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COMMISSION STAFF WORKING DOCUMENT

ALBANIA 2008 Progress Report

1. INTRODUCTION
1.1. Preface

Since March 2002, the Commission has reported regularly to the Council and Parliament on
the progress made by the countries of the Western Balkans region. This progress report
largely follows the same structure as in the previous years. The report:

— briefly describes the relations between Albania and the Union;
— analyses the situation in Albania in terms of the political criteria for membership;
— analyses the situation in Albania on the basis of the economic criteria for membership;

— reviews Albania's capacity to implement European standards, that is, to gradually
approximate its legislation and policies to the acquis, in line with the Stabilisation and
Association Agreement and the European Partnership priorities.

The period covered by this report is 1 October 2007 to early October 2008. Progress is
measured on the basis of decisions taken, legislation adopted and the measures implemented.
As a rule, legislation or measures which are under preparation or awaiting parliamentary
approval have not been taken into account. This approach ensures equal treatment across all
reports and permits an objective assessment.

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

The Commission draws detailed conclusions regarding Albania in its separate communication
on enlargement’, based on the technical analysis contained in this report.

1.2 Context
Albania is a potential candidate for EU membership.

The Stabilisation and Association Agreement (SAA) between Albania and the EU was signed
in June 2006. An Interim Agreement has been in force since December 2006.

1.3. Relations between the EU and Albania

Albania is participating in the Stabilisation and Association Process (SAP).

The rapporteur for Albaniais Mr Libor Roucek.
Enlargement Strategy and Main Challenges 2008-2009.
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Albania signed a Stabilisation and Association Agreement (SAA) with the EU in June 2006.
The SAA provides a framework of mutual commitments on a wide range of political, trade
and economic issues. Trade-related parts of the SAA are being implemented under an Interim
Agreement while ratification of the SAA is being completed. The Interim Agreement entered
into force in December 2006. Cooperation provisions of the 1992 Trade, Commercial and
Economic Cooperation Agreement (TCECA) will remain in force until the SAA is ratified.
Albania also benefits from the EU's autonomous trade measures.

The EU provides guidance to the Albanian authorities on reform priorities through the
European Partnership. Progress on these reform priorities is encouraged and monitored by
political and economic dialogue with Albania. This dialogue is conducted via Ministerial
Troika, joint committee and consultative task force (CTF) meetings at ministerial level and
working party meetings at deputy minister level.

A Ministerial Troika meeting with Albania in March 2008 focused on key political priorities,
including regional issues. The annual joint committee met in December 2007 to oversee the
proper functioning of the Interim Agreement and the TCECA. Two CTF and six working
party meetings took place between October 2007 and October 2008. CTF meetings focused
on political accession criteria and rule of law issues. Each CTF meeting resulted in
jointlyagreed recommendations for action by the Albanian authorities. Working party
meetings focused on economic, internal market and sectoral issues and reported to the joint
committee.

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

Following the entry into force of the EC/Albania agreement on visa facilitation in January
2008, the first meeting of the joint committee was held in April 2008. The visa facilitation
agreement simplifies procedures for issuing visas to certain categories of citizens of Albania,
including students, scholars, businesspeople, journalists and tourists. Under the terms of this
agreement, citizens of Albania either pay a reduced visa fee or receive a visa free of charge.
Implementation of the readmission agreement that entered into force in 2006 is proceeding
smoothly. This agreement sets out clear obligations and procedures for the authorities of both
Albania and EU Member States on when and how to take back people who are illegally
residing on their territories.

Since 2007, pre-accession financial assistance to Albania is provided under the Instrument
for Pre-Accession Assistance (IPA). The EC allocated a total of € 70.7 million in 2008. The
Multi-Annual Indicative Planning Document (MIPD) for 2008 -2010 for Albania under IPA
was adopted in September 2008 . Main focus areas continue to be justice and home affairs,
administrative capacity-building, economic and social development and democratic
stabilisation. Ongoing CARDS and IPA assistance is implemented by the EC Delegation in
Tirana. The management of aid on a decentralised basis is a medium-term objective for
Albania. The IPA Framework Agreement was signed on 18 October 2007. The Financing
Agreement for the National Programme for 2007 under the Transition Assistance and
Institution Building Component was signed on 22 January 2008 and the implementation of
the programme has started. The Financing Agreements for the cross-border cooperation
programmes were signed in April 2008.

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

As regards Community programmes, Albania is participating in the 7" Research Framework
programme for which a memorandum of understanding was signed in December 2007. The
country is also participating in the Entrepreneurship and Innovation Framework Programme,
following the signature of the memorandum of understanding in June 2008.

2. POLITICAL CRITERIA

This section examines progress made by Albania towards meeting the Copenhagen political
criteria, which require stability of institutions guaranteeing democracy, the rule of law, human
rights and respect for and protection of minorities. It also monitors regional cooperation, good
neighbourly relations with enlargement countries and Member States, and respect for
international obligations.

2.1. Democracy and therule of law
Constitution

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

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

Parliament

Parliament has further consolidated its role as a focus for political debate. A considerable
number of laws have been passed to approximate the Albanian legislation to the EU acquis.

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

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

The parliamentary committee on European integration contributed to improving awareness
about the EU integration process. However, no progress has been made on enhancing the role
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of parliament in monitoring implementation of SAA obligations. The low level of expertise
available to parliament had an adverse effect on the quality of EU-related legislation.

Relations between parliament and the President became difficult at times. Parliament rejected
the presidential appointments of judges to the High Court in June and eventually approved a
second set of nominees in July. This process raised concerns about the independence of State
institutions from the executive.

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

Overall, a more constructive dialogue between the major political parties has allowed for
progress in addressing key European Partnership priorities. Amendments to the Electoral
Code remain to be adopted well ahead of the next parliamentary elections.

Government

The Ministry of European Integration (MoEI) enhanced its role of coordinating European
integration. However, the role of the MoEI as the central coordinator of the EU integration
process needs further consolidation. Not all draft legislation is systematically checked for
alignment with the SAA and the acquis . Moreover, the functions of the European integration
units across the 13 line ministries have not been standardised, and several of the units remain
understaffed. Specialised training programmes for public administration on EU-related issues
are needed. The inter-ministerial committee on European integration chaired by the Prime
Minister met only twice.

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

In March 2008, guidelines for inter-institutional coordination on European integration were
adopted by the government. In June, the MoEI prepared gap assessment reports on
approximation to the acquis in key sectors. These are used to update the National Plan for the
Implementation of the SAA. Efforts have been stepped up to improve coordination with the
Department of Strategy and Donor Coordination (DSDC), which is responsible for all
external assistance.

The National Strategy for Development and Integration (NSDI) was adopted in March 2008
after limited consultations with civil society. It foresees 36 sectoral strategies, of which 17
have been adopted so far. The sectoral strategies are an important part of the government's
Integrated Planning System (IPS) to match government policies with the budget process under
the Medium Term Budget Programme. However, cost estimates and performance indicators
for each of the sectoral strategies under the NSDI remain insufficient and uneven.

The government adopted its first regional development strategy in November 2007 as part of
its longer-term decentralisation reform. During 2008, the MoEI strengthened coordination on
regional development with several line ministries, with a view to eventual preparations for
Structural Funds.
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With regard to policy formulation, coordination with civil society remains weak. The inter-
ministerial consultation arrangements on draft laws work poorly in practice. The existing
requirements for public consultation on EU-related policy work, under the government rules
of procedure, are not fully applied. The weaknesses in implementation of legislation and in
enforcement of judicial decisions need to be addressed. The current arrangements for co-
ordinating European affairs, particularly within the MoEI, need to be reinforced.

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

Public administration

In December 2007, the government adopted amendments to the Law on evaluation of the
performance of civil servants. In January 2008, a new reward system for civil servants entered
into force. However, turnover of staff due to political pressures has continued. The Civil
Service Law regulating public administration is in place, but it is not applied systematically.

The Department of Public Administration (DoPA) is currently drafting a strategy on public
administration reform including sectoral training plans and covering local government bodies.
However, the role of the DoPA in ensuring implementation of the Civil Service Law and the
capacity of the Training Institute of Public Administration (TIPA) remain weak. The capacity
of the Department of Public Administration to steer the civil service towards an independent,
merit- based and professional body needs further strengthening.

The absence of sound accountability mechanisms in public administration increases the
opportunities for bypassing established procedures. Appointments have continued along
political party lines in contravention of the Civil Service Law. The authority of the DoPA
requires strengthening in order to implement the official recruitment, job classification and
promotion criteria consistently. Full enforcement of the Civil Service Law and adoption of the
Strategy for public administration reform will be key to progress in this regard.

Public sector salaries were increased in July 2008. The government continues to encourage
Albanian graduates of foreign universities to join the civil service. The training plan for civil
servants has been revised to reflect real needs better. However, frequent replacements of civil
servants are undermining the independence of the civil service and increase the opportunities
for bribery of public officials.

Overall, the public administration is continuing to stabilise, but the lack of transparency and
accountability in appointments is endangering its independence. What is now needed is to
further strengthen public sector governance by enhancing the impartiality of public
administration, a key European Partnership priority. Further progress is needed to establish an
independent, merit-based, professional civil service.

Judicial system
Judicial procedures have remained slow and lack transparency.

In March 2008, a cross-party National Pact on Justice was endorsed by the main political
parties. However, a clear reform strategy and vision for the judiciary, going beyond adoption
of individual pieces of legislation, is still missing. What is needed now is to adopt a

EN



EN

comprehensive strategy on judicial reform, to complete the legal framework and to provide
sufficient human and financial resources for implementation.

Some progress can be reported with the adoption, in February 2008, of the Law on the
organisation of the judiciary which sets salary scales and merit-based criteria for judicial
appointments. The recruitment of judges is restricted to graduates of the magistrates' school.
However, the law fails to clarify the separate competences of the inspectorates of the Ministry
of Justice and of the High Council of Justice. This raises serious concerns about the
independence of the judiciary.

A law has been prepared on privatisation of the bailiff system for the enforcement of civil
court rulings. However, enforcement of judgments by bailiffs remains slow.

A computerised civil case management system is now installed in all courts and has been
expanded to cover criminal cases. The system registers cases electronically and assigns them
to judges randomly. However, further training on its use is needed. The court system
continues to be problematic, with procedures remaining slow and non-transparent.

The serious crimes court building in Tirana is nearing completion. Courts lack adequate space
for archives and equipment for court transcripts, which remain mostly handwritten. Due to
overcrowding, many courts cannot allow public access to hearings. This hinders the
transparency and efficiency of the courts. The State budget allocated to the judiciary remains
insufficient for the normal operation of most courts. Overall, judicial infrastructure requires
considerable strengthening.

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

Constitutional court rulings have been issued on the role of parliamentary investigative
commissions, including the case of the dismissal of the former General Prosecutor Sollaku, on
the role of the executive in relation to independent State bodies and on standards for issuing
government decrees.

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

In April 2008, a cooperation agreement was signed between the Prosecutor General and the
State police, including measures to improve timely completion of investigations. However,
the investigative capacity of the prosecution service remains weak. (See also Justice, freedom
and security section) The lack of consultation over the initial drafting of the Prosecutor
General Law, which remains to be adopted, raised concerns about the independence of the
general prosecutor's office from the executive. On several occasions, the government
attempted to interfere with ongoing investigations, in breach of the constitutional principle of
accountability to law. Overall, the independence, transparency and efficiency of the judiciary
remain key European Partnership priorities to be addressed.

Some progress can be reported on witness protection. The 2007 Law on State police upgraded
the witness protection unit into a directorate. At present there are 60 persons in the witness
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protection programme. The 2008 budget allocated to the programme marks an increase.
However, further amendments to the Law on witness protection have not yet been adopted.
The lack of reliable witness protection continues to be problematic.

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

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

Anti-corruption policy

Further efforts have been undertaken in the fight against corruption. Perception of corruption
has improved; nonetheless corruption remains a particularly serious problem in Albania.

In April 2008, the Law on Commercial enterprises was aligned with the Council of Europe
Civil Law Convention on corruption. Albania had ratified the Council of Europe Civil Law
and Criminal Law conventions on corruption in 2000 and 2001 respectively. Alignment of the
national legislation is ongoing. The additional protocol to the Council of Europe Criminal
Law Convention on corruption was ratified in 2005.

The 2007-2013 National Strategy for Development and Integration (NSDI) contains anti-
corruption elements but lacks a strategic framework for implementation with objectives and
funding that can be monitored. A cross-cutting anti-corruption strategy for 2007-2013, with
an action plan, was adopted in October 2008. However, implementation needs to start and
monitoring mechanisms remain to be assessed. Much work is still needed on changing
behaviour and procedures in the public administration.

In December 2007, the Council of Europe Group of States against Corruption (GRECO)
adopted its report on Albania. Eleven of GRECO's thirteen recommendations have been
adopted, including the criminalisation and seizure of assets stemming from corruption.
Recommendations regarding the rules on financing of political parties have yet to be
addressed.

The Law on conflict of interest was adopted in 2007. The High Inspectorate for Declaration
and Auditing of Assets (HIDAA) is an independent body which collects revenue declarations
from public officials. In its 2007 annual report to parliament, the HIDAA identified 110 cases
of conflicts of interest. However, Albania lacks strong and independent supervisory or
auditing authorities. The HIDAA plays only a limited role in this regard.

The scope of the immunity from criminal investigation and prosecution of a number of State
officials and members of parliament and the procedures established to lift their immunity still
need to be addressed. The Law on financing of political parties remains to be adopted.
Judicial accountability and transparency in funding of political parties remain to be improved.

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

10
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The institutional set-up and inter-agency coordination in the fight against corruption remain
weak. A Department of Internal Administrative Control and Anti-Corruption within the
Council of Ministers reports directly to the Prime Minister. However, there is no effective
institutional framework to coordinate, monitor, and implement anti-corruption policies across
public administration.

Other law enforcement and judicial entities have significant powers for the prevention and
repression of corruption, but their activities remain largely uncoordinated. The investigative
capacity of the law enforcement bodies in corruption cases remains very limited. (See also
Justice, Freedom and Security, section on money laundering)

The government has had some success in the fight against petty corruption and bribery. A
number of low to middle-level officials were dismissed for bribery. In addition, the Office of
internal control (OIC) in the Interior Ministry, the unit investigating corruption by police
officers, has taken disciplinary measures against 100 policemen on bribery charges. The
government has stepped up its efforts to prosecute some corruption cases. In 2007, 224
officials were identified as involved in corruption and conflict of interest, 53 of them were
arrested and prosecuted. Regarding high level corruption, one former deputy minister has
served a one-year jail sentence. However, a more systematic approach is needed to tackle
corruption overall, particularly widespread bribery in the judiciary, police, health and customs
sectors.

The explosion of an ammunition depot at Gerdec in March 2008 is currently under
investigation for alleged lack of enforcement of health and safety regulations. Limited
progress can be reported in the management and disposal of small arms and light weapons and
of explosives and remnants of war, which remain a serious problem in Albania. Other
allegations concerning the accident relate to arms smuggling and corruption. The then
Minister of Defence was dismissed and his immunity lifted. To ensure credibility on the fight
against corruption, the allegations around this case need to be tackled with resolve as part of
the ongoing investigation.

Overall, Albania has continued to address corruption, a key European Partnership priority.
However, the declared commitment of the authorities to fight corruption needs to be backed
up by rigorous implementation, as corruption remains widespread.

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

As regards ratification of human rightsinstruments, in December 2007 Albania ratified the
Optional Protocols to the UN Convention on the sale of children, child prostitution and child
pornography, and on children in armed conflicts. The European Charter for Regional and
Minority Languages has yet to be ratified.

The European Court of Human Rights (ECtHR) delivered five judgments finding that
Albania had violated the European Convention on Human Rights (ECHR) and related
protocols. Measures have yet to be taken to enforce these judgments. A total of 79 new
applications to the ECtHR were made during the reporting period. The total number of
pending cases before the Court regarding Albania is 146.

Albania has an extensive legal framework on promotion and enforcement of human rights
and the government's record is marked by the political will to guarantee human rights to all its

11

EN



EN

citizens. The strong role played by the Human Rights Ombudsman has contributed to
reducing human rights violations. Nevertheless, effective implementation of legislation
continues to raise concern in key areas, such as prevention of torture and trafficking.

Civil and political rights

With regard to prevention of torture and ill-treatment and the fight against impunity,
there have been reports of use of excessive force and ill-treatment by police officers, most of
them during pre-trial detention. However, some efforts have been made by law enforcement
agencies to prosecute and indict cases of ill-treatment, torture and arbitrary behaviour. The
General Prosecutor brought charges against four former senior officials of the State
Intelligence Service. Criminal charges have been brought and disciplinary measures taken
against police officers for abuse of office. In compliance with the amendments made to the
Criminal Code on torture, the People’s Advocate launched in March 2008 a national
campaign on torture prevention, in cooperation with the Centre for Rehabilitation of Torture
Victims .

Overall, further steps have been taken to prevent torture and ill-treatment of detainees, but
considerably better enforcement of human rights rules and proper prosecution of abusers are
still required.

As regards access to justice, Albanian legislation provides for free legal aid for first and
second instance courts, but the system does not work effectively, particularly for minorities,
such as the Roma.

With regard to the prison system, overcrowding of prisons and pre-trial detention centres
continued in 2008. There were 4,932 detainees at the beginning of May 2008, almost 1,500
above capacity. Construction of two new prisons (Fushé-Kruja and Korga) and of the Vlora
pre-trial detention centre is complete. A new detention centre for juveniles in Kavaja and a
new pre-trial detention centre together with a psychiatric facility in Durrés are under
construction. These new establishments, designed in accordance with European standards,
should help reduce the overcrowding.

However, general prison conditions remain below standards. Due to lack of space, prisoners
were reportedly being held in large groups in small cells or returned to police stations.
Prisoners with mental illnesses were being kept in cells with other prisoners or minors in cells
with adults. Progress on developing rehabilitation schemes, such as education, work and
social programmes for detainees, has been limited. An effective monitoring and inspection
system for prisons is still missing.

Several prisons have been refurbished to improve living conditions. Planning of six new
detention-centres has started, in line with the 2004 Master Plan for the Pre-Trial Detention
System. However, the government still needs to develop a long-term investment strategy and
to allocate corresponding State funds.

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

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

12
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Freedom of expression, including in the media, are guaranteed by the Albanian constitution.
However, the intermingling of business, political and media interests continues to affect the
development of independent media.

A new broadcasting law is under preparation. It will have a major impact on the media
landscape in Albania. Implementation of the EU/Council of Europe joint action plan on the
reform of media legislation is key in this respect. Preparation of the strategy for the transition
to digital broadcasting is advancing. In April 2008, the Regulation on the licensing of digital
broadcasting was adopted. (See also Information Society and media section.)

Selective pressure was put on opposition-oriented media, including accusations of alleged
funding from organised crime groups. The lack of transparency about ownership and funding
leaves the media open to accusations of criminal influence. The National Council on Radio
and Television (NCRT) continued to face accusations of political bias in favour of media
linked to the government. There is no effective legislation to ensure transparency of media
ownership and funding.

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

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

Regarding the printed media, few newspapers reach a significant readership, due mainly to a
malfunctioning distribution system and poor infrastructure.

Overall, Albania has continued to make progress on freedom of expression, a key European
Partnership priority. It now needs to improve implementation of the existing legislation and to
advance on key issues regarding decriminalisation of defamation, adoption of legislation on
access to public information and transparency of media ownership.

No restrictions on freedom of assembly and association are to be reported.

The legal framework for civil society organisations remains open and non-restrictive. Civil
society organisations are actively monitoring respect of human rights and fulfilment of
Albania's obligations under the SAA. However, civic engagement remains low. Albania has
only a limited number of influential NGOs and policy institutes. Funding of civil society
depends largely on foreign donor financing. Coordination mechanisms to enhance civil
society participation in policy making remain weak.

Civil society should increase its capacity for advocacy and public relations, networking, and
development of partnerships with the government and the private sector. Financial and
management capacity have to be strengthened, aiming at future sustainability of the sector.

As regards freedom of religion, the inter-faith climate continues to be positive and mutually
tolerant. However, the full restitution of property and other belongings to religious
communities remains an issue to be addressed as part of the overall property restitution
efforts.
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Economic and social rights

The People's Advocate (human rights ombudsman) continued to play an active role in
monitoring and protecting human rights. In 2007, the institution received 4,233 complaints
from citizens and reviewed 2,567 of them. Most of the complaints were appeals against
decisions by the Ministry of Economy, Trade and Energy, the Immovable Property Registry
Offices, the Ministry of Interior, the Ministry of Defence, the Ministry of Justice and the
courts.

With regard to women's rights, some progress can be reported. The Law on gender equality
was adopted in July 2008. The national strategy on gender equality and eradication of
domestic violence, together with a three-year action plan, were adopted in December 2007
including provisions on vulnerable women such as trafficking victims. According to police
sources trafficking decreased sharply in 2007, although NGOs claim that many cases went
unreported. Several trafficking networks were dismantled. In May 2008 the Domestic
Violence Law was amended. A new unit on domestic violence was established within the
Ministry of Labour. The responsible authorities organised, with assistance by UN agencies,
capacity building activities for social and health workers, police and local authorities.

However, the strategy on the prevention of domestic violence has not been enforced due to
lack of implementation mechanisms. The proportion of women having suffered from
domestic violence is significant and increasing. Witness protection remains weak with the
result that victims of trafficking are reluctant to report their traffickers to the police. Political
representation and the employment rate among women remain low. Albania is advancing
moderately on mainstreaming gender in employment and other policies. What is needed now
is to allocate sufficient human and financial resources to ensure full implementation of the
existing legislation.

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

With regard to children's rights, some progress can be reported with the entry into force of
the Optional Protocol to the Convention on the Rights of the Child in March 2008. Parliament
adopted amendments to the Criminal Code in April 2008 regarding the exploitation of
children, which is now recognised as a criminal offence.

The streamlining of the birth registration procedures has somewhat improved school
attendance, access to health and other social services for Roma children. Despite the
implementation of the second chance project, school enrolment of Roma children remains
low. Procedures such as requiring vaccination certificates often lead as to de facto exclusion
from school.

Regarding juvenile justice, community service sentences started in late 2007 at the Tirana
Court. Up to April 2008, 38% of all sentences imposed community service. In March 2008,
special sections for minors were established in six district courts. Amendments to the Penal
Code have been drafted, including introduction of a probation system. However, in cases
involving minors, judges do not sufficiently apply alternatives such as probation. Probation
and parole are available as alternatives to detention, but there are no qualified social workers
or probation officers to supervise them.
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Children's rights to education have improved. The net primary school enrolment rate for 2008
is 92%. However, in the areas populated by Roma communities, access can go down to 13%.
Progress has been made in the area of protection of children at risk. The strategy on foster
care was approved in 2008 as part of the new sectoral strategy for social protection. A
bilateral agreement on protection and assistance to child victims of trafficking was signed
between Albania and Greece in 2007.

Child labour remains widespread. The number of children working in the formal sector is
increasing (737,000 in 2007 compared with 533,000 in 2006). Most of these children are girls
primarily employed in the fish processing, footwear and clothing industries.

Overall, further progress has been made on children's rights but more is needed on ensuring
appropriate resources for implementation and on child labour issues.

With regard to socially vulnerable and/or persons with disabilities, 103,000 families
benefit from social assistance at present. In January 2008, the government adopted the Social
Protection and Social Inclusion Strategy for 2008-2013. This includes new economic
assistance schemes for poor families and social services for children, minorities, the disabled,
the elderly and victims of trafficking.

Implementation of the National Strategy for persons with disabilities has been slow and the
procedural framework has not yet been completed. The Ministry of Labour has drafted
standards for delivery of social services to people with disabilities. (See also Employment and
social policies section). Albania has not signed the UN Convention on the rights of people
with disabilities. In the field of mental health, one community centre has been reconstructed
and two new centres opened. However, implementation of the Regulation on mental health
approved in 2007 has been slow. There is still no law on free legal assistance for people with
disabilities. Access to employment remains a major problem for people with disabilities.

Overall, there has been further progress regarding socially vulnerable people, but measures to
support them remain limited and better coordination of government agencies could improve
the results.

As regards labour and trade-union rights, the absence of a revised labour law is hampering
the transformation of the National Labour Council into a National Social and Economic
Council. It also delays the revision of the Law denying the right to strike to some State
employees, which is not in line with the European Social Charter. The National Strategy for
Development and Integration 2007-2013 (NSDI) foresees the strengthening of social
dialogue. However, the position of both trade unions and employers' organisations continue to
be very weak and the social dialogue remains at an early stage.

As regards anti-discrimination policies, there has been little progress on establishing a
proper legal definition of discrimination or specific anti-discrimination legislation.
Appropriate institutional support for victims of all violence needs to be ensured. There is
continuing serious hostility in public and the media towards the lesbian, gay, bisexual and
transgender (LGBT) community. The government has taken no action to combat
discrimination on the grounds of sexual orientation and gender identity. Arbitrary arrests and
mistreatment of LGBT persons persist. This has already led to the emigration of leading
activists. What is needed now, in addition to increasing legislative efforts, is to develop an
action programme to counter discrimination, including on grounds of sexual orientation and
gender identity.
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With regard to property rights, the main issues remain first registration of real estate,
property restitution, compensation and legalisation of informal constructions. The Immovable
Property Registration Office (IPRO) has continued first registration in different parts of the
country. Several decisions by the European Court of Human Rights found violations in the
form of improper proceedings and lack of enforcement in the context of restitution and
compensation procedures. Unresolved property issues have undermined efforts to develop a
functional land market and kept foreign investment below potential. A clear strategy and
action plan to solve the numerous problems in the property sector are needed. Legal
amendments are necessary along with closer cooperation between the relevant agencies and
ministries.

The Property Registration and Compensation Agency (PRCA) has started to register
restitution and compensation claims in an electronic database. So far, the PRCA has
completed the property valuation mapping for six regions. Valuation mapping, however, does
not yet include industrial and tourist zones for lack of data. A complete valuation map
covering every regions would facilitate assessment of property restitution and compensation
issues.

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

Overall, there has been progress on consolidating property rights, a key European Partnership
priority. What is needed now is to step up the pace of restitution and compensation.
Preparations in this field are advancing moderately. Uncertainties about property rights
persist.

Minority rights, cultural rights and protection of minorities

With regard to cultural rights, the constitution provides for protection of the civil, economic,
social and political rights of minority groups and the law forbids discriminatory treatment.
Persons belonging to minorities have the right to be taught in their mother tongue. There are
three recognised national minorities (Greek, Macedonian and Serbian-Montenegrin) and two
ethno-linguistic minorities (Aromanian and Roma) in Albania. The Egyptian community is
seeking the status of an ethno-cultural minority. The government has made efforts to include
it in various activities for minorities and socially vulnerable groups. Development of minority
policies requires up-to-date statistics on all minorities. Albania has no accurate data on
minorities.

Albania is continuing to make efforts to fulfil its commitments under the Council of Europe
Framework Convention for the Protection of National Minorities particularly regarding use of
minority language and education. However, more efforts are needed on defusing recent intra-
ethnic tensions in areas with a heavy concentration of minorities. Albania has not signed the
European Charter for Regional and Minority Languages, due to budgetary constraints.

Schools specifically for members of the Greek and Macedonian minorities have a
significantly higher teacher-pupil ratio than the national average. The pupil/teacher ratio is
approximately 6.9/1 for the Greek minority and 12.6/1 for the Macedonian minority
compared with the national ratio of 18/1. However, in some areas with a high concentration of
minorities, public schools that provide ethnic minorities with minority education are not
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sufficient. Three privately run Albanian-Greek schools have been established in Tirana, Korca
and Himara. The Civil Service Law allows participation by minorities in public
administration, the armed forces and the police. However, minority representation remains
limited.

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

Albania joined the Decade of Roma Inclusion 2005-2015 in April 2008. A corresponding
Action Plan is under preparation. In December 2007, the first Progress Report on
implementation of the National Strategy for the integration of Roma was issued, showing
insufficient human and financial resources for proper implementation. The unit in charge of
monitoring implementation of the Roma Strategy within the Ministry of Labour and Social
Affairs (MLSA) has been up-graded to a technical secretariat. This will improve its capacity
to monitor and coordinate measures with other institutions. One of the staff is a member of
the Roma community. However, with only two people, the Secretariat is understaffed to
perform its tasks. Efforts must be stepped up to coordinate the Roma Decade Action Plan with
other existing strategies and provide sufficient human and financial resources to implement it.

The level of school enrolment amongst Roma children remains low, despite efforts by the
government to facilitate registration and implementation of the second chance project. More
needs to be done to tackle specific gender issues in the Roma community and to prepare more
Roma to qualify as teachers. Registration of Roma with the authorities remains a problem.

Roma continue to face very difficult living conditions and discrimination, with poor access to
education, social protection, healthcare, housing and employment.

Overall, there has been some limited progress in terms of measures taken by the government
to improve the situation of the Roma, which remains a serious concern. What is needed now
is to ensure that appropriate human and financial resources are allocated to implement these
measures effectively.

2.3. Regional issues and international obligations

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

Albania is still being monitored by the Parliamentary Assembly of the Council of Europe, to
verify fulfilment of obligations and commitments relating to its membership of the Council of
Europe.

Regional cooperation and good neighbourly relations form an essential part of the process of
moving towards the European Union.

Albania has continued to participate in a number of regional political and economic fora and
initiatives, including in a transition from the Stability Pact to a more regionally owned
framework with the South East European Cooperation Process (SEECP) and the Regional
Cooperation Council (RCC).
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Albania has been satisfactorily implementing the Central European Free Trade Agreement
(CEFTA) and is progressing on the first transitional phase of the European Common Aviation
Area (ECAA) agreement. Albania is party to the Energy Community Treaty and is making
headway towards meeting its obligations under the Treaty.

Albania became a full member of the Barcelona process in November 2007 and participated
in the launch of the Barcelona Process: Union for the Mediterranean in July 2008.

Albania's bilateral relationswith other enlargement countries and neighbouring Member
Sstates have remained intensive, with frequent bilateral contacts and visits.

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

Relations with Montenegro have developed further. Work started on construction of the joint
border crossing point at Muriqan/Sokobine. Relations with Bosnia and Herzegovina have
intensified. The country has decided to open an embassy in Tirana. Albania continues to have
good relations with Croatia. Relations have remained stable with Serbia. Relations with
Turkey have remained good. The Free Trade Agreement with Turkey has entered into force.

Albania has continued to maintain a constructive position regarding Kosovo®. Albania
welcomed the decision on the establishment of the EU mission in Kosovo. Albania has
recognised Kosovo's declaration of independence and established diplomatic relations.

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

Albania has received an invitation to join the North Atlantic Treaty Organisation (NATO),
and the Protocol of Accession to the Washington Treaty has been signed.

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

3. ECONOMIC CRITERIA

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

3.1 The existence of a functioning market economy

Economic policy essentials

3 under UNSCR 1244/1999
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The government submitted the Economic and Fiscal Programme for 2007-2010 in December
2007, setting out a coherent framework for the government's economic policies. The policies
continued to support the establishment of a functioning market economy, but suffered in some
cases from the lack of detailed action plans. The economic strategies were broadly consistent
with the current International Monetary Fund three-year 2006-2009 PRGF/EFF* programme
in the country. In 2008, the government supplemented the longer-term strategy framework,
adopting the National Strategy for Development and Integration (NSDI) for 2007-2013,
prepared in consultation with domestic and international stakeholders. In line with the
Integrated Planning System (IPS) the government also adopted the Fiscal and Macroeconomic
Framework 2009-2011 and the Medium-Term Budget Programme 2008-2010. Overall,
political consensus on the fundamentals of market-oriented economic policies was
strengthened, but planning at too general a level sometimes presented a risk for the
implementation of economic reforms.

Macroeconomic stability

The economy experienced strong growth despite a severe drought in the summer of 2007 and
continuous electricity shortages. Extensive investments and high consumption led to a 6%
growth in real terms in 2007 — the highest since 2002. Economic activity was fuelled by a
robust, though slowing credit growth and continuing large-scale remittances inflows (12% of
GDP). Unreliable electricity supply continued to pose a heightened risk to sustainable
economic growth. The average per capita income in 2007 was around 22% of the EU27
average’, up from 21% in 2006. Overall, economic growth remained strong and speeded up,
while the general income level remained low.

External balances deteriorated, resulting in a current account deficit of 10.6% of GDP in 2007
- up from 6.5%° in 2006. The deficit widened, mainly due to an increase in the merchandise
trade deficit (26.8% of GDP in 2007), in spite of strong growth in exports. Higher energy
imports (30% of the total increase in imports in 2007), resulting from a severe domestic
drought, and demand for machinery contributed strongly to the increase in imports.
Merchandise exports remained more than 3.5 times lower than imports, despite a strong
increase in mineral exports. The trade deficit continued to deepen in the first half of 2008 due
to high imports. The surplus in services trade remained limited and surpluses of income flows
and other transfers (including remittances) were lower (relative to GDP) than in the previous
year. Overall, external imbalances remained high and continued to widen.

Net capital inflows increased, covering the current account deficit in 2007. Net foreign direct
investment reached 5.9% of GDP in 2007 (up from 3.5% in 2006), with strong inflows from a
large-scale privatisation in the telecommunication sector. Other capital inflows (mainly
foreign borrowing by the private sector and non-residents' deposits) rose, reaching 3.2% of
GDP in 2007. However, from the fourth quarter of 2007 onwards the current account deficit
exceeded net capital inflows, leading to a decrease in reserve assets. The stock of reserve
assets stayed at the level of 3.3 months of imports of goods and services at end-June 2008.
The external debt to GDP ratio fell to 24.8% at end-2007 (down from 25.1% in 2006), with
the public external debt ratio falling to 15.4% of GDP. The financial sector external debt
increased strongly (by 50%) due to short-term loans and non-residents' deposits. Corporate

N The Poverty Reduction and Growth Facility (PRGF) and the Extended Fund Facility (EFF)

In purchasing power standards (PPS)

The data for 2006 is updated (compared to the Progress Report 2007) throughout the report according to
the recent revision of statistics
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sector foreign borrowing remained limited (with stock falling below 5% of GDP). In total, net
capital inflows increased, but remained relatively low.

The recent turmoil in the global financial markets increased risks to the Albanian economy.
The risks to the financial sector are mitigated by the overall low level of financial
intermediation and a limited integration to the international capital markets, while the banking
sector is well capitalised and mainly financed by households' deposits. However, the
continuous widening of the current account deficit requires increasing capital inflows that
might be inhibited by the expected global economic slow-down.

Labour market conditions improved in 2007. The number of registered unemployed
decreased, resulting in a drop in the unemployment rate (13.4% in 2007 and 13% in March
2008 - down from 13.9% in 2006). The number of employed persons increased as a result of
higher employment in the non-agricultural private sector. In total, the labour force (the sum of
employed and unemployed) decreased by around 0.4%, indicating some movement of
unemployed persons to inactivity. Wages in the public sector increased by 17.1% on average
in 2007, significantly more than in 2006 (7.5%), but did not add significantly to domestic
demand pressures on inflation. Overall, the labour market performance slightly improved, but
rigidities remained relatively high. However, due to the significant informal economy, labour
market data may not correctly reflect the actual dynamics of the labour market.

The central bank continued to implement a policy of implicit inflation targeting and an
independent float. The objective of maintaining consumer price inflation at 3% with a
fluctuation band of +1 percentage point was met, with inflation averaging 2.9% in 2007.
Potential demand pressures and pressures due to price increases in the global commodities
markets were addressed by raising the key monetary policy interest rate. In the second half of
2007, the central bank raised the policy rate three times (cumulatively by 0.75 percentage
points to 6.25%). In the first three quarters of 2008, inflation remained within the target range
(measured as a 12-month average annual inflation), although in some months it exceeded 4%
(year-on-year). The main contributors to annual inflation were food and energy prices, with
the increase in food prices accounting for up to two thirds of annual inflation. The impact of
domestic demand pressures was limited, despite a strong (though decelerating) credit growth
and extensive remittances inflows. The increase in money supply (M3") remained relatively
high (14% year-on-year in July 2008). Exchange rate fluctuations against the euro remained
limited, with some temporary small-scale depreciation in March 2008. Overall, monetary
policy remained sound, maintaining price stability.

The fiscal stance loosened somewhat in 2007, despite a strengthening of economic growth.
Fiscal balances deteriorated, with the general government deficit increasing to 3.5% of GDP
in 2007 — up from 3.3% in 2006. Fiscal policy remained expansionary, with the budget plans
projecting even higher deficits, mainly due to plans for high public investment. However,
strong economic growth made it possible to reduce the public sector indebtedness (as a ratio
of GDP), despite a delayed fiscal consolidation. The public debt ratio fell to 53% at end-2007
from 56% in 2006, with domestic public debt falling to 37.6% of GDP. The management of
public finances improved, especially in 2008, supported by large-scale tax administration
measures that also contributed to the extension of the tax base. The introduction of a 10% flat
personal income tax was accompanied by an increase in income tax revenues. The
management of local government finances remained poor, resulting in low revenue collection

Monetary aggregate M3 includes currency outside banks, as well as demand and time deposits.

20

EN



EN

and limited spending. Public spending followed the strategic priorities of higher public
investments, keeping the increase in current expenditures constrained. Personnel expenditures
were maintained at 6% of GDP, and interest expenditures were reduced to 2.6% of GDP in
2007, partly as a result of more efficient debt management. Government investments
increased to 5.8% of GDP, but weak implementation kept capital expenditures significantly
below projections. Regarding fiscal strategies, the 2008 budget projected a sharp deterioration
of fiscal balances with a fiscal deficit of 7.9% of GDP, due to extensive capital expenditures
amounting to 9.8% of GDP. A mid-2008 budget revision reduced the deficit projection to
5.2% by increasing revenue projections and cutting public investments. On the revenue side,
the reduction of corporate profit tax from 20% to 10% in January 2008 brought about a
change in the public revenue structure. Corporate tax revenues decreased, compensated by an
increase in excise duties. Overall, the administration of public finances improved, but the
fiscal stance loosened owing to ambitious public investment plans.

The macroeconomic policy mix was broadly adequate, with an increased emphasis on
structural reforms. Monetary policy remained sound, while fiscal strategies prioritised higher
public investments over further fiscal consolidation. Widening fiscal imbalances may lead to
instabilities and prevent fiscal policies from playing their role. Vulnerabilities of external
balances increased, requiring swift measures to ensure electricity supply, the broadening of
the export base and a more attractive investment environment.

Interplay of market forces

State participation in the economy remained limited, with the private sector accounting for
around 80% of GDP. The share of the employed in the private sector increased slightly to
82.1% in 2007 (up from 81.9% in 2006). Public enterprises continued to be mainly in the
services and agricultural sectors. The privatisation of large-scale enterprises advanced
significantly. The contract to sell an 85% stake in the ARMO oil refinery was approved and
the privatisation of 76% of the shares of the distribution arm of the loss-making power
corporation (KESH) is in progress. The government also concluded tenders on consultancy
for the privatisation of its 12.6% share of the mobile telephone operator AMC, and of a
majority of the insurance company INSIG. Privatisation of Albpetrol — the company involved
in oil prospecting, research and development, and production — was delayed. Overall, the
reduction of state ownership in the economy progressed, while the remaining inefficient large-
scale state corporations continued to contribute to market distortions.

Market entry and exit

The government simplified business registration procedures significantly. The introduction of
the National Registration Centre (NRC) reduced the time required to register a business to one
day and provided for simultaneous registration for the purposes of tax administration, social
and health insurance, and the Labour Inspectorate. Registration fees were reduced to less than
one euro. The infrastructure for business registration services was improved by increasing the
number of electronic services and registration centres across the country. The improved
services framework, together with more rigorous inspections by the authorities, addressed
ways for reducing the widespread informality of business. The simplified procedures allowed
for a significant increase in the number of initial registration of businesses. The government
also continued with the regulatory reform of licences by simplifying licensing procedures and
reducing the number of licences. However, there is still scope for further simplification.
Significant problems remained regarding the issuance of construction permits, which showed
a sharp 40% drop in 2007. Regarding market exit procedures, the new law on bankruptcy
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procedures was approved in May; this provided a more efficient framework for business exit,
as no bankruptcy proceedings had been concluded in the courts in recent years. Overall,
administrative procedures for the establishment of businesses were simplified considerably.
However, there remains room for further improvements.

Legal system

The government took a number of steps to strengthen the judicial system and the fight against
corruption. A number of electronic public services (including the electronic public
procurement system) were introduced in order to increase transparency. The general judiciary
reform continued, with the adoption of a law on the organisation and functioning of the
judiciary. Inspections of courts and public agencies were stepped up and legal procedures
were initiated against officials responsible for violations. Legal certainty was increased by
establishing a legal basis for a new type of administrative courts to rule on commercial cases
and disputes between companies and public institutions. Preparations for defining property
rights made progress. Offices in several cadastral areas were prepared for the initial
registration of land, and preparatory work on the digitisation of maps of the territory was
completed. However, further efforts are required to effectively fight against corruption that
affects the business climate and has an adverse impact on the quality of public services.
Overall, the legal framework for contract enforcement was strengthened, but the judiciary
remained weak and uncertainty about real estate property rights persists.

Financial sector development

Financial intermediation expanded significantly, but its level remained low. Bank lending to
the private sector rose to 31.4% of GDP in June 2008 (up from 21.4% at end-2006), while
money supply (M3) remained above 70% of GDP. The share of other financial intermediaries
remained low; no domestic companies were listed on the Tirana Stock Exchange and no
progress was made regarding private pension funds. The adoption of the law on securities in
March 2008 provides some basis for the development of the capital market. Insurance
companies continued to be the other main intermediaries in the financial sector, with total
assets of close to 2% of GDP. The banking sector is wholly owned by the private sector, and
foreign capital participation recently increased to almost 99%. Following a merger, the
number of banks was reduced to 16. Competition in the banking sector increased, while the
concentration of assets declined. Profit rates of banks remained relatively strong (return on
assets was 1.3% in June 2008, comparable to that of at end-2006). Banks continued to widen
their range of lending products and increased the number of regional offices. Overall,
financial intermediation, dominated by the well-functioning banking sector, continued to
increase at a rapid pace, while the role of the non-bank financial sector remained limited.

The stability of the financial sector remained satisfactory, supported by a favourable
economic environment and strengthened financial supervision. Capital adequacy remained on
average far above the minimum requirement (with ratios of 17.3% and 12%, respectively, in
June 2008), albeit somewhat lower than at end-2006. The quality of credit remained relatively
high and the share of non-performing loans in total loans remained low, although it increased
to close to 4% in March 2008 (up from 3.1% at end-2006). Strong - albeit slowing - credit
growth and the fact that a large share of credit is denominated in foreign currencies are factors
which demand careful handling of credit risks. The establishment of the credit registry
brought additional transparency to the banking system. Overall, the financial system remained
sound, addressing the growing risks of a possible deterioration of credit quality.
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3.2. The capacity to cope with competitive pressure and market forces within the
Union

Existence of a functioning market economy

Macroeconomic stability was broadly maintained, providing economic agents with a
supportive environment for decision-making. The functioning of market mechanisms still
remained seriously distorted by unreliable energy supply, weak judiciary, uncertainty about
real estate property rights and the inefficiencies still present in the regulatory framework for
businesses.

Human and physical capital

The reforms to improve the quality of labour force continued, with a strong emphasis on
vocational training. The government adopted a strategy on employment and vocational
training, aimed at bringing unemployment down to the average level of the EU countries by
2013. In parallel, the National Council of Pre-University Education was established, and new
guidelines for secondary schools and standards for post-graduate programmes were
introduced. In total, public spending on education rose to 3.3% of GDP in 2007 (from 2.9% in
2006). To promote employment, the government introduced a partial compensation of training
costs and a temporary compensation of social insurance contributions for companies that hire
unemployed job-seekers. Proper assessments of the impact of the measures on the labour
market continue to be constrained by limited and partly inconsistent labour market statistics.
Overall, opportunities were created for increasing the relatively low quality of human capital,
but their effects on the labour market remained unclear.

Physical capital accumulation continued at a rate comparable to 2006, although slower than in
earlier years. The ratio of total investments to GDP was 29.2% in 2007. Public investments
focused on the energy sector and on road construction. Net foreign direct investment (FDI)
inflows increased significantly (to 5.9% of GDP in 2007), mainly owing to strong inflows
from large-scale privatisation in the telecommunication sector. FDI inflows were also
significant in the financial sector. The total stock of FDI remained relatively low, reaching
19.1% of GDP in 2007. Infrastructure remained poor despite significant investment in the
road network. Preparations for reconstruction of railways and ports progressed. The hydro-
power based electricity sector continues to lack the capacity to meet domestic demand. The
number of concession agreements for building small-scale hydro-power plants has increased
and the construction of a thermal power plant has begun. However, these measures will
provide only a partial solution to the electricity shortages. Overall, capital accumulation
continued, but capital stock remained limited.

Sector and enterprise structure

Enterprise restructuring continued in the remaining sectors under state ownership, largely as
part of the preparations for privatisation. In the oil production sector, the restructuring of the
ARMO oil refinery and the oil producer Albpetrol made progress and an investment plan for
the oil refinery was submitted to the government as an obligatory document for the tender
procedures. In the electricity sector, preparations for the restructuring and privatisation of the
loss-making power corporation (KESH) made progress. However, electricity tariffs remained
below cost-recovery levels, thus contributing to financial losses. Electricity supply remained
unreliable. Overall, restructuring of enterprises progressed, but major additional changes are
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needed in order to increase the competitiveness of the current or former large-scale state
monopolies.

The sectoral structure of the economy remained broadly unchanged, with the largest
production being in the services sector. The mining sector contributed significantly to the
increase in total production and exports, although its share of total production stayed
relatively low. The agricultural sector remained the biggest employer, with 58% of total
employed, but contributing only 20.7% of the GDP (for details see statistical annex). The
informal sector remains large. Overall, the economy broadly maintained its structure, with
considerable scope for further expansion of the services and industrial sectors, at the expense
of inefficient agriculture.

Sate influence on competitiveness

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

Economic integration with the EU

The openness of the economy increased considerably, with total foreign trade in goods and
services reaching 81% of GDP in 2007 (compared to 72% in 2006). Trade increased mainly
due to an increase in imports, while competitiveness in exports remained weak (with exports
of goods accounting for 10% and exports of services for 18% of GDP in 2007). The EU
continued to be the main trading partner, while the share of the trade in goods with the EU
declined slightly to 64% (down from 69%). The decline was partly the result of increased
trade with CEFTA® countries, but mainly due to a strong increase in exports of mining
products to Asia. The country's weak competitiveness in trade with the EU continues to be
reflected in a very high concentration of export partners (more than two thirds of total exports
of goods are destined for one country, namely Italy). Imports (also in terms of trading
partners) continued to show a considerably more mixed picture, with two main trade partners
accounting for less than 50% of total imports. Overall, the EU continued to be the main
partner in international economic relations, while overall international integration remained
limited.

4, EUROPEAN STANDARDS

This section examines Albania’s capacity gradually to approximate its legislation and policies
to the acquisrelated to the internal market, sectoral policies and justice, freedom and security,
in line with the Stabilisation and Association Agreement and the European Partnership
priorities. It also analyses Albania’s administrative capacity. In each sector, the Commission’s
assessment covers progress achieved during the reporting period and summarises the
country’s overall level of preparations.

§ CEFTA or Central European Free trade Agreement
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4.1. Internal market
4.1.1. Free movement of goods

Good progress has been made on standardisation. By the end of September 2008, Albania
had adopted 14,424 European standards (ENs), or 84.3% of all the ENs adopted by the
European Committee for Standardisation (CEN) and the European Committee for
Electrotechnical Standardisation (CENELEC). This exceeds the target of 80% that had been
set for 2008. The Directorate-General for Standardisation (DGS) has used numerous
promotional tools to raise the private sector’s awareness of the benefits of standardisation.
This has led to increased use of standards (117% more standards were sold during 2007 than
in 2006 and the sales of standards continued to grow in the first half of 2008). DGS has
continued to participate in the activities of CEN and CENELEC as an affiliate member.

The new Law on standardisation was adopted in February 2008 and the relevant
implementing legislation has been drafted. This includes the establishment of a supervisory
board made up of representatives of all stakeholder groups which will monitor DGS activities.
In accordance with the new law, DGS will be the enquiry point for the agreement on technical
barriers to trade under the World Trade Organisation (TBT/WTO). Preparations in the field of
standardisation are on track.

Limited progress can be reported on confor