: at the time of
adopting the Laws on ownership relations and Siadperty, the new Law on banks and the
amendments to the Concession Law. Overall, theitmoalgovernment retained political
consensus on market-based economic policies.

Macroeconomic stability

8 Under UNSCR 1244.
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Economic growth remained strong in 2007, expaneiet above 8% in real terms, boosted
by strong inflows of FDI and robust domestic demartte solid performance of the economy
continued during the first half of 2008, with GDIRoging by 8% year-on-year. Services,
notably tourism, financial intermediation and reatate, remained the main driver of growth,
generating some 70% of gross value added (GVA).uAdo20% of total growth was
attributable to industrial output and constructi@m the demand side, consumption remained
solid as cumulative retail sales grew by 18% irl teans in the first eight months of 2008,
supported by increasing household incomes. As a@emprence of the robust economic
growth, Montenegro's per capita income, measuregdunthasing power standards (PPS),
increased in 2007 to around 32% of the EU27 aver@gerall, economic growth remained
strong boosted by FDI and domestic demand.

Exports of goods hardly improved in 2007, incregsby some 2% reflecting the weak
competitiveness of local products but also thetielanternational price of aluminium, which
accounts for almost half of total exports. FDI awils surged by 56% in 2007 and combined
with a robust domestic demand induced a widenintheftrade deficit to 55% of GDP. The
already sizeable current account deficit furthepagded from 24.7% of GDP in 2006 to
about 34% in 2007 despite the strong increasedrb#iance of services surplus. Meanwhile
concurrent huge outflows, mostly due to real estates by foreigners, brought net FDI down
to 22% of GDP. The coverage of the current accgam by FDI flows decreased to 52%
(compared with 88% in 2006). The deficit is inciagh/ being covered by repatriation of
domestic banks' net foreign assets and externahtpriborrowing. Stronger than expected
fiscal performance allowed early repayment of fgndioans bringing the public external debt
down to 20.3% of GDP at the end of 2007. Extermddalances continued widening during
the first half of 2008 as the trade deficit deteated. The stagnation on the domestic capital
market resulted in a significant outflow of portlinvestments. The public external debt
continued to decrease, ending on 17.5% of GDPeaétld of June 2008. Overall, the current
account deficit widened, driven by a strong inflolvimports while its coverage by net FDI
declined, increasing vulnerability to external dktec

The fast-growing economy required labour resoubmgnd the country's capacity. Market
rigidities and lack of mobility resulted in a shage of seasonal workers, notably in tourism,
construction and agriculture. Shortages are beogered by foreign labour, mostly from
Serbia. According to the labour force survey (IL@nslard), in the first quarter of 2008, the
participation rate was 59.7% and the unemploymatet 18%. Employment growth remained
steady during the first half of 2008, recording &¥erage expansion year-on-year. However,
partly due to the significant size of the informatonomy, changes in registered
unemployment may not correctly reflect the actualaimics of the labour market. Overall,
the unemployment rate decreased and together h&hmismatch of labour skills exerted
upward pressure on wages in both the public anéiarisectors.

Montenegro unilaterally uses the elies legal tender, without participating in the earea.

Consequently, its monetary policy is limited to Ggimn of liquidity management. So far, the
international financial crisis has had only a leitdirect impact on the financial sector. Yet,
the rising current account deficit, increasinglgainced by repatriation of domestic banks
assets abroad, has become a matter of concerigupaty under current capital markets
conditions. Also, higher risk premiums and refinagccosts have already started putting

4 In October 2007 the Council adopted a declaratiothede facto use of the euro in Montenegro which

is due to exceptional circumstances.
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pressure on the external side. The Montenegrinoaitids have taken a series of measures,
including higher capital adequacy requirementgifamestic banks, an unlimited coverage for
deposits insurance as well as a guarantee schenmtréebanking lending.

The rapid growth of bank deposits expanded the snenpply from 74% of GDP in 2006 to
112% in 2007, as the stock of domestic credit sb&wed8% of GDP. However, restrictive
measures introduced by the Central Bank (credivtiroceilings and higher minimum
solvency coefficients) succeeded in moderatingetbeated credit activity of domestic banks
in 2008. The annual rate of lending decelerate@3®% during the first eight months of
2008, compared with 93% in December the previouar.yéverage annual inflation
accelerated from 3% in 2006 to 4.3% in 2007, ngtalle to a significant increase in food
and energy prices. Consumer prices peaked at laptyear-on-year in June 2008, slowing
down to 9.5% in August on easing food and transpoites. Overall, lending activity
decelerated in 2008, while inflation increased glyar

The 2007 budget showed a very strong growth inréaenue, resulting in a record surplus
above 7% of GDP. Proceeds from VAT and from persand corporate income taxes rose
strongly above target, reflecting the effectivenesprevious reforms of direct taxes and the
tax-rich growth pattern. Total public spending grew47% of GDP. Expenditure on gross
wages expanded considerably to 14.5%, while tramsfe State funds and local self-

governments increased more moderately. The governohecided to allocate the budget
surplus achieved up to mid-October to reducingifpr@ublic debt by 8.3%, raising wages of
civil servants by 30%, and increasing capital exitteines to 7% of GDP. Nevertheless, at the
end of the year the budget was still showing angtisurplus.

The positive fiscal performance continued during finst half of 2008, when a surplus of
2.9% of annual GDP was recorded. Rapid growth wasemwed in both revenue and
expenditure. Tax revenue expanded by 28.4% yeatean-as a result of rising collection and
strong proceeds. The other main developments i2@68 budget were the 22% year-on-year
increase in gross wages and the expansion of &antd public institutions. In contrast with
previous financial years, capital expenditure i®2@vas executed as planned. In July 2008
the parliament supported the amended budget, prapdargets 11.4% higher for both
revenue and expenditure, while the planned sumdosined unchanged. Overall, buoyant
revenues were the main driver behind the improadrizes.

The public debt continued to decrease to 30.4% P @& 2007 as the good fiscal outcome
enabled several early repayments to internatianahtial institutions. However, it expanded
to 33.6% of GDP in the first half of 2008, as tlare of domestic debt in the total rose. In
particular the government recognised additionaligalibns from ongoing restitution
procedures, old foreign currency savings deposditetivo Serbian banks, and unrecorded
liabilities of the State funds to commercial ban&serall, the public debt rose following
recognition of domestic liabilities from the past.

Macroeconomic policies aiming at reducing the pubkbt have been an appropriate mean to
contain potential external vulnerabilities, but safficient given the country's use of the euro
and the limited scope for monetary policy instrutsehe debt-management policy was
complemented by a reshaping of fiscal revenue,dieduthe burden of direct taxation in

° The broad money (M21) aggregate consists of degposbanks with the Central Bank and demand and

term deposits with banks and the Central Bankumo @nd other currencies, including deposits of the
central government.
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order to stimulate growth. However, the Central IBaxeeded to implement a restrictive
monetary policy to bring the surge in loans extehtlg commercial banks (165% annual
expansion in 2007) back to more sustainable laae2908.

Interplay of market forces

Electricity prices were further liberalised and tress-subsidisation between the enterprise
and household consumers was reduced. The governioektmeasures to alleviate the
increase in food prices. In September 2007 it thiced a package of temporary measures to
stimulate agricultural production by reducing VATGtes, supplying farmers with raw
materials or increasing guaranteed prices to praduc

The privatisation process accelerated after theptamo of the new constitution. More than
85% of the State-owned capital has been privatedeshdy. Key sectors such as banking,
telecommunications and the metal industry have Ibekn privatised. Out of 59 companies
slated for privatisation in 2008, fewer than hai§play State ownership above 50%. A
significant number have already been put up foe saler the reporting period. However, a
few of them failed to attract investors, while ither cases the sales contracts were not
concluded. Since the end of 2007, the governmesntahaounced a new type of tenders for
developing a series of seaside locations, mostignéo military properties, into high-end
tourist resorts under lease conditions. Overadl,ghvatisation process has further advanced,
although the sale of a few companies failed fok lafcnvestor interest.

Market entry and exit

In 2007 the number of companies registered with @@mmercial Court increased
significantly. However, because the procedure tpster new companies is inexpensive, a
number of these remain inactive after a single ajp@r. While business registration is quite
simple and takes four days at most, starting aapatations may require significantly more
time to obtain the compulsory licences. There $® @ disparity in requirements and the costs
for obtaining the same business licences dependmgach municipality. So far, most
improvements have come from initiatives by cenigavernment or agencies, such as
adoption of the draft law on domestic trade, whieplaced the need to obtain municipal
business licences by a declaration by the entrepreof intent to launch trading activities.
Overall, market entry procedures are improving, dné-stop shops, though considered, have
not yet been introduced.

In 2007 the Commercial Court registered 371 newkhgricy procedures, and closed 359.
The average length depends on the legal basiscapfdi Under the 2006 Law on insolvency
of business organisations, the most complex cas@g take a maximum of one year,
compared with up to 10 years under the previous @verall, market exit delays have been
reduced considerably by the implementation of regislation.

Legal system

The main obstacles to an effective business enviemt remain the weak rule of law and the
costs and delays for obtaining business licencds@nproperty registration. Yet, corruption
and criminal activities may hinder the developmehtthe formal sector and affect the
business environment. The regulatory frameworkhmrimproved with the establishment of
two new institutions: a mediation centre to faait simple resolution of commercial
disputes, and a council for elimination of businéssriers. Overall, progress has been
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achieved in several areas influencing the busicbsste, but further efforts to establish a
transparent system are needed.

Financial sector development

The size of the banking sector in terms of asset® go 131% of GDP by the end of 2007,
making it one of the major driving forces of the Menegrin economy. The sector remained
concentrated, with three banks holding 37% of ttal tcapital, 64% of the banking sector's
assets and 73% of the total deposits. However, ettign in the banking sector reduced
lending rates. The average weighted effective @sterate stood at 9.1% at the end of 2007,
while the real interest rate remained much lowef,.4%. In 2007, the Central Bank adopted
a package of measures to increase the securitganis] and dampen credit expansion. In
January 2008 centralised registration of credit rafpens was introduced, allowing
commercial banks to improve their risks manageniarfEebruary 2008 parliament adopted a
new Law on banks, providing for more detailed ragoh of the sector with improved
supervision of the banking system. The Law aimbring the banking legislation closer to
international standards, especially the EC CapRatjuirements Directivs The banking
prudential indicators remained sound in 2007, aigfmopositively influenced by the strong
growth of lending. The share of non-performing ®aecreased to 3.2% of total loans. The
capital adequacy ratio declined to 17.1%, well @&twe minimum 12% required. Average
bank profitability declined marginallyOverall, despite the intensive lending activitye th
stability of the banking sector has been maintained

The insurance industry accounts for some 2% of GidE is primarily made up of
compulsory insurance (i.e. for motor vehicles) whaccounts for half of total premiums,
whereas life insurance covers just 4.5%. The saetoains highly concentrated, with one
company holding a 66% market share. The leasingpiseontinued to expand strongly in
2007, increasing from 3.7% of GDP in June 2007% & the end of the year. The capital
market comprises two stock markets. In early 2008 of the stock exchanges launched a
takeover bid, but failed to take control of itsaiivEight investment funds and some 32
brokerage companies participate in the market. Almer of banks also participate in the
capital market by founding pension funds, formimgker associations or performing custody
operations. Overall, the non-bank financial segr@w rapidly, especially driven by leasing,
while the stock markets remained volatile.

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

Existence of a functioning market economy

Macroeconomic stability has weakened as externgbsxe increased in 2007 and the first
half of 2008 owing to strong demand pressures tedday rising inflation, widening external
imbalances and a moderately pro-cyclical fiscahsa Nevertheless, continuation of the
already advanced privatisation process and impléatien of the other structural reforms to
which the government is committed are facilitatmgre efficient allocation of resources by
market mechanisms. However, despite significantgq@ss in improving the business
environment, weaknesses and sometimes insufficesaurces on the part of supervisory and
regulatory agencies are still impeding the conswih of a more level playing field for
market participants, thus providing leeway for i@l practices.

6 Directives 2006/48/EC and 2006/49/EC.
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Human and physical capital endowment

Enrolment in primary and secondary schools remiaigis. The number of university students
rose to 3.1% of the total population, approachimg EU-27 average of 3.8%. Vocational
training was reinforced thanks to cooperation witlernational institutions. The employment
agency and the Directorate for Small and MediunegiEnterprises (SMEDA) continued to
implement active measures promoting self-employnagck vocational training along with a
strategy for life-long entrepreneurial learningtlwspecial emphasis on the less developed
northern region. A new labour law was adopted ity 2008. In September, the government
adopted the mid-term programme for promotion of leympent and development of the
human resources for the period up to 2011, withaiheof creating favourable conditions for
building a competitive and dynamic knowledge-basednomy. The up-grading of human
capital continued, although retraining programméered by the employers are not yet
sufficiently developed.

Capital formation increased substantially owingvesy strong net FDI, bank financing to
corporations and government capital spending. Bs&ucturing of the electricity industry,
railways, airports and the port of Bar are underwllye telecommunications sector saw
further development by providing alternatives twefi telephony and offering significantly
cheaper international calls. Mobile telephony acmndid to expand, recording a penetration
rate above 200% in July 2008. Overall, investmaémtseased both in volume and quality of
sector allocation as real estate investments detlielative to other production activities.

Sector and enterprise structure

Large and enduring trade deficits reflect the narppoduction base, limited competitiveness
of local products and strong inflows of foreign italp The labour structure shows a
significant share of workers in government admraisbns or in public companies. This
situation decreases the external competitivenesth@fmore productive tradable sector.
Overall, with about 70% of its narrow economy enyplb in services, Montenegro relies on
upgrading the quality of its offer into the uppendeof the market to improve both
competitiveness and productivity.

The privatisation strategies for the transport andrgy sectors were adopted in 2007 and
their implementation engaged. It was decided téruetire the national railways into two
joint stock companies: one for transport, the ofleerinfrastructure. In 2008 the incumbent
power utility EPCG launched unbundling of the companto five separate business units to
be integrated vertically into a single energy hoddi Meanwhile, the Privatisation Councll
launched recapitalisation of the company, seekisgyategic investor to provide funds for its
development, while the government retains a 55%esh@iven the complexity of the
restructuring, the opening of the electricity mareequalified consumefsas been delayed
until the end of 2008. Meanwhile, the recently bshed Energy Regulatory Agency has
adopted a series of decisions to enhance the adigeslframework and further develop the
sector.

The restructuring of the industrial port of Bar wasnched with the adoption of the Law on
ports in July 2008. The State retains ownershiphefinfrastructure via the port authority,
while business activities will be privatised asegparate port operating company. The first
phase started with the selling of non-core busirseswities to provide for the severance

Excepting households in the preliminary openinggeh
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indemnities of redundant workers. As regards thgonal air carrier, the shareholders
assembly in July 2008 decided to proceed with pisaion by recapitalising and selling 30%
of the company on the capital market. Overall, reestiring of the transport and energy
sectors advanced further, although it remains dleeomain challenges.

The sectoral structure of the economy continuedhiét towards services, which generated
the largest share of employment (67%); with touridimancial intermediation and trading
expanding faster. Industry accounted for 26%. Néedgss, the public sector, including both
industry and services, accounts for a significdrare of total employment and is also the
sector where employment expanded fastest. The siiaagricultural workers continued to
decline and fell to 7%. Still, the informal sectemains large in most areas of the economy.
Overall, industry is giving way to more profitabsectors like tourism and construction,
ensuring a more diversified growth path.

SMEs are mostly geared to the domestic market ahdavound 15% of them export outside
the former Yugoslav territory. Companies have bigegffrom the surging credit activity of
banks, with two thirds of credits being allocatedhhem. However, SMEs continue to find it
more difficult to obtain loans, given the lack @iusd financial statements or collateral, and
are therefore resorting increasingly to leasingdquire facilities, vehicles and equipment. In
June 2008, the Central Bank adopted a decisionrexiitaqyuarantee services, providing the
legal basis for establishment of credit guarante®l$ to support SMEs access to financing.
Overall, the expansion of the SME sector continudeit at a slow pace, as the recently
adopted government's operational plan for elimngatbarriers to entrepreneurship is at an
early stage of implementation.

Sate influence on competitiveness

Early in 2008 the Ministry of Finance adopted desre®n conditions for granting state
support. State aid is primarily granted to compgnmierdergoing restructuring or privatisation
and takes the form of debt relief or severance gaygmto make their sale more attractive to
potential investors. In the case of the metal ssrgltelectricity subsidies running until 2011
were also included in the privatisation deals. SMisy benefit from aid to participate in

international fairs, to promote competitivenesstaimprove managerial skills. But public

support cannot be granted to SMEs dealing with shiging, agriculture and fisheries.

Overall, the amount allocated in the governmentgetdor direct subsidies remains very
small.

Economic integration with the EU

The trade component of the Stabilisation and Asdgmri Agreement entered into force by
virtue of an Interim Agreement on 1 January 200&nMnegro remains a very open
economy, with total trade in goods and servicesratd®b0% of GDP. In 2007 the services
sector became the major source of export reveneetalihe performance of the tourism
industry, which recorded higher revenue than treditional metals trade. The main
destination for domestic producers goods remaia<th, which took 65% of total exports in
June 2008, followed by the CEFTA countries (33%).the case of imports, 50% of
Montenegro's imports come from CEFTA partners atfh 4rom EU countries. FDI from the
EU totalled EUR 534 million or 53% of total inflowkllowed by 18% from Russia and 7%
from Switzerland. Although the share of Europearestment decreased slightly compared
with 2006, it expanded in nominal terms by 45% yaayear. Overall, economic integration
with the EU remains high.
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4. EUROPEAN STANDARDS

This section examines Montenegro's capacity gradual approximate its legislation and

policies to theacquis related to the internal market, sectoral polieed justice, freedom and

security, in line with the Stabilisation and Assdmn Agreement and the European
Partnership priorities. It also analyses Monten'sgadministrative capacity. In each sector,
the Commission's assessment covers progress aghthweng the reporting period and

summarises the country's overall level of prepansti

4.1. Internal market
4.1.1. Free movement of goods

Some progress can be reportedstandardisation. The new Law on standardisation was
adopted in February 2008. The Institute for Stagidation of Montenegro (ISME), which
will operate as the enquiry point for standadscame a member of the IEC (International
Electro-Technical Commission) and an affiliate membf the European Committee for
Standardization (CEN). An agreement on businesdexuithical cooperation was signed with
the Institute for Standardisation of Serbia allogvthe ISME to acquire a database developed
under the former State Union, providing a good $dser development of Montenegrin
standards. Technical committees on civil engingerand electrical engineering were
established, and other expert bodies are beingpsefhe Institute adopted 200 Montenegrin
standards harmonised with the European and intenatstandards. A further 300 standards
on the areas covered by the new approach directrees adopted in July 2008he Institute

Is currently operating with 10 employees, out gflanned total of 32. Further strengthening
of the ISME’s administrative capacity is requiredhaa view to national standardisation and
to membership and representation of Montenegratermational and European organisations
for standardisation.

Some progress can also be reported withformity assessment The Law on technical
requirements for products and conformity assessarghia set of implementing decrees were
adopted in February and June 2008, including decogeauthorisation and registration of
conformity assessment bodies and procedures andtditation, adoption and registration of
technical regulations. Following the adoption oégl by-laws, the Department for quality
infrastructure in the Ministry for Economic Devetopnt, which has a staff of four, will be
appointed to act as the enquiry point for techriegllations.

Good progress can be reported in the fieldaotreditation. The Accreditation Body of
Montenegro (ABM) started its operations in thetfinglf of 2008, by setting up technical
committees for testing laboratories and for cedifion bodies and also steering committees
for accreditation and complaints. The ABM also addprules related to the accreditation
procedure and has so far accredited six conforaggessment bodies. The ABM applied to
become an affiliate member of European Cooperdtorccreditation (EA) in March 2008
and signed agreements on cooperation with the ditatien bodies of the neighbouring
countries. So far this year, the ABM has taken lorea¢ of the ten extra staff planned.
Improving communication, cooperation and coordmmativith other segments of the quality
infrastructure and enhancing the administrativeacdp of the ABM itself are preconditions
for proper functioning of the quality infrastructurThe legal framework for accreditation
activities in Montenegro has not yet been finalised
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Work on the legal framework fanetrology is underway, but not yet completed. The Bureau
of Metrology became a corresponding member of titerhational Organization of Legal
Metrology (OIML). Out of the planned increase of 8taff members in 2008, so far the
Bureau of Metrology has recruited 23. Preparatibthe first national calibration laboratory
for mass is underway. The Bureau has provided piaval premises for five laboratories (for
mass, length, electrical quantities, temperatuck @essure), but the conditions there are not
up to the standards required for laboratories. Bfathe equipment for the laboratories has
been purchased and part taken over from the formigary metrology laboratories. Adoption
of the law on metrology, provision of adequate psm® and equipment for metrology
laboratories and upgrading of administrative cagaaie required before a proper metrology
system can be set up in Montenegro.

There has been some progress as regaat&et surveillance. The Law transposing the

General Product Safety Directive was adopted ig 2008. However, its alignment with the
acquis has yet to be verified. By-laws, including a bytlan the exchange of information on
dangerous products within Montenegrin institutioasgd between Montenegro and the EU
(RAPEX), have not yet been adopted. The adminiggatapacity of the Market Inspectorate
and of other authorities carrying out market sulaece activities needs to be further
developed, along with coordination and mutual coaten between these authorities. In this
context, one is to developnaarket monitoring strategy.

In the area otonsumer protection, progress has been made in the form of adoptidheof
national strategy for consumer protection in AR@08. The national consumer protection
programme (NCPP) is a comprehensive framework foiindegrated consumer protection
policy for the next two years. The action plan, evhis an integral part of the NCPP,
identifies specific activities for implementatioh@ansumer protection policy. The process of
selecting the members of the Arbitration Board, ahwill be in charge of out-of-court
settlement of disputes, is ongoing.

Overall, preparations in the area of free movenm@ngoods are moderately advanced.
Montenegro needs to strengthen its institutionatl administrative capacity, enhance
cooperation between the relevant State instituteomg align the horizontal legal framework
with Community legislation. Additional efforts ar@lso needed to start transposing the
product-specifiacquis into Montenegrin legislation.

4.1.2. Movement of persons, services and right of establishement

Some progress has been made in the fielsh@fement of personsand access to the labour
market. The Law on employment and work of foreigneas adopted in March 2008 and will
be applied from 1 January 2009. The Law stipul#tes issuance of a temporary residence
permit for the purpose of employment is conditiooal previous issuance of a work permit
for aliens. It also lays down conditions for crdmsder service suppliers, intra-corporate
transferees, business visitors and contractualicgesuppliers. The procedure for setting
guotas for the Law on employment and work of foneig will be laid down in the Law on
foreigners, which is currently in parliamentary ggdure. Some initial steps have been taken
in the area of recognition of professional quadifions with the adoption of the draft law on
national qualifications by the government. Coortdora of social security systems is
continuing. Bilateral agreements were signed witingsary and Luxembourg.

Progress has been significant on fre@vement of serviceswhichwas further liberalised in
the framework of the ongoing negotiations for astasto the WTO.
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There were developments in theancial sector. A new Law on banks was adopted in March
2008, providing the legal basis for gradual traosito Basel II, but not yet fully in line with
the acquis. A Decision on capital adequacy of banks, in adance with the new Law on
banks, introduced capital requirements for martgeérational and other risks. Further efforts
are needed to achieve alignment with the CapitatjuRements Directive (especially
regarding advanced approaches) and with othemiasienal standards, for example on non-
authorised acquisition of qualified participation banks' capital, corporate governance,
internal controls of banks and enforcement powedifer the introduction of a new
organisational structure for the Bank Supervisioap&tment of the Central Bank of
Montenegro, supervisory capacity needs to be fugtrengthened with a focus on risk-based
supervision, consolidated supervision and crostsaad international cooperation.

The institutional framework for supervision of then-banking financial sector has also been
improved. The Agency for Insurance Supervision carteeoperation in January 2008. At the
moment only five civil servants are employed in #hgency, while the Council Agency
performs its activities on a part-time basis, ascded by the law. The priority of the Agency

is to harmonise the operations of the existingrasce and brokerage companies and also the
activities of insurance intermediaries and othewises in the field of insurance under the
new legislation which came into force on 1 Janz4§8.

Furthermore, based on the Law on voluntary penkiods, Montenegro adopted several by-
laws, such as rules on issuing operating licene@danisations managing voluntary pension
funds and licences for establishing voluntary pem$unds and rules on accounting points of
voluntary pension funds and conversion of the doutions paid into accounting points,
which entered into force in October 2007.

Regarding theright of establishment in October 2007 the government adopted the
programme to eliminate barriers to entrepreneurdbielopment in Montenegro. Aad hoc
Council, headed by the Prime Minister, is in chauje strategic management of the
programme, via annual operational plans.2008 the following priorities were identified:
registration of economic enterprises, issuing perrar performing the work, insolvency of
economic enterprises, registration of real estptenning, urban planning and building
construction, taxes, import/export and the laboark®et. The Law on spatial planning and
construction, adopted in July 2008, stipulates lhigtling permits should be issued within 15
days, while the new Law on internal trade revokesnices for trading companies. However,
the simplification of the procedure for establighia business, consisting of unifying
collection of all taxes and contributions underiagle body, has not yet been enacted.
Licensing requirements and costs still vary betwed#éferent municipalities, which adds to
the duration of procedures.

There has been some legislative progress, witladoption of amendments to ti@mpany
Law in December 2007. Imprecision and gaps in thevase eliminated, enabling further
alignment with the first, second, third sixth, edath and twelfth Company law directives.
The revision also increased safeguards for minaitgreholders and stipulated that they
should be treated in the same way as local opsr&torforeign companies and their branches
on Montenegrin territory.

Overall, Montenegro's preparations in the areasmolement of persons and services,
establishment and company law have further advanced
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4.1.3. Free movement of capital

There has been progress in the field of fremement of capital With a view to accession to
the WTO, Montenegro has amended its legislatiofoogign current and capital operations,
revoking protective measures where there is ngrecity in current and capital transactions
that could lead to disturbance of the monetaryraricial conditions in the country. Although
foreign investors are free, in principle, to invesid transfer financial and other assets, the
Montenegrin legislation also contains some exceptio that rule. Apart from the restrictions
on production of and trade in arms and ammunitiod an activities related to "national
parks", the activities of foreign investorshaorder districts are subject to them participating
in joint ventures with local operators, with a dapshare not exceeding 49%. A Law on a
State land survey and cadastre was adopted in 200@rovides the legal basis for
determining the scope of activities in connectiathwdevelopment of state land survey and
register in Montenegro. Parliament returned the law property relations for public
discussion.

With reference tgayment systemsa new law on national payment operations, remgat
transfers of funds, inter-bank transfer settlemeissuance of electronic means of payment
and establishment and control of payment operatiasanot yet been adopted by parliament.

A new Law on the prevention afioney laundering and financing of terrorismwas adopted

in November 2007, in line with thacquis. The law and its implementing regulations lay a
firm foundation for implementing the SAA, includinmy expanding and strengthening the
Anti-Money- Laundering Directoratan areas such as control of reporting entities,
information technology and data import.

Overall, some progress can be reported in the @ré@e movement of capital, in particular
on the legislative front.

4.1.4. Customsand taxation

Good progress was achieved in the areeustomsduring the reporting period. Montenegrin
customs legislation, already largely aligned wille icquis, has been further improved.
Amendments to the Customs Law introduced the statasithorised economic operator and
simplified customs procedures, including via forsgs' customs agents and deferred
payments. The Decree on harmonisation of the 20@8dths Tariff Nomenclature aligned
the national customs tariff with the EU CombinedniMmclature and implemented the trade
provisions in the IA. Amendments to the Law on auistrative fees, though meeting the
GATT Article VIl requirements, did not totally absh customs-related fees as stipulated by
the SAA and theacquis. A new Decree on the infringement of intellectual gy rights
harmonised the deadline for ceasing actions urdeTRIPS. As of 1 January 2008 all duty-
free shops at land borders were closed.

With reference tadministrative capacity, the customs administration prepared a practical
guide to application of rules on preferential tradéhin the SAA and CEFTA Agreements.
An agreement on mutual assistance in customs rsattas concluded with Slovenia in
October 2007. Three quarters of the customs stk lreceived basic training. Further
training on rules of origin, valuation of importgdods and IPR protection was organised for
both customs officers and economic operators. Tiseoms administration currently employs
520 civil servants, out of 669 planned posts; néiag and retaining staff is a recurring
problem. Nevertheless it continued enhancing itéection capacity and collected 22.9%
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more duties, VAT excises and other taxes durinditeeeight months of 2008, which made
up 65.7% of the overall budget revenue.

Overall, Montenegrin customs legislation is largefy line with the acquis. However,
alignment is still needed, notably as regards oyigransit procedures and valuation.
Moreover, customs fees have to be brought into Wigh the Interim Agreement. The
administrative capacity of the customs administratneeds strengthening, including by
continuing implementation of the business strateégyrder to ensure effective enforcement
of the legislation.

Some progress was made in ttaxation area. In the case of direct taxation, the first
legislative measures were taken towards alignmetit ®wU legislation, in the form of
amendments to the Law on corporate profit tax atapdion of by-laws under the Law on
personal income tax in June 2008. Constant imprewesncan be reported in indirect
taxation. Amendments to the VAT Law increased thignenent on second-hand motor
vehicles and recovery of VAT in passenger transg®etduced rates on computer equipment
and services in marinas were introduced, whichaten line with theacquis.

To improve the capacity of the tax administratian,internal audit department was created to
monitor staff performance and uniform applicatidmpoocedures. As part of the action plan to
fight organised crime and corruption, the tax adstiation concluded agreements on

cooperation with the police and Anti-Money-LaundegriDirectorate, business associations
and unions. Also, the Code of Ethics was adoptedh&nges of tax information with Serbia,

Bosnia and Herzegovina, the former Yugoslav Republi Macedonia and Hungary were

intensified. The Decree on fiscal cash registeis t#ue recording of sales of goods should
help to enhance VAT collection in retail trade. Tihéormation provided to taxpayers was

improved by means of a tax bulletin and electranedia. Nevertheless, with 618 out of the
planned complement of 744 civil servants, the nreeads of the tax administration are for
additional and long-term recruitment and also trmjnCompared with the first eight months

of last year, the tax administration collected 28%re taxes and contributions. For taxes
only, the figure is even higher: 31.5%.

Overall, alignment of the tax legislation with thequis has increased. Good progress has
been achieved in modernising the tax administratidowever, further alignment is still
required, in particular as regards the excise yues and reduced rates of VAT and direct
taxation. Further efforts are needed to providegadte staffing and training and to improve
tax collection and controls, including effectiveeusf risk analysis and computerisation. The
fight against corruption and efforts to reduce infal economy remain a priority.

4.1.5. Competition

There has been some progress in the areantftrust. Amendments to the Law on the
protection of competition enabled the governmerdgdiablish, in November 2007, the agency
for competition protection. Experts from the Depeent for protection of competition in the
Ministry of Economic Development were transferredttie new authority, which currently
has six employees. A number of training coursessandy visits were organised for the staff
of the authority. The operational independencehef agency has yet to be established. A
strategy for competition policy was adopted bydgbgernment in June 2008.

As regardsState aid there is some progress to report. An effectivd aomprehensive
system forex-ante control is not yet in place. A general Law on e¢ohbf State aid entered
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into force in May 2007By-laws on the criteria, purposes atwhditions for granting State aid
and the methods and procedures for control andrtiegonvere adopted in the first half of
2008.

A seven-member State Aid Control Commission waabéished in November 2007. It is
authorised to approve the granting of State aidydier recovery of unlawful State aid and to
carry out ex-post supervision. The State Aid Control Commission ahé State Aid
Department, which performs administrative and tezdirtasks for the Commission, upgraded
their capacity by means of a series of trainingneveln June 2008, the State Aid Control
Commission adopted the annual report on State armral, the first of this kind in
Montenegro.

Overall, some progress has been achieved. The ywdencompetition protection and the
State Aid Control Commission were established,thet operational independence will need
to be ensured. Further strengthening of the StdtEamework and upgrading of the capacity
of the State Aid Department is required.

4.1.6. Public procurement

Progress has been made in the public procuresystém The competitive side of the public
procurement market has improved, and the absenemyopreferential treatment rules is a
positive factor. The share of this sector in thenkdoegrin economy increased in 2007, to
18.92% of GDP.

The Public Procurement Law adopted in July 2008 good starting point and is largely in
line with the main principles of the EU public puspement system. However, it still shows
several areas of non-compliance with the relevabtdirectives and/or with international
good practice, such as in the scope of utilities.

The administrative tasks of the Public Procurenfeggncy (PPA) have been separated from
the review of complaints conducted by the PubliocBrement Commission (PPC), thus
reducing the risk of potential conflicts of interethformation was made available to all

stakeholders by publishing tenders and selectia@msidas on the Directorate’s website. The
electronic public procurement system has not yehlieveloped.

A number of training sessions and study visits weganised for PPA and PPC staff, but the
PPA is still in its initial stage and lacks suféat staffing.

Progress continued in the area of public procurémeétowever, efforts to improve
transparency and accountability and to align thgslation with theacquis, including on
concessions and public-private partnerships, neetbet intensified, as well as capacity-
building for all involved in public procurement. toncement of the legislation will depend on
the availability of central institutional resourcésr supporting and monitoring public
procurement efficiently.

4.1.7. Intellectual property law

Progress has been made in the fieldntdllectual and industrial property rights (IPR).

The IPR lawof the State Union will continue to apply in Monégmo until the appropriate
legislative framework is adopted. Amendments tolthew on administrative fees, covering
the area of intellectual property, were adoptedmmil 2008. With a view to Montenegro's
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accession to the WTO, the Law on indications ofggaphical origin was adopted by
parliament in July. A draft law on patents has &leen adopted by the government.

The Montenegrin Intellectual Property Office (IP@as officially opened on 28 May 2008. It
currently employs 10 out of the 22 planned staffl dras already laid the basis for
formalisation of cooperation with other IPOs in ttegion. A Regulation on recognition of
intellectual property rights was adopted in Septen#®07. Under this Regulation, any rights
registered with the Union Intellectual Property iGéfor with the Serbian Intellectual Property
Office and any pending applications filed with the®ffices before 28 May 2008 are
enforceable in Montenegro. Any application for IRghts in Serbia made after that date will
have to be re-submitted in Montenegro within sixnthg, in order not to lose its acquired
priority.

Regarding enforcement, the administrative capacftythe newly established IPO needs
further strengthening. IPR market inspectors, gotfficers, customs officers and employees
of the Ministry for Economic Development attendednamber of training seminars on
intellectual property protection and counterfeitingt the end of 2007, the Customs
Administration signed &etter of Intent for Acceptance of SECURE Standards (standards to
be employed by customs for uniform rights enforcetjeadopted by the World Customs
Organisation (WCO) with a view to more efficienbaction of intellectual property rights by
customs authorities.

Since 2002, judges from the Commercial Court in géoda have been participating in
relevant seminars organised both in Montenegro ahwbad (USA, Bulgaria, former
Yugoslav Republic of Macedonia, Bosnia and Herzegg\Croatia, Italy and Serbia).

The number of IPR cases filed at the Montenegrurtsdhas increased, from only a few (up
to 5 a year) to 44 in 2007. The average time pge mabout six months.

Overall, further progress still needs to be madegiatection of intellectual property rights,
especially with regard to the still limited instimnal and enforcement capacity and the low
level of public awareness.

4.1.8. Employment and social policies

In the field of employment policy, a further decrease in unemployment was reported.
Structural unemployment, uneven regional employmant undeclared work are still
problems. The process of adjusting and updatinguments for the labour market analysis
by the Employment Agency and the National Sta@s$tioffice (MONSTAT) is ongoing.
However, there is still a need to clarify resporigies between the two institutions.

A national strategy for employment and developnoémiuman resources, covering the period
2008-2011, and a related action plan for 2008-2888 been adopted. In addition, a White
Paper was issued on human resources developmbftaritenegro up to 2017. However, the
capacity of the Ministry of Health, Labour and SciwWelfare needs to be further
strengthened with a view to coordinating and mamagimplementation of the
abovementioned strategies and action plans.

In the area o$ocial policies progress has been made on the legislative framkeagregards
labour law. The Labour Law was adopted in July 2008. It defira single collective
agreement for both public and private sectors, &ele existing level of severance payments
of six average salaries and retains the currentd2§s maternity leave. A Law on peaceful
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resolution of labour disputes was adopted in De@n#t007. It introduces out-of-court
settlement of labour disputes for the first time Nfontenegro. The agency required for
implementation of the Law now needs to be estabtish

Substantial amendments to existing legislation tamely adoption of the necessary by-laws
are needed to align the legislation fwalth and safety at work more closely with thacquis.
The administrative capacity of the Ministry of Lalbcand its inspection department are not
yet strong enough and establishment of the safetyek agency needs to be speeded up.

Some progress has been made in relation to titiaadtial dialogue. A Social Council was
established in June 2008 based on the law adopteddember 2007. It is in charge of labour
affairs with the aim of conducting a dialogue osuiss that are important for improving the
economic and social position of employees and eyepto The Council is also expected to
encourage peaceful settlement of collective labdisputes. The Council comprises 11
representatives of the government, 11 represeatat¥ authorised trade union organisations
and 11 representatives of the employers’ assonigfitontenegrin Union of Employers).
However, the issue of weak bipartite social dia®gemains unaddressed. All workers, with
the exception of those employed in the State adwnation, have the right to bargain
collectively. Given that workers in the State adistiation also have no right to strike, the
role of trade unions in the public administrati@m de regarded as very limited.

In the area o$ocial inclusion, a strategy ominority policy has been adopted. The 2007-2011
strategy for reduction of poverty and social exidoswas re-focused on four fields (health,

education, social protection and employment). Stbpse been taken to establish a
coordination unit to implement it. Neverthelessréhes still a lack of shared analyses and
cooperation between the relevant stakeholdersangehof fostering implementation of social

inclusion policies.

Regardingsocial protection, in November 2007 the government adopted a sydi@ythe
development of social and child protection, a stgggtfor the development of social protection
for the elderly and a strategy for the inclusiondefabled persons in Montenegro. All three
cover the period 2008-2012. However, implementaticthese strategies is weak.

In the area oéquality between women and men, a national action plan for gender equality has
been adopted for the period 2008-2012 which coeggst policy areas. Little progress has
been made opublic health policy. The government began to streamline the publidtthea
sector, by cutting the number of employees andicdsg free housing for the remaining
staff. However, the capacity of the healthcare systerh ditiés not meet the needs of the
population, and the budgetary framework fails toemall the needsA strike by health
workers hindered further reforms. Some legislat@s been introduced, making progress
towards aligning with EU health legislation, e.g.the field of blood quality and safety,
tobacco control and the reporting of communicaldeakes. It has yet to be implemented.

4.19. Education and research

As regards access &mlucation primary and secondary school enrolment rates irefrigh.
There are 20,000 students at the University of Moegro, 1,600 at the private Mediterranean
University and 988 at five newly established prevédculties (the faculty of law, the faculty
of international economics, finance and businessl the faculty of administrative and
European studies in Podgorica, the faculty of lessrmanagement in Bar and the college of
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nursing in Herceg Novi). A total of 14,760 studerds 82% of the total enrolled in the first
year of undergraduate studies in 2006/2007, weitd ¢ime second year of studies.

Amendments to the Law on general education andingihg were adopted. These provide
for education programmes tailored to minoritiesalekshment of primary schools by foreign

citizens and a procedure for electing head teaclketsaw on recognition and evaluation of

educational credentials was adopted in January.Zl@8 government adopted a strategy for
inclusive education for 2008-2016 and a strategyifac education in primary and secondary
schools for 2007-2010.

Further steps were taken to upgrade the qualityrasse system. The body responsible for
quality assurance is the national council for hrgkducation. Each individual faculty is
responsible for permanently monitoring quality aasge. In December 2007, the University
of Montenegro underwent the process of re-accrigalitén accordance with the guidelines on
re-accreditation of higher education institutiomsl astudy programmes. The nursing college
was re-accredited in June 2008, and the Meditearakmiversity is now in the process of re-
accreditation.

Further steps have been taken to ensure alignméntive EU’s lifelong learning objectives
and employment policies. A lifelong learning stogteon entrepreneurship along with an
action plan for its implementation were developed.

In the area of culture, the UNESCO Convention oa pinotection and promotion of the
diversity of cultural expressions was ratified imw2008.

As regardsresearch in July 2008 the government adopted a strategystoentific and
research activities in Montenegro for the perio®@&@010, which defines the science and
technology (S&T) priorities and sets out an anrtuadget for research, aiming at a gradual
increase.

Montenegro is also actively considering how to rgjteen its national research capacity in
terms of research infrastructure and human ressuand reforming the funding of national
research projects.

International cooperation is being improved. A tafal S&T agreement was concluded with
Slovenia on 3 July 2008, and agreements with atbantries (Albania, Croatia, Greece and
Serbia) are in the pipeline. The memorandum of tstdeding associating Montenegro to the
Seventh EC Research Framework Programme (FP7) ig/asdsin Brussels on 25 January
2008 with effect from 1 January 2008. The implernmgntmeasures (setting up national
contact points, relations with the Board of Govesnof the Joint Research Centre, and
nomination of observers in Programme Committeesadiner research groups) were taken on
time. Participation in FP7 has improved compareitt WP6.

The reform of the statistical system in the fiefdsoience and research and adjustment to the
EU system is at an initial stage. The Ministry @fugation is conducting related activities in
cooperation with MONSTAT.

Overall, there has been progress in strengthertieg légal framework and the quality

assurance system for education. Further progressdaded to implement a comprehensive
lifelong learning policy. There has been good pesgron research, particularly regarding
development of a strategy and of regional and matiswnal cooperation, including with the

EU.
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4.1.10. WTO issues

Montenegro's accession to ttTO has entered the final stage. Progress was maloiattat
multilateral and bilateral levels, including theatieeached on 15 April 2008 with the EC.
Further alignment of national legislation with WTrGles was accomplished with a view to
finalising the negotiations before end 2008.

4.2. Sectoral policies
4.2.1. Industry and SMIEs
Progress in developingMEs policy continued.

Montenegro is committed to applying the Europeaarhn for Small Enterprises and made
further progress towards this. On 11 October 2G6@, government adopted a national

strategy for development of SMEs for 2007-2010 argrogramme to eliminate barriers to

entrepreneurial development. In April 2008, a fasinual operational plan was adopted, a
Council for elimination of barriers to business westablished and a dedicated SME portal
was launched, which will become interactive in fetu

Progress onindustrial policy has been limited. The sectoral analysis of the gssiag
industry on the macroeconomic situation in Monteoegas finalised, but the process of
developing Montenegro’s overall development straisegt an initial stage.

The new Banking Law adopted in February 2008 altbwiee Central Bank to adopt a
decision on credit guarantee services, providing thgal basis and guidelines for
establishment and operation of a credit guarantee (CGF), which is not yet operational.

Also, practical measures were taken to improveetort potential of SMEs in the form of
the “Enhancement of export” credit line and the $§Esharing grant scheme”.

The government adopted a strategy for lifelongegmmeneurship learning for 2008-2013 and
an action plan for 2008-2009. This envisages intcoty entrepreneurial learning as a key
skill in primary and secondary schools from the 22010 school year.

Montenegro joined the entrepreneurship and innomagillar of the Competitiveness and
Innovation Programme on 3 March 2008 and will pgvate in the Enterprise Europe
Network. A network of nine business centres is afeg in Montenegro. The business
incubator in Podgorica has not yet come into op@rand no progress has been made under
cluster policy.

Application of the silence-is-consent principle doned with the possibility of on-line
applications would help to improve of the businessvironment. Also, systematic
introduction of regulatory impact analysis is nezesy.

Overall, progress in SMEs policies can be reportad, further efforts are needed on

harmonising and speeding up licences and permésjoving business barriers and
implementing industrial policy measures (CGF, iratolbs and clusters).
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4.2.2. Agriculture and fisheries

Good progress can be reportedagmiculture and rural development policy. A draft law on
agriculture and rural development and a nationaggamme for food production and rural
development for 2009-2013 were adopted by the gonent in September 2008, addition,

the budget allocation for agriculture and rural @epment was increased by 25% compared
with 2007.

In accordance with the strategy for the developn@ntood production and rural areas,
agricultural policy continued to be gradually refmd and harmonised with the Common
Agricultural Policy (CAP). In particular, input spprt was replaced by direct payments per
hectare of arable land; headage payments were egraiot 4,400 beneficiaries; several
thousand beneficiaries received some kind of supjar the purchase of quality seeds and
seedlings, modernisation of greenhouses, direcba@tgo growers of seed potatoes and
tobacco, etc.); and the first producers were reggstt in the organic agriculture producer
registry.

The programme for the preservation and sustainaddeof genetic resources and an action
plan for its implementation were adopted. The Lamanimal identification and registration is
being implemented, together with registration ofrfdholdings practising animal husbandry.

Support continued for construction of rural infrasture, including roads and water supply.
In spite of the severe drought, there were soméip®sesults in terms of production, with

exports of vegetables and certain kinds of fruiarhe doubling, and also in terms of

production and sales of milk and live animals.

In July 2008, the parliament adopted the Law onggggehical indications of origin, which
stipulates that the procedure for legal protectbgeographical indications of origin will be
managed by the Intellectual Property Office of Marggro.

Montenegro has joined several international orgdmss, including the Food and
Agriculture Organisation (FAO). The procedure fecbming a member of the International
Union for the Protection of New Plant Varieties @W) is underway.

Two extension services were set up on livestoakcsiein and plant production.

In the area ofood safety, veterinary and phytosanitary policysome progress was made on
legislative alignment, with the adoption of the taan food safety, reproductive material and
forest trees, protection of plant varieties, GM@s&l dhe animal welfare. Montenegro has
reached the final stage in accession to the Intiem& Union for the Protection of New
Varieties of Plants (UPOV). Implementing regulatiomave also been published regarding
identification and registration of bovines and sgition of their movements. However, their
compliance with thecquis has not been documented and how correctly thelemmgnt it is
uncertain. Identification of bovines has been catgu, while identification of sheep and
goats is still ongoing.

The veterinary administration and veterinary diegitdaboratory have been established. The
only factor limiting meat exports from Montenegre the current lack of approved
establishments.

A national strategic plan for thesheries sector is being finalised, setting objectives tfo
development of aquaculture and marine fisheriesluding scientific assessment of fish
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stocks. Montenegro is actively participating inergnt international fisheries bodies, such as
the General Fisheries Commission for the Mediteraan (GFCM) and the Scientific
Cooperation to Support Responsible Fisheries inAttheatic Sea (AdriaMed). The Law on
freshwater fisheries has been adopted, but thedawnarine fisheries has not yet been
finalised.

Overall, good progress can be reported on the mefafr the legislation, implementation of
which is to be enhanced and an integrated foodysafstem need to be established.

4.2.3. Environment

Parliament has adopted a national land use pldrptbaides for the municipalities to take on
the task of urban planning, for which a pilot sgit environmental assessment has been
conducted. Development of the infrastructure emgadaunder this plan requires due attention
in order to avoid any adverse impact on the enwiremnt.

Progress has been made as reghmi&zontal legislation. Laws on environmental impact
assessment and strategic environmental assessmaemtentered into force. Implementing
legislation on environmental impact assessmentbkeas adopted. The Ministry of Tourism
and the Environment has been designated as thenabtuthority for projects related to the
Clean Development Mechanism (CDM) under the Kyotmtdtol. Preparations for

Montenegro to become party to the Espoo and Aar@Gosventions have advanced.
Implementation and enforcement of the legislationtiiue to pose a significant challenge.
Further efforts are needed in this respect, eskheoia cooperation with local government.

In the area ofir quality, limited progress can be reported. The Law on antbair quality
has entered into force. Projects on phasing out@z@pleting substances, including training
for technical staff, have been approved and arengba@mplemented. Adoption of
implementing legislation on air quality is still p#ing. Overall, harmonisation with the EU
standards in this area is at an early stage, agwifisant efforts are needed to ensure
implementation and enforcement.

Some progress has been made in the areavaste management A national waste

management plan for the period 2008-2010 has bdepted. The system of permits for
establishments and undertakings carrying out depmsrecovery operations has come into
force. A pilot project for separate collection @r@in categories of waste in municipalities
has been launched. Preparations in this area ae edrly stage. The level of alignment with
the EU standards remains low, except for the Wiasiemework Directive and the Hazardous
Waste Directive. The track record on implementatiod enforcement needs to be improved.

Limited progress can be reported water quality. Montenegro became a contracting party
to the Barcelona Convention. A related Law on tb&, 2long with legislation implementing
the Law on water, have been adopted. Coordinateiwd®en the Ministry of Agriculture,
Forestry and Water Management and the Ministry airiem and the Environment needs to
be improved. Preparations in this area are at dg stage. The level of alignment with the
European standards remains low. Further efforts rsgeded on implementation and
enforcement.

Some progress can be reported in the aremiire protection. A Law on nature protection
transposing provisions of the Habitats and WilddBiDirectives was adopted in June 2008.
Further efforts are needed as regards awarenessegran this field. Inspection measures and
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sanctions have not yet been adopted. Preparatociissi area are at an early stage. The level
of alignment has improved, but implementation amideement remain a challenge.

Some progress can be reportedirmatustrial pollution control and risk management. The
Law on integrated pollution prevention and cont®PPC) has entered into force.
Implementing regulations, including the inventory IBPC installations and best available
techniques, have been adopted. Existing instafiationust comply with the IPPC
requirements by 2015. Preparations in this areaiemn early stage. The level of alignment
has improved, but implementation and enforcemante a challenge.

Some progress can be reported in the area@hicalsandgenetically modified organisms
(GMOs). The laws on chemicals and on GMOs have been eddgie competent authorities
for GMOs have been designated and the NationalaBadg Council is being established with
the aim of monitoring developments in the area M3 and providing assistance to the
authorities involved in implementing the legislation this field. Limited progress can be
reported on the level of alignment with the Europesandards, but implementation and
enforcement remain weak. Preparations in these aresat an early stage.

No progress can be reported in the are@oigeabatement

Progress has been made in the caderektry, with the adoption of the national policy for
forest and forest land management.

The administrative capacity of the Ministry of Tourism and the Environment (HE)I
remains weak. Coordination between the bodies weebln environmental protection issues,
particularly in inspection activities, needs to fignificantly improved. The environmental
protection agency is in the process of being estaddd. The lack of implementation capacity
at local level and poor coordination between cérgral local government further limit the
enforcement capability.

Overall, some progress has been achieved in tef@goment with the European standards.
Further efforts are needed, however, particulany implementation and enforcement.
Particular attention needs to be paid to strengtigeradministrative capacity and to
establishing effective inspection services. Fureféorts should be put into raising awareness
of environmental protection issues. Overall, envin@ntal protection, in particular in coastal
areas and national parks, is a cause for concern.

4.2.4. Transport policy

In the area oftrans-European transport network Montenegro continues to participate
actively in implementation of the memorandum of erstianding, signed in 2004, for the
development of the core regional transport netwatéd in the South-East Europe Transport
Observatory (SEETO). The mid-term priorities spedifin the updated multi annual plan for
2008-2012 are being implemented. In addition, thesport development strategy for the
period 2008-2018, harmonised with the existing lasd plan, was adopted in July 2008.
However, continued cooperation in the frameworlS&ETO is required and the quality of
the existing road infrastructure has still to bgioved.

Onroad transport, once the IA entered into force, Montenegro tdok hecessary steps to
ensure unrestricted Community transit through ésitbry. However, on 15 June 2008
Montenegro introduced an eco-tax on foreign, inclgdCommunity, road passengers and
cargo vehicles, whose compatibility to the 1A psiwns is under examination. Progress is
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starting to be made on harmonisation of legislatrothe field of road safety and technical
and social conditions. A series of laws are beirepared in this field, , but their finalisation
should be speeded up. The newly adopted legisldtaanto be implemented. The Law on
ratification of the agreement on the internatioo@tasional carriage of passengers by coach
and bus — INTERBUS — was approved in July 2008.

In the case ofrail transport, the restructuring process and the division of tagway
company is progressing in accordance with the mjlwestructuring strategy adopted in
September 2007. The legislative progress on r&elygaulminated in the adoption of the Law
on rail transport safety in December 2007, butrédated by-laws have yet to be adopted.
Montenegro signed an "Addendum to the memoranduandérstanding on the development
of the South-East Europe core regional transpdwar& for a South-East European railway
transport area” in December 2007, as a bold comenitrto take in coordinated steps towards
opening its rail service market as part of a graguacess extending over several years.

In the field ofmaritime transport there is little progress to report. The Law of Hea was
passed in December 2007 and the Law on ports yn2D@8. However, the Law on maritime
navigation is still being drafted and particulateation should be paid to safety and security
ISsues.

No progress can be reported in the areaslahd waterwaysandcombined transport.

Concerningair transport, approximation of the laws on air traffic manageinieas started,
with the adoption of a civil aviation safety prognane. The civil aviation safety committee is
still to be established. The draft law on civil @wn has been drawn up. The administrative
capacity of the relevant authorities should behierrtbuilt up so that they will be capable of
enforcing the aviatioacquis, as required by the ECAA Agreement

Overall, there has been good progress on libanglisdad transit traffic. Restructuring of the
railways is being implemented but access condittorthe railway infrastructure are yet to be
defined. Progress in road safety, maritime trartspamd systemic approach to transport
development has been limited. Substantial effarsraquired in implementing the aviation
acquis and establishing sufficient administrative capacit

4.2.5. Energy

Regardingoil stocksand security of supply work on a draft law on prospection, exploration
and exploitation of oil and gas is still ongoing.

Regarding thenternal energy market, a national energy development strategy (NEDS)
covering the period up to 2025 was adopted on 1&mDber 2007. Although there are plans
to open up the market gradually, no eligibilityebholds have been set and random requests
by customers for other sources of supply do noegsa sufficiently powerful momentum.

The State electricity company, EPCG, is due togs&ructured in three stages. The decision to
unbundle the electricity power utility has been @dd. The first stage has already been
completed with the creation of five daughter comesnIn the second stage of the
reorganisation, an independent transmission comizatiye to be created by the end of 2008.
In the third stage, the remaining four companied Wwecome independent joint stock
companies. The restructuring is envisaged to beptated by the end of 2009.
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Further examination of the compatibility of the N&Dwith the EU Water Framework
Directive is needed. The NEDS argues that the teng- solution to global climate change
problems should rely on reservoir construction ameans of responding to ecological
changes in watercourses.

An action plan for energy efficiency covering theripd 2008-2012 was adopted. Detailed
plans for its implementation and an action plandoergy efficiency in the public sector are
under development

An action plan onrenewable energysources (RES) (prepared in response to Directive
2001/77/EC) and an action plan for promotion offioéts (prepared in response to Directive
2003/30/EC) were adopted under the auspices oEtleegy Community in late July 2007.
However, little has been done in terms of impleragoh. The major hurdle is that there are
too few national and regional agencies. Funds tompte these policies are also lacking.
Another difficulty is that, with the exception dfi@ hydro-power sector, the RES market is
underdeveloped and unable to attract sufficierarfaes for potential projects.

The draft law omadiation protection and nuclear safetyhas not yet been adopted. It should
be fine-tuned and harmonised with the EU directiidee environmental protection agency,
which has yet to be fully established, will be theclear regulatory authority. Montenegro has
yet to accede to the Convention on nuclear safstyp the Joint Convention on the safety of
spent fuel management and on the safety of radveastiste management.

Overall, there is progress to report in the enesggtor, but it remains uneven. Continued
efforts are still needed to meet the requiremehtseoEnergy Community Treaty promptly.

4.2.6. Information society and media
Some progress has been madelecstronic communications and information technoloy.

A Law on electronic communications — with the airh tansposing the 2002/2003 EU
regulatory framework — was submitted to parliameithout public discussion and adopted
on 29 July 2008. It entered into force on 27 Augle08. The Law provides for the
establishment of a new regulatory authority, whiakil be in charge of electronic
communications and broadcasting (infrastructurenik@s and frequencies, but not content
regulation). The procedure for appointing the memlgd the board of the new regulatory
authority (government nomination), along with thiviglon of tasks and responsibilities
between the new authority and the ministry and ti@ancing, give cause for serious concern
about the independence of the new regulatory aiyhor

The majority of the secondary legislation basedttws new primary law still needs to be
drafted. The administrative capacity of the Deparitfor telecommunications policy, part of
the Ministry of Maritime Affairs, Transportation @i elecommunications, remains weak.

There have been no changes in the level of conpetin the telecommunications market.
There are three operators on the mobile telephcarken In the field of fixed networks and

services, the telecommunications regulatory autyhofAgentel) issued licences for the

provision of VoIP and for fixed wireless access (&MMost of the licences went to the three
existing mobile operators and only one of themdwfar launched commercial operations. In
addition, it was announced that some State compdalectricity and railways) may provide

competition in the near future.
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In addition to drafting rulebooks on number porigpiand local loop unbundling (to be
adopted under the new legislation), Agentel is alsoking on a cost model. In April 2008,
Agentel approved a new reference interconnectiéer gR10). The new RIO allows a choice
of service providers (through carrier (pre-)selattiwhich was introduced by law in 2007),
access to VolP providers and lower interconneatimarges.

There have been some improvements in the legislétamework for further development of
theinformation society. A Law on electronic documents and laws on datdidentiality, on
standardisation and on the residence register haee adopted. Work on a new information
society strategy is underway. Annual action plax@i$ on implementation of the strategies,
policies and legislative requirements and on seairiges. In May 2008, the government
adopted the programme for information security Whiagll serve as the basis for development
of the information security system. The Conditiorfatcess Directive has yet to be
transposed.

In the area ohudiovisual policy, a new Law on cinematography was adopted in February
2008. The Broadcasting Agency adopted rules oni¢kasing procedure and conditions for
use of licences for the distribution of radio aetkvision channels to end-users by means of
public fixed telecommunication networks and saeeltiistribution systems.

The Broadcasting Agency is continuing to implememprogramme of checks on compliance
with technical standards (electromagnetic comgdtibiprotection zones and corridors,
permitted radiation in cities, technical conditioftg broadcasting radio/TV programmes,
etc.). The deadline for harmonising the broadca'stesrk with technical standards expired in
April 2008. The Agency decided to revoke two braeslers' rights to use allocated
frequencies. The level of harmonisation is highgvaihg the digitalisation process to begin.
The Agency adopted a digital switchover strategipnil 2008.

The Broadcasting Agency also adopted a ruleboolaawertising and sponsorship in the
electronic media. It includes a minimum proportioh European works in television
broadcasting, in line with the European Conventan transfrontier television and the
Audiovisual Media Services (AVMS) Directive.

In response to a fourth public call for tenderg, Agency allocated rights to broadcast radio
signals on TV channels and frequencies for FM radio

The European Convention on transfrontier televisuas ratified on 10 January 2008.

After the country’s main telecommunications operatopped collecting the licence fees for
the public broadcaster RTCG in August 2007, RTC& f@a source of income. An agreement
has been negotiated with the electricity utilitfy&S, which started collecting the licence fees
together with electricity bills as from 1 July 2008

Internal reorganisation of the public service bistder is ongoing.

Diverging interpretations of the public service dnloasting law by the parliamentary parties
are hindering the effectiveness and independentieegiublic broadcaster’s work. A political
dispute about the manipulation of appointment places for new members of the RTCG
Council has hampered the work of the Council. TRECB Council currently consists of
seven of the envisaged eleven members.
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Overall, some progress has been made on the infiormsociety and media. However, the
progress in this sector has been called into ques$tly the adoption of the Law on electronic
communications, which raises concerns about thepeddence of the new Electronic
Communications Authority. Moreover, the transfer foéquency licensing to the new
regulatory authority could have a considerablerfaia impact on the Broadcasting Agency
which has lost one of its principal sources of fagd Further strengthening of the legislative
framework for development of the information sogiét required. The effectiveness and
independence of the public service broadcaster toeled ensured.

4.2.7. Financial control

The development gbublic internal financial control (PIFC) is underway. A PIFC policy

paper was adopted by the government in December, 2@@using on development of
financial management and control systems, funclipinaependent internal audit and central
harmonisation. The associated action plan coverpéhiod up to 2012.

Efforts to develop a framework law on PIFC haverteth as existing legislation and
implementing manuals need to be revised to ensoresistency with the new legal
framework.

A Central Harmonisation Unit, containing sectioos financial management and control and
one for internal audit, has been set up within Kkheistry of Finance. Establishment of

internal audit units in line Ministries is underwaly keeping with the principles of the policy

paper and the draft PIFC law.

In the area okxternal audit, the country's constitution, adopted by parliamenOictober
2007, includes provisions on the independence efState Audit Institution (SAI), which
became a member of INTOSAI in November 2007. Alratk on examinations to qualify as
a State auditor has been introduced and some menidjethe SAI have passed the
examinations. Consideration should be given to adrgwp a strategic development plan.

Developments in PIFC and external audit are at aly estage. Considerable awareness-
raising efforts and training on the new systems balrequired.

428. Satistics

There has been limited progress siatistical infrastructure. The terms of employment in
the statistical office (MONSTAT) improved, with dncrease in salaries, but the overall
resource situation and administrative capacitysilevery weak. The problem is increasingly
recognised by the authorities, although the appatgrmeasures have yet to be taken.
MONSTAT continues to lack professional independeacel therefore does not comply with
the first principle of the European Statistics Cofl€ractice.

MONSTAT has improved its communication with useyddunching a user-friendly monthly
bulletin.

Cooperation and coordination within the nationailistical system have improved to some
extent, as MONSTAT has signed a memorandum of siating with the customs
authorities. Cooperation with the Ministry of Agilture has increased, with preparations
being made for an agricultural census. Developnoérihe statistical business register has
advanced. It was used for production of businesdsstts.
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As regardslassifications compliance with EU standards remains limited.

As regardssectoral statistics some progress can be reported. In the case adgraphic and
social statistics, progress has been made witbdattion of a continuous labour force survey
which is published on a quarterly basis and uses HWU and International Labour
Organisation harmonised methodology. As regardsranaconomic statistics, revised GDP
figures for 2000-2005 were published. On busindatistics, the results of the first pilot
survey on structural business statistics are beanglysed. Data have not yet been
disseminated. Energy statistics were publishedgriéss has also been made on external trade
statistics, with data being transmitted to Eurostiihough the data need to be further revised.

Overall, little progress can be reported on produactf statistics. The administrative capacity
remains very weak and MONSTAT still lacks professibindependence. Substantial efforts
are needed in all areas in order to reach a leveié with EU standards.

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

Progress has been achieved in the are@safpolicy. The visa facilitation agreement between
Montenegro and the European Community entered fatoe in January 2008. A visa

liberalisation dialogue was initiated between thenthission and Montenegro, and the
Commission handed over a roadmap on visa libetaisan May 2008. Montenegro

provided a first report on its alignment with tlladmap benchmarks in September 2008.

The Law on citizenship and the Law on the registoétemporary and permanent residence
of citizens were adopted in February 2008: The laawtravel documents was adopted in
March 2008. Montenegro started issuing new biom@taissports in June 2008.

Montenegro currently has 13 diplomatic/consularsmiss. Serbia's diplomatic and consular
representations continue to provide visas for Moatgo on the basis of a mutual agreement.
Montenegro has also signed a similar agreementButbaria. Visas are issued at the border
only in exceptional cases of humanitarian or naionterest. A sector for migration, visas
and readmission has been established within theisivijn of the Interior and Public
Administration.

However, the current visa regime is still not fullyline with European standards. Legislation
on foreigners has not been adopted. Negotiationslauble citizenship with Serbia were
initiated in late 2007 but have not yet been fisei.

Montenegro partially meets its priorities in thesarof visa policy, but further work is
required.

As regardsborder control, Montenegro has started to implement its integréterder
management strategy and the associated action Pplamthis purpose, a cross-sectoral
commission was established. Bilateral agreementgross-border cooperation have been
signed with Albania and Serbia, as have protocoispblice cooperation with Bosnia and
Herzegovina. The border demarcation issue with i&agnevertheless still pending. The
reconstruction of the Scepan Polje border crosgoigt was completed and a start was made
on the reconstruction of the Bozaj—Dobrakovo bortieissing point. An Interpol network
base was established at Podgorica airport.
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Statistics show that there were 10,655,879 bordessags in 2007, which is an increase of
approximately 40% compared with 2006. In 2007, B#®al crossings of the borders were
prevented after 360 in 2006. Entry to Montenegres wianied to 1,368 persons in 2007
compared with 1,485 cases in 2006.

Staffing of the border police has almost been cetegl, with only 7% of the total of 1,470

posts still vacant. Border police officers have engne basic police training at the police
academy, plus various types of specialised trainGwpperation between the border police
and the customs authorities has improved subslign#famemorandum of understanding has
been signed between the border police, customsndanti-money-laundering authorities.

However, the new Law on State border surveillamzkits implementing legislation have not
yet been adopted. Negotiations on a working arnaege with FRONTEX have not yet
started. Inter-agency agreements for cooperatiodnootier management are not sufficient. No
national coordination unit or multi-agency infornoat centre has been established for sharing
information between the various institutions inithéay-to-day work and setting up an
integrated database. Although some improvementg feen made, currently only eight
border crossing points have IT connections and twayhave access to the Interpol database.
Overall, Montenegro has started to address itgipes in the area of border control.

Some progress has been made on the establishméme ¢égal framework in the field of
asylum, with the adoption of secondary legislation. Th&#id® on Asylum and the State
Asylum Appeal Commission, which decide in first asécond instance on asylum
applications, were established and staffed. Duitegfirst six months of 2008 the Office on
Asylum dealt with three cases: two applicationsenejected and one approved.

However, problems with legal aid and translatiommain. The reception centre for asylum-
seekers is not finished. The task of providing awtmdation for persons seeking asylum is
carried out by the Bureau for Refugee Care, butrdseurces allocated to this bureau are
limited and its overall capacity needs to be hyilt No judicial recourse against the decisions
of the State Asylum Commission is provided for. @lle Montenegro has started to address
its priorities in the area of asylum.

As regardsmigration, progress has been limited. Implementation of thadmassion
agreement between Montenegro and the European Coityniias begun and Montenegro
has negotiated, or is in the process of negotiatimigteral implementation protocols on
readmission with individual Member States. A migmatmanagement strategy was adopted
in September 2008. The Law on the registries ofptaary and permanent residence of
citizens was passed in February 2008. The Law golament and work of foreigners was
adopted in March 2008 and maintains the existirsgesy of annual quotas for granting work
permits.

However, the Law on foreigners has not yet beemiado In the absence of a strategy, there
was no basis for a sustainable migration managersiuatture to regulate and monitor
migration trends. Implementation of the new strateg)l have to prove that it can fill these
gaps. Montenegro does not yet have detention tiasilfor foreigners found to be staying
illegally in the country.

In Montenegro, there are still around 16,000 disgdapersons from Kosovo and around 8
500 displaced persons from Croatia and Bosnia adddovina. The question of how to deal
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with displaced persons who do not want to leave dbentry remains unsolved. Overall,
preparations in the area of migration remain atauty stage.

4.3.2. Money laundering

Some progress has been achieved in the area ofymaunedering. A new Law on the
prevention of money laundering and terrorist finagcwas adopted in November 2007.
Under this new law, the list of reporting entitiwas extended to includajter alia, pension
funds, lawyers and notaries. Montenegro ratified ouncil of Europe Convention on
laundering, search, seizure and confiscation optieeeeds from crime and on the financing
of terrorism. A growing number of transactions h&een reported by non-banking financial
institutions, such as stock exchanges and the ated@&pository agency. Memoranda of
understanding have been concluded between theMariey-Laundering Administration and
the Police Directorate, State Prosecutor and trstdtns Directorate.

However, Montenegro's efforts to fight money launtg are not sufficient and need to be
stepped up. The legal framework needs to be sugpiesd by adopting the requisite
secondary legislation.

The administration for the prevention of money ldening and terrorist financing was set up
as a financial intelligence unit. It has no powrgonduct criminal investigations. It passes
on all reports on what it considers to be suspgitvansactions to the police and the State
Prosecutor for further investigation; clear crideaind standard procedures for this are not yet
in place. In 2007/2008, a total of 95 reports waneduced; 54 of these were sent to the police
and the state prosecutor on the basis that there we@asonable grounds for suspicion of
money laundering. There is no mechanism for follyvup reports on the outcome of the
investigations. Especially in view of the incre@sinumber of reported transactions, the
administration needs further strengthening in thenf of an increase in staff, specialised
training and working procedures.

The capacity of the police and the prosecutioniseryor investigating cases of money
laundering is limited. Within the Police Directagathere are only two persons dealing with
the fight against money laundering and only a smafhber of money laundering cases were
forwarded from the police to the prosecution sexvithe prosecution service itself seriously
lacks expertise. There is a need to strengthentgtien resources and the technical capacity
of the staff, particularly for financial investigans.

Closer inter-agency cooperation remains crucialemithe link between money laundering
and other serious forms of organised crime. No iEpaneasures to reduce or replace cash
transactions have been reported. Tighter controllshbe exercised over funds invested in
the construction boom and in the real estate imgubtontenegro has started to address its
priorities, but money laundering remains a serjoablem and clear determination to prevent
and combat it is needed.

43.3. Drugs

Progress in the fight against drugs has been kimlteMay 2008 the government adopted the
national strategic response to narcotics and tbecaged action plan for 2008—2012. Border
police and customs officers were trained in condfgdrecursors for narcotic drug production.
Preventive activities have continued.
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However, the law on precursors has not been adogibd capacity of the police is
insufficient. The police department for the fighgaist drugs and smuggling, which is
responsible for combating drug abuse, has ten jpofstghich six are vacant. The government
agency for illicit drugs, which should be coordingtthe work of both governmental and
non-governmental organisations on prevention ofydabuse at national level, has not yet
been established. Inter-agency cooperation nedots firther developed and strengthened.

Drug transit and trafficking, in particular by orgsed crime groups, remain a matter of
serious concern. Drug abuse and drug-related aongnue to rise. Overall, Montenegro has
started to address its main priorities, but furtheron is needed.

434. Police

Modest progress has been made in the area of plitiring the reporting period. A strategic
cooperation agreement with Europol was signed imptedeber 2008. The internal
reorganisation process has continued. Staff redeesdensive training, both general and
specific, as along with English lessons to fadiiteaternational cooperation.

The police academy has built up its capacity faining in several areas and for several
categories of police officers, including on pubidministration. Basic police training for
policemen without a university degree lasts 18 mgnfor policemen with a university
degree the training period is ten months, and lios¢ who are already working with the
police but do not have basic police training i4iS months. Expert and specialised training is
provided for criminal and border police.

However, the professional capacity of the policparticularly as regards use of modern
investigation and analysis techniques - should mproved. Equipment and facilities, in

particular for the organised crime department, ngagtading. The same applies to the police
academy, in order to ensure adequate facilitiesttier various types of training to be

conducted in-house. Internal control needs stremgtiy. The overall number of policemen

remains high.

Small arms and light weapons are still widespraadi @ften put to illicit use in Montenegro,
posing a serious problem. This has, in particidastrong impact on criminal activity. In
addition, a high level of illicit arms possessianangst the general public must be reported.

Overall, police reform in Montenegro is moderatativanced.
4.3.5. Fighting organised crime and terrorism

Some progress can be reported in the fight agamgsinised crime The government adopted
the third report on the action plan for implemeiotatof the programme for fighting
corruption and organised crime and revised theomacplan for 2008-2009 to include
measurable indicators and tangible results. In 20@7organised crime and corruption unit of
the Police Directorate participated actively inemmational cooperation and carried out eight
international police operations with partners froine region and in cooperation with the
Special Prosecutor. Cooperation with Interpol hasnbgood and has contributed to an
intensive exchange of intelligence information wether countries’ services.

Special departments in high courts for combatirggoised crime, corruption, war crimes and
terrorism were established in September 2008. Atsdime time, the powers of the Special
Prosecutor for organised crime were extended tercihe same areas.
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A rulebook on internal organisation and systematisaof the Police Directorate was adopted
in December 2007. In accordance with the ruleb@3kposts have been earmarked for the
unit against organised crime and corruption. Thigonal commission for the fight against
corruption and organised crime — a tripartite bbdynging together criminal police, courts
and prosecution services — has been establishedi@n to improve cooperation between law
enforcement bodies. The national commission is imgrion improving case monitoring and
on harmonising of statistics and methods of anglysi

However, the new Criminal Procedure Code has nidbgen adopted. The administrative and
judicial capacity to deal with organised crime casemains limited. In the Police
Directorate's organised crime unit, 20% of thecaated posts are currently vacant. The unit
has no staff at local level. The working conditiarfsthis unit are inadequate and further
upgrading of professional skills is needed, espigcigith respect to modern investigation
techniques, including financial investigations.

The Special Prosecutor's Office needs further upggaby increasing the number of deputies
and administrative staff. Training and expertisechéo be improved significantly, as do
equipment and premises. Final convictions in themaemain rare.

A multi-agency centre for sharing information bedwerelevant institutions in their day-to-
day work with the aim of setting up an integratedacbase has not yet been established.
Operational cooperation between law enforcememage needs to be improved.

Overall, organised crime remains a matter of seramncern in Montenegro.

There has been little progress in the fight agdmasticking of human beings. Although, as

a general trend, the number of persons traffickeouigh South Eastern Europe is decreasing,
Montenegro remains a transit country for traffickiof women from Serbia, Kosovo, Bosnia
and Herzegovina, Romania, Ukraine and Russia inésté/n Europe for commercial sexual
exploitation.

The Council of Europe Convention on traffickinghafiman beings has been ratified in July
2008 and will enter into force on 1 November 20B8&cilities are in place to support and
protect victims of trafficking.

The national coordinator for the fight against ficking has been active in regional
cooperation and has continued to conduct awareaessg and training activities, including
on identifying potential problems and providingiatmce to victims.

However, investigations of cases concerning triiffig in human beings remain rare. In 2006
only one single case of trafficking of human beimgss investigated, and in 2007 just two.
Montenegro should build up further its capacity itlentify victims proactively among
vulnerable groups, to provide legaternatives to removing victims to countries whtrey
face hardship, to encourage victims to assisternirtiestigation and prosecution of trafficking
offenders and to conduct trafficking-sensitivitgitring for the judiciary. Overall, Montenegro
is moderately advanced in fighting trafficking iarhan beings.

Some progress has been made with implementingetwdegislative provisions oterrorism
and with strengthening the coordination and capaoit the relevant law enforcement
agencies. Th€ouncil of Europe Convention on the preventionesfdrism has been ratified.
However, a national strategy against terrorisnhrsééds to be adopted.
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4.3.6. Protection of personal data

Progress in the area of protection of personal data limited to the adoption of a new
strategy in June 2008. A new law on protection @fspnal data has not yet been adopted.
Current legislation is not in line with the Persbbata Protection Directive. In the absence of
an independent and efficient data protection supery authority, existing data protection
rules have not been implemented.

The situation in the area of personal data praiectemains a cause for serious concern.
Montenegro urgently needs to harmonise its legislatith Community rules, in particular as
it had committed itself to do so with effect frofmetentry into force of the Stabilisation and
Association Agreement.

49 EN



STATISTICAL ANNEX

STATISTICAL DATA (as of 29 September 2008)

Montenegro
Basic data Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Population (thousand) 1) 608 610 612 615 617 619 621 623 624 625
Total area of the country (km?) 2) 13834 | 13830 | 13831 | 13833 | 13833 | 13833 | 13833 | 13812e | 13812 | 13812p
National accounts Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross domestic product (GDP) (million national currency) 3) ; : : : : : : : : :
GDP (million euro) 1066 1295 1360 1510 1670 1815 2148p
GDP (euro per capita) 1750e | 2113e | 2208e | 2435e | 2684e 2912e | 3443p
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) 1.1 1.9 25 4.4 4.2 8.6p
Sl: Employment growth (national accounts, % change on previous year) : : : : : :
Labour productivity growth: GDP growth per person employed (% change on previous year)
SlI: 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 124 11.9 12.2 11.6 10.9 104 10.1p
Industry 19.2 20.7 20.0 19.2 18.7 17.1 16.0p
Construction 4.3 3.9 4.0 3.4 3.5 3.6 4.3p
Services 64.1 63.4 63.8 65.8 66.9 68.9 69.5p
Final consumption expenditure, as a share of GDP (%) 91.9 100.2 105.8 101.0 99.4 99.8 104.2p
Households and NPISH, as a share of GDP (%) 70.0 75.0 80.9 74.2 73.1 69.9 77.2p
General government, as a share of GDP (%) 21.9 25.2 24.9 26.8 26.3 29.9 27.0p
Gross fixed capital formation, as a share of GDP (%) 16.9 17.5 14.6 13.3 17.0 18.0 21.9p
Changes in inventories, as a share of GDP (%) 5.5 5.9 4.1 2.1 -0.4 -0.3 3.6p
Exports of goods and services, relative to GDP (%) 36.8 38.4 35.4 30.6 42.0 43.6 49.4p
Imports of goods and services, relative to GDP (%) 51.1 62.0 59.9 47.0 58.1 61.1 79.1p
Industry Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
[ Industrial production volume index (2000=100) 105.0 96.0 100.0b | 99.0 100.0 102.0 116.0 114.0 115.0 115.0
Inflation rate Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
[ SI: Consumer price index (CPI), (total, % change on previous year) : : : : : : : : : :
Balance of payments Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Balance of payments: current account total (million euro) : : : : -175 -102 -120 -154 -531 -1 008p
Balance of payments current account: trade balance (million euro) -433 -359 -416 -514 -849 -1 524
Balance of payments current account: exports of goods (million euro) 310 271 452 461 648 628
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Balance of payments current account: imports of goods (million euro) : : : : 743 630 869 974 1498 2152
Balance of payments current account: net services (million euro) : : : : 100 112 148 196 197 440
Balance of payments current account: net income (million euro) : : : : 76 88 86 18 31 17
Balance of payments current account: net current transfers (million euro) : : : : 83 58 62 147 90 59
of which government transfers (million euro) : : : : : : : 6 7 2
Foreign Direct Investment (FDI) in the reporting economy (million euro) : : : : 76 44 53 393 644 1008

Public finance Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
General government deficit/surplus, relative to GDP (%) : : : : : : : : : :

Sl: General government debt, relative to GDP (%)

Financial indicators Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross foreign debt of the whole economy, relative to GDP (%) : : : : : : : : : :

Gross foreign debt of the whole economy, relative to total exports (%)

Money supply: M1 (banknotes, coins, overnight deposits, million euro) 4) : : : : : 285 291 351 484 592

Money supply: M2 (M1 plus deposits with maturity up to two years, million euro) 5) : : : : : 403 437 615 1099 1557
Money supply: M3 (M2 plus marketable instruments, million euro) 6) : : : : : 494 547 867 1587 2728
Total credit by monetary financial institutions to residents (consolidated) (million euro) : : : : 101 200 284 318 771 2 096

Interest rates: day-to-day money rate, per annum (%)

Lending interest rate (one year), per annum (%)

Deposit interest rate (one year), per annum (%)

euro exchange rates: average of period - 1 euro = ... national currency 3) : : : : : 1.000 1.000 1.000 1.000 1.000
Effective exchange rate index (2000=100) : : : : : : : : : :
Value of reserve assets (including gold) (million euro) : : : : 55 50 60 173 310 490
External trade Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Trade balance: all goods, all partners (million euro) : : : : : : : -514 -855 -1535
Value of exports: all goods, all partners (million euro) : : : : : : : 461 627 599
Value of imports: all goods, all partners (million euro) : : : : : : : 974 1483 2134
Terms of trade (export price index / import price index) : : : : : : : : : :
Share of exports to EU-27 countries in value of total exports (%) : : : : : : : 53.5 62.2 59.0
Share of imports from EU-27 countries in value of total imports (%) : : : : : : : 45.3 45.4 43.6
Demography Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Natural growth rate: natural change (births minus deaths) (per 1000 inhabitants) 6.4 5.6 6.1 5.5 4.8 4.3 3.4 2.4 2.5 3.0
Net migration rate: immigrants minus emigrants (per 1000 inhabitants) : : : : : : : : : 1.2
Infant mortality rate: deaths of children under one year of age per 1000 live births 13.9 134 11.1 14.6 10.8 11.0 7.8 9.5 11.0 7.4
Life expectancy at birth: male (years) 70.6 70.7 71.1 71.4 70.9 70.4 71.0 70.4 70.6 :
Life expectancy at birth: female (years) 76.5 76.1 76.3 76.5 75.7 74.9 75.3 74.9 74.8
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 (%) 7) 58.9 58.5 60.4 57.1 59.1 58.9 51.7 49.9 49.0 53.0
Sl: Employment rate (15-64): share of population aged 15-64 that is in employment (%) 7) 38.8 39.2 38.5 37.1 37.7 36.2 37.4 41.0 41.0 43.0
Share of male population aged 15-64 that is in employment (%) 7) 48.8 47.3 46.2 45.6 46.6 44.5 46.5 42.4 41.0 48.0
Share of female population aged 15-64 that is in employment (%) 7) 29.1 31.4 30.6 29.0 29.0 28.1 28.8 27.6 29.0 37.0

SI: Employment rate of older workers (55-64): share of population aged 55-64 that is in
employment (%)
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Employment by main sectors (%)

Agriculture 8) 25 2.6 34 3.1 3.0 1.8 10.9b 8.6 7.0 8.3
Industry 8) 24.4 22.5 22.4 25.8 26.0 25.7 16.5b 16.3 12.4 11.3
Construction 8) 3.2 3.0 35 2.1 2.1 2.0 3.4b 2.9 4.8 3.9
Services 8) 69.8 71.8 70.8 69.1 68.8 70.6 69.2b 72.1 75.8 76.4

Sl: Unemployment rate: share of labour force that is unemployed (%) 18.5 19.3 19.3 21.2 20.7 22.7 27.7 30.3 29.6 19.3
Share of male labour force that is unemployed (%) : : : : : : : : : :
Share of female labour force that is unemployed (%)

Unemployment rate of persons < 25 years: share of labour force aged <25 that is unemployed

(%)

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) 3) 92.5 107.9 149.1 173.9 195.3 213.1 246.0 338.0

I(;ggéﬂgg?l wages and salaries (index of nominal wages and salaries divided by the CPI) 106.2 99.9 100.0 916 109.7 119.3 130.9 139.7 156.4 179.9

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 : 184.6 185.3 161.0 166.8 171.8 176.1 190.9 : :

Number of subscriptions to cellular mobile telephone services per 1000 population : : 639.6 775.5 674.4 778.7 872.0 | 11275

Infrastructure Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Density of railway network (lines in operation, per 1000 km?) 18.1 18.1 18.1 18.1 18.1 18.1 18.1 18.1 18.1 :

Length of motorways (thousand km) : : : : : : : : :

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 (%) ; ; : : : : : : : :

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)

Sl: Share of renewable energy in electricity consumption (%)

SlI: 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) 4262 4236 4222 3679 4135 4 353 4822 4161 4 464 3347
Primary production of crude oil (thousand TOE) ; : : : : : : : : :
Primary production of hard coal and lignite (thousand TOE) 1591 1500 1567 1186 1807 1618 1514 1297 1512 1203
Primary production of natural gas (thousand TOE) ; : : : : : : : : :

Net imports of all energy products (thousand TOE)

Gross inland energy consumption (thousand TOE) ; ; : : : ; : : : :

Electricity generation (thousand GWh) 2671.0 | 2736.0 | 2655.0 | 2493.0 | 2327.0 | 2735.0 | 3308.0 | 2864.0 | 2952.0 | 2144.0
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Agriculture Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
ﬁggrc:ulltouorftl production volume index of goods and services (producer prices, previous 99.0 106.0 95.0 107.0 106.0 101.0 104.0 99.0 102.0

Total utilised agricultural area (thousand hectare) 9) 519e 518e 518e 518e 518e 518e 518e 517e 517 516
Livestock: cattle (thousand heads, end of period) 10) 178e 180e 179 178e 183e 175e 169e 118 115 :
Livestock: pigs (thousand heads, end of period) 10) 23e 22e 19e 2le 22e 24e 27e 11 13

Livestock: sheep and goats (thousand heads, end of period) 10) 333e 306e 293e 244e 241e 252e 254e 255 249
Production and utilisation of milk on the farm (total whole milk, thousand tonnes) 10) 177e 195e 197e 194e 198e 203e 209e 186 178

Crop production: cereals (including rice) (thousand tonnes, harvested production) 10) 5e 4e 3e 4e 5e 4e 3e 3e 3

Crop production: sugar beet (thousand tonnes, harvested production)

Crop production: vegetables (thousand tonnes, harvested production)

Sl: Structural Indicator

e: estimate

f: forecast

p: provisional

b: break in series

Source: Eurostat.

Total land includes: agricultural area, forests and non-agricultural land.
No official national currency exists. Euro is the currency in use.

PR

As of 31 December. Instead of standard M1, data under national definition of MO are provided. MO comprises banks™ deposits with the CBM (settlement account and reserve requirement

account) and the estimated amount of cash in circulation. M1 comprises MO, demand deposits of the non-banking sector held with banks and the CBM, in EUR and other currencies, excluding

deposits of the Central Government.

o

As of 31 December. Instead of standard M2, data under the national definition of M11 are provided. The monetary aggregate M11 comprises M1 increased by the Central Government’s demand

deposits in EUR and other currencies. The monetary aggregate M2 includes M1 and the non-banking sector’s time deposits with banks, in EUR and other currencies, excluding deposits of the

Central Government.

Age group refers to persons aged 15 or more years.

Boo~NO

0. Includes households, enterprises and cooperatives.

EN

From 2004 onwards, a new methodology, harmonised with the EU requirements, is used.
Agricultural area includes: arable land, area under pastries, fishponds and ponds.
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As of 31 December. Instead of standard M3, data under the national definition of M21 are provided. Definition of M21 is included in the previous footnote.
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