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FOREWORD

Dear reader,

The new edition of ouFreedom Barometer 2018 coversEB®Popean and Central Asian
countries. The Friedrich Naumann Foundation for Freedom is dedicated to promoting freedom
and open societies worldwide. Current political climate imparts a widespread perception that the
universalism of liberal democratic noimaunder threat and in fact many of our partner
organizations can attest to the fact that spreading liberal democratic norms is far more difficult
than it used to be two decades ago. In this context of exacerbated confrontation between ideas
and concepts efevant to the advancement and the protection of our freedoms and
responsibilities, it is of tantamount importance to have good measurements and assessment tools
for the debate.

Thirty scrutinized countries ranging from Belgium to Tajikistan may givemasaia of

successful approaches and failures in old and new democracies. Since 2013 Freedom Barometel
shows how noiaction of politics and civil society alike might confirm stagnation, might lead to

the erosion of democratic standards such as in HumgaRoklnd or to further alienation

between the citizen and the state as in many Western European Countries.

In recent times a lot of comparative studies and projects have tried to build systems of statistical
indicators so that different societies canobgpared to each other. These systems and their
respective publications are a treasure trove for us. We do not intend to reinvent the wheel and
therefore we use information, data and indicators from existingespetted sources.
However, we recombineetin in such a way that they reflect our liberal values and the views we
have of desirable institutions and organizations that preserve our fundamental freedoms. We also
believe that freedom can only be assessed in its entirety. And this is why wektag tbeloo
different components of freedom: economic, social and political freedom.

We are delighted to see the growth of our Freedom Barometer over the past years. We constantly
review our sources and our methodology to improve our analytical instruitmentHar the

2018 data set, we have also introduced improvements and changes which are each explained by
our authors. | am very proud to present to you our newest edition and, as with previous issues,
hope you enjoy foraging through the material of FreBawometer 2018.

Dr Rainer Adam, DecembeR018, Sofia, Bulgaria
Regional Director for East and Southeast Europe

Friedrich Naumann Foundation for Freedom



TRENDS IN 2018 FREEDOM BAROMETER
EDITION

A. POLITICAL FREEDOM : Going Down

To put a famoughought into the framework of the Freedom Barometer 2018 Europe Edition

and its Political Freedom section, it would séuAd> s ence of ofreedom dec
exi stence of opositive freedom devel opmentoé
political freedom developments in the countries we were following over the course of the year,
they would unequivocally conclude that the biggest success in the region is actually an absence of
an overall decline of freedom. Taken the-termg importancefgoolitical freedom, the above
conclusion sounds equally worrisome as the fact that political freedom deteriorated in 15
countries out of 30, while it was improved in only one. And these results doludet i
developments iRress Freedostores, due taethyed date of publishing of the primary data (for

more information orPress Freedom scasee Methodology section of this publication). Press
freedom is the field where we could expect the most serious decline. Having said the above,
political freedom irgeneral is currently in retreat, while the trends caused by the citizens
dissatisfaction with democracy, such as populism, false information propaganda and autocracy
are in upswing. Elections are ever more frequently held in an unfair environmemnidingm fu

to media coverage. Democracy and politics a
rather than being controlled by the system
informal instrument of control of the government which can caise ses o0 pr obl ems 6
ruling elites, they are at the ofirst | ine

and controlled.
Undermining Fairness, Spreading Fear

Role of elections as an institution whose aim is to protect, strengthen and foster democracy has
been increasingly and continuously undermined for years in many of the Freedom Barometer
analyseaountries. Whereas in most of the Central Asia countriesghims 0 t onewsdé ha
mind decades of autocratic regimes, a gradual decline from many democratic standards (which in
some countries have gone down to a serious low) in Central and Eastern Europe mark a
worrisome trend. Populism and propaganda pave yheowards an unfair political process.
Hungary and Turkey, for example, became role models for duitepautocratic tendencies.
Elections in those countries, held during the reviewed period, were characterized by an
environment repressive towards palitipponents, civic activists or critical journalists, by abuse

of power and blurred separation between campaigning and governance activities of the public
officials, and by partisan media coveradavouro f the ruling elite. I 1
coomon word in this area, the second one woul
outcomes of the electoral processes. Sometimes this divisive environment of fear in societies is
created through confront at i dennsothevs withhan eutsidei ma g i
oenemyéo. Et hnic confrontations and tensions
the life of the people in Western Balkans region. It is a formula which proved as successful so



many times in the past that ruleiges would hardly abandon it, no matter whether we spoke
about Serbia and its relations with the entire Western Balkans region, or abtutimterter

entity or inneentity relations in Bosnia and Herzegovina, or about the abyss of political
divisons in Macedonia or in Montenegro, or about carefully fed nationalistic tendencies in an
EU-member Croatia. Such extensive control over all spheres of society and an abuse of power
and of patriotic rhetoric had triggered massive protests in Armenigubbeduently led to the

shift of government in May 2018, in an event which could expectedly be perceived as a positive
development in years to come.

Presence of Constitutional Veto Players

Unconstitutional veto players and informal groups which caena#lahe political decision

making process are present more or less in every country. However, as identified by Freedom
Barometer 2018 Europe Edition, they do not pose the biggest threat to democratic standards and
procedures. It is but ruling structutesmselves who do so. Deterioration of independence of
justice sector (as explained below) goes hand in hand with domination of the executive over all
other branches of power, leading in many cases to state capture. Tajikistan, Azerbaijan,
Kyrgyzstan, Russior Turkey, are followed by countries such as Armenia, Moldova, Hungary,
Poland, or Serbia, at least in this regard. Some leaders are even controlling governance in their
country from outside the constitutionally stipulated positions of real poweas Stieldimir

Pl ahotniuc i n Moldova, Jarosl aw Kaczynski [
oligarchs, business elites, or in some cases religious and security instances, are also labelled &
influential players in many FB 2018 countries howwierninfluence is rather subordinate to
interests of the ruling political elites.

Press Freedond a t ot he first l i ne of firebo

As primary data from the Freedom House OFree
prior to the launch of the FreedorarBmeter 2018 Europe Edition, hereby found figures are

not reflecting the most recent developments in media freedom. However, comments are there to
fill the gap, but unfortunately there is nothing good to tell. Media reporting is increasingly subject
to pditical and economic pressure, mostly through public financing and/or state advertising.
Crackdown on journalists goes often in line with government intentions to capture the state. As
informal watchdogs, media are perceived as a possible threaddocmnétic tendencies. In
Slovakia, an investigation journalist was murdered while researching ifte woutections

between Italian mafia and politicians in power, includisigetmd®rime Minister Robert Fico.

Hostile climate towards media is frequespghrked by harsh rhetoric by politicians, which is a
practice common in majority of the observed countries. Physical and verbal violence against
journalists, together even with the imprisonment or other maltreatment of their families, are tools
used to #ent criticism, especially in Central Asia, Turkey or Russia. Currently, around 140
journalists are in prison in Turkey, while more than 100 media outlets have been shut down in
that country since 2016. Also, a pressure on journalists when reportingjtioe gEsues is

coming from citizens too, themselves using or misusing social networks as well. Internet plays a
significant role in informing citizens in almost all countries to an ever higher degree. But, while
having hard time censoring Internet amatrolling the online narrative, some regimes resorted

to orchestrated online campaigns of scaring online or other journalists. The concentration of



ownership in the hands of a few companies or a couple of people is becoming an ever bigger
problem, espediy since the big broadcast media conglomerates are often used as mouthpieces
for certain political parties.

B. RULE OF LAW: Serious setbacks in the overall rule of law

In most (38 out of 45) countries monitored by the Freedom Barometer in 2017/2018 there was a
decline in rule of law. The worst decline (by more than a point out of 30 possible total) was in
Turkey, Slovakia, Poland, Latvia, Greece, Croatia, Georgia) Betyidweden (in the last two

cases, however, from a very high to a lower yet still high level). Improvements, mainly small, were
noted in Cyprus, Finland (which was in 2018 the freest among Freedom Barometer countries),
Norway, Portugal, Russia, Ukrainé Azerbaijan (in the last three cases, however, from a very
low to a bit less worrisome yet still quite low level).

Independence of judiciary as the main obstacle

Among 38 countries that witnessed a decline in rule of law, in 34 of them the wordening of
independence and/or efficiency of judiciary or other parts of the law enforcement sector was the
main contributing factor to the decline. In a few cases, an increase in corruption also contributed
(such as in Hungary and Tajikistan). The declindicgmjy independence was often so sharp

that it annulled the improvements in protection of human rights and/or fighting corruption even
in countries that have achieved either of the latter two (such as in Czech Republic or Greece).

Judiciary usually suBdrom the tendency of the executive to directly, or more often indirectly
(via parliament), control all state institutions, government agencies as well as supposedly
independent bodies. The influence is exercised through control of the appointnuggs of ju

in a more subtle way, via control of the training and licensing institutions, or via control over
bodies supervising judiciary, or via concealegogesnment actors (crony businesses, bribed
lawyers, prgovernment media, or alt.), or through ttonnected organized crime or (in
transition countries)nene f or med parts of secret services

The influence of the executive on the police and prosecutors is even stronger than on the courts,
with equally detrimenteffects on the rule of law, leading to de facto impunity of state officials

or of other people close to the government. At its least bad edition, these amounts to certain
individual cases of corruptionfavouritismin courts, or police stations, or pns. In the worst

cases, entire regimes are turned into corruption machines, whereby the role of judiciary is merely
to secure that the laws apply only to outsiders and never to the insiders of the regime.

Stagnating corruption

Lack of reforms that woukhhance the independence of judiciary, but also lack of economic
reforms that would diminish the role of state in the economy thus narrowing the ground for
corruption, contributes to the situation where there is no overall advance in fighting graft.
Counties that liberalize their economies, build independent institutions and modernize
administration, as well as provide fertile ground for the work of the civil society whistle blowing
organizations, generally manage to keep corruption limited or evessedp®a the other

hand, putting judiciary under the control of the political leaders or their political parties or



business cronies, together with other acts of state capture, and together with crackdowns against
NGOs, usually coincides with spreadinguption from the top to the bottom of society.

Mottled human rights record

Human rights have been endangered more than in any other time since the fall of Berlin Wall.
They are under attack by populism afa@biurs to the degree that civil societyaes as their

last and ultimate protector. However, the situation in various countries, as well as within most of
them regarding various aspects of human rights, is mottled.

Freedom of speech is endangered due to declining media freedom, or to caicigideomgws,

as well as due to wrongly applied or deliberately misapplied political correctness. Right to privacy
is also heavily endangered, not least in the authoritarian regimes but also in the most developed
democracies. Human trafficking, as a fdrmamern slavery, is not in retreat. Migrations cause
many controversies, whereby rising populism wants to stop or minimize them. Terrorism
endangers security and safety of citizens, but also causes backlashes in hdeaenrightse

most developedednocracies there are new limitations that narrow various freedoms and lower
the quality of life for the sake of keeping terrorism at bay, while authoritarian regimes use any
opportunity to label all their opponents, as well as peaceful minorities, naiste>drel

terrorists, so as to be able to prosecute them.

On the other hand, there are fields where there is an overall improvement in human rights. One
of such is LGBT rights. In many Ehember or Ebleaning countries, various measures
(legalization ofasnesex unions, or new auwiscrimination laws, or similane bringing this

group of citizens closer to the ideal of full equality under law and in everyday life. Yet in a few
authoritarian regimes (Turkey, Azerbaijan, Tajikistan, parts of Russiatiofed¢c.) the

situation is worsening and LGBTSs are on a verge of being criminalized. Another field where there
were recently at least no major setbacks, while in some countries there was an improvement, has
been ethnic minority rights.



C. ECONOMIC FRE EDOM: No major setbacks, but also no
improvements

There were little changes in the economic freedom score of the countries included in the
Freedom Barometer. Most countries fluctuate near the same level they achieved in previous years
0 which means that they are at a stable point in political economyggrties reforms either to

increase or decrease economic freedom have got proponents less powerful than the opponents.

Changes in the level of economic freedom: 2018 score (X axis) vs 2017 score (Y axis)

34.00

32.00

30.00

28.00

26.00

24.00

22.00

20-00 T T T T T T 1
20000 2200 24.00 26.00 28.00 30.00 32.00 34.00

The graph shows that the changes which occuirrady at all, were very small indeed: the
average score change was just 0.15. Only two countries had an improvement higher than 1 score
poi nt: Serbia and Cyprus. Serbiads rise i s a
to Trade Internatnally; while Cyprus improved in Security of Property Rights, Size of
Government and Business Regulation. Russia also increased its score by 0.95 score points, with
improvements in the Freedom to Trade Internationally and Size of Government. On the other
hand, countries like Armenia and Sweden experienced a fall in the level of economic freedom for
more than a half of a score point. Their respective fall of 0.73 score points (Armenia) and 0.62
score points (Sweden) is solely attributed to the decreasee aoh gbe Security of Property

Rights.

Preconditions for change

However, big political shocks (most usually through regime change in-tbaesonbdated
democracies) can disturb this equilibrium point and create a window of opportunity for deep
reformsthat could significantly alter the situation and move the equilibrium point to a different
position. This is the current situation in Macedonia, with the new coalition government led by
Zoran Zaev, which hdmldlytaken significant steps in this direction. However, the impact of
these reforms on the level of economic freedom is yet to be evaluated.
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Strong international pressure could also lead to changes in the political economy: in the case of
Western Balkans aaues, the EU accession process, with its policy of implementation of EU
rules and regulations, can lead to huge social, economic and political transformation, as is
witnessed in all pesansition countries that joined the EU since 2004. Albania, &atbia
Macedonia are the countries that should be closely monitored, to see if this really comes to pass.
However, external pressure needs also to rely on the strength of local stakeholders, in order to
achieve deep changes and make these reforms vialillbeFalerise in Hungary and Poland,

but also in some other CEE countries, shows how vulnerable and prone to setbacks this policy
could be.

But external pressure can also lead to changes that are not positive. The situation in Ukraine is a
clear examplef how using hard power instead of soft power to achieve political goals can have
terrible consequences. External threat is also a good argument for not doing any reforms at
home, as in the case of Azerbaijan in regards to the situation in dagabadk. Having huge

reserves of natural mineral resources might also lead to ossification and entrenchment of strong
elitesdAzer baijan and Russia are fine examples o

Property rights are mostly secure

Property rights are a preredgaifor market economy activities. This means that state institutions

such as police and judiciary should be effective in providamgisonmenin which property

rights are secure and enforced. Although in majority of monitored countries this és the cas

may not be the case everywhere, especially in the east of the continent. In many cases there is nc
effective rule of law: judiciary is under strong influence of the executive branch of power or of
connected business people, state institutions atellerand rules do not apply to everyone in

the same way. In these circumstances, rule of law is present only for those that are close to the
regime, but it can hardly be found if otherwise. Therefore, if one rocks the boat or infringes on
some vested terests, then they might face consequences not only by private parties but also by
state authorities.

Better institutions go hand in hand with higher expenditures

Freedom Barometer data once again confirmed that there were strong regional patterns across
the European continent. Transition countries, on average, have a significantly lower level of
public expenditures and thus lower taxes, as compared to theirpadgsnteym Western

Europe, but at the same time they have significantly lower level of property rights security. This
correlation does not mean causation: if a country increases public expenditures, it will not
necessarily obtain efficient judiciary afwhetioning public administration. We could conclude

that countries that were able to develop these characteristics were also able to experience
sustainable economic development in the long run, which enabled them to finance high public
expenditures laten.

Business regulation continues to improve

On paper, business regulation has somewhat increased. But its actual implementation in practice
remains as an open question. Favouritism by government officials, extortion or bribes are still
present and hawedetrimental effect on businesses. There is more and more use of online ICT

11



services by the government institutions. Business regulation can also be a powerful tool for
political goals, as different regulatory practices in Hungary and Poland havehewendy
discriminatory regulatory practices could be, and often are, challenged in front of common
European institutions, but the threat posed by this practices can significantly influence local
stakeholders. Legal procedures are also often chandedititiotoo little consultation with
private sector repr es ekndwalte svtedsd, pdoulei ctyo. tHwoew e
changes in legislation that are quick, unpredictable and pose significant regulatory burden on
businesses decrease theilpiigs of entrepreneurial calculation, which leads to high sunk costs

and lower investments.

There is no alternative to globalization

Although populism has opened the jar which contained the genie of protectionism, it seems that
the lid wagjuicklyput back on. EU trade policy remains unchallenged among its member states
so far, and other countries covered by this publication show a significant level of trade freedom.
Even Russia, which has been using its trade policies to gain political favoung fione how,

seems now more open to international trade.

lliberal threats are here to stay

llliberalregimes in many SEE and CEE countries are here to stay. Even in developed countries
such as Germany there are strong illiberal forces. llliberal tegunesundermine economic

freedom because they perceive independent entities, such as businesses, as dangerous to thei
regime. They also have a need to put under their wing all independent state institutions,
increasing their clientele network and page system in order to engulf the whole public
sector. Private sector simply cannot function well in the situation when courts or other
institutions cannot function freely. However, the case of Macedonia shows that there is always
hope for a change.

12



RANKING OF THE COUNTRIES IN 201 8
FREEDOM BAROMETER

The Freedom Barometer ramkountries based dheir performance in the aseaf political
freedomthe rule of law and economic freeddndetailed description @f methodology an
be found in theMethodology of Freedom Barometer: Measuring Freedorsection of this
publication.The tablebelow preserd the scores and ranks for each countregsaskin this
publication.

Ranking Country Total score Distance to Frontier
1. Switzerland 86,36 0,00
2. Finland 83,45 2,91
3. Norway 83,37 2,99
4, Netherlands 82,58 3,78
5. Ireland 82,38 3,98
6. United Kingdom 82,00 4,36
7. Denmark 81,56 4,80
8. Sweden 81,19 5,17
9. Iceland 80,80 5,56
10. Luxembourg 80,58 5,78
11. Germany 79,67 6,69
12. Estonia 79,01 7,35
13. Austria 75,49 10,87
14, Belgium 75,22 11,14
15. Lithuania 74,13 12,23
16. Czechia 73,42 12,94
17. Portugal 72,83 13,53
18. France 71,47 14,89
19. Spain 71,32 15,04
20. Cyprus 71,19 15,17
21. Slovenia 70,87 15,49
22. Malta 70,31 16,05
23. Latvia 69,29 17,07
24, Romania 67,79 18,57
25. Poland 67,37 18,99
26. Slovakia 65,85 20,51
27. Italy 64,99 21,37
28. Georgia 64,11 22,25
29. Bulgaria 63,14 23,22
30. Croatia 62,69 23,67
31. Hungary 60,39 25,97
32. Greece 60,04 26,32
33. Montenegro 59,08 27,28
34. Albania 58,99 27,37
35. Serbia 57,36 29,00
36. Macedonia 56,57 29,79
37. Armenia 52,92 33,44
38. Ukraine 51,88 34,48
39. Moldova 51,80 34,56
40. Bosnia and Herzegovina 51,22 35,14
41. Kyrgyzstan 47,43 38,93
42. Turkey 46,54 39,82
43. Azerbaijan 44,67 41,69
44, Russia 41,78 44,58
45, Tajikistan 40,27 46,09
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POLITICAL FREEDOM RANKING

Ranking of Freedom Barometer countries according to the level of political freedom.

Ranking Country Political Freedom Distanceto Frontier
1. Norway 29,20 0,00
2. Netherlands 28,90 0,30
3. Sweden 28,90 0,30
4, Denmark 28,80 0,40
5. Finland 28,80 0,40
6. Switzerland 28,34 0,86
7. Belgium 27,97 1,23
8. Germany 27,64 1,56
9. United Kingdom 27,50 1,70
10. Portugal 27,47 1,73
11. Estonia 27,21 1,99
12. Luxembourg 26,93 2,27
13. Slovenia 26,87 2,33
14. Ireland 26,67 2,53
15. Cyprus 26,51 2,69
16. Iceland 26,48 2,72
17. Lithuania 26,23 2,97
18. France 26,21 2,99
19. Spain 26,01 3,19
20. Czechia 25,88 3,32
21. Austria 25,78 3,42
22. Malta 25,32 3,88
23. Italy 24,76 4,44
24. Slovakia 24,54 4,66
25. Latvia 24,19 5,01
26. Croatia 23,88 5,32
27. Romania 23,46 5,74
28. Poland 23,27 5,93
29. Greece 21,91 7,29
30. Bulgaria 21,40 7,80
31. Hungary 18,93 10,27
32. Serbia 18,43 10,77
33. Albania 18,23 10,97
34. Montenegro 17,86 11,34
35. Georgia 17,62 11,58
36. Ukraine 16,84 12,36
37. Moldova 16,07 13,13
38. Bosnia and Herzegovina 14,30 14,90
39. Macedonia 13,96 15,24
40. Armenia 10,96 18,24
41. Kyrgyzstan 9,85 19,35
42. Turkey 9,54 19,66
43. Russia 4,44 24,76
44, Azerbaijan 2,90 26,30
45, Tajikistan 2,13 27,07
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RULE OF LAW RANKING

Ranking of Freedom Barometer countries according to the level of rule of law.

Ranking Country Rule of Law Distance toFrontier
1. Finland 26,68 0,00
2. Norway 25,87 0,81
3. Switzerland 25,86 0,82
4, Sweden 25,40 1,28
5. Netherlands 25,35 1,33
6. Denmark 25,31 1,37
7. Ireland 24,98 1,70
8. Luxembourg 24,87 1,81
9. United Kingdom 24,62 2,06
10. Iceland 24,30 2,38
11. Germany 24,26 2,42
12. Austria 23,06 3,62
13. Belgium 22,31 4,37
14. Estonia 21,68 5,00
15. France 21,27 5,41
16. Portugal 19,76 6,92
17. Czechia 18,84 7,84
18. Slovenia 18,49 8,19
19. Spain 18,47 8,21
20. Lithuania 18,45 8,23
21. Malta 18,43 8,25
22. Cyprus 17,49 9,19
23. Italy 17,39 9,29
24. Poland 17,23 9,45
25. Latvia 16,57 10,11
26. Romania 15,97 10,71
27. Georgia 15,57 11,11
28. Hungary 15,33 11,35
29. Slovakia 15,25 11,43
30. Greece 15,07 11,61
31. Montenegro 15,02 11,66
32. Croatia 14,76 11,92
33. Bulgaria 14,32 12,36
34. Macedonia 13,35 13,33
35. Azerbaijan 13,22 13,46
36. Armenia 13,19 13,49
37. Serbia 13,14 13,54
38. Albania 12,84 13,84
39. Bosnia and Herzegovina 11,91 14,77
40. Tajikistan 11,76 14,92
41. Ukraine 11,19 15,49
42. Moldova 11,01 15,67
43, Russia 10,98 15,70
44. Turkey 10,95 15,73
45. Kyrgyzstan 10,82 15,86
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ECONOMIC FREEDOM RANKING

Ranking of Freedom Barometer countries according to the level of economic freedom.

Ranking Country Economic Freedom Distance to Frontier \
1. Switzerland 32,15 0,00
2. Georgia 30,92 1,23
3. Ireland 30,63 1,52
4, Estonia 30,12 2,03
5. Iceland 30,02 2,13
6. United Kingdom 29,88 2,27
7. Lithuania 29,46 2,69
8. Macedonia 29,27 2,88
9. Luxembourg 28,78 3,37
10. Armenia 28,77 3,38
11. Czechia 28,71 3,44
12. Azerbaijan 28,55 3,60
13. Latvia 28,53 3,62
14. Romania 28,36 3,79
15. Netherlands 28,33 3,82
16. Norway 28,30 3,85
17. Finland 27,97 4,18
18. Albania 27,92 4,23
19. Germany 27,77 4,38
20. Denmark 27,46 4,69
21. Bulgaria 27,43 472
22. Cyprus 27,19 4,96
23. Sweden 26,89 5,26
24. Poland 26,88 5,27
25. Spain 26,84 5,31
26. Kyrgyzstan 26,77 5,38
27. Austria 26,65 5,50
28. Malta 26,56 5,59
29. Tajikistan 26,38 5,77
30. Russia 26,36 5,79
31. Montenegro 26,20 5,95
32. Hungary 26,13 6,02
33. Slovakia 26,06 6,09
34. Turkey 26,05 6,10
35. Serbia 25,80 6,35
36. Portugal 25,60 6,55
37. Slovenia 25,52 6,63
38. Bosnia and Herzegovina 25,01 7,14
39. Belgium 24,94 7,21
40. Moldova 24,72 7,43
41. Croatia 24,05 8,10
42. France 24,00 8,15
43. Ukraine 23,85 8,30
44. Greece 23,07 9,08
45, Italy 22,84 9,31
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COUNTRY SCORECARDS
Albania

GDP in 2017: EUR 10,884 million

annual growth rate:  3.8% per capita: 3,800 EUR by sector:
agriculture  21.7%
industry 24.2%
services 54.1%

Population: 2,876 thousand Human Development Index Government position in 2017

Unemployment rate : 13.8% HDI: 0.785 (rank 68) -1.4% of GDP

A.POLITICAL FREEDOM

Free and Fair Election 7.50

Absence of Unconstitutional Veto Players m
Press Freedom m

o
~
IS
)
©
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FREE AND FAIR ELECTIONS

Politics is a divisive element in Albanian society. Divisions culminated prior to parliamentary
elections in June 2017, when international instances mediated over the opposition's
dissatisfaction with the overall political climate and with the lackhhe$faahead of elections.
Electoral process in Albania is on a track of improvement, with last parliamentary elections
having had been more competitive and fairer than the previous ones, however it was rather a
result of foreign mediation than of hebwen institutional improvement. Nonetheless, many
problems with elections, such as voting irregularities and abuse of administrative resources,
remained an issue. Central Election Commission is often criticized for its alleged lack of
impartiality. The rulingo8ialist Party (SP) led by Prime Minister Edi Rama captured single
majority in the National Assembly, with 74 seats out of 140. New government was inaugurated in
the middle of September 2017. Members of Albanian unicameral parliament are elected based on
party proportional representation, in 12 constituencies.
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ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

Democratically elected government in Albania has effective power to govern the country without
interference from unconstitutional veto players. Howbeee, are several actors with potential

to undermine independent institutions and democratic decision making in the country. Most
notably, it is the ruling political elite itself, including their close ties with business and criminal
groups. With weak septon of powers in practice, with current strong domination of the SP
over legislative and executive, and with SP's capabilities to influence the judicial sector, their
actions can often go by with impunity. Business or criminal leaders can inflissncendéang

process as well. Corruption in the country is widespread over all political layers.

PRESSFREEDOM

Press in Albania is partly free. There is a huge number of printed, broadcast and online media
outlets whose independence is limited by the pressming from politicians and media
owners. They imposed control over both public and private media outlets, using poor economic
situation in the journalist profession to manipulate their political and business interests through
and to transform the mediato their personal mouthpieces. To it, concentration of media
ownership in Albania is high. Deep political polarization in the country is reflected on the media
landscape as well, with many outlets providing a reporting bidaeduiror against the
dominant political parties. Additionally, journalists are often targets of verbal harassment coming
from politicians in power. For instance, the PM Edi Rabsledsome of them as public
enemies and a poison of the society. Thus, hostile environmenteast/e2)political and
economic pressure contributed to high level ctee#orship among journalists. Defamation
remained punishable by the law.

B. RULE OF LAW

Independence of the Judiciary [

Corruption |

Protection of Human Rights
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| NDEPENDENCE OF THE JUDICIARY

Entire system of law enforcement in Albania has been under heavy burden of political influence
and pressure, corruption, nepotism or incompetence, resulting in impunity, or selective justice, or
even police or judicial vendettas. Some improvements dle negarding police treatment of
detained persons, with less complaint put against alkgadniknt. Poor infrastructure and
overcrowding still weigh on prisons, especially affecting detained juveniles. Implementation of
the constitutional reforms@ated in 2016, including those aimed at improving the poor state of
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judicial independence from the executive, has lagged behind schedule because of the boycott by
opposition and stalemate in the parliament, itself ended in spring 2017. Establishment of new
bodies in charge of judiciary and adjacent nominations started in October 2017, alas, also with
difficulties. In March 2018, the Justice Reform Commissioner, in charge of clearing the system of
incompetent or corrupt judges and prosecutors, was hireselE&ter the same month, Vetting
Commission has fired a Constitutional Court judge, for failing to provide sufficient information

on his assets and their origin. The vetting process continued througtafitdnid

CORRUPTION

Albania is a highly corruptwry, despite efforts, energized by the EU, to improve. Corruption
and organized crime are the main stumbling blocks to kecdekkion. Bribery rates are high.
Corruption among judiciary, police, customs, land administration, tax authorities ara in publ
procurement is marked by the business portal GAN as either very highly or highly present. Long
time present impunity of the higinking state officials opened space for illegalities to numerous
among them. In 2042018, the rules for scrapping immuaitylPs have even been toughened.
Ruling majority had thus sheltered an MP and former Minister Interior from investigations into
alleged drug smuggling, all until he, under pressure put from the EU onto the PM, voluntarily
resigned his MP seat in May 2@&18ouple of MPs were banned entry into the USA because of
seeming corruption. On the positive side, improved protection of whistle blowers, noticed also
by the EU monitors, is expected to eventually increase the reporting on corruption. In the
Transparencinternational’s CPI 2017 list, Albania is ranké&35AB0, same as, for instance,

BiH, with 38/100 points.

PROTECTION OF HUMAN RIGHTS

During communist times, Albania’s regime was among the most brutal in the world. In the post
communist era, citizendesire has been strong to reach the highest standards of the free and
democratic world. But attempts to derail or make shallow the lustration and restitution process
are also strong. Thus there is so much gap and paradox in various aspects of human rights.
Recovery of mass graves fromx8981 era (hiding the remains of estimated 6.000 victims),
removing impunity of thlhen perpetrators, enabling free access of survivors into the secret
police files, or restitution of the private property nationalized18ftd, all face occasional
serious obstacles and setbacks, and are still on. Cooperation with ICMP was established in June
2018, after eight years of negotiations. Assistance to recent victims, such as those of human
trafficking, is improving, but the ptiae is still a major security threat. Some minorities enjoy
high level of protection and acceptance by majority, while others (such as Roma) remain
discriminated. Freedom of religion is highly respected and tolerance is practiced. Once (during
communismpfficially an atheist country where religion was banned, Albania is nowadays a role
model of a secular country in which everyone's worldview is respected. Not so tolerant is the
attitude regarding sexual minorities, who on one hand face loud proclafatjaasty, anti
discrimination laws and legalization of their NGOs and public gatherings by the authorities, yet
on the other hand feel pressure from within conservative society (or from hypocrite politicians),
suffer occasional homophobic violence siilt live in a climate of fear. Nonetheless, the
improvement in this field has been enormous during this decade. In 2018, a furious debate was
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opened in Albania over protection of privacy, e.g. on how to protect the data on citizens,
collected by publickools or health cacentresagainst political, pedection manipulations.

C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government

Regulation of Credit, Labour and Business

Freedom to Trade Internationally |

SECURITY OF PROPERTY RIGHTS

Private property in Albania is not adequately protected. The biggest problem is low judicial
independence from powerful political and business interest groups connected to the executive
branch of government. The judicial reform that is a prerequisite facdeéssion negotiations

has been under implementation since 2016, but its effects are unclear. Contract enforcement is
ineffective due to very long legal procedarés year on average, high fees involved and
corruption that is still present within fhdiciary. There are no specialized commercial courts,

but there are such departments among district courts. Automated procedures are not well
developed and there is a large body of backlogged cases, all of which undermine efficiency of the
judiciary syste. Recent amendments to the code of civil procedure established a simplified
procedure for small claims. Bankruptcy procedures are long, lasting 2 years on average, and lead
to a moderate recovery rate of 44% through piecemeal sale of assets of thedapamyp A

new bankruptcy law was introduced in May 2017, with the aims of dealing with the existing
loopholes, reducing fraud and easing recover proceduresadBis&reservice still remains
incomplete, with a significant proportion of land withoutlear ctitle, which increases
uncertainties of real estate purchases. Property registration is slow, and involves very high fees,
while there is also corruption within teastreservice. Public notaries were recently given
access to registries and can oownfirm ownership of land and real estate. Private property
expropriation is rare, restricted mostly to infrastructure projects, but the level of compensation
offered is lower than the perceived fair market value. Another problem in the area of property
rights are illegal buildings, whose number is estimated at 440 000. The wide demolition campaign
of the construction inspectorate does not involve due legal process, ignores citizen complaints
and is partial in choosing targets. Foreign nationals factaestin owning agricultural land,

but they can lease it for a period of up to 99 years. Commercial property, on the other hand, can
be purchased but only with a guarantee of a threefold investment against the value of the
acquired land. These restrizsican easily be avoided through registering a local company in
Albania. There are few restrictions on foreign ownership in the country, the most notable ones
regarding air transportation, electricity transmission and television broadcasting, inigrhich fore
ownership is restricted to minority equity. The process of restitution, which started in 1993, is yet
to be fully implemented. Property restitution claimants are facing many challenges in practice,
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due to slow judicial procedures or corruption, ledadinghclear property rights. The new
property compensation legislation was recently introduced in order to provide a solution to the
pending claims. This legislation envisages three methods of compensation (property restitution,
compensation with a propeuf similar value and pecuniary compensation) and a 10 year long
timeframe for resolving the restitution claims. Political changes can have a significant impact on
businesses and investments, due to attempts of the new government to revoke or renegotiate
already settled concessions, licenses or contracts, thus significantly negatively influencing
property rights.

SZE OF GOVERNMENT

Size of government in Albania is modest as compared to many other European countries, with
low levels of government expeuads, slightly below 30% of GDP in 2017. Public deficit has

been put under control following the fiscal austerity program introduced in 2015, but high public
deficits during previous years piled up a substantial public debt, itself reaching 72% of GDP in
2017. High level of debt poses a significant fiscal risk in case of another recession, but here are
also problems arising from a slowdown in reforms and piling up arrears, including VAT refunds
and unbudgeted investment projects. SOEs operate in so teaféggic sindustries, such as
transport, energy generation and distribution, postal services and hydrocarbon sector. The state
also owns significant minority equity in big companies that operate freely in the market, such as
the Albtelekom. SOEs in the agesector, KESh and OShEE, still pose a significant risk for
public finances due to inefficient management and operational policies. Both companies declared
losses in 2017 due to droughts, but systematic problems within their operation persist.
Privatizatin of Albpetrol, the state oil company, has been postponed several times, and the
company has recently announced restructuring. Low public consumption makes room for low
taxes. Personal income tax is slightly progressive, with the rates of 13% anch28&h, aoel

taxed threshold. Corporate tax is flat and set at 15%, but there are also 5% and 0% rates for small
companies with turnovers below certain thresholds. The general VAT rate is set at 20%, while
the preferential rate is 6%. Relatively low légelc@al security contributions leads to one of the
lowest labour tax wedges in Eurepelow 30%.

REGULATION OF CREDIT , LABOUR AND BUSINESS

Regulation is generally not too favourable for doing business in Albania. Corruption and
favouritism among public officials, in their dealings with business entities, remain widespread,
undermining impartial implementation of regulations. Corruption esiadlgpvisible in the
process of public procurement. Legislation is often difficult to interpret, being ambiguous,
inconsistent or outright contradictory, which can be used for manipulation and extortion, while
regulatory changes are made without propsultation with the business community. Starting a
business is relatively easy and quick, with low number of procedures anthnoipandm

capital, but it is tied to high administrative fees. In order to boost registering of new businesses,
the goverment waived the taxes on new business ventures during their first year of operation,
which has been a great boost to small and micro enterprises. Issuance of construction permits
finally resumed and gained momentum after the moratorium that had bednire2a4i@ in

order to combat illegal construction. However, this process is complicated by numerous
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procedures and long time limits, lasting 10 months on average. The process of getting electricity
is, on the other hand, not burdened with numerous presedwt it is very expensive. Tax
regulations are overly complicated, with high number of annual payments. The newly introduced
online system for filing and paying taxes has somewhat improved the situation, but it remains
burdensome. Tax rates and coramptemain among the top problems for doing business in the
country. Labour market regulations are a mix of flexible and inflexible traits. There are no limits
to the maximum length of fixéekm contracts, but those are prohibited for permanent tasks.
Working houréregulation has recently been made less flexible through the decrease in the
maximum number of workdays during a week. Notice periods and severance pay for redundancy
workers rise significantly with the yeas in tenure, thus protecting moredseaskers. The

minimum wage is relatively high as compared to the average wage. There are two types of it: the
minimum wage for private and for public sector (the latter being higher by a half). Collective
bargaining is mostly concentrated in public rsegtole outside it is prevalent in just a few
industries.

FREEDOM TO TRADE INTERNATIONALLY

Freedom of international trade in Albania is generally respected. Tariffs are low, with the average
MFN-applied rate of 3.6%, but product standardization prosederge as significant
impediments to free trade, incurring high costs to importers. Poor quality of transport
infrastructure, especially of the railroads, also increases freight costs and impedes international
trade. Border and documentary custom proesdalso pose difficulties. Mandatory scanning
inspections for exports and imports increase both time and costs for border compliance.
Corruption in the customs office and unequal treatment resulting from it also pose problems.
Main Albania’s trade parthene EU member countries (most notably Germany and ltaly),
closely followed by China and Turkey. Therefore, majority of the Albanian trade is conducted
under the Stabilization and Association Agreement (for the EU countries) and the CEFTA for
the countriegrom the region. Albania has been a World Trade Organization (WTO) member
since 2000, so trade with countries outside Europe is conducted under WTO rules or bilateral
free trade agreements. The European Commission (EC) recommended to the European Council
to open accession negotiations with Albania, which may start next year, and which will have a
significant impact on its trade policy, since it will have to align its technical standards and tariffs
with the acquis. Albania also ratified the Trade Faxilitagreement (TFA) in May 2016, which

is expected to further liberalize foreign trade when it becomes operational. Controls on short
term capital flows by the National Bank are still maintained, mainly due to the exchange rate
policy and low foreign cuney reserves. Work permit issuance process for foreign nationals is
streamlined, but the legislation stipulates that foreign workers cannot encompass more than 10%
of the total workforce of a company.
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Armenia

GDP in 2017: EUR 9,606 million

annual growth rate:  7.5% per capita: 3,200 EUR by sector:

agriculture  16.7%
industry 28.2%
services 54.8%

Population: 2,991 thousand Human Development Index Government position in 2017

Unemployment rate : 18.9% HDI: 0.755 (rank 83) -4.8% of GDP

A.POLITICAL FREEDOM

Free and Fair Election

Absence of Unconstitutional Veto Players

Press Freedom

FREE AND FAIR ELECTIONS

A year after parliamentary elections in Armenia, peaceful revolution led to the transition of power
and appointment of Nikol Pashinyas the new Prime Minister, marking an end of the
longstanding political domination of the former President Serzh Sargsyan. This came as a result
of countryds tr a-presidentiaima parliacnantafy repubiic, a precessnstarted

in 2015 andinished with an end of Sargsyan's second presidential term. First, parliamentary
elections, through the complex party list proportional representation, took place in the mid of
2017 with Republican Party of Armenia (HKK) winning the majority of seatsharahe

opposition political party entering the parliament. On the 2nd of March 2018, presidential
elections were held, when for the first time president was elected by the parliament. Armen
Sarkissyan, HKK backed candidate, became the new presidenemfAAfter that, Serzh
Sargsyan intended to formalize his power by becoming a PM of Armenia, which he did, but that
event triggered intensive protests in the whole country, led by an opposition MP Nikol
Pashinyan. Few weeks later, Sargsyan resigree®@ashihyan was given mandate to govern the
country. Freedom and fairness of electoral process in Armenia is limited. Elections abound with
irregularities and fraudul ent practices. Pri
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from taking levage of the ruling position and abusing power, thus highly undermining political
pluralism in the country. It is expected that most recent developments make political life in
Armenia more vibrant and pluralistic.

ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

There are no unconstitutional vptayers in Armenia, however democratic institutions and rule

of law are often undermined by politicians in power themselves. Executive branch was
dominating over legislative and judiciary ones for years, paralyzintetheofsgbeck and
balances. Exactly that extensive control over all institutions and abuse of power triggered massive
protests, which ultimately led to the shift of government in May 2018. Decision making process
in the country is often influenced by clies between political and business elites, mutually
manipulated to serve their own personal benefits. There is a widespread practice of having
businessmen in politics, to be used as a tool for meeting business interests. Significant influence
in societys imposed by war veterans' formal or informal associations, and by the Armenian
Apostolic Church, who are able to put informal pressure on the decision making process. PM
Nikol Pashinyan, although previously a successful leader of protests, has gakvery we
representation in the parliament by his own party, which made his position prone to future
changes and turbulences on the political scene.

PRESSFREEDOM

Mechanisms for protection of media freedom and independence in Armenia are very week, as
democratignstitutions and the system of checks and balances in the country are dominated by
the executive. Journalists are facing political and economic pressure, attacks, threats and legal
suits. Reporting on abuse of power by HKK during parliamentary elec2®i¥ iled to 30
defamation charges towards an online platform in an allegedly orchestrated action. All charges
were dropped the same day. Impartiality in many institutions, even regarding physical or verbal
harassment of journalists, was dubious, creatatighate of fear in media. Broadcast media
outlets in Armenia are mostly owned by the businessmen with close ties to politicians in power,
influencing editorial independence to a large scale. In a search for objective information citizens
are rather tuing to online sources than to traditional media outlets which are often expressing
bias toward ruling HKK and government.

B. RULE OF LAW

Independence of the Judiciary

Corruption

Protection of Human Rights
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| NDEPENDENCE OF THE JUDICIARY

Judiciary in Armenia is not independent from the executive branch of power or other outside
interests. The situation is hardly better than several years ago. In politically sensitive human rights
cases, courts have several times submitted to the govexxpeetdtions. In commercial cases,

courts often lacked expertise, effectiveness and/or efficiency, or were bribed or politically
influenced tdavourone or another company. Constitutional changes as of late 2015 have too
slowly translated into laws angdldws. The establishment of the Supreme Judicial Council in
2017 was welcomed by the Venice Commission and relevant domestic NGOs, but it-also had in
built shortcomings. After the Velvet Revolution in spring 2018, many judges felt obliged to
respect the iwhes of the new government, so a balance of power between various branches is yet
to be made.

CORRUPTION

In 2017, the situation regarding corruption slightly improved according to Transparency
International’s CPI (from 33 to 35/100 points), while it slightly worsened according to Freedom
House™ NiT evaluation (fronegative 5.25 to 5.50/7.00 points). Arma is thus better than
Azerbaijan or Iran, worse than Turkey and far worse than Georgia. There are many clues that
high level corruption, rather than petty one, poses a bigger challenge. GAN portal reported about
close relationship between oligarchstigadliand business circles, which impeded other
companies’ business planning and operation. Corruption risk has also been high in judiciary,
police, customs and tax administration. In spite of a number of government promises, new
programs, etc., FreedomiHe e not ed that until the end of 2
Even exposed corrupt public officials managed to escape prosecutmigakciiy sentiments

and desire for fairer economic and societal conditions led HMApr2018 to a thorough
change of government in the o0Velvet Revolut
main ones, the motives of pushing back corruption and nepotism, while affirming the need for
more accountability and responsibility of politicians, played a ettesidde. 1t's to be seen if

or how civic activism as of spring 2018 might translate into an enduring civic watch over
transparency in Armenian politics and public life.

PROTECTION OF HUMAN RIGHTS

Described by Fr e-eochwldateti authesir i a® o € g mime 0, AT me
most of its posBoviet period been neglecting human rights. With a very bad situation in Iran,
deteriorating one in Turkey and Azerbaijan and just slow improvements in Georgia, it had few
role models in theeighbourhoodBesides, there is a constant influence from Russia with its laws

and practices that openly reject the very idea of rule of law and consequently demean human
rights. ApriMay 2018 Velvet Revolution might be a game changer with its strong orientation on
values, instead of oligarchy interests, as a guideline for policies. Meanwhile, civil society
organizations grew, also owing to the law as of 2016, and have provided solid framework for
citizen activism. For that, there might be a lot of need in the cuesof staman rights in the

country, from lack of civil liberties and protection of citizens under the law, and a need to limit
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law enforcement services to a constitutional and legal framework, via issues of gender inequality,
domestic violence, LGBT discm@tion and homophobia, to the need for more religious and
ethnic inclusion.

C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government

Regulation of Credit, Labour and Business

Freedom to Trade Internationally

10

SECURITY OF PROPERTY RIGHTS

Property rights in Armenia are not sufficiently well protected. Powerful external interested parties
sway a significant power over the courts, their procedures and rulings, and corruption within the
judiciary is still present. Judicial procedures ararglanefficient, and there is a high number of
backlog cases. A case on averages lasts longer than a year and a half; adjournment regulations d
not stipulate their maximum number and time standards are not reasonably upheld, so slow court
procedures effaégely lead to property rights uncertainty. Besidesf-oaurt settlement
mechanisms such as mediation or arbitration are not well established. Recent changes that
provided financial incentives for mediation mechanism and established mediation framework
have not yet decreased the number of new court cases. There are no specialized commercial
courts, and all commercial cases are resolved in general jurisdictions courts. Lack of expertise of
judges in commercial areas can be a negative factor in cimgd.dgapredictability in verdicts,

which can vary from court to court in similar cases, is another problem. The big improvement
was the recent law that stipulated that court cases should be assigned to judges randomly, so this
procedure is done automatig, alleviating some of the pressure on courts. Registration of
property is easy, inexpensive and can be done in just a week, while majority of the land has a clear
title. The land dispute resolution mechanism of the land administration was recewdg,impr

which would have a positive impact on the property registration process. Insolvency procedures
are also slow and complicated, lasting on average almost two years, and resulting in low recovery
rates, below two fifths of the claim, mostly througlempieal sale of the business at stake.
Foreign nationals cannot own land, unless they acquire a residence permit, but they can lease it
freely.

SzE OF GOVERNMENT

Government expenditures in Armenia are very low as compared to other European countries,
even those from the CIS region, standing at 26% of GDP in 2017. General government deficit is
high, reaching4.8% of GDP in 2017 but is expected to subside significantly this year, due to
high economic growth rates and rising tax receipts. Public defsttesielempared to previous
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years, reaching 53% of GDP in 2017, which is relatively high for a country on this level of
economic development. Economic growth rebounded after the 2016 slowdown, due to rising
consumption supported by higher remittances frossi&® and due to a strong increase in the

price of the number one export commodity, copper, but thesdf @ifects are probably not

going to last beyond 2018. Since the debt level passed the 50% of GDP threshold, the unofficial
fiscal rule is now bindinthe government, calling for a strong deficit reduction. There are
positive efforts to enact a new PPP law, as a safeguard from fiscal risks stemming from these
arrangements. Majority of former state owned companies has been privatized since the beginning
of the transition in the country; the privatization process is generally considered to have been
neither transparent nor fair. SOEs are still active in specific areas, such as public utilities,
infrastructure and energy. These companies do not opecstatlyif and their operations can

pose fiscal risks to the government, especially those in the energy sector. Overall low government
consumption has led to moderate tax rates: VAT and corporate profit tax rates are set at 20%.
Income tax is progressivatharather high rates of 23%, 28% and 36% above the set threshold.
Social tax is 5% of the gross wage, which coupled with the income tax leads to a moderate labour
tax wedge of 27% on the average wage.

REGULATION OF CREDIT , LABOUR AND BUSINESS

Regulatin in the country is mostly business friendly. However, major fields of the Armenian
economy are controlled by business people whose close political affiliation with the government
provides them with protection from the competition on the market. Infantnalbarriers in

these fields serve as a deterrent to companies that would try to enter the market, while tax
authorities and different inspections are used to harass possible competitors. Accusations of
unfair tender procedures are still present. Govaetmnséitutions can give preferential treatment

to certain companies with good political liaisons. The level of corruption in the country is high.
On the other hand, there is no minimum 4raidapital requirement, and starting a business is
easy and cheaps is also the process of obtaining a construction permit, however being
burdened with as much as 19 different procedures. This process was eased through exemption of
lowerrisk projects from the need of having approval of architectural drawing apandedt

expert. The process of connecting to electricity grid has been recently improved and expedited by
imposing new, shorter deadlines for connection procedures and setting up a new GIS system
within the public utility company, the Electrical Netwofl&rmenia. Although there are not

many annual tax payments, compliance with tax procedures involves lengthy and complicated
procedures. Access to finance, tax rates and tax regulations are perceived as the most problematic
factors in doing business in tbeuntry. Labour regulation is flexible. Although fixed term
contracts are prohibited for permanent tasks their length is not restricted. Total number of
working days is set at 6. There are retraining and reassignment obligations in case of
redundancies.hE length of notice periods and the level of severance pay do not increase with
the years in tenure, so they incur low costs. However, almost half of the working force works
without contracts, or in the informal economy. Centralized collective bargaimaogtly

restricted to public sector, whereby trade unions are closely connected to the government. Long
mandatory military service proves to be burdensome for individuals and private enterprises alike.
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FREEDOM TO TRADE INTERNATIONALLY

Freedom of tradm Armenia is generally respected. Tariffs are not high, with the Most Favoured
Nation (MFN) average applied rate of 6%, but tariffs are higher for agriculture goods and
foodstuffs. Norariff barriers, such as technical, sanitary and phytosanitarglstatitignose
obstacles to free trade. The use of reference prices during custom clearance was recently reduced
but custom procedures remain fi@msparent and prone to corruption, while custom clearance
and inspections take a lot of time. Those proescave recently been improved through a
reduction in use of reference pricing, but manipulation with goods™ classification and demands
for prepayment of custom duties still prevail. Armenia has been a member of the World Trade
Organization (WTO) since0@3. It has signed the Trade Facilitation Agreement, and
requirements for categories A and B have been put in place. Armenia joined the Eurasian
Economic Union (EEU) in 2015, which granted Armenian goods easier access to EEU markets
and vice versa, as wa#l more opportunities for Armenian migrant workers through their
preferential treatment. However, this also entailed changes in trade policy, by increases in tariff
rates and new regulatory requirements for imported goods, in order to comply witinthe exis
regulation of the EEU. In November 2017, Armenia signed a Comprehensive and Enhanced
Partnership Agreement with the European Union. This treaty will not affect customs or tariffs
rates, however, but it will, over time, align Armenian regulatory @ydtstandards with the

EU. Main problems facing Armenian involvement in foreign markets are geographical and
political: the mountainous terrain provides only a limited number of routes suitable for
transportation of goods, and most of them are closeaskeuiathe political confrontations with
Azerbaijan and Turkey. The only open borders are those with Georgia and Iran, but they lack
good infrastructure. That significantly burdens international trade, by imposing high freight costs.
Main Armenian trade gaers are the Russian Federation and the European Union, which
combined cover one half of its international trade.
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Austria

GDP in 2017: EUR 369,615 million

annual growth rate:  3.0% per capita: 41,900 EUR by sector:
agriculture 1.3%
industry 28.4%
services 70.3%

Population: 8,815 thousand Human Development Index Government position in 2017

Unemployment rate : 5.5% HDI: 0.908 (rank 20) -0.7% of GDP

A.POLITICAL FREEDOM

Free and Fair Election

Absence of Unconstitutional Veto Players m
\

Press Freedom
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FREE AND FAIR ELECTIONS

Despite the irregularities that had led to the repeat of the runoff of the Austrian presidential
elections in 2016, elections in this country have been free and fair. Turbulent years of Austrian
politics continue throughout the observing period. Disagreseiméhe ruling coalition between
Soci al Democratic Party of Austria (SP¥) al
parliamentary elections on 15th of October 2017. Political parties enjoyed free and fair
competition at the elections for the Pamdiat's lower houseNationalrat. Political narrative in

the country is dominated by the migration policies, with divisions alongside political lines and
within society. Although the faght nationalist party Freedom Party of Austria (FPO) was
defeatedn the presidential elections, it found its place in the newly built Government of Austria,
coalescing with the winner of the elections, the OVP. Government was formed in December
2017, with Sebastian Kurz from the OVP as the Chancellor (Prime Minéstén)y a start of

more conservative times in Austrian politics.
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ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

Austria doesnot have unconstitutional vet o
elected representatives to shape the countryfisspdhdividual cases of corruption among

public officials threaten to undermine the trust in democracy, however mechanisms for
prosecuting corruption are efficient and in place. Most prominent such case was the one of a
former Minister of Finance, chalgi®r embezzlement. Separation of powers, on legislative,
executive and judicial branch, is clear, preventing any threats to undermine democracy.

PRESSFREEDOM

Freedom of the press, granted by the Austrian Constitution, is respected in practicts Journali
are free and independent in their work. However, lack of legislative reforms, turbulent times in
politics and countryaos more <conservative o
environment in Austria. Both political and economic pressureeistpaesl used to pressurize

media reporting. Deterioration of trust in media as a credible source of information, a trend
widespread across Europe, allowed politicians, even those from governmental circles, for harsher
rhetoric towards journalists. Stateeatising is a tool which both sides try to take advantage of,
resulting in biased reportingfavourof ruling structures. Concentration of media ownership is

high. Austria also faces a growing trend of fake news, widely distributed by using social media to
shape public opinion and discredit politicians.

B. RULE OF LAW

Independence of the Judiciary

Corruption

Protection of Human Rights
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| NDEPENDENCE OF THE JUDICIARY

Audrian judiciary has proven as independent from the executive branch in numerous politically
sensitive cases, from the request forvateeat presidential elections in 2016 to a few recent
proceedings for alleged corruption or other misuse of officestdgaiisters or other high

ranking members of both currently or previously ruling political parties. Finally, in December
2017, Constitutional Court has suspended discriminatory provisions in the laws on marriage and
on registered partnerships, thus drofallowing sarrgex marriages after 1 January 2019.
Criminal and civil courts are largely frefaaduritism discrimination or corruption, and trusted

by citizens.
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CORRUPTION

Many citizens perceive the entire political class in Austria as cowupgoable and
suspicious. Public sector, as being traditionally larger than in comparable countries, provides a
fertile ground for it. Recent investigations showed that evereidinigght not be immurde

from military procurement to real estate management there were scandals which are currently a
matter of judicial proceedings or trials. Politics and banking are more intertwined than in the
neighbouringGermany. In the past, thenere corruption scandals involving huge Austrian
banks. Partisanship is present also in the public sector employment. Added the deficiencies in
transparency, i.e. in public access to information (there is no political consensus on removing the
obsolteattee 0ssecr ecy 6 r ul -eothgrwise free prassandvaetiveyNGO i f f i c
sector to cover arahalys@umerous dubious decisions by the governments at various levels and
whistle blow at the most questionable ones. But, generally, the stiatioom bad, especially

taken that petty corruption is very rare. Austria is relatively highlycdrahagdg the places-16

18/180 with Belgium and USA)y the Transparency International in its CP1 2017 report.

PROTECTION OF HUMAN RIGHTS

There isa multiple, legal and societal, protection of human rights in Austria. As Freedom House
not ed, academic freedom is generally wuphel d
political indoctrinationo. L i rdetdr hatspemahsin t o fr
spite of the latter, xenophobic and immigsagpticrhetoric is widely and increasingly present

in public discourse, especially upon the entrance into Government byighegarty FPO (as

a junior partner). Lots of efforts @& by provincial or local governments to integrate people of
immigrant background (language training, cultural exchange, etc.), but some of them (such as
Roma) still face discrimination in housing, or by service providers. Religious communities are
treate differently, whereby foreign funding is allowed to some and restricted to others (such as
Muslims). US State Department noted human (Habedr or sex) trafficking as a problem in

Austria (it is mainly a transit country), but also government &ffbigist it. Gender pay gap is

still wide. In 2017, there were changes in the regulation of street demonstrations, such as longer
announcement period (48h instead of 24h), larger safety zones between rival groups and
restrictions for the participation oféign politicians.

C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government

Regulation of Credit, Labour and Business

Freedom to Trade Internationally

10
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SECURITY OF PROPERTY RIGHTS

Property rights in Austria are well secured. Expropriation of property in Austria is extremely rare,
limited to rare cases of public interest, and even that on the basigustifeggdion followed by

market value compensation to the owner. Judiciary is independent from the executive branch of
government or other cwof-thecourt interests, thus securing the overall high integrity of the
legal system. However, sensitive cagssha reported to the Ministry of Justice, which could

then issue legal instructions. Since there are no special commercial courts (apart from the one in
the capital Vienna), most commercial cases are administrated by regional courts. Effective
bankruptcyprocedures allow for a very high recovery rate of 80% of the liabilities, within a
reasonable time frame; most companies are not sold through liquidation procedure but as going
concerns. High attorney and court fees, and long procedure of contractmentorce
substantially elevate litigating costs. There are no strict adjournment rules, which impede court
efficiency: adjournments should be limited to exceptional circumstances, same as their maximum
number. New cases are assigned randomly to judges,nbatlynand not through court
automation services. Transferring real property could also be lengthy, depending on the
performance of district courts and respective land registry, with significant costs due to
registration fees and a high transfer taxlityegh12 Bilateral Investment Agreements (BIT)

with the new EU member states are considered dubious by the European Commission; in March
2018 the European Court of Justice called arbitration clauses in these treaties incompatible with
the EU law. TheselBs will, therefore, have to be changed or abolished. For acquisitions of
enterprises in strategic industries above the threshold of 25% one needs approval from the
Ministry of economic affairs.

SzE OF GOVERNMENT

Government consumption in Austria reach@d% of GDP in 2017, mostly due to high social
transfers through redistribution schemes, but also for public pensions and healthcare. These costs
are projected to continue growing substantially due to demographic changes. As in many other
countries, permn system is unsustainable due to high dependency ratio. High substitution levels
and an activity level in the labour market much below the one in comparative countries also pose
problems. Economic growth has picked up, due to good economic developthentaaim

partner countries and a rise in private consumption after the tax reforms, doubling from 1.4% in
2016 to 2.9% in 2017. The deficit has been halved from 1.5% of GDP in 2016 to 0.8%, while the
public debt is on a downward path, although stiledti¢ih level of 79% in 2017, well above the
Maastricht criteria. Stade/ned enterprises (SOE) are mostly concentrated in the utility and
infrastructure sector, but the government holding OBIB holds significant minority or even
majority stocks in many othendustries, such as the post office, gambling casinos,
telecommunications, etc. Majority equity of energy providers is in state ownership, which can
have negative effects on investments and competition. SOEs mostly abide by the same rules in
the market @ private companies, not distorting competition, except in areas considered as
government monopolies, but close political connections between managing boards and political
parties can be attested. These political ties could in some cases be misusad tegptol
disputes and their implementation. High tax rates are necessary to finance high government
expenses. Corporate income tax is still 25%, but the newly elected government vouches to
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decrease it through the tax reform scheduled for 2020. Sooigl e@auibutions remain high,

which, coupled with the income tax, keeps the labour tax wedge much above the OECD average,
at 47%. The changes in the tax rates in 2016 somewhat lowered this from the starting point of
49.6% in the previous year, but todbiment of the consumption taxes which were increased
through implementation of the new 13% VAT rate (alongside the 10% and 20% rates).

REGULATION OF CREDIT , LABOUR AND BUSINESS

Business regulation in Austria is generally considered to be busndls fiowever,
bureaucracy is extensive and regulations are complex. Starting a business is not well organized,
with long procedures including local courts, the tax office and even the chamber of commerce.
All those procedures make setting up a new bsisimAustria last up to three times longer than

the EU average. Furthermore, there is a highrpaioshimum capital of 5,000 euro. Obtaining a
construction permit is associated with several very long procedures, taking up to 7.5 months on
average; and éould be prolonged due to strict environmental protection regulations. Getting
electricity is relatively simple, with only 7 procedures, but it is very expensive. Tax procedures are
not overly burdensome, with low annual number of tax paymentsicespead use of

electronic services. Labour regulation is a mixture of flexible and restrictive practices. Hiring is
flexible since there are no limitations to fieeth contracts and their duration, and there are low
severance pay and short notice periods. Howeere are high premiums for overtime and
restrictive regulation on the length of overtime, coupled with priority redundancy rules and
reemployment obligations. Social dialogue and collective bargaining are widespread in many
industries. There is no &goverall minimum wage, and there is a widespread collective
bargaining system concerning minimum wages according to different industries. However, in
June 2017, an agreement was made through social dialogue that from 2020 on no collective
agreements shiduoffer less than 1 500 euros per month, which in fact has the same effect as a
general minimum wage. Sectors with wages below this threshold have, until 2020, to alter their
collective bargaining agreements accordingly. Many professional servicdg exgusaited via
certificates of competence or education requirements, limiting new entrants to the market,
especially those from other EU countries. Although it was expected that the reform of the
Business Licence Act in 2017 would alleviate thigprosffectively no liberalization took place.
Restrictive labour regulation, inefficient government bureaucracy and high tax rates have been
identified as the most problematic business factors in 2018.

FREEDOM TO TRADE INTERNATIONALLY

Freedom of trade is generally respected in Austria. As an EU member state, Austria implements
the common European trade policy with overall low tariff rates, with the average applied MFN
rate of 5.1%. However, tariffs on agriculture products could beangiyi higher. Also, nen

trade barriers, such as product standardization and certificates, continue to pose obstacles to free
trade. Customs service is professional and very efficient, requiring only 4 documents, both for
export and for import of goodahile a good quality of public transport infrastructure reduces
freight costs and facilitates trade. The railway sector is under government control though an SOE,
which is relying on public subsidies. Main Austrian trade partners are its advanced EU
neighlmurs Germany and Italy, as well as Switzerland. Austria is one of the rare countries within
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the EU that still requires work permits for Croatian nationals, prolonging this restriction until the
end of the transition period in 2020, after which thesetiesfriwould not be feasible anymore.

Immigration procedures for foreign workers are slow and restrictive, while foreign diploma
nostrifications and professional licensing pose restrictions to other EU nationals in some

professions. Austria ratified thede Facilitation Agreement of the WTO in 2015, but it has not
yet taken actions to implement it.
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Azerbaijan

GDP in 2017: EUR 33,862 million

annual growth rate:  0.1% per capita: 3,450 EUR by sector:
agriculture 6.1%
industry 53.5%
services 40.4%

Population: 9,822 thousand Human Development Index Government position in 2017

Unemployment rate : 5.0% HDI: 0.757 (rank 80) -1.7% of GDP

A.POLITICAL FREEDOM

Free and Fair Election . 1.07

Absence of Unconstitutional Veto Players 0.00

Press Freedom . 1.00

FREE AND FAIR ELECTIONS

Freedom and fairness of elections in Azerbaijan are highly restricted, with no pluralism in
political life of the country. Political landscape is dominated by the ruling New Azerbaijan Party
and the president Ilham Aliyev, who prevent any competitionriicidnt, by means of
imprisonment, verbal and physical violence, censorship and abuse of institutions for making a
play unfair. Azerbaijan has a long history of fraudulent elections, those which abound with
crackdown on opposition politicians by plachegnt behind bars or restricting them from
participating in elections, with abuse of state resources and power without clear distinction of the
political party and governmental positions, and with irregularities on the voting day such as ballot
stuffing or arousel voting. Although regularly due in October 2018, the president called for snap
elections in February, leaving no space to opposition candidates to prepare, in less than two
mo n t h s la the firstrpeesidential elections after the constitutibangjes adopted in 2016,

which extended the presidential term in office to 7 years, the incumbent presideiéoted

in Orestrictive political environment and un
and freedoms, which areppeguisi e s f or genuine democratic el e
mission stated. Limiting public and media space for opposition parties and candidates is a norm
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in Azerbaijan, but recently government has also taken steps to impose limitations on Internet, as
theonly source of critical and independent views.

ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

Political decision making in Azerbaijan is solely in the hands of the pB#idemliyev and

the close circle of his allies. There are no unconstitutionplayetis who could force president

and ruling elite to do anything unwillingly, but undermining of the rule of law and of democratic
principles is coming exactly from this group of people. Very narrowly limited political pluralism,
tight control over all nches of power which leaves the country with no mechanism of checks
and balances, deeply entrenched high level corruption and abuse of power to serve private
interests all those are characteristics of the Azerbaijani authoritarian regime. Other powerful
people exist in the country as well, but they are rather close partners of the president than the
ones representing a challenge to his rule. Introduced constitutional changes allowed president to
appoint vicgresidents. The only appointment during tisé year was of his wife, as the First
vicepresident of Azerbaijan, thus further tightening his own control of the state. The eyes of the
international community were redirected ont
international bribery schemeaeglt aimed to influence decision making in Eurofee/aur of
Azerbaijan, for which purposes 2,9 billion dollars were spent by the president’s clan.

PRESSFREEDOM

Freedom of the press in Azerbaijan is limited by all means. President llham Aliyev imposed
extensive control over all media sources, reducing criticism of the regime, and independence and
objective reporting, to the very minimum. With score of 1 out of 10, the country remains on the
very bottom in regard to Press Freedom in the Freedom Bar@figeindex. Reporting is
censored through political and economic pressure, while also by ceasing operations of the media
outlets on fraud allegations and tax charges. Perceived as the last independent outlet, the
operation of the news agency Turan was algisk, after its director had been arrested.
However, strong pressure from international community resulted in his release. Journalists are
living and operating in an environment of constant fear, unless they are supporting governmental
stance. Thosehs do not obey this are faced with physical and verbal violence, defamation
charges, imprisonment and torture. Many dissenting journalists left the country so as to provide
independent reporting from abroad, no matter that in such cases their faméies\ssiwere

targets of harassment by the state apparatus. Understanding that Internet became the dominant
space for criticism, government pushes through legal amendments allowing them to censorship
the online content, with numerous websites already mad been blocked.
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B. RULE OF LAW

Independence of the Judiciary
Corruption

Protection of Human Rights

| NDEPENDENCE OF THE JUDICIARY

Not least national judicial institutions but courts, prosecutors and even many solicitors are under
heavy political influence by the executive.
and bar associati on ar dée goverdneent. Ttials eagaidse politicalc t o
opponents or independent journalists are staged, verdicts often determined in advance and
defencdawyers deprived of much of the procedural tools, while the latter are often subject to
intimidation, pressure or logitheir licenses. Ever more solicitors refuse to counsel in politically
sensitive trials. Situation in detention facilities is bad, characterized by torture or even
unexplained deaths of detainees. Inmates in prisons lack basic necessities andfdianleeto ask

to fetch them. Taken Azerbaijani financial capabilities, that has obviously been due to deliberate
neglect and not to scarcity.

CORRUPTION

Azerbaijan is a place of grand corruption. Large portions of national wealth, gained mainly via oil
or other extraction industries, ateannellednto private hands of the President’s clan or to
lower, also highly corrupted public officials. With media freedom and access to public
information being very low, details cannot reach the public, or be thefgroowestigations

(except for showrials purposes). Moreover, corruption spills across the border, whereby it was,
in the framework of the O0Azerbaijani Laundro
was bribing foreign, including EU, politisiabankers and journalists to turn a blind eye at its
plunder, or at breaches of human rights. In Italy, investigation was opened against a member of
the Parliamentary Assembly of the Council of Europe allegedly corrupted by Azerbaijani
government. PACEresident resigned, while PACE investigates the allegations that several of its
members received cash, gifts or vafausursby Azerbaijani government so as to protect it

from being criticized or sanctioned. On the Transparency International’'s CPist2017 |
Azerbaijan shares places-122/180 with seven other countries.

PROTECTION OF HUMAN RIGHTS

Respect for human rights is at low level. Amnesty International reports about intensified
crackdown against freedom of expression in 2017, through prosecution, imprisonment and unfair
trails against critics of government or independent media workers. Righten Watch
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reported on politically motivated arrésté 18 political or NGO activists and 7 journafisas

well as on closing down or blocking of 5 media outlets. A number of Internet sites are meanwhile
blocked. In early 2018, arrests continuedngmassing yet another prominent opposition leader.
Right on fair trial in many of those cases has been fundamentally jeopardized. Freedom of
association and gathering is also restricted. Besides more or less limitations put to religious or
ethnic minorigs, sexual minorities face aroatlcrackdown. Massive roumgs of LGBTS

(more than 100) were taken in September 2017 in Baku, with the aim of extorting data, by threats
or torture, on their contacts, and thus filing a comprehensivdidila¢dkLGBT dtizens. In

attempts to get hold of dissident expatriates and to summon them, Azerbaijani government
misuses Interpol warrants, or engages infooodsr abductions. At least in one sucha@Hsat

of the exiled investigative journalist Afgan Mukhthdidisappeared in Thilisi, Georgia, in May

2017, to be sentenced in Baku to six years in prison in Janud@ryt ¥H3allegedly done in
cooperation with the secret services ofiéighbouringountry.

C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government
Regulation of Credit, Labour and Business

Freedom to Trade Internationally

SECURITY OF PROPERTY RIGHTS

Private property rights are not well protected in Azerbaijan. The most important problem is the
level of control that the ruling elite has over the courts. Court proceedings are not considered fair
and professional. There is limited level of transpaesgenygling court procedures and there is
inconsistent enforcement of rules. The law on expropriation can be easily misused for private
gains by the members of the political elite, by unnecessary appropriation or low compensation, in
spite of its legal prowss. This was further complicated by the 2016 constitutional amendments
which enabled authorities to expropriate private property in dubious instances, when necessary
for social justice and effective use of land purposes. Contract enforcement isfectgdy ef
executed within a reasonable time frame. There are specialized commercial courts. However,
there are no automated processes within courts and no adjournment rules. Recent changes
introduced an electronic system for payment of court fees. Ingolwe&medures are
complicated and lengthy, with low recovery rates estimated to stand at 40% on average, and
lasting 1.5 year on average. Registering property is very easy, with just 3 procedures, and with
very low fees, yet not all land titles are clspecially in the rural areas. Land ownership is
restricted to domestic nationals, but foreign nationals can lease land for long periods of time.
There are broad restrictions regarding foreign ownership in different industries. Majority equity is
reserveddr domestic nationals in the case of mining, oil and gas; while in the media sector
foreign equity in newspapers is capped at 33% and outright prohibited in the TV broadcasting.
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Furthermore, companies in the oil and natural gas sector must be in r@gotyrership.
The privatization process conducted in the country is not considered transparent and is perceived
as prone to political dealings and corruption. Public procurements are also prone to corruption.

SZE OF GOVERNMENT

Government spending in Azerbaijan stood at 36% of GDP in 2017, which is mostly in line with
other Commonwealth of Independent States (CIS) countries but significantly lower than in most
European countries. After high deficits in the previous year, thet tnadgbalanced in 2017,

and the level of public debt finally stabilized at 54% of GDP, which may look moderate but is
still four times its size in 2012. The economy finally overcame recession and recorded a robust
growth of 4% in 2017, due to increasih@rices in the second half of the year and high public
investments in infrastructure. Inflation, that was higher than 15% in 2016, finally lost some of its
momentum, but remained high, i.e. 10% in 2017.The pension reform initiated in 2017 increased
the rumber of years necessary for retirement from 63 to 65 for men and from 60 to 65 for
women, albeit via several annual smaller increases. Numerous state owned enterprises (SOE) are
present in the economy, not just in the oil or utility sector but also én gemeration,
communications, passenger and cargo transport. The largest bank in the country, the
International Bank of Azerbaijan, accounts for almost 40% of the total banking assets, and has
received several substantial money infusions, sinperfaming assets that were transferred to

the Agrarkredit reached the level of 25% of GDP. Many of these SOEs haveanogaly

status, with unclear separation between regulatory bodies and SOE corporate interests. Although
facing the same rules and oblbgatias the private sector companies, SOEs informally enjoy a
privileged status as regards government procurements or external financing. Powerful SOEs have
also been able to use their influence and block new market entrants. An ambitious plan of
privatizaion of public companies that was drafted in 2016 is slowly under implementation,
aiming at attracting foreign investments. Azerbaijani Sovereign Wealth Fund (SOFAZ), which
was set up in 1999 with exceeding oil revenues, has been linked to corruptiomstate hig
officials and bad investment policies. Corporate tax is set at 20%, while VAT is at 18%. Personal
income tax is progressive, being 14% up to a high threshold, and 25% above it, while social
contributions stand at 25% of the gross wage (22% pdite lymployer and 3% by the
employee). This leads to tax wedge of 35% on the average wage.

REGULATION OF CREDIT , LABOUR AND BUSINESS

Regulatory framework in Azerbaijan is not business friendly. Regulatory enforcement is weak,
with unequal treatment of lmssses and rampant corruption. Complicated bureaucracy also
exerts high administrative cost for conducting business activities, but recent sector specific
regulatory changes improved the situation in some areas. The law that was introduced in 2015,
which suspended inspections of entrepreneurs for 2 years, was further extended in 2017 for
another three years. The licensing regime in the country has also been simplified, and licenses are
now issued for an indefinite time period while the number of adinatiesquired a license was
reduced. Starting a business is cheap and quick, with-imonpiaichum capital. The process of
construction permit issuance has been made more effective, through the introduction of a single
window service, which reduced rieeessary time from 7 to 4 months on average, although the
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overall number of procedures remains high. New investments in the power grip and setting up a
national regulatory body for power grip monitoring is expected to increase the quality of power
supply. Tax compliance has also been recently improved through the introduction of the
electronic invoicing and unifying the tax returns for social security contributions. Shadow
economy in the country is widespread, with many people working in undeclaiesi batraur
regulations are mostly flexible, with fixed term contracts that can last up to 60 months without
restrictions and with short notice periods and low severance pay. However, the relatively long
mandatory military service (18 months for genemd@ population, while 12 months for
university students) is burdensome to businesses, but also for the young workers, due to
disruption in human capital accumulation. Social dialogue is not established, since labour unions
are controlled by the governmdiiterefore, collective bargaining is restricted.

FREEDOM TO TRADE INTERNATIONALLY

Azerbaijan is not a champion of free trade. It is one of the rare countries that are not members of
the World Trade Organization (WTO), although its accession talks have been conducted since
1997, but with little success. Trade with other countriesdsctaxh through the General
Agreement on Trade and Tariffs (GATT), or bilateral agreements. Import tariffs remain high,
with simple average Most Favoured Nation (MFN) applied tariff rate of 9%, but those on
agriculture products could be even higher. Boaapliance costs are high, and it involves
significant time. Recent introduction of an electronic system for submitting export and import
documentation has just partially improved the situation. Corruption and partial treatment by the
custom administratian still evident. Standardization procedures, which are still not in line with

the international practice, serve as-taoff barriers to trade. In 2016 the government
introduced new tariffs on imported goods from several industries, including agpoodiucts,

in order to boost domestic production through impobstitution. Theational currency, the

manat, has been in the float regime since 2016, after two major depreciations that occurred in
recent year s, but t htiesr iamm rpahnagseemoe na n d sl osatkisl Ir
float than a free float. Poor state of the infrastructure is another burden to trade, lowering not
only volume of imports and exports but also the volume of transit goods, while the closed border
with Armenia pses significant problems in this regard. Three quarters of the Azerbaijani exports
are fossil fuels, such as crude or refined oil and gas, and its main trade partners are the EU,
Russian Federation and Turkey.
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Belgium

GDP in 2017: EUR 437,204 million

annual growth rate:  1.7% per capita: 38,500 EUR by sector:

agriculture 0.7%
industry 22.1%
services 77.2%

Population: 11,352 thousand Human Development Index Government position in 2017

Unemployment rate : 7.1% HDI: 0.916 (rank 17) -1.0% of GDP

A.POLITICAL FREEDOM

Free and Fair Election

Absence of Unconstitutional Veto Players

Press Freedom

FREE AND FAIR ELECTIONS

Elections in Belgium are organized and performed in a free and fair manner. Belgium is a
constitutional monarchy with a bicameral parliath@mamber of representatives and Senate.
Complicated and asymmetric state structuwenich by Constitution has é&®& linguistic
communities and three geographic regions, which are not overfappimgnade a sharp
division among political parties that operate in Belgium, along linguistic lines. Therefore, political
scene is highly pluralistic. Greece and Belgiutmeapaly countries measured by the Freedom
Barometer where voting is compulsory, and c
theory subject to financial fines, however this measure is not implemented in practice. For this
reason, turnout of vets is very high. Changes in the composition of the ruling coalition in two
regional governments and in Francophone community happened after a corruption scandals
involving Walloon Socialist Party, with the Mayor of Brussels having had withdrawn from his
position.
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ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

Democratically elected government in Belgium has virtually unchallenged power to rule the
country. There are no unconstitutional veto players who would be able to undermine the decision
making processedthough informal groups such as trade unions hold some influence. However,
Bel gian score in the &aAbsence of Unconstituf
the previous year due to corruption scandals implicating many politicians dreb tteeir

business sector. Apparently, several politicians were holding multiple positionspiivatelic
companies. For several years now, environment of fear from terrorism has been widespread
among the citizens, due to several radical attacks happeem@ty, targeting Belgium and

mostly Brussels, including a failed bombing in June 2017.

PRESSFREEDOM

Printed, broadcast and online media outlets in Belgium are in general free and independent in
their work. Citizens are able to obtain wide spectrapirabns coming from pluralistic media
environment in the country. Likewise the complex administrative system, state media are also
fragmented. Media outlets are separated on Flanders and Walloon linguistic regions, with their
own public broadcasters. lases of sensitive issues journalists more often than before practice
seltcensorship. Problem of ownership concentration remained unresolved until the end of the
observing period, with several companies dominating the media market. Investigative journalism
plays an important role in providing political accountability. A huge political scandal involving
multiple positions in various public bodies and private companies broke upon the reports
published by a media outlet.

B. RULE OF LAW

Independence of the Judiciary

Corruption —

Protection of Human Rights
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| NDEPENDENCE OF THE JUDICIARY

Independence of judiciary is a sacrosanct constitutional principle in Belgium since its
independence in 1830. Judiciary plays key role in managing disputes between numerous different
layers of power in the compound Belgian federation. In aafiplisensitive case of Carles
Puigdemont, a fugitive warranted by Spain for his separatist activities in Catalonia, in March 2018
a Belgian court refused to allow extradition. The efficiency of courts in Belgium suffers due to
lack of judges and backlogcakes. To it, during the past two years there were setbacks in the
law enforcement sector. Allegations about extortion of money from refugees led to investigations
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or even arrests of policemen in Antwerp and Brussels. Freedom House noted in late 2017 that
oal though <condi t i o ncentrdameet mosi itesnat®nalastamdlardd,enargy nt i «
facilities continue to suffer -fortu®mommitteer cr ow
warned in July 2017 that overcrowding was be
treatment of the detaineesidg the prison staff strikes.

CORRUPTION

Belgium has since 2011 been stagnating in eradication of corruption, lagging somewhat behind its
Beneluxneighboursor Germany, or UK, and sharing place$8l&wvith Austria and USA, on

the Transparency Internaigd s CPI list of 180 countries. Yet it is aheadeafhbouring

France. Social market economy, long experience in buildocaraption mechanisms, trained
professional administration and a highly developed citizens™ awareness have narrowed the ground
for - and led to relative rareness obrruption. However, in international trade, regarding tax
evasion and money laundering, public procurement, large infrastructure projects and local or
regional government financing, there is a lot of space fovamaat. Upon a few corruption
scandals at the regional level in late 2016 and June 2017, Mayor of Brussels resigned while the
regional government majority in Walloon was reshuffled. Panama Papers have revealed that a
Brussels subsidiary of a foreign baa& ewrcumventing international regulation against money
laundering. The beneficial results of the administrative reforms-R0261%ith their stricter

definition of bribery, are yet to be seen on the ground.

PROTECTION OF HUMAN RIGHTS

Human rights irBelgium are highly protected in many fields. Freedoms of academic research,
education, expression, association or gathering are respected according to the highest EU
standards. High respect is paid also to women's and girls’ rights. Domestic vicdernmeris ev
successfully pushed back. Following May 2017 reforms, the anyway remarkable rights, equality
and dignity of LGBT persons were further strengthened. Belgium-gtimidtiincluding three

lingual. Its muHiayer federal structure reflects thatas to provide for equal opportunities of
members of various communities. However, people still face obstacles outside their-own ethno
linguistic habitats. Multilingualism has only recently met a bit more encouraging societal climate.
Treatment of immigras of all walks could improve. Their integration intéatheurmarket is

slow andmeagre A lot has to be done to curb sex and other human trafficking (for which
Belgium is mainly a destination country). Amnesty International reckons that theisituation
prisons and detention facilities is bad, from overcrowding and understaffing to inadequate
treatment of some detainees, such as those with mental or other health problems.
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C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government

Regulation of Credit, Labour and Business

Freedom to Trade Internationally

10

SECURITY OF PROPERTY RIGHTS

Property rights in Belgium are overall well protected. Judiciary is independentdfaouotut
influences and the executive branch of government. Court proceedings are generally respected.
There are specialized commercial courts, and several lepptsabfHowever, Belgian courts

suffer from backlog of cases, resulting in delays and slow proceedings (on average, trial and
judgment takes 400 days). Since the court system is decentralized, duration of a local dispute
could vary significantly betweeriedént regions of the country. This leads to high costs in the

form of attorney fees. There are no restrictions on adjournments, neither on the number of cases
when they are permitted, so they can be long and they are often used. There is no legal process
automationt not even in case of payments of fees. Court judgments in commercial cases are not
made publicly available. There are plans for the establishment of Brussels International Business
Court, which would handle international commercial disputasgiish. In some particular

cases, a third party authorization is a prerequisite for real estate ownership change (such as the
right of preemptionof local authorities in the case of agricultural land, social or residential
housing). Property registrati@nfirst step in the process of ensuring any property rights, could

be very expensive due to high notary fees but most notably due to high local transaction tax
levied on the purchasing price. The procedures involved are also lengthy. Insolvencyg procedure
are very efficient, with low cost and very high recovery rates. Private property expropriation by
the government is rareonly for public infrastructure projects, and it is always followed by
adequate markptice remuneration.

SzE OF GOVERNMENT

Total government consumption in Belgium is among the highest in Europe, due to generous
welfare and redistribution programs, standing at 52% of GDP in 2017. The long history of
budget deficits has led to a very high public debt, reaching 103% of GDP. Bug0it has

recently been put on a slow downward trajectory. However, it will take years for Belgium to reach
Maastricht public debt criterion of 60% of GDP. Economic growth, based on rising private
consumption and exports, reached 1.7% and is expeg®# up. Budget deficit has been
halved, from 2.5% to 1.1% of GDP. There are strong fiscal pressures stemming from
demographic changes, which encouraged the government to introduce the very first pension
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system change since 1956, by increasing thmeetirage from 65 to 67 (although in steps, until
2030). Public sector in Belgium is overwhelming, since it employs almost a quarter of the overall
population. State owned enterprises (SOE) are mainly concentrated in the fields considered as
natural monogees, such as utilities, railways, and postal system and telecommunications.
Although they comply with the business regulation, there have been reports on unfair
competition by these former monopolies. The quality of SOE management is dubious as
compared d the best international practices in OECD. There are plans for minority equity
privatization of the state bank Belfius, while the telecom company Proximus remains in state
ownership. High expenses need high tax rates, thus the income tax is very regslvgarog

25% for the low earners and even 50% for the highest earners, whereby there are also communal
income taxes, of 7% on average. General VAT rate is 21%, while two preferential rates are 12%
and 6%. Very high tax wedge, which stood at 54% on ageawage (the highest among

OECD countries), has been reduced by decreasing the social security contributions paid by
employers in order to make workforce more competitive. There was also a big change in
corporate income tax in July 2017, with the ratg Hetcreased from 33.99% to 25%. That is
expected to support new investments.

REGULATION OF CREDIT , LABOUR AND BUSINESS

Business regulation in Belgium is overall business friendly. However, bureaucracy could be quite
burdensome, due to inefficient goveentmadministration and the necessity for cooperation
between government agencies in case of shared competencies within a very complicated
government structure. Since small companies face less bureaucracy requirements, many
businesses limit their numbereaiployees at 49 in order to keep these exemptions. Setting up a
new business enterprise is easy and done in just a couple of days, but it is costly, due to notary
fees and high paid in minimum capital of more than 6 000 euro. A simplification of thg compan
law is underway. Obtaining a construction permit is a slow procedure due to inner municipality
urbanization departments, whose capacities could strongly differ across the country, but
associated costs are low. Getting electricity, on the other handynby rslow but also very
expensive. Tax administration is professional, with widespread use of electronic services, thus
decreasing time and cost of regulatory compliance, but tax regulations are often cited as difficult.
Linguistic and administrativadtionalization of the country leads to low labour mobility with

very different unemployment levels in Wallonia and Flanders. Mobility is also hindered by high
transaction tax on purchase of private property, instead of a recurring annual property tax.
Mardatory licensing in areas such as network industries and regulated professions decrease
competition, accruing rents to insiders. Labour code is characterized with both flexible and
inflexible traits, but labour regulations are often considered as prolbersiaess factors.

There are no restrictions on the number or duration of fixed term contracts, and working hours’
regulation is not restrictive due to high number of possible working days. Firing regulations are
restrictive due to very long redundarmyca periods, which increase in line with longevity of
tenure, reaching up to 7.5 months. This measure provides more job security to seasoned workers,
but also makes their future employment less likely. Severance pay differs by sector, stemming
from colletive agreements, reached during tripartite agreement, which is well organized
throughout most of the economy. The minimum wage, although slightly differentiated by age and
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industry, is among the highest in the EU, leading to low activity rates amougglang low
skilled immigrants.

FREEDOM TO TRADE INTERNATIONALLY

International trade is of great importance for small open economies such as Belgium. As one of
the 6 founding members of the EU, it applies the EU common trade policy with overall low
tariffs. Simple average MFN applied tariff rate is 5.1%, but tariffs on many agricultural products
are much higher. Neariff or other regulatory trade barriers, such as accreditation and
standardizations of imported products are still present and can la¢ive magact on trade.

The Belgian economy relies on the EU common market. Its main trade partners are the
neighbouringndustrial countries (Germany, France and the Netherlands). Belgium is also a
major transport hub due to its geographical location aodl igfrastructure. Customs and

border and documentary compliance are very expeditious (with only 4 documents, the same ones
both for import and export purposes). On the other hand, international freight is one of the areas
in which competition is not f, due to the regulation that restricts market entry by increasing
transportation costs. This issue is also connected to areas in which SOEs dominantly operate,
such as railways. But public transport infrastructure is of high quality. Obtaining a working
permit for noREU nationals is a burdensome administrative procedure. There are still some
controls on movement of short term capital. Labour mobility in service sectors is restricted due
to licensing procedurabluslimiting supply and increasing prices.
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Bosnia and Herzegovina

GDP in 2017: EUR 15,127 million

annual growth rate:  3.0% per capita: 4,300 EUR by sector:
agriculture 6.8%
industry 28.9%
services 64.3%

Population: 3,507 thousand Human Development Index Government position in 2017

Unemployment rate : 20.5% HDI: 0.768 (rank 77) +2.1% of GDP
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FREE AND FAIR ELECTIONS

Political life in Bosnia and Herzegovina YBsdshaped by the strong division in society
alongside ethnic lines and by use of inflammatory nationalistic rhetoric by political parties so as to
dominate the electoral process. Political parties are able to freely compete at the elections
however thiprocess often abounds with electoral violations and irregularities, such as fraud on
the electiorday, misuse of state resources, or unfair coverage in media, which all question the
fairness of elections. Also, the process remains restricted for Bidns citho are neither

ethnic Serbs nor Croats nor Bosniaks, since only these three constitutional ethnicities are eligible
to run for the Presidency of BiH and for the Houses of Peoples (parliamentary upper chambers
on various tiers of government). Europ€anrt of Human Rights declared this constitutional
provision as a violation of human rights, but it nevertheless remained unaddressed during the
period under review. Political system is characterized by large, complicated and asymmetric state
apparatuseparated into two entiti®$-ederation of BiH and Republic of Srpska, and numerous
other tiers of government. Country's tripartite collective Presidency is represented by one elected
representative from the ranks of each of the constitudionalo n B t - @éthnicites: Bosniaks,

Serbs and Croats. General elections in the country were scheduled for autumn 2018, whereby in

47



mid-2018 all political parties were already largely in the campaign. Still it is perceived that divisive
rhetoric will benefit natiafists, with the outcome similar as during several previous electoral
cycles.

ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

Democratic institutions and procedures in Bosnia and Herzegovihar@iidfluenced but

often also undermined by constitutionally empowered veto players. According to Dayton Peace
Agreement as of 1995, each constitutional ethnicity has been given power to veto legislation in
order to protect i, which s wften ablsednsd tas to beadfit narrowt e r e
interests of political parties or their leaders. Weak system of decision making makes any progress
in various aspects of life very difficult, creating a fertile soil for ethnic nationalism. Constitutional
veto powers are also granted to the Office of the High Representative, an international institution

in charge of overseeing a peace treaty. However, in practice, OHRs have recently ever more
restrained from interferingg. iDeadlock in diting ryds
additionally instigated by the lack of independence and impartiality of judiciary, itself proving
unable to hold politicians accountable for their actions. Religion is separated from the state.
However, religious institutions playimportant role in shaping public opinion and have got
significant influence on decision making.

PRESSFREEDOM

Freedom and independence of the press in Bosnia and Herzegovina is limited by numerous
factors. Media market is highly pluralistic and divenss/éothe reporting is often shaped by

strong ethnic and political divisions in society. Problem of the lack of transparency of media
ownership remained unresolved. Journalists are exposed to strong economic and political
pressure, thus practicing selfsorship and contributing to partisan reporting of the media. Bad
market conditions left media outlets dependent on state funding, while the unclear process of
financing made them prone to political pressure. Both state and entities™ public broadcasters are
showing clear bias favour of ruling parties and often serve as propaganda tools. Besides
pressure, journalists face physical and verbal harassment, often as a result of insults coming from
politicians. Reporting on sensitive cases, such -aslatedstories, many times led to death
threats against journalists.

B. RULE OF LAW

Independence of the Judiciary

Corruption

Protection of Human Rights
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| NDEPENDENCE OF THE JUDICIARY

Freedom House, in its Nations in Transit 2018 report, noted a decline in the anyway low level of
independence of judiciary in Bosnia Hedzegovina (BiH), due to dysfunctions across the
system, widespread political pressure antnpu@mentation of Constitutional Court decisions.

Not least courts of the BiH's entity Republic of Srpska, bulestatenes as well, are unable to
address lovious highhandedness of the entity’s strongman Milorad Dodik, be it the anti
constitutional referendum as of 2016, or grand corruption in his inner political circle, or hate
speech against either ethnic Bosniaks or-R#gyolitical opponents or NGaase critics.
Elsewhere in BiH, political class, or at least its highest echelons, is also protected by de facto
immunity and impunity. An OSCE report, published in February 2018, based on an extensive
research into corruption trials in BiH in 280Q7, hasevealed numerous shortcomings of the
system, from lack of competence or integrity to systemic deficiencies such as overlaps of
responsibilities between courts at different levels, or else judicial vacuums thereof. The fierce
debate over the participatiminforeign judges in the Constitutional Court is still on.

CORRUPTION

State capture by political parties at all six tiers of government, huge public sector, discrepancy
between promised and realistically achievable level of welfare state protedziensphigh

public spending and unclear division of responsibilities between various tiers of government, plus
poor coordination between aotirruption actors, are the main factors that facilitate a very high
level of corruption in Bosnia and HerzegoyBi#d), placing it behind all heeighbours

Namely, in its CPI 2017 listing, Transparency International put BiH, with the score 38/100, to
shared places 95/180, together with Albania, while behind Kosovo. Corruption is present
countrywide and acrosauplic life. Many researchers find financing of political parties and de
facto impunity of the political class as main factors of its persistence. Bribery rate is very high,
27%, according to the Global Corruption Barometer 2016. Portal GAN finds the public
procurement sector as particularly vulnerable to corruption, while the risks are quite high also in
judiciary, police and tax administration.

PROTECTION OF HUMAN RIGHTS

Selective approach to war crimes of the 1990s, whereby one's ethnic compatriots” are
whitewashed while others’ are vilified, is commonplace in Bosnia and Herzegovina (BiH). Ruling
SNSD majority in Republic of Srpska (RS) erdityl their leader Milorad Dodilare leading

the way in revision of history as determined by ICJ and ICTYemdree conceded by RS
institutions. Ethnocentrism in BiH goes beyond the treatment of past events. Hate speech might
be found everywhere and extremism is in the rise. Schools are segregated along ethnic lines, anc
so are the curricula. BiH's citizenswlmn "t bel ong to any of the 1t
those who live in an ethmeligious environment different from their own, face various
hardships. Especially Roma are in dire position. Human trafficking remains as a huge problem.
With the riseof a new migrant route, which passes through BiH, there is a new, dangerous
dimension to it migrant smuggling by crdssrder organized criminal groups. Treatment of
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refugees differs widely not least between but also within entities, cantons-mai@tiaho
communities. On 21 May 2018, a dispute between state and cantonal police over relocation of
asylum seekers led to their brief standoff at a cantonal border, quickly resolved yet frightening
and ominous. RS meanwhile refuses to accept any of thesntigrarecently came to FBiH.

Around mid2018, woulde legalization of sarsex unions in the BiH's entity Federation of

BiH was discussed. The case of David Dragil
accident, drew thousands of people inaBawka and other towns in BiH to the streets multiple

times, in a mukgthnic citizens’ initiative against police arrogance, arbitrariness angdsciover

this and a few other similar cases.

C.ECONOMIC FREEDOM

Security of Property Rights
Size of Government
Regulation of Credit, Labour and Business

Freedom to Trade Internationally

SECURITY OF PROPERTY RIGHTS

Private property rights in Bosnia and Herzegovina are not adequately protected. Judiciary is not
independent from external influences such as politicians and powerful private interests; court
decisions therefore can be partial and are not necessasgty &ltpnthe existing practice.
Corruption is also one of the problems that plague the judiciary. Judicial processes and
enforcement of judicial decisions are slow and inefficient, and bear high costs. Courts do not
uphold the stipulated time standardsjewtiie number of adjournments is not prescribed.
Another problem is the high number of backlogged cases, which further aggravates the situation.
The level of expertise of judges in commercial cases could be dubious, especially in specific areas,
leading tgrolonged court procedures and uneven decisions in similar cases. Although there are
specialized commercial courts, commercial cases are not always regarded as priority ones.
Bankruptcy procedures do not put sufficient emphasis on rehabilitation ovzatwgaof
companies, so the latter are mostly sold through a piecemeal sale. Insolvency procedures are alsc
extremely long and lead to very low recovery rates, below 40% of the claim. Registering property
is a very long procedure, which could be expeimssome Federation's cantons due to high
property transfer taxes. This tax, however, is not applied in the entity Republika Srpska. The two
entities have different real property cadastre services. A significant proportion of land does not
have a clearth®, due to an inefficient and slow restitution process but also to weak
administration capacities. This situation is further aggravated by the unnecessary role of
municipality courts in land registration process. Very slow and inefficient proceetags of t
Commission for Real Property Claims of Displaced Persons and Refugees in effect do not
protect property rights of internally displaced persons and war time refugees, although more than
two decades have passed since. Foreign nationals face few oweséishgns, such as in
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defencandustry, media and electricity transmission, while land ownership is restricted but on a
reciprocal basis. Yet, the latter is easily circumvented through establishment of a foreign owned
legal entity.

SZE OF GOVERNMENT

With government expenditures reaching 41% of GDP in 2016, the size of government in Bosnia
and Herzegovina is moderate as compared to other European countries. However, when the
level of economic development is taken into account, government expemditugsh higher

than expected. As a direct legacy of the war, there are several different layers of government,
meaning that the bureaucracy is omnipresent and the country does not make a single economic
space. In order to put under control the public tikbtwas rising, the country took on the IMF
backed program conditional on economic reforms. Most of the fiscal goals of the program were
reached, as the budget reached a significant surplus of almost 2% of GDP in 2017, but the goal
of the reform packagecompanying it was not. Banking sector reform was patrtial, as there were
no changes in the fiscal mix that would increase competitiveness of the economy (increase in
consumption taxes and decrease of taxes of labour). The wage bill put expenditures under
control, but there was little increase in capital expenditures in order to provide for important
infrastructure. As a result, growth rates are still sluggish, with 2.7% in 2017, well below the rates
necessary to reduseemployment thas close to 25% d¢ie labour force. Total investments are

very low in regional comparison, leading to low growth rates, mostly propelled by rise of
economic activities in the European core (through increase in exports and rising local
consumption through higher remittanc&s)vernment gross debt is on a downward path,
reaching 41% of GDP in 2017. Although a wide scale privatization process was conducted after
the war, there are still many state owned enterprises (SOEs). Most of them are owned by the two
entities, which funer lessens their efficiency since it disables the economy of scale (with two
different rail companies, for example). Many of these SOEs are inefficient, with management that
is not independent form daily politics and political parties in power, lealdwgbtgsiness
performance. Some of these companies rely heavily on government indirect or direct subsidies,
and produce with high unpaid arrears. Privatization plans have been drafted in both entities, but
were implemented more in the Federation, whidhtsadither full or minority stake in several
important companies in pharmaceuticals, insurance, tobacco and petrol retail sectors during
recent years. But, the privatization of the two telecom companies was put on hold. Instead of
using profits of SOEsof higher investments, that have been low for years, the Federation
government used it to finance infrastructure projects. At the same time, restructuring of railways
in the RS continued, aimed at putting expenses under control. Corporate and pemsenal inco
taxes have been harmonized between the entities. Both taxes have flat rates of just 10%.
However, social security contributions are still different, since entities have their own healthcare
and pension systems. This also leads to a different labwedg@x40% in Federation (which

is on the upper threshold of the Western Balkans) and 34% in Republika Srpska (which is slightly
below the regional average). VAT is low for European standards, and consists only of one
standard rate of 17%, without pref¢ied rates.
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REGULATION OF CREDIT , LABOUR AND BUSINESS

Business environment in Bosnia and Herzegovina suffers from excessive red tape, which leads to
very high bureaucracy cost to businesses. Legislation is often ambiguous or contradictory, and the
busiress activities are overly regulated. Corruption thrives in this kind of environment, both petty
corruption and centralized high corruption that stems from political influence of high officials.
Inspection reform in Republika Srpska entity delivered gswts e this area, by cutting
uncertainty among entrepreneurs, but this is yet to be introduced in the Federation. Multilayered
executive government, with the national, entity, cantonal and municipality governments leads to
complex regulatory environmeoften with conflicting jurisdictions or unclear borderlines.
Unstable political situation and divisions across ethnic and entity lines stifle much needed
reforms of the business environment, and the economic space of the country remains effectively
fractued. Starting a business is a very slow procedure, lasting 2.5 months on average, burdened
with bureaucracy. It includes not only notaries but also municipal courts and various other
bodies; it also incurs high costs not only due to high fees but dtsa tiigh minimum capital
requirements. This procedure also differs between entities; since Republika Srpska established a
more efficient one stop shop (registration procedure lasts for between one and two weeks only).
Obtaining a construction permit argdtimg electricity also incur very high costs, due to high fees
involved, as well as to numerous and slow procedures. Compliance with tax regulation involves a
high number of payments, with complicated and inconsistent procedures, of which VAT
regulationsre considered the most burdensome. Both entities introduced labour code changes in
2016 in order to make labour market more flexible, easing the process of hiring and firing. Fixed
term contracts are not prohibited for permanent tasks, and their der@8omonths. On the

other hand, severance pay still increases with years in tenure, thus protecting more seasoned
workers, but notice periods have been significantly shortened. Recent changes decreased wage
premiums for overtime, weekly holiday and migik. Minimum wage in the country is high

relative to the average wage, which encourages activities in the shadow economy, and was
recently increased again.

FREEDOM TO TRADE INTERNATIONALLY

Freedom to trade internationally in Bosnia and Herzegovina is generally respected. BiH is,
alongside Serbia and Belarus, the only European country that is not a member of the World
Trade Organization (WTO). Although this lengthy accession process wdmaingakin 2013,

it was then effectively put on hold due to unwillingness of the BiH side to alter its domestic
policies that were against the WTO rules. The working group met again in February 2018, after
five years, and due to the reforms implemehbedg previous years BiH is now much closer to

the WTO membership than before. However, bilateral negotiations have not yet been concluded.
Tariffs are on average higher than in the region, especially as compared to the EU trade policy,
with the averagepplied MFN tariff rate of 6.3%. Furthermore, there are also regulatory trade
barriers in certification and quality standardization, which poses significant burden on
international trade. Custom service is not well organized, with inefficient or complicated
procedures and with outdated electronic systems. Corruption and partial treatment of different
companies by the administration also remain present. Since the most important foreign market
for BiH goods are EU countries, most notably Croatia and Gerimamgajority of trade is

52



conducted under the Stabilization and Association Agreement (SAA) that supplanted the Interim
Agreement on Trade in 2015. This agreement provides free access of BiH goods to the EU
market, apart from some agriculture products. iggrade is also very important for the BiH
economy, since Serbia and Montenegro also play an important role in trade flows, which are
conducted under the Central European Free Trade Agreement (CEFTA). However, since BiH
does not recognize Kosovo as aependent state, this leads to factual discrimination of goods

in specific situations, making barriers to trade with Kosovo, even though both countries are
members of CEFTA. The Law on Internal Trade was finally amended in October 2017 in order
to erase th discriminatory measure by which at least 50% of all items in retails chains had to be
of domestic origin, which was a clear protectionist measure, against WTO and EU rules.
Potential WTO accession would liberalize trade, as well as the EU accetdssn, dratyet to

be reached.
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Bulgaria

GDP in 2017: EUR 47,411 million

annual growth rate:  3.6% per capita: 6,700 EUR by sector:
agriculture 4.3%
industry 28.0%
services 67.4%

Population: 7,050 thousand Human Development Index Government position in 2017

Unemployment rate : 6.2% HDI: 0.813 (rank 51) +0.9% of GDP
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FREE AND FAIR ELECTIONS

Unlike previous years, the reviewed period was marked by political stability in Bulgaria, without
major elections and subordinate to Bulgarian presidency at the Council of the European Union.
Political landscape is pluralistic, and parties are able &iecangh operate freely. Elections are
generally free and fair, however there are many problems which raise concern in the Bulgarian
electoral process yet remain unaddressed. OSCE observation mission to the last parliamentary
elections pointed out on isslike restrictions to conduct a campaign in Bulgarian language only,
campaign finance reporting, the use of media during campaigns or irregularities such as vote
buying or controlled voting on the voting day. Régirting government was formed in May
2017by the conservative Citizens for European Development of Bulgaréa@aRy and the
nationalistic block United Patriots (UP), making a third government led by Boyko Borissov as
Prime Minister. Changes of electoral law were often on the table ossedrhmaparliament in
previous years, however many of them were declined. Saragiansart of legislative changes
adopted in parliament in regard to mandatory votigge later declared as unconstitutional by

the court. Members of the 2d@at Bulgrian National Assembly are elected by proportional
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representation in multiple constituencies. Referendum on switching to a majority vote system
wasnodot successful due to insufficient turnou

ABSENCE OF UNCONSTITUTIONAL VETO PLAYERS

There are no unconstitutional veto players in Bulgaria. Elected officials are provided with a legal
framework which allows them to effectively govern the country. Despite that, organized crime,
influential oligarchs and hitgvel corruption among poliacis can undermine democratic
procedures and decisioraking processes. Although formally independent, judiciary is often
subject to extensive political pressure, or one by wealthy businesses. Corruptive practices are not
rare in this branch of power. Aatiog to Transparency International, Bulgaria is the most
corruptive country in the EU. Weak system of checks and balances allows for manipulation of
democratic institutions. After his appoint me
his powes and to veto certain legislative amendments, ensuring limits upon and a degree of
control over legislative and executive.

PRESSFREEDOM

Media landscape in Bulgaria is only partly free and independent, with country deteriorating
further in the Reportersitout Borders 2018 World Press Freedom Index, holding 111th place,
lower than any other Eldember state, and being at the fourth last place in Europe (just before
Russia, Belarus and Turkey). Serious concern and threat to pluralism is caused by growing
concentration of media ownership and opaque media structures. Journalists’ independence is
hindered by growing pressure by politicians and media owners, who nurture close relations with
those in power. Budgets for communicating EU programs in Bulgariedaas astool for the

influence over the media environment in the country. Namely, EU funds are relocated in a way
so as to fund governmeniendly media outlets. An environment of intimidation and
harassment surrounds journalists, often leading therselhtensorship when reporting on
delicate issues. Most prominent such case was at the end of 2017, when Deputy Prime Minister
and an MP openly threatened a journalist due to his reporting, which resulted in the resignation
of the MP only. Practicing fakeews is widespread, whereby citizens are exposed to
manipulations.

B. RULE OF LAW

I NDEPENDENCE OF THE JUDICIARY
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