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Social Assistance in Albania



The Living Standards Measurement Study

The Living Standards Measurement Study (LSMS) was established by the World
Bank in 1980 to explore ways of improving the type and quality of household data
collected by statistical offices in developing countries. Its goal is to foster increased
use of household data as a basis for policy decisionmaking. Specifically, the LSMS
is working to develop new methods to monitor progress in raising levels of living,
to identify the consequences for households of past and proposed government
policies, and to improve communications between survey statisticians, analysts,
and policymakers.

The LSMS Working Paper series was started to disseminate intermediate prod-
ucts from the LSMS. Publications in the series include critical surveys covering dif-
ferent aspects of the LSMS data collection program and reports on improved
methodologies for using Living Standards Survey (Lss) data. More recent publica-
tions recommend specific survey, questionnaire, and data processing designs and
demonstrate the breadth of policy analysis that can be carried out using Lss data.
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Foreword

The decentralization of service delivery has the potential to improve efficiency by allowing
decisions to be made closer to the source of information on which they are based. It may also
create incentives for local administrators to use such information. However, decentralization
also adds additional levels of resource allocation - from the center to local jurisdiction as well as
subsequently to the ultimate recipients of the services. The net impact on poverty is affected by
the targeting efficiency at allhnodes. At this time there is little evidence as to whether
decentralization of safety nets is an effective means of increasing equity.

This study uses a household survey collected by the Ministry of Labor and Social
Protection in Albania during 1996 to assess the effectiveness of the distribution of social
assistance by local officials. The study complements other efforts by the Development Research
Group to explore the delivery of decentralized services.

Paul Collier, Director
Development Research Group
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Abstract

Albania provides a small amount of social assistance to nearly 20% of its population
through a system that allows a degree of community discretion in determining distribution. This
study investigates the poverty targeting of this program. It indicates that relative to other safety
net programs in low income countries, social assistance in Albania is fairly well targeted to the
poor. Moreover, the poverty targeting exceeds that which could be expected on the basis of
proxy indicators of targeting alone; communes appear to be using local information.
Nevertheless, a large number of poor are excluded from social assistance. Moreover, the system
is hampered by the absence of a clear objective criterion to determine the size of the grants from
the center to communes and limited information that might be used to implement this criterion.
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1. Introduction

An important obstacle to improving the targeting of services and transfers to the poor is
the high costs that can be involved in obtaining accurate information on their incomes and their
need. One way that has been suggested to reduce the cost is to decentralize the responsibility for
monitoring poverty and managing anti-poverty programs to local administrators who, it is argued,
should be able to do so more accurately and cost-effectively than a central government agency.
Local government officials are likely to be better informed about the members of their
communities and better able to recognize those who are genuinely poor. Households will be less
able to conceal information about their circumstances from locally based authorities than from
those at the national level. Moreover, because poverty in one community may be characterized by
different indicators than poverty in another community, a decentralized system may also increase
efficiency of a safety net program by allowing local authorities to determine the local eligibility
criteria.

While there have been some reviews of decentralization and poverty alleviation (Bird and
Rodriguez, 1995), there is relatively little empirical evidence on whether decentralizing the
management of safety net programs is more accurate and cost-effective than centralized
management.' This study aims to add to that evidence by examining a recent attempt by the
Albanian government to devolve responsibility for a social assistance program to local authorities.
The data used in this study were from a household survey that was carried out in Albania in 1996
that was explicitly designed to assess both the targeting efficiency of the program and its flexibility
under different regulations. The study addresses the question of whether local officials have
access to information on household welfare that is unlikely to be available to central authorities.
It also examines how the magnitude of the overall grant from the central government influences
the allocation by local authorities.

The paper begins with a discussion of a few concepts useful for the analysis of safety nets.
Section III outlines the specific Albanian social assistance program that is administered by local

authorities, while Section IV explains the source of the data that were used in the analysis. The
results are then presented in Section V in two subsections, the first of which deals with the
targeting efficiency of the program in question and the second of which discusses how the
allocation to households in Albania has changed since its main program of social assistance was
decentralized. The final section discusses five policy-oriented conclusions from these results and
their implications for the decentralization and cost-effectiveness of other social safety net
programs.



2. Key Concepts

In this section we consider: (i) some of the advantages and disadvantages of decentralizing
responsibility for managing social safety net programs; (ii) the difference between an entitlement

program and a block grant program; and (iii) the nature of indicator targeting.

2.1 Some Advantages and Disadvantages to Decentralization

The most important advantage to decentralizing responsibility for administering social
safety nets is that local authorities are usually better able than a central government ministry to
assess the needs and preferences of the local community. This might be in terms of the ability to
assess information or it may be in differences in preferences for poverty reduction across
communities. One community may place a greater emphasis on one dimension of poverty than
another might and may also use different welfare indicators. For example, since rankings of
household welfare are quite sensitive to the composition of the household (in terms of, for
example, the age, gender, and employment status of the household members) and its size, those
communities that give a high priority to the needs of children are likely to target different poor
groups than will be targeted in other communities (for example, poor families with children rather
than widows or abandoned spouses). Those communities that put particular emphasis on
improving the nutritional status of the population may chose different eligibility criteria for a
social program, or different levels of funding for programs, than those communities that assess
poverty solely on the basis of income or expenditure. Clearly, it would be difficult for a central
government agency to know the priorities and needs of every community and to tailor its social
programs accordingly.

Nevertheless, there are some potential disadvantages to decentralizing the management of
social assistance programs. For example, there is the potential for powerful local elites to
monopolize the benefits of the program. Moreover, decentralization can make it more difficult
for the central government to monitor the implementation of the program, which may encourage
local corruption. While this has commonly been predicted (Prud'homme, 1995), there are few
studies of the relative magnitudes of local-level corruption as opposed to the diversion of public
funds at the national level. Another problem associated with monitoring is the difficulty of
establishing an evaluation criterion when objective functions vary across communities. If a
community appears out of step with national objectives, it may be that it is marching to a different
drummer.

If it is indeed the case that local authorities have better access to local information, then
those responsible for monitoring the program at the national level will be hindered from doing
their job because of having limited access to information. The local authorities may be tempted to
exaggerate the extent of poverty in their area (knowing that they are unlikely to be found out) in
order to increase their share of nationally provided funds, particularly if they are not required to
provide cofinancing which would give them an incentive to maintain fiscal discipline.
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A theoretical inquiry in such incentives for income redistribution is found in Wildasin
(1991) who observes that when individual mobility is considered, an efficient redistribution system
implies that communities with weaker preferences for redistribution should receive larger
subsidies. This, however, may not hold with repeated budgeting since the center is unlikely to
observes preferences directly. Communities then have an incentive to conceal their propensity for
redistribution in the hope of receiving more from the center in future budgeting rounds.
Efficiency, however, is not the only reason a central government may want to create incentives for
local government to redistribute. Inman and Rubinfeld (1997) address this in their discussion of
welfare reform in the United States. They point out that the relative weight on economic
efficiency and individual rights held by the government will influence the types of incentives and
controls the central government will chose. Ravallion (1998) adds a dimension to this literature
by including the possibility that different jurisdictions may have different abilities to target as well
as different preferences.

2.2 Entitlements and Block Grants

Another concept to be aware of is the issue of whether the government chooses to
distribute its social programs as entitlements or as block grants to local authorities. In an
entitlement program, the central government guarantees to distribute social assistance to all
households with incomes under a certain poverty threshold. In a block grant program, the central
government provides each local authority with a separate grant that it may use to provide social
assistance to poor households within their jurisdiction.

An entitlement program endeavors to ensure that all households have a minimum level of
income, denoted as Y*(H) to indicate that the target level may be a function of household
characteristics, H. It guarantees that all households with an income below Y*(H) will receive
Y*(H) - Y as a transfer, where Y is current household income. Under this scheme, the
government exchequer bears all the risk of any income shocks that the household below the
poverty threshold might experience. The total bill for social assistance, T, which in this case is
not predetermined, is then:

1) T= £[Y*(H)-Y I Y<Y*I H)]

Otherwise, the government may exogenously determine what it is able to spend on social
assistance and will attempt to optimize the allocation of household transfers th:

2) n,, E[Y*(H)-Y+ th I Y<Y*(H)] s.t.F th <=T.

As written, the problem is to minimize the poverty gap, although the literature discusses
similar issues for minimizing the square - or similar higher order - of the poverty gap.
Commonly, it is assumed that th is non-negative and that Y is not affected by the size of th.
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Alternatively, the government may choose to provide various local authorities with
separate block grants for social assistance, Tc , such that £ Tc= T. Local authorities may use
these grants to fund a range of social projects. In such circumstances, the optimization problem
for the local jurisdiction includes the weighted social value of these services and can be expressed
as:

3) -wi({Y[Y*(H)-Y+ th I Y<Y*(H)]} + YwiXi s.t.1 th + EXi<=T,

where Xi are expenditures on the ith service and wi are social weights.

2.3 Indicator Targeting

Whether an assistance program is an entitlement or a block grant, it is necessary to gather
data on the economic status of potential recipients before implementing the program. Since
welfare is not directly observable, it is generally necessary to collect data on indicators that
predict income or expenditures as a basis for allocating the benefits of social programs.2 Such
indicators can include, for example, the location of a family's dwelling or landholding and its size.
Targeting can also be based on weighted factors such as the education of household members and
their housing conditions. This approach often involves collecting data in a household interview.
One of the best known examples of a program in which this proxy targeting was used is Chile's
Ficha CAS system (Grosh, 1994), although variations of the method have been used in places as
diverse as Costa Rica and Armenia.

A number of algorithms have been designed to target social assistance under imperfect
information. (Ravallion and Chao, 1989 and Glewwe, 1992). Grosh and Baker (1996)
approached the question of how to use proxy means tests to target a poverty program by using an
OLS regression to investigate which indicators explained expenditure. They then simulated how
much reduction there would be in poverty if a transfer of the same size were allocated according
to the different indicators. They found that, when there are a large number of variables, OLS
performs quite satisfactorily compared to an algorithm approach. In effect, Grosh and Baker
substituted y = f(Z) for Y in equation 2 above, with Z being a set of indicators that may partially
overlap with H.

This approach is similar to the one that will be followed below. However, there is one
further issue to be borne in mind. Any block grant needs to allocated according to a formula that
determines the size of the central government's contribution, Tc. In principal, this could be done
in accordance with the goal of national poverty minimization as in equation 2. However, this
ignores any potential gains from decentralization. Allocations among communities must be based
not only on the size of their population but also on their regional poverty ranking, which is
information to which the central government has little access. This requires the center to acquire
exactly the type of information that the theory on decentralization posits they obtain inefficiently.
The situation is not quite as strong an internal contradiction as it appears, however, for regional
rankings are probably far more robust than individual or household rankings. Nevertheless, since
survey data are rarely accurate except at a broad level of disaggregation and since census data are
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generally not a good source of data on household incomes, there is still a need for the central
government to determine which available indicators are appropriate before allocating the block
grants.
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3. Social Assistance Reform in Albania

As in much of Eastern Europe and the former Soviet Union, the breakdown in central
planning in Albania caused an avalanche of closures of industrial enterprises. This led to both
massive unemployment and a contraction of state revenues with which to finance cash transfers
and price subsidies to assist the newly unemployed. In response, the Albanian government
undertook significant measures to phase out most consumer subsidies while rationalizing
unemployment benefits and social assistance. For example, wheat and bread prices were raised in
two major steps in 1992 and 1993, leading to more than an eight-fold nominal price increase and a
tripling of the real price of bread. To a large degree, the aim of these price reforms was to
rationalize the economy rather than to reduce government expenditures as the increases in the
price of bread were accompanied by compensatory increases in pensions, social assistance, and
government wages. Also, for a few months following the August 1992 increase in wheat prices,
rural residents received an additional compensatory payment.

At the same time, the government decided to stop paying the wages of hundreds of
thousands of employees of idled state enterprises and began a policy of layoffs. The laid-off
workers received a compensation payment equivalent to 80 percent of their wage fixed for a one-
year period. By the time that period had expired, an additional safety net, the Ndihme Ekonomika
(NE) program, had been introduced that provided income support with eligibility dependent on
household earnings falling below a certain threshold. The NE program was designed to support
urban families with no other source of income and to support the incomes of rural families
between the time when they received their share of former cooperative landholdings and the time
when they brought in their first private harvest. It also supports rural families with small
landholdings. As the NE currently is the main means of social assistance in the country the term is
used synonymously with social assistance in the rest of this paper.

Initially, the NE program was, in effect, an entitlement conditional on an income criterion
determined in the Albanian capital, Tirana. The government established and publicized minimum
and maximum levels for the grants and monitored their distribution. Families applied for NE
benefits at the local offices of the Ministry of Labor and Social Protection (MOLSP) and had to
provide documentation of their landholdings and current employment status. As the program
involved no local cofinancing (little tax revenue is raised by local governments in Albania), there
was little incentive for local councils to verify the documentation provided by households.
Regional officers from the MOLSP did, however, conduct spot checks to verify the information
presented by applicants.

In early 1994, the government cut the size of the entitlement per community because it
was afraid that the cost of the program would exceed available government resources. While
local jurisdictions were allowed to appeal these cuts, this change in the total allocation was
accompanied neither by either a change in the rules determining eligibility nor in the regulations
regarding levels of transfers per recipient.
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The number of families assisted by the NE program was fairly constant between January
1994 and August 1996, despite the fact that economic conditions were improving in Albania. The
number of families receiving support in August 1996 was 95 percent of the number of
beneficiaries in the corresponding period in 1994. The decrease was entirely in the rural areas and
was largely due to the completion of the transition from cooperative farming in many areas.
Urban participation, on the other hand, actually increased. In August 1996, 145,232 families --
about 20 percent of the population -- received help from the NE program. However, most
participating rural families received only a partial payment that was meant to supplement local
agricultural earnings. The average payment in rural areas was only slightly more that half (56
percent) of the payment to those households that received the full level of support.

The 291M lek ($3. 1M) distributed in February 1995 was the largest amount distributed in
nominal terms. At that time, the NE program cost 1.6 percent of GNP. Nominal distribution
decreased to 241M lek by July 1996 ($2.3M).3 Thus, by the second half of 1996, the NE
program accounted for a little more than 1 percent of GNP.

In October 1995, the NE was reformed to make it more of a block grant program. While
the upper limit on payments per household has been retained, the minimum level was eliminated
except in the case of a small set of physically disabled individuals. Thus, the program is no longer
strictly an entitlement. Moreover, local administrators now have the right to retain 50 percent of
the difference between the block grant of social assistance money given to them by the MOLSP
and the amount they then allocate to local households. Local authorities can use these left-over
funds to finance community public works projects. As it is unlikely, however, that any community
will accumulate sufficient savings in any given month to fund any such projects, they are allowed
to retain the funds (either physically or on account) for a year in order to accumulate the
necessary amounts to initiate a project or to provide assurance to any other agency or NGO who
may be encouraged to cofinance such projects. The aim of allowing local authorities to retain any
savings from the block grant was to encourage them to increase the efficiency of the targeting of
the NE program.
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4. Data

The aim of this study is to discover whether the NE program has become more cost-
effective since the program was decentralized in 1995. The basis for this analysis is a household
survey conducted between August and November 1996 under the auspices of the MOLSP.4

Extensive data on expenditures were collected in this survey. In addition, data were collected on
labor force participation, the search for employment, public and private transfers, housing,
consumer durables, land, livestock, and other productive assets. While the model of the survey
was largely that of an LSMS survey, some modifications were made to permit the survey
questionnaire to be administered during a single visit to each household.5

Expenditures on individual commodities were aggregated to construct total expenditures,
the principal indicator of household welfare used in this study. Quantities of goods produced by
the household for home consumption were valued at the average unit price for purchases reported
in the community. The annual consumption of services of durable goods was valued as a
percentage of the reported stock of durables (Hentschel and Lanjouw, 1996). The imputed value
of rent for housing was estimated from a hedonic regression of a households estimate of the rent
that could be received for their dwelling regression on qualities of the unit. As a sensitivity
analysis, this imputed rent was also calculated using the reported sale value of the unit. The two
measures were very strongly correlated with a correlation coefficient of 0.97. Below, the analysis
also explores the sensitivity of results to the inclusion or exclusion of imputed rent and the
imputed flow of services from durable goods.

Because a principal objective of the survey was to compare the distribution of social
assistance in 1996 with that in previous years, particular attention was paid to constructing a labor
force and migration history that covered the period since the liberalization of the economy in
1992. Similarly, respondents were asked to indicate any differences in their holdings of assets
(compared to their holdings 12, 24, and 36 months previous to the survey) including increases and
decreases in livestock holdings. For aggregation purposes, livestock were valued at the average
cost over all rural areas for each type of animal, while the value of other assets was based on the
reported current resale value. Land is reported in acres of pasture, cropland, and orchards and
not in value terms.

Household respondents were also asked to recall the year in which they began to receive
any of 11 types of public (and NGO) transfers or when they ceased to receive any of these
benefits. Finally, they were asked to recollect when they began or ceased to receive remittances
from friends and relatives as well as the average amount they received per month during the times
when they received remittances.

While household respondents claimed to know when they entered or left employment and
when they had participated in government programs, it is unlikely that they would be able to recall
their consumption in the past. Thus, the survey did not attempt to collect these data directly.
However, it is a standard practice in household surveys to relate the expenditures of a household
in the month in which it was interviewed to its assets and to a range of household composition
measures. Since the survey collected data on the change in assets over a three-year period, it was
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possible to use the increase in those assets as the basis for estimating the household's expenditure
during this period. As the period being studied was after the state economy had already broken
down, it is reasonable to assume that the mapping from assets to expenditure is sufficiently stable
to provide a reliable picture of household welfare.

The survey sample was based on a stratified random draw of communes (or - for the urban
survey- of cities) and, subsequently, of households. The probability that an administrative unit
was chosen was proportional to the number of social assistance recipients in the area.6 That is,
cluster-based sampling was used, as it often is, to reduce the costs of collecting the data. Cluster-
based sampling has an additional advantage in regard to this study. While Albania has a number
of levels of administrative units (this reflects the fact that Albania is in a period of transition), the
administrative unit that manages the block grant and, hence, is the obvious choice for defining a
cluster in rural areas is the commune (of which there are 315 in Albania). Fifty communes were
chosen. The commune's records of local families provided the basis for the sample with an
expected draw (without replacement) of 1,400 households. No additional stratification within
communes was used despite the fact that, on average, each commune has nine or so
geographically distinct villages.

However, only rural 1,091 interviews were completed. A few of the households that were
selected could not be visited due to flooding; in only a few cases, household members refused to
be interviewed. The main difference between the potential number of interviews and the actual
number conducted was because households had migrated out of the communes. Because there
had been no census in Albania since free movement throughout the country became permitted, the
MOLSP was interested in knowing the difference between its census records and actual
conditions. Thus, the survey recorded the number of interviews that were not conducted. The
16.6 percent migration rate from rural areas since 1991 that is implied by the discrepancy between
the listing in the commune's census records and the observations of the survey interviewers more
or less matches the observed growth of cities during that period.

In urban areas, the first level of stratification for the sample was the bashki, or
municipality, of which there are 47. Because a household survey had recently been carried out in
Tirana, it was subtracted from the potential draw. Eight bashkis were selected. Maps were then
used to divide each city into 16 squares, and two of these were chosen at random from each city.
As the government was interested in collecting information on the welfare of recent migrants into
the cities, all households residing in these squares were then listed in the course of the survey's
fieldwork stage, and 30 households were selected by a random draw from each square in the
sample.

9



5. Results

This study had two objectives -- to assess the targeting efficiency of the Ndihme
Ekonomika program and to examine how social assistance in Albania has changed since the
program was decentralized. Results pertaining to each of these objectives will be discussed in
turn in this section.

5.1 The Targeting Efficiency of the Ndihme Ekonomika Program

i) Does the NE reach the poor? The survey confirmed that virtually half of the families in
the poorest decile in Albania received some assistance from the NE program between October
1995 and August-November 1996. In contrast, relatively few of the comparatively well-off
households received some transfer, and only a negligible amount of the richest three deciles
received assistance.' Table 1 illustrates that, when households are ranked in terms of per capita
expenditures, as a household's expenditures increase, there is a sharp decline in the probability
that it receives assistance.

In order to answer the question of whether the NE reaches the poor, one needs a
definition of the poor. However, there is no commonly used poverty line for Albania nor are
there any purchasing power parity conversion factors that would make it possible to use
international poverty comparisons.8 For illustrative purposes [only] this paper uses the highest
per capita expenditure of the first [poorest] decile of households (2,422 lek per month or
US$23.18) as a low poverty line and the corresponding expenditure of the fourth decile (4,183 or
US$40.03) as a high poverty line. Half of the households which fall below the low poverty line did
not receive social assistance. Although this indicates many of the poor are excluded from the
program, the programs benefits also goes disproportionally to the poor; the poorest decile
receives 36 percent of total NE expenditures.

If the higher poverty line is used, over 70 percent of the poor are found to be excluded
from NE benefits, but the share of expenditures going to the poor rises to three-fourths of all NE
expenditures. The share of benefits going to the poor in this case compares favorably to the share
going to the poor in successful targeted food stamp programs such as those in Jamaica or Sri
Lanka (Alderman, 1991) or in most targeted programs in Latin America (Grosh, 1994).

The expenditure measure used for these estimates subtracts the transfers related to the NE
program from total expenditures. It tacitly assumes that private transfers to a household or the
household's work effort are unchanged by the availability of benefits from the NE program. This
ex ante expenditure estimate can be regarded as a lower bound of what household welfare would
have been if there was no social assistance. Generally, a change in pensions or state transfers is
partially compensated by increased private transfers, though this is usually well less than a one for
one compensation (Cox, Jimenez, and Jordan, 1995). However, if the benefits from the NE
program totally substitute for private transfers and work effort, it must be assumed that
households gain increased leisure as a result of receiving NE benefits while their non-resident
relatives, who would have otherwise sent them money, will have higher consumption.
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Table 1. Albania: Incidence of Distribution of SocialAssistance in Albania, August 1996

Per Capita Expenditure 1 2 3 4 5 6 7 8 9 10 All
Decile

Per Capita Monthly 1879 2754 3336 3926 4428 5093 5825 6703 8122 11137 5374
Expenditure (lek)
(exclusive of assistance)

Per Capita Monthly 2079 2834 3419 3987 4475 5162 5848 6716 8134 11648 5432
Expenditure (lek)
(inclusive of assistance)

PercentofHouseholdsin 48.9 25.8 23.9 17.1 9.3 11.9 6.8 3.5 2.2 3.7 15.3
Decile Receiving
Assistance

PercentofTotalAssistance 35.7 16.5 13.6 9.0 7.1 10.3 3.6 1.7 1.1 1.3 100
Received by Decile

Percent Urban 10.0 22.9 32.8 38.4 42.7 36.0 38.8 58.0 51.8 60.5 39.2

Per Capita Monthly Food 1364 1758 2065 2409 2649 3081 3491 3655 4006 5473 3036
Expenditure (lek)

Household Size 6.1 5.6 5.6 5.0 4.6 4.4 4.1 3.8 3.7 2.9 4.58

PercentHouseholdswith at 9.8 22.1 31.1 34.5 28.9 33.3 35.2 45.7 40.5 35.5 31.7
Least One Wage Earner

Even so, the distribution of the NE looks similar to the ex ante rankings. This is the case
because few people change from being poor to being non-poor on the basis of receiving NE
benefits. Thirteen percent of the households defined as poor by the lower definition are raised
above the poverty line by the NE, while only 3.5 percent of poor households as defined by the
higher poverty line are raised above the poverty line. The amount of benefit that is transferred is
modest relative to the average income of the population. Recipient households in rural areas get,
on average, 289 (s.d. = 211) lek per capita per month in NE benefits. While a lower percentage
of urban households receive assistance, those that do qualify receive 590 (s.d. = 189) lek per
capita per month.

ii) What Indicators are the Basis for Targeting? Since the MOLSP sets only the
maximum allocation per household, there are no fixed rules that local authorities must follow in
allocating the benefits of the NE program. The survey obtained data on the amount of benefits
households actually received as well as characteristics on the households. This information is
used to infer what indicators of poverty the local governments use to assist NE benefit levels. In
particular, the amount households received from the NE program was regressed against a set of
proxy indicators. A significant coefficient on a right hand side variable means that the variable
appears to be part of the commune's allocation decision.
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Table 2a shows results of these regression for rural areas. The single regressor in column
1 (termed the formula allocation) is based on a formula used by the MOLSP to determine the
maximum amount a household may receive. Although no household was told that it would
receive this amount (and thus this figure can not be treated as an entitlement), this was often used
as a starting point for determining distribution in many communes (Case, 1997a). The
calculations in Table 2a are based on a compensation of 2,150 lek for the first adult in the
household and between 400 and 510 lek for others in different age, categories. Any
unemployment insurance and pensions received are subtracted from this amount. An estimate of
earnings from land owned by a household is also netted out from the compensation. This estimate
is based on per capita land ownership times a coefficient that varies by the quality of the land
owned. The formula allocation is truncated at zero for those above the eligibility threshold
(approximately 25 percent of the sample). That is, no one is taxed on the basis of this formula.
The formula is also capped with an upper limit that varies according to household size. The
highest value of this cap in August 1996 was 5375 lek ($51.43) per household per month.
Column 2 adds an additional set of regressors to the formula allocation.

In both columns, for each additional lek in the formula used to estimate a household's
:maximum allocation, the household receives between 0.15 and 0.17 additional leks. This was not
affected if dummy variables or interaction terms (not shown) were include in the regression to
allow the coefficient to change at the points of truncation. however, it is not the only information
used to set benefit levels. As indicated in column 2, communes also use information about wage
e arnings and large animals owned to allocate social assistance benefits in accordance both with
grovernment policy and any reasonable proxy means testing. While the expected distribution of
assistance drops if there is a wage earner in the household, there is no additional impact
associated with an additional wage earner (not shown). Since pensions are included directly in the
calculation of the maximum allocation, the fact that pensions are also significant in column 2 may
can be considered a further adjustment to the formula for calculating the net allocation.
Commune officials may weigh pensions more heavily or be better able to observe them than other
sources of income, although as yet they have no access to computerize files to verify pensions.
Finally, rural NE allocations to households seem to be slightly higher if there are more women in
the household.

Columns 3-5 substitute different measures of predicted expenditures. These predicted
variables are, in effect, proxy measure of expenditures using weights that are defined by the data.
For the measure used in column 3, total household expenditures net of NE were regressed on 27
variables including seven age and gender variables for the composition of the household, eight age
and gender variables for levels of education, various types of land and livestock holdings, and four
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Table 2a. RuralAlbania: Regressions Explaining Distribution of SocialAssistance

Model 1 2 3 4 5 6 7
Variable
Constant -18.68 -2.61 400.15 397.50 370.82 69.23 358.73

(-1.19) (-0.05) (5.45) (5.87) (5.61) (1.46) (5.49)
Fonnula Allocation .15 .17 .16

(5.03) (6.17) (6.84)
Wage Earner (1=Yes) -401.24 -240.78 -243.83 -249.96 -356.64 -260.62

(-5.35) (-4.26) (-4.26) (-4.56) (-5.57) (-4.74)
ValueofPoultry(100Lek) 4.13 4.01 3.97 3.86 4.70 3.75

(2.76) (2.61) (2.46) (2.36) (3.06) (2.33)
Value of Pigs, Goats, Sheep (100 Lek) .03 .02 .02 .03 .01 .04

(0.40) (0.24) (0.28) (0.41) (0.21) (0.44)
Value of Cattle, Horse (100+ -.17 -.23 -.23 -.23 -.16 -.23
Lek) (-2.79) (-2.85) (-2.86) (-2.87) (-2.95) (-2.83)
Value of Cropland (100 Lek) -.00 -.01 -.01 -.01 .00 -.01

(-1.40) (-1.88) (-1.94) (-2.52) (1.74) (-3.04)
Value of Pasture (100 Lek) .01 -.01 -.01 -.01 .02 -.01

(1.54) (-0.92) (-1.07) (-1.06) (1.62) (-1.04)
Value of Orchids (100 Lek) -.03 .00 .00 .00 -.02 .00

(-2.01) (0.09) (0.10) (0.10) (-1.28) (0.06)
Old Age Pension (Lek) .02 -.03 -.03 -.04 .02 -.04

(1.93) (4.24) (-4.70) (-4.60) (2.48) (-4.66)
Other Pensions (Lek) -.09 -.07 -.07 -.07 -.09 -.07

(-3.86) (-2.92) (-3.08) (-3.06) (-3.74) (-3.06)
Number of Children 5 and Under 55.30 110.83 111.05 111.27 59.54 111.08

(1.80) (3.21) (3.23) (3.23) (1.94) (3.26)
Number of Male Children 6-15 -17.51 65.94 65.75 62.97 -2.48 60.76

(-0.64) (1.96) (1.92) (1.89) (-0.09) (1.84)
Number of Female Children 6-15 27.08 65.93 66.70 65.55 31.62 64.96

(0.84) (1.92) (1.94) (1.89) (0.99) (1.87)
Number of Adult Males -15.86 48.36 47.86 44.10 14.91 37.95

(-1.10) (2.25) (2.18) (2.02) (0.91) (1.67)
NumberofAdultFemales 47.36 101.92 101.79 97.97 77.24 92.17

(2.26) (3.65) (3.42) (3.15) (3.29) (3.01)
NumberofElderlyMales -18.17 23.84 24.55 21.24 -11.69 21.20

(-0.48) (0.59) (0.60) (0.52) (-0.31) (0.50)
Number of Elderly Females -3.30 -20.84 -19.95 -22.13 4.38 -23.28

(-0.11) (-0.58) (-0.55) (-0.62) (0.13) (-0.67)
Predicted Expenditure -.016

(-3.47)
Predicted Expenditure Less Durables -.016

(-3.30)
Predicted Expenditure Less Housing and -.016 -.014
Durables (-3.08) (-2.68)
Expenditure Residual -.011 -0.12

(-3.83) (-2.99)

R' 0.14 0.24 0.18 0.18 0.18 0.26 0.18

Note: Dependent variable is monthly receipt of social assistance per household August-November 1996. T-statistics (in
parentheses) are corrected for the endogeneity of predicted expenditures, heteroskedasticity, and cluster sampling.
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types of productive capital variables. These productive capital variables may be considered as
identifying instruments [F(4, 1063)=20.15]. The expenditure measure in column 4 is also based
on expenditures net of NE. However, it also excludes the imputed services from household
durables. This is regressed on the same variables as the previous measure of expenditures.
Moreover, since durables are not included in the construction of the expenditure variable, the
value of three types of household durables owned can be included on the right-hand side, giving
30 total proxy indicators and seven variables that may be considered as identifying instruments
[F(7,1060)=34.03]. In column 5, expenditures also exclude the imputed value of housing
services. The regression then includes an additional seven variables of housing quality
[F(14,1053)=19.O0].

All three alternative proxy indicators of expenditures significantly explain the observed
pattern of NE distribution with only modest differences between the explanatory power or the
coefficients of the expenditure measures. Since these measures do not directly take into account
household composition (unlike the measure of maximum eligibility in columns 1 and 2), it is not
surprising that family composition variables are generally significant in columns 3-5. Moreover,
pensions and the presence of a wage earner influences the amount of social assistance received in
a manner that differs from the overall effect of total expenditures. These variables provide
additional information that is apparently not captured by the single index of consumption from the
regressions that predict household expenditures.

iii) Do Local Administrators use Different Information on Household Expenditures than
does the Central Government This question presumes that a centralize system determines
eligibility on the basis of a predetermined formula or a set of proxy indicators. Thus, to
investigate this question, it was first necessary to separate the measured household expenditures
into those that could be explained by common observable household characteristics and those
expenditures that could not be explained by these observable variables. The latter category will
intangibles such as a household's level of effort and luck as well as measurement error in
expenditures. Indicator targeting uses only observable characteristics, although local
administrators may factor the less obvious characteristics into their allocation decisions.

As indicated in columns 6 and 7 of Table 2a, which include the expenditure residual (the
difference between the actual expenditures of the households net of NE benefits and the
expenditure that had been predicted), communes appear to use the non-observable information
measured by this variable in addition to the information contained in the proxy measures and the
additional regressors in making their allocation decisions. In the case of both column 6 and 7, the
addition of a single regressor (column 6 corresponds to column 2 and column 7 to column 5)
improves the fit appreciably. In other words, the residuals provide new information without
appreciably changing the coefficients of the other variables.9

One interpretation of the expenditure residual is that communes are using extra
information, other than that contained in any of the proxy measures of expenditures or the 37
variables used to construct this proxy measure, in allocating NE benefits to households under their
jurisdiction. But this is not the only possible interpretation of a significant coefficient. Reverse
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causality (the effect that social assistance has on a households work effort and, hence, their
expenditures net of NE) must also be considered as a possible explanation of the significant
negative coefficient. However, the coefficient of the expenditure residual variable is virtually
identical to that of the predicted income. This would be the case if communes are basing their
allocations on their observations of households' expenditures. If, on the other hand, the negative
coefficient on the expenditure residual was due to reduced labor supply, this coefficient should
differ from that of the instrumented predicted expenditures.

A slight reformulation of the regression in column 7 (the substitution of observed
expenditures for the expenditure residual) yields one form of the Hausman test for the correlation
of errors in variables with the regression residual (Hausman, 1978, equation. 2.20). This test also
indicates whether the coefficients of the predicted and idiosyncratic components of income are
equal. Moreover, under this test, the significance of the coefficient for predicted expenditures
indicates whether the errors in the regression explaining the distribution of social assistance are
correlated with the expenditure variable. This test indicates that there is no evidence that the two
expenditure variables are correlated with the respective error terms in the regressions explaining
the allocation of NE benefits to households. The t-statistics for the coefficients of predicted
expenditures are lower than 0.5 for all three of the expenditure variables.

To verify that the coefficients of the household expenditure variables are not artifacts of
the prediction equations (reported in the appendix tables) the regressions were also run with the
observed expenditures. The coefficient of these variables differ little from those in table 2a. For
example, if observed expenditures net of durables and housing is substituted for the predicted
expenditures in column 5, the coefficient is 0.13 (t=3.46).

The results for the urban areas presented in Table 2b are generally qualitatively similar to
those in the rural areas. However, NE allocation seems to increase more with the number of
children higher in urban areas than rural. The adjustment for either predicted or observed
expenditures in cities also seems to be similar in magnitude to that in rural areas. Again, there is
evidence that, after accounting for household composition, education, and assets, NE allocation is
explained by idiosyncratic elements in household earnings in the case of the two expenditure
measures that exclude the imputed flow from consumer durables. However, the measure of
expenditures that includes the imputed flow of durables is apparently correlated with the error
term in the regression in which that variable is included (not shown).10 This is the case even
though the imputed flow accounts for only 2 percent of total expenditures.

iv) Why Are Communes Not Better at Poverty Targeting than they currently are? Before
looking on some direct evidence on this question, it is important to bear in mind that communes
may not want to use the expenditure-based definition of poverty that is used in this paper. This is
understandable even if all communes share the same objective for poverty reduction since poverty
rankings may vary according to how each commune assesses needs of households of different
composition and size. Tables 2a and 2b show that rural and urban authorities differ in their views
about how much assistance children need. Also, urban communes increase allocation more with
higher number of adult women differently than do rural areas. Moreover, any measure of
expenditure poverty involves making several assumptions, including those used to impute the
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Table 2b. Urban Albania: Regressions Explaining Distribution of Social Assistance

Model 1 2 3 4 5 6 7
Variable

Constant 64.20 -62.68 266.04 321.34 294.61 29.90 302.83
(1.22) (-0.43) (1.69) (1.66) (1.64) (0.18) (1.69)

Formula Allocation .09 .12 .13
(4.53) (3.73) (3.68)

Wage Earner (1=Yes) -488.40 -421.49 -398.01 -386 -420.03 -387.05
(-7.30) (-6.75) (-5.81) (-5.38) (-6.50) (-6.05)

Value of Poultry (100 Lek) .43 5.34 6.32 7.46 4.36 7.46
(0.14) (1.26) (1.31) (1.61) (1.28) (1.64)

Value of Pigs, Goats, Sheep (100 Lek) -.16 -.41 -.43 -.45 -.24 -.44
(-0.79) (-1.64) (-1.68) (-1.73) (-1.20) (-1.78)

Value of Cattle, Horse (100 Lek) -.01 -.29 -.28 -.31 -.00 -.31
(-0.05) (-2.29) (-2.18) (-2.33) (-0.03) (-2.36)

Value of Cropland (100 Lek) -.00 -.01 -.01 -.01 -.01 -.01
(-1.74) (-3.39) (-3.56) (-3.72) (-2.74) (-3.78)

Value of Pasture (100 Lek) -.55 -.94 -.91 -.76 -.31 -.79
(-1.64) (-2.25) (-2.39) (-1.97) (-0.93) (-2.36)

Value of Orchids (100 Lek) .25 .14 .12 .15 .23 .16
(2.00) (1.13) (0.97) (1.16) (1.89) (1.34)

Old Age Pension (Lek) .06 .00 .00 .00 .06 5.14
(2.81) (0.26) (0.28) (0.01) (2.84) (0.00)

Other Pensions (Lek) -.05 -.05 -.05 -.05 -.05 -.05
(-4.55) (-4.69) (-4.40) (-4.24) (-3.58) (-4.21)

Number of Children 5 andUnder 152.84 201.93 217.67 229.33 199.38 230.96
(1.45) (2.02) (2.21) (2.46) (1.95) (2.39)

Number of Male Children 6-15 151.67 211.13 226.68 233.88 192.17 235.80
(1.98) (3.07) (3.59) (3.64) (2.63) (3.60)

Number of Female Children 6-15 42.10 105.89 114.76 117.97 61.93 118.51
(0.76) (2.07) (2.21) (2.35) (1.17) (2.28)

Number of Adult Males 16.21 55.30 69.15 73.86 53.07 75.78
(0.31) (0.98) (1.32) (1.52) (0.99) (1.56)

Number of Adult Females 60.32 118.33 140.47 147.41 117.74 150.23
(0.87) (1.65) (2.25) (2.29) (1.61) (2.30)

Number of Elderly Males -1.34 47.93 53.17 52.27 6.19 53.76
(-0.01) (0.48) (0.54) (0.53) (0.06) (0.55)

Number of Elderly Femnales -119.76 -96.43 -59.25 -52.57 -23.98 -49.80
(-1.20) (-0.81) (-0.60) (-0.53) (-0.28) (-0.51)

Predicted Expenditure -.01
(-1.98)

Predicted Expenditure Less Durables -.01
(-3.23)

Predicted Expenditure Less Housing and -.02 -.02
Durables (-9.69) (10.25)
Expenditure Residual -.02 -.02

(-5.54) (-3.99)

R2 0.04 0.16 0.17 0.18 0.18 0.20 0.18

lote: Dependent variable is monthly receipt of social assistance per household August-November 1996 T-statistics (in
parentheses) are corrected for the endogeneity of predicted expenditures, heteroskedasticity, and cluster sampling.
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value of durables and the value of non-traded goods, whereas other assumptions might be equally
valid (Lanjouw and Lanjouw, 1997). Thus, it may be that local authorities in Albania rank poor
households using a measure other than the three measures of current expenditures used in this
paper. In addition, if they have access to information that is not available to the central
government or outside researchers, local authorities may be targeting social assistance more
accurately than is shown in the data from the household survey.

Having said this, the analysis of the survey data shows that local authorities face two
additional constraints to targeting the poor effectively. First, it is not possible for them to observe
all households in their jurisdiction with equal ease. Some evidence for this is in Table 3. The
coefficient of the time it takes for household members to travel to the commune offices to apply
for NE benefits is significant and positive. This implies that households located far from the
commune office receive more assistance than those that are located nearby."1 Since these
expenditure measures already account for most differences in earnings or assets, it is unlikely that
this time factor is a spurious effect of greater poverty in more remote settlements. The more
likely explanation for this finding is that local government officials are less able to observe the
assets and earnings of households that are located in remote villages. Nor is the distance effect
just a rural phenomenon. While the average travel time from a household to a commune office in
rural areas (58 minutes) is much greater than the average distance in urban areas (14 minutes), the
impact of a household's distance from the local authority's office on its NE allocation is larger in
cities.

The second constraint faced by local authorities in targeting the poor effectively is that the
central government does not allocate resources among them in a manner that corresponds to their
level of poverty. The regressions in Table 3 include a measure of the amount of assistance
provided to local authorities from the MOLSP according to their records and verified with local
officials. In the first two regressions for both urban and rural areas, this figure has been put into
per household terms. It might be not seem remarkable that the resources provided to the local
authority strongly correlate with the amount of assistance a given household receives. However,
the significance of the variable for the allocation form the center is a test of the deviation from
allocation by common formula. If social assistance were administered by the central government
directly to households as an entitlement, the allocation from the center would provide no
additional information that was not already contained in the household variables that determine
eligibility under the present block grant system. This clearly is not the case in the rural areas. The
allocation from the center conveys different information than does the poverty of the household.
Indeed, the inclusion in the regressions of the allocation from central government causes the
magnitude of the coefficient of the formula allocation to decline only slightly compared with the
regressions in Table 2. Similarly, neither predicted expenditures exclusive of durables and
housing nor their residual lose any statistical significance when the commune-level allocation is
included in variants of the regressions.

Column 3 and 4 include a measure of commune-level funding for social assistance that is
scaled according to the level of need in each community in lieu of the measure of average per
household allocation. The indicator of the grant from the center used in these regressions is the
ratio of the per household allocation from the MOLSP for the commune to the average household
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formula allocation from each observation from each community. This ratio averaged 0. 17 (s. d. =
0.14) in rural areas and 0.26 (s.d. = 0.06) in urban areas. This coefficient also indicates that the
way local authorities allocate social assistance funds to poor households in their jurisdiction is
based partially on observed need and partially on the size of the authority's allocation from central
government.

Table 3: Impact of Location and Magnitude of Community Funds on Assistance Received by Households

Rural Urban
1 2 3 4 5 6 7 8

Variable

Formula Allocation 0.131 -- 0.154 -- 0.116 -- 0.116
(4.88) (6.26) (2.84) (3.84)

Predicted Expenditures Less -- -.010 -- -.012 -- -.019 -- -.019
Housing and Durables (2.48) (2.54) (8.37) (6.13)

Expenditure Residual -.008 -.009 -.009 -.011 -.021 -.021 -.021 -.021
(2.22) (2.35) (2.98) (2.58) (4.13) (4.58) (4.68) (6.14)

Travel Time to Community 0.659 0.719 0.913 0.945 14.69 11.54 16.42 16.51
Offices (minutes) (1.44) (1.54) (2.16) (1.95) (2.36) (1.77) (2.45) (2,43)

Social Assistance Grant to 0.527 0.642 -- -- 0.136 0.131 -- --

Commune (4.67) (5.11) (0.69) (0.60)
(lek per household)

Social Assistance Grant to -- -- 523 671 -- -- 1010 1121
Cormnune as (2.30) (2.51) (1.94) (1.87)
ratio to Requirements

Note: Regression explain assistance received by households. Other variables included in the estimation equations
as in Tables 2a and 2b. T-statistics (in parentheses) are corrected for heteroskedasticity and cluster sampling.

Unfortunately, the central government's allocation to local authorities has only a modest
correlation with the average of per capita household expenditures (-0.15). Similarly, it has only
a low correlation with the number of poor defined at different poverty levels. To be sure, the
results observed for the rural areas might reflect an under-representation of poverty in the survey
that is captured in the level of allocation from the center. However, while this is possible, it is
unlikely. For one thing, if the reported expenditures systematically differ from the real level of
need, then the comparatively precise targeting reported in table 1 is hard to explain.
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In contrast, the coefficient of the variables accounting for the per household allocation
from the center is not significant in the urban regressions. This may be due in part to the
relatively small variance of the regressor as well as the fact that the samples of both communities
and households are smaller than those for rural areas. However, the coefficient for the allocation
from the center is significant when the variable is scaled according to the need of poor households
in urban areas.

In other regressions similar to those in Table 3 (but which have not been included due to
lack of space), the coefficients for the allocation variables at the local authority level were found
to differ among expenditure groups. The poorer the household, the more it benefits in absolute
value from increased allocations from the central government. Conversely, any shortfall in the
allocation from central government appears to result in larger absolute reductions in the social
assistance payments made to the poorest households compared to other households.

To explore this result further, the determinants of social assistance were broken down into
the probability of receiving assistance using a probit regression and the amount received
conditional on receiving some assistance. This made it possible to investigate whether local
authorities use increases in their allocations from central government to increase the number of
beneficiaries or to increase the size of the payment to each existing beneficiary household.
Moreover, this makes it possible to make a direct estimate (using logarithms) of the proportional
increase in assistance that local authorities give to each household when they receive a
proportional change in their allocation from central government

To elaborate, the expected value of assistance from the NE program provided to
households is the product of the probability that assistance is obtained and the average value
conditional on NE benefits >0. Using this formula for a derivative of a product, it is then possible
to determine the overall change in the logarithm of NE benefits with a change in the logarithm of
grants to the community (LnGr) using the regression for eligibility and conditional allocation. In
particular:

4) 6(LnNE)/6(LnGr)= [6(Probability)/6(LnGr)] *E(LnNEINdihme>0)
+[6(LnNE)/8(LnGr)] *E(Probability)

where Probability refers to the probability that NE benefits>0 and E(.) denotes the expected
value.

The results of both the probit regressions for the probability of being a recipient and the
OLS regression of the amount received by a household conditional on having some assistance are
reported in Tables 4a and 4b. These regressions differ slightly from those used to generate Table
3 in that the coefficients of the allocation of the NE benefits were allowed to vary by expenditure
quintile. Also, the three land and three livestock variables were each aggregated in lek terms to
accommodate the loss of variance of each variable in the conditional regressions. While these
variables were included in the estimation, the coefficients of asset holding and of the household
composition variables are not presented in Tables 4a and 4b in order to concentrate on the other
terms.
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Table 4a: Decomposition of Rural Social Assistance into Probability ofAssistance and Amount Received

Variable Probit Conditional OLS Probit Conditional OLS
(Dependent (Dependent (Dependent fDependent
Variable = I Variable = Variable = I if Variable =
ifReceived Logarithm of Received Logarithm of
Assistance) Assistance) Assistance) Assistance)

Old Age Pension (Lek) -.00014 -4.6x10-5 -.0001 3.9x10-5
(2.18) (0.50) (1.15) (0.41)

Other Pension (Lek) -.00042 -9.4x10-5 -.0004 2.9x10-5
(3.77) (0.54) (3.83) (0.17)

Wage Earner (1 = yes) -1.199 0.151 -1.231 0.460
(6.99) (0.34) (7.76) (1.10)

Formula Allocation .00026 -- .00035 ---
(4.48) (6.18)

Predicted Expenditure -.000028 -- -.000043 --

(1.55) (2.71)

Logarithm of Total Expenditure -- -0.434 -- -0.554
(3.04) (4.20)

Distance to Commune Offices (minutes) .00025 2.7x10-4 .0014 5.2x10-4
(1.09) (0.27) (1.54) (0.54)

Logarithm Social Assistance to Commune per .596 .331 -- --

Household (Poorest Expenditure Quintile) (6.95) (1.89)

Logarithm Social Assistance to Commune Per .624 .351 -- --

Household (Second Expenditure Quintile) (7.21) (1.99)

Logarithm Social Assistance to Commune Per .576 .355 --

Household (Third Expenditure Quintile) (6.73) (2.09)

Logarithm Social Assistance to Commune Per .515 .415 -- --

.Household (Fourth and Fifth Quintiles) (5.87) (2.72)

Logarithm Social Assistance Grant Ratio -- -- 0.477 0.427
'Poorest Quintile) (4.25) (3.51)

Logarithm Social Assistance Grant Ratio 0.356 0.324
'Second Quintile) (3.37) (2.74)

'Logarithm Social Assistance Grant Ratio 0.394 0.276
(Third Quintile) (3.44) (2.39)

Logarithm Social Assistance Grant Ratio 0.614 -0.093
(Fourth and Fifth Quintiles) (5.77) (0.60)

MVills Ratio -- -0.208 -- -0.533
(0.60) (2.00)

Sample Size 1091 303 1091 303

Note. Other variables included in the regressions but not included on the table are discussed in the text.
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Table 4b: Decomposition of Urban Social Assistance into Probability of Assistance and Amount Received

Probit Conditional OLS Probit Conditional OLS
(Dependent (Dependent (Dependent (Dependent

Variable = 1 if Variable = Variable = 1 if Variable =
Received Logarithm of Received Logarithm of

Assistance) Assistance) Assistance) Assistance)

Old Age Pension (Lek) -.00019 -.00020 --

(1.48) (1.50)

Other Pension (Lek) -.00024 -- -.00024 --

(1.05) (1.11)

Wage Earner (1 = yes) -1.385 -0.496 -1.399 0.4.52
(5.23) (2.00) (5.27) (2.09)

Formula Allocation .00037 - .00039
(2.58) (2.65)

Predicted Expenditure -.00007 -- -.00007 --
(2.08) (2.21)

Total Pensions -- -.00027 -- -.00043
(4.25) (5.28)

Logarithm of Total Expenditure -- .071 -- .052
(0.83) (0.56)

Distance to Commune Offices .023 .022 .030 .023
(minutes) (1.81) (3.13) (2.25) (3.58)

Logarithm Social Assistance to .210 .136 -- --

Commune Per Household (Poorest (0.33) (1.99)
Expenditure Tercile)

Logarithm Social Assistance to .196 .100 -- --

Commune Per Household (Second (0.32) (1.87)
Expenditure Tercile)

Logarithm Social Assistance to .141 .087 -- --
Commune Per Household (Third (0.32) (1.70)
Expenditure Tercile)

Social Assistance Grant Ratio -- -- 0.737 0.260
(Poorest Tercile) (1.47) (2.52)

Social Assistance Grant Ratio -- -- 0.825 0.448
(Second Tercile) (1.70) (2.81)

Social Assistance Grant Ratio -- -- 1.017 0.430
(Third Tercile) (2.14) (2.39)

Mills Ratio -- 0.802 -- 0.744
(4.44) (5.24)

Sample Size 412 47 412 47
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Tables 4a and 4b report the coefficients of the probit regressions. However, the elasticity
of household allocations with respect to the grant to local authorities from the central government
can be constructed using the derivatives of the probit results calculated at the mean of all variables
and the coefficients of the conditional OLS. This elasticity is 1.08. This is not significantly
different than 1.0, which would be its value if: (i) the picture given by the household survey of
assistance patterns is consistent with the MOLSP records and (ii) local authorities do not use their
extra resources to fund other projects as their central government allocation increases. While this
pass-through of central funds to individual is much larger than is common in other countries
(Hines and Thaler, 1995), the range of activities that are, or can be, legally funded by local
government is limited in Albania. The most obvious alternative use of NE funds is for public
works. However, communes could also receive additional funds from the MOLSP (as well as
other sources) earmarked for public works and, therefore, they had little incentive to use NE
funds for this activity and rarely used social assistance funds for such endeavors (Agolli, 1997).

Local authorities in rural areas use over 90 percent of the increase in their social assistance
allocations from central government to increase the number of families in the community that
receive assistance rather than to increase the size of each existing recipient's payment. In other
words, the first term in equation 4 dwarfs the second. This is the case despite the fact that
recipients of social assistance in rural areas receive a small amount of money compared to urban
recipients.

The regressions reported in the first two columns of Table 4a do not indicate that there are
any significant differences across expenditure groups in terms of how much their levels of
assistance changed when the central government allocation to the local authority changed. This
implies that local authorities appear to make an across-the-board proportional adjustment to their
per household allocations rather than protecting the poor from shortfalls by increasing their
allocations by more than the allocation to those who are less poor. Given that the poorest
households do receive more assistance than less poor households (the elasticity of assistance with
respect to household expenditures conditional on receiving assistance is -0.43), an equal
proportional change in the allocation from the central government results in a higher absolute
adjustment to the payments to poorer households when there are shortfalls in the availability of
social assistance.

However, using the ratio of the central government grant to community need as measured
13y the formula allocation instead of the logarithm of the average grant provides a slightly different
picture of the way in which local authorities deal with receiving a smaller allocation than they
nteed to give assistance to all of their poor households. The total elasticity of assistance received
by the household with respect to a change in the ratio (1.10) is no different than the elasticity that
was estimated using the allocation per household. In contrast to what was observed when the per
household allocation was used, there are differences across income groups in the coefficients of
the grant given to local authorities when using the ratio. The fact that the coefficient of the grant
ratio is larger for the wealthiest quintiles implies that communities are more likely to accept
additional well-off households into the assistance program when they are less financially pressed
than they are to accept other households. Communities are also likely to protect the grants to
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these better-off beneficiaries when under increased financial pressure and to increase these grants
when they receive additional funds from the central government.

By decomposing the determinants of assistance into probability and conditional response,
confirms that having a wage earner or someone who receives a pension in the household is a
significant factor that weighs against a household's chances of being selecting to be a recipient of
an assistance program. However, the few households that are selected to receive assistance
benefits despite having receiving a pension or including a wage earner do not appear to be treated
any differently by the local authority than those households that do not receive a pension or
include a wage earner, possibly because they have concealed this information from the community
officials.

The analogous probit and conditiona. 'S regressions in Table 4b are less informative due
to the fact that the urban sample was smaller than the rural sample (especially in the conditional
OLS) and the fact that the regressors had limited variance. After some variables were dropped
from the conditional regression and terciles were substituted for quintiles, a modest effect on the
allocations per household from changes in the size of the grant to the city was observed.
However, in general, there is no evidence that cities increase the number of recipients or, for the
most part, increase the size of the grants to existing recipients in response to an increase in their
MOLSP grant.

Can Reallocating Grants Improve Poverty Targeting? In order to investigate whether
reallocating the national budget for social assistance can improve poverty targeting, a few
scenarios were devised using the results in Tables 4a and 4b. The scenarios were designed to
show how each different way of distributing the same amount of social assistance to local
authorities targets that assistance to the poor. Each column in the top half of Table 5 shows the
percentage of the poor who receive assistance given three different poverty lines. The lower half
of the table indicates the share of the total allocation that would go to these households.

The first column in Table 5 shows the actual situation in August 1997 and corresponds to
Table 1. The next column indicates the number of families who would have received assistance if
all households had been ranked according to a measure of need (by formula allocation) and if
social assistance had then been provided to those in greatest need. The total numbers of
households receiving NE benefits in both rural and urban samples were held constant for this
exercise. As shown in column 2, ranking households on the basis of the formula allocation for
assistance does not make the targeting of social assistance to the poor more accurate compared
with the actual allocation. However, columns 3-5, which allocate the same amount of social
assistance according to three measures of per capita predicted household expenditures, show that
these measures alone would target the poor more accurately than the current allocation.
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Table 5. Poverty Targeting ofAlternative Proxy Indicators

Predicted Equating
Predicted* Allocations Per

Predicted* Expenditure Using Table Basing Grants on Household
Current Formula* Predicted* Expenditure Less Housing 4, Columns Share of Rural or Basing Grants on Grants to
Patterns Allocation Expenditure Less Durables and Durables 1 & 2 Urban Poverty_ Total Poverty Community

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)
Poorest Poorest Poorest Poorest

10% 40% 10% 40%
Percent of Poorest 49.1 39.4 58.9 57.7 56.9 53.0 60.8 56.2 62.5 60.4 55.9
10% Receiving
Assistance

Percent of Poorest 37.4 34.9 44.9 44.0 44.6 42.7 46.7 45.2 48.9 49.3 47.0
20% Receiving
Assistance

Percent of Poorest 29.2 27.5 30.8 30.8 30.6 31.3 32.9 32.7 34.9 35.0 33.3
40% Receiving
Assistance

Share of Total 35.7 -- -- -- -- 36.1 41.6 37.8 47.8 45.8 40.1
allocations received
by Poorest 10%

Share of Total 52.2 -- -- -- -- 56.6 62.4 58.5 70.4 70.6 65.6
allocations received
by Poorest 20%

Share of Total 74.8 -- -- -- -- 80.5 85.7 83.0 93.0 92.9 84.9
allocations received
by Poorest 40%

*Scenario based on ranking of expenditure of formula allocation with no prediction of amounts received.



The next column (column 6) of Table 5 shows the predicted distribution based on the
regressions which explain the probability of receiving assistance and the amount received reported
in Table 4, columns 1 and 2. The ranking of households from these regressions (holding the
number of urban and rural recipients constant) would provide assistance to 53 percent of the
poorest decile and to 42.7 and 31.3 percent to the poorest two and four deciles respectively. It is
not surprising that these rankings closely approximate the observed poverty rankings since the
regressions seek to predict current behavior. Only in the case of the formula allocation does the
additional information used in the regression improve the poverty targeting that could be achieved
on the basis of estimated need calculated with a single proxy index. However, this comparison
favors the proxy index since the budget constraints for those rankings are the total rural and urban
budgets for assistance. This allows a greater share to any community than might have actually
occurred. In contrast, the predicted allocation in column 6 holds the grants to each local authority
constant at 1996 levels.

The last five columns of Table 5 modify this ranking by conducting counterfactual
experiments in which the grants to the commune are varied. Again, the number of households
receiving assistance was held constant as was the total amount of funding from the central
government. Targeting grants on the basis of a local authority's share of the total number of poor
in their sector (urban or rural) would significantly increase the percentage of households in the
poorest decile that would benefit from the program. There would be similarly proportional gains
for the poorest two deciles, although the gains would be comparatively modest if the target group
were more widely defined to include the poorest 40 percent of the population. Only in the case of
the poorest decile would the degree of improvement in the inclusion of poor households differ

depending on whether the share of the poor in the local authority's area of jurisdiction is
calculated on the basis of the total number of households in the poorest 10 percent, in the poorest
20 percent (not shown in the table), or the poorest 40 percent of the sectors' population.
However, the increase in the share of funds allocated to the poor is greater for all of the groups
under consideration if the allocation is based on the share of all households in the poorest decile
residing in the local community.

Both indicators of targeting effectiveness improve further if the number of urban recipients
is not held constant and if the total funding to the community is based the share of poverty across
sectors rather than within the sector. This is indicated in columns 9 and 10. Finally, the last
column in Table 5 shows that, if the central government allocates grants to cities and communes
some that all areas receive the same per household allocation, this also improves targeting over
the predicted values from current behavior using the regressions in Table 4. This is especially the
case with regard to the amount of funding received by the poorest deciles since rural areas, where
more of these poorest households reside, have comparatively large numbers of recipients who
each receive a relatively small grant.
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5.2 The Effect of Decentralization on Household Welfare

The second objective of this study was to investigate how the welfare of households in
Albania has changed since the NE program was decentralized. As the decentralization regulations
are common across the country, the main focus of this investigation is to compare the distribution
of assistance among income groups over time. The household survey facilitated this by collecting
data that made it possible to construct a time line of transfers received and of assets accumulated
or sold by households as well as the employment history of all individuals in the household.

As indicated in Table 6, nearly 60 percent of all households who received assistance in
1996 reported changes in the level of their social assistance since 1995. The average value of
transfer per recipient household had declined in both rural and urban areas, with the decline being
earlier and greater in rural areas in both absolute and proportional terms. The changes reported in
Table 6 are based on survey responses and hence in are nominal terms. With official inflation
running at 8 percent per year at that time (World Bank, 1997), the real decline in the value of
assistance was substantially larger. However, if Table 6 reported changes in real terms, it would
necessarily indicate that the allocations of all recipients had changed, which would reflect the
macroeconomic situation but indicate little about the management of the NE program.

In both urban and rural areas, the number of households that reported receiving assistance
increased slightly as the real value of that assistance declined. Indeed, the proportional increase in
the number of households receiving assistance in urban areas more than offset the decline in the
value of the transfer per household. Thus, the average nominal amount of assistance that urban
households reported having received in 1996 was 30 percent above the amount the same sample
reported having received in 1994. On the other hand, the rural sample reported receiving 10
percent less assistance overall in 1996 than in 1994.

In order to investigate how decentralizing responsibility for distributing social assistance
has affected household welfare, it was necessary to confront some methodological issues. While
iit is not uncommon to use retrospective survey data in various types of studies (particularly in
regard to education), it is worthwhile to consider whether the fact that the average nominal
payments and the number of recipients stayed relatively constant while individual household
transfers were fluid was likely to inject any systematic recall bias. If, for example, respondents
recall more recent events more accurately than events that happened to them in the past, then this
might distort the record of any trends. However, no strong trends emerge from MOLSP
aggregate data, and those that do are similar to those in the household survey data. For example,
the total nominal allocation of benefits from the NE for urban areas in August 1996 (according to
data from the MOLSP) was 10 percent higher than the allocation to urban areas in August 1995
and 3 percent lower than that in August 1994. The number of urban families receiving assistance
was higher in August 1996 than any time in the previous three years, but the ratio of this peak
number to the lowest reported number (February 1995) is only 1.04. Total funding to local
authorities, however, decreased by roughly 30 percent between August 1994 and August 1995
and remained fairly constant thereafter. The number of families receiving assistance followed a
similar but less steep decline.
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Table 6: Changes in Social Assistance, 1994- 1996

Rural Urban

Changes in Social Assistance, 1995 - 1996

Net Change in Number of Recipient Households 8 8
Change in Average Transfer per Recipient Household -95 Lek -209 Lek
Number of Households with Decrease 130 18
Number of Households with Increase 45 15

Changes of Social Assistance, 1994 - 1995

Net Change in Number of Recipient Households 33 3
Change in Average Transfer per Recipient Household -345 Lek -10 Lek
Number of Households with Decrease 84 15
Number of Households with Increase 33 18

Thus, the survey data is accurately reflects the overall MOLSP funding pattern, with both
data sources showing a greater decline in allocation per recipient household between 1994 and
1995 than for the following year."2 However, the survey data show a smaller decline in the
number of households receiving some support. This difference is plausibly explained by the
assumption (which cannot be tested with this data) that those households that stopped receiving
assistance, voluntarily or otherwise, were likely to be migrant households. Those households that
remained and were interviewed in 1996 would have experienced less of a change in participation
rates than the aggregate population.

The fact that the number of urban households reporting an increase in assistance matches
the overall number of households with a decline is curious but not obviously due to a systematic
bias. It is, moreover, in keeping with labor patterns recorded in this survey. For example, 513
individuals reported that they earned wages during the survey period compared to the 506 who
reported wage employment 12 months previously as estimated in the labor history module of the
survey questionnaire. However, only 419 of those with wage employment in late 1996 were
similarly employed in late 1995. Moreover, the employment data is able to record aggregate
trends; the number of respondents who reported being in wage employment 48, 36, and 24
months prior to the survey dropped steadily from 662 individuals in 1992 to the 513 mentioned
above. Only 369 of those who claimed they were in wage employment in 1992 were still in the
sector at the time of the survey, while 40 percent of the remainder became self-employed
(including farmers) and 20 percent retired or otherwise left the labor force. At any given point in
the time line, the number of new entrants into the category of unemployed was roughly divided
between those who had previously been employed and those who had recently entered the labor
force after leaving or completing school.
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Thus, there appeared to be enough real variation in the data to make it worthwhile to
explore how the distribution of social assistance had changed after the management of the NE
program was decentralized in late 1995. As one aim of this study was to identify changes in the
method of allocating the total social assistance budget, the parameters that have been used to
explain the allocation of this money to local authorities have been allowed to vary between
periods.

NE 9 6 =3 9 6 X 9 6

and
NE 95=0 95X95

Taking the difference of these equations and both adding and subtracting ,896X95 to the right-hand
side and rearranging gives:

NE 9 6 - NE 9 5 = D 96(X 9 6 - X 9 5 ) + (096 - 0 9 5 )X 9 5

The second term can be used to test whether the distribution system changed significantly
with the introduction of decentralization."3 In other words, the coefficients of the initial state
variables in a first difference regression indicate changes in how local authorities monitor and
reward (or penalize) those factors. The estimation was undertaken using only the rural sample,
since there was less change in the amount of social assistance received in the urban sample. While
the regression included variables for (X96 - X95), many of these variables have limited variance
and are less useful for estimating , 96 than the regressions reported in Tables 2, 4, and 5. Thus,
only the coefficients of X95 , which indicate the change in the underlying parameters of
distribution between the two years are shown in Table 7.14

The first three columns of Table 7 show the allocation conditional on a household having
received some assistance, with a correction for sample selection similar to that reported in Table
4. Targeting by local authorities appears to have become more efficient in the sense that an
additional lek of expenditure by a household reduced the allocation they received in 1996 by more
than it did in the previous year. The positive coefficients on the variable for the number of adults
in these regressions show that, in 1996, the local authority took the number of adults in the
household into account when determining the size of a household's allocation significantly more
than it did in 1995.

The coefficient of the average amount that local authorities received from the central
government in 1996 in column 3 in Table 7 is significantly positive. This implies that average
allocation had a greater impact on the conditional distribution in 1996 than it had in the previous
year. However, the coefficient of the amount of social assistance received by local authorities is
effectively zero for the full sample (Model 4). If, as was argued above, the entire amount of the
local authority's grant was distributed to households rather than partially allocated to other
community projects, then the expectation would be that this variable would be zero in the
difference equation. In contrast, the variable would be negative if the fact that local authorities
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Table 7: Regression Explaining Changes in SocialAssistance, 1996 - 1995, Rural

Conditional or Receiving Assistance Full Sample
Model I Model 2 Model 3 Model 4

Constant -17.4 -0.21 -24.4 43.7
(Trend) (0.15) (0.00) (1.58) (1.43)

Wage Earner 151.7 195.0 31.2 16.92
(0.50) (1.05) (0.10) (1.04)

Value of Animals 0.0001 0.003 0.0003 .0001
(0.03) (1.50) (0.40) (0.62)

Total Pension -0.06 -0.04 -0.08 0.001
(1.01) (0.74) (1.45) (0.36)

Adults 97.8 73.5 128.22 6.70
(1.76) (1.82) (2.22) (0.89)

Other Family Members -24.4 -7.78 -6.50 -16.93
(0.94) (0.36) (0.25) (3.42)

Predicted Expenditures -0.027 -0.023 -0.036 -0.0007
(1.54) (2.03) (1.98) (0.49)

Average Social -- -- 0.227 -0.027
Assistance per (2.05) (0.87)
Household

Commune Fixed Effects -- F(46, 238) = --

3.50

Inverse Mills Ratio 289.7 180.6 428.8 --

(1.50) (1.19) (2.06)

Number of Observations 303 303 303 1091

had more discretion over how they spent their social assistance block grant in 1996 gave them an
incentive to improve targeting and to reduce total spending on assistance.

However, the regressions in Table 7 are not robust. The results conditional on households
having received some assistance differ from those for the entire sample. While there is no
theoretical reason that this occurrence should be ruled out, too few households began to receive
(or stopped receiving) assistance to provide a complementary regression on that issue. The
dependent variable in the full sample regression is clustered at zero. While this could account for
an attenuation in the magnitude of the predicted expenditure coefficient, it is harder to explain the
increase in the absolute value of the coefficient of other family members and the decrease in that
of adults.
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Finally, Table 7 includes a fixed effects version of the regression explaining changes
conditional on having received assistance. Significant fixed effects regressions in cross sectional
regression similar to those reported in Table 2 convey little information by themselves other than
the fact that different local authorities have different average observed and unobserved regressors.
Nevertheless, there is another more plausible interpretation of the first difference equations. In

first difference equations, the regressors tend to be distributed around zero. Thus, it is unlikely
that the average values of observed or unobserved variables differ appreciably among communes.
Indeed, differencing is commonly used to eliminate the effects of unobserved community
characteristics that are time-invariant. Thus, the significance of the community effects can be
interpreted as differences in how local authorities responded to the decentralization of
responsibility for the NE program, in other words, in terms of the (396 - ,95) parameters.
However, while these effects are statistically significant, they do not necessarily have any policy
significance. Using a standard Hausman test, the parameters of the regression in Column 2 are no
different from those common parameters in the GLS version without the fixed effects reported in
Table 1. Although the Hausman test has comparatively little ability to identify differences, this is
partially due to the fact that the regression in Column 1 itself explains very little as the situation in
1996 was a lot like that in 1995.
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6. Conclusions

The results reported here have five key policy implications:

* Social assistance in Albania is well-targeted to the poor compared to the situation in other
developing countries.

* Local authorities appear to have access to certain kinds of information that are not easily
captured in household surveys and to use this information (in addition to the type of
information normally used in indicator targeting) to allocate program benefits among the
households under their jurisdiction.

* The allocation of social assistance among households by local authorities is much better
targeted than the allocation of social assistance funds among local authorities by the central
government.

* Local authorities with disproportionately low social assistance allocations from the central
government do not make special effort to protect the very poorest households.

* There have been only modest gains in targeting efficiency and cost-effectiveness from the
decentralization of the management of the NE program.

To elaborate on these points:

The first conclusion is made in relation to experience in other countries, not to a
theoretical possibility. The observation that half of social assistance is going to the poorest
quintile is remarkably close to the proverbial fulVempty cup of water. This observation reflects
well on the program since it shows that it is more targeted to the poor than virtually any
significant program of price subsidies or food-related transfers elsewhere in the developing world
(Alderman, 1991, Alderman and Lindert, 1998, and Grosh, 1994). Moreover, this is comparable
with South Africa's pension program, which is one of the largest poverty-related cash transfer in
any non-OECD country (Case and Deaton, forthcoming). The fact that social assistance in
Albania is so well-targeted is particularly significant noteworthy since both the total assistance
budget relative to overall public expenditures and the low level of income inequality in Albania are
factors that might have contributed to a less favorable outcome. However, at the same time, there
are still many poor people who are not covered by social assistance programs in Albania.

The evidence on idiosyncratic information on income comes from the measured impact of
expenditures that differed from those expenditures predicted in regressions using household
composition and assets, including, in some regressions, consumer durables and housing. While it
is hard to imagine any proxy indicators that would contain as much information as was obtained in
the household survey, local government officials do seem to have access to some additional
source of information that enables them to improve the targeting of social assistance to the poor.
Local government officials may know that some households have income sources, including
transfers and savings, that were not covered by the questions in the household survey, perhaps
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from previous trips abroad by family members. Alternatively or additionally, the officials may
know about transitory income shocks that are not reflected in a household's expenditures and
earnings. If this is the case, then local authorities are compensating households with a poorer than
predicted draw of income. As few transfer programs are designed to serve this insurance
function, this interpretation would be as favorable an interpretation of the use of idiosyncratic
information as statement as is the view that local officials are able to observed assets and effort
and utilize this information in the allocation process in a manner that improves upon proxy
indicators.

Still, this analysis found that the allocation of social assistance funds from the central
government to local authorities is ad hoc and is not strongly correlated with the level of poverty in
local communities. This third conclusion is fully in keeping both with other evidence for Albania
(Case, 1997b) and with global experience (Bird and Rodriguez, 1995 and Coudouel, Marnie, and
Mickelwright, 1997). If the government were to make the NE program into an entitlement
program or if it were to make the allocation among communities conform more closely to their
poverty rankings, the targeting efficiency of the program would be further improved. Moreover,
while such targeting to poorer local communities would require more information than is currently
available to the central government, the scenarios studied show that the improvement is not
particularly sensitive to whether the poorer communities are ranked on the basis of a low or a
somewhat higher poverty line.

The fourth conclusion is that, when local authorities receive a disproportionately low
allocation of social assistance, they tend to reduce the amount that they allocate to the poorest
households under their jurisdiction by as much as the amount they cut the allocation to less poor
households. Using the notation of equation 3, local authorities seek a proportional scalar, cx, to
go from I[Y*(H)-Y] > T. to cxE[Y*(H)-Y] = TL. This is a quite different outcome from the
optimum implied in poverty-reduction algorithms. There are also a number of simple
methodological shortcuts that would be more progressive and probably feasible throughout any
given community, for example, a rule of thumb that scales back Y* or one that makes ac a
decreasing function of income. Although closed-end solutions are unlikely, simple trial and error
along with rounding might prove to be a pragmatic alternative.

The fact that this analysis found a complete pass through of funding from the central
authorities to households is consistent with the fact that there are few other ways to use grants
from the central government and the fact that local authorities have few incentives to use their
own resources to fund public works (Agolli, 1997). There is some evidence that local authorities
have increased the efficiency of their targeting to households since they were given more
discretion in determining the amount to distribute to each household. This limited evidence is not
enough to declare the decentralization initiative a success. But neither is there evidence that the
initiative caused the benefits of the NE program to be captured by the well-off members of local
communities.

The ultimate conclusion of this paper is that there have been small gains from - and smaller
costs to - the decentralization program initiated in 1995. Despite these modest improvements, the
NE program itself has proven to be a functional effective safety net. The main remaining
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constraints to improving the targeting of this program further are the way in which the central
government allocates funds among local authorities and the lack of incentives to encourage local
governments to use their limited funds in a more cost-effective way.

33



Appendix Table 1: Means and Standard Deviation of Key Variables

Rural Urban
Assistance Assistance

Variable All Recipients Only All Recipients Only

Social Assistance (Lek/month) 230.09 1280.46 261.04 2326.52
(612.09) (860.54) (781.74) (801.01)

RecipientsY/N 0.18 1 0.11 1
(0.38) (0) (0.32) (0)

FormulaAllocation(Lek) 1639.64 2807.04 2168.88 3125.75
(1502.34) (1141.92) (1697.27) (1235.69)

Expenditure (Lek/household/month) 21251.29 16356.13 23725.29 18517.78
(11080.35) (9095.66) (10.331.58) (8039.57)

Expenditure Less Durables 20948.45 16233.84 23008.55 18135.12
(Lek/household/month) (10828.81) (9014.68) (9935.13) (7898.67)
Expenditure Less Housing and Durables 18590.93 14305.87 17548.27 13634.78
(Leklouseholdlmonth) (10305.82) (8360.92) (9001.68) (6757.69)
Household Size 4.91 5.12 4.06 4.19

(2.19) (2.23) (1.47) (1.67)
Wage Earner (I=Yes) 0.22 0.06 0.47 0.08

(0.41) (0.24) (0.50) (0.27)
Value of Poultry (lOO Lek) 14.81 13.91 (73.32) 0

(15.82) (12.36) (554.12) (0)
Value of Pigs, Goats, Sheep (100 Lek) 15.10 16.52 529.58 0

(28.69) (25.19) (5576.59) (0)
Value of Cattle, Horse (100 Lek) 47.44 38.03 30.96 0

(40.32) (28.86) (17.44) (0)
Value of Cropland (100 Lek) 41.34 13.29 10.04 30.26

(66.11) (23.13) (65.53) (22.49)
Value of Pasture (100 Lek) 20.44 48.50 153.55 0

(10.09) (49.74) (24.77) (0)
ValueofOrchids(lOOLek) 26.09 65.13 14.40 0

(86.86) (23.88) (11.72) (0)
Old Age Pension (Lek) 837.56 225.96 1602.01 704.70

(1543.68) (703.59) (2550.95) (1886.07)
OtherPensions (Lek) 133.93 46.60 165.66 35.76

(598.42) (341.95) (874.21) (214.91)
Number of Children 5 and Under 0.68 0.92 0.42 0.57

(0.87) (0.95) (0.67) (0.86)
Number of Male Children 6-15 0.59 0.73 0.42 0.54

(0.83) (0.95) (0.67) (0.73)
NumberofFemaleChildren6-15 0.64 0.65 0.47 0.72

(0.84) (0.87) (0.66) (0.72)
NumberofAdultMales 1.36 1.23 1.21 1.07

(0.90) (0.77) (0.77) (0.61)
NumberofAdultFemales 1.18 1.23 1.10 1.14

(0.81) (0.73) (0.67) (0.47)
Number of Elderly Males 0.30 0.21 0.23 0.09

(0.46) (0.42) (0.43) (0.29)
NumberofElderlyFeniales 0.38 0.24 0.35 0.14

(0.51) (0.46) (0.50) (0.36)
Travel time to commune office 57.57 72.28 13.71 16.34

(48.37) (56.14) (8.81) (8.83)
Grant to commune (Lek) 290.54 487.69 574.25 585.74

(256.52) (262.34) (186.33) (183.57)
Grant to commune as ratio to requirements 0.17 0.23 0.26 0.27

(0.14) (0.12) (0.06) (0.07)
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Appendix Table 2: Income Prediction Equations

Rural Urban
Expenditures Expenditures

Expenditures Less Durables Less Durables
All Less and Housing All Expenditures and Housing

Variable Expenditures Durables Services Expenditures Less Durables Services

Constant 6197.16 5129.22 1377.72 11655.87 8930.74 4693.55
(661.56) (606.84) (784.38) (1298.04) (1242.93) (4316.26)

Number of Children 5 370.20 542.38 477.77 1979.44 1938.60 1884.97
and Under (285.06) (258.88) (249.09) (630.77) (578.66) (534.70)
Number of Male 1521.46 1493.72 1196.30 2167.49 2063.17 1732.34
Children 6-15 (308.11) (279.51) (270.77) (674.43) (621.85) (573.71)
NumberofFemale 630.55 769.14 482.09 1340.11 1192.73 1054.19
Children 6-15 (286.68) (260.22) (252.19) (624.85) (576.34) (543.32)
Number of Adult 2755.18 2707.33 2782.05 -438.50 8.62 -336.27
Males (1073.59) (974.33) (929.94) (3088.79) (2831.40) (2632.12)
NmnberofAdult 1037.15 1817.95 1908.30 1106.04 2134.08 868.13
Females (973.28) (885.70) (845.25) (1908.52) (1756.37) (1651.78)
NumberofElderly 1287.90 1557.00 1272.41 -1915.09 -1187.58 -1875.30
Males (938.13) (852.52) (817.27) (3081.72) (2827.10) (2624.42)
Number of Elderly 579.09 1355.40 1305.67 1442.67 2656.33 581.56
Females (685.60) (624.32) (601.85) (1673.94) (1541.67) (1469.17)
Males with Primary -278.21 15.76 -295.03 -608.73 580.09 885.85
Education (1067.24) (968.48) (923.95) (3391.59) (3112.20) (2936.85)
FemaleswithPrimary 1587.18 1493.47 1118.23 3153.46 1929.05 2170.63
Education (900.35) (818.77) (781.95) (1914.15) (1760.24) (1648.48)
MaleswithMiddle -315.62 -503.89 -822.98 1170.50 872.94 1410.55
Education (1077.73) (979.04) (934.26) (3072.39) (2815.76) (2615.39)
Females with Middle 998.39 396.02 -142.27 1447.69 102.69 420.79
Education (978.43) (889.38) (850.08) (1956.65) (1806.05) (1693.54)
Males with Secondary 574.37 -272.03 -814.88 3560.31 2536.82 2251.75
Education (1084.64) (987.48) (943.50) (3043.40) (2791.30) (2594.00)
Females with 3297.53 1991.18 1274.09 2138.75 785.30 1164.53
Secondary Education (1080.51) (985.10) (945.28) (1923.56) (1774.52) (1671.87)
Males with Higher 2482.95 1296.92 525.20 5167.56 2934.56 2715.93
Education (1560.80) (1423.83) (1362.20) (3188.03) (2932.85) (2734.45)
FemaleswithHigher -560.72 -1657.76 -2060.22 5362.38 3636.51 4309.48
Education (1865.84) (1694.32) (1617.30) (2156.93) (1988.00) (1844.34)
OldAge Pension 0.68 0.36 0.20 0.39 0.22 0.11
(Lek) (0.21) (0.1 9) (0.18) (0.31) (0.29) (0.27)
Other Pension (Lek) 0.11 -0.46 -0.49 -0.10 -0.07 -0.05

(0.42) (0.39) (0.38) (0.44) (0.40) (0.37)
Non Farm Vehicles 0.03 0.02 0.02 0.02 0.02 0.01

(0.01) (0.01) (0.01) (0.00) (0.00) (0.00)
Non-Farn Machinery 0.00 0.00 0.00 0.01 0.00 0.00

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Non-Farm Inventory 0.03 0.01 0.01 -0.00 -0.00 -0.00

(0.01) (0.01) (0.01) (0.00) (0.00) (0.00)
Value of Orchids (100 0.00 0.00 0.00 - - -

Lek) (0.00) (0.00) (0.00)
Value of Pasture (100 0.01 0.00 0.00
Lek) (0.00) (0.00) (0.00)
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Appendix Table 2 continues

Rural Urban
Expenditures Expenditures

Expenditures Less Durables Expenditures Less Durables
All Less and Housing All Less and Housing

Variable Expenditures Durables Services Expenditures Durables Services

Value of Cropland 0.00 0.00 0.00 -- -- --

(100 Lek) (0.00) (0.00) (0.00)
Total Value of Land -- -- -- -0.00 -0.00 -0.00

(0.00) (0.00) (0.00)
Farm Machinery 0.00 0.00 0.00 -0.10 0.08 -0.10

(0.01) (0.01) (0.01) (0.43) (0.39) (0.40)
Value of Cattle, Horse 0.01 0.01 0.01 -- -- --

(100 Lek) (0.01) (0.01) (0.01)
Value of Pigs, Goats, -0.01 -0.00 0.00 -- --

Sheep (100 Lek) (0.01) (0.01) (0.01)
Value of Poultry 0.50 0.31 0.35 -- -- --

(100 Lek) (0.19) (0.17) (0.17)
Total Value of Animals -- -- -- 0.07 0.05 0.03

(0.03) (0.03) (0.03)
Value of Household -- 0.12 0.08 -- 0.07 0.05
Furniture (0.02) (0.02) (0.01) (0.01)
Value of Household -- 0.05 0.03 -- 0.03 0.02
Electronics (0.01) (0.01) (0.02) (0.02)
Value-of Household -- 0.04 0.04 -- 0.02 0.01
Vehicles (0.01) (0.01) (0.01) (0.01)
Apartment (Y/N) -- -- 466.30 -- -- -3231.91

(919.73) (1113.95)
Multiple Family Unit -- -- 1110..56 -- -- -1850.46

(608.34) (1489.88)
Number of Rooms -- -- 1447.63 -- -- 1346.43

(291.02) (533.95)
Flush Toilet in -- -- 1757.31 -- -- 3848.23
Dwelling (1223.64) (4214.54)
(Y/N)
Building (Y/N) -- -- 87.60 -- -- 2488.98

(574.70) (4104.52)
Other Type of Toilet -- -- -2925.01 -- -- 2131.27

(1064.05) (8282.65)
Water Supply Piped -- -- 1870.05 -- -- -2314.55
Inside (1067.37) (4316.26)
R2 0.42 0.49 0.49 0.38 0.44 0.44
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Endnotes

1. There have been several recent studies on this topic in the context of middle-income countries.
These include Coudouel, Marnie, and Micklewright (1997), who look at safety nets administered
by councils of elders in Uzbekistan, and Ravallion (1998), who looks at a decentralized poverty
program in Argentina. See also the review by Klugman (1997).

2. Both of these alternative measures are themselves only partial proxies for welfare. This is
often explicitly acknowledged in assistance programs as in programs that include nutritional status
as an indicator of eligibility.

3. However, it increased by 4.5 percent in the following month due to an adjustment that the
government made at the same time that it filly deregulated bread prices.

4. The MOLSP is responsible for monitoring poverty, although this responsibility is shared with
the Institute of Statistics. The data collection was carried out by a private consulting firm,
Consulente Albania.

5. UNICEF had planned to make a second visit to those households with children under the age
of six to collect nutrition and health data, which were to be merged with the core data set.
However, the unsettled conditions in Albania during 1997 prevented this from happening.

6. The analysis takes into account these sampling weights. As NE recipients are over-
represented in the sample, the unweighted results would imply more receipt of assistance (as well
as more poverty) than in a representative sample of the country, exclusive of Tirana. While none
of the regression conclusions change substantially with weighting, the weighted average level of
NE distribution shows that a smaller share of the total population reported receiving social
assistance than was indicated by the MOLSP records. Given the uncertainty about the population
of the country (not to mention uncertainty about the population per census tract), it is not
advisable to use this discrepancy as an indication of administrative leakage.

7. Since little information exists on poverty in Albania, the table also includes some other
indicators of household welfare. A few other indicators that commonly correlate with poverty
globally such as landholding and access to electricity are virtually universal in rural Albania and,
thus, do not differ across the sample.

8. The poverty assessment for Albania (World Bank, 1997) does report tentative poverty lines
based on a percentage of the mean from a survey of rural agricultural profits as well as from a
rapid assessment of selected urban neighborhoods and a survey of Tirana. However, the average
household expenditures in the comparatively small surveys available for the poverty assessment
are more than 40 percent below those recorded in this survey. Since the total weighted average
per capita expenditures in the MOLSP survey -- $617 -- is reasonably close to estimates of private
consumption at that time, it may be presumed that the poverty data that were available when the
poverty assessment was prepared are less representative than those collected by the MOLSP.
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9. While variations of the regressions in columns 3 and 4 were also run, these are not reported
due to lack of space. However, the results are comparable to the variation of column 5 that is
reported in column 7. The residuals also have virtually the same coefficients when the instruments
that were used in constructing the predicted expenditures are substituted for the predicted term in
the regression in column 7.

10. In this case, the coefficient on the predicted expenditure term when observed expenditures
are also included in the regression is positive with a t statistic of 3.2.

11. While this result varies a bit between columns in Table 3, it is fairly robust in the sense that it
remains significant if the alternative measures of predicted and idiosyncratic expenditures based
on different assets as discussed above are substituted for the measure shown in Table 3.

12. The mean allocation per recipient household in the survey data (1,280 lek s.d. of mean = 49)
is not statistically different from the 1,234 lek per rural recipient for August 1996 reported in the
MOLSP data.

13. This bears a resemblance to the Oaxaca (1973) decomposition commonly used to analyze
wage discrimination. However, that decomposition is not generally used in panel analysis but is
used to make comparisons among groups.

14. The coefficients of the (X96 - X95) terms are, however, jointly significant.
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