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Introduction

The primary goal of the Support for East European Democracy (SEED) Act of 1989 is to promote
democratic and free market transitions in the former communist countries of Central and Eastern
Europe, enabling them to overcome their past and become reliable, productive members of the
Euro-Atlantic community of Western democracies. Thanks in significant part to over 10 years of
SEED support, in 2002 those countries took their most important steps yet toward that objective.

Two remarkable events stand out. First, there was the historic invitation, extended at the Prague
NATO Summit in November, to seven countries (Bulgaria, Estonia, Latvia, Lithuania, Romania,
Slovakia, and Slovenia) whose territory previously had formed part of the Warsaw Pact to become
members. After the parliaments of the current members have taken the necessary steps to ratify the
enlargement, the seven will take their seats as full-fledged members, alongside the pre-1989 NATO
countries and the three new, former communist countries that joined in 1999 -- the Czech Republic,
Hungary, and Poland. Second, at the European Union’s December Summit in Copenhagen, eight
SEED-recipient countries (the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Slovakia, and Slovenia) were formally invited to join the EU and now are expected to achieve full
membership in 2004. In addition, the EU promised Bulgaria and Romania consideration for entry in
2007, if they continue to make the necessary reforms.

The enlargement of NATO and the EU to include most of the formerly communist countries of
Central and Eastern Europe represents a giant step toward fulfilling the vision of the United States
through the past three Administrations of a Europe whole, free, and at peace. Although many
difficult challenges remain, especially in Southeastern Europe, an important corner has been turned,
and the road to further progress is clearly marked. Success always has many fathers, and the
positive developments in Central and Eastern Europe are no exception. Nevertheless, the
government and people of the United States have every reason to be proud of the important part
they have played through the SEED Act in inspiring and contributing materially to that success.

As bilateral SEED programs have phased out in the eight “graduate” countries (i.e., the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, and Slovenia), the continuing needs
of SEED recipients in Southeastern Europe have been thrown into even sharper relief. The
program’s current focus therefore is on the four states arising from former Yugoslavia (except for
Slovenia) and Kosovo, as well as Albania, Bulgaria, and Romania. With the diminishing SEED
resources available, we will continue to pursue our goals for these countries and the region of
peace, stability, integration into the rest of Europe, and the emergence of market democracies that
support the United States in fight against global terrorism. Within those broad goals, our strategic
priorities are to promote the integration of the Southeastern European states into NATO and the
European Union, strongly encourage and support European efforts to lead that process, create
stability so that the international military presence can be reduced and ultimately withdrawn, fight
global terrorism and organized crime in the region, and promote conditions that support private-
sector-led economic growth.

Turning to developments in the SEED countries during Fiscal Year 2002, four of the five states
arising from the dissolution of the former Yugoslavia -- Bosnia and Herzegovina, Croatia,
Macedonia, and Serbia-Montenegro, as well as Kosovo -- experienced steady, if at times slow
progress in their efforts to achieve democratic and free market reforms. All are still struggling in the
task of building democratic institutions and to overcome the effects of their communist past, the
destruction and dislocations of the Balkan wars of the 1990s and their aftermath, inter-ethnic
tensions, and poverty. The good news is that all now have democratically elected governments and
are learning the difficult lessons of democratic governance. All seek eventual membership in Euro-
Atlantic security and economic organizations and have a growing understanding of what will be
required for them to join.

The SEED program has played an essential role in this turn of events. First of all, by its very
existence and continued presence in the region, SEED demonstrates United States commitment to



|. Introduction

the successful development of the area, and the other countries covered by the SEED Act. Its
importance as a symbol of U.S. engagement, and the support that that practical involvement
continues to leverage from other donors, is difficult to overestimate. On the practical level, SEED
assistance zeroes in on the areas that largely will determine the success or failure of these
countries’ democratic transitions -- better laws and more effective judiciaries, reduced crime and
corruption, effective programs against trafficking in humans and support for the victims, healthier
inter-ethnic relations between majority and minority populations, market economies that work, free
and vigorous media, and vibrant civil societies characterized by energetic non-governmental
organizations, to name only a few. The State Department counts on the U.S. Agency for
International Development, and numerous other U.S. Government departments and agencies, for
the implementation of SEED programs, as well as for their technical expertise.

To summarize very briefly and selectively, SEED support in Fiscal Year 2002 helped Albania move
forward in key areas and contributed to the consolidation of democracy and market reforms in
Bulgaria and Romania. Peace and stability were strengthened in Bosnia, Kosovo, and Macedonia.
Although Slovakia was no longer a recipient of bilateral SEED assistance, SEED regional programs
contributed importantly to the country’s successful elections, by backing get-out-the-vote and voter
education campaigns in particular and civil society organizations in general. The three Baltic States,
also “graduates” from bilateral SEED assistance, also benefited from a variety of regional programs
to strengthen the rule of law, civil society, the environment, inter-ethnic relations, and anti-
tuberculosis and HIV/AIDS activities, as well as to foster regional cooperation. In all eight of the
“graduate” countries, the Embassy Democracy Commissions had modest funding for small grants
programs to strengthen civil society through support for non-governmental organizations. SEED
regional funds have supported such important multi-country initiatives as those of the Stability Pact
and Southern European Cooperative Initiative (SECI). The report that follows spells out how SEED
funds were used and what was achieved in all 15 SEED-eligible countries and Kosovo.

SEED unquestionably has played an important role in the dramatic progress that has been achieved
in Central and Eastern Europe since 1989. Although many problems remain and the desire for U.S.
support and an American presence in the area has not abated, we are starting to plan for additional
“graduations.” As the amount of SEED funds available and the area in which our bilateral programs
are active continue to shrink, the Congress, the Administration, and indeed the American people can
take satisfaction in the fact that this assistance program is doing what it set out to do. With several
more years of a reasonable level of funding, one should be able to say that it has been a job well
done.

Thomas C. Adams
Acting Coordinator of U.S.
Assistance to Europe and Eurasia
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Il. Country Assessments
ALBANIA
Political Overview

Albania’s last general election, in which the Socialist Party and its allies won a clear majority of in Parliament,
was in 2001. Jockeying within the party since then has led to three different Prime Ministers and Cabinets.
More recently, and for the first time in Albania’s post-communist history, the leaders of the two largest parties
reached an accord to support a consensual President, who was sworn in on July 24, 2002. This has made the
pursuit of political reform on a sustained and integrated basis problematic. Given the improved cooperation
between the two largest parties, however, many conclude that the country is at long last moving down the path
of political stability. One proxy indicator of this is that transparency and corruption have, over the past year,
largely eclipsed issues such as crime and public order in the mind of the average Albanian citizen.

Businesses and private citizens are becoming more aggressive in complaining about corruption. It is widely
recognized that corruption taints many aspects of Albanian society, eroding public confidence, undermining the
rule of law, deterring foreign direct investment (FDI), and delaying Albania’s integration into Euro-Atlantic
structures. Petty corruption remains pervasive among central and local governments, as does the large-scale
corruption at higher levels. While much of the legal framework for combating corruption is in place, the
Government of Albania (GOA) remains weak on implementation. However, initial steps taken to mitigate human
trafficking led the State Department to raise Albania’s ranking to Tier Il in 2002, compared to its previous Tier llI
ranking. While the new Prime Minister recently launched a well-publicized anti-trafficking campaign, it remains
unclear whether or not the GOA has the requisite political will to follow through.

The trafficking issue is at least partially symptomatic of the inequalities faced by women, who have a low level
of participation in decision-making processes and in domestic politics. The parliamentary system is a mix of
direct election and proportional representation. In 2001, women made up only 7 percent of the direct candidates
and 15 percent of proportional candidates. There were no women on the Central Electoral Commission, and
only 7 percent of Zone Election Commissions members and 8 percent of Voting Center Commission members
reportedly were women. There is further evidence of this trend in the UNDP Gender-Related Development
Index, which ranked Albania 74th out of 146 countries, the lowest in Europe.

Economic Overview

Albania is enjoying significant growth and macroeconomic stability. In 2001, economic growth was 6.5 percent,
the budget deficit was 3.1 percent of GDP, and external reserves remained at 4-5 months of imports. The
budget is at 8.5 percent of GDP, and domestic financing is expected to expand to 7.3 percent. Estimated FDI
reached $220 million in 2001, then fell to $153 million in 2002. Estimated FDI per capita is only $174 in
cumulative terms since 1989, the region’s lowest. Estimated inflation for 2002 is about 4.1 percent, as
compared to 1-2 percent in previous years. However, first-quarter inflation has already reached 6.6 percent,
due to increased energy imports and money supply caused by withdrawals of deposits from a large state bank
that failed to be privatized. While the GOA'’s role in the economy continued to shrink, its plans to sell several
large, state-owned enterprises in 2002 were not realized.

Albania’s trade deficit continued to grow rapidly. Imports exceeded $1.2 billion in 2001, while exports reached
$302 million, resulting in a trade deficit of almost $900 million. Exports continued to decline, primarily because
of a lack of industrial production, and the surge in imports was due to increased domestic demand, as well as to
large increases in electricity imports. The GOA's foreign sovereign debt is well over $900 million and, with
planned project investments or financing, is expected to rise to over $1.1 billion. Future GOA revenues are
likely to be diverted from domestic investment to service and retire foreign debt. Financing was secured by high
levels of external assistance, workers’ remittances ($750 million, or 18.1 percent of GDP), and private sector
activity largely resulting from Albania’s initial set of structural economic reforms.

Albania remains one of Europe’s poorest countries and the Eastern European country with the highest level of
poverty, ranked 85th out of 162 countries on the 2001 Human Development Index. While the GOA-registered
unemployment rate was 14.4 percent in 2001, unofficial estimates of those who are either unemployed or
engaged in informal or illegal activities range between 30 and 40 percent of the workforce. Studies indicated
that inequality in national income distribution is increasing steadily, and conditions for the majority of the
population remain onerous. In relative terms, 29.6 percent of all Albanians are poor, and half of them are in the
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extreme poverty category. In absolute terms, 46.6 percent of all Albanians are below the poverty line of $2 per
capita per day, while 17.4 percent have incomes of under $1 per capita per day. Although the available
statistics generally are not gender disaggregated, informed experts agree that such poverty falls
disproportionately on women and children.

In summary, the current domestic political and economic situation offers some grounds for optimism regarding
Albania’s prospects for future stability and economic growth. However, the current fragile stability could be
quickly and easily undermined by either endogenous or exogenous factors. The unfavorable trends in political
and economic inequality and the incidence and severity of widespread poverty are issues of increasing
concern.

Overview of SEED Assistance

From 1992 through the end of FY 02, the U.S. had provided more than $330 million in assistance to Albania to
support long-term development and facilitate its transition to a modern democracy with a market-oriented
economy. This includes $18 million through the 1999 SEED Supplemental Act and $12 million in budget
support contributed to the GOA to ease the fiscal pressures caused by the Kosovo refugee emergency. USG
assistance falls into the following categories:

e Economic reform, including activities supporting agriculture and agribusiness development,
growth of private small and medium enterprises, improving the availability of financing to
entrepreneurs, and strengthening banking supervision.

® Democratic reform, including support for civil society to increase citizen awareness of public
issues and assist in elections, strengthen legal institutions and the rule of law, facilitate the
decentralization process, and improve GOA capacity to address corruption and trafficking
issues.

e Social sector and humanitarian programs, including partnerships with U.S. health
organizations to assist in family planning and other interventions, primarily for reproductive
health.

The Current Transition Context

Despite the significant progress made since 1997-98, Albania still faces major obstacles in completing the
transition process and sustaining equitable, broad-based economic growth. Moreover, the costs of transition to
date are seriously undermining public support for further reform. These include a rise in both income poverty
and elements of human poverty; an increase in income inequality and wealth inequality; rising gender
inequalities; growing unemployment, underemployment, and informal employment; and persistently high levels
of morbidity.

To some extent such transition costs were inevitable in the short to mid term, but they were unnecessarily
exacerbated by poor timing and/or GOA delays in implementing major reforms. Successful completion of the
transition phase requires Albania to continue, if not accelerate, the economic and democratic reform process to
stimulate private sector investment and civil society development, while mitigating the transition costs to the
general public. With Increased political and economic stability, Albania could play a larger, more productive role
in reducing regional ethnic tensions and increasing regional stability.

Program Impact
Economic Reform

Private Enterprise Development: Albania made significant progress in enterprise development during FY 02.
According to the GOA's Institute of Statistics, the number of registered business entities increased by 4
percent, and the informal economy as a percentage of GDP dropped from almost 70 percent to about 54
percent. According to a study by the Institute for Development and Research Alternatives, the quality of
commercial lending by the banking sector improved dramatically, as the percentage of standard loans to total
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loans increased from 59 to 88 percent. The 2001 Annual Report of the Bank of Albania indicates that
confidence in the banking sector continued to rise, as deposits grew by 20 percent, providing substantial
liquidity for new investments.

Opportunities International’s micro-credit program maintained its remarkable on-time repayment rate of 96
percent, with an interest rate of 24 percent. The program has become financially self-sustaining, and the
number of active clients remained about 1,760. Many micro-credit clients are multiple borrowers, as the sole
entrepreneur transitions to small-scale businesses. In addition, many former micro-credit borrowers gained
business skills and confidence, which enabled them to grow into small businesses.

The Chemonics Small Business Credit and Assistance Program directs an array of training, counseling, credit,
and guarantees to viable businesses with growth potential. It established a $750,000 guarantee agreement with
the National Commercial Bank, and within two months, eight loans were processed. A $2 million credit line with
the Albanian credit agency PSHM is demonstrating that credit risk is best managed by a combination of
character and cash flow factors, rather than an emphasis on collateral.

The demand for services and assistance from the USAID-supported Regional Development Agencies in
Albania increased by 45 percent, as small and medium businesses acknowledged the value of business
planning and market development. Bank loans to medium-sized businesses secured by the loan guaranty
from the USAID Small Business Credit and Assistance Program increased by almost 40 percent
from FY 01. During the last six months, agribusiness clients of the USAID-supported International
Fertilizer Development (IFDC) program invested $2,336,000 to increase production and for product
development. An agriculture association credit union made $156,000 in commercial loans to
members, an increase of 32 percent from 2001.

With IFDC support, Albania’s private sector agribusiness council, KASH, joined the Ministry of Economy’s
Business Advisory Council to guide the GOA'’s agribusiness development initiative. In addition, private sector
demand for trade advice from the USAID-supported Albanian Center for International Trade (ACIT) continues to
grow. ACIT initiated a public information program and a series of roundtables to incorporate business interests
and inputs from the private sector into the successful negotiation of free trade agreements with Croatia,
Macedonia, Montenegro, and Serbia. On the advice of USAID advisors, the GOA recently established a Small
and Medium Enterprise Development Agency further to support private sector investment activity and the
Agency for Direct Foreign Investment. The GOA budget for 2003 includes funds for both agencies, which are
also receiving continued training and advice from USAID.

The absence of certified registrations and competing or confusing ownership claims interferes with land
development. The Associates for Rural Development is addressing this issue through implementing the first
registration of immovable property. First registration develops parcel descriptions and is accompanied by
verified ownership documentation. This provides businesses and persons with improved access to credit
through land collateralization. Nearly one-third of the 3,000 cadastral zones are now registered, another one-
third are in process, and the balance is to be completed in two years. As urban land markets are the most
active with the boom in residential housing, first registration is being aided by municipal governments that are
attempting to enforce land use planning and construction licensing.

In addition, the University of Maryland’s International Institutional Reform in the Informal Sector (IRIS) set up an
electronic and remote moveable registry system, that now is housed in the Ministry of Finance. Banks and other
lenders have registered over 1,500 claims to secure interest rights in moveable property. The first foreclosure in
response to a default in payment of property secured by the registry was carried out successfully under the
micro-credit program of Opportunities International.

The University of Nebraska successfully launched an MBA program at the University of Tirana. Applications
continued to rise, and two classes were added to meet the demand. The University anticipated GOA
decentralization efforts by creating an MPA program to develop a skilled cadre of municipal administrators. The
Harry T. Fultz School continued to focus on secondary education by helping students acquire technical skills to
meet an increasingly sophisticated labor market. Student enrollment on a fee basis remained constant at 450,
and the newly awarded grant to establish a community college will introduce highly specialized technical
training.

The USAID grant to the American Harry T. Fultz Foundation in FY 01 enabled all major secondary schools to
participate in the Junior Achievement Program in FY 02. Previously, this program was limited to Tirana, due to
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funding constraints. Teachers outside the capital now are receiving training in basic economic and business
concepts, and specialized courses in business ethics, law, and entrepreneurial development are becoming
available. With the Harry T. Fultz Foundation’s support, the Albanian Foundation for Economic Education of
Youth is expected to qualify for future direct USAID funding to implement the Junior Achievement Program,
rather than acting as a subcontractor.

Agriculture and Agribusiness Development: Subsistence agriculture continues to dominate Albania’s
economy and employment. Before 1991, agricultural imports were limited, and traditional exports included
tomatoes, cucumbers, and peppers. But agricultural conditions changed dramatically during the 1991
destruction of state-owned properties, including collective farms, fruit trees, and irrigation systems. Young
people left to work in Greece and Italy, leaving the old and very young behind. Remittances have substituted for
farm incomes. Traditional domestic markets were subsequently flooded with imports.

Land reform followed, but the laws governing land redistribution were flawed. The legislative intent was to
provide shares of arable land to all rural families. This resulted in holdings too small to be cost competitive with
large-scale, low-unit-cost, mono-culture foreign producers. Consequently, USAID agriculture programs had to
start by creating a monetary and marketable surplus culture for agriculture and gradually move into the
formation of agribusinesses. Significant progress has been made in selected sub-sectors in terms of import
substitution. Domestic producers now fully serve Albania’s market for fresh eggs. Greenhouse production of
tomatoes dominates domestic markets and is expanding into export markets as well. The USAID agricultural
initiative now is moving into other agricultural sub-sectors with export and/or import substitution potential.

The IFDC program recognized that trade associations were an efficient conduit for training and distribution of
market and product information. The umbrella agribusiness council (KASH) became a powerful lobby for
farmers and agribusinesses. Of the 17 associations established within KASH since the program started, eight
are now financially self-sufficient. Member services charged on a fee basis are now sufficient to support
association costs. Regional and annual meetings produce options for the GOA regarding taxation schemes,
import and export tariffs, and needed agriculture sector credits. The GOA recently initiated an agriculture sector
guarantee fund and also engages KASH actively in preparing free trade agreements.

In 2001, IFDC targeted its efforts on existing and potential business leaders. This enabled IFDC to narrow its
assistance to a manageable but very influential and progressive clientele. The current focus is on extra virgin
olive oil, horticulture, herbs and spices, poultry, and fresh fish. Staffs were organized by teams, with emphases
on commercially based consulting services, regional competitiveness, and technological improvement. Using
Israeli greenhouse technology, for example, Albanian tomato producers are now starting to edge out imports.
Additional greenhouses have been purchased, and soon there will be sufficient production to serve potential
export market niches in free trade agreement countries. As a result of IFDC interventions, agribusiness clients
invested $2,336,000 of their own capital in technology to increase productivity and quality.

The Land O Lakes program is helping local livestock enterprises to compete effectively with foreign imports in
domestic markets. Domestic egg production fully serves Albania, and locally produced poultry has captured
almost 75 percent of that market. Milk production is up by 45 percent, as milk collection stations are paying
premium rates for fresh milk with high butter fat and low bacteria. Although imported UHT milk still controls a
major share of the domestic market, local producers have captured 88 percent of the market for processed milk
products, including cheese, yogurt, and ice cream, up from 54 percent a year ago. A “Seal of Quality” project
has been launched to carefully selected producers, processors, distributors, wholesalers, and retailers to
maintain and reinforce high quality and sanitary standards.

Trade: Foreign trade accounts for about 38 percent of GDP. However, imports were $1.2 billion, while exports
were $302 million, creating a trade deficit of nearly $900 million. AImost 70 percent of exports involved
piecework processing of shoes, clothing, and textiles that depend on cheap, uneducated labor. Albanian
consumers and businesses now prefer imported products and services, and foreign producers have
overwhelmed domestic competitors as a result. In response, the USAID funded Chemonics Small Business
Credit and Assistance Project is identifying and working with private sector firms that have export potential. A
competitiveness analysis identified the following sectors for targeting a combination of business assistance and
credit: fish, olive processing, herbs and spices, and thermal insulation.

The trade imbalance reflects the openness of Albania’s borders to imported goods and services, supported by
an estimated $750 million of remittances annually. The Albanian Center for International Trade, within the
Institute for Contemporary Studies, is helping the Ministry of Economy to negotiate free trade agreements with
other Balkan countries, and with WTO conditions. It also encourages Albanian businesses to use favorable



[1. Country Assessments

treaty provisions to further export development. Although it is too early to identify trade -related advantages for
Albanian businesses, the American Chamber of Commerce and the Chamber of Industry and Business
distribute this information to their membership.

Financial Sector: Two USAID programs are responsible for major improvements in the Bank of Albania’s
(central bank) organization, operations, and bank supervision. Before ending in September, the Barents bank
supervision program, in consultation with the World Bank, established an on-site and off-site bank supervision
department that meets EU standards. The Financial Services Volunteer Corps (FSVC) assistance now spans
all central bank functions, including research, anti-money laundering, information technology, monetary policy,
payments, internal audits, human resources development, bank supervision, and deposit insurance. Growing
recognition of the Bank of Albania’s role in supervising bank credit programs increased the percentage of
standard loans to total loans from 88 to 94 percent. The Small Business Credit and Assistance program,
Georgetown training program, World Learning, and FSVC continued to provide training in commercial lending
to Albanian banks. Domestic credit offered by these banks increased 10.2 percent from the previous year.

Energy Sector: The deleterious effect on the economy of the energy sector’s poor performance is
substantial. Frequent, prolonged power outages in cities and villages caused major costs for
businesses, as they bought alternatives to electricity utility generation. The lack of reliable power
sources discourages private investment in the industrial sector. The electric utility depends heavily
on hydro-generation, which accounts for 93 percent of domestic generation capacity. To make
matters worse, there have been no major investments in generation, transmission, or distribution in
the last 15 years. The percentage of non-payers exceeds that of those who do pay. Moreover, the
GOA has failed to pay for imported electricity, and the arrears are becoming unmanageable.
Technical losses average 35 percent, and many villages cannot operate electric appliances or
machinery even for basic purposes.

USAID energy sector assistance to the GOA had a positive impact in mobilizing IFI support in starting to
address the foregoing problems. In response to an urgent request by the World Bank to draft a major policy
statement with specific commitments for energy sector reform, USAID used its technical expertise to help kick
start the targeting of IFI energy investments. The policy statement was prepared, with substantial GOA and
Albanian Energy Regulatory Agency (KESH) collaboration, and was presented to donors in Brussels. Donor
approval of the statement unleashed more than $120 million in commitments for energy sector projects,
including a power plant near Vlora to reduce dependency on the unreliable hydroelectric power system.
However, power blackouts continue to hinder economic expansion, driving up unit costs of production and
reducing the economy’s competitiveness.

The Pierce Atwood law firm continued to strengthen the Albanian regulatory agency’s institutional capacity,
such as by drafting legislation needed for energy sector reform and preparing implementing rules and
regulations. The National Association of Regulatory Utility Commissioners arranged for the Indiana State Utility
Commission to pair with KESH. CORE International is providing expertise to the GOA'’s high-level Energy
Sector Task Force, as well as assisting KESH to unbundle its generation, transmission, and distribution. The
U.S. Energy Association, which is providing internships and training to KESH in the organization, management,
and operation of an unbundled utility, is also supporting this.

Regional Infrastructure: The USAID-funded Regional Infrastructure Project (RIP) is assisting the Ministry of
Transport systematically to register all land expropriated for roads and highways. RIP shifted GOA emphasis for
restoration of the railroad from east-west to south-north, thus providing a future direct rail connection through
Montenegro to European markets. Creditors and donors were increasingly concerned about the GOA's failure
manage large-scale infrastructure projects effectively. In response, a monitoring system was developed to
institutionalize construction performance and accountability. The system enabled the GOA to draw down on
construction credits. For example, RIP is incorporating individual development schemes and current financing
options into a master development plan for the Port of Durres. Once the plan is approved, the EIB and EBRD
will release construction credits.

Democratic Reform

From the fall of communism until 1997, progress toward establishing strong non-governmental organizations
(NGOs), independent media, and democratic political parties in Albania was severely hampered by the collapse
of the pyramid schemes. Albanian society today continues to reflect the resulting polarized political
environment, though this polarization is slowly abating. Citizen participation is increasing, and public discourse
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is markedly more civil, a major improvement given past excesses. Over the past year, program efforts focused
on strengthening Albania’s civil society organizations that are independent of political parties, providing
independence and accountability to the judicial system, and mobilizing citizen action against trafficking and
pervasive corruption.

NGO Development: USAID has participated since 1995 in developing Albania’s NGO sector, first with the
Democracy Network Program, which ended in 2000, and then with Partners for Democratic Change.

Partners for Democratic Change (PDC) established a Center for Change and Conflict Management that is now
under Albanian management. The Center completed its assessment of the needs of Albania’s NGO community
regarding alternative dispute resolution and management capacity building. Unique in its depth and breadth, the
needs assessment gives a thorough picture of the NGO sector’s strengths and weaknesses. The donor
community now uses the published assessment and the Albanian NGO Directory to focus technical and funding
assistance to the NGO sector. PDC extends training and technical assistance, along with small grants, to help
build capacity provide social services.

The USAID-sponsored International Center for Not-for-Profit Law (ICNL) followed up on the passage of a liberal
NGO law last year by working with the judiciary, advocates, and NGOs on the practical aspects of implementing
the law. ICNL introduced standardized forms to be used in the various steps of the NGO registration process,
trained lawyers key to the NGO sector on the provisions of the law, and soon will train the Chief Judge of and
the six Judges within the Tirana District Court tasked with registering NGOs.

To establish successful NGOs, citizens must understand and value the basic processes and practices that
characterize a democracy. The National Democratic Institute (NDI), with USAID sponsorship, began the Civic
Forum program in Albania in 2000. Local coordinators have worked since then with over 200 groups in about
75 rural and urban communities to improve citizens’ understanding of democracy and to equip them with the
skills they need to undertake community advocacy efforts. At the close of FY 02, 14 field coordinators had
engaged more than 1,500 citizens in central Albania, including nearly 50 groups pursuing initial community
organizing efforts.

Changes in citizens’ understanding and behavior are increasingly apparent. For example, in Kamez, a sub-
district of Tirana that has grown rapidly in the last seven years, a group of pensioners demanded low-cost bus
tickets to allow them greater freedom of movement and access to markets, shops, and services. Meetings with
senior municipality officials yielded few results but generated growing support for the reduced fares. After
months of taking their case various stakeholders and decision -makers, the pensioners secured the right to
discounted fares. While the economics may be questionable, the pensioners’ persistence and appreciation that
different stakeholders needed to be brought into the organized effort reflect a deeper understanding of
participatory democracy.

The density and diversity of the NGO sector have continued to grow, giving Albanians an expanded choice of
NGOs to represent them in public matters. Empowered citizens, in turn, make their NGOs stronger, more
effective, and representative, and present their concerns directly to the GOA, without going through a political
party. The expaned NGO presence at the regional level and below has contributed to the devolution of decision
making to local actors. The NGO sector has significantly increased the awareness of GOA and the public at
large regarding its activities and contributions. However, the sector as a whole still remains too dependent on
international donor largesse.

Elections and Political Party Development: The International Foundation for Electoral Systems (IFES),
sponsored by USAID, followed up last year on the recommendations provided by OSCE’s Office for Democratic
Institutions and Human Rights, following the 2001 elections. IFES surveyed local government election officials
and members of the judiciary further to identify areas in the election process needing improvement. Based on
this survey, IFES sponsored the establishment of the Albanian Association of Local Government Officials and
commenced a professional development program for the staff of the Central Electoral Commission (CEC).

Major improvements to the voter registry process continued, including a GIS mapping exercise of
polling districts, with leveraged donor funding from the Netherlands and Italy. Proposed changes to
the electoral code were offered to the Parliamentary Bi-Partisan Commission on Elections, formed in
June 2002. IFES sponsored European visits for CEC members and staff to give them election
administration experience outside Albania. In partnership with World Learning, 15 members of the
Association of Local Government Election Commissioners observed election procedures in Bosnia.
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With USAID sponsorship, NDI began its Political Party Leadership Development Program, known locally as
ZHUP, in 2000. In FY 02, 144 young political activists from 12 parties participated in ZHUP training workshops
throughout Albania. Topics included communications, negotiation skills, coalition building, voter contact, and
the role of politicians in government. Late in FY 02, NDlI initiated a series of party branch building workshops, in
which more than 110 activists from four parties took part.

ZHUP participants increasingly are recognized as having unique skills and knowledge and are sought as
trainers in Albania and throughout the Balkan region. Seventeen ZHUP participants facilitated workshops in FY
02. Finally, ZHUP participants designed and delivered projects to disseminate the knowledge they had gained
in the program. These projects included creating a Code of Conduct that was signed by all youth forums of
Albanian parliamentary parties; a multi-party seminar series in seven cities called “Together”; and voter
outreach programs by five of the larger political parties.

Local Government Assistance and Decentralization: USAID is conducting activities to improve
public administration by local officials,_within the framework of transparent, accountable local
governments, with the goal of providing improved public services. For example, workshops were
held with municipal officials responsible for solid waste collection and disposal. As a result, the
officials learned how to determine the real costs of such services and set collection fees accordingly.
Waste collection services improved in over half of the municipalities represented at the workshops.

The Urban Institute (Ul), USAID’s implementing partner, is conducting activities to support improved public
management in Albanian municipalities and the GOA's strategy for devolving authorities and resources to local
governments. Ul has worked closely with the National Decentralization Committee and the inter-ministerial
“Group of Experts" to implement fiscal decentralization, property transfer, and the use of a formula by the
Ministry of Finance to distribute un-earmarked funds to all local governments in 2002. The distribution of such
funds to local governments in this manner de-politicized the process and ensured that local governments were
able to plan to use the funds effectively for their constituencies’ benefit.

Ul has been instrumental in assisting the Ministry of Local Government to maintain a focus on the
decentralization process that requires close cooperation between local and central government officials. To this
end, Ul expanded its training of local officials to include expenditure management, focusing on modern
budgeting, citizen participation, and revenue management, paying particular attention to local taxes and solid
waste fee structures for services. This work continues to be coordinated with Dutch, German, and Swedish
donors, as well as with the Council of Europe, OSCE, and UNDP.

Legal Framework: The Central European and Eurasian Law Initiative of the American Bar Association
(ABA/CEELLI), with USAID sponsorship, maintained its focus on three areas: a) judicial training, whereby the
magistrates school continues to support the training of new and sitting judges, to increase the effectiveness and
legitimacy of the court system; b) legal organization, through the strengthening of the Albanian Constitutional
Convention, Association of Judges, and national and local -level bar associations; and c) legal education,
through the development, publication, and distribution of professional journals, and continuing support for the
law library and curricula for the University of Tirana Law School.

Consistent with the above, ABA/CEELI assisted the National Judicial Conference (NJC) through
financial and logistical support to the annual meeting of all Albanian judges. The NJC adopted
amendments to its Charter at the meeting, adding a nominating commission and imposing member
dues. Two prominent members of the U.S. Federal judiciary led a workshop for NJC officers on
effective leadership. A second Court-Media workshop was conducted, and an Index of Albanian
legislation for the 1990-2001 period was developed and distributed to all judges.

The improvement of legal professional education remained a central goal of ABA/CEELI. Professors of the
Albanian Magistrates School (AMS) were trained to teach a Legal Writing and Reasoning course, formerly
taught only by ABA/CEELI faculty, using ABA/CEELI-developed materials. In addition, financial and logistical
support was provided for the first continuing education program for sitting judges and prosecutors in AMS’s six-
year history. Also, the Legal Writing and Reasoning course was taught at the University of Tirana Law School
for the first time for credit within the regular curriculum, while Moot Court competitions were coordinated for the
students. Finally, a Business Writing course was given, complete with course manual, for the administrative
staff of the AMS and the Law Faculty.
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Regarding civic legal education, ABA/CEELI, together with the Tirana Legal Aid Services Center, published a
newspaper series on the basic legal rights of citizens. Twenty thousand copies of a brochure on domestic
violence rights were distributed. A practical guide for citizens concerning rights under the Administrative
Procedures Code and the Right to Information Law was developed. Three citizen roundtables with the anti-
corruption Citizen Advocacy Office were conducted. Finally, ABA/CEELI funded the Center for Peace through
Justice to train village women in their legal rights.

In FY 02, East-West Management Institute, Inc. (EWMI), sponsored by USAID, continued to help Albania
implement its large body of recently enacted but poorly enforced commercial laws. EWMI provided
comprehensive, multiple-day training to 92 judges in banking law, 91 judges in creditor/debtor law, 67 judges in
commercial construction contracts, and 29 judges in civil trial practice, as well as a specially designed, four-day
course in basic commercial law concepts for 17 judges from smaller courts. EWMI also organized and delivered
introductory computer training for 297 judges and court staff throughout Albania. EWMI was instrumental in
building institutional capacity at the magistrates school so that it could begin educating sitting judges, helping
the school develop and finalize a long-term strategic plan, and assisting the school to draft/publish its first
program for continuing judicial education.

EWMI improved the administration of Albania’s court system by providing introductory management and budget
training to all court chancellors. By bringing chancellors and chief judges together for joint professional training,
EWMI also helped reduce friction between chief judges and the Ministry of Justice, which appoints chancellors.
Working with a local software developer, EWMI designed and installed pilot statistics software at the Tirana
District Court, enabling the chief judge and chancellor of Albania’s largest court to collect and report caseload
statistical data more efficiently to central court authorities.

The Albanian Judicial Conference, made up of judges, is constitutionally mandated to appoint nine of the 15
members of the High Council of Justice, the nation’s highest judicial governing body. Due to lack of staff and
administrative capability, the Conference previously appointed High Council judges hurriedly and
undemocratically at an annual meeting. In FY 02, due largely to the new Secretariat Office of the Judicial
Conference developed and funded by EWMI, two judge openings on the Council were filled through a careful,
fair election held after debate at a special meeting of the Conference. Eleven qualified candidates lobbied their
peers and vied for the two seats in an open, transparent process. The media focused on the event, which
Albania’s President praised as an advance of democracy.

EWMI also completed a database of all Albanian legislation enacted since 1991, and, in cooperation with the
Chief Justice of the Supreme Court, published a compilation of all precedential Supreme Court cases rendered
since the Constitution was enacted. Previously, the judges’ only access to Albanian law was through back
issues of the Official Gazette, which have never been published collectively or annotated.

Media: The USAID-sponsored Promedia Program, under IREX, achieved success in the formulation and
conduct of televised campaign debates during the national election cycle. It worked with 23 separate local TV
stations. Debates followed an American model, in which each candidate was asked the same question by a
non-partisan moderator and was allowed an equal period to reply. Questions were based on local issues
identified by a panel of voters. The model was so well received that all TV stations replicated the debates, using
the same format, without program assistance. IREX continues to conduct training in business management for
all forms of media, along with ongoing curriculum development for journalism students and support for start-up
professional associations. IREX is also working with the Albania Media Institute to provide Internet access for
the entire journalism community over the next years.

Promedia works with civil society organizations and local government implementers to promote a better
appreciation of citizen participation in community improvement projects through an immensely popular TV
series called “The Heroes of Albania.” The mayor of Tirana acknowledged the program as the impetus for
several private/public alliances. This includes new paving and sidewalks for several main roads, where private
citizens and businesses matched municipal funds to pay for the projects. Twenty more episodes were produced
during FY 02, and the network of stations airing the program increased to 23. Financial management remained
a key focus for IREX. The team visited 19 TV stations, mostly in the regions, and six of the local newspapers
providing a simple Excel/Access-based program to help the organizations maintain their revenues and
expenditures in a logical manner, providing the basic financial information to run their companies.

IREX also issued the first independent ratings survey of viewer’s habits to the broadcast industry. The method
was based on a viewing diary maintained for 28 days. The survey was taken in 14 metropolitan areas and the
results distributed to all TV stations. Working with World Learning and MSI, IREX held a month -long training for
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journalists, utilizing the talents of some key personnel from “60 Minutes.” It is the intention to replicate that
format and produce a semi-monthly program aimed at exposing corruption and trafficking. IREX resurrected a
program from last year called “Lajme Mir” (Good News), but added a photojournalism course to the project and
provided 35mm cameras to the participants. The success of this training is shown by the plethora of photos
now appearing in the dailies.

The National Council for Radio and Television (NCRT) was initiated in 1998 but, unfortunately, none
of its members had a clear idea of their responsibilities. Over the past three-and-a-half years, it has
issued 61 TV licenses, far too many for a country with slightly over three million inhabitants. IREX,
working with the Danish International Development Agency (DANIDA) and the OSCE, initiated a
frequency -mapping program to bring some order to the licensing situation. An experienced engineer
was hired to visit each broadcasting and retransmission facility in the country and input the data
obtained into a software program. From that information, the NCRT will develop a frequency plan to
eliminate the interference problems affecting broadcasters.

Anti-corruption and Anti-Trafficking: In November 2001, the GOA unveiled a four-year national strategy to
combat trafficking in human beings. Its objectives include: a) identifying the reasons for trafficking and its
methods, current field experience, and gaps in legislation; b) raising public awareness of the problem; c)
ensuring the education of women and children regarding their rights, civil liberties, and legal protections; d)
improving the social conditions of women; and e) strengthening prevention efforts.

USAID’s implementing partner, Management Systems International (MSI), continued its program to combat
corruption and human trafficking. MSI opened the Citizen’s Advocacy Office (CAO), where citizens can bypass
GOA offices to bring complaints about corruption. The CAO is staffed by local lawyers and paralegals, who
assess the merits of a complaint and then take appropriate action by instituting direct legal action, referring it to
the Prosecutor General’s Office, or dropping the case. A weekly morning TV program that deals directly with
corruption issues and features the head of the CAO led to explosive growth in the case load. Additional staff
was hired and the office expanded in FY 02. DANIDA funding has since enabled the CAO to open offices in the
towns of Burrel and Peskopje, and SNV (the Netherlands Development Agency) proposes to fund offices in five
more towns.

With MSI support, the Albanian Coalition against Corruption (ACAC) grew to over 140 members, comprising
NGOs, business associations, and individuals. ACAC holds well attended and reported monthly public forums
on corruption and trafficking issues. There also are six committees targeting specific corruption issues, one of
which deals with human trafficking. The work plans for the Executive Committee and the six target committees
were reviewed and renewed for the coming year. Both ACAC and MSI work closely with the GOA's anti-
corruption and anti-trafficking units. NDI, through its Civic Forum initiative, and PDC, through its women'’s
groups, also promote anti-corruption and anti -trafficking.

With USAID support, the International Office of Migration (IOM) became active in anti-trafficking and community
empowerment activities. This included: a) establishing MOUs for cooperation with key GOA agencies; b) direct
assistance to trafficking victims through a reintegration center; c) strengthening the capacity of police in counter
trafficking and irregular migration; d) research into attitudes and perceptions regarding trafficking among
vulnerable groups; e) establishing strong relationships with NGOs to mobilize local communities to combat
trafficking; and f) the launching of two mass information campaigns.

With funding through the Embassy’s Public Affairs Office (PAQO), the Democracy Commission’s Small Grants
Program made numerous awards to local NGOs in FY 02. For example, grants for public awareness and
educational campaigns on problems related to trafficking and prostitution were given to: a) the Council of Social
Service Associations in the Durres district; b) the Counseling Center for Women and Girls in Pogradec; c) the
NGO Useful to Albanian Women in Tirana; and d) the NGO Women in Development — Shkodra Branch.
Additional grants were awarded to the Elbasan Women’s Forum to conduct a survey on the trafficking of
women, and TV Arberia and Children’s Rights Center of Albania (CRCA) to produce a series of documentaries
on trafficking.

The U.S Justice Department’s International Criminal Investigative Training Assistance Program (ICITAP)
focused on total information management (TIMs), institutional development, combating organized crime, anti-
trafficking, and establishing a GOA Internal Affairs Unit (IAU). Regarding TIMs, an agreement was brokered
between the Ministry of Public Order (MPO) and the Albanian National Police for designing and establishing an
interagency computer and data base network to strengthen enforcement capabilities. As a result of inputs from



[1. Country Assessments

ICITAP advisers, the Organized Crime Vice-Directorate within the Albanian National Police is being
restructured and brings together a single Directorate responsible for economic crimes, money laundering, drug
control, anti-terrorism, anti-trafficking, and an analytical unit.

ICITAP is pursuing a three-year strategy to combat organized crime and trafficking by placing groups of
international advisors in each of Albania’s three major trafficking venues — Rinas Airport and the seaports of
Durres and Vlora. ICITAP is also supporting the Vlora Anti-Trafficking Center, which was established through
an agreement among Albania, Greece, Italy, and Germany. A police expert/prosecutor is now serving as an
advisor to Albania’s Prime Minister to oversee/monitor the GOA'’s National Anti-Trafficking Strategy. This led to
the design and implementation of an operations plan to cut off illegal trafficking of persons via speedboat.
Reporting directly to the Minister of Public Order, the new International Affairs Unit is now conducting
transparent, verified, and sustained investigations, and, for example, has stopped the practice of “recycling”
corrupt police officers who have been terminated.

Another U.S. Department of Justice activity in Albania is the Overseas Prosecutorial Development Assistance
and Training (OPDAT) program. In FY 02, OPDAT continued its core mission of training Albania’s judges and
prosecutors. It also expanded into such areas as establishing an organized crime task force, setting up and
coordinating a network to share information on Albanian and Albanian-American organized crime, reviewing
and recommending legislation to protect withesses and crime victims, and advocating on behalf of mutual legal
assistance and extradition treaties between the U.S. and Albania. OPDAT is also assisting the GOA to develop
a strategy to locate and freeze assets of terrorist financers, and encouraging regular reporting on the activity of
the Prosecutor General's Office.

Social Sector and Humanitarian Programs

USAID’s primary assistance to Albania’s social sector is in primary health care (PHC), with a special focus on
women'’s health. PHC is a major component of the Ministry of Health’s (MOH) 10-year strategy to improve
health care access and quality. In October 2002, the MOH presented its Ten-Year Development Strategy of the
Albanian Health System, which will serve as the basis for the country’s health care reform program.

Reproductive Health: Continuing the work begun under a predecessor project, the USAID-financed John
Snow, Inc. (JSI) team extended training from the original pilot area to 18 districts, accounting for 69 percent the
Albania’s population. Under the current JSI project, reproductive health has been expanded beyond family
planning and contraceptive technology toward a more comprehensive approach. New curricula have been
developed in STI/HIV/AIDS prevention and the promotion of breastfeeding and quality antenatal care. To date,
JSI has trained 50 MOH trainers to use these curricula.

Project interventions are expanding reproductive health services to all health centers throughout the country.
Previously, contraceptives had been available typically at a single hospital-based center and only in the larger
towns. The addition of as many as 17 more service delivery points in a single district increases access,
particularly in mountainous areas and for low-income women. USAID funding has ensured that the logistics
management information system (LMIS) is now nationwide and claims an 89 percent reporting rate among
service delivery points in Albania’s 36 districts.

The above information is critical to informing the discussions at the newly established Contraceptive Security
Commission. The Commission, consisting of the MOH, UNFPA, USAID, JSI, social marketing organizations,
private sector representatives, and NGOs, is tasked with guaranteeing Albania’s contraceptive security.
Quarterly Family Planning Data reports show method mix, source of supply, and Couple Year Protection (CYP),
as well as forecasting the adequacy of contraceptive supplies and supporting informed distribution systems.

The USAID-funded JSI project provided much of the technical assistance and consensus building that resulted
in the passage of Albania’s first Reproductive Health Law. This law certifies Albania’s transition from a pro-
natalist society to one where couples are assured access to modern contraception methods.

Health Care Reform: Through the PHRplus Project, USAID is helping Albanian counterparts to strengthen
primary health care, with an emphasis on reproductive health. With both national and local-level health officials
and providers, the PHRplus team is developing a pilot program that will become a model for nationwide
replication within the next three years for restructuring the primary health care system. Four primary health
care centers representing both urban and rural settings in Berat and Kucove Districts serve as the model sites.
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At these sites and building on the recently completed Social Sector Rehabilitation and Support Program
rehabilitations in these PHC facilities, critical tools are being developed from the community and primary health
care levels. These tools include a fully functioning health information system, developing a working structure
from which to create an efficient and useful decentralization structure, an analysis of financing and the
development of costing tools accurately to determine the needed level of resources, and improving the clinical
skills of staff, as well as establishing internationally acceptable clinical practice guidelines. In the development
of these tools, all stakeholders are included to ensure not only the broadest exposure but also the widest skills
update possible.

Reproductive Health (RH) Survey: For the first time ever in Albania, an RH survey is under way. Through the
collaborative efforts of the MOH, UNFPA, UNICEF, and USAID (utilizing the Department of Health and Human
Services), a survey on the reproductive health of Albanians is to be completed by the end of 2002, with results
expected early in 2003. From this survey, baseline information on RH topics such as childbearing,
contraceptive use, maternal/child health, and health behaviors and attitudes, more informed health policies and
health services will be developed.

The above information will provide key inputs for planning, monitoring, and evaluating USAID-funded health
activities, improved inter -donor program coordination, and development of GOA funding priorities. The actual
designing, testing, and conducting of the nationwide survey, as well as the subsequent analysis of the results,
will strengthen the capacity of the Institute of Public Health and the National Institute of Statistics.

Health Partnerships: USAID also provides varied assistance to the Albanian health care system through the
American International Health Alliance (AIHA), with support to three partnerships. The Tirana/Providence
partnership brings together two hospitals serving women and children, the Women and Infants Hospital of
Rhode Island and the Maternity Hospital in Tirana. Through this partnership, a model Women's Wellness
Center (WWC) was opened to provide and integrate a comprehensive array of primary care services for women
of all ages. More than 30,000 women have already accessed it. In the past year, a seminal cervical cancer
screening option was developed and is now providing Albanian women with state -of-the-art screening and care
services. In addition, the MOH has replicated the WWC in the Maternity Hospital I, demonstrating this

model's effectiveness.

A second partnership between the Lezha District Health Authority and McGee Hospital in Pittsburgh,
Pennsylvania, has been established to strengthen relevant components of primary health care. Finally, efforts
are under way to model primary health management training and health promotion activities in Albania’s
Institute of Public Health with Romania’s Institute of Health Management, thereby demonstrating the untapped
potential of East-East relationships.

Cross-Sectoral Programs

Participant Training Programs: With USAID's financial support, World Learning’s newly contracted and
expanded Participant Training Program organized 18 training programs. Ten programs supported the growth of
private enterprise, three promoted increased citizen participation, two supported improved legal systems, and
one each supported better health care and special and cross-cutting initiatives. Two Albanians took part in a
conference in the U.S., while another 68 participated in training programs or conferences in other countries,
generally in Central and Eastern Europe. From the total of 70 participants in U.S. or third-country training, 39
percent were women. World Learning also organized six in-country training programs for 317 Albanians, 54
percent of them women.

Five grants were awarded to former training program participants to implement some aspect of their action
plans. Whether for grants or in-country training programs, World Learning staff helped inexperienced NGOs or
institutions improve their ability to organize and financially manage effective training and development activities.
Albanians continued to benefit greatly from training and worked hard to make changes after their training.

Other Training Programs: Included in the Mission’s Cross-Sectoral training programs are the Ron Brown and
Fulbright Scholarships, English Language Training, and a variety of short-term media campaign workshops
funded through the Public Affairs Office (PAO). The Democracy Commission’s Small Grants Program, also
funded through the PAO, enabled two NGOs in Tirana to carry out specialized training programs. These
included the Women'’s Advocacy Center, to conduct seminars for judges, prosecutors, and lawyers on the
application of laws against trafficking, and Women 2000, to educate high school youth in Durres, Kruja, Lezha,
Kurbin, Lushnje, Mallakaster, Berat, and Kucova on the risks of trafficking, and to conduct training programs for
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police members on trafficking issues.

The International Criminal Investigative Training Assistance Program (ICITAP) and the Overseas Prosecutorial
Development Assistance and Training (OPDAT) Program of the U.S. Department of Justice carried out major
training programs in Albania. ICITAP conducted 13 courses in FY 02 and provided training to 310 police
officials in money laundering, drug control, anti-trafficking, and anti-terrorism. Recognizing that criminal justice
system training is largely ineffective unless accompanied by major changes in law enforcement operations,
OPDAT has paired with ICITAP in joint training programs on organized crime, money laundering, asset
forfeiture, and terrorist financing.

Using the resources of the Embassy'’s International Visitor's Program, OPDAT also has sent prosecutors to the
U.S. and other countries for training. Working with an Embassy program that provides “legal” English training to
police and prosecutors, OPDAT is funding the publication of an Albanian-English legal glossary, and has
recommended expanding the English language program to include judges. Finally, OPDAT is establishing
training programs at the Albanian Magistrates School. The support includes the provision of American legal
experts to conduct courses addressing organized crime, trafficking, police-prosecutor relations, and judicial
ethics.

Graduation Strategy

Given its fragile political and economic situation, Albania still faces a difficult transition process and, as
Europe’s poorest country, cannot be considered a candidate for graduation from USG assistance in the
immediate future. Significant efforts against organized crime and corruption are required. There is a continued
need for major legal and regulatory reforms at the sector and sub -sector levels to restructure the economy,
reduce corruption, and stimulate private-sector investment. Important reforms in the rule-of-law and governance
areas are needed to sustain Albania’s nascent democracy, strengthen its civil society, and protect the rights of
women, children, and minorities. These reforms and their effective implementation are necessary if Albania is to
achieve sustainable democratic and economic transitions.

ALBANIA
FY 2002 FUNDS BUDGETED
FOR ASSISTANCE TO CENTRAL AND EASTERN EUROPE
SUPPORT FOR EAST EUROPEAN DEMOCRACY (SEED) FUNDS

USAID/E&E - BUREAU FOR EUROPE & EURASIA

- Private -Sector Development 12.25
- Democratic Reform 7.65
- Social Sector Reform 3.78
- Cross -Cutting/Special Initiatives 5.33
TOTAL USAID/E&E BUREAU 29.00
OTHER USAID PROGRAMS
- Parking Fines 0.037180
TOTAL OTHER USAID PROGRAMS
TOTAL USAID 29.04

TRANSFERS TO OTHER AGENCIES
U.S. DEPARTMENT OF COMMERCE

- Commercial Law Development Program (CLDP) 1.00
TOTAL U.S. DEPARTMENT OF COMMERCE 1.00

U.S. CUSTOMS SERVICE

- Trade and Transport in SE Program (SECI) 0.20
TOTAL U.S. CUSTOMS SERVICE 0.20

U.S. DEPARTMENT OF STATE
- INL Bureau/ Anti-Crime Training & Technical Assistance (ACTTA) 2.75
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- EUR Bureau/Democracy & Public Diplomacy Projects(OSCE,OHR,SBS) 0.71
- ECA Bureau Public Diplomacy Programs / Regional Programs 0.99
- lIP/ International Information Programs 0.01
- Bureau of Public Affairs 0.03
TOTAL U.S. DEPARTMENT OF STATE 4.49
U.S. DEPARTMENT OF TREASURY
- Treasury Advisors 0.48
TOTAL U.S. DEPARTMENT OF TREASURY 0.48
BROADCAST BOARD OF GOVERNORS 0.05
TOTAL TRANSFERS TO OTHER AGENCIES 6.21
PERFORMANCE FUND
TOTAL FY 2002 SEED FUNDS
BUDGETED FOR ALBANIA 35.25

BOSNIA-HERZEGOVINA
Political Overview

The year 2002 saw a number of concrete achievements in both the Serb-dominated Republika Srpska (RS)

and the majority Muslim and Croat Federation of Bosnia and Herzegovina, including the first ever Bosnian-run
elections, which were conducted professionally and peacefully. Bosnian authorities took several decisive steps
to help combat international terrorism, including shutting down non-governmental organizations (NGO)
designated by the UN Security Council 1267 Sanctions Committee as being associated with al-Qaida. Other
significant areas of progress included steps toward restructuring the judicial system, including re-competing
every judicial and prosecutorial position, and the passage of laws bolstering State competencies, including a
Demining Law, State Electricity Law, Copyright Law, Consumer Protection Law, and Law of the State Attorney’s
Office. Returns of refugees and displaced persons have accelerated, and the year -end total should be about
100,000 minority returns, an increase of about 10 percent over 2001. In addition, 62 percent of all property
claims have now been resolved. Also, some 78 persons (12 during 2002) indicted for war crimes have been
transferred to the International Criminal Tribunal for the Former Yugoslavia (ICTY). Out of a total of 129
publicized indictments, 24 indictees remain at large (some indictees have died or their cases were withdrawn or
dismissed). The State Border Service reached 100 percent deployment on Bosnia and Herzegovina’'s (BiH)
borders, and a State Information and Protection Agency was created to coordinate nationwide law enforcement,
as well as provide protection for dignitaries and facilities.

Bosnia’s relations with its neighbors continued to improve in 2002, as moderate leaders in BiH, the FRY, and
Croatia focused on common interests and State-level relationships. Members of the BiH Presidency, Yugoslav
President Kostunica, and Croatian President Mesic held an unprecedented trilateral summit in Sarajevo, on
July 15, 2002. The summit resulted in a joint commitment to promote good-neighborly relations, adherence to
international obligations including to the Dayton Accords and ICTY, return of refugees and displaced persons,
free trade, and a regional approach to fighting terrorism and cross-border crime. A dispute over the location of a
border crossing in Kostajnica was resolved amicably. While campaign statements attributed to President
Kostunica raised anxiety about the FRY 's commitment as a guarantor of BiH's territorial integrity, steps like
cutting off most FRY funding to the RS military demonstrated Belgrade’s intention to respect the Dayton
Accords.

The October 5 national elections were characterized by widespread voter apathy, resulting in a record low
turnout of just under 54 percent. Although nationalist parties returned to power, they lost votes overall

compared with previous elections. The poor showing by several moderate parties, especially among Muslims,
was interpreted as a sign of voter dissatisfaction with incumbent governments and the slow pace of reform.
High Representative Paddy Ashdown has made clear to the new governments that they must follow through on
the previous government’s commitments to implement economic, rule-of-law, and education reforms. While the
new nationalist governments publicly endorsed the High Representative’s reform agenda, their willingness to
carry out those reforms remains unknown. Greater activism and conditionality on assistance by the international
community (IC) will be required in the near term to further advance Dayton implementation, the reform process,
and BiH's progress on the road to Europe.
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Judicial reform and instituting the rule of law are top-priority objectives for the IC, as reflected in the High
Representative’s “Jobs and Justice” program. The judiciary remains subject to political influence, and law
enforcement authorities have made little headway against corruption and organized crime. Legal and
government mechanisms to combat terrorism and organized crime are hampered by the lack of a functioning,
cohesive state-level criminal justice system, including state-level justice and interior ministries, intelligence
agency, and customs, tax and financial authorities. Institutional development and legal reforms, notably a new
Criminal Code and Criminal Procedure Code, as well as reinforced Citizenship, Immigration, Money
Laundering, and many other laws, must go hand-in-hand.

The sale of military aircraft equipment and maintenance services to Iraq by the RS-based company Orao
underscores that BiH’s current entity-level controls over military exports are insufficient to ensure compliance
with UN and other international arms embargoes. The IC has sought a full investigation and accounting of
illegal RS arms transactions, punishment of those responsible for the illicit sales, as well as the creation of a
strong state-level arms export control regime.

The Orao scandal has also made clear the need for stronger state-level command and control of entity
militaries and defense industries through bolstering the capacity of the Standing Committee on Military Matters
(SCMM). The SCMM took steps to enhance its capacity to oversee, coordinate, and eventually implement BIH
defense-policy matters and will be built up to a functioning unit with a role in the Council of Ministers. However,
additional progress on strengthening the state dimension of defense will be necessary for BiH to meet NATO’s
conditions for participation in the Partnership for Peace. A sound military reform strategy, including further troop
reductions and restructuring of the armed forces, is among the High Representative’s top priorities.

Economic Overview

BiH’s slow progress toward a market economy is one reason many parties from the moderate, multi -ethnic
Alliance for Change coalition did poorly in the 2002 elections. The Alliance had expressed strong commitment
to accelerating economic reforms, building a viable market economy led by the private sector, and creating a
more business-friendly investment climate. Although it did keep some of these promises, with much prodding
from the IC, it failed to convince voters of the importance of such reform.

BiH completed Free Trade Agreements with neighboring Croatia, FRY, Macedonia, Slovenia, and Turkey
during 2002. It also submitted a memorandum for admission to the World Trade Organization (WTO). U.S.
assistance from the Commerce Department’s Commercial Law Development Program (CLDP) helped Bosnia’s
WTO team fine-tune the initial application. The CLDP advisor also gave the BiH team advice on amending
trade laws whose provisions fell outside of WTO standards. In the banking sector, U.S. assistance helped to
create a state-level deposit insurance agency. Unfortunately, most RS banks are yet to participate in the
program.

Despite foreign trade and banking sector gains, the BiH formal economy remained dependent on external aid.
A recent USAID study estimated that such aid, including military programs, accounted for almost 14 percent of
GDP. Official statistics put real GDP growth in 2001 at about 5 percent. Although reliable statistics are
unavailable, domestic trade and commerce appear to be expanding, and U.S.-provided business consulting
and lending have helped reinforce that trend. Exports have climbed to about one-third of their pre-war level, far
from adequate to generate the revenues needed to compensate for projected declines in donor assistance.
These figures are indicative of a general downward trend, but with estimates of the informal economy ranging
from 20-60 percent of GDP, they may be misleading. What is clear, however, is that officials have failed to
implement enough of the reforms necessary to make BiH more competitive, particularly in exports.

The difficult task of privatizing state-owned enterprises is ongoing. Privatization of small-scale enterprises has
been completed in both entities. The sale of a number of so-called “strategic enterprises” in both entities was
disappointing, as most drew little interest by legitimate investors. The U.S. was responsible for the tendering
process used in what privatizations of strategic companies have occurred. After much delay, other donors
(World Bank and the European Commission) have now launched their assistance efforts. The U.S. continues to
focus on the corporate governance of newly privatized companies and improving the climate for foreign and
domestic direct investment.

Bosnia’s complex legal and regulatory framework, weak judicial structures, and corrupt system of public
administration discourage investment. BiH ranks last in the region in foreign direct investment (FDI). The
outgoing BiH government was keenly aware of these shortcomings, recognizing the investment climate as a
crucial ingredient for both growth and poverty reduction, and had developed a prioritized agenda for improving
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the situation. This Poverty Reduction Strategy Program (PRSP), a World Bank initiative, sees growth of an
export-focused economy as the best way to return income levels to their pre-war level by 2005. The U.S is
providing targeted U.S. support for such reforms and will continue to do so in FY 03.

International Financial Institution (IFI) concern continues to focus mainly on budgetary issues on both the state
and entities levels. The IMF, World Bank, and European Commission all have made plain that continued
budgetary assistance is contingent upon these governments’ ability to keep their respective budgets balanced
and their budgetary processes transparent.

In the global war against terrorism, Bosnian authorities cooperated in enforcing UNSC resolutions in freezing
the assets (and ordering the closure) of several NGOs with terrorist ties, including Al-Haramayn, Global Relief
Foundation, and the Benevolence International Foundation.

Since its inception in 1996, USAID’s program in BiH has shifted focus from emergency assistance to restore
basic living conditions and enable the resumption of economic activities to one with the following strategic
objectives: 1) accelerated development of the private sector (by supporting macroeconomic reforms, sound
fiscal policies, and a viable banking system); 2) a more participatory, inclusive democratic society (by fostering
independent media, free and fair elections, a responsive, transparent government, citizen advocacy, a robust
civil society, and a professional, independent judiciary); and 3) sustainable minority returns (through
the provision of community -based services).

Bosnia continues to undergo a challenging transition as it attempts to adapt itself to modern,
Western-style concepts of political and economic processes. Progress occurs in fits and starts. For
example, nationalist parties recently regained power at the state and possibly both entity levels,
bureaucratic redtape continues to stifle the creation of new businesses, while inefficiency and
obstructive tendencies within the court system hinder the ability to obtain justice. Nevertheless,
despite its war and communist-era legacies, Bosnia continued to improve its situation steadily
throughout FY 02.

The USAID SEED assistance program was responsible for numerous positive changes that took place in BiH
during FY 02. For example, significant resources were directed toward training election officials. As a result,
Bosnian institutions for the first time administered elections, which were widely hailed as free and fair. Media
training became more focused and targeted to a more sophisticated clientele. Achievements included higher-
than-expected advertising revenues for the nation’s first commercial TV network, as well as the opening of the
first independent printing press in BiH. USAID was a key promoter of the current initiative to restructure the
nation’s judicial system and re-compete judicial positions. On the business side, USAID-sponsored courses on
credit risk and consumer lending helped banks to increase their lending significantly. A comprehensive
assessment of banking needs also led USAID to support the creation of a movable property collateral registry
that will further lift constraints to lending. USAID facilitated sustained high levels of refugee returns for another
year with the repair of community-level infrastructure, as well as the provision of small, income-generation
grants and loans to returnees.

Overview of SEED Assistance
Program Impact
Economic Policy Reform and Restructuring

The U.S. Mission concentrates its economic reform support on modernizing the BiH economy and
financial institutions and helping to create conditions conducive to internal and external investment.
It supports transparency and accountability in economic decisions and actions, and promotes the
continued development of a free market. USAID’s strategic objective in economic reform is to foster
private-sector led growth and employment generation.

Public Sector Accounting: The USAID Public Sector Accounting Project is developing automated accounting
and budget execution systems for the State, Federation, and Republika Srpska (RS) Treasury Departments. In
January 2002, after a period of intensive training and development, new financial information management
systems (FIMS) were turned on (“went live”) in the Ministries of Finance of the Federation and RS.
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Subsequently, a system to serve the Ministry of Treasury at the state level was activated in May 2002.

Implementation of the FIMS for the Federation’s 10 cantons began in June 2002. In September, the Federation
Prime Minister and the Deputy Minister of Finance and the Ministers of Finance from all cantons signed a
significant Cooperative Agreement to pursue this objective. Upon completion of the work in the cantons early in
2004, modern, compatible, and transparent financial management systems will cover almost the entire nation,
leading to budget reforms and, eventually, the prospect for self-sustaining, long -term fiscal balance.

Key Public Sector Accounting Results: The results achieved during FY 02 appear certain to ensure the
sustainability of reforms. The systems supported by USAID in the state and the RS were expanded by 100
percent and 28 percent respectively, with inward investments from the cooperating governments and a
significant donation of computer hardware from the EU to the state.

The Project provided about 1,200 person-days of general and specialized training in FY 02, bringing the
cumulative total to 2,400 person-days. The outcome of this training is reflected in the largely successful
operating record of accomplishment (nine months in each of the two entities and five months in the State).
Refresher courses and retraining will be available as needed.

Additional direct, observable successes of this effort include, among others:

® Establishment of single treasury accounts and closing of individual bank accounts previously
held in the name of government agencies or institutions, as required by the IMF.

e Enormous improvement in reporting capability and the capacity to produce auditable
statistics; for example, over 80 different financial reports are now available from the
Federation system, and the IMF has praised the usefulness of the new reports.

e Greater ability to anticipate and correct intra-year budget shortfalls; the Federation Ministry of
Finance purportedly averted a Convertible Marks (KM) 27 million (about $13.5 million) in
unbudgeted commitments in the first eight months of operation. The RS has noted
comparable results.

® |ncreased transparency -- the Minister of the State Treasury has requested technical
assistance in publishing budget execution results on a new web site to be developed.

Finally, the system offers a powerful internal control capability to limit corruption. Over 400,000
accounting transactions and payments aggregating KM 1.9 billion (about $950 million) were
processed and recorded through the three systems during FY 02.

In summary, before introduction of the FIMS, public sector spending was decentralized among various
government agencies. Budget monies were apportioned by the ministries of finance to the agencies and
transferred to bank accounts controlled by these budget beneficiaries. The agencies, and subsidiary spending
units they supervised, managed hundreds, if not thousands of individual bank accounts holding public funds.
The cash-based system was easy to corrupt and lacked accountability and transparency. Government agencies
could incur commitments beyond the amounts budgeted.

By comparison, the FIMS vests control in each government’s central treasury. The system records spending on
a commitment basis and matches obligations against the budget authorization, making it possible to control
deficitinducing actions. Transactions are documented and easier to audit. Own-source revenues of the
spending units are also subject to more controls. Most of the individual agency bank accounts will have been
closed, and government finances will be managed through treasury single accounts (as required by the IMF).

Corporate Governance: This project is accelerating private sector growth and development through two
activities —Private Sector Accounting Reform and Corporate Governance for Business Investment.

The Private Sector Accounting Reform project seeks to achieve improved access to market-driven business
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skills. Conversion to international accounting standards (IAS) and international standards of auditing (ISA) is
essential for enterprises in both entities to attract investment and measure performance accurately. Assistance
will be given to self-regulatory organizations (SROSs) in both entities charged with certifying and licensing
professional accountants and auditors. The goal is to provide cross-entity cooperation between SROs. Adoption
of IAS by enterprises to be listed on the stock exchanges is also being promoted in cooperation with USAID s
Corporate Governance for Business Investment activity.

The Corporate Governance for Business Investment project is helping both entities achieve economic growth
through integration of the government and private sector into international financial markets, by building
capacity to implement effective corporate governance practices in those markets. Improved corporate
governance practices are essential for BiH to attract investment and accurately measure market performance
and viability of private enterprises. The program’s ultimate goal is to instill market discipline as a form of
effective business and professional conduct by all market participants, while providing safeguards against
abuse and malpractice through effective prudential regulation to create an enabling environment for free
enterprise. The project’s three major components are: 1) Securities Commission development; 2) privatization
follow-through; and 3) public education and training program.

Key Corporate Governance Results: In the Private Sector Accounting realm, agreements to modernize the
accounting and auditing curriculum in conformance with best international practices were reached with all eight
universities throughout the country during FY 01. The project continued to work with seven of the eight
universities (the Croat university in Herzegovina withdrew) in FY 02. USAID negotiated royalty agreements with
the publishers of several preeminent accounting texts and translated the books into the local language. The
books were made available both to students participating in the newly designed courses and to accounting and
auditing professionals seeking to upgrade their skills through continuing professional education programs. For
FY 02, the project distributed to BiH university students over 7,500 newly translated Western textbooks
covering five courses in accounting, auditing, and finance. Last summer, USAID sponsored the local training of
18 BiH professors in Intermediate Accounting, Auditing, and Finance, presented by U.S. university professors.
The program’s success has grown, and the 14 professors from Serbia, Montenegro, Macedonia, and Kosovo

who asked to attend the summer training program this year were accommodated.

The new curriculum program of 14 new Western accounting, auditing, and related business courses is also
being used to upgrade the skills of existing accountants and auditors through a program of continuing
professional education.

Over 220 enterprises in the Federation received a combination of classroom and on -site training to assist them
in preparing IAS-based financial reports. Preliminary results show a marked improvement in financial reporting
for these enterprises, which represent those currently publicly traded or the most widely held enterprises.

A major breakthrough was achieved near the end of FY 02, when a public debate began on a new
accounting/audit law, which OHR has orally agreed to support as a nationwide law, bringing
harmony of international accounting and audit standards and international standards for the
Training, Testing and Certification of accountants and auditors throughout BiH.

The Corporate Governance for Business Investment activity is beginning to address the problems of political
interference in the economy and corruption. USAID advisors have drafted critical legislation on corporate
governance issues in the Federation and the RS that address the regulation of private corporations and
financial markets. After companies have been privatized, it is essential that systems are in place to allow
citizens to trade their new shares, and to ensure that the trading is conducted in an open, transparent manner.
Securities Commissions, the normal means to perform this watchdog function, have recently been established
in both entities. With USAID assistance, the legal environment for business is being overhauled. In a move that
presages a single, state-level Securities and Exchange Commission, both Commissions have joined the
International Association of Securities Commissions (I0OSCO) and collegially share a single BiH vote.

The Corporate Governance for Business Investment activity also launched the BiH Corporate Governance
Forum, a new state-level partnership of public and private sector leaders formed to instill a local commitment to
better governance practices. USAID advisors assisted local leaders working cooperatively in the Federation
and the RS to launch the Forum at the state level, develop a multi-ethnic Advisory Board, and implement two
working sessions for BiH professionals.

Privatization: Since 1996, USAID advisors have played a key role in drafting and facilitating the
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passage of privatization legislation, the establishment of key privatization institutions, and conducted
training for government officials, enterprise managers, and the media on the privatization process in
both the Federation and the RS. USAID also conducted a privatization education program
throughout the country to increase public awareness of and confidence in the process. USAID
privatization assistance ended in December 2001.

Key Privatization Results: Privatization has progressed steadily in BiH. The majority of small and medium-
sized enterprises (SMESs) in both the Federation and the RS are already privatized. Privatization of large firms
in both entities has proceeded much more slowly, with only a small fraction of government-held equity in these
firms privatized to date. However, international and domestic privatization authorities have achieved recent
success in advancing the privatization of strategic enterprises.

As an International Advisory Group on Privatization (IAGP) member, USAID extended assistance through the
Business Consulting Project (BC - formerly part of the Business Development Program) and named advisors
for the privatization of 15 (of 86) enterprises in the Federation and 10 (of 52) enterprises in the RS. The USAID
BC work on privatization included financial and operational review of the companies prior to privatization,
preparing companies for sale, assisting investors in their due diligence, evaluation of bids, selection of winners,
and conducting and completing contract negotiations. The USAID advisors were officially appointed members
of the Tender Commission, in accordance with the tender rules.

USAID-led tender privatization of strategic enterprises resulted in several successful sales, despite the difficult
business environment. By the end of the BC activity in December 2001, privatization sale -purchase contracts
for five enterprises in the Federation were signed, with negotiations based on specific bids received. Four
additional enterprises had also entered into negotiations based on specific bids submitted. Examples of
successful USAID tender privatizations where strategic partners were found for BiH companies are sales of the
Tuzla-Lukavac Cement factory, to Austrian Alas International, and the Standard Sarajevo furniture factory, to
the German Schieder Gruppe. The investments will meet several key strategic goals, including employment
retention, post-conflict economic recovery, encouraging FDI, improving environmental conditions in local
industries, and energy savings in production.

Business Development Program: USAID’s Business Development Program (BDP) provides commercial
credit in the form of quick-disbursing loans (average loan size in 2002 was KM 460,000, about $270,000) to
private businesses, commercial banks, and micro-credit organizations (MCOs). BiH banks serve as agents,
identifying viable enterprises, transferring funds to the borrowers, receiving and processing loan payments,
monitoring loan implementation, and ensuring loan collections.

Key BDP Results: BDP expanded lending operations and opened a branch in the Mostar region during 2000.
USAID decided to expand to the Herzegovina-Bosna (Livno) Canton in early October 2001. During 2002 alone,
BDP approved five loans totaling $750,000 for the Mostar region, and eight loans totaling $700,000 for the
Livno Canton. The loans disbursed are calculated to have generated 17,500 jobs. Of 591 approved loans, 574
have been disbursed, and 218 have already been repaid.

BDP has been a significant contributor to private sector reactivation. As of September 2002, 590 loans to

Bosnian enterprises worth about $135 million! had been approved, reflecting the tremendous demand by BiH
firms anxious to expand business activity but lacking working capital and medium-term financing.

Ipoes not include 43 Consumer Mortgage Loans totaling $1.25 million and 10 Lines of Credit to Financial Institutions, totaling $8.8

million (noted later in the report).

An example of a typical BDP borrower is Atlantik pp. Located in Banja Luka, this privately owned company
started as a small printing craft shop in 1988, operating in a leased facility with 25 employees. Atlantik used its
first USAID loan of $350,000 to purchase raw materials and printing equipment, as well as to finish building its
own production plant. As demand for its products increased, Atlantik applied for and received a second USAID
loan for $316,000 to purchase additional printing machines and raw materials. Last year, the company
generated sales of $1.6 million and a net profit of $308,500. The USAID loans enabled Atlantik to hire 64 new
workers, 20 percent of whom are returning refugees.

On-site advisory assistance and training in credit-related areas were provided to BDP agent banks during the
past year. Furthermore, BDP’s work with commercial banks led to significant “risk sharing” during FY 02,
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thereby fulfilling an important objective of the program. Lines of credit totaling $7 million were approved to five
banks. The successful emergence of MCOs in BiH offered another opportunity for BDP to provide financial
support, while transferring risk to the financial sector and reaching borrowers in a greater geographical area.
Four MCO lines of credit totaling $1.8 million were approved in FY 02.

As with any lending operation, BDP experienced delinquency and default when state-owned and certain
privately owned borrowers reached the larger principal repayment stage. When a borrower falls behind, the
program institutes an intensive “recovery” effort to help the company adjust its business plan to changing
markets and get back on track with loan payments. If the recovery intervention fails, or if the borrower is
unwilling to repay the loan, USAID initiates foreclosure, sale of assets, and related court proceedings against
the company in default. In many cases, BDP’s Bosnian legal staff has had to use precious staff time to

educate judges in the credit process and the value of credit to economic growth.

Despite collection difficulties, BDP learned from underwriting mistakes, organized a Special Assets Department,
and transferred these “lessons learned” to the commercial banks. For example, Special Assets managers have
visited commercial banks to discuss collection techniques, strategy, and organizational changes. BDP then
instituted an agent bank training internship program in 2002, focused on managing problem loans. Three agent
banks sent collection officers for daily classes, followed by client visits. Although this program is relatively new,
the banks have expressed strong interest in having more staff trained. Lastly, banks know the quality of staff
development in Special Assets. Two of BDP’s veteran collection officers have gone to fill key positions in the
banking sector, one to Raiffeisen Bank and the other to Universal Bank as Director of the Tuzla Canton, the
bank’s largest branch.

Another primary BDP objective was to maintain an adequate environmental monitoring system and, to the
extent practicable, conduct informal on-the-job training of BDP and bank staff. BDP’s Environmental Unit has
developed an assessment and monitoring system to deal with the environmental impact of its financing
activities based on not only U.S. standards, but also Bosnian Law. Some lending proposals have been rejected
because of unmitigable risks to the environment. Pre-disbursement conditions related to environmental
concerns — covenants and undertakings to mitigate environmental risks — are incorporated in loan
documentation and monitored. In its lending activity, BDP has encouraged "Environmental Marketing," a
concept that provides for loans to fund projects that are specifically beneficial to the environment. In so doing, it
places greater emphasis on pollution prevention and clean technologies for the future.

The BDP Environmental Unit has developed special training modules that it is delivering to select Banks
engaged in on-lending with BDP resources. The twofold objective is to: 1) help Bosnian banks formulate their
own environmental impact assessment and monitoring criteria based on high standards and make them
applicable not only to loans made with BDP resources, but also to their own; and 2) identify key staff in each
bank to assume continuing responsibility for carrying out a lending program with proper environmental
procedures.

Many private enterprises, commercial banks, and MCOs have borrowed from BDP under
commercial lending standards. This entailed non-donor, “real world” terms and conditions, including
the creation and projection of Western-style financial statements, loan monitoring on a monthly
basis, adherence to loan covenants and repayment schedules, developing negotiation skills, and
actually using legal remedies for default or non-performance. Many borrowers have qualified for
second and third loans from BDP, based not on connections or illegal payments, but on merit and
performance. Some now borrow from agent banks eager for interest and fee income from firms that
“performed” under BDP loan agreements. Perhaps BDP’s greatest impact is in preparing hundreds
of BiH borrowers, employing thousands of workers, successfully to obtain and repay future
commercial financing, when BDP no longer exists.

Bank Development and Training: The Bank Development and Training (BDT) project continued its two-
pronged approach to developing the banking sector through its classroom training and in -bank technical
assistance. Working from a comprehensive Financial Sector Assessment conducted in April, the project re-
directed its activity in the final quarter to address needs to strengthen secured financing mechanisms for the
overall banking and financial institutions sector.

Key BDT Results: BDT supplemented the BDP s work with agent banks by addressing the need for skills in
credit risk analysis and management. This was accomplished by expanding the portfolio of training subjects to
include formal credit training seminars. Five courses, covering credit risk analysis, credit risk management,
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problem loan management, and consumer lending, were presented to 86 participants from seven banks, plus
government agencies. The additional credit training addressed the need to strengthen credit skills evidenced in
an analysis of several commercial banks in February, and has supported the increased commercial bank
lending activity seen in 2002.

A second new subject area added to the training seminar portfolio was training trainers. A two-week training-of-
trainers program imparted skills in curriculum development and presentation to participants from several
commercial banks. Training skills, along with functional capabilities, provide a base of BiH bankers who can
conduct training in their own banks and collectively through a local training center.

A total of 149 participants from nine commercial banks, the Central Bank, Banking Agency, and related
organizations attended the 12 seminars offered in FY 02. The training materials have been consolidated in a
CD-ROM as an easy-to-use reference for the local banks. The training has motivated participants to make
significant changes in the ways they do business. For example, after attending BDT training, UPI Bank
established an Asset and Liability Committee and performed a GAP analysis. Other banks have begun
addressing their loan applications in a more systematic and equal way by bringing themselves more in line with
world standards.

Technical assistance from BDT resident advisors continued, with the two remaining participating banks
addressing asset and liability management, financial reporting and budgeting, auditing, operations, and human
resources management. An April survey of senior managers at the two banks indicated the usefulness of the
support. The respondents stated that the assistance resulted in a simplified organizational structure,
standardized job descriptions, more efficient work procedures, the foundation for a management reporting
system, and mechanisms for better risk control.

With the considerable changes in the banking sector over the life of the project, a comprehensive assessment
of the current needs of banks and related financial institutions was conducted in April. In part, as a result of the
assessment’s conclusions, and in support of a broad-based effort to improve the commercial legal environment
in which banks operate, the project re-directed its focus. Using available obligated funds, the project was
extended - on a no-cost basis — for about 30 months (through 2004). The re-focused project will assist the BiH
entity governments to establish a pledge registry system for property (vehicles, equipment, and other movable
property) used to secured financing. A more efficient secured financing system is expected to encourage banks
and other financial institutions to expand their extension of credit, particularly to small businesses and
individuals. The activity is in the initial assessment phase, with efforts to support the government ministries to
design and implement the pledge registry system beginning in the fourth quarter of FY 02. Meetings to date
with the various stakeholders — banks, borrowers, courts, ministry officials, and other international
organizations - indicate strong interest and support for implementing an effective, efficient pledge registry
system.

The Community Reintegration and Stabilization Program (CRSP): FY 2000 was the first year for USAID's
Community Reintegration and Stabilization Program (CRSP). Now into the third year of a planned three -year
effort designed to meet the needs of minority returnees, particularly in infrastructure reconstruction, CRSP
followed on the heels of the Municipal Infrastructure and Services Program (MIS), a four-year endeavor to meet
urgent infrastructure reconstruction needs in support of economic recovery and refugee returns. Under MIS,
767 projects were completed in the energy, water, transportation, health, and education sectors, including joint
USAID/SFOR projects, for a total budget of $265 million. MIS ended on December 31, 2000. The completion of
CRSP is scheduled for December 31, 2003.

Nearly three million people fled their homes at the height of the Bosnian crisis, 700,000 becoming refugees
outside the country and the rest internally displaced. USAID developed CRSP specifically to assist minority
returnees and displaced persons return to their homes, thus helping to reestablish a multi-ethnic society.
Assistance to minority refugee returnees through CRSP focuses on re-establishing access to basic services in
target communities, improving economic self-sufficiency, and strengthening the power and water sectors for the
continued delivery of basic services.

Re-establishing Access to Basic Services in Target Communities: CRSP facilitates the return of minority
members to their communities by providing basic services, such as the repair and/or rehabilitation of water,
electricity, schools, and transportation services (streets, small roads, and bridges). Projects are undertaken only
in areas where returns have taken or are taking place and are done in partnership with other donors providing
housing repair or reconstruction. Projects are identified in consultation with the IC and through consultations
with Bosnian state and local officials. USAID leverages its resources by entering into partnerships with other
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donors, who provide funds for housing reconstruction, while USAID carries out infrastructure repair. In this way,
each partner stretches scarce resources. USAID serves larger numbers of minority refugees than other donors
because of its cost-effective methods and exclusive focus on infrastructure. For example, the average donor-
reconstructed house costs $10,000. USAID can provide water and electrical hookups to twa families for $8,000
or less.

CRSP supports Community Infrastructure Rehabilitation Projects (CIRPS), which are implemented in
partnership with local officials and U.S. Army-led SFOR troops throughout the country. CIRP projects were
designed to provide short-term employment for minority return area residents and to implement rapidly high-
impact community activities, such as minor road and bridge repairs, school and health clinic rehabilitation,
potable water system rehabilitation, and repairs to low-voltage power networks.

Improving Economic Self-Sufficiency in Target Communities: Under CRSP, USAID has begun a series of
actions to strengthen economic activities in returnee communities to ensure the sustainability of minority returns
(e.g., that those who have returned do not sell their property and leave again). These actions include small
income-generation grants and loans to individuals, community groups, businesses, and legal aid services, as
well as the facilitation of linkages between producers in minority communities and internal and external
markets. The income-generation grants and social loans target individuals and families in minority return
communities who cannot yet access micro-credit. The grants incorporate community repayment and have a
maximum value of $2,000. Successful grant recipients are subsequently eligible for social loans —partial
payback (50-70 percent) loans of up to $2,500.

Institutional Strengthening: The purpose of USAID’s institutional strengthening activities is to reinforce those
institutions responsible for the delivery of power and water — critical basic services.

Key CRSP Results: A total of 97 projects was initiated under CRSP in FY 02. They include:
e 70 small-scale, home electric supply projects, directly benefiting over 3,074 minority families;
e Nine water projects, directly benefiting 834 minority families;
® One transportation project, benefiting 3,500 minority families;
® Six schools, benefiting over 2,364 children; and

® 11 CIRP projects worth $.8 million that will benefit 263 minority returnee families.

During FY 02, USAID completed or began implementing community -level infrastructure projects that
benefit over 10,000 minority returnee families.

CRSP’s flexibility allows USAID to respond to planned and spontaneous minority refugee return activities
sponsored by the IC. Since the Dayton Peace Agreement was signed, 907,968 people have returned
to their homes, of which 63 percent are Bosniaks, 23 percent Serbs, and 13 percent Croats. In the
first nine months of the 2002, UNHCR registered returns of almost 81,000 people. For the second
year in a row, the greatest return of Bosniaks was to areas where some of the worst wartime ethnic
cleansing occurred -- primarily in the Eastern RS municipalities of Srebrenica, Bratunac, Milici,
Vlasenica, and Zvornik.

In FY 02, USAID remained focused on the Srebrenica, Bratunac, Milici, Vlasenica, and Zvornik
regions. In Srebrenica, several hundred Bosniak men were massacred in July 1995, when Serbs
forcibly overran the UN-protected zone. USAID started its assistance to Srebrenica in FY 01, with
the repair of the electric grid for the village of Suceska. This project complemented the
reconstruction of 40 houses carried out by the U.S. Bureau for Population and Refugee Migration
(BPRM). During FY 01, USAID further supported the returnees by rehabilitating the village health
clinic and school. These efforts sparked the spontaneous return of additional Bosniaks and in FY 02
caught the attention of other donors. Also in FY 02, USAID began implementation of power projects
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for 42 Bosniak returnee families in Suceska, 47 families in Vlasenica, and 256 Bosniak returnee
families in Bratunac villages.

During FY 02, significant returns of Serb minorities to Cantons one and ten also occurred. USAID managed to
support and sustain these returnees successfully, by combining community infrastructure reconstruction
projects with the income generation/grants/loans component of its Grants Program. In the municipality of
Bosanski Petrovac, USAID launched power projects that will make electricity available to 205 Serb returnee
households. Other areas with extensive Serb returns are Bosansko Grahovo, where USAID provided 137
power connections, worth $600,000, and Sanski Most, which received 181 power connections, worth $700,000.

In 2001, USAID received a special waiver from the State Department exempting it from Lautenberg
Amendment restrictions on working in the RS municipalities of Pale, Foca, and Prijedor. In FY 02, this waiver
allowed USAID to concentrate, for the first time, on Bosniak return sites within Prijedor municipality.
In FY 02, USAID carried out power and water infrastructure repairs in support of 320 Bosniak
minority returnee families.

USAID’s Grantee (UMCOR) disbursed 655 grants and social loans in 2002. In addition, micro-credit loans are
available for returnees through three MCQO’s contracted by UMCOR. These loans have assisted returnees in
such enterprises as a medicinal herb project, begun by two women, with significant results. It started, under
their management, with 35 returnee families and has since expanded to employ 62 returnee families, both in
the RS and the Federation. At a recent Festival of Education, this project was cited as one of the best in BiH.

USAID’s institutional strengthening activities continued to focus on making public utilities self-sustainable and
operational within acceptable EU standards. Of the 100 -plus local water companies receiving in-country,
across-the-board universal accounting training during FY 01, an estimated 30 percent had already converted
their old accounting systems to the new one in FY 02, while others were awaiting the new fiscal year before
also doing so. USAID funded the new accounting software that was developed specifically to meet the needs of
these water utilities. This project standardized billing and accounting procedures across the country, enabling
the utilities to cooperate and exchange ideas with each other. All the water companies continued their direct
access to the software developer for technical support. USAID also awarded a contract that focuses on pilot
water companies in four key municipalities. Hands-on technical support is being provided for two years, after
which the companies will serve as models in successful operations for the rest of the country. The project aims
to encourage the water companies to become semi-autonomous to the point of being financially self-sustaining,
stable operations whose creditworthiness will help them qualify for future EBRD, World Bank, and other loans.

To promote institutional strengthening, USAID also financed two major studies that were part of a consortium of
international organization assistance grouped under the World Bank umbrella. All of the organizations are
providing funds for infrastructure improvements and the purchase of new, more modern equipment that will
position the BiH government better to enter the EU. The studies focused on restructuring and privatization of
the electricity sector and the establishment of State and Regulatory Agencies for this sector. Completed in
December 2001, the first study has provided a blueprint to which the two entities, the World Bank, and the other
international donors all have subscribed. This led to the second study, Entity Regulatory Reform, which in turn
resulted in the passage of the first State Law for a Public Utility, a project that provoked both entities finally to
come to grips with the idea of a single economic space in the electricity sector. Subsequently, USAID
engineered the enactment of two entity electricity laws and the preliminary approval of the two entities’ Action
Plans for Restructuring and Privatization, plans that will set the course for the eventual privatization of the entire
electricity sector.

Continuing its strong support for the Brcko Arbitrage Decision, USAID reconstructed power, roads, water
systems, and schools in the Brcko area. These projects primarily targeted minority returnee areas. To date,
including FY 02 support worth $1.3 million, USAID has spent more than $25 million to repair infrastructure in
the Brcko District. Under the CRSP Program, USAID identified eight large-scale activities, worth about $6.2
million, and five small-scale CIRP activities, worth abround $340,000.

The Commission for Real Property Claims (CRPC) Hand -over to Local Authorities: $200,000 as part of
$3.3 million appeal to fund a project to hand over the CRPC responsibilities and duties, including inherent hard
data, to local authorities.

In the context of Annex 7 and its specific mandate, CRPC aims to strengthen the capacity of local authorities to
take over the return process by handing over the assets it used in deciding property claims. This project’s target
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groups include domestic authorities at the municipal, canton, entity, and state levels. In the final year of its
mandate, CRPC will adopt 20,000 decisions for occupancy right claims and solo private property claims;
continue updating CRPC's Repossession Tracking Database (RTD) with new repossessions; strike out claims
that have already been repossessed and dual claims; expand the Integrated Property System (IPS) database to
identify dual claims by including at least 20 additional municipal databases; transfer undecided (black box,
uncontested properties, and solo) claims to local authorities; obtain an agreement with UNHCR Legal Aid
Centers or the Ombudsman to take over undelivered certificate delivery; assist in building the Appeals Body's
capacity to take over the reconsideration of CRPC decisions; transfer databases to local bodies; transfer CRPC
archives to State Archives; hand over CRPC equipment and supplies; and perform a final audit.

Witness Protection Program: $300,000, for housing and economic assistance to extremely vulnerable
individuals (EVIs). Recently approved for FY 02 program, valued at $200,000.

Starting in 2001, BPRM has funded assistance to about 20 EVIs in BiH, in coordination with UNHCR, with
similar assistance planned in 2002, with SEED funds. Those recently approved funds ($200,000) will be used to
assist up to 21 EVI cases over a nine-month period, beginning November 15, 2002. International Catholic
Migration Commission (ICMC) implemented the BPRM -funded program in 2001. ICMC will carry out the project
utilizing FY 02 SEED funds and has submitted a $300,000 proposal to SEED for FY 03 as well. The program
will provide housing for and economic inputs to the EVIs. The economic inputs aim to foster conditions for a
sustainable livelihood in the new location or in their current place of displacement. The USG and the Dutch
were the first to provide these EVIs this type of assistance. Both the Swedish and Swiss governments later
allocated funds as well. The Dutch and Swedish governments have matched or contributed slightly more than
the initial $200,000 from the USG. Typically, UNHCR refers the caseload to USAID's implementing partner
ICMC, which then assesses the families' needs and provides the required assistance. BPRM allocated funds
directly to the ICMC office in the U.S. and has done the same for the SEED funds. Thus far, UNHCR has not
received funds directly from the USG to implement this program. UNHCR expects the caseload to increase,
and a $300,000 proposal has been submitted in anticipation of the need to protect these vulnerable people.

Democratic Reform: Through SEED programs, the U.S. is working to build strong, enduring democratic
institutions in a just, multi-ethnic society. The SEED democratic reform agenda gives top priority to the following
objectives: 1) viable independent media offering consistent, objective, and balanced information to all citizens;
2) free and fair elections, with a pluralistic party structure and high voter participation; 3) a pro-democratic
political leadership governing in response to a vibrant civil society with greater transparency and accountability;
and 4) a professional, independent judiciary operating in an environment governed by the rule of law and
allowing for increased access to justice.

Key Media Results: In 2002, the Office of Public Affairs (OPA) provided media training in investigative
reporting, reporting and background on human rights issues, basic journalism skills and standards, and radio
management in cooperation with VVoice of America. The International Visitors (V) exchange sent six
government spokespersons to the U.S. for a program on the role of spokespersons and effective
communication with the press. OPA also provided financial support and expert assistance to Bosnia's media
and telecommunications regulatory organization, the Communications Regulatory Agency (CRA).

Plans for 2003 include continued expert assistance to CRA; advanced training in economic reporting
and news production training, designed specifically for the new PBS network; an in-country
workshop on TV investigative reporting; and a series of digital video conferences (DVC'’s) on human
rights and economic issues, diversity in the United States, and U.S. policy on Iraq and other issues.
These conferences are designed to reinforce training and experience journalists have received in
previous programs, while providing in-depth information on U.S. policies.

As a result of the human rights media training program, participating journalists from various Balkan countries
began and maintain an e-mail exchange of information on human trafficking issues in their region. The IV
Program for government spokespersons resulted in mechanisms for better coordination of press and public
affairs activities, as well as improved public access to information. The SEED-funded expert consultant to CRA
reports measurable progress in agency members’ commitment to the fair, objective resolution of
communications problems.

USAID continued to support Mreza Plus, the first nationwide, multi-ethnic, independent, commercial TV network
operated by Bosnians. The new network includes five core stations in four cities throughout the country,
covering both entities, in addition to five affiliate stations in additional towns. The network now reaches 85
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percent of the country's population and is exceeding projections for advertising revenue. Recently, Mreza Plus
celebrated its second anniversary and reported a significant increase in revenue. Network plans for the coming
year include the introduction of a joint news program.

USAID helped Nezavisne Novine, the leading independent news daily in the RS, to develop an ambitious plan
to reach the next level of growth, profitability, and national influence by opening the first independent printing
press in BiH. The paper purchased its press and printing plant to save money, improve quality, and decrease
dependence on the deteriorating state-owned printing plant. Funding for this project consisted of a commercial
loan of KM 1 million from USAID's Business Development Program; KM 400,000 invested by the paper’s
owner, Zeljko Kopanja; and grants from USAID/IREX and other donors such as the Open Society Institute
(OSI), Press Now, and the Norwegian Embassy (totaling about KM 300,000). The printing plant started
operating in June 2002, and is already profitable.

USAID assisted in merging four independent media associations into one coordinating body and building upon
the increasing cooperation among them.

Bosnia’s new broadcasters’ association (the Association of Electronic Media/BiH), with operating support and
guidance from USAID, has emerged as an effective lobbying group for the business and professional interests
of radio and TV stations. Physical and financial threats/harassment are still directed at the media to such an
extent that the OSCE devotes an entire office to threat tracking and monitoring. Following the adoption of a new
NGO Law in April 2002, the Association was able to register itself on the state level, in July 2002.

Key Political Process/Election Results: For the first time since the war, Bosnian institutions administered
elections in October 2002. Local election officials proved knowledgeable and competent. While some
problems were recorded with voting lists, as well as confusion over the distribution of compensatory mandates,
the elections were judged to be free and fair.

The National Democratic Institute (NDI), with USAID funding, worked with varying degrees of closeness with
moderate parties, providing advice on media strategy, get-out-the-vote programs, and overall campaign
strategy as part of its wider program in BIH. NDI also conducted a series of public opinion polls to
measure party strengths and provide directional information on a number of election-related issues.
NDI polling, however, was unable to predict voter preferences or turnout within margins of error.

USAID funded a number of voter education and get-out-the-vote activities through international,
regional, and local implementing partners. Only 54 percent of eligible voters took part in the
elections, continuing the downward trend since the first post-war elections. While support for the
moderate Serb SNSD nearly doubled, the remaining Alliance for Change parties fared poorly,
especially the SDP, the largest Alliance party. The Serb (SDS) and Croat (HZD) nationalist parties
lost votes in both relative and absolute terms in 2002, as compared with 2000. The Bosniak (SDA)
nationalist party picked up seats within the Federation but, like the other nationalist parties, received
less votes in 2002 than in 2000.

These results can be attributed to two main factors:

e The outgoing Alliance for Change government coalition, comprised of moderate, non-
nationalist political parties, was widely viewed as ineffective. Frequent bickering among the
many coalition parties impeded the decision-making process and prevented action on
important issues. Rather than run joint candidate lists for the elections, Alliance parties chose
to run independently and often undercut one another with negative attacks. Following a well-
established pattern in CEE, voters chose not to re-elect the sitting government.

e Voter turnout was critical. Because of widespread disillusionment, vast numbers of
moderate-leaning voters stayed at home, especially in urban areas, which had been the base
of support for non-nationalist parties. Voter turnout was higher in rural areas, where support
for nationalist parties tends to be stronger. Procedural difficulties for voter registration also
contributed to low voter turnout.

Key Legal and Judicial Reform Results: The High Representative, in consultation with local and
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international officials, established a new approach to judicial reform. Under the new restructuring
and reappointment process -- similar to a model used during East and West German reunification --
all judicial and prosecutorial positions will be subject to open competition, supervised by the newly
created High Judicial and Prosecutorial Councils (HJPCs). The HIPCs, which began work
September 4, 2002, consist of an equal number of nationals and internationals, and are chaired by
an international who casts the deciding vote in case of a tie. The HIPCs will conduct the
reappointment process and oversee the restructuring and training requirements of the justice
system.

The process should take about two years to complete, with the aim of creating a truly independent judicial and
prosecutorial system. A restructured Rule of Law Department in OHR will focus on its core tasks of
restructuring and rationalizing the court system and providing to the HIPCs detailed background information on
all candidates for the judicial positions, assisting in the development of new legislation, coordinating the legal
training provided by the IC in BiH, and monitoring and coordinating other NGO programs related to the rule of
law and judicial reform.

Judicial reform efforts, which center on the work of the HIPCs, can be thought of as a two -pronged approach.
In a structural sense, the HIPCs will be established as independent, non-political bodies regulating the justice
system, restructuring the courts and prosecutors offices, and implementing more modern criminal and civil
procedure codes and civil enforcement of judgments. From a qualitative standpoint, the re-appointment of
judges and prosecutors, establishment of domestic training centers and bar associations, and improvements in
training and legal education will help build a more effective, efficient, professional, and independent justice
system.

More effort is needed to ensure implementation of the new restructuring and laws that guarantee the judiciary’s
true independence (political and financial). Successful execution of judicial reforms is critical to establishing the
rule of law and the confidence of all Bosnia's citizens, regardless of ethnicity, in the court system. There must
be additional focus on local financing of the judiciary, so that the government’s legislative and executive
branches provide necessary funding without delay or obstruction. The restructuring of the courts and
prosecutors' offices is designed to reduce costs. Currently, financing of the judiciary occurs at a cantonal or
entity level and is inconsistent. A next step would be to consolidate the financing of the judiciary into a single
Ministry of Justice.

USAID assistance in Rule of Law focused on support to bar associations, development of a public advocacy
center for free access to information, judicial training and education, legislative development, and the start-up of
a new project on administrative law.

As a matter of policy, USAID played an instrumental role in the execution of a judicial reform initiative that is
now being implemented by the Bosnian government and OHR, which will result in a country-wide restructuring
of the court system and a re-competition of every judicial and prosecutorial position.

Legal experts, provided through the USAID media program, helped OSCE draft a widely acclaimed Freedom of
Information Law over a year ago. Through ABA/CEELI, USAID started a Public Advocacy Center (PAC) in
February 2002, to assist individuals, journalists, and NGOs to apply the law in order to obtain information from
government agencies throughout BiH. So far, the PAC has helped 77 clients gain information from public
officials.

Through ABA/CEELLI, USAID efforts led to the significant unification of the Federation Bar Association, which
now is functioning as a single association rather than two ethnically divided factions. USAID 's work with the
Federation Bar also includes development of bylaws and training activities for the professional advancement of
private lawyers. Notably, USAID also made progress in reopening contact with the RS Bar, which had been
inaccessible for over a year due to its unwilling president. CEELI has facilitated cooperation between the two
entity bars, which eventually will lead to an umbrella framework for them providing uniform standards and
reciprocity.

Through continued intensive train-the-trainers programs co-sponsored with the two BiH independent judges
associations (AJF from the Federation and AJPRS from RS), USAID, through ABA/CEELI, helped produce a
significant cadre of judicial trainers from both entities. Under the auspices of these associations, a number of
the trainers subsequently designed and conducted interactive training programs for BiH judges in both entities
on topics they deemed important (including civil procedure, criminal procedure, and domestic violence).
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USAID assistance contributed to legislative proposals to improve the judicial system. Efforts in two legislative
reform areas - civil procedure and an independent court budget — led directly to the development of new draft
legislation in the Federation in these areas. BiH requires these laws to have the fundamental legal framework it
needs to be a part of Europe. USAID continues to assist in these areas by supporting training programs for
legal professionals on the complexities of the laws.

In the fall of 2002, USAID concluded a contract for a new three-year activity to address administrative obstacles
to the rule of law at the municipal and cantonal levels, thereby providing crucial assistance in an area of reform
otherwise neglected by the IC in BiH.

Key Local Governance Results: In the fall of 2002, the District Management Team project ended after three
successful years of transforming local government systems in the Brcko District. That project’s final outcomes
included two annual balanced budgets, an economic growth plan, substantial public utilities sector reforms,
streamlined personnel management, a District Customs Service, and a tax reform system.

In FY 02, the Cooperative Housing Foundation (CHF) launched its Municipal Economic Development Initiative
(MEDI) in Central Bosnia. MEDI advances economic growth by making local government administration more
efficient, by promoting economic development initiatives in cooperation with local government and local
businesses, and by providing association-based lending opportunities to small businesses and homeowners. In
the MEDI program'’s first year, loans totaling over $500,000 were made, a further $500,000 from other donors
was leveraged, and operations in 13 municipal governments were improved. CHF also opened the first six
Municipal Information Centers within local governments, which serve as the first point of contact between those
governments and their citizens, and will become “one-stop shops” in the coming months.

Key Civil Society Results: A vibrant, diverse civil society is a prerequisite for democratic governance. Civil
society groups elucidate the needs and desires of various parts of society, advocate to government officials for
necessary changes, work to better their communities, and at times provide opposition to government policies
seen as harmful. The three elements of USAID'’s civil society strategy in BIH are: striving for the creation and
implementation of an enabling legal environment necessary for NGOs to do their work; providing targeted,
demand-driven technical assistance so that NGOs can become more efficient, grow, and better serve their
communities; and material assistance (always coupled with technical assistance) to allow resource-strapped
NGOs to carry out concrete projects. Thanks largely to USAID technical assistance and the input of local
NGOs, all three NGO registration laws (one on the state level, and two on entity levels) have been adopted by
the respective parliaments and published in the official gazette. Basic elements of the enabling environment
thus are now in place. These three laws not only accord with international standards and best practices but are
harmonized, allowing NGOs registered in one entity to work freely for the first time in the other entity as well.
Important work remains, however: implementation by government officials has been spotty, and tax issues
remain unaddressed.

In 2002, USAID signed its first large Cooperative Agreement with a local Bosnian organization, the Centers for
Civic Initiatives (CCI). This $700,000 project allowed CCI to implement a nationwide voter education and vote
monitoring program (comprised of 6,000 volunteers), as well as a civic education program designed to make
local governments more responsive to citizen needs. The fact that USAID was able to work directly with an
indigenous organization illustrates the NGO sector’s development, and provides for efficient use of
development resources.

In 2002, through its DemNet program implemented by ADF, USAID provided funding for 88 local projects
implemented by NGOs. A new focus has been the “Teledom,” or Information Center. Teledoms are small
buildings, usually in more isolated rural locations, with computers connected to the Internet and basic office
infrastructure, including copiers and fax machines. The purpose is to facilitate a freer, more varied information
flow, provide educational and business opportunities, and to serve as incubators for both NGOs and nascent
enterprises. USAID provided funding for four Teledoms in Western Herzegovina and 12 Teledoms in the
eastern RS.

Civic Education: OPA supported several local democratic initiatives through Democracy Commission grants,
whose focus has been disseminating civic information to citizens, providing information to refugee populations
to encourage their return, and general education projects. Projects include:

® Production of 10 radio programs explaining the role and responsibilities of various
government ministries and institutions, and the opportunities for civic participation in the
process of government;
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e A media information campaign encouraging further refugee returns to Bosnia-Herzegovina;

e Audience research to enable public radio to produce more relevant, informative programs.
The public radio network presented the survey results to managers of all member stations,
who are re-evaluating their programs to meet audience needs;

® Training for 15 radio stations in “Business Reporting in Support of Development of
Democratic Values in BiH” to encourage reporting on the need for and nature of economic
reforms in BiH; and

e Aradio project to inform and encourage voters prior to the October 2002 elections.

The SEED-funded NGO CIVITAS and Bosnia and Herzegovina have implemented a countrywide
civic education program to foster democratic values and principles for grades K-12 and teacher
training colleges. This has been done by training teachers, furnishing textbooks and computers, and
organizing nationwide summer student projects promoting tolerance and diversity. Through the
efforts of CIVITAS, an additional 20 percent of BiH primary school teachers have introduced the
civic education program in their classrooms, and all 15 BiH education ministries and pedagogical
institutes have jointly produced a common core curriculum for high school level civics education, a
first step toward a BiH-wide common educational curriculum. Also with CIVITAS assistance, a team
of university professors drafted BiH 's first national standards for civic education, which have been
adopted by the Ministry of Education.

Cross-Cutting Programs

Participant Training Program: Since 1995, USAID'’s participant training program has sent 1,400 (45 percent
women) mid and-senior level officials, business leaders, and citizen activists from both entities and Brcko
District to the U.S. and, in some cases, to CEE for intensive short-term training. In 2002, there were 17 training
programs covering 114 participants. Training topics ranged from international accounting standards to multi-
ethnic governance to legislative drafting. Each two-four week program directly complements USAID activities
supporting economic growth and reform, infrastructure rehabilitation, and democracy building in BiH. The
training strengthens the knowledge and skills of BiH professionals by offering an opportunity to examine U.S.
models and approaches. Competitively selected participants are those with decision-making roles in their
organizations who will have an immediate, substantial impact on effecting change in Bosnia.

USAID-sponsored participants have been recognized by other organizations as leaders and innovative thinkers
in their fields. One such group of participants used their training to promote information centers as educational
and development tools in rural areas. The skills they gained during their training resulted in the opening of the
first rural information centers (Teledoms) in BiH, which were were sponsored by USAID through its DemNet
grantee. A countrywide information center network was established shortly afterwards and now includes

16 Teledoms.

Graduation Strategy

As assistance from the U.S. and other countries decreases, the USG increasingly is emphasizing programs that
require Bosnia-Herzegovina to take on more and more responsibility, so it may stand on its own. Technical
assistance programs to lay the groundwork for a stable democracy and sustainable economy have increased,
as major infrastructure grants shrink. Also, as its internal systems are strengthened and improved, BiH will be
better able to play its rightful role in regional trade and decision making and will move closer to EU

membership. However, these efforts will require some time to take root, and BiH is not a candidate for
graduation from USG assistance in the immediate future.

BOSNIA
FY 2002 FUNDS BUDGETED
FOR ASSISTANCE TO CENTRAL AND EASTERN EUROPE
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SUPPORT FOR EAST EUROPEAN DEMOCRACY (SEED) FUNDS

USAID/E&E - BUREAU FOR EUROPE & EURASIA

- Economic Restructuring 18.30
- Democratic Reform 16.70
- Social Sector Reform 11.78
TOTAL USAID/E&E BUREAU 46.78
OTHER USAID PROGRAMS
- Parking Fines 0.042320
TOTAL OTHER USAID PROGRAMS
TOTAL USAID 46.82

TRANSFERS TO OTHER AGENCIES

U.S. DEPARTMENT OF STATE

- INL Bureau/ Anti-Crime Training & Technical Assistance (ACTTA) 3.88
- DRL Bureau/ Int'l Commission for Missing Persons/Ombudsman 2.10
- EUR Bureau/Democracy & Public Diplomacy Projects(OSCE,OHR,SBS) 6.10
- ECA Bureau Public Diplomacy Programs / Regional Programs 1.81
- lIP/ International Information Programs 0.09
TOTAL U.S. DEPARTMENT OF STATE 13.97
U.S. DEPARTMENT OF TREASURY
- Treasury Advisors 1.90
TOTAL U.S. DEPARTMENT OF TREASURY 1.90
BROADCAST BOARD OF GOVERNORS 0.12
TOTAL TRANSFERS TO OTHER AGENCIES 15.98
PERFORMANCE FUND 2.21
TOTAL FY 2002 SEED FUNDS
BUDGETED FOR BOSNIA 65.00
BULGARIA

Political Overview

During 2002, the coalition government of the National Movement Simeon Il and the Movement for
Rights and Freedoms attained some cherished foreign policy objectives but lost much of the public
support with which it had come to power the year before.

Perhaps the government’s most significant achievement was the invitation to join NATO, received at
the Alliance’s Prague Summit in November. It reflects Bulgaria’s progress in political and economic
reforms, as well as its contributions as a “de facto ally” in the war against terrorism. Bulgaria granted
blanket clearance for U.S. military aircraft participating in Operation Enduring Freedom; hosted six
USAF refueling tankers and support personnel; donated arms and equipment to the new Afghan
National Army; and deployed a decontamination unit to Afghanistan with ISAF. Bulgaria continued to
maintain small units in SFOR and KFOR. As a non-permanent member of the UN Security Council,
Bulgaria supported the U.S. on key issues, including the war on terrorism and the Middle East
situation.

In 2002, Bulgaria made a leap forward in its EU accession negotiations, opening all 30 negotiation
chapters and closing 23. Despite the encouraging progress, the EU has indicated clearly that
accession will not take place prior to 2007. Although the latest EU report on Bulgaria’s progress
toward accession recognizes Bulgaria as a functioning market economy and acknowledges its
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progress in consolidating democracy, it emphasizes the need for further reform of the judiciary,
improved public administration, continued efforts to combat corruption, integration of the Roma
minority, and enhanced market flexibility.

In closing the Energy chapter of the accession negotiations, the Government of Bulgaria (GOB)
agreed to an EU demand that it close Units 3 and 4 of the Kozloduy Nuclear Power Plant by 2006.
This contradicted a National Assembly resolution, according to which the reactors should remain in
operation until Bulgaria actually joined the EU. Shortly after the NATO Summit, both opposition
parties initiated no-confidence motions, which the government narrowly survived.

The backdrop to the no-confidence motions was a sharp decline in the GOB's domestic popularity.
Having come to power with inflated public expectations and approval ratings above 80 percent, the
return to earth was inevitable. Despite maintaining a tight fiscal policy that has ensured
macroeconomic stability and maintained steady growth, unemployment remains high and average
incomes low. Internal conflicts within the majority party highlighted the GOB’s lack of a clear
legislative agenda, poor coordination among state institutions and ministries, and growing
disagreements among the disparate groups within the majority. By September, public support had
fallen to 23 percent.

In the rule-of-law area, important progress was made with the development of a National Strategy
for Combating Corruption and a Strategy for Reform of the Judiciary, but implementation of both has
been slow. Freedom House’s 2002 Nations in Transit Rating registered a slight improvement in
Bulgaria’s corruption level for the first time since 1999. Several major amendments to the Judicial
System Act were adopted but immediately challenged on constitutional grounds and may be
overturned by the courts. Other important legislation on terrorism, human trafficking, and organized
crime has been passed. The GOB sent a draft Anti-Discrimination Law to Parliament and is
preparing a bill on asset forfeiture. Nevertheless, organized crime and corruption remain major
problems. Bulgaria’s judiciary is still regarded as weak, poorly administered, under-funded, and low
in morale. This contributes to rule-of-law problems and is a barrier to investment, because it
undermines confidence in the enforceability of contracts and property rights.

Bulgaria’s current government is the first to commit itself to fiscal decentralization. An inter-
ministerial working group was established to consider appropriate policy changes and adopt a
comprehensive decentralization program, which has accelerated the pace of reform. Remaining
challenges include translating these policy decisions into specific legislative measures and into state
budgets that reflect their financial implications.

Bulgarian Roma continue to experience prejudice, social exclusion, and lower standards of living
than the rest of the population, despite the GOB's Framework Program for Integration of the Roma.
High unemployment, limited access to education and health care, and poor living standards are
among the most pressing issues facing the Roma community. According to a study funded by the
Open Society Foundation, the incidence of disease among the Roma is much higher and life
expectancy is 10 years shorter than the average. The GOB has undertaken some initiatives to
reduce societal discrimination and increase integration (and this government is the first to include
ethnic Turks in the cabinet), but there has been little if any substantive change in the economic
status and living conditions of the Roma.

Looking to the future, the GOB will remain vulnerable unless it makes progress on unemployment
and incomes. Major changes in policy direction are not expected, but cabinet reshuffles may be
inevitable. To date, no one has been named to replace the Deputy Prime Minister who resigned in
early November citing disagreements over the 2003 budget. With municipal elections due next year,
growing public apathy and disengagement from politics are a challenge to all Bulgarian political
parties.

Economic Overview
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Bulgaria’s economy was characterized by continuing good macroeconomic performance and sound
fiscal policy in 2002, but still struggled with high unemployment and poverty rates. The estimated
budget deficit in 2002 was 0.8 percent of GDP. In line with the 4 percent average growth rate for the
past four years, the GOB estimates 2002 GDP at 32.6 billion leva ($16.3 billion). Bulgaria registered
4.3 percent real GDP growth in the first half of 2002. Annual cumulative inflation as of October was
2.4 percent. Fiscal revenues have increased as projected, thanks to higher indirect tax rates -- but
lower personal income and corporate profit tax rates -- adopted in an effort to redistribute the tax
burden. With a stronger euro, lower interest rates, and debt pay-downs and swaps, the gross foreign
debt stood at 69 percent of estimated GDP for 2002. Both Standard & Poor’s and Fitch IBCA
upgraded Bulgaria’s long-term foreign and local currency credit ratings, in light of its positive
economic outlook and strict fiscal discipline.

Paradoxically, the impressive macroeconomic progress still has not led to greater prosperity for the
average citizen. GDP per capita (estimated by the EU at 6,500 euros in purchasing power parity
standards) is one-half of the Central European average and just one-fourth of the EU average. It is
not evenly distributed geographically or socially. Also disturbing is the considerable slowdown in
FDI, which amounted to only $296 million as of August, down 37 percent from the same period in
2001. The reasons for these disappointing figures are largely related to slower privatization, the
world economic slowdown, and the overall business climate in Bulgaria (which, though improving,
continues to hinder investors with frequent changes in the legislative framework, poor law and
contract enforcement, and burdensome administrative barriers). The GOB is committed to
decreasing the number of registration and licensing regimes, but little has been completed so far in
this area. Lack of significant reform of the judiciary, petty corruption, and unfair competition
stemming from the shadow economy also discourage foreign investors from entering the Bulgarian
market.

While second-stage economic reforms continued during the year, the restructuring of key large-
scale industries and commercial law reform remained incomplete. The GOB tried to speed up the
privatization of key enterprises in the telecommunications, tobacco, and utilities sectors, but these
deals caused much controversy both among the bidders and the various Bulgarian state institutions
and have not been completed. The pace of reform in the transportation and energy sectors has also
been slow, despite the adoption of an Energy Strategy earlier this year.

Apart from these remaining privatizations, enterprise restructuring has been progressing relatively
well. More transparent privatization procedures were put in place in April. Almost 80 percent of total
state-owned assets had been privatized by mid-2002, including 82 percent of those in the industrial
sector. Following the sale of Biochim Bank earlier this year, only one state-owned bank remains to
be privatized. The last state-owned insurance company, DZI, was privatized in August. Bank
supervision has improved, and though credit to the private sector is still relatively low, it has
increased steadily, from 10.5 percent of GDP in 1999, to 16 percent in the first half of 2002. SMEs
are still constrained in accessing credit, however, due to burdensome collateral requirements and
high interest rates. The Bulgarian stock exchange still lacks liquidity, with very low turnover despite
the large number of companies quoted.

The latest EU progress report recognized Bulgaria as a functioning market economy capable of
coping with the competitive pressures and market forces within the EU in the medium term. The
World Economic Forum’s Global Competitiveness Index shows a slight improvement in Bulgaria’s
competitiveness. However, the economy has by no means achieved sustained growth in productivity
and efficiency. Although Bulgaria continues to run large trade and current account deficits, 2002 saw
a small improvement in exports and imports. The January through August 2002 trade deficit was
$860 million.

Bulgaria’s unemployment rate (18 percent for the first nine months of 2002) is among the highest in
the transition countries. Long-term joblessness accounts for over 60 percent of the registered
unemployed. Every third unemployed is a young person, and one in five is over 50. As many as 80
percent of Roma and 65 percent of ethnic Turks (who rely heavily on seasonal tobacco farming) are
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unemployed. Under the 2002 National Employment Plan, the GOB will spend about 161 million leva
($81 million) to increase employment, encourage entrepreneurship, and transform the overall
concept of social protection from direct monetary assistance to employment assistance and
specialized social services. The GOB hopes to secure permanent employment for about 51,000
people, temporary employment for 28,500, and training for 52,100. It is too early to appraise the
long-term impact of these recent initiatives.

With a minimum monthly wage of $50, an average working salary of $134, and an average pension
of $50, Bulgaria has the lowest compensation levels in Central and Eastern Europe (CEE),
according to a recent Eurostat survey. Despite Bulgaria’s slight decrease in poverty in the past five
years, the World Bank still estimates the poverty rate at levels more than double its pre-crisis
position (12 percent vs. 5 percent in 1995). In a recent poll, almost half of Bulgarians identified
themselves as poor. The existing social assistance system has failed to respond adequately to their
needs. According to the World Bank, social protection programs like pensions, labor market
programs, social assistance, and short-term benefits cover over 80 percent of the population and
account for 13.6 percent of GDP. Pension reform remains on track. However, health care sector
reform has stalled this year, burdened by excessive facilities, a disproportionately large workforce,
and low quality services.

Overview of SEED Assistance

Assistance under the SEED Act focuses on the five broad categories described in the Mission Program Plan
(MPP), with national security the overwhelming U.S. interest in Bulgaria. This assistance contributes directly to
three MPP goals (Democracy, Open Markets, and International Crime) and supports the other two (Regional
Stability and Combating Terrorism). SEED seeks to achieve: 1) a competitive, private sector-led, market-
oriented economy; 2) institutionalization of the rule of law; 3) strengthened local government with complete
fiscal decentralization; 4) a strengthened civil society; and 5) a modernized financial system.

These SEED efforts support Bulgaria's transition to a market-oriented, democratic society. This year, the
invitation to join NATO was also an important (albeit unwritten) step for Bulgaria toward EU accession.

The centerpiece of the SEED account is assistance to Bulgaria provided under USAID’s program, designed to
address the key constraints to the country’s transition to a democratic, market-oriented, democratic society.
Other major USG entities funded under SEED include the State Department/Public Diplomacy, Treasury, and
Justice. During FY 02, the USAID strategy for the program was revised and will be reviewed in Washington in
the near future.

Within this context, the Mission has focused on four areas. The economic reform agenda, coupled with major
efforts in democratic reform, remains the cornerstone of the SEED Program in Bulgaria, complemented by
social-sector assistance and regional stability programs. The cross-sectoral and other programs complement
these areas of assistance. Within economic reform and the social sector programs, the major emphasis has
been to seek employment generation. Democratic reform continues to concentrate on judicial reform initiatives
and a fiscal decentralization program for local government.

Democratic Reforms

In FY 02, the democracy reform programs focused on fostering judicial reform, combating corruption,
strengthening local government by promoting fiscal decentralization, and supporting civil society by building the
capacity of independent media and non-government organizations (NGOS).

USAID Programs
Judicial Reform

USAID supports judicial reform as a key priority area for democratic consolidation in Bulgaria, targeting some of
the most important issues facing the judiciary. The main objective of USAID’s Judicial Development Project in
FY 02 was to foster sustainable, systemic change at the national level. This includes re-examination of the laws
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and regulations governing the entire system, as well as strengthening the institutional capacity of the system’s
component parts: the Ministry of Justice, Supreme Judicial Council, individual courts, Magistrates Training
Center, and National Court Clerks Association. Through highly productive relationships with the Ministry and
the Supreme Judicial Council, USAID was positioned to contribute substantially through the Project to more
effective national policy and strategic planning.

In FY 02, USAID was instrumental in drafting the National Judicial Reform Strategy and Action Plan. It
supported implementation of various provisions of the National Strategy, including the preparation of legislative
amendments, new regulations governing court operations, and the introduction of Codes of Ethics for
magistrates and court staff. The most significant legislative changes were key amendments to the Judicial
Systems Act (adopted in July), including introduction of the court administrator’s position, and rules for
evaluating and appointing magistrates and for appointing and dismissing the chief prosecutor.

Court administration reform remained critical for improving judicial efficiency. USAID supported court
administration and case management improvements by developing and installing a Case Management System
in five courts and preparing a training manual. To enhance the courts' administrative capacity, the project
helped the National Clerks Association to develop a strategic plan, a new clerk orientation manual, and an
organizational brochure. As a direct result, Court Clerks have increased their capacity to serve clients, and
court cases are processed faster and more transparently.

The Magistrates Training Center continues to function successfully, providing high-quality training to newly
appointed judges, sitting judges, and court staff, while negotiations for its conversion into a new public
institution are under way. The Center’s accomplishments stem from implementation of a three -tiered train-the-
trainers program and a curriculum prepared in direct response to judges’ needs. In FY 02, the Center provided
18 programs for all newly appointed judges; 20 programs for sitting judges; and over 50 train-the-trainers basic
and advanced programs. All newly appointed judges and the majority of sitting judges now are more capable of
performing their responsibilities in court cases.

In addition, USAID supported training activities and court visits in the U.S. for 37 magistrates (including 10
members of the Supreme Judicial Council). This training increased the participants’ understanding of the U.S.
justice system and practices in the rule-of-law area, which they strove to apply in their practice. As a result, the
Council drafted an action plan to improve its legal and organizational structure, introducing standing and
temporary committees, which strengthens the Council’s administrative functions and increases the judicial
system'’s transparency. Also, its capacity to formulate and defend its position on major issues concerning the
further progress of the judicial reform, such as the judicial budget, has been strengthened, resulting in improved
legislation for reforms.

In FY 02, USAID funded ABA/CEELI to conduct the first Judicial Reform Index report for Bulgaria, which
reviewed the judicial system against 30 internationally recognized standards. The Ministry of Justice plans to
use the report to guide reforms in this area. As part of ongoing efforts to promote enhanced public
understanding of the judicial system, USAID also supported a pilot project creating public relations positions at
eight courts to represent them to the media and the public. As a result of this successful program, the
amended Judicial Systems Act calls for such public relations positions at all district courts.

USAID provided assistance through ABA/CEELI to the Supreme Bar Council, resulting in a comprehensive
draft revision of the Attorneys Act, which has been submitted to Parliament. Key provisions include: higher
standards for the admission of lawyers; an obligation for attorneys to participate in continuing legal education
programs; the requirement for an attorney code of ethics; detailed provisions authorizing and regulating law
partnerships; and mandatory professional liability insurance. USAID also supported an attorney working group
to develop a code of professional ethics for attorneys, as required under the new Attorneys Act.

Local Government

USAID was poised to capitalize on a receptive policy environment to make significant progress in
implementing fiscal decentralization. A USAID-sponsored Local Government Forum established
consensus among key partners on the strategic direction for these reforms. This consensus,
assisted by strong advocacy of the USAID-supported National Association of Municipalities,
formed the basis for an historic agreement between the GOB and the Association, in which the
GOB committed itself to implement fiscal decentralization.
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USAID assistance led to the adoption of a decentralization program by the Council of Ministers, which plans to
institute the reforms in 2003-2005. This paved the way for an aggressive set of legislative reforms embodied in
the 2003 State Budget package, which began the implementation of fiscal decentralization. Key elements
include the Local Taxes and Fees Act and the Municipal Budget Act, which build a predictable local revenue
base and form a solid foundation for continued fiscal reforms.

In addition to its progress on fiscal decentralization, USAID has succeeded in building a lobby supporting public
dialogue in the development of regional governance policies. At the municipal level, USAID introduced new
practices in citizen participation, leading to increased access to municipal council proceedings and use of
citizen advisory committees for planning infrastructure development. USAID also supported the establishment
of municipal customer service centers in 32 municipalities. The centers are widely recognized as the best
innovations in Bulgaria’s public administration and have spawned spontaneous replication among cities. The
centers are an entirely new approach to timely, accountable, and transparent service provision, which also
reduces opportunities for corruption in municipal administrations. Citizen access to administrative services how
takes hours rather than days, and all transactions are conducted in public places, rather than private offices.

Technical know-how exchanges between U.S. and Bulgarian cities resulted in the adoption of
numerous new municipal practices, such as long-term financial management plans for city
infrastructure, industrial zone development, solid waste and landfill management plans, and
municipal marketing strategies of a number of municipalities. Many municipalities now have greater
control over local revenues, as required to support services such as garbage collection.

Parliament and Political Processes

In FY 02, USAID was the lead donor in assisting the newly elected Parliament. Timely USAID support included
a large-scale orientation conference for MPs, follow-up workshops on lawmaking for both MPs and committee
staff, full management review and training for the parliamentary administration staff, and finally, a new
parliamentary handbook in both Bulgarian and English. The USAID -funded Parliamentary Internship Program
made a smooth transition from the old to the new Parliament, quickly gaining recognition from new MPs and
committee chairs for the high quality of its legislative research assistance. Several draft laws developed by the
new Parliament have been substantially improved by the research provided under this Program. Although
several USAID implementers utilized public hearings to vet legislative issues with the public, that process was
not applied consistently.

In addition to these activities to strengthen the legislature, USAID supported the International Republican
Institute’s (IRI) strategic assessment of the internal weaknesses and future reform agendas of political parties in
the post-election period. As a result, the two main opposition political parties, the Union of Democratic Forces
and the Bulgarian Socialist Party, moved young leaders to top party positions.

Anti-Corruption

In FY 02, the GOB adopted an ambitious National Anti-Corruption Strategy and implementing program. The
Strategy demonstrates the GOB’s commitment to addressing corruption in a systemic manner, in partnership
with civil society. In February 2002, the GOB set up an Anti-Corruption Commission, chaired by the Minister of
Justice, to coordinate and control the execution of the Strategy.

Bulgaria’s rating in Transparency International’s Corruption Perception Index jumped from 66th place (1998) to
45th (2002) out of 102 countries, moving ahead of others such as the Czech Republic, Latvia, and Slovakia. As
a result of Coalition 2000’s USAID-financed anti-corruption awareness campaign, public tolerance for corrupt
practices decreased, and the fight against corruption became a priority issue for the political leadership.
Coalition 2000 also led a public debate on the links between corruption and terrorism, which led to draft laws on
Measures against Financing of Terrorism and Asset Forfeiture.

In response to the increased political will and public awareness of corruption issues, USAID initiated a three-
year anti-corruption activity to enhance government integrity and transparency. Its first goal is to increase
transparency and reduce opportunities for corruption in public administration by providing support to the GOB
anti-corruption efforts, particularly those of the National Audit Office and the Public Procurement Directorate.
The second goal is to foster civil society participation in promoting transparency, accountability, and awareness
of corruption. Activities to be undertaken will result in the enhanced transparency and accountability of targeted
GOB institutions, as well as in greater public awareness and watchdog/pressure mechanisms exercised by
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citizens.
Media Development

In FY 02, the Professional Media Program (ProMedia) continued its work in reforming media legislation,
increasing the professionalism of media outlets, and building associations of the independent media to sustain
media sector development. ProMedia carried out a “media against terrorism and organized crime” investigative
journalism fellowship program.

USAID also supported a regional “media against corruption” program, under which reporters from seven
countries received training in developing stories on investigating corruption. The ProMedia Training Center
continued a series of training seminars for independent TV and radio outlets, becoming a trademark for highest-
quality professional training in the country.

Notably, the ProMedia Training Center assisted the launch of TV Roma, the first Roma-owned and operated TV
station in Bulgaria. Supported by USAID, the Access to Information Program, Bulgarian Media Coalition, and
Association of Bulgarian Broadcasters lobbied successfully for the adoption of the Law for Protection of
Classified Information and the Personal Data Protection Act.

Civil Society

USAID’s Democracy Network Program (DemNet) continued to build the capacity of 13 Intermediate Support
Organizations (ISOs) that provide services and direct grants to a broad base of local NGOs. In FY 02, the ISOs
provided 164 sub-grants, which were disbursed by DemNet grant-making organizations to reach 68
communities. DemNet and the NGO Center-Kardjali, one of the 13 ISOs, also supported eight citizen-initiated
projects in three ethnically diverse communities, targeting major community problems. A needs assessment of
advocacy initiatives in Bulgaria was conducted, resulting in the design and implementation of a six-month, four-
part training program for NGO leaders engaged in advocacy. DemNet supported the first national conference
on volunteers and promoted achievements of NGOs in strengthening civil society through a series of 18
programs on Bulgarian national radio. Eight of the community-level organizations supported under DemNet are
now engaged in social service enterprises, ensuring their sustainability. Further, several local NGOs have
obtained funding for their project ideas from non-USG donors.

There was also a major breakthrough in NGO tax legislation. Seven amendments from the USAID-supported
package to decrease the tax burden on NGOs and stimulate donations from companies and individuals were
enacted. An electronic version and a web site of the Public Registry for NGOs were developed and became
fully operational in 2002. This was a step toward greater transparency and accountability of NGOs that are
eligible for tax relief.

Despite this favorable legal environment and an increased number of active NGOs, civil society sector
sustainability is still fragile. The Community Funds and Social Enterprises Program addressed this deficiency in
FY 02 by establishing community funds in three towns and engaging the private sector, local government, and
citizens in supporting non-governmental efforts to develop their communities. To date, 150 volunteers have
been mobilized for the public awareness campaigns and the initial fund raising activities. The Program selected
23 social services NGOs to receive assistance to develop successful businesses to advance their missions —
for example, setting up a hand-knit clothes business to employ the mentally disabled, a sewing workshop for
single mothers, and a farm to employ drug addicts.

Public Diplomacy Programs
Democracy Commission

FY 02, the Embassy’s Democracy Commission continued to award small grants to contribute to
grassroots development of democratic attitudes and civic participation. As with much of public
diplomacy, these small grants help the Mission to communicate U.S. values and expectations.
The program addressed youth issues, minority and equal opportunity problems, communications
between local government and constituents, anti-trafficking in persons (TIP) programs, civic
education, and others.
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Ongoing and new programs are promoting the role of youth in political dialogue and their growth as leaders; the
role of religious minorities in advancing their integration into the society on an equal basis; forums on the need
for citizens to know about and participate in Bulgaria’s new global roles in the fight against terrorism and NATO;
and anti-TIP programming through guest speakers and exchanges.

One new grant is promoting greater public awareness of crime and corruption and is supporting strategies for
applying public pressure to combat it, whether on the everyday level or at higher levels. This grantee will train
other NGOs in strategies it and they can devise, based on polling and other available data, to address people’s
concerns and propose plans of action.

Another grant is extending the reach of a prominent NGO dedicated to public voter education and political
participation, even at the basic get-out-the-vote level. New regional hubs will act as ombudsperson offices to
assist constituents, especially those representing ethnic minorities, to address their local political leaders.
Another civic education project addresses the problem through a local women’s group, which will train trainers
to develop communication and persuasion skills among future community leaders, again primarily from poorly
represented ethnic minority constituencies.

Other ongoing projects include radio programming to foster mutual understanding and conflict prevention,
aimed at youth from various ethnic groups in a particular locale; a Roma mediation and consultation center to
encourage equal employment opportunity practices; and a legal issues information network to monitor religious
liberties and tolerance and to lobby for an inclusive law on religions. The FY 02 grants also encouraged local
anti-corruption initiatives, defending children’s rights, building resistance to xenophobia, and developing
programs against domestic violence, among many other effective initiatives.

University Linkages

The premier university affiliation, which focuses on public administration, is between the New Bulgarian
University and California State-Pomona. In a new program conducted through the Department of State (ECA),
another university affiliation, between Bourgas Free University and the University of Tennessee, examines
inter-ethnic modeling, ethnic identification issues, communications, and conflict prevention and resolution. A
program was also developed for an affiliation between the University of Rousse and Cornell University. This
linkage will advance agricultural economic reform through the exchange of academic staff and materials,
contributing to Bulgaria’s capacity to achieve its potential in agricultural development and marketing, as well as
developing new perspectives at Cornell.

Media Training

Media training continues its focus on issues-oriented training, emphasizing anti-TIP, corruption vs.
the rule of law, and economic reform programs. TV “cooperatives” have looked at ethnic minority
settlement in the U.S., with a new one being developed to examine a case of public corruption from
investigation to indictment, trial, and verdict. Increasingly, U.S.-based media training, conducted by
State ECA and the Broadcasting Board of Governors, will focus on reporting on foreign investment
and economic reform. The State Department/International Information Program’s (IIP) media training
concentrated on government-media relations.

Book Translations

Guest lecturer activities in anti-TIP, anti-terror, media training, et al., are supplemented with book translation
subsidies (up to $3,000 per title), which provide Bulgarian readers with professional literature in economics,
foreign policy, models for multi-ethnic community development, and other works important to democratic and
political development. These books would be unlikely to be published otherwise, because of the limited
professional audience.

U.S. Department of Justice

The Resident Legal Advisor (RLA) focused major efforts on human trafficking. A legislative drafting group co-
directed by the RLA drafted an anti-trafficking law that was adopted. The group also wrote a Law to Combat
Trafficking in Persons, that provides mechanisms to support and protect victims. This law has passed its first
reading in Parliament, with final passage expected in early 2003. Also, two NGO/donor coordination meetings
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were held to exchange information about projects, successes, and funding.

A project was begun at the request of the Ministry of Justice to assist in implementing the concept of probation.
This is important to reduce the funds spent on incarceration and to give courts more sentencing options. An
initial assessment was conducted in May to get a sense of the present situation and potential goals. Next,
training was provided to a small “experts” group of judges and correction system officials. In the future,
legislative drafting assistance will be provided, as well as training for judges and prosecutors about their roles in
implementing probation and the interaction among judges, prosecutors, and probation officers.

Other initiatives included assistance and training in several areas. Legislative drafting assistance was provided
to the GOB for comments on a draft Bulgaria Terrorist Financing Law (in collaboration with Treasury’s OTA);
amendments to the Judicial Systems Act; and an Asset Freezing, Confiscation, and Forfeiture law (by a DOJ’s
Asset Forfeiture/Money Laundering Unit). Training was provided by Dutch and U.S. prosecutors to Bulgarian
prosecutors on ethics and the functions of prosecutors. The RLA works collaboratively on all activities under
USAID and Public Diplomacy rule-of-law programs.

Economic Reforms

During FY 02, the economic assistance program continued efforts to foster sustainable economic development
through improved competitiveness and increased private sector -led growth. Activities in key areas such as bank
restructuring, firm-level assistance, trade promotion, and finance achieved major objectives. Further, they
continued to provide crucial technical assistance in making the legislative, regulatory, and policy environment
more conducive to private sector growth.

USAID Programs
Private Sector and SME Development

USAID extended and focused firm-level assistance to private companies in Bulgaria through competitive
industry clusters such as agriculture, light manufacturing, tourism, information technology, and export- oriented
sectors. Activities supporting small and medium -size enterprise (SME) development also continued. USAID
assistance to SMEs has enhanced the ability of targeted firms to develop new market-oriented products,
increased their productivity and management skills, and improved their information about and access to
national and foreign markets. USAID assistance also developed corporate governance, business planning
skills, and financial management for these firms. A large number of USAID-assisted companies is now
generating employment in disadvantaged and poor regions, and more than half of the targeted firms are either
women-owned or managed.

As a result of USAID assistance, these firms increased their exports by 8.5 percent on average and established
business linkages worth more than $8 million. Assistance in improving companies’ production management,
efficiency, marketing, and productivity resulted in greater competitiveness, which is reflected in the growth of
domestic sales by an average of 14 percent per annum. In total, the private sector share of Gross Value Added
reached 72 percent in the second quarter of 2002, meeting one USAID economic development target.

Competitiveness and Trade Capacity Building

To boost sustainable economic development, USAID enlarged its Country Competitiveness Initiative to improve
the Bulgarian economy’s competitiveness by developing industry cluster strategies. USAID now provides
advice to the newly created National Economic Growth Council, whose private sector members are interested
in defining competitiveness as the organizing principle for a national economic growth strategy. The work with
the Council also institutionalized for the first time a public-private sector policy dialogue in Bulgaria on business
issues. USAID’s competitiveness project has also nurtured cluster development in Bulgaria’s IT sector by
helping key private players to create a strategic plan for the growth of the sector and for integrating the plan into
the national economic growth strategies. The increased exports and domestic sales reported above were
facilitated by this initiative.

USAID also facilitated cross-border cooperation and trade capacity building by providing support to the Trade
Development Center established under the Council’s firm-level assistance program. The Center promotes trade
development by facilitating business-to-business meetings, trade fair participation, joint ventures and business
cooperation, increased access to trade and investment financing, and improved marketing, quality standards,
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and productivity. To date, the Center has organized about 45 business-to-business meetings and trade fair
participations, leading to more than $13 million in trade linkages and completed contracts.

Micro and Equity Finance

USAID micro-finance activities continue to expand and address the credit needs of small entrepreneurs, a
major constraint to economic growth and employment generation. At the end of 2001, USAID’s three micro-
lending programs had 6,000 borrowers, who had created about 3,000 jobs through micro lending. In FY 02, the
total loan portfolio exceeded $2.8 million, half of which targets women entrepreneurs and small communities
that lack access to competitive banking services. Loans are used to finance micro and small -business
operations, consumer purchases, education of children, and the purchase of land, facilities, and equipment.
Strict credit terms have resulted in high repayment and low delinquency rates.

USAID is also promoting private sector growth and job creation by mobilizing large-scale loan and equity
financing. The $7 million Trans-Balkan Fund launched in 2000 makes equity investments in Bulgaria. Since its
inception, the Fund has invested more than $3.3 million in private companies.

The Bulgarian-American Enterprise Fund has maintained active lending operations, with equity and loans
totaling over $70 million and re-flows of more than $34.4 million. Home mortgages, pioneered by the Fund, now
total $21 million. An agreement with the International Finance Corporation will expand the home mortgage
portfolio by $5 million.

Financial Intermediation/Development Credit Authority

USAID has three Development Credit Authority (DCA) facilities with two Bulgarian private banks. They attract
private sector finance to support development. The three loan portfolio guarantee facilities extend financing for
industrial and municipal energy efficiency projects, a Small Business Loan Portfolio Guarantee, and a $20
million facility for private enterprises in competitive sectors. Nearly $3.2 million has been loaned to 36 clients
under the facilities. The municipal energy efficiency DCA is growing, with nearly $3.4 million loaned to private
and municipal borrowers and a pipeline of $6.5 million. Successful DCA programs contribute to commercial
banking confidence in lending to SMEs, fueling further economic growth. As a result, lending to private sector
enterprises is 97.9 percent of total lending in Bulgaria, and represents more than 16 percent of the GDP.

Policy Dialogue and Commercial Law Reform

USAID's programs encourage the development of a legislative, regulatory, and policy environment conducive to
a thriving private sector. Through the Policy Reform and Advocacy program, USAID facilitated a number of
public-private sector meetings, supported economic and policy analysis, and introduced advocacy and lobbying
skills to business association members. As a result, USAID-supported business associations advocated
successfully for the removal of several onerous licensing and administrative requirements that had hindered
new business start-ups and operations. Recognizing the GOB'’s limitations in instituting policy reform, USAID’s
economic policy reform project has worked with key economic agencies and departments on organizational
change management to help them to achieve their missions, and trained press liaisons in all ministries and
departments in strategic communications.

In addition to the policy and advocacy work, USAID helped establish the institutional structure for alternative
dispute resolution with the Labor Conciliation Institute, which provides mediation services for labor disputes.
USAID advisors made substantial progress in building a framework to support use of court-related mediation.
The program helped set up the Plovdiv Mediators Association, which will serve as a professional association
and provide mediation services. USAID advisors trained core groups of future mediators and helped build
awareness and support for mediation among judges and members of the legal community in Plovdiv and Sofia
through a series of training programs. USAID supported organizational and technical assistance to the Ministry
of Justice Alternate Dispute Resolution task force that has resulted in the creation of proposed standards for
mediators. This form of resolving business disputes is slowly taking root. In FY 02, about 15 disputes were
resolved using USAID-trained mediators.

Banking Sector Stabilization and Restructuring

The transition to a stable, competitive banking sector requires broader private ownership of banks, an improved
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regulatory process, and investment in human capital through skill development programs. USAID activities are
making a positive impact in all of these areas. In 2002, Commercial Bank Biochim, was privatized with USAID
assistance. Work is underway to privatize the State Savings Bank, the last state-owned bank, by mid-2003.

To strengthen the oversight and supervision of the banking system, USAID advisors developed new financial
reporting requirements for banks and branches of foreign banks. These changes enhance risk analysis and
monitoring of the regulated banks and are based on International Accounting Standards.

A new Bank Insolvency Law that makes bank bankruptcy an administrative procedure managed by the Deposit
Insurance Fund was passed in September 2002. Immediately thereafter, USAID advisors started working on
implementation. USAID continued to support institutional strengthening for the International Banking Institute,
which provided training to over 1,100 bankers in 2002 alone and became well positioned to offer fee-based
training for Bulgarian bankers, as well as bankers from the region. A testament to this is that 30 foreign
participants received training during 2002. The training program has contributed to improving banking practices,
most readily reflected in the increased credit to private sector enterprises, which now corresponds to more than
16 percent of GDP.

Capital Markets Development

USAID has nearly completed its capital market development assistance. In FY 02, technical assistance
focusing on key improvements in the stock exchange’s legal framework led to the amendment of the Law on
the Public Offering of Securities. These amendments establish significant rights for minority shareholders of
publicly owned companies and create an important foundation for the adoption of international best practices
and corporate governance principles in public companies. USAID advisors made another major contribution in
preparing a well-received Corporate Governance Manual that provides guidelines for public companies to
comply with the Law for Good Corporate Governance Principles. The project also developed a modern,
computerized on-line market surveillance system to examine trades and orders for the purchase and sale of
securities. The system is an important tool for surveillance officers in detecting illegal or manipulative trading
practices and protecting investors against them. As a result, Bulgaria’'s securities law is, arguably, the best in
Central and Eastern Europe.

Bulgaria has required compliance with International Accounting Standards (IAS) by public companies, since
January 2002. USAID is providing extensive training on IAS for the Bulgarian National Securities Commission,
which enhances its ability to monitor the stock exchange and actions of traded companies.

Energy Efficiency

USAID supports a loan guarantee facility through a local commercial bank and a local environmental consulting
firm to promote municipal and industrial energy efficiency projects. In FY 02, six municipal and three industrial
projects were developed and financed; $3.32 million in total project costs was financed with $2.37 million
through the loan guarantee program. Municipal projects typically focus on improving street lighting and the
heating of municipal buildings (such as schools and retirement homes). The consulting firm provides data on
reductions of greenhouse emissions and other noxious gases from projects, demonstrating significant
environmental benefits to the borrowers and the country. Anticipated emissions offsets for the life of the
projects implemented in 2002 totaled 46,025 tons of carbon dioxide, 1,232 tons of sulfur dioxide, 53 tons of
nitrogen oxide, and 57 tons of dust.

Public Diplomacy
Fellowships

The Ron Brown and Hubert H. Humphrey Fellowships provide MBA and MPA degrees and professional
experience to a handful of Bulgarians every year. The Fellows return to Bulgaria from the U.S. with unmatched
experience in economic and governmental reform and policy making. These programs provide talented young
Bulgarians the economic and public policy background needed to improve Bulgaria's performance in these
spheres. English Teaching Fellows promote the use of English at the undergraduate level and in tertiary
education TOEFL curriculum, and thus provide thousands of Bulgarians with a command of English — a
prerequisite for professions such as business, economic and public policy, international relations, and other
critical fields.
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U.S. Treasury
Tax, Debt, and Enforcement

Over the past year, the U.S. Treasury Tax advisors developed plans for an automated case selection program,
with test results expected to be available for review and analysis within the first half of 2003. An assessment of
taxpayer service and educational needs throughout the Tax Directorate was completed. A train-the-trainer class
was conducted for a core group of tax administration employees, and the new instructors have already
conducted basic taxpayer service training under the Treasury advisors’ observation. The advisors have also
provided guidance on the creation of an Alternative Dispute Resolution system within the Tax Directorate,
which would include Offer -in-Compromise, Arbitration, Early Referral, and Mediation. This could lead to the
creation of a settlement authority within the Tax Directorate that would weigh the hazards of litigating tax cases
and be able to make settlements with taxpayers, avoiding expensive and resource-intensive litigation.

The Debt advisor to the Ministry of Finance and the Bulgarian National Bank has been counseling the Ministry
to reduce the risks associated with Bulgarian debt structure and to improve cash management. The Debt
advisor provided continued support for the preparation of a Law on Public Debt, which was enacted by
Parliament. This Law enables the issuance of sovereign debt and places the process on a more transparent
foundation.

The Enforcement advisor contributed to the development of financial crimes legislation, particularly in the areas
of money laundering, asset forfeiture, and terrorist financing. In addition, the advisor developed and
implemented a financial investigation techniques training program and provided on -site technical assistance to
the Bulgarian Bureau for Financial Intelligence in all functional areas, including financial analysis, professional
staff development, and information technology upgrades.

U.S. Department of State and U.S. Customs Service

The U.S. Customs project to improve Bulgarian Customs and border procedures has completed its second
year. Two initiatives to accelerate shipment processing have been implemented at the Plovdiv pilot site.
Initiatives to make physical examinations more effective at the two border pilot sites of Rousse and Plovdiv are
in the planning stage. Activities have also been undertaken at the seaport of Varna and the Kapitan Andreevo
(Turkish) border station. The focus at these two sites is on facilitating the movement of containers and trucks.
The situation at Bulgarian Customs has stabilized, and relationships with other border agencies have also
improved, resulting in greater acceptance of recommendations.

Social-Sector and Humanitarian Assistance
USAID Programs
Pension Reform

USAID continues to provide key assistance for reform of both the public and private components of the social
security system. Under USAID leadership, amendments to the Social Code were prepared and presented to
Parliament that improve the security of the population’s pension savings and harmonize the pension legislation.
The most important areas of improvement are in the pension funds’ investments, disclosure, supervision,
minimum rate of return guarantee, and custody of assets.

In FY 02, at the GOB's request, USAID expanded its assistance in pension reform, and now also provides
technical assistance for labor market development. In fact, a successful pension reform depends on a smooth
labor market function, because the revenues needed to build capital in a retirement system come from wage
earners. USAID labor market work focuses on building the Ministry of Labor and Social Policy’s capacity
through training and advisory services for program implementation, monitoring and evaluation, analysis, and
economic modeling to inform decision-making on current and proposed labor and social policies. Educating the
public and raising its awareness about the pension reform and the active labor market measures is another
important aspect. As a result of these efforts, there has been a slow but steady increase in pension system
deposits, reflecting greater employee confidence in and awareness of reform measures. Deposits now exceed
earlier USAID expectations by over $100 million.
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Health Sector Finance Reform

USAID supports health financing and policy reform to establish a sound legal and regulatory framework, build
the institutional and investment management capacity of the National Health Insurance Fund, and increase
public awareness and education on health care issues. In 2002, USAID continued to lead a policy dialogue to
improve the health model to provide better service to the population. With USAID assistance, the legal
framework for voluntary health insurance has been created and enacted by Parliament. With guidance from
USAID advisors, work toward a unified payment mechanism for hospitals is under way. USAID also plays the
leading role in developing comprehensive data on sources and uses of health funds and is helping to prepare
baseline National Health Accounts, using the OECD-endorsed methodology. These accounts are essential for
developing and implementing sound health policies. To increase public awareness of health care finance, a
comprehensive communication strategy has been designed by the Health Project, which will establish a
National Health Clearing House by December 2002.

Ethnic Integration

The Ethnic Integration Program made great strides in Lom, Vidin, and Kjustendil (communities with large Roma
populations). As a result, 42 micro-projects on social, educational, and economic problems of the Roma
community were funded, leading to 115 new jobs in agriculture, construction, farming, and other sectors. In
education, 198 children were attracted back to school, and 1,600 more are in projects to reduce the dropout
rate. Two multi-ethnic Conciliation Commissions were established in Kjustendil and Vidin, and the Lom
Conciliation Commission successfully resolved a major dispute among the electrical company, the municipality,
and the Roma community over payments for electricity.

About 50 young Roma were trained in the Roma Leadership Institute in Kjustendil and Vidin. In Lom, the Roma
leaders who passed the training the previous year supported the work of the Conciliation Commission and took
part as co-trainers in the program. Furthermore, nine new Roma NGOs were established in these three cities to
address the problems of the Roma communities there. In addition, the program started work with the Ministry of
Labor and the Council for Ethnic and Demographic Issues on developing a GOB ethnic integration program.

Labor Force Restructuring

The USAID pilot program for re-training military personnel who were released early was initiated in 2001 to
address the hardships caused by the downsizing of the Bulgarian army from 107,000 to 45,000 by 2006, in
response to NATO membership and EU pre-accession requirements. The pilot program offered re-training
courses, linkages with businesses on potential internships, and continuing coaching and guidance to 86
released military personnel to facilitate their transition to civilian employment. Thirty more officers are currently
enrolled in English, computers, and business tracks. Partnerships of the American University in Bulgaria with
the Bulgarian Ministry of Defense, the NGO Resource Center, and Chambers of Industry and Commerce have
contributed to the national coverage of the program and are essential to internships, post-training monitoring,
and the evaluation of this pilot effort.

U.S. Department of Labor/PLEDGE

The Partners in Local Economic Development and Government Efficiency (PLEDGE) Program supports local
economic revival and enterprise competitiveness in poor, underdeveloped municipalities with high
unemployment. The core of the program is the introduction of a community-based planning process of
economic revival, involving citizens from the public, private, and NGO sectors in formulating strategies for
economic growth and local resources maximization.

In FY 02, as a result of 200 new partnerships formed in 29 communities, 155 economic development projects
were launched; 82 new businesses were started; 101 businesses were assisted or expanded; and 3,154 new
jobs were created for low-skilled, unemployed people, mostly Roma. In addition, the “Quickstart” technology of
private sector worker retraining was implemented in three vocational training organizations, and, separately, all
929 unemployed who trained in this technology found jobs.

Security and Regional Stability Program

USAID Programs
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Regional Infrastructure Program

USAID's Regional Infrastructure Program for Water and Transportation supports U.S. Stability Pact regional
objectives through regional infrastructure projects and improving institutional capacity. In FY 02, USAID
conducted a thorough review of the investment plan for the port of Lom, which led to a $17 million loan from the
European Investment Bank to the Ministry of Transportation for the port’s rehabilitation. The program also
produced a guide for business plans for water and sewage projects.

Public Diplomacy

SEED funded a number of products explaining and advocating the USG position in the war
against terrorism, including two authoritative speakers on counterterrorism. The Mission also
provided a grant to a national think tank to arrange grassroots panel discussions on the global
concerns over terrorism, which by definition is directed against innocent civilians.

Cross-Sectoral/Other Programs
Training and Exchange Programs
USAID Programs

START Participant Training Program: The START Participant Training Program provides short-term training
in the U.S., Bulgaria, or third countries for human capacity development. The training supports long-term
technical assistance in all sectors by equipping Bulgarian leaders and professionals with skills and practical
knowledge necessary to support the transition. Over 1,400 Bulgarians have participated in the program since its
inception. In 2002, 385 participants attended 37 tailored training events (22 in the U.S., three in Bulgaria, and
12 in third countries). Participants this year included MPs, higher GOB officials, representatives of the
government press corps, mayors, supreme court justices, and key business leaders. Examples of training
results include more efficient administration in the court system, improved communications between public
authorities and citizens, linkages between local entities and NGOs — Bulgarian, European, and American — as
well as strategies for attracting investment to Bulgaria at the national and local level.

A Small Grants Program has continue to grow, allowing participants to compete for grant funding to implement
ideas developed during training. At the end of the year, USAID approved 18 new grants for 2002 trainees,
bringing the total number of grants through this program to 38. Recently completed grant activities include the
opening of a municipal citizens information center, research on public confidence in the banking sector, and a
series of seminars to involve citizens in local government.

The Georgetown University East and Central Europe Scholarship Program: Since 1998, Bulgarian
leaders, experts, and administrators have benefited from this academic training program by participating in
more than 90 long-term (6 to 12 months) and 70 short-term programs at U.S. and third-country universities. The
program has enhanced the capacity of mid-level managers and professionals to contribute to Bulgaria’s
transition to a market-based democracy through their work in risk management, public administration, local
governance, health care and pension reform, conflict resolution, and civil society organizations. Regional
training programs in health care finance, health policy, and hospital administration were converted into in-
country programs in FY 02, and new social assistance and unemployment benefits programs for Social Ministry
employees and trade unions were introduced.

Public Diplomacy Programs
International Visitor Program

During 2002, the International Visitor (IV) Program invited participation by about 30 government officials and
private sector representatives who can make good use of the professional orientation to the U.S. that this
program provides. The visits promote awareness of U.S. values and processes across the entire spectrum of
U.S. interests in Bulgaria.

The IV Program dedicated more than half of the visits to democratic development and rule of law (i.e., visitors
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from Parliament, the Ministry of Justice, relevant NGOs, etc.). A local planning and governance group program
will see mayors and local technical experts go to similar towns in the U.S. to examine strategies for community
development. The Chief Mufti and two clerics will visit the U.S. to study religious freedom and tolerance issues.
An MFA official has been nominated to attend a group project on the increasingly important role human rights
plays in foreign policy formulation. Two senior GOB auditors will be on a specially designed program to
advance accountability in government and business.

From a visit of local library professionals in 2002, an innovative SEED-funded Sister State library association is
expected to form between the Bulgarian National Library Association and a similar state association in the U.S.
Focus will be on poorer, smaller towns in ethnically/religiously mixed areas, most likely in the Rhodope
Mountains.

There also were several group IV projects. One, led by the Minister of Justice, was recognized by those
responsible as one of the most effective such programs ever conducted. It is leading directly to operational
improvements at the Ministry and new legislation against influence peddling. Another successful program was
for MPs on “Achieving Security in a Democracy,” a post-September 11 project specifically designed to keep
MPs and other officials focused on civil liberties while also fighting the war against terror. The latest of many
such effective group programs was for younger officials in the newly elected Bulgarian Presidency, which
focused on constituent services, accessibility, and accountability.

Other USAID Programs
Biodiversity Conservation and Economic Growth

USAID has continued to be a leading donor in supporting innovative nature conservation and sustainable
development efforts in Bulgaria. The Biodiversity Conservation and Economic Growth project has parlayed a
decade of USAID-supported biodiversity conservation efforts into tangible rural economic development models,
based on a sound legal and regulatory framework and sustainable financial mechanisms that support
conservation and rural development.

USAID helped the Ministry of Environment and Waters develop and implement 10 -year management plans for
two of Bulgaria’s three national parks. Significant assistance was also provided for the management planning
process of the newly established Rila Monastery Nature Park. A heretofore unresolved land restitution issue
between the GOB and the Rila Monastery/Orthodox Church involving an important forest reserve has been
tabled, and church representatives have said that they will participate in the planning process and abide by the
resulting management plan, due in final draft form in early 2003.

Four pilot activities (two in ecotourism and two in collection of non-timber forest products such as berries,

herbs, and mushrooms) came to fruition. The culmination of the ecotourism pilots was a regional forum at which
an unprecedented ministerial protocol for cooperation in promoting ecotourism was signed and a national
ecotourism strategy was drafted. One participant in a pilot project secured a commercial loan for her enterprise,
with USAID technical assistance.

A significant result of the project was progress toward the development of an endowment fund for capital
improvements and other projects for Bulgaria’s protected areas network. The project secured the endorsement
by three ministries for the fund within an exiting institutional framework. The fund will have over $5 million in
donor and private foundation contributions, with a 30 percent GOB match. The fund will receive capital from the
GOB and a Global Environment Facility grant. The fund structure is likely to be in place by end of 2002,
enabling other donors to invest in park maintenance and improvements and that support neighboring
communities through micro-credit loans.

EcoLinks

EcoLinks connects Bulgarian businesses, local governments, and associations with counterparts in the U.S. or
countries in the region to address environmental problems with market-based solutions. EcoLinks is a grants
program managed by USAID, and a trade and investment program of the U.S. Foreign Commercial Service.

In 2002, Bulgarian entities were awarded four challenge grants (totaling $199,853), bringing the country total to
40 grants amounting to $1.9 million. In all, 45 quick-response awards have been made, enabling travel for
exchange of technical expertise and partnership development. Several partnerships forged via EcoLinks have
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developed into commercial partnerships.

To date, EcoLinks grants have resulted in over $11 million of environmental investments, which reflects
additional grants and loans for which the projects qualified. Trade in environmental technologies and services is
supported by non-grant EcoLinks trade and investment activities, such as partner matching, marketing, and
trade lead dissemination.

Organized Labor

The American Center for International Labor Solidarity (ACILS) provides educational services and
technical assistance to Bulgarian trade unions in labor education, labor counseling, policy reform,
and tripartite cooperation. To institutionalize a modern industrial relations model conducive to
sustainable economic development, USAID supports the two national trade unions, KNSB and CL
Podkrepa. In 2002, the labor education program delivered trade union development and industrial
relations skills-building programs to 6,278 Podkrepa and KNSB unionists from virtually every
public and private sub-sector of the economy and region of the country. Over 11,000 workers
benefited from labor counseling centers that provided legal counseling, technical assistance for
collective bargaining, and services to laid-off workers. ACILS supported KNSB’s Youth Forum
21st Century, which brought together youth organizations from the Balkans to share program
ideas for addressing high youth unemployment in the region, as well as to encourage dialogue
with the GOB to create better opportunities for young people.

Internet for Economic Development

FY 2002 marked the maturity and success of all three USAID activities in Bulgaria under the Internet for
Economic Development Initiative, which aimed to boost economic development, providing access to new
technologies, and fostering the free flow of ideas. The 10 pilot centers continued operations in isolated
communities (less than 20,000 inhabitants), increasing Internet access for their under-served populations. In
the project’s second year, the Southeast Europe Civil Society Portal (www.southeasteurope.org) increased its
visibility among civil societies in the region — unique visits to the site tripled, and regional partners reported that
over 80 percent of the active SEE NGOs were using the site. Recognizing these accomplishments, the World
Bank agreed to use it as the regional gateway for the civil society node of its worldwide gateway. The Bulgaria
Economic Portal (www.econ.bg) established itself as the unique guide to Bulgaria’s economy, with more hits
than any rival portal.

AUBG Endowment

The American University in Bulgaria (AUBG) has become the premier liberal arts higher educational institution
in the Balkans. Over 1,000 students have graduated and are now poised to become the future leaders of
Bulgaria and the region. Patterned after a U.S. residential university, AUBG has received considerable funding
from USAID since its inception in 1991, but has struggled to achieve financial sustainability. During 2002,
USAID provided funds to create an endowment leading to AUBG's financial sustainability by 2008, with strict
conditionality to improve the university’s administration. Considerable progress was made in 2002 on financial
systems and reporting capability, but future disbursements require adherence to the remaining conditions.
USAID is working closely with the administration and Board of Trustees to support their efforts to hecome
sustainable and resolve outstanding issues.

Peace Corps

The Small Project Assistance Program supports small-scale community development projects
through USAID-funded direct grants to communities and organizations with immediate
connections to Peace Corps Volunteers. Bulgarian communities were awarded 26 grants in 2002,
amounting to $100,000. The specific needs addressed range from infrastructure development or
upgrade (computer labs, community centers, resource centers), through capacity -building training
for local community members and organizations (seminars, computer and language training,
education for pregnancy, drug prevention education), to enhancement of administrative
capabilities and services offered by municipalities and NGOs, including projects increasing
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awareness of biodiversity conservation and environment-friendly attitudes. Municipalities and local

communities play a key role by providing the required minimum of 25 percent community
contribution. Moreover, they participate actively in implementing the projects, ensuring

sustainability and long-lasting solutions.

Graduation Strategy

On November 21, 2002, Bulgaria was invited to join NATO, thus reaching a new milestone in its long-term role
as an anchor of regional stability in the troubled Balkans. The EU has just released its "Roadmap for Bulgaria,"
which identifies formidable, yet achievable, criteria for accession. Continued assistance under SEED is
essential for Bulgaria's efforts to meet these criteria by the anticipated accession date of 2007. Accordingly,
graduation from SEED in 2007 appears both possible and realistic, provided that Bulgaria continues to make
steady progress toward EU accession and SEED funding remains stable. In the coming years, significant
efforts in judicial reform and against organized crime and corruption will be required. With total GDP still lagging
behind 1989 levels, Bulgaria also needs to move on second generation economic reforms, promote job

creation, and build institutional capacity at the central and local levels.

BULGARIA
FY 2002 FUNDS BUDGETED
FOR ASSISTANCE TO CENTRAL AND EASTERN EUROPE
SUPPORT FOR EAST EUROPEAN DEMOCRACY (SEED) FUNDS

USAID/E&E - BUREAU FOR EUROPE & EURASIA

- Economic Restructuring 12.72
- Democratic Reform 11.38
- Cross -Cutting/Special Initiatives 5.69
TOTAL USAID/E&E BUREAU 29.79
OTHER USAID PROGRAMS
- Parking Fines 0.107500
TOTAL OTHER USAID PROGRAMS
TOTAL USAID 29.90
TRANSFERS TO OTHER AGENCIES
U.S. CUSTOMS SERVICE
- Trade and Transport in SE Program (SECI) 0.60
TOTAL U.S. CUSTOMS SERVICE 0.60
U.S. DEPARTMENT OF STATE
- INL Bureau/ Anti-Crime Training & Technical Assistance (ACTTA) 0.63
- EUR Bureau/Democracy & Public Diplomacy Projects(OSCE,OHR,SBS) 0.42
- ECA Bureau Public Diplomacy Programs / Regional Programs 0.97
- lIP/ International Information Programs 0.07
- Bureau of Public Affairs 0.03
TOTAL U.S. DEPARTMENT OF STATE 2.11
U.S. DEPARTMENT OF TREASURY
- Treasury Advisors 1.20
TOTAL U.S. DEPARTMENT OF TREASURY 1.20
BROADCAST BOARD OF GOVERNORS 0.05
U.S. DEPARTMENT OF AGRICULTURE (USDA) 0.25
TOTAL TRANSFERS TO OTHER AGENCIES 4.21

PERFORMANCE FUND
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TOTAL FY 2002 SEED FUNDS
BUDGETED FOR BULGARIA 34.10

CROATIA
Political Overview

Croatia began its transition to democracy and a market-oriented economy in January 2000, when a coalition of
democratic parties ousted the remains of the rightwing Tudjman regime in parliamentary elections. Since then,
Croatia has made significant, but uneven progress, and has not yet attained consolidated democratic
institutions or the certainty of successful integration into Euro-Atlantic institutions. The Government of Croatia’s
(GOC) hesitance to comply with its obligation to cooperate with the International Criminal Tribunal for the
former Yugoslavia (ICTY) when presented with an indictment for former Chief of General Staff Bobetko shows
that, while the current government has made a serious start on the reform process, those reforms are not
irreversible.

The GOC continued the positive development of its relationship with Bosnia and Herzegovina. In bilateral
relations, the emphasis is now firmly on state-to-state ties. Croatia's political leadership has delivered a clear
signal to Bosnian Croats that they should look to Sarajevo, not to Zagreb, for their future.

Croatia's relationship with the ICTY in The Hague generally has been positive — even Chief Prosecutor Carla
del Ponte has praised the GOC's cooperation. But the GOC's reaction to the Bobetko indictment and its
continued failure to apprehend General Ante Gotovina (indicted for war crimes) has soured this relationship.
The GOC's failure promptly to serve the indictment against Bobetko adversely affected Croatia's relationship
with many Western institutions. As of the end of November, Croatia had not returned to full cooperation with the
ICTY. Even if and when it does, it will take some time and GOC effort before Croatia regains the ground it has
lost on this issue.

The issue of minority returns to Croatia remains a major concern, with the momentum of the immediate post-
2000 election period now lost. Returns in 2002 were roughly equal in number to those in 2001, but remain 25
percent below 2000 levels. Few Croatian Serbs are benefiting from GOC assistance in resolving
accommodation and property issues. While neighbor-to-neighbor relations at the local level continue to improve
gradually, property restitution problems, lack of access to reconstruction assistance, and the absence of
economic opportunity still impact on the returns process negatively. Though the GOC continues to pledge
support that process, it displays a lack of proactive commitment. The GOC often fails to follow through by
implementing and enforcing its own legislation and administrative decisions, and by committing adequate
resources, both indispensable to making its pledges a reality on the ground.

Economic Overview

Prime Minister Racan’s government has made progress in achieving macroeconomic stability. In order for this
progress to translate into faster economic growth and, eventually, lower unemployment, the GOC must
accelerate privatization, reduce bureaucracy, and lower taxes. The modest progress made over the past two
years in reducing the fiscal deficit could be threatened as the elections draw nearer.

The Racan government can point to the following positive developments as indications that Croatia is on the
path of sustained growth:

e Real GDP, which rose 4.1 percent in 2001, grew faster than expected and was predicted to
reach 4 percent by year's end, despite depressed demand in much of the world. GDP growth
was driven by personal consumption and investment, including GOC investment in roads;

® Retail price inflation, which was only 2.6 percent in 2001, is expected to come in at under 3
percent for 2002;

e |ndustrial production for the first 10 months of 2002 rose 4.6 percent over the same period
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last year;

e Productivity grew by more than 8 percent in the first three quarters over the same period last
year;

® Revenue from tourism, a key source of foreign exchange, was estimated at $4 billion, an
increase of over 20 percent above the excellent 2001 season;

e The Central Bank’s foreign exchange reserves were $5.7 billion as of September 2002, well
above the $4.7 billion in hand at the end of 2001. Some of this increase was due to the
weakening of the dollar against other currencies; and

o Unemployment, which averaged 16.1 percent in 2000, dipped to 15.3 percent in the first half
of 2001, and 15.2 percent in the first half of 2002. (Note: these figures are derived using the
International Labor Organization methodology. The GOC method puts unemployment at over
21 percent.)

The Racan government completed an IMF precautionary Stand-by Arrangement earlier this year,
and received the first tranche of a $202 million World Bank Structural Adjustment Loan (SAL). The
GOC is negotiating another, smaller Stand-by Arrangement. While this would also be only
precautionary (the GOC would probably not draw on the loan), reaching an agreement would send a
positive signal to the world capital markets, where the GOC raises considerable funds. Moreover, an
agreement is necessary for disbursement of the balance of the World Bank SAL. The hardest part of
the negotiations centers on the GOC'’s desire to run a deficit that would nudge the total government-
debt-to-GDP ratio above 57 percent. To keep the fiscal deficit even to the 5 percent figure currently
agreed, the GOC would have to implement a radical downsizing of the defense forces and find other
savings in the government wage bill, all during an election year.

Economic performance remains well below potential because of low competitiveness and productive
investment. Many consider that the prime period for implementing reforms has passed, with elections looming
in late 2003. While significant progress has been made in the privatization of non-strategic assets through the
Croatian Privatization Fund, progress in privatizing strategic enterprises appears to be slowing. There is
widespread recognition that the weak judicial system is an impediment to greater democracy and investment.
The overall incidence of corruption is generally assessed to have diminished considerably since 2000, although
perceived corruption remains a key public preoccupation.

Croatia signed a Stabilization and Association Agreement with the EU in 2001. The Minister for European
Integration recently announced Croatia’s intention formally to submit its application for EU candidacy in 2003.
Local EU officials have suggested that Croatia postpone its application for a later date. Most observers believe
that until the EU fully incorporates the current round of 10 new members, it is unlikely to act on any new
applications. In this situation, Croatia is unlikely to achieve EU candidacy before 2006. Given this timeline, its
accession may occur sometime after 2010.

Overview of SEED Assistance

SEED assistance is integral to almost every aspect of U.S. Mission strategy. Most importantly, these resources
enable the U.S. to support and, in some cases, accelerate Croatia's successful transition from communism and
the legacy of ethnic war — a key ingredient for meeting the U.S. policy goal of regional stability. SEED funding
also supports other important U.S. interests: fighting terrorism, crime, trafficking of all sorts, and other
transnational threats, and creating a more attractive climate for U.S. business.

SEED programs aim to ensure that Croatia develops a fully democratic society and a productive market-
oriented economy. Their achievements and potential speak for themselves. Croatia’s once corrupt privatization
process has been overhauled and is now processing tenders of state -owned enterprises transparently; fiscal
policies at both the central and local levels are more transparent; Croatia’s pension reform is a model for the
region; police recruitment and training procedures have improved; NGOs that were harassed and labeled
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traitors just two years ago now can operate freely and openly under the protection of recently passed laws on
associations; Croatia’s first independent media outlet is now financially and technically independent; and war-
affected areas in selected municipalities are showing signs of economic and social revitalization, as refugees
continue to return to their places of origin.

A full account of this year’'s performance of each SEED-funded program is provided below. The report is
organized according to the Mission’s four strategic goals: Effective Governance and Civil Security, Promotion of
Economic Growth and Entrepreneurship, Return and Reintegration, and Mitigation of Adverse Social Conditions
and Trends.

In mid-November 2002, the SEED Coordinator’s Office conducted an intensive review of the Croatia Program.
The review, which included both a field review and an inter -agency meeting in Washington, covered in
considerable detail many of the same topics discussed in this report — performance, relation to U.S. objectives,
and a plan for graduating Croatia from SEED assistance. The following consensus emerged as a result of the
review:

e Croatia has recently made significant progress but has not yet attained consolidated
democratic institutions, a free market economy, or the certainty of successful Euro-Atlantic
integration. Its gains to date remain eminently reversible.

e The primary focus of U.S. assistance should be maximizing Croatia’s likelihood of achieving
sustainable reforms comparable to those in northern tier countries at graduation. Economic
reform, good governance, civil society, and civil security have the highest priority for future
funding.

® EU assistance is the long-term future for Croatia, but it is not yet flowing in meaningful
amounts. The U.S. will continue to plan its efforts to transition to EU programs in given time
periods for most programs. The U.S will leave the judicial sector, which has proven
impervious to reform, to the EU’s greater leverage and resources.

e Steady SEED assistance through FY 2006 ($25 million a year), with a final year of lesser
funding in FY 2007, would maximize Croatia’s ability to expand the private sector’s share of
the economy, reduce unemployment, consolidate democratic reform, and prepare the country
for hand-off to EU pre-accession assistance.

USG Assistance Programs by Category
Democracy Programs

During FY 02, Croatia’s fragile coalition government continued to face major challenges in promoting and
consolidating democratic reforms. These challenges included: improving the enabling environment for civil
society and the media, including the legislative framework; strengthening the transparency, responsiveness,
and accountability of governance at all levels; strengthening the capacity of local governments; and promoting
judicial reform. SEED-funded activities designed to help the GOC meet these challenges included support for
independent media, local government, NGO and civil society development, political party and legislative
strengthening, judicial reform, and civil security.

USAID

Independent Media: USAID’s assistance to independent media provided an alternative to GOC information to
ensure that citizens had access to balanced, objective news sources. SEED financing provided technical
assistance, training, and material support to independent print and broadcast media and to journalists’
professional associations. As a result, 24 media outlets (13 radio, four print, seven TV) now are generating self-
sustaining revenue. Likewise, Croatia’s only independent TV network is now financially and technically
independent and broadcasts high-quality programs. For example, its daily news program received major
awards for best program and broadcast news series of the year for coverage of groundbreaking organized
crime trials in Croatia. This is the first time a single newsroom has won both of Croatia’s most prestigious media
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awards in one year, and the project has set a standard for all Croatian media. The significance of SEED
assistance in helping the network build a strong foundation is hard to overestimate. After becoming President,
Stjepan Mesic stated that he had been shut out of state TV during his 1999 -2000 campaign, and his only
access to a nationwide audience had been through the independent network.

NGO Sector Development: Only a little over two years ago Croatia’s civil society organizations were unable to
operate freely and openly. NGOs were viewed with suspicion and considered a threat to the then authoritarian
regime, often being labeled as unpatriotic and considered “traitors of the homeland.” While Croatia had about
15,300 NGOs at the end of 1999, today it has about 22,000 registered NGOs covering various sectors,
including health, environmental protection, human rights, community development, disabled persons, youth,
and women.

The GOC Office for Cooperation with NGOs has been an effective champion for the NGO sector. It supported
progressive legislation, provided grants to NGOs, and actively promoted cooperation between NGOs and
national and local governments. USG support to the NGO sector, delivered in cooperation with this Office,
improved the professional capacity of NGOs and the legal environment in which they operate. USAID input into
the landmark Law on Associations provides greater freedom for local NGOs and helps Croatia meet
internationally recognized standards and best practices.

The NGOs that received early USG assistance are today Croatia’s strongest and are the cornerstones of the
current civil society program. USAID’s NGO support program provided assistance that resulted in significant
improvement of the NGO infrastructure that enabled a group of six Croatian NGOs to become service providers
for smaller NGOs, as well as for local governments. These NGOs have been responsible for raising awareness
about human rights, tolerance, stability in the region, and dialogue with disparate groups. The program also
helped NGOs to lobby successfully for changes to the Law on Social Welfare regarding benefits and work
opportunities for persons with disabilities.

Political Processes: USAID's political process and legislative strengthening activities helped improve the
organizational outreach skills of political parties that resulted in a convincing victory in the 2000 national
elections. USAID’s programs have continued to help foster political development within the party structure,
enabling them to represent the view and goals of their constituents more accurately. At the national level,
activities assist Members of Parliament to relate more directly to and be accountable to their constituents.
SEED assistance has also helped them work more effectively in parliamentary committees and caucuses. For
example, one parliamentary caucus has developed a newsletter to be sent to its party membership, and
newsletters for two more caucuses are under development. These newsletters are expected to show greater
transparency within the respective caucuses. USAID is also working with young journalists to improve political
reporting skills.

Local Government: In 1996, Croatia’s local government sector increased five-fold to 567 local governments.
Last year's fiscal and decentralization plan left nascent county and municipal administrations ill -prepared to
assume the newly devolved authorities. In response, USAID began a pilot local government program to assist
local authorities with “best-practices” in financial and asset management, local economic development, and
citizen participation in local affairs. In FY 02, USAID designed a computerized financial management model that
enables local governments to analyze their financial situation and act on their findings. The model has been
introduced into over 400 local governments and has been instrumental in helping them to manage their affairs
and speed up the decentralization process. A budget transparency process package developed by USAID
implementers was a further intervention adopted by local governments. The package included public budget
hearings; mayors’ budget messages broadcast through the local media; and “Budgets-In-Brief” that are
distributed through local newspapers, so that citizens can understand the allocation of resources and curb
abuses.

These efforts at transparency provide citizens their best means to stem corruption and participate in resources
allocation decisions. Other cities have adopted asset management reforms introduced by USAID. This has led
to immediate results, as local governments are now able to increase revenues from assets that they had never
used previously for income. The City of Varazdin is using the project's asset management model to inventory
and determine the market value for rent, leases, or sale. Six months after implementing the model, the City had
increased revenues by about 25 percent over the previous year’s levels. The model, among other management
models, will be extended to other cities.

This will become increasingly important as decentralization expands and local governments assume growing
responsibility for citizen services. Each of these activities includes a citizen participation component that
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enables citizens to play a role in local affairs. Expansion and dissemination of this program to over 500 local
governments will effectively introduce reforms to most of Croatia’s local government sector and familiarize
citizens with the role that they can play in a democratic society.

Independent Judiciary/Rule of Law: Long recognized as one of the greatest impediments to investment, as
well as to EU accession, Croatia’s justice system is under increasing pressures for fundamental reforms and
greater efficiency. A recent World Bank report suggests that the continued low rate of foreign direct investment
(FDI) is due largely to non-tariff barriers, particularly a court system that, in addition to serious bureaucratic and
funding problems, has an astonishing backlog of 1.2 million cases. USAID's judicial reform program has been
helping design a system to improve the Zagreb Municipal Court's capacity to manage its case backlog and
assist the Ministry of Justice to develop a sustainable, effective case management system. USAID’s court
modernization interventions in that Court have helped selected judges to reduce verdict preparation time by as
much as two-thirds.

USAID's Commercial Law Reform program has been assisting the Zagreb land registry, real property cadaster,
and the company registry, and recently began providing assistance to the Commercial Courts to help reduce
case backlogs and speed litigation. SEED assistance to the Commercial Courts is a critical counterpart to the
World Bank’s new Court and Bankruptcy Administration Project. SEED-funded advisors have completed their
analysis of the causes of the Commercial Courts case backlogs and are now assisting the Ministry of Justice to
prepare an automated case management system for the Courts. When the design is completed by early 2003,
the World Bank project will implement the new system in the country’s largest Commercial Courts. In addition to
their work on the case management system, USAID-sponsored consultants are working with Commercial Court
judges to give training in the use of alternative dispute resolution and settlement procedures. USAID recently
agreed to provide assistance to the Enforcement Courts of Zagreb to try to streamline and improve procedures
for enforcement of lending contracts and foreclosure on secured property.

Department of State (Public Diplomacy)

Embassy Democracy Commission: In FY 02, 20 grants totaling $400,000 were awarded to Croatian NGOs.
This program assists young democracies in developing civil societies and promoting concomitant values. SEED
funding thus has been used primarily to support democratic initiatives, media reform, the return and
reintegration of refugees, and the promotion and protection of human rights, especially in the war-affected
areas. Initiatives include promotion of youth volunteerism and involvement in local community life and decision-
making; promotion of civil society values via radio and TV, public discussion, and seminars; and education and
media campaigns (and training of police and court staff) to prevent domestic violence, child abuse, and
trafficking in persons, to encourage women to participate in state and local government, and to support women
entrepreneurs in opening their own businesses.

The program has assisted the Roma community by promoting preservation of Roma language,
culture, and traditions, while also teaching reading and writing skills. It supports the NGO sector,
which provides pro bono legal assistance to minorities and displaced persons whose needs the
GOC fails to address. SEED-funded public diplomacy programs have been instrumental in helping
create an efficient, effective NGO network, capable of introducing civil society to those unaware of
this sector’s significance in a democratic society. Thanks to SEED funding, NGOs have developed
management, fund-raising, and communication skills, and are branching out into specific areas such
as environmental protection.

However, most citizens still do not understand the role of NGOs in a democracy. Without SEED funding, many
small NGOs in Croatia’s increasingly vibrant NGO sector might fail. While traditional GOC funding of sports and
culture-related NGOs might continue, support for NGOs involved in civil society and democracy building would
quickly fall by the wayside. Croatia’s current legal framework still does not support sustainable NGOs, which
remain dependent on international donors such as the USG. Introducing civil society values depends on
keeping projects and NGOs alive, so that they can continue to deliver services, fulfill their advocacy and
monitoring responsibilities, and raise public awareness of key issues affecting society. A healthy democracy
depends on a healthy, active NGO sector.

Department of Justice

Croatia’s democratic and economic transformation cannot be sustained without functional criminal justice and
police systems. In FY 02, the Mission continued to build on the foundation it had established with its police and
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criminal justice programs. SEED-funded OPDAT programs provided analysis and language for reform
proposals and laws; analysis of Croatia’s Criminal Code and assistance to reform existing legislation; and
worked with the State Attorney's Office to train prosecutors. The goal is to implement fundamental, long-lasting
change to Croatian law enforcement. The INL/ICITAP police training program supports Ministry of Interior
efforts to develop and implement new concepts in training, administration, and management of police. These
programs are linked to ongoing efforts of the DOJ/OPDAT Resident Legal Advisor (RLA) to encourage
cooperation among disparate elements of Croatia’s law enforcement and justice sectors. These programs are
coordinated fully with European assistance programs, both bilateral and through the EU CARDS program.

ICITAP: The ICITAP program is a three-year, $3 million dollar program combining guidance, training, and
equipment to improve the professionalism of the Croatian police force. Its primary objectives are to foster long -
term, sustainable change by overhauling police training; improving police personnel management and standard
operating procedures; and strengthening the police internal affairs section’s capacity to enforce professional
standards.

With INL/DOJ assistance, the Ministry of Interior adopted recommendations to overhaul completely how police
are recruited and trained, critical steps to improving police force effectiveness. For example, it is creating a
basic police academy, which would consist of six months of classroom training followed by six months of field
training. It is are also developing a “train -the-trainer” program whereby new training can be provided as needed
by retraining field instructors and disseminating the training throughout Croatia. About 10,000 officers will
receive updated training through this program. The new system will save time, money, and provide police
officers increased scope for additional legal and practical training. The ICITAP program will be completed in
2004.

OPDAT: The RLA program focuses on legal reform. The GOC has begun to enact legislation and implement
changes to the criminal procedure code that address corruption and organized crime. Recently, access to the
Ministry of Justice and State Attorney’s Office has improved. The RLA will focus on: 1) assisting the State
Attorney’s Office to adhere to the new law regulating its organization and jurisdiction; 2) supporting the Office to
Combat Organized Crime and Corruption; and 3) assisting the State Attorney's Office to improve prosecutions
and establish a training program for prosecutors. RLA assistance to the Ministries of Interior and Justice will be
pivotal in upgrading Croatia’s witness protection and criminal codes. The DOJ/OPDAT work plan will be
completed at the end of FY 03.

Business and Economic Development Programs

USAID

USG economic programs focusing on structural reforms began in early 2000, and already have achieved
impressive results. The Mission’s overarching objective in the economic sector is growth of a dynamic,
competitive private sector. U.S. assistance aims to improve the macroeconomic environment for private sector
growth and delivers direct assistance to private organizations and enterprises.

USAID’s economic development program has three elements. First, it provides support to the GOC to
implement the structural reforms necessary for Croatia to increase existing low levels of foreign and domestic
investment, spur private sector growth, and reduce the high rate of unemployment. This also includes
developing effective financial sector regulatory systems and new independent regulatory authorities in the
energy sector. Second, USAID assists Croatian businesses, especially small and medium enterprises (SME), in
acquiring the skills, tools, financing, and services they need to compete in local, regional, and global markets.
Third, USAID supports the acceleration of the privatization process to move productive assets from state hands
to the private sector through a non-corrupt, transparent, and competitive process.

Fiscal Reform: The lack of a single treasury system prevented fiscal discipline and accountability.
Implementation of this integrated financial management system had been stalled for five years before SEED-
funded advisors began working. The new system is improving transparency and introducing controls in the
national budgetary and expenditure processes. USAID advisors this year helped the Ministry of Finance (MOF)
to incorporate the government debt and cash management modules of the new system, which will help lower
GOC borrowing costs.

USAID input to the MOF in drafting the decentralization law resulted in passage of landmark legislation
governing the first phase of decentralization, and also assisted in the design the Ministry’s three-year



[1. Country Assessments

decentralization strategy. Policy advice on the development of a balanced program of revenue sharing and
grant formulas ended in decentralization policies that better account for and ameliorate disparities in income
levels in different geographic areas. The decentralization strategy expanded the roles and responsibilities of
local government, and for the first time developed a fully transparent, accountable process by which financial
resources can be transferred from the central to local governments.

Bank Supervision: Croatia's banking sector was in a free-fall in 1998, due to politically motivated and
irresponsible lending conducted under the previous government. USAID’s Banking Supervision activity assisted
the Croatian Central Bank (HNB) to increase its capacity to supervise individual commercial banks. During FY
02, USAID advisors worked with the HNB to develop a new regulation on capital adequacy for the commercial
banks that incorporates international standards on market risk. Improved regulatory oversight has also focused
attention on systems to detect and report illicit financial flows through the banking system.

Competitiveness: Since its inception in mid-2001, the Croatian Competitiveness Initiative has made great
strides in improving dialogue between the public and private sectors through the National Competitiveness
Council on measures to improve the long-term competitiveness of businesses and the country as a whole. The
CEOs of some of Croatia’s largest businesses, key GOC officials (including the Deputy Prime Minister for
Economic Affairs), national labor leaders, and the rectors of the most important universities are working to
develop a common action agenda focused on competitiveness. With USAID support, the Council succeeded in
taking the steps necessary to be included in this year’s World Economic Forum's worldwide competitiveness
report. Croatia’s competitiveness was recently ranked 59th out of 80 countries studied, leaving much room for
improvement. U.S. assistance has focused national attention on the critical need for the country to increase its
competitiveness in several areas.

USAID is also working with business “clusters” in tourism and wood products to help them develop strategic
approaches to improving international competitiveness, and with selected local governments to create better
conditions for business development. Tourism is critically important to the economy and brought in $4 billion of
revenues (18 percent of GDP last year). The wood products sector is one of the only industries outside of
agriculture that has good potential for growth and job creation in the war-affected areas. Increasing Croatia’s
competitiveness in these sectors will be critical to its ability to reach employment and growth targets for
assistance graduation. In tourism, USAID is working with the Association of Small Hotels and Pensions Owners
from Split County (the largest part of the Croatian coast) to enlarge it into the National Association of Premium
Small Hotels and Pensions. USAID assistance has provided strategy designs for re-positioning the entire
sector, value-added tourism product development, and the introduction of Certification of Sustainable Tourism
recognized by the WTO. In the first year, USAID’s competitiveness activity managed to report a record growth
of over 10 percent in spending per tourist per day among the association members.

In the wood sector, USAID is working on cluster and strategy development on both the national and
regional level, with the strong accent on war-effected areas (Nova Gradiska and other parts of
Western Slavonia). Several workshops with significant participation and buy-in from private and
public sector representatives have been held, resulting in the drafting of a national wood
repositioning strategy document. This paper calls for major policy changes and raises awareness of
the urgent need to modify the present low value-added approach that exports mostly logs and “first
cut” woods. USAID’s competitiveness program is also working with the private sector, the
Association of Wood Products Manufacturers, and directly with companies on productivity as well as
on raising knowledge about modern design demands of international (primarily U.S. and EU)
markets.

Croatian Enterprise Promotion (CEP): Launched in September 2001, this activity stimulates private
enterprise productivity and profitability by improving the quality and exportability of products and services of
Croatian SMEs. USAID resources are maximized by providing technical assistance through domestic business
development services (BDS) to enterprises of all sizes. USAID supported the 5,000-member Croatia
Employer’s Association (HUP) in establishing a sustainable association for business consulting service
providers to ensure quality standards for consultants. HUP regulates the quality and education of BDS
providers. USAID also helped HUP develop internationally accredited certification programs for ISO, marketing,
and financial cost control to improve access to domestic and export markets for SMEs. This spreads across the
country by training 200 consultants. High-quality standardized training materials have been developed for
Hazard Analysis and Critical Control Point, a necessary practice for food processors (a traditional market niche)
to place processed foods and meats through large distribution channels.
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Privatization: The subsidization of large, state-owned enterprises continues to plague Croatia’'s economy.
USAID provided the Croatian Privatization Fund (CPF) the technical capacity to implement the GOC's
aggressive privatization program to divest all state ownership in companies and assets. Current
GOC plans call for the sale or liquidation of most CPF-held assets by mid-2004. Since April 2000,
USAID-funded advisors have enabled the CPF to monitor and analyze its portfolio of assets;
develop company profiles and divestiture strategies; train CPF employees in valuation
methodologies; improve tendering procedures, including the introduction of bid evaluation criteria
that emphasize investment and transparency; and develop pre-privatization strategies for
enterprises, including large, vertically integrated agricultural industries (Agrokombinats).

USAID assistance has resulted in the restructuring, sale, and/or liquidation of 30 enterprises through public
tenders and the sale of shares in 700 companies, generating about $132 million in revenue and $70 million in
investment commitments. The CPF’s portfolio has been slashed from about 1,900 enterprises at the outset of
USAID assistance to about 900 at present, which reduces cash subsidies from the Croatian Treasury. The
portfolio is expected to fall to 200 enterprises by 2004. USAID also assists the CPF, Ministry of Agriculture, and
Ministry of Economy in developing and implementing public communication strategies. It also works with
stakeholders to obtain a clearer understanding of concerns and issues to assist in developing a better message
concerning privatization.

Agribusiness Development: USAID has helped the Ministry of Agriculture to prepare privatization strategies
for Agrokombinats. An economic model left over from the former Yugoslavia's centrally planned economy,
these are large, vertically integrated agricultural businesses that are inefficient, non-competitive, and loaded
with debt. Those that currently operate do so only with substantial and unsustainable GOC subsidization.
Unemployment and underpayment of wages are widespread throughout this sector. The only long-term solution
to reach economic sustainability is selling viable components to private investors. To soften the blow and
shorten the near-term spike in unemployment that will accompany privatization, the USAID-sponsored agri-
business program will place added focus on agricultural market linkages and developing producer and
processor relationships.

Department of the Treasury
Fiscal Reform

The U.S. Treasury mission to the Ministry of Finance (MOF) focuses on improving the process of preparing,
presenting, and executing the budget; assisting the Ministry with the requests of the International Financial
Institutions (IFI); and training Ministry staff in all aspects of the budget process. The original work plan from
2001 had six points, some of which are now complete, and while others have had goals extended or modified
as milestones were reached. They are to:

e Finalize the chart of accounts: This task has been accomplished. The GOC now uses a chart
of accounts that is consistent with the International Monetary Fund Government Finance
Statistics, the expected goal. Further work has been done to move toward program and
performance budgeting with the classification of programs and allied activities within the new
chart of accounts.

e Develop a set of database queries to use for budget analysis, monitoring, and reporting: This
is a long-term project, due to its complex nature. Progress has been made in preparing a
functional data base tool capable of providing reports to the MOF. A data warehouse project
is under way to help make this happen.

e Prepare prototypes of narrative budget pages for selected ministries as examples for future
general use: This project has made progress, with the further goal of setting a standardized
electronic form for budget submissions to be used by spending units.

® Assist in training MOF staff in budget analysis and preparation: The Resident advisor
conducted training at the MOF for six months in the winter and spring of 2002 four times
weekly. U.S. Treasury advisors from other countries also helped occasionally in this training.
The program covered budget preparation and development, among other topics. At the same
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time, Treasury offered a very successful distance learning course in the essentials of budget
formulation.

® Start putting the completed budget on the Internet: This project is still in its infancy, but there
has been progress toward producing the first budget-in-brief document for the 2003 budget.
Having the budget published or made available electronically will improve fiscal transparency
in Croatia.

e Consult on management development: Several Croatians from various ministries and other
GOC units attended joint U.S. Treasury-IMF training on modern management practices. Also,
a group of superior students from the winter-spring training were selected to travel to the U.S.
in the summer of 2002 for a study tour that included management topics.

The fiscal reform section on USAID-managed assistance above noted the crucial role of U.S.
Treasury technical assistance in FY 02. This assistance helped the GOC to move closer to
implementing program budgeting. The primary steps accomplished this year were in building
infrastructure. It was imperative for Croatia to develop a new chart of accounts, consistent with the
IMF's system of Government Financial Statistics (GFS). Croatia’s previous system mixed economic
and functional classifications together, preventing meaningful analysis of the budget. Work on this
project is fundamentally complete. As a next step, the Resident advisor will assist the Ministry
further to develop a logical, coherent coding structure for data entry into the existing SAP database
system and other database systems in use, to allow development of standardized financial analysis
reports.

Other Treasury assistance focused on planning to train a much-needed team of budget analysts, to work in the
office of the Treasurer, and completing a new Budget Law. A draft Budget Law was produced recently, largely
as a result of a July 2002 Treasury-sponsored workshop. By year's end, some of the team's recommendations
for improving the decision-making process and clearly identifying the hierarchy of authority and staff
performance responsibilities were implemented, bringing the MOFa little further along the path to
modernization.

The Treasury team achieved these successes against the background of serious organizational problems at the
MOF. Among other problems, there appears to be little recognition of the importance of human resource
management. To make matters worse, the Racan government tried to reduce the GOC wage bill through
across-the-board wage cuts and freezes, rather than by targeted position cuts. This resulted in widespread
discontent among newer, talented employees. Many unfortunately left to apply their marketable skills for better
pay in the private sector. Meanwhile, poor managers appear to be shielded by their political connections. The
MOF as a whole has not shown the ability or even the inclination to find ways to surmount these problems.

Trade and Investment Programs
Department of Commerce

The Commercial Law Development Program (CLDP) of the Department of Commerce is a SEED-funded
regional program that is part of the Southeast European Initiative. Its seminars and workshops in the region
provide practical, focused training that assist countries to prepare to implement WTO membership
requirements. Several activities in FY 01 took place in Croatia, and by the end of the fiscal year, the CLDP
established a U.S. and locally staffed office in Zagreb.

In FY 02, CLDP organized one Croatia-specific program on e-commerce (February 2002). In addition, Croatian
participants selected by post took part in the following regional programs funded by CLDP (unless otherwise
noted, these programs were organized and run by CLDP):

Liberalization of Trade

e Meetings of the Trade Working Group (Table I, Stability Pact) in London (January 2002),
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Washington, D.C. (May 2002), and Skopje (September 2002). (Programs organized by the
Secretariat of the Trade Working Group)
® Trade Policy Consultations (Washington, D.C., May 2002)

Intellectual Property Rights (IPR) Enforcement

IPR Enforcement Conference (Cavtat, Croatia, October 2001)

Visiting Scholars Program (Washington, D.C., May 2002); (organized by USPTO)
IPR Enforcement Program (Washington, D.C., May 2002); (organized by USPTO)
IPR Judicial Consultations (Washington, D.C., July 2002)

Liberalization of Services

¢ Insurance workshops for regulators (Bucharest, March 2002; New Orleans, April 2002; New
York, June 2002)

Energy and Environment Programs
USAID

Energy: USAID assistance to the Ministry of Economy supported the drafting and passage by Parliament in
June 2001 of a package of five energy laws needed to restructure the sector and pave the way for
modernization and privatization. An important component of these laws was the creation of an independent
regulatory body (Croatia Energy Regulatory Commission — CERC). Such a body was necessary to provide the
confidence investors need to participate in any privatization of sector assets. USAID now assists CERC on
secondary legislation, licensing, and institutional development. USAID is also supporting Croatia's involvement
in regional electricity market activities. Through the Southern European Cooperative Initiative (SECI), Croatia is
taking part in efforts to develop a modern tele-information system among national dispatch centers and regional
transmission planning.

Environment: With funds from USAID, the U.S. National Park Service trained 30 young adults living near
national parks in Croatia’s former conflict areas and who were seeking careers in nature conservation and
parks management. The program is part of USAID’s program to revitalize the economy of the war-affected
regions and to promote new employment for youth residing in those areas, including refugees. Development of
the national parks within the GOC's “Areas of Special State Concern” is seen as a primary engine of economic
growth, job creation, and tourism promotion in these regions. The highly successful program received extensive
positive media coverage. As a result of the program, about 30 percent of the interns have been offered full-time
employment in Croatia’s National Parks. Others have received internships to the Shenandoah and Hawaii
National Parks. Visitors to the Croatian parks reportedly appreciate the new interpretive materials that the
interns developed during their tenure there, since the previous materials were considered too scientific for the
average tourist/visitor.

Humanitarian Programs
USAID
Refugee Return and Reintegration

Refugee returns have been much lower than originally anticipated. As of October 31, 2002, UNHCR reported
that 340,482 of the 560,000 Croatian refugees and internally displaced persons (IDP) had returned to their
place of domicile in Croatia (112,854 refugees and 227,628 IDPs). In 2000, UNHCR registered 21,995 refugee
returns from other countries, primarily Croatian Serbs. In 2001, 11,867 refugees returned, and in the first three
quarters of 2002, 10,020 returned. The GOC's failure to implement fully its verbal commitment to support
returns by removing critical obstacles to property repossession, deal with tenancy rights, and speed housing
reconstruction has resulted in a decline in returns following the upsurge in 2000, caused by the change of
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government.

Despite the disappointing flow of returnees, return and reintegration remains vitally important to Croatia. War -
affected areas are largely rural, contain the most stubborn unemployment, and have the greatest social welfare
needs. These ethnically diverse areas would have presented problems for Croatia’s transition even without war.
A failure to address economic and social problems in an equitable manner would be inconsistent with the EU’s
fundamental approach to minority rights and could weaken Croatia’s case for EU accession. It could also re-
ignite ethnic tensions and violence, with a consequent adverse impact on regional stability. USG assistance
addresses community reconciliation and improves the economic sustainability of returnees by addressing the
needs of the community as a whole. In this way, USG assistance is contributing to regional stability and the
reduction of ethnic tensions.

The USG's return and reintegration program concentrates on increased, sustainable return and reintegration in
11 selected municipalities and towns that have demonstrated their commitment to the process of minority
refugee return. USAID assistance helps those who choose to return to remain and draws additional returnees.
The program emphasizes a comprehensive, community-based approach that brings a critical mass of
assistance with infrastructure reconstruction, economic revitalization efforts, community building, legal aid, and
housing solutions to communities that welcome and contribute toward the return of minority citizens. Attracting
economically active returnees is emphasized.

The three major activities being implemented during FY 02 were:

Community Infrastructure Rehabilitation Program (CIRP): This program focuses on the reconstruction of
municipal infrastructure (electricity, water and wastewater facilities, markets, and public buildings such as
schools, community centers, and clinics). A major focus is the rehabilitation of electricity distribution networks
serving war-affected towns and villages.

Since CIRP began implementation early in 2001, 30 of 90 planned infrastructure projects have been completed.
About 18,000 families (55,000 people) residing in the 11 partnership municipalities plus eight surrounding
municipalities have benefited from CIRP’s infrastructure reconstruction program. These families are drinking
clean water, school and health services have resumed normal operations, power has been restored, and
community facilities have reopened.

Economic and Community Revitalization Activity (ECRA): Economic development is one of the most
effective tools for rebuilding the war -affected areas. Using market-based approaches and concentrating on
partnership municipalities, USAID's program of economic revitalization supports community-based economic
programs that create jobs and output, expand community reintegration in return areas, increase cross-border
returns, and improve access to housing for returnees, displaced persons, and "settlers.” ECRA also supports
legal assistance to returnees. Sixteen grants have been made to 12 Croatian and four U.S. organizations to
provide legal assistance to returnees, computer training for youth and women, micro-credit and related
business services and training to entrepreneurs, support for cooperatives and individual farmers, and support
for community-based organizations such as elected Village Boards, community committees, and community
initiative groups.

Community committees representing all segments of the population function in 10 of USAID's partnership
municipalities. ECRA activities created employment for nearly 600 people, generated 54 new contracts worth
over $800,000 for assisted enterprises, and leveraged $300,000 of funding from other sources, including
commercial bank loans. Almost 3,500 people of all ethnic groups have participated in ECRA -assisted
community activities, and over 5,000 people received legal assistance. An important result of the network of
USAID-funded activities has been the creation of an optimistic, positive atmosphere in partnership
municipalities. Residents and local government officials say that they feel that life has returned to their
communities.

The New Housing Solutions Program (NHSP), implemented under ECRA and USAID's Development Credit
Authority (DCA), applies market-based approaches to meeting the shelter needs of returnees whose homes
require repair or reconstruction and refugees from Bosnia who wish to remain in Croatia and need permanent
accommodation ("settlers"). USAID is implementing two pilot activities that will demonstrate new approaches to
resolving two major types of housing problems faced by refugees who wish to return to Croatia. A group of 100
refugee families is being assisted with the repair and reconstruction of their war-damaged houses. USAID will
help a group of 100 settler families who occupy the homes of 100 refugee families that wish to return with
finding permanent housing. Pilot activities allow beneficiaries greater control and accountability for housing. A
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complementary loan guarantee program uses USAID's Development Credit Authority.

NHSP Development Credit Authority (DCA) Program: USAID will guaranteehalf of mortgages made by a
private bank to about 1,000 settler families who will be offered the opportunity to vacate refugee-owned homes
and purchase new ones from the GOC a substantial discount. This will permit the GOC to reuse some funds
invested in the initial purchase to buy more homes for settlers. The bank will also offer property improvement
loans, partially guaranteed by USAID, to qualified homeowners in war -affected areas. This will show that viable
prospects exist for bank lending in war-damaged areas and stimulate these areas’ economies. The loan
guarantee program will leverage private sector resources on a ratio of about 30 to 1.

Social Sector
USAID

Pension Reform: USAID’s successful assistance to Croatia’'s Pension Reform Program enabled the GOC to
win critical political will and popular support for its program. Facing a fiscally unsustainable pay-as-you-go
pension pillar and unfavorable demographic trends, Croatia had to reform its pension system. The GOC's
public education campaign, mounted with USAID's design support, targeted all those who were eligible to
participate in the new system. Specific age and gender campaigns were developed and integrated into the
overall campaign. Public confidence in the integrity of the new system has been reinforced by competent
registry and regulatory bodies that receive USAID-supported training and technical assistance.

As the GOC undertook the drastic reform of its pension system, it was critical that all workers and
taxpayers understood and supported the reasons and means by which their future retirements would
benefit from a new approach. A USAID-supportrd GOC public education campaign increased public
awareness and backing of the new “pillar two” pension system from 20 to 80 percent in the months
leading up to public enroliment in the new system. As a result, over 900,000 people enrolled. This
campaign has become the model for GOC outreach efforts in privatization and other critical reforms.

Tripartite Dialogue: When the coalition government came to power in 2000, it promised a new social compact
to relieve the pressure on vulnerable groups and to build a sustainable base for reforms. Its overtures to trade
unions were essential to promote social cohesion and limit the number and severity of strikes, which the GOC
and business community feared would stall economic restructuring and drive away domestic and foreign
investment. The new GOC publicly focused on social sector reform through a 15 -member Social and Economic
Council (GSV), which included business, labor, and government representatives. USAID support for the GSV
facilitated dialogue and consensus building among labor unions, employers, and government ministries on key
economic and social issues. A USAID-sponsored trip for GSV members to the Irish Economic and Social
Council resulted in the GOC commitment to fund the Office of Social Partnership to support the GSV.

The GSV addresses labor legislation, the law on privatization of strategic state-owned enterprises, minimum
wages, public utility prices, pension reform, and budget allocation. While progress has been uneven, its
success is critical to maintaining momentum for Croatia’s reforms. GSV Members include representatives from
the major trade union confederations, the Croatian Employers’ Association, and the Ministers of Finance,
Economy, Labor and Social Welfare, and two Deputy Prime Ministers. Through the Tripartite Social Dialogue
Project, USAID is helping the start-up of the new Office for Social Partnership (OSP), which the GOC funds to
provide administrative and expert support to the GSV.

USAID’s social transition activities have worked with the Ministry of Labor and Social Welfare to ensure that
legislation is submitted to the GSV at least 14 days in advance of being presented to the Parliament. In the
past, legislation was provided one to two days before going to Parliament, if at all. GSV members approved a
program for the training and deployment of Croatian mediators, who will be used to resolve labor disputes
around the country. USAID’s support to the OSP has helped to keep the participants informed, at the table, and
the dialogue continuing.

Labor: Trade unions represent nearly 70 percent of the workforce and play a crucial role in economic
restructuring. USAID helps strengthen their infrastructure and constituent outreach, democratize union
leadership and management, and improve negotiating skills to make unions better partners in tripartite
dialogue. As a result, the unions established a pension education program that trained 100 union trainers in
pension reform policy, rules, regulations, and requirements, and who then informed union membership about
pension reform in understandable terms. Over 50,000 Croatians were trained in over 1,800 individual training
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sessions, which increased the acceptance of pension reform.

Trafficking in Persons: USAID support to combat Trafficking in Persons (TIP) focuses on raising awareness
among the public, media, law enforcement officials, and policy-makers through targeted campaigns and training
opportunities. Greater public awareness will stimulate public pressure to adopt specific TIP legislation and a
national action plan to combat trafficking. The program will also focus on collecting baseline data in order to
develop a clearer picture of the trafficking situation in Croatia. Accurate information on the extent of the problem
will help the Mission better to target its resources and provide local policy-makers with appropriate guidance on
how best to deal with the issue.

HIV/AIDS: As with trafficking in persons, HIV/AIDS is relatively new in Croatia. Prevalence rates are low and do
not yet pose a major public health problem. USAID is funding efforts to raise HIV/AIDS awareness before it
reaches pandemic proportions, as it has elsewhere. As programs in both these areas began in late FY 02, there
are no concrete results to be reported yet.

Training and Exchange Programs
USAID

Participant Training: In FY 02, USAID/Croatia programs trained 442 participants in 30 different programs in 14
countries. Participant training provides essential support to other assistance activities. Results in each sector
are described below.

Economic and Business Development Programs: Participant training in Bulgaria, Hungary, Republic of
Ireland, Lithuania, Slovenia, and within Croatia focused on banking and fiscal and legal reform. Supporting
ongoing banking sector reform, a small group of bank supervision staff members from the Croatian National
Bank (HNB) went to the U.S. to study how U.S. banking supervisors conduct on-site banking supervision. The
group also visited the Federal Reserve. The training helped the participants to develop an on -going relationship
with the Pennsylvania Department of Banking Examinations Office. It also led to the establishment of
procedural guidelines for banking supervision within the HNB.

In another successful training activity, a group of officials from the new Ministry for Small and Medium
Enterprises and Crafts, a Member of Parliament, and representatives of business centers visited the Republic
of Ireland to learn more about small business promotion agencies.

The Chief of Office for Coordination of the Economy for the Deputy Prime Minister’s office attended a Leaders
in Development program at Harvard University. Another program with prompt results was the participation of an
advisor to the Croatian Securities and Exchange Commission in a program in Bulgaria on Enforcement and
Market Oversight. On her return, she immediately used her experience to contribute to the Law on Securities
Market, which was passed by Parliament. An Agriculture Privatization Media Seminar was conducted in Croatia
to educate 29 journalists on the privatization process. The information disseminated at the seminar has resulted
in a cadre of journalists who now appear to be reporting more responsibly and with less bias on the privatization
process.

Democracy and Governance Programs: Fifteen judges and 15 court administrative staff visited Slovenia to
learn about Slovenia’s court automation system with a view to setting up a similar system in Croatia. As a
result, these participants now comprise a core group of court staff who understand automation and support
GOC efforts. The trip also facilitated stronger links between the Slovenian and Croatian courts.

Three Croatian women leaders participated in the 2002 Global Summit for Women in Barcelona, which led
them to organize the first NGO conference in Zagreb on women’s entrepreneurship. One participant, who owns
a private company, now sponsors a computer training program for unemployed women above the age of 45.

Eleven young political journalists attended BBC training on broadcast methods and techniques. The expected
results of this late FY 02 training are that these trainees will use the principles of objective political reporting
learned at the BBC to broadcast more responsible and accurate reports, strengthening the overall quality of
broadcast journalism.

Following participant training in Denmark, representatives from several local governments agreed on the need
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for statutes to provide guidance on decentralization. The statutes will be prepared under the auspices of the
Croatian Association of Cities and Municipalities and distributed throughout the local government sector.
Secondly, a new Law on Financing Local Self-Government and Administration Units was initiated by the
Ministry of Public Works. A participant determined that a new law on financing local self-government and
administration should be written, using input from a task force that included cooperation between the central
government and regional governments. This law increases the revenue sources of local self-governments by
expanding their authority to raise and collect revenue and is fundamental to the decentralization effort.

Reconstruction and Rehabilitation Programs: A group of mayors and senior municipal officials visited
Hungary and Slovakia to study economic development in a multi-ethnic environment. A group from Bosnia also
participated. Both groups were brought together for three days in Croatia to share insights and knowledge and
to receive additional training in small-scale economic development. The combination of the visits to relevant
locations in the region and the cross-border program had a powerful impact, as mayors who had been enemies
during the war reopened lines of communication around common problems and have publicly issued invitations
to visit each other’s municipalities. In an atmosphere such as that pervading the war-affected areas in Croatia,
the re-establishment of communications between Croatian and Bosnian mayors has real significance.

USAID supported training seminars conducted by the Croatian Mine Action Center (CROMAC) for the media,
local government officials, and national utility agency employees to educate officials on the nature and scope of
land mine problems and CROMAC's efforts to clear the country of mines. The seminars have resulted in more
accurate reporting and better cooperation in setting priorities between local governments and the national utility
agencies on the one hand and CROMAC on the other.

Social Programs: GOC Economic and Social Council mediation advisors attended a USAID -supported a study
tour to Ireland on Alternative Dispute Resolution (ADR). The GOC delegation used the knowledge gained to
authorize the setting up of an ADR office within the GOC.

A pension reform study tour for journalists to Hungary showed that Croatia’s pension reform takes
into account “lessons learned” from other countries and gave the journalists the opportunity to
compare different systems. As a result, over a two-month period, there was a significant increase in
the number (79 in May, and 76 in June) and improvement in the tone of articles on the positive
aspects of the Croatian model. Journalists came to the general conclusion that the Croatian pension
system is better than most already introduced in transition countries.

Department of State (Bureau of Educational and Cultural Affairs)

Ron Brown Fellowships: Eight Ron Brown Fellowships were awarded in the following fields: Law — 3, MBA -
1, Public Policy/Administration — 1, Communications/Journalism - 2, and Environmental Management — 1.
Without SEED funds, the only USG-funded graduate -level degree program would be eliminated. There are no
graduate programs in Croatia in environmental management, public policy, public administration, health
administration, intellectual property rights, or business administration. Returned grantees already hold key
positions as deputy head of the Policy Planning Department at the Ministry of Foreign Affairs, Director of the
Economic Development Department at a leading bank in Rijeka, a hospital manager, Assistant Professor at the
Economics Faculty of the University of Split, journalist and expert in political reporting at local TV station CCN,
and others. They are directly influencing Croatia’s economic and democratic development and passing on their
American experience, thus increasing U.S. influence among the country’s decision-making elite.

Freedom Grants: Between October 2001 and September 2002, 18 Croatians participated in various two-three
week professional programs in the U.S. These programs included one individual, three single -country, and one
European Regional Project. They covered such issues as the role of labor unions, human rights, European
security issues, local government administration, and library and information science. SEED-funded Freedom
Grants account for one-half of the Mission’s International Visitor (IV) program funding. Without them, only 16
grantees could be sent annually, rather than the present 30. Freedom Grants address the Mission’s most
important goals, e.g., political pluralism, independent judiciary, market economy and economic reform, and
human and civil rights. Without them, fewer judges, legal reformers, mayors, executive branch leaders,
parliamentarians, human rights officials, NGO leaders, economic policy makers, journalists, labor union leaders,
and law enforcement officials battling terrorism, trafficking, and international crime would be exposed to U.S.
society, institutions, and practices.

MBA: This program is designed to support the development of an English language, American-modeled MBA
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program to strengthen business education throughout Croatia and create a cadre of trained managers and
business leaders, vital to the country’s economic transformation. The Economics Institute and the Kelley School
of Business of Indiana University are jointly developing a program that is scheduled to begin offering instruction
in the 2003-04 academic year, in Zagreb. The Ministry of Science and Technology, Indiana University, and the
Economics Institute are working closely together to finalize all logistics and accreditation issues.

English Language Fellows (ELF) Program: There are two ELF program grantees in the regional universities
in Zadar and Osijek. Although English is a priority language in Croatia’s educational curriculum, more and

better -trained teachers are needed. Croatia’s economic wellbeing and democratic foundation depend on
effective communication and absorption of the values of English-speaking democracies with market economies.
Since other USG funds to support the teaching of English have declined, SEED funding has become critical to
strengthening the inroads made in promoting American teaching methodologies, ideas, and values, especially
in universities beyond the capital city of Zagreb. English Language Fellows are teaching about the U.S. while
teaching American English. The multiplier effect is incalculable — the Fellows are teaching teachers. There is no
faster or more effective way to reach the younger generation with the message of democracy than by imparting
values and culture through language learning.

Diplomatic Training: In FY 01, in an initiative by the Deputy Minister of Foreign Affairs, an intensive two-week
diplomatic training program was held for 40 junior, mid-level, and senior members of the MFA. Professional
training for Foreign Service officers does not exist in Croatia. This program was the first opportunity for MFA
members to learn through case studies, simulations, role-playing, and brainstorming. Part of the funds was
used to purchase books for the Diplomatic Academy library as an adjunct to the training. Because of positive
feedback from the academy and the students, FY 02 funds (which only became available in August 2002) will
be used for follow-up training. The Embassy Public Affairs Section and the Diplomatic Academy are developing
this new program.

Student Information Center (SIC): The Educational Advising Center (SIC) in Zagreb actively promotes study
in the U.S. at the undergraduate, graduate, and post-graduate levels. It is also competing to become ETS
regional administrative center (ETS administers TOEFL, SAT, GRE, GMAT, and other tests students need to
enter U.S. universities). It performs valuable services previously provided by the Embassy Public Affairs
Section, assisting over 27,000 people in 2001. SIC is well on its way to becoming self-sustaining, but it is not
there yet — continued SEED support at this critical time is still required.

Media Training: Croatian journalists are mostly young (under 35), with little academic or
professional training. Many started or learned their craft during the war in Croatia. SEED funding has
been used for extensive training in everything from media management to specialized reporting in
such areas as electoral campaign coverage and economics reporting. Only continued training will
contribute to building more responsible, independent media that adhere to professional standards.
The journalistic norm in Croatia is still sloppy reporting, no fact checking, no follow-up stories, no
multiple sourcing, no corrections, and no real investigative journalism. Most people still obtain their
information from state-supported television, an institution characterized by mismanagement, bloated
staffing, and a reputation for susceptibility to GOC interference. Much work remains to be done, and
SEED-supported media training programs are helping to raise journalistic standards and improve
the free flow of information.

Professional Development Year: The Professional Development Year (PDY) program has provided
participants with insights into U.S. media and a taste of U.S. academic life. Two Croatian journalists are
currently on the PDY program in the U.S. (at the University of Tennessee and the University of New Mexico).
This program has sent TV journalists and editors to the U.S. (Croatian TV is most in need of reform) for
practical and academic training; one grantee is now editor of Croatian TV's late night news program. Ther are
plans to nominate two TV journalists for the PDY program in academic year 2003-04.

Media Internships: Media internships introduce participants to American media management practices, giving
grantees the tools to increase the number of viewers/listeners/readers and thus achieve financial viability,
stability, and political independence. Three Croatian journalists have participated in six-week long media
internships. One grantee is now editor-in-chief of Croatia’s only serious political weekly, while another used his
experience to introduce a new concept in reporting daily traffic circulation (impacting productivity and the
environment).

Media Training Programs/Workshops: These are aimed at journalists and editors, as well as spokespersons
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from various GOC offices. (Working with media and government representatives together has proven to be an
effective strategy in past training.) The focus is on U.S priorities and objectives, such as judicial reform,
trafficking in persons, and economic and military reform. Over 100 people have participated in these programs
already. Recent programs included workshops for those writing about trafficking in women and children, and for
journalists reporting on business and financial issues. SEED funds are used to work closely with the GOC to
improve its outreach to Croatia’s public and media, e.g., visits to Washington to familiarize spokespersons on
the functioning of USG public affairs offices and relations between government and media.

Graduation Strategy

The SEED graduation strategy for Croatia focuses on areas where U.S. assistance offers special
advantages. These include the privatization of state-owned agricultural assets; return and
reintegration programs; promoting small and medium enterprises; building democracy at the
municipal level; and strengthening civil society. Croatia’s judicial system also requires extensive
reform, an area where the leverage and resources of the EU and World Bank will need to be
applied.

The U.S. strategy is closely tied to assistance flows from the EU, whose programs are still two-three years from
being in full swing. In the meantime, USG assistance is laying the foundation for economic and democratic
reforms that both EU and IFI officials stress as invaluable to get their long -duration programs on the right track
and to bridge to them.

If targeted SEED programs are maintained at a steady level until graduation in 2007, Croatia has the potential
to reach economic and democratic conditions comparable to those of northern tier countries when they
graduated.

CROATIA
FY 2002 FUNDS BUDGETED
FOR ASSISTANCE TO CENTRAL AND EASTERN EUROPE
SUPPORT FOR EAST EUROPEAN DEMOCRACY (SEED) FUNDS

USAID/E&E - BUREAU FOR EUROPE & EURASIA

- Economic Restructuring 14.35
- Democratic Reform 8.06
- Social Sector Reform 15.57
- Cross -Cutting/Special Initiatives 0.93
TOTAL USAID/E&E BUREAU 38.91
OTHER USAID PROGRAMS
- Parking Fines 0.016530
TOTAL OTHER USAID PROGRAMS
TOTAL USAID 38.93

TRANSFERS TO OTHER AGENCIES
U.S. CUSTOMS SERVICE

- Trade and Transport in SE Program (SECI) 0.60
TOTAL U.S. CUSTOMS SERVICE 0.60
U.S. DEPARTMENT OF STATE
- INL Bureau/ Anti-Crime Training & Technical Assistance (ACTTA) 0.85
- DRL Bureau/ Int'l Commission for Missing Persons/Ombudsman 1.00
- EUR Bureau/Democracy & Public Diplomacy Projects(OSCE,OHR,SBS) 0.42
- ECA Bureau Public Diplomacy Programs / Regional Programs 1.18
- IIP/ International Information Programs 0.04

-INR Bureau /Title VIII Research Program
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TOTAL U.S. DEPARTMENT OF STATE 3.47
U.S. DEPARTMENT OF TREASURY
- Treasury Advisors 0.95
TOTAL U.S. DEPARTMENT OF TREASURY 0.95
BROADCAST BOARD OF GOVERNORS 0.05
TOTAL TRANSFERS TO OTHER AGENCIES 5.07
PERFORMANCE FUND
TOTAL FY 2002 SEED FUNDS
BUDGETED FOR CROATIA 44.00

CZECH REPUBLIC

Political Overview

The year 2002 saw continued economic and political progress in the Czech Republic, with high expectations for
early accession to the European Union. Structural reforms related to the country’s EU aspirations, including
reform of the criminal code, judicial code, and privatization, continued apace. The development of civil society
remained on track, with non-governmental organizations (NGOSs) taking a more active role during the year.
Some problems, however, remain. The country’s Roma minority still suffered from persistent discrimination.

Most observers view the Czech Republic as a leader among EU candidate states, and the country received an
invitation to join at the December 2002 Copenhagen Summit. By year’s end, the Czechs had closed the last of
29 chapters of the acquis communautaire. It is expected that the Czech Republic will join the EU in time to
participate in the 2004 European Parliamentary elections.

The Czechs’ EU aspirations have been a driving force behind many of the structural reforms undertaken in
2002, and can be expected to provide future impetus for such reform. Legislation aimed at improving the
criminal code and bringing it more in line with EU norms became effective January 1, 2002. Judicial reform
measures also took effect early in 2002. Civil service reform, identified by the EU as an area for future
concentration, is under discussion.

Civil society continues to develop positively in the Czech Republic, although it has not yet reached the level
found in other EU countries. Czech NGOs played a more visible role during the year, with a number of high-
profile campaigns. And although there are some weak points — media development and legal reform, for
example — the Czech third sector represents a range of areas of social need, including education, human
rights, culture, and environmental protection.

Areas of concern remain, however. Widespread discrimination against minorities, mainly Roma, continued to be
a problem. A number of Roma were victims of racially motivated violence. The government and NGOs work in
conjunction with foreign donors such as the U.S. and the EU to implement programs to promote racial tolerance
and understanding. Nevertheless, most polls indicate that a large majority of Czechs retain negative opinions
about the Roma and other minority groups. The government also took steps during the year to increase
cooperation with Roma groups and to prosecute racially motivated crimes.

Economic Overview

Overall, 13 years of post-communist economic reform have brought growth and stability, leading the European
Commission to state in its annual report that the Czech Republic has “a fully functioning market economy.” The
standard of living has risen considerably, although it does not yet meet EU standards. Reflecting the slowdown
in Western Europe, economic growth for 2002 was projected to be about 2 percent. Foreign investment
continues to flow in and has contributed to a strong Czech crown vis-a-vis the U.S. dollar. Unemployment
increased at the end of the year to almost 10 percent, as weakness in European demand began to affect Czech
exports. The declining coal and steel-producing regions of the country experienced unemployment rates of up
to 20 percent.
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While privatization of the energy sector continued, full privatization of the telecom sector has been delayed. The
government repeatedly exercised an exception to normal contracting procedures found in the relevant
legislation, allowing it to offer contracts in privatization processes without public tenders. Critics asserted that
this practice jeopardized the integrity of the process, while the government countered that the public tenders
were too slow and cumbersome to complete the privatizations expeditiously.

Overview of SEED Assistance

Given the Czech Republic’'s membership in NATO, its relative economic progress, and imminent EU
membership, SEED assistance is concentrated in cross-sector programs focused on facilitating the
democratization process in four key areas: Civic Education and Civil Society; Ethnic Equality and Minority
Rights; Free Flow of Information; and Rule of Law and Legal Reform. The Czech Republic also benefits from
regional SEED-funded programs under USAID's Partnership for Financial Stability (PFS).

Category-by-Category Overview and Assessment

Civic Education and Civil Society: The teaching of democratic and civic institutions and concepts was
nonexistent in the communist era, and that contributed to the inveterate sense of political apathy and low
esteem for government among the Czech people. Even after more than a decade of difficult transition, this
legacy of political indifference persists. As a result, there is a great need for civic education curricula to convey
the concepts of tolerance, equality, respect for authority, and personal responsibility. While interest in the
integration of such materials into educational programs is on the rise, and several independent groups are now
dedicated to this cause, there are limited EU and other resources focused on the development of civic
education. SEED support in this area, therefore, has remained crucial.

The more broadly conceived support for civil society under this rubric is aimed at strengthening independent
and group NGO projects, often comprising training, networking, and institution-building aspects. While progress
has been made in some areas of NGO development over the last few years - evidenced most clearly in the
ratification of new laws for NGOs and foundations — the sector remains in a critical transition phase. EU funding
mechanisms are as yet inaccessible and unwieldy for many new NGOs. Foreign aid from outside the EU has
largely diminished. And while indigenous philanthropy has been bolstered through improved legislation
impacting the governance and management of foundations and also through state financial support for the
establishment of endowments, the sector is still neither fully mature nor financially viable. SEED support aimed
at increasing management and organizational competence through training and strengthening networks and
cooperative work among Czech NGOs has continued to reinforce efforts toward the sector’s long-term
sustainability.

Ethnic Equality and Minority Rights: Discrimination against ethnic minorities, especially the Roma, remains a
major point of contention in the Czech Republic. Studies have shown that Czech prejudices are widespread
and deep-rooted. The League of Ethnic Minorities (LEM), a SEED grantee, cited several surveys that identify
lack of information as one of the main causes of racial prejudice and ethnically motivated violence. LEM's
Promoting Tolerance project, funded by SEED, helped to combat this insufficiency through a campaign of
compelling and thought-provoking radio and TV spots.

While the legal status of women is better in the Czech Republic than in some other Central
European countries, women encounter discrimination by unsympathetic, under-trained police in
cases of domestic abuse and rape. Abuse victims often are unaware of their rights and available
resources, while legal help groups suffer the from lack of funding and professional staff. The issue
was addressed this year through a SEED grant to the NGO Prague Mothers (Association of Mother
Centers) aimed at bolstering the organizational and networking capacities of the NGO and its 130
countrywide centers. The NGO has since become an advisor to the UN Commission for Women,
Families and Communities.

Other minority groups, such as the mentally and physically disabled, suffer from poorly administered
assistance programs and haphazardly applied protection laws. Czech society also displays an
historically entrenched ambivalence toward the mentally and physically disabled, and few
intermediary support organizations exist to advocate on their behalf. A SEED-funded project with the
NGO DUHA focused upon improving the skills of those who work directly with the mentally disabled
by introducing new (Information Technology) methodologies and technologies to the caregivers, with
the aim of raising awareness of the importance of patient-caregiver relations.
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Free Flow of Information: More than 10 years since the Velvet Revolution that brought an end to
four decades of communist repression, the Czech media lag behind their counterparts in Western
Europe and the U.S. Current laws provide for freedom of speech and of the press. Yet while these
rights ostensibly are respected, there are numerous recent examples of journalists being targeted by
politicians. In one case, a lawsuit was brought against a journalist for slander, and most recently a
senior politician was apprehended for ordering the contract killing, fortunately thwarted, of an
investigative journalist.

Czech NGOs active in journalism and free press issues are few in number. American know -how in this area is
still welcomed by independent Czech journalists and magazines, and support continues to be important in the
areas of media management, professional ethics, and fostering those few NGOs and associations that
safeguard press freedom.

Several web-based NGO projects have been initiated in recent months in the areas of consumer advocacy,
environmental awareness, and legal advocacy that are directly targeted at increasing and fostering the free flow
of information and citizen awareness. Educating people about their legal rights and responsibilities as citizens
remains critically important — this not only improves access to reliable information, but also covers other SEED
goals of supporting judicial reform and citizen awareness.

Rule of Law and Judicial Reform: Aspects of the Czech legal system requiring attention are commercial law
(bankruptcy reform, investor protection, consumer rights), judicial/prosecutorial reform, and the need to develop
an involved citizenry aware of its legal rights and responsibilities. Commercial law is applied unevenly and often
unfairly. Well-publicized examples of major financial crimes and corruption go unpunished. Organized crime —
particularly gangs from Eastern Europe — have a disturbing foothold in the Czech Republic. Moreover, the
Czech courts are often bogged down by a backlog of cases, only contributing to their inefficiency, which in turn
further depresses public confidence in the law enforcement and judicial systems. And this situation only
exacerbates the cynicism Czechs already feel toward their politicians and political institutions.

The EU is active in this area, but SEED assistance continues to be meaningful through its support of projects
that help to institutionalize the advocacy capacity of NGOs, bolster community development efforts, and aim to
facilitate the change of attitudes — toward minorities, violence against women, and public indifference toward
civic involvement.

In addition to the SEED program highlights mentioned above, some success stories from FY 01-02 follow.

The Next Ten Years — NGO: Center for Democracy and Free Enterprise. The Center for Democracy and
Free Enterprise (CDFE) promotes philanthropy and democratic development in the Czech Republic through
civic education, training, and information programs. With its SEED grant (Civic Education and Civil Society
rubric), CDFE published 20,000 “responsible citizen” handbooks, including the names, addresses, phone
numbers, and e-mail addresses of elected representatives, along with real -life examples of politician/voter
interactions and their outcomes. The handbooks were distributed at regional town meetings (organized by
CDFE and regional NGO partners), universities, and libraries. The project was a great success and was
applauded by prominent politicians, NGOs, and civic organizations.

Strengthening Regional Foundations — NGO: Czech Donors Forum. Established in 1995, the Czech
Donors Forum is a nonprofit association for foundations and corporate grant-makers in the Czech Republic. It is
membership-driven and promotes cooperative strategic thinking and good practices in the Foundation
community. Its two key program areas are Services to Foundations (educational seminars, information and
other support services to foundations) and Development of Philanthropy (policy work focused on legislative
change and other external processes like the development of a common investment strategy for Czech
foundations).

This SEED-funded project (Civic Education and Civil Society rubric) focused on capacity building for small
regional foundations in the Czech Republic. Seven training workshops and five discussion seminars on
essential skills such as fundraising, grant making, and endowment administration were held for foundations
across the country.

The training seminars included subjects such as Foundation Governance; Financial Management, Endowment
Growth, and Audit; Communications with the Public; Annual Reports; Grant-making Basics; and Preparation for
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the Foundation Investment Fund. More than 180 representatives of foundations attended the seminars, that
were also used as networking platforms for building links between representatives from the larger grant-making
organizations and smaller regional foundations that often depend fully upon volunteers. The discussion
seminars on such topics as the Role of the Foundation in the Community and Raising Local Funds also were
successful, with representatives of more than 80 organizations from across the country participating.

One World Film Festival - NGO: People in Need. The People in Need organization was established as a
foundation in 1992. Based upon the premise that Czech citizens should share responsibility in international
affairs with their neighbors, its ambitious mission is to “inspire a largeness of spirit in Czech society by helping
others in need, and to promote democratic freedoms for all.”

The purpose of the One World Film Festival, supported through SEED (Ethnic Equality and Minority Rights
rubric), was to “expose abuses, encourage dignity, inspire solidarity and foster mutual understanding.” The
Festival and related events took place under the joint auspices of Czech President Vaclav Havel and UNHCHR
Mary Robinson. The widely popular and well-attended festival screened 89 documentaries from 36 countries in
nine cities throughout the country.

Stand Up Broumov! — NGO: Cultural Center Broumov. Established in 1998 in the Czech border region
(Northern Bohemia) of Broumov, Cultural Center Broumov offers programs aimed at bridging the social rifts in
this ethnically diverse community, made up of Roma, ethnic Germans, and Poles, and marked by high
unemployment and other social ills such as alcoholism and drug abuse. It organizes public events, lectures,
training, and workshops, promotes volunteer work, and cooperates closely with the local and regional
governments.

With SEED funds (Ethnic Equality and Minority Rights rubric), the NGO set up a program of regular activities
and communications for its Social and Cultural Center that serves as a drug and alcohol-free environment for
Roma, other ethnic minorities, and Czechs. Its activities program includes theater, music, exercise, crafts, art,
and educational programs that focus on those most at-risk, such as young people caught up in drug and
alcohol abuse. With its growing volunteer base, the Center has quickly emerged as a regional catalyst for
change and a model for regional NGO work.

Public Participation and Access to Justice — NGO: Environmental Law Service. Founded in 1995, the
Environmental Law Service (ELS) is the largest public interest law organization in the Czech Republic. With six
lawyers and three law students on its staff, ELS deals with the proper execution of environment and human
rights-related laws. It provides legal consultations in those areas; cooperates with other NGOs; and publishes
and distributes informational pamphlets on topics such as “State, Municipality and Citizens” and “Expropriation
and Protection of Property.”

The SEED (Rule of Law and Legal Reform rubric) project conducted by this NGO included educational
seminars for lawyers on environmental law and pro-bono work opportunities, and training sessions on how to
support public participation in the decision-making processes of local municipalities and administrative units. It
also improved its distribution channels of the legal publication, Via luris, to include a much wider net of
individuals and organizations throughout the country.

ESTONIA
Political Overview

Estonia is an independent, sovereign democratic republic, led by a coalition government that assumed power in
January 2002, and has continued the reform policies supported by previous governments. Estonia’s top foreign
policy priorities are rapid integration into European and Euro-Atlantic economic and security structures and
stabilization of its relations with Russia. With respect to the former, Estonia has achieved historic successes. It
was invited to join NATO on November 21 at the Prague Summit, and the European Union announced in
November that the leading candidates for membership, including Estonia, would be admitted into the European
Union on May 1, 2004. With respect to the latter, there was a flurry of high-level meetings between Estonian
and Russian officials this past year, which culminated in the signing of several agreements in early November.
Coupled with the resolution of a long-running dispute over the registration of the Russian Orthodox Church
congregation in Estonia, this gave rise to hopes that relations between the two countries were making good
progress toward full normalization.
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Economic Overview

Estonia’s economic reform policy has led to a nearly tariff-free, open market economy that is arguably the most
liberal in Europe. In the 2002 Index of Economic Freedom - a rating drawn up jointly by the Heritage
Foundation and the Wall Street Journal, and that comprises scores in monetary policy, banking and finance,
black market, and wages and prices — Estonia tied for sixth place, with the United States and Denmark. The
Estonian economy continues to grow at a healthy rate, with GDP increasing by 5 percent in 2001 (the GDP
growth forecast for 2002 is between 5 and 6 percent). Inflation declined modestly in 2001, to 4.2 percent, and is
expected to drop further in 2002, to 3.8 percent. Overall unemployment, 11.9 percent in 2001, will likely
decrease slightly to 11.2 percent for 2002.

Overview of SEED Assistance

Note for readers: Grants for the programs described below were all signed in FY 02. However, the funding
source for most of these grants is two-year FY 01 SEED money. Two -year FY 02 SEED money became
available to the U.S. Embassy in Tallinn so late in the fiscal year that there was very little opportunity to write
grants using these funds during FY 02. The Embassy expects to issue grants using FY 02 SEED funds during
FY 03.

This report focuses on grants actually signed by an Embassy representative, as it is much more difficult for the
Embassy to assess the use of SEED funds for grants signed in Washington. The latter include those given to
the Environmental Protection Agency, the CDC Tuberculosis project, various proposals to combat trafficking in
persons, USAID’s Partners for Financial Stability, and a number of other projects included among those
conducted with SEED funds under the aegis of the Northern Europe Initiative (NEI).

In FY 02, Embassy Tallinn was responsible for signing SEED grants worth $480,834. In decreasing order, the
best-funded thematic areas were:

e Combating the spread of HIV/AIDS;

e Women's issues (not trafficking-related);

® |ntegration of Russian speakers into the Estonian mainstream;
® Cross-border travel to build regional stability with Russia;

® Anti-corruption programs;

e Programs to strengthen journalism;

¢ Anti-trafficking; and

The Environment

Many of the grants in these areas were funded by the Embassy’s Democracy Commission small grants
program. The Embassy signed grants for more than five times as much SEED money as in FY 01. SEED-
funded Democracy Commission, cross-border travel, anti-HIV/AIDS, anti-corruption, journalism, and anti-
trafficking projects all were new to Estonia in FY 02, at least among grants issued at post. Post also issued its
first environment-related grants in several years, though EPA and others have been conducting environment-
related programs through Washington-issued grants. Post also opted to fund two Ron Brown Fellowships with
FY 02 SEED funds, thus introducing this program to Estonia for the first time. Grantees will not be selected until
FY 03, however, and the actual years of study will commence shortly before the beginning of FY 04. As the
number of Fulbright positions available to Estonia is far smaller than the number of qualified applicants, the Ron
Brown Fellowships are a welcome addition to the palette of Public Diplomacy programs.

Some Notes on Effectiveness
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The dozens of SEED-funded grants issued locally in Estonia are all five figures or smaller, are labor intensive in
terms of soliciting, evaluating, issuing, and monitoring, yet do not have huge impact on a nationwide scale. As a
graduate from the bilateral SEED program, the Embassy has no USAID office. SEED grants are issued by the
one-officer Public Affairs Section, the majority of whose responsibilities are non -SEED related. For the first
time, in late FY 02, the Embassy engaged a locally hired, SEED-funded assistance coordinator. While this
person has no formal background in grants administration, her presence has eased the still-considerable
burden on other Embassy staff. Coordinating the in-country activities of SEED grantees who receive their
funding in Washington, and avoiding duplication between locally issued and Washington -issued SEED grants,
are time consuming and occasionally vexing.

Since Estonia has become a highly democratic country with a very open economy, the original goals of the
SEED program have largely been achieved there. The assistance programs of the EU in Estonia dwarf those of
the USG, so SEED assistance essentially fills niches.

The SEED program’s benefits, from the Embassy’s perspective, are that it enables the Embassy to play a real
role in strengthening the NGO sector. Estonia is small, and even if SEED-funded programs do not result in
nationwide impact, $10,000 goes remarkably far in a grassroots program, especially one limited to a particular
project or region. It also provides enough funding for the Embassy to back up words with deeds on issues that it
believes are neglected, such as HIV/AIDS awareness, Estonia’'s confrontation of its World War Two past, and
trafficking in persons. Notes on some specific themes follow below.

Combating HIV/AIDS: Post's allocation of SEED funds to the fight against AIDS, while the highest of all
thematic areas, at about $104,000, is modest in light of the amounts being spent elsewhere in the world.
Virtually all of these funds were spent on awareness campaigns. The alarming rate of increase in the spread of
HIV/AIDS in Estonia does not warrant an optimistic view of these efforts so far, but the project is still very
young. At the very least, SEED funding on HIV/AIDS gives the USG a means to encourage the Estonian
government to increase its own efforts to recognize and tackle the HIV/AIDS problem (disproportionately high
among Russian-speaking, young, intravenous drug users). A $36,000 grant issued during FY 02 to Estonia's
AIDS Support and Information Center, combined with an Ambassadorial op-ed on the need to pay attention to
this problem, prompted Estonian government leaders to call publicly for greater efforts to fight the scourge.

Integration of Russian Speakers into the Estonian Mainstream: There are increasingly positive signs that
integration is progressing well in Estonia, and that the progress will continue as an older generation of Russian-
speakers who feel no kinship with Estonia passes on, and a younger generation born and raised in an
independent Estonia comes to the fore. SEED funding has played a role in integrating younger generations of
Russian speakers, including funding for an integration -themed television series, but the process is being moved
forward largely through natural forces of demographics.

Cross-Border Travel: Many Estonians who took advantage of these funds during FY 02 remarked that it was
the first time they had been to Russia since the collapse of the USSR. Journalists who traveled on these funds
wrote stories based on interviews with Russian officials, rather than on hearsay and second-hand sources.
Estonia has no journalists permanently based in its large, eastern neighbor. Also, small border area projects, at
the grass-roots level, became possible thanks to this special category of funding.

Law Enforcement: The effectiveness of past INL-funded programs in Estonia can best be evaluated by the
objective, positive feedback provided the FBI Legal Attaché from all strata of the law enforcement community.
Daily liaison with upper echelons of Estonian law enforcement provides constant information on their most
important needs, both directly by way of request and indirectly through observation. Specifically targeted
programs such as the establishment of the CyberCrime Training Center at the Pirita Defense Academy will
vastly improve the capability of Estonian, and eventually, regional-law enforcement. The Law Enforcement
Agreement currently in the final negotiating stages will provide about $180,000 in computer-related equipment
that will serve further to develop the CyberCrime Training Center, as well as provide funding for street-level law
enforcement, bringing Estonia to the cutting edge of field investigation. In consultation with the FBI Legal
Attaché, INL should continue its partnership in providing funding for programs which target areas of concern to
both Estonia and the U.S., and which other donors do not fund.

The endemic problem of low salaries for the law enforcement community professionals remains the primary
cause of corruption. Programs designed to improve professionalism and effectiveness in battling crime can only
serve to foster pride as well as hope. Even a poorly paid police official will value his career more and be less
apt to fall victim to corrupt practices if he feels hope for his professional future.
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Other Anti-Corruption Programs: Post believes that the best ways to fight corruption are for national
governments to provide robust salaries to politicians and police officers (see above). Post's two current SEED-
funded anti-corruption projects are a pending seminar for municipal officials and a sourcebook for anti-
corruption strategies.

Anti-Trafficking in Humans: Post's biggest problem to date has been getting an accurate picture of the extent
of trafficking in persons from (and possibly to) Estonia. Grantee organizations are quick to suggest conferences
and awareness campaigns but are unable to quantify the scope of the problem. Furthermore, the NGO and law
enforcement communities need to work more closely together in this area.

HUNGARY

Political Overview

In April 2002, Hungary held its fourth round of democratic elections since the regime change. A Socialist-Free
Democrat coalition won a narrow majority and was able to form a new government in May. Although the
coalition holds only a 10-seat majority in Parliament, it has proved stable so far, and has shown its ability to
pass important legislation.

In December 2002, Hungary concluded negotiations to become a member of the European Union. If all goes
according to schedule, it will be an EU member beginning on May 1, 2004. Prior to that date, Hungary will hold
a referendum on EU accession, and the enlargement package will have to be approved by all the current EU
member states. The referendum is likely to pass easily in Hungary, where accession is very popular. Together
with Hungary's 1999 accession to NATO, this will represent the completion of the country's integration into the
key Euro-Atlantic structures.

Economic Overview

Hungary has emerged from the transition period of the 1990s with a robust, fully functioning market economy,
and with a strong record of economic growth, declining inflation, and low unemployment. The completion of EU
accession negotiations in December, with full membership expected in 2004, is the most important economic
development in 2002. However, the economic slowdown in Europe and a runaway budget deficit have exposed
several short-term weaknesses in the economy. Growth slowed to 3.4 percent of GDP, the current account
deficit swelled, and the National Bank has maintained a tight monetary/strong forint policy because of its
concerns over inflation.

The Orban government, in power from 1998 to 2002, failed to address several key shortcomings, including
reform in agriculture, health care, taxation, and education, as well as in local government financing. In the run-
up to the April 2002 elections, the government resorted increasingly to off-budget funds to circumvent public
scrutiny and public procurement laws, leading to a rapid boost in pre-election spending. The new government
under Prime Minister Peter Medgyessy inherited a ballooning budget deficit and immediately made the situation
worse by delivering on a series of very popular but costly campaign promises, boosting the deficit by another 1
percent of GDP. The government has pledged to make deep cuts beginning next year. However, such cuts
have forced the government to postpone badly needed spending on infrastructure projects, tax reform, and
health care reform. The new government has taken welcome steps to restore transparency in government
spending decisions and promote a friendlier environment for foreign direct investment (FDI).

Overview of SEED Assistance

The USAID bilateral program in Hungary concluded in September 1999. Two post-presence activities —
Targeted Assistance to NGOs (TANGO) and the Chance for Stability Foundation (CSF) — have ended while two
others - the Hungarian-American Partnership Initiative (HAPI) and the Roma Community Support Program
(RCSP) - remain active. The Hungarian-American Enterprise Fund (HAEF) has submitted a proposal to close
the fund and use a portion of the investment reflows to finance a scholarship fund in Hungary. Two new
programs were initiated in 2002: the Women's Wellness Partnership and Trafficking and Public Health.

The Hungarian-American Partnership Initiative (HAPI): This two-year project for 2001-2002 was funded at
$299,000 and designed to spread the lessons learned during Hungary's successful economic and democratic
transitions to other countries in the region, particularly in Southeast Europe. HAPI will continue in FY 03 with
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$150,000 in SEED funding under a grant from USAID to the Foundation for the Development of Democratic
Rights. During FY 02, a total of 19 groups came to Hungary on the carefully targeted exchanges. Training is
very much hands-on, and the collateral benefits of the project include the regional connections made. A further
goal of HAPI is to give a boost to Hungary's own nascent technical assistance program. As an indication of the
quality of the program, HAPI has benefited all countries in the Balkans to date, and most countries have sent
two or more groups.

Roma Community Support Program (RCSP): This $2.8 million program will benefit Hungary, the Czech
Republic, and Slovakia. Start-up has been delayed until March 2003 because of the need to coordinate more
closely with embassies in each country and take into account lessons learned from Democracy Commission
support for Roma communities. The RCSP will focus on disseminating models of community services;
leadership and advocacy training for Roma leaders; and media programs to improve the self-image of Roma
populations and their image in society at large.

The Hungarian-American Enterprise Fund (HAEF) was one of two original enterprise funds established in
Central and Eastern Europe (CEE) after the fall of communism. In keeping with the HAEF's mandate, the Board
decided in 2002 to prepare for the Fund'’s closure and proposed that a portion of the reflows from the of HAEF's
portfolio be used to establish a scholarship fund in Hungary.

The Women'’s Wellness Partnership: The American International Health Alliance (AIHA) was awarded a
$500,000 partnership grant by USAID to work in Hungary to improve the quality of and access to services for
women'’s wellness. This grant was announced by First Lady Laura Bush during her visit to Budapest in May
2002. The Women's Wellness Partnership has two principal activities. The first is an ongoing partnership
between the Magee Women'’s Hospital of the University of Pittsburgh and the City of Gyor to improve attention
to women on a variety of wellness concerns. This will result in a model that will be shared with other Hungarian
cities participating in the Hungarian Healthy Cities network. The second is a partnership between the Hungarian
Healthy Cities Network and the Harrisburg, Pennsylvania, Healthy Cities Program. Health professionals from
Harrisburg are already working with the Hungarian Network to train their counterparts to improve community
health programs.

Trafficking and Public Health: USAID provided $99,000 in FY 02 SEED funding to the International
Organization for Migration (IOM) based on a proposal for a conference, scheduled for March 2003, that would
recommend standardized protocols on public health issues emerging from trafficking in persons in CEE. A pre-
conference workshop was held in early December 2002, with participants from 10 countries. The conference
agenda will include: HIV/AIDS and other infectious diseases, health checks for victims, psycho-social impact of
trafficking, health issues of trafficked minors, as well as other topics. Participants will include practitioners,
policy/decision-makers, and the international donor community.

LATVIA
Political Overview

Latvia’s parliamentary elections, held October 5, 2002, ushered in a center-right government led by
former Central Bank President Einars Repse, whose coalition is committed to continuing Latvia’s
pro-Western orientation and foreign policy goals of NATO and EU membership. Latvia received its
long-sought-after invitation to join NATO at the November 2002 Prague Summit. It also was offered
formal EU membership at Copenhagen in December 2002.

Prime Minister Repse’s government inherits an impressive list of accomplishments: defense
developments are on track, with 2 percent of GDP defense spending mandated through 2008;
restrictive language requirements have been lifted from the election law; the Nazi and Soviet
legacies of World War Il have been confronted openly and honestly; economic growth rates have
been among Europe’s highest; and steady progress continues in building a Latvian society that
draws strength from all its members.

To some degree, Latvia’s successes in other areas throw into even sharper relief the country’s most
important challenge -- strengthening the rule of law. While corruption is less pervasive in Latvia than
in many other transition economies, many Latvians and foreigners alike believe the government’s
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anti-corruption efforts have been inconsistent and lacking in follow-through. In fairness, Latvia has
made significant legislative progress, including establishing an Anti-Corruption Bureau, updating the
conflict of interest law for state employees, passing a public information access law and a new law
on state administration, and is working on rewriting the criminal procedure code.

The new government was elected on a clean-government platform, and Prime Minister Repse
himself is committed to combating corruption. The USG message to Latvia has been clear, for
example, on the need to promote a more transparent business and investment climate, improve the
professionalism of the judiciary, and properly vet the backgrounds of those expected to hold
positions of trust. The latter is particularly relevant now that Latvia has received an invitation to join
NATO, and the hard work of completing accession protocols has begun. Latvia will be held to the
highest standards of integrity, transparency, and accountability.

Economic Overview

Latvia’s economy has grown steadily in recent years, averaging 5.2 percent GDP annual growth
between 1996 and 2001, and making it one of the fastest-growing economies in Europe. GDP
growth in 2002 is expected to be about 5 percent. The EU is already Latvia’s largest trading partner.
EU accession negotiations are also changing Latvia’s legal and regulatory landscape, and EU
membership should also provide continued stimulus to European and other foreign investment in
Latvia’'s economy, which in turn should encourage progress in creating a more transparent business
climate.

Overview of SEED Assistance

SEED-funded program activities in Latvia have traditionally fallen under three broad categories --
regional programs directed toward the Baltic States as a group, Embassy-level direct grants and
programs carried out in Latvia, and other activities (primarily educational exchanges).

The vast majority of SEED funds in Latvia is disbursed to programs that fall under the policy rubric of
the Department of State’s Northern Europe Initiative, or NEI. NEI was designed to facilitate the
integration of the Baltic States into Northern Europe by creating policy and economic linkages
between the Baltic States and the other Northern European countries, including Russia. Now that
the Baltic States have received invitations to join both NATO and the EU, posts in the NEI region
(the Baltic Rim states plus Iceland and Russia) are examining what kinds of new structures and
activities can best serve U.S. policy interests in the region.

SEED-supported assistance programs in Latvia are vital to Embassy Riga in carrying out its Mission
Performance Plan (MPP), as SEED funding enables the Embassy to back up words with deeds
when suggesting policy initiatives and changes to the Latvian Government. Moreover, SEED monies
enhance the Embassy'’s ability to influence a broad spectrum of Latvian policies and decision-
makers. Because Riga no longer has a USAID Mission (Latvia graduated from bilateral SEED in
1999), the administrative complexities of managing SEED-funded programs have meant that, over
the most recent budget cycles, post has increasingly narrowed its focus to two principal areas --
Embassy Democracy Commission funding and spending on social integration. Democracy
Commission grants, provided to a wide variety of NGOs, go a long way in Latvia and give post the
flexibility to fund a variety of programs supporting the entire range of U.S. policy goals in-country.

SEED funds encourage democratic reform in Latvia primarily through post’s support of social
integration programs. Specifically, post has focused support on Latvian language training for non-
Latvian speakers and to Latvia’s Naturalization Board and public education campaigns designed to
facilitate naturalization for non-citizen residents of Latvia. Both programs, which have pooled SEED
funds with those from other donor countries, have been highly successful and have promoted the
integration of non-Latvian speakers into Latvian society.
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As Latvia continues to make substantial progress on social integration issues, post increasingly is
shifting resources toward what is currently its foremost security and regional stability policy priority in
Latvia -- support for the rule of law and providing assistance to Latvian policymakers in the fight
against corruption. For Latvia, this has meant using SEED funds to support both regional (i.e., pan-
Baltic) and in-country anti-corruption and rule-of-law programs, primarily focusing on judicial, legal,
police, and ethics training. Some rule-of-law assistance projects are governed by a Letter of
Agreement (LOA) signed in September 2001 between the Latvian Government (Ministry of Justice)
and the U.S. Government (Embassy). The LOA provided for two projects whose funding comes
largely from SEED monies: 1) a project supporting U.S. experts, training, and some equipment for
Latvia’'s new Anti-Corruption Bureau; and 2) a program to provide U.S. advice and expert assistance
to draft and support the passage of a new criminal procedures code. A SEED-funded university
partnership program has paired the University of Latvia’s legal faculty with the Lewis and Clark Law
School (Oregon) to revamp curriculum and reform the university’s legal program, with an emphasis
on ethical and professional conduct.

Other important SEED-funded programs in Latvia have tended to be cross-sectoral initiatives. In the
public health sector, SEED funds help finance regional anti-HIV/AIDS and Multi Drug Resistant
Tuberculosis (MDRTB) programs. The U.S. Environmental Protection Agency has also used SEED
funds to administer regional environmental training and remediation programs. A SEED-funded
university partnership is supporting development of a master’'s degree program in social work.

Anti-Corruption and Rule-of-Law Assistance: Regional and in-country anti-corruption and rule -of-
law

programs are post’s highest regional stability priority and include ongoing judicial, legal, police, and
ethics

training. They will also involve technical assistance and training to Latvia’s new Anti-Corruption
Bureau (ACB), the legal authority for which was passed by Parliament in early 2002, but which only
began operations at the end of 2002. While many of the funds set aside for the ACB have yet to be
disbursed, they are mentioned here because they were authorized and programmed in FY 02.

In FY 02, Embassy Riga again allocated a portion of its SEED funds to an Embassy project
manager. This position was defined as the Rule-of-Law Coordinator, with the incumbent overseeing
all Embassy anti-corruption and judicial/police training assistance. This position ends in early FY
03, as its responsibilities, currently managed by a locally hired American, will be taken over by a
new junior Foreign Service officer arriving in Riga in January 2003.

Other Anti-Corruption and Rule-of-Law Assistance projects included travel and program funding for five
participants from the Ministry of Justice (two judges), Ministry of Interior (State Police), and Office of the
Prosecutor General (two prosecutors) to the U.S. for three weeks to learn how the U.S. handles corruption. The
Embassy also provided a Democracy Commission grant to the Judicial Training Center to develop a curriculum
for high school students on the role of the judiciary. The program included a public relations component to
promote the curriculum and debate about the issue within the Ministry of Education and the general public.

Partners for Financial Stability: Under USAID's Partners for Financial Stability (PFS) program, the U.S.
provides training and technical assistance designed to strengthen Latvia's capital and financial markets and its
ability to detect, deter, and prosecute financial crimes. In September 2002, PFS organized an anti-money
laundering seminar for the Latvian Association of Commercial Banks and provided related technical assistance
on know-your-customer procedures to interested banks and Latvia's financial services regulator, the Financial
and Capital Markets Commission. In October 2002, PFS sponsored a conference on foreign banks' compliance
with the U.S. Patriot Act, which focused on combating terrorist financing and included banking and government
representatives from all three Baltic States. These seminars often included follow -on technical training for
selected Latvian banks and government institutions.

LITHUANIA

Political Overview
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Lithuania became a parliamentary democracy following the restoration of its independence, in 1990. The
constitution (approved by popular referendum in 1992) provides for the separation of powers, guarantees
fundamental human rights, such as freedom of speech and association, and establishes the rule of law. The
press and electronic media are free and unencumbered.

The judiciary is independent. A number of reforms have been undertaken, including the establishment of
appellate courts, a doubling of the number of judges, and the creation of formal training programs. In June
2002, the Parliament approved a new Code on the Execution of Penalties (replacing the 1971 code), which is
based on the new Criminal Code (passed in 2000) and European and other international human rights laws.
The Criminal Code, the Code on Execution of Penalties, and the Criminal Procedure Code (passed in March
2002) are expected to enter into force simultaneously in 2003.

Amendments to the Code of Administrative Infringements provide for more rational penalties for administrative
offences, as well as for postponing arrest and penalties. The new Civil Procedure Code, in effect from January
2003, should facilitate and speed up legal proceedings. The Prison Department at the Justice Ministry manages
the correctional system.

Lithuania ratified the Council of Europe Criminal Law Convention on Corruption, in January 2000, and adopted
its national strategy for combating corruption, in August 2001. A special anti-corruption service accountable to
the Parliament and the President has been operating since May 2000. However, the police face significant
challenges fighting crime and corruption, especially organized crime, due to low wages and limited resources.
Law enforcement officials recognize these problems and have sought assistance and training from U.S. and
European law enforcement agencies.

Lithuania has established a solid pattern of free and fair elections. The peaceful transfer of power between
opposing political parties is an accepted feature of Lithuanian democracy. The parties demonstrate increasing
levels of maturity, in part due to assistance from the International Republican Institute (IRI). Presidential and
municipal elections took place on December 22, 2002. Parliamentary elections took place on October 8, 2000,
on the basis of a new electoral law, which abolished the second round in the single-member districts.

Following independence, citizenship was granted to all residents who requested it. About 8 percent of citizens
are of Russian ethnic origin or speak Russian. They are fairly well integrated and face no official discrimination.
In June 2000, the Government of Lithuania (GOL) adopted a national program for integrating the Roma
minority, numbering some 3,000 people. Religious freedom continues to be respected. There is a well-
established ombudsman system, which is functioning satisfactorily. The GOL continues to address historical
justice issues (virtually all of Lithuania’s 200,000 Jews were killed in the Holocaust). An official Historical
Commission, established in 1998 by Presidential Decree, examines the Nazi and Soviet occupations, and a
school program on Holocaust education was launched in 2000. In September 2002, the Commission organized
an international conference in Vilnius entitled “Holocaust in Lithuania in the Focus of Modern History, Education
and Justice.” The GOL plans to start restituting Jewish communal property and has successfully returned many
Jewish religious properties.

Lithuania received an invitation to join NATO in November 2002, and expects to join the alliance in spring 2004.
It continues to contribute actively to alliance activities, such as peacekeeping and counter-terrorism missions,
and will maintain defense spending at 2 percent of GDP in 2003. Finally, Lithuania participates enthusiastically
in the activities of the OSCE and many other international organizations.

Economic Overview

Lithuania continued to experience strong economic growth through the first three quarters of 2002. Inflation was
low, although the current account deficit increased slightly. While privatization is nearly complete, sales of the
national energy and gas companies have been delayed. Weaknesses remain in lagging structural and
agricultural reforms.

Over the first three quarters of 2002, annualized GDP grew by 6.1 percent. Growth was driven mainly by private
consumption and investment, and was strongest in construction, finance, and processing and light industries.
Inflation was 2 percent in 2001, followed by actual deflation of 0.8 percent in the first three quarters of 2002.
The deflation has resulted from sharp competition among retail trade chains and appreciation of the local
currency against the U.S. dollar.
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Unemployment at the end of second quarter of 2002 was 13 percent. Unemployment tends to be concentrated
in rural, agricultural areas and smaller towns. Increasing unemployment among people approaching pension
age remains a worrying factor. The minimum wage is unchanged since June 1998, and stands at $107.50 per
month, well below the poverty threshold. The average monthly wage has remained at around $241 since the
1999 recession.

Overview of SEED Assistance

FY 02 SEED assistance in Lithuania continued strengthening democratic and economic reforms and building
cross-border linkages in energy, environment, health, and private business development.

Democratic Reform and Civil Society Programs

Embassy Vilnius has two active civil society projects: a nationwide program to teach uniform standards of
ethical behavior to civil servants and Democracy Commission programs to strengthen the NGO sector.

The Governmental Ethics Training Program: The program aims to improve ethics oversight and the
administration of laws, policies, and procedures, and to increase public confidence in governmental institutions.
The Lithuanian Management Training Center (MTC) implemented the program. Lithuanian and American
trainers have conducted 18 training sessions in five major cities for over 170 participants from the Parliament,
Government, municipalities, universities, NGOs, and the media. Sixty-three percent of program participants
acknowledged that they were taking part in ethics training for the first time. The following are the program’s
positive impacts:

® Ethics training motivated participants to formulate new personal ethics principles;
e Participants shared the knowledge gained with over 500 colleagues;

e Participants developed the following documents: “Ethics Code for Serving Citizens at the
Municipality,” “State Border Patrol Code of Ethics, " “University Code of Ethics, " “Ethics
Information for New Employees,” “Ethics Rules for Governmental Employees,” “Code of
Ethics for Lithuanian NGOs,” and others;

e Participating journalists gained competence in analyzing ethics issues, resulting in a
significantly increased number of ethics and corruption-related articles and reports in national
and local newspapers, TV, and radio;

e Participating university professors included ethics principles in their curricula and initiated
ethics courses for graduate students;

® |ithuanian ethics trainers have been invited by the Parliament to participate in the working
groups for the development of the “Code of Ethics for Lithuanian Politicians” and “Code of
Ethics of Civil Servants;” and

® After the successful implementation of the Ethics Training Program, the MTC developed and
received funding for two new projects including ethics elements: “Values of the Marketplace
for the Educational System” and “Training for Politicians: Handling Meetings with Electorate
and Relations with the Media.”

Democracy Commission: This program continued to be a highly useful, flexible tool for the
Embassy in supporting important civil society initiatives in a timely fashion. In FY 02, $197,370 was
distributed to 19 Lithuanian NGOs. Activities funded by the Democracy Commission have been
instrumental in launching and sustaining the Lithuanian Commission Investigating Nazi and Soviet
Era Crimes against Humanity, energizing local information campaigns to combat trafficking in
women and children, assisting the Lithuanian chapter of Transparency International to do pioneering
work in studying corruption, empowering lobbying, and supporting many other policy-oriented
projects.
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Economic Development and Business Programs

Training for Economists: In October 2001, the Embassy sponsored a successful pilot training program for
economists, implemented by the Lithuanian Banking, Finance, and Insurance Institute. In addition to the results
reported in the FY 01 SEED Report, participants indicated that implementation of progressive economic policies
will be a difficult process, requiring major reforms initiated by motivated professionals. Participants believe that
their highest priority is to disseminate the knowledge gained, and they plan to share their experiences with over
15,000 people.

The program has also helped participants to learn more about issues affecting neighboring
countries, and the ways that the countries can work together to promote cooperation and stability.
To expand the pool of working economists with grounding in the basics of contemporary economic
theory, in FY 02 the Embassy initiated a regional training program for economists from Lithuania,
Belarus, and Kaliningrad. FY 02 SEED and FSA funds will be used to implement the new program,
the results of which will be reported in the FY 03 SEED Report.

Other Cross-Border Programs

USAID/CDC TB Prevention Program: Working fast and professionally, the Centers for Disease Control (CDC)
conducted the Multi Drug Resistant Tuberculosis (MDR-TB) survey in Lithuania. The survey demonstrated the
highest incidences of MDR-TB in the world, so continued work in this area is needed, especially in training
doctors and nurses in MDR-TB treatment at the CDC-supported TB training center in Riga, Latvia.

USAID HIV/AIDS Prevention Program: This program focused in Lithuania on supporting the AIDS Center’s
publications, behavioral change of risk groups, youth initiatives in Klaipeda city, and technical assistance in the
development of new strategies in HIV/AIDS prevention. In FY 02, the program:

e Prepared an electronic bulletin, which became an effective tool for raising awareness and
advocacy among 700 Lithuanian governmental institutions, NGOs, media, schools, and
others;

¢ Published the magazine “Between Us,” which partnered with counterparts from Estonia, St.
Petersburg, and Latvia, and is becoming popular outside Lithuania;

e Involved over 800 teenagers in Klaipeda, vulnerable to drug/HIV problems, in
leisure/sport/education activities;

® Trained peer-group workers in Klaipeda in outreach that resulted in an increased number of
new visitors to drop-in centers for consultations and voluntary HIV/AIDS testing; and

® |ncreased cooperation among the Baltic States in HIV/AIDS prevention.

USAID Partners for Financial Stability (PFS): PFS promotes financial sector development through
short-term and demand-driven activities. In FY 02, Lithuania continued to benefit from regional
activities implemented by the East-West Management Institute and an increased number of effective
bilateral projects conducted by the Financial Services Volunteer Corps. U.S. consultations in money
laundering, bank and securities management enforcement, pension reform, and international
accounting standards helped Lithuanian specialists develop a law on accounting, national
accounting standards, the "Guidebook of Strategy and Practice of Investor Relations," and many
other laws and standards. Lithuanian capital market institutions call PFS “the best assistance we
have ever had.”

USAID Municipal Energy Efficiency (MUNEE) Program: As a result of consultations under the MUNEE
program, municipalities in Lithuania improved their understanding about energy efficiency as a cost-effective
approach, and started introducing new plans for energy planning and management.
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EPA Environmental Program: The Trans -boundary Watershed Management Capacity Building program
resulted in completion of the Regional Water Basin Management Plans for an example watershed. These plans
currently are used as models for developing plans for other regional watersheds, as required by the EU. With
assistance of the Environmental Security Program, Baltic countries have drafted the Baltic Sea Region Defense
Cooperation Strategy Document. Finally, in FY 02 the Lithuanian Ministry of Defense allocated its own funding
for environmental courses at the Military Training Center, demonstrating serious steps toward making EPA-
supported programs self-sustainable.

Anti-Crime/Corruption, Judicial Training, Anti-Trafficking: Using funds from the State Department’s
Bureau of International Narcotics and Law Enforcement Affairs (INL) funds, the USG continued to strengthen
the Lithuanian Special Investigative Service (STT) and other law enforcement institutions aiming to combat
organized crime and corruption. The STT continues to receive much needed surveillance and technical
equipment and training. It currently is considered as a unique institution in the region, exercising much
independence and pushing active programs to root out corruption throughout the GOL. SEED funds have been
also used to help the Missing Persons Families Support Center to establish the shelter for trafficking victims.
Finally, the USG supported a program of cross-border cooperation to provide low-threshold social and medical
services for sex workers and victims of human trafficking. The program was carried out in cooperation with Pro
Sentret, Oslo.

Northern Europe Initiative (NEI) Support for Regional Cooperation: These funds allowed a flexible
response to policy-related issues and supported Lithuania’s participation in regional cooperation initiatives,
including those the areas of journalism, health, democracy, financial crimes, and social protection.

MACEDONIA
Political Overview

Macedonia is in the process of recovering from its 2001 ethnic Albanian insurgency. The ethnic Macedonian
Social Democratic Union of Macedonia (SDSM) leads the current, new government. Branko Crvenkovski is
Prime Minister. The SDSM'’s junior pre-electoral coalition partner, the ethnic Macedonian Liberal Democratic
Party (LDP), also participates in government, as does the largest ethnic Albanian party, the Democratic Union
for Integration (DUI). Ali Ahmeti, leader of last year's insurgency, is the president of the DUI and won a
parliamentary seat.

Prior to forming their government, the ruling parties issued a common governmental platform. Among the
platform’s cornerstones are peace, rule of law, aspiration to membership in NATO and the EU, economic
growth, reduction of unemployment, combating corruption, respect for minority and human rights, and full
implementation of the Framework Agreement, adoption of which ended the 2001 insurgency.

The government came to power through the free, fair, and peaceful elections held on September 15, with
international assistance and monitoring. Voter turnout was over 73 percent. SDSM, LDP, and DUI ousted a
nationalist government composed of Ljubco Georgievski's Internal Macedonian Revolutionary Organization-
Democratic Party of Macedonian National Unity (VMRO-DPMNE) and the ethnic Albanian Democratic Party of
Albanians (DPA). Credible allegations of corruption, human rights abuses, and a poor economy weakened
VMRO-DPMNE and DPA'’s performance at the polls. President Boris Trajkovski won a five-year term in a
separate election in 1999 that was tainted by allegations of irregularities.

Most of the Framework Agreement implementation laws were passed during 2002, and Macedonia made
dramatic progress toward returning to normality and stability, with international community assistance. An
amnesty law removed the legal basis for prosecuting former National Liberation Army (NLA) combatants. The
army withdrew from most of its field positions near ethnic Albanian towns and villages, and multi-ethnic police
returned to the communities from which police had been expelled. The number of violent incidents diminished
during the year, as combatants returned to civilian jobs, and refugees and internally displaced persons went
back to their homes. The enumeration phase of a potentially controversial national census was conducted
successfully, executed with international assistance in November. Also in November, the Government of
Macedonia (GOM) complied with the International Criminal Tribunal for the Former Yugoslavia’s (ICTY)
requirement that it yield jurisdiction in five alleged war crimes cases.

Economic Overview
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Three major factors influenced economic activity in Macedonia during FY 02: 1) implementation of the
Framework Agreement (FWA); 2) parliamentary elections; and 3) the global economic slowdown exacerbated
by the September 11 terrorist attacks. Activities surrounding the FWA were well supported by the international
community (IC) and were positive for long-term economic development. After the ruling VMRO party’s defeat in
the September 15 parliamentary elections, the lame-duck government emptied much of the state coffers and
saddled the new government with many surprise obligations before finally turning over power on November 4.

At the beginning of 2001, Macedonia's economic situation appeared to be improving, with visible signs of
increased activity and dynamism. However, with the advent of Macedonia’s ethnic Albanian insurgency, the
country's solid macroeconomic performance in 2000 and early 2001 began to slide and remained substantially
depressed in 2001. Real GDP declined by 4.1 percent in 2001, as output deteriorated in most sectors. Inflation
averaged 5.5 percent, instead of the 2.2 percent initially projected. The current account deficit in the balance of
payments was about 10.6 percent of GDP, down from an expected surplus of 1 percent, while the budget deficit
reached 6.7 percent. From January through September 2001, Macedonia lost around $200 million of its foreign
currency reserves defending the targeted level of the denar against the German Mark. Foreign direct
investments (FDI), credits, grants, and donations stopped when the insurgency began, and Macedonia's IMF
program went off track. The IMF and GOM agreed to a six-month Staff Monitored Program, beginning January
1, 2002. However, the GOM's decision to reimburse participants in a failed 1997 pyramid scheme and the
general wage increases in public administration were seen as threats to a viable budget expenditures policy
and therefore an obstacle to continuation of the Staff Monitoring Program and negotiations on a Stand-by
Arrangement.

The impact of the crisis, lower demand for Macedonian exports, canceled contracts in the textile and iron and
steel industries, as well as a drought in 2001, affected Macedonia's growth prospects and foreign trade in 2002.
However, the IMF estimates a 2002 GDP growth of 0.5 to 1 percent, up from earlier estimates of a 1 percent
decline. Inflation also seems to be in check, estimated at 2 percent for 2002. Imports are projected to grow by
2.7 percent and exports by 5.5 percent, resulting in a trade deficit of 11 percent of GDP and a current account
deficit of 9.2 percent. The IMF estimated the financing gap in the balance of payments at $165 million. An
international donors conference took place March 12, in which donors pledged $274 million to assist in covering
the projected budget gap, implementing FWA reforms, and re-energizing the Macedonian economy. Donors
also pledged an additional $241 million for general economic development in 2002, outside of the pledge
categories defined by the World Bank and European Commission. Some pledges were tied to the existence of
a GOM-IMF agreement.

The unemployment rate will remain over 30 percent for 2002. Foreign investment has also been very soft in
2002, totaling only $20 million as of the end of June, primarily due to political uncertainty regarding the elections
and allegations of corruption.

The new GOM is clearly committed to economic development and will be an eager consumer of technical
assistance from the IC. By the end of November 2002, the GOM had already engaged the IMF in preliminary
meetings and viewed a Stand-by Arrangement as a priority to attract FDI and obtain the release of over $100
million in donors' pledges.

The GOM is determined to pursue membership in European and global economic structures. Macedonia was
officially accepted as a member of the World Trade Organization (WTO) on October 15, 2002, and is expected
to join after parliamentary ratification in early 2003. Following a 1997 cooperation agreement with the EU,
Macedonia signed a Stabilization and Association Agreement in April 2001, giving it duty-free access to EU
markets. Macedonia also has signed Free Trade Agreements with Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, Slovenia, Turkey, Ukraine, Yugoslavia, and the European Free Trade Association countries.

Overview of SEED Assistance
USAID Overview

USAID’s focus for FY 02 remained on democratic reform, economic reform, and social sector assistance,
primarily in education. Democratic and economic reforms are the cornerstones of the program because of their
impact on Macedonia’s stability and prosperity. The social sector, particularly education, is also critical in
helping Macedonians adapt effectively to the demands of a market economy.

Despite lingering negative effects of the 2001 conflict on inter-ethnic cooperation and economic growth, there
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were many notable successes during the past year. Macedonia’s accession to the WTO enabled it to engage
more effectively in international commerce, and, along with the passage of the Companies Law, represents a
significant achievement. The Companies Law will reduce the time required for business registration, as well as
provide the basis for improved corporate governance and protection of shareholder rights. Macedonia held free
and fair parliamentary elections, which have led to the formation of a new government with a strong popular
mandate. In addition, a number of provisions of the FWA, which ended the violent conflict in 2001, have been
passed, including the Law on Local Government that creates the legal structure for decentralizing political
power to local authorities.

The economic reform program focuses on strengthening the financial sector, making private sector firms more
competitive, and developing an overall enabling environment that is conducive to investment and trade. The
democratic reform program is building Macedonians’ confidence in democratic institutions by supporting a
range of activities. These include improving political processes, strengthening local government, establishing
the foundations for the rule of law, increasing local citizen participation, and enhancing the flow of objective
information through improved media. The social sector has concentrated on assisting multilingual, multicultural
university education that will greatly enhance minority access to university training. In FY 03, the social sector
will design a program of interventions in the education sector below the university level, concentrating on

making instruction more relevant to 215t century needs.
Category Overviews

Training and Exchange Programs

Public Affairs Section Programs

SEED-funded programs and projects played a critical part in advancing the U.S. priorities of building a strong
civil society, free and independent media, the rule of law, and civic education. One important example was the
vital role the media played during parliamentary elections, where training and other forms of support
emphasized equality and professionalism. Against a backdrop of a divisive yearlong ethnic conflict, media
development programs provided the basis for balanced reporting on the parliamentary election campaign.
While fundamental challenges remain for improving the quality and professionalism of the media, SEED
support was important during a tense election period. Training the media to provide accurate information based
on solid reporting rather than on ethnic bias remains a priority. Supporting small media outlets with a minority
constituency also received emphasis. Participation by Macedonian and Albanian journalists in a regional
workshop on anti-trafficking issues resulted in an in-depth series of press articles, and continued contact among
journalists in the region. Training continues to produce strong results in building a free and independent press.
Reaching media outlets outside the capital of Skopje remains an important aspect of media training because of
the limited access to information in rural areas. Upgrading the English-language skills of journalists, particularly
foreign affairs reporters, is essential in conveying U.S. policy objectives.

Through the Democracy Commission Small Grants Program, a variety of projects bolstered civil
society. Projects in trafficking focused on prevention and victim assistance services, and SEED
funds were used effectively to inform minority groups of their rights under the Framework
Agreement. NGOs worked in the areas of copyright enforcement, gender issues, anti-drugs and self-
employment, especially in rural areas. The Democracy Commission program continues to be an
important element in promoting democracy, civil society, and addressing issues such as trafficking
and a market economy.

In the education area, SEED funds have facilitated several cooperative initiatives with Macedonian universities
that will continue through the next fiscal year. Rule of law, business development, and upgrading university
instruction are primary programming targets. Student exchange programs have dramatically elevated
capabilities in key fields of study, such as education and business.

The International Visitors (IV) Program is among the most effective programs implemented. The new GOM
includes four ministers who had been IV Program participants, and several other participants have made
significant contributions to business development.

Democracy Programs
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USAID

In the aftermath of last year’s crisis, Macedonia faces a number of challenges to stability and democracy,
including the need to restore the confidence of its citizens in government institutions and in each other. With
USAID’s help, Macedonia made significant progress in FY 02 toward implementing the FWA, which brought an
end to the hostilities and established conditions for preserving a unitary, multi-ethnic state while enhancing
minority rights. USAID provided significant assistance to amend the Law on Local Self-Government. This law
sets the basis for decentralization, a key FWA provision. USAID'’s role was also instrumental in the successful
parliamentary elections by working with election and government officials, political parties, and citizen
organizations to improve election administration, reduce irregularities at the polling stations, and increase
citizen confidence in the electoral process. USAID also provided technical assistance and equipment to support
the November 2002 census, another key FWA condition.

Civil Society

Civil society sector advancement is essential. It ensures that citizens have the means to act jointly to voice their
needs and make certain that their interests are represented. It allows them to demand more transparency and
accountability from public officials, and it increases community members’ capacity to work together to plan for a
better future. Through the Democracy Network Program (DemNet), USAID strengthened the ability of
Macedonian NGOs to influence the formulation and implementation of public policy and to provide services to
their constituents. In 2002, DemNet worked with 43 NGOs to complete implementation of their public
participation projects, addressing such issues as environmental awareness, minority and women'’s rights, drug
prevention, inter-ethnic cooperation, and local economic development. DemNet also awarded 12 grants to local
NGOs to support public awareness campaigns and participation in the parliamentary elections. These grants
focused on groups that often have difficulties participating in the election process, such as rural women and the
Roma minority. In addition, DemNet supported the organization of the first-ever NGO Fair in Macedonia.

As potentially one of the strongest civil society actors, labor unions indubitably represent an essential means for
increased representation, accountability, and competition. In FY 02, the Federation of Labor Unions embarked
on fundamental reforms to make it more responsive to union members and better able to represent union
interests in a market-oriented democracy. As part of its new image, the Federation organized its first political
action campaign in advance of the elections. With USAID assistance, it conducted a “get-out-the-vote”
campaign, encouraging union members to inform themselves on the issues and to vote. Voter education
materials were produced in several languages and distributed to local unions. This was the first time that ethnic
Albanian, Roma, and Turkish trade union members had received such materials in their own languages. The
union leadership also organized 30 forums around the country with candidates from all parties to educate the
parties and candidates on issues important to working families, but also to listen to the candidates discuss how
they would address those issues.

Political Processes

There was considerable domestic and international concern that the 2002 elections could spark renewed
hostilities, given the violence, fraud, and heightened ethnic tensions that had marred the last two elections, in
1999 and 2000. That foreign and domestic observers found these elections to be essentially free and fair is
largely due to the assistance the USG and its allies in the IC provided. USAID election assistance resulted in an
improved legal framework for conducting the elections, including new ballot security provisions. USAID
technical assistance to the State Election Commission and training for over 17,000 poll workers to standardize
procedures at polling stations improved election administration and operations. USAID supported both official
and non-governmental voter education efforts to encourage citizens to take part in the elections and inform
themselves on the issues. Voter turnout was an impressive 73 percent. One part of this voter education effort
was a campaign to encourage voters to check the voters list. The combined efforts of the Ministry of Justice
and a local NGO coalition, MOST, led to an almost 200 percent increase in the number of people who checked
the lists in 2002.

A major concern of citizens leading up to the election was potential violence, intimidation, and fraud. USAID
supported several initiatives to increase citizen confidence in the electoral process. This included, in
consultation with the political parties, the development of a Party Code of Conduct, which 29 of the parties
seeking seats signed. The NGO coalition, MOST, undertook a campaign to publicize the Code’s existence and
monitored party compliance with it. USAID also supported MOST s efforts to organize a domestic election -
monitoring mission. MOST recruited almost 3,000 local volunteers to observe the vote on election day, covering
half of the polling stations. As a check on the official results and to provide the new government with voter
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feedback on its mandate, USAID supported the conduct of Macedonia’s first exit poll. The results, released
after all polling stations had closed, correctly predicted final official results to within 1 percent and helped to
manage public expectations before the release of official results.

USAID also provided training for over 1,000 party activists from across the political spectrum on topics such as
campaign organization and strategy, message development, voter targeting, direct voter contact, volunteer
recruitment, candidate communications, and party poll watching. Women candidates and candidates with
disabilities also benefited from this training. The training goal was to reduce the need of parties to resort to
unethical means and nationalistic rhetoric in their campaigns and encourage them to conduct a peaceful, free,
and fair election.

Media

In FY 02, USAID assistance guided the rejuvenation of the Association of Journalists in Macedonia (AJM),
making it a powerful voice for reform among the country’s media. As a result, the AJM pushed through an
important new Code of Ethics for journalists. Since then, the AJM’s Council of Honor has sanctioned individual
journalists and media outlets that have breached the Code. This effective, independent regulating body
overseeing the media helps to assure ethical standards of conduct and more balanced coverage. Some 40
journalists of Macedonian, Albanian, Romany, and other ethnicities attended intensive training in TV journalism
in 2002. The workshops brought together media professionals from different TV outlets and allowed them to
work on joint “issue-based’ news stories, allowing participants to confront difficult issues in a mixed ethnic
environment in the process. Some 300 journalists and media professionals from around Macedonia attended
intensive roundtable seminars on the media’s responsibilities and role during elections. USAID assistance has
established a tri-lingual (Albanian, Macedonian, English) online news service, which is an excellent source of
balanced news, particularly for the Albanian audience in Macedonia and the Albanian Diaspora.

Local Government

Decentralization is a key provision of the FWA. To make it effective, local governments must assume increased
responsibility, have greater financial resources, and improve their management of municipal services. After two
years of intensive discussions involving the President, the four political party signatories of the FWA, and the

IC, the amended Law on Local Self-Government was passed in January. In addition, the working text of the
Law on Municipal Finance was drafted, with USAID assistance. Through its Local Government Reform Project,
USAID played a major role in making the process, transparent and inclusive by involving the Association of
Municipalities. The project assisted the Association to organize roundtable discussions on both laws, so that the
mayors could communicate their positions to their membership, parliamentarians, and citizens.

Rule of Law

The widespread perception that the rule of law is not adhered to directly affects citizens’ confidence in their
government. In Macedonia, the processes and institutions necessary to uphold the rule of law are incompletely
evolved and ineffective. USAID continued to support the development of the rule of law by training legal
professionals on substantive and procedural law issues. USAID also provided legal aid to disenfranchised
groups, supporting a legal aid clinic specializing in domestic violence cases that already has helped some 80
clients. USAID also established a legal aid clinic at the Law School to advise internally displaced people (IDPs).
This legal aid clinic helped IDPs in Aracinovo, Matejce, and Tetovo and a group of refugees from Kosovo to
prepare court proceedings so that the IDPs could present their cases, usually relating to property. Otherwise,
the IDPs would not have understood the legal procedures necessary to assure that their property was protected
or prove their residency.

USAID embarked on a new activity with the Office of the Ombudsman, which received expanded
responsibilities under the FWA. An evaluation of the proposed amendments to the Law on the
Ombudsman was conducted, and the expert’s report resulted in a revised draft law that
Macedonians and the IC are reviewing.

Census

A reliable census is critical to relieving a source of tension among Macedonia’s ethnic groups. USAID provided
support to strengthen the GOM's ability to conduct the census held in November 2002, which was judged by



[1. Country Assessments

international experts to accord with international standards. Thus far, USAID has assessed preparations,
recommended support activities, developed training for enumerators and journalists, and ordered computer
equipment to speed up data entry and analysis. Post-enumeration assistance will focus on the analysis and
dissemination of census data. Initial results will be publicized in January 2003, with final results due later in the
year.

Justice Department
International Criminal Investigative Training Assistance Program (ICITAP)

ICITAP continues to provide technical assistance to the Macedonian National Police to develop an effective
Professional Standards Unit. This is being accomplished through the promotion of transparent investigative
practices, aligning the agency’s organizational structure with its decision-making authority, and standardizing
the use of advanced information and investigative technologies. ICITAP’s senior in-country police advisor works
directly with the Professional Standards Unit and assists in the development of Unit policies and standard
operating procedures, enabling law, staffing, and organizational structure. The advisor also identifies and
advances effective measures to improve and ultimately institutionalize democratic policing principles within the
Unit's administrative and operational structure.

Macedonia is also assessing individual municipalities for their willingness and capacity to adopt community-
based policing practices. Three senior-level police advisors are conducting assessments in about two dozen
communities during the program year. Senior Ministry of Interior officials, community representatives, and other
international donors working in the community policing reform area will receive the subsequent reports.
Ultimately, the reports will serve as “blueprints” for future programs. Targeted donations of relevant community
policing-type equipment are expected to follow the assessments.

ICITAP’s bilateral program is also working in concert with its sister agency, the Office of Overseas Prosecutorial
Development, Assistance and Training (OPDAT), to provide several team-building training seminars to police,
prosecutors, and judges in the area of human trafficking.

OPDAT

The Resident Legal Adviser (RLA) arrived in April 2002, and began an assessment of Macedonia’s criminal
justice system. The RLA developed working relationships with the Chief Public Prosecutor, Public Prosecutors
Association, Ombudsman, Directorate of Money Laundering Prevention, Macedonian Women Jurists
Association, Private Bar of Macedonia, Judges Association, EU and Council of Europe representatives, Central
and East European Law Initiative (ABA/CEELI), USAID, Southern European Cooperative Initiative (SECI), and
the International Organization for Migration (IOM).

After ascertaining that the criminal justice system was segmented, in that the police worked with the
investigative judge but not with the prosecutor, the RLA determined that the best way to promote the rule of law
and get more cases prosecuted was to adopt a team approach to investigating and prosecuting crime. In
addition to promoting this approach, the RLA, through speaking engagements and conferences presented by
OPDAT, demonstrated investigative tools which would be available to the police and prosecutors if the Criminal
Code and the Code of Criminal Procedure were amended to allow for these investigative tools. This was
demonstrated most notably in a case management conference/workshop that OPDAT presented, in which
Macedonian prosecutors received an overview of how to prepare a case for trial and how to work more
effectively with police officers.

Although the OPDAT program is in its infancy in Macedonia, it is evident from the responses from participants
at OPDAT conferences that the law enforcement community realizes that its methods and statutes must be
improved to allow for more effective investigation and prosecution. The law enforcement community would like
training in such areas as money laundering, financial crimes, human trafficking, securities fraud, narcotics, and
corrupt practices. OPDAT will continue with similar activities to work toward the development of a proactive,
efficient, and corruption-free law enforcement community.

Treasury Department

A U.S. Treasury (UST) advisor was based in Skopje from February through August 2002, to advise the Ministry
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of Finance's Public Revenue Office on tax administration policies and procedures. Another UST advisor is
scheduled to arrive in January 2003 to work on Tax Policy, focusing on decentralization issues. Another UST
advisor worked with USAID’s fiscal reform project in the treasury systems design and implementation area, now
a high GOM priority as it moves from a cash to an accrual budget system.

In December 2001, UST advisors evaluated Macedonia's banking system to determine its ability to freeze
terrorist accounts and created an action plan to make necessary changes to laws and procedures. Their action
plan resulted in several training sessions for banking and government personnel, and helped the Ministry of
Finance's Directorate of Money Laundering Prevention begin operation in March 2002.

Business and Economic Development Programs

The instability and crisis in Macedonia have had a very negative impact on the economy. GDP growth was flat
for 2002, although negative growth had been projected. Nevertheless, USAID made progress in strengthening
financial sector institutions, increasing the competitiveness of private firms, and improving the enabling
environment for business development.

USAID objectives are to develop a sound, market-based banking system; vibrant capital markets; transparent,
modern financial accounting and disclosure procedures; and modern, well -regulated pension and insurance
sectors, including non-bank financial institutions that meet the needs of small savers and borrowers. USAID
assistance in the financial sector areas of investment development/capital markets, banking, and accounting
reform has led to significant achievements.

The Macedonia Securities Exchange (MSE) successfully implemented a new, well -run, and profitable electronic
trading system. The MSE is still limited in turnover and capitalization; however, a recent law mandating
registration of companies meeting certain requirements is expected to result in 100 new listings, a significant
increase.

USAID has largely achieved its goal of the creation of an adequate operating environment for commercial
banks. As a result of USAID technical assistance, a sound legislative framework is in place, and the National
Bank supervision department is now recognized internationally as excellent. Increased credibility in the banking
system has led to a growth in deposits, loans, and ultimately, investment.

Accounting reform still lags behind that in other transition countries. In 2002, however, Macedonia gave its first-
ever accounting certification exam to meet International Accounting Standards (IAS) and is working toward
developing a truly independent, self-regulatory organization. More importantly, the demand by students and
businesses for training in IAS is increasing dramatically. This, in turn, should lead to a significantly higher
percentage of firms using the standards in the near future.

The Macedonia Agribusiness Marketing Activity was designed to create new markets, both domestic and
international, for Macedonian meat and dairy products. This activity has helped the marketing of value -added
sheep products became more successful. For example, sheep cheese sales price per unit increased by over 20
percent. The associations also established direct linkages with foreign importers for lamb meat exports. The
project has also been successful in implementing the Seal of Quality program. Quality standards have been
developed and adopted by 26 client companies; 15 percent of processor clients (66 clients) have increased
annual sales by over 15 percent, 37 sheep farmers (12 percent) raised their net profits by 20 percent, beating
the target of 35 sheep farmers; and product standardization and branding of traditional cheese have been
achieved by 10 ethnically-mixed sheep breeder associations.

USAID is supporting fiscal reform by improving the functions of the Ministry of Finance (MOF). Efforts to
improve tax collection, including advice on needed legislative amendments, are ongoing. USAID responded
positively to an MOF request to assist in establishing a Financial Crimes Investigation Unit. The Unit will train
special investigators to pursue financial crimes, such as money -laundering, terrorist financing, tax evasion, and
corruption. USAID helped to formulate a strategy and plan for a multi-ministry approach for this unit. Although
the unit is not yet functioning, the new government is publicly applauding its formation and making this
proposed unit one of its highest priorities. In the budget policy and implementation area, assistance was
provided to the budget department to formalize the 2002 budget process, a first for the MOF that began with
developing a strategy and setting priorities.

Trade and Investment Programs
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USAID

By the end of FY 02, Macedonia had sent the Protocol of Accession to the World Trade Organization (WTO)
general counsel formally to complete the negotiating process. USAID’s advice and professional support helped
the GOM to accelerate the process. WTO accession will help integrate Macedonia into the world trading
system, encourage it to implement the necessary legal and regulatory framework, reform its trade policy,
facilitate trade and investment, and strengthen the private sector.

Lingering effects of the conflict also adversely affected trade and investment by cutting output, raising costs,
and deterring foreign partners from completing investment and business activities. Unsurprisingly, USAID
projects that directly support private sector investment in Macedonia were affected as well. For example, a
smaller number of investments was made by the Small Enterprise Assistance Equity Fund (SAEF)
last year than in the prior year.

The Macedonia Business Resource Center (MBRC) is a project to increase trade and investment opportunities
for Macedonian companies and expand business management capacity, as well as to improve the capacity of
local business management consultants. While the number of trade deals and total value of investment projects
in 2002 was lower than planned, the number of Business-to-Business (B2B) events facilitated exceeded
expectations. During FY 02, MBRC facilitated seven such cross-border meetings, events that gave Macedonian
businesses chances to meet and discuss trade and investment opportunities with foreign firms. The model has
been extremely effective, feedback from participants positive, and interest in future events high.

Demonstrating its ability fully to integrate a USAID financial activity into civil society and the economy, MBRC
successfully registered two spin-off entities, ensuring long-term self-sustainability. The first was MBRC
Consulting, a for-profit, commercial consulting and advisory firm that will provide Western best-practice
consulting services on a fee-for-service basis. Similarly, it created MBRC-Skopje, a not-for-profit association to
carry out activities that are best done under a non-profit umbrella, such as trade and investment promotion,
policy advocacy, and human resource development. MBRC-Skopje will be supported by a combination of
membership fees and charges for training, seminars, conferences, B2Bs, publications, research, etc.

U.S. Customs-SECI

The Southern European Cooperative Initiative (SECI) in Macedonia is part of a joint World Bank-U.S.
sponsored, regionally linked, program which supports Albania, Bosnia-Herzegovina, Bulgaria, Croatia, and
Romania in their efforts to foster and facilitate trade. The program seeks to promote more efficient, less costly
trade flows across the borders of participating countries by providing EU-compatible customs standards. The
SECI project supports the implementation of ongoing customs reforms, focusing on integrated solutions at
selected pilot sites at main European corridors. These sites are intended to increase the productivity of border
agencies and reduce the time and lines at border-crossing stations. The customs reforms and pilot-site border
crossings are supported by funding for infrastructure upgrades. For the Macedonian Customs Administration
(MCA), the pilot sites are Tabanovce, Deve Bair, Kafasan, and Kumanavo. Consequently, the MCA was
awarded a $9.3 million loan by the World Bank. The loan provisions require certain measures to be undertaken
in order to strengthen the MCA:

® Adoption of simplified, standardized customs and border inspection procedures based on risk
assessment;

e Human resource management to develop customs/border inspection expertise and enhance
system integrity;

e Training for customs personnel to ensure uniform application of the new legislation to improve
the MCA’s mission and to enhance integrity;

e Creation of a partnership among border inspection agencies and the trade/industry
community better to coordinate operations, procedures, and the exchange of information; and

e Adoption of audits and account management processes to facilitate trade and trade data
exchanges.
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The project’s implementation period was set for three-and-one-half years (FY 01-FY 04). It will be
completed by December 31, 2003 and closed by June 3, 2004. The reform process is projected to
last about 8-10 years.

Due to the conflict, the SECI team has been working in Macedonia only since February 2002. Preliminary
results show a 30 percent reduction in average processing time at the four pilot sites compared to monthly
averages recorded six months earlier.

Energy and Environmental Programs

A USAID-funded environmental project completed two small-scale, low-cost waste water treatment plants
during the past year, one of which is already functioning with the other scheduled to go on line in early FY 03. A
third and final plant site was identified. USAID also explored potential recycling, geo -thermal heating, and
energy conservation projects for possible funding by the private sector or other donors. Studies will be
undertaken in conjunction with ongoing USAID activities.

Energy sector assistance supported energy restructuring and privatization. Amendments to the Energy Law to
allow the creation of an energy regulatory agency have been drafted, and a task force has been formed that will
begin work on the structure of the agency once the Law is enacted. Additional assistance was provided to help
the GOM develop a national energy efficiency strategy.

Social Sector and Humanitarian Programs

USAID’s support to the South East European University (SEEU), begun in 2001, increases access to higher
education for all Macedonian citizens by establishing a multilingual, multi-ethnic, and multi-cultural private
institution. In FY 02, the number of students grew from 930 to 1,510, bringing total enrollment to about 2,400
students, of which 180 are ethnic Macedonians and 42 are from other ethnic groups. All 930 first-year students
have raised their English language skills and have been exposed to new teaching and learning methodologies
and classroom interaction between instructor and student. Faculty advisors from Indiana University visited
SEEU and, with their SEEU counterparts, taught such courses as American Business, Democracies in
Transition, Multicultural Education, and Organizational Communications. This “team teaching” allowed the local
professors to explore methodologies that are not well known in the region and develop new teaching
approaches. The Indiana University faculty advisors also assisted the deans in preparing new curricula. The
revised curricula (entirely new in the case of computer science) make SEEU’s academic programs high quality
and unique in the region.

Cross-Sectoral Programs

As a cross-cutting activity, the Participant Training Program has been a key mechanism for supporting all other
USAID activities. Over 200 Macedonians attended 12 U.S.-based, seven third-country, and four in- country
training programs. In democracy, participants focused on municipal association strengthening, fundraising for
NGOs, labor union journalism, and increased women'’s participation in politics. Economic growth participants
improved their skills in marketing and promotion, meat and dairy technology, information technology, combating
corruption, and promoting corporate governance.

Graduation Strategy

Since Macedonia is only now returning to normality after its armed conflict in 2001, graduation from SEED
assistance is unlikely within the next few years. Most economic and social indicators show Macedonia lagging
far behind its neighbors. Nevertheless, the political conditions now exist for rapid progress. The country needs a
USG presence and assistance as it works toward NATO membership and EU accession in the coming years.
Continued assistance efforts with Macedonia will also help the U.S. to gain another partner in the fight against
terrorism, trafficking, drugs, and money laundering, all of which are “nurtured” by sluggish economies and
undemocratic nations. To maximize the impact of its assistance, the U.S. is partnering with donors,

aggressively leveraging other resources, and cultivating closer collaboration with governmental actors to
strengthen them and reduce their dependency on external resources.
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MACEDONIA
FY 2002 FUNDS BUDGETED
FOR ASSISTANCE TO CENTRAL AND EASTERN EUROPE
SUPPORT FOR EAST EUROPEAN DEMOCRACY (SEED) FUNDS

USAID/E&E - BUREAU FOR EUROPE & EURASIA

- Economic Restructuring 13.80
- Democratic Reform 12.77
- Social Sector Reform 7.11
- Cross -Cutting/Special Initiatives 9.42
TOTAL USAID/E&E BUREAU 43.09
OTHER USAID PROGRAMS
- Parking Fines 0.000670
TOTAL OTHER USAID PROGRAMS
TOTAL USAID 43.10

TRANSFERS TO OTHER AGENCIES

U.S. CUSTOMS SERVICE

- Trade and Transport in SE Program (SECI) 0.70
TOTAL U.S. CUSTOMS SERVICE 0.70
U.S. DEPARTMENT OF STATE
- INL Bureau/ Anti-Crime Training & Technical Assistance (ACTTA) 2.06
- EUR Bureau/Democracy & Public Diplomacy Projects(OSCE,OHR,SBS) 0.32
- ECA Bureau Public Diplomacy Programs / Regional Programs 2.69
- lIP/ International Information Programs 0.01
- Bureau of Public Affairs 0.04
TOTAL U.S. DEPARTMENT OF STATE 5.11
U.S. DEPARTMENT OF TREASURY
- Treasury Advisors 0.48
TOTAL U.S. DEPARTMENT OF TREASURY 0.48
BROADCAST BOARD OF GOVERNORS 0.25
TOTAL TRANSFERS TO OTHER AGENCIES 6.54

PERFORMANCE FUND

TOTAL FY 2002 SEED FUNDS
BUDGETED FOR MACEDONIA 49.63

POLAND

Political Overview

In September 2002, Poland's coalition government celebrated the first year of an expected four-year term in
office. Prime Minister Leszek Miller of the post-communist, center-left Democratic Left Alliance (SLD) leads a
coalition that includes the Polish Peasant Party (PSL) and leftist Union of Work (UP). The Miller government’s
primary focus is completing the EU accession process. Negotiations with the EU setting out the basic terms of
Poland's entry ended successfully on December 13. Poland will hold a referendum next May or June on joining
the EU, which, if successful, will lead to membership on May 1, 2004.

Although the Government of Poland (GOP) believes that EU membership will benefit the country considerably
in the long run, it has been anxious about the short-term social and economic costs of transition. The GOP is
particularly concerned to reduce Poland's persistently high unemployment (over 17 percent at the end of 2002).
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In 2002, the GOP announced several initiatives to promote economic growth and reform in certain major social
sectors, including health, education, pensions, and local government administration. The aim of the reforms
was to make the management and financing of these sectors consistent with the principles of decentralized
decision-making and market economics. With respect to local government administration, the Miller government
has successfully sought to have local government executives elected directly. Administrative reform appears to
be working well, although results vary significantly among local governments. Local government entities are
bearing a growing share of the financial burden of reform and likely will have to become more creative in
generating their own income over the next few years to meet rising financing obligations, including funding
infrastructure improvements to meet EU requirements. Education reform is still being phased in slowly.

Poland will also have to modernize its agricultural sector, which accounts for about 25 percent of the working
population, but less than 4 percent of GDP. Most Polish farms are a fraction of the size of their EU counterparts
and would be unlikely to survive without the generous subsidies that have become a major burden to the GOP
budget. One of the most contentious issues in Poland's EU accession negotiations was the level of subsidy
which farmers would receive after Poland’s May 1, 2004 entry into the EU. The EU has agreed to allow Polish
farmers to receive 55 percent of EU agricultural subsidy levels in 2004, rising to 100 percent in 2013.

The United States enjoys a close relationship with Poland, particularly in the political and security spheres.
Since joining NATO in March 1999, Poland has worked closely with the U.S. in a number of USG priority areas.
Poland is a strong proponent of NATO enlargement, and has supported USG efforts to find a workable
compromise on a European Security and Defense Policy (ESDP). It has also pledged to provide units to
NATO's immediate and rapid reaction forces, as well as to its integrated air defense. Poland has contributed to
allied operations in the former Yugoslavia, where nearly 800 of its troops are serving in SFOR and KFOR. It has
deployed a Special Forces unit, a logistic support ship, and other specialized forces for Operation Enduring
Freedom. In response to the September 11 events, President Kwasniewski organized a Central European
counterterrorism conference to engage regional governments in the struggle against terrorism.

Economic Overview

Poland's drive for EU membership has taken place against the backdrop of slow economic growth. Annual GDP
growth was 1 percent in 2001, and is forecast to be 1.2 percent in 2002, less than one quarter of the rates in
the mid-1990's. Demographic trends will continue to add large numbers of new workers to the labor force over
the coming years. As a result, reducing unemployment is one of the GOP's top political priorities. Despite some
amendments which liberalized Poland's labor market in 2002, worker mobility remains low, in part for social
reasons, including the shortage of affordable housing in larger cities, and in part because of the general lack of
effective worker retraining programs.

To complete the EU accession process (and pay its costs), Poland will have to implement a number of much-
needed reforms. Most notably, Poland must reform its public finance system to reduce overall spending and
lower unemployment. This will be difficult since close to 70 percent of the national budget is already committed
to social transfers and debt servicing. The public sector fiscal deficit in 2002 will be around 4.9 percent of GDP,
well above the 3 percent level posted in recent years. The forecast for 2003 is 5.4 percent, with the GOP
hoping that 3.5 percent economic growth will translate into lower deficits from 2004. The independent Monetary
Policy Council has succeeded in reducing the high inflation rates of 2000 (over 10 percent) to a manageable 2
percent in 2002, although interest rates remain relatively high at nearly 10 percent. Inflation is expected to
remain stable in 2003, at under 3 percent.

One consequence of high real interest rates has been inflows of short-term capital, which have kept the Polish
Zloty strong. Despite the combination of a strong zloty and weak European growth, Polish exports have
increased, primarily because companies have restructured to cut costs and expanded their market share in the
FSU. Imports have declined as companies have cut investments, dramatically improving the current account
deficit from its high of 8 percent of GDP in early 2000, to 4.6 percent at the end of 2002. The currency was
floated in April 2000, as a first step toward adopting the euro. The GOP has announced its interest in adopting
the euro as soon as possible after accession, i.e., in 2006.

Foreign Direct Investment (FDI) inflows have slowed significantly over the last year. Such inflows totaled $6.6
billion in 2001, but only $2.6 billion through September 2002, reflecting in part a sharp drop in privatization
sales. The GOP gained only 1.6 billion zlotys from privatization sales in 2002, less than a quarter of the planned
6.6 billion zloty total. Since 1990, Poland has received more than $56 billion in FDI. Before 2002, the GOP had
completed the sale of most of the state enterprises in its portfolio, with the general exception of large, loss-
making companies. The current government has grown increasingly reluctant to privatize these remaining,
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mostly large companies. FDI inflows into the privatization program have been important over the last few years
in financing the budget deficit, current account deficit, and foreign debt payments. Although Poland's total public
debt exposure is relatively low (49 percent of GDP), debt repayments are scheduled to increase sharply after
2005.

The economy is expected to pick up in the middle of 2003. Companies that have delayed investments over the
last two years, and those positioning themselves for Poland's entry into the EU have already begun new
investments and are expected to continue expanding operations into the first half of 2003.

Overview of SEED Assistance

Poland graduated from bilateral SEED Act assistance at the end of FY 2000. Over the previous decade, the
USG had provided about $1 billion in SEED assistance, which contributed significantly to Poland's remarkable
transformation from an authoritarian society to a participatory democracy with a market-oriented economy.
Other international donors have followed the U.S. lead and graduated Poland from major sources of funding.
Governmental and private entities alike are reducing financial support across the board, based on the belief that
EU accession will afford Poland access to far greater resources than existing non-EU aid programs can
provide. The demand for U.S. assistance remains strong, however, given Poland's open preference for U.S.
practices, particularly in the economic arena. Polish officials regularly seek help in developing their capital
markets according to U.S. models. The combination of Poland's clear desire for U.S. expertise, relatively
advanced level of development, and its previous experience with USG assistance programs translates into a
high degree of effectiveness for U.S. programs in Poland.

Ongoing direct SEED assistance to Poland consists of U.S. Embassy Democracy Commission grants totaling
$200,000. Several legacy programs funded by SEED continue to operate with their own funds, most notably the
Polish-American Freedom Foundation (successor to the Polish-American Enterprise Fund). Poland also
benefits from inclusion in USAID’s Partners for Financial Stability (PFS) program, which funds technical
assistance to support reforms in the economic arena on a regional basis.

Democracy Commission: As a graduate from bilateral SEED, Poland receives $200,000 annually in SEED
regional funds through the Embassy Democracy Commission, which is used to promote civil society programs.
Some preference is given to projects from smaller, more remote communities to which funds do not easily
trickle down from the central GOP budget. A number of projects designed to ease the process of adapting to
EU requirements has also been funded. Strong grassroots civil organizations are crucial to Poland to allow it to
overcome the legacy of decades of central planning. Beyond supporting civil society development, Democracy
Commission activity helps Polish NGOs become mentors for counterparts in other countries in transition. In FY
02, the Democracy Commission approved grants for 22 projects to local NGOs, administered by the Embassy’s
Public Affairs Section. The grants fell into five broad categories: Democracy, Social Sector, Trade and
Investment, Business and Economic Development, and Training and Exchanges. Brief summaries of those
programs follow.

Democracy Programs

® A $13,000 project (with an NGO) to train 100 teachers and local government officials about
how to introduce youth to the basic principles of democracy and entrepreneurship.

e A $12,431 project (with an NGO) to develop local governmen, by organizing a series of three
seminars for government and business representatives, as well as local residents, and
produce a monthly newsletter to provide a forum for the residents to express their views on
local issues.

e A $9,970 program (with an NGO) to establish a formal council of NGOs in the Lodz area,
including registering the council with the regional court and creating a web page.

® A $3,807 project to organize the participation of youth in a small locality to elect a council of
25 representatives.

* A $10,000 project to create a partnership club of people, organizations, and companies to
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stimulate greater public participation on social issues. The project includes training in
volunteer management for businesses and creating a central office to oversee a campaign to
promote opportunities under new laws on volunteerism.

® A $16,051 project to set up an NGO support center in a regional city to serve NGOs from
smaller communities in southern Poland.

e A $12,955 program to establish a regional NGO support center and conduct a two-day
seminar on cooperation between NGOs and local government.

e A $3,000 project to produce 12,000 copies of a guidebook for young people to instruct them
on civic responsibility.

e A $13,000 project (with an NGO) to train 100 teachers and local government officials about
how to introduce youth to the basic principles of democracy and entrepreneurship.

e A $10,952 project to organize a seminar for 90 young people from a small regional city to
promote civil society, including training in elements of the basic workings of local government.

® A $7,906 project to establish training for NGOs on applicable laws, management techniques,
recruiting personnel, and fund-raising, including an overview of the EU grant process.

Social Sector Programs

® A $12,438 project (with an NGO) to select 80 youth from eight orphanages throughout Poland
and bring them together for three seminars aimed at increasing the social participation of
children from the country’s orphanage system. The grant will also support a conference for
100 people, including representatives of local NGOs, governments, and media, to advertise
the program’s development.

e A $10,000 project (with an NGO) to educate local NGOs and government officials about the
Barka method of rehabilitating the socially excluded in communities without other alternatives.
The project includes developing a database and a self-help library, as well as conducting a
series of training sessions in specific organizational methods.

® A $9,519 program (with an NGO) to establish a uniform code of operations for NGOs, based
on the existing NGO Charter of Principles.

® A $4,952 project (with an NGO) better to integrate the Roma mionority in one town into the
broader community. The project will focus on improving public health and education
programs.

e A $3,750 project to establish an assistance center in a small city to help people gain better
access to government and NGO services.

e A $9,719 project to establish a youth center and run workshops better to integrate young
people into the community in a small regional city.

e A $9,812 project to help the Roma establish their own organizations and improve their ability
to work with local agencies to build leadership skills.

Trade and Investment Programs
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e A $13,055 project to popularize the concept of alternative dispute resolution (ADR) among
lawyers. It includes conducting an outreach campaign and training in seven cities, as well as
a two-day workshop on ADR.

Business and Economic Development Programs

e A $10,366 program to provide internships in local businesses for three months for 100
unemployed graduates to give them with real world work experience. During these
internships, participants will receive additional education.

Training and Exchanges

* A $9,950 program (with an NGO) to train NGOs in fundraising, including conducting a series
of seminars to train 140 people and producing a manual on fundraising.

® A $3,917 project to conduct a workshop for local governments and NGOs in nine cities on
applying for foreign funding and finding international partners. This project includes setting up
a system to advise local governments and NGOs about potential funding sources, and
preparing a catalogue on opportunities for foreign cooperation, followed by a one-day
international workshop in Lublin.

e A $2,450 project to establish a six-month program to train unemployed women in the
principles of entrepreneurship and provide them with vocational education. There will also be
classes on computer skills for business and on managing a business.

Partners for Financial Stability (PFS): USAID, working with the Embassy Economic Section,
provides technical assistance to Polish agencies to promote the development of stable capital
markets in Poland and the region. The Poles have been eager to take advantage of SEED -funded
PFS and build on previous USAID assistance. The National Bank of Poland (NBP) supervision
training center in Warsaw is the centerpiece of PFS activity. PFS was also instrumental in working
with other Polish financial-sector counterparts to address corporate governance issues, pension
and insurance reform, investor and issuer relations, bank supervision and risk management, and
internal audit.

In FY 02, about $418,000 was spent on PFS programs in Poland, including an initial grant of $300,000 to
support the establishment of the NBP's Training Initiative on Bank Supervision (TIBS). This total also includes a
further $68,000 provided to TIBS, and $50,000 to carry out technical assistance projects. The NBP and USAID
have jointly launched a center at the NBP to train bank supervisors from throughout the region. Since its launch
in 2001, more than 70 participants from 17 countries have received training with Polish, U.S., and European
bank experts. The center is expected to become self-sustaining. Seminars have already been planned for 2003,
with the cooperation of the World Bank and the Toronto Center. USAID is also committed to providing financial
support in FY 03.

The assistance provided under PFS has had a direct, positive impact in developing Poland's capital markets.
Seminars held with Poland's Over -the-Counter Securities Market helped convince several of Poland's largest
companies to prepare corporate bond offerings. It also helped standardize the process of issuing bonds,
thereby lowering the cost of issuance. Technical assistance has been instrumental in improving the NBP"'s
internal audit procedures, which in turn will enhance its ability to maintain effective oversight over the
commercial banking sector. As the result of regional seminars on investor relations, the Warsaw Stock
Exchange published a corporate governance code in October, incorporating many of the best practices of
Western institutions that will improve the transparency of firms operating on the Warsaw exchange. USAID
assisted the NBP to complete its second and third training seminars for banking inspectors in the region. These
seminars provided bank inspectors with detailed knowledge on how to assess banks' credit risk and gave them
the personal contacts with their colleagues in the region that will facilitate regional cooperation, including
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against money laundering. In 2003, PFS will play an increasingly important role in helping Poland develop its
capital markets, particularly in corporate and municipal bonds, and in real estate, as well as continuing to
strengthen the GOP's oversight capabilities.

Polish-American Freedom Foundation (PAFF): Successor to the Polish-American Enterprise Fund (PAEF),
PAFF operates as an independent entity and no longer receives SEED funding through USAID. Nevertheless,
PAFF continues to benefit from assistance provided under SEED in previous years. It has an endowment of
$137 million, which will eventually reach $180 million, drawn from the sale of PAEF’s investments made with
SEED money the USG provided a decade ago. PAFF is very active in working to address needs in several
sectors in Poland. Priority areas include education reform, local government, civil society, and supporting
linkages between Polish NGOs and counterparts in third countries. The U.S. Ambassador to Poland is an ex-
officio board member. Grants made between 2000 and 2002 totaled $9 million. Several activities originally
begun under PAEF auspices continue under PAFF supervision, including Fundusz Mikro, which extends loans
to the smallest-scale entrepreneurs. Fundusz Mikro has lent more than $100 million since 1995 to 27,000
people, based on its operating capital of $20 million.

The PAFF also funds several regional programs, notably the Lane Kirkland Scholarship Program, designed to
bring promising students and professionals to Poland for a year of study and internships. Through 2002, PAFF
had sponsored 83 fellows from Belarus, Lithuania, Russia, Slovakia, and Ukraine, and it plans to offer 45
scholarships in 2003. PAFF also supports the Region in Transition Project, which has sponsored 63 projects in
cooperation with NGOs from 27 countries.

Continued Impact

The decade-long SEED program in Poland was a clear success whose legacy continues, not only in the form of
the Polish-American Freedom Foundation, but also in strengthened GOP institutions. Continued assistance
through the SEED budget in general and USAID’s Partners for Financial Stability program in particular has
been essential in filling gaps in Poland's financial sector. SEED assistance continues to generate significant
good will within the GOP and private sector that will help sustain the USG’s strong commercial and economic
relations with Poland, even after it joins the EU. In July 2002, Presidents Bush and Kwasniewski pledged to
strengthen bilateral commercial and economic relations. The SEED program, including PFS, will be an

important part of U.S. efforts to fulfill that pledge.

ROMANIA
Political Overview

Romania is a pro-Western, transitional democracy, seeking to build democratic institutions and a market-based
economy. Since taking office in late December 2000, the Social Democratic Party (PSD) minority government,
in de facto coalition with the ethnic Hungarian party (UDMR), has carried out political and economic reforms
that had been out of reach since the 1989 revolution.

The PSD, supported by the UDMR, dominates political life and pursues a legislative agenda of continued
political and economic reform, aimed at fulfilling Romania’s long-held hopes for eventual membership in NATO
and the European Union (EU). Regarding European integration, the Government of Romania (GOR) has
pledged to reform the administration of justice by guaranteeing the independence of the judiciary and
simplifying and accelerating judicial procedures. Other priority areas include the restitution, privatization, and
restructuring of state-owned companies.

The GOR has improved linguistic and educational opportunities for minorities, to the particular benefit of the
ethnic Hungarian community. Although less successful in dealing with the endemic social problems of the large
Roma minority, the GOR has established a national program which has tackled many of those issues and
sought to integrate Roma more effectively into the political process. In the difficult area of restitution of real
estate illegally seized by the communists, legislation has been enacted to facilitate the return of private,
religious, and communal properties. This legislation is not fully satisfactory, however, nor is the process
complete.

In the region, the GOR has worked to strengthen relations with its neighbors, playing a positive role in resolving
intra-regional trans -border issues. For example, the GOR is committed to the Black Sea Force, a joint naval
search-and-rescue and crisis management cooperative action force involving all six Black Sea nations, and the
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Southern European Cooperative Initiative (SECI) Regional Center for Combating Transborder Crime. It has fully
supported the SECI Center in Bucharest, which is increasingly successful in forging regional cooperation
against trans -border crime.

In response to the September 11 terrorist attacks on the United States, Romania opened its airspace to U.S.
and allied forces and made concrete offers of personnel and equipment for the fight against international
terrorism. It has ratified all three UN conventions on terrorism. In solidarity with the U.S., the GOR deployed a
mechanized battalion to Afghanistan in support of Operation Enduring Freedom. It also contributes
peacekeepers to the International Security Assistance Force and provides peacekeeping forces in Kosovo
(KFOR) and Bosnia (SFOR).

The Ministry of Defense has made impressive gains in armed forces restructuring, including downsizing the
senior officer corps (a one-third reduction this year), developing a realistic budgeting system, and moving
toward a volunteer rather than conscript-based military. The officer corps accepts civilian control of the military.
Military -to-military relations between the U.S. and Romania, and NATO and Romania, are good. To ensure a
strong bilateral partnership, Romania became the first country to conclude on Article 98 agreement with the
U.S. to except U.S. civilian and military personnel from the jurisdiction of the International Criminal Court.

The GOR has begun to tackle the problem of corruption by preparing new laws governing conflicts of interest,
declaration of assets, and political party financing, as well as by establishing a National Anti-Corruption
Prosecutor’s Office, which has begun to bring indictments. This problem remains serious, however, and greater
efforts are needed. Political parties remain highly centralized and tend to limit participation from below. There is
little public debate regarding policy options, and many local officials from opposition parties have felt it
necessary to switch to the ruling party, either to gain access or to secure national budget revenue.

Economic Overview

Romania’s overall economic reforms lag compared with those in most Central and Eastern European (CEE)
transition countries. Despite progress made over the past five years in particular, investments of billions of
dollars will be required to bring infrastructure and services up to Western standards.

Gross Domestic Product (GDP) is expected to rise by about 4.5 percent in 2002, after a 5.3 percent increase in
2001. Robust growth in exports and construction has driven this expansion. Romania remains on track with its
IMF stand-by agreement, signed in November 2002. The macroeconomic situation is strong: inflation should be
less than 20 percent this year (versus 33 percent in 2001); industrial output is up 4.6 percent in the first eight
months of 2002; financial reserves are strong; and the current account has improved. The budget deficit in
2002 is expected to be 3.5 percent; the GOR has pledged to reduce it to 2.65 percent in 2003.

State-owned enterprises have been privatized more slowly than in other CEE countries. Two major state-owned
enterprises - the largest bank (Banca Comerciala Romana) and oil company (Petrom) — are slated to be
privatized in 2003. Of particular concern, energy sector privatization and reform continue to lag. Relatively
robust private sector growth, however, has changed the shape of the Romanian economy, with about 65
percent of economic output produced by private entities.

With about $715 million invested, the U.S. is Romania’s third largest foreign investor. Total foreign direct
investment (FDI) in Romania - $8.4 billion in 2001, up from $6.4 billion in 2000 - still lags behind other CEE
countries in per capita terms. Impediments to investment include poor transparency, endemic corruption, red
tape, and an ever-shifting legislative environment.

Trade with the U.S. is relatively modest, accounting for only 3.4 percent of Romania's exports and 3.3 percent
of its imports. The EU is Romania’s largest trading partner by far, accounting for 68 percent of Romanian
exports and 56 percent of imports.

Unemployment in June 2002 was 9.6 percent, up slightly from the December 2001 figure of 8.6 percent, due to
a change in the GOR's registration procedures. (In 2000, unemployment was 10.5%.) These statistics,
however, do not take into account the large number of underemployed urban dwellers who have returned to
villages to obtain the support of family and friends in the agricultural sector.

Overview of SEED Assistance
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SEED-funded programs play an important role in fostering Romania’s progress toward enhanced prosperity,
democratic development, and social welfare. Since 1990, the U.S. has provided about $410 million in SEED
support to Romania, including nearly $36 million in FY 02.

SEED support for economic growth continues to focus on improving the overall business and economic climate
for private sector-led growth to increase competitiveness, stimulate investment, and accelerate the creation and
growth of micro and small enterprises, thereby increasing employment and incomes. U.S. assistance provides
technical and financial support for privatization, an improved legal and regulatory environment, restructuring of
agriculture and agribusiness, development of a robust financial sector, strengthened capital markets, improved
corporate governance, and promotion of sound environmental and energy policies.

The SEED-funded energy program promotes competition and privatization. SEED assistance emphasizes
restructuring and commercialization of the power and gas sectors, as well as support for creating independent
regulatory authorities.

SEED democracy-building activities promote decentralization and improved local governance, anti-corruption
measures, strengthening of civil society, and increased citizen participation in public policy decision -making.

SEED assistance is also helping substantially to reduce the high numbers of institutionalized children in
Romania, decrease the number of state-run institutions, and expand the participation of municipalities and local
NGOs in the care of children. To improve the health of all Romanians, SEED funds support improved access to
quality, integrated health services, including reproductive and primary health care and HIV/AIDS prevention,
through public/private partnerships.

In October 2001, the GOR instituted a moratorium on inter -country adoptions, in view of evidence of
widespread corruption in the process. The U.S. is seeking passage of a new, improved law and the creation of
the necessary implementing structures, so that the moratorium can be lifted as quickly as possible. The U.S.
also provides assistance for broader child welfare reform efforts in Romania.

The Romanian-American Sustainable Partnerships Program (RASP), regional anti-trafficking activities, and
training programs are among other important SEED-funded efforts. The intent of RASP is to forge links
between Romanian and U.S. not-for-profit organizations to strengthen Romanian NGOs and transfer know-
how, creating viable partnerships that will continue after SEED funding ends. Under RASP, 21 partnerships
implement activities in the areas of health, child welfare, democracy, environment, local government, and
private sector development.

Through SEED funding, a draft regional anti-trafficking manual for law enforcement personnel and prosecutors
has been produced and will complement other important actions to reduce the trafficking of human beings in
the region. The first working draft of the manual is expected to become available to law enforcement
practitioners in late January 2003.

Beginning in FY 02, SEED funds supported the Romanian Information Technology Initiative — a three-year,
$4.5 million program to provide assistance in the fields of legislative development, liberalization of the
telecommunications market, improvement of the regulatory framework, and expanding equitable public access
to Information Technology, as well as to e-government and e-commerce services.

Program Impact
Democratic Reform

USAID democracy programs increase citizens’ involvement in the decision-making process by strengthening
venues for public participation (NGOs, labor unions, and political parties), helping the media become more
professional, improving the effectiveness and accountability of government institutions (Parliament, the
executive, and the judiciary), and fighting corruption.

Freedom House continues to rate Romania as 2.0 for political rights and 2.0 for civil liberties (on a scale of 7,
with 1 representing high levels of access to political rights and civil liberties), unchanged since 1997 -1998. This
index is a compilation of ratings that measure factors contributing to political freedom, such as political party
practices, freedom of expression and association, rule of law, and corruption. USAID programs in these areas
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contributed to the accomplishment of Romania’s rating.

Assistance to civil society organizations resulted in improvements reflected in the 2002 NGO Sustainability
Index. After three years of insignificant progress in the sector, this year the overall sustainability rating improved
to 3.7 from 4.0 (scale of 7, with 1 representing highest rating). Romanian NGOs have become somewhat more
active in shaping public opinion by initiating or supporting media campaigns or public debates on various
issues, such as environment protection, domestic violence, electoral reform, mental health, and cancer. The
relationship between NGOs and public authorities has also improved, especially at the local level. However, the
overall NGO impact remains limited.

Corruption continues to undermine growth in all sectors of Romanian society, as indicated by the downward
trend in Transparency International’s Corruption Perception Index. In 2002, Romania ranked 77 out of 102
countries, down from 69 in 2001. To address this problem, USAID has integrated anti -corruption measures
throughout its SEED portfolio as part of its new five-year assistance strategy.

Economic Reform

SEED assistance was directed at critical economic issues, mainly those affecting the operation of a free market
and competition. Some progress was achieved toward the creation of a more business-friendly environment,
especially by improving laws, strengthening business support organizations (BSOs), expanding access to
finance for small and medium -sized companies (SME), and improving competitiveness and export capacity.
USAID SME support programs resulted in a $42.8 million increase in private sector investments and $38.7
million in loans provided to the SME sector.

Other major accomplishments include the simplification of business licensing and approval procedures, which
resulted in notable legal and institutional reforms in Romania. SEED assistance led to the creation of One-Stop-
Shops for entrepreneurs and offers an important model for improving the business climate and easing
registration procedures. Three municipalities have adopted transparency in public administration, and other
cities are originating and implementing new transparency procedures and regulation development mechanisms
based upon the work initiated by USAID.

The Financial Markets Reform (FMR) activity addressed institutional changes, leading to an enhanced
legal/regulatory framework, institutional capacity building, and improved market structure. New and better
capital markets regulations were produced through the drafting of new regulations for the Romanian Securities
& Exchange Commission (CNVM), covering investor protection, share registration, investment funds, and
commodity market operations. The Romanian Stock Market (RASDAQ) has become a more buoyant, liquid
market since it adopted FMR-promulgated plans regarding the suspension and de-listing of non -compliant and
non-performing companies, and the segmentation of the market into tiers.

In FY 02, SEED assistance to the National Bank of Romania (BNR) closed out on a high note, with supervision
standards within the BNR reaching a level comparable to that of any EU member, according to the Bank of
International Settlements (BIS) - Basel. Not only were there numerous beneficiaries within the BNR itself, but
also in local client banks, leading to a stronger, better managed banking sector.

Social Sector and Humanitarian Assistance

Allegations of corruption in inter-country adoptions caused the GOR to suspend such adoptions in June 2001.
The U.S. has worked with other donors and the GOR to reform the adoption law, as well as pushing for further
reform and decentralization by creating new, alternative child welfare services at the local level and closing
large-scale institutions.

GOR commitment to child welfare and reproductive health programs has been strong, while its long-term
planning in these and other health care areas remains weak. SEED-funded programs continued to increase
access to reproductive health services at the primary health care level, especially in rural areas. This has
reduced the frequency of unintended pregnancies that often lead to abortion or child abandonment.

During the summer of 2002, rural Romania was severely affected by heavy rains and regional flooding. In
response, USAID’s Office for Foreign Disaster Assistance (OFDA) allocated $50,000 in emergency funds to
alleviate the impact of floods in affected areas. These funds were used to procure emergency commodities
(food, hygiene items, potable water, and shelter materials) for 1,139 evacuees.
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Security and Regional Stability Programs

Fortunately for Romania, security and conflict issues are not as critical there as in some other countries in the
region. Romania is not considered to be at high risk for conflict and continues to enjoy a peaceful transition.
SEED assistance nonetheless supports alternative dispute resolution mechanisms, promotes networking and
collaboration across borders to enhance democratic approaches to regional stability, and seeks to improve
inter-ethnic relations (especially with Roma). SEED funds are also helping the Romanian Foreign Ministry’s
Diplomatic Academy develop its curriculum and staff expertise. This assistance will enhance Romania’s ability
to play a positive diplomatic role in the region and, where interests converge, to support U.S. objectives in
international forums

SEED funding has been instrumental in building a productive relationship between GOR and U.S. law
enforcement agencies. In FY 02, training activities concentrated on counternarcotics, major case management,
and the development of a cyber-crime unit. This assistance helped lead to the arrest of one of the most wanted
heroin dealers in Europe and to a seizure of over 36 kilograms of heroin. Romania has also dedicated
personnel, equipment, and new office space to expand its anti-crime capabilities throughout the country.
Overall, there has been an increase in arrests and convictions in the areas of counternarcotics and computer-
based offenses.

FY 02 SEED funding also supported the Bucharest-based Southern European Cooperative Initiative (SECI)
Regional Anti-Crime Center. SECI was instrumental in conducting two major regional investigations: Operation
Mirage, on human trafficking, and Operation Containment, on counternarcotics. There also were equipment
and training courses for Romanian law enforcement agencies.

Cross-Sectoral/Other Programs

Anti-Trafficking: In FY 02, SEED assistance primarily targeted victim protection, prevention, and regional
cooperation. Through a grant to the Center for Legal Resources, a Romanian NGO, USAID facilitated a draft
national anti-trafficking law, with strong victim protection provisions. In late 2001, Parliament approved the law,
the passage of which played a major role in Romania’s movement from Tier Il to Tier Il in the State
Department’s 2002 Trafficking in Persons Report.

Through a Romanian-American Sustainable Partnership (RASP) grant to the Lift Foundation (a U.S.
organization) and Reaching Out (a Romanian NGO), USAID is assisting victims of trafficking by providing
counseling, shelter, medical assistance, and vocational training in Pitesti. This partnership project also
developed standards for shelters and organized public awareness campaigns to educate at-risk youth on
trafficking issues.

At the regional level, USAID is funding the development of a law enforcement manual to create a unified source
— and common language - regarding current anti-trafficking laws and best practices in enforcement for police
and prosecutors throughout Southeastern Europe. The Law Enforcement Manual on Combating Trafficking in
Human Beings will include three main sections: 1) a directory of relevant institutions and organizations in the
region; 2) a “best practices” section on investigative methods applicable to each stage of an investigation; and
3) a compendium of regional legislation to empower cooperation in enforcing anti-trafficking legislation. This
two-year activity is implemented by the United Nations Development Program (UNDP), in coordination with the
SECI Regional Anti-Crime Center, as well as governments and NGOs in some 13 countries throughout the
region.

Anti-Corruption: Corruption is a major impediment to increased FDI and domestic entrepreneurial activity, as
well as to public confidence in the government. SEED-supported anti-corruption initiatives use cross-cutting
approaches that address corruption in virtually all sectors

Information Technology: In FY 02, USAID provided funds to support a three-year initiative to accelerate
Romania’s economic and social development by increasing access to and the use of information technology.
The program’s two components are: 1) assistance to the GOR in de-monopolizing the telecommunication
sector; and 2) improved access to and use of information and communications technology (ICT) for public and
private organizations.

Overview and Assessment of USG Assistance
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Training & Exchange Programs

In FY 02, USAID funded training for 1,226 participants, 756 of whom were men (61 percent) and 470
were women (39 percent). Almost all training took place in Romania, with some limited U.S.-based
(48 participants) and third-country training (36 participants). Training assisted Romanian institutions
to improve economic restructuring, strengthen demaocratic institutions, and further social and
humanitarian development in such areas as family counseling, child welfare, health and medical
management, irrigation systems, food processing, and corporate responsibility.

SEED funds also enabled one English Language Fellow to carry out a yearlong train-the-trainers program in 10
economically under-privileged schools across the country. During the year, the Fellow delivered English-
language teaching methods and materials to some 250 primary and middle school teachers.

Through a Public Diplomacy-administered SEED grant, a multi-year high school civic education project neared
completion in FY 02. The textbook for the course, developed from a U.S. text by Romanian high school
teachers, was translated and delivered to 400 schools throughout the country where teachers had been pre-
trained in its use. The text is now being introduced into use at the national level.

SEED support enabled four Romanian Ron Brown Fellows to pursue graduate study in the U.S. in Public
Policy, Communications, and Business Administration. SEED funds are also helping educate average citizens
about the importance of mainstreaming people with disabilities into all aspects of civic life. The Association of
Neuromotor Handicapped in Romania used a SEED grant to fund a national campaign to install handicapped-
accessible facilities in all public accommodations. The National Organization of Disabled People ran an
awareness campaign for elementary and high school students to show how disabled students can be
mainstreamed into regular classroom settings.

Democracy Programs

Civil Society Strengthening: The Romanian-American Sustainable Partnership (RASP) program funded 21
partnership activities between U.S. and Romanian not-for-profit organizations, contributing to the development
of civil society and complementing USAID activities in all strategic areas. RASP activities improved citizen
participation in local public life through the formation of community development teams, community forums, and
the mobilization of volunteers. More than 500 volunteers participated in community projects, and over 700
citizens took part in various community consultation meetings. Partnerships proved to be effective mechanisms
for building local capacity through skills transfers and creative adaptation of successful U.S. models. Local
NGOs enhanced their service delivery capacity and sustainability. Achievements include the establishment of
two youth community centers in Bistrita and Sighisoara, two volunteer centers in Zalau and Ramnicu-Valcea,
the creation of new community-based child welfare and health services in 12 communities, and the
development of anti-trafficking prevention and protection services. The 21 partnerships leveraged $2.6 million
from U.S. private sources, as well as Romanian NGO and local government resources.

During FY 02, USAID concluded more than seven years of assistance to strengthen independent media in
Romania. The ProMedia Il program, implemented by the International Research & Exchanges Board (IREX), a
U.S. NGO, in partnership with the Center for Independent Journalism, a Romanian NGO, accomplished
significant results. Nearly 750 professional journalists and students in journalism improved their skills and
knowledge of internationally accepted journalism standards through the training they received. The program
created a core group of 19 young Roma professional journalists, 12 of which are now employed by local and
national media. As a result of on-site business consultations and technical assistance, eight independent
newspapers streamlined operations and improved advertising and sales skills. The Romanian Audit Bureau of
Circulation (RABC) conducted the country’s first national readership survey, allowing advertisers and print
publishers better to target audiences.

Also during FY 02, USAID concluded almost three years of assistance to professionalize Romanian labor
unions and help prepare them for privatization and enterprise restructuring. Two of the three regional Labor
Resource Centers established by the program have formed a service-oriented, independent Romanian NGO.
The Master of Arts (MA) program in industrial relations established at the Bucharest Law School by the
American Center for International Labor Solidarity (ACILS) has become sustainable through a combination of
tuition fees, funding from the University of Bucharest’s general budget, and an exchange agreement with a
French university.
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Political Process Reform: USAID continued to strengthen the political process through National Democratic
Institute (NDI) and International Republican Institute (IRI) activities. Twenty government agencies and 37
counties improved communications with the public and with other governmental institutions as a result of
institute-sponsored training. The Opening Politics by Acting Locally (OPAL) program engaged local civil society
organizations and local political parties in activities to increase political participation and promote political
process reform. USAID assistance will also educate the public on the new law of free access to information of
public interest — the Romanian “Freedom of Information Act” (FOIA) — which USAID supported, and which
Parliament approved, in October 2001.

Judicial Reform: SEED-funded programs sponsored a visit by a team of experts from the U.S. Federal Judicial
Center. The team met judges and clerks from all court levels and many geographic areas, including top officials
from the Justice Ministry, Supreme Court of Justice, and the Superior Council of Magistracy. This resulted in
specific recommendations, including the creation of an administrator to free judges from procedural duties
unrelated to pending cases, and to the use of randomized docketing.

SEED continued support for a pilot court modernization project in Bucharest. During FY 02, several court
administration reform projects were implemented: alphabetical case assignment, revisions of the standard
forms used in court procedures, creation of judge-clerk teams that work on a case from its inception to its
resolution, and on-site collection of court fees. These reforms have improved the integrity of the files, the quality
of review, and the public image of the court. Pilot court administration reforms need minimal follow -up, mainly in
the area of court computerization. However, replication of these reforms nationwide will require significant
resources beyond those currently available under SEED. The EU has already expressed interest in replicating
this reform experiment in lower courts across Romania.

To help reduce the backlog of civil court cases, USAID promoted the use of alternative dispute resolution (ADR)
techniques. Pro Medierea (a Bucharest-based association of mediators which grew out of USAID assistance)
has received EU funds for a one-year consumer mediation project. Despite focused institution-building
assistance, regional judges’ associations remain weak due to poor infrastructure and the minimal time
members devote to extra-judiciary activities. However, with USAID support, two of the seven associations are
working on initiatives such as a judicial ethics training module and a “best-practices guide” on anticorruption,
that will be completed in FY 03 and could be used nationwide.

Business and Economic Development

Significant results were reached in increasing access to credit. SMEs obtained micro-credit loans worth nearly
$20 million through SEED programs, thereby creating and sustaining about 30,000 jobs. Local communities
received support through Home Improvement/Energy Efficiency loans totaling almost $1 million disbursed to
5,884 recipients.

SEED also contributed to increased private sector financing through several other mechanisms. The
Romanian-American Enterprise Fund’s (RAEF) Major Transaction Program reached more than $36 million in
investments in private companies, while the Small Business Investment Fund (SBIF) approved investments
totaling nearly $3.5 million, of which some $2.9 million has been disbursed. Support for the credit union (CAR)
system helped the 26 assisted CARs register excellent financial performances, such as mobilizing nearly $16
million in savings and lending the same amount to members.

SEED programs strengthened and created sustainable business support organizations (BSOs). As a result of
support received through the program, 30 BSOs operating in tourism, information technology, and
manufacturing became sustainable. The program successfully initiated 17 new joint ventures and technology
transfer programs, creating over 250 jobs and about $1.2 million in new investments.

In agriculture, SEED assistance created private water-user associations (WUAs), modeled on U.S. irrigation
districts. The WUASs provide a vehicle for groups of farmers and landowners to acquire the legal, financial, and
technological skills required to regain ownership of their property, irrigation systems, and farming equipment.
USAID technical assistance to WUASs resulted in increasing the irrigation areas under private control by more
than 100,000 acres (100 percent over FY 01). Assistance also fostered legal registration and recognition of 51
new WUAs (an annual increase of over 200 percent). WUAs serve as an instrument for USAID technical
assistance to private farm owners, enabling them to consolidate lands and become commercially competitive. A
further aspect of program assistance is support to associations and the GOR in meeting performance
conditions specified by the World Bank in the irrigation system rehabilitation loan. SEED assistance in this area
led the World Bank to modify its loan by granting an additional $15 million for private farmers to acquire on-farm
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irrigation equipment.

SEED-financed U.S. Treasury advisors directed a number of successful interventions at the Ministry
of Finance (MOF) to develop specialized technical approaches to improve tax collection and debt
management. SEED support has helped the GOR to decrease fiscal imbalances and improve the
national budget decision-making process. Specifically, U.S. Treasury technical assistance helped to
increase budget transparency and led to the development of a system for reviewing internal
organization structures and improving management procedures at the Central Bank.

Trade and Investment

Targeted assistance was provided to market Romanian state-owned companies to international and domestic
investors. An initial pool of 27 firms was narrowed to a manageable 4 firms, with one firm privatized and 3 in the
final stages of negotiation. With SEED assistance, the Ministry of Industry is marketing firms via the Global
Technology Network database (partnered with the Commerce Department’s ECOLINKS program) and the
World Bank’s Privatization Link, as well as the Department of Commerce’s Central and Eastern European
Business Information Center (CEEBIC), whose representatives in Bucharest and Cluj promote partnerships
between U.S. and Romanian SMEs.

Financial market reform interventions at the Romanian Stock Exchange (RASDAQ), as well as at the Romanian
Securities & Exchange Commission (CNVM), have resulted in the de-listing and suspension of 1,371
guestionable firms in the past year. This trend is continuing at an accelerating pace. At the same time,
increased trading volumes and the steadily rising market since January 2002 suggest a tangible effect on
investor confidence of SEED-induced technical reorganization. SEED-supported agricultural activities
encouraged the formation of sustainable, competitive private agricultural business associations, generators of
high added value in horticulture, viticulture, and forestry that contributed significantly to the improved
agricultural investment and export environment.

Other SEED initiatives resulted in increased competitiveness of agricultural products and services, particularly
in the wine and fruit industries. For example, SEED funds supported the exchange of technology between U.S.
and Romanian business associations to improve food production, quality, and enhance food safety. These
initiatives led to a 20 percent increase in exports from Wine Export and Food Producers Association (WEPA)
members. The activities supporting agribusiness and agricultural trade development also expanded contacts
between Romanian and U.S. agribusinesses.

Energy and Environment

The main challenge for USAID energy sector assistance remains the privatization of the electricity
and gas utilities. Key challenges include: large debts and arrears, high operating costs, and the low
rate of modernization. A comprehensive strategy for privatizing electricity generation companies was
developed with SEED support and is how being promoted with the GOR.

USAID’s energy activities aimed to convince the GOR to decentralize and unbundle the power monopoly as
intermediate steps to introducing competition and open doors for private investment. Private investment will be
unlikely without decentralization. The share of electricity and gas-eligible consumers increased during 2002,
exceeding planned figures and creating conditions for investment opportunities, especially for the power plants
now owned by municipalities.

During FY 02, USAID addressed the unique resource of Romania’s forest lands and forestland restitution
issues through activities to support private forest owners associations. These associations deliver technical
assistance in the management and use of commercial forest resources. This assistance has created significant,
new opportunities for private landowners to access commercial markets while meeting international forestry
standards. SEED assistance also has provided a means for private owners to access funds under a $40 million
World Bank forestry loan to replant, improve access to, and create multiple-use revenue sources in forest
areas. Assisted forest owners associations have become leaders in advocating policy changes to allow the use
of private sector forest management and reduce state interference in the forest industry and timber marketing.

Assistance to encourage sustainable management of water resources was provided to the Ministry of Waters
and Environmental Protection (MWEP) through a feasibility study to help the GOR address the adverse effects
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of floods and pollution.

Through the ECOLINKS Regional Project, 49 Challenge Grants (amounting to $2.3 million in grants and $1
million in cost share) were issued in Romania for projects in the waste management, cleaner production, and
energy efficiency areas. By using water, energy, and other resources more efficiently, businesses and
municipalities saved money and improved the environment. The U.S. Commerce Department’s Bucharest-
based ECOLINKS representative promotes U.S. environmental technology solutions for Romania’s government
and industry.

SEED environmental assistance complements other donors’ resources to improve local water management
systems and implement pollution prevention. For example, under the Regional Infrastructure Program (RIP),
support was provided to Romanian municipalities and water companies to prepare required engineering and
financial analyses to secure multi-million dollar loans and grants for infrastructure projects. Based on this
support, assistance was extended to 137 local authorities that are now eligible to benefit from a regional
program totaling nearly $380 million to rehabilitate and modernize water and wastewater systems.

Social Sector and Humanitarian Programs

Child Welfare: The cornerstone of SEED child welfare assistance is public-private alliances on many levels.
Partnership memoranda between USAID and the GOR paved the way for the strong commitment to reducing
the number of children in traditional state-run institutions, closing institutions, and increasing access to
community-based, alternative child welfare services. The SEED ChildNet program, a partnership among the
National Authority for Child Protection and Adoption (NACPA), World Learning, and USAID, started in June
2001.

The ChildNet program is designed to help reform the Romanian child welfare delivery system, create
community support for alternatives to state-run residential institutions, improve the skills of social workers and
other child welfare professionals, and provide sub-grants to stimulate community projects and partnerships that
support child welfare service delivery. Target groups are children in at-risk families and from institutions, with a
special emphasis on disabled children and teenagers. Direct services are provided through sub-grants.
Substantial material contributions (up to 30 percent) by local or national government authorities attest to a
credible partnership and an intention to sustain the activity.

The National Authority for Child Protection and Adoption (NACPA) has developed important national standards
for child protection. A system to identify and monitor high-risk children and their families is working effectively.
Over the past year the number of institutionalized children has been reduced by 17.3 percent, from 48,262 to
39,916. During this same period, 3,177 children, including disabled children, have been de-institutionalized and
reintegrated with their families,

The ChildNet partnership experience has increased trust, access to information, and influence in policy
development. An important accomplishment in the policy framework is that NACPA funded local NGOs to
implement programs in support of the national strategy. This first-time GOR funding of NGOs is consistent with
USAID's strategy of funding public/private partnerships.

SEED assistance continues to decrease corruption, increase transparency, lend reliability to data, allow more
accurate budgeting and management planning, and increase the quality of services and safety of Romanian
children.

Health: SEED funding focused on four key health objectives: improving the legal and regulatory framework,
enhancing the use of resources, expanding access to services, and increasing citizens’ knowledge of services,
including their rights and obligations. SEED programming covered training in family planning, pre and post-natal
care, social marketing of contraception, and logistics management, as well as campaigns for HIV/AIDS and STI
prevention, early detection campaigns for breast and cervical cancer, and attention to domestic violence.

The Romanian Family Health Initiative was launched officially in November 2001. This partnership includes
U.S. NGO John Snow International, as technical coordinator and implementer, together with the Ministry of
Health and Family and USAID. The Initiative’s objectives are to increase access to and the use of reproductive
health services, and to develop and improve the availability of such services at the community level. SEED
funds provided through the U.S. Department of Health and Human Services (DHHS) also help ensure a more
transparent and accountable financing system, so that limited resources can be allocated more appropriately to
primary health care.
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New norms and standards of care for reproductive health services provided by general practitioners have
already been put into practice at the local level. Although major steps to improve the legal and regulatory
framework were made during FY 02, tremendous challenges remain to ensure sustainable services, increase
transparency and accountability, and eliminate policies that hinder preventive health services.

Resources available for health reform are extremely limited, making the allocation of funds critically important.
Given that a growing proportion of health resources (about 75 percent) is consumed by inefficient, wasteful, and
corrupt hospitals, SEED funding launched a market-based financing system in hospitals to provide a more
transparent and efficient healthcare system.

To improve access to quality, integrated services, SEED support increased the training of health providers from
four to 18 counties, along with complementary management information system/logistics training to ensure
access to contraceptives. At present, 610 rural clinics are providing family planning services, up from about 20
last year. Another 80 urban clinics have expanded their services as well. Contraceptive use is increasing
dramatically in these areas. The training and accompanying access to contraceptives is so successful that the
Ministry of Health has asked that it be extended, primarily with its resources, to the remaining 23 counties.

Other programs to improve access to services have been initiated with SEED support, including a special pilot
for the Roma population, models for youth-friendly reproductive health services, a series of breast cancer
events, and a plan to expand domestic violence services. A Healthy Communities model was employed to
identify health needs and solutions, especially focused on domestic violence. In the same community, hundreds
of children infected with AIDS and their families are benefiting from a model AIDS outpatient center with
outreach services.

Cross-Sectoral Programs

Anti-Trafficking: Romania has been identified as a source of human trafficking victims and as a transit area for
source regions in the Republic of Moldova and Ukraine. Human trafficking investigations are inherently
transnational and complex, often requiring sophisticated interviewing skills and specialization in financial
investigations and international procedures. In the past year, SEED-funded programs have permitted the
monitoring and assisting of activity by the Romanian anti-trafficking prosecutors and police. Romania’s
response to this problem has improved, as recognized by the country’s promotion from Tier Il to Tier Il in the
State Department’s annual Trafficking in Persons Report.

SEED funds sponsored a training program in late 2001 to prepare for implementation of the new anti-trafficking
legislation. This was followed in the spring of 2002 by a site assessment tour by experienced prosecutors from
the U.S. to border points where human trafficking had previously been identified. The assessment included
inspections of both sides of the border and was followed by a meeting with regional investigators and
prosecutors to discuss their evaluation and to identify best practices. SEED funding also sponsored travel by
persons responsible for the development and coordination of SEED-funded anti-trafficking programs to
international conferences. SEED-funded programs will continue to promote regional cooperation on human
trafficking among law enforcement agencies.

Anti-Corruption: SEED-assisted activities support institutional and legal reforms in the fight against corruption.
For instance, SEED Assistance has benefited training seminars and assessment teams to improve the GOR'’s
ability to prosecute complex corruption cases (e.g., information technology, banking, and customs).

Building on a December 2001 SEED-supported anti-corruption seminar, SEED assistance sponsored
assessments of available prosecutorial resources in Romania. These assessments reviewed practical
impediments to implementing existing anti-corruption legislation, offering insights not otherwise available
through reports based on statistics and public surveys. These insights supported recommendations for
organizational reforms within investigative agencies, including movement toward a task force model, led by
prosecuting attorneys. Future SEED-backed training and material resources will target these specialized task
forces.

In February 2002, the GOR announced plans to create the National Anti-Corruption Office (PNA). SEED-
supported programs assist this office. The U.S. is now coordinating an equipment d