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Executive summary

Even from its first days of independence in 1912, Albania was plagued by a host of
ills. pervasive poverty, overwhelming illiteracy, blood feuds, epidemics of disease,
and gross subjugation of women. Stitched into the ever-convulsive Balkans, Albania
was kept Europe’ s most isolated and deprived country overwhelmed by instability and
poverty. After long-term communist government that lasted from the end of the
Second World War till the 1991 (when the first multiparty elections were held since
the 1920s and predestined the end of communist rule), Albania entered a turbulent
period of political and economic change. The notions of capitalism and democracy
that have surfaced since are a crude mix of gangsterism and clan politics. Almost a
decade after democracy and privatisation were supposed to deliver undreamed-of
advances, life in today’s Albania is marked by massive unemployment and
disillusionment. So it is not surprising that disappointment and low expectations
pervade conversations with many men and women.

At the beginning of transition, a legal framework was established to provide for the
possibilities of structural changes and state property privatisation. However, the legd
framework itself, wasn't sufficient to respond to the fast political and economic
changes that were brought about by the re-emergence of the private sector and
capitalism in Albania.

The term ‘social security’ is hardly ever used either in the Albanian literature on
socia protection or in the relevant legidation. This is mainly due to the absence of
any social right to social security, guaranteed by the Albanian constitution as well as
to the predominant socio-political objectives that relate the scope of the social
protection to the coverage of working people and needy persons and not to the
coverage of the whole population.

The Albanian social protection system can be described as a recently established
system that follows the traditional distinction between socia insurance and social
assistance. Socia insurance as developed in relevant legisative texts, corresponds to
the coverage of working persons in the case of specific risks that reduce their income
from employment or increase their subsistence costs. On the other hand, sociad
assistance is concerned with the protection of needy persons who are not able to
guarantee a decent standard of living through their own means. The Albanian system
is based on three principles. subsidiary (insured persons are excluded from coverage),
maintenance of living standards and provision of non-contribution benefits.

According to the last poverty survey (LSMS 2)!, one quarter of the Albanian
population live in poverty. Little extreme poverty — as defined by afood poverty line
— exists, with less than 5Sper cent of the population unable to meet basic food
requirements. Studding available information on poverty versus results of social
protection mechanism in Albania, some questions come to mind. What is the macro
level- effectiveness of the social protection scheme, does the current social protection
system target the funds to the poorest areas and to the poorest households? What is
the micro level -effectiveness of the scheme, is the actual scheme addressing the most
critical social economic needs of the households? What is the relevance of the current

! Living Standard Measurement Survey, 2002, Draft, INSTAT and World Bank.



social protection approach vis-avis the new objectives of poverty eradication
strategy- socia protection and re-integration.

Analysing the principles of social protection mechanism and the way in which they
have been implemented, it is observed that:

The recipients of social assistance are the most vulnerable to social exclusion. They
suffer from multiple socia disadvantages because they lack access to basic standards
of housing, education, health, human relationships and protection. Beyond straight
forward economic poverty, the use of term social exclusion recognizes that the human
rights of the individuals can be further threatened by the forced passivity of welfare,
the inability to fulfil thelr basic potential and to build the kind of human relationships
that lead to active citizenship.

The socia protection mechanism while providing benefits fails in promoting people
to be socialy integrated. The policy of social protection, defined as the policy of
‘aleviation of social inequalities’ is not sufficient to promote the social development
of Albanian society.

As a result, the question of transformation of the current system into a ‘social
protection, integration and development mechanism’ & of utmost importance. This
paper contains five sections including the introduction. The section ‘ Statement of
research problem’ intends to review two important issues in the light of socid
exclusion: poverty and the role of social protection. The main fcus of the paper is
developed in the section ‘research design’ explaining empirical conditions that
characterize application of social protection system in Albania, analytical framework
in which this system takes place and correlation among selected indicators. Under the
section ‘findings' there is a review which highlights research results. The paper looks
at the conditions of the most excluded strata of society. The paper reviews socia
policy in Albania and demonstrates a close connection between practical observations
of the system and evidence collected. It concludes with a review of the implications
for policy design.



1. Introduction

Unlike in other former Socialist countries, such as Poland, Hungary, Czechoslovakia,
etc., where private entreprereurship was not completely restricted during the period of
Communism, in Albania there was little such experience as private enterprise did not
formally exist. The radical changes that Albania’s economy experienced following the
fall of Communism are reflected not only in change in the structure of the production
of goods, but aso in the make up of the structure of the producers, as well as in the
prices of those goods. There have aso been changes in the forms of ownership and
the organization of production resources. Following economic decentralization, the
allocation of resources has begun to be determined by market forces, and retail prices
have been liberalized. However, with the collapse of a centralized economic system,
many economic sectors also failed, thus generating greater unemployment than
previously seen in Albania

During the last twelve years of ‘transition’, the level of unemployment here has been
higher than in other countries in transition. The level is officialy given as 11-14 per
cent, but it is likely to be as high as 28 per cent. As unemployment (especialy long-
term) is a certain ‘entrance ticket’ to poverty, not surprisingly there has been an
increase in the level of poverty and a worsening position for disadvantaged social
groups. This situation has been exacerbated by uncontrolled migration from rura to
urban areas, especialy to Tirana, in what has been one of the main phenomena of the
transition. As a result a new labour force has emerged, which, due to its low levels of
culture and professionalism, could find employment only in the informal sector with
no opportunity of finding legal work or an adequate salary.

All the above- mentioned phenomena have been accompanied by a poorly functioning
governmental structure in charge of eform implementation. Paramount among the
negative features of this structure are a lack of clearness in fulfilling functions, huge
politicisation, lack of competitiveness among experts and specialists in each level of
public administration and a feeling of job insecurity. As a result, governmental
structures have become apathetic and irresponsible in implementing their duties.
Therefore, the public welfare system, which was not especially developed beforehand,
has almost collapsed.

There is no doubt that given the present economic climate (restructuring processes,
trangition policies, spontaneous privatisation and financial crises), social factors (low
living standards, high level of unemployment, distinct regional development
differences) and low level of institutional development (particularly the judicial
system) not even a much more able, capable and experienced government than that at
present would be able to resolve all the problems and limitations.

This poor situation has been partially mitigated by a widespread and relatively strong
informal sector and by remittances sent from abroad by relatives living and working
in Western Europe. It is estimated that the informal economy produces more than 50
per cent of Albania's GDP? (The existence of the informal sector, very often a lifeboat

2 Bank of Albania, 1999; Gérxhani, 2001



for many and a means of income and livelihood for much of the population, is a result
of the radical changes experienced in the economy, a huge modification of the labour
force, changes in incomes, vacuums present in the legal dtructure, lack of
implementation of the laws by governmenta structures and a confused, very costly
tax policy. Most people do not regard this labour market as a proper aternative as it
provides neither a steady income nor social insurance.

Private transfers, especially remittances from abroad, are a critical source of income
for urban households. Households benefiting from such income are more likely to be
non-poor, if not affluent. The informality surrounding this area of finance is also very
high. The Albanian economy is bolstered by remittances sent from abroad to the tune
of $400-$600 million annually, mostly from Greece and Italy. These remittances form
an important part of investors’ initia capital, so much so that that 30 per cent of firms
have secured their initial capita in this way. The remittances are thoroughly
uncontrolled and not properly channelled in the financial system.

Although the standard of living has improved in Albania since the collapse of the
Communist system, the gap between rich and poor continues to grow. While living
conditions for most Albanians have improved and consumer goods and services are
available now more than they were under Communism, poverty is still extensive. The
newly rich are mostly entrepreneurs who have taken advantage of growth
opportunities, while the newly poor are those who were dependent on the state
welfare system and who, in its absence, are suffering. Homelessness and hunger are
now higher than under the Communists.

In Albania, as in the other countries of Eastern Europe, the stress of sudden poverty
has led to psychological problems, with many people suffering from psychological ill-
health. Poverty has forced families to reduce their consumption dramatically: to eat
cheaper food, to cut what they spend on health care and to rely increasingly on home
and traditional remedies. People very often are unable to follow prevalent social
norms, making them feel depressed and worthless®.

Unemployment and loss of security are the main problems for all marginalized social
groups. Due to the relatively low levels of market experience and knowledge, there is
a general need for a greater understanding of how markets work and for a shift in the
mindset that underpins entrepreneurship. To move forward, the state must provide a
far more supportive environment for the private sector: the economy must produce
stable growth, laws must be clear and enforced, and taxes must be affordable. Poor
entrepreneurs and agricultural producers identify as the maor bottlerecks the
unpredictability of markets, as well as a lack of information and financial services,
and in rural areas, the inaccessibility of markets.

Corruption in Albania remains a serious problem for the development of private
firms. Bribes are included in the product or service costs. Albania is, according to
Transparency International, on the Corruption Perceptions Index 2002, rated as 81%
among 101 countries, with a CPlI of 2.5. As in every other country, corruption in
Albania continues to deny the poor, the marginalized and the least educated members
of society the social, economic and political benefits that should properly accrue to

3 WHO and World Bank, 2002



them, benefits that are taken for granted in societies that have managed to shake off
the yoke of corruption. The programme of the anti-corruption measures has assumed a
regional and European dimension in the context of commitments to the Stability Pact
(SPAI) and Stabilization and Association Agreement (SAA). The government is
stepping up its commitment in the fight against corruption, trafficking and organized
crime, in partnership with the relevant regional and European organizations. Anti-
corruption units have been established in the Ministries of Public Order, Finance and
Justice, as well as in the Prosecutor’s Office, with mixed results. In June 2002, the
government drafted an anti-corruption bill that will lead to the creation of a specia
overseeing body tasked with investigating the property holdings of some 5,000 high
and mediumranking officials. Members of the body, who will be elected by
parliament, will enjoy broad jurisdiction and have access to data from banks and
private enterprises. Officials found to have lied about their property holdings will be
subject to prosecution’ .

Over the last five years, Albania has made substantial progress in achieving
macroeconomic and financia stability, and has implemented many structural and
ingtitutional reforms required for the establishment of a functioning market economy.
Despite relatively high growth of GDP in the period from 1990 to 2000, of 3.3 per
cent®, even though GDP declined by 7 per cent in 1997 as aresult of the crisis caused
by the collapse of the pyramid schemes, and estimated real growth rate of GDP of 7.3
per cent in 2001 ©, or 6.5 per centa, Albania continues to have one of the lowest levels
of per capita income in Europe. However, this situation could soon change. Due to
the above-mentioned progress and expected further economic development and
increasing real GDP (doubling or tripling within the next 10-15 years’; with adequate
economic and social policy, Albania might be able to resolve its current problems and
reduce poverty. Most fundamentally, it will be important to ensure that the benefits of
any economic growth are delivered equitably; there can k& no real progress on
poverty reduction, or improvement in health outcomes, unless economic and social
inequities are tackled. In Albania, poverty reduction implies raising the level of
development for the entire country®. The Poverty Reduction Strategy should aim to
identify incentives for inclusive and sustainable economic development in order to
ensure that al sections of Albanian society benefit from growth, with increased
income and employment opportunities for both the rural and urban poor. Specifically,
the government aims to increase access to, and improve the quality of, basic services
(e.g. water, sewerage) for the entire population.

The absence of nationwide, comprehensive household data render poverty anaysis
difficult, and estimates that can be made from partial data sets must be interpreted
with the greatest level of caution. As relatively little is known in Albania about the
mechanism of social protection and the possibilities it offers to reduce socia
exclusion, this Project will provide insights for welfare policy-makers working in a
very important field of social policy. A number of valuable lessons have emerged
from the present study, which we will attempt to comment on, starting with a
Statement of Research Problem.

* Jovic, 2003

> World Bank, 2002

® The World Bank Factbook, 2002

" Republic of Albania; Council of Ministers, 2001
8 (Government of Albaniaand World Bank, 2001



2. Statement of research problem

The new economic and social situation that followed the collapse of the communist
regime has exposed the problem of poverty, which requires manifest and urgent
treatment. In addition to the fact that socia problems can finally be treated explicitly
and barriers to research removed, several important changes have occurred in the
economic life and material well-being of the Albanian population. These are changes
that have often led to a consderable lowering of household incomes and their
purchasing power.

One of the negative costs of transition has been an increase in the number of poor
people. There is a widespread idea that in the past poverty did not exist in the former
Socialist countries. But in fact, only officially did poverty not exist. People with few
skills or low motivation face incentives to acquire skills and to work harder. That
said, one of the major costs of the reforms is rising unemployment and increasing
poverty”?.

Literature of the mid-1990's argues for the necessity of social protection systems in
the newly emerging market economies. The literature that describes some of the
models of social assistance systems in Eastern European countries also describes the
main goa of the transitiona reforms in these countries. Despite the important steps
taken by respective governments to transform socia relationships, the key objective
was considered to be ‘maintaining the macroeconomic balance’, meaning ‘there is a
need for policies to contain costs °. If policymakers should prioritise, they obviously
would chose a macroeconomic balance instead of generosity of social welfare. That is
why, in most of the countries of the region, a mixed policy of type A and B was
implemented. As a result, the socia protection was focused more on keeping down
socia unrest than promoting people to shift actively from their situation. It was
argued by the necessity to protect quantitatively the people, because of the spread of
poverty in these countries. Given the peculiarities of the first stage of the transition,
the models worked well.

A decade after the fall of the Berlin wall, the earliest model of socia protection that
was applied is no longer relevant, most importantly because in these countries the real
definition of poverty has changed. The new strategy of poverty reduction is based on
the new concept of multidimensionality of poverty, which implies the importance of
measuring indicators such as health, nutrition and education, and aso vulnerability,
voicelessness and powerlessness. The question raised here is whether this should be
reflected in a new theory of social protection and how to implement it in the very
specific framework of countries in transition.

Careful analysis of the main principles of the current social protection system in
Albania and the way in which they have been implemented could highlight the main

® Labour market and social policy in Central and Eastern Europe, Nicholas Barr; The forces driving
change, page 77.

10'|_abour market and social policy in Central and Eastern Europe, S. Sipos, Income transfers: family
support and poverty relief, page 242.

Y The definition of policy type A and B isgivenin S. Sipos, page 227.



problems of the existing system and its relevance. Two crucial policy issues stand out
as the most important:

Social exclusion
Poverty is hunger. Poverty islack of shelter. Poverty is being sick and not being
able to see a doctor. Poverty is not being able to go to school, not knowing how
to read, not being able to speak properly. Poverty is not having a job, is fear for
the future, living one day at time. Poverty is losing a child to illness brought
about by unclean water. Poverty is powerlessness, lack of representation and
freedom.*?

A clear message emerges from this statement: Poverty itself means being also socially
excluded.

Perfect targeting of social protection benefits is considered to be the most important
objective of the related research work People in need of protection are socialy
excluded, because the legidation does not consider their basic economic and social
needs. The current programme needs to adopt some policy actions. A stratification of
beneficiary families would reduce incluson and exclusion errors. The proposed
policy is based on dtratification of beneficiary families, which means providing
different levels of benefits to different ‘social groups ** by assessing their social and
economic needs in the first case and then prioritising these needs.

Promotional role of social assistance scheme

The socia protection system should transform into a mechanism that helps
institutions, networks and associations interact in a common attempt to aleviate
inequalities in assets. The new social policy still could be focused on poverty gaps
instead of prevention because those are conditioned by financial situation.*
Nonetheless, some policy changes should take place, providing services in kind,
implementing an active policy of poverty reduction, following an integration
approach, harmonizing different social programmes, conducting in-depth studies and
uncovering socia capital and the ways in which it can be developed.

The socia assistance mechanism can be used to encourage local communities to
develop, participate in the decision making process and join loca initiatives. It could
be a lever attracting the community to participate, speeding up the process of
decentralization, supporting education, vocational and professional training, and thus
generating social capital. It necessarily should be atool in strengthening collaboration
among government and non-government institutions and community, promoting self-
responsibility of local communities, encouraging a feeling of social responsibility for
local communities, integrating vulnerable groups in a norma environment and
decreasing socia exclusion.

This paper deas with the role of a social protection mechanism in reducing social
exclusion, and does so by advancing two main arguments:

12 \World Development Report 2000/1 — Attacking poverty, Draft.

13 For the purpose of this paper, the term ‘social group’ includes ‘ househol ds whose economic and
social living standard isthe same’.

14¢|_abour Markets and Social Policy in Central and Eastern Europe’; S. Sipos: Income transfers; family
support and poverty relief; page 234.
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Firstly, it is necessary to measure the effectiveness of the current protection schemes,
not only from the economic point of view, but also from the socia point of view. The
critical issues of transition in Eastern European countries and the re-occurrence of
profound crises have demonstrated clearly the inaccuracy and insufficiency of the
effects of social protection in these countries. The key dimension highlighted in the
present paper is the relationship between the objectives of a social protection
mechanism (to protect, integrate and develop people) and the concrete result
(reduction of social exclusion).

Secondly, for an effective poverty reduction strategy to be designed,
multidimensionality of poverty should be placed in a broader institutional and policy
context. Only within such a context and in which socia protection policy plays a role
can it transform into a mechanism that helps institutions, networks and associations to
interact.

The present paper emphasi zes both the theoretical and practical approaches. Using the
collected data and observations, it demonstrates how a system of social protection can
both alleviate social exclusion and effectively utilize financial resources. The paper
proposes a simple analytical framework in which ‘designing social protection policy
to aleviate socia exclusion’ is the ultimate goal.

3. Review of state of knowledge

Albania began aong its road of reform in late 1991. Initial positive progress was
severely hampered by the severe socio-economic crisis of 1997, which led to the
collapse of ingtitutional order and gave a serious set back to the reform process. The
continued difficult regional situation, particularly the Kosovo crisis in 1999, which
provoked a huge inflow of refugees (almost 500,000 people) into Albania, and the
extremely divisive political scene and weak state institutions, prevented Albania from
achieving a greater degree of reform and development during the last twelve years.
Despite its small size (28,748 knt), a population size of 3.3 million and a wealth of
natural resources, Albania was and remains the poorest country in Europe, with a
GDP per capita of around $1,100.*

Poverty in Albania

The beginning of the economic transition in al post-communist countries saw the
emergence of a number of socia problems. Firstly, price liberalization led to a general
decrease in the purchasing power of incomes and thus made an increasing part of the
population vulnerable o poverty. Secondly, the reduced size of state monopoly and
the start of privatisation of big enterprises resulted in unemployment, virtually
unheard of in these countries until this time. In addition to the ‘old poverty’ which
endangered especially single-headed or large families and the oldest pensioners, a
‘new poverty’ emerged, one that stemmed from unemployment or the low adaptability
of some households to the new conditions. Economically unstable households are the
ones that are the least able to take advantage of new possibilities and to mobilize
alternative economic resources (e.g., transferring to the expanding segments of the

15 LSMS 2 (2002) draft report.
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labour market, utilizing secondary incomes, making use of old or newly acquired real
estate, etc)®

There has been atendency in various studies to view the socia relationships under the
socialist system as one of its strongest advantages. Considering only the physical and
human capital, these countries, even the small ones, are included among modern
societies. Today, increase in urban population size and the spread of literacy, modern
communications and information characterize most of these countries. However, both
state and market remain under the influence of past ideology and in some countries
are affected by the legacy of their whole historical development.

There has been another tendency in Western literature, and one that might be true, to
consider income distribution in communist countries as an advantage of that system,
since it ensured a levelling of the whole society. A factor that supported this view was
the absence of reliable information from former communist countries. Hence,
following the ‘transformation began in 1989, economic reform started to redesign
earnings distribution towards a greater inequality in all Central European countries *

In fact, discussion of poverty in Socialist Albania was taboo. Officialy, there was no
poverty at al thanks to a system of social security that covered the whole population
from the late 1960s. However, the very reason for the small incidence of relative
poverty was the low income inequality itself. The narrow range of income distribution
created a situation in which the bottom sector of the population was not too far from
the average. Previous data gathering for the measurement of poverty and inequality in
Albania has been sporadic, inconsistent and hardly comparable over time. One of the
early attempts to measure poverty in Albania was a study carried out by the World
Bank in 1996 using data from a Household Budget Survey carried out in Tirana in
1993 and 1994 with financial assistance from UNDP and technical assistance from the
Nationa Ingtitute of Statistics and Economic Studies of France (INSEE). However, it
is important to emphasize that that survey only covered the urban area of Tirana, and
was not intended to be representative of the country.

That study was followed by LSMS-1996, which was conducted across the whole
country, excluding Tirana and sampling about 1,500 households. Results from the
survey suggest that poverty in 1996 was arural phenomenon, with almost 90 per cent
of the poor residing in rural areas and 60 per cent of the heads of poor households
being self-employed in agriculture. Prior to 2002, the most recent available
information on poverty and living standards comes from the Living Conditions
Survey (LCS) conducted by INSTAT in 1998 as part of the PHARE programme. It
was conducted in the autumn of 1998 and based upon a representative sample of
11,523 households, from both urban and rural areas.

18 Jiri Vecernik “Changesin the rate and types of poverty”, 1993
17 “Incomesin Central Europe’, Jiri Vecernik; page 4.



Income poverty

According to LSMS-2002*8, one quarter of the Albanian population live in poverty,
though little extreme poverty (as defined by afood poverty line) exists, with less than
5 per cent of the population unable to meet basic food requirements. Poverty is higher
in rural areas, with a headcount 66 per cent higher than in Tirana and 50 per cent
higher than in other urban areas. Per capita consumption in rural areas is about four-
fifths of that in urban aress.

Consumption-based inequality is moderate and in line with many other countries in
the region, with a national Gini coefficient of 0.28. No significant differences in
inequality exist across locations, except for dightly above average inequality levelsin
Tirana. Analysis seems to suggest that there exists a large number of households
clustered around the poverty line. Consequently, both a negative welfare shock and a
windfall would produce more than proportional changes in poverty level.

An international comparison of poverty levels of $2 per day and $4 per day in 1996
PPP places Albania behind countries such as Bulgaria and Romania, which are in the
next wave of EU accession countries, and ahead of, or on a par with, Caucasus
countries such as Georgia and Azerbaijan.

Poverty profile

Poor individuals live in larger and younger households than the mean (see Table 1).
The average household size among the poor is 5.7, with two household members
below the age of 15, compared with a household size of 4 and one youth among non
poor households. The dependency ratio is consistently higher among the poor,
irrespective of location, and is highest among poor rura households, at 1.16.

Table 1. Main household (hh) characteristics of poor and non-poor

Characteristic Non-poor Poor Total

Tirana Urban Rurd Mean Tirana Urban Rurd Mean Tirana Urban Rurd Mean
Mean hh size 36 37 42 40 53 54 58 57 38 4.0 46 43
% =60 194 195 199 197 132 97 100 102 186 181 176 178
No. members < 15 0.8 09 12 10 18 19 22 21 09 11 14 12
Dependency ratiot 066 073 08 077 104 106 116 112 071 078 091 084
%femaeheadedhh 180 135 116 131 105 121 81 93 170 133 107 124
Age hh head 534 517 514 518 491 490 478 482 528 513 501 511
I;‘fi of schoolinghh 4 4 86 69 79 68 67 60 62 95 83 66 74
Mean no. workers/ 11 11 20 16 10 10 23 19 11 11 21 16

hh#

T, Dependency ratio (no. of children aged 0-14 + no. of elders aged = 60) / no. of hh members aged 15-59.

$, Mean no. of years of schooling of hh head assumes that maximum no. years possible completed at second
highest level of schooling.

#, Mean no. of workersincludes only people aged = 15.

18 The first Albanian attempt to fill the current knowledge gap by collecting all the
necessary information for a full consumption-based money metric at the national
level.
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Figure 1. Poverty rates by household size and location
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Non-income poverty

Analysis of non-income dimensions of poverty revealed a distressing scenario in
relation to people’s access to basic public services and to their living conditions in
generd (Table 2). Rural and the more remote areas in the North East of the country
fared the worst.

Table 2. Poverty, living conditions and accessto services

Non-poor Poor Total
Urban Rura Total Urban Rurad  Tota
Water
Running water inside 90.3 274 55.7 73.6 134 32.7 49.8
Running water outside 51 212 14.0 114 30.3 24.2 16.5
No running water 4.7 51.5 30.4 15.1 56.4 43.1 33.6
Sanitation
WCinside 920 48.3 68.0 80.7 229 414 61.2
W(C outside, with piping 5.6 13.1 9.7 104 14.4 13.1 10.6
WC outside, without piping 2.2 384 221 8.6 62.4 45.2 28.0
Accessto telephone
Both fixed and mobile 24.5 14 11.8 39 0.4 16 9.2
Fixed line only 27.6 17 134 17.1 0.0 55 11.3
Mobile only 251 433 35.1 22.3 10.6 14.3 29.8
No telephone 228 53.6 39.7 56.7 89.0 78.6 46.6
Electricity (no. hrsinterrupted / day)
Never 205 7.1 13.1 36.3 5.9 15.6 13.8
1-5 hours 34.6 19.0 26.0 29.7 194 22.7 252
6-12 hours 37.8 57.0 48.3 275 54.2 45.6 47.7
More than 12 hours 7.1 17.0 125 6.6 20.5 16.1 13.4
Crowding (persons per room)
Lessthan 1 81 6.1 7.0 0.8 0.5 0.6 5.4
1to3 76.2 69.9 726 51.0 50.7 50.8 67.2
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3 and over 15.7 24.0 20.3 48.2 48.7 48.6 275
Distance from health centre

10 minutes or less 60.5 44.0 514 49.0 29.7 35.8 47.4
11-29 minutes 36.2 36.8 36.6 48.6 39.7 42,5 38.1
30-59 minutes 19 7.0 4.7 1.5 9.6 7.0 53
One hour or more 14 12.2 7.4 1.0 21.1 14.7 9.2

The strong relation between income and nortincome dimensions of poverty is evident
in Table 2. Even after controlling for urbanrural differences, the poor benefit less
from access to public and private services. Poor individuals are twice as likely than
their better-off counterparts to have no access to adequate sanitary facilities, and they
also have significantly less access to running water. They also live in more crowded
dwellings: the difference in the crowding index between poor and nonpoor is
staggering, with amost half of the poor sharing a room with two or more household
members, versus only 20 per cent among the non-poor. Power supply shortages, on
the other hand, cut across economic lines, affecting amost equally poor and nonpoor
individuals. Among the poor, eight individuals in ten have no access to a private
telephone, reaching nine in ten in rural areas. Also when comparing a composite
index of Unmet Basic Needs (UBN) poverty, rural areas fare far worse than urban
areas; UBN poverty is about three times greater in rural areas than in urban areas. The
difference in levels of extreme UBN poverty is even more pronounced, with a six-fold
gap between Tirana and rural aress.

Poverty and education

The strong link between poverty and low educational levels is well established and is
supported by the data accessed in this study. Primary school enrolment levels are
lower among the poor than the nontpoor and are lowest among the extremely poor
(Table 3). The pattern is much more pronounced for enrolment levels in secondary
school. Among the poor, only about two children in ten enrol in secondary school,
compared with five in ten non-poor children.

Table 3. Net enrolment by economic status

Non-poor Poor Extremely poor Total
Net enrolment
Primary 94.1 91.6 88.6 93.3
Secondary 46.7 194 19.8 38.7
Gross enrolment
Primary 101.1! 97.1 90.9 99.8
Secondary 53.1 21.6 21.0 43.9

Poverty and health

Use of general health services is somewhat more widespread among the non-poor:
15.3 per cent of them visited a public health centre in the four weeks prior to the
survey compared to 11.6 per cent of the poor, while 16.7 per cent of the non-poor had
bought medicines and 21.2 per cent had visited a dentist compared with 12.9 per cent
and 17.5 per cent, respectively, of the poor. Malnutrition is also found to be somewhat
more common among poor children under the age of five, than among non-poor. The
differences were, however, not found to be large (Table 4).

The difference in the levels of heath of poor and nonpoor are reflected in the
percentages of child malnutrition reported in Table 4.
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Table 4. Poverty and child malnutrition

Stunted Wasted Underweight
Moderate Severe Moderate Severe Moderate Severe
Poor 36.0 17.2 114 33 17.6 25
Non-poor 325 19.9 10.3 1.8 12.2 0.7

Poverty and employment

The poor exhibit substantially higher levels of unemployment than the nonpoor
(Table 5). The level among the poor is almost double that anong the nonpoor, while
among the extreme poor the level is virtualy triple that of the non-poor. Moreover,
among the working poor, a substantial proportion only hold margina jobs. The
incidence and severity of poverty are much higher in households where the head is
unemployed. In rural areas, there is a stronger link between poverty and under-
employment, as the standard definition of unemployment does not properly capture
the under-utilization of human capital, mainly in family farming.

Table 5. Percentage labour force participation (age > 14)

L evel of employment Non-poor Poor Extremely poor Total
Total Working 54.3 525 43.1 53.9
Full Time* 34.3 289 20.0 331
Part Time 20.0 23.6 23.0 20.8
Unemployed 50 8.7 134 59
Discouraged, seasona and laid off workers 36 5.3 6.4 4.0
Unemployment Rate 85 14.2 237 9.8
Unemployment Rate 2 13.7 20.9 315 154
Unemployment Rate 3t 17.7 24.0 331 19.1

* Individuals who work an average of 35 hrs or more per week are considered to be full time workers.
T, Unemployment Rate 2 includes discouraged/seasonal/laid off workers as unemployed.
F, Unemployment Rate 3 counts individuals who work less than 15 hours per week in agriculture as Unemployed.

Poverty and income sour ces

The different composition of the income of poor and nonpoor families is reported in
Table 6. For the poor farmer, the main source of income is agricultural business (37
per cent), followed by waged enmployment (27 per cent). For non-poor households
dependent work is the single most important source (35 per cent), followed by
agricultural (25 per cent) and non-agricultural business activities (13 per cent). Non
agricultural business provides only 5 per cent of the income of poor families, less than
transfers (8 per cent) and Social Assistance (Ndihma Ekonomika; 7 per cent). For
both groups, pensions are the third main source of income, providing between 14 and
15 per cent of the total. Smilarly, there is little difference by status in the share of
income provided by transfers from individuals or organizations (8 to 9 per cent),
unemployment benefit, maternity, social care and other minor public transfers (p.t.)
and other sources (each of which provide one per cent of income or less).

Table 6. Income share by poverty status (per cent)

. Non- . Mater nity,
Desveor;gentAgl;)rl:(;grLtel;;al agricultural TransfersEch?rlgmiia Pension Unerggr:g%/iTent social care, Other
business other p.t.
Non-Poor 355 246 12.7 9.3 20 14.2 04 10 0.3
Poor 26.9 36.8 48 8.0 74 14.6 0.5 0.6 0.3
Total 333 27.7 10.7 9.0 34 14.3 0.4 0.9 0.3
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Table 7. Incidence of poverty by main sour ce of income (at least 50 per cent)

Source of Income Urban Rural Total
Headcount Headcount Headcount
N. Obs. Poverty N. Obs. Poverty N. Obs. Poverty
Index Index Index
Dependent work 1028 19.2 341 236 1369 20.7
Agricultural business 25 -N/a- 696 34.2 721 337
Non-agricultura business 269 11.4 76 14.2 345 12.3
Transfers 134 21.2 167 14.8 301 16.8
Pensions 337 21.8 178 319 515 26.5
Socia assistance: Ndihma
ekonomika, unemployment, 77 484 56 415 133 44.8
meaternity, social care, other
Other 9 -Na- 2 --n/a- 11 --n/a-

Consumption patterns

Not surprisingly, the poor alocate a higher than average share of their budget to food
(67 per cent) and lower than average to nonfood items (17 per cent; Table 8).
Although the budget share is dightly higher, the poor aso alocate less, in absolute
terms, to utility payments and education. The food share is quite high even among
better-off Albanians.

The analysis by income decile reveals a virtually monotonic relation for both food
(downward) and nonfood (upward) items, with individuas in the top decile
allocating about 10 percentage points less to food and 12 percentage points more to
non-food compared with poor people in the bottom decile.

Table 8. Main budget share by consumption decile

Decile Total

1 2 3 4 5 6 7 8 9 10
Food 671 663 673 651 642 648 618 609 595 575 628
Non-food 164 180 173 197 207 207 233 242 256 289 226
Utilities 138 133 134 130 129 123 123 127 130 113 123
Education 2.7 2.4 2.0 2.2 2.3 2.2 2.6 21 1.8 2.4 2.3

A closer look at food consumption patterns reveals surprisingly similar dietary habits
irrespective of location (!data not reported). The only sizable difference relates to the
higher share alocated to flour and cereals in rural areas, partly offset by a higher
consumption of bread and pastries in urban areas. As expected, households in urban
areas spend more of their monthly food budget on eating out. Finally, expenditure on
fruit in urban areas is double that of rura areas, probably reflecting the higher costs of
perishables in urban areas.

Summary

Multivariate analysis confirms many of the previous results and emphasizes
interesting policy-relevant areas for poverty reduction. Although no causal relation
can be inferred from the results, the importance of factors such as improved
education, particularly a post-primary levels, and nonfarm employment
opportunities, particularly in rural areas, are evident. In addition, a number of highly
significant correlates confirm, in a multivariate context, the multidimensional nature
of poverty: households with limited access to physical and human capital, both at the
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household and community level, are most likely to suffer from income deprivation,
and vice-versa.

Social protection mechanism in Albania (Poverty alleviation programme)

The socia protection system in Albania was initiated to alleviate the shock of
transition from a central to a market economy. The system provides cash benefits to
poor families, whose total income lies under the poverty line. The poverty aleviation
programme is implemented through the establishing from scratch and functioning of a
social protection scheme. Law no. 7710 dt. 18.05.1993 on ‘Socia assistance and
welfare’ is the main lega act that forms the basis of the system. This law determines
the system of socia assistance and welfare that offers support to the Albanian family
household and citizens that are totally without, or have insufficient, income or means
of support. Where necessary and possible, public socia welfare services are provided
rather than social assistance benefit, or as a supplement.

Prior to the drafting of this law, a dramatic rise, from August up until December 1993,
in the number of unemployed people was expected due to the termination of
unemployment benefit (Table 9), as a consequence of which, a considerable number
of families were to have no, or insufficient, income.

Table 9. Number of unemployed persons whose unemployment benefit was to
expirein 1993 and the expected impact on the social assistance scheme

Unemployed persons per month of year 1993
January February March April May June  July August September October November December
9,771 16,629 26,678 34,032 36,867 40,674 116,968 180,612 200,000 210,000 225,000 240,000
Projected inflow into social assistance scheme (1 : 3)
3,257 5543 8,893 11,344 12,289 13558 38,989 60,204 66,667 70,000 75,000 80,000

There were no programmes or policies to support these people, and a new social
policy was urgently needed to respond to their new economic and social conditions.
The drafting of the law on social assistance emerged as a necessity.

According to the legidlation, the social assistance system provides socia assistance
benefit in cash, with food aid and lump-sum payments for special cases. Socia
assistance benefit is a means-tested cash benefit granted on a family-by-family basis.
Family households of Albanian citizens that have no income and means of support
from economic activity, socia insurance or other socia security schemes or assets,
are awarded full or partial social assistance benefit. Legislation enacted with effect
from the beginning of July 1993 introduced a programme of social assistance known
as ‘Ndihma Ekonomike' . The programme was designed to provide an income transfer
to families that had non-existent or insufficient income from market and non market
sources in order to meet minimal subsistence requirements. The level of subsistence
was set at between 70 per cent and 100 per cent of the income of a family with two
unemployed persons in receipt of unemployment benefit, adjusted for family size®®.
Payments can be made at the full amount in the absence of income, or at a partial
amount if other incomes do exist, but are inadequate. The latter is particularly
important for farming families with very small income from tiny plots of land.

19Thelevel of subsistence has since changed in relation to the economic and social changes, aswell as
to therelative poverty level.
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The pinciples of the new legidation were widely discussed, and the most critical
issues on which a decision would be made were:

a) Who should be protected — the household or individual ?

Given the specific conditions that exist in Albania (limited state budget, strong
informal economy, tradition of living with parents, limited possibilities of Albanian
institutions to exchange information and monitor the scheme), the protection of the
household rather than the individual was decided upon.

b) On what basis— absolute or relative poverty?

From the scientific point of view, the minima standard of living could serve as the
absolute poverty line. But, given the opportunities for gaining a higher income in the
private market than in the state market and given the impossibility of estimating
incomes accurately, it was agreed upon to define a relative poverty level to be used as
an acceptable subsistence minimum. This was based upon family income in the worst
gituation (two household members under the unemployment benefit scheme).
However, in the process of deciding upon eligible households, total income from all
economic sources, both formal and informal, were taken into account.

¢) Who should manage the scheme — local or central government?

In general, management of sich a scheme from the centre increases state and
institutional responsibility. However, this requires a qualified administration and a
high level of professionalism and information networks, which did not exist at the
time in Albania. On the contrary, management of the scheme by elected bodies such
as councils of local government would increase their responsibility and reputation
among the people. Possessing greater competencies, they would perform better their
tasks, but could also apply socia justice and reduce inequalities, as they knew the real
economic and socia situation of households. Despite the risk of abuses of power, it
was decided that local government would be in charge of management, while central
government would be responsible for legidation, monitoring, evaluation and overall
socia policy.

Thus, the programme is administered through the network of local governments
(communes in the countryside and municipalities in the towns). These bodies decide
upon the alocation per household based upon monthly requests and information.
These councils are responsible to the Council of Ministers for utilization of funds,
providing lists of recipients of social assistance, amount of benefit and applying fines
accordingly.

d) How would the scheme be financed — locally or centrally?
Having no opportunity to finance the scheme through local taxation (the law on
financial decentralisation had not yet been approved) the programme is fully funded

by the central budget. Loca authorities receive their social assistance benefit budget
as alump sum.
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The public social assistance scheme is financed by the state budget through the block
grant allocation mechanism. The amount of the block grant is decided upon taking
into account the structure of the population; the structure and level of employment,
self-employment and unemployment; family income structure, including incomes
from all available sources; assets including private property; land ownership and
animal, husbandry and other sources of agricultural income; ard finally, data on
under- nourishment. The local administrative units (municipalities and communes) are
obliged to provide information on all the above indicators. The size of the socid
assistance fund and the way it has changed over the last decade is reported in Table
10.

Table 10. Social assistance fund statistics

Financial Indicators 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Soc. Assist. Fund 000 ek 1,711 3478 3402 3,054 3128 4,818 4529 4560 4,595 5,006
Unem. Ben. Fund 000 lek 4,191 2,186 2504 2163 2,204 1,621 1450 1919 2100 2100
Disability Ben. 000 lek 0 2,127 2,756 3,135 3,085 1,594 1945 2200 2,155 2,644
Soc. Bud. 000 lek 5,902 7,791 8662 8352 8417 8,033 7924 8679 8850 9,750
% Soc. Assist. / Soc. Bud. 29.0 44.6 39.3 36.6 37.2 60.0 57.2 52.5 51.9 51.3
% Unem. Ben. / Soc. Bud. 71.0 28.1 289 259 26.2 20.2 18.3 22.1 23.7 21.5
% Disab. Ben. / Soc. Bud. 0.0 273 318 375 36.7 198 245 253 244 271
Tot. Exp. 000 lek 50,678 60,984 77,134 87596 100,730 141,628 165,692 170,621 186,050 212,000
% Soc. Assist. / Tot. Exp. 3.38 5.70 4.41 3.49 311 3.40 2.73 2.67 247 2.36
% Soc. Bud. / Tot. Exp. 11.65 1278 11.23 9.53 8.36 5.67 4.78 5.09 4.76 4.60
GDPcurr. prices000lek 125,562 131,880 229,700 315,840 333,071 425,356 488,610 551,282 590,240 658,062
% Soc. Assist. / GDP 14 26 15 1.0 0.9 11 0.9 0.8 0.8 0.8
%Soc. Bud. / GDP 4.7 59 3.8 2.6 25 1.9 16 1.6 15 15

The amount of social assistance benefit provided to families is determined by the
Council of Communes and Municipalities in accordance with the decisions of the
Council of Minister and the respective regulations. The decision defines only the
maximum level of socia assistance benefit per family and for each member. The
maximal level of socia assistance berefit per household cannot be higher than 250
per cent of individual unemployment benefit (Table 11). The head of household
receives no more than 95 per cent of one unemployment benefit (Table 12). Another
unemployed family member, who is ether above the working age or disabled,
receives no more than 95 per cent of one unemployment benefit, while a second
family member of working age receives no more than 20 per cent of the household
head’s allowance. A third family member under working age receives 25 per cent of
the household head’ s allowance.

Table 11. Social Assistance benefit per household according to the legidation

Years 1996 1997 1998 1999 2000 2001
Personal Unem. Ben. lek / month 1,920 2,148 2,600 2,600 2,600 3,100
Max Level Soc. Ass. hhlek / month 4,800 5,370 6,500 6,500 6,500 7,750

Table 12. Social assistance benefit for household members according to the

legidlation
Years 1996 1997 1998 1999 2000 2001
Household 4,800 5370 6,500 6,500 6,500 7,750
Head of hh 1,824 2,040 2470 2,470 2,470 2,945
First family member 1,824 2,040 2470 2470 2,470 2,945
Second family member 364 408 494 494 494 589
Third family member 456 510 617 617 617 736




Socia assistance benefit allowance was awarded to all families who provided
documentary evidence that proved they were either without or with insufficient
income.

The number of beneficiaries of social assistance peaked at the end of 1993 (Table 13)
at around 20 per cent of the population, with rural areas demonstrating a dightly
higher incidence of receipt than urban areas. Nevertheless, in terms of tota
expenditure, urban areas dominate, mostly because urban beneficiaries were drawing
full payment on the basis of no other sources of income, while rural beneficiaries
were drawing a partial payment to supplement their farm income.

Table 13. Householdsin receipt of social assistance from 1993 to 2002

Years 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Households 155,038 153,518 145,310 141,118 149,58 150,249 150,313 150,052 141,968 135,377
% change 100 -1 -5 -3 6 0 0 0 -5 -5
Persons 697,671 690,831 653,895 635031 673,11 676,121 676,408 675,234 638,856 609,196
Av.pay./hh 1,839 1,888 1951 1,804 1,742 2672 2100 2515 2697 3,081

% change 100 3 3 -8 -3 53 -21 20 7 14
Av.pay./P 0409 0419 0433 0401 0387 059 0467 0559 0599 0685
% change 100 2 3 -7 -3 53 -21 20 7 14
Summary

In this section we have shown that poverty indicators and the poverty alleviation
programme do not go hand in hand. The latter has not been based on poverty research,
primarily due to the lack of relevant studies and, secondly, due to the limited financial
and ingtitutional capacities of the state. Being a multidimensional phenomenon,
poverty is an outcome of the effects of many factors. The roots of current poverty in
Albania lie deep in the past and the systems in place at the time, but they have also
been nourished from developments accompanying the transition to a market economy.

The fragility of the Albanian transition reflects, among other things, the fragility of
the country’ s institutions. The administration and state institutions, the legislation and
the system of justice administration have often proved themselves, as shown by
events in 1997, to be incapable of accomplishing their tasks in this difficult period of
trangition. As a result, despite well-formulated objectives in the social protection
policy, the latter has been unable to alleviate poverty.

In particular, the unemployment benefit programme is aimed at mitigating the
economic and social consequences of unemployment, but the programme's
contribution has been demonstrated to be very modest, suffering from ineffectiveness
and containing loopholes for abuses to be made. The socia assistance programme
suffers from an inability to take gock of the specific conditions of poor families, an
unbalanced regional distribution, a merely passive character, a low level of
monitoring, etc. Meanwhile, the social care programme was aimed at supporting and
integrating into society disabled individuals, to give protection to orphaned children
and the elderly living alone. However, the programme has not been able to cover al
of the categories of persons in need of its services, while the network of relevant
institutions does not cover all regions of the country.
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Therefore, we conclude that the current social protection mechanism is failing to
protect or develop people or achieve socia integration of disadvantaged groups.

4. Resear ch design

The first outcome of the reforms in Albania was the closure of inefficient state
enterprises, which led to massive unemployment. Alongside the liberalization of
prices, the government decided to pay no longer the wages of thousands of employees
of the already closed state enterprises. The transition was alleviated by an 80 per cent
redundancy payment for a one-year period. By the time that period expired, the social
assistance network had been legislated for to provide targeted income support based
upon family earning.

The above-mentioned law ‘Socia assistance and welfare' determines the conditions
for offering support to the Albanian family household and citizens. The programme
was designed to provide an income transfer to families that had either insufficient or
no income from market or non-market sources, or koth, in order to meet minimal
subsistence requirements. Currently, the maximum amount of social assistance that
families are eligible to receive depends upon the number of people in the family. In
any case, the maximum level of assistance cannot be greater than 250 per cent of
unemployment benefit.

Programme funds are distributed through GASS?, which defines the programme's
eligibility criteria and monitors its functioning at the local level. Budget for social
assistance is distributed to the administrative units (municipalities and communes) as
block grants. However, there are no criteria for defining a block grant for each
commune, even though that had been discussed The scheme functions under the
presumption that loca government is able to identify ‘the poorest of the poor’ and,
supported by central government, is able to give money to them based on local
conditions.

In principal decentralization can reduce programme costs of local authorities. That
is, if eligibility of a safety net programme is locally determined some of the problems
of asymmetric information between administrators and households who have an
incentive to conceal data can be circumvented?! Giving local administrators the
power to make decisions would reduce the cost of administering the programme and
increase its efficiency. However, within the given political, economic and socia
framework of Albania, decentralization or methods of finance are not seen as the only
barriers. Nevertheless, there is space for improvement.

Analytical framework
After analysing the basic principles of the present socia assistance scheme, some
critical controversies can be highlighted:

Controversy of the block grant mechanism
A block grant is away to allocate state money to local administrative units for a well-
defined purpose. In the present case, such a fund is designed to alleviate poverty.

20 General Administration of Social Services.
21 Harold Alderman, Decentralization and Targeted Transfers: Social Assistancein Albania



Central institutions (GASS and MoF??) in close cooperation with each other decide on
the amount of the fund based upon a set of national and loca indicators.
Theoretically, such a method would help create areal picture of poverty in Albania. It
would support the strengthening of relationships among different institutions and the
improvement of the quality of services. However, within the framework of a weak
social and institutional legacy inherited from the past, the block grant opens the door
for political manipulations.

Although the block grant is applied based on the above- mentioned set of indicators, it
can result in ahigh cost of social expenditure. Given the limited resources of the state
budget, especially in such a poor country as Albania, public, especially social,
expenditures should be reduced. Regardless of information and indicators, each local
budget has to be diminished. Assuming that the information is accurate and reliable,
any diminishing of the block grant excludes some applicants from receiving benefits,
and aso applies dual pressure on local offices; they have to accept a reduction in
funding on the one hand, because the central level demands that, while on the other
they are supposed to increase benefits because the people are demanding that.

Theoretically speaking, the total fund of socia assistance should relate to the rate of
increase in GDP. It must be calculated as a fixed percentage (Coefficient) of total
public expenditures. In periods of depression (when unemployment is high) there is a
higher demand placed upon social assistance, and thus the coefficient must increase.
The size of the coefficient (K) depends on the objectives of the government: either to
maintain strictly macro-economic balance or to implement a generous system of
benefits. If Fisthe fund of socia assistance in a given year, than F can be represented
as a percentage of total GDP for that year:

F =K * GDP, where K has (according to data from the last decade) varied from 1.2 to
4.5 per cent .

After calculating the total budget of social assistance (F), the local budget must be
calculated, based on a coefficient (K(i)), which is derived according to the size of the
local population relative to the total population, the proportion of unemployed people
relative to total number, the relative number of pensioners, etc.

Giving the indicators, which indirectly assess the needs for social assistance at the
loca leve, the fund should be a function of selected indicators. If W' represents
socia economic conditions of a local administrative unit, ranked ‘i’, and F(i) is the
local budget, than F(i) is a function of w, which means that F(i) = Y w(i), while F
should equal the total sum of F(i):

F = &(Fi) where F(i)/F = K(i).

K(i) itself is a function of w. Observing the data on total social assistance funds over
recent years and comparing them with the main macro-economic indicators, a
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contradiction is evident?3. Through a superficial analysis, (table 14 and figure 2) we
could observe that there is no correlation among different indicators.

Table 14. Comparison of different economic indicator s (figuresin per centages)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

GDP 10 10 9 9 -10 13 9 8

Unemployment rate 22 18 13 12 15 18 18 17 15

Soc. Assist. Funds 100 103 -2 -10 2 54 -6 1 1 9
% Soc. Bud. / GDP 4.7 59 3.8 2.6 25 1.9 1.6 1.6 15 15
% Soc. Bud. / Tot. Exp. 12 13 11 10 8 6 5 5 5 5

Figure 2. Relative change in Social Assistance funds, unemployment and GDP
from 1993 to 2002
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Controversy of decentralisation in taking decisions

In the context of decentralization, competencies of local government have accordingly
increased. As regards socia protection policy, it is a local council’s responsibility to
identify the poorest of the poor, based upon local criteria and the social economic
features of local development. Theoretically speaking, local preferences vary, so that
some units may place greater attention on different dimensions of poverty and may
use different welfare indicators, targeting well the social assistance benefit. It serves
to identify the most critical economic and social needs of households and on this
basis, the most vulnerable socia groups. On the other hand, local councils,
responsible for taking decisions, are elected directly by the local community. The lack
of experience and insufficient training create favourable conditions for the
mismanagement of financial resources towards an equal distribution to all households
in search of social assistance.

2 The contradiction within the local budget will be developed later, since it has been one of the
objectives of the research work
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If ‘Z’ is the maximal amount of social assistance available for socia group ‘a in
administrative unit ‘i, with ‘X’ number of recipients in the given group, ‘Zr’ is the
real amount of benefit, ‘N’ number of applicants for social assistance, from the
theoretical point of view, the fund of socia assistance in the unit (i) must be:

n
Fi)=a[Z(a * X(@)],
a1

where ‘n’ is the number of socia groupsin the given local administrative unit ‘i’.

The current tendency of local councils in administrative units is to transform the
above formula into:

Fi)=N* Z(n.
SinceN > X(a), logicaly Z(r) < Z
As a matter of fact, data on recipients and the average amount of the benefit

demonstrates the difference between the ‘benefit by law’ and the ‘benefit de facto’
(Table 15).

Table 15.
1996 1997 1998 1999 2000 2001 2002
Max. Level Soc. Ass. hh lek / month 4,800 5,370 6,500 6,500 6,500 7,750 7,750
Av. Pay./ hh 1,804 1,742 2,672 2,100 2515 2,697 3,081
% Benefit de facto 38 32 41 32 39 35 40

Controversy of poverty definition

Despite the lack of information on poverty, the current legidation of social assistance
accepts a ‘poverty definition’ that is applied in the system operations. Based on that,
the monthly family level of household income equal to two unemployment benefitsis
considered the poverty line. This implies that every household whose incomes are
lower than this level is eligible to apply for economic support.

Theoretically speaking, the provision of social assistance based on the above
mentioned poverty definition alleviates inequalities in income distribution and
reduces gaps in poverty. However, the reduction in inequalities is taken into
consideration only when referring to the level of incomes, not to the level of services
provided by these incomes, alowing deprivation of some socia groups. Although the
legidation encourages well-targeting of the money to the poorest of the poor, it does
not address the most critical economic and socia needs of the household. As a matter
of fact, there is little space for improvements within the given framework of social
assistance scheme operation and limitations. Addressing the most critical economic
and social needs might result in a household level of consumption much greater than
the average income from employment. Thus, if:
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n

Fi) =4 [Z(a) * X(a)]

a=l

then the national fund of social assistance must equal the sum of funds distributed to
each of local administrative units. This means that:

m
F = &F()
i=1 where 0<i £ mand F(i) = Y w(i)?,

while the practical operation of the scheme applies on:

m
F=aF(@{) wheeO<if£mandF(@i)=N* Z(r), whereZ(r) < Z
i=1

Table 16 reports the numbers of people in social group over the previous decade, and
here the contradiction of poverty definition is evident. Although the number of
employees decreased after 1994, the size of the economically active population and
the number unemployed have also decreased, reinforcing the conclusion that, in
practice, benefits are delivered based upon F(i) = N * Z(r).

Table 16. Numbers per social group from 1993 to 2001

Indicator 1993 1994 1995 1996 1997 1998 1999 2000 2001
1 Population 3,167,500 3,202,000 3,248,800 3,283,000 3,324,000 3,354,300 3,373,000 3,401,000 3,069,000
11 Working age 1,763,000 1,786,000 1,820,000 1,850,000 1,861,000 1,888,000 1,911,000 1,939,000 1,767,000

1.1.1 Economically active 1,347,000 1,423,000 1,309,000 1,274,000 1,301,000 1,320,000 1,305,000 1,283,000 1,244,000
1.1.1A Employment 1,046,000 1,161,000 1,138,000 1,116,000 1,107,000 1,085,000 1,065,000 1,068,000 1,063,000
1.1.1B Unemployment 301,000 262,000 171,000 158,000 194,000 235,000 240,000 215,000 181,000

B.1 Unemployment 213,067 73,813 50975 39901 30,937 26532 22486 21894 14,322
benefit

B.2 Social assistance 697,671 690,831 563,895 635031 673,110 676,121 671,490 663,736 645,448
1.1.2 Non-active 416,000 363,000 511,000 576,000 560,000 568,000 606,000 656,000 517,000
1.1.2A Disabled 8,400 16,919 19,159 18,703 25647 30,692 37,632 40,282
1.1.2B Other 416,000 363,000 474261 556,841 541,297 542,353 575308 618,368 476,718
1.2 Not of working age 1,404,000 1,416,000 1,428,800 1,433,000 1,463,000 1,466,300 1,462,000 1,462,000 1,302,000
1.21 Children 1,041,500 1,040,000 1,044,800 1,040,000 1,047,000 1,060,300 1,045,000 1,035,000 865,000
1.2.2 Pensioners 363,000 376,000 384,000 393,000 416000 406,000 417,000 427,000 437,000

Sample design

The sample survey was designed to provide estimates of various indicators at the local
level, for urban and rura areas. Households in Albania, organized into 372 clusters
(61 in municipalities and 311 in communes), provided a total sample size of 1,200
households systematically selected with a step equal to represent each loca
government unit. The size of the cluster in each administrative unit was defined by
two criteriaz @) weight of socia assistance recipients relative to total size of
population, and b) weight of local population relative to total population of Albania.

24 m represents the number of administrative units, which in total is 372 (61 municipalities and 311
communes)
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In each of the local government units, households were selected randomly. The
selection of households within each local government unit was based on the nominal
lists of the families living there according to the 2001 census.

As a secondary source of information, the statistical and non-statistical data from
official  sources of INSTAT, Nationa Employment Service and General
Administration of Social Services were used. Reports and assessments of different
international organizations and local ones were of particular use.

Resear ch Objectives

The research work had as its primary objectives:

i) Assessing the social assistance policies implemented from 1992 in Albania, with
gpecia focus on their effectiveness,

ii) Assessing the possibilities to transform the current social assistance scheme, with
special attention being paid to the cost and effectiveness.?®

Questionnaires

A household questionnaire was administered in each household and from which
various information on household members, including sex, age, education, hedlth,
income and employment, was collected. Of particular interest was the part of the
guestionnaire that provides information on social services, participation, exclusion
and opportunities for social and economic integration. More specificaly, the
questionnaire contained the following modules:

Household

Employment

Disability

Social assistance benefit

Family income and consumption
Socia services available

Social and economic integration

The design of the Individual Questionnaire (Household Questionnaire) was based on
43 questions closed with a code. For more flexibility in answering the questions, the
guestionnaire used the ‘ other’ option.

Sample characteristics and data quality responserates

Of the 1,200 households selected for the survey sample, 1,172 were found to be
occupied (Table 1, Annex). Of these, 1,141 were successfully interviewed, giving a
household response rate of 95 per cent. The response rate was higher in rural aeas
due to the larger number of households selected there. Rapid demographic changes on
one hand and difficulties in registering the people have caused a gap.

Characteristics of the household population

Information on the characteristics of the household population and the survey
respondents was provided to assist in the interpretation of the survey findings and to
serve as a basic check on sample implementation.

5 Effectiveness means the ‘impact on the reintegration of the people’
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Table 2 in the Annex reports the per cent distribution of households in the sample by
background characteristics. About 40 per cent of households (485 households) are
urban and 60 per cent (656 households) are rural. Most of the households are
composed of between three and five members. Thirty-four per cent of the total
members of the households are children under 16 years old.

Most of the inhabitants (Table 2 Annex ) over 6 years old have graduated from high
school (51 per cent) and 36 per cent from basic 8th grade education. More detailed
analysis shows that of the members of these households, 12 per cent have graduated
from university (16 per cent in urban areas and 9 per cent in rural areas), while 17 per
cent have completed only primary education (11 per cent in urban areas and 21 per
cent inrural areas), while 2 per cent are illiterate.

The same table provides information on disability within the selected households.
Eleven per cent of selected household have at least one disabled member, with a
figure of 14 per cent for rural households.

Table 4 (Annex) provides information on employment. There are currently 1727
individuals, who comprise 57 per cent of active population. However, 19.2 per cent of
them are not working. The main reason stands for the lack of jobs. About 22 per cent
of interviewed households are discouraged workers.

M ethodology

From the household survey, extensive information was collected on social assistance
benefits. This information shows the period of involvement in the social assistance
scheme, the average amount of benefit and the way in which social assistance has
been spent. It aso provides information on why a household might have remained
under the protection of the scheme, opinions on future prospects and the genuine
possibilities for change in a given household's situation. In addition, data were
collected on family composition, level of education, specific health conditions and
overal features of a household’s social economic situation.

As the principal objective of the research was to identify the most unfulfilled needs of
the household, particular attention was paid on constructing a block of gquestions that
addressed the above- mentioned issues. Respondents were asked to give their opinion
on the listed unfulfilled needs, prioritising them, their particular social economic
stuations the way they cope with the situation and the possibilities for later
reintegration into society. Particular attention was paid to the opinion of the
householder about the role and possibility of the implemented social services, by
whom and how. In addition, they were asked to give opinions on the role of local
government, NGOs and the community.

The information collected was analysed by a combination of two methods: i) From
the macro point of view, it analysis the data collected from public administration
survey and the government institutions. It put special emphasis on discovering
correlations and variables concerning fund distribution to discover lost socia capital
and assess the indicators of socia exclusion. ii) From the micro point of view, it
anaysed data collected from the household survey. The method stresses the
importance of addressing the most critical socia economic needs to implement a new
and more effective model of social assistance.
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5. Resultsand analysis

As described above, data were received from two sources, and results obtained by
combining both sets of information. The main findings of the household interviews
are presented below, and then, in the context of Statement of research problem, the
results and analysis are presented.

a) Employment and unemployment

A strong correlation exists in Albania between poverty and unemployment. Official
statistics determined by the numbers registered for the year 2001 report an
unemployment level of 14.5 per cent. However, the Population and Housing Census
for that same year show a level in the region of 22 per cent. This discrepancy reflects
differences in definitions, data sources and population statistics. However, the present
survey does not aim to analysis in depth or uncover correlations between poverty and
unemployment. It is more concerned with employment and unemployment for
specific reasons determined prior to the survey, as explained previously.

The survey found that 82 per cent of people interviewed had held a job during the
year prior to the survey (Table 3 - Annex). Of those, one half had worked for less than
nine months (Figure 3), alevel reflected in the low value of employment indicator, of
0.68. The data showed that in rural areas the situation is more critical: 60 per cent had
worked for less than nine months, with an employment indicator of 0.64.

Figure 3. Length of employment prior to survey
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The survey aso found that only 13 percent of individuals 15 years of age and older
reported holding a full-time job (Table 3 - Annex), while another 20 per cent reported
having done some work on a part-time basis; 48 per cent were engaged on their own
farm, and another 14 per cent worked for their own businesses in the non-agricultural



sector. As mentioned previously, and as observed elsewhere in many developing and
transition economies, under-employment is widespread, particularly in rural areas,
reflecting the lack of adequate employment opportunities. About 20 per cent of rura
workers work only part-time, while most of the rest work on their own farms. Only 4
per cent work in full time jobs (Figure 4).

Figure 4. Types of employment by living area
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We observed that 54 per cent of people were not working at the moment of interview
(Table 4 - Annex), with 18 per cent giving as a reason a lack of jobs. Of hose
interviewed, 19.2 percent are included on the register of unemployed (Figure 5).

Figure 5. Employment and unemployment rate
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According to the survey, 42 per cent of the active population is currently looking for
work (Table 5 - Annex), the highest proportion of which (58 per cent) live in urban
areas. However, only 12 per cent use the services provided by the labour offices. In



rural areas, this figure is extremely low, only 4 per cent. The reason is self-evident:
these services are totally absent from rural areas. Only people in peri-urban areas have
access to labour offices. The mgjority of job seekers (64 per cent, with 71 per cent in
rural areas) prefer to find work through relatives and friends, using personal contacts.

Similar results are found for unemployed people (Table 5 - Annex). Only 46 per cent
are looking for a job, again mainly using their persona contacts (65 per cent in rural
areas). Only 23 per cent (7 per cent in rural areas) approach the labour services.

Many unemployed people @2 per cent) are discouraged due to loss of confidence.
Based on the indicators provided in Table 5.1, the ratio of the numbers unemployed to
those receiving social assistance is 3:1, meaning that for every three persons losing a
job, one family must be added to social assistance scheme.

Figure 6. Searching for ajob
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b) Disability

The survey found that 11 per cent of families have at |east one disabled member of the
household (Table 6 — Annex; Figure 7), the number being greater among rural
households. Of disabled persons 64 per cent needed care (Figure 8), which is provided
by the members of the households. From this group, 52 per cent need continuous care,
though this figure is higher in rural areas (61 per cent). Their disability reduces their
ability to perform daily tasks (about 93 per cent) and has reduced their capacity to
work (92 per cent).
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Figure 7. Households with disabled members
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Figure 8. Outcomes of disability
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Most importantly for this category of people, the survey found that, despite receiving
care from members of their household, only 2 per cent actually received the care they
need (Table 7 — Annex and figure 9). Thisis explained by the fact that members of the
household at the same time have to go to work. The survey found that (Table 7 -
Annex) the coefficient of dependency of a care-giver to a carereceiver is 1.5:1,
though in this calculation the quality of service provided is not taken into account.
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Figure 9. Need for care
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¢) Social assistance to poor households

According to the data gathered, unemployment is the main reason for inclusion in the
socia assistance scheme, especially in urban areas. 74 per cent of people interviewed
in urban areas confirmed that they have to apply for social assistance benefit because
of insufficient income from their work (Table 8 - Annex). Of the number of socia
assistance beneficiaries in rural areas 68 per cent give as the main reason limited
livelihood support from farming (Figure 10).

Figure 10. Reasons for requesting social assistance benefit
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Of the number of households under the social assistance scheme (Table 8 - Annex),
71.5 per cent try to escape poverty, with one half searching intensively for work and
the rest trying other opportunities. However, only 15 per cent succeeded.



The reasons given by the responders for failure to escape poverty is reported in Table
9 (Annex). Thus, 83 per cent gave as the reason no work available as the most
important reason for failure (Figure 11).

Figure 11. Reasonsfor failure
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Of beneficiaries, 24 per cent (Table 8 - annex) have experienced interruption of social
assistance from various reasons. An important finding is the fact that 41 per cent of

applicants for social assistance lose the right to benefit due to failure in preparing al
necessary documents.

After careful analysis of the data, it emerged that 21.6 percent of beneficiaries of
social assistance are regarded as permanent beneficiaries (Table 8 - Annex), while 4.5
percent comprise the ‘outflows from the scheme.

Figure 12. Outflows from social assistance scheme
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Figure 13. Inflows and outflows from social assistance scheme
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Recipients of socia assistance in Albania cannot satisfy most of their needs, and this
is due to the low level of social assistance benefit. The survey showed that almost all
households do not met their social cultural needs, needs for training and education,
housing, furniture, maintenance, etc. (respectively, 98, 81 and 76 per cent), while 80
per cent cannot cover their basic needs for food and beverage.

Tables 10 and 11 (annex) provide detailed information about the un-met needs of
households, who are recipients of socia assistance benefit. Almost al of them can not
even think about socia and cultural needs, 81 percent can not fulfil the needs for
education of children, daily food is another critical need etc. However, the answer to
the question of “ how do they survive’ remains unclear. The answer might be related
to the existence of additional sources from informal labour market.

The recipients of social assistance face critical economic and social situation. Most of
them (94 percent) experience critical economic situation, 71 percent of them have lost
interpersonal connections due to poverty, whereas 63 percent face difficultiesin
children’s education.

d) Social services

Table 12 (Annex) relates to the use of social services. The concept of socia services
used here includes health care services, education services, socia care and
employmert services. Of those interviewed, 71 per cent had received support, mostly
from their relatives (69 per cent).




Figure 14. Provision of employment services
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Support for short term employment is regarded as the service most required in the
context of employment services, but this has mostly been provided through relatives,
friends or family members (Figure 15; 66 per cent). This phenomenon is more visible
in rural areas, accounting 75 per cent of such cases; the beneficiary has found support
thanks to personal connections.

Figure 15. Employment services according to the provider
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In contrast, the strongest provider of health care and education services is the state (90
per cent of cases). This is a very reasonable result because, firstly, traditiorelly these
services have been provided free of charge and, secondly, they are expensive public
services. Of those interviewed, 68 per cent have access to basic health care services
from primary health care centres, while 63 per cent have access to basic education.
The data showed that the number of people who can access specialized services (such
as vocationa and professiona training) is limited, partly due to financial possibilities
and partly due to the availability of such services (!table). From these data, the
average number of services requested by people has been calculated, taking into
account the total number of services required (1,739) and total number of households
that have received support when they asked for it (810). The average number of
services per household is 2, which means that households have asked for more than
one service.



Figure 16. Health and education servicesreceived
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The least requested service is socia care, mainly due to the lack of provision of
professiona socia care services and the limited access to institutional social care
services. The average number of such services per household is 0.15. However,
among services required in this group, the highest percentage is for institutional
services such as shelter for lorely old aged people and the disabled. This confirms
that either people do not know that there is the possibility for other nonresidential

services or they are not interested.

Figure 17. Social care servicesreceived
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With respect to the provider of social care services, the distribution is more interesting
than for education or health or employment. It shows that state and non-state
institutions are equally important. Thus, people are aware of nonresidential services
but they cannot easily access them due to the limited availability across the country.
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Figure 18. Social car e services according to provider
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According to the information presented in Table 12 (Annex), 30 per cent of personsin
need do not access any type of services due to the lack of such services, 23 per cent

lack relevant information, and 27 per cent are not confident in their effectiveness.

Figure 19. Reasons for not using social services
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The data in Table 13 (Annex) show that the number and frequency of social services
use by social assistance beneficiaries is low, mostly as aresult of the limited financial
possibilities to afford even access to such services, which are free of charge.

Table 17 summarizes the results of “average number of services per household”,
compared to the average number of services provided to households-recipients of
socia assistance. This table shows the exclusion of recipients from some basic social

services, due to poverty.




Table 17 Average number of services per household
No. people  Soc. Assis.
interviewed beneficiaries

Households that received help when needed 810 213
Number of services received for employment 991 141
Number of health care and education services 1,739 383
Number of social care services 125 53
Average number of services per household
for employment 1.2 0.7
for health and education 2 1.8
for social care services 0.15 0.25

e) Social and economic integration

Table 14 in annex provides information about opportunities for social and economic
integration. A small proportion of households consider only cash support as important
for their re-integration. However, according to the information, 74 percent considers
the combination of services in cash and in kind as crucia for their re-integration into
social environment.

Figure20  Opinions regarding services that sustain economic and social
integration
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Among services in cash, they pay particular attention to support through micro
credits, socia insurance and support to education and training.



Figure21 Opinions about integration through support in cash
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They all confirm that they would appreciate the provision of employment services.
Nevertheless, only 58 percent consider the public institutions as the strongest
provider. It emphasizes the idea that they are not satisfied with the quality of current
services provided by the public institutions.

Figure22 Integration through employment
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78 percent mention the importance health care and education have in their economic
and socia re-integration. From those services, they distinct the reimbursement of
medicaments. 34 percent would consider the role that education play in their re-
integration, while 12 percent mention the necessity to financially support households
in buying orthopedic tools for disabled.



Figure23 Integration through health care

medical care/medicine 100

orthopedic tools for disable [ 112

medical services for [ 4

special education for disabled children/children :l 8

An interesting result is the interest that households pay to social care services for
women and disabled in general. 26 percent think of the necessity of provision of
shelter for abused and violated women, while 20 percent prefer social care services
for disabled. It isimpressive the fact that 65 percent of responders want a stronger
state in terms of provision of this type of services.

Figure 24 Integration through social care services

0% 5% 10% 15% 20% 25% 30%

| | |
rehabilitation services for disable people 20%

1 4%
rehabilitation services minors/young people

involved in delinquency

19%

rehabilition services and shelters for battered 7 | | |

women/children ]
9%

] 26%

Based upon what has been described up to now, we can try to answer to the following
guestions:
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Does the current system of social assistance target funds to the poorest areas?

Given the mixed composition and relatively high number of local administrative units,
theses units are stratified into groups. Criteria of selection are population and the main
economic resources of the administrative wit. Thus, the total number of 372 local
administrative units, 61 municipalities and 311 communes is divided into three
groups, two of which are in clusters. The first group includes the biggest
administrative units, in the urban areas. The second group includes the rest of the
municipalities and the last group includes only the communes, in rural areas?®
(footnote number). Since the second and third groups have a mixed composition of
administrative units, they are divided into clusters based on the fund used for social
assistance. Each group comprises a different number of clusters depending on the
variation of funds availabe inside the group. The second group is divided into five
clusters (with up to 5,000 leks per month; 5 to 15,000 leks per month; 15 to 25,000
leks per month; 25 to 35,000 leks per month and above 35,000 leks per month). The
third group is aso divided into five clusters, starting from zero and ending at 25,000
leks per month, as this is the maximum value of funds in the communes.

Table 18. Distribution of social assistance funds according to employment per
capita

Group 1 Group 2 Group 3 Total Percentage

Level 1

Less than needs 3 20 32 55 14.78
According to needs 0 0 74 74 19.89
More than needs 1 0 49 50 13.44

Leve 2

Less than needs 2 0 126 128 3441
According to needs 1 0 0 1 0.27
More than needs 0 21 0 21 5.65
Leve 3

Less than needs 0 0 30 30 8.06
According to needs 1 0 0 1 0.27
More than needs 2 10 0 12 3.23
Tota 10 51 311 372 100

Table1l9 Summary accordingtothelevels

Leved 1 Leve 2 Leve 3 Tota
No. % No. % No. % No %

Less than needs 55 25.82 128 60.09 30 14.08213 57.26
Accordingtotheneeds 74 9737 1 132 1 132 76 2043
More than needs 50 60.24 21 2530 12 14.46 83 2231
Tota 179 150 43 372 100

26 According to the law on local government, municipality is defined as alocal administrative unit in an
urban area and commune is alocal administrative unitin arural area.
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Table 20. Group 1: comparison of indicators

City  Employees Recipients Fundsper Population
per capita per capita  capita sze

Tirana 0.42 0.09 1.16 422,863
Kavaga 0.11 0.12 3.63 33,234
Berat 0.12 0.52 281 63,242
Fier 0.69 0.23 3.13 32,057
Lushnja 0.30 0.42 4.57 25,000
Elbasan 0.19 0.21 2.34 114,195
Korca 0.17 0.16 1.83 78,131
Shkodra 0.14 0.37 3.69 102,729
Vlora 0.12 0.19 2.05 100,901
Durres 0.21 0.06 0.86 137,890

Figure 25. Group 1. Comparison of indicators
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Table 21. Group 2: Comparison of indicators

Clusters(leks) Employees Recipients Fundsper Municipalities
per capita per capita capita  in each cluster

Up to 5,000 0.06 0.05 0.48 7
5- 15,000 0.10 0.12 1.15 13
15 - 25,000 0.19 0.11 1.79 14
25 - 35,000 0.18 0.14 1.82 7
Above 35,000 0.31 0.20 3.59 10

Total 51




Figure 26. Group 2: Comparison of indicators
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Table 22. Group 3: Comparison among indicators

Clusters Employees per Recipients per Funds per capita Communes in
capita capita each cluster

Up to 5,000 0.10 0.13 0.59 126

5- 10,000 0.04 0.10 0.90 74

10-15,000 0.03 0.69 2.61 49

15-20,000 0.02 0.01 1.00 32

20 - 25,000 0.57 0.01 1.41 30

Total 311

Figure 27. Group 3: Comparison of indicators
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Based upon the data reported in Tables 18,20,21 and 2227, to address the question of

whether socia assistance reaches the poor districts, a definition of poverty is needed.
Although there is no official poverty line and definition, fund allocation based only on
claimants of socia assistance and means testing has proved to be too empirical. As
the main reason for being poor is thought to be high rate of unemployment, confirmed
in this survey, the indicator ‘employment per capita’ is used to help answer the above
guestion. This indicator is compared with ‘recipients of social assistance per capita

and ‘funds per capita’. Considering the alternative, that social assistance is targeted to
the poorest areas of Albania, well-targeting of funds could be proven by opposite rates
of change in employment per capita and the same rate of change in recipients per
capita, which is not the case under the current scheme. Figures 25,26 and 27 illustrate
the changes in the selected indicators. Because of the high number of administrative
units, average values of indicators are calculated per cluster per group.

Each of the groups is divided into three levels. Level 1 includes al loca
administrative units, in which the indicator of ‘employees per capita’ is the lowest,
less than the average of the group. Level 2 includes al administrative units in which
the deviation of the selected indicator is amost zero. Level 3 includes the rest of
administrative units of the group. Practically speaking, level 1 represents the poorest
administrative units, level 2 the better-off units and level 3 the richest administrative
units. Administrative units inside the groups are listed in ascending order of the
indicator ‘employees per capital. Given that the indicators ‘funds per capita and
‘employees per capita must follow each other, the column ‘difference’ in tables 20,21
and 22 indicates the deviation of practica funds allocation from what the
administrative units must receive. The overall results of calculations are summarized
in tables 18 and 19, in order to analyse the distribution of funds according to three
indicators. ‘less than needs (administrative units in which deviation is negative),
‘according to the needs (deviation is zero) and ‘more than needs (deviation is
positive).

The survey confirmed that about 42 per cent of administrative units receive funds
according to needs and more than needs (table 19). It also recognized that more than
half of the administrative units receives funds less than required. It also identified that
about one quarter of administrative units in the poorest sub-group (level 1, table 19)
receive the lowest benefits, less than needs. About 60 per cent of the poorest areas
receive higher funds, more than their needs. In contrast, 60 per cent of the
comparatively well-off local administrative units (level 2, table 19) recelve less
benefits, and only a few of the richest, about 15 per cent, receive a large fund, more
than they need (level 3, table 19). The most positive aspect of these confirmations is
the fact that 97 per cent of the poorest areas (level 1) receive funds according to their
needs. What we observe is that in group 1 only 20 per cent receive funds according to
needs, in group 2 about 60 per cent recelve more than needs and none of them
according to the needs and in group 3 only 24 percent receives funds according to the
needs.

27 The indicator “employment per capita’ is calculated according to the number of employeesin rural
areas, which means that owners of the land are included



Generally speaking, the survey confirmed that the indicators currently used to assess
poverty in Albania are insufficient. The way in which funds are distributed to the
local administrative units does not address their most critical economic and social
needs, simply because the funds allocation procedure is not based on such indicators.

Is the actual scheme addressing the most critical social economic needs of the
household?

That the social assistance reaches the poorest of the poor is confirmed by the poverty
study, conducted in 1996-1997%%. However, the question raised here is whether social
assistance benefits do help households aleviate their social problems. In fact, this
issue relates directly to the efficiency of the system To answer this question, one
needs to know the indicators that can measure the efficiency of social assistance. So
far, that has been assessed by funds alocated to each local unit and their respective
recipients of social assistance. Table 23%° and figures 28 and 29 show how recipients
and funds change based on the number of household members.

Given the current information, it is clear that the information on the households
needs is insufficient. Despite the biggest share of the funds gooing to households with
four members (up to 30 per cent), the question of addressing the social needs through
socia assistance is far from the reality. The fact that 54 per cent (table 23 and 24) of
households benefit from partial social assistance reconfirms the fact that social
assistance helps households alleviate only the economic needs.

The survey indicates that social inequalities are not yet considered as a priority. A
comparison between ‘social groups as they result from the survey and the socid
assistance benefit for the household, shows the gap that exists between ‘ benefit’ and
‘needs’ from the policy point of view. Anaysing the data presented in table 24
further, ‘social groups, one can see that there is no relationship between the
composition of social goups and benefits for a given household. There are a variety
of social groups inside the ‘poor families and beneficiaries of socia assistance’ if the
analysts take into account some social needs. On the contrary, there is no specia
treatment, either economic or social, provided to them.

Table 23. Recipients of social assistance benefit

Member s of Municipality Commune Overall
household Full  Partial Total Full Partial Total

One 4,803 207 5,010 361 2,782 3143 8,153
Two 4,476 566 5,042 288 5720 6,008 11,050
Three 7,933 1,124 9,057 493 9415 9,908 18,965
Four 17618 2,553 20,171 975 17,682 18,657 38,828
Five 8,267 1,828 10,095 616 15,234 15,850 25,945
Six 2,642 918 3,560 319 10,090 10,409 13,969
More than six 1549 1,021 2,570 249 9,856 10,105 12,675
Total 47288 8,217 55505 3,301 70,779 74,080 129,585

28 Degentralization and Targeted Transfers: Social Assistance in Albania, Harold Alderman, World
Bank

2 Data of thistable refers to March 2000, as the most complete information available on household
size, which iswhy the total number of households differsfrom that in table ! 5.1



Table 24. Fund of social assistance benefit in 000 lek per month

Member s of Municipality Commune Fund
household Full  Partial Total Full Partial Total
One 9,902 429 15,773 10,331 991 4451 5442
Two 11,159 1,183 23,001 12,342 762 9,897 10,659
Three 23,086 2,554 44,002 25,640 810 17,552 18,362
Four 58,515 6,101 97,902 64,616 1,706 31,580 33,286
Five 30,220 4,860 66,577 35080 1,360 30,137 31,497
Six 10,624 2,852 37,168 13,476 721 22971 23,692
Morethansix 7,186 3422 37,939 10,608 798 26,533 27,331
Total 150,692 21,401 322,362 172,093 7,148 143,121 150,269

Figure 28. Recipients of social assistance benefit according family size
Figure 29. Funds used for social assistance according family size
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Table 25. Social categories

. Partial
Category Full benefit benefit Total
No. % No. % No. %

Children with no parents 601 1 552 1 1,153 1
Single parents and a child under 16 4197 7 2920 4 7,117 5
Single families with disabled children 869 1 1975 3 2,844 2
Single parents 5899 9 5386 7 11,285 8
Families with disabled children 2696 4 5725 8 8,421 6
Families with old or sick persons 4624 7 13,001 17 17625 13
qullles with old aged persons and 2206 4 1894 3 4,190 3
children

Big families 10,966 17 20,627 28 31,593 23
Other families 30,927 49 22245 30 53172 39

Total 63,075100 74,325 100 137,400 100
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Figure 30. Social groups

Social groups
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Does the research provide a tool to measure social exdusion?

Accepting the idea that the research provides a strong tool to measure socia exclusion
might be wrong. Although the literature suggests ways how to measure socia
exclusion, these are not applicable in this exercise, because it was not the goa of this
research, and secondly, there is no reliable information in this subject in Albania

However, the recent survey, through collected data gives a general picture of social
exclusion among beneficiaries of social assistance.

The effectiveness of socia assistance in the form of meeting some critical social and
economic needs of the households depends on the ability to set out conditions, which
exclude socia groups or individuals from society. For the purpose of this survey, we
focus on seven indicators and the impact they have on social exclusion. The ideais
to measure the coefficient of exclusion for each of the indicators, starting from the
data collected through individua interviews with households, beneficiaries of social
assistance. Indicators used to assess social exclusion are: level of education, age,
health conditions, period of benefit, amount of social assistance, reasons of being with
no income and opinion regarding the most critical problems/needs of the household.

The questionnaire identifies directly the relationship between social assistance benefit
and indicators selected. On that basis, we caculate the coefficient “We”, that
indicates the weight of the selected group to the total number. A number of additional
indirect questions were asked to assess the coefficient “Pe’, possibility of each of
socia groups to be excluded by normal socia environment. These questions discover
indirect relationships between social assistance benefit and its effectiveness. On that
basis, we constructed a score ranging from 1 to 10 for each of the seven indicators
(maximal value indicates that the group is “likely to be excluded”). Coefficient of
exclusion, “ Ce’ was calculated as a production of “We” and “Pe’ (table 15, annex)

Analyzing its values we conclude that level of income from social assistance benefit,
the period of benefit, the relationship with labor market, the age and level of
education do have the greatest impact on socia exclusion. Coefficient of exclusion
achieves its peak under the statement “ level of income from social assistance until 1,
000 leks per month”, which means that it is aimost impossible for the household to
afford any of services through a payment like the one mentioned.



Table 26 List of indicators which affect social exclusion

Indicators Ke
Level of income from social assistance until 1,000 lek 10,01
Period of benefit over 4 year 8,43
Level of incomefrom social assistance 3- 5,000 leks 6,52
Relationship with labour market-unemployment 52
Household composed members0to 14 yearsold 36
Level of incomefrom social assisatncel -3,000 leks 3,44
Education- Elementary school,low level 2,14
Period of benefit 2 to 4 year 2,04
Education- Elementary school,high level 1,92
Hesdlth- Without serious health problems 1,76
Educetion- Illiterate 1,51
Vocational and professional training - no skill 1,32
Living conditions - housing 1,14
Hesdlth- particular neesfor health services 1,12

Coefficient is among the highest when the period of benefit is bnger than 4 years,
which means that the household may stay permanently under social assistance,
because of the inactivity and the lack of interest. Coefficient is till high for the social
group excluded from the labor market. Another meaningful finding is the relationship
between the group of age of households members and social exclusion. Socia
groups composed mainly of young members from O to 14 years old are likely to stay
permanently under social assistance benefit because of the exclusion from the labor
market. Level of education has also a considerable impact on exclusion, confirming
that either illiterate or low level educated groups members are not competitive in the
[abor market.

Most sensitive indicators to social exclusion
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How to allocate money from central budget to local budget?

As long as the total fund F1*° is mathematically linked with some variables, the size
of the allocation of money from central budget to local budgets can be determined
after careful research to discover correlations among variables and to ensure the
accuracy of the data.

It is known that:

m
F1=4a [Y (P, Ei, Ci, Ri, Ui, Di)]
i=1

but to determine the fund accurately requires knowing exactly al variables in each of
the local administrative units and at the national level. Even if this were the case for
Albania, it could not solve the problem, because the system itself is set up in such a
way that there is no clear-cut distinction among the group of recipients of social

assistance and other socia groups.

Despite the availability of the data reported in Table 16, as well as other information,
the number of socia assistance applicants cannot be calculated automatically as a sub-
group of one or more social groups, and it is necessary to use some further
mathematical calculations based upon the following logic:

A population is composed of two big groups. economically active and economically
inactive. Each group includes some other sub-groups. Nevertheless, in general, a
population (P) is composed of a number of employees (E), children up to 18 years of
age (C), pensioners (R), disabled (D), recipients of unemployment benefit (U) and
claimants of social assistance (X). Theoretically, none of these groups, apart from
group X, which is the target group of the research, is eligible for socia assistance
benefit, because they are beneficiaries of other schemes. However, there are some
sub- groups of individuals among these groups who might need specia protection and
services for various reasons. For example, within group R there might be a sub-group
of individuas (k2) who need special protection, such as in the event of sickness.
Within group C, there might be a sub-group of individuas (k1) who might need
special assistance and services because of specific and critical needs. Within group U,
there might be a sub-group of individuals (kO) who need special treatment because of
insufficient income and who require special socia needs. Within group D, there might
be a sub-group of individuals (k3) who have specia needs. In addition, there is a sub-
group of X (k4) who should be excluded from claiming social assistance because of
the relationship they might have with the unofficial labour market.

Since dataon P, E, D, C, R, U exist, we can estimate the coefficients kO, k1, k2 and
k3, where:

| * F1indicates fund planned for social assistance.



kO represents the proportion of unemployment benefit recipients in need of social

assistance (here we give it avalue of 0.23);

k1 represents the proportion of children in need of socia assistance (here, 0.01);

k2 represents the proportion of pensionersin need of social assistance (here 0.03);

k3 represents the proportion of disabled persons in need of socia assistance (here
0.08).

Whereas kO, k1, k2 and k3 are taken from Table 25 and applied as a percentage of the
whole population, k4 is taken indirectly from the information that emerged from the
guestionnaire through questions concerning sufficiency of social assistance benefit
and needs that are, and those that are not, covered. However, k4 is a coefficient by
which X' must be corrected to estimate the number of people who can be claimants of
socia assistance. In the present exercise, a minimal value of k4 is obtained, of 0.01,
since only 1 per cent of people interviewed thought that the level of social assistance
was sufficient to cover their family needs, with the rest thinking that it was
insufficient even to cover their needs for food.

Table 27 : Potential applicants of social assistance scheme

Indicators Tirane Kamez Vore Kavae Rrogozhine |Total
Population P 422.863 39.997 14211 33.234 9.759 3.354.300
Employees E 166.565 494 1272 3.772 1.587 1.085.000
Children C 53.301 12.800 17.056 10.635 3.123 1.060.300
k1=0.01 C*kl 533 128 46 106 31 10.603

C-C'k1 52.768 12.672 4.502 10.529 3.092 1.049.697
Pensioners R 72.479 4.000 1.479 3.854 1110 406.000
k2=0.03 R*k2 2174 120 45 116 33 12.180

R- R*k2 70.305 3.880 1434 3.738 1.077 393.820
Unemployes U 55.000 8.000 4.500 6.500 3.500 235.000
k0=0.23 U*ko 12.650 1.840 1.035 1.495 805 54.050

U-uU*ko 42.350 6.160 3.465 5.005 2.695 180.950
Disabled D 7.717 195 129 326 58 43.264
k3=0.08 D*k3 617 16 10 26 5 3461

D - D*k3 7.100 179 119 300 53 39.803
Applicants X 83.775 16.612 3.419 10.190 1.255 605.030
k4=0.01 X'*k4 838 166 34 102 13 6.050
After correction X 82.937 16.446 3.385 10.088 1.242 508.980

After estimating X"
X'=P-E-(D-D*k3)—-(U-U*k0)-(C-C*kl)—(R-R* k2,

the result is corrected with coefficient k4, so that:

X = X'— (X" * kd),

where X represents the number of persons who apply for socia assistance but who
may or may not be digible to receive it.

The numbers of people that can claim assistance through this model is reported in
Table 27.

Thus, the final fund is:
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F1=Za* X where Zais the average level of social assistance applied so far.*!

The survey thus confirmed the possibility of alocating money in a way that addresses
more effectively the economic and social needs of administrative units. The results
reported in Table 27 indicate the possibility of increasing the effectiveness of the
social assistance system by reducing the number of recipients and re-allocating the
money more effectively.

How to distribute money from local budget to recipients and how to target social
assistance?

These two questions relate directly to the issue of preventing social exclusion. Table
25 provides sufficient information about the most excluded social groups. Analysis of
the data concerning the most excluded socia and economic needs leads to a listing
and prioritizing of social groups.

The survey found that if households rank needs by social priority, a gap exists
between benefit and need. It also showed that despite wide differences in needs,
benefits vary more evenly. These observations could be used to draw local criteria for
eligibility for social assistance benefit. The nine core social categories could serve as
a starting point for proceeding with social assistance benefit delivery.

The survey confirmed also the possibility of alocating money in a way that
addressees more effectively the economic and social needs of households. The results
reported in Table 27 demonstrate the possibility of reducing the number of applicants
for social assistance benefit. Thus, there is the possibility of alocating the same
money for alower number of applicants, thus increasing the benefit of the households
in real need. Analysis of the data in Table 27 showed a decline in the number of
beneficiaries. Previoudly, there were 598,980 beneficiaries (from 133,000 families),
while the current number (150,249 individuals) represents a difference equivalent to
17,249 families claming benefit per month. If central government were to keep the
same level of payment per household per month (currently at an average vaue of
2,672 leks), a tota figure is obtained of 46,089 thousand leks per month (2,672 *
17,249), which could be used to differentiate payments per household according to
socid conditions or by an index of priority (Table 28)of social groups. The decline in
number of beneficiaries compensates for an increase in the average household’s
benefit.

Table 28 — Index of priority

Priority because of
Weight Number Importance Priority Index

Children with no parents 1% 1 10 10
Single parents and a child under 16 5% 5 8 40
Single families with disabled children 2% 3 9 27
Single parents with children 8% 7 7 49
Families with disabled children 6% 6 6 36
Families with old or sick persons 13% 8 4 32

31 Numbers ( only the amount of benefit) do not correspond with reality. It is an exercise.
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Families with old age persons and children 3% 4 5
Big families 23% 9 3
Other families 39% 10 1

Prioritizing social categoriesin the poorest strata
based on the" priority index"

Single parents with children 49
Single parents and a child under 16 40
Families with disabled children 36
Families with old or sick persons 32
Single families with disabled children 27
Big families 27
Families with old age persons and children 20
Other families 10
Children with no parents 10

The results of the survey encourage the idea of distributing benefits according to an
ascending scale, starting from the ninth social group (see Table 28), meaning that the
top socia group, whose priority index is the highest, receives the maximal level of
benefit. Table 28 shows how the benefits vary from one socia group to another. The
crucial feature of the current social assistance scheme in Albania is the impossibility
of calculating benefit according to needs. Because of financia limitations in
payments, calculations are based upon comparisons among socia groups and the
relative differences among them.

Table 29. Distribution of social assistance benefit according to social group (a)

Social group a Formula Real benefit Applicants
Zra+ (n
* ( Per cent Na
a)*k
Single parent with children 1 Zra+ 8k 2,672+ 8122 8 10,648
Single parent and child under 16 2 Zra+ 7%k 2,672+ 7%122 5 6,655
Families with disabled children 3 Zra+ 6%k 2,672+ 6¥122 6 7,986
Familieswith old or sick persons 4 Zra+5*k 2,672 + 5122 13 17,304
Single families with disabled children 5 Zra+ 4%k 2,672 + 4122 2 2,662
Big families 6 Zra+ 3%k 2,672 + 3122 23 30,615
Families with pensioner(s) and children 7 Zra+ 2k 2,672 + 2122 3 3,993
Children with no parents 8 Zrat+k 2,672 + 122 1 1,331
Other families 9 Zra 2672 39 51,912
Total 100 133,106

Thus, if ‘@ is the target group according to priority index and is on a scale from 1 to
9, with Na number of applicants for social assistance benefit per socia group, k the
additional benefit according to needs per social group ri, then average benefit, Zra,
per household requires a fund, F2, per month of:

n
F2 =34 Na*[Zra+(n-a)*K].
a1l

Entering the survey data into the formula we can estimate k.



The question of applying this model in practice is still open to debate. However, since
the scheme would be managed locally, it would pave the way for flexibility in
tackling better a way to meeting peopl€e' s needs.

Finally, the survey confirmed that there is the possibility of offering services through
cash hand-outs or in kind, or both. Thus, the combining of financial resources from
both central and local government as well as from nortgovernment sources would be
a strong tool, and the model explained in this section would go a long way towards
alleviating the social and economic needs of the poorest social strata and the most
excluded groups in Albania.

Conclusions

This report has presented an analysis of living conditions in Albania from a different
point of view, compared to poverty analysis. The analysis used in this document is
also the first attempt based on nationally representative household survey to assess the
social protection mechanism. As any survey it is based on a number of assumptions
and methodological choices, and as such it is open to debate. This report encourages
this debate by documenting in detail al the methodological steps and decisions taken
to arrive at the proposed mechanism of social protection.

The results reported here can be summarized by six policy-oriented observations:

i) Social Assistance in Albania is relatively well targeted to the country’s
poorest districts. Despite that, there is room for improvements through
increasing the number of indicators used to assess social and economic
poverty and monitoring them continuoudly;

i) Targeting of socia assistance in Albania does not tackle the most critica
economic and social needs of the poor households;

iii) The current system of social assistance fails to avoid social exclusion among
the poorest strata, because orientation of benefits from socia needs is
lacking. I n turn, the survey proposes a model to identify them,

iv) A social assistance mechanism that stimulates all forms of social interaction
and encourages people to shift from their situation might serve as a tool to
develop socia capital, at least among the poorest strata;

V) Through collecting information from all official sources, and combining and
harmonizing them, it would be possible to apply a more effective mode of
alocating money from the central to local budget;

vi) By implementing the above orientations, it would be easy to elaborate a new
model that targets social assistance to households in need.

The policy suggestions developed here do not pretend to revise the whole system of
social assistance in Albania. The crucia features of the current system (alocating
money through block grants from central government, taking decisions on recipients
according to local criteria, managing the scheme through decentralized local
governments, applying means testing of households) are considered comparatively
appropriate taking into account the specific economic, political and social conditions
of Albania. However, al policy proposals am to improve qualitatively the system,
orienting it gradually towards economic and social needs of the household. Thisis the



policy achievement of this research. The paper provides the practicad models for
implementing new socia policies. The fact that these models are developed through
reliable data and mathematical correlation may attract the attention of scholars and
experts either to open discussions or study in depth the conclusions, and design
appropriate policies in Albania for Albania.

Starting from the practical observation on the critical points of the current social
assistance system in Albania, the paper reaches its objective. It succeeds in proposing
a new model of socia assistance, which, through effective funds allocation from
central to loca government and distribution of money to the households, paves the
way to prevent social exclusion and develop social capital. This is the main god of
the research.

In the context of the Nationa Strategy for Socio-Economic Development, the
problems affecting the social protection program can be resolved by making a
revision of this program and by adjusting it to the country’s economic and social
conditions. The Strategy, aims to: (i) increase the coverage ratio of the poor with
economic assistance (increase the number of the poor benefiting economic assistance
in relation to the total number of the poor); (ii) increase the coverage rate of the
economic and social needs of the families through economic assistance; (iii)
implementation of active re-integration programs of social protection. The
conclusions of this paper goes hand in hand with the objectives of the strategy.

The results of the survey emphasise the necessity of bringing in a new definition of
poverty in Albania: ‘ Poverty is hunger. Poverty is being sick and not being able to see
adoctor. Poverty is not being able to go to school, not knowing how to read, not being
able to speak properly. Poverty is not having a job, is fear for the future, living one
day at time. Poverty is powerlessness, lack of representation and freedom.” But
poverty also carries a socia responsibility, for individuals ‘to be the change you want
to see in the world'. This is why, policies proposed in this paper imply a new
definition of poverty in Albania. Now is the time to apply that definition, to develop
civil society as the only possibility and hope towards re-building a democratic
Albania. In this context, a part of the burden for reform falls on the socia assistance
mechanism as atool to avoid social exclusion and develop socia capital.
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