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EXECUTIVE SUMMARY AND RECOMMENDATIONS

Corruption in Macedonia, especialy at high levels
of government, is endemic. It has evolved from
passive exploitation to active coercion and acquired
the capacity not only to retard economic progress
but also to feed organised crime and, in turn,
politicdl and communal ingtability. In effect, the
state has come to function in important respects as a
“racket”, while the racketeers thrive in a culture of

impunity.

The disease has infected the banking system as well
as the structures of government, making Macedonia
both a source and a transit point for contraband and
criminality. The system encourages autocratic
administration while coexisting comfortably with
inefficiency and politicisation of the judiciary. It
saps Macedonian morale, leaving civil society
enervated and the population at large cynical.

The Framework Agreement concluded at Ohrid in
August 2001 cut short a rapidly evolving civil war
but the agreement depends for its viability on the
development of democratic ingtitutions and a market
economy. The corruption that eats away at the
country is in many ways a cross-community, shared
enterprise. At a minimum, it is highly damaging to
the economy and increases the scope for social
instability. However, it aso invites outright
colluson between ethnic leaders to heighten
tensions and plays a substantial role in making the
country ripe for conflict. Left to fester and spread, it
will continue to erode Macedonia's tenuous unity
and send dangerous ripple effects throughout the
Western Balkans.

Unfortunately, the international community gives
few indications that it recognises how powerfully

corruption works against its fundamental objectives
in Macedonia. Officials typically excuse Macedonia
with the empty phrase “corruption is a problemin all
trangtion  countries’.  Occasiondly,  senior
internationa officials issue high-minded demands for
Macedonia to clean up its act, but these have never
been serioudy followed through. Opportunistic
foreign investors sometimes exacerbate the problem.

The too frail international strategy emphasises
“process’ and “capacity building” — the passing of
laws and the training of officials to, as one official
says, “reduce the opportunities for corruption”. In
the meantime, there is little effort to analyse why
this approach has not produced meaningful results,
why, for example, prosecutors do not act on ample
evidence of corruption or precisely where criminal
procedure loopholes alow corrupt officials to run
free and keep their ill-gotten gains.

The internationl  community inssts that
Macedonians take “ownership” of the problem, yet
it is the “owners’ themselves — those in powerful
government positions — who continue to dominate,
exploit and subvert its inditutions. In current
circumstances, it is both naive and negligent to rely
on weak indigenous watchdogs like the
Ombudsman, the forthcoming Anti-Corruption
Commission, or the media and civil society, to stand
up aone to the corrupt elite. By pouring money into
Macedonia without insisting on a serious anti-
corruption effort, the international community is
merely filling sink-holes in the budget and
inadvertently acting as one of the system’ s enablers.

The argument is often made that “if we push them
on corruption, the government won’'t cooperate on
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implementing Ohrid”. But failure to do so
undermines the very agreement on which
diplomats have concentrated their energies.

Tothe major international donors, including
the European Union and its member statesand
the U.S, and international financial institutions:

A dramatically different mind-set is needed. 2. Recognise the role of corruption in
Macedonia is not “just another transtion country” perpetuating instability in Macedonia and
but an inherently weak state with externa and accept the need to play a leadership rolein
internal challenges to its very existence. This means fighting it.

that corruption inflicts special damage and that, in . .
effect, Macedonia can have either great corruption or 3 53611%21 programs and pol_lcy positions

o h . with past corruption, not only

stability but not both. Unconventional prescriptions preventing future episodes.
are needed. To complement existing *“capacity )
building” programs, the internationa community 4. ldentify as priority areasfor corrective action
must incorporate fundamental changes in its those sectors that are especially susceptible
approach. It must play the role of catalyst rather than to corruption because of the lucrative
simple adviser, unabashedly demanding reform if its opportunities they offer or sendtive for the
financial assistance isto continue, and it must adopt punishment and deterrence of corruption; in
a retrospective and punitive, not merely prospective particular, urge the Macedonian government
and ingtructive, focusin its anti-corruption efforts. to agree to the appointment of international
“watchdogs’ to work insde the Hedth
Although this report contains specific examples, it Insurance Fund, the Customs Service, the
has been written with care to respect the rights of Prosecutor’ s Office and the Judiciary.
|nnudr|nvt|)grual(§:f. I%C;; pr;eag?éres’ rﬁwgerveigo gg‘;ﬁ&si? 5. _Conditi_on financial aid to the government,
. ; in particular al balance of payments and
requested to do so by appropriate, duly authorised budoet " . ti- "
governmental and legidlative bodies. UAgeL Support, on Serfous anti-corruption
reform, and work with the government to
Also, while this report deals with the present and develop realistic benchmarks to assess both
recent past and so may seem to concentrate on the good faith and effectiveness.
parties now in power, corruption is an aspect of the 6. Make convictions and confiscations the
country’s political culture, not the exclusive express goads of a results-oriented anti-
preserve of any particular group. For an attack on it corruption strategy, as a complement to the
to be effective, al political parties need to join in existing approach that emphasi ses improving
the effort, aong with civil society and the the “capacity” of Macedonian ingtitutions
international donor community. Corruption is and strengthening the legal framework.
emphatically not an issue that belongs to or should 7 Incorporate specific “follow-us’ dementsin
be misused for partisan political purposes, and it ' Al ? Spt. train P
would be a mgjor mistake to believe that a change anti-corruption traning programs.
of government after the September 2002 elections 8. Provide financia support for the newly
will automatically sweep away the problem. formed governmental  Anti-Corruption
Commission so it can operate effectively as
soon as it is launched in October 2002, and
RECOMMENDATIONS to Transparency International Macedonia's
_ o civil society effort to develop an anti-
TotheMacedonlan gover nment and political corruption strategy and build an “anti-
parties. corruption coalition” .

1. Commit to fighting corruption as a major 9. Urge passage of legislation to limit the
priority that extends beyond the life of the scope of parties when in power to make
present government and the September 2002 appointments on the basis of political
elections and give concrete form to that patronage rather than competence.
commitment by accepting  international 10. Engage Albanian political parties and civil

proposals and strategies including those
recommended below and those presented by
civil society.

society more actively in the anti-corruption
effort.
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To the European Union (EU):

11. Appoint an EU Anti-Corruption Adviser in
Macedonia to complement the work of the
EU Special Envoy.

TotheInternational Monetary Fund (IMF):

12. Relax restrictions on hiring additional
personnel in the State Auditor’s Office and
related agencies.

13. Set targets of increased revenue for
ministries where corruption is depleting
revenue.

Skopje/Brussels, 14 August 2002
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[. INTRODUCTION

Implementation of the Framework Agreement —
signed at Ohrid on 13 August 2001 — remains the
yardstick of Macedonia's progress from communal
conflict to democratic stability. Important steps have
been taken to fulfil key provisons of that
agreement. Police redeployment to the “crisis areas’
(formerly controlled by Albanian rebel forces) is
complete, marred by few incidents and only
occasiona protests. Of those persons initialy
displaced by the conflict, 90 per cent are back in
their homes.

On 7 March 2002, Parliament passed a broad
Amnesty Law, ending for most former Albanian
rebels the fear of arrest and trial asa“terrorist”. On
30 May 2002, a law was passed stipulating the use
of Albanian language on identification cards, and
on 20 June, fifteen other laws mandated by Ohrid
were approved that reinforce language rights and
give local communities a greater role in choosing
police chiefs.

Attitudes to the international community have
become less confrontational. Prime Minister Ljubco
Georgievski proposed extension of the NATO
mission’s mandate, indicating that the aliance, long
scapegoated by local politicians, has demonstrated
its utility and even-handedness.

Yet the progress is fragile. International officias
concede that the police “redeployment” plan is
mostly cosmetic, mainly involving symbolic visitsto
Albanian villages. The former crisisregions still lack
uniformed policing, leaving Macedonians especialy

vulnerable in areas where they are a minority.
International sources increasingly acknowledge that
infiltration is occurring, that stories about attacks on
remote Macedonian security positions may have
some validity and that some ex-NLA commanders
retain both firepower and swagger.

Despite the impressive refugee return figures,
UNHCR and ICRC acknowledge that Macedonian
minorities still suffer from “low level harassment”,
and the slow pace of house reconstruction and other
infrastructure problems prevent some Albanians
from returning home. Minority Albanians in the
southern town of Bitola are said to be selling their
property in response to incidents, as are ethnic
minorities in other areas. Recent polling suggests
that last year’s conflict continues to weigh heavily
on ethnic attitudes. Macedonians continue to resent
the Ohrid concessions while Albanians complain
that they seellittle practical changein their lives.?

A magor component of the Ohrid Agreement —
decentralisation of government — has hardly begun.
Even the key instrument — the new Law on Locd
Self-Government — provides essentidly just a
framework that leaves critical details to be
negotiated. The important companion bill —the Law

1 UNHCR officials note that even the return of symbolic
“mixed” patrols is mideading. In many villages, the
“mixed” patrols lack Macedonian members, who fear for
their personal safety. Interview with UNHCR on 8 August
2002.

2 A U.S. State Department-sponsored poll conducted in May
2002 found that two-thirds of Macedonians oppose the
Ohrid Agreement, while 90 per cent of Albanians support it.
Three-quarters of Albanians believe that implementation is
too dow. Office of Research, Opinion Analysis, Department
of State, “Macedonian Public Questions Future of
Framework Agreement: attitudes toward agreement
provisions divide along ethnic lines’, 8 May 2002, pp. 1-2.
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on Loca Finance — will not be passed before fall, at
roughly the same time the potentially contentious
censusisto be held.

Anything but self-sustaining, the Ohrid process has
required constant tending by a trio of internationa
mediators: U.S. Envoy James Holmes,? in-country
Ambassador Lawrence Butler, and EU Envoy Alain
LeRoy. They have worked effectively together but
even when they manage to surmount deadlocks
over, say, the use of Albanian language on the cover
of Macedonia s passport or the selection of election
commission members, one of the parties frequently
reneges, forcing further mediation.

The mediators task has entered a new, even more
complex phase with an election campaign that has
not officially begun® but has aready produced
worrying signs of more radical rhetoric.’ The
likelihood is strong that both campaigns (the one in
the Albanian community and the separate one in the
Macedonian community) will play the nationalist
card and further polarise the country.®

As Macedonia approaches parliamentary elections
on 15 September 2002, opposition parties in both
ethnic camps repeatedly express worry about
election-related violence, intimidation and fraud —
all prominent in past elections. Some senior

% On 11 July 2002, it was announced that Holmes ended his
role. The indications from Washington are that he will not
be replaced.

* Elections are scheduled for 15 September 2002.

> As an example, Democratic Party of Albanians (DPA)
party leader Arben Xhaferi has declared himself a “radical”
and adopted rhetoric to match. See “Xhaferi: We are the
radicals’; Fakti, 10 June 2002: ‘“When [Ahmeti’g] ... party
was formed | thought we were going to become a moderate
party, but after their initial presentations, [Ahmeti’s| party
will take that position. Without any doubt we are the ones
remained to continue our radica politics’ said DPA
President, Arbén Xhaferi in his speech to theraly in Tetovo
on June 8." Ali Ahmeti, who otherwise seeks to rehabilitate
his “terrorist” image, attempted to match Xhaferi with heavy
use of Albanian imagery at his first appearance in Skopje
since the conflict, when his party office, “Democratic Union
for Integration”, was opened on 30 June 2002. The Albanian
anthem was played and homage was paid to falen NLA
fighters.

® As ethnic Macedonians never cease pointing out, there are
other ethnic groups in Macedonia besides the “big two”.
However, Turks, Serbs and others make up barely atenth of
the total population, according to the 1994 census. As in
other parts of the Bakans, these small minorities have no
territorial claims and, therefore, do not represent a primary
source of conflict.

diplomats worry that the ruling Macedonian and
Albanian parties could even collude to stage ethnic
incidents or intimidate voters with a show of force.
These concerns gain credence from the dubious
record of the police,” in particular the specia unit
known as the “Lions’, under the command of
Minister of Interior Ljube Boskovski.

Election-related spending has already complicated
economic recovery. After Macedonia fulfilled the
legidative prerequisites of the Ohrid Agreement,
donors pledged more than a quarter billion U.S.
dollars a a 12 March 2002 conference to finance
reconstruction and reform but set as an explicit
condition for the largest single component —
U.S.$165 million in balance of payments assistance
— that Macedonia reach a standby arrangement with
the IMF. Talks collapsed when the government
refused to reduce election year spending
commitments?® As a result, donors have held back

U.S.$115 million intended to cover the payments
9

gap.

International experts say the economy has still not
improved. Output is flat, unemployment alarmingly
high in both communities, and ethnic Macedonians
are emigrating in record numbers.’® Insiders say the
government’s reputation for corruption further
inhibits the IMF from endorsing spending programs
or loosening budget-deficit targets that could spur
growth. In short, the government's own

" Among the most serious questions regarding police conduct
is the 2 March 2002 daying of seven suspected “Idamic
terrorists’. The Ministry has produced a book of “evidence”
on the suspects, but journalists who have investigated claim
they were probably hapless “economic refugees’ in search of
illegal entry to the European Union. See “Path to Europe
Grows Perilous for Hopeful Mudim Refugees’, Wall Street
Journal, 28 May 2002, and “Macedonian Government
Insists Ambushed Men Were Terrorists’, Wall Sreet
Journal, 4 June 2002. The international community has
several times demanded that the “Lions’ disband; see inter
alia European Commission Staff Working Paper, Former
Yugosav Republic of Macedonia, Stabilisation and
Association Report, Brussels, SEC (2002) 342, p.8.

8 The government approved a bailout for the “pyramid”
savings bank TAT and accepted demands of state workers
for a 10 per cent wage hike in the face of stern IMF
warnings.

° Information from banking experts in Skopje. Aid for
reconstruction and implementation of the Ohrid agreement
is unaffected by the failure of the IMF talks.

1 Data obtained by ICG suggest that applications to
emigrate, which are chiefly from ethnic Macedonians, have
doubled over the past year at some key embassies.
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irresponsibility forces an austerity that may
otherwise not be appropriate for aweak economy.

The credit crunch is another reason for the dack
economy but the Central Bank keeps interest rates
high, thus forcing borrowers into default and
creating a disincentive for banks to lend money that
entrepreneurs desperately require, because it aso
feels a need to guard against the government’s
election oriented profligacy.

In sum, the international community’s most
successful Balkan intervention is a relative and
limited one. The ultimate goa of a stable and self-
sustaining process permitting a diminished
international profile remains elusive. The question
iswhy?

The chasm between the two magor ethnic
communities is the most obvious explanation. But
this merely states a fact — Albanian and Macedonian
communities are divided. However, divison does
not explain why they nearly went to war in 2001.
Nor does this perspective provide any solution other
than aterritorial division that would be as difficult to
negotiate as to implement and would trigger a host
of dangerousimponderables throughout the region.

Averting division and its inherent complications —
not smply achieving nominal passage of Ohrid
provisions — is the red internationa interest in
Macedonia. Endemic corruption is a maor
contributing factor to the centrifugal forces ill at
work in Macedonia. The Ohrid bargain to diminish
ethnic conflict by decentralising government
institutions and boosting Albanian representation in
them can only succeed to the extent the ingtitutions
function effectively and with credibility. In other
words, a more egalitarian, less overtly ethnic state
can only be redlised if Albanians and Macedonians
see the possibility to address grievances through the
Sate.

However, instead of attenuating ethnic differences
through shared government, Macedonia's ruling
parties have functioned as corrupt codlitions,
dividing turf among and within ministries and even
on the ground for separate exploitation. The division
of “turf” functions as a rehearsa for divison of
territory as politicians cynicaly present themselves
as defenders of the national interest while in fact
conspiring with the other side for personal or party
enrichment. As bi-ethnic corruption has deepened, it
has become more insidious — a racket in which

government inspection teams strong-arm businesses
into “paying up”. In turn, these rackets have created
both means (ample cash) and motive (fear of
judicial and political revenge) for ruling elites to
influence the upcoming e ections by intimidation or
outright vote-buying.

Macedonians often complain, understandably, about
vulnerability to trans-border insurrection from
Kosovo. However, far less attention is paid to
trafficking in contraband and weapons, not just by
smugglers on mules but also by operatives
cooperating with the authorities themselves™
Largely ignored is the critical link between
corruption and smuggling — a pernicious
development that has ramifications not only for the
Western Bakans, but wider Europe as well. As one
expert states, “corruption provides the oxygen for
organized crime, and in many ways is the greater
problem. It is difficult to address because it operates
within legal frameworks, involving legal actors. It is
easy to hold back those who are corrupt at the
ground level, for instance, ... border guards ... but
high level [corruption] is difficult to eradicate.”*?

The country’s collective inheritance from the
socidlist era, its sae and socialy-owned
enterprises, has often been privatised in a highly
non-transparent manner. The end result is a weaker
state with weaker borders and economy — a state
that disappoints the law-abiding and creates
extremists by angering those who fedl that they have
been denied their cut or had their principles
abandoned for money. A senior government adviser

' Indeed, the very word, “smuggling”, which connotes
sneaking and concealing contraband from authorities, is
often misapplied to Macedonia and possibly the region.
Observers gtate that much of the “smuggling” is done in
cooperation with or even by government officials, suggesting
that aterm like, “sate trafficking”, instead of the mideading
“smuggling”, would be more accurate. Terminology is more
than an academic matter, since policy decisions flow from
the perceived understanding of the problem. The Southeast
Europe Cooperative Initiative (SECI), for example, operates
on the basis that better cooperation among customs and
police authorities will help stem the tide of “smuggling”,
even though an important component of the problem is the
complicity of officialsin both ingtitutions.

12 Dr. Paddy Rawlinson, Lecturer, Centre for Comparative
Criminology & Criminal Justice, University of Wales, cited
in “Improving European law enforcement and security co-
operation to combat organized crime, corruption and illicit
arms trafficking”, report of seminar held 15-16 June 2001,
Saferworld and EURISC Foundation, p.15.
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states flatly, “corruption is the biggest threat to our

national security” .3

As cynicism and pessimism grow, especialy among
ethnic Macedonians, civil society weakens leaving
corrupt officials more comfortable and brazen. As
the cycle continues downward, the chances for
conflict climb. Ohrid's new laws often seem
irrelevant to unemployed Albanians and humiliating
to dispirited Macedonians.

This report describes corruption in detail, showing
how some of the scams work and what they mean
for Macedonian sability. It also examines the
international response to corruption, and how to
improve it. It is not surprising that an international
community that labours over the immediate Ohrid
agenda has little zeal to confront the government on
this most sensitive issue. However, the sad fact is
that neither the EU, an individual important player
like the U.S., nor any international organization is
standing up and taking responsibility for fighting
corruption.** This leadership vacuum leaves the
matter to ingtitutions, associations and programs that
generally assume good faith cooperation on the part
of the authorities. For example, the GRECO-
Council of Europe report on corruption in
Macedonia will be based primarily on a
questionnaire filled out by the government itself.*®

The international approach to corruption is
predicated on two fundamental misconceptions:
that Macedonia s rulers actually have an interest in
stemming the problem,*® and that Macedonia has

31CG interview, 10 April 2002.

“ A few interested states like the Netherlands and the
United States do fund programs, but officials describe them
as aimed at preventing opportunities for corruption, not
correcting abuses.

5 ICG interview with Stability Pact Anti-Corruption
Initiative and Council of Europe staff members.

'8 The remarks of Prime Minister Georgievski a an Open
Society Indtitute conference on the subject, 21 June, 2002,
suggest an attempt to shift responshbility for the problem:
“We are facing the inevitable question as to whether
corruption belongs exclusively to Macedonian citizens or
whether Macedonia has been exposed to corruption from
abroad”. The prime minister insinuated there had been
international corruption in the humanitarian response to the
1999 Kosovo refugee criss. See “Our gate has been exposed
to corruption from abroad”, Nova Makedonija, 22 June 2002.
The Albanian DPA party has strongly protested |CG remarks
on shared corruption in the country. DPA’s parliamentary
leader submitted aletter to this effect to ICG on 25 June while
commenting orally at the same meeting that “we do not get as

the time, as a normal country in transition, to
follow a*“long term plan.” By showering aid on the
government for fulfilling obligations to Albanians
without demanding reform,*’ donors inadvertently
give the impression to many Macedonians that the
Ohrid project itself is a kind of “pay off”; instead
of looking generous and fair, the international
community risks being pegged as one of
Macedonia’'s “enablers.”

There are two risks in highlighting the corruption
issue now. The first is that it may diminish
prospects for attracting critical foreign investment.
However, as one senior Macedonian official
engaged in the quest for financia stability said, “It
is better to get the problem out in the open and fix
it, than keep it in the dark”.*® The second is that by
releasing the report on the eve of an election
campaign, ICG will be accused of having political
motives. The report necessarily deals primarily
with malfeasance of the government that presently
bears responsibility for the country’s affairs.
Corruption did not first arrive in Macedonia with
the current government, however, and some of the
material presented below relates to politicians and
parties currently in opposition but in power up to
1998. The record of that earlier period is a
reminder that the upcoming elections are not likely
to produce a panacea for the corruption problem
regardless of the results. The best approach for any
party interested in mitigating politica fallout
would be to consider the recommendations in this
report, embrace civil society initiatives, and ask for
more concerted international help.

The am of this report is not to influence the
election, but to ensure that the corruption issue and,
more importantly, what can be done about it,
reaches the broadest possble spectrum in
Macedonia and the international community during
the campaign. If anything is clear from efforts to
achieve good governance in the Balkans, it is that
simply holding elections and hoping “the next

much from corruption as you think”, ICG interview with
Zamir Dika, 25 June 2002. The independent magazine Lobi
has written that the basic deal between DPA and VMRO-
DPMNE is a one-third/two-thirds split. “Macedonia, one year
on: Where are we going?’, Lobi, 25 February 2002.

Y The cut-back in balance of payments funding was in
response to the failure to come to terms on an IMF Stand-by
Arrangement, not because of corruption per se.

B |CGinterview.
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bunch will be more honest” is no solution.® Both
leading Macedonian parties have blemished records,
as do two of the Albanian parties. Now is the time
for Macedonia's citizens to ask not only who should
lead the next government but how it can do better
regardless of its party composition.

Precisely because the government is likely to be on
the defensive, and because any future government
will be less so, now is the best time for the
international  community to bring forward bold
demands for reform and offers of assistance.
Diplomats need not confront the government
publicly on its record but they should present it
privately with serious initiatives, for example, to
insert international “watchdogs’ in some of the
institutions most susceptible to corruption. Whoever
succeeds in the September 2002 poll will be bound
by the commitments. Additiona  specific
recommendations are detailed in the concluding
section of the report.

1. ATTITUDESTOWARD
CORRUPTION

The most extensive survey yet conducted of public
attitudes across the Western Balkans showed that
Macedonian and Albanian citizens of Macedonia
are aienated in roughly equal measure from their
political leaders.?® They expressed the lowest level
of public trust in their government (12 per cent),?
were most pessimistic about economic prospects,
and had the lowest opinion of the truthfulness of
local mediain the region.

Respondents from both communities identified the
most pressing problems facing the country as
unemployment, poverty and corruption — three
issues that straddle ethnic politics. Significantly,
they worried about corruption in near equa
percentages.?> Focus groups commissioned by the
Nationa Democratic Institute (NDI) expressed
similar concern: “Both Macedonian and Albanians
say that [among] the biggest problems facing the
country are ... thelack of rule of law [and a] system
[that] favours those with persona connections and
political party affiliation”. Participants linked
corruption to the poor state of the economy (the
issue often cited as most important). An Albanian
participant stated, “corruption is now the dominant
force in our government. If we do not eiminate

corruption, we will have more poverty” .2

9 The persistence of corruption and economic inefficiency
in Croatia, despite a government that is demonstrably more
transparent and honest, is testament to the need to rely on
more than a change in parties and personalities.

% The South East Europe Public Agenda Survey was
conducted January-February 2002 by South East Europe
Democracy Support) (SEEDS), commissioned by the
International Ingtitute for Democracy and Electora
Assistance (International IDEA). Full results are available at
www.ideaint.

% The second lowest level of trust was found in Serbia: 29
per cent.

“2 Only three percentage points separated Macedonian and
Albanian selection of corruption as a top issue of concern
(41.7 per cent for Macedonians and 38.5 per cent for
Albanians, according to the SEEDS survey, p. 5.) Other polls
bear out the IDEA data, including one conducted in
November 2001 by Transparency International which found
that over 80 per cent said laws are not respected in
Macedonia. A January 2002 poll by BRIMA-Skopje
reported that 64 per cent of respondents believed increasing
the competence of local government (as stipulated in the
Ohrid Framework Agreement) would not reduce corruption.

3 «pttitudes towards the Political, Social and Economic
Conditions in Macedonia Results of Focus Group
Research”, Presented by Penn, Schoen & Bertland
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Local experts repeatedly warn of the extent and
perniciousness of corruption. Nikola Tupancevski,
Macedonia's representative to the GRECO (Group
of States against Corruption) initiative of the
Council of Europe, recently stated that “Corruption
threatens our state”.>* The Macedonian chapter of
the non-governmental organisation, Transparency
International, said that “Corruption has been
accepted as anormal thing or way of life”.® Gjorgje
Marjanovic, professor of law at Skopje University
and an opposition politician, claimed, with reference
to corruption, that “Macedonia is not a state under
law”, % and “the Macedonian government isatotally
irresponsible organism which must finally be put

under guardianship” .’

Business surveys produce similar judgements. A
1999 World Bank study found that “[Macedonia
and Albania ... show higher levels of administrative
corruption. These countries have extremely
underdeveloped public administrations and lack
control and accountability mechanisms within the
date”.® The “high cost of corruption” was second
only to “state bureaucracy” as the main problem
encountered in doing business, according to a
survey by Transparency International, which found
that four of ten investors in Macedonia had to bribe
customs inspectors or officias to avoid interruptions
in their work.”

With varying degrees of conviction, international
organisations and officias have also acknowledged
that corruption in Macedonia is widespread. The
European Commission’s recent Stabilisation and
Association Report states that “Corruption is a
serious cause for concern.... Corruption in the public
service is a widespread problem and undermines the

Associates (Research commissioned by National Democratic
Ingtitute), 31 January 2002, pp. 4, 7.

 |nterview in Forum magazine, 28 March 2002.

% Forum magazine, 28 March 2001.

% |nterview with Professor Djordji Marjanovic, Aktuel
magazine, 29 March 2002. Also, ICG interview with
Marjanovic, 25 March 2002.

%" Dnevnik, 22 April 2002.

%8 %1999 Business Environment and Enterprise Performance
Survey (BEEPS)”, commissioned by the World Bank and the
European Bank for Reconstruction and Development, cited
in the Stability Pact Anti-Corruption Initiative (SPAI)
Steering Group report, “Anti-corruption measures in South-
eastern Europe — Country reviews and priorities for reform”,
Council of Europe Press: Strasbourg, September 2001, p. 22.
# «Corruption and Foreign Investment cannot walk hand in
hand”, Dnevnik, 15 February 2002.

credibility of the politicd and administrative
ingitutions’.*®  The World Bank found that
Macedonia is subject to especialy high levels of
“administrative corruption”.** Most recently, EU
External Relations Commissioner Chris Patten said
that “We are determined to see in [Macedonia) ... a
really determined effort made to root out corruption.
Corruption poisons political and economic life” .

Most disturbing is that the trend in Macedonia —
unlike most other Balkan countries — seems to be
worsening. A survey commissioned by USAID
found that five of seven indices measuring
perceptions of corruption over the past year have
declined. On the critical measure of “Involvement in
Corrupt Practices’, the survey notes that “the index
values doubled.”*

Slagjana  Taseva, Executive Director  of
Transparency International  (T1)  Macedonia,
believes that as citizens have become aware of the
extent of corruption, their tolerance has significantly
decreased.® Disgust with corruption is fundamental
to the lack of faith in ingtitutions and politicians and
presumably a magjor reason why so many say they
will not vote this autumn.®*®* However, abstention
from the democratic process is more likely to
encourage than challenge corruption.

Civil society organisations are too weak to mount an
effective campaign against corruption. This can be
done only by a new codlition of existing political
groups or the international community. In practice,

% European Commission Staff Working Paper, Former
Yugodav Republic of Macedonia, Stabilisation and
Association Report, Brussdl's, SEC (2002) 342, p.3.

3 World Bank Study, cited in the Stability Pact Anti-
Corruption Initiative (SPAI) Steering Group report, “Anti-
corruption measures in South-eastern Europe — Country
reviews and priorities for reform”, Council of Europe Press:
Strasbourg, September 2001, p. 22.

% gSpeech by Chris Patten, EU Externa Relations
Commissioner, to the Western Balkans Democracy Forum,
Thessaloniki, 11 April 2002.

3 «Corruption Indexes, Regional Corruption Monitoring”,
April 2002, USAID, Southeast European Legal Development
Ingtitute, in cooperation with Vitosha Research, p. 6.

% “The country is in crisis because of the corruption of
government dlites’, Kapital, 10 January 2002.

* A poll commissioned in fall 2001 by the International
Republican Ingtitute (IRI) and leaked to local media found
that almost half the respondents (47.1 per cent) either
“didn’t know” who they would vote for or did not favour
any party mentioned. Few cited the separate category a
“different party”.



Macedonia’s Public Secret: How Corruption Drags The Country Down

ICG Balkans Report N°133, 14 August 2002

Page 7

the latter is best placed to initiate such a campaign.
This report examines the international community’s
reluctance to engage serioudy with corruption and
proposes how it might do so. First, however, to
illustrate the scope of the problem and its
implications for stability, it offers several case
studies.

| 1. THE SPECTRUM OF CORRUPTION

A. FuLL STATE CAPTURE: THE FREIGHT
FORWARDER SCANDAL

The Stability Pact Anti-Corruption Initiative (SPAI)
describes corruption as a symptom of poor
governance and an impediment to the legal exercise
of power through economic, social and political
intitutions® The World Bank distinguishes
between two major forms of corruption:

a “dtate capture” — meaning the ability of
powerful individuals or firms to influence the
formulation of laws or government policies to
their own advantage.

a “adminigtrative  corruption” when the
implementation of laws and rules is
influenced by bribes to public officials (e.g. to
gain licences, remove customs obstructions,
or win public procurement contracts).®’

A third, hybrid form now appears to flourish in
Macedonia: full state capture together with
administrative coercion. Not only are businesses
prey to the demand for bribes; they are also subject
to active reprisals and pressures if they do not give
them.

The clearest aleged example is the Customs Service
where, according to various sources, the Customs
Director, Dragan Daravelki, is said to maintain a
racket to coerce busnessmen to use a favoured
freight forwarding firm that is under his control.
According to a customs officia interviewed by ICG,
use of riva shipping firms can result in
“problems’.*® This officia, and another individual
prominent in the freight forwarding industry, have

% Stability Pact Anti-Corruption Initiative (SPAI), Steering
Group report, “Anti-corruption measures in South-eastern
Europe — Country reviews and priorities for reform”, Council
of Europe Press. Strasbourg, September 2001, p. 18. By
contrast, organised crime has been defined as “groups who
primarily focus on illegal gain, commit crimes with serious
consequences for society and are able to screen these crimes
in a relatively successful manner, in particular by showing
that they are prepared to use physical violence or by ruling
out persons by corrupt means.” Cited in Rawlinson, “The
threat of organised crime”, op. cit., p. 13.

37 « Anti-corruption in transition — contribution to the policy
debate’, World Bank © 2000. See also SPAI Steering
Group report, op. cit., p.19.

% 1CG interview with customs official.
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corroborated local press reports that assert
Daravelski has eliminated or minimised the transport
businesses that do not go aong. It has been
estimated that the favoured firm earns U.S.$10,000 a
day from the drong-arm scam. Allegations
circulating publicly (someintheloca press) include:

a Cigarettes for export to a Croatian firm were
held up a the Tabanovce border crossing
reportedly for failure to use the favoured firm.
The Croatian government is said to have
intervened in Skopje to try to get the goods
moved.

a A competing freight firm, Fersped, clamsin
writing that 200,000 tons of cement product
were blocked by customs and police officials
in 2001 and 2002, “but when the job was
undertaken by the [favoured] forwarder, the
same transport was carried out normally and
smoothly, and we lost the job due to obvious
biased attitude of Customs authorities...”

a An importer of medical equipment with a
contract for re-export stated that his trucks
were blocked by customs officers until he
dropped Fersped in favour of the favoured
forwarder.*°

U.S. Ambassador Butler has publicly expressed
disappointment with the Customs Service and called
on business people to speak out about their
problems. “Some goods are waiting a border
crossings for a longer time [than necessary.] Some
of our goods have been confiscated for no particular

reason”

¥ Text supplied to ICG: “Information on problems we have
been facing with the Government officials of the Republic of
Macedonia’, Fersped A.D., Skopje, 12 April 2002. Fersped
further alleges that consignments to KFOR in Kosovo have
been held at the Greek-Macedonian border for more than 60
days, that the Customs House does not accept KFOR
documents as certification of receipt of goods in Kosovo
(thus, exempting from customs duties), and that the latter
practice has resulted in unfair chargesto it of €75,000.

“01CG interview.

4L “Butler: U.S. Government disappointed with Macedonian
Customs’, Dnevnik, 20 June 2002. Ambassador Butler is not
aone in his disappointment; a shipment of several dozen
copies of ICG Bakans Report 108, After Milosavic: A
Practical Agenda For Lagting Balkans Peace, 26 April 2001,
was held by customs officials for almost a year. A punitive
“import tax” not envisaged in Macedonian legidation was
demanded — for a publication that ICG wished to distribute

Customs Director Daravelski has insisted to ICG
that neither he nor the Customs Service is involved
in any of the alleged activities and that he has no
relationship with any freight forwarder.* It is, of
course, appropriate that his denials be fully taken
into account in any investigation. A strong public
interest would certainly be served, however, by a
thorough investigation by the appropriate
Macedonian authorities, at the very least in order
to restore public and business confidence.

1.  Evolution of the problem

Corrupt links between large enterprises, state organs
and political parties were a feature of the landscape
in Macedonia long before the present government
came to power. Corruption appears to have been
widespread in, and under, the previous government,
led by an SDSM-PDP codlition.*® Fersped itself is
alleged to have links to opposition parties and to
have enjoyed advantages under the former
government. Former Prime Minister Branko
Crvenkovski, leader of the SDSM, once gave a
memorable speech warning about the “octopus’ of
corruption but failed utterly to curb the problem.

However, the dleged freight-forwarding racket
would demonstrates an important evolution:

a Instead of possible favouritism toward
shipping firms with “connections’ to the
government (i.e. norma state capture), the
new Customs racket appears to demonstrate
full state capture: the fusion of private or
party-owned or associated firms with elements
of the state structure. As shown below,
exploitation of state-sponsored rackets is
reportedly not confined to freight forwarding.

Q Instead of smple bribes for service
(“administrative corruption”), the present
allegations suggest systematic abuse of
regulatory procedure to coerce usage of a
favoured firm (administrative coercion).

In other words, senior elements of a state agency are
believed to have evolved from passive opportunists

free of charge. ICG declined to pay, and the reports were
never delivered.

“21CG interview with Dragan Daravelski, 22 July 2002.

“3 Prominent examples given of aleged corruption are the
failed “pyramid” bank, TAT, administrative corruption in
Customs, procurement fraud, export fraud, alleged abusesin
the car import firm Asiba, and non-transparent privatisation.
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to active racketeers. As discussed below, there is a
prospect of active smuggling collaboration between
criminal elements and state structures. A prominent
government minister conceded this evolution to
ICG.

Pivara Skopje, Macedonia’s leading brewery, has
provided ICG written, detailed allegations of
selective, arbitrary abuse of procedure by senior
officials and former officials in Customs and the
Public Revenue office® Sources say that Pivara is
harassed because it refuses to pay bribes. Other
sources report similar patterns of corruption in other
fields. One wedthy landowner claims two of his
homes were bulldozed because he refused to pay a
U.S.$1 million bribe demanded by a government
official *

Borce Davitkovski, a university professor of law,
described the impact of administrative coercion as
applied to amajor pharmaceutica firm: “The Public
Revenue Office ... inspected both the privatisation
and the financia work and all the commissions
found no irregularities. It is obvious that the
intention isto create pressure. Such activities are not
good for the economy ... or for foreign investment.
Who wants to invest in a company that is under
inspection every day?’*®

“ Document provided to ICG by Pivara Skopje, AD, dated
10 April 2002. The alegations about Customs concern
failure to permit a representative of the brewery to be present
during the sampling of imported sugar, which ultimately
triggered substantial tariffs, deliberate delay and refusa to
provide Customs refunds. The alegations about the Public
Revenue Office concern arbitrary and protracted revenue
inspections as well as unauthorised confiscation of materials.
“ Interview with ICG. The landowner provided documents
to ICG.

“ “Interview with Borce Davitkovski, professor at law
faculty”, Aktuel magazine, 5 April 2002. Professor
Davitkovski has no official position with the SDSM but is
believed to be close to that opposition party. The firm in
question is the pharmaceutical house, Alkaloid. Alkaloid's
Director claims that the firm already pays on average more
than €10 million per year in liabilities to the sate.
“Investments in conditions of war and transition”, Trajce
Mukaetov, Ministry of Finance Bulletin, 12/2001, p. 97.

B. CORRUPTION AND THE OHRID
AGREEMENT: THE HEALTH FUND
SHAKEDOWN

With expenditures of almost U.S.$160 million,*” the
Health Insurance Fund (HIF or Fund) essentidly
controls the national medical market. It functions as
the payments mechanism for the state health system,
procuring its medicine and equipment. The Director
of the Hedth Fund, Vojo Mihgjlovski, is aso
General Secretary of the ruling VMRO-DPMNE

party.

The Fund has operated with a loss for years,
mounting to U.S.$37 million by 1998. To address
this, firms that had signed contracts to supply
drugs were asked to discount their terms (reduce
what they were owed by the Fund) by as much as
25 per cent to get their accounts paid.

According to sources who clam first-hand
knowledge, the procedure changed in mid-2000.
Instead of being asked to reduce the amount owed,
suppliers were reportedly asked to hand over 5 per
cent of their accounts recelvable in cash. This
amount was deemed — in writing, according to a
source — a contribution to the VMRO-DPMNE
party. In other words, suppliers were required to
rebate 5 per cent in cash directly to the party,
instead of taking a 25 per cent reduction in the value
of their tender. Many complied. This contribution
was said to have then been raised to 10 per cent, and
again to 15 per cent. One supplier says that the
kickback is occasionally as much as 30 per cent. An
observer attributes the hikes to the fact that “thisis
an election year”. Sources say refusals result in the
dispatch of inspectors, sometimes from the Public
Revenue Office, to scour records for irregularities.*®

Sources also alege gross abuse in procurement of
health care equipment, including what is said to
have been a bribe amounting to U.S.$425,000 for
purchase of a cancer treatment device, and frequent
purchases without tenders. The “contribution” is
reportedly paid in cash and the “contributor” offered
areceipt.

Officids at the State Audit Office confirmed to ICG
that their examination of the Health Insurance Fund

“" Ministry of Finance data, Bulletin 12/2001, p.22.
“ |CG has interviewed individuals who assert that they
experienced this.
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in August 2001 found violations, inter alia,
concerning procurement, use of assets, and tenders.
ICG has obtained a copy of the audit (which has not
been made public). Besdes assailing the overal
accounting methods — “Health Fund financia reports
are not prepared according to basic accounting
principles’ —auditors specifically found that:

m} income for the fund was understated due to
cancellation of obligations without the
agreement of creditors and without a decision
of the Administrative Board;*

a there is no record of payments from the
contributions from those insured; and

a a procurement contract was made by “direct
agreement” with afirm that had not even bid
on the tender when it was put out to the
public.>

Monthly estimates for the revenue from the kickback
scheme range from U.S.$200,000 to $250,000.
Estimates of the total revenue from Health Insurance
Fund corruption (including procurement fraud)
range as high as U.S.$20 million annually.

Financiers point out that in any system where
kickbacks are as rife as they appear to be in the
Hedlth Fund, the natural adversaria relationship
between buyer and seller (which normally produces
the most economical price) is absent. Instead, the
Fund shares the seller’s interest in raising the price
for drugs, since thiswill aso boost the kickback.

Health Insurance Fund Director Mihgjlovski did not
reply to written ICG requests to discuss the above
allegations.® Since the operation of the hedlth care
system is of great concern to all citizens, however, it
would serve a dtrong public interest for the
Macedonian government to look carefully into and
report on these matters. As a first step, the
government should publish the report prepared by
the State Audit Office.

1 Consequences

The dleged Hedth Insurance Fund shakedown
would appear to have serious consequences for
hedlth care delivery and implementation of the
Ohrid Agreement. In economic terms, kickbacks
wrung from suppliers are a “saving” that should
belong to citizens who contribute to the Fund.
Ordinarily, any savings obtained from suppliers
would be returned to the health care system to
improve salaries of health care workers, reduce fees,
upgrade conditions, or increase availability of care
and medicine. Instead, a political party pockets the
savings while the health care system deteriorates.
Low wages encourage doctors and nurses to accept
bribes for service.>® Health care workers threatened
to strike on 11 April 2002 over compensation.>

Overall, as one expert stated, because true income
and expenditure is never properly reported, the
underlying poverty of the heath system is never
addressed because “new money” is aways
removed.”

On 21 June 2002, a a corruption conference
organised by the Open Society Ingitute, ICG
questioned Prime Minister Georgievski about
alleged corruption in the Hedth Fund. Without
specifically addressing whether money has been
diverted to the party, he stated that the Fund's
deficit has been eradicated, and investment in health
care hasincreased.®

Authorities have recently acted aganst some
relatively small fry. The police arrested one doctor
(the Chief of the Psychiatric Department of the
Military Hospital), accusing him of accepting bribes
for declaring soldiers “mentally unfit for duty”.*’
The doctor, apparently one of severa to be arrested

for bribery, denies these charges and clams he was

“9|CG interview with State Audit Office, 11 April 2002.

* Financia experts say that this is a reference to the
kickback operation described above.

* “Final Report for the Audit of the Annua Account for
2000 of the Health Fund”, State Audit Office, Republic of
Macedonia.

%2 | CG sought appointments with Mr. Mihajlovski, by letter
and by telephone calls, on 15 July 2002 and 29 July 2002
without receiving aresponse.

>3 One source conveyed to ICG how a doctor working in the
state system had insisted on a steep bribe (demanding more
than was offered) for treatment; when the doctor moved to a
better-paying private hospital, no such demand was made.

> “The Health Care Sector On Strike”, Utrinski Vesnik, 11
April 2002.

% Communication with health expert, 9 July 2002.

*® Georgievski's response ignores the main point that,
regardless of improvements in the balance sheet, kickbacks
continue to drain funding away from the health system.

"« A corrupt doctor issuing false army release documentsiis
arrested”, Dnewvnik, 9 April 2002. The physician, Gjorgi
Mitrovski, is accused of having accepted seventeen bribesin
the amount of €1,500 each.
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set up because his brother is close to President
Trajkovski, who is at odds with the Prime Minister.*®
State controlled media report a crackdown on state
pharmacies in Skopje and Bitola, leading to
dismissal of the Director of the Bitola Medical
Centre for the “illegal work of the pharmacy”.>®
Such measures look too much like scapegoating,
however, to increase public confidence in the

system.®°

A centra concept of Ohrid was to prevent
Macedonia's disintegration by increasing Albanian
rights and representation and decentralisng
government power. The Law on Loca Sdf-
Goverent was deemed so important that it was the
sole hill formally stipulated as a prerequisite for the
donors' conference to be held. Negotiations over the
health sector were the most contentious element of
the law® The Albanian parties reportedly
demanded a third of the lucrative exploitation of the
Health Insurance Fund. Having laboured for years
to overhaul and privatise the health sector, donors
persuaded the Albanians to accept instead
accelerated  privatisation of local  clinics,
decentralisation of limited aspects of the heath care
system, outsde the Fund;, and improved local
oversight of the health care system, including of the
Fund.®? Two innovations were contemplated:
expansion of the Health Minister’s existing “health
council” to include more Albanians, and
establishment of an independent, international
“health watchdog” .

% “The Doctor in the Military Hospital is one of many that
wereto be arrested”, Utrinski Vesnik, 10 April 2002.

%9 \/ecer, 11 April 2002.

8 «Corruption cannot be fought by eliminating the small
fry”, Dnevnik, 5 April 2002.

" Two other issues emerged in the negotiations — over
education and the right of municipalities to join
administratively. Neither proved nearly as contentious as the
sguabble over the health sector.

62 Sub-paragraph (1)-9 of Article 22 of the Law on Local
Self-Government sets out the specific competencies of
municipalities over Healthcare: “ governance of the network
of public health organisations and primary care buildings to
include representation of local government in all the boards
of al publicly-owned health care organisations;, health
improvement; preventive activities, protection of health
workers and protection at work; health oversight over the
environment; oversight over contagious diseases; assistance
to patients with special needs; and other areas that will be
determined by law”.

% These were agreed in so-called “side-dedls’ outside the
formal terms of the law, according to EU sources.

Little has been done, however, to advance any of
these measures. Privatisation remains mired; the
health council has not been expanded; and the
promised international “watchdog” has not been
established. World Bank officiads recognise the
need for reforms but bak a financing the
international watchdog, saying that officials will
keep him in the dark then use the watchdog as an
alibi against charges of corruption. They argue that
the Macedonians themselves must “take ownership”
of the situation through the Ombudsman and civil
society initiatives, both of which the World Bank
could support.®*

The Albanian DPA party — some of whose leaders
are said to have fought hardest for the “one-third”
share — is not among those vigorously demanding
implementation of the dea for Hedth Fund
oversight. On 28 February 2002, DPA members
voted in parliament with their Macedonian coalition
partners from VMRO-DPMNE to block a review of
the above-mentioned dstate audit of the Hedth
Fund.®® In other words, instead of bringing facts
about the suspected Fund malfeasance into the open,
the DPA apparently helped cover for its coalition
partner.® Having lost its alleged bid for a one-third
share of Fund operations during the negotiations
over the Law on Local Self-Government, DPA’s
interest appears to have reverted to managing its
other “business arrangement” with VMRO-DPMNE.

As do their VMRO-DPMNE counterparts, DPA
leaders chafe at accusations of corruption but while
denying them one of their number has also said to
ICG that “we do not get as much from corruption as

% 1CG interview with senior World Bank official in Skopje,
19 April 2002. Macedonian experts like Professor Marjanovic
and former Justice Minigter VIado Kambovski believe that
indigenous ingtitutions and civil society are too weak to fight
corruption unless they receive direct international assstance.
Interview with Kambovski on 9 July 2002.

& According to Petar Gosev, |eader of the opposition LDP,
Nikola Popovski submitted a motion to parliament that the
State Auditor’s Report on the Health Fund activities should
be discussed. The request was rejected by a mgjority in
parliament on 28 February 2002. Only 23 MPs voted for the
proposal.

% When asked why DPA effectively covered for VMRO-
DPMNE and stopped debate of the Health Fund audit, a
party official said only that, “parliamentary discussion serves
no purpose’. However, he added that, “ everyone knows what
is going on in the Health Fund” and maintained that DPA
gill wanted the appointment of the “watchdog”’. 1CG
interview with DPA parliamentary coordinator, Zamir Dika,
25 June 2002.
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you think”.®” DPA’s parliamentary leader did not
explain why the party has not challenged published
accusations from Lobi magazine editor 1so Rus to
the effect that the its main “achievement” had been
to win VMRO-DPMNE agreement for DPA to take
one-third of government spoils.%®

One DPA officia, however, did alege that an
SDSM member of parliament is closely involved
with a pharmaceutical firm that frequently pays
kick-backs to the Hedth Fund. A non-partisan
pharmaceutical importer says that the firm wants to
place the MP on its board of directors so that “if the
opposition wins the election, they will aready have
a ‘connection’ to whomever is appointed the new
Health Fund director”.®

The tendency for power-sharing under Ohrid to
become a way to raise the Albanian share of
government spoils is a major obstacle to realising
the promise of the Law on Local Self-Government.

C. MULTIETHNIC CORRUPTION:
“CONTINGENT” SALESIN A MINISTRY

A former deputy minister of economy in last year's
“unity government””® has provided ICG what he
ingsts is a striking example of the ease with which
Albanians and Macedonians cooperate over
corruption. Allegedly, in his first meeting with the
(Albanian) head of hisministry, Besnik Fetai:

%7 1bid. During the course of the meeting at which he made
the quoted comment, Dika also handed over a letter denying
in effect the accusations against the party.

% “Macedonia, one year on: Where are we going?”, Lobi, 25
February 2002. Meeting with DPA parliamentary coordinator
Zamir Dika, 25 June, 2002.

% |CG interview with pharmaceutical businessman, 12 July
2002. According to Transparency International Macedonia,
the recently passed law on members of parliament would
make such membership illegal.

" The former Deputy Minister is Zoran Vitanov of the
Socidist party. The demand for an over-arching politica
settlement to the conflict made it necessary to broaden the
DPA-VMRO-DPMNE government. The opposition PDP
(Albanian) and SDSM (Macedonian) parties joined the
government on 8 May 2001. Their national unity
government lasted until late fall. The long-delayed
congtitutional  amendments provided for in the Ohrid
Agreement were passed on 16 November 2001, and SDSM
|eft the coalition on 21 November.

[Without my asking,] Fetai ... bluntly told me
to speak to Inspector X and ask him to
provide me with a list of the 50 biggest trade
wholesalers. [He] told me to choose one of the
wholesalers and send Inspector X there to
“find irregularities’. These irregularities
would total about U.S.$150,000 in pendlties.
He said that the seller would then be
“encouraged” to offer about U.S.$12-15,000
as a bribe to avert the pendties. [He] told me
to keep the bribe, but to give about 20 per cent
back to Inspector X."

The understanding reportedly was that the deputy
would have libera access to this shakedown, while
staying off the minister’s own “turf ”. Such a
division of spoils by territory or sector is believed to
be a common feature of the current codlition.
Indeed, the former deputy minister describes hisand
the minister’s mutua shock — his own upon
receiving the offer, the minister's that it was
refused.

Minister Feta’s real interest, according to the
former deputy and others, concerned the practice of
price-fixing and selling “contingents’ (rights to
import staples such as sugar, meat and cheese). This
alleged scam rests on the legal right to restrict such
imports to protect domestic producers from foreign
competition. According to the former deputy, the
ministry artificially raises prices by cutting off
imports for a protracted period. A “contingent” of
the item is then approved to an importer, and afeeis
pocketed.” The former deputy minister estimated
the take for officias selling contingents that he
claimed to be aware of during his short tenure in
office amounted to U.S.$2.5 million, and that the
total take over the same period was at least five
times more.

In an interview this year, Minister Fetai downplayed
hisrolein the selection of contingent awards:

In the Ministry of Economy there is a
commission that has selected the companies

™ The former deputy minister provided the name of the
inspector to ICG.

2 1CG interview, 11 April 2002. The former deputy
minister had said some of the same things publicly more
than a haf-year earlier. He is now a member of an
opposition party. ICG has interviewed another source who
reported the sale of contingents discussed below.

3 Contingents are approved by a board on which several
ministries are represented.
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that have applied for sugar contingents and
not me. About 50 companies have applied on
the tender out of whom 30 are from the
confectionary industry. The chairman of the
commission, Imer Shabani, made the
assessment and decided to grant the import to
twelve companies. It was their decision and |
only signed it. | don’'t know where the sugar
was imported from, nor do | know the
businessmen who imported the sugar. ™

This interview largely echoed the minister's
assertion ayear earlier that:

the decision of the government was to import
white sugar for sale and not for production.
Fifty companies have applied to the Ministry
of Economy, twelve of whom are trade
companies, and 38 are companies dealing
with food products. According to the decision
of the government and Article 24(a) of the
Customs Law, that says if there is a lack of
some product on the market that is important
for the standard of living of the citizens, the
Ministry of Economy has the right to
intervene on the market. The decison was
reached a one of the government sessions,
after which the contingents were shared. The
contingents are shared by the decision of the
commission in the Ministry of Economy, and
| only sign those decisions.”

Zum magazine estimated the “ price” for the rightsto
sell 15,000 tons of pork a U.S.$ 12.5 million. It
alleged that a single contingent sale to an official
close to the minister cost U.S.$200,000. The
magazine also asserted that firms close to the ruling
parties have had preferential treatment in relation to
obtaining contingents, and that certain exporters of
meat have advance notice of the sale of contingents
and raise their prices accordingly.”

Contingents should be awarded on the basis of
proven merit (facilities, reliability, sanitary
standards), or on a first-come/first-serve basis. They
are daleged to go instead to those who can pay
regardless of the size or requirement. For example, a

" “Macedonian Economy suffers losses of DM 700 million
fromthe crisgs’, Vecer, 10 April 2002.

™ “Mega interview with Besnik Fetai”, Kapital, 19 April
2001.

"6 «Albanian firms won the meat import”, Zum, 20 April
2001.

contingent for 1,000 tons of sugar was reportedly
approved for a company with only three employees,
while a company with over twenty supermarkets
was granted only ten tons.”” Other businessmen
report similar alocations based on who iswilling to
“pay the price”.”® Zum estimates that the contingent
sales practice costs the budget U.S.$20 million. To
put this in perspective, the recent U.S. pledge to
assst Macedonids balance of payments was
U.S.$16.5 million.”

Such corruption alegedly has a double impact on
the economy. It cheats the national bank of revenue,
forcing taxes to be raised, and so further inhibits
growth, and it makes consumers pay higher prices.

ICG has sought to provide Minister Feta an
opportunity to discuss the allegations that have been
made about his actions. The Minister has not
responded to ICG’ s request for ameeting.®

Minister Fetai recently suggested in an address to
Macedonia’ s American Chamber of Commerce that
accession to the World Trade Organisation with the
concomitant requirement to harmonise national law
with internationa standards would help solve
problems such as these because it would “increase
transparency and reduce the opportunity for
subjectivism in the treatment of businesses’.®! In
fact, the above instances appear to illustrate that
often it is not the absence of laws that fosters
corruption so much as the web of existing rules and
regulations itself. According to  Professor

" The Minister of Finance says that his ministry, which sits
on the responsible board, did not approve these sales. ICG
interview with Minister Gruevski, 16 April 2002. ICG
reported allegations that the profit from a similar sugar dedl
involving 15,000 kilos of refined sugar in 2000/2001 was
estimated at U.S$2.5 million. See ICG Bakans Report
N°109, The Macedonian Question: Reform or Rebellion, 5
April 2001, p.13. The report cited a front-page Dnevnik
article from 30 March 2001.

"8 Pivara Skopje, for example, has made public charges.

" U.S. data from Embassy Press Release, 12 March 2002.

8 | CG submitted a request for a meeting to Minister Fetai at
the beginning of April 2002 to which no response has been
received. |CG subsequently spoke with Zamir Dika, a senior
official of the minister's party, DPA, about the aleged
activities both of Fetai and of the party generally. During the
same interview, Dika submitted aletter to ICG contesting the
allegations while commenting orally that “we do not get as
much from corruption as you think”. ICG interview with
DPA parliamentary leader Zamir Dika, 25 June 2002.

8 U.S. Chamber of Commerce magazine, “Free Market
Rules’, February/March 2002, p. 8.
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Davitkovski, Macedonia has “actudly incited
corruption by adopting regulations that gave huge
discretionary rightsto ministers ... If we prevent the
possibilities for discretionary rights, then we will
avoid corruption on the high level” &

The truly startling element of the alleged contingent
sales scam isthat it has been public for so long, with
so little resonance. Press investigations were
published more than a year ago, and the former
deputy minister’s allegations are almost as long in
the public domain. Yet, typically, public charges
have not been followed up by government action.
At the very least the government should release all
information at its disposal so that the public can
make an informed judgement on the serious
allegations.

The massive cynicism evidenced by citizens of all
nationalities is produced by the combination of high
public awareness of alleged corruption with equally
high awareness that state ingtitutions do not follow
through on the allegations. This explains both
Macedonia slow level of public faith in ingtitutions,
and the difficulty facing civil society leaders who
want to mobilise the public against corruption.®
Professor Marjanovic argues that power and
invulnerability are natural partners in Macedonia
“People in power are untouchable; by definition, if
you can be ‘touched’, then you are not a credible
power” 2 Taseva of Transparency Macedonia adds
that corruption remains a “low risk, high reward
activity” %

The near irrelevance of disclosure is not lost on
Macedonia's politicians. Former Deputy Minister
Vitanov says that he twice discussed the contingents
scam with Prime Minister Georgievski, warning
him of his intention to go public. “Go ahead”, the
prime minister reportedly told him, “there is no such
thing as ‘ public opinion’ here” 8

% “Interview with Borce Davitkovski, Professor at Law
Faculty”, Aktuel magazine, 5 April 2002.

8 Such as the Transparency Macedonia executive director,
Taseva, and its president, Zoran Jacev, and Open Society
Institute (OSI) Macedonia Director Vladimir Milcin.

8 1CG interview, 3 April 2002.

% This is why she campaigns for changes to laws and
regulations to make confiscation of assets possible. For
example, Transparency Macedonia urges that the tax rate for
property whose origin cannot be established (set in the draft
anti-corruption law) should be raised considerably.

% |CGinterview, 11 April 2002.

D. DEFYING INTERNATIONAL LENDERS:
THE MAKEDONIA TELEKOM CASE

Corruption is by no means limited, however, to the
actions of government officials. It pervades much of
the climate of doing business in the country. The
following case may illusrate how confident
Macedonian business people are about engaging in
guestionable practices even when these are
detectable by outsde parties. According to
international sources and Macedonians familiar with
the transaction, the Macedonia Telekom Board
declared itself two substantial dividends. The first
dividend was declared on 30 November 2000, when
the company was actively involved in privatisation.
The second dividend was pad following the
acceptance of the buyers offer. The first dividend
totaled between U.S.$25 million and U.S.$30
million and the second, which isin dispute, between
approximately U.S.$8 million and U.S.$20 million.?’

Former Telekom officials insist that all dividends
were fully disclosed to the buyers who ultimately
paid €362.5 million for the company.® The buyers,
however, say they were unaware of the second
dividend and have chalenged the amount of
“sponsorships’ (cash grants) given out by the
Telekom management during and after the due
diligence period.®

Macedonian sources concede that the dividends
violated loan covenants stipulated by the European
Bank for Reconstruction and Development (EBRD).
Indeed, they admit that the second dividend was
declared after the EBRD had expressy warned the
Telekom Board that it was acting in contravention
of the loan terms.*

This experience®™ is at least a cautionary tale for
foreign investors, who may depend on the discipline
that powerful internationa lenders like the EBRD
might be expected to be able to impose on their

8 1CG interviews with a Macedonian insider, 12 July 2002,
and with international sources, including on 12 August 2002,
an individual associated with the purchas ng consortium.

8 |CG interview with aMacedonian insider, 12 July 2002.

¥ |CG interview with an individual associated with the
purchasing consortium, 12 August 2002.

% 1CG interview with aMacedonian insider, 12 July 2002.
%A In a further development since this report was first
published, former Makedonia Telekom CEO Danid
Doncev, in astrongly worded ‘ Open Letter’ circulated to the
Macedonian media on 9 September 2002, denied
categorically that any undisclosed further dividend had been
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borrowers.® Yet, Macedonia can hardly afford to
discourage investment. While figures vary
depending on definitions, in a normal year
Macedonia receives U.S$50 million to U.S.$75
million in foreign investment. Excluding the one-off
telecommunications sale (which produced €362.5
million), investment fell by 60 to 70 per cent in
2001% and remains off in 2002.%

The decline in foreign investment both raises the
cost of capital for the local firm seeking to start up
or expand and denies fuel to the economy as a
whole. “No business project can pay off if it uses a
loan that isto be returned with 20 per cent interest”,
says one private company.* High interest rates
mean firms must use more revenue to service debt
rather than in production and hiring. Overal
demand drops, including for firms not dependent on
foreign investment, and economic activity shrinks.
Loss of foreign investors also means loss of foreign
business and management techniques needed to
build a stable economy.

Given the economic stakes involved, therefore, the
Macedonian government should undertake an
urgent review of its privatisation program to ensure
that it operates pursuant to international standards
and is deserving of investor confidence.

E. THE OKTA REFINERY PRIVATISATION

As in most transition countries, privatisation of
state-owned property in Macedonia has often been
anything but transparent, producing as a
consequence concerns apout whether purchase

paid. Whether or not Mr Doncev’s account proves correct,
it remains unchallenged that dividends were paid in breach
of EBRD covenants and ICG's view remains that the
whole transaction is one that would unquestionably benefit
from high-level independent investigation.

°! There have been other cautionary tales, including some
involving more than monetary dispute. Gideon Sandel, an
Isragli citizen representing various businesses, claimed in
writing to ICG that he was the subject of a spurious three-
month detention in prison during the time of the previous
(SDSM-led) government. He alleged that he was denied not
only due process but also any subsequent acknowledgement
of the basisfor hisarrest.

% Interviews with IMF, and separately with the Small
Enterprise Ass stance Fund.

% Inteview with IMF, 25 June 2002.

% “Expensive loans and corruption hamper development”,
Kapital, 7 February 2002.

prices paid and other aspects of deals, including the
behaviour of senior officials, were appropriate.

In some cases, purchasers are not after the physical
assets themselves (which may be outdated and
rusting socialist structures), but the monopoly and
marketing rights that may go with the company.
These rights were a major interest for Greek
investors, Hellenic Petroleum and Meton-Etep,*®
during negotiations in 1998 and 1999 to obtain
Macedonia’'s oil refinery, Okta. The deal resulted
in Macedonia selling off at a price believed by
objective anaysts to be favourable to the
purchasers not only a state asset, but virtualy its
ability to control the import and pricing of a
strategic asset, oil. Much of Macedonia's energy
sovereignty was effectively transferred to a firm
from a neighbouring state with which Macedonia
has a number of outstanding political issues.*
International financia officials advise ICG that the
U.S.$32 million price did not represent fair market
value and that the creation of a private monopoly
was inadvisable. One independent investor with
knowledge of the deal bluntly commented that it
could only have been concluded “by an idiot or a
corrupt official”.%’

The path to the Okta dea was paved by passage in
January 1999 of a new Law on Privatisation, which
dropped the standard requirement that privatisations
be put out for international tender in favour of anew
policy permitting “direct negotiations’ with the
buyer. In this case, the government negotiated only

% Hellenic Petroleum and Meton-Etep purchased Okta
through a holding company named EI.P.ET — Bakanike,
Societe  Anonyme Petroleum Trading and Investment.
Meton-Etep is the firm that led construction of the recently-
completed pipeline linking the Okta refinery to Thessaloniki,
while Hellenic Petroleum is the primary oil marketer. The
Greek government is the majority shareholder in Hellenic
Petroleum. ICG interview with Petros Karalis, Managing
Director of Okta and aso of, El.P.ET.Bakaniki, on 8 August
2002. ICG wrote to Hellenic Petroleum on 31 July 2002
requesting a meeting to discuss alegations concerning the
Okta ded and to Meton-Etep on the same day for the same
purpose. Hellenic Petroleum responded that Mr Karalis
could speak for it. Meton-Etep did not respond. However,
during the 8 August 2002 meeting cited above, Mr Kardis of
Okta stated that he could spesk for both Hellenic Petroleum
and Meton-Etep on these matters.

% Political disputes resulted in Greece placing a near-total
trade embargo on Macedonia from 1993 to 1995.

" For discussion of the Okta alegations, see Sart, 28 May
1999, “Oil Strategy — A Trojan ‘oil horse’ of EL.P. ET.
BALKAN?
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with Hellenic and so in effect locked out other
potential bidders (for example, other major
international oil companies).®

The questionable direct negotiations practice
attracted the attention of the World Bank, though
only after the sale had been concluded. According
to a senior Macedonian banker who said he had
discussons with World Bank Director James
Wolfensohn in the fall of 1999 (after the sale), the
Bank wrote a |etter to the government expressing its
strong concerns about the transaction.® In the
aftermath of the deal, the Bank imposed a
requirement on Macedonia to adopt a new,
transparent public tender method as an express
condition for the disbursement of the second tranche
of amajor credit.®

The Minister of Finance claims that both the IMF
and World Bank recommended that Macedonia
move toward “private sal€’. However, a senior
World Bank official denies this and insists that
international financial ingtitutions have consistently
pushed for public tenders.**

According to a copy of the Share Purchase and
Concession Agreement concluded in May 1999 and
obtained by ICG, the buyers of Okta promised to
pay U.S.$32 million over three years. In exchange,
they obtained not only Okta's assets, but aso the
“exclusive right” to satisfy Macedonia's crude oil
requirements through import for five years'®
Imports were to be virtually duty-free (at 1 per cent
duty rather than what an Okta competitor asserts is

% Minister of Finance Nikola Gruevski affirms that the
government only negotiated with Hellenic but maintains that
this was because other potential buyers never followed
through by demondtrating serious interest. ICG interview
with Finance Minister Gruevski, 8 August 2002.

% |CG interview with senior Macedonian financia official,
29 July 2002.

% The second tranche of the FESAL (Financid and
Enterprise Sector Adjustment Loan) amounted to U.S.$30
million. See World Bank Report N°P 7935 MK, 17
November 2000.

191 Senarate |CG interviews on 8 August 2002 with Finance
Minister Gruevski and (by telephone) World Bank Country
Director Marie-Helene Bricknell. Gruevski has provided a
copy of a letter to the IMF Managing Director from the
Director of the Central Bank dated 1 June 1998 indicating
government policy to offer direct sde of date assets.
Gruevski wrote a letter to Bricknell on 12 May 2000
promising that the law permitting sale of state capital through
direct agreement would be abolished.

192 ghare Purchase and Concession Agreement, Article 5.

the normal 22 per cent).!® The purchasers aso
acquired the right to set pricesfor oil (according to a
formula) every two weeks. Okta received the right
to calculate the overall quantity of oil necessary to
satisfy Macedonia' s energy requirements, using the
refinery’s own export performance as one criteria
Finally, the government remained liable for Okta's
debts up to the date on which the deal was
concluded.**

Financia experts who have reviewed Okta's reports
say the firm earned yearly profits in 2000 and 2001
of approximately U.S.$5 million to U.S.$6
million.'® If so, that would mean the firm’s profits
over two years covered roughly one-third of the
purchase price, presumably why a Macedonian
magazine objected to the purchase price and wrote
that “the Greek partner will buy Okta with money
from Macedonian citizens’ .*%®

Reportedly only U.S.$15 million of the U.S.$32
million purchase price has actually been paid.
Finance Minister Gruevski confirms that the final
tranche of the purchase price has not yet been paid,
although he says that he expects this to be done
soon.’” Nearly one-third of the purchase price
(U.S$10 million) is, under the terms of the
agreement, to have been paid in as share capital for
the pipeline linking the Skopje refinery to the
Greek port of Thessaloniki, a project of one of the
purchasers (Meton-Etep).**®

193 1hid, Article 8, states that the purchaser will pay not more

than 1 per cent duty. Makpetrol, Okta's competitor, has
asserted to ICG that the norma duty is 22 per cent.
Makpetrol and Okta confirm that they have reached an
understanding under which Makpetrol will purchase oil
products from Okta. ICG telephone interview with
Makpetrol Director, 8 August 2002, and separate meeting
with Karalis of Okta also on 8 August 2002.

1%% | bid, Article 6, sets out the assumption of the company’s
liabilities and provides that “Vendor shal undertake and
assume on the date of Closing fully, irrevocably and
definitively all of Company’s Liabilities as relate to the
period up to and including the date of closing ...”

105 Okta's Managing Director says the annual profit is about
U.S.$4 million. ICG interview with Petros Karalis, Managing
Director of Okta and also of EI.P.ET.Bakaniki, on 8 August
2002.

1% qart, 28 May 1999.

1971 CG interview with Finance Minister Gruevski, 8 August
2002.

108 Share purchase agreement, paragraph 4.1(d). As a
consequence, the purchasers of Okta are believed to enjoy
now the exclusive right to supply Macedonia by oil pipeline
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Okta' s buyersinsist that they have “lost money” on
the deal, due to the sizeable investments they have
made in infrastructure.® Okta and the government
maintain that the deal was beneficial to Macedonia
as it preserved 1,200 jobs. When questioned about
the deal, Prime Minister Georgievski frequently
says that Okta was a loss-making and rusting
enterprise.!'°

The terms of the Okta deal contemplate that the
firm's preferential duty position might be ruled
uncondtitutional; in that event, the agreement
imposes an obligation on the government to levy
taxes to ensure that Okta maintains its pre-eminent
position."*! Okta's main competitor, Makpetrol, has
a challenge before the Constitutional Court,
claming that Okta's import monopoly is both
uncondtitutional and inconsistent with the (free
trade) Stabilisation and Association Agreement
(SAA) that Macedonia subsequently signed (in
April 2001) with the European Union.**?

The full terms, including the “Share Purchase and
Concession Agreement”, have not been made

for twenty years. This would, contractualy, seem to block
the competing “AMBQO” (Albania— Macedonia — Bulgaria)
project that some analysts believe would add an important,
stabilising east-west balance to regional development. See
“Building an interest-based rel ationship between Macedonia
and the U.S.”, remarks presented by Glenn Levine, Adjunct
Fellow at the Center for Strategic and International Studies,
Washington, DC, at the Process 2002 Roundtable on
Macedonian National Security, 11 May 2002.

19 |CG interview with Petros Karalis, Managing Director of
Oktaand also of EI.P.ET.Bakaniki, on 8 August 2002.

19 1CG questioned the Prime Minister about the Okta deal
and other corruption issues at a public forum sponsored by
the Open Society Institute on 21 June 2002.

1 Share Purchase Agreement, Article 8.

12 |CG interview with Makpetrol President Josifovski, 12
April 2002. Makpetrol cites paragraph 33 of the SAA.
Makpetrol document, paragraphs 7.2 and 7.3.3. The SAA
mandates abolishment or progressive reduction of duties for
al importers, not just selected firms. See SAA, Title IV
“Free Movement of Goods’, Chapter | “Industrial Products’,
Article 18. Makpetrol document, paragraph 7.3.2.1.
Although Makpetrol and Okta have come to agreement on
purchase of Okta il products, Makpetrol officials insist that
this has no bearing on the case before the Constitutional
Court. 1CG telephone interview with Makpetrol Director, 8
August 2002. Okta counters that that the government is in
breach of the contract by permitting rival Makpetrol to
import oil, contrary to the monopoly position enjoyed by
Okta. ICG interview with Petros Karalis, Managing Director
of Oktaand also of El.P.ET.Bakaniki, on 8 August 2002.

public,"® helping to fuel widespread concern that
senior Macedonian officidls may have received
handsome “commissions’ as part of the deal. One
politician has estimated these at U.S$5 million;
another estimate aleged that between U.S.$5 and
U.S$15 million ended up in private accounts™*
Asked directly by ICG whether a commission had
been paid in connection with the Okta sde, the
managing director of Okta, who indicated that he
could speak also on behalf of Hellenic and Meton-
Etep, stated that he “did not believe that such money
was paid” 1>

The scope of the Okta deal and the implications of
the allegations surrounding it are of such a
magnitude that the Macedonian public has a clear
interest and right to examine the full record of what
was done on its behalf by its elected representatives.
The Macedonian government should produce the
full record so that the public can make up its own
mind based on all available documentation.

F. INSIDER DEAL MAKING: MAKEDONSKA
BANKA

While corruption in Macedonian is often brazen,
occasionally there arises the need to find “fronts’
to cover for the true ownership interest. The media
have identified a number of such cases, perhaps the
most prominent of which involves the transfer of
ownership with respect to a magor bank,
“Makedonska Banka”

Following a series of major acquisitions by the
VMRO-DPMNE party, the Constitutional Court in
2001 struck down a provision in the law on political
party financing that had appeared to permit such
holdings.™'® The Constitutional Court made clear
that it was concerned that political parties not
engage in for-profit trading activities. Instead of
cleanly divesting itself following this ruling,
VMRO-DPMNE adllegedly placed the shares of
Makedonska Banka in which it held substantial

113 Makpetrol document, paragraph 4.

14 “Macedonian Corruption Stories’,
Informativna Mreza (AIM), 30 April 2001.
15 1CG interview with Petros Kardlis, 8 August 2002. Mr.
Karalis is managing director of both Okta and EI.P.ET.
Balkaniki.

18 Decision of the Constitutional Court published in Issue
Number 70/92 of the Official Gazette of the Republic of
Macedonia. See also, “The congtitutional court closes the
party companies’, Dnevnik, 1 March 2001.

Alternativna
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interests in the hands of three “party soldiers’ — the
so-caled “bachelors’: Electric Utility (ECM)
Director Lambe Arnaudov, Health Insurance Fund
Director and General Secretary of VMRO-DPMNE
Vojo Mihgjlovski, and Marjanco Koneski, a driver
by profession.**” According to banking officials, the
“bachelors’ have recently transferred their shares to
an individual whose background and identity are not
fully clear.®

Centra Bank and World Bank officials have
confirmed that the stock transfers were made to “the
bachelors’.!*® The former fault the World Bank for
inadvertently making these transfers possible by
having inssted on a change to legidation that
denied the Centra Bank the ability to challenge
acquisitions of less than 10 per cent of total
capitalisation. They say that VMRO-DPMNE was
able to exploit this by making the transfers to the
bachelors in transactions each of which was just
under the threshold that would have required
Central Bank approval.'® The independent daily,
Dnevnik, identified the precise stock-exchange
transactions as follows: the printing firm Goce
Delcev, widely known to be controlled by VMRO-
DPMNE,**! sold its nearly 10 per cent of the shares
in Makedonska Banka to driver Koneski allegedly
a far below their value, Arnaudov allegedly
obtained the same amount of shares for the same
price; and Mihajlovski picked up 8 per cent of the
total shares from three different firms'?* Mr.
Mihajlovski did not respond to written ICG requests
to discuss these matters.'?®

In a mgor interview Prime Minister Georgievski
was asked how adriver could become a co-owner of
a bank. Georgievski did not deny the allegation but
replied that after “the Congtitutional Court [ruling],

17 \/MRO-DPMNE is believed to have acted similarly with
other ingtitutions in which it held major interests but the
Makedonska Banka case is the most notorious. 1CG
interviews with banking officials, 21 and 25 June 2002.

18 |CG interviews with banking officials, 21 and 25 June
2002.

9 | bid.

120 | pid.

121 See, for example, “Strike in Printing Firm ‘Goce
Delchev'”, Utrinski Vesnik, 9 August 2002: “The printing
firmis owned by VMRO-DPMNE”.

122 «“\/MRO-DPMNE increases its bank capital”, Dnevnik,
20 June 2001.

1231CG sought appointments with Mr. Mihajlovski, by letter
and by telephone calls, on 15 July 2002 and 29 July 2002
without receiving aresponse.

... VMRO-DPMNE decided to grant al its shares
that it has in some companies to its members, or to
sell those stocks to party members for legal prices’.
The prime minister thus appeared to acknowledge
that the purpose of the transactions was specifically
to keep the capital effectively within the party’s
control, that is, to circumvent the express purpose of
the Constitutional Court ruling. To the journa’s
follow-up question, “What if those receiving the
stocks eventualy dissociate from the party?’,
Georgievski answered: “We believe they will not.

We are talking about trusted peoplein our party”.*2*

Makedonska Banka is not just another bargain-
basement acquisition. According to a senior Central
Bank officia, one purpose to which the bank is put
is to funnel capital to other firms that have been
acquired by the party and then transferred in similar
sham transactions to “ party soldiers’.**® Control of a
bank provides its owners with information about the
financial position of depositors or borrowers, which
is a resource that potentialy can be used to
influence their actions. Having a bank within party
control also means that funds — whatever their
source — can move in and out of the country with
little risk of detection.

The transfer of shares to trustworthy party members
may have stayed within the formal letter of the law
(and indeed it is possible that following further
transactions VMRO may no longer effectively
control the bank), but the affair appears at the least
to raise sgnificant questions of political ethics. It
would be wuseful for the individuas and
organisations concerned to lay out the full detailsin
order to enable Macedonian citizens to make
informed judgements about the proprieties.

While acquiring outright a private bank, the party
also moved to ensure that it would maintain political
influence in a public bank — the Macedonian
Development Bank. In February 2002, the
government engineered the firing of Vladimir
Naumovski, the respected director of the
Macedonian Bank for Development Promotion.
Diplomats believe the real reason why Naumovski
was fired is that he resisted pressure to authorise
guestionable loans to government cronies and that
with his bank already designated to oversee donor

24 Interview with Prime Minister Ljubco Georgievski,
Dnevnik, 31 December 2001.

125 1CG interview with senior Central Bank officia on 25
June 2002.
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funds for Small and Medium Enterprise (SME)
support, he may have presented an obstacle that had
to be removed.'?®

Finance Minister Gruevski denies that the firing was
for this reason, implying instead that Naumovski’'s
own questionable dealings led to the dismissal.**’
Naumovski’ s replacement, Dragan Martinovski, not
only suggested that Naumovski was corrupt but also
said the ex-director was responsible for the
Development Bank having a “non-performing
portfolio” of almost 70 per cent.® Although he
aleges poor performance under Naumovski’'s
leadership, Martinovski acknowledges that, unlike
Naumovski, he himself has no experience managing
abank portfolio of any kind.

G. PRESSURE ON THE COURTS. THE MAK
TABAK TAKE-OVER

The tobacco firm, Makedonija Tabak 2000, is
managed by Stevco Kocevski, who is related to
Prime Minister Georgievski’s wife, Snezana'®®
Installing a family member appears to have been a
priority for the prime minister's party in order to
take over the firm. According to stockholders and
former board members, pressure was brought in
September 1999 on the former president of
Makedonija Tabak, Straso Nelovski, a member of
the Social Democrat party, to resign. Once
Kocevski took his place, eight other members of the

126 Far from being an obscure example in an obscure sector,
economists ook to the growth of SMEs to stem Macedonia's
massive unemployment, estimated by the State Statistical
Office at between 30 and 40 per cent while almost a quarter
of those with jobs do not receive regular wages.

27 1CG interview with Finance Minister Gruevski, 16 April
2002.

% |CG interview with Macedonia Development Bank
Director, Dragan Martinovski, 22 April 2002. Naumovski
denied the allegations and maintained that he has documents
to rebut them. Further, he claimed that nowhere on his
dismissal natice is there any mention of wrongdoing. ICG
interview with Vlado Naumovski, 26 April 2002. The
Finance Minister told ICG that wrongdoing was not cited as
an official reason for dismissal because the government
would have been forced to go to court and “it lacked proof”.
ICG interview with Gruevski, 16 April 2002.

29 Kocevski's sister, Vesna Takovska, is married to
Snezand's brother. Mrs. Takovska is the director of Tabak
Osiguruvanje (Tobacco Insurance Company), a firm that
grew out of the original Makedonija Tabak enterprise.

former board were pushed out.*® In December
1999, the revamped board took a decision to create
a new company, Makedonija Tabak 2000.:3* Over
the next six months, the predecessor company,
Makedonija Tabak, declared bankruptcy, and an
administrator was handpicked to oversee its affairs.

According to stockholders and others claiming
familiarity with the case, the bankruptcy
adminigtrator permitted all assets to go to the newly-
formed “Mak Tabak 2000" company, while the
ligbilities, alegedly amounting to nearly U.S.$25
million, remained with the predecessor.*** Then, ina
financia deight-of-hand, “Mak Tabak 2000",
through its stake in another company (“ Gold Mak™),
become the larget shareholder in  Tutunski
Kombinat — a company to which Makedonija Tabak
owed at least four million Euros. In other words, a
putsch against the former board of Makedonija
Tabak resulted in formation of a wholly new shell
that absorbed not only all its assets — while leaving
its liabilities behind — but aso one of its major
creditors.

Stockholders and former board members of
Makedonija Tabak filed suit in a Skopje court in
June 2001 demanding the “erasure” of the official
registration of Makedonija Tabak 2000 and that the
court enjoin the company from disposing of any
assets.™® In August 2001, the court issued an order
effectively freezing the company’s assets pending a
final decision on stockholders rights. Stockholders
assert that Makedonija Tabak 2000 ignored the
court’s order and sold off property while appedling.
In December 2001, the appeals court upheld the
lower court’s decision. In April 2002, stockholders

130 According to the lawyer for shareholders in Makedonija
Tabak, at the time Mr Kocevski became managing director,
the firm’'s capital belonged 63 per cent to shareholders and
37 per cent to the Privatisation Agency. ICG telephone
interview with Sasha Krstich, 12 August 2002.

131 Makedonija Tabak 2000 was formally registered in
February 2000, although the decision to create it was taken
two months earlier, even before its predecessor had been
declared bankrupt. Stockholders insist that Makedonija
Tabak was not bankrupt. ICG interview with former board
members and stockholders of Makedonija Tabak, 2 July
2002.

132 1CG interviews.

133 Stockholders have aso filed a separate suit asking the
court to affirm that they are the rightful owners of the
company. Stockholders showed ICG a letter from the
Minister of Finance discouraging this claim, and a separate
document from the Registry Office purporting to endorse it.
ICG interview with stockholders, 3 July 2002.
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further assert, Makedonija Tabak 2000 moved its
headquarters from Skopje to Stip to complicate
disposition of the case and seek more favourable
judges. The Skopje court must now rely on the Stip
court for certain aspects, and the latter body,
stockholders claim, is friendly to Makedonija Tabak
2000.134

Mr. Kocevski, the director of Makedonija Tabak
2000, has denied the shareholder alegations to ICG
and sated his view that “the court process is
finished”. Shown internal documents concerning the
take-over and transformation of Makedonija Tabak,
Kocevski did not challenge their authenticity but
said they contained nothing improper. He said that
the key decisons in this regard were taken by a
“council of those people who had assets’ and
described the process of takeover and transformation
into Makedonija Tabak 2000 as having a “specia
hisory”. He explained the formal move of the
company to Stip as caused by the fact that the firm
did not own the building’ s sizeable modern quarters
in Skopje (where the meeting with ICG took
pla:e).135

Stockholders bringing the Makedonija Tabak case
tell 1ICG they believe that the judges hearing their
case are not so much corrupt as intimidated. Neda
Zdraveva, Law Program Coordinator for the Open
Society Institute in Macedonia, says that political
interference in the judiciary is a chronic problem
and that senior politicians have sought to influence
the selection of judges in cases in which they have
an interest.™*®

In an apparent recent example of the quest to wield
political influence over the judiciary, a senior
VMRO-DPMNE politician, the vice president of the
parliament, Tomidav Stojanovski, whose son is
Customs Director Dragan Daravelski, was
appointed to a seven-year term as a member of the
Judiciary Council (the supposedly independent
commission that selects nominees for the bench and
otherwise supervises the “competence and ethics of
judges in the performance of their office’**") on 18
July 2002.*® This appointment appears to be in

" 1bid.

35| CG Interview with Stevco Kocevski, 8 July 2002.

138 1CG telephone interview with Neda Zdraveva, 3 July
2002.

37 Macedonia' s Constitution, Article 105.

138 «“Tomislav Stojanovski appointed a member of the
Republic Judiciary Council”, Dnevnik, 18 July 2002.

direct conflict with the constitution, which forbids
the members of that council to hold other public
office or be activein apolitical party.**

Zdraveva notes that polls show that the public
perceives corruption in the judiciary to be high.
While the courts are certainly not free from
corruption, however, the efforts of Makedonija
Tabak 2000 to change venue suggest that some
judges are resistant to pressure or inducement. The
Constitutional Court on the whole seems to show a
remarkabl e degree of independence.

The implication that the judiciary suffers more from
vulnerability to political influence rather than pure
corruption is important. Insulating judges from
political pressure is more achievable than would be
rooting out endemic corruption on the bench itself.

H. STATE TRAFFICKING: THE TOBACCO
TRADE

The tobacco industry is a vital element of
Macedonia' s economy, engaging 16 per cent of the
population.'®® It has long had links to the
government and to politics. Before the arrival of
Kocevski and his team with ties to the present
government, the business was dominated by the
legendary Danco Suturkov, who was close to the
former SDSM government and for many years was
known as the tobacco baron of Yugoslavia.

However, tobacco has historically had a darker side
in Macedonia as well. Tobacco smuggling is
“natural” to the country in two ways. first, by its
geographic position as a Balkans crossroads linking
with Greece, Bulgaria, southern Serbia and Kosovo,
and Albania; secondly, as a significant producer (the
world's seventh largest) of high-quality Orienta
(aromatic) tobaccos. Former Interior Minister Pavle
Trgjanov, the magazine Fokus, and others have
alleged that Customs Director Dragan Daravelski is
the mastermind of present day tobacco smuggling in

1% See Macedonia's Congtitution, Article 104 (5): “The
office of a member of the Republican Judiciary Council is
incompatible with the performance of other public offices,
professions or membership in political parties’. Also, in a
similar vein, Law on the Republic Judiciary Council, Articles
5and 7.

140 Stevo Kocevski, Director of Makedonija Tabak 2000,
“Some observations on the conditions in the world tobacco
production and in our country”, Ministry of Finance
Bulletin, 12/2001, p. 100.
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Macedonia and that he enjoys full government
backing at the highest level.**! The further alegation
is widely-made that Tutunski Kombinat in
Daravelski’'s hometown of Kumanovo, which
manufactures many of the most popular brands of
cigarettes and has been acquired by Makedonija
Tabak 2000, is a centre for counterfeit cigarette
production.**?

Customs Director Daravelski flatly denies any
involvement in illicit tobacco trafficking and states
that there is no illicit production of cigarettes in
Macedonia'® Neverthdless, there are unusua
circumstances that appear to warrant close
investigation, in the public interest, by the
appropriate  Macedonian authorities. ICG  has
obtained a document of Tutunski Kombinat
Kumanovo in which the company affirms that it
produces the “Assos’ brand cigarette. The owner of
the “Assos’ brand ingists to ICG that it has never
had an agreement with any Macedonian company
for the production of its cigarettes.*** ICG has aso
obtained production logs purportedly from Tutunski
Kombinat Kumanovo that appear to record the
production of a number of brands of cigarettes,
including the “Monte Carlo” brand, now owned by
Japan Tobacco. This company has recently written a
sharp letter to the prime minister of neighbouring
Serbia complaining about a “massive counterfeit

1 |n spring 2001, Fokus ran a detailed, three-part series on
what it described as Daravel ski's smuggling operation, citing
names, addresses, quantities and methods. ICG has
interviewed separately the author of the Fokus series and
other sources who back up the allegationsin that publication.
12 See, for example, the above cited three-part series in
Fokus, spring 2001.

%31CG interview with Customs Director Daravelski, 22 July
2002. While Daravelski denied that there was any production
of counterfeit cigarettes in Macedonia, and insisted that such
issues were outside the realm of the Customs Administration,
he handed over an official Customs magazine, Carinik,
which carries a story about an aleged illega Marlboro
cigarette factory in Kosovo. Daravelski, like Finance
Minister Gruevski, stated that Kosovo was “the generator of
crime and corruption in the region”. See Carinik, Number 9,
5 July 2002, “Marlboro made in Gnjilane [Kosovo]”.
According to the Custom Adminigtration’s annual report (p.
20), only six criminal cases were brought in 2001.

¥ The document is “Decision” of Tutunski Kombinat
Kumanovo dated 1 November 1999. The owner of the
“Assos’ brand is the Papadtratos Cigarette Company of
Athens, Greece. ICG interview with Export Director
Arvanidis of Papastratos, 31 July 2002.

and smuggling scheme” involving the Monte Carlo
brand in Y ugodavia.'*

Daravelski is aso aleged to use the same methods
to remove or limit competition in the tobacco
industry as he has been accused of employing with
respect to freight forwarding. For example, a
Slovenian firm, Tobacna, is said to have purchased
the Skopje tobacco factory TKS at what seemed a
favourable price, until, a Customs official told ICG,
its product was blocked by Customs in order to
extort a U.S$1.5 million bribe* Mr Daravelski
firmly denied such allegations to ICG.*’

Prime Minister Georgievski indirectly acknowledged
there is a problem with tobacco when he expressed
the need to eiminate excise taxes on cigarettes that
provide an incentive for smuggling.**® The media
and the Finance Minister have long spoken of the
existence of serious improprieties in Customs*
Public Prosecutor Djikov, a politica appointee of
VMRO-DPMNE, confirmed to ICG his concern
about customs operations.™

Big money can be made by moving cigarettes,
whether licensed product or illicitly produced
counterfeits, to markets in both Western and Eastern
Europe.™ One estimate puts the value of a single
truckload of illicit cigarettes at nearly U.S.$100,000

145 «“This week a four-eyes meeting of Japan Tobacco and
Zoran Djindjic”, Svedok, 23 July 2002, p.3.

146 | CG interview with Customs official. For the discussion
of fright forwarding issues, see chapter 111 A above.

Y7 1CG interview with Customs Director Daravelski, 22
July 2002.

8 Prime Minister Georgievski to the Open Society
Institute’s conference on corruption, Nova Makedonija, 22
June 2002.

149 «“Customs ... is still one of the weakest points of the
ingitutions in the system”: in “Crime, grey economy and
corruption”, Finance Minister Nikola Gruevski, 31 March
2002. Gruevski elaborated on his views when interviewed
by ICG on 16 April 2002.

130 | CG interview with Public Prosecutor Stavre Djikov, 25
April 2002.

31 Eastern Europe is known to be a market especialy for
counterfeits. The EU recently pursued and lost a lawsuit in
which it claimed that U.S. tobacco giants Phillip Morris and
R.J. Reynolds intentionally oversupplied countriesin Eastern
Europe so that the surplus would be smuggled into the EU,
costing billions in lost taxes. “Judge throws out EU suit
againgt tobacco companies’, Associated Press, 20 February
2002. The Danish press has aired the question whether that
country’s largest cigarette producer, ST, may have exported
cigarettes to supply smugglers “in countries such as
Macedonia’. Politiken, 13 February 2002.
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(alegedly with customs officials normally getting a
percentage).

Trafficking in illicit tobacco is a form of organised
crime. Unlike organised crime in the West,
however, crimina networks in the Western Balkans
often work through state ingtitutions, not around
them. All too many officials of customs and state
security services in the region (both secret and
uniformed) are reputed to collaborate actively in
smuggling. In this sense, “state trafficking” or
“state-assisted trafficking” may often be a more
accurate term than “smuggling”.

Moreover, although cigarettes are a safer and
simpler commodity to traffic than drugs, women or
weapons, the activities are closely linked and
interchangeable. A recent study of organized crime,
corruption and illicit arms trafficking states that
increasing trafficking in drugs, people and other
contraband is paradlel to and “closely associated
with” illicit arms trafficking.*® International aid
officials charged with asssting women in
Macedonia caught up in prostitution rings confirm
that they are conducted across state and national
lines, women primarily from Moldova and Ukraine
are smuggled to and through Albanian rings with
Macedonian and other non-Albanian cooperation.’>®

In short, if borders are compromised with the
assistance of the very agencies designed to control
them, there is no limit to the nature of the
contraband that can pass. There is a clear public
interest for the Macedonian government to give
high priority to investigating the allegations and
denials and laying out the full record so that the
country’ s citizens can draw informed conclusions.

l. CROSS-ETHNIC COOPERATION IN
SMUGGLING

Former Interior Minister Pavle Trajanov is one of
those who has directly implicated Daravelski in
tobacco smuggling. He claims that Daravelski
received U.S.$10,000 to U.S.$15,000 per truck that

152 «Organised crime, corruption and illicit arms trafficking
in an enlarged EU”, Saferworld Report, lan Davis, Chrissie
Hirst and Bernardo Mariani authors, December 2001, p. 5.
153 Discussion with NGO officer involved in assistance to
women subject to trafficking, April 2002.

crossed the border.** Trajanov also asserts that the
tobacco market is shared with Albanians. DPA
Vice President Menduh Thaci, he alleges, moves
imported tobacco while Daravelski concentrates on
counterfeits produced locally.’® The cigarettes
reportedly move through Kosovar, Serb and
Montenegrin contacts on to the lucrative markets
in Western Europe. In Kosovo, the key connection
is thought to be based in Pege. Trganov also
alleges that much of the overall export market to
Kosovo has been ceded to Thaci. For example, he
asserts, instead of being hassled by afirm alegedly
favoured by Daravelski, freight companies friendly
to DPA are advantaged in Western Macedonia.**®®

Trganov, who holds strong views on Albanian
issues, might be expected to exaggerate their take of
state spoils. However, some Albanians have aso
been vocal with their accusations. In a forma
meeting with ICG and speaking in front of the
“Council of Albanian Politica Parties’ that he
heads, Ali Ahmeti sharply criticised “our political
leaders many of whom are in power to get rich”.**’
Xhevat Ademi, a hardline Albanian opposition
figure from the National Democratic Party (NDP),
has publicly accused the governing Macedonian-
Albanian codlition of smuggling:

Smuggling has become an internationa
problem, and this activity is absolutely joined
in by al politicians in the government. Our
politicians are also involved in activities out of
Macedonia. The recent wars were used by our
politicians for criminal activities [including]
tobacco smuggling, oil derivatives, narcotics
traffic, organised progtitution.'*®

1541CG interview with Pavle Trgjanov, 24 July 2002. Before
serving as Interior Minister, Trgianov held posts in that
ministry with oversight over investigations. He now leads a
political party, Democratic Alliance, that is not alied with
either magjor Macedonian party. Trajanov is equaly open
with his allegations about corruption under SDSM and
VMRO-DPMNE.

1% Trgjanov is quick to assert that tobacco trafficking aso
flourished under the previous SDSM government.

1% As noted above, Daravelski denies that he has any
connection to smuggling or to freight forwarders or that he
engages in any activity designed to advantage or
disadvantage firms. 1CG interview with Customs Director
Daravelski, 22 July 2002.

57 |CG meeting with Ahmeti and Council of Albanian
Political Parties, 6 March 2002.

158 Ademi in Fokus, 19 April 2002. The NDP openly
opposes the Framework Agreement because it does not
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Respected media voices as well assail the DPA-
VMRO-DPMNE (Albanian-Macedonian) “corrupt
coalition” asinimica to common interests. I1so Rug,
the editor of the independent Albanian language
weekly, Lobi, writes that the key achievement of
DPA leaders Arben Xhaferi and Menduh Thaci was
getting “Albanian participants in government their
deserved share of a minimum one-third of
‘governmental business ....Although  totally
unmasked, in their sole successful effort of filling
their own pockets, the structures in power are very

much at ease with each other” .**°

One author has described the impression from
“Macedonians of all stations in life [who] felt that
the system is saturated with corruption. Albanian
and Macedonian scholars alike castigate political
parties as ‘sultanistic’, meaning that they are
essentially political machines run by authoritarian,
crooked party bosses’.*® If such perceptions and
accusations are accurate, multinational coalition
government is little more than a ploy for what

Dnevnik calls “dividing the loot” .2

As noted above, a senior DPA official insisted to
ICG that “we do not get as much from corruption as
you think”.’> DPA president Arben Xhaferi
consistently excuses Albanian participation in
corruption as “logical when ‘the Slavs dominate
the state sector. What are we to do if we don't
participate in it"?*** Rus, the editor, has made the
point that the common image of “Thaci-DPA
[criminality]” is convenient for Macedonians “to

permit the “federdisation” (i.e. ethnic partition) of
Macedonia. NDP president Kastriot Haxhirexha and Ademi
have both been placed on the U.S. “watch list” of individuals
Washington considers contribute to instability in the region.
159 “Macedonia, one year on: Where are we going?’, Lobi,
25 February 2002. Most such accusations do not appear to
make careful distinction between whether the alleged activity
relates to the acquisition of funds for political party or for
personal purposes.

160 «“Between a Bad Peace and a Good War: Insight and
Lessons from the Almost-War in Macedonia’, Robert
Hislope, (paper under review), p.16.

181 Dnevnik quoted cited in Hislope paper.

162 1CG interview with DPA parliamentary leader Zamir
Dika, 25 June 2002. At the same meeting Dika handed over
a letter addressed to ICG that denied in effect corruption
accusations against the party.

183 1CG interview with Arben Xhaferi, 23 January 2002.

hide the real corrupt bosses of organized crime from
their Sde” .

The precise Albanian “take” of the spails is less
important than that it appears to be substantial and
the result of willing participation. Xhaferi’s excuse
—that if we don’'t take the money, others will — has
validity only in one sense: the fight against
corruption will require a shared, cross-ethnic effort.
For it to succeed, says a senior member of Ahmeti’s
DUI party, “we Albanians will need a determined
Macedonian partner”.’® Macedonian politicians
concerned about corruption express the same
sentiments: no government can make headway
against corruption unless the leading Macedonian
and Albanian parties alike are committed to do so.

164 “Story for adults’, 1so Rusi in Caravan (publication of
Search for Common Ground), July 2002. Note that Rus
repeated his assertion that DPA gets one-third of government
spoilsinthis piece.

15 DUI Board Member Dr. Teuta Arifi speaking at a party
press conference in Skopje, 16 July 2002.
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V. CONSPIRACY OR COLLUSION:
HOW CORRUPTION HELPED
BRING MACEDONIA NEARTO
WAR

The ultimate allegation about cross-ethnic corruption
Is that it was responsible for the conflict in 2001.
Macedonian citizens, like their Balkan neighbours of
al nationdities, have a fondness for conspiracy
theories, and many are convinced that there was a
“ded” behind the fighting. At least one senior
official, Presdent Trajkovski, has drawn adirect link
between organized crime and the conflict, saying
“one of the most important elements of the criss [in
2001] was precisely organised crime in the
region” 1%

Establishing just how corruption and crime intersect
with ethnic conflict is not easy but it is critical to
make the effort since policy makers are not likely to
step up the fight against corruption if they are not
convinced that it bears heavily on stability.

There are two general schools linking corruption to
last year’s conflict:

The “ grand conspiracy” school. Adherents to this
view believe that corrupt ruling elites schemed to
create or at least manage aspects of last year's
conflict in order to achieve mutual aims. Having
already divided “turf” for exploitation, the most
extreme theory goes, the ruling parties incited war
in order to formalize the division of the country. A
short-term motive is also offered: the alleged need
for “controlled fighting” to distract public opinion
from a burgeoning wire-tapping scandal that was
threatening to bring down the government.®’

The “ capacity building/weakening” school. Adherents
of this view argue that organized crime and corrupt
elements of the state combined to build the capacity
of extremigts to obtain recruits and weaken the

186 Speech by President Trajkovski at “The Balkan Club”,
Skopje, 30 March 2002.

167 See |CG Balkans Report number 109, The Macedonian
Question: reform or rebellion, 5 April 2001, pp.13-14: “...
in January ... [the] leader of the largest opposition party, the
SDSM, accused the government of wire-tapping the
telephone conversations of more than 100 public figures’.
The alegations extended to the taping of diplomats, and
observers agree posed a serious threat to the survival of the
government — until the advent of the conflict.

capacity and legitimacy of state ingtitutions. The
vendity of the ruling parties and crime syndicates,
says this school, encouraged extremists to take-up
arms. Either for ideological reasons (angered that the
DPA was enriching itsaf without advancing the
Albanian agenda) or purely business reasons
(powerful patrons in Kosovo perhaps angered by
Thaci), they allegedly saw themselves excluded
from the cosy cross-ethnic arrangement enjoyed by
the ruling parties. Furthermore, the theory goes, state
trafficking facilitated the access to weapons and
contraband necessary to arm and finance an
insurrection. A contributing element of thistheory is
the belief that the absence of Macedonian police
from criticd aeas that gave insurgents the
opportunity to develop bases and recruit was due to a
deliberate policy of neglect — allegedly to honour
DPA’srequest for “free space to smugglers’.

A. NoO GRAND CONSPIRACY

Former Minister of Interior Trgjanov is among those
who appear convinced that the conflict of 2001 was
an arranged affair to some considerable degree. He
sketches a scenario in which the division of turf over
corruption easly didesinto adivison of territory. In
effect, he asserts, corruption functioned as a
“rehearsal” for formal ethnic separation. He cites as
evidence the constant pressure he says he received
(while Interior Minister) from Georgievski and
Xhaferi to turn a blind eye to alleged recruiting and
training activities of Albanian fighters'® and what
he calls the government’ s habit of releasing Albanian
“terrorism” suspects without explanation.*®

188 Trgjanov claims that he was told to ignore a mine that was
discovered to be full of weapons near Kumanovo in May
1999, that a weapons collection operation in Mala Recica
(near Tetovo) was terminated by direction of the Prime
Minister in July 1999, and most sensationaly, that an
Albanian identified by “foreign intelligence services’ as an
al-Qaeda operative was arrested on lesser charges because of
pressure from Xhaferi and Georgievski. Trganov insisted
that the individual in question was specifically identified as
an a-Qaeda operative, not smply a “terrorig”. ICG
interview with Pavle Trgjanov, 24 July 2002.

19 These included Semi Hebibi, the suspect in the fatal
attack on the Tearce village police station in January 2001,
and Xhavid Hasani, released on bail in April 2000 in
exchange for four Macedonian soldiers who had been
kidnapped. Hasani eventualy absconded and his
U.S.$100,000 bail was forfeited to the state budget after he
was convicted in absentia.



Macedonia’s Public Secret: How Corruption Drags The Country Down

ICG Balkans Report N°133, 14 August 2002

Page 25

Whether part of a grand desgn or not, the
disengagement of Macedonian police from Albanian
areas, particularly smuggling routes near the Kosovo
border, was an important precondition in the
buildup. One observer has said of that devel opment:

Itis public knowledge ... that the main reason
why [after VMRO and DPA took office] in
1998 the government restrained from
patrolling the border area after the withdrawal
of UNPREDEP [the UN peacekeeping force
that left in 1999] was [to permit] illegal
trafficking through the border ... by DPA’s
Menduh Thaci in collaboration with elements
very close to the leadership of VMRO-
DPMNE.*"

The see-no-evil posture of the Macedonian police
allowed smuggling villages like Tanusevci (which
lies on the border, 36 kilometers north of Skopje) to
become, in effect, “free territories’. The village not
only became the transit point for contraband, it also
served as arecruiting and training base for Albanian
radicals active in the nearby Presevo Valley of
southern Serbia'™* When a Macedonian television
news crew was briefly detained by uniformed
Albanian guerillas, their subsequent report created a
sensation, triggered the hasty dispatch of
Macedonian units and sparked the first serious
engagement."

Nevertheless, the deliberate neglect of police duties
as in Tanusevci is not the same as an active
conspiracy to start a war. Indeed, to establish that
there was a premeditated conspiracy between
VMRO-DPMNE and DPA to launch the conflict
one would have to show that the NLA was part of
an elaborate plan developed in common with Arben
Xhaferi (and through him, with Prime Minister
Georgievski). In fact, the most plausible public
allegations indicate that the opposite was the case:
the DPA offered bribes to persuade the NLA to stop
fighting.

In an interview with the independent magazine Lobi,
a prominent NLA commander known as

170« Crisis in Macedonia’, Working Paper, Ethno Barometer
6 (Rome, 2002), p. 14.

1 |CG Report, The Macedonian Question, op. cit.:
“Tanusevci became more tangled and entwined with the
Liberation Army of Presevo, Medvedja and Bujanovac
(ucpmBy)”.

72 | bid.

“Commander Hoxha' (Xhezair Shaqiri) stated that
DPA Vice-Presdent Menduh Thaci “sent his
emissary, Flamur Ame, to Tanusevci to explain to us
that we would have to wait for one more year [to
launch the conflict], and that if we wanted he would
send money to the bank or bring cash. [Thaci] sent
other emissaries as well, but we refused [them.] We
were not there for trade ... we had a sincere ided
and the conclusion of the war [the Ohrid Agreement]
showed that nobody could corrupt us...”*"

Two external developments are sufficient to explain
why Tanusevci was where fighting broke out in
2001: first, the NATO-imposed end to fighting in
Presevo had closed off atheatre for Albanian rebels,
some of whom were based in the village; secondly,
the February 2001 accord between Belgrade and
Skopje demarking the Kosovo border had enraged
Albanians, giving the rebels a cause. To thesg,
analysts have added a third, more covert reason: a
possible intra-Albanian feud between Thaci and
powerful groups in Kosovo, reportedly angered at
his monopolisation of trade with the province at
exorbitant terms. According to this reasoning, the
NLA may have been given a push from patrons
eager to see the DPA put inits place.

The premeditated grand conspiracy theory also does
not take into account the political relationship
between Xhaferi and Ahmeti. Many Albanians
recall the harsh public statements made about the
NLA by DPA leaders before al signed up to the
“Prizren Declaration” (an accord unifying the NLA
and key Albanian political leaders around a program
of more rights within Macedonia rather than border
changes).' And many observers believe that
Ahmeti’s prominent inclusion of Xhaferi and Thaci
a the inaugural meeting of his*Council of Albanian
Political Parties’, roughly one year after the conflict
began, was a way of giving his erstwhile critics

1% «“Well-known NLA ‘Commander Hoxha': ‘Those who
wanted to kill me shamed themselves™”, Lobi, N.54, 25
February 2002. Hoxha was a member of Ahmeti’s General
Headquarters. The above-mentioned Hasani also hails from
Tanusevci. The “sincerity” of the NLA's ideals appears to
have been put to the test and found wanting at Tetovo a few
weeks | ater; see below.

741t is worth noting that Ahmeti did not emerge as public
leader of the NLA until the conflict had aready broken out.
The Prizren accord was brokered by American diplomat
Robert Frowick, who was acting in his capacity as OSCE
Special Representative; athough Frowick was rapidly
disowned by other international actors, the Prizren
Declaration was essentia to the peace process.
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“amnesty” for their opposition to the NLA before
they realised its popularity with their voters.

Degspite the evidence to the contrary, the notion that
there was a “deal” to divide Macedonia persists.*”
Even many of those who concede that the conflict
was not the result of a grand conspiracy believe that
the ruling parties colluded at least to manipulate
public opinion during its course. Some note, for
example, that the release of a plan to divide the
country by the Macedonian Academy of Sciences
and Arts (MANU) was followed “coincidentally”
by the most dramatic confrontation of the conflict —
the battle of Aracinovo, a village a mere dozen
kilometres from Skopje. Many read Prime Minister
Georgievski’'s ambivalent reaction to the MANU
plan as tantamount to support for partition, in the
context of the heightened tensions arising from
Aracinovo."

Again, closer examination provides little support for
the theory. Ali Ahmeti has told ICG that the NLA
occupation of Aracinovo — from where it
theoretically threatened Skopje and its airport —
served as a visble rgection of the MANU plan,
which would have involved removal of thousands of
Albanians from Skopje and Kumanovo.*”” A senior
government adviser who was active during the
period aso doubts that there was collusion on any
aspect of the Aracinovo drama.*”®

The most credible example of governing party
collusion involves another prominent event, the so-
called offensive at the medieval fortress overlooking
Tetovo on 25 March 2001. While presented to the
public as a great victory, a Macedonian commander
in the “Wolves’ (special forces) told researchers
that his forces encountered virtually no resistance.

5 The notion of a VMRO — Albanian dedl to divide the
country dates back to the interwar period, and as well, the
Fascist Bulgarian and Albanian period during World War 11.
176 Georgievski said of the MANU plan “I consider that their
idea comes from the fact that Macedonia has been at war for
three months. Actualy, we have an armed rebellion by
Albanians in Macedonia, and academicians have tried to find
peaceful, short-term and strategic resolution of this crisis’.
The prime minister added, however, that he did not accept
the idea. Remarks quoted in MILS, 31 May 2001. See dso
ICG Bakans Report N°113, Macedonia: The Last Chance
for Peace, 20 June 2001.

Y7 1CG interview with Ali Ahmeti, March 2002. Ahmeti has
made opposition to the division of Macedonia a prominent
plank in the platform of his political party, the Democratic
Union for Integration.

178 1CG interview with senior adviser on 24 July 2002.

Y oung, disoriented Albanian fighters were found in
trenches and hide-outs shocked that their
commanders had suddenly deserted them. This
Macedonian commander expressed his suspicion
that there had been colluson between the ruling
parties that could have placed his soldiers in danger
of an ambush.*"

There is widespread speculation that DPA leaders,
acting in concert with VMRO-DPMNE, offered a
substantial sum of money to the fighters to withdraw
so that the Macedonian army could clam a great
“victory”. (The offensive was widely publicized as
such.) A senior Macedonian officia claims that as
the Macedonian forces began their assault, he told
the news to Xhaferi, who replied: “there is nothing
to get excited about. The withdrawal has all been
arranged” X%

Unfortunately, the Ohrid Agreement and the
subsequent progress have not ended speculation
about colluson or divison of Macedonia. Indeed,
Ali Ahmeti has twice told ICG that he has received
offers to divide the country — once well after the
signing of Ohrid.*®* More recently, collusion seems
to have been in evidence during a potentialy
explosve confrontation on 8 July 2002, when
several hundred Macedonians blocked the main
highway between Tetovo and Skopje (near the
village of Zelino), ostensibly to protest the unsolved
fate of twelve Macedonians missing since last year's
conflict. The protest quickly incited Albanians to
gather in nearby woods, some of whom reportedly
fired shots. Tensions climbed immediately in nearby
Tetovo, until the road barricades were removed the
following day.

There are anumber of indications that the roadblock
was staged not as a genuine protest but to incite
tenson and divert attention from a critica
international report on the missing persons issue.'®?

1 |nterview with “Wolves’ commander conducted by
Vladimir Milcin, Director of Open Society Ingtitute on or
about 6 April 2001.

180 1CG interview with former senior Macedonian official,
24 July 2002. For his part, Commander Hoxha, who is from
Tanusevci, inssts that rebel activity there was in response to
the killing of an Albanian villager by Macedonian security
forces. See Hoxhainterview in Lobi cited below.

181 |CG interviews with Ali Ahmeti, December 2001and
March 2002.

182 NATO Ambassador Nicholas Biegman reportedly stated
that the blockade on the Tetovo-Skopje road was obviousy
well organised and that the people did not gather
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Members of the notorious “Lions’, a special police
unit under the command of Minister of Interior and
senior VMRO-DPMNE official Ljube Boskovski,
were prominent in the crowd. But international
sources aso state that the Albanians who appeared
in the vicinity of Zelino were not from that village
and suggest that the two ruling parties, the
Macedonian VMRO and the Albanian DPA, may
have worked together to produce the incident.

In sum, while the evidence to support a grand
congpiracy is thin, the likelihood is strong that the
patterns of behaviour of the ruling parties— collusive
(particularly on police matters) and corrupt —
weakened the state and opened up opportunities for
extremists.

B. CRIME, CORRUPTION AND INCREASING
CAPACITY FOR CONFLICT: AN
ALBANIAN OR REGIONAL PROBLEM ?

The capacity building/weakening theory of
Macedonia's conflict has been developed by an
academic observer, Professor Robert Hidope, who
argues that the symbiotic forces of Albanian
organized crime and Macedonian state corruption
contributed subgtantially to the outbreak of
fighting.'®® Hislope's view is that, on the one side,
endemic corruption in state structures thwarted
democratic development, undermined the legitimacy
of institutions, and contributed to Albanian minority
frustration. On the other side, by smuggling tobacco,
drugs and additional contraband, the “Albanian
syndicate” supplied weapons directly or indirectly

spontaneoudly because of the missing persons case. Biegman
implied that members of the “Lions’ were among the
demongtrators: “It seems that there were people who
recognized members of the “Lions’, although we have to
confirm if they are still members’. “Biegman: It is insulting
for Government that armed group sets up blockade’,
Dnewnik, 15 July 2002. The ambassador’s impressions were
shared by journalists and other observers, including ICG taff
at the scene.

183 «Organised crime in a disorganised state: how corruption
contributed to Macedonia’'s mini-war”, Robert Hidope,
Assistant Professor of Politicadl Science, Union College,
Schenectady, New Y ork. Problems of Post-Communism, vol.
49, no 3, May/June 2002, pp. 33-41. For an overal look at
the link between corruption, organised crime and arms
trafficking see, “Organised crime, corruption and illicit arms
trafficking in an enlarged EU”, lan Davis, Chrissie Hirst and
Bernardo Mariani, Saferworld Report, December 2001.

(via its predecessor, the KLA) to the NLA
insurgents.'®*

Although Hislope acknowledges that “NLA ties to
the mafia are not as obvious as [those of] the KLA”,
he maintains that directly or indirectly, “the mafia
was one of severa sources of funding and weapons
procurement”.*® Additional financial needs were
met from the Albanian diaspora.*®®

Hoxha, the NLA commander, lends support to the
allegations about cross-ethnic weapons acquisition,
stating that “it’s not true [that al our weapons came
from Kosovo]; we found a great number in
Macedonia and Serbia as well....The Mafia does
not care about nations or religions. The Mafia only
cares about money. If you have the money, you get
the weapon”, he explained.’®’

Hoxha's observation meshes with that of the small
arms watchdog group Saferworld, which, in arecent
study, noted that “the clear connection between
organised crime and illicit arms trafficking can aso
be extended to conflict situations, where inevitably
crimina groups are active, supplying parties with
contraband military equipment and ammunition.*#®

Besides opening up avenues for weapons trafficking,
colluson in police matters may ultimately have
proved costly for the ruling parties. They reportedly
engineered a change in the law concerning release of
information from so-caled “secret police files'.
Then, just prior to the 2000 municipa elections, a
senior government adviser asserts, senior VMRO
officias in government released a number of files
containing the names of Albanian informants

184 Hidope, “Organised Crime”, op. cit., pp. 1, 14. See dso
Tim Judah, Kosovo: War and Revenge (New Haven, 2000).
Judah notes (p. 70) that the collapse of communism in
Albaniain 1991meant that a “major new drugs route passing
through Albanian-inhabited parts in Macedonia, Kosovo,
Serbia-proper or, of course, Albania itself, now opened up.
The significance of this in terms of the Kosovo question
should not be overestimated, but till the fact that some ‘dirty
money’ helped finance the Kosovar cause is more than
likely, and is afact which, for the record, should be noted” .
18 Hidope, “Organised Crime”, op. cit., p. 16. He believes
(p. 18) that “evidence of NLA-mafia relations is only now
emerging”.

18 |pid, p. 15. A senior Albanian figure has told ICG of
funds amounting to U.S.$2.5 million that went missing from
a collection among the U.S. diaspora.

"7 bid.

188 Soferworld Report, “Organised crime, corruption and
illicit armstrafficking” op. cit., p. 5.
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affiliated with the PDP party. The DPA seized upon
this information to discredit candidates from its main
rival. In the views of the senior adviser, this betrayal
of sources had serious security consequences after
the conflict broke out as few Albanian sources dared
to share information, thus leaving the government
hampered by poor intelligence.*®

Although both eements of Hidope's “twin forces’ —
corrupt state structures and Albanian organised crime
— are widely recognised, the relative importance of
each is a frequent bone of contention between
Albanians and Macedonians. Finance Minister
Nikola Gruevski (a Macedonian) echoes many
Macedonians when he inssts. “the main generator of
crime, corruption and grey economy in Southeast
Europe is Kosovo, and that jeopardises not only
Macedonia, but aso Serbia, Montenegro, Albania

and, through them, other countriesin the region” X

But former Finance Minister Xhevdet Hajredini (an
Albanian) maintains that smuggling cannot be
considered an “Albanian-only” profession: “In order
to smuggle tobacco, drugs, weapons, Macedonia
must be connected not only with Kosovo, but with
Bulgaria, Romania, and other countries. And for
that type of connection, smugglers must have
official [ie. Macedonian] cooperation” 1%

In other words, while it is clear that Albanian crime
partly funded the rebels weapons, Macedonian and
Albanian criminal actors, insgde and outside the
state, were cooperating. This alleged nexus between
crime syndicates (of al nationalities) and the stateis
probably what President Trajkovski was referring to
when he warned Bakan leaders about a state-
criminal complex:

All these criminal activities [including]
illegal trade in cigarettes, drugs, people,
money laundering, corruption and terrorism
would not have been possible without close
cooperation with certain divisions and
individuals, representing the governments of
our countries.®?

189 1CG interview with senior government security adviser,

29 July 2002.

190 “Crime, grey economy, and corruption”, Minister Nikola
Gruevski, posting on the Finance Ministry website, 31 March
2002.

191 CG interview with Dzevdet Hajredini, 16 April 2002.

192 gpeech by President Trgjkovski at “The Balkan Club”,
Skopje, 30 March 2002. Albanians also took note of

V. THE GOVERNMENT'SWEAK
EFFORTSAGAINST CORRUPTION

In that same speech of 30 March 2002, President
Trajkovski hinted at government complicity with
crimina rings when he criticised the *confused
belief that some parts of criminal structures can be
our alies in achieving some minor or major social,
more precisely, political goas’. These remarks were
widely interpreted in Skopje as criticism of the
Georgievski government.'*

While Xhaferi’s DPA has suffered the combined
attacks of rival Albanian parties, VMRO-DPMNE
been buffeted by a spate of corruption allegations
in the media since the international donors
conference.’® The charges and counter-charges
show that “corruption” has, for now at least,
replaced “terrorism” as a dominant issue of
Macedonian politics.

The government has responded by taking a number
of steps, not al of which are encouraging. On the
positive side, it set up a “hot-line” for citizens to
complain about corruption. There are also proposals
to implement privatisation of primary health care (as
agreed in January 2002 in connection with the Law
on Local Self-Government).*®

Three days after the Tragkovski speech, the
government announced formation of a“Commission

Trajkovski's speech. Senior NDP leader Xhevat Ademi
stated that “the former pawn of VMRO-DPMNE and DPA
[Trajkovski], the current President, clearly pointed the finger
at those involved in non-political [i.e. criminal] activities’.
Interview with Xhevat Ademi in “Thaci and Ljubco have
made Colombia out of Tetovo”, Fokus, 19 April 2002.

193 The Prime Minister, who was in the audience, reportedly
showed visible annoyance during the speech.

194 On the occasion of the 12 March 2002 donor’s conference
in Brussels, ICG President Gareth Evans published an article
in the Wall Street Journal (European edition) titled “Clean
Up Macedonid’. ICG also issued a media release urging
donors to “Finance Peace in Macedonia, not Corruption”.
According to Forum magazine, “The title of the [ICG
release] could not have been a more concise message to the
international community for what has been a ‘public secret’
in Macedonia for years — we are sinking in corruption. ICG
... played the role of the child in the ‘Emperor's New
Clothes”. Cover story, “Strike against corruption!”, Forum,
28 March 2002.

195 |CG interview with Finance Minister Gruevski, 16 April
2002. See Gruevski article, “Crime, gray economy, and
corruption” op. cit. for other positive developments.




Macedonia’s Public Secret: How Corruption Drags The Country Down

ICG Balkans Report N°133, 14 August 2002

Page 29

for Combating Corruption”. However, the
guestionable choice for chairman was Minister of
Interior Boskovski, who has been the subject of
corruption alegations himself.**® Asiif to signal that
the commission would not serioudy attack domestic
corruption, the government announced that its first
act would be to examine the “use of humanitarian
aid during the Kosovo crisis’. This was a dap a
Trajkovski, who played a key role in coordinating
relations with the international aid community in
1999. Similarly, the government activated criminal
proceedings against directors of several major
enterprises, including Fersped, Pivara-Skopje,
Alkaoid pharmaceuticals, Rubin-Karmin, and A-1
TV, each of which had either taken a political stance
againgt the government or is believed to have

refused to “ante up” 1%’

The government has an obligation to investigate
serious alegations, including no doubt at least
some of the above.'® The problem is rather that
the first actions of the Commission for Combating
Corruption give the appearance of having
transparent political motives. Fersped, for example,
has links with the daily newspaper Vest that
recently carried a story about a “palace” alegedly
being built on behalf of the Prime Minister’s sister-
in-law.'* It is unlikely that these actions will repair
public confidence in institutions.

VI. HOW THE INTERNATIONAL
COMMUNITY HELPSENABLE
CORRUPTION

19 Boskovski was publicly accused in autumn 2001 of
receiving U.S$1 million in an illicit rice venture. He
responded with an unusua denial: “1 do not care about a
million dallars. | earn such money on a daily basis in many
ways’. Dnevnik, 2 October 2001. Boskovski has told ICG
that “if there is any evidence found about my being corrupt,
I will burn myself on the city square as Jan Palach did in
Czechoslovakia'. ICG interview with Ljube Boskovski, 22
March 2002.

197« Criminal proceedings against directors of most powerful
Macedonian companies’, Dnewnik, 2 April 2002, and
“Fersped has laundered millions of [U.S]$, according to
Interior Ministry”, Dnevnik, 17 April 2002. The latter article
states that the Interior Ministry believes five big
Macedonian companies have taken U.S.$300 million to
foreign banks. Fersped is aleged to have transferred money
to its subsidiary, Fer-agent, which in turn has subsidiariesin
Germany and Greece.

% Those implicating the head of A-1 television, for
example, involve money laundering, and the government is
not the only source for them.

19 “Mayor of Skopje says the mysterious palace of PM’s
sister-in-law isillegd”, Vest, 20 March 2002.

Senior internationals in Macedonia manifest, and
sometimes admit to, an almost viscera unease with
the issue of corruption. In the words of one, “we
dance around the problem”. Another official stated,
“[European] ambassadors do not want to touch
this’ .2

When required to comment, international officials
tend to downplay Macedonias corruption by
likening it to that in other states in transition. This
encourages the government to rationaise the
problem. For example, following ICG’s statements
a the time of the donors conference, Macedonian
Business Monthly insisted that “‘ This is not only a
Macedonian problem’ ... was the unanimous stand
in Brussels [at the conference] of Macedonian
Prime Minister Ljubco Georgievski and World
Bank Country Directory and Regional Coordinator
for Southeastern Europe Christian Poortman”.**
Finance Minister Gruevski cited a similar remark as
proof that “we may not be angels, but that doesn’t

mean somebody elseis faultless’ 2%

In fact, as has been described above, Macedonia' s
performance appears to have dipped while that of
neighbouring countries, including Albania, has
improved.?®® But comparisons to corruption indexes
in other countries in transition miss the point. Few
other countries are struggling to maintain the very
viability of the state while using corruption as the

20 The World Bank is candid enough to admit its
discomfiture: “While the Bank has always been concerned
about the integrity of its operations, it did not explicitly talk
about ‘corruption’ as such ... before the mid 1990s. What
seems to us today an obvious issue was then considered too
politically sensitive, or simply too political...” The policy
continued until 1996, when President James Wolfensohn
committed the Bank to fighting the “cancer of corruption”.
World Bank website, “Helping Countries Combat
Corruption/The Evolving Role of the World Bank, World
Bank Efforts”.

201 «Macedonia to declare war on corruption”, Macedonia
Business Monthly, March 2002, N°5, val. 1, p. 4. Portman
of the World Bank has repeated the line that corruption is a
problem in many countries to ICG. Interview on 27 June
2002.

%2 Finance Minister Gruevski, “crime, grey economy and
corruption”, Finance Ministry web-site, posted 31 March
2002.

203 See for example, fn. 33 above.
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mainstay for “managing” interethnic relations. In a
state as inherently weak as Macedonia, with a
relatively small economy, mega-corruption wreaks
substantially more havoc. Downplaying the special
seriousness of corruption in Macedonia, therefore, is
a mistake that can only encourage the government
to delay reform.

An example of how the international community
evades the issue is its promise to impose gtrict
controls on donor funds. It is good that the
European Agency for Reconstruction and other
donor organisations are taking steps to ensure that
aid goes for its express purpose. But project aid
forms less than half the total commitment made by
donorsin Brusselsin March 2002. Well over half of
the quarter-billion dollar total pledged (U.S.$165
million) was for a direct infusion into the national
treasury as balance of payments ass stance.

Finance Minister Gruevski, with some support from
international officials, argues that the balance of
payments deficit is a product of the 2001 crisis:
“[By] using its foreign exchange reserves and
budget surplus ... [The government] had to hastily
purchase a bigger quantity of weapons, ammunition
and other military equipment to defend itself from
attack”.®* Even in the defence sector, however,
corruption directly exacerbated costs and widened
the deficit. In a widely reported scandal, former
Defence Minister Ljuben Paunovski allegedly
skimmed as much as U.S$6.5 million in army
procurements from firms owned by his father-in-law
and brother-in-law.?®

Because money is fungible, this deficit support is
and will remain a general subsidy for most
government  operations®® In  other  words,

24 Finance Minister Gruevski writing in Bulletin, 12/2001,
p.3. In addition to military procurement, the government had
to lay out even more funds to pay for reservist call-ups in
both police and the army.

25 See media reports of 23-25 April 2001, including
“Silence before the storm in the Ministry of Defence’,
Dnewvnik, 25 April 2001. Paunovski eventualy resigned and
now awaits charges. He has made a number of defiant
statements implying that when proceedings begin, he will
reveadl “what he knows’ about other corrupt dealings.
“Paunovski said that he would give the names, backgrounds,
and role of some party officials who, according to him, are
the main creators of the scandal in the Defence Ministry”,
Utrinski Vesnik, 20 June 2001.

26 Negotiations with the IMF collapsed in June 2002,
curtailing further deficit support by donors. However,
U.S.$50 million have aready been disbursed. International

international funds, at least in part, are helping
Macedonia cover sinkholes left by corrupt practices
throughout government.”” By one estimate, as much
as 40 per cent of the deficit can be directly
attributable to corruption — excluding corruption’s
role in reducing investment and raisng costs.
Another estimate puts the cost of corruption at 3 per
cent of GDP.?%®

It is one kind of mistake to treat Macedonia as a
“norma” trangtion country with respect to
corruption. It is quite another to subsidise
government malfeasance and not demand reform.
By doing this, the international community
inadvertently contributes to Macedonia s corruption
habit — signalling to those in power that “business-
asusua” will continue to be tolerated. Not
surprisingly, then, many Macedonians do not see
the March 2002 donors conference as an expression
of international commitment to the country’s
stability, but rather as a short-term expedient to
obtain political cooperation.

Diplomats and organisations like OSCE do tend to
believe that the delicate police re-deployment
process, which depends in large part on government
cooperation, will be at risk if they raise their voices
too loudly on corruption®® Engaging the
government on corruption, however, need not
adways mean confrontation.?’® There is no reason,

sources say that the IMF talks collapsed for a variety of
reasons including the government’s decison to go ahead
with an dlection-year bailout of saversin the collapsed “Tat”
pyramid bank and agreement to union demands for an
across-the-board pay increase for state employees. They
suggest that the government’ s poor record on corruption was
aso a factor in the failure of the negotiations as it
encouraged officials to look at Macedonian projections and
promises with ajaundiced eye.

“7 | nterviewed by ICG, the Finance Minister acknowledged
the drag that corruption has on the economy and on the
national budget deficit. Interview with Finance Minister
Gruevski, 16 April 2002.

208 «Corruption ‘eats 200 million dollars a year”, Utrinski
Vesnik, 23 April 2002. Utrinski Vesnik cites data from a
USAID-funded study.

209 On 8 April 2002, OSCE’s Head of Mission in Macedonia
responded to ICG’s written appea (on the anti-corruption
law) and pledged continued support for the “anti-corruption
strategy” to be produced by local actors.

20 ynderlying reluctance even among international
financial officials to deal with corruption allegations is a
fundamental misconception about “proof”. “ Proof” isalega
concept. Even in courts, however, the standards of proof
vary. In the U.S, “proof” ranges from the most stringent
“beyond a reasonable doubt” in criminal cases to “a
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for example, to believe that insisting on corruption
legidation would in and of itself disrupt cooperation
over new legidation. The government simply lacks
the degree of domestic or international support to
shirk the commitments it made at Ohrid.

In light of the condition of the judiciary, most
recommended legidation does not even pose an
immediate threat to corrupt practices in government.
Given the media criticism it is receving, the
government might even welcome greater
international engagement on corruption legidation,
if only for providing it an opportunity to improve its
reputation on the issue before elections.

With Macedonians still 1argely convinced that Ohrid
is a one-way street of concessions, however, it is
clear that the implementation process lacks
“integrative” components — elements that can pull
Macedonians and Albanians toward a common goal.
The fight against corruption could be such an
element, stimulating Ohrid implementation rather
than hindering it. Just as ruling elites cooperate
across national or ethnic lines to purloin state assets,
S0 prominent actors in civil society — those who can
help foster the cross-community bonds necessary
for the Framework Agreement to work — can move
across ethnic lines to mobilise citizens against
corruption.?* For example, without international
prompting, the “Corruption-Free Codlition” has
elected ex-Minister of Finance Xhevded Hajredini
(Albanian) as chairman of its coordinating board.

preponderance of the evidence” or “more likely than not” in
some civil and administrative cases. Basically, standards are
lowered as one moves away from criminal toward civil and
administrative cases. In the present context, the standards of
“proof” would appear to be even lower. The international
community — World Bank, IMF, EU — are not “judges’
seeking to incarcerate. They are interested parties entitled to
raise questions where alegations are credible and serious.
There should be some reasonable relationship between the
facts dleged and the role of the international community.
Given the overriding interest of the international community
in developing rule of law in Macedonia, however, this
standard should be easy to satisfy.

2 The potential for the anti-corruption effort to bridge the
ethnic cleavage is reinforced by recent negotiations over the
Law on Local Self-Government. Some Macedonian mayors,
including the president of the association of mayors (and a
member of the ruling VMRO-DPMNE party), broke with
their government’s stance and sided with Albanians on the
demand to maximise the degree of power transferred to
municipalities.

In short, diplomats overstate the risks of engaging
the government on corruption while understating the
potentia benefits of doing so.

A. TESTING INTERNATIONAL
COMMITMENT: THE ANTI-CORRUPTION
LAW

According to Transparency Macedonia and Forum
magazine, the Anti-Corruption Law passed by
parliament in April 2002 should form the core of the
“anti-corruption strategy” .**2 Among other things, it
establishes a “State Commission for Preventing
Corruption” with broad duties, including to adopt
and implement a state program for fighting
corruption and even to launch proceedings against
corrupt officials. Unfortunately, as Transparency
Macedonia points out, the law has serious flaws,
including a six-month delay before the Anti-
Corruption Commission is to begin its work.*3

Even if suitably amended, the Anti-Corruption Law
would not be a cure-al, nor would the Commission
immediately begin sacking corrupt officials.
However, in the jargon of corruption-fighting, the
law is at least an appropriate “entry point”: namely,
“a place where the goals are feasible and tangible
results can be readlised within a time frame that
builds support for further reforms”.** Devising and
implementing the much-discussed “national anti-
corruption strategy” is to be one of the
Commission’s central obligations.?*® Of the avenues
designed to fight corruption, passing legidation is
among the simplest and least confrontational. With
this small, achievable gain, an “essentia lever to

%2 Forum team in cooperation with Transparency

Macedonia and the Sector for Research of Forum, “Strike
againgt corruption!”, Forum, 28 March 2002.

%3 Transparency Macedonia had recommended ways to
improve the bill while it was till before the parliament,
including to ensure that the composition of the Anti-
Corruption Commission would be balanced and free of
political influence. See “Public Announcement -
Recommendations’, Transparency International Macedonia.
ICG supported Transparency Macedonia's proposed
amendments in letters sent on 3 April 2002 to the
ambassadors of six maor countries and two key
international officials.

24« Anti-corruption in Transition — A Contribution to Policy
Debate’, World Bank, p. 30, © 2000, posted on World Bank
website.

2% Draft law, Chapter Five — State Commission on
Preventing Corruption, Article 49 (1), lines 1 and 2.
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sway public and official opinion” (in the words of
the World Bank) has been created.

A full-court press by the international community
for an improved anti-corruption law in spring 2002,
however, would have given more substance to EU
External Relations Commissioner Chris Patten's
pledge “to see in the former Yugosav Republic of
Macedonia, and indeed throughout the region, a
really determined effort made to root out corruption.
Corruption poisons political and economic life
throughout the region: it has got to be tackled with
total and unstinting resolve’.?'® On 17 April 2002,
however — the very day that Patten (along with
Javier Solana and Alain LeRoy) met with Prime
Minister Georgievski and Foreign Minister Casule —
parliament rejected amendments to improve the
anti-corruption law.?!” The next day it unanimously
passed the flawed legidation.?*®

Commissioner Patten may have thrown down the
gauntlet, but the international community in
Macedonia has yet to pick it up. According to the
European Commission Delegation in Skopje, it did
not raise the law with the government, preferring
instead to study the draft further. Nor does the
Commission Delegation believe that it has a
political platform to engage the government on
corruption, preferring instead to fund projects?'®
The Council of Europe likewise preferred to await
further review of the draft and the corruption
gtuation by its GRECO arm (Group of States
against Corruption) rather than lobby for
amendments. EU Ambassadors discussed the law

26 gpeech by Chris Patten to the Western Balkans
Demoacracy Forum, Thessaloniki, 11 April 2002.

217 One of the amendments (along the lines of Transparency
Macedonia’'s recommendations) would have, criticaly,
launched the work of the Anti-Corruption Commission
within 30 days. Instead, as the government wished, the
Commission will not begin its work until six months after
passage — well after elections.

“18 | n the debate before passage of the bill, LDP leader Petar
Gosev stated “1 declare that the Prime Minister is corrupt and
| challenge him to take me to court so that | can prove it”.
Trandation from television reports of parliamentary debate
on 18 April 2002. Gosev has made the same or similar
statements outside parliament, including to the press and in
interviews with 1CG, where he is not protected by immunity
See, for example, “LDP tribune in Ohrid”, Dnewnik, 25
February 2002, and “Petar Gosev: ‘the Bulgarophile
Georgievski and his VMRO-DPMNE are already politically
deceased’”, Dnevnik, 17 June 2002.

29 |CG interview with EC Delegation staff, 16 April 2002.

inconclusively with the Commission Delegation.?®
EU Specia Envoy LeRoy, who is fully occupied
with Ohrid-related laws and consequently believes
others should take the lead against corruption, did
raise the draft with the government, but declined to
push for the changes that Transparency and the
opposition proposed.?**

The U.S. Embassy aso raised the law with
officials.?* Ambassador Butler has made several
public references to the need to fight corruption,
including most recently an appeal to the public to
“use the next elections to seek changes if the

government does not serve you” .

Transparency Macedonia, the Open Society
Ingtitute®®* and others have taken an initiative to
develop a “Corruption-free Coalition” of key civil
society actors as a means for converting mounting
public disgust with corruption into productive
activity. U.S. Embassy officials and other U.S.-
funded officials, and OSCE, have lent their support,
as has the European Commission Delegation, which
has also agreed to finance Transparency’ s attempt to
draft a national “Anti-Corruption Strategy”. The
Coadlition aims to mobilise support in the areas of
legidation, public awareness, and public advocacy.
As promising as this venture may be, it will succeed
only if matched by a vigorous international effort of
the sort implied by Commissioner Patten.

B. THEINTERNATIONAL LEADERSHIPVOID

Of leading embassies in Skopje, only those of the
U.S. and the Netherlands report active programs to
address corruption.””® USAID has a number of
programs aimed at banking and accounting reform
and played a key role in strengthening the Law on

0 |CG interview with EC Delegation official, 16 April
2002. Other officials state that EU Ambassadors are not
eager to address the subject of corruption.

211 CG interview with EU Specia Envoy, Alain LeRoy, 13
April 2002.

222 | CG discussions with U.S. Embassy.

23 «|f the government does not serve you, eections are a
chance for changes’, Utrinski Vesnik, 27-29 April 2002.
Butler emphasised that “we are working with Transparency
Macedonia, the Council of Europe and the OECD to
strengthen Macedonia s fight against corruption”.

2% Separately, OS| Director Vladimir Milcin has launched a
multiethnic movement to fight corruption, called Dosta E —
“Enough is enough”.

25 |CG inquiries to embassiesin Skopje.
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Money Laundering Prevention (and other laws
affecting the financia sector). The U.S. Treasury
Department has held specia training on money
laundering. A senior USAID official said recently
that the agency is considering a program to boost
“ethical awareness and moral values’ as another
means of combating corruption. Another official
noted, however, that AID programs are designed
mainly to prevent opportunities for corruption, as
opposed to enhancing enforcement and punishment.
The British government is funding Transparency’s
“National Integrity Study”, a precursor to
development of the “ Anti-Corruption Strategy.”

The European Commission Delegation will fund the
drafting of that national “Anti-Corruption Strategy”.
The Commission’s own “Country Strategy Paper”
for Macedonia, however, barely mentions corruption
and in contrast to Commissioner Petten's call for a
“really determined effort”, omits it from the list of
main chalenges facing the country.”® The
Delegation is preparing activities on political party
financing, privatisation and political influence on the
judiciary but reports no specific programs as yet.?’

The Netherlands finances two World Bank programs
to build transparency in public administration and
privatisations®® However, despite the reported
success in privatisation of Macedonia's steel works,
both programs (FESAL and PSMAC), have
limitations.?*® FESAL (Enterprise Sector Adjustment
Loan) aims primarily to “resolve” (close or privatise)
the giant lossmaking enterprises dating from the
socidist era. In principle, this gives the Bank
standing to see that resolution is transparent. In
practice, the Bank is not allowed to participate in
evaluating bids, so “ingders’ can ill get sweetheart
arrangements. Furthermore, according to Bank steff,
hundreds of enterprises are completely outside
FESAL — and hence, any Bank scrutiny.

26 At p. 3, the strategy paper says blandly that “increasing
the efficiency of the state” is one of the mgjor challenges.
The word “corruption” is mentioned in passing four times.
CARDS Assistance Program for Macedonia, 2002 to 2006.
2T |CG interview with EC delegation, 16 April 2002.

2 The Dutch government has a special relationship on
financial matters with Macedonia, which it represents (along
with other Balkan nations) in the World Bank and IMF. The
Netherlands also took over command of the NATO mission
on 26 June 2002, and the present NATO envoy is Dutch.

2 1CG interviews with senior World Bank staff, 19 April
2002 and prior.

PSMAC is primarily a “capacity building” project,
for example, to impose budget constraints on
ministries”® The Bank aso maintains a regional
Trade and Finance Facilitation Credit to harmonise
Customs procedures. This aids mostly in upgrading
information technology and physical plant, in
training, and in harmonising Customs law. Bank
staff concede that these efforts to improve
“administrative capacity” do not address the serious
problems of the Customs Service.

The Bank has a five-pronged strategy to address
“dstate capture and administrative corruption” but
actively pursues only the limited avenues mentioned
and only to the extent of government interest. In the
words of a Bank official, “we only work where the
client wants us”. %

According to Transparency Macedonia Executive
Director Taseva, many internationaly sponsored
training programs are one-time events that lack
coordination and follow-up.?? Follow-up is also
conspicuously missing from two maor anti-
corruption initiatives: the broadly focused Stability
Pact Anti-Corruption Initiative (SPAI), and the
more in-depth, but limited-scope Council of Europe
GRECO (Group of States against Corruption) work.
The latter includes a Select Committee of Experts
on the Evauation of Anti-Money Laundering

%0 Bank staff say the PSMAC can aso be a prod to
legislation. They claim that recent procurement legidation
was passed because it was a PSMAC condition. Interview
with Bank staff in Washington, DC, 27 June 2002.

#L1CG e-mail interview with Joel Hellman, World Bank
Lead Specialist, Public Sector and Governance, Europe and
Central Asia Region, 15 April 2002. The five prongs of the
Bank dtrategy are: politicad accountability; competitive
private sector; public sector management; civil society
participation; and institutional restraints. “ Anti-corruption in
transition — a contribution to policy debate’, World Bank ©
2000 p. xxii. The Bank’s anti-corruption strategy addresses
four key areas. preventing corruption in Bank financed
projects and programs; assistance in combating corruption;
mainstreaming a concern for corruption directly into country
andysis and lending decisons, and contributing to
international effortsto fight corruption. World Bank website,
“World Bank Efforts’.

%2 «The International Community and Organised Crime in
South East Europe: a Southeast Europe Perspective”’,
remarks by Transparency Macedonia Executive Director
Sladjana Taseva, in London, 18 March 2002.
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Measures and PACO (Program Against Corruption
and Organised Crime in South-Eastern Europe).*

At a maor regional SPAI meeting in Tirana in
April 2001, the Macedonian government endorsed
a range of reforms (amost 30 separate
recommendations in five “pillars’). Yet, SPAI has
amost no means of prodding the government to
implement the recommendations except for
periodic review conferences at which governments
report their progress.®*

The Council of Europe approach involves setting
European standards, strengthening  capacities
through technical cooperation; and monitoring
compliance with European standards. But its means
for “monitoring compliance” are occasiona and
limited, and the concept omits completely methods
for diagnosing failure to meet standards and testing
(not just building) capacity.

GRECO is to prepare a report evauating
Macedonian corruption primarily in three areas.
legidation, judiciary, and law enforcement.
Although this is conceived as a “flexible and
efficient follow-up mechanism”, the government
will have eighteen months to implement the
recommendations after the report comes out in
summer 2002, and GRECO will lack the capacity to
prod it.>® For the bulk of the report’s anaysis,

2 Soferworld lists a dozen different regiona initiatives
dealing with the issue of organized crime and corruption.
“Organised crime, corruption and illicit arms trafficking in
an enlarged EU”, Saferworld Report, lan Davis, Chrissie
Hirst and Bernardo Mariani, authors, December 2001, p. 31.
% The most recent meeting took place in late April 2002 in
Washington, yet Macedonia's progress in implementing the
April 2001 Tirana commitments was not a particular focus
a the conference. According to experts, the only other way
to prod governments is where a technical assistance
program is established. ICG telephone interview with SPAI
staff member, 11 April 2002 and 26 July 2002. PFillars | to
IV are: adoption of European and other international
instruments; promation of good governance and reliable
public administration (public procurement system; public
expenditure management system; financial control; civil
service capabilities; public sector external audit system);
crimindisation of corruption and money laundering
(specialised units; investigative capacities); and promotion
of transparency and integrity in business operations
(preventing bribery of public officials in business
transactions;, promoting integrity in business). See “Anti-
corruption measures in South-eastern Europe — Country
Reviews and priorities for reform”, pp. 25-36.

% |Instead, GRECO relies on “peer pressure” and “mutual
evaluation”. See “What's the GRECO?' on Council of

GRECO depends on the government’s own answers
to alengthy questionnaire. The government can also
review the report and make comments before it is
issued.

Another regional organisation, the Southeast Europe
Cooperative Initiative (SECI), was launched in 1995
to encourage close cooperation among Balkan states,
especidly in law enforcement. SECI claims that its
centre in Bucharest is the “sole international law
enforcement organisation which brings together
police and customs representatives’, and it lists the
name of a Macedonian Customs representative.*®
Yet, participation in SECI has not stemmed
Macedonia' s apparent dide into what is aleged to be
active Customs sector racketeering. Macedonia's
experience illugtrates the limitations of regional
programs to enhance law enforcement “ cooperation”
when state actors themselves are either participants
in or collaborators with organised crime.

The lack of intensive follow-up to the rather
limited anti-corruption efforts in Macedonia
explains in part why anti-corruption programs
overal have had, in the words of a thorough World
Bank study, only “mixed results’.®’ It is fine for
SPAl to set up a fivepillar anti-corruption
strategy, or for the World Bank to equip its
strategy with five prongs, but without greater
attention to seeing to it that the recommendations
within the pillars/prongs are adopted, little will be
accomplished. For the moment, no international
agency or actor in Macedonia seems to believe that
leading or even coordinating the fight against
corruption isits responsibility.

Anti-corruption efforts also suffer from too much
strategy and not enough tactics. A senior World
Bank official speaking at a magor conference on
corruption, candidly noted that “25 out of 28
countries  regionally  have  ‘anti-corruption

Europe, GRECO website. Evaluators also conduct one, brief
on-site set of interviews and review data provided by other
sources. However, saff say that the answers to the
questionnaire form the core of the report. Another Council of
Europe organisation, the Select Committee on the Evaluation
of Anti-Money Laundering Measures, also conducted an
evaluation and issued areport in June 2000.

% See SECI web-site, www.secicenter.org, “Mission,
Vision, Objectives of the SECI Center”. SECI also enables
prosecutors in the region to cooperate.

437 « Anti-corruption in transition — a contribution to policy
debate’, World Bank © 2000, p 15.
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strategies, yet results are paltry”.*® Such
strategies are sometimes feel-good exercises for
donors who can put a “tick-in-the-box” that
“something is being done’.* Most stress
legislation and the build-up of “capacity”. Yet in
Bosnia & Herzegovina, seven years of seminars,
training sessions, and “capacity building” have not
yielded a single major corruption or organised
crime conviction — even where the international
community has supplied the evidence.?*°

Professor Marjanovic says, with understandable
acerbity:

[for] God's sake, we have been [harmonising
with the EU] al possible laws in the country.
The Criminal Law was supervised by the
Council of Europe and it was found flawless —
in divine harmony with European crimina
legidation! And what has happened? Nothing!
.... The problem is that no one gives a damn
about [the law] in practice.?**

Even within the laws themselves, there are
loopholes. Transparency Macedonia's Taseva
believes, for example, that not nearly enough
attention is paid to honing rules so that government
can take the profit out of corruption by
confiscating ill-gotten gains.

Transparency Macedonia argues that, overal, “the
role of the international community in supporting
and monitoring anti-corruption activities is
insufficient”.2*? Fortunately, however, some senior
U.S. officials appear to have grasped the link
between erosion of rule of law in Macedonia and
the country’ s stability:

%8 Senior World Bank official speaking at the OECD-
sponsored conference of the Anti-Corruption Network,
Istanbul, 31 March 2002.

9 1hid. It must be noted again that Macedonia has already
made a range of |egidative and administrative commitments
at the SPAI meeting in Tiranain April 2001.

0 |1CG discussion with OHR officia from “Anti-Fraud
Unit”, 29 March 2002.

2! Djordji Marjanovic in Dnevnik, 22 April 2002. Echoing
Marjanovic's view were these words from a participant of
the Republic of Georgia a a recent anti-corruption
conference: “We aready have plenty of laws. The problemis
that we don’t enforce them”. OECD-sponsored conference of
the Anti-Corruption Network, Istanbul, 30 March 2002.

242 « Anti-corruption in the Republic of Macedonia’, paper
by Transparency Macedonia, December 2001, p.2.

Today, the greatest threat to stability comes
not from states but from their inadequacies
— the inability of the new democracies to
control borders, to promote rule of law, and
to respond to the needs and insecurities of
their citizens. One year ago, these same
inadequacies were exploited by violent
extremists who nearly succeeded in causing
another Balkan war, thistime in Macedonia.?*®

Y et, these lucid warnings are not matched by action.
Unless the internationad community matches its
determination to obtain full implementation of the
Framework Agreement with serious efforts to tackle
corruption, that document so painfully developed at
Ohrid risks becoming a paper peace, awaiting the
next conflict to be torn up and rewritten. By dodging
corruption, the international community risks
repeating its fundamental mistake in Macedonia over
the past decade: namely, interpreting the absence of
open hogtility as “progress’, and sweeping difficult
problems under the rug.

23 «\y.S. Strategy for the Balkans’, presentation by Greg
Schulte, National Security Council Senior Director for
Southeast Europe, Georgetown University, Washington,
D.C., 20 March 2002.
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VIlI. CONCLUSION: FINDING WAYSTO
FIGHT CORRUPTION NOW

This report has charted:

Q how Macedonian stability suffers from
endemic, bi-ethnic corruption in government;
and

a how the international community, in the
belief that there is a contradiction between
confronting the government on corruption and
gaining its cooperation on the Ohrid agenda,
does not wish to deal with the problem except
with the “usua” programs.

ICG believes that this latter approach is mistaken.
Far from being in conflict with Ohrid, replacing a
corrupt spoils system as the basis for managing
inter-ethnic relations should be avital priority.

However, devisng just where and how the
international community should apply its efforts is
not nearly so evident. As discussed, the trend in
corruption-fighting stresses a “haligtic,
multidimensional approach” (e.g. five prongs for the
World Bank, even eleven pillars for Transparency
International). A common theme has been “ capacity
building” — strengthening the legal framework and
ingtitutional capabilities, as opposed to prosecuting
and convicting corrupt individuals. Another truism
has been that “fighting corruption is a long-term
process without quick fixes”.

Such comprehensiveness and long time scales may
be appropriate for many transition countries, but not
one that is trying to work its way through inter-
ethnic conflict in which corruption features so
ingdioudy. The “long-term” and “holigtic”
approaches contain an inherent flaw: by their
protracted nature, they diminish any sense of
urgency. If Macedonia must advance on eeven
separate fronts to make progress (as Transparency
International’s full program would suggest), then no
one will expect results soon. The question is whether
Macedonia has that much time to wait. If the
international community adheres to the current anti-
corruption orthodoxy, the government will aways
have a ready excuse with which to defend lack of
progress. Transparency Internationa (headquarters)
seems to concede this point by highlighting the

importance of getting some “quick wins’ to bolster
public support and confidence.***

Other paralysing concepts are the frequent insistence
on “ownership” (by loca citizens) and “partnership”
(with the local authorities.) While loca consultation
is important, the term “ownership” is increasingly
employed by internationas as an excuse to remain
idle. In Macedonia, which has a plethora of local
NGOs and yet a weak civil society, internationa
rhetoric about “ownership” tends to become self-
serving. Without internationals leading the charge
(or a least actively engaged throughout), civil
society efforts like the “anti-corruption coalition”
will go nowhere. Indeed, one glaring problem is the
absence of any internationa organisation or state
which will stand up and take a leadership role even
to coordinate efforts.

A similar caution applies to the demand for
“partnership” with the authorities. Where, as in
Macedonia, it is clear that the government has no
interest in joining the fight, it is naive to insist on
“leadership from the top” and “civil society-
government partnership”.?* The leadership is very
much part of the problem in Macedonia, not the
solution.

The Macedonia chapter of Transparency
International (TI) is presently preparing a study on
the country’s “National Integrity System,” to be
followed by a “National Anti-Corruption Strategy”
with input from many sources. This methodical
project will uncover areas deserving of emphasis.
Experience from other countries, however, suggests
that even the most elaborate and comprehensive
strategy is no substitute for identifying priority
action steps that the international community and
civil society can take now. A good ded of the TI
strategy will likely focus on improving Macedonia s
laws, for example recommending changes in
evidentiary rules and elimination of the present
requirement that, for conviction, a corrupt officia
must virtually be caught in the act. Passage of laws
agang “illicit enrichment” and enabling

244 «T| Source Book 2000”, Chapter 29: Lessons Learned —
A Progress Report; Item 3 and passim.
www.transparency.org/sourcebook/index.html

#® The Bank stresses that “a serious anticorruption program
cannot be imposed from the outside, but requires committed
leadership from ... the highest levels of the dtate.... [A]ny
effective program must be supported from the top”. “Anti-
corruption in transition — a contribution to the policy debate”,
p. xxx, World Bank © 2000.
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confiscation of ill-gotten gains are other important
recommendations that may emerge from this study.

Nevertheless, there are two problems with emphasis
on legidation. First, as noted above, there are few
serious follow-up mechanisms for the raft of laws
aready proposed by SPAI, GRECO and others!
Such reviews as there are tend to focus more on
whether a specific law is passed than on the quality
of its provisons or, most importantly, its
implementation. At best, there is reliance on little
more than “peer pressure’ to encourage genuine
compliance.

Secondly, while some new legidation is badly
needed, Macedonia does not lack the legd
framework to prosecute cases now. Political
influence over the prosecution and courts and within
the police appears to be a significant reason why so
few cases are pursued. In an interview with ICG, the
Public Prosecutor, Stavre Djikov, offered no
convincing reason why some of the most egregious
instances of corruption are not prosecuted.?*® An
effective strategy needs to focus on activating the
legal system, not just handing it more laws. As Tl
(headquarters) observes, “[many] legidatures have
passed new ... laws [to fight corruption] with greet
fanfare...But laws are failing in every country where
corruption is systemic, and they fail more from lack
of law enforcement than from any inadequacies in
the laws themselves’.®’ Tl adds, “there is an
inherent contradiction in trying to use a corrupt

judicial system to uphold the Rule of Law” 2*®

ICG’s recommendations (below) are designed to
complement the emerging national strategy with
actions that not only build capacity, but also test it.
Most of these steps can be taken quickly if thereis
international  will and require only modest
expenditures.

8 | nterview with Public Prosecutor Stavre Djikov, 25 April
2002. Djikov cited the on-going prosecution of Minister of
Defense Paunovski as an example of an effort to pursue a
sensitive case. That adequate legal grounds were found to
prosecute Paunovksi does indicate that prosecutions are
possible. That more cases have not been pursued, however,
suggests that Paunovski may have fallen out of favour with
the politica establishment and that politica criteria
determine which prosecutions are or are not pursued.

47 «T| Source Book 2002”, Chapter 29: Lessons Learned —
A Progress Report, Item 26., Tl web-site
www.transparency.org/sourcebook/index.html.

8 Ipid., Item 27.

It is one thing to devise sensible solutions, another
to get agreement on them. The coming election
campaign presents an opportunity for swift
progress. The fact that the government is on the
defensive gives the international community rare
leverage to raise these matters with it. Diplomats
can keep the discussions discreet, going public (as
the IMF did) only if thereis failure to close a deal.
Government leaders can hardly afford to give the
opposition the gift of appearing obstinate about
reasonable proposals to build transparency and
accountability.

An additional advantage of acting now is that pre-
election commitments can be structured to bind any
incoming government. Opposition parties should be
asked to give their imprimatur to the same reform
commitments as the government and even to sign on
to the Nationd Anti-Corruption Strategy (when it
emerges). On the other hand, the international
community is likely to get less cooperation if it waits
until after the elections to address the issue with
whatever party or parties has acquired a mandate.

Urge the Macedonian government to accept
appointment of “ international watchdogs’ to work
inside ingtitutions that are particularly sensitive for
corrupt activities, including the Customs Directorate,
the Health Fund, and the Ministry of Economy.

If Macedoniaisto stabilise, it must have democratic,
accountable control of its borders. Returning police
and army to former crisis areas and to the borders (as
stipulated under Ohrid) makes little difference if all
too many of their personnel acquiesce or even
participate in trafficking. Likewise, insggting that the
Finance Ministry improve revenue collection or
decentralisng the hedlth care system make little
sense if government funds are siphoned off to
political partiesand individuals.

The political parties have dready accepted the
watchdog concept in the side agreement reached on
the Health Fund in conjunction with passage of the
Law on Local Sdf-Government. The World Bank
rejects the watchdog concept and is unwilling to
fund it because it fears the individua will prove to
be ineffective and the existence of the position may
be used, in effect, to produce a false sense of security
with regard to corruption. These are legitimate
concerns, but the innovation is worth a try, and the
Bank should reconsder. The internationa
community should be prepared to pick up the costs
for smilar watchdogs in other government
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ingitutions where corruption questions  or
temptations are consderable. The responsbilities of
those watchdogs can be structured along the lines of
the Health Fund model. The key elements are that
the watchdogs should be physicaly located within
the government offices, in close proximity to the
most senior officids, and have full access to
information and data.

These international experts will not instantly wipe
out corruption, but they will be able to assess actua
procedures and performance againgt laws and
regulations. If they are ignored, they can ask why.
They can guard againgt politica interference much
as has happened in Macedonias Central Bark,
where, Saffers say, the presence of the IMF Resident
Representative provides on-site expertise and helps
fend off political interference®*® The viability of
ingde watchdogs can be demondrated by the
success of USAID-sponsored auditors who are
housed insde Croatia's Privatization Department.
Auditors offer a “secondary review” of privatisation
bids, providing a check on “insider deal-making” .2*°

Such “watchdogs’ strike a balance between over-
reliance on local officias to withstand pressure and
inducements and international over-involvement.
Responsibility remains with the government; while
the watchdog serves as confidante, adviser, and vital
conduit to the international community, not a
shadow administrator. The concept avoids both the
“ownership” fallacy (asking Macedonians to do
more than they can) and the “creeping protectorate”.
Relative to the costs of permitting malfeasance, and
the perception of malfeasance, to continue,
watchdogs are also a potential bargain.

9 Governors can escape demands for favours by saying,
“I'll never get this one by the IMF guy”. Another precedent
exists in the Defence Ministry where a British Brigadier
serves as an in-house adviser. The Defence Ministry has afar
better reputation for reliability and cooperation than its
counterpart, the Ministry of Interior. Another success story is
in Croatia, where a Price Waterhouse team of experts sits
inside the Privatisation Fund, helping to ensure the fullest
trangparency and optimal disposal of state-owned assets.
Interview with Price Waterhouse in Zagreb, 14 June 2002.
Telephone conversation with USAID Croatia, which funds
the project, 28 June 2002.

20 Interview with KPMG officers in Zagreb, Croatia 14 June
2002. Follow-up conversation with USAID officias
confirmed the viability of KPMG’s secondary review of bids.
Telephone interview USAID officia in Zagreb, 28 June 2002.

Urge the Macedonian government also to accept
appointment of “international watchdogs’ inside
ingtitutions that are particularly sendtive for the
punishment and deterrence of corruption, including
the Public Prosecutor’ s Office and the Judiciary.

There will be no overal progress on fighting
corruption unless egregious cases are prosecuted. In
parallel with the effort to streamline and improve
the legal code, Macedonia needs to improve the
performance of its prosecution, police and judiciary.
Building “capacity” (training new police cadets, for
example, and eventually improving the intelligence
capacity of the police to gather better and more
timely information that can be used in fighting
corruption as well as other serious criminal activity)
isessential for the medium-term but will not address
neglect and political tampering that exists now.

Inserting watchdogs into these key areas would help
to uphold standards and minimise politica
interference. The Public Prosecutor has told ICG he
would welcome the appointment of such an
individual to his office®® Experience from the
Office of the High Representative in Bosnia Anti-
Fraud unit suggests the efficacy of having
internationals within the judicial system to
encourage it to withstand political interference and
overcome systemic lethargy. At the same time,
watchdogs within the justice system could also
assst in avoiding vindictive prosecutions of
political enemies of the government of the day.

Appoint an EU Anti-Corruption Adviser (ACA).

Just as EU Specia Envoy LeRoy's day is filled
trying to get the government and parliament to draft
and pass meaningful Ohrid legidation, so the
Adviser would work to realise the anti-corruption

%! Interview with Public Prosecutor Stavre Djikov, 25 April
2002.

%2 Analysts say that this was the problem with a corruption
crackdown in neighbouring Bulgaria following the last
elections. “As elsawhere in Southeastern Europe and the
former Soviet Union, the Bulgarian government's proclaimed
crackdown on corruption sometimes appears to be more a
means of undermining the reputation of its predecessor than
a dispassionate attempt to eradicate an evil that sabotages
economic progress, especially when those implicated belong
to, or have close ties to, the ruling regime. For that reason,
the public at large tends to regard any proclaimed crackdown
on corruption with either cynicism or indifference’.
“Bulgaria and Corruption”, Ulrich Buechsenschuetz, Radio
Free Europe, 28 June 2002.
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agenda®™® The ACA would lobby ministers and
parliamentarians to draft loophole-free laws and act
as the lead political conduit for the “international
watchdogs® when they encounter obstacles.
Likewise, the ACA would alert key embassies, the
European Commission Delegation and high
international officials if facing serious obstacles in
his or her own work. To provide significant
leverage for dealing with Macedonian officias, the
ACA should be authorised to recommend
suspension of donor funding as appropriate, and
major donors should pledge to respect such
recommendations. The ACA would also usefully
coordinate with, assist and support the anti-
corruption efforts of civil society groups and the
initiatives of international bodies such as the
Stability Pact and the Council of Europe.

Severa leaders of Macedonian civil society have
publicly endorsed the ACA idea, including
Transparency Macedonia Executive Director
Sladjana Taseva, Professor Vlado Kambovski and
Professor Djordji Marjanovic.®* In a meeting with
ICG on 6 March 2002, Prime Minister Georgievski
gave his immediate assent to the concept although
subsequent statements have indicated less
enthusiasm for pro-active measures.>®

Condition financial aid to the government, in
particular all balance of payments and budget
support, on its seriousness in undertaking anti-
corruption reform.

The March 2002 donors conference not only
produced pledges for reconstruction and Ohrid
implementation but also for Macedonia s balance of
payments deficit. In fact, the largest s€ingle
component of promised aid was a cash infusion for
this purpose. Even though donors have held back
further payments since the collapse of the IMF
negotiations, U.S.$50 million had aready been

%3 The European Union, because of the extent of its interests
and programs in Macedonia, could most usefully establish
and operationalise the ACA function and therefore take a
leading role in the effort to achieve good governance.
Whether the holder of the position should ultimately report to
the Council or the Commission is a matter best left to
internal EU decision making.

#4 “|CG demands foreign assistance for corruption”,
Utrinski Vesnik, 13 March 2002. Marjanovic quoted in
Aktuel interview, op. cit.

%3 The idea was presented to the Prime Minister in terms of
an adviser who “would function just like [EU Specid
Envoy] LeRoy, but in the area of corruption”.

dispatched. Aid or credits not yet disbursed (other
than what is directly connected to putting people
back into their homes or implementing Ohrid),
should specifically include commitments and
conditions with respect to corruption — for example,
acceptance of the international watchdogs and the
Anti-Corruption Adviser discussed above.

It will be necessary, though admittedly difficult, to
develop in cooperation with the Macedonian
government realistic benchmarks to assess both the
good faith and the effectiveness with which it attacks
corruption. It will likewise be a complex matter for
donors to make calls on questions such as what
percentage of possible aid might be freed up by what
degree of less than full zeal or unambiguous success
in government efforts. However, there is smply no
reason for donors and internationa financial
ingtitutions to be bashful about direct discussion with
a government that seeks major financia assistance.
Merely to look askance at corruption while giving
soft aid would truly be to act as one of the enablers
of a corruption habit that weakens both the economy
and the security of the country.

Support the Anti-Corruption Commission

The anti-corruption law passed in April 2002
provides for creation, though only after six months,
of an Anti-Corruption Commission. By the end of
2002, parliament is obliged to pass the Ohrid-
prescribed “Law on the Public Attorney” to
reinforce the powers of the aready extant
Ombudsman.

Temptation to devolve the anti-corruption fight on
the Ombudsman should be resisted. That official
already has a very large responsibility for protecting
Ohrid-enshrined rights (for example, safe-guarding
the principle of equitable representation) that will
inevitably require the majority of the office's time.
By contrast, the Commission is intended to focus
exclusively on anti-corruption efforts. It should be
regarded as the primary government institution for
that purpose and accordingly worthy of financial
and other support. No specific international funding
for the Commission is currently envisaged,
however. This should be corrected so that it can
begin to operate effectively as soon as it is launched
in October 2002. Donors also should exercise
vigilance and apply pressure as necessary to ensure
that those appointed to the Commisson are
qualified and not simply “political plants’.
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Establish result-oriented goals on convictions and
confiscations.

Anti-corruption efforts in Macedonia need to focus
not only on legislation and capacity building, but
also on convicting wrongdoers and confiscating
illegally obtained property. Instead of being lulled
into complacency each time parliament passes a
new law, the international community (and civil
society) should set targets relevant to those laws
that will keep pressure on government institutions,
including the courts, to act on them.

Support Transparency International Macedonia’s
efforts to develop an anti-corruption strategy and
the related effort to build an *“anti-corruption
coalition” .

Transparency International has thus far identified
four “immediate” legidative measures:

a amending the Anti-Corruption Law to enable
the National Anti-Corruption Commission to
get off to afast start;

a amending Article 17 of the Constitution to
permit wire-tapping;

a introducing confiscation measures into the
crimina code; and

a improving evidentiary provisions in the
criminal code

It has also identified three medium-term legidative
measures:

a drafting and passing a law on conflict of
interest;

a drafting and passing a law on free access to
information; and

a establishing regional cooperation on anti-
corruption initiatives.?*®

TI further urges restrictions on the “discretion” of
public officials, such as a “first-come, first-served”
policy to correct abuses in the sale of contingents.

Thus far only the European Commission
Delegation, and the U.S, Dutch and British

%6 « Action Plan — Codlition: Corruption Free Macedonia’,
22 April 2002, p.2. While identified by the European
Commission Delegation rather than TI, a law on political
party financing would also seem a worthwhile target.

Embassies have shown much interest in or financia
support for TI Macedonia's efforts. If the fledgling
civil society initiatives are to succeed, a wider
international response is essential. In particular,
once the strategy is drawn up and priority legislation
and other measures are identified, civil society will
need strong international backing to convert them
into public policy and law.

Engage Albanian parties and civil society in the
anti-corruption effort.

Because mogt efforts to deal with legidation and
government reform are Skopje-based, by definition
there is atendency to concentrate on the Macedonian
community. Albanian legidators and certain experts
like Xhevat Haredini, the former defence minister
and present chairman of the “anti-corruption
coalition”, may be involved in the campaign, but not
the wider Albanian community. Polls show,
however, that Albanians are increasingly aware of
corruption and as disgusted by it as ther
Macedonian counterparts.

Whereas Ohrid implementation tends to be viewed
by many in the country as a zero sum game to meet
Albanian demands, engaging with Albanian
political parties, civil society and the media on the
corruption issue provides an opportunity for
dialogue and cooperation between the two main
ethnic groups. This can help Macedonians begin to
see Ohrid not simply as a device for “terrorists to
pose as human rights fighters’, but as a means for
creating more accountable institutions at all levels
of government.

Relax IMF restrictions on hiring additional
personnel in the State Auditor’ s Office.

Officials in the State Auditors Office argue
plausibly that budgetary restrictions severely crimp
their ability to conduct even a small portion of the
audits they are legally obliged to perform. Even so,
it appears they have been able to uncover serious
improprieties. As a vital component for
establishing the basis for further investigation into
and prosecution of corruption cases, the State
Auditor’s Office should be exempted from the
strict government-wide hiring restrictions imposed
on IMF demand. A more effective State Auditor’s
Office can become a “budget multiplier” by
producing revenue savings that more than offset
the cost of additional staff.
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“Twinning” of international auditing experts should o  journalists who report effectively on

also be considered for this office. corruption;

Incorporate specific “ follow-up” elements in all 0 politicians, judges and administrators who

anti-corruption training programs. ha;e exemplary records on corruption issues,
an

Lack of follow-up is a common problem with the
programs that severd states and internationa
organisations run to train local officialsin techniques
to reduce corruption. The course is given, the
ingtructor leaves, and no one checks to see how or if Skopje/Brussels, 14 August 2002
the new methods are applied. If it is to be effective,

anti-corruption training must incorporate some form

of follow-up. To escape some of the costs of

bringing trainers back to Macedonia, donors could

partner with Tl or other NGOs to monitor

implementation.

a members of civil society who effectively
mobilise public opinion against corruption.

Limit the scope of incumbent political parties to
make appointments.

Restricting the opportunities for political patronage
has to be a priority in any struggle for good
governance. While the benefits from training and
development of a professional administration may
take years to redlise, there is no reason why a
legidative constraint cannot be established now to
prevent the top-to-bottom cadre changes common in
Macedonia when a new government takes power.
The establishment of minimum competence criteria
for such appointments as remain within political gift
would also help to reduce debilitating instances of
nepotism.

Establish incentives for fighting corruption.

Punitive enforcement provisons should be
complemented by incentives for good governance.
These can include higher sdlaries®™’ deferred
compensation (e.g. larger pensions for those who
retire without having infringed the rules), and
“whistleblower bonuses’.®®  Additionally, the
international community might consider funding
special awards for:

#T While improving the compensation of officias in
positions especially subject to corruption temptations is
reasonable on its face, Macedonia' s budget situation is such
that it is unlikely the IMF would approve significant
government salary increases.

%8 See various writings on this subject by analyst (and
former adviser to Macedonian Minister of Finance Nikola
Gruevski) Sam Vaknin, e.g. “Greek investments in the
Bakans’, UPI, December 2001. Available at
http://www.balkanlands.com.
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APPENDIX A
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APPENDIX B

ABOUT THE INTERNATIONAL CRISIS GROUP

The International Crisis Group (ICG) is a private,
multinational organisation committed to strengthening
the capacity of the international community to
anticipate, understand and act to prevent and contain
conflict.

ICG’'s approach is grounded in field research.
Teams of political analysts are located within or
close by countries at risk of outbreak, escalation
or recurrence of violent conflict. Based on
information and assessments from the field, ICG
produces regular analytical reports containing
practical recommendations targeted at key
international decision-takers.

ICG's reports and briefing papers are distributed
widely by email and printed copy to officias in
foreign ministries and internationa organisations
and made generally available at the same time via
the organisation's Internet site, www.crisisweb.org.
ICG works closely with governments and those who
influence them, including the media, to highlight its
crisis analyses and to generate support for its policy
prescriptions.

The ICG Board — which includes prominent figures
from the fields of politics, diplomacy, business and
the media — is directly involved in helping to bring
ICG reports and recommendations to the attention
of senior policy-makers around the world. ICG is
chaired by former Finnish Presdent Martti
Ahtisaari; and its Presdent and Chief Executive
since January 2000 has been former Austraian
Foreign Minister Gareth Evans.

ICG's international headquarters are at Brussels,
with advocacy offices in Washington DC, New
York and Paris and a media liaison office in

London. The organisation currently operates eleven
field offices with analysts working in nearly 30
criss-affected countries and territories and across
four continents.

In Africa, those locations include Burundi, Rwanda,
the Democratic Republic of Congo, Sierra Leone-
Liberia-Guinea, Somalia, Sudan and Zimbabwe; in
Asia, Indonesia, Myanmar, Kyrgyzstan, Tagjikistan,
Uzbekistan, Pakistan and Afghanistan; in Europe,
Albania, Bosnia, Kosovo, Macedonia, Montenegro
and Serbia; in the Middle East, Algeria and the
whole region from Egypt to Iran; and in Latin
America, Colombia.

ICG raises funds from governments, charitable
foundations, companies and individual donors. The
following governments currently provide funding:
Australia, Canada, Denmark, Finland, France,
Germany, Ireland, Luxembourg, the Netherlands,
Norway, the Republic of China (Taiwan), Sweden,
Switzerland and the United Kingdom.

Foundation and private sector donors include The
Ansary Foundation, The Atlantic Philanthropies,
Bill and Meinda Gates Foundation, Carnegie
Corporation of New York, Charles Stewart Mott
Foundation, Ford Foundation, John D. and
Catherine T. MacArthur Foundation, John Merck
Fund, Open Society Ingtitute, Ploughshares Fund,
Ruben and Elisabeth Rausing Trust, Sasakawa
Peace Foundation, and William and Flora Hewlett
Foundation.

August 2002



Macedonia’s Public Secret: How Corruption Drags The Country Down

ICG Balkans Report N°133, 14 August 2002

Page 44

APPENDIX C

ICG REPORTSAND BRIEFING PAPERS

AFRICA

ALGERIA"

The Algerian Crisis; Not Over Yet, Africa Report N°24, 20
October 2000 (also available in French)

The Civil Concord: A Peace I nitiative Wasted, Africa Report
N°31, 9 July 2001 (also available in French)

Algeria’s Economy: A Vicious Circle of Qil and Violence,
Africa Report N°36, 26 October 2001 (also available in French)

BURUNDI

The Mandela Effect: Evaluation and Perspectives of the
Peace Process in Burundi, Africa Report N°21, 18 April 2000
(also available in French)

Unblocking Burundi’s Peace Process. Political Parties,
Political Prisoners, and Freedom of the Press, Africa Briefing,
22 June 2000

Burundi: The Issues at Stake. Political Parties, Freedom of
the Press and Political Prisoners, Africa Report N°23, 12 July
2000 (also available in French)

Burundi Peace Process. Tough Challenges Ahead, Africa
Briefing, 27 August 2000

Burundi: Neither War, nor Peace, Africa Report N°25, 1
December 2000 (also availablein French)

Burundi: Breaking the Deadlock, The Urgent Need for a New
Negotiating Framework, Africa Report N°29, 14 May 2001
(also available in French)

Burundi: 100 Days to put the Peace Process back on Track,
Africa Report N°33, 14 August 2001 (also available in French)
Burundi: After Six Months of Transition: Continuing the War
or Winning the Peace, Africa Report N°46, 24 May 2002
(also available in French)

The Burundi Rebellion and the Ceasefire Negotiations, Africa
Briefing, 6 August 2002

DEMOCRATIC REPUBLIC OF CONGO

Scramble for the Congo: Anatomy of an Ugly War, Africa
Report N°26, 20 December 2000 (also available in French)

From Kabila to Kabila: Prospects for Peace in the Congo,
Africa Report N°27, 16 March 2001

Disarmament in the Congo: Investing in Conflict Prevention,
AfricaBriefing, 12 June 2001

The Inter-Congolese Dialogue: Political Negotiation or Game
of Bluff? Africa Report N°37, 16 November 2001 (also
availablein French)

“ Released since January 2000.
™ The Algeria project was transferred from the Africa
Program in January 2002.

Disarmament in the Congo: Jump-Starting DDRRR to
Prevent Further War, Africa Report N°38, 14 December 2001

Storm Clouds Over Sun City: The Urgent Need To Recast
The Congolese Peace Process, Africa Report N°38, 14 May
2002 (also available in French)

RWANDA

Uganda and Rwanda: Friends or Enemies? Africa Report
N°15, 4 May 2000

International Criminal Tribunal for Rwanda: Justice Delayed,
AfricaReport N°30, 7 June 2001 (also available in French)

“Consensual Democracy” in Post Genocide Rwanda:
Evaluating the March 2001 District Elections, Africa Report
N°34, 9 October 2001

Rwanda/Uganda: a Dangerous War of Nerves, Africa
Briefing, 21 December 2001

The International Criminal Tribunal for Rwanda: The
Countdown, Africa Report N°50, 1 August 2002 (also available
in French)

SOMALIA

Somalia: Countering Terrorism in a Failed State, Africa
Report N°45, 23 May 2002

SUDAN

God, Oil & Country: Changing the Logic of War in Sudan,
Africa Report N°39, 28 January 2002

Capturing the Moment: Sudan's Peace Process in the
Balance, Africa Report N°42, 3 April 2002

Dialogue or Destruction? Organising for Peace as the War in
Sudan Escalates, Africa Report N°48, 27 June 2002

WEST AFRICA

Sierra Leone: Time for a New Military and Palitical Strategy,
AfricaReport N°28, 11 April 2001

Sierra Leone: Managing Uncertainty, Africa Report N°35, 24
October 2001

Sierra Leone: Ripe For Elections? Africa Briefing, 19
December 2001

Liberia: The Key to Ending Regional |nstability, Africa Report
N°43, 24 April 2002

Sierra Leone After Elections: Palitics as Usual? Africa Report
N°49, 12 July 2002

ZIMBABWE
Zimbabwe: At the Crossroads, Africa Report N°22, 10 July
2000

Zimbabwe: Three Months after the Elections, Africa Briefing,
25 September 2000
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Zimbabwe in Crisis: Finding a way Forward, Africa Report
N°32, 13 July 2001

Zimbabwe: Time for International Action, Africa Briefing, 12
October 2001

Zimbabwe's Election: The Stakes for Southern Africa, Africa
Briefing, 11 January 2002

All Bark and No Bite: The International Response to
Zimbabwe's Crisis, Africa Report N°40, 25 January 2002

Zimbabwe at the Crossroads: Transition or Conflict? Africa
Report N°41, 22 March 2002

Zimbabwe: What Next? Africa Report N° 47, 14 June 2002

ASIA

CAMBODIA

Cambodia: The Elusive Peace Dividend, Asia Report N°8,
11 August 2000

CENTRAL ASIA

Central Asia: Crisis Conditionsin Three States, Asia Report
N°7, 7 August 2000 (also available in Russian)

Recent Violencein Central Asia: Causes and Consequences,
Central AsiaBriefing, 18 October 2000

Islamist Mobilisation and Regional Security, Asia Report
N°14, 1 March 2001 (also available in Russian)

Incubators of Conflict: Central Asia’s Localised Poverty
and Social Unrest, Asia Report N°16, 8 June 2001 (also
available in Russian)

Central Asia: Fault Lines in the New Security Map, Asia
Report N°20, 4 July 2001 (also available in Russian)
Uzbekistan at Ten — Repression and | nstability, Asia Report
N°21, 21 August 2001 (also available in Russian)

Kyrgyzstan at Ten: Trouble in the “1sland of Democracy”,
Asia Report N°22, 28 August 2001 (also available in Russian)
Central Asian Perspectives on the 11 September and the
Afghan Crisis, Central Asia Briefing, 28 September 2001
(also available in French and Russian)

Central Asia: Drugs and Conflict, Asia Report N°25, 26
November 2001 (also available in Russian)

Afghanistan and Central Asia: Priorities for Reconstruction
and Development, Asia Report N°26, 27 November 2001
(also available in Russian)

Tajikistan: An Uncertain Peace, Asia Report N°30, 24
December 2001 (also available in Russian)

The IMU and the Hizb-ut-Tahrir: Implications of the
Afghanisan Campaign, Centra Asia Briefing, 30 January 2002
(also availablein Russian)

Central Asia: Border Disputes and Conflict Potential, Asia
Report N°33, 4 April 2002

Central Asia: Water and Conflict, Asia Report N°34, 30 May
2002

INDONESIA
Indonesia’s Crisis: Chronic but not Acute, Asia Report N°6,
31 May 2000

Indonesia’s Maluku Crisis: The Issues, Indonesia Briefing,
19 July 2000

Indonesia: Keeping the Military Under Control, Asia Report
N°9, 5 September 2000 (also available in Indonesian)

Aceh: Escalating Tension, Indonesia Briefing, 7 December 2000

Indonesia; Overcoming Murder and Chaos in Maluku, Asia
Report N°10, 19 December 2000

Indonesia: I mpunity Versus Accountability for Gross Human
Rights Violations, Asia Report N°12, 2 February 2001

Indonesia: National Police Reform, Asia Report N°13, 20
February 2001 (also available in Indonesian)

Indonesia's Presidential Crisis, Indonesia Briefing, 21 February
2001

Bad Debt: The Palitics of Financial Reform in Indonesia,
Asia Report N°15, 13 March 2001

Indonesia’ s Presidential Crisis: The Second Round, Indonesia
Briefing, 21 May 2001

Aceh: Why Military Force Won’t Bring Lasting Peace, Asia
Report N°17, 12 June 2001 (also available in Indonesian)

Aceh: Can Autonomy Stem the Conflict? Asia Report N°18,
27 June 2001

Communal Violencein Indonesia: Lessons from Kalimantan,
Asia Report N°19, 27 June 2001

Indonesian-U.S. Military Ties, Indonesia Briefing, 18 July 2001

The Megawati Presidency, Indonesia Briefing, 10 September
2001

Indonesia: Ending Repression in Irian Jaya, Asia Report
N°23, 20 September 2001

Indonesia: Violence and Radical Muslims, Indonesia Briefing,
10 October 2001

Indonesia: Next Steps in Military Reform, Asia Report N°24,
11 October 2001

Indonesia: Natural Resources and Law Enforcement, Asia
Report N°29, 20 December 2001 (also available in Indonesian)

Indonesia: The Search for Peace in Maluku, Asia Report
N°31, 8 February 2002

Aceh:; Sim Chancefor Peace, Indonesia Briefing, 27 March 2002

Indonesia: The Implications of the Timor Trials, Indonesia
Briefing, 8 May 2002

Resuming U.S.-Indonesia Military Ties, Indonesia Briefing,
21 May 2002

Al-Qaeda in Southeast Asia: The case of the “Ngruki
Network” in Indonesia, Indonesia Briefing, 8 August 2002

MYANMAR

Burma/Myanmar: How Strong is the Military Regime? Asia
Report N°11, 21 December 2000

Myanmar: The Role of Civil Society, Asia Report N°27, 6
December 2001

Myanmar: The Military Regime’s View of the World, Asia
Report N°28, 7 December 2001

Myanmar: The Politics of Humanitarian Aid, Asia Report
N°32, 2 April 2002

Myanmar: The HIV/AIDS Crisis, Myanmar Briefing, 2 April
2002

AFGHANISTAN/SOUTH ASIA

Afghanistan and Central Asia: Priorities for Reconstruction
and Development, Asia Report N°26, 27 November 2001
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Pakistan: The Dangers of Conventional Wisdom, Pakistan
Briefing, 12 March 2002

Securing Afghanistan: The Need for More International
Action, Afghanistan Briefing, 15 March 2002

The Loya Jirga: One Small Step Forward? Afghanistan &
Pakistan Briefing, 16 May 2002

Kashmir: Confrontation and Miscalculation, Asia Report
N°35, 11 July 2002

Pakistan: Madrasas, Extremism and the Military, Asia Report
N°36, 29 July 2002

The Afghan Transitional Administration: Prospects and
Perils, Afghanistan Briefing, 30 July 2002

BALKANS

ALBANIA

Albania: State of the Nation, Balkans Report N°87, 1 March
2000

Albania’s Local Elections, A test of Stability and Democracy,
Balkans Briefing, 25 August 2000

Albania: The State of the Nation 2001, Balkans Report N°111,
25 May 2001

Albania’s Parliamentary Elections 2001, Balkans Briefing,
23 August 2001

BOSNIA

Denied Justice: Individuals Lost in a Legal Maze, Balkans
Report N°86, 23 February 2000

European Vs. Bosnian Human Rights Standards, Handbook
Overview, 14 April 2000

Reunifying Mostar: Opportunities for Progress, Balkans Report
N°90, 19 April 2000

Bosnia’s Municipal Elections 2000: Winners and Losers,
Balkans Report N°91, 28 April 2000

Bosnia's Refugee Logjam Breaks: Is the International
Community Ready? Bakans Report N°95, 31 May 2000

War Criminalsin Bosnia’s Republika Srpska, Balkans Report
N°103, 2 November 2000

Bosnia’'s November Elections. Dayton Stumbles, Balkans
Report N°104, 18 December 2000

Turning Strife to Advantage: A Blueprint to Integrate the
Croats in Bosnia and Herzegovina, Balkans Report N°106,
15 March 2001

No Early Exit: NATO's Continuing Challenge in Bosnia,
Bakans Report N°110, 22 May 2001

Bosnia's Precarious Economy: Still Not Open For Business;
Balkans Report N°115, 7 August 2001 (also available in Serbo-
Croatian)

The Wages of Sin: Confronting Bosnia's Republika Srpska,
Balkans Report N°118, 8 October 2001 (Also available in
Serbo-Croatian)

Bosnia: Reshaping the International Machinery, Bakans
Report N°121, 29 November 2001 (Also available in Serbo-
Croatian)

Courting Disaster: The Misrule of Law in Bosnia &
Herzegovina, Balkans Report N°127, 26 March 2002 (Also
available in Serbo-Croatian)

Implementing Equality: The " Constituent Peoples’ Decision
in Bosnia & Herzegovina, Balkans Report N°128, 16 April
2002 (also available in Serbo-Croatian)

Palicing the Police in Bosnia: A Further Reform Agenda,
Balkans Report N°130, 10 May 2002

Bosnia's Alliance for (Smallish) Change, Balkans Report
N°132, 2 August 2002

CROATIA
Facing Up to War Crimes, Balkans Briefing, 16 October 2001

KOSOVO

Kosovo Albanians in Serbian Prisons; Kosovo's Unfinished
Business, Balkans Report N°85, 26 January 2000

What Happened to the KLA? Balkans Report N°88, 3 March
2000

Kosovo's Linchpin: Overcoming Division in Mitrovica,
Balkans Report N°96, 31 May 2000

Reality Demands. Documenting Violations of | nternational

Humanitarian Law in Kosovo 1999, Balkans Report, 27 June
2000

Elections in Kosovo: Moving Toward Democracy? Bakans
Report N°97, 7 July 2000

Kosovo Report Card, Balkans Report N°100, 28 August 2000

Reaction in Kosovo to Kostunica's Victory, Balkans Briefing,
10 October 2000

Religion in Kosovo, Balkans Report N°105, 31 January 2001
Kosovo: Landmark Election, Bakans Report N°120, 21
November 2001 (also available in Albanian and Serbo-Croatian)
Kosovo: A Strategy for Economic Development, Ba kans Report
N°123, 19 December 2001 (dso availablein Serbo-Croatian)

A Kosovo Roadmap: |. Addressing Final Status, Balkans
Report N°124, 28 February 2002 (also available in Albanian and
Serbo-Croatian)

A Kosovo Roadmap: I1. Internal Benchmarks, Balkans Report
N°125, 1 March 2002 (also available in Albanian and Serbo-
Croatian)

UNMIK’s Kosovo Albatross: Tackling Division in Mitrovica,
Balkans Report N°131, 3 June 2002 (also availablein Albanian
and Serbo-Croatian)

MACEDONIA

Macedonia’s Ethnic Albanians: Bridging the Gulf, Balkans
Report N°98, 2 August 2000

Macedonia Government Expects Setback in Local Elections,
Balkans Briefing, 4 September 2000

The Macedonian Question: Reform or Rebellion, Bakans
Report N°109, 5 April 2001

Macedonia: The Last Chance for Peace, Balkans Report
N°113, 20 June 2001

Macedonia: Still Sliding, Balkans Briefing, 27 July 2001
Macedonia: War on Hold, Balkans Briefing, 15 August 2001

Macedonia: Filling the Security Vacuum, Balkans Briefing,
8 September 2001

Macedonia’s Name: Why the Dispute Matters and How to
Resolve It, Balkans Report N°122, 10 December 2001 (also
available in Serbo-Croatian)
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MONTENEGRO

Montenegro: In the Shadow of the Volcano, Bakans Report
N°89, 21 March 2000

Montenegro’'s Socialist Peopl€' s Party: A Loyal Opposition?
Balkans Report N°92, 28 April 2000

Montenegro’s Local Elections: Testing the National
Temperature, Background Briefing, 26 May 2000

Montenegro: Which way Next? Bakans Briefing, 30 November
2000

Montenegro: Settling for Independence? Balkans Report
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“The Algeria project was transferred from the Africa Program
in January 2002.
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