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BACKGROUND ON THE DOCUMENT

NSSED is the basic document of the mid-term and long-term government policies. The
first document of NSSED was prepared in 2001, called the Growth and Poverty
Reduction Strategy, GPRS.

GPRS offered a deeply argued analysis of the transition, the dynamism, the weaknesses
and opportunities of this period, a mid-term priority public measures program of
measurable objectives, and a basic long-term vision of the development of the country.

The efforts made to implement the strategy during the year 2002, to extend it over a
variety of fields and sectors, to raise the level of participation, and to focus it on
intermingling and intersecting issues helped to transform GPRS into a Socio-Economic
Strategy for the country.

After entering the Association Stabilization Agreement negotiations with European
Union in 2003 and participating in the process of Millennium Challenge, the content of
NSSED enriched and changed into a core document forwarding the country towards
progress and European integration.



NSSED-A DYNAMICALLY IMPROVED DOCUMENT

NSSED is a dynamic document constantly modified and improved. Its modifications and
improvements are based on :

the experience gained in the process of implementation of two-year priority
measures program and in an objective analysis of the level of accomplishment;

the increase of the monitoring and evaluating capacities;

deepened studies and a constantly extending and improving database;

strategic and operative reflections and adoptions in fields and sectors included in
the strategy that are orientated by NSSED but that affect its improvement;
reflections and adoptions of objectives and/or measures that arise from processes
of regional, European and global integration;

local interpretations of NSSED and on development strategies for the regions of
the country;

the evolution of factors that affect the course of development on a sectoral, cross-
sectoral and overall basis;

and on a wide and open process of consultation with interest groups in response of
their dynamically evolving vision, interests and attitudes.



WHAT DOES THE DOCUMENT OFFER?

It offers a deep analysis of the implementation of priority public measures and of the
level of accomplishment of the main objectives for the year 2003, the objectives and the
priority public measures program for the mid-term period 2003-2007, and some of the
basic objectives of the socio-economic development of the country planned for the long-
term period 2004-2015. The objectives and the priority public measures for the year
2004, as well as those for the mid-term period 2004-2007, are planned to prioritize and
bring them in harmony with the financial means, with the annual and mid-term budget,
and with the perspective of the European integration and Millennium Development
Goals.



LONG-TERM VISION IMPROVEMENT

Based on the main goals of strategy for socio-economic development of the country and
keeping up with them, the 2003 Progress Report of NSSED is primarily orientated
towards: (i) the vitalization and harmonization of mid-term and long-term development
objectives; (i1) the principle of further prioritization of public measures; (iii) the real
costing of priority public measures; (iv) the extension of Albanian ownership of NSSED;
(iv) the advance towards integration with a specific and referring document that contains
all the agendas of government; (v) and the promotion of national and all-inclusive aspect
of NSSDE.

In addition, this document offers an improved mid-term vision and it serves as a starting
point for a long-term visionary process based on credible and realistic analyses. The
poverty profile and social problems are viewed by taking into consideration the access to
services, the prevalence of it in various regions and areas of the country and the influence
it has on various groups of population. Moreover, the document attaches great importance
to the “crossing” issues, such as a better linkage as to SAA - NSSED - MDG, the Gender
issue, the local and environment development etc.

There is a wide range of policies in Albania dealing with socio-economic priorities as to
the country security and institutions. As a comprehensive national strategy, NSSDE is
designed to assume a fully integrating role. For instance: (a) MDG are already included
in NSSDE providing it with a more reliable long-term vision; (b) first steps are taken to
make SAA part of NSSDE; (c) a full scheme of monitoring process and a corresponding
information system (MIS) is planned to monitor the implementation of the thirty five-
month program of Albanian Government etc.



PROGRESS ACHIEVED FOR THE YEAR 2003

In the context of advancing the implementing, monitoring and evaluating role of NSSDE
for the year 2003, efforts were made to improve the information of matrices and to
reorganize it into a new format, which unifies and standardizes the display of information
and makes it easier to understand. The attempt to prioritize public measures at all the line
ministries was eased by using a prioritization coefficient of a well-defined methodology.
While the budgeting cycle limits the possibility of costing the priority measures, the test
to perform this operation after a considered effort was successful. A special attention was
given to improve the series of indicators that measure the sectoral progress of the Line
Ministries. Identifying the measurable indicators remains one of the future challenges to
NSSDE Department and to the Line Ministries Monitoring and Evaluation Units. The
identification of a basket of indicators that measure the progress at a national level was
achieved due to the collaboration and assistance in the context of Trust Fund and DID.

Civil society improved its quality of participation in the process of drawing up the 2003
Progress Report. Its contribution to the process was organized in two tracks to ensure a
more typical and a better involvement of interest groups. Under the supervision of
NSSDE Department, the Line Ministries realized the cross-ministerial track. The
international partner’s track secured the best involvement of interest groups even at a
local level. The local government played a very important role in the process by enabling
the “regionalization” of strategy. Finding out a better instrument or process of linking the
National Strategy to regional development priorities is still an upcoming challenge.



Tab. 1: List of Abbreviations 1-1

ABBREV FULL NAME

2KR Agricultural Production Growth Project

AAATA Assistance for Albanian Associations of Trade and Agribusiness
AIDS Acquired Immune Deficiency Syndrome

AMC Albanian Mobile Communication

ANEP Agricultural National Extension Project

GAASS General Administration of Assistance and Social Services
TRHA Tirana Regional Health Authority

ASP Agricultural Services Project

WB World Bank

EU European Union

EBRD European Bank for Reconstruction and Development

BA Bank of Albania

DID Department for International Development

DPA Department of Public Administration

GFPD General Forest and Pasture Department

NSEEDD National Strategy for Socio-Economic Development Department
ESAF 1 Enhanced Structural Adjustment Facility 1

ESAF 2 Enhanced Structural Adjustment Facility 2

RFF Rural Finance Fund

IMF International Monetary Fund

FYROM The Former Yugoslav Republic of Macedonia

ADF Albanian Development Fund

NACSG National Advisory Civil Society Group

GTC German Technical Cooperation

IDA International Development Agency

IFAD International Fund for Agricultural Development
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ABBREV

FULL NAME

IFC

IFDC

FDI

VRI

INSIG

INSTAT

IPRSP

PHI

HII

IT

PATI

UPI

AAC

NPRC

CM

CSC

LSMS

MADA

MAFF

MES

MAF

ME

MF

MI&E

MICS

LM

MEn

International Finance Corporation
International Fertilizers Development Center
Foreign Direct Investment

Veterinary Research Institute

Insurance Institute

Institute of Statistics

Interim Poverty Reduction Strategy Paper
Public Health Institute

Health Insurance Institute

Information Technology

Public Administration Training Institute
Urban Planning Institute

Albanian Agribusiness Council

National Property Restitution Commission
Council of Ministers

Civil Service Committee

Living Standard Measurement Survey
Mountain Area Development Agency
Mountain Area Financing Fund

Ministry of Education and Science
Ministry of Agriculture and Food
Ministry of Economy

Ministry of Finance

Ministry of Industry and Energetics
Multiple Indicators Cluster Survey

Line Ministries

Ministry of Environment
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ABBREV FULL NAME

MLSA Ministry of Labor and Social Affairs

MLGD Ministry of Local Government and Decentralization
MTEF Medium-Term Expenditure Framework

NFRE Non-Farm Rural Economy

MEU Monitoring and Evaluation Unit

WHO World Health Organization

WTO World Trade Organization

NGO Non-Government Organizations

GDP Gross Domestic Product

ERP Economic Reform Program

NCCUDR National Center of Children Upbringing, Development and Rehabilitation
HC Health Center

TUHC Tirana University Hospital Center

SAA Stabilization Association Agreement

USA United States of America

SIDA Swedish International Development Agency
NSSED National Strategy for Socio-Economic Development
SME Small and Medium Enterprise

IPRS Immovable Property Registration System

STD Sexually Transmitted Diseases

VAT Value Added Tax

TAU Tirana Agricultural University

UNDP United Nations Development Program

UNICEF United Nations Children’s Fund

USD United States Dollar
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MAIN ECONOMIC AND SOCIAL DEVELOPMENTS IN 2003

As the second year of NSSED implementation, the year 2003 led to a further improvement in the
major macroeconomic balances. The further macroeconomic stabilization is generally proved by
the high level of economic growth, the low level of inflation, the decrease in current account deficit
and budget deficit, and the increase in reserve currency.

The growth rate of gross domestic product (GDP) for the year 2003 recorded a positive change. It
mounted up by 6% in real terms, as compared to 4.7% in the previous year. A notable event in
2003 was the growth by 25.2% of per capita GDP reaching the amount of $1950.

In 2003, growth was based on the stabilizing macroeconomic policies orientated towards
lessening of disturbing effect after the shocks given to economic system in 2002. The average
annual inflation, measured by the consumer price index (CPI), came to a level of 2.37% in 2003,
as compared to 5.3% in the previous year. The inflation rate by the end of 2003, as compared to
the same period in the previous year, went down to 3.3%, i.e. within the target limits of 2%-4%,
set by the Bank of Albania. Another indicator that speaks to some extent for a further
macroeconomic stabilization is the decrease in budget deficit from 5.6% of GDP in 2002 to 4.6%
of GDP in 2003 (including grants). The deficit financing was made to the extent of 70.5% (or 3.2%
of GDP) by domestic sources and no more than 29.5% (or 1.3% of GDP) by foreign loans as
against 49% and 51% that was the forecast, respectively.

The weight of agriculture in GDP continued to show a downward trend even in 2003, while
services, transport and construction sectors gained momentum as their growth rates went up.
Industry has gone down too; however, it is worth considering the high growth rate in the sector of
agro processing industry.

The allocation of resources for a more effective use was associated with improvements both in
technology and in human capital.

e In 2003, the total investments in nominal terms were 23.75% more than in 2002,
mounting to 22.3% of GDP, as compared to 20.4%, which goes with the year 2002.
Meanwhile, the private investments increased by 39.96%, reaching to 18.21% of GDP, as
compared to 14.73% in the year 2001. As to the public investments in 2003, they
decreased in nominal terms, as compared to the year 2002, going down to 17%. As a
result, their weight in GDP lost from 5.6% in 2002 to 4.2% in 2003.

e The year 2003 marked an increase in labor productivity, measured as the ratio of GDP to
overall employments. Labor productivity continues to show an obvious trend of going up
throughout the period of transition (except for the turning point in 1997).

The development of private sector remained a priority of the government policies so that the
economic growth and reduction of poverty would be supported. The maintenance of
macroeconomic stability and the decrease in budget deficit led to the availability of free financial
sources that were used as credit in the private sector of economy and helped to consolidate
private enterprise. The new credit in 2003 was 48% larger than the previous one in 2002. On the
other hand, the removal of administrative barriers to private business was a priority in the
government measures and in agreement with the suggestions and recommendations made by
the survey of Foreign Investments Advisory Service (FIAS).

The foreign trade made good progress during the year 2003, and it was associated by a
substantial increase in the volume of stock exchange either in imports or in exports. Compared to
the year 2002, there was a higher growth, 37% in exports as against 25% in imports. As a result,
the opening of economy is advancing and it is gradually becoming a motive force for the
economic growth. The imports structure shows a large amount of imported technologies, which
correlate to high levels of investments. While the opening is still at a low level as compared to
other countries in the region, the trade liberalization in the context of Free Trade Agreement
signed with countries in the region is expected to produce results. Services exchange is
becoming very important; according to an estimate, by the end of the year 2003 it get a hold of
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nearly 68% in the volume of stock exchange. As the tourism industry offers a great advantage,
the encouragement of private sector here remains a high priority in the country’s policies.

LSMS 2002 survey enabled a more precise and detailed estimate of poverty dimensions and
spread. According to the absolute line of povertyl, one fourth of Albanian population lives in
poverty. Extreme poverty - as defined by the food line of poverty ?_is ata low level, less than 5%

of the population. LSMS has enabled estimation according to other definitions of poverty3.
Inequality, as estimated by the level of consumption, is not significant; it is almost the same as in
every country in the region, as measured by Gini coefficient of 0.28. The non-monetary
dimensions of poverty are significant. In mountainous areas, access to infrastructure and services
is very low; the poor quality of services considerably reduces it even in urban areas. Rural areas
have a higher level of poverty with 66% poor people more than Tirana and 50% more than other
urban zones. Poverty has an obvious geographic and regional character; the northeastern part of
the country is extremely poor. The incidence of poverty is more significant among young families.
It obviously correlates to unemployment and underemployment. Meanwhile, the labor market
clearly shows the gender difference penalizing women. Another key factor that stimulates the
state of being poor is the low level of education. Thematic and partial studies were made during
the year 2003 so that the information on poverty and other social problems, whose data are to be
processed, would be supplemented.

The aim of strategy continues to be the distributional effects of growth for undeveloped regions
and social groups. The appropriate combination of economic growth and the fight against social
inequality would help to reduce poverty.

e In 2003, there is no evidence of obvious trends to extend the economic growth to the
poorest and undeveloped areas of the country. The period, however, was marked by
certain elements of rise and advance in private initiative, supported by the extension and
intensification of micro credit scheme, the renewal of traditional activities as farming,
stock farming and agro processing, or the higher access of these areas to the market.
The rate of active enterprises all over the poorest areas of the country by the end of 2003
has increased by 25%-60% as compared to the same period in the year 2000. In 2003,
the raise of employment level in some of the poorest regions of the country exceeded the
national average. Meanwhile, the registered figure of unemployment by the end of the
year 2003 was 12.4% as against 13% in 2002.

e Social services and policies have tried to improve their own effectiveness by becoming
more active and remedial. Programs for encouraging employment and the professional
trainings have intended to involve the poor, the unemployed and all the social categories
at risk in the labor market. Social services are going through a reforming process. They
are diversifying and extending their assistance over a larger territory improving the
chances and promoting the integration of the socially marginal categories and those at
risk.

¢ Assuming an average annual growth of 6%, the goal of reducing the level of poverty by
50% is forecasted to be reached for a period of 4.3 - 8.9 years, depending on the
assumed levels of elasticity, which fluctuate between -2.5 and -1.07.

The development of human resources is one of the major objectives of NSSDE, which considers
it at the same time as a determining factor in the progress and modernization of the country. The
government policies have been mostly concentrated on the fields of education and health care.

1

Absolute line of poverty refers to a consumption level below the minimum and in so far as to obtain calorie and some other non-food goods
requirements. It is the equivalent of a monthly consumption level of per capita 4891 leké. According to this definition, 24.5% of the population lives in
absolute poverty.

Food line of poverty (or extreme poverty) refers to a food consumption level below the minimum and in so far as to obtain calorie vital requirements
(2288 calories). It is the equivalent of a monthly consumption level of per capita 3047 leké. According to this definition, only 4.7% of the population
lives in extreme poverty.

Along with above definitions, LSMS has estimated the poverty level in terms of other indicators. For the data, refer to Chapter (...),

Poverty and Social Exclusion, Table 2.2.
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e A number of results were scored in the field of education during the year 2003.

Compulsory basic education recorded an increased level of enrolment. The school
attendance during the academic year 2002-2003 reached the rate of 98%, while the school
dropout went down to 2% (as compared to the academic years 1996-97, 1999-2000 and
2000-2001, respectively 3.2%, 2.8% and 2.4%);

Seventy-one per cent of the children who completed the basic education were absorbed
into secondary (general and vocational) schools, compared to 66% in the previous
academic year or 63% in the academic year 2000-2001. The overall increase is 7700
pupils, of whom 1734 attend vocational schools;

The expenditures on education have recorded a continuous rise. In 2003, they mounted
up to 2.9% of GDP; in 2004, it will add up to 3.14% of GDP as forecasted. In spite of
this, they remain at a low level as compared to 4.8% of GDP in the countries with the
same economic development;

In 2003, the pupils attending the compulsory basic education all over the country were
given for the first time an advantage of using the necessary textbooks free of charge.
Schools were provided with 170 contemporary laboratories for natural sciences. New
classes of twenty specialties were added to the vocational schools in 19 districts of the
country;

In 2003, budget investments were made to complete the construction of 218 educational
facilities, of which 42 were newly built and 176 just reconstructed. In addition, 272
educational facilities were provided with the necessary school equipment. In the context
of foreign projects for the year 2003, 63 schools were rehabilitated, of which seven newly
built and scattered in 28 different districts of the country.

In order to improve the working conditions and to increase incentives to work, a
Resolution of the Council of Ministers took effect at the beginning of the new academic
year to raise by 8% the salaries of the budgetary employees in the educational system.

There have been positive changes in health care sector, too, but problems here are still acute.

The continuous improvement in child health, which helps to reduce the infant diseases
and the mortality rate, has been one of the priorities in the sector of health care. The
infant mortality rate in Albania has shown a downward trend, from 41.5 deaths per 1000
live births in 1990 to 16.8 per 1000 in 2003 as against 17.4 per 1000 in 2002.

The maternal mortality trend, which measures the related obstetric risk for each
pregnancy, has been significantly reduced, yet the rate of 21.3 deaths per 100000 live
births in 2003 (Source: Ministry of Health) is still high as compared to the average of
European countries.

Public expenditures on health care sector remain at the rate of 1.7% of GDP or 6.6% of budget
expenditures. In 2003, this amount enabled 190 health centers and dispensaries to be built or
rehabilitated, plus investments in hospital centers to be made. Several sections of health care
service have been reformed and improved, including the promotion of their preventive character.
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CHAPTER 1 ASSESSING ECONOMIC
GROWTH

FURTHERING MACROECONOMIC STABILIZATION

NSSED defines economic growth as the main mechanism to reduce poverty and
macroeconomic stabilization as the way to create a suitable environment for sustainable
growth. Apart from factors such as the past rates of growth, the real rate of interest and
the level of credit to the private sector, the lack of macroeconomic stability affects
negatively the level of private domestic and foreign investment. Macroeconomic
instability also places a heavy burden on the poor. Inflation strikes more heavily the
deprived groups of society. Hence, the government has given special care to the
macroeconomic stabilization in 2003.

There was further improvement in the major macroeconomic balances in 2003. This was
reflected in relatively high rates of growth and low rates of inflation, the fall in current
account and budget deficits, and the increase in foreign currency reserves.

The growth rate of the gross domestic product (GDP) accelerated to 6% in real terms
(compared to 4.7% in 2002) and to 9.9% in nominal terms. Real GDP in 2003 was
121.4% of its 1989 level.

Per capita GDP grew by 25.2% in 2003, reaching $1950. The fact that per capita GDP
(in dollars) has fluctuated more and has grown at a higher rate the overall GDP, as
shown in Graph 1.1, is the result of trends in population, the exchange rate and inflation.
Total population has fallen. The substantial overvaluation of the lek against the dollar
was the main reason that per capita GDP grew at such a rate in 2003. However, despite
its recent growth, per capita income in Albania is still very low level compared to other
countries in the region.
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Graph 1.1: Growth rates of per capita GDP and real GDP
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The average annual inflation rate, as measured by the consumer price index (CPI), dropped to
2.4% in 2003 as against 5.3% in the previous year (Graph 1.2). At the end of 2003, the inflation
rate was 3.3%, i.e. still within the 2%-4% limit set by the Bank of Albania. The inflation pattern
was characterized by periodic fluctuations throughout the year, but these were more moderate
compared to previous years. Movements in food and alcoholic beverages prices mainly drove
observed fluctuations. The GDP deflator for 2003 was 3.8%.

Inflationary pressures were the result of exogenous shocks, such as the increase in oil prices
following the war in Iraq during the first half of the year. Unfavorable weather conditions, such as
low temperatures in April and a prolonged dry weather in the summer, reduced the supply of
certain agricultural products. At the same time the increase in tourism flows during the summer
period spurted demand growth. Coupled with an increase in the export of agricultural food
products in January and February, there were inflationary pressures that cancelled the fall in
prices that is usually observed in the summer months. Finally, another factor that affected
inflation in 2003 was “imported inflation” from the main trade partners of Albania, Italy and
Greece, where inflation rates stood at 2.8% and 3.5%, respectively.

23



Graph 1.2: Average Annual Inflation Rate, 1990-2003
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Maintaining low rates of inflation was the result of a series of factors on the fiscal front, such as:
e under-spending on forecast budget expenditure;
e more balanced allocation of budget expenditure compared to the previous year;
e limiting budget deficit at low levels;

e adherence to the planned schedule of domestic financing of the budget deficit and a
balanced dispersion of domestic borrowing prevented the intervention of the Bank of
Albania to finance budget expenditure.

The Bank of Albania has chosen a moderate monetary policy aiming to reduce the cost of
investment. However, it has proceeded with great caution to lower inflationary pressures,
especially during the first half of the year. The gap in interest rates between foreign currencies
and the local currency has raised the demand for financial assets in lek, thus contributing to its
appreciation. By leading to a fall in the price of imports, which make up a substantial share in the
consumer basket, the appreciation of the lek reduced the effect of “imported inflation”. The
smooth operation of the monetary policy was also reflected in money supply growth within the
forecasted limits, thus stabilizing the liquidity situation.

The campaign to prevent speculative rise in prices probably also played a role in moderating
some of the inflationary pressures during the end-of-year period. Experience suggests though
that these campaigns merely reveal the need to take additional and more effective measures to
increase the supply for essential goods.

Another indicator of macroeconomic stability is the reduction of the budget deficit from 5.6% of
GDP in 2002 to 4.6% of GDP in 2003 (including grants) against a forecast of 5.8%. 70.5% of the
deficit was financed from domestic sources (or 3.2% of GDP) and the remaining 29.5% (or 1.3%
of GDP) from foreign sources against forecasts of 49% and 51%, respectively. Positive steps
towards budget planning and execution should be credited at least in part for the low deficit.
Actual expenditure was 92% of the budgeted level, whereas realized revenues were 92.7% of the
forecast. Public revenues increased by 8.2% in nominal terms. This was equivalent to 22.4% of
GDP, much below the forecast (24.2%) and also below the 2002 level (22.8%). Public
expenditure increased by 4.5% in nominal terms. This was equivalent to 27% of GDP, much
below the forecast (30%) and also below the 2002 level (28.4%).

With respect to restoring property to previous owners and compensating the politically
persecuted, the Government of Albania will show the necessary attention towards fulfilling all
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obligations that result from approved legislation. The Government of Albania will respect the
allocation shares between priority sectors stated in the NSSED.

The current account balance was also improved in 2003. The current account deficit was $406.7
million in 2003 (6.7% of GDP) as against $420 million (9% of GDP) the year before, excluding
official transfers. There was an overall balance of payments surplus of $99.6 million. Foreign
reserves increased by $186.6 million or nearly 22% compared to 2002 and reached $1.025 billion
by the end of 2003 or nearly 4.7 months of imports.

Budget and current account balances are now on a sustainable path and contribute to
macroeconomic stability. In 2003, domestic debt was 38% of GDP in real terms. The external
debt has also been falling and had reached 23.3% of GDP in 2003 (Graph 1.3).

Graph 1.3: Internal Debt; External Debt

Graph 1.3: Domestic and Foreign Debt
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The trade deficits in goods and goods and services have increased® by 15.7% and 22.3%
respectively in 2003. The reduction of the current account deficit is largely due to a substantial
increase in transfers by 37% (i.e. from $613 million in 2002 to $842 million in 2003°). Remittances
are 93% of these transfers and have continued to play a key role in macroeconomic stabilization
and development financing in 2003. Net capital inflows in the form of foreign direct investment,
long-term loans at low interest rate and grants have also financed current account deficit.

While an increasingly significant part of transactions between residents and non-residents is made in euros, the balance of payments

continues to be reported in dollars. The substantial depreciation of the dollar against the euro during 2003 is reflected in these
indicators. Therefore, while the trade deficit has increased since 2000 by 15.7% when expressed in dollars, it has actually fallen by
3.4% when expressed in euros.

One must again allow for the effect of change in euro-dollar exchange rates.
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FISCAL POLICY

During 2003 there have been further steps to fiscal consolidation. Following European Union
recommendations and with assistance from the IMF, a tax package to help finance the
construction of the “Durres-Kukes-Morine” highway was scrapped. In the framework of free trade
agreements with neighboring countries, custom tariffs were re-negotiated, a process that was
completed in a transparent and participatory way through many meetings and discussions with
trade unions and business associations.

The Law “On games, casinos and racing” has been revised and will be submitted for approval
during 2004. The law has been commended as tackling an area that is very difficult to supervise
and where fiscal evasion is rife. It should be emphasized that, unlike in other countries, the
licensing for these activities in Albania is very open, transparent and unconstrained.

In the framework of improving business climate and eliminating administrative barriers, a matrix
monitoring the action plan has been created under the coordination of the Ministry of Economy, in
particular the tax and customs administrations. Also, the Ministry of Finance has revised
legislation regarding the functioning of the Tax Appeal Commission after continuous requests
made by business associations and trade unions.

Good fiscal administration continues to be one of the focus issues at the Ministry of Finance. It is
important to emphasize that despite the fact that the average tax and tariff rates have not been
increasing (in fact, tariffs have been falling), fiscal revenues have continued to rise at a faster rate
than the growth rate of the nominal GDP. This implies progress towards reducing the size of the
informal economy. 4000 new entities that started their activities in 2003 fulfilled their tax
obligations compared to 2002 (or 9% more). The objectives of tax administration in this field
remain ambitious for 2004, when it is expected that there will be 57,000 tax-paying entities in total
up from 49,000 at the end of 2003.

In spite of improvements made in the budget and current account balances, a more careful look
at persistent factors affecting deficit sustainability would reveal that the situation is still fragile.
With respect to the budget deficit, the following two factors should be taken into account. First,
the cost of domestic borrowing is high, not only in terms of the growing share of interest
payments in the budget expenditure but also, and more notably, in terms of its effect on crowding
out private investment. Second, the cost of foreign borrowing will increase in the context of
marketization of loans and credits allowed by international financial institutions. With respect to
the current account deficit, three issues are of concern. First, there level of the trade deficit in
goods is high and growing. Second, remittances, which play a key role in financing imports, are
expected to follow a downward trend the in medium- and long-term. Third, foreign direct
investment remains at relatively low levels. To address issues on the major macroeconomic
figures, radical improvements are underway in a number of directions. One may mention the
reform of fiscal institutions, the enhancement of budgetary programming, monitoring and
implementing capacities, the improvement of the climate for private foreign and domestic
investment, the promotion of market institutionalization and other structural reforms.
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SOURCES OF ECONOMIC GROWTH

The growth of real GDP by 6% in 2003, even though below the average of 6.9% for the period
1993-2003, is considered high relatively to other countries in the region. The Albanian experience
of transition, as in other countries, shows that there is a positive relationship between
macroeconomic stabilization and economic growth. Macroeconomic stability is one of the factors
that have created favorable conditions for economic growth. It has helped among other things to
create a suitable environment for carrying out economic reforms. Such an environment is closely
linked with the liberalization of prices and trade, with privatization and other structural and
institutional reforms that affect the institutionalization of the market, the role of state in the
economy etc. It is also linked with boosting the confidence of private investors, improving the use
of factors of production and raising their productivity, efficiently reallocating resources, and further
technological improvements. In addition, it is linked with an increase of emigrants’ remittances,
especially with their repatriation to invest not only their savings but also their professional and
managerial qualifications, with established business relations etc. The Albanian experience
shows that structural reforms play a decisive role in activating growth.
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MOBILIZING FACTORS AND RAISING PRODUCTIVITY

Employment rose slightly from 921,000 at the end of 2002 to 927,000 a year later. Public sector
employment declined from 187,000 to 182,000, while private sector employment grew from
734,000 to 745,000. The growth rate was approximately equal in the private agricultural (from
526,000 to 534,000) and non-agricultural sectors (from 208,000 to 211,000)°. Meanwhile, the
number of the unemployed dropped from 173,000 to 164,000 resulting in a decrease in the
unemployment rate from 15.8% to 15%.

Investment grew by 24% in 2003 and was equivalent to 22.3% of GDP relative to 20.4% in 2002.
Private investment increased by 40% and was equivalent to 18.2% of GDP relative to 14.7% in
2002. Public investment declined by 17% in nominal terms in 2003. As a result, its share in GDP
went down from 5.6% in 2002 to 4.1% in 2003. The main reason was that only 47% of the public
investment expected to be financed by foreign sources was actually realized, whereas the level of
public investment realized by domestic sources was 86% of the forecast. The reasons for are
related to problems with planning and implementation of the program of public investment on the
part of line ministries (despite positive steps taken the year before). The level of foreign
investment, estimated at $178 million, increased by nearly 32% relative to the year before.

Table 1.1: Nominal investment (in million lek), 2000-2003

2000 2001 2002 2003
Growth Growth Growth Growth
Amount 00/00 Amount 01/00 Amount 02/01 Amount 03/02
Non-public Investments 65244 0.00% 75241 15.32% 96949| 28.85% 135686] 39.96%
Percent of GDP 12.10% 12.75% 14.73% 18.21%
Public Investments 35049 0.00% 43397] 23.82% 37296( -14.06% 30443 -18.37%
Percent of GDP 6.5% 7.4% 5.7% 4.1%
Total Investments 100293 0.00% 118638 18.29% 134245 13.16% 166129 23.75%
Percent 18.60% 20.10% 20.40% 22.30%
Nominal GDP | 539210] | 590237] [ 658062 744974 ]
Source: Reports of the Bank of Albania and the Ministry of Finance for the Year 2003

Labor productivity, measured as a ratio of GDP to total employment, grew in 2003. It has
continued an upward trend throughout the period of transition (except for 1997) (Graph 1.4).
Higher efficiency in resource allocation resulted in productivity gains for all factors. Structural
changes continued in the Albanian economy’. The share of agriculture in GDP continued to
decline in 2003, while the shares of services, transport and construction grew. The GDP share of
industry also fell as seen in Graph 1.5. Improvements in resource allocation have coincided with a
series of technological improvements, brought about by foreign investment, imports of equipment,
materials and machinery, human capital investments through emigration, training and retraining
programs, and other efforts to modernize education (though faster steps are needed).

A large section of the labor market is informal, as for example in services and construction. In fact, the actual level of employment in the
non-agricultural sector is much higher.

7 . . .
It must be said though that structural changes sometimes represent low performance and other shortfalls in structural reforms rather than
a more efficient allocation of resources.
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Graph 1.4: Labor Productivity Growth, 1992-2003
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The construction sector recorded the highest real growth rate in 2003 (11.3%), followed by
transport (10.8%). The growth rate of services was slightly faster than that of GDP (6.4%), while
those of industry and agriculture were slower (at 2.7% and 3% respectively).

Agriculture is still one of the most important sectors of the economy (24.7% of GDP in 2003). It
grew by 2.8% in 2003, which is higher than the growth recorded the year before (2.3%). The main
drivers of growth were livestock and arboriculture (4.8% and 15.5% respectively). However,
farming and livestock production still depend on investment and especially on credit, both of
which would help to improve technology and raise competitiveness and product quality. A number
of institutional reforms took place in irrigation and drainage in 2003, as well as in the research
and extension services of the Regional Departments of Agriculture.

Some developments in the sector deserve special attention. For example, there was an increase
in investment, introduction of advanced technologies, and new organizational methods for such
the establishment of business associations. Supporting high growth rates in farming production
and mobilizing local resources is very important because this directly affects the efforts to reduce
poverty since the great majority of the poor is tied to rural areas and agriculture.

Services grew by 6.4% in 2003 (46.1% of GDP). Retail trade, hotels, and restaurants recorded
the fastest growth rate (11.5%). Tourism also recorded considerable growth (7.2%), although net
tourism revenue dropped even in absolute terms by $88 million (from $121 million in 2002 to $33
million in 2003), as the money spent by Albanians on tourism abroad increased. Improvements in
tourist services quality and in tourism infrastructure would both increase incomes and lower
expenditure in the sector.

Construction was the fastest growing sector in the economy in 2003 (11.3%). Its share in GDP
grew from 8.6% in 2002 to 9.1% in 2003. The retail sales index of construction sector increased
by 22%, while its cost index only increased by 2.7% according to INSTAT. The institutional steps
taken in 2003 and at the beginning of 2004 are expected to integrate parts of the informal sector.

Industry recorded the lowest growth rate in 2003 compared to other sectors of economy (10.2%
of GDP) continuing its decline. The hydrocarbon and electrical power industries enjoyed the
highest growth rates in the sector. Owing to administrative changes and especially to weather
conditions, the domestic production of electrical power grew significantly in 2003 (54.2%), thus
contributing to lower energy imports. Power supply, though, has remained problematic for both
consumers and business. Promising steps have been taken to support the agro-processing and
fishing industries, which grew by 11.2% and 8.5% respectively in 2003. Agro-industrial product
exports recorded a significant growth (65%).

Transport grew by 10.8% and raised its contribution to GDP from 9.6% in 2002 to 10% in 2003.
Maritime and air transport grew fastest by 14.8% and 13.4% respectively. Rail transport declined,
as a result of backward infrastructure and outdated stock, which make the service uncompetitive.

Despite satisfactory growth in 2003, many aspects suggest the need for radical changes in terms
of unutilized resources and the business climate. High unemployment, failed public investments,
limited foreign investment, low levels of credit as against both available resources in the banking
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system and the GDP, low productivity in many sectors, large areas of unfarmed land, unused
natural resources are some examples.
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DEVELOPING PRIVATE SECTOR AND IMPROVING BUSINESS CLIMATE

The deepening of reforms in line with the government action plan has produced a more
encouraging environment to develop private enterprise. Improvements in the investment climate
have benefited the private sector. Administrative barriers were lowered, communication between
the private and the public sector has improved, governance has been strengthened and market
opportunities were broadened. The market was further liberalized after the completion of a series
of free trade agreements in the region. A FIAS survey (March 2003) played a special role in
improving the climate. The respective government authorities but also the business community,
the civil society and other interest groups were broadly involved in the process.

The main directions of reform consisted of:
¢ abolishing the license condition in the non-food sector (as suggested by the survey);

e establishing a publication center for laws and regulations to offer businesses access to
detailed information;

o steps taken by the tax and custom administrations to publicize orders and instructions,
especially those on the customs code and tax procedures, including an extensive use of
the Internet as an information channel,

¢ introducing phone lines to report complaints in public institutions;

e implementing a $11.2 million World Bank project to facilitate trade and transport. In
addition to improving custom infrastructure and standardizing custom documentation, this
project contains an important element for trade facilitation. It includes setting up a
regional network for regulations needed at border crossing points, training businesses in
international trade and transport regulations and procedures and creating a new structure
(ALBAPRO) run by the National Union of Commerce and Industry Chambers.

The adoption of the European Chart of SMEs was another important development in 2003.
Overall sector competitiveness would increase if the Albanian authorities were to meet their
obligations. The process will be monitored in close collaboration with the European Commission.
The establishment of the SME Agency has promoted SMEs. One should also mention the
ongoing programs for business training carried out by the European Fund for Training, and
supportive programs for this sector designed by donors (like the Italian Government, USAID etc).

These improvements have contributed to rising business performance. The growth in the number
of enterprises established in 2003 by 45% is an important indicator along with the significant
growth in private sector investment. The trade and service sectors, as indicated by Graph 1.6,
have the highest number of active companies.

32



Graph 1.6: Sectoral Spread of Enterprises (established over years)
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The dynamism of the private sector is also reflected in the volume of bank credit. The outstanding
credit increased by Lek 11.9 billion in 2003. New credit was Lek 92.6 billion in 2003 (48% higher
than in 2002). Graph 1.7 and Table 1.2 show the performance of private sector credit indicators in
recent years.

Graph 1.7: Annual Growth of Outstanding Credit Off (in billion lek¢)
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Table 1.2: Key Indicators Performance of Credit to Economy

2001 2002 Q12003 Q22003 Q32003 Q42003

Credit to economy (as a percentage of GDP) 4.7 5.9 5.6 6.0 6.4 6.8
Credit to economy (as a percentage of assets) 8.9 11.5 11.6 12.5 12.9 13.7
Ratio credit/deposits (as a percentage) 10.2 13.5 13.5 14.5 14.9 15.6

Source: Bank of Albania, March 2004

There was a shift in the direction of medium-term and long-term credit, reflecting a trend in the
banking system towards financing investment projects in the private sector. By the end of 2003,
the outstanding credit recorded a rate of 54% of the overall credit as regards mid-term and long-
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term credits, which was higher by 8.5 percentage points compared to the previous year. Table
1.3A presents figures on the distribution of credit by maturity over the period 2001-2003.

Table 1.3A: Outstanding Credit Indicators Performance (as a percentage)

2001 2002 Q12003 Q22003 Q32003 Q42003
Short-term credit 61.3 53.8 532 53.4 514 45.5
Mid-term credit 26.5 30.1 304 30.7 30.5 37.0
Long-term credit 12.2 16.1 16.4 15.9 18.1 17.5
Private sector 98.0 99.8 99.8 100.0 100.0 100.0
Public sector 2.0 0.2 0.2 0.0 0.00 0.0
Outstanding credit (in billion lek) 279 38.7 40.4 44.5 48.0 50.6

Source: Bank of Albania, March 2004

The commercial sector continues to be the preferred sector for loans by banks. At the end of
2003, this sector accounted for the largest share of the credit portfolio in the banking system.
Crediting to manufacturing industry and agriculture also increased moderately, as did credit to

individuals for buying real estate.

Table 1.3B: Outstanding Credit by sector (as percentage)

Economic sectors 2001 2002 2003

v 1wiv 1uiv 1viav
Agriculture 1.0 0.8 1.1 1.2 1.3 1
Fishing 0.1 0.2 0.2 0.2 0.2 0
Extractive Industry 1.6 0.2 0.2 0.2 0.2 1
Manufacturing Industry 19.5 17.0 14.9 16.0 17.1 17
Gas, Water and Electricity Production and Distribution 3.0 33 3.1 2.8 3.1 3
Construction 12.5 8.6 8.1 8.4 9.1 10
Trade, Car and Household Appliances Repair 41.3 40.4 40.5 38.4 359 34
Hotels and Restaurants 43 6.0 6.3 6.2 6.2 6
Transport and Telecommunication 4.6 24 2.1 1.8 1.8 1
Financial Activities 0.1 - 0.0 0.0 0.0 0
Real Estate 6.3 9.1 5.6 10.2 12.5 13
Health and Social Activities 1.2 0.5 0.5 0.5 0.5 0
Collective, Social and Personal Services 33 4.2 7.8 7.0 8.1 8
Others 1.2 7.3 9.5 7.1 6.1 4
Overall 100 100 100 100 100 100

Source: Bank of Albania, March 2004

The banking system’s support of the private sector is strongly encouraged by the development of
the financial system during the year 2003. The following is a based on a fact review of the main

features outlined in 2003.

e The overall level of deposits increased by Lek 14.5 billion in the third quarter reaching
Lek 322.4 billion at the end of September. Expressed as a percentage, this is a growth of

13% in 2003.
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e Overall annual growth of deposits (September 2002 — September 2003) is 45 Lek 7
billion (16.5%). Fixed deposits growth contributed to overall growth by 97%.

e The number of banks involved in credit activity in lek increased to ten against six at the
beginning of 2003.

e Interest rates of credit in lek and euros dropped by 4.4 and 0.6 percentage points,
respectively, while interest rates of credit in dollars have risen by 1 percentage point.

The inter-bank payment system, completed in early 2004, was among the major initiatives taken
by the Bank of Albania to reform the internal payments system. The implementation of this project
will help to expand and strengthen the financial market of the country and will help to move the
Albanian banking system towards the regulations and standards of the European Union.

The Supervisory Board approved the internal regulations for running the Albanian Inter-bank
Payment System (AIPS). Their approval was in the context of fully implementing the AIPS project
in the banking system and specifying the tasks for various organizational units of the bank in
support of operation, administration and control.

The system is in its closing stages of implementation and the approved document constitutes a
regulatory support of its function, in particular provides the basis for establishing and regulating a
relationship between the Bank of Albania and other banks participating in the system. The
regulations and the procedures are based on the latest international standards in the field of
payment system and on the principles of the Bank for International Settlement (BIS) for large-
value payment systems. The Albanian banking system was thoroughly involved in the process.

The biggest event for the Albanian banking system was the completion of procedures in
December for the privatization of Savings Bank. The process, which decided in favour of the
Austrian Raiffeisen Zentralbank (RZB) is expected to bring about a number of changes in the
financial system of Albania both directly on the Savings Bank itself but also through spillover
effects to the rest of the banking and the financial system. It is also expected to affect in some
ways decisions on monetary policy and bank supervision adopted by the Bank of Albania.

The improvement in investment climate has contributed to an increase of foreign direct
investment (FDI). By the end of 2003, FDI reached $178 million, which was a 32% increase.

Graph 1.8: Foreign Direct Investments Performance (in US million dollars)
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Source: Bank of Albania, Statistical Report, March 2004

As of 2000, FDI have really benefited from the leading programs for privatization in the strategic
sectors of economy, such as the banking system, telecommunications, mining etc.

In spite of the results achieved, the development of private enterprise requires the deepening of
structural reforms and improvements in governance. The big size of the informal economy, the
poor observance of legislation, the backwardness of physical and institutional infrastructure, and
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corruption pose serious barriers to private sector competitiveness. Convinced that the elimination
of barriers to private sector will be the main source of economic growth and poverty reduction, the
Government of Albania is committed to deepening the far-reaching reforms that aim at
addressing the abovementioned problems and take priority in this strategic document.
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TRADE AND ECONOMIC GROWTH

Further economic opening through the reduction of trade barriers is one of the main sources of
growth. An open trade regime is the only option for a small economy as Albania to climb over the
obstacles created by the small dimensions of the domestic market. On the other hand, just
reducing the trade barriers and liberalizing trade is not sufficient to promote economic
development. Trade and trade policies ought to be seen as part of a wider development strategy,
which includes macroeconomic policy, infrastructure development, investment in human
resources by promoting education and health system, and the improvement of governance.
These elements of investment climate are essential for ensuring sustainable growth and for
enabling trade strategies to generate future benefits and be themselves a source of growth.

Albanian trade policies intend to transform foreign trade into a development factor by deepening
the liberalization of the trade regime either in the context of transition reforms or in the context of
integration into the world trade system. Albania was accepted as a member of the WTO in
September 2000. As a result, national trade policies are now anchored to the regulatory system
of global trade, which gives them more transparency and credibility. In the context of WTO
membership, Albania has committed itself to a maximum tariff of 20%, while in the context of
regional initiatives it has undertaken to achieve gradual trade liberalization. As of 2000, these
initial engagements aim at zero tariffs on a group of products.

Reducing tariffs has been a policy throughout the 1990s, but the pace of liberalization speeded
up only after 2000. The share of products with zero tariffs increased from 17.2% to 25.5%, while
the share of products on which the maximum customs tariff of 15 % is applied decreased from
27.5% to 23.2%. While the average level of tariffs (6.75%) remained constant, the trade-weighted
tariffs level is expected to fall from 4.36% in 2003 to 4.1% in 2004.

Table 1.4: Percentage of Tariff-Line Levels (according to Harmonized System classification)

Tariff-line percentage for the years

Tariff level 2003 2004
0% 17.2 25.5
2% 303 28.0
10% 25.1 233
15% 27.5 232

Source: Albanian Center for International Trade, Annual Report of Foreign Trade, 2003.

In the context of EU Association, regional integration has been an important aspect of the trade
policy reforms. With respect to the implementation of the Memorandum of Understanding signed
by trade ministers in Brussels in 2000, Albania has already concluded the bilateral trade
agreements with countries involved in this initiative. It is expected that the trade of industrial
goods and several farming products groups will be fully liberalized. The bilateral agreement
network will create a free trade area across the region due to start in 2008. Similarly, by
negotiating with European Union in the context of Stabilization and Association Agreement, a free
trade zone with EU is expected to start on January 1, 2009. Practically, almost 90% of trade
volume in the country will by that time not be subject to any tariff because of the expansion of
trade activities and the extent of liberalization.

After more than a decade of trade reform, Albania suffers from a large trade deficit in spite of
increases in export volumes. Moreover, the indicator of economic opening, measured by the
volume of merchandise trade, has not made good progress fluctuating around 40% of GDP.
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Table 1.5: Foreign Trade Indicators (in million US dollars)

1999 2000 2001 2002 2003
Exports 275.1 255.4 304.6 330.2 447.1
Imports 937.9 1076.4 1331.6 1485.4 1783.4
Trade Balance (662.8)  (821) (1027) (1155.1) (1336.3)
Trade Volume 1213 1331.8 1636.2 1815.6 2230.5
Gross Domestic Product* 3444.6 3694.3 42544 4,8354 6,065.7
Indexes
Economic Opening Index 35.2% 36.1% 38.5% 37.5% 36.8%
Trade Deficit (as a percentage of GDP) 19.2% 22.2% 24.1% 23.9% 22%
Export/Import Ratio 29.3% 23.74% 22.9% 22.2% 25.14%

Source: Albanian Center for International Trade, Annual Report of Foreign Trade, 2003.

The level of economic opening is among the lowest in the region shows the need for transforming
trade into a vital source of economic growth of the country. Graph 1.9 brings out vividly the
important relationship between economic opening and economic growth.

Graph 1.9: Domestic Product and Foreign Trade Volumes Growth Rates (as a percentage)
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Source: Albanian Center for International Trade, Annual Report of Foreign Trade, 2003.

Exports and imports have a positive effect on economic growth. The trade liberalization policies
help to raise the competitiveness of domestic products in both the local and foreign market. This
is especially true of the Albanian economy where a considerable part of its domestic production
depends on imports. Liberalization has had an important impact on the foreign trade dynamic.

Exports have increased at an average rate of 17.5% per year in the period from 1993 to 2003.
Starting from $111 million in 1993, they reached $447.1 million in 2003, i.e. they quadrupled in a
decade. Re-exports contribute 70% of overall exports and have been the main source of export
growth. There has been high concentration of export activity in a limited number of products since
the early 1990s. Exports have grown relative to domestic production, especially in recent years
and in sectors such as mining and metallurgy that operate by concession and are run by foreign
investors. Similarly, investments in agriculture and agro-business have begun to show results in
the exports sector, even though at a modest level. Agricultural exports have moved into new
products such as vegetables (e.g. tomatoes) and foodstuffs (e.g. eggs, fizzy drinks, juices,
mineral water, beer) and complement traditional exports like medicinal herbs and fish.

Along with the concentration in a limited number of products, exports have low value added.
Processing remains limited. As a result, the value added comprises for the most part manual
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labor and local services. Therefore, one of the ways to increase exports lies in increasing both the
extent of product processing at home and the number of processing operations. This would
produce higher value for the existing exports and would lead to growth in export volume.

Imports have grown at an average annual rate of 13.2% for the period 1993-2003 (4.3
percentage points less than exports). As for their volume, they have increased from $490 million
in 1993 to $1783 million in 2003 or by nearly 3.6 times. Imports are affected by changes in
domestic demand and supply and in demand of the export sector. Various studies have
emphasized the high interdependence of imports and exports (as shown in Graph 1.10) calling
attention to the importance of tariffs to export competitiveness.

Graph 1.10: Growth Rates of Imports and Exports (as a percentage)
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Source: Albanian Center for International Trade, Annual Report of Foreign Trade, 2003.

Imports have played a big role in improving technology and raising industrial competitiveness.
While there is no survey of the technologies applied in specific sectors, statistics on import
structure suggest significant technological upgrading, as the weight of machinery and equipment
has been constantly around 20-22% of total imports. According to studies of the distribution of
imported machinery and equipment across sectors, the sectors with the largest investments are
communication, information technology, construction and textiles. Investment in agriculture is low
(see Table 1.6).

Table 1.6: Imports in Machinery and Equipment (as a percentage)

1995-2001

Agricultural Machinery and Equipment 2.5
Agro industry 5.9
Construction Machinery and Equipment 334
Mechanical Industry 53
Furniture & Accessories 2.7
Paper and Typing Industries 2.6
Textile Industry 9.7
Leather & Shoes 3.1
ICT 34.8
Overall 100.0

Source: Mangellari, Xhepa, Trade and Economic Development, Albanian Center for International Trade, 2002
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An important relationship is observed even between the performance of restructuring sectors and
the performance of imports. As the Albanian industry consolidates itself and meets domestic
demand for various products or manufactures, imports of these products decline. This is reflected
for instance in the weight of imports in agro-food products that fell from 35% of total imports in
1996 to 20% in 2003.

On the other hand, the liberalization process has exposed some problems facing the country:

e In the course of implementing and meeting the abovementioned engagements, some of
the sectoral liberalization reforms are observed to be incompatible with the very process
of restructuring. Therefore, due to high competitive pressures on these sectors and under
the pressure of the business community, the authorities intend to enter a process of
renegotiation with the WTO to adjust the liberalization terms.

o The implementation of free trade agreements with neighboring countries has revealed
problems related to the administration of quotas (in terms of concessions exchanged
between countries) and with the observance of regulations for the origin of goods. These
problems require close cooperation between customs authorities, the main institutions
assigned to implement the policies. The development of a network of institutions
supervising the market and the supportive infrastructures on aspects of non-tariff trade
barriers comes out as an important priority in raising the efficiency of trade policies.

Taking into account the fact that tariff revenues are an important source of budget income, there
is an increasingly intense search for alternative income sources. In this context, fiscal reform
assumes even greater importance. While the reforms launched through the 1990s have helped to
cope with unemployment and stressed the need of labor market reforms, the integration process
will continue to cause problems in this respect. Hence, it is necessary to introduce reforms that
will reallocate the work force of the sectors that are threatened by the possibility of bankruptcy
due to foreign competitiveness.
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HOW COMPREHENSIVE IS ECONOMIC GROWTH?

Economic growth has an impact on poverty reduction not only through its rate but also through its
distribution and its relationship with inequality. Modern economics suggests that growth has a
limited impact on inequality and that few changes take place in income distribution over time. The
economies in transition, however, had a different experience from both the developed and even
the developing countries as regards this relationship. Given that the initial stage of transition is
characterized by “equality on a poverty basis”, it is only natural that economic growth would be
associated with rising inequality. Inequality indicators in transition economies however are still
much lower to those in developed or developing economies. Empirical studies on transition
economies report a substantially high elasticity of poverty reduction relative to growth®.

It is difficult to estimate the poverty reduction elasticity of growth in the case of Albania for lack of
necessary data’. Nevertheless, taking into account the available evidence on economic
development and the standard of living, one might conclude that the elasticity is somewhere
between -1.07 and -4. By assuming an average annual growth of 6%, the goal of halving the level
of poverty could be reached in a period ranging between 4.3 years to 8.9 years, depending on the
selected elasticity rate. The estimated period is between 5.2 and 10.6 years respectively if one
assumes an average annual growth rate of 5%.

Table 1.7: Percentage of growth and number of years required for halving the poverty rate

A 6% yearly growth rate scenario A 5% yearly growth rate scenario
Assumed poverty Required cumulative ~ Required number of Required cumulative Required number of
elasticity to growth growthlo years11 growth years
-2.5 29% 43 29% 52
-2 35% 52 35% 6.2
-1.5 47% 6.6 47% 7.8
-1.07 68% 8.9 68% 10.6

Source: Institute for Contemporary Studies- Macroeconomic Policy Choices for Growth and Poverty Reduction, the Case of Albania, based on 2002
LSMS data; Mancellari, Hida.

The poverty indicators reveal high levels of inequality across various social strata and geographic
areas. According to the 2002 LSMS, the poverty level in rural zones is 66% higher than in Tirana
and 50% higher than in other urban areas. From the geographic point of view, the remote areas
in the north and northeastern region are most affected by poverty, as 44.5% of the population is
poor and more than a fifth is considered extremely poor. Average consumption in these areas is
no more than two thirds of average consumption in Tirana and 20%-30% lower than in the rest of
the country. The NSSED lays emphasis on the need for a more comprehensive growth aiming to
mobilize productive resources even in areas with high poverty. Annual surveys on the standard of
living would enable better monitoring of the impact of growth on poverty and inequality indicators.
Otherwise, one can use indirect and rough indicators, such as the variance of employment level

8 Epaulard, A. Macroeconomic Performance and Poverty Reduction, IMF Working Paper WP/03/72, 2003. According to Epaulard, the
poverty reduction elasticity relative to economic growth in transition economies on an average is -4, while the same indicator for the
whole group of transition and developing economies included in the study is -1.07.

Figures on the standard of living from different surveys are not strictly comparable due to different methodologies. As regards the
inequality level, the Gini coefficient based on the 1998 Living Conditions Survey (LCS) was estimated at 0.48, while the estimate of Gini
coefficient according to the 2002 Living Standard Measurement Survey (LSMS) was 0.28. The difference depends among other things
on the fact the first survey was based on a comparison of incomes, while the second was based on a comparison of consumption.

10 The effect of 1% growth on poverty reduction is calculated based on the formula: poverty rate (%) - (elasticity * poverty rate index).

i Required number of years (n) is calculated based on the formula: In(required cumulative growth index) = n * In(yearly average growth
rate index).
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in different geographic areas, the number of newly established enterprises, the level of
investments and credit from banks or other credit institutions etc.

According to the 2002 LSMS, the poorest areas of Albania are Dibra, Elbasan and Kukés.
INSTAT statistics show that the level of employment in these areas increased respectively by 1%,
0.6% and -1.7% in 2003 as against the national average of 0.7%. The worst indicators are found
in Kukés, which is one of the remotest districts in the northeastern region. The other two areas
however have better indicators than the national average.

Preliminary data from INSTAT on newly established enterprises by prefecture in 2003 show that
while the total number of enterprises has increased in the long-term, the annual growth rate has
suffered fluctuations. By 2003, the total number of active enterprises at a national level had
increased by 60% compared to the stock of enterprises at the end of 2000. Meanwhile, the
increase in the number of active enterprises for the areas of Dibra, Elbasan and Kukés at the
same period was respectively 41%, 59% and 26%. Despite being below average, these figures
reveal good prospects for economic regeneration.

The expansion of activities of non-bank credit institutions has been noteworthy. These
organizations have succeeded to establish their presence in rural areas, especially in the
mountain regions. Figures in Table 1.8 highlight the increasing role of these institutions.

Table 1.8: Growth of Micro-Credit Schemes Activity

2000 2001 2002 2003 2003/2002, 2003/2000,
% %

MAFF
Credit Outstanding, $ 1.400.000 1.800.000 4.100.000 7.536.060 184% 538.29%
Average Credit 447 576 1.100 1.772 161% 396.42%
Active Clients 3200 3100 3700 4253 115% 132.91%
RFF
Credit Outstanding 2673.760 3.685.186 5.427.917 7.715.590 142% 288.57%
Average Credit 767 939 1176 1.310 111% 170.80%
Active Clients 4423 5277 6380 7.621 119% 172.30%
BF
Outstanding Credit 4.973.482 6.936.598 10.417.637 12.118.869 116% 243.67%
Average Credit 1.886 2.030 2.321 2.255 97% 119.57%
Active Clients 2637 3417 4488 5375 120% 203.83%

* MAFF: Mountain Area Financing Fund
**RFF: Rural Finance Fund

*** BF: Besa Foundation

Another positive indicator is the expansion of micro-credit activities over a larger number of areas.
Thus, the Mountain Area Financing Fund (MAFF) covered 16 districts in 2003 as against 4 in
2000. The Besa Foundation indicators increased its coverage from 4 to 16 districts, whereas the
Rural Finance Fund (RFF) covered 248 villages in 2002 relative to 157 in 2000.
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CHAPTER 2 DEMOGRAPHIC TRENDS

Albania has a young population with an average age of 29. In contrast to the 60+ population
which constitutes only 11%, the 0-19 age group represents 42% of the total population. This
youthful population is one of the factors that have contributed to the dynamic demographic
indicators evident in the transition years. Other contributing factors include town-planning
processes, migratory movements and other economic factors. Albania’s population is also
gender-balanced, with females comprising approximately 51% of the total population.

The constitution of the rural and urban populations has changed over a short period of time. The
urban population currently stands at 46% having grown from 36% in the early 1990s. This urban
population growth can be attributed to the uncontrolled movement of the rural population both
towards bigger towns and cities, and also within the same district.

Chart 2.1: Change in the Relationship between the Urban and Rural Population, in Years
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Demographic Changes and the Impact

INSTAT estimates that approximately 600,000 Albanians, or 18 % of Albania’s population, have
migrated to foreign countries. Detailed analysis of population age-group demographics indicates
that the process of transition has had, and continues to have, an impact on the Albanian
population structure. A comparison between the 15-24 age group, registered in 2001, and that
identified in the 1989 population census, leads to the conclusion that one fifth of Albania’s
population has left the country.

Changes in the Family Structure
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Transition has brought about fundamental changes in the family structure. In search of a better
standard of living the typical Albanian family has changed both its residential location and also its
lifestyle. Over the past decade, the average age at which females marry has increased from 22.6
to 24.1 years, and for males from 27.2 to 29.3 years. The number of divorces has risen from 8.7
to 9.6 per 100 marriages. The average number of families tending to branch off into two
generations (parents and children) has also changed.
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POVERTY AND SOCIAL EXCLUSION

The Living Standards Measurement Survey (LSMS 2002) conducted by INSTAT and the World
Bank has made possible an in-depth and comparable analysis of poverty in Albania. In addition to
studies and evaluations of social groups at risk, the LSMS has been developed a deep
understanding of social issues, and an awareness of the need for better social policy adjustment.
In 2003, INSTAT carried out several studies underpinning specific aspects related to social issues
and poverty, in particular. The data are not yet available. INSTAT will repeat the LSMS in 2005.
This will also allow an evaluation of the extent to which changes to poverty have occurred over
the medium term period 2002-2005.

Economic Poverty and Income Inequality

Although poverty is defined as inequality in the allocation of material goods, income inequity
remains the most important and representative indicator of inequality and poverty in Albania.
According to this indicator, the level of poverty is calculated according to an assessment of the
extent to which basic needs are met. Two poverty lines are applied for this end:

e The food poverty line (or extreme poverty or extreme poor) is related to the level of food
consumption below which the basic need for calories is met (2,288 calories, which is
equivalent to a consumption level of Lek 3,047 per capita each month). According to the
present definition, those in extreme poverty constitute 4.7% of the population.

o The full poverty line is related to a consumption level that also incorporates some other
non-food items. This is equivalent to a consumption level of Lek 4,891 per capita each
month. According to this definition, 25.4% of the population fell below the full poverty line.

Table 2.1: Poverty and Inequality in Albania

Tirana Other urban Rural Total
Poor Extreme Poor Extreme Poor Extreme Poor Extreme

poor poor poor poor
Poverty headcount 17.8 23 20.1 4.8 29.6 5.2 254 4.7
Poverty gap 3.8 0.6 4.7 0.9 6.6 0.7 5.7 0.8
Severity of poverty 1.3 0.22 1.7 0.24 2.1 0.16 1.9 0.19
Average/per capita 9,043 8,468 7,212 7,801
consumption (in leké)
Gini 0,30 0,28 0,27 0,28

Source: INSTAT- 2002 LSMS

The LSMS study also assessed poverty using other definitions, thus producing more
comprehensive estimates of poverty, and creating the possibility for comparisons with other
countries, using international standards in poverty assessment.

Table 2.2: Poverty Line on the Basis of Definition

Poverty line on the basis of: Value Level
(in leké) (%)
Food poverty line 3,047 4.7
50% median per capita consumption method 3,349 7.0
$2 PPP method 3,775 10.8
60% median per capita consumption method 4,019 13.5
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Total poverty 4,891 254
$4 PPP method 7,550 59.3
Source: INSTAT- 2002 LSMS

According to administrative data, about 130,039 households benefit from social assistance'” or
3,400 fewer than in 2002. The reduction in the number of beneficiaries is not explained by an
improvement in their living conditions, but by the reduction in cases of system abuse.

12 Ministry of Labor and Social Affairs — 2003 NSSED Progress Report
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SUBJECTIVE POVERTY

When asked to rate their own living standards, people generally perceive that their living
conditions have not changed over the last twelve months'. When asked how they perceive their
economic situation, nine out of ten household heads reply that they are not satisfied with their
current financial situation. Half of them are not at all satisfied. 20% of the respondents share the
opinion that their overall life is deteriorating. 40% claim that they are mainly concerned with their
health, and one third maintain that their financial situation has slightly improved.

Chart 2.2: Level of Satisfaction with the Current Financial Situation
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13 Results of the 2003 survey by INSTAT (LSMS)
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NON-INCOME DIMENSION OF POVERTY

An analysis of the non-income dimension of poverty shows a positive situation, whereby both the
poor and the non-poor have access to basic services and enjoy good living conditions.

An analysis of the 2003 indexes indicates that the poor have access to fewer public services:
e The poor are twice as likely to lack access to appropriate medical services;
e ltis obvious that the poor have less access to running water supply;
e The poor occupy less living space than the non-poor section of the population;

e Eight out of ten among the poor do not have a private telephone.

Table 2.2: Poverty, Living Conditions, and Availability of Basic Services (in %)

Non-poor Poor
Water
Lack of running water 30.4 43.1
Sanitation
Toilets outside the dwelling, lack of access to a piped toilet 221 45.2
Telephonic service
Lack of access to telephone service 39.7 78.6
Energy supply (number of hours/day when power is off)
More than 12 hours 125 16.1
Crowding (persons per room)
3 and more 20.3 48.6
Distance from the health centre
One or more hours 74 14.7

Source: INSTAT- 2003 LSMS

Other Dimensions of Poverty

All indices point to evidence of a regional dimension of poverty, in terms of divisions between the
urban and rural areas, the north and south and the mountainous and non-mountainous areas.

Poverty is more pronounced in the northern and northeastern parts of Albania. This is attributable
to the limited job opportunities and low incomes typical of these areas, particularly in the
agricultural sector. Data on farmland ownership indicate that about 70% of households located in
these areas possess less than 1,000 m? of land per capita. Likewise, the limited access to public
services on account of the poor infrastructure is another factor that contributes to the high level of
poverty in these areas. In the districts of Kukés and Dibra, approximately 45% of the population
falls below the official poverty line. 80% of family income in these districts is covered by social
protection schemes, economic assistance and disability payments.

48



Table 2.3: Level of Poverty by Residential Location

Mountainous
Tirana Coastal area Central area area Total

Poor Extreme Poor Extreme Poor Extreme Poor Extreme Poor Extreme
poor poor poor poor poor

Poverty 17.8 2.3 20.6 3.6 25.6 4.6 44.5 10.8 25.4 4.7
headcount

Source: INSTAT- 2003 LSMS

The LSMS reports that 18.3% of the “very poor” whose three or more basic needs are not
accommodated live in the countryside, while 3.2% dwell in town. The data on economic
assistance corroborate this finding. An analysis of the fourth poverty group'?, classified as the
group of the poorest communities, demonstrates that 93% of these communities live in the
countryside and are distributed in 66 communes, while 7% live in towns, located in two
municipalities (see the Poverty Mapping).

Demographic features, especially household size, are closely related to poverty. The number of
children in a family also correlates strongly to its economic situation. Around 24 % of families with
three children or more are poor. 74 % of the poor households have four members or more.
Households with a female parent are likely to be worse off than households with a male
breadwinner, standing at a ratio of 35 to 1.

Poverty is a serious threat in the new settlements, which have emerged as a result of internal
migration towards areas with higher economic potential. This phenomenon has given rise to large
illegal settlements with poor social conditions. Studies in these areas show that 80 % of migrant
families live in poverty. However, due to the fact that these families are residents of informal
settlements, they do not enjoy entitlement to social protection schemes and, as a result, are short
of income. Secondly, spontaneous construction activity has led to the degradation of the urban
environment. And thirdly, as these households are not registered with the registrar’s offices, they
do not have access to schooling, health care or social services.

Unemployment

Unemployment has fallen over the last three years. However, we cannot talk of improvement in
employment rates since, as shown in the chart, the decline in unemployment rate is also
associated with the reduction in the total workforce.

14 According to the definition of the Ministry of Labor and Social Affairs, over 40% of the population without incomes or with insufficient
incomes fall into the fourth poverty group.
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Chart 2.3: Workforce Progress and Unemployment Rates in the Last Three Years

Labor force and unemployment rate during three years
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In 2003 the long-term unemployed made up 68% of the total'’. Unemployment is more frequent
among women and the young. Unemployment is 19.1% among women and 13.6% among men.
Whereas unemployment is a rather urban phenomenon and is reflected in the unemployment
indexes, under-employment is a rural phenomenon. This is reflected in the high number of
farming households (71,887) that receives partial economic assistance from the State.

Social Categories at Risk

Those who are ‘at risk’ find themselves in this situation as a result of a combination of social,
cultural, economic, health and education inequalities. Their situation also comes partly as a result
of the failure of institutions to provide for their basic social needs. Individuals from ‘at risk’ groups
have both shared and specific needs which are either not addressed, or are poorly addressed, by
institutions, thus leading to a wide gaps between these groups and the rest of society.

Poor families are the main social category at risk. Indeed, the policy designed to provide them
with economic assistance, which is quite low (Lek 2,170-3,188 per family each month), does not
help these families handle the income dimensions of poverty.

Individuals within these families are further marginalised by other factors, including ignorance,
problems inherent in the education system and the health system, housing, and society’s overall
indifference to their situation.

Table 2.4: Economic Assistance

Year 2003 Total Beneficiaries of partial Beneficiaries of full In % to
economic assistance economic assistance population

Families receiving 1 30,039 80,204 49,835 1 9,06%

economic assistance

Municipalities 55,424 8,317 47,107 17,9 %

Communes 74,615 71 ,887 2,728 20,17%

Source: INSTAT- 2004

Ethnicity is not a profoundly distinctive feature of Albanian society. However, among the
minorities (estimated to amount to 2 % of the population), the Roma and gypsy groups are most
likely to be found in marginalised social categories. This minority, similarly to the majority of the
population, suffers from a shortage of several services. Their low education level accounts for

15 On the basis of the Ministry of Labor and Social Affairs’ definition of long-term unemployment
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their high unemployment rates. They are faced with housing problems, and are disproportionate
carriers of infectious diseases.

Children at risk make up a category that is affected by numerous social problems, which arose
during the Albania’s transitory period. Amongst conditions characterised by a lack of public order
and security, children have fallen prey to trafficking and crime; it is estimated that about 5,000
children have been trafficked to, and are being exploited in, Italy and Greece.

The regional structures of the Social State Service'® have produced data series which estimate
that there are 6,700 working and street children across the country.

Drop-out patterns. The present phenomenon reflects the social and economic changes that
have affected the family structure, as well as the problems with which the education system is
attempting to cope. About 2% of enrolled children dropped out of school in 2002-03. As surveys
and official data indicate, dropping out of school is primarily a phenomenon that prevails in rural
and peri-urban areas inhabited by migrants. About 35% of children drop out for economic
reasons. A fifth of them also cite the low quality of schooling as another reason for dropping out.

The children restricted in their homes on the grounds of ongoing vendettas also contribute
to dropout. According to local government data, 1450 children fall under this category. This
phenomenon is encountered in the districts of Shkodra, Lezha, Kukés and Dibra. Fear,
psychological violence and lack of confidence are also closely associated with this phenomenon.

Children unaccompanied by their parents have immigrated, this being part and parcel of the
migration phenomenon. According to partial data available to the non-governmental organisations
and the Social State Service, about 4,000 children unaccompanied by their parents have
immigrated to Greece (3,000) and Italy (1,000). Once in other countries and away from their
families and their care, this category of children is faced with numerous risks, including ill
treatment, physical and sexual abuse, and engagement in bad forms of labour, trafficking, drug
distribution and other illicit activities.

Table 2.5: Category of Children at Risk Nation-wide

Orphaned Orphans in Children who Street Immigrant Children Working
children in institutions have dropped out children children shut children
families of school indoors

16.000 350 12.000 1.979 5.000 1.450 4.700

Source: INSTAT- 2004

Young people at risk. Despite the fact that Albania has a young population and a high growth
rate, the number of young people has dropped by 20 per cent compared to what is used to be 12
years ago because of migration.

Against the backdrop of Albania’s opening and the new social phenomena accompanying this
transition, young people at risk fall into the following categories: (i) drug users, (ii) working youth,
and (iii) young people with criminal behavior.

A survey conducted with 400 young people'’ indicated that 12% of them have been in contact
with narcotic substances, and 3% of them have grown addicted.

'® Social State Service — administrative data reported by the social protection sections at the
municipalities and communes.
17 The “Young Voices” opinion survey carried out in 2001.
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Table 2.6: Unemployment Rate by Age Groups and Gender in 2003

Unemployment rate according age group and sex.
Year 2003
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As compared to other European countries, the number of crimes committed by young people (14-
26 year olds) is relatively low in Albania.

The elderly are another vulnerable group, with low income deriving from pensions and
insufficient access to basic health services. Insufficient income, health problems, and the threat of
abandonment and loneliness contribute to the marginalization of this social stratum.

Disabled persons, born as such or affected by disability before the age of 21 years, form
another category at risk. In 2003, their number increased to 46,000, and the largest part of them
live in the countryside having no access to special services.

Level of education of the Albanian population

The number of pupils who have dropped out of obligatory education increased considerably
during the 1990’s, with the average number amounting to 3.9 per cent, with one point at 6.3 %, in
1991, versus 1 per cent, with one point at 1.4 %, in 1980’s. The rise in the rates of dropout was
attributable to national and international migration, the increased direct and opportune costs of
schooling, the public insecurity, and the weakening of governmental institutions responsible for
the obligatory education.

In recent years, the rates of dropout amounted to 2 per cent, chiefly due to the decline in national
and international migration, and the elevated public security, as well as better education system’s
coverage
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Whereas the indexes for NER (net enrolment ratios) and GER (gross enrolment ratios) regarding
obligatory schooling remain high, 93.3 per cent and 99.8 per cent respectively, the quality of
schooling has deteriorated. Memorisation of facts is overwhelmingly underlined, and a part of
children feel overburdened while they have to cope with unmanageable difficulties.

In comparison with 1990, the number of students attending secondary general schools following
completion of obligatory education has doubled (from 28.6 per cent to 57 per cent). However,
secondary general education retains an elite character. Many students have poor progression
and have less knowledge than what they are supposed to, while many parents are forced to
provide for their children’s academic formation by having them enrolled in costly private courses.

Nonetheless, following the drastic decline in the number of secondary vocational schools,
vocational education is marking a slow upward bias. Secondary vocational schools, which are
enlarging the range of vocations, are taking in a constantly growing number of students. In 2003,
the best academic year, 16 per cent of secondary school students only attended secondary
vocational schools, social-cultural schools inclusive. This is a very low figure if compared with the
average rate of attendance for the OECD countries (50 per cent). Seven point three per cent of
the age group 14-18 years attend long-term schooling at the end of which they master officially
recognised vocational skills. With the number of higher school students added on top of it, this
figure amounts to 10 per cent. The said figure proves to be much lower than across developed
countries, and even in the countries whose development is not a long way ahead that of Albania.

Despite the recent improvement in school attendance, the risk of having new illiterates is present,
whereas overall education level of the population is still low with regard to secondary and higher
education.

Table 2.7: Structure of Education of the Population
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Education level Headcount %

llliterates 1,4%
Literacy 15-24 years 98%
1-4 grades 18,9%
8-year 39,0%
Secondary 22,1%
Secondary general 13,6%
Secondary vocational 5,23%
Two-year secondary 2,2%
Higher education 4,8%
Post-university 0,2%

Source: INSTAT 2004

Disabled children are not encompassed in basic education, and an extremely small number of
them are attending pre-school education. There are 12,000 disabled children in Albania. State
institutions offer services to 9.5 per cent of them.

The Roma or gypsy children are more exposed to risks. Roma children would have on average
4.02 years of schooling, whereas the gypsy children would have on average 5.05 years of
schooling. This figure is extremely low.

There exist no considerable differences in obligatory education attendance in the rural and urban
areas. However, the quality of schooling in the rural areas is considerably lower (schools in the
rural areas have less educational materials than schools in the urban areas, a poor infrastructure,
and an insufficient number of graduated teachers). The gap between the rural and urban areas is
more obvious in secondary education, which follows obligatory education. Less than 3 out of 10
eight-year school graduates in the rural areas would attend secondary school, versus 7 in Tirana
and 6 in other urban areas. Only 1 out of 40 persons in the rural areas possesses a university
diploma, as opposed to the ratio 1 to 5 in Tirana and 1 to 10 in other urban areas.

Education is strongly correlated to poverty. The rates of obligatory education attendance are low
among the poor, and very low among the extreme poor. Secondary school attendance reveals
bigger discrepancies. Only 2 out of 10 poor eight-year school graduates enrol in secondary
education, versus 5 out of 10 children among the non-poor. Over 80 per cent of the poor do not
finish a secondary school.

Table 2.8: Enrolment by socioeconomic status

Extreme poor Poor Non-poor Total
Net Enrolment Ratios
Obligatory education 88.6 91.6 941 93.3
Secondary education 19.8 19.4 46.7 38.7
Gross Enrolment Ratios
Obligatory education 90.9 97.1 101.1 99.8
Secondary education 21.0 21.6 53.1 43.9

Source: INSTAT- 2004

The current education system is not yet able to accommodate the right to access to different pre-
university levels. Costs of schooling are one of the omnipresent reasons. Recent years have seen
a constant increase in public expenditures in education. However, they cannot ensure provision
of an education service of European standards for as long as they amount to nearly 3 per cent of
the GDP, with the world average, including the average for some countries in transition, standing
at 5 per cent.
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Table 2.9: Percentage of GDP for Education

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

3,3 3,7 3,7 3,3 3,0 3,3 3,24 3,19 2,81 2.85

Source: INSTAT- 2004

In the course of the transition years, education has undergone profound changes in terms of its
content. A number of laws governing the education system have also been promulgated.
However, during these years education in Albania lacked a kick-off strategy, which consequently
led to unnecessary zigzagging and slower rates than those recorded across other countries in the
region, being subject to similar development conditions.

The present education system does not yet offer a democratic civic formation, comparable to
European standards. Overall, the Albanian economy is not designed around issues ensuring the
use of and remuneration for the high human capital levels. In face of the systematically growing
demand for enrolment in secondary and higher education, the education system still offers limited
premises of training human resources with high level performing skills and knowledge, required
by a modernised market economy. On the other hand, the bias towards academic formation and
the insufficient focus on the life-called-for skills are the reasons why eight-year school graduates
or secondary school students are short on a satisfactory background for personal success on the
labour market.

Decentralisation in education is progressing at a slower rate than in other areas, and is fraught
with more ambiguities. School autonomy is almost non-existent as decisions relating to the
financial aspect, the staff and the curriculum, lie with a (deconcentrated) central level. The
governance system in education, which provides limited access to all the interested stakeholders
and allows for extremely sparing flexibility, highly reduces the effectiveness and efficiency of
human and financial resources. Likewise, it exercises very little influence on improving the
education service extended to deprived areas and strata.

The strategic reform in the education system, which has been under way for the past years, is
impacting education governance, the curricula at all the levels and the human resources
development system, thus laying solid foundations for the alleviation and prevention of current
acute phenomena of equity. (See chapter “Development of Human Resources: Education”)

Health status of the Albanian population

Basic indexes, some of which have improved considerably, determine the health condition of the
local population. Infant and maternal mortality rate is worth mentioning here. Whereas other
indexes continue to indicate a declining tendency as they relate primarily to the influence a
number of transition negative factors exercise. Reference could be made here to mortality (which
is largely affected by the increase in the number of accidents, traumas, suicides), infectious
diseases, and basically HIV-AIDS, cardiovascular diseases, and tumours. The following is a brief
outline of some of these indexes.

Expected average life expectancy is relatively high: 69 years for men, and 75 years for women.
This index has marked an upward bias during the second half of the last century, and at present,
it is only slightly lower than the average recorded in Western Europe, and higher than the
average for Central and Eastern Europe. However, recent years have seen a slightly declining
tendency.

Infant mortality is still very high if compared with that across the countries in the region.
Nonetheless, the tendency shows a decline in the infant mortality rate, which in 2002 was 17.4
deaths per 1,000 live births (source: Ministry of Health and INSTAT), and in 2003 was 16.8
deaths per 1,000 live births (source: Ministry of Health).

Maternal mortality, with 21 deaths per 100,000 live births in 2003, is relatively high (source:
Ministry of Health). In certain areas in the country, however, it is several times higher than the
average. The chapter on the gender analysis depicts a broader picture.
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Mortality and cause-related mortality

The mortality rate is 5.1 per 1,000, and this index has not changed considerably during the past
ten years. However, changes have occurred with regard to the structure of the causes of
mortality. Blood circulation diseases, cancers, and accidents and injuries are the three groups
accounting for three fourth of all deaths. Treatment of the diseases under these three groups has
proved very costly both for the State and the families, thus affecting the latter’s living standards.

Incidence of infectious diseases

Respiratory diseases top the list, followed by gastrointestinal diseases. A cholera epidemic and a
polio epidemic plagued Albania in 1994 and in 1996, respectively. Since the early 1990’s, the
number of affected areas across the country has increased. HIV-infected patients have started to
be hospitalised. Syphilis has resurfaced and the number of people carrying the virus is
increasing. Although the disease has been reported to be decreasing, hepatitis A and B has a
high prevalence in Albania. The same is true for the gastrointestinal diseases, too. In 2002, the
World Health Organisation reported no cases of poliomyelitis in the country. Other diseases
prevented by vaccines, including measles and diphtheria, are not reported either.

Table 2.10: Pre-natal Care

Skilled Not skilled Care unavailable

Urban areas 95.9 2.0 21

Tirana 93.9 6.1 0

Other urban area 96.7 0.3 29

Rural area 87.8 2.8 9.4

Tirana 93.9 6.1 0

Coastal area 92.1 0 7.9

Central area 92.6 2.8 4.7

Mountainous area 78.4 4.0 17.6

Total 90.6 25 6.9

Chart 2.4: Infant Mortality (per 1,000 births)
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HIV infection

The first HIV-infected case was confirmed in May 1993. Ever since, 5-10 persons carrying the
HIV-virus were reported in 2000, whereas 1-4 cases infected with AIDS have been reported on a
yearly basis. By late November 2003, 117 persons infected with HIV/AIDS were reported. Nearly
90 per cent of all the cases have contracted HIV/AIDS sexually, with sexual transmission being
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the main way of getting the virus. Seventy per cent of the HIV/AIDS cases are thought to have
come into contact with the virus abroad.

It should be pointed out that a number of factors the majority of which do not concern the health
system, take their toll deteriorating the health status of the population. Economic, social-cultural
and environmental factors could be mentioned here. Whereas the health system, despite the
major role it plays to promote health and health education, is centred on fighting the
consequences rather than on eliminating the causes.

Chart 2.5: HIV/AIDS Cases Reported
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GENDER PERSPECTIVE IN THE NSSED

The NSSED addresses the gender-specific problems and the gender perspective on the basis of
the concept underlying the 1995 United Nations Report on Human Resources, stating that, “If
human development is not viewed from the gender perspective, then it is in serious danger.”
Three of the principles suggested to incorporate the gender perspective into human development,
are as follows: (i) equality of rights between men and women; (ii) females should be considered
as agents and beneficiaries of the changes; and (iii) a broader range of choices for men and
women, and equal choice opportunity for men and women.

The process of evaluating the involvement of men and women, including legislation, development
policies and programmes in all areas, and at all levels, entails the gender-specific analysis and
perspective of the issue in the framework of the entire spectrum of the Albanian society. This is a
way to make the concerns and experiences of men and women a component part of the drafting,
implementation, monitoring and evaluation of policies and programmes in all the spheres —
political, economic and social — so as to ensure that men and women benefit in equal terms, and
inequalities are not promoted.

Education

Education is a vital aspect of every strategy in the framework of efforts to encompass gender
concepts. In a nutshell, gender equality in education should study and reflect, from the gender
perspective, the gender balance at all the phases of education. Considering the education sector
as the entry gateway in order to challenge the gender stereotypes contributing significantly to
maintaining gender inequality in the society, is equally important. Enrolment of females in
primary, eight-year and secondary education has decreased from 98.3 per cent in 1991 to 87.3
per cent in 2001 for the primary and eight-year schools, and from 58.9 per cent in 1991 to 47.3
per cent in 2001 for the secondary schools. Whereas enrolment of females in higher schools has
increased from 9.7 per cent in 1991 to 19.7 percent in 2001.

Chart 2.6: Bias in Education by Gender
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As seen from the chart, the number of females enrolled in secondary education is lower. This
phenomenon is rather present in the rural areas, where in terms of education the female is
discriminated against on account of the prevailing mentality and insecurity. The period 2002-
2003, in particular, has seen a greater effort to get rid of certain gender stereotypes in connection
with the curriculum in health education, civic education and legal education, by virtue of improving
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the textbooks and all the other educational materials. There is still much to be done particularly
with regard to the reviewing of secondary vocational education curriculum so as to ensure that it
meets the labour market requirements, and in particular, the requirements for jobs that are
attractive to females.

Health

In recent years, health programmes and policies have been designed around better coherence of
the gender perspective. Hence, as one of the priorities for the health sector the woman’s health
status is addressed through specific programmes and projects with funding obtained from both
foreign donors and the State budget.

The tendency indicates that maternal mortality, which measures the obstetric risk inherent in a
pregnancy, is reduced considerably. However, the figure of 21.3 deaths per 100,000 live births in
2003 (source: Ministry of Health) is still high as compared to the average across European
countries.

Chart 2.7: Maternal Mortality Rate per 100,000 Live Births
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Several of the factors contributing to reduction in maternal mortality rate are as follows: (i), The
number of births dropped by over 40 per cent in 2003, as opposed to 1990. In 2002, the fertility
rate was 2.1, versus 3.9 reported in 1990 (source: INSTAT). The drop in fertility rate is largely due
to increased family planning, which is easily accessible for about 60 per cent of women, and the
condom use. (ii) Legalisation of abortion, with the ratio between abortions and births being 1 to 3.
(iii) Improvement in mothers and households’ education on the progress of pregnancy, children’s
feeding and the need for family planning.

However, recent years have seen lower access to pre-natal services in Albania. And a downward
bias is marking assisted births, thus adversely impacting maternal mortality. About 93 per cent of
births take place in health institutions, and 7 per cent of births at home. Of the latter group, 6.2
per cent have the attendance of skilled health personnel at delivery, and 0.8 per cent have no
medical assistance. Births at home may be accounted for by low access to health services and
their low quality; shortage of skilled health personnel, especially midwives in villages (this being
the result of uncontrolled internal migration); the mothers’ desire to deliver their children at home;
the uncontrolled shifting of the population, which keeps changing addresses, making medical
follow-up by the midwife responsible for the area impossible; and poor infrastructure conditions in
maternity hospitals in town and maternity homes in the countryside, which more often than not go
short of water, heating and electricity.
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In an effort to improve the health status of mother and child, the health sector is aiming to reduce
maternal and infant mortality, which are two of the MDG. Diseases and maternal, pre-natal and
infant mortality have been followed up as part of services the KSHP offers to mother and child.
The goal is to bring the mortality rate down to 15 deaths per 100,000 live births in 2006, and to 11
deaths in 2015, as well as to reduce infant mortality rate to 15 deaths per 1,000 live births in
2006, and to 10 deaths in 2015.

Family planning, which has an impact on reduction in maternal mortality, has had the following
important achievements:

e Family planning services are extended to the rural areas;

e This undertaking was launched the previous year. A total of 295 family planning centres
have been set up in town and countryside across the country. In 2003, the number of the
said centres increased significantly in the countryside, and at present, at commune level
the family planning service is offered to 20 districts. Now every district has its own team
of local trainees in place; and,

¢ In 2003, a system providing information on the management of condoms was established
both centrally and locally. At a central level, the Department for Reproductive Health at
the Directorate of KSHP is responsible for collecting the said information. This has
enabled the assessment of needs and a better-controlled distribution of condoms, barring
the way to their misuse

The Adoption of the Strategy for the Procurement of Condoms in July 2003 aimed at ensuring the
long-term guaranteed supply of quality condoms, and self-sufficiency in condoms, thus
enabling the country to be financially self-sufficient in order to meet the needs for condoms or
logistics, and for technical assistance concerning purchasing, and storing of condoms.

Gender-based Violence

Another phenomenon encountered quite frequently in the Albanian society is also the gender-
based violence, including rape, insult, threat to use violence, abuse, degeneration, forceful social
isolation, and other forms. Domestic violence is likewise a widespread form of gender-based
violence.

Employment

In Albania, the number of highly educated women is high. However, their involvement in the
political and economic life is very low, with the tendency showing that their number is constantly
decreasing. Although two thirds of women are recognised of being highly educated, their
representation in decision-making at the level of the Parliament, a ministry, a municipality and
commune is very low. The following reveals the women’s representation level in 2003:

Table 2.11: Gender-specific Employment

Women in the Parliament 5.7%
Women Ministers 5%
Women Mayors 0%
Women Mayors of Small 37.5%
Municipalities

Chairwomen of communes 1.6%
Women Prefects 25%
Women managers in the private 17%
sector
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Horizontal gender-specific inequalities making way in the discrepancies regarding preference for
different professions between males and females are also present in Albania. The woman’s
presence in certain professions — women judges, women surgeons, and women company
managers — seems to be still a luxury for the Albanian society. There also many cases of vertical
gender-specific inequalities, indicating differences concerning posts and positions within the
same profession, and being reflected in the women’s low participation in the leadership, both at
the level of central government and local government.

Some of the targets that should specifically guide employment policies in Albania encompass the
creation of many possibilities, urging to do better, promotion on duty, remuneration and equal pay
with male counterparts.

Agriculture and Rural Areas

In the agricultural sector, men and women perform different roles and responsibilities, which vary
from one region to the next. In Albania, there exist major gender-specific inequalities both in
terms of access to the production resources and control of resources within the family, though in
the majority of cases the woman is a major contributor. Women contribute to the well-being of the
family and the community and have no equal access to and control of the most essential
resources, time inclusive. The roles and responsibilities women perform in the family affect their
engagement in different activities at the community level. These facts highlight the importance of
concrete projects focused on reinforcing the woman’s role and her involvement in the various
areas of the community development, and in rural areas, in particular.

Conclusions

Finally, the following could be mentioned:

¢ Right to equal access to education and employment. The basic rights, devoid of any
gender-specific differentiation, represent a fundamental human right.

o Efforts successfully addressing the gender equality have a direct impact on reducing
poverty in all its dimensions, and on the economic growth. Women in the rural areas, in
particular, represent the group most exposed to poverty.

e As part of the agenda for the European integration, policies and programmes
concentrated on ensuring gender equality are crucial.

The financial effect of gender policies is very small in comparison with the significant impact the
female section of the society has on the country’s social and economic development.
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EARLY CHILDHOOD DEVELOPMENT AND CARE

Early childhood is described as the period of a child’s life from its
conception to the age of eight years. It entails the combination of
the health, nutrition and intellectual stimulation. This period of life
concerns the inculcation of study and active learning skills. It also
involves the emotional and social care and the feeding a child is in
need of so as to realise its human potential, and play an active
role in the family, and at a later stage, in the community. In
Albania, the complex interventions in early childhood are still at an
embrionic stage. However, it should be highlighted that an Inter-
sectoral Task Force for Early Childhood was established for the
first time during 2003, and a number of concrete targets were set
with regard to this age group.

The Ministry of Education and Science, for instance, which
contributes significantly to the early childhood development and
care with regard to children aged 3-6, has set the target of
including 100 per cent of children aged 5-6 and 50-70 per cent of
children aged 3-4 and 4-5 in the preschool institutions in 2015.
This Ministry is also aiming to ensure:

dissemination of contemporary methodologies placing the child at
the centre of the educative activity,

the reforming of the university curriculum for the faculties training
teachers for the preschool education in favour of the students’
contemporary professional formation,

the introduction of the teacher's training system, and the
improvement in the legal framework, which would contribute to the
decentralisation of the preschool education system and its
implementation in practice.

Health. The constant improvement in the child’s health status has
been one of the health sector priorities, thus contributing to
reduction in the incidence of infant disease and mortality. The
tendency in Albania saw a reduction in infant mortality rate from
41.5 per 1,000 live births in 1990, to 16.8 per 1,000 in 2003. These
figures are still a far cry from figures across European countries.

lin the northeastern part of Albania, such as Dibra, Kukés,
Tropoja, and Puka infant mortality rate is twice as high. However, it
should be pointed out that several other big cities, including
Tirana, Durrés, and Elbasan, have high infant mortality rates. This
correlates to people’s free and uncontrolled movement from
northeastern areas, and their settlement in the peri-urban areas,
characterised by a low soial economic level and not a high level of
health education. The health sector is running specific
programmes to follow up the infant mortality rate, with a focus on
the following targets: Unification of the treatment protocols and the
updating of knowledge by physicians who have worked for five
years following internship, training of the personnel working in the
child’s consultation centres, continuous monitoring of the law “For
Protection of Breastfeeding”, reduction in various forms of
malnutriton among under-five children, and irradication of the
disease of iodic defficiency among children aged 0-6.

One of the challenges of the health sector in the framework of the
Millennium Development Goals is reduction in infant mortality rate to 10
per 1,000 live births in 2015. During 2003, the implementation of the
ambulatory integrated management of child disease in order to provide
assessmnet, treatment and combined consultation on the main child
disease, has been an important process. This will be an on-going
process in the future, too.

The Ministry of Local Government and Decentralisation could make an
especially important contribution to early childhood, assuming full
powers regarding the preschool infrastructure for children aged 0-3
(créches). In its efforts to ensure the normal functioning of the preschool
institutions in the framework of decentralisation with a focus on the poor
and marginalised areas, this Ministry has set major objectives with
regard to this age-group. Some of these targets center on the increased
investments in the preschool infrastructure (creches), and the
coordination of efforts with the Ministry of Education and Science, and
the other line ministries so as to ensure a division of powers and the
regulation of the legal framework governing the decentralisation
process, and the training of the local government officials with a focus
on social policies and services.

The Ministry of Labour and Social Affairs could play an important role in
connection with early childhood by virtue of developing social policies,
targeted to children aged 0-6, as well. This Ministry has elaborated
some of the following objectives concerning early childhood:

The families in need, especially those with children under the age of 6,
should receive the necessary incomes;

Either of the two or more children born to a family at the same time,
should receive a special remuneration.

By 2004, this Ministry aims to revise the legislation for social protection
and care, while specifically addressing the support designed for the
orphaned children or the children with one parent, the children with
disabilities, and the trafficked children. Focusing also on the important
role the mother has to play with regard to early childhood development
and care, this Ministry plans to provide for the professional training of
women who are heads of families, while granting assistance to them,
too. Data collection with a view to drawing a clear picture of the
children’s situation according to the age-groups and regions, is of
special importance to early childhood development and care. For that
end, the Ministry of Labour and Social Affairs is intent on working out a
statistics registration system in order to identify children’s problems and
needs, in accordance with the provisions contained in the new law “For
the Social Assistance and Care”. It is also planning to review the law for
the traffic in children, while taking due preventive measures.

The Committee for Equal Opportunity, being involved in the drafting and
at the same time implementation of the National Strategy for Children, is
duty-bound to see to the application of the present strategy at all the
central and local government institutions, and by all the civil society
actors concerned with protection of the children’s rights. In terms of the
implementation of the action plan relating to the strategy for children,
this Committee undertakes to report on the 0-6 age-group.

What should be changed in the legislation affecting the 0-6 age-group?

Reviewing of the laws addressing the problems of orphaned
children;

Reviewing of the laws addressing the health problems of mother
and child;

Improving the criminal legislation, taking into account children’s
special protection from all the phenomena posing a threat to their
life;

Concluding agreements with other States on the execution of court
decisions to ensure that one of the parents pays maintenance to the
child/children;

improving the civil legislation, and specifically the Law “For the Adoption
of Minors by Foreign Nationals, and Several Amendments to the Family
Code”;

Setting up a functional Court for Minors.

What are we aiming at through early childhood development and care?

By having early childhood development and care in place, we
aim to:

*Work out a national plan for the early childhood, ensuring that
the line ministries should undertake to carry out integrated work
with this age-group;

*Support the establishment of a specific structure for children,
incorporating a department for the early childhood;

*Provide for increased financing from the budgets of the
relevant ministries, targeted to this age-group;

*Develop policies and strategies for the introduction of alternatives in
terms of possibilities for primary education for all the children aged 0-6,
especially those aged 5-6, in a shorter period of time, seeing to it that
efforts are integrated with successful community models applied by non-
governmental organisations;

*Promulgate the necessary legislation allowing for the normal
functioning and the division of duties with regard to the decentralisation
process;

eIntroduce a statistics registration system covering children aged 0-6,
according to the regions, gender and age-group.
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CHAPTER 3 IMPLEMENTATION OF
POLICIES AND PUBLIC

PRIORITY MEASURES

THE OBJECTIVES

AND THE MTEF

FOR 2004-2007

Achieving the NSSED objectives depends on the implementation of public priority short- to
medium-term measures. The NSSED process deepened during 2003 in all the ministries, and
some central and other state institutions, such as the Parliament and local government.

Each institution has tried to implement its own priority measures consistent with the relevant
sector matrices. The results appear in the progress reports of each institution and contain: (i)
an analysis of the policies and the most substantial measures, their impact as well as a
medium-term perspective; (ii) a matrix with qualitative indicators of the priority measures for
2003; (iii) data on the progress of output and outcome indicators; and (iv) a matrix of medium-
term priority measures for 2004-2007.

Being a fundamental and complex strategy, the NSSED calls for an effective and efficient
coordination of the implementation process. During 2003 the goal was to ensure better
coordination of the main government agenda, namely the NSSED, with the process of SAA
and the adoption of the MDGs.

This chapter of the Progress Report is a synthesis of progress on the implementation of
measures by area and sector, the most important short-term implications of these measures,
as well as the objectives of medium-term priority measures for 2004-2007.
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INSTITUTIONAL AND GOVERNANCE REFORMS

One of the main NSSED implementation areas in 2003 was the deepening and expansion of
institutional and legal reforms. These were designed on the basis of an analytical process, but
with a high degree of consultation and participation of all stakeholders and of the public in
general.

Governance institutional reforms aim at:

e Strengthening implementation and respect of law as well as the regulatory and
warrantor role of the state (stability, public order, security, effectiveness and
efficiency)

¢ Enhancing democratic standards of governance (justice, accountability, transparency,
inclusion)

Experience has indicated that these two areas are very important and inter-related. Weak
enforcement of public order could seriously compromise the democratic nature of institutions
and vice-versa, leading to a vicious circle.

Assessments by specialized international institutions indicate that weaknesses in
guaranteeing public order constitute a major problem for the countries in the West Balkans,
and in particular for Albania. Although there have been improvements in governance, it still is
a far cry from the minimal standards of the EU.

Reforms in governance are the foundations for NSSED implementation. They also represent
the main focus for the process of negotiation of the SAA with EU and for NATO membership.

Progress in governance reforms needs to be measured. To this end, the government has
adopted the main indicators and objectives that determine the quality of governance.

Table 3.1: Indicators of governance

Evaluation (0-100)

Indicators
Base level 2002 Objective 2010* Objective 2015*

1. Participation and accountability 49.5 65.0 81
2. Political stability 30.3 60.5 71
3. Governance effectiveness 38.1 57.7 76
4. Regulatory quality 41.2 63.2 83
5. State of law 17.5 56.5 74
6. Control of corruption 23.2 54.7 73

* Objective 2010 represents the indicators of governance for Eastern Europe — regional average (2002),
while Objective 2015 the minimum indicators of governance for the EU countries — average (2002).

Achieving the twin objectives of governance reform relies on a combined approach of
measures, which includes all state structures: (i) legal regulation of the system of rights; (ii)
establishment of new institutions and/or restructuring of the existing ones; (iii) strengthening
capacities and improvement of the available technology; and (iv) adoption of the most
advanced rules and standards of democratic governance.

1. Justice

During 2003 the work on legal process consisted of: (i) formulation and follow-up of approval
procedures for 59 legal initiatives, of which 36 were draft-laws and 23 by-laws of normative
nature, including 16 conventions and international agreements; and (ii) provision of
specialized legal opinion and assistance to other institutions, which involved drafting
approximately 900 legal peer reviews for draft-acts during 2003, of which 190 were draft-laws.
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In the context of the ongoing attempt to achieve a clearer division and an appropriate balance
between the legislative, executive and judicial authorities the following activities took place: (i)
creation of supportive infrastructure to facilitate the setting up of courts and Public Prosecutor
offices for extreme offences; (ii) training; (iii) strengthening of the legal framework and
improvement of legal services; (iv) improvement of the legal system control by the Inspection
Department of the Ministry of Justice; (v) revision of the prosecution procedures in cases that
have passed the preliminary phase and have not yet begun the respective procedures; and
(vi) needs assessment for improvements in the judicial infrastructure.

A wide range of important reforms in the legal system are planned for 2004 in the following
areas:

(i) prevention, detection, investigation and effective trial against terrorism offences and its
financial sources, organized crime, trafficking, money laundering, corruption and financial
crime;

(ii) incorporation of international statutes, especially in the penal code;

(iiiy reform of juvenile justice to attain international standards in material, procedural and
institutional provisions for prevention, penal training and rehabilitation of young offenders;

(iv) reforms in Public, Administrative and Commercial Law, in order to improve the services to
business and the public, to simplify procedures, to reduce delays and to develop modern
procedures for dealing with citizen complaints;

(v) setting up of the Legal Reform Commission, as a consultative entity under the Ministry of
Justice, consisting of eminent professionals with outstanding judicial experience, supported
by a group of specialized legal experts.

Civil judicial decrees will concentrate on raising professional standards, determining indicators
that measure individual output, realizing an effective, accurate and quick service,
strengthening the control of the executive structure, providing training, and disciplining
employees that do not abide by the law during the exercise of their duties.

Considerable work will be carried out during 2004 to expand and modernize the physical
infrastructure of jails. Not only the security of these institutions will be improved but also the
conditions and treatment of detainees.

With respect to the judicial authorities and the Public Prosecutor's Office, the Ministry of
Justice will aim at:

(i) increasing the speed and the quality of judicial control;

(ii) introducing information technology into the judicial system to improve the management of
judicial cases;

(iii) improving the administrative services of courts, in particular the maintenance of the
judicial archives;

(iv) determining performance evaluation criteria and procedures for courts based on the
number of cases coming from higher level court houses;

(v) establishing qualification standards for judges and prosecutors, as well as meritocratic
appointment and transfer rules;

(vi) rehabilitating the judicial infrastructure and creating a computer-based infrastructure in
courts;

(vii) improving procedures, increasing the budget and implementing training for judges and
prosecutors; and

(viii) preparing legal provisions for cases where there are delays in the judicial process.
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Public Order

The main priorities for 2003 were to ensure public order, strengthen personal and community
security, and fight organized crime and terrorism.

Further work was done to increase policemen’s qualifications, to organize activities related to
organized crime prevention, to prevent conflict and resolve differences and generally to curb
illegal activity. Feelings of security have increased among citizens during the exercise of their
rights.

Security measures have been increased all over the country through the improvement of the
operational structures. Special services have been planned for the coming summer season in
all tourist areas, beaches and main roads.

A new system entitled “About the grades of the state police” which was put in force during
2003 converted military into police grades for all police employees. The new grades have
created possibilities for a secure and guaranteed career for police employees, based on five
criteria: police education, work experience, training, qualifications and periodic evaluations at
the workplace. The objective is to raise barriers against subjective decisions based on
political activism and personal connections that have been previously mentioned and
criticized. From now on, all appointments in the state police are done with respect to the
grade of the police employee.

Table 3.2: Indicators of crime and violence

Cases Discovery % Cases Discovery %
2002 2002 2003 2003
Crimes against persons 1586 1499 95% 1726 1619 94%
of which: assassinations 179 147 82% 144 112 78%
Crimes against property 1322 929 70% 1766 1101 62%
of which: violent or with guns 214 165 7% 208 139 67%
Financial crimes 753 747 99% 771 763 99%
Drug trafficking 250 230 92% 227 201 89%
Human traficking 544 529 97% 704 681 97%

Source; Ministry of Public Order, 2004

There was a slight decline in crime against the person in 2003, but crime against property and
financial crime have increased.

There has been some success in the fight against drug and human trafficking, such as the
elimination of emigrants trafficking, publicly acknowledged by the Italian Government and
other international institutions.

Drugs are now a greater challenge that demands a more effective approach. Some recent
positive developments are very modest compared to the large volume of trafficking.

The war against organized crime and terrorism is one of the greatest challenges. Albania has
taken up all its international obligations and has strengthened its specialized mechanisms but
is seeking stronger support from its international partners and a better coordination of joint
ventures.

The evaluation of the implementation of the priority public measures and their impact
highlights the weaknesses of the forces fighting crime, but also shows that the reforms
already initiated will eventually play a big role in successfully addressing the complex
challenges in this field.

The middle-term objectives for 2004-2007 are:
e With respect to the war against trafficking and organized crime:

a) Block any moves to resume illegal human trafficking for emigration purposes;
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b) Achieve more obvious results in the war against drug trafficking and eliminate in-
country production of drugs, such as cannabis sativa;

c) Detect and eliminate organized crime structures and reduce the risk of their
involvement with the international terrorism network; and

d) Detect money laundering activities.
e With respect to general security and public order:

a) Strengthen public order and public security (personal and community security) in
the entire country, according to regional needs, whether urban or rural;

b) Reduce the number of extreme offences committed not only through crime
detection but also through preventive measures;

c¢) Reduce the number of financial crimes and crimes against property; and
d) Increase security in roads.

The above-mentioned objectives will be met by continuing the reforms in public order
institutions and the Office of the Attorney. In particular, the following activities are planned:

e Capacity building through training and expansion of the role of the Police Academy;
e Improvement of structures, especially in the intelligence services;

¢ Investments to upgrade technology;

e Expansion of collaboration with international partners against organized crime;

e Legal and procedural changes to the Penal Code and incorporation of international
agreements and treaties in the penal field; and

e Improvement of crime statistics and dissemination of information to the pubilic.

Medium-term objectives and measures for 2004-2007 in the area of public order are
presented in greater detail in the annexes of this document, and in the MTEF of the Ministry
of Public Order.

Public Administration

The main objective behind public administration reform is the establishment of a professional
and sustainable civil service, mainly in two directions:

e Stability and job security for civil servants; and
o Staff professionalism to meet the challenges of reforms.

The implementation of the Law “On the status of the civil servant” has been one of the
prerequisites for the success of public administration reform. Currently there are 1296 civil
servants in the institutions of central administration, and 705 employees have been confirmed
in their positions.

After three years of implementing the civil service legislation, competitive hiring procedures
are now routinely used in public administration institutions. Recruitment by competitive means
is being extended to include other so-called independent institutions of public administration.
During 2003, there have been 277 new appointments in central public administration
institutions.

Compared to previous years there is an increasing number of competitions and improvements
in implementation procedures. There are fewer complaints on procedures, fewer cancellations
by the Civil Service Commission and growing applications for posts. The number of
candidates per post has increased from 5.4 in 2001, to 7 in 2002 and 8 in 2003.

However, there are still problems with civil service recruitment, and these need to be given
priority. Voluntary turnover is still high, despite the fact that public sector employment is
competitive vis-a-vis private sector employment. 76 employees resigned from the civil service
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in 2003. This accounts for 4.5% of the total number of civil servants in the institutions of
central administration.

The number of transfers increased by 56% compared to 2002. This increase corroborates the
fact that there is now a fully-fledged career system for civil servants, and increased
awareness of the rights established in the law on career development. As regards promotion,
the procedures are still hardly being used largely because the necessary number of
candidates is lacking.

During 2003, 441 civil servants were confirmed. This fact is related to the successful
implementation of the law on the civil service. However, there are still several employees that
should pass through the confirmation process and this is one of the priorities for 2004.

Improving the system of performance evaluation has been the focus of attention in 2003. To
this end, direct supervisors have been trained, in addition to the employees of the human
resources departments, in civil servants evaluation processes. As a result of this work, there
is a fall by 17% of 1-evaluation points (maximal rating) and an increase by 17% of 2-
evaluation points compared to 2002. There have been no major changes for the remaining
two evaluation ratings.

Increasing professional skills in public administration is yet another important direction for the
implementation of reform. The Institute of Training of Public Administration (ITAP) is
functioning regularly and is organizing and providing training for public administration
employees. In the course of 2003, ITAP has provided training to 1167 civil servants on 14
subject courses, and has organized 72 training courses.

The extension and enhancement of pay reforms in public institutions during 2003 has
contributed significantly to the stability of the administration, increasing opportunities for
improving the quality of staff hired, and ensuring increased motivation. Introducing some
promotional salary elements was also a positive measure.

Another important improvement directly related to the implementation of the status of the civil
servants was the clearer definition of the role of the Secretary General. This legislative
intervention approved by the Government was introduced to further strengthen the position of
the SG in the line ministries, as the connecting position between the political level and the civil
service, and to unify and clarify the duties entailed in this position.

The new Law “On the rules of ethics in public administration” was approved in 2003 and
helped bridge the gap in this area. The Law was drafted in compliance with the standard code
of conduct for civil servants approved upon the recommendation of the Committee of
Ministers of the Council of Europe. Work began to familiarize civil servants with the new rules
and norms, and to establish special oversight structures for the implementation of the law.

A series of other measures were taken in 2003 to expand the scope of civil service principles
to other parts of the public administration. Three laws extended the new civil service
legislation to employees of the Public Procurement Agency, the Official Publications Center
and the Tax Administration, thus meeting one of the conditions of the World Bank, the
European Union and the International Monetary Fund.

Continuing with the reform in the public administration will be a priority among the institutional
reforms, and a crosscutting issue for all Albanian state institutions. The main directions of the
Department of Public Administration for enhancing the public administration reform for the
medium-term from 2004-2007 include:

¢ Expanding the scope of civil service legislation, which is related to improvements in
the Law “On the status of the civil servant”;

¢ Finalizing the classification for specialists and heads of sectors for two categories of
institutions: the independent ones and those reporting to the Council of Ministers.
This is expected to ensure fair remuneration based on merit and achievements to
increase staff motivation;

e Operationalizing the National Registry of Public Administration. This will
institutionalize the obligation of all institutions involved to improve the management of
administrative data;
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e Training of civil servants. This measure will strengthen the capacities of civil servants.
The Institute of Training of Public Administration (ITAP) is directly responsible and
organizes regularly training courses in cooperation with line ministries;

e Implementing the functional and structural reform. This is related to the functional
review of ministries and their reporting institutions in order to re-formulate their
missions and their structural organization; and

e Establishing a central computerized unit in public administration, which would create
a network for the fast exchange of information and improve the management of
documentation for government meetings.

2. Decentralization

The implementation of the decentralization reform and the empowering of local governments
has been one of the key priorities, directly linked with the objectives of the NSSED. The
implementation of this reform in the course of 2003 has included clear and determined steps,
while necessary adjustments were made along the way.

Concrete actions were taken in 2003 to transfer functions to municipalities and communes. A
program was initiated for water companies to transfer water supply and sewage functions.
The program envisages the gradual transfer of ownership according to the degree of difficulty,
subject to the settlement of pending financial arrears and the financial support for key
investments. The process is carried out in cooperation with local government.

During 2003 there has been ongoing analytical work and dialogue with all the stakeholders on
the decentralization of the education, social care and social assistance functions in order to
ensure the harmonization of reforms in these sectors, with a potential role for local
government units. A pilot project with the Tirana municipality for the transfer of investment
and other functions began to be implemented in 2004. In the area of social assistance
(ndihme ekonomike) and social care, some pilot municipalities and communes are engaging
in a program for the enhancement of local government competencies with regard to the use of
social assistance funds for the poor households. These funds are going to be used by the
municipalities and communes for the same purpose, but mainly through community works.
The experience thus far will help scale-up the decentralization effort.

With regard to delegated functions, priority was accorded to the legal regulation, restructuring
and modernization of the civil status registry office. As for the emergency service function,
2003 saw the establishment and strengthening of the system in all its aspects. The
Department of Planning and Coordination of Civil Emergencies focused on keeping the
situation of emergencies under control in the entire country, establishing and strengthening
structures, putting the process of planning on the right track to deal with civil emergencies and
ensuring close cooperation with national and international agencies.

The fiscal allocations in 2003 together with adjustments in the formula of unconditional
transfers were important steps for the decentralization process. The results of the local
government units during 2003 are very encouraging. At the national level, local government
expenditure is financed by more than 58% from taxes, fees and other local government
financial sources, compared to the original target of 56%. In the big and medium-size
municipalities of the country this ratio ranges between 70% and 90%. There has been
satisfactory progress in the collection of two taxes on small business. Despite the fact that this
was an election year, the agricultural land tax was introduced in more than 70 communes,
while a lot more are preparing to apply this tax during 2004. Also, positive results were noted
in the enforcement of the tax on buildings, which is now applied in almost all municipalities of
the country.

The gradual transfer of some immovable properties directly related to the local government
units’ own functions has been initiated and is expected to expand further during 2004.

Local government units are increasingly responding to the need to enhance their governance
and administrative capacities, while they have been offered increasing opportunities for
training and assistance. An institute for training has been recently launched jointly with the
local authorities under the joint ownership of the government and local government
associations.
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The positive effects of the decentralization reform are notable in a large number of
municipalities and communes in the country. Based on this progress, the decentralization
reform will continue in line with the program of measures with cautious but determined steps.

A comprehensive study of the economic, geographical and historical territorial division of the
communes was completed in 2003 and some objective criteria were proposed for possible
mergers. The study contributed to the preparation of a preliminary draft-law, which enables
the launch of a constructive dialogue leading to a voluntary process of mergers between
communes. This process will be finalized in 2005 following an analytical, participatory and
consensual process, which will optimize this division and will create the conditions for a more
efficient local government in response to economic and demographic trends.

During 2003 four regional councils prepared their regional development strategies and eight
additional regions embarked in the process. Studies have been conducted and legal
documents are being developed to clarify the functions of regional councils as a secondary
tier of local government.

By the end of the medium-term period in 2007 it is envisaged that local autonomy should be
as close as possible to the vision established in the Constitution, the Decentralization
Strategy and the European Charter of Local Government Autonomy. The complete transfer of
asset ownership will have been finalized, as will the transfer of all fiscal and financial
functions. There will be a clear definition of the shared functions in education, social care and
civil protection and the role of local government. The fiscal decentralization reform will have
been enhanced in the direction of increasing the weight of local government revenues and
adjusting the package of local taxes and fees. There will be a formula for the amount of
unconditional transfers relative to the revenues of the state budget, and increased
transparency and equity in the territorial distribution of investments and development
expenditures of the state budget in close cooperation with the local government.

3. Anti-Corruption

Preventing and fighting corruption is one of the priorities of the Government of Albania, as it
attempts to curb its undermining effects on public trust in the political and judicial system, in
the state of economic and social development, in foreign investment and in the process of
European integration. To this end, a series of measures were launched in 2003 and priorities
were set for 2004.

Until today, the anti-corruption strategy has focused in improving the legal structures,
amending gaps in the necessary legal framework, and defining roles and responsibilities. In
the future, the strategy will focus more on enforcing structures and principles, and particularly
in ensuring a broad participation of the civil society.

In order to have an effective strategy, with a clear, comprehensive and coherent vision,
aiming at offering sustainable approaches, it will need to encompass: effective strengthening
of legislation, cutting down on systemic opportunities for corruption, raising awareness and
educating the public on corruption and convincing the public to participate actively in this fight.

For the above mentioned reasons the structure of the action plan for preventing and fighting
corruption for 2003-2004 has been revised to include specific anti-corruption measures in
three areas: (i) strengthening the rule of law; (ii) prevention; and (iii) public education and
participation.

On each of these pillars of the anti-corruption strategy priority areas and relevant measures
are also envisaged in detail. The responsible institutions and their partners have also been
determined in order to ensure timely implementation. Potential measures and risks have been
identified and concrete indicators are used for monitoring implementation and reporting.

The plan but also the Decision of the Council of Ministers no. 580 of 08/21/2003 places the
Office of the Minister of State in the Prime Minister’s Office and the Anti-Corruption Monitoring
Group in charge of monitoring, coordinating and reporting on the implementation of the action
plan.

Among the key measures and results achieved in 2003, we can single out:
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Strengthening the structures: In the course of 2003 a series of measures were taken to
strengthen the executive structures of the anti-corruption drive, such as the establishment of
the Anti-Corruption Monitoring Group and the functioning of the Anti-Corruption Unit. To
enhance transparency and to strengthen inter-institutional cooperation on information
exchange and dissemination to the public, a Tri-Partite Commission was established. This
structure was established with the proposal of the Minister of State in the Prime Minister’s
Office based on the Memorandum of Understanding signed on July 15, 2003 by the Albanian
Coalition Against Corruption, which is now fully functioning.

Institutional relations between the Anti-Corruption Unit and ministries, other special units of
internal control, the general department of financial control in the Ministry of Finance and the
Supreme State Audit have been strengthened and improved. The anti-corruption structures
will be further strengthened in 2004 with the participation of new important partners.

Legal reform: The improvement of the legal framework continued in 2003 with the approval
of laws in different areas. Some measures were carried out in the context of the Action Plan
for Preventing and Fighting Corruption, 2002-2003. Among them, we could single out the law
on "Internal auditing in the public sector”; the amendment to the criminal code on issues
related to corruption; the declaration and control of assets of senior public officials; the rules
of ethics in public administration; some changes and amendments to the law on prevention of
money laundering; some improvements to the law and rules on public procurement etc.

Studies and activities: In addition to its routine activities in monitoring the Anti-Corruption
Action Plan, the Anti-Corruption Unit has undertaken studies aimed at increasing the
preventive effect in public administration institutions. Among the most important studies and
activities for 2003 were:

(i) a comprehensive study of micro-systems “For the simplification of public services in central
administration”. Based on the recommendations of this study, the Order of the Prime Minister
no. 73 of 03/15/2004 “On the establishment of an Inter-Ministerial Working Group for the
simplification and standardization of procedures and criteria for public services offered by
central administration institutions” was approved. Legal and regulatory improvements of the
institutions involved in the process will be evaluated and finalized by the working group during
the second semester of 2004;

(ii) a study on the revision of legislation from the view point of the conflict of interests. The
process of establishing a work group with the order of the Prime Minister for drafting the
provisions for institutional improvements will start in 2004; and

(i) a study on the financing of political parties and the electoral campaigns. The
recommendations of the study will serve as reference for the working group that will come up
with proposals for interventions in the legal framework that will take place in 2004.

Directions for 2004: The Anti-corruption Monitoring Group has planned several projects and
activities for 2004. Among the most important are: (i) strengthening the specialized anti-
corruption structures and improving their coordination and cooperation; (ii) completing the
legal framework and strengthening its monitoring to prevent conflicts of interest; (iii)
completing the legal framework for transparency in the financing of political parties before the
elections of 2005; (iv) expanding the application of the anti-corruption plan to local
government; and (v) simplifying procedures and criteria for public services delivered by the
central administration.

4. Negotiations with the EU

There was a clear improvement in the relations between Albania and the EU in 2003, which
was reflected in the official opening of negotiations for the Stabilization and Association
Agreement (SAA). There were seven rounds of negotiations in 2003, of which three rounds
were political and four were technical. Already 71 out of 135 Articles included in the draft SAA
are being negotiated (9 will be negotiated in the coming rounds), as are 6 annexes and 4
protocols. According to the agenda of the negotiations it is expected that all SAA Articles will
be finalized in 2004.

The decision to open negotiations with the EU was accompanied by a decision to monitor the
process of reforms in Albania through the establishment of a joint consultative working group.
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The Albanian side accepted this decision. This was in place prior to and after the opening of
the negotiations, which is particular for the case of Albania.

The key financial instrument in support of the SAA is the CARDS program. Two financial
agreements were signed within this framework in 2003 totaling €78 million. The development
of the €58.5 million 2004 CARDS program is underway.

In the context of refining legislation in 2003, the role, functions and competencies of the
bodies and institutions that are part of this process were determined. Also, the necessary
amendments to Law no. 9000, 01/30/2003 “On the organization and functioning of the Council
of Ministers” and the Council of Ministers Decision no. 584, 08/28/2003 “On the approval of
the regulation of the Council of Ministers” were made. The White Book of the EU (the
strategic instrument for countries aspiring for EU membership) has been translated into
Albanian and has been made available to all the institutions involved in this process.

72



PRIVATE AND FINANCIAL SECTOR DEVELOPMENT REFORMS

The progress made with regard to key objectives and public priority measures in the context
of the NSSED in 2003 is specified in what follows.

5. Market Institutionalization and Formalization

Key measures in the course of the implementation of the above mentioned objective included:

Further improvement of the legislation in the area of competition. In this context, the
Law “On protection of economic competition” (“Anti-Monopoly”’) was drafted and has
been approved. This envisages the establishment of an agency for the protection of
economic competition, as the institution in charge of the enforcement of legislation,
and a commission of competition, as the decision-making body;

Institutionalization of the relations between the competition authority and the
regulatory entities. This will put the relation on a legal basis and will improve the work
of competition advocacy;

Formulation and approval of the law for consumer protection, which provides for
public structures of market supervision that will be strengthened in the course of the
coming year;

Beginning of the work for the computerization of the customs system, starting with the
GDC and then moving on to the customs offices in the districts; and

Expanding the composition of the Independent Tax Appeals Commission to include
two representatives of the business community, in line with the implementation of the
law on tax procedures.

6. Promoting Enterprise

Actions to this end for 2003 included:

Preparation of the study “On removal of administrative barriers to business - an
integral part of the development strategy” by FIAS, IFC, and the World Bank group;

Facilitation of procedures for business entry, including: strengthening and enhancing
the efficiency of the Business Consultative Council on the re-organization and
improvement of its operations; finding mechanisms and developing projects in line
with fine-tuning the government-business community dialogue; and removal of the
requirement for licensing in the non-agricultural sector;

Continuation of the evaluation of the Trade and Transports Facilitation project with
the World Bank ($11.2 million);

Improved access to information for businesses via announcements in the media, the
Internet pages of the tax authorities and the establishment of the Official Publications
Center. The tax and customs administrations published instructions with regard to
procedures;

Installation of special telephone lines (poll lines) for the registration of complaints in
some institutions; and

Implementation of the new bankruptcy law

7. SME Development

In line with creating a positive climate for the development of business and in order to open
the way for SMEs, the following measures were taken in 2003:
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e Establishment and strengthening of the Department of Policies and Business
Development in the Ministry of Economy;

e Establishment and initial operations of the SME Development Agency;

¢ Development of a scheme for credit guarantees for SMEs and approval of a concept
document for the establishment of the SME Credit Guarantee Fund in the context of a
grant by the Italian Government;

e Implementation of a project with the European Training Foundation (ETF) to improve
the regulatory framework for SME development, improve the credit system for SMEs,
introduce an operational information system, study the impact of SMEs on economic
growth, publish a “Guide to Investments® and improve the operational management
and institutional strengthening of SMEs;

e Implementation of a USAID “Program for assistance and credits for the small
business” worth $6 million; and

e Adoption of the European Charter for SMEs in the context of the SAA and publication
of the national report on SMEs in Albania (in cooperation with the EU).

The implementation of the law on SMEs led to their classification from the statistical
viewpoint. An important objective would be the implementation of this classification from the
fiscal perspective as well. During 2003 important progress has been made to improve the
links of the banking system with business. Credit to business has continued to grow.

8. Foreign Direct Investment
The foreign investment climate has kept improving in two directions:

e There is increased security of investors countrywide as a result of strengthening the
security and public order measures;

¢ Investments in infrastructure projects, especially roads.
Main areas of the government’s work for promoting FDI in 2003 included:

e Establishment of a legal and regulatory framework for promotion of foreign
investments;

e Launching of the FDI Promotion Agency;

e Reduction of foreign investment risk;

¢ Improvement of the image of Albania as a country with potential for investments;
e Establishment of a credible independent appeals institution for taxpayers;

e Launching of the national entity of free zones;

e Improvement of physical (energy, transports, telecommunications) and social
infrastructure (education, training and management) related to investment;

¢ Publication of the “Guide to Foreign Investments in Albania”; and

e Study by the government in cooperation with FIAS on administrative barriers to
investment, which will serve as a base for reducing these barriers.

The amount of foreign direct investment was approximately $178 million in 2003.

9. Trade Liberalization and Export Promotion

The development of exports is considered as a key factor for the improvement of the macro-
economic indicators. In this context, the government has established several public priority
measures as follows:

e Approval of the law for the establishment of the Export Promotion Agency, which was
followed by the approval of the full legal package for its operation. The executive
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director was selected by competition, and the same method was used for the
selection of the staff of the agency, which is now fully operational;

o Establishment of the network of public and private agents involved in the operation of
the agency (regional development agencies, business associations, training and
research centers, consultative firms etc.);

¢ Introduction of appropriate schemes for exports guarantees;

o Establishment of an efficient system of marketing information;

e Improving the basic legal and administrative conditions;

e Promoting the potential of Albanian exports in the regional and international markets;

In the course of 2002 technical negotiations were completed for six Free Trade Agreements
(FTA). In 2003, the agreements were ratified by Parliament and the implementation of four of
these agreements began. The positive effects of the FTA with the FYR of Macedonia are
visible, as new products have been added to the traditional list of exports, such as fruit juices,
sparkling water etc.

Exports in the first 9 months of 2003 increased by 38.2% vis-a-vis the same period of 2002.
The export structure is dominated by fagon exports (78.3%), while local exported products
included medicinal plants, tobacco, leather, timber and different minerals and metals. The
ratio of the fagon exports relative to local product exports has changed during 2003.

10.Financial Sector Development

In the context of banking system restructuring, the following important developments
took place in the course of 2003:

e Entry of a new bank, preliminary approval of another one (both operate with
local capital) and the privatization of the Savings Bank. After a couple of
unsuccessful efforts last December, 100% of the Savings Bank was sold to
the strategic investor, Raiffeisen Bank. During 2003, the banking system
expanded further in terms of the volume of transactions and geographical
coverage. There are currently fifteen banks. However, given that the
Savings Bank has a dominant position in the market with 60% of the bank
deposits and 80% of the treasury bills market, competition is still limited;

= Banks continue to expand their activities through new branches or agencies
in different cities. Several banks are investing in electronic means of
payment. During 2003, 12 new ATM facilities were installed in Tirana and
other cities. However, the main payment instruments continue to be the
traditional ones: payment orders and cheques.

Other developments in the financial market in 2003 included the following:

e The Tirana Stock Exchange, which is no longer part of the Bank of Albania, received
the final license to operate in the local capital market.

e The insurance market has expanded further both in terms of new services and in
terms of regional expansion. Meanwhile, progress is being made with regard to the
privatization of the state-owned insurance company, INSIG, which after successfully
operating in Kosovo now has a license to conduct activities in the FYR of Macedonia.

e Progress has been made in strengthening the Deposits Insurance Agency. The
periodic publication of data on the banking system has extended to the financial non-
bank subjects of the Bank of Albania;

e Further work was carried out to transfer and consolidate the pensions function from
the Savings Bank to Albaposta. Also, efforts have been made to transfer the bank’s
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fiscal functions towards other institutions, reduce the number of staff combined with
improved quality of the staff, and further consolidate its offices in rural areas to
ensure access to basic banking services;

e The Bank of Albania has simplified its requirements for approving the expansion of
branch networks within Albania. In all cases, expansion is now approved solely on the
grounds of sound financial situation.

By the end of 2003, credit accounted for 13.5% of all assets, thus reflecting an increase of 2.1
percentage points compared to a year ago. The fall in the investment share of treasury bills
and in inter-banking transactions in addition to the expansion of lending activity reflects the
improvement in the structure of the system. Except for the Savings Bank, lending is
calculated at 27.9% of the assets of the remaining part of the system. The indicator of credit
quality has improved, reaching 4.6% down from 5.6%, which was the figure one year ago.

The financial situation of the banking system in the end of 2003 is satisfactory. Public trust
has increased along with the increase in the domestic and international deposits. As a result
of the expansion of the network of bank branches, the upgrading of technology and the
increased flows of information, there is an increase in the administrative expenditures.
Expenditures on provisions fell by Lek 155 million; this reflects improvements in loan quality.

2004-2007 MTEF for the development of the financial sector

In the medium-term period up to 2007, the support for the development of the financial sector
will continue on the basis of the adopted priority directions and instruments. These are:
strengthening market institutions, increasing the leverage of financial support through
financial sector development, increasing the degree of information and modernization,
improving public services to businesses, and pursuing the policy of economic opening. The
policies and measures will continue to be implemented with increasing engagement of the
business community.

To meet this objective, in the medium-term, the banking sector has to further strengthen its
structures, including banking oversight, and play a more central role in the economic
development of the country. The recent privatization of the Savings Bank is expected to have
a positive impact. There have been several efforts to reduce cash transactions and promote
the use of the banking system. Meanwhile, the Tirana Stock Exchange should strengthen its
role as a secondary market for treasury bills, government bonds, and the registration and
trading of stocks and bonds of local companies.
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INFRASTRUCTURE DEVELOPMENT

11.Energy and industry
Power

With the support of the Government of Albania, the power sector has established, developed
and consolidated the necessary structures to support its development in compliance with the
organization of the internal and regional energy market. In this context, short- to long-term
policies were prepared for the development and restructuring of this sector until 2015, in line
with the EU standards and an open competitive market.

2003 was a successful year with regard to the formulation and implementation of these
policies, as well as in relation to the implementation of the action plan for 2002-2003. Among
the main achievements for 2003 are the formulation and approval of the National Energy
Strategy, which defines the concrete steps for the sector until 2015, and the approval of Law
no. 9072 of 05/22/2003 “On the power sector”.

Power generation for 2003 witnessed an increase from 3100GWh to 4700GWh, and
consequently imports of energy were reduced from the planned 2500GWh to 1000GWh. Loss
and collection indicators in the network in general have improved substantially over the years,
as summarized in the table below.

Table 3.3: Power sector indicators

2000 2001 2002 2003
Losses 43.4% 38.1% 35.3% 38.1%
Collections 61.6% 84.5% 89.9% 92.2%

Source: INSTAT- 2004

In line with meeting the objectives foreseen for this sector, priority measures taken in the
course of 2003 were as follows:

Establishment of a financially and technically powerful energy industry

In line with the functioning of the necessary structures for an open and competitive energy
market a comprehensive study on all related issues for the country until 2015 was conducted
together with the expansion plan for the electrical power system (LCEP). In this context,
KESH was divided according to sectors, and the Transmission Systems Operator was
established, which will be fully operational by June 2004. In the mean time, preparations for a
detailed plan of actions for full cost recovery and rationalization of distribution fees until mid
2005 have been finalized.

Strengthening the importing, transmission and distribution capacities

In the course of 2003, several agreements for the interconnection of the Albanian with the
regional power system were signed. The agreements to finance the National Dispatch Center,
the construction of the 400 kV lines for Elbasan — Tirana and Elbasan — Podgorice, and the
study for the construction of the 400 kV line Tirana — Prizen may be mentioned as examples.

Establishment of effective and transparent legal and regulatory framework

In the context of the legal framework reform and its adjustment to the EU requirements, a
series of legal and acts were concluded, such as: the law on the energy sector, which defines
the activities of the Energy Regulatory Entity, which replaces the role the Government played
over the energy sector; the Decision “On prices and fees for retail selling of electricity for
2004”; the Decision “On protection of vulnerable population from increases in the price of
electricity”, etc. Also, the Law “On creating facilitating conditions for the construction of new
facilities for the generation of electricity” is finalized and has been approved.
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Increasing generation capacities and strengthening existing ones

Among the main investments carried out in 2003 was the finalization of the “March 2000”
project, which strengthened five and constructed one new sub-station. Work is ongoing for the
rehabilitation of hydropower stations in the Drin and the Mat. The installation of meters was
initiated in 2003 and financing was secured to generalize their use and to finalize the
contracts for their procurement. There is a project underway for the construction of a new
thermal power station in Vlora, and all the necessary permits have been obtained.
Negotiations have begun with different international financial organizations. The decision was
taken to launch the construction of the Sasaj hydropower station with BOO concession and
negotiate the signing of the concession agreement with Wonder Company.

Reforms for the medium-term 2004-2007

The objectives consist of: (i) establishment of a technically and financially sound sector
through improved management of the system and resources, and improved service for
clients; (ii) improvement of the legal and regulatory framework (including the Transmission
and Distribution Codes) and support to the energy regulatory entity; (iii) strengthening the
TSO and restructuring of KESH; (iv) preparation of the process of privatization of generation
and distribution and attraction of private investments in the sector; (v) participation in the
regional and European energy markets. A number of public programs for redressing the
situation in this sector have already been prepared and some of them are being implemented.
According to the program, it is envisaged that the reduction of losses in the network could
reach up to 30% by 2006, while as a result of improvements in collection their level will reach
96% out of 92.2%, which was the figure for 2003. Priority will be given to the installation of
meters within 2004 because this is perceived as an important factor for reducing the
excessive consumption of energy and establishing a fair relationship with the consumers.

Hydrocarbons

Currently, the hydrocarbons market is fully liberalized, from the point of research to the point
selling oil and LPG by-products.

As a result of the restructuring of the oil companies and the implementation of the
hydrocarbons agreement for the Patos-Marinza area the production of oil and gas increased
by approximately 10% in 2003. The production is further expected to increase from 398 to
430 thousand tons in 2004.

In recent years, 19 hydrocarbons agreements have been signed, as a priority action to attract
foreign investment. Foreign companies have so far invested approximately $350 million in oil
research.

Another important achievement for the hydrocarbons market was the legislation on licensing
for the processing, transporting and trading of oil, gas and their by-products, thus creating a
very diverse and at the same time competitive environment.

Mining
In the course of 2003, the mining sector supplied utilization and research permits to 379
companies in accordance with the law on mining.

Chromium: Approximately 30 mines have been closed down and their assets are in the
process of being privatized. 7 mine facilities have been given on concession (3 mines, 2
ferrochromium factories, 1 enrichment factory and 1 selection facility). 110 mine utilization
permits have been issued to 44 applicants. Approximately 70 mine galleries together with
their assets have been leased.

Copper: 48 facilities have been closed down and are in the process of privatization, while 2
mines were privatized. 3 facilities have been given on concession: a copper factory in Rubik,
a mine, and an enrichment factory (BER-ALB);

Iron and nickel: 13 mine facilities have been closed down and are undergoing the process of
privatization of assets.

78



Coal: 35 mine facilities have been closed down and are in the process of privatization, 6
utilization permits have been issued and their assets have been rented.

Since 1995, 140 mines and sectors have been closed down and are in the process of
privatization.

Manufacturing

A study was carried out in 2003 to look into the possibility of establishing industrial parks. The
study looked into the possibilities for the former industrial regions in the country to define
ways for their development. A study was carried out in the Elbasan metallurgical plant in order
to determine the free spaces to set up the industrial park. In cooperation with other
institutions, the existing infrastructure was assessed and a preliminary design was done for
the establishment of this park.

In the framework of eliminating administrative barriers, Decision 1n0.398 of
06/13/2003 of the Council of Ministers abolished the process of licensing for subjects
that invest and operate in the non-food industry area.

The industrial sectors that performed best in 2003 were metallurgy, leather and shoes, and
timber. Industrial production grew by 9% compared to 2002, accompanied by a 4% increase
of the labor force.

12.Transport and Telecommunications

Expanding and enhancing the transport infrastructure has been a priority objective. To this
end, the following measures were taken in 2003:

e Important public investments with support from the budget and international partners
have been carried out to improve road infrastructure, including: (i) rehabilitation and
expansion of the east-west (166 km) and north-south (105 km) corridors and of
sections that connect them with regional networks and other nationally important
roads; and (ii) rehabilitation of tourism, cross-border and regional, urban and rural
roads in agreement with economic and demographic trends, as well as the objective
of increasing road access to the poorest areas of the country.

e Spending on maintaining the roads network and improving the traffic lights system
has increased. The first stage for the implementation of a project to gradually transfer
the maintenance of road networks to contractors (privatization) has already began
and the first ten contracts were signed. The transfer rural and urban road
maintenance responsibility to the local government and the award of maintenance
contracts are expected to yield positive effects to this end.

¢ Investments have been carried out to increase the processing capacities in the ports
of Durres, Vlora, Shengjin and Saranda. Rinas airport now has a higher processing
capacity and the tender for the management contract was completed. In the context
of a World Bank project, work began on the commercialization of the Durres Port
Authority via the establishment of an autonomous port authority, the privatization of
operations, improvements of customs procedures, and safety operations. An
Albanian Maritime Authority is now in place. The first phase of a project to modernize
air traffic is also completed.

Rapid progress has been witnessed in telecommunications, including fixed line telephony,
mobile communication, internet access providers etc. In addition to Albtelecom, licenses have
been issued to 45 telephony operators in rural areas, with a growing number of users. The
market expanded in 2003, especially in the area of mobile communication. There were
996,288 mobile phone users in June 2003 up from about 800,000 at the end of 2002. In the
context of the privatization process, Albtelecom was restructured in two stages and as a result
no longer has exclusive rights for fixed telephone services for urban and international calls.
There were 222,000 Albtelecom clients in June 2003. There are already approximately 30
telephone operators in rural areas with approximately 20,000 users. The total number of fixed
telephone lines is therefore 242,000. Access to a fixed telephone is therefore 7.8% of the total
population. The postal service is also undergoing reforms.
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The main medium-term objective for 2004-2007 in the development of transport and
telecommunications is the establishment of a modern infrastructure network that will lower the
cost of economic transactions and alleviate poverty, especially in rural areas. To this end,
some of the measures are: (i) preparation of a transport master plan by sub-sector; (ii)
rehabilitation of the road network and improvement of the system of maintenance; (iii)
commercialization of services in all infrastructure sectors (roads, maritime, railways, and air)
and improvements in the regulatory and institutional framework. Air transport projects will
continue and private investors will be sought for these projects. Further liberalizing the
telecommunications sector, privatizing Albtelecom, and expanding the network to rural areas
will be important directions for the development of the private sector, along with supportive
and promoting government actions.

13.Water Supply

The water supply sector has gone through major problems of capacity, coverage, access,
quality, as well as financial and management problems in recent years. To this end, priority
measures have focused on: (i) improving water infrastructure through public and foreign
investment; (ii) improving management and the financial situation of water companies; (iii)
implementing reforms in the water infrastructure through different methods of involving private
operators, such as through concessions, management contracts etc.; and (iv) implementing
the decentralization reform, which transferred the water and sewage companies under the
administration of local governments.

As a result of considerable investments, there was an increase in the water supply of the
population by 4-5 hours per day on average during 2003. On average this means a water
supply of approximately 11 hours per day. Meanwhile, the number of clients reached 11,000
in 2003. There has been an increase in the number of concession contracts (Durres, Lezha,
Fier, Saranda, Kavaja, Elbasan, Berat, Kucova and Vlora). In the context of the
decentralization of the water supply service, the inventory of assets for all water and sewage
companies has been completed and the first group of 12 joint stock companies has been
prepared for transfer to local government authorities in 2004.

Public measures in recent years demonstrate the positive impact of increased efficiency in
water supply. The reform will continue the medium-term to strengthen discipline, privatization
and decentralization, and carry out major public investments. Similarly, the decentralization
reform, the concessions and other forms of private sector participation, the refinement of price
policies reflecting the costs of interventions in the networks, and the improvement of the
quality of service to the population will also continue. Work is underway to raise community
awareness and foster the participation of the private sector. Completing the projects currently
under implementation, together with a range of proposed measures is expected to have
positive effects on improving the quality of service provision.
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HUMAN RESOURCES DEVELOPMENT

14.Education

The provision of education services has taken center-stage in the context of national social
and economic development, not only because of education’s special role in increasing
opportunities for the poor and inducing growth, but also because of the deterioration of
education indicators during the last ten years and the slow progress of reform. In order to
redress the situation, several interventions led to the following main achievements in 2003: (i)
the Ministry of Education and Sciences (MoES) is now operating according to a new charter,
and reporting institutions have been restructured to increase administrative effectiveness; (ii)
strategic objectives until 2013 were formulated; (iii) the system was directed in the road to a
deep and substantial reform based on strategic objectives; (iv) new curriculum frameworks for
pre-university education were prepared; (v) the new structure of the Budget Division was
finalized according to analyses of demand and potential; (vi) a new scheme for the distribution
and sale of pre-university education textbooks was implemented; (vii) financial autonomy was
promoted at different levels.

Graph 3.1: Education sector expenditure
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In the context of increasing the effectiveness of public management: (i) the reform of MoES
and of reporting institutions with respect to content, structure and organization was finalized
and a Council of MOoES was established as a consultative body; (ii) the transfer of
responsibilities of the ISP to two quasi independent institutions, namely the Institute of
Curricula and Standards, and the Center for Education Training and Qualification, was
finalized; (iii) district education departments were replaced by Regional Education
Departments, and the process for the establishment of Education Offices in the districts is
underway; (iv) work is underway for the establishment of a national preparatory system,
training and qualification of education system experts.

In the context of reforming the system and the content of education:

e The draft of the Strategy for the Development of the Pre-University Education System
2003-2013 was completed. This strategy envisages changes in the education
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structure and attempts to harmonize this strategy with the objectives of the
“Education for All” initiative. The revised document of the Strategy for the
Development of the Pre-University Education System will be forwarded to the Council
of Ministers within the first half of 2004;

e Training programs for the senior staff at the central, local and school levels were
drafted in order to strengthen their qualifications. Staff at the central and regional
levels have started their training;

e The new curriculum framework of pre-university education, which aims to develop the
necessary skills to face the challenges brought about by the gradual integration of the
Albanian with the regional and European education systems, has been introduced;

e The main lines of the new curriculum framework as well as the implementation
platform that would enable its launch by the academic year 2004-05 were drafted;

In the context of policies to extend compulsory education to eight years and expand
vocational training and its adjustment to market needs, the following steps were taken:

e Universal enrolment of the school-age population in compulsory education was
achieved. The overall participation during academic year 2002-03 was approximately
98%, while the dropout rate fell to 2% (compared to 3.2% in 1996—97, 2.8% in 1999—
2000 and 2.4% in 2000- 01);

e 170 new laboratories have been established and 20 new specializations have been
introduced in vocational schools in 19 districts;

e The transfer rate from compulsory to secondary education increased to 71% up from
66% last year and 63% in 2000. This represents an absolute increase of 7700
students of which 1734 went to vocational schools;

e For the first time, free textbooks were supplied to students in compulsory education;

¢ Nationwide support was achieved for the “Education for All” project and an
implementation draft was completed;

Education expenditure has been increasing. Education expenditure was 2.85% of the GDP in
2003 and is expected to increase to 3.14% in 2004. This level is still low compared to other
countries in the region at similar levels of development, where this level is on average about
4.8% of the GDP. In 2003, 42 new schools were constructed and 176 schools were
reconstructed with public budget funds. Another 272 schools were furnished and equipped.
Besides, 7 new schools were constructed and 56 schools were reconstructed with donor
funds in 28 districts. In the context of improving working conditions, the Decision of the
Council of Ministers to increase the salaries of employees by 8% was put in force during the
previous academic year.

The priority action plan will intensify the reforms throughout the system in order to achieve the
set targets. The reorganization of the education system will proceed towards decentralization.
This step intends to establish a distinct role for local government and promote the autonomy
of schools, while the MoES will strengthen its leadership, coordinating and monitoring role.
Ongoing programs to increase access of poor children to education, to improve teaching
conditions, to increase the skills and motivation of staff, and to increase participation in
secondary education will continue as will projects to increase the number of vocational
schools. There will be moves to rationalize the expansion of the education system. Reforms
will be introduced in the university system to increase autonomy and the quality of teaching in
order to comply with the long-term national developments targets. The Bologna process and
its directions constitute the basis of university education reforms.

For the mid-term period 2004-2007 the objectives of the MoES are the following:
e Extend compulsory education from 8 to 9 years;
e Further decentralize the compulsory education system;
¢ Optimize the size of existing vocational schools;

e Complete the legal framework of the education sector;
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e Set education standards to increase effectiveness and develop sound curricula;
e Establish a nationwide compulsory and inclusive education system;
¢ Introduce interactive teaching methods;

o Establish professional capacities aiming to increase of the education quality.

15.Health

One of the health sector priorities is to reduce infant illnesses and mortality. Infant mortality in
Albania has decreased from 41.5 per 1000 live births in 1990 to 16.8 per 1000 live births in
2003, but this is still far from European levels.

In the northeastern districts of Albania, such as Diber, Kukes, Tropoje, and Puke this mortality
figure is twice as high as the national average. The Ministry of Health has drafted specific
programs for the continuous monitoring of infant mortality levels. These programs include: the
unification of treatment protocols; training for all physicians who have been working for five
years after completing their specialization; training for staff that works in children advisory
centers (known as Well Visit Clinics); continuous monitoring of the Law “On the promotion
and protection of breast feeding”; the reduction of different kinds of malnutrition among
children up to 5 years old; the fight against iodine deficiency disorders in children up to 6
years old, etc.

Reducing infant mortality to 10 per 1000 live births by 2015 is one of the challenges for the
health sector in the framework of the Millennium Development Goals. The introduction of
integrated management for infantile diseases in 2003, including evaluation, treatment and
combined advice, has been very important and will be continued in the next year.

Graph 3.2: Health sector expenditure
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objective will be achieved through: (i) increased effectiveness in the use of material, human
and financial resources; (ii) improved regulation; (iii) increased access and equal rights for
health services for all citizens; and (iv) specific interventions in particular areas. In order to
meet all these objectives, several interventions in were carried out in 2003.
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In the framework of improving efficiency and effectiveness of the use of human resources,
efforts have been made in the following directions:

e Improvement of the planning process in order to move into a planning process based
on detailed analyses of problems in each district and each institution. For this
purpose, DFID has prepared a program, which will encourage institutions to start
drafting three-years plans.

e Improvement of resource allocation and monitoring of their use at the central and
local levels as well as of corruption;

¢ Improvement of monitoring and financial control by experimenting with different forms
of public involvement and evaluation of health services;

e Improvement of public health financing methods. Apart from increases in the size of
the resources, it is also very important to allocate these resources effectively and use
them efficiently. Efforts are made to expand the health insurance scheme. The NIHC
has worked intensively to draft the overall policy on health insurance and to
strengthen its institutional and professional capacities. In this framework, it has
drafted and prepared a new project to include NIHC (ISKSH) in the total financing of
health services in the district of Berat. In addition, efforts have been made to
computerize the health services in Tirana. The master plan for the primary health
sector in Tirana has been completed.

e Important steps have been made to improve the regulatory system. There were
improvements in the legal framework (seven bills were prepared in 2003) and the
structure of the Ministry of Health. Support was provided to the Physicians Order, the
establishment of the Pharmacists Order, and the development and monitoring of the
private sector.

In relation to increasing access to health services and improving the quality of services, it is
intended to cover the entire country with health centers and half of the national territory with
ambulatory services. For this purpose, 190 health centers were constructed or reconstructed
during 2003. The hospital law, which will be the base for establishing regional hospitals, was
completed. Attempts were made to re-balance the geographical distribution of staff. For this
purpose a new map was drafted to help distribute staff in accordance with needs. Efforts are
made to increase the motivation of those working in rural and remote areas of the country, in
order to prevent them from moving out of these areas and into the cities. Several Decisions of
the Council of Ministers have been issued in relation to this issue, such as “Creating the
financial motivations for mid-level staff who work in rural areas”, “Adjustment of the salaries of
employees with seniority scientific grades” and “Adjusting and establishing a correspondence
between titles, working posts and payment levels in the sector”.

Particular attention is paid to tackling corruption, which is by now a worrying phenomenon. A
number of normative acts, which should limit corruption, were drafted and improved. lllegal
fees realized by health staff have been exposed. This will hopefully reduce leakage and
abuses of public office. The establishment of public relations offices is being considered, as is
the introduction of boxes where people can lodge their complaints and concerns related to
corrupt behavior. Awareness posters urging patients not to pay and health staff not to accept
bribes have been put up.

With respect to increasing the quality of service, it is intended to strengthen the role of nurses
in public health services by organizing training courses and establishing the National
Coordinating Committee for Nurses. With respect to ensuring the provision of safe, effective
and affordable medicine, the legal framework has been improved through the laws “On
medicine” and “On narcotic and psycho-therapeutic substances”.

Public health indicators will be improved through specific interventions to promote health, limit
and prevent contagious diseases, tuberculosis and STD, improve mother and childcare etc.
Full vaccination coverage has been achieved under the EPI program. Moreover, the chain
refrigerating equipment is now functioning properly and the quality control system has been
improved through the establishment of the National Authority for Vaccination Control. The
National Program for Tuberculosis Control in the framework of the WHO Directly Observed
Treatment Strategy (DOTS), which is being carried out in all dist