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ACRONYMS AND ABBREVIATIONS

ACDF
AFSP
Al
AIC
AIS
AK
AMS
ASCI
ATAM
BOD
BoR
BRC
CAP
CAO
CARDS

CEEC
CEFTA
CMO
COP
CORINE
EAR
EARDF
EC
EFTA
EIA
EU
EU 15
EU 25
EU 27
EUR
F&V
FACE
FADN
FAO
FDI
FFRM
FMS
FOB
FTA
GAP
GDP
GEF
GHG
GIS
GMO
GSM

Agricultural Credit Discount Fund

Agricultural Financial Services Project

Artificial Insemination

Agricultural Investment Centre

Agricultural Information System

Agro Kombinat

Aggregate Measures of Support

Areas of Special Conservation Interest

Association of Tourist Agencies AWU  Annual Working Unit
Biological Oxygen Demand

Book of Rules

British Retail Consortium

Common Agricultural Policy (of the EU)

Competent Accreditation Officer

Community Assistance for Reconstruction, Development and
Stability

Central - Eastern European Countries

Central European Free Trade Agreement

Common Market Organisation

Country Operational Programme

Coordinated Information on the European Environment
European Agency for Reconstruction

European Agriculture and Rural Development Fund
European Community

European Free Trade Association

Environmental Impact Assessment

European Union

European Union of 15 Member States

EU of 25 Member States (without Bulgaria and Romania)
European Union of 27 Member States

European Union Currency

Fruits and Vegetables

Foundation Agro-Centre for Education

Farm Accountancy Data Network

Food and Agriculture Organization (of the UN)
Foreign Direct Investments

Federation of Farmers

Farm Monitoring System

Free on board

Free Trade Agreement

Good Agricultural Practice

Gross Domestic Product

Global Environment Fund

Glass House effect Gases

Geographic Information System

Genetically Modified Organisms

Global System for Mobile communications
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GTZ
HACCP
HOTAM
I&R
IACS
IBRD
IFAD
IMF
IPA
IPARD
IPCC
IPPC
ISO
I[UCN
JBIC
JICA
LFA
LRF
LUCF
MA
MAASP
MAFWE
MAMA
MCA
MIPD
MKD
MoC
MoE
MoEPP
MoF
MoH
MoLSG
MoSE
MoTC
MW
n.a.
NAO
NARDS
NBS
NCEA
NDP
NEA
NEAP
NEAP 2
NEHAP
NF
NGO
NIPAC
NPAA
NPC
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German Technical Cooperation

Hazard Analysis and Critical Control Points (standard)
Hotel Proprietors Association

Animal Identification and Registration System
Integrated Administration and Control System
International Bank for Reconstruction and Development
International Fund for Agricultural Development
International Monetary Fund

Instrument for Pre-Accession assistance

IPA for rural development (IPA component 5)
Intergovernmental Panel for Climate Change
Integrated Pollution Prevention and Control
International Organization of Standardization
International Union of conservation of nature
Japan Biological Informatics Consortium

Japan International Cooperation Agency

Less Favoured Areas

Union of Swedish Farmers

Land use change and forestry

Managing Authority

Agriculture Advisory Support Programme
Ministry of Agriculture, Forestry and Water Economy
Agro business Marketing

Competitiveness Activity Project

Multi-annual Indicative Planning Document
Macedonian Denar (currency of the country)
Ministry of Culture

Ministry of Economy

Ministry of Environment and Physical Planning
Ministry of Finances

Ministry of Health

Ministry of Local Self Government

Ministry of Science and Education

Ministry of Transport and Communication

Mega Watts

not applicable

National Officer for Authorisation

National Agricultural and Rural Development Strategy
National Biodiversity Strategy

National Classification of Economic Activities
National Development Plan

National Extension Agency

National Environmental Action Plan

Second National Environmental Action Plan
National Environmental Health Action Plan
National Fund (Ministry of Finance)
Non-Governmental Organisation

National IPA Coordinator

National Programme for Adoption of Acquis
Nominal Protection Coefficient
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NPK
NSSD
NUTS
OECD
OG
PA
PO
PPD
PSO
PSOM
PWEs
QS
RoW
SAA
SAPAAIS

SAPARD

SEUROP
SFRY
SIDA
SLR
SMEs
SPL
SSO
SWOT
TA
TAIEX
UAA
UHT

UN
UNDP
UNEP
UNESCO
UNFCCC
UoLSG
UPOQVv
USA
USAID
USD
V.D.
VET

VL
VMMS
WB
WMO
WTO
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Nitrogen, Phosphorous, and Potash (fertilizer)

National Strategy for Sustainable Development
Nomenclature of Statistical Territorial Units

Organisation for Economic Cooperation and Development
Official Gazette of the Republic of Macedonia

Paying Agency

Producer Organization

Plant Protection Directorate

Dutch Co-operation Programme with CEEC

Dutch Co-operation Programme with Emerging Markets
Public Water Enterprises

Quality Standard

Rest of the World

Stabilisation and Association Agreement

Sector for agricultural policy analysis and agricultural information
system
Special Accession Programme for Agriculture and Rural
Development

European Carcass Classification System

Socialist Federal Republic of Yugoslavia (former Yugoslavia)
Swedish International Development Agency

Structural and Legal Reform Project (EU funded)
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Veterinary Directorate

Vocational Educational and Training
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Vineyards Monitoring and Management System
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PART I - IPARD - AGRICULTURE AND RURAL DEVELOPMENT PROGRAMME, 2007-2013

PREFACE

The main purpose of the Programme is to act as planning document for
implementing Council Regulation (EC) No 1085/2006 of 17 July 2006
establishing an Instrument for Pre-Accession Assistance (IPA) for the period
2007-2013.

The document has been prepared by the Ministry of Agriculture, Forestry and
Water Economy (MAFWE) with the technical support provided by the
Structural and Legal Reforms Project funded by the EU, in close collaboration
with the Commission, other relevant institutions and the economic and social
partners at various levels.

This Programme has been prepared according to the provisions set in
Commission Regulation (EC) No 718/2007 and based on Council Regulation
(EC) No 1698/2005 of 20 September 2005 on support for rural development
by the European Agricultural Fund for Rural Development (EAFRD), Council
Decision of 20 February 2006 on Community strategic guidelines for rural
development (programming period 2007 to 2013)

The drawing-up of the Programme, the implementation and the follow-up
mechanisms are in compliance with the Common provisions set in the
Commission Regulation (EC) No 718/2007 and in specific with the Principals
for Assistance (Article 3) and the provisions for IPA for Rural Development
(Title IV) and thus facilitate the transition process of implementation of the
Acquis communautaire. The Programme is subject of the Commission’s
approval referred to in Article 6 of the Commission Regulation (EC) No
718/2007.

The Ministry of Agriculture, Forestry and Water Economy has overall
responsibility for this Programme.

In the first stage of elaboration, the principal priorities were identified in
consultation with various agriculture sector stakeholders. Initially, independent
in-depth studies were prepared for four agri-food sub-sectors (milk and dairy,
meat and meat products, fruit and vegetables and wine and grapes) to identify
the major weaknesses to be addressed and potentials to be boosted. The four
sub-sectors were selected based on their importance in the agricultural GDP
and according to the process of adoption of the EU Acquis according to the
NPAA.

Self-governments, regional agricultural departments, regional offices of the
National Extension Agency, Farmers Federation, non-governmental
organisations and sector advisory technical committees participated in the
Programme definition.

The drafting of the Programme was based on the National Development Plan
(NDP), the National Strategy for Agriculture and Rural Development (NARDS
adopted by the Government on 29.06.2007) and the National Programme for
Adoption of the Acquis (NPAA), as well as the Multi-annual Indicative
Planning Document (MIPD), framework of available measures under
Instrument for Pre-accession Assistance for Agriculture and Rural
Development (IPARD) and the results of the independent sub-sector analysis.
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Based on the results of consultations and discussions, the IPARD Programme
was elaborated including the assessment of overall situation in the rural
economy, development of agricultural and agriculture-related sectors, defining
the main problems, possible solutions on the basis of the priorities set forth.
Analysis of the regional differences is also included in the Programme as well
as the differentiation and prioritisation thereof. A detailed summary of priorities
and support measures included, as well as the financing thereof is given in the
concluding part of this document (see Part Ill and Part IV Technical Measure
Fiches).
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EXECUTIVE SUMMARY OF THE PROGRAMME

The Republic of Macedonia is in the process of acquiring full membership of
the European Union and is thus eligible for the pre-accession assistance in
accordance with EC Regulation 1085/2006 of 17 of July on establishing an
Instrument for Pre-accession Assistance (IPA). Consequently, under the IPA
fifth component for rural development (IPARD), the country is entitled to pre-
accession financial aid for sustainable agriculture and rural development with
focus on preparation for the Common Agricultural Policy and related policies
and for the European Agricultural Fund for Rural Development (EAFRD) and
adjusting the sector towards the Common Market.

Elaboration of this Programme is supervised by the IPARD working group.
The group comprises of representatives from the Ministries of Agriculture,
Forestry and Water Economy, Finance, Economy, Environmental Protection
and Spatial Planning, Education and Science, the Secretariat for European
Affairs and the State Statistical Office.

The overall objective of the Programme is Implementation of the Acquis
communautaire concerning the common agricultural policy and related
policies for competitive and sustainable agriculture; strong, sustainable rural
communities and diverse and sustainable rural environment.

The main general objective of the country's IPARD Programme is thus to:

“Improve the competitiveness of agricultural holdings and the food industry
developing them to comply with Community standards, while ensuring
sustainable environmental and socio-economic development of rural areas
through increased economic activities and employment opportunities.”

This shall be achieved through following specific objectives of the Programme:

e Improving the technological and market infrastructure of commercial
agricultural holdings and food processing industry aimed at increased
added value of agri-food products and achieved compliance with EU
quality, health, food safety and environmental standards

e Improved quality of life of rural population, increased income and
creation of new employment opportunities,

The following measures have been included in the Programme:

e Priority 1: Improving market efficiency and implementation of
Community standards

Measure 101: Investments in agricultural holdings to restructure and to
upgrade to Community standards,

Measure 103: Investments in processing and marketing agriculture products
to restructure and to upgrade to Community standards

e  Priority 3: Development of rural economy
Measure 302: Diversification and development of rural economic activities,
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PART | — SITUATION OF AGRICULTURE AND RURAL AREAS

1.1. COUNTRY PROFILE
The Republic of Macedonia is a small land-locked country with diversified
natural endowments and climate, “melting pot” of variety of traditions and
cultures, rich in history and archaeological and cultural heritage. The country
is located in the South Western part of the Balkan Peninsula and in the South-
- | East part of the European
Continent. The country shares its
| borders with two EU member
| states, Greece to the South (262
km border length) and Bulgaria to
the East (165 km border length),
and with Serbia in the North (232
km including the UN-Administered
. | Kosovo Territory) and with

- ¥ " Albania to the West (191 km).
‘ r% -.\

Geo-strategically positioned, the country is at the crossroads of two major
pan-European transport corridors (number VIII and X), which link Central
Europe to the Adriatic, Aegean and Black Seas.

The total land area is 25,713km? ;5 vyl iaw s
which is equivalent to 6% of EU-25 {

land area, and about the size of
Belgium.

The country is characterised by a
great variety of landscapes.
Heterogeneous, with numerous
relief  forms, with  different
expositions and inclinations, and
with great differences of altitude
(from 40 to 2,764m above sea
level). The division into mountains
and basins of lower relief category
(undulating-hilly, sloping and flat ; in
relief) is of great significance for spmmpummmmmee o= 50
the regionalisation.

The territory is prevalently mountainous and intersected by large valleys. Hills
and mountains account for around 79% of the land area with the balance
made up of plains (19%) and natural lakes (2%). The average altitude is 850
meters above the sea level. High mountain regions (above 2,000 meters) take
up 38% of the territory. The highest peak is Golem Korab, with 2,764 m
metres. The middle mountain regions (ranging between 1,000 to 2,000
meters) take up 29.28% of the territory, while the remaining territory is less
than 1,000 meters altitude. The plains amount to 4,900 km?.

The availability of water resources is made up of natural lakes (tectonic and
glacial origin), artificial lakes and river basins. The natural lakes in the country
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are trans-boundary waters. The largest one is Ohrid Lake (348 km?, including
118.9 km? in Albania) being the oldest lake in Europe at the same time the
deepest natural lake in the Balkans, than Prespa Lake (275 km? including
49.4 km? in Albania and 47.8 km? that belong to Greece) and the Dojran Lake
(43 km?, including 15.8 km? in Greece). The biggest among the glacial lakes is
Bogovinsko Lake on the Shar Planina Mountain, while the biggest artificial
lake is the Shpilje Lake'. There are around 110 major and minor artificial
lakes, of which only 20 with volumes larger than 1 million m? are being used
for irrigation, water supply and production of hydroelectric power.

In total, there are around 4,410 water springs, and 35 rivers cross the country
flowing into four river basins of which three are important in terms of water
flow: the Vardar carries 80%, the Crn Drim 13% and the Strumica 7%. The
most significant river is the Vardar (301 km).

Soil structures are very heterogeneous (there are more than thirty types of
soils) as consequence of the varied natural conditions for the soil creation
(topography, climate, flora, geological formation and anthropogenic influence).
The mountains are composed of non-calcareous hard rocks, including
quartzite, and various silicate rocks: acidic, neutral, basic and ultra basic
rocks; as well as calcareous rocks such as pure limestone, marbles and
dolomites. Basins are composed of loose and lightly cemented sediments,
and a small quantity of young volcanic rocks. Undulating-hilly terrains in the
basins are composed of sea and lake sediments. The sloping terrain consists
of colluvial and some fluvioglacial deposits.

1.1.1. Climate and its Influence on Agriculture

As a result of its geographic position and topography, the country is at the
crossroads of continental and Mediterranean climates. Temperatures, rainfall,
atmospheric pressure, wind and moisture vary significantly and influence the
overall water regime. Dry and hot periods predominate (summer-autumn),
while cold periods are short (winter). Rainfall is irregular, sporadic and in small
quantity throughout the country, (average annual precipitation is 733 mm).
Therefore, the majority of the territory is dry (the Ovce Pole region is the driest
region in the Balkans). Higher precipitation is characteristic from October to
December and weaker from March to May. A typical Mediterranean
characteristic are the short and intense rain showers that cause soil erosion,
landslides and local floods.

The climatic variations deeply affect the agricultural production in the country.
Late spring and early autumn frosts, regular hail phenomena in summer and
droughts cause severe damage to the agriculture production.

In the table below are presented the lowest temperatures (in Celsius degrees)
achieved in the winter period; the earliest dates of early autumn frosts; and;
the latest dates of late spring frosts for the different agro-meteorological
stations in the last 30 years.

The largest is Shpilje on the Crni Drim and Radika River, with a volume of 520 x 106 m3,
followed by Tikvesh Lake on the Crna River, with 475 x 106 m3.
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Table | - 1 Lowest temperature, early autumn frosts and late spring frosts

No: | Region Lowestin C Early Late spring
autumn freezing
freezing

1 Delcevo -29 07 Sept 05 May

2 Mavrovo -28 08 Sept 05 May

3 Pretor -27 09 Sept 20 May

4 Resen -27 09 Sept 20 May

5 Berovo -27 14 Sept 05 May

6 Krusevo -26 23 Sept 15 May

7 Skopje -25 26 Sept 15 May

8 K.Palanka -24 29 Sept 15 May

9 Kumanovo -24 30 Sept 15 May

10 | Bitola -23 30 Sept 15 May

11 Prilep -22 02 Sept 10 May

12 | Strumica -21 02 Oct 30 Apr

13 | Gevgelija -20 02 Oct 15 Apr

14 | Ohrid -20 03 Oct 10 May

15 | Struga -20 03 Oct 11 May

16 | Stip -19 16 Oct 30 Apr

17 | D.Kapija -18 19 Oct 20 Apr

Source: MAFWE, Hydro-meteorological Directorate

All agricultural areas of the country are prone to early autumn frosts from early
September to the second decade of October, whereas late spring freezing
occurs from mid April to the second decade of May. Both early autumn frosts
and late spring freezing affect fruit production (apples, plums, cherry) located
in Delcevo, Berovo, Resen, Pretor, Ohrid and Struga, open-field early
vegetables (salad, peppers, tomato, cucumber) located in Strumica,
Gevgelija, Demir Kapija and grape production in the three vine-growing areas
(Povardarie, Pelagonija-Polog and the Pcinja-Osogovo).

Hail is another negative weather phenomenon that causes huge damages to
agricultural production. Since 1971, an operational hailstorm protection
system existed in the country (based on rockets) but the system experiences
difficulties in timely protection and it is considered as obsolete.

In the table below are reported the hailstorm days from the 17 agro-
meteorological stations:
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Table | - 2 Hail storm days

No: | Region Hail storm days | No: Region Hail storm

days
1 | Krusevo 71 10 | Mavrovo 32
2 | Berovo 64 11 | Strumica 31
3 | K.Palanka 63 12 | Bitola 27
4 | D.Kapija 39 13 | Prilep 26
5 | Kumanovo 38 14 | Resen 24
6 | Gevgelija 37 15 | Pretor 15
7 | Delcevo 35 16 | Struga 15
8 | Ohrid 35 17 | Skopje 2
9 | Stip 35

Source: MAFWE, Hydro-meteorological Directorate

Based on a 20 years data analysis, places and regions with highest frequency
of hailstorm appearance in the period between mid-April and mid-October
have been identified as follows:

e Probability of hail storms is higher in east part than in the west part of the
country;

e Berovo, Demir Kapija, Stip, Strumica, on the eastern side i.e. regions
predominant producers of fruit, vegetable and grape, are frequently
affected, whereas Ohrid and Resen (predominant apples and cherries
producers) are affected on the western side;

e May is the month where the frequency of hail is biggest followed by June
and July.

Crop water deficiency (drought) is a very common phenomenon in the
country, appearing during the vegetation period when soil humidity and rains
are not sufficient for normal growth and development of plants and fruits.
Overall, annual precipitation is low ranging from 970 mm in Mavrovo
mountainous area to 490 mm in Skopje and Stip areas.

Table | - 3 Average rain falls

No: Region Rain falls No: Region Rain falls
(mmlyear) (mml/year)
1 | Krusevo 730 10 | Mavrovo 970
2 | Berovo 600 11 | Strumica 550
3 | K.Palanka 610 12 | Bitola 610
4 | D.Kapija 550 13 | Prilep 580
5 | Kumanovo 500 14 | Resen 730
6 | Gevgelija 650 15 | Pretor 730
7 | Delcevo 550 16 | Struga 790
8 | Ohrid 730 17 | Skopje 490
9 | Stip 490

Source: MAFWE, Hydro-meteorological Directorate

The total amount of rainfall is higher in agricultural areas in the west side of
the country (Resen , Pretor (Prespa), Struga, Ohrid) regions with fruit
production than in the east side of the country (Stip, Skopje, Strumica, Demir
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Kapija, Gevgelija) agricultural regions with open field early vegetable and
grape production.

The table below shows the highest temperatures in the country in the last 30
years. It is obvious that agricultural areas Gevgelija, Strumica, Stip, Skopje,
Kumanovo with open field vegetable production (salad, peppers, tomato, and
cucumber) and grape production are affected by temperatures above 40C°.

Table | - 4 Highest temperature measured in last 30 years

No: Region Highest No: | Region Rain falls
temp (C°) (mmlyear)
1 | Krusevo 35 10 | Mavrovo 34
2 | Berovo 36 11 | Strumica 43
3 | K.Palanka 37 12 | Bitola 41
4 | D.Kapija 44 13 | Prilep 42
5 | Kumanovo 40 14 | Resen 37
6 | Gevgelija 42 15 | Pretor 37
7 | Delcevo 38 16 | Struga 37
8 | Ohrid 37 17 | Skopje 42
9 | Stip 42

Source: MAFWE, Hydro-meteorological Directorate

The provision of supplemental irrigation during the crop water deficiency
periods (combined often with high temperatures) is a necessary to preserve
the crops from failures and/or from quality degradation.

1.1.2. Population

According to the latest census, in 2002, the country had a total population of
2,022,547 in 564,296 total numbers of households (3.6 persons per
household); with an average population density of 79 persons per km?
compared to EU average of 115.

The population is mainly concentrated in the urban centres, with 23.1%, in
Skopje-the capital city, 5% in Kumanovo, 4% in, Bitola, 3.5% in Tetovo, 3% in
Veles, and in 24 other smaller cities-towns (most of which are up to 15,000
inhabitants).

According to the Census 2002, the gender structure of the population is
50.2% men (68.8% are between 15-64 years of age) and 49.8% are women
(67.7% being between 15-64 years of age).

The country’s population has a multi-ethnic structure. In 2002, it consisted of
the following major ethnic groups: Albanians (25.17%), Turks (3.85%) and
Roma (2.66%). The balance of 4.14% is made up by other ethnic groups-
Serbs, Vlachs, Boshnjaks etc.

The average age of the population in the country is approximately 33 years,
and almost 68% of the population is between 15 and 64 years of age, i.e. is of
able-bodied age. The average rate of population growth is estimated at
approximately 0.4%, while the birth rate is almost twice as big as the mortality
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rate. Still, the country has an unfavourable net average migration rate -
1.45/1,000 inhabitants.

1.1.3. Political situation, Governance and Administrative system

1.1.3.1. Political profile

The country became independent in November 1991 and it is a parliamentary
democracy with elections held every four years.

The country is committed to the challenges of acquiring membership in the
EU. The country is a member of the UN (since 8" of April 1993), member of
the IMF (14" of December 1992), of the World Bank (25" of February 1993)
and of the European Council (since 9th of November 1995). On 15 October
2002, it was officially accepted as a member of the WTO. The Parliament of
the country ratified the Agreement for joining the WTO in January 2003, thus
opening up the way to the country becoming a full member in April 2003.
Following the Agreement for cooperation with the EU in 1997, in April 2001
the country signed a Stabilization and Association Agreement with the EU,
enabling it to get almost tariff-free access to European markets. After its
ratification in the parliaments of all EU member-states, SAA entered into force
on 2 April 2004.The country's application for EU membership was formally
submitted in Dublin on 22 March 2004, followed by the submission of the
responses to the EU questionnaire to the EC in Brussels on 14 February
2005. In October 2005, the EC made positive recommendations regarding the
country’s candidate status, and in December 2005, the recommendations
were accepted by the European Council and the country was given the status
of candidate for EU membership.

1.1.3.2. Governance context

In the governance context, the state powers are separated into legislative (the
Parliament), executive (the President of the Republic and the Government)
and judicial (Judicial Council of the Republic). The Government of the
Republic is located in the capital Skopje.

1.1.3.3. Administrative system and territorial organisation

According to the EU Nomenclature of
Statistical Territorial Units (NUTS), the
Republic of Macedonia as a country is
classified in the NUTS | and Il, and it is
divided into 8  Statistical Regions
(corresponding to EU Classification NUTS
[ll), and into 34 groups of Municipalities
(equivalent to districts - corresponding to
EU classification NUTS 1V) and into 84
Municipalities including the city of Skopje
(ccgrresponding to EU classification NUTS
V)©.

2 Law on Territorial Organisation of Local Self Governments (OG 55/2004, 12/2005)
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Local issues are decided and organised by Local Governments. Local self-
government units are Municipalities settled (headquarters) in towns or in rural
centres (villages). The city of Skopje is a separate unit of local self-
governance because of the specific character of the city as capital of the
country.

The settlements and towns within the Municipality can establish forms of self-
governance of Urban Communities or Local Communities,

The 2002 Law on Local Self-Government® stipulates, among others, the

following competencies of the Municipalities:

e Urban and rural planning.

e Protection of nature and of the environment (from pollution, noise and
ionizing radiation).

e Local economic development (determining development priorities, running
of local economic policy; support the development of small and medium
size enterprises and entrepreneurship at local level, participation in the
establishment and development of local network of institutions and
agencies; promotion of partnership).

e Communal activities - water supply (including potable); water drainage and
waste water purification; maintenance of public hygiene; solid waste
management; regulation and organization of public local transportation;
supply of natural gas and heating energy; construction, maintenance of
local roads, streets and other infrastructure facilities (parking spaces,
markets; parks, park-forests and recreational spaces).

e Culture - preserving of cultural heritage; celebration of events and persons
of importance for the culture and history of the municipality.

e Recreation - development of recreational activities of the citizens;
maintenance and construction of recreation facilities of public interest for
the municipality.

e Social welfare and child protection — kindergartens and homes for the
elderly.

e Healthcare — governance of the network of public health organizations and
primary care.

e Education — establishing, financing and administering of primary and
secondary schools, in cooperation with the central government.

1.1.4. Macro-economic Situation

The Republic of Macedonia is a small economy in transition. Since
independence, the economic development of the country has gone through
three major processes: transition to market economy; macro-economic
stabilisation and structural adjustment; and maintaining macro-economic
stability.

The early years of transition to market economy (1991-1994) were
accompanied with continuous regional instability. The break-up of Yugoslavia
and the loss of the traditional markets and economic linkages led to
deterioration and oversize of the production capacities. UN sanctions against
Yugoslavia and Greece’s economic embargo significantly impeded economic

3 0OG 5/2002
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development opportunities until 1995. In the period 1991-1995, the GDP
dropped by more than 30%. Due to the constant decline of the economy, in
1994, with the support of the IMF and the World Bank, the Government
adopted a Stabilization and Structural Adjustment Programme. The process of
privatisation was initiated and was followed by reforms in the financial sector.

Figure | - 1 GDP real growth rate 1991-2006* (preliminary estimations)

GDP real growth rate, 1991-2006

: el I[t[t

Source: Central bank, 2006

In the period 1995-2000, the overall economy grew by 16% while inflation and
the budget deficit remained low. However, the rate of unemployment
remained at over 30%, representing one of the highest unemployment rates in
Europe. The five years of continued economic expansion were put to a halt by
the 2001 crises, which led to a 4.5% drop in GDP in 2001.

After this significant drop, the real growth rate started to rise in 2002 (0.9%), in
2003 (2.8%), and continued into 2004 and 2005 at around 4% annually.
Estimated growth rate in 2006 (4.5%) reached the level of the growth peak as
in 2000.

The conservative fiscal and monetary policies have provided a significant
degree of macroeconomic stability. Inflation was reduced by less than 1%.
The continuous gradual liberalisation of exports, and. the process of continued
decrease in average tariff rates played a key role in keeping inflation at a
relatively low level.

However, low incomes and standard of living, increasing poverty, high
unemployment rate (at 37.3 % of the workforce in 2005), low growth rate,
external trade imbalance and a low foreign direct investment remain central
economic issues.
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Table | - 5 Main Macroeconomic Indicators

EU-25

2000 2001 2002 2003 2004 2005 {(2005)
GDP (£ current 10,864 50
flillion. ) 3,893 3,839 4,001 4105 4 324 45 0
GOF per capita
(€ current] 1,921 1,556 1,951 2025 2147 2238 23543
Real GDF
development 4.5 -4.5 0.9 28 4.1 3.8 1.8

Exports of goods

and senices (%
of GOEY 36.81 3362 29.51 23,42 31.15 36,44 9.87

Imports of goods
and senices [%a
of GO} o606 43.593 5.85 4773 a1.87 5534 109
Inflation, GOP
deflatar (annual
%) 5.8 5.5 1.8 1.2 0.4 0.5 22
Registerad
unemployment
rate (%) 327 305 319 367 372 373 8.9
&Euchange rate
{1 €= units
MC) k0.5 51 B1.1 B1.3 B1.3 B1.4
Source: SSO, Central Bank of the country, EuroStat pocketbooks

Despite challenges and difficulties during the transition period, the country has
stood firm on the road of political and economic reform and open-market
economy, which has resulted in a modest, yet continuous growth. The basic
goals of the country’s economic development programme include economic
growth and development, active involvement in regional and global integrative
processes, maintaining macroeconomic stability and continuous structural
reforms, especially targeted at promotion of small and medium-sized
enterprises (SMEs) and attracting foreign direct investments (FDI) which
would lead to economic growth and reduced unemployment and poverty

1.2. DESCRIPTION OF RURAL AREAS
1.2.1. Administrative definition of rural areas

For administrative purposes, the differentiation between rural and urban areas
in the country is based on the local territorial organisation of the local self-
governments where settlements are divided into towns and villages in
accordance with the number of inhabitants, predominant economic activity
and employment structure per economic activity, physiognomy of the
settlement and social and technical infrastructure development. According to
these criteria:

- The towns are compactly built up residential areas with a population
exceeding 3000, has a developed structure of various economic
activities, above 51% of the employees are working in the secondary
and tertiary sector, has an urban physiognomy of zones for residence,
recreation and green area (parks), town, square, street infrastructure,
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communal services and acts as a functional centre for the surrounding
populated places.

- Villages are defined as mono-functional populated areas, in which one
business activity is prevalent and whereas the area has agricultural
physiognomy and function.

Total number of towns in the country (excluding the city of Skopje) is 33 towns
and the total number of villages is 1,715 out of which only 1,570 are
populated.

Based on this administrative differentiation criterion, 43% of the total country’s
population (according to census data 2002) are living in villages and the
remaining 57% is settled into towns (including the city of Skopje).

1.2.2. Definition of the rural areas for RD policy implementation

For the purpose of efficient implementation of the Rural Development Policy in
the country (as well as implementation of the Programme), the need of
designation of rural areas has been addressed in the article 24 of the Law for
Agriculture and Rural Development (OG 134/2007) by establishing general
compass for further differentiation of rural areas.

Therefore, the rural areas are defined as geographical whole with relatively
small number of inhabitants or population density and specific socio-economic
characteristics.

The general approach has been further broken down into details in order to
specify the areas targeted with the Rural Development Policy. The specifics
are adopted by the Government in the Decree on the criteria for designation of
rural areas (OG 137/2008).

The criterion related to the specific socio-economic characteristic is
differentiating the areas where the population is less than 3.000 inhabitants,
less than 51% of employment is outside agriculture, in which one economic
activity dominates, and the surrounding area has agriculture physiognomy i.e.
without home zones, economy, recreation and public green, square and has
no developed system of streets and communal services. According to this
definition of the criterion, all villages (1,715) in the country are rural areas.

The criterion related to “relatively small number of inhabitants” is applicable to
settlements with less than 30,000 inhabitants. According to this definition of
the criterion, small towns (24) have been referred to as rural areas in the
country.

Based on the Government Decree, the Minister for Agriculture, Forestry and
Water Economy has adopted the “List of the rural areas in the Republic of
Macedonia” which is published in the OG No. 154/2008.

The indicators for designation of the rural areas within the scope of the

specified criteria are identified on the basis of the available data from the
Population Census 2002. By means of geographical area, the rural area is
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defined in the boundaries of cadastre territory per towns and villages based
on the country’s territorial organisation.

Therefore, the Rural Development Policy targets 57.5% of the total country’s
population (according to census data 2002) which are living in rural areas.

Analysis of the Rural Areas as well as continuous studies on characteristics of
the rural areas shall be performed, as to provide further basis for efficient
implementation of the Rural Development Policy and effective use of the
available instruments and assistance to mitigate the problems and boost the
development.

1.2.3. Rural Demography and Education

From 1981 to 2002, the number of young people (0 to 19 years) declined from
41 to 32.2%, while population aged 65 and above increased from 8% to
10.6%. Unsatisfactory rural age structure is particularly found in the
Pelagonija (18.8%), East (15.5), Vardar (12.9) and Northeast (12.7%) regions.

Table | - 6 Population development within different statistical regions

Total fincrease 14 Growth rate Migration halance | Population density

Region 1994 2002 No g 1994 2002

Mational level] 1,245 932) 2 022 547 7B R15 3.94 0.45] -30,992 /6.0 /5.0

Felagonija 22 B14] 235,136 -4 475 -1.85 0.3 5,297 4597 45.58

ardar 131035 133,18 2,145 1.64 .20 -1 67 40.7 41.4

Mortheast 163841 172,757 5,946 5. 46 OeE]  -1.,557 /0.5 /4.4

Southwest 211.226) 218741 5515 4.03 .45 5,191 Bd.2 HB.5

=kopje 545 225] &75.144] 32516 .04 0.73 243 314.6 3336
=outheast 168 45811 171 416 2 535 1.74 0.2 -4,743 B4.8 2l
Falog 281982 G058 53] 253543 .49 1.02 -0,472 116.5 126.7
East 201 525] 205,213 1 B55 .54 0.10 -3,305 45.3 45.7

Source: J. Jakimovski (Institute for Sociological Political and Juridical Research, Skopje)

Regarding the other regions, the population increase is marked with large
deviations. Namely, in accordance with the population growth rate, it is lowest
in the East, Vardar and Southeast region, equal with the average in the
country in the Southwest region, somewhat higher in the Northeast and
Skopje region, and highest in the Polog region.

In the country, 96% of the total population of over 10 years is literate. There is
gender equality in the literate population, but around two thirds of the illiterate
population is female®.

If the overall literacy situation is good, there appears to be a difference
between urban and rural areas in the educational structure. According to the
1994 census, a sizeable share (37.9%) of village and farming population
above the age of 15 have insufficient or total lack of primary education: 10.5%
are illiterate and 27.4% have not completed primary education. The low rate of

4 Source: State Statistical Office, 2002 Population Census, Book 13
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education in the rural areas is due to the: “moving out of young and capable
population for work, ... the lack or small nhumber of education facilities, not
sufficient care for improvement of the school education of the young
population, isolation of the undeveloped villages, etc”®.

The educational problem is obvious among the unemployed, since only 8% of
them have higher or university education, the majority (54%) has secondary
education, and the remaining 38% are unskilled. Young population (age 15-
25) participate with 23% of the unemployed, however this percentage
amounts up to 82% among the young working capable population®.

Education is a driving force of the economic and social development. It is also
a factor for innovative readiness. The educational system certainly plays an
important role in the young people’s ability to value the local product and the
local tradition. The quality of education and life-long learning could reduce the
disparities between urban and rural areas, which are striking.

Smallholder farmers (especially in backward areas) have the weakest
educational and professional level among agricultural producers. In the
country, apart from formal secondary and university education, there is a lack
of additional (informal) education and training for farmers. Existing media
programs (radio and television) relating to agriculture are limited in duration
and are very general in scope. There are no specialised agricultural
magazines. The country's agro-web (all official national web pages supplying
useful information for agricultural stakeholders) is very poor and offers
obsolete information. There are also a limited number of programs teaching
about local culture and history, especially about the local public resources,
which can encourage and improve the quality of life’.

1.2.4. Employment and Unemployment structure of Rural Population

According to the latest statistics®, out of the total active population (885,609)
of the country, 36.1% are unemployed (of which 82% are long-term
unemployed®). This does not compare favourably with the EU-25 average of
8.6% in 2005. Unemployment is worse in urban (68%) than in rural areas
(32%)"® but the gap is narrowing. Furthermore, 44%"" of the poor live in rural
areas.

Available statistics do not provide adequate details on rural employment by
branches. Indeed the maijority of rural population is engaged in the agricultural
sector (mainly subsistence/household farming) and other activities, if any.

Rural Social Structure, J. Jakimovski 2004.

Statistical Yearbook, 2005

MAFWE- Annual Agricultural Report 2005.

Survey for labour force N; 2.1.6.26 of 9 Oct 2006 SSO

The standard definition of long-term unemployment is all unemployed persons with continuous
periods of unemployment extending for a year or longer (52 weeks and over); it is expressed
as a percentage of the overall labour force (long-term unemployment rate) or of total
unemployment (incidence of long-term unemployment). For more details on the international
definition of unemployment, users should refer to the resolution adopted in 1982 by the 13th
International Conference of Labour Statisticians (ICLS)

Unemployment report from 31 August 2006 published 18 Sept 2006 from the Agency for
Employment

Growth and Poverty, 2002-2004. Western Balkans Programmatic Poverty Assessment (World
Bank).
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Agricultural wages tend to be significantly lower than in other sectors, and
almost half of all agricultural workers are unpaid family workers. Agricultural
employment is also highly seasonal. The 2005 WB Poverty Assessment
report concludes that agricultural employment serves as a social buffer,
helping alleviate poverty and unemployment particularly in times of high off-
farm unemployment.

A comparison of exclusively agricultural households'®, mixed households'?,
and non agricultural households”, shows that mixed households have the
highest incomes, followed by agricultural households and then by non-
agricultural rural households™. Studies have shown a trend towards
diversification into non-farm employment as a result of economic need (and,
to a lesser extent, attitudes towards farming), and confirm a positive
correlation between income and the number of non-farm activities households
engage in.

1.2.5. Rural Infrastructure Development

1.2.5.1. Social and Health Care Infrastructure.

Rural social care infrastructure (kindergartens, schools, public community
centres — libraries, clubs) was developed in the past, but in the majority of
cases is in serious disrepair and or abandoned.

Most of the population from rural areas, especially those living in high-
mountainous villages, are lacking fundamental health services, including
primary health services. All activities of the primary health care are included in
each healthcare centre, which correspond to the distribution at a level of 30
municipalities (NUTS 4). Primary health care is provided in 293 villages.
Within the healthcare centres, there are special medical units in the villages,
with a total of 152 permanent and 121 with temporary physicians available.

1.2.5.2. Technical Infrastructure

The country’s road infrastructure (including the network of feeder roads)
contains 9,573 km of roads in a categorised road network of which 909 km are
motorways, 3,058 km are regional roads and the remaining 5,606 km are local
(unclassified) roads. Of the latter around 50% are either soil based or
unimproved at all and regular maintenance and extraordinary repair are a

12 Agricultural households are considered those, which have their own agricultural holding and

where all the work age members of the household are engaged at the holding as agricultural
workers. None of the household members is officially employed outside the holding and none
of them owns trade premises. According to the 2006 Statistical Yearbook, there are 17,362 in
2005.

Mixed households have their own agricultural holding where, besides the workers at the
holding, one or more members are permanently employed in the public or private sectors or
perform some non-agricultural services. According to the 2006 Statistical Yearbook, there are
127,612in 2005

Non-agricultural holdings are those which own no holdings but where one or more members
are permanently employed in the public or private sectors, or perform certain non-agricultural
services. According to the 2006 Statistical Yearbook, there are 362,516 in 2005

Source: State Statistical Office mentioned in WB document Agriculture and EU Accession:
Achieving Macedonia’s Agricultural Potential (November 2006).
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problem. Railroad transportation is poorly developed and includes network of
699 km of open railway lines, 226 km of rail yards and 102 km of industrial
tracks.

In the country, water quality has the highest national and public health priority.
Safe sanitation is a top priority for urban areas, but in rural areas there is still
much to be done. The percent of the rural population with public water
pipeline installation is 72.3% (compared to 87.7% of the total population),
18.7% have access to water under pressure from cisterns (compared to 8% of
the total population), and 8.96% of the rural population lack water supply
installation (4% for total population). The state of water supply, even though
there has been considerable construction, is not yet satisfactory. The existing
water supply capacities cannot supply sufficient quantities of high quality
water, which is particularly noticeable in the highly populated Eastern areas of
the country. Generally, waterworks are poorly equipped and there is
insufficient protection of the sources and hygiene.

There was a National Action Programme for improvement of the sanitary-
hygienic situation in rural areas from 1971-1991. It was led by the Institute for
Health Protection-Skopje, financed by the Water Economy Secretariat and the
Health Insurance Fund. During this action programme, water-supplying
networks were built in 850 villages, as well as 25 sewerages. Since 1991 to
the present, new water-supplying networks have been built in 90 villages. In
1971, access to safe drinking water in the country was at 64%, and after the
1971-1991 National Action Programme and efforts from 1991-2003, access to
safe drinking water in 2003 has increased to 93%.

Improvement of the water supply is the responsibility of the Ministry of
Environment and Physical Planning, MAFWE and Ministry of Transport and
Telecommunications. The role of the Ministry of Health, through the Institute
for Health Protection-Skopje, is to monitor the quality of drinking water from
new sources, and Regional (10) Institutes for Health Protection have the
responsibility to monitor water quality during the year according to the
Preventative Health Programme.

The MAFWE in cooperation with the Ministry of Environment and Physical
Planning, Ministry of Health, Ministry of Local Self-Government and other
relevant stakeholders, supported by JBIC and JICA, are working on the
improvement of water supply systems and irrigation in the north-eastern part
of the country for seven municipalities - Kratovo, Probistip, Zletovo, Lozovo,
Stip, Karbinci and Sveti Nikole, around 100,000 inhabitants. Process started in
2005, but there were some previous investigations in 2001 as well. Special
consideration is put on children' health and drinking water quality.

There is a high level of political support, and a high level of public awareness,
but the finance for construction of new water supply networks, as well as
maintenance of those already built, is a big problem.

Sewerage systems exist only in the cities and major settlements. The
remaining settlements (i.e. the rural villages) for the great majority do not have
any sewerage system and utilise septic tanks or uncontrolled wastewater
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discharge. The share of rural population with a public sewage installation is
low and is estimated at 17.7% (for total population it is 60.1%). Total rural
population without any installation for sewage is 8.9% (total population 4%).

The supply of electrical power is available to 99.75% of rural population and
provided through well-developed transmission and distribution network with
sufficient capacity of electric energy sources (1,430 MW) to provide regular
supply. The electric network inside the rural dwellings is not modernised to
sustain the regular uninterrupted supply of the energy to the domestic
appliances.

In the country, there are only 6 wastewater treatment plants. They are located
in Ohrid/Struga, in Dojran, in Resen/Prespa, which are of the highest priority
on natural protection, and in Makedonski Brod, Krivogastani and Kumanovo.
The wastewater treatment plants at the lakes are outdated and insufficient in
terms of effluent quality. In addition, only 10% of rural population is covered by
public municipal collection of solid waste (against 70% of total population).

Residents of many rural settlements, especially in mountain and remote
villages, experience poor public transportation services (bus lines) to modern
roads and thus to stores, schools, markets, etc. The telephone network (both
fixed lines and GSM) covers the great majority of the territory; however,
access to information and communication technology is low in rural areas.
Postal services have degraded in the recent years and small villages are often
uncovered. National and local television, including cable and satellite, and
radio are available throughout the country.

Municipal centres and larger villages generally have retail (green) market
infrastructure working. Access to market (for selling agricultural produce or
handicrafts or for purchasing raw materials) is more time consuming and
costly for people living in isolated villages.

1.2.6. Regional development disparities

The regional development disparities among the statistical regions in the
country are illustrated in the Table presented below using four development
indicators: GDP per capita, change in population, share of population with
higher education and unemployment rate.

1. GDP per capita on a regional level reveals huge discrepancies as regards
the level of economic activities between the Skopje region and the rest of the
country. The Skopje region, with per capita GDP of USD 11,964 (PPP) in
2002 is way above the national average (6,850) which is equivalent to 50 % of
the EU average.

Account should be taken of the fact that the regional GDP values are with
reference to production generated on the territory of the region, rather than on
the average income of citizens in a given region. This means that many
citizens from the other regions contribute to the generation of Skojpe region
GDP, though they transfer their incomes to the regions in which they live.
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The Skopje and Pelagonia regions are the only regions with a GDP per capita
higher than the average in the country (USD 6,850 $). The Polog region
exhibits the lowest level of economic activity, with only USD 3,076 per capita.

With the exception of the Northeast region, all other seven regions have
generated an average real per capita GDP growth during the period 1998-
2002, ranging between 1.4 % in the Polog to 8.7 % in the Skopje region.

The Skopje region is the only region with a positive average annual growth
rate of 7.7 % between 1998-2002. All the other seven regions have seen a
decline in the average value added per capita over the five year period under
observation. The reason for that may be found in the unsuccessful
restructuring of large socially owned enterprises which failed to find its place
in the market under changed economic and political conditions. It seems that
the Skopje region, which covers the largest urban part of the country and is
populated with people with higher incomes, offers better opportunities to set
up and conduct business than the rest of the country. The large concentration
of the population with high incomes gives a very conducive environment to the
development of market based services which generate high economic growth
rates in the Skopje region. On the other hand, the service sector in the other
regions could not generate sufficient growth to make up for the closure of
formerly large socialist enterprises. The most severe decline was experienced
in the Polog (-7%) and Northeast (-6.6%) region.

2. The regional disparity analyses shows an increase of the population in the
inter-census period 1994-2002 in all regions except in Pelagonija, where the
number of inhabitants decreased by 4,478 (1.8%), and the average annual
population growth rate is negative 0.23 %. The population increase in the
other regions shows large deviations, the population growth rate being the
lowest in the East, Vardar and Southeast region, equal with the average in the
country in the Southwest region, somewhat higher in the Northeast and
Skopje region, and highest in the Polog. The Skopje region stands out for its
huge absolute population increase, as it accounts for as much as 43% of the
total population increase in the country, while Polog has the highest relative —
as well as a large absolute — population growth, as it participates in the total
population increase in the country by 31.3%.

The Skopje and Polog regions, account for three-fifths (60.5%) of the total
natural population increase in the country. Together with the Southwest and
Northeast, these four regions account for about 84 % of the total natural
population increase.

The population density increased for 3.9%, ranging from 0.8 % (East region)
to 8.5 % (the Polog region). The Pelagonija region is the only one in which the
density is on the downward line. The Skopje region was and remains the area
with the highest density in the country with municipality of Chair being
characterised with highest population density in the region. Only the Skopje
and Polog regions have a population density higher than the average.
Furthermore, the population density of the Skopje region is eight times bigger
than the region with the lowest population density and 2.6 times bigger than
the Polog region.
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3. Significant disparities exist among the statistical regions concerning the
level of educational attainment. The highest proportion of the population with
higher school, faculty or academy lives in the region of Skopje (48.1%); which
is four times more than Pelagonija as a second most significant region
according to this indicator (12.3%) and nine times more than the share of the
population with higher school, faculty or academy that lives in the Northeast
region (5.2%). The concentration of educated people in the City of Skopje is
outstanding; almost 50% (49,554) of the highly educated people in the country
live in the city.

4. The regional unemployment rate in 2002 varied between the ranges of the
lowest of 30.4 % in the Skopje region to 49.9 % in the Polog region. Three
regions: Skopje, Southeast (34.4%) and East (34.5 %) had an unemployment
rate bellow the national average (38.1 %). In Skopje region, the service
industry is the most dominant, engaging 66 % of the employed in that region.
Also, this is one of the regions where the unemployment rate of women (28.4
%) is lower that that of men (31.8 %) due to the high presence of women in
the service industries. The industrial sector is the most dominant in the East
region, covering 49 % of the employed in the region, much more than any
other region. This is also a region with equal rates of unemployment of men
and women. The Southeast region is mainly an agricultural region with
agriculture employing 36%. The unemployment rate of men is 31.9% whereas
the unemployment rate of women is significantly higher (38.2 %).

The extremely high long term unemployment (80 % of all the unemployed
registered with the Employment Agency) is a feature which can be found in all
regions without an exception. It also shows an ascending line in the record of
unemployed at the Employment Agency. However,even if we were to take out
100,000 unemployed who are registered in order to be entitled to health
insurance, long term unemployment would still be very high, i.e. 75 % of the
total number of unemployed. This is a clear sign on the structural
characteristics of the unemployment phenomenon and insufficient creation of
new jobs.

Table | - 7 Development disparities among the statistical regions of the
country
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Source: UNDP study on Disparities among Municipalities, 2004
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1.3. OUTLINE OF THE SITUATION IN THE RURAL ECONOMY
1.3.1. General description of the economic activities and legal basis

The State Statistical Office delineates business subjects by main activities in
accordance with the National Classification of Economic Activities-NCEA (OG
20/98). According to the Law on One - Stop - Shop System and maintaining of
Trade Register and Register of other legal entities (OG 84/05), starting
01.01.2006 determination of business subjects by main activities is carried out
by the country's Central Register.

In the Evidence of the business subjects, maintained by the State Statistical
Office, in 2005 a total number of 175,557 businesses were recorded. From the
total number 38.2% are enterprises, 41.4% are trade companies, 11.9% are
sole proprietors and 8.5% are others (bodies of state administration, units of
the local self-government, political parties, association foundation and other).
According to the main activity, most of the recorded business subjects in the
Evidence are registered in the section wholesale and retail trade, repair of
motor vehicles, motorcycles and personal and household goods 50.8%, in
manufacturing section 12.0%, in transport, storage and communication
section 9.6%, in the section other community, social and personal service
activities 7.3%, in the section hotels and restaurants 4.7%, in the section real
estate, renting and business activities 4.5%, in the section construction 4.5%,
in the section agriculture, hunting and forestry 2.8% etc.

Private enterprises play an important role in the economy as evidenced by
their (a) contribution to GDP, (b) the effects they have on the creation of
employment, (c) as well as the value of exports.

The enterprise sector in the country does not substantially differ from the
sector in other countries in terms of its importance for the economy. Almost in
all countries in the region SMEs represent between 98% and 99% of the total
number of enterprises in the private sector. Similarly, the number of registered
enterprises continuously is increasing, and so is their contribution to the
economy. Still, the number of registered enterprises is not always a sufficient
indicator: of the approximately 180,000 registered enterprises, only 1/5 is
active meaning that they perform some business activities during the year.
Most active enterprises are small in size. For example, in 2005, this size
category of active enterprises represented 98.7% of the total of active
enterprises, reflecting the importance of these enterprises for the economy of
the country.

In 2005, the number of active enterprises was 44,424. The number of small
enterprises was 43,877; the number of medium-sized enterprises 463 and the
number of large enterprises was 84.
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Table | - 8 Number of active enterprises by sectors (2005)

Sector Small Medium Large TOTAL
Agriculture, hunting and
forestry 534 30 2 965
Fishirng 2 o ] 28
FAining guarrying (=153 5] 1 93
Manufacturing ¥ 059 183 39 7291
Electricity, gas and water
supply 57 165 & 7o
Construction 3 061 43 =] 3113
Whalesale and retail trade 21 511 109 12 21 632
Hotels and restaurants 1937 18 1 1 955
Transport, storage
communication 4 ABS 23 =] 4 500
Financial intermediation 34 1 1 a6
Real estate, renting and
business activities 2150 16 2 2168
FPublic administration and
defence 2 1 ] 3
Education 244 ] ] 294
Health and social work 1387 3 ] 1390
Social and personal services a59 14 2 275
TOTAL 43 877 463 84 44 424

Source: Central Registry (Ministry of Economy), 2005

Small enterprises are mostly active in the wholesale and retail sector. Their
number in 2005 was 21,511, which represents 49.0% of the total number of
small active enterprises. Other important sectors in respect to the number of
small enterprises were manufacturing with 7,096 enterprises, transport,
storage and communication with 4,468 enterprises and construction with
3,061 enterprises. Agricultural enterprises account for 2% of the total.

The SMEs sector is made up largely of micro and small enterprises
concentrated in low value added operations in the service, wholesale and
retail, transport and construction sectors.

The number of enterprises by towns is also an important indicator that shows
the density of enterprises in specific regions or towns. Actually, as the number
of enterprises in a given region increases, the same region is more developed
and competition among enterprises is enlarged. Besides Skopje, where most
of the enterprises are located, there are other regions in the country in which
the number of enterprises is relatively high compared to the population of that
region. The number of active enterprises in Skopje is 17,228, which
represents 38.8% of the total number of enterprises. Towns that also have
large numbers of enterprises are Bitola (3,067), Stip (2,290), Tetovo (2,167),
Kumanovo (2,153), Prilep (2,081), Strumica (2,041) and Ohrid (2,010). For
details, see table 1, Annex 1.

The average number of businesses per thousand inhabitants in rural
municipalities (municipalities with a seat in a village) is 36.8 compared to 99 in
urban municipalities (with a headquarter in town). The national average is
86.8 businesses per thousand inhabitants.

In 2005, according to the State Statistical Office 10% of total number of
business entities’ headquarters was located in rural municipalities and 2.9% of
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the total number of registered enterprises is in the area of agriculture, hunting,
forestry and fishery (5,024) — of which 21.4% are based in the rural
municipalities. (Table 2, Annex 1)

Status of Legislation. The establishment and the operation of SMEs are
defined by more than 60 laws, which — among others - regulate (a) the
registration of companies, (b) commercial and financial operations, (c)
employment relations or (d) taxation. In this context, laws that were newly
adopted or amended during 2005 included the following:

Classification of Enterprises. According to the Law on Trade Companies,
enacted in 2004, enterprises may take one of the following legal forms:
General Partnership Companies, Limited Partnership Companies, Limited
Liability Companies, Joint-stock Companies and Limited Partnerships by
shares.

Most of the enterprises are registered as limited liability companies (LTD).
This means that one or more natural or legal persons establish them, and that
the number of founding shareholders does not exceed 50. In addition, the
founding (initial) capital of the enterprise should be at least € 5,000 in MKD
equivalent. Enterprise definitions also take into account the size, turnover and
activities of the enterprises.

Table | - 9 Classification of enterprises

EU Definition for Enterprise Law on Trade Companies
(2004)
2/2™°
Up to 10 employees Up to 10 employees
. Annual turnover < EUR 2 Mio. | Annual turnover < EUR 50.000
Micro
and/or
Balance sheet total < EUR 2
Mio.
2/3
Up to 50 employees Up to 50 employees
Small Annual turnover < EUR 10 | Annual turnover < EUR 2 Mio.; or
Mio.and/or Balance sheet total < EUR 2 Mio.
Balance sheet total < EUR 10
Mio.
2/3
Up to 250 employees Up to 250 employees
. Annual turnover < EUR 50 | Annual turnover < EUR 10 Mio.
Medium .
Mio.and/or or
Balance sheet total < EUR 43 | Balance sheet total < EUR 11
Mio. Mio.
Large All others which do not fall | All others which do not fall under
under the above the above

Source: Law on Trade Companies, 2004, Ministry of Economy

16

2/2 — two out of two conditions should be met; 2/3 — two out of three conditions should be met
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The classification of enterprises in the Law on Trade Companies was
prepared in accordance with EU definition. However, bearing in mind the size
of the economy and the corresponding size and economic capacity of the
economic actors in the country, the turnover/income and assets value
comparing to EU definition are adjusted (decreased) by Va.

Sole Proprietors. The Law on Trade Companies regulates the legal
framework for sole proprietors. The difference between a LTD and sole
proprietors lies in the personal responsibility of the sole proprietor for his/her
liabilities with his/her property. The name of the firm (legal entity — sole
proprietor) consists of the name, the father's name and the surname of the
sole proprietor. Such a legal form shortly is termed “TP”.

Table | - 10 Number of Sole Proprietors by Sectors (2002-2005)

Sector 2002 | 2003 2004 | 2005
Agriculture, hunting and forestry 10 23 31 30
Fishing 0 0 0 1
Mining quarrying 0 0 0 0
Manufacturing 978 957 915 | 910
Electricity, gas and water supply 0 0 0 0
Construction 181 172 168 159
Wholesale and retail trade 3,634 | 3,565 3,602 | 3,501
Hotels and restaurants 901 873 873 818
Transport, storage communication 574 540 529 | 509
Financial intermediation 2 1 2 1
Reglle.state, renting and business 1,007 | 1,077 1,182 | 1,262
activities
Public administration and defence 0 0 0 0
Education 25 21 21 21
Health and social work 160 150 130 81
Social and personal services 578 578 584 | 601
TOTAL 8,050 | 7,957 8,037 | 7,894

Source: Central Registry (Ministry of Economy)

In 2005, the number of sole proprietors was 7,894. Compared with the
previous three years, this was the lowest number. Still, the difference is
insignificantly small, i.e. the number of sole proprietors varies only slightly (by
no more than 2-3%). For example, in 2005 the number of sole proprietors was
by 1.9% lower than the number in 2002 or by 1.8% compared with 2004.

Sole proprietors are mostly found in the wholesale and retail trade sector. In
2005, 44.3% of the total number of sole proprietors was operating in this
sector. Other significant sectors that have a larger number of sole proprietors
are real estate, renting and business activities (15.9%), manufacturing
(11.5%) and hotels and restaurants (10.3%). These four sectors together
represent a share of 82.2% in the total number of sole proprietors in 2005.

Throughout the years, some sectors have increased in importance as far as
the number of sole proprietors is concerned. For example, in the sectors
agriculture, hunting and forestry, real estate, renting and business activities
and social and personal service the number of sole proprietors is increasing
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continuously since 2002. On the other hand, the number of sole proprietors is
decreasing in sectors like manufacturing, construction, hotels and restaurants,
transport, storage and communication, as well as health and social work.

1.3.2. Craftsmen sector

A new Law on Craftsmen Activities was adopted in 2004, replacing an old law
dated 1998. The Law defines craftsmen as any physical person that is
registered in the Registry of Craftsmen in the Regional Craft Chamber. The
Registry of Craftsmen includes the information of the craftsman, the activities
undertaken, description and codes of these activities in accordance to
National Clasification of Economic Activities (NCEA), and Company name,
abbreviation of company name (if applicable), location and address of the
premises. There are four groups of activities that are considered as a craft
activities:

- Manufacturing and small scale production
- Services

- Artistic craft

- Home base hand craft

In May 2007, the Law on Craftsmen Activities was amended and from
September 2007, all craft micro and small enterprises registered by Law on
Trade Companies are obligated to register in Regional Craft Chambers. This
amendment improves the control (and statistics) and gives a better overview
of the situation of this sector in term of number and activities of all craft micro
and small enterprises in the country.

Table | - 11 Micro enterprises registered by Law on Craftsmen Activities
(2007)

Cities Micro Services |Producti |Artistic Home Craftsmen

Craft on craft hased bhased in

Enterpris villages

es

Hand craft

Skopje 3518 1,799 1,105 293 323 2% 70
Strumica 1749 135 35 o] 4 2%
Gostivar 310 120 180 O 10 10% (31]
Tetovo 1320 49 Fi= ] 3 )]
Yeles = o i 10 4 5 10% (=]
Total: 4,137 2.18 1,486 298 345 3% (123)

Source: Regional Craft Chambers of Skopje, Strumica, Gostivar, Tetovo and Veles

Almost 90% of all craft activities in rural areas are services, 6% are home-
based handcraft activities, 3% are small-scale production and 1% is artistic
craft activities. The Regional Craft Chambers of Ohrid, Kumanovo, Debar,
Vinica, Gevgelija and Stip are in a stage of establishing their Craft registers
and are excluded from the table. The above figures are most probably
underestimated considering the fact that a large number of micro and small
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craft enterprises is still not registered under the Law of Craftsmen Activities
and they still operate according to the previous Law from 1998 and are
registered in Ministry of Economy (For example Gostivar had 2,500 craftsman,
Veles had 1,200 craftsmen and Strumica had 1,640 craftsmen). Also, a
number of micro and small craft enterprises are registered under the Law on
Trade Companies and this data is not still available in the Regional Craft
Chamber Registry.

At last, the contribution of the informal sector should not be under estimated.
Field research conducted by different Regional Craft Chambers (Strumica and
Gostivar) showed that in some regions the informal craft sector is bigger than
the formal one.

In addition to this, for example the USAID project Made in Macedonia has
identified 430 home base handcraft & art craft enterprises and only 10% of
those are registered under the Law of Craftsmen Activities or Law of Trade
Companies.

Craft activities in rural areas. The major areas of home manufacture in the
craft sector in rural areas in the country are:

- Weaving (Eastern Part of the country, in villages around Delcevo, Berovo,
Pehcevo, Kocani Vinica, Western part of the country, in villages around
Tetovo);

- Embroidery, knitting and sewing (Central area of the country, villages
around Krusevo, Bitola, Resen);

- Pottery, (villages around Kicevo, Veles, Strumica);

- Woodwork, woodcarving and wood processing (Eastern Part of the
country, in villages around Delcevo, Berovo, Pehcevo, Western part of the
country, in villages around Tetovo and Gostivar);

- Blacksmiths (South of the country, villages around Strumica);

- Felt production (Eastern Part of the country, in villages around Delcevo,
Berovo, Pehcevo, Kocani, Vinica, Probistip);

The Craft Sector established centuries ago and with long traditions in the
country, is perceived as a sizeable contributor to the social, economic and
cultural life of the rural areas of the country. The transition period influenced
this sector and especially the group of crafts related to the rural areas. Trend
of losing the markets continued for the main reason -changes resulting from
the technological advancement of the society, which has led to the complete
waning of most of them. Another reason for these crafts dying out is that this
layer of the handicraft sector characterizes itself with a low level of
entrepreneurship and lack of business skills (product development, marketing
and sales). In the last 5 years the crafts sector has shown some growth in
terms of export and domestic sales also accelerated by international technical
assistance (Made in Macedonia, USAID Project 2002-2005). Main export
product is the traditional woven rug “jambolija”. Although domestic sales have
been lower, local marketing efforts resulted in a high level of return on
investment and now appear to be the most sustainable market option.
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1.3.3. Micro and small enterprises in specialty/niche food products sub-
sector

The definition of the speciality/niche food products sub-sector is difficult as it
covers several agriculture sub sectors (fruit & vegetables, herbal, (medical
and aromatic plants & wild mushrooms, apiculture, mushrooms cultivation and
dairy).

The main criteria defining this sub-sector are that it includes micro and small
enterprises located in rural areas that support the characteristic life style, that
sell products based on raw materials partly related to own-farm resources and
use traditional production techniques/recipes. Main sales are on local
markets, “food boutique” oriented retail outlets, gifts and souvenir markets.
Packaging and labelling are “additional value”.

This sub - sector of micro and small enterprises is including enterprises, which
are using mostly local on- farm resources for production/processing of niche
food products such as: Honey products, Fruit jam and preserved fruit;
Traditional vegetable products-pepper powder, “ajver”, “pindzur”; Preserved
vegetables; Fruit-berries processing products; Medical/oil herbs and spices;
Mushroom cultivation and processing; Home made vinegar; Dried fruit and

vegetable; Milk products (cheeses such as: "ovco sirenje”, “kaskaval”).

The typical enterprise in the speciality/niche food sub sector, could be
described as a small-scale, newly founded, private local entrepreneur-owned
company registered under the Law of Trading Companies, fulfilling the
minimum hygiene standards for processing and trade, local market oriented
and with capital inflow from domestic sources.

This sector is currently a small one in terms of number of enterprises. In the
Fruit and Vegetables, the Chamber of Commerce Registry'’ there are 35
micro and small fruit and vegetable processing enterprises. Four of them
(12%) are registered in villages and 40% (14 enterprises) are specialising in

producing special niche products like “ajver”, “pindzur” and “lutenica”.

In the mushroom cultivation sub-sector, the number of registered micro and
small enterprises for mushrooms cultivation is around 30 (Source: Central
Register and Chamber of Commerce), but assumption is that this number is
bigger because of presence of “unregistered” producers who are selling on
“open green” markets in big cities.

In the apiculture sub-sectors, most of the producers (12.000 beekeepers) are
in informal economy and according from the data (National Association of
Beekeepers) approximately 500 — 600 are registered as a legal entity. In
Chamber of Commerce Registry there is only one honey producer registered.
They are registered mostly under Law for Trading Companies, but several
beekeepers registered under Law for Craftsman activities have also been
identified.

In the medical/oil herbs and wild mushrooms sub sector, the Chamber of
Commerce Registry includes 17 micro and small fruit and enterprises for
production, collecting and processing of medical and aromatic plant and wild

7 Catalogue of Chamber of Commerce 2006 (issued with cooperation and of GTZ and Land

O’Lakes” USAID Project
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mushrooms. 18% (3 enterprises) of them are registered in villages and 100%
(17 enterprises) of them have collecting points in different villages in the
country. The challenges related to development of this sector are high
because of the complexity of this sector and short time of existence (lack of
analyses about the sector, no developed strategies, no data of lessons
learned etc). This sector needs to establish basic technology level, so the
possible investments should be focused on investments in buildings and
equipment.

Generally, rural areas are not attractive to businesses for several reasons:
lack of concentration of population, poorer educational levels, lesser flexibility
of the potential workforce, and distances from potential markets (for both
inputs and outputs), all putting businesses in rural areas at a cost
disadvantage. Poorly developed and diversified economic infrastructure and
the consequent lack of quality jobs are common features of rural areas in the
country. These are also the main causes of development lag typical of these
areas.

1.3.4. Rural Tourism

Rural tourism in all its forms (agri-tourism, eco-tourism, cultural/monastery,
wilderness sports, eno-gastronomic, hunting, spa, etc.) and, more in general
the tourism industry is small and well below the potential. Tourism is regulated
by the Law on Tourism (OG 62/2004) and its bylaws. The Law on Tourism
defines ethno-village tourism services as visit of tourists in village households
for the purpose of vacation and recreation (c.12 of art. 2). Tourism services in
ethno-village tourism are renting horses for horseback riding, photo-safari,
producing and selling of local handicrafts, souvenirs, instruments and other
products and services in the village household. The Law on tourism (OG
62/2004) defines services in eco-tourism (art.51) as visiting regions with
special natural characteristics, as well as in protected areas for the purpose of
vacation, recreation and site seeing of the natural beauties on a manner
determined by law. Tourism services in eco tourism are renting of vehicles for
site seeing of natural beauties, selling of natural fruits, describing the natural
beauties, photo safari and other services that do not harm the nature on a
manner determined by law (art.52).

In addition, the Law on Catering (OG 62/2004) mentions Catering services in
village households (Article 53), as follows: “Services related to renting rooms
and apartments may be provided in the households in the villages (hereafter
referred to as: village households), the owner of which or the person having
the right of utilization is a member of the village household, up to 10 rooms, or
20 beds. The services under paragraph 1 of this Article may be provided if the
conditions stated in Article 5 of this Law have been fulfilled. In addition to the
services under paragraph 1 of this Article, hot and cold meals, beverages and
drinks mainly from own production may be prepared and served in the village
households for not more than 50 persons (travellers) at the same time.
Services of wine or brandy tasting may be provided in the village households,
as well as serving home made food, in a furnished section of the residential or
business facility, in a closed, covered by a tent, or open space, for not more
than 50 persons (travellers) at the same time. For the purpose of improving
the quality of the catering offer, in the village households the travellers
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(persons staying in the village households) may prepare meals, drinks and
beverages for their own needs.”

The competent government authority for tourism is the Tourism and Catering
Department in the Ministry of Economy, which has recently announced an
open tender for updating the Tourism Master Plan of 2002. In addition, a draft
Strategy for Tourism and Action Plan has been prepared by the Ministry of
Economy and is in a process of consultations with the social and economic
partners and line ministries.

The knowledge transfer system for tourism is within the Faculty of Tourism
and Catering placed in Ohrid, Faculty of Tourism in Skopje and an Institute for
Tourism Researches.

Table | - 12 Number of tourists and number of nights spent (2000-2006)

Year Number of tourists Number of nights spent
Total domestic foreign total domestic foreign
2000 632,523 408,507 224,016 2,434,639 | 1,940,772 493,867
2001 333,308 234,362 98,946 1,254,582 | 1,041,831 212,751
2002 441,712 318,851 122,861 1,850,384 | 1,575,664 274,720
2003 483,151 325,459 157,692 2,006,867 | 1,660,667 346,200
2004 465,015 299,709 165,306 1,865,434 | 1,504,845 360,589
2005 509,706 312,490 197,216 1,970,041 | 1,527,053 442,988
2006 499,473 297,116 202,357 1,917,395 | 1,474,550 442,845

Source: SSO Yearbooks, 2006

Tourism experienced drastic changes in the early 1990’s, with the break-up of
Yugoslavia. Although in the first years from the statistical viewpoint the share
of foreign tourists seemingly increased, it was due to the fact that the guests
from the other former republics of Yugoslavia were considered as foreign.
There were also years when the country's internal tourists were almost the
only users of tourist capacities, but in the recent years, even their number
decreased due to the low living standard of a great part of the population. '®

The conflicts in the region contributed to a bad media image. The comparison
of data from 1987 and 2001, shows that the number of nights spent by foreign
tourists decreased for 86%, from 1.55 million to merely 0.21 million, and the
number of nights spent by domestic tourists decreased for around 57%, from
2.43 million to 1.04 million." After halving in 2001 compared to the previous
year, the annual number of tourists has been growing gradually but slowly. In
the period 2000-2006, the official statistics show that the average number of
tourists (both inbound and domestic) is around 480 thousand per year, of
which only one third (around 150 thousand/year) is from foreign countries. Of
these, 50% is from the neighbouring countries.

The average number of nights spent per tourist is four, but foreign tourists
spent about half of this figure. Tourism contributed with 1.5% to the GDP in
2005 and the average number of employed in the sector in the period 2000-
2005 was 10.192 reaching 10.671 in 2005.%°

18
GTzZ

19 Ministry of Economy — Master Plan for tourism in Macedonia, Louis Berger S.A, April 2003.
The study is being currently updated and reviewed

20 SSO
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Official statistics do not provide data focused specifically on rural tourism in all
its forms. During the period 2000-2006, the leading tourist destinations are the
lake areas, the most important one being the lake of Ohrid, followed by Skopje
(20%), mountain areas (9%) and Spas (4%).2" According to a study carried
out in 200222, the main reasons for coming to the country are business trips,
mainly in Skopje and seminars mostly in Ohrid, vacation and recreation and
cultural tourism.

Table | - 13 Nights spent by tourists according to type of tourism site
(2001-2006)

Climate areas Non-
Total Skopje Spas Mountain Lake areas tourist
areas areas
Total
2001 1,254,582 147,426 122,698 106,559 772,487 105,412

2002 1,850,384 159,371 136,129 119,369 1,326,885 108,630

2003 2,006,867 189,014 122,737 119,800 1,493,006 82,310

2004 1,865,434 177,470 131,993 117,443 1,345,217 93,311

2005 1,970,041 195,825 125,539 122,761 1,417,306 108,610

2006 1,917,395 191,314 120,298 110,337 1,369,428 126,018

Domestic

2001 1,041,831 29,958 119,230 98,481 730,074 64,088

2002 1,575,664 27,843 129,034 114,148 1,230,932 73,707

2003 1,660,667 34,067 114,203 113,751 1,355,619 43,027

2004 1,504,845 31,164 123,340 104,783 1,199,461 46,097

2005 1,527,053 33,622 111,787 98,203 1,231,869 51,572

2006 1,474,550 32,913 104,253 89,200 1,179,950 68,234

Source: SSO, 2006

Foreign tourists arrive mainly by road or regular air flights. In 1998, foreign
tourists spent an estimated average of €72.5 per day.

The tourism activities are organised and supported by different organisations
and associations, the most important one being the Services Chamber within
the Chambers of Commerce that deals with trade, tourism and catering; and
the Chamber of Tourism that was established in 2002%. Two tourism
associations function within the Services Chamber, the Association of Tourist
Agencies (ATAM) and of the Hotel Proprietors Association (HOTAM).

The National Development Plan (2007-2009) states that the development of
tourism is regarded as an important development priority both because it
offers numerous business opportunities and jobs, but also because it supports
the country's objectives in the area of trade, export and investment. The NDP
further states that rural or country tourism is often considered an indicator of
good quality regional development and that the country does have the
potential for development of this tourism, because of the characteristic
traditional architecture, favourable environment, diversity of sites to see, visit
and do and the hospitality of people. According to the National Development
Plan (2007-2009), the planned investment needs for rural tourism

2 SSO

2 Ministry of Economy - Master Plan for tourism in Macedonia, Louis Berger S.A, April 2003. The
study is being currently updated and reviewed.

Ministry of Economy - Master Plan for tourism in Macedonia, Louis Berger S.A, April 2003. The
study is being currently updated and reviewed.

23

Final version of the modified IPARD programme for the Republic of Macedonia (21.07.2009). 43



PART I - IPARD - AGRICULTURE AND RURAL DEVELOPMENT PROGRAMME, 2007-2013

development for the three year period total € 3 million (or about 2.8% of the
total planned investments - still to be determined).

The National Agricultural and Rural Development Strategy 2007-2013
(NARDS) states that it is a priority to promote the integrated development of a
sustainable rural tourism in the country, which should be carried out in
cooperation by all relevant Ministries and stakeholders (private sector,
associations, etc). NARDS considers rural tourism an important factor for off-
farm employment in rural areas that suffer from weak number and strength of
enterprises (in particular SMEs), a lack of alternative off-farm opportunities
and mainly agricultural rural population, often subsistence oriented, with low
incomes and value added. Therefore, NARDS supports rural tourism as a sub
measure of the measure Development and diversification of rural economic
activities.

From a point of view of the tourism industry, a study conducted in 2002%
detects that some of the priorities of the tourism sector are increasing the
export of tourism services, better employment situation, improvements in the
distribution of tourists throughout the year and better geographical distribution
of tourists throughout the country (tourists are currently concentrated in the
capital and in the lake region of Ohrid). The development of rural tourism
would contribute to these objectives as well.

Eco tourism. The natural conditions of the country (geological content, relief,
climate, hydrography, soil, flora, and fauna) make it one of the countries in
Europe with wealth of natural values. In the past five decades of organized
protection of natural rarities in the country, 74 objects of nature have been
included in the protected areas network, with a total area of 187,895 ha, or
7.30% of the national territory. According to the Law on Nature Protection OG
(67/04; 14/06 and 84/07), the following have a status of protected wealth:

« 3 national parks, with an area of 108,338 ha, or 4.2%;

« 4 strict natural reserves, with an area of 12,855 ha, or 0.50%;

« 3 landscapes with special natural characteristics, with an area of 2,338 ha,
or 0.09%;

« 14 distinct plant and animal species outside the natural reserves, with an
area of 2,709 ha, or 0.10%;

« 33 nature parks protected (category of nature monuments), with an area of
61,655 ha, or 2.4%.

The law regulates the nature protection by protecting the biological and

landscape diversity, and the protection of the natural heritage, in protected

areas and outside of protected areas. The system of protected areas is

established for the purpose of protection of the biological diversity within the

frames of the natural habitats, the processes occurring in the nature, as well

as the abiotic features and the landscape diversity. By proclamation of the

area as protected, it acquires status of natural heritage. Categories of natural

heritage, within the meaning of this Law are:

1. Strict Natural Reserve. Strict Natural Reserve is an area, which, because
of its significant or characteristic ecosystems, geological or physical and

24 Ministry of Economy - Master Plan for tourism in Macedonia, Louis Berger S.A, April 2003. The

study is being currently updated and reviewed.
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geographical features and/or species, as well as originally preserved
wilderness, acquires the status of natural heritage, primarily for the
purpose of carrying out scientific surveys or monitoring of the protection.

2. National Park, The National Park is a large, mainly unchanged area of land
or water with particular multiple natural values, which encompasses one or
more, preserved or insignificantly changed ecosystems, primarily designed
for the conservation of the original natural, cultural and spiritual wealth.
The National Park is intended for scientific-research, cultural, pedagogic-
educational and tourist-recreational purposes.

3. Natural Monument, Natural Monument is a part of nature with one or more
natural characteristics and specific, threatened or rare features,
characteristics or forms, and has special scientific, cultural, educational
and spiritual, aesthetic and/or tourist value and function. Natural
Monuments include: lakes, rivers, gorges, waterfalls, springs, caves, rocks
formations, geological profiles, minerals and crystals, fossils, rare or
indigenous trees and bushes characterized by great age and specific
habitual characteristics, as well as limited small areas of endemic and rare
animal or plant communities significant for their scientific value.

4. Nature Park, Nature Park is an area that has one or more authentic, rare
and characteristic components of nature (plant, fungi and animal species
and communities, relief forms, hydrological values etc.).

5. Protected Landscape and Protected Landscape is an area where the
interaction of the people with the nature has created over time a landscape
with particular characteristics and aesthetic, environmental, cultural and
historical or ethnographical importance, characteristic for that area only,
which at the same time has a significantly high biological diversity.

6. Multipurpose Area. Multipurpose Area is an area, which is usually
spreading on a relatively wide territory of land and/or water, rich in waters,
forests or meadows, and may be used for hunting, fishing or tourism, or
reproduction of wild animals.

In the specific mountain/climbing tourism segment, the French, Polish,
Slovenian, German, Dutch nationalities seem to be the most reported (all with
rising figures in the last three years). The situation for what concerns Eco-
tourism in the country appears an interesting one, taking into account that:

-a large number of NGOs appear operating in some form in this sector, in
many rural areas of the country. This appears to be the result of the many
small-to-medium scale capacity-building projects funded since 2000;

-since 2004 a magazine about mountain tourism named Korab-Tough has
been published twice a year as in inter-Balkan initiative that is now involving 7
different countries (Albania, Bulgaria, Croatia, the Republic of Macedonia,
Greece, Serbia and Montenegro);

-visits in various parts of the country enabled to assess that hiking and
climbing are among the most favourite activities by foreign tourists, arriving in
the country either with organized-tours, or by self-initiative (in couples or small
groups). These activities are already interesting some rural areas that provide
suitable food and accommodation.
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Unfortunately, there is no nationwide system for accreditation of guides in
specific sectors (e.g. climbing, horse riding, etc), so standards cannot be
checked and guides that are already recognized according to European
and/or International standards can be out-placed in their activity by local
people that just have some knowledge of the sites being visited by tourists.
This situation is likely to produce some negative effects on the state and
development of eco-tourism activities (e.g. lack of security, grey market, etc).

Cultural and Monastery Tourism. The cultural tourism in the country has the
biggest development potential considering the diversity and quality of cultural
and historical treasures and archaeological sites in the country and the
increasing interest in cultural tourism on the market. There are 10,974
buildings registered as part of the immovable cultural heritage®® (4,361
archaeological sites; 1,726 churches and monasteries with over 150,000
square metres of mural fresco paintings; etc.) and 500,000 museum relics.
Institutional responsibility for cultural heritage (by types) rests with the Bureau
for the protection of cultural monuments (immovable cultural heritage) and
museums, libraries and the national cinématheque (moveable cultural
heritage).

Cultural sites in the country already attract tourists, mainly as a package offer
along with the visits of neighbouring countries. The country is rarely the initial
motive to visit the region, but it is a very common reason to extend the stay,
which represents a potential market for other tourism segments. Data
concerning the visits to cultural sites need often still to recover up to the
figures recorded in the former Yugoslavia period.

Cultural tourism is one of the priorities in The National Programme for Culture
2004-2008 (OG 31/98; 29/2003) where it is considered an important factor for
sustainable development of culture. A part of this programme focuses on
creating conditions for development of cultural tourism as a factor of social
and economic development; affirmation, presentation and usage of cultural
and natural sites for the purpose of cultural tourism.?® Some of the projects of
the Ministry are the finalised World Bank project Development of
Municipalities through Culture that was implemented for strengthening local
economies and cultural industries, reduction of poverty, increased and
sustainable employment and socio-economic development, the current
UNESCO project on promotion of cultural tourism with a purpose of devising
four publications on the cultural heritage and other projects.

The cultural heritage is regulated according to the Law on Cultural Heritage
Protection (OG 20/04, 115/07), passed on 19 March 2004 and effective from
1st of January 2005. According to the Law, the term cultural heritage includes
the material as well as the spiritual cultural heritage, defining their meaning as
an expression and/or a testimony of the human creation in the past and the

» According to UNESCO cultural heritage is defined as term which encompasses several main

categories of heritage: Tangible cultural heritage [movable cultural heritage (paintings,
sculptures, coins, manuscripts, etc.), immovable cultural heritage (monuments, archaeological
sites, and so on), underwater cultural heritage (shipwrecks, underwater ruins and cities and so
on)]; Intangible cultural heritage (oral traditions, performing arts, rituals, and so on); Natural
heritage (natural sites with cultural aspects such as cultural landscapes, physical, biological or
geological formations, and so on) and Heritage in the event of armed conflict. This definition
is applied in the Law on Cultural Heritage Protection (OG 20/04,115/07).

% Source: National Programme for Culture 2004-2008
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present, or a representation of the interaction between the man and the
nature, with cultural and historic importance of their feature, significance and
function, under special legal regime on their protection. According to its
features the cultural heritage can be immovable, movable and intangible;
according to its cultural importance it can be heritage of special importance
(cultural heritage of outstanding national importance and cultural heritage of
great importance) and important cultural heritage; and considering the
condition of risk it can be cultural heritage in danger (when a special legal
mechanism for urgent conservation has to be provided) and not endangered
cultural heritage. Any good that has the highest national importance and
universal values for the mankind and its history, culture, art, science or
technological progress is considered to be of “outstanding national
importance”. Any good that has big value for national history, culture, art,
science or technological progress is considered a “cultural heritage of
significant, special importance”. The cultural heritage that is not classified as
heritage of special importance is called “important cultural heritage”.

A cultural heritage threatened by destruction, damage or with serious attack
on its integrity is considered a “cultural heritage in danger”. The purpose of the
protection is to preserve the cultural heritage in its initial form, to preserve the
integrity of all data that it carries, to raise awareness of its values and
importance for cultural identification, to enable its use for satisfying cultural,
scientific, educational, religious, economic, tourism and other needs and
finally to be transmitted to future generations. As a basic value of the country
and a public interest, it is to be protected under any circumstances according
merely to its cultural value and the conditions of risk. The immovable cultural
heritage and the immovable goods are protected together with their
surrounding, or so called contact zone defined as the area surrounding the
immovable cultural heritage that is important for preserving its historical
context and is protected in a manner different of the manner for protecting the
immovable property. A protected area is the area of the protected good and its
contact zone.

In the following table are shown the villages that are protected as Monuments
of Culture and have the status of Cultural Heritage (according to Article 175
from the Law for Protection of Cultural Heritage).

Table | - 14 Villages Listed as National Cultural Heritage

Village Municipality / Region
Galichnik Mavrovo and Rostusa / Polog
Kicinica Mavrovo and Rostusa / Polog
Gari Debar / Southwest
Smilevo Demir Hisar / Pelagonija
Zeleznec Demir Hisar / Pelagonija
Konjsko Resen / Pelagonija
Gorno Vranovci Caska / Vardar

Source: Ministry of Culture

The competent Government authority is the Ministry of Culture and special
professional service — Directorate for Protection of the Cultural Heritage, as an
independent legal agency within the Ministry of Culture. The Directorate for
Protection of the Cultural Heritage is responsible for managing the National
Register of Cultural Heritage following the national classification that
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represents a standard form of typological definition or identification and
systematization of various cultural heritage of the country. This classification
was adopted as Book of Rules (OG 37/06) to ensure a single approach to
identification of the cultural heritage and development of an information
system for cultural heritage with good comparability and usage of data.

The Ministry is currently working to adapt the new classification system to the
sites/monuments previously classified, which process requires a substantial
amount of time.

The new Law establishes, for the first time, the category of “Intangible cultural
heritage”, which refers to the oral traditions, performing arts, rituals
expressions of folklore-habits, rituals, tales, mental creations, folklore songs,
stories, legends, adages, riddles, dances, plays, old and rare crafts, traditional
crafts and other expressions of the non-material national creation, language
and toponyms. Cultural heritage may be publicly or privately owned. Private
owners have an obligation to care and maintain cultural heritage and property
and to provide access for scientific and cultural research purposes and in
some cases to provide access to the general public.

A study was conducted in 1998 on the tourism valorisation of monasteries in
the country that emphasizes that an appropriate tourism offer would contribute
to their preservation and will help their maintenance. According to such study,
there were 155 monasteries in the country, offering 148 rooms for
accommodation of visitors, some with emphasised tourism potential due to the
favourable natural and geographic characteristics, peaceful locations and
availability of tourism accommodations. The monastery tourism in the country
is mostly transit and weekend tourism, and much less stationary tourism.
Some monasteries have facilities that cannot be used for tourism purposes
without prior reconstruction and adjustment, which should be done by
preserving their authentic elements from the period when they were built,
while others accept visitors only in the periods of religious holidays. There is
also the problem of accessibility, road infrastructure and signalization and
information brochures, as well as better tourism promotion of monasteries on
national level.

The study, however, does not provide many detailed and comparative figures
concerning the provision of accommodation and other services that could
have been used as an important benchmark to monitor the development of
these tourism activities in following years. In overall terms, this sector appears
well placed to be further promoted towards both the domestic and the foreign
market, and several tourist agencies are already doing it.

Wine tourism. Because of the climate and natural eco-characteristics, the
country produces some high quality wines and production tends to be
concentrated in a few areas. The sector has been increasing its dimension in
the last 3-4 years. Unfortunately, the country's vineyards are not treasured at
all and they are not fully included in the country’s tourism profile. The main
reason that many wineries are still not developed in the sense of tourist
product is that, until a few years ago, their primary goal was to invest in the
modernization of the production infrastructure, new technologies and
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equipment, in order to replace the production of bulk wine and offer to the
market high quality bottled wine.

It is a fact that there is no quality tourism without a wide selection of excellent
local wines or without beautiful vineyard landscapes, but the development of
wine tourism is also closely related to modern accommodation, tasting
facilities as well as with a sustainable marketing strategy. The wine areas in
the country are concentrated in three regions situated mostly along E-75-
Corridor X, where there is big fluctuation of transit tourists. It is crucial to
integrate these potentials and advantages of the wine tourism in the entire
tourist offer of the country. As for the weaknesses, there is no detailed
analysis of the potentials of wine tourism; there is a lack of accommodation
facilities, lack of government initiative and not sufficient marketing and
promotion.

During the last few years, the number of new private wineries (mainly small
and medium-sized plants) has considerably grown from 28 in 2003 to 50 in
2007, and some of them are starting to adapt and diversify their activities in
the direction of wine tourism. A few of them are in the process of preparing
accommodation facilities and around 10 wineries have wine tasting facilities.

In December 2005, an association named “MakVino” has been created (with
the assistance of Wine Cluster Project of the USAID) with the aim to organise
the wine processing industry, promote the country's wines and assist in
defining a wine strategy. So far, this association gathered 11 companies out of
the 50 registered.

The Tikvesh Wine Route Foundation was founded by 4 municipalities
(Kavadarci, Negotino, Demir kapija and Rosoman) and two wineries, and
officially established on the 29/11/2006, it now has 11 member wineries in the
Kavadarci-Negotino area, the support of Association of MAKVINO (wine
producers), of three NGOs from Negotino and three Mountain Associations.
The goal of the Foundation is to gather all stakeholders from the region and
provide basis for continued development of attractive tourism products and
promoting the region as an attractive tourism destination. The Foundation is
currently working on a project for creating a new tourism product for
valorisation of the potentials of the region for wine, agri, winter, hunting and
fishery tourism. The Foundation has so far promoted awareness on wine
tourism at regional level, and contributed to institutional building, providing
also services (e.g. educational tours in Italy). In addition, other wineries, are
already independently attracting a remarkable number of tourists in their
cellars, and plan to be able to further enlarge their activity, adding restaurants
and rooms, by the end of 2007. Smaller wineries tend to show the same
plans, but do not appear to have proper funding. Another large winery
interestingly stated that it is considering setting-up a sort of Wine Academy in
the area, in order to create a wine-archive and organize specialised training
workshops.

In the case of Wine Tourism, visitors mainly arrive from neighbouring
countries, plus some from Czech Republic, and also from Germany and
Israel. A market for wine-tourism in the Tikvesh area appears to have been
already started (all the visited wineries had established links with more than
one tourist agency), although some problems do persist (quality of facilities,
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limited incoming service, limited number of groups arriving/year, lack of
promotional materials such as map of wineries offering tasting/catering
opportunities, etc).

Farm-Tourism and Village tourism. Currently information on the state of
development of rural tourism activities in single farms/properties is
unavailable, whereas some indications are provided at village level. A number
of rural villages have been interested, in the last 5/7 years, by pilot research
works/projects mostly funded by foreign donors (e.g. USAID, GTZ, Swiss Aid,
Dutch Aid, UNDP, World Bank, SIDA, etc).(elaborated in Annex 13)

These projects have addressed mainly the Southern (Ohrid and Prespa lakes)
and Eastern (Berovo) parts of the country. The majority of these projects was
focused on institution building and on the definition of strategies/plans, and
did not include monitoring of the actual development of new business
activities (including rural tourism ones).

Moreover, some villages have already been included in tour operators
programs, and others are displayed on the official Exploring Macedonia and
Go Macedonia web sites. In addition, the Tourism Department of the MoE
started in 2007 a project aimed at assessing the development potential of
some rural villages for developing tourist activities but is at preliminary stage.

From the preliminary results of a recent survey, it appears that many NGOs in
the country are involved in the organization of activities affecting both the rural
environment and rural tourism (usually eco-tourism).

In the case of farm/village tourism, visitors mainly arrive from Holland,
Germany and the US.

Foreign investment is for the moment very low but interest has been shown by
Dutch (for a number of localities), USA (for a number of localities), Swiss,
Portuguese (Prespa lake), Finland (Mariovo area), Italy (Ohrid and Prespa
area).

The number of tourist agencies including visits and/or activities in villages can
be reasonably estimated in 5/10, mainly based in Skopje and Bitola.

Spa tourism. The territory of the country is characterized by high geothermal
activity, mostly with low-enthalpy geothermal energy. The country is situated
along the very favourable geothermal zone that starts in Hungary to the North
and Italy to the West and stretches through Greece down to Turkey. However,
there has not been a systematic measurement of terrestrial heat flow neither
organised use of the natural resource for medical/tourist purposes.

Even with a long tradition in medical use of thermal waters, the country has a
limited number of active thermal spas. It is evident from the potential of the
thermal resources that the approach to this economy sector should be
changed in order to reach possible benefits. Orientation towards introduction
of recreational activities appears as one of the feasible and economically
justified solution.

The country is rich with geothermal resources offering possibilities for

development of a large spa business. However, presently, only 8 spas exist in
the country. Temperature of the thermal waters differs, depending on the
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location and geothermal field in question. Highest is the temperature of the
water in Bansko thermal spring (73°C), then in Banja — Kocani (55°C),
Kezovica Spa (54°C), Katlanovo (40.5°C), Debar (38.6°C), Negorci (38°C),
Kumanovo (31°C), etc.

The same is with the flows on disposal, i.e.: Debar thermal spring (91.2 I/s),
Kosovrasti (68.8 I/s), Bansko (35 I/s), Kumanovo (3,34 |I/s), Kezovica (5.4 I/s),
and Negorci (1.8 I/s).

The existing eight spas have been built between 1960 and 1980. After that, a
period of stagnation began due to the slow adjustment and privatisation
process. The existing spas are included in the Health care policy of the
country managed and funded by the Health Fund through the health care
contribution. The process of privatisation of these facilities and the great
potential of the country for thermal tourism increases the interest and the
activities for development. During the recent years, some new initiatives to
recover the situation have been undertaken. The renovation of the current
facilities to provide more wellness services rather than the focus being put in
medical-cure segment is needed.

The role of rural tourism in favour of the development of rural areas. In
the EU's rural development policy, which is becoming increasingly important
within the common agricultural policy, the development of rural tourism is one
of the possible measures to preserve and rejuvenate rural areas and the rural
heritage. Projects in this area qualify for financing via the national rural
development plans.

There is a lack of data and of reliable indicators on rural tourism although
some studies have been occasionally carried out in the last 10 years.
According to the study on the possibilities for development of rural tourism in
the country?’, the support to rural tourism would help reduce the tendency for
depopulation that the villages and border regions are facing. As in other
European countries, rural tourism can significantly contribute to the rural
development process in rural areas through:

¢ Generating income and jobs;
e Exchange between rural and urban areas;
¢ The multiplier effect in the case of relatively small-scale direct investments;

e Strengthening the local/regional structures by creating networks and
public/private partnerships;

e Stimulating developments in the area of physical infrastructure (which in
turn may provide opportunities for other economic developments);

e Increasing the diversity of economic activities;

¢ Raising awareness of the value of an area, such as its landscape, nature
and culture, and the economic potential of these.

Agri-tourism in particular is seen as important for protecting the ‘rural way of
life’, the rural culture. Tourism offers to farmers an extra economic activity,

7 PhD Nikola Panov — Possibilities for development of rural tourism in the Republic of

Macedonia, 2000
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which increases agriculture's chance of survival. Tourists also constitute a
market for the farm produce, for example via the sale of 'regional products' on
the farm. Preserving farming promotes the preservation of the agricultural
landscape, a key aspect of the rural product for recreation and tourism.

The basic feature, that may represent a suitable basis for a proper start-up of
rural tourism sector, is that tourism (including rural tourism) in overall terms is
growing all over the country, and especially in the most known destinations
(e.g. Ohrid and Prespa lake), and that the country is starting to present its
tourist resources in a more integrated and effective manner, introducing itself
to key tour operators.

1.4. AGRICULTURE AND FOOD PROCESSING

1.4.1. Role of agriculture and food industry in the national economy
Agriculture (including hunting, forestry and fishery) is an important economic
sector and is the third largest sector after services and industry. In the 2000-

2006 periods, the share of the agricultural sector in the overall GDP has
remained relatively stable around 12% (compared to the 1.6% in the EU-25).

If agro-processing is included, the percent increases to 16%. Agricultural
GDP, in line with overall GDP, declined in 2001, but has recovered since.

Table | - 15 Key Agricultural sector indicators (2002-06)

2000 2001 2002 |2003 |2004  |2005¢ (2006
GOP (£ current million.) 3.893] 3839 4001 4105 4325 45001 4827
iGross Agriculture Production| 4658.9 4514 4948] 54801 570.4| 55659 5801
Agricultural % of GDF 12% 11.8%] 100%] 11.4%] 11.3% 12% 12%
GOF real growth (%) 4.5 -4.5 0.9 248 4.1 4.1 4.0
Agriculture growth (%) 1.0 -10.8 -2.00 4.8 5.2 1.8 3
LUAA[T] (in 000 ha) 1.236] 1244 1316 1,303 1,265] 1275 &

* Estimated ** Projected
Source: SSO 2006; Study on the State of Agriculture in Five Applicant Countries, EC DG-
AGRI 2006

Agriculture has served as shock absorber for the socio-economic and
structural changes in industry and other sectors of the economy. Officially, the
sector provides income and employment to approximately one fifth of the
national workforce but the real contribution probably exceeds this percent as
36% of the labour force and 44%?2® of the poor live in rural areas and
population in rural areas rely basically on farming as a major form of economic
activity, forestry, craftsmanship and rural tourism. Population engaged in
farming includes a high proportion of elderly persons and young people
having little motivation to enter and remain in agriculture due to the low and
uncertain incomes and poor working conditions.

Agricultural products represent 15-17% of the total country’s exports, although
the country remains a net importer of agricultural and food products, which
accounted for about 15 percent of total imports in 2004-05. The agricultural

3 Macedonia: Growth and Poverty, 2002-2004. Western Balkans Programmatic Poverty

Assessment (World Bank).
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trade deficit in value terms has been widening in recent years, though a
sizeable increase in tobacco and wine exports narrowed the gap in 2005. The
trade pattern (export of labour-intensive products and importing land-intensive
products) reflects the country’s comparative advantage for labour intensive
production systems, and the relative land-scarcity.

Promotion of the competitiveness of the production and increase in the
income of the rural population is one of the preconditions for social stability in
the country. Decline in agriculture, forestry and fishery and associated
industries could have significant adverse consequences in rural areas and to
the overall economic and social stability of the country.

The country's agriculture is facing major challenges and structural reforms.
WTO membership increased possibilities for export expansion but also
competition on the domestic market from imported products. These
challenges are going to be even more severe with the implementation of the
Free Trade Agreements with the neighbouring countries and the EU-27.
Strengthening the competitiveness of the country's agribusiness is the focal
point for its survival. This must be supported by the reform of the public
institutions and by the implementation of well-targeted agricultural support
policies and rural development measures.

1.4.2. Agri-food Trade

Agriculture is an important contributor to foreign trade. The relative share of
agri-food and fishery exports in the total trade for the period from 2000-2006
averaged 16.8% whereas, in the same period, the relative share of imports
was 13.7%. The country is a net importer of agricultural and food products
mostly meat, processed products and other food preparation as well as for
cereals.

The agricultural trade deficit in value terms has been increasing up to 2004,
but in 2005 and 2006, it shows a decreasing trend linked, among others, to
increased trade liberalisation.

Table | - 16 Value of total and agricultural products trade (2000-2006)

In € million. Total trade | Agriculture
Trade

I export 1,435 227 15.4%
import 2272 251 12.4%

2000 trade balance -837 -B2 7.A4%

I export 1,253 215 16.6%
import 1,592 265 14.2%

2001 trade balance -599 -53 8.58%

I axpiort 1,178 221 18.8%
import 2106 314 14.9%

2002 trade balance -925 -91 EREES

I export 1,207 214 17 7%
import 2 038 292 14.3%

2003 trade balance -331 -S4 14.3%

I export 1,545 214 15.9%
import 2,354 335 14.4%

2004 trade balance -1.,008 -125 12.4%

I axport 1644 279 17 %
import 2 601 348 13.4%

2005 trade balance -957 .5 -E9.5 7.3%
export 1.906.2 318.0 16.7%

import 29377 36574 12.3%

2006 trade balance -1,051.5 -45.4 4. 5%

Source: State statistical office, 2005
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In comparison with 2005, the export of agro-food products in 2006 increased
by 14% whereas imports increased only by 5.6%.

The EU-27 is the most important partner of the country in trade with agro-food
and fishery products, with an average share of 43% in the total trade
exchange in the 2004-2006 period. The share of agro-food and fishery
products export in the EU-25 in total export of these products for 2006 is
46.5%, while the share of import from EU-25 in total import of agro-food and
fishery products is 39.8%. (Analysis of agri-food trade trends between the
country and EU-25 is elaborated in the Annex 2.

Serbia and Montenegro (including territory of Kosovo) is the second most
important trade partner of the country in 2006, in the trade exchange with
agro-food and fishery products with share of 28.7% in total export and share
of 19.9% in total import.

Third partner of the country, in 2006, in trade exchange with agro-food and
fishery products is Croatia, with share of 7.2% in total export and share of
5.4% in total import, then Bosnia and Herzegovina with share of 6.4% in total
export and share of 2.1% in total import, Bulgaria with share of 2.7% in total
export and share of 4.7% in total import, Turkey with share of 0.9% in total
export and share of 3.7% in total import and other countries.

Table | - 17 Trade in agro-food, fish and fishery products by countries
(2005-06), in Mio. Euro

Export Import Trade halance
2005 2006 2005 2006 2005 | 2006
Country  [Mio. €] Zhare % | Mio. €] Share % | Mio. €] Share % | Mio. €] Share % | Mio. € | Mio. €
EL-25 120.5 46.5] 1451 45.6] 1454 41.8] 145.4 a8 -158] 13
SCG 7.0 78] 914 2871 BO0Y 17.4] 732 19.9] 168 1872
Croatia 18.0 6.5 230 /2] 198 57 1949 54 -18 3.1
Turkey 4.8 1.7] 28 09 175 601 137 37| -126] -109
Bulgaria a7 200 B85 27 203 58] 17.4 47| -14B6] -89
Fomania 1.1 04] 2.2 7] 0.3 0.1 0.5 0.2 0.5 1.4
Bosnia and
Herzegowina 14.2 51%| 203 B.4%] 7.4 21%] 77 2.1 B8 126
Cither
countries 276 89%| 247 7.8%| Y67 220%| 834 2410 -480 -B37
Tatal 278.6] 100.0] 318.00 100.0f 348.1 100.0] 367.4] 100.0] 6£9.5] 494

Source: SSO, 2005, 2006
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Figure | - 2 Share of Trade Partners in trade with agro-food and fishery
products in 2006

Export for 2006

Import for 2006 European Union

1 Serbia & Monte Negro|

European Union

m Serbia & Monte Negrc )
Other Countries
Bosnia and 4% )
\ 6% Other Countries Croatia Herzegovina, | Croatia
Bulgaria 8% ) \ /
3%\ 2

Bosnia and

Romnama_\ Herzegovina
b\

/
Rom ania / European Union S TN
L8 % /o

1% /
\‘ __ European Union ) ‘ ‘
— 4% mBulgaria Bulgaria Bulgaria
_ —
, 5% 4

Croatia h : ‘
v Romania \ Romania
O Trkey \
%

Trkey

Serbia & Monte mBosnia and

Negro Herzegovina
29%

\
Croatia|  Serbia & Monte mBosnia and
% Negro Herzegovina
20%

Other Countries
Other Countries

Source: SSO, 2006

The country’s agriculture is facing major challenges and structural reforms.
The political and economic integration of the country into the world economy
is being conducted and supplemented through three mutually compatible
processes of trade liberalization: global integration in the multilateral trading
system, integration in the EU, and regional trade integration, conducted
simultaneously. This resulted with membership in WTO, the conclusion of
Stabilisation and Association Agreement (SAA) with the EU, CEFTA
membership and the conclusion of a large number of Free Trade Agreements
(FTASs).

The regional integration process has been marked by a series of free trade
agreements (FTAs) with the countries in the region. The global integration
was implied by the entry of the country in the World Trade Organization
(WTO) in 2003, while the process of European integration is defined with the
Agreement for Stabilization and Association.

WTO membership

The country applied to join the WTO in 1994, having commenced the
negotiations in 2000 and completing them in October 2002. The process of
agro-food trade liberalization took a major step forward between 2002 and
2004 with the completion of negotiations for the World Trade Organization
(WTO). The Agreement itself was ratified in Parliament in February 2003. The
country officially became a member of WTO on 4 April 2003. One of the
principles of the WTO system is for the countries to reduce the trade barriers
and allow unimpeded trade relations. In the WTO negotiations, the country
agreed on significant liberalization for most of the products, while for the
agricultural products the customs protections has been retained at a
satisfactory level, due to the importance of the agriculture sector. The average
customs tariff for the farming products as a result of the negotiations has been
reduced from 24.87% to 13.75%. These reduced customs tariffs are a basis
for further liberalization of the multilateral and bilateral basis.
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By the WTO membership, it committed to termination of quotas (other than
tariff quotas in existing free trade agreements), abolition of variable levies and
export subsidies, to phased reduction of import tariffs and reform of the State
Office for Commodity Reserves. Thus, most of non-tariff protection is being
eliminated. However, tariff quotas will remain in place as agreed within the
FTAs. In accordance with WTO commitments, import tariffs have been
reduced for most traded products, though moderate-to-high tariffs remain in
place for highly sensitive commodities produced in the country. Tariff rates
applied are now in accordance with the bound rates agreed with the WTO and
agreed rates in the context of FTA agreements. As a result conclusion of the
Doha Development Agenda round of WTO negotiations, tariff protection of
domestic producers will decrease significantly between 2003 and 2008, with
average tariffs reducing by as much as half over the period. This trade
liberalisation will reduce the price of imported agro-food products, on the one
side will expose the country's farmers to increased competition, and on the
other side will favour consumers or extra profit from traders. However, export-
oriented production is expected to gain under the new trade regime.

The reduction in tariffs will result in a significant reduction in tariff revenues
from agro-food imports. It is expected that the WTO import tariff liberalization
will result in budget revenue reductions that will be particularly significant in
the short run.

As most frequent forms for further trade liberalization are establishment of
preferential trade agreements, free trade zones, customs unions and common
market (for ex. Common market for EU). The main objectives of the regional
free trade agreements are stimulating growth of the domestic economy via:

(i) better access on the market of the national export products in other
countries

(i) attracting and increase of foreign direct investments as well as modern
technology as an element in the investments

(iii) increase of the productivity of production and competition on the domestic
and external market

Stabilization and Association Agreement

The FTA with EU as part of the Stabilisation and Association Agreement
(SAA) is the most important preferential agreement, because of the scope of
trade exchange between the country and EU. The FTA between the country
and the EU-15 began in mid-2001 under an Interim Agreement that provided
for tariff concessions for agricultural and food products, up to 2003. Further
negotiations between the European Commission and the country were carried
out in 2003, for the purpose of further agro-food and fisheries trade
liberalization by 2011, as foreseen in the Interim Agreement. Following the
eastward EU enlargement, a series of negotiating rounds took place in 2004
resulting in the Enlargement Protocol, which entered into force on 1 May
2004%°. On the basis of the trade agreement most of the barriers for entry of
the country's farming products have been eliminated, except wine, baby beef,
sugar and fish and fish products, for which customs quotas have been agreed

2 0OG 27/2004
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or gradual liberalization. On the other hand, for entry of the agri-food products
with the origin from the EU, the country has agreed on:

(i) elimination of the customs tariffs for the products defined as non-
sensitive,

(i) gradual liberalization for the mid sensitive products in the transition
period to 2011, and

(i)  maximum customs protection for the highly sensitive products and
for a part of these products- duty free quotas.

In accordance with Article 35 (SAA), as a result of Romania and Bulgaria’s EU
membership, the negotiations for the adaptation of the SAA to take account of
the accession of Bulgaria and Romania to the EU have been successfully
concluded.

CEFTA membership

As a part of the trade integrations connected with the process of accession of
the country in the EU is the membership in the Central European Free Trade
Agreement — CEFTA, as a means for regional cooperation and evidence for
political and organizational; maturity of the countries — candidates for the EU
accession.

The country ratified the CEFTA Agreement in 2006 and started its
implementation on 24 August 2006.

SEE countries under the auspices of the Stability Pact and the European
Commission in June 2006, started the multilateral negotiations for
establishment of legal framework of the new Single free trade agreement in
the region, named as Agreement for amendment of accession to the Central
European Free Trade Agreement (CEFTA-2006).

This agreement was signed on 19 December 2006 in Bucharest-Romania.
Countries signatories of CEFTA — 2006 are as follows: Republic of Bulgaria,
Republic of Croatia, Romania, the Republic of Macedonia, Republic of
Albania, Bosnia and Herzegovina, Republic of Moldova, Republic of
Montenegro, Republic of Serbia and the United Nations Interim Administration
Mission in Kosovo on behalf of Kosovo. The new CEFTA Agreement was
ratified by the countries-signatories and started its implementation in the
second half of 2007. It replaced the previous Free trade agreements among
the countries signatories.

Free Trade Agreements (FTA)

From 1996 to date, the country has concluded nine free trade agreements,
including the one with the European Union as part of the SAA. Most of these
Bilateral Agreements are with former Yugoslav republics, which are traditional
markets for the country's products due to past formal links. Since 2001 after
signing the SAA also the European member states are becoming important
trading partner for the country.

FTA quotas are negotiated annually. Starting from 2003 the principle ‘first
come first serve’ applies for all FTAs, i.e. the first exporters will be able to fulfil
the quotas without quantitative limits. Most of the agreements are signed in
accordance with the Stability Pact and the one with the EU under the SAA
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article 16 and 22. General details regarding the existing FTAs are provided in
the table below.

Table | - 18 Free Trade Agreements

Entered into Balance of Dynamics of
N. | Contracting party 0oG Force Liberalization
Serbia and

1 Montenegro 56/1996 01-Oct-96 Symmetrical

28/1997,

51/2002,
2 | Croatia 100/2002 08-Jul-98 Symmetrical

Asymmetrical in favour of the

3 | Turkey 83/1999 01-Nov-00 country

35/2001, Asymmetrical in favour of the
4 |EU 39/2001, 27/2004 | 01-Jun-01 country

Asymmetrical in favour of the
5 | EFTA countries 89/2001, 62/2003 | 01-May-02 country

Asymmetrical in favour of the

6 | Ukraine 53/2001 15-Jul-03 country
Bosnia and
7 | Herzegovina 45/2002 01-Jul-02 Asymmetrical in favour of BiH
8 | Albania 47/2002 15-Jul-02 Symmetrical
9 | Moldova 77/2004 01-Jan-05 Symmetrical

Source: MAFWE Trade Policy Unit, 2006

Opening of markets has been mutually granted in most of the agreements, i.e.
approximate balance regarding the covered products, anticipated reductions
of tariff rates, anticipated terms for liberalization and concessions granted in
the field of agriculture. Parts of the agreements are asymmetrical in favour of
the country, i.e. those trading partners open their markets for products
originating from the country much faster than the country opens its markets for
their products. The agreement with Bosnia and Herzegovina is the only
agreement in which the country agreed to asymmetrical liberalization in favour
of the opposite contracting party.

WTO membership increased possibilities for export expansion but also
competition on the domestic market from imported products. These
challenges are going to be even more severe with the implementation of the
Free Trade Agreements with the neighbouring countries and the EU-27. A
decline in agriculture, forestry and fishery and associated industries could
have significant adverse consequences in rural areas and to the overall
economic and social stability of the country. Strengthening the
competitiveness of the country's agribusiness is the focal point for its survival.
This must be supported by the reform of the public institutions and by the
implementation of well-targeted support policies and rural development
measures.

1.4.3. Agricultural labour

According to the results of the 2004 Workforce survey, done by the State
Statistical Office, employment in agriculture (include forestry and hunting)
amounts to 87,608 employees, or 16.8% of all employees in 2004. Agriculture
is an additional activity for 12,164 persons, of which approximately 66% are
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working on family farms. Agricultural employment rose in 2004 by
approximately 15% in comparison with 2003 (14% in 2003)%.

In the absence of accurate indicators of the total workforce involved in
agriculture, which can be expected from the forthcoming Agricultural Census
in 2007 (the first since 1964), MAFWE estimates that approximately 100,000
people are engaged in agriculture (including enterprise employees and full-
time farmers). Additionally MAFWE estimates that 20,000 part-time farmers
and significant seasonal employment (particularly in the fruit and vegetable
sector) work in the sector, for which accurate data is very limited. More than
half of the total engaged labour is employed in crop production with the
remainder in the livestock sector.

Table | - 19 Total agriculture labour input (1000 AWU31)

Item Description 2000 | 2001 2002 2003 | 2004
1 Total agricultural labour input (1000 136 197 138 97 101
AWU)
2 Non-salaried agricultural labour input 67 109 74 61 70
3 Salaried agricultural labour input 70 89 64 36 32

Source: State Statistical Office, “Economic accounts for agriculture”

The workforce used in agriculture by all individuals involved equals 101,000
annual working units. Of which, the share of unpaid labour, i.e. workforce from
within the family, is 70%, while the remaining 30% go to employed workforce
including seasonal workforce and full-time labour, as well as farm-related
services by external providers. Thus, the country’s agricultural workforce
mainly consists of individual farm based labour.

Total income from agricultural activities of all agricultural households and
companies shows constant annual growth in the 1998-2004 period (in 2004, it
is estimated at MKD 25,123 million). In the same year, the net salaries of
labour involved in agriculture amounted to MKD 9,692 a month (approximately
MKD 460 a day or about €7.5).

1.4.4. Agricultural Land

1.4.4.1. Land Resources and Land Use

In 2006, the surface of Macedonia’s agricultural land®? amounted to 1.225,513
ha or about 48% of the total land area, while forests covered an area of
947,653 ha or 37%. Agricultural land included 687,324 ha of pastures (or
55.5%) located mainly in the highlands, and 537,419 ha of cultivated land (or
44%) mainly concentrated in valleys. Cultivated land decreased from 633,000
ha in 1999 to 537,419 ha in 2006, mainly due to land abandonment (rural-
urban population migration) and urban/industrial developments, which occur
at the expense of agricultural lands. The biggest drop is recorded in the use of

30
31
32

According to the 2004 official workforce survey performed by the State Statistical Office.
Annual Working Unit

Agricultural land includes cultivable and pasturelands. Cultivable land includes land for arable
crops, orchards, vineyards and improved pastures. State Statistical Office, Statistical Yearbook
2005
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arable land and gardens and orchards whereas the land under meadows is
slowly increasing.

According statistical data from 2006, from the total cultivated land 438,925 ha
(82%) was arable land*® and gardens, 60,264 ha meadows (11%), 25,239 ha
vineyards (5%) and 12,991 ha orchards (2%).

An estimated 34% of the total arable land is left fallow each year. The
abandoning of arable land is mainly due to the rural- urban migration and
usage of the land for urban purposes and other non-farming activities.

All crops faced decreasing trends in sown areas over the observed period,
this is especially evident for cereals.

In the last few years, the vegetable crops have stabilized descending
development of the areas sown, after the drop experienced in 2000 and 2001

Regarding legislation, the 1986 Law on Land Use regulated the transfer of
privately held agricultural land while attempting to prevent fragmentation and
promote consolidation*. The law also prohibited the division of land parcels
by sale, inheritance, or gift. This law was amended in 1991 to reduce some of
the restrictions on land transfers. The latest amendments to the Law for
Agricultural Land from 1998 did not introduce any changes regarding
marketing of state-owned land. The state owned land cannot be subject to
trading but is allowed to be managed as follows: given with concession to both
domestic and foreign natural and legal entities for the period depending on the
particular production®®; leased to the domestic and foreign entities on short-
term (for 5 years) and on long-term (from 5 to 40 years) with public
announcement, and given usage of land free of charge for categories of
socially vulnerable groups® and contracted for one year renting of free
agricultural land that is without owner.

1.4.4.2. Land Ownership and Farm Structure

Around 80% of total cultivated land is owned or leased by 180 thousands
private farms with average size of 2.5-2.8 ha fragmented into parcels of 0.3-
0.5 ha. About 40% of the private farms are smaller household farms with less
than 2 ha (further fragmented) that produce mainly for household subsistence

3 Arable land includes land planted to annual crops (cereals, industrial, vegetable and fodder

crops), nurseries and fallow land.

By this Law, land fragmentation was constrained in several ways. First, a tax (by 3%) was
levied on agricultural land transfers to discourage them. Second, the law required that a right
of first refusal be offered to the users of nearby socially owned land and then to owners of
neighbouring plots. It is reported that these restrictions were frequently not followed in practice.
a) Fodder and field production for the period of 20-30 years, green-garden and semi-annual
plants production for 30-40 years, and wild animals and fish farms for the period of 10-30
years. The procedure of concession is realized through public announcement with auction by
the commission based on the Government decision and organized and supervised by the
MAFWE.

As farmers without land, unemployed persons, users of social assistance, unemployed from
bankrupted companies etc

34

35
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selling surpluses to supplement other sources of income®. The remaining
20% of cultivated land is state owned rented to 136 agricultural enterprises>®.

The privatisation process failed to include state-owned agricultural land
managed by Agrokombinats due to the fact that the law defines agricultural
land as a public good or national treasure, thus allowing the state to maintain
the title to this agricultural land in accordance with the Law on Transformation
of Enterprises Managing Agricultural Land. The privatisation process of public
agricultural enterprises (Agro-Kombinates) started in 1996, but until early
1999 only 15% of the enterprises were privatised. The process was
accelerated with the implementation of the Action plan for privatisation and all
Agro-Kombinates were privatised following the model of conversion of
ownership. The transformation of the Agro-Kombinates was according the
Law on Transformation of Enterprises with Social Capital (OG 38/93, 48/93,
21/98, 25/99, 39/99, 81/99, 49/00, 6/02, 31/03, 38/04, 35/06) and Law on
Transformation of Enterprises and Cooperatives with Social Capital managing
agricultural land (OG 19/96,25/99,81/99,48/2000). The Agro- Kombinates
were transformed according to the provisions of the Law on Trade company
(OG 28/04, 84/05, 25/07) are registered as Joint stock companies.

The maijority of pastures is still owned by the State and managed by the
Public Enterprise for Pastures Management.

Effective use of agricultural land is hampered by parcelling and fragmentation
stemming from previous limitations on usable areas and ownership®,
inheritance customs, as well as a tradition of informal relations in the land
market.

The weak land market, which failed to contribute to farm consolidation, as well
as the low economic growth and lack of social security, keeps feeding the
process of fragmentation and diversification of production in small lots in order
to offset market fluctuations and satisfy food needs.

In the long run, the existence of small and very fragmented farms, even if with
medium intensity production levels, impedes the modernization and
mechanisation, which inevitably results in lower competitiveness.

1.4.5. Irrigation

1.4.5.1. Water Resources

Average annual precipitation is 730 millimetres (mm) unevenly distributed in
space and time. Rainfall varies from 400 mm in the centre and east to 1,400
mm in the west, and occurs mainly from October to December and March to

3 MAFWE - 2004 Annual Agricultural Report: Agricultural Sector Complementary Information;

Statistical Tables.

Privatised former agro-kombinats and farm co-operatives. Agro-Kombinats used to be
vertically integrated agri-businesses managed by the state, which have large land holdings and
operate on state owned land on usufruct rights basis, while the state holds the effective
property rights. AKs are diversified in primary production, input production, agro-food
processing activities, commercial storage and marketing services. Very often they were input
suppliers and main buyers from the private farmers but indirectly through the Socially Owned
Agriculture Cooperative, which have smaller land holdings and engage only in primary
production

Until 1984, the maximum amount of land allowed to be owned by a single farmer was 10 ha or
20 ha in hilly and mountainous regions.
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May. In an average year, the evapo-transpiration is higher than rainfall,
leaving crops with a water deficit of 250 mm in the west and 450 mm in the
east. About 75 percent of the country is classified as a semi-arid region. The
country is also very prone to droughts.

During drought years, the water deficit for crop production is high, causing
significant economic losses in terms of reduced agriculture production in both
rain-fed and irrigated areas.

The impact of irrigation on farm incomes as a result of increased yields,
increased cropping intensity, crop diversification, increased land-use intensity
can be clearly observed in the financial performance of the farmers. According
to a survey of 125 farmers conducted in 2002, net farm incomes are higher
than average in the central and eastern part of the country, where farmers
have access to irrigation and practice commercial horticulture. Net farm
incomes are significantly lower in the west, where rain-fed cereals are
pr4o(§juced, and in former rice growing areas such as Bregalnica region (Figure
4)™.

Figure | - 3 Farm household net income survey

- B Off farm income
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wegetables vineyard system systems in decline  cersals

Note: this graph dees not show relative contnbution to agricultural GDP due to lack of data on this.
Source: G. A Comish C. J. Perry (2003). Water Charging in Irigated Agriculture: Lessons from the Field.

1.4.5.2 Irrigation Systems and Water Management

Irrigation systems have existed in the country since 1956 so most irrigation
schemes are more than 25 years old. After 1991 following the declining trends
in agricultural production of enterprises and cooperatives, irrigation schemes
were widely neglected and started deteriorating so the total irrigated area
underwent a severe decline.

According to official statistics, the total area with irrigation infrastructure is
144,894 hectares (ha) comprising 144 schemes, but only 123,864 ha can
actually be irrigated. Cultivated land in the country with irrigation potential is
around 400,000 ha, this includes the existing area under irrigation systems.

Generally, all irrigation systems have functional difficulties. The most common
problems are the obsolete equipment and infrastructure, inadequate
maintenance because of lack of funds and transitional processes in the water

Source: Study on the state of Agriculture in the Western Balkans, 2006
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economy and the agriculture sector. From the financial aspect, the irregular
payment of water charges has reduced the funds for regular maintenance of
the systems.

|The loss of markets for agricultural produce after 1991, together with the
price liberalization, reduced demand for irrigated agricultural commodities,
and the dismantling of socially-owned agriculture and food processing
conglomerates, resulted in decreased agricultural income. As a result
maintenance of irrigation systems by the State Water Companies was
deferred, resulting in physical deterioration of irrigation schemes, falling
service levels, irregular water supply, reduced water-use efficiency, and high
water losses (sometimes over 50 percent). The negative effects on crop
production eroded the ability of farmers to pay for irrigation, leading to further
deterioration in service quality and abandonment of irrigations systems. A
deteriorated irrigation infrastructure, poor water management arrangements
and inadequate meteorological and hydrological network and forecasting
capabilities, exacerbate the economic and financial impacts of droughts on the
country's agriculture (Figure 5)*'.

Figure | - 4 Deteriorating irrigation has had a negative impact on agriculture
1960-2004
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Note: the graph is for agricultural enterprises only since the data here 15 available only for these types of farms.

Source: MAFWE database and Statistical Vearbooks (several vears).
The most recent institutional reform of the irrigation sector was launched in
2003, accompanied by infrastructure improvements. Though the
reorganization process is not yet complete, Water Management Organization
(WMOs) started being replaced by water user groups, including Irrigation
Water Communities (IWCs, non-profit voluntary organizations of farmers
created at the level of the irrigation distribution network), Association of IWCs
(AIWCs) and Water Economies (WEs).

Comparing the structure of irrigated land per crop groups of 2005 and 2004
shows drastic reduction in irrigation of cereal crops (-17.7%), forage crops (-
22%), orchards (-11.8%) and vineyards (-12.6%), and significant increase in
the irrigation of areas under vegetable crops (+22.7%) and secondary crops
(+75%)

Source: Study on the state of Agriculture in the Western Balkans, 2006
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Table | - 20 Structure of irrigated land per crop groups in ha (2004-05)

DESCRIPTION 2004 2005 |2005/2004
TOTAL irrigated area | 23.160 | 20.740 |-10,0%
Cereal crops 7.501 6.170 |-17,7%
Industrial crops 2129 12131 0,1%

Vegetable crops 2.283 (2801 |22,7%

Forage 3.159 (2468 |-22,0%
Orchards 1.785 |1574.5-11,8%
Vineyards 5.988 |5231.5(-12,6%
Other 315 551.5 |75,0%

Source: Water Economy Directorate, Information for use of hydro-melioration systems 2004-
2005

The main on farm water application systems include the old-fashioned furrow
irrigation, and to a lesser extent sprinkler and drip irrigation equipment
(especially on perennials). The widespread use of furrow irrigation leads to
inefficient water use, high losses and spreading of diseases.

1.4.6. Plant Production

During the period 2000-2006, plant production shows a decrease in sown
areas and in particular cereals (Annex 3). In the last few years, vegetable
crops have stabilized the descending trend in areas sown, after the drop
experienced in 2000. General production trends in the crop sub-sector have
been positive, but yearly fluctuations are higher than in the EU-25. This is
possibly due to the lack of application of improved farm technologies
(including irrigation) to mitigate climate variations and to shifting targets of
past agricultural support policies.

1.4.6.1. Cereals

Cereals are strategically important and the most grown crops, but the country
does not produce enough to meet the domestic needs. In the 2000-2006
period, wheat was the most frequently planted cereal crop covering 53% of
the total area planted with cereal crops, followed by barley (26%), maize
(17%), rye (2%), rice and oats (1% each). Maize, barley and rye are mainly
used for animal feed.

During the 2000-2006 period, overall cereals planted area decreased. The
trend of reduction of area planted with cereal crops in the last years is mainly
a result of the reduction of the market price and of direct state support (price
guarantee of wheat and premium for every kilogram of produced grains).
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1.4.6.2. Industrial crops and fodder

In the 2000-2006 period, industrial crops (including fodder crops) are sown on
approximately 10% of arable lands. In 2006, most of the industrial crop area
was planted with tobacco (35%) and alfalfa (37%) and the balance is made up
of sunflower (7%), sugar beet (1%), motley hay and clover (6% each), fodder
peas (3%), fodder maize (4%) and fodder beet (1%). Other industrial crops
(namely poppy and fibre crops) are statistically insignificant. In the reference
period, industrial crops have slightly decreased their area sown, whereas
fodder crops have remained stable. Overall, industrial and fodder crops have
increased production, reflecting yield increases.

Tobacco is traditionally a strategic product for the country due to its social
aspects; it is the main cash crop and engages considerable rural labour in the
specific production areas and in the processing industry. During the 2000-
2006 period, the areas under tobacco have decreased by 20%, due to the
transformation of the tobacco kombinats and erratic support policies followed
by the Government.

In the 2000-2006 period, the area planted with sunflower has decreased by
10% following a longer-term trend (from 30.4 thousand ha in 1992 to 3.7
thousand ha in 2006). Sunflower is grown mainly in Bitola region (50%)
followed by Pelagonija, Kumanovo and to some extent, Sveti Nikole regions*.
Oilseed rape, traditionally grown for forage purposes, is a relatively new crop
for edible oil production. It is sown on approximately about 500 ha in the 2001-
2005 period (240 ha in 2005). Oilseed rape is mainly used for edible oll
production and oilcakes for animal feed, but also it is leading oil seed crop for
bio-diesel production. Soybean is also another dual use crop (human
food/animal feed and bio-diesel). In 2006 soybean was sown on the area of
538 ha. No import custom taxes are applied to oilseed rape oil (as well as for
soy, castor oil, sesame, flax and hemp) while for peanuts it is 5%.

The great majority of Sugar beet production comes from individual
agricultural producers, concentrated on limited areas in the Pelagonija valley
and are processed in the only sugar factory in the country (Bitola). It is the
only industrial crop where the sown areas increased in 2004 and 2005 after a
steep decline in 2002 and especially rapidly declined in 2006 (in average
1,600 ha in the reference period). This was a result of the introduced
subsidies (direct market support to deliverers of sugar beet to the processors).

Poppy is grown on limited and controlled fields and under state administrative
control®*® and is purchased and processed by an authorised chemical
company (Alkaloid). Current domestic production of poppy capsules (poppy
straw) covers only 30% of industry needs, and the balance is covered by
imports of raw material for extraction of alkaloids mainly from Spain and
Australia. There is potential for increasing the surface of poppy cultivation
from the current 100-150 ha to around 2000 ha. Customs taxes on imported
poppy seed accounts for 15%.

42 Data from Agro Food Industry “Blagoja Gorev”, Veles

Law on production and market of narcotic drugs (O.G. no. 13/91)
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Feed and fodder production meets only 30-35% of the total national
requirements. Forage plants cover only 8% of the total arable area in the
county unlike the countries with developed livestock industry where this share
is about 40%. One of the reasons for this situation is the lack of sufficient land
per farm and small size farms, which are unprofitable to be cultivated by
forage plants. Furthermore, the country is net importer of maize for seed and
fodder for almost half of domestic needs. The lack of fodder and feed (and
thus their high cost) is one of the main limiting factors for livestock production
development which has negative effect on the cost structure of meat
production (feed and fodder can account for 50 to 85% of production cost)
particularly with intensive fattening.

1.4.6.3. Fruit production

In the 2000-2006 period, fruit orchards covered 15.1 thousand hectares, of
which apples (18%), plums (7%), sour cherries (5%), peaches (3%), pears
(2%), and apricots and cherries (1% each). The average orchard farm size in
the country is approximately 3 ha. Out of total orchards, 84% are in the private
sector. In the reference period, average total fruit production** has been 125
thousand tonnes®® to which apples contributed around 60%, and stone fruits
(cherries, sour cherries, peaches, apricots and plums) with 35%.

Due to the favourable climate, the country's table grapes are of prominent
quality and significant exporting potential with prospectively increase of the
current foreign currency influx of €7 million (2005). The assortment of the table
grape varieties includes several classes from very early to very late table
grape varieties. Due to favourable climatic conditions in some vine growing
regions table grape varieties have a comparative advantage over wine
varieties, but their presence in the favourable growing regions is insufficient.

Areas under orchards have shown a consistent decline since the late 1980’ (in
the average 500 ha per year converted to annual crops or pastures) and an
increasing obsolescence of plantations. These trends are mainly a
consequence of the absence of investments due to the transformation of the
social sector (whose plantations account for approximately 50% of fruit
farming - especially apricot, peach, almond and sour cherry, etc. - were
neglected), loss of the traditional Yugoslav markets that entailed export
market uncertainty, and diseases (which have halved the pear orchards).

The main problems faced by perennial crops (both orchards and table grape
vineyards) are the un-favourable age structure, the presence of commercially
outdated varieties, and lack or inadequateness of open field (furrow) irrigation
systems for orchards and table grape varieties which cause unstable yields
and quality variations. Addressing these problems (renovation of orchards and
table grape vineyards and installation of efficient and water-saving irrigation
equipment) requires important financial investments, which are difficultly
bearable for the smallholder farmer alone.

General low level of productivity and high production costs appear to be the
main constraints to the competitiveness of local fresh fruit supply to markets
and are mainly caused by inadequate and obsolete cultivation practices,

a4 Not including grape and nuts

4 SSO 2005.
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reduced levels of inputs use and of post harvest technologies. There is a need
to support the introduction of new technologies focused on novel cultural and
chemical treatments (to mitigate low temperature damage of plants and to
accelerate and intensify floral bud initiation and subsequent reproductive
development), on environmentally friendly methods for weed, pests and insect
control, the use of healthy and certified plant material aimed at producing high
quality, superior yielding varieties for out-of-season fruit production. Another
important problem is the protection of orchards and table grape vineyards
from hail, which is common in the country. This also requires on-farm
investments (hail protection nets) which should be supported.

Common problem for fruits and table grapes are post harvest losses and the
low marketable quality of produce. Causes for post-harvest losses and quality
non-conformities within the domestic fruit distribution system are multiple.
While some of them have a technical or a marketing origin, others are due to
shortcomings caused by poor infrastructure investments in the handling,
storing, packing and transport phases. For the sector to survive the
competitive pressure of EU exporters, a larger use of post-harvest, modern
technology all through the various stages of the fruit distribution chain needs
to be supported to improve the quality of the supplies. This includes cooling
technology to be used, at field level immediately after harvest, to
selection/grading, storing, packing/packaging, transport equipment and
facilities. Investments in post harvest infrastructure and equipment should be
targeted giving priority to those that are closely connected to the European
Logistic Corridors that link the country to the rest of Europe. In this frame,
attention should also be given to the way products are transported, by giving
priority to those operators using European standard pallets and packages that
ease loading and off-loading operations.

The European consumers require fruit products meeting hygienic standards
higher than those currently used within traditional outlets (both city markets or
retail shops). This requires development, adoption and enforcement of
voluntary hygiene management systems (GAP, Integrated Crop Management
Protocols, EUREPGAP etc) which would be of great help for the improvement
of the country's horticultural sector. This problem is being tackled by the
MAFWE at legislative, implementation and enforcement levels, via national
measures. In the context of this measure, the adoption of hygienic standards
is considered in the eligibility and ranking criteria.

Many fruit varieties (including table grapes) that can be found in the country's
orchards and vineyards are outdated. At present, there are two seedlings
nurseries in the country: one at the Institute of Agriculture and a privatized one
in Skopje. Both nurseries do not produce certified virus-free material. Virus-
free seedlings are mainly imported from Bulgaria and Serbia (fruits)
sometimes from the EU, mainly from Greece and Italy. For the development of
the fruit sector, it is crucial to develop domestic production of virus-free
materials. Thus it is necessary to support development of small-scale virus-
free materials nurseries, container production of seedlings specialized
propagation techniques and fertilization.

The integration of the fruit supply chains is another problematic issue, the
solving of which will contribute to increase the competitiveness of the industry
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on both domestic and international markets. The development of strong
producer organizations is the foundation for further quality development of fruit
production. In addition, the setting up of supply chain agreements (vertical
integration) and integrated cold chain management will allow a better and
more reliable access to the markets to the producers. This issue is being
tackled by the MAFWE at legislative and implementation levels, via national
support measures. In the context of this measure, vertical integration is
considered in the eligibility and ranking criteria.

1.4.6.4. Vegetable production

The production of vegetables, particularly early vegetables is one of the
significant characteristics of the country’s agricultural sector and is one of the
most significant sub-sectors that offer a solid basis for further competitive
development of the Macedonian agriculture. Although vegetable production is
a traditional production sector, it is still in a development phase and the
market orientation of vegetable production is on the rise.

The production of vegetables is predominantly located in the northern parts of
the country (Skopje and Kumanovo) with a mild continental climate and in the
southern parts of the country with a Mediterranean climate (Strumica,
Gevgelija, and Valandovo). In the 2000-06 period, around 690,000 tonnes
were produced on a total area of approximately 52,000 hectares, mostly in
open field, followed by greenhouses cultivation and only a small fraction is
under glasshouses.

During the 2000-2006 period potatoes lead with 25% of the total vegetable
production, followed by tomatoes and peppers (18% each), watermelons
(17%), and by other vegetables (cabbage (10%), cucumbers (5%), onion
(4%), along with other vegetables such as beans, peas, lentils, leek, green,
string beans, cauliflower, lettuce, eggplants, etc.). Recently, in addition to the
traditionally produced vegetable crops, producers are becoming increasingly
oriented towards intensive production of non-traditional crops (for the country),
which are demanded on the EU markets and beyond, and which enable
higher incomes with limited resources like broccoli, Brussels sprouts, Chinese
cabbage, asparagus and others.

Tomato, pepper and cucumber are mainly grown under greenhouses (plastic
covering) and glasshouses. Around 300 ha of the vegetable production area
is under greenhouses with heating systems, while the remaining production is
cropping under plastic tunnels and in open fields.

Greenhouse production is mainly gravitating around urban area i.e. has
significant features of peri-urban agriculture. The main production regions are
Strumica, Gevgelija and Skopje region. The main type of construction used for
greenhouse production are “plastic tunnels” which are the simplest
construction in smallest dimensions (high 0.8m and wide 3 meters while the
length can differ) from wood or metal construction and covered with plastic
sheeting. The “tunnels” are also used reproduction of seedling material and
for early production of vegetables. The “halls” is another type of greenhouses
that are bigger in size (the height is usually 3 meters and the width and length
can differ), with a permanent construction and covered with plastic sheeting.
Some of the recent halls have drip irrigation system and heating. Usually in
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one year two crops can be grown in the same greenhouse, for example, early
tomatoes as first, and gherkins or cabbages as the second crop.

In modern glasshouses (especially in the Strumica region, where some
glasshouses are heated with geo-thermal water) production of vegetables is
highly profitable due to early harvest in January (one month before
neighbouring countries) and high prices are maintained until April/May.

However, in the last 10 years, due to the delayed glasshouses privatization
process, very little maintenance and investment in technology modernization
has been made in the majority of the glasshouses. Currently, the exploitation
of the existing 260 ha (most in blocks of 6-24 ha) of glasshouses ranges
between 70-75% of the capacity. This is due to inefficient and obsolete
heating systems, which substantially raise production costs, and, since there
is an acute lack of working capital to pay for heating, many glasshouses have
no advantage with regard to the time of harvesting.

To improve the production efficiency of the glasshouses and of greenhouses
large investments are needed for general repair works, installation of modern
ventilation and heating systems, computerization, soil-less cultivation,
irrigation, etc., which require to be supported. Also of the use of thermal
waters for heating, which is environmentally friendly, should be further
expanded where possible.

A serious problem for vegetables are the post harvest losses and the poor
marketable quality of produce. Causes for post-harvest losses and quality
non-conformities within the domestic vegetable distribution system are
essentially due to poor infrastructure investments in the handling, storing,
packing and transport phases. For the sector to survive the competitive
pressure of EU exporters, a larger use of post-harvest, modern technology all
through the various stages of the vegetable distribution chain needs to be
supported to improve the quality of the supplies. This stretches from cooling
technology to be used, at field level immediately after harvest, to
selection/grading, storing, packing/packaging, transport equipment and
facilities. Investments in post harvest infrastructure and equipment should be
targeted giving priority to those that are closely connected to the European
Logistic Corridors that link the country to the rest of Europe. In this frame,
attention should also be given to the way products are transported, by giving
priority to those operators using European standard pallets and packages that
ease loading and off-loading operations.

The integration of the vegetable supply chains is another problematic issue,
the solving of which will contribute to increase the competitiveness of the
industry on both domestic and international markets. The development of
strong producer organizations is the foundation for further quality development
of horticultural production. In addition, the setting up of supply chain
agreements (vertical integration) and integrated cold chain management will
allow a better and more reliable access to the markets to the producers. This
issue is being tackled by the MAFWE at legislative and implementation levels,
via national support measures. In the context of this measure, vertical
integration is considered in the eligibility and ranking criteria.
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1.4.6.5. Other crops

Flower production is one of the prospective industries of agriculture with
secured marketing and satisfactory prices, as well as already demonstrated
interest for foreign investments in the production capacities.

Furthermore, the country has abundant aromatic and medicinal herbs and wild
herbs. From the export of essential oils, solutions and other products of these
plants the country realises a foreign currency inflow of around $10 million
annually*® Nevertheless, one of the limiting facts is that they are mainly
quantities from wild plants, while organised production of plantations of
aromatic and medicinal herbs, which have huge potential, is at the very
beginning of its development.

Medical plants. Similar to other East European and Mediterranean countries,
the sub-sector of medicinal and aromatic plants in the country is dominated by
traditional collection of wild products, as far as the production side. Since
ancient times, wild collected medicinal and aromatic plants have always been
an integral part of the local traditional medical treatment. The demand for
products from this sector increases constantly, not only by the domestic
market, but by the export market as well. For the rural population, wild plant
collection and their sale means additional income generation.

In the past, collection of wild products was mainly characterized by an
uncontrolled and unsustainable exploitation of the biodiversity. Therefore, the
national heritage of rare plant species is endangered.

Training of collectors is an imperative and precondition of a sustainable and
controlled collection of medicinal and aromatic plants. In this regards, the
Manual for collectors of medicinal and aromatic plants has been prepared®’.
This Manual gives detailed information about the characteristics of the
collection areas, plant parts harvested, time period of collection, harvesting
tools and method as well as to the post collection treatment.

There are approximately 3,500 vascular plant species in the country, of which
700 have medicinal properties, but only 120 species are utilized. Most of
these plants are herbaceous, a small portion are shrubby and the fewest,
woody. Their qualitative and quantitative distributions within the Republic have
not been fully determined (i.e., a chorographic atlas of the medicinal plants
has yet to be published).

In Annex 4 listed are the medicinal plant species registered in the country
according to the Country study on Biodiversity, 2003. The collection and use
of medicinal plants can be divided into three categories: personal use,
retail/wholesale trade and other commercial purposes. A mechanism for
regulation and classification is necessary before it can be determined how
much dry plant material an individual can collect from an area and before a
permit for this collection can be issued*®.

46 Source: SEED Report — The Balkan Herbs Sector

4 "Medicinal and Aromatic Plants — manual and monographs for collectors according to the
principles of organic production”, 2004 -jointly supported by GTZ Agro Promotion Project -
Skopje and SIPPO (Swiss Import Promotion Program)

8 Utilization i.e. collection of the forest fruits can be allowed by approval from MAFWE
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The collection of medicinal plants for commercial purposes in the country
varies widely with the species collected, the collectors themselves and the
seasonal quantity of the collected material. Most serious is the large seasonal
demand by foreign buyers for specific plant species, facilitated by certain local
trade companies, which have no previous experience in this field. According
to the nature of the plant material used (e.g., root, fruit, leaf, flower or stem),
the greatest risks and threats are for those plants which are used whole,
followed by those whose roots are collected and then those with useful bark.
Species with a restricted area of distribution are most threatened (e.g., Acorus
calamus, Salvia officinalis and Sideritis scardica). Based on data from the past
ten years, the most troubling situations are with the species: Adonis vernalis,
Colchicum autumnale, Herniaria glabra, H. hirsuta, Gentiana Iutea, G.
punctata, Hypericum perforatum, Lichenes, various species within the genera
of the family Orchidaceae, whose parts are used in the production of salep,
Sideritis scardica, S. raeserii and Thymus spp.

1.4.6.6. Viticulture

Vine is a traditional crop for the
country. For the producing
areas, it is main income crop,
source for employment of the
local population and at the
same time contributing towards
the development of the
production of wine, which has
large export trade relevance.
G WS Viticulture is probably the most
) "7 7 important and strategic the
: country's industry in the area of
- @ == = plant production, since together
o ' " with the wine production it
contributes to around 17%-20%
of the agricultural GDP. Wine
holds the first position in the
export of beverages, and is the second most important product after tobacco
in terms of export value of agricultural products. There are three vine-growing
regions in the country divided into 16 sub-regions (Vineyard districts). Detailed
table with vineyard distribution per region is presented in Annex 5, The main
production takes place in the Vardar Povardarie Region (Central region),
which accounts for around 86% of the total vineyard area (2006), followed by
the Pcinja-Osogovo Region (the Eastern Region covering about 8%) and the
Pelagonija-Polog Region (the Western Region covering 6% of the area)-
Annex. In the Vardar valley the number of vineyards is increasing, while other
regions the surface is decreasing.

Overall, in the past 12 years there is a downward trend of the land areas
under grape production (from around 30 thousand ha in 1995 to 24.3
thousand in 2006). This tendency is likely to continue in the future, since new
plantings and replacements (mainly from the smallholder sector) are
insufficient to offset the uprooting of old ones.
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During the 2000-2006 period, an average of 25.7 thousand ha were
cultivated, of which 70% (around 17.9 thousand hectares) were for wine
production, and 30% for table grapes and dried raisin (around 8 thousand ha).

Around 25.000 farms are involved in viticulture. Among these farms, around
70% are individual holdings and 30% are agricultural firms. The current
average size of the parcels is estimated to be between 1.1 ha and 1.3 ha
fragmented into plots of 0.3/0.4 ha in general and 0.1 ha in the area of Skopje.

Average annual production in the 2000-2006 period is 233,065 tonnes
(254,308 tonnes in 2006 of which around 28% are table grapes). Average
yields in the reference period are 9.2 tonnes/ha, and in the last three years
they show an increasing trend due essentially to good climatic conditions.

White wine grapes predominate in the country (mostly of the Smederevka
variety, around 60%, which is not much in demand on the market). The red
wine variety Vranec is present in approximately 20% of vineyards.

The country’s vineyards have suffered a long period of under-investment,
resulting in an unfavourable age structure. Almost 40% of vineyards (for wine
production) are older than 20 years. They are prioritised to be the target of
investment for their rejuvenation (uprooted/re-planted) in order to maintain the
country’s production potential. The rejuvenation requires significant financial
investments. The assortment of wine grape varieties is inappropriate in terms
of quality, location and market attractiveness and current representation of the
wine grape varieties is often not in compliance with the recent Book of rule on
the classification of grape varieties (OG 6/2007, see Annex 21). Furthermore,
a high percentage of the vineyards are located in the so-called freezing zones
where bud freezing happens frequently. The replacement of inappropriate
grape varieties from freezing zones to locations that are favourable
(inclination, windy locations, stable temperatures, etc) for grape production will
contribute to achieving stable yields and improved quality. The rejuvenation
and re-placement of the vineyards require significant financial investments
especially for the small farmers but also for firms owning larger areas invested
in vineyards, due to the lack of nurseries (there are only two nurseries for
production of grape seedlings: the Agricultural Institute in Skopje, and a
private company), and the outdated technology used in the production. For
certified planting material with good quality, the producers rely on import from
neighbouring and EU countries. There is a necessity to support development
of new nurseries in the traditional vine growing regions for the production of
certified propagating material for vines, especially for autochthonous
(Stanusina) and regional specific varieties (Vranec, Kratosija, Smederevka,
Zilavka, Zupljanka, Plovdina, Prokupec) as well as for internationally attractive
varieties (Merlot, Cabernet Sauvignon, etc.).

One of the important limiting factors to wine grape varieties production is the
insufficient (400-600 mm/year) and uneven distribution of rainfall during the
vegetation period, which cause yield instability and quality variations, which
are reflected subsequently in the wines. The utilisation of water-saving on-
farm drip irrigation is necessary for recommended varieties used for the
production of non-premium wines (i.e. table wines, etc.) for wine classification
(see Part Il).

Final version of the modified IPARD programme for the Republic of Macedonia (21.07.2009). 72



PART I - IPARD - AGRICULTURE AND RURAL DEVELOPMENT PROGRAMME, 2007-2013

The use of mechanization—based processes in vineyard production is weak
(mechanization is used currently only for soil cultivation and vine protection).
No machinery is used for the ampelo-technical measures, harvesting, etc. The
existing tractors and auxiliary equipment is technically and economically
obsolete, with frequent breakdowns and high utilization of fuel and oil. It is
thus necessary to renovate the machinery and specialized equipment of vine
growing to reduce production costs.

Wine grape producers suffer from several management problems. Grape
producers do not have the ability to obtain credit, or to influence raw materials
supply (thus reduced use of agro-chemicals), exert price control of the grape,
and ensure timely payments for their deliveries, especially from the larger
processing capacities. Grape sales to the wineries are generally not regulated
by specifically agreed pre-conditions or by cooperation contracts (whether
short-term or long-term).

Limited domestic support for the wine variety vineyards has been provided
under the MAFWE Annual Agricultural Development Programme since 2004.
Measures in the programme relate only to the planting of high quality new vine
plants for wine-grapes of the recommended varieties.

1.4.6.7. Organic farming

The Law on Organic Production was adopted in 2004 and it regulates the
production, processing, marketing and labelling of organic production. This
law is applied to all types of agricultural products intended for human
consumption and animal feeding, where methods of organic production are
implemented. In 2004, a Programme was prepared for the instigation and
development of organic agricultural production, which was implemented in
2005. The funds for development of organic farming production in 2007
amounted to MKD 11 million for the following measures: (1) Financial support
for organic areas and areas under conversion from conventional agricultural
production into organic one, (2) Financial support of organic production in
livestock farms; (3) Financial support of expenses for control and certification
of organic products; (4) Financial support for the costs of lab analyses in
organic farms; (5) Implementation of the scientific — research project important
for acquiring participation of foreign projects for organic agricultural production
and (6) General measures.

In 2006, in the country 104 operators*® — clients have applied for organic
inspection and certification, out of which, 101 farmers have been certified for
primary organic production, two companies for processing and one company
for trade of organic products. In comparison to the 2005, the number of the
interest organic producers in 2006 increased rapidly, showing a growth of
more than 100%°.

The control and certification of the cultivated area intended for organic
agriculture by Balkan Biocert started in 2003. In the 2005 a total of 49 farmers
were inspected on arable area of 274.5 ha and two companies with their own
regions for collection of wild products on the total area of 6,869.43 ha®' was

49 Including companies for collection of wild products

Data source: Balkan Biocert ,2007

*1 Two companies from collection of wild products (1,303.43 ha+ 5,566 ha)
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inspected. The number of the inspected farmers in 2006 significantly
increased to 101 farmers with total cultivated area of 509.42 ha.

In 2006, 509.42 ha arable land, including 31 various crops, 505 beehives,
were inspected and certified. The highest volume is produced of Japanese
kaki (Diospyros kaki), but even this amount (8 tonnes in 2005) is not sufficient
for export, although there would be a market for organic kaki. According to
PROBIO®? there are good conditions for production of organic fruits in the
country, especially kiwi, figs, kaki and pomegranate. In addition, there is a
good potential in collection of wild products (herbs, teas, fruits, mushrooms)
and some animal breeding sectors such as sheep, goat, cattle. An asparagus
and olives emerged as significant new crops and several applicants are
interested in growing organic vegetables as cabbages, peppers and carrots.

In comparison with 2005, the total arable area (including fallow land) for
organic production increased by almost 33%, while the area of collection of
wild products increased by 4%°.

The control of the organic products and processing is conducted by the
inspections bodies authorised by the State Authority (MAFWE). Inspection
bodies provide continues control of production and processing, issuing on
certificates in accordance with specific standards.

Currently in the country are accredited two inspection/certification bodies
Balkan Biocert Skopje, branch office of Balkan Biocert Plovdiv, Bulgaria and
the INCEBO Skopije.

The advisory services are the key element in the organic farming development
in the country, At the moment, the trainings for organic farming delivered to
the advisories are very modest and limited, barring in mind that the short
trainings usually are performed in foreign countries with support of
international organizations and donor projects (GTZ, CIHEAM-IAMB, USAID,
SLR and others).

Multiplicators are an internally developed network of advisors on organic
agriculture who operate within the Swiss Project on Organic Agriculture
(PROBIO-FiBL).

In order to extend multiplicator’'s know-how in organic production, a series of
training were conducted. These trainings covered different topics of organic
farming: organic fruit production, organic grape production, organic bee
keeping, introduction to organic animal husbandry, and also trainings on
general principles in organic production, on the existing national regulations
and private (commercial) standards for organic farming, on the historical
development of the organic movements (IFOAM), etc. Further planned are
training on organic vegetable production, organic pest and disease
management, etc.

Joint organisation, funded by Swiss Development and Cooperation Agency and the
Cooperation Office at Skopje
Areas of two processing companies in the country operating in processing of wild products

Final version of the modified IPARD programme for the Republic of Macedonia (21.07.2009). 74



PART I - IPARD - AGRICULTURE AND RURAL DEVELOPMENT PROGRAMME, 2007-2013

For primary organic producer purposes, NEA is providing small advisory
packages including general advice for organic production (bookkeeping, plans
for production and rotations of crops, soil fertility, usage of seed materials,
pests and diseases, etc.).

The most important problem at the moment is the lack of accredited
laboratories for soil and crop tests. There is no accredited laboratory in the
country to perform these tests but the tests are carried mainly in Serbia or
Bulgarian laboratories.

The National Strategy with Action Plan for organic agriculture in the country
was adopted on 12 September 2007 by the Government.

1.4.6.8. Good Agricultural Practices

The draft Code for Good Agricultural Practice has been prepared in the
beginning of December 2007. In the preparation of the Code, a working group
consisted of experts from the relevant institutes, the Faculty for Food and
Agriculture and from MAFWE was involved. Adoption of the Code by the
Minister is expected at the end of December 2007.

The Code covers the main areas concerning, land use, fertilizer use, animal
husbandry including animal welfare, and manure management, plant
protection, water management and water pollution, agriculture systems and
biological diversity etc. Furthermore, in the Code of Good Agriculture Practice
training to farmers on application of GAP is envisaged to be performed with
the support of the National Extension Agency.

The Code is in line with approximated national laws and the international
standards, mainly Codex Alimentarius as well as the recommendations in the
EU Nitrate Directive EEC/91/676.

Table of content of the Code of GAP is listed in Annex 6.

1.4.7 Animal Production

Historically seen, animal breeding is the dominant activity of the individual
agricultural sector, except the pig breeding that used to be carried out on large
state farms. During the last decade, with the reduction and transformation of
the big Agro-Kombinats, the owners’ structure of the animal production farms
has not changed to a great extent. Such a development basis contributed to
maintain the structure of animal production farms as predominantly private
holdings. In other words, the current structure of animal production in the
country consists of a large number of individual farm producers whose
production is mainly for their own consumption, a certain number of
commercially oriented family farms that are on the rise and big specialised
animal production enterprises, the number of which is in decline.

The predominant private farms are characterised by low level of
modernisation and low hygiene conditions. The insufficient animal hygiene
and welfare are main impediments for increasing the competiveness and
penetration on the EU markets.
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According to the most recent data from the State Statistical Office, the total
number of animals, per category, can be seen in the table below.

Table | - 21 Number of animals (2001-2005)

2001 2002 2003 2004 2005 2006
Bovine 265,266 258,973 259,076 254,803 248185 |  255.430
g:‘)‘;‘fp & 1,285,099 | 1,233,830 | 1,239,330 | 1,432,369 | 1,244,000 | 1,248,801
Pigs 189,293 196,223 179,050 158,231 155,753 167,116
Poultry 2749637 | 2900966 | 2417362 | 2725298 | 2617012 2,585327

Source: State Statistical Office, 2005, 2006

Despite the increase in livestock numbers in 2006, the analysis of the
numbers of animal in the last years shows that the animal stock is steadily
reducing. According to the data from 2006 the individual agricultural farms
own 96% of the total number of bovine, 96% of the total number of sheep, all
goats, horses and bee hives.

The enterprises, as legal entities that deal with the organised animal
production, participate with 37% of the total number of poultry and 39% of
total number of pigs.

1.4.7.1. Dairy farming

Cow milk is produced by large number of private producers, with rather small
herds (average of less then 10 cows). Many farmers keep breeds that have
dual purpose, i.e. milk and meat production. However, there are also farmers
who are specializing in high productive diary cows. This specialization is
accompanied with investments in modern production methods and facilities
that complying with quality and safety standards. These dairy farmers invest in
milking equipment, improved housing, milk storage equipment, fodder
preparation, breeds and breeding, etc.

The number of cows slightly decreased in 2003 and 2005 while milk yields per
cow increased.

Table | - 22 Milk yield per cow (2000-2004)

2000 | 2001 | 2002 | 2003
Milk per cow (litres) 2,343 | 2,096 | 2,094 | 2,140

2004
2,362

2005
2,025

2006
2,497

Average |
2,222

Source: Veterinary Directorate of the MAFWE

The cows are kept everywhere in the country except in the very high regions
as the milk collecting costs are too high there. In some high regions, the cows
are kept as mother cows for veal production. The following table shows that
86.4 % of the farms have only between one and five cows and they keep 54%
of the total cows.
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Table | - 23 Structure of the dairy farms in the country (2005)

Cumulative Cumulative
Farm No. number of g Cumulative | Humber | numberof | % of [Cumulative %
{cattle) | farms farms Farms % farms | of cows COWS COWS of cows
1-% 42 053 42098 864 ] 100 521 00521 540 54%
6-10 4 FR B 96 ] 34 357 134 883] 184 73%
hov-30 1,634 34011 34 89 27 163 1620581 14k 87 %
=30 340 /M 07 100 23 95R 186,007 129 100%

Source: Veterinary Directorate of the MAFWE

The cows are held in stables 12 months a year. The main calving season is
February — March. The fodder basis of the cows is maize silage, alfalfa, grass,
hay and compound fodder.

Very small structured dairy farms cause relative high cost for purchasing milk
collection and cooling equipment. Raw milk collection itself is organised in all
possible ways. The dairies them self collect directly milk from “larger” farms as
of 200 -500 litres. List of registered dairies is presented in Annex 7. Total
sheep and cow milk production in 2006 was 291,290 thousand litres, which is
18.3% more than the previous year.

1.4.7.2. Cattle breeding

Cattle production in the country is primarily for milk production while meat
production is a by-product (beef production of is based on fattening of male
calves from dairy breeds and slaughtering of spent dairy cows). As a result,
beef sub-sector remains the most under-developed sub-sector. The biggest
portion of the domestically produced beef originates from dairy herds.

The 2.6% reduction of the number of bovine in 2005 which is bigger than the
average decline of 1.7% in the period 1997 — 2004 came as a result of the
reduced birth rate with the bovine that is by 6% lower than in 2004.

According to the latest data from the State Statistical Office, the total number
of bovine in 2006 compared to 2005 has shown the increasing line for 7,245
heads or 2.9% and the number of cows and heifers also increased for 7,063
heads or 4.5%.

There is no single typical beef meat production system. Specialized beef meat
production tends to be based on grazing or grass feeding, though there are
examples of more intensive feeding systems with the animals being kept
indoors and/or being fed with prepared feeds.

Thus, as country with semi-arid climate and mountainous-hilly topography,
with a number of mountainous pastures and m