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Employment is a pressing concern in Albania. Like most formerly planned 
economies, Albania has found the transition from guaranteed full employment to a 
market-based employment model a difficult one. Job creation in the private sector has 
been weak. According to new estimates presented in this report, only 60% o f  the working 
age population was employed in 2004, which i s  below many other countries in the region. 
The 2004 unemployment rate was over 13%, with two-thirds having been unemployed 
for at least 12 months. Labor market status i s  a significant determinant o f  economic well- 
being and being unemployed or in a “bad job” i s  strongly correlated with being poor. 

Much of the expressed concern about the Labor market situation focuses on the 
effects of the increasing informalization of employment and the Large migration flows. 
These are serious issues and are part of the broader problem of formal job creation. 
Three-quarters of the workforce i s  employed informally and, while informal employment 
i s  important both to the economy and to the welfare o f  many households, these workers 
are especially vulnerable and are often poor. Moreover, many Albanians have chosen to 
leave the country to find gainful employment. The remittances flowing from this offshore 
employment are a critical source o f  income but migrants also represent a “brain drain” for 
the country. Both informalization and migration are consequences o f  the fundamental 
problem that employment i s  not growing overall and especially not in the formal sector. 

This employment record is 
especially disappointing since it has 
occurred in a context of relatively 
strong economic growth. Annual real 
GDP growth averaged almost 8% from 
1998 to 2004. However, this economic 
growth has not led to corresponding 
rates o f  employment growth. Although 
data deficiencies make it difficult to 
accurately assess the labor market 
picture prior to 2001, according to 
INSTAT data, total employment 

Low Correlation o f  GDP and Employment Growth Rates 

(formal and informal) was only l-l,OOO higher in 2004 than it had been three years earlier. 
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The labor force is still growing and could be an important source of future 
growth. But if Albania cannot improve its job creation record, this potential 
“demographic gift” could further aggravate the unemployment problem. Over the next 
decade, the working-age population will grow by about 5% annually and by 2015, will 
account for two-thirds o f  the total population. The resulting low dependency rates wi l l  
create a potential “demographic gift”. However, realizing this potential will require 
significant improvements in the capacity o f  the economy to generate jobs. 

Encouraging employment is a complex challenge for any government because 
job creation is inherently a multi-sector phenomenon involving mutually reinforcing 
policies in a number of areas. Sound macro policies and a favorable business 
environment are essential for the economic growth needed for employment. Education 
policies and an effective social protection framework are also critical to ensure a skilled 
and adaptable labor supply. 

While this report summarizes the existing knowledge in these areas drawing on 
recent World Bank reports, the new analysis and recommendations focus on the labor 
market and labor marketpolicies.’ The unique contribution o f  this report i s  to provide a 
quantitative and up-to-date analysis o f  the labor market, based on the Living Standards 
Measurement Surveys/Albania Panel Surveys (LSMS/APS) carried out annually between 
2002 and 2004. These surveys at least partially fill a very large gap in information on the 
labor market. With the LSMS/APS data, recent labor market outcomes can be described 
in detail, not only with cross-sectional “snapshots” but also with dynamic analysis that 
allows us to follow workers as they move in and out o f  the labor market and between 
different jobs. This analytical foundation i s  essential for identifying the major issues in 
the labor market and for considering what the priorities are for policy-makers. 

’ This report complements a number o f  recent World Bank reports that have addressed issues outside o f  the 
labor market but very relevant for employment. These include the Albania Poverty Assessment (2003), 
Sustaining Growth Beyond the Transition: Country Economic Memorandum (2004), and the Albania Safety 
Net Review (2004). The World Bank’s Doing Business 2006 analysis and the 2005 Business Environment 
and Enterprise Performance Survey (with EBRD) are also very important complementary inputs. 

* .  
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kat are the most important labor market 
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conditions and trends? 

, Labor force participation and 
employment have lagged well behind 
population growth. Both the labor force 
and employment (including formal and 
informal) have been rising at a slower 
pace than the working-age population.* 
In other words, the number o f  adults 
who are neither working nor looking for 
work has been increasing. 

""",""" 
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Public-sector employment has declined enormously during the transition period 
but job growth in the private sector has been too slow to compensate. Improving this 
job creation performance is the number one labor market challenge. The decrease in 
the number o f  jobs in the public sector has been dramatic, with most o f  this reduction 
occurring in the f irst few years o f  the transition. Now, less than 20% o f  total employment 
i s  in the public sector. However, job creation in the private sector has not been strong 
enough to compensate for the loss o f  public-sector employment. According to INSTAT 
data, private-sector employment increased by only 23,000 between 200 1 and 2004, 
adding only 2.5% to total employment over this period. 

The employment rate in 
2004 was 60%; this is well below 
the European Lisbon target of 
70%. The analysis, based on the 
LSMS, shows that the 2004 
employment rate in Albania was 
60%. This record lags behind the 
better performers in Eastern 
Europe and well behind the 
Lisbon standard adopted by the 
European Union. The L S M S  
analysis undertaken for this 
report uses internationally- 

Low employment rates in Albania I 
Bulgaria 
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standard (i.e., ILO) definitions but also includes "relaxed" estimates o f  unemployment 

' Longer-run trends cannot be determined with confidence because o f  data concerns, specifically for the 
period prior to 2001. In 2001, the Census yielded labor market estimates that were substantially below 
INSTAT estimates before that year. Because these earlier statistics have not been revised to take into 
account the Census benchmarks, 200 1 must be seen as a break in the data series. Since 200 1, the LSMS has 
provided more accurate estimates.. 

... 
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and labor force participation which take into account discouraged workers. These relaxed 
estimates more accurately depict the real labor market situation. They increase the 
measured participation and unemployment rates.3 

M a i n  labor market indicators, Ages 15-64, LSMS, 2002-2004 

Source: LSMS 

The unemployment rate declined between 2002 and 2004 but the rates show a 
substantial amount of discouragement in the labor force. Long-term unemployment is 
high and has been increasing. In 2004, the (relaxed-definition) unemployment rate was 
13.4%, over double the standard rate, reflecting large numbers o f  jobless people who are 
no longer searching. Two-thirds o f  unemployed workers in 2004 had been looking for 
work for at least one year; this long-term unemployment share i s  about 10 percentage 
points higher than it was in 2002. 

Underneath the national statistics are signijicant differences in regional rates. 
The highest employment rates are in the Central Region (64.9 in 2004). The Tirana 
Region had the lowest rates (50.1), plus the highest unemployment rate (19.2%, relaxed 
definition). These results indicate that rural areas o f  the country, where agriculture 
dominates, have more favorable aggregate labor market indicators than do urban areas. 
This i s  not because rural economies and rural labor markets are working more efficiently 
than urban ones. Rather, they reflect differences in the two spheres o f  economic activity, 
with agriculture relying on the labor o f  family members as the primary (and often unpaid) 
factor o f  production. On the other hand, weak labor demand results in inactivity and 
unemployment in urban labor markets. 

Under this relaxed definition, individuals without jobs are considered to be unemployed and included in 
the labor force if they have either searched for work in the last four weeks (which i s  the standard 
requirement) or have not searched but would be wil l ing to take a j o b  in the next two weeks. Including 
estimates based on the relaxed definition recognizes the validity o f  the “discouraged worker” effect - Le., 
assuming that some individuals are part o f  the labor force but are not searching because they believe there 
i s  no work available. 
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reflects the fact that the economy is 

Informal employment dominates in the labor market, with three out of four 
workers employed in informal work arrangements. While many of these are sev- 
employed or unpaid workers in agriculture, informality still constitutes a large part of 
the non-agricultural sector. In the non-agricultural sector, 55% are classified as 
informal, according to definition used in this r e ~ o r t . ~  Even among wage employees, 
informality i s  high (42% o f  all wage-earners). Compared to formal wage workers, 
informal employees receive low wages (difference o f  16% after other personal 
characteristics controlled for), work long hours (8 hours more per week), and (by 
definition) have no access to formal social protection. Furthermore, there i s  l i t t le mobility 
between formal and informal sectors. The vast majority o f  workers in the informal sector 
remain there from one year to the next. The least-educated, the poor, and young people 
are heavily overrepresented in informal employment. 

Most employment i s  self-employment 

There is a general and growing problem of exclusion in the labor market. 
Labor market outcomes are particularly unfavorable for women and ethnic minorities. 
Women have low participation and employment rates and very high unemployment. In 
fact, women in urban areas had an unemployment rate o f  almost 30% in 2004. On 
average, female wages are 35% lower than they are for men, even after adjusting for age, 
education, and other personal characteristics. Unemployment rates in the Roma and 
Egyptian communities are estimated to be around 70% and those who do work are 
generally in very low-wage and often risky employment in the informal sector. 

Informal workers in the non-agricultural sector are defined as including wage employees not registered 
with social security and self-employed and unpaid workers with less than post-secondary education. This 
latter condition i s  imposed to exclude the highly-skilled and professional self-employed. 
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The less-educated also experience considerable problems in the labor market. 

H""l*ni 
Employment Growth 

Albania T"*V 

Bulgaria * I  Macedonia, FYR 

With further economic development, this 
group will face even greater exclusion from 
the labor market. Labor market outcomes 
depend a great deal on education. Among 
working-age individuals in 2004, only 57% 
with less than primary-school completion 
participated in the labor force and just 49% 
were employed. The concentration o f  the 
poorly educated in the informal sector has 
already been noted. Earnings are also 
significantly affected by education. On 
average, employees with less than primary 

A 

Education matters in the labor market 

I 
Romanla 

'd'%ehiaand Monusncgm 

so 

70 

60 

so 

40 

30 

10 

IO 

a 
<primary E Secadary Secondary Paabanmdnry 

Srmnr- I RMS 2004 

completion earn 30% less than workers who completed secondary school (holding other 
factors constant). 

Why has iob cre fioa been SI 

"Jobless growth " , 
has been a regional 
problem but Albania 
stands out among 
transition countries with 
poor job creation records 
because of its strong 
output growth. As 
economies in Eastern 
Europe have stabilized and 
recovered after the 
transition, employment has 
generally lagged well 
behind output growth. 

Employment growth in Albania is  low compared to GDP growth 

Many countries in the region, including Albania, have had virtually no net job creation 
but none have had the economic growth experienced by Albania. From a sectoral 
perspective, economic growth in services has been especially strong in recent years; 
however, there was no net job creation in that sector between 2001 and 2004. 

The most important barrier to job creation is the unfavorable business climate. 
Labor market factors are less constraining, although labor costs and regulations do 
play a role. The overall business climate i s  not conducive to growth and job creation. 
This i s  the single most important barrier to employment. However, within the labor 
market, costs and regulations do play a part. While labor costs remain relatively low, high 
payroll taxes to finance social insurance represent a disincentive for employment in the 
formal sector. Certain restrictive labor market regulations, specifically with respect to 
hiring rules and labor deployment, have a similar impact. 
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The experience of transition countries over the past 15 years has underlined the 
critical role of a positive business environment for job creation. Various studies have 
identified serious problem with the business environment in Albania. Countries with 
some success in creating jobs have been able to develop their private sector through the 
creation o f  new f i r m s  and the expansion o f  existing ones. Surveys o f  enterprises and 
their perceptions about the Albanian business environment reveal concerns in a number 
o f  areas. The EBRD-World Bank Business Environment and Enterprise Performance 
Survey (BEEPS) identified contract violations, anti-competitive practices, corruption, 
customs and trade regulations, tax rates, and electricity as significant problems for 
enterprises in Albania. The Bank’s Doing Business 2006 report places Albania at 1 17th o f  
the 155 countries included in terms o f  overall ease o f  doing business. 

Labor costs in Albania remain low relative to other countries in the region. 
However, they do appear to have grown significantly in recent years. Albania i s  a low- 
wage economy compared to other countries in South-eastern Europe. Comparative 
estimates assembled by the World Bank indicate that Albania’s net wage (in Euros, 
public sector only) was 73.5% o f  the (unweighted) regional mean in 2004. This reflects 
the relative low levels o f  labor productivity that s t i l l  characterize Albania. However, 
between 2000 and 2004, Albania’s net wage appears to have grown by about 70%, 
considerably higher than the regional average o f  48.5%.5 Collective bargaining i s  
essentially limited to the public sector and does not seem to have had a major impact on 
wages or overall labor costs. In fact, collective bargaining i s  not very effective and 
contracts tend not to be well enforced. 

Like most other ECA countries, Albania imposes high levies on employees and 
employers to finance social insurance programs. The resulting tax wedge constrains 
job creation, specifically in the formal sector. Combined employer-employee social 
insurance contributions are about 42% o f  the gross wage. When these payroll taxes are 
combined with personal income taxes, the “tax wedge” (which measures the burden o f  
taxes levied on labor) for the average employee i s  about 33% o f  total labor costs. 
Although this tax wedge i s  relatively low when compared to other countries in the region, 
it i s  high when compared to most other low-income countries outside ECA. 

Employers avoid paying labor taxes by underreporting employment and 
payrolls. This encourages the informalization of the labor market. When the costs 
associated with formal employment are high, employers adopt a range o f  coping 
strategies. The most common i s  to avoid 
or minimize these costs by non- or 
partial compliance. This i s  especially 
possible when public administration 
capacity i s  limited and enforcement i s  
weak. O f  course, the consequence o f  this 
i s  to increase informal employment. In 
Albania, non-compliance appears to be a 

A l b  SEE ECA 

Percent o f  workforce reported for  tax purposes 

It should be noted, however, that the accuracy and coverage o f  wage data are a concern. 
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common strategy. According to the 2005 BEEPS, the percent o f  the actual workforce 
reported by participating enterprises in Albania was significantly less than in the SEE and 
ECA countries as a whole. Similarly, Albanian respondents indicated that they reported 
much lower shares o f  their payrolls than enterprises elsewhere in the region. 

EPL index 
averages 

Albania 
CEEJTurke y 
SEE 
OECD 

Relative to average wages, Albania’s minimum wage is quite high by regional 
standards. However, it appears to be too low to affect employment to any significant 
degree. The minimum wage has increased significantly since 2000 (with the exception o f  
2004). In 2004, it was 46% o f  the average wage. This placed Albania behind only 
Lithuania and Bosnia and Herzegovina in the region. Although minimum wages can be 
beneficial for some employees, it also creates disincentives for the employment o f  low- 
skilled workers if it i s  set too high. According to the 2004 L S M S  data, the “market wage” 
for unskilled labor appears to have been high enough above the minimum wage so that 
significant employment disincentives are not evident. However, a new look in 2005 i s  
warranted since the minimum wage rose 19% which i s  likely to well above overall wage 
increases. Future adjustments should only be made with potential employment effects in 
mind. 

Regular Temporary Collective Overall EPL 
employment employment dismissals 

2.1 3 .O 2.8 2.6 
2.7 1.6 3.2 2.3 
2.1 2.9 3.7 2.7 
2.0 1.8 2.9 2.0 

Albania’s employment protection legislation (EPL) is comparable to the rules in 
other South-eastern European countries. However, they are more restrictive than the 
rules in more advanced countries in Europe. Albania’s labor market regulations are 
fairly flexible when compared to other SEE countries but somewhat more restrictive than 
countries in Central and Eastern Europe and in the OECD. This i s  especially true in the 
case o f  hiring rules for non-permanent employees. 

OECD EPL indices, Albania and selected ECA and OECD countries’ 

Existing rules on hiring restrict the use of flexible employment forms. The 
cross-country comparisons indicate that Albania’s hiring rules represent one area where 
EPL acts against the job creation objective. Fixed-term contracts are permissible only for 
“objective” reasons - Le., where the nature o f  the work i s  o f  limited duration. Many other 
countries, including virtually al l  OECD countries, allow for fixed-term contracts even 
where the work i s  not inherently o f  a limited duration. There are also limitations on 
temporary agency work which i s  allowed only for “justif ied” reasons which include 
temporarily covering for employees absent because o f  disability and health reasons, 
family obligations, etc. 

... 
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Rules on working time are also quite restrictive, relative to other countries in 
the region. According to the Doing Business “rigidity o f  hours” index, Albania has more 
restrictive rules on the deployment o f  workers than other countries in SEE and ECA. This 
reflects limitations on working hours and overtime, the premium for overtime work, and 
restrictions on night and weekend work. 

How do workers cope with the lack of 

Workers and their families rely on a variety of strategies to manage the risks of 
unemployment and low earnings. The public safety net provides limited support to 
relatively small numbers and most households cope through their own means. Social 
assistance, social insurance, and active labor market programs exist but only on a small 
scale. In this respect, Albania i s  not unusual for a country at i t s  stage o f  development. 
The most important coping strategies involve migration and flexible job search, which 
often involves working in the informal sector. 

Migration, within the 
country and outside, has been 
very large since the transition. 
Since 1990, approximately one- 
fifth o f  the total population o f  the 
country has le f t  and i s  living 
abroad. Temporary migration 
flows are even larger than 
permanent migration flows. 
Internally, there have been large- 
scale population movements from 
rural areas, primarily in the 

Migration has been very large 
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Northern mountain region, to Tirana and other urban centers in the central and coastal 
regions. 

The motivation for both external and internal migration is work-related and the 
vast majority of migrants are successful in finding work. Over 90% o f  first-time 
temporary migration episodes from 1990 to 2002 were work-related, with almost 85% o f  
these migrants successfully finding employment. For repeat migrants, the employment 
rate appears to be even higher -- 95% in 2002-2003. Among permanent migrants in 2002, 
90% o f  males migrated for work reasons; many women also permanently migrate for 
work (33%) although more migrate for marriage or cohabitation (51%). 

Remittances represent a major source of income for many families. About 55% 
o f  migrants abroad send remittances to their family o f  origin and, on average, remittances 
represent 13% o f  the total income o f  households. Remittances are also an effective 
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instrument for alleviating poverty. They are much better targeted at poor and extremely 
poor households than are public transfers. 

However, because more educated Albanians tend to move, migration has led to 
a “brain drain. ” Migration has been a useful risk management instrument but it has led 
to the loss o f  some o f  Albania’s more educated human resources. Among those migrating 
permanently between 1990 and 2002, 47% had secondary schooling or more, compared 
to 31% among non-migrants. Because o f  the outflows, the population with completed 
secondary schooling and with post-secondary education has declined since 1990. 

Another strategy for workers who are unemployed is to find work in the 
in formal sector. When non-employed workers do become employed, the transition is 
rarely into wage jobs in the formal sector. Panel data from the LSMS show that there are 
various transition paths into employment. Most people finding work after being out o f  the 
labor force become self-employed or unpaid workers in agriculture. This i s  an especially 
dominant transition for women, the poorly-educated, and those 40 years or older. 
Between 2002 and 2004, only 10% moved from inactivity into formal wage jobs; this 
transition path was most common for the well-educated. The transition into employment 
i s  somewhat different for those who had been unemployed -- a more urban group with a 
stronger attachment to the labor market. The most common path out o f  unemployment i s  
into informal wage employment; this i s  especially the case for men and those over 40. 
Here, too, only a small minority (1 5.2%) find formal sector wage employment. 

From out of  the labor force into ... From unemployment into ... 
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The public safety net for workers includes unemployment insurance and active 
labor market programs. These are small programs offering support to relatively few 
workers. Active and passive employment policies were not needed under the full- 
employment model o f  the planned economy. In 1995, the Government passed the Law on 
Employment Promotion which provided for unemployment benefits and active labor 
market policies. They remain small-scale interventions because o f  the stage o f  economic 
development and the low funding and delivery capacity. 
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The unemployment insurance program is a publicly-managed, contributo y 
plan providing flat benefits to insured workers for up to 12 months. Benefits are 
relatively low and do not raise concerns about work disincentives. The unemployment 
benefit was 43% o f  the minimum wage (2004) and 20% o f  the average wage reported by 
INSTAT (2003). The maximum benefit duration o f  12 months i s  middle-range when 
compared to other countries in the region. 

Active labor market policy, 
including job placement, is under the 
responsibility of the National Employment 
Service (NES). Most job-seekers no longer 
rely on the NES to find work; this is 
especially true for skilled workers. Over the 
2002-2004 period, about one-fifth o f  
unemployed workers reported that their 
most important j o b  search method was to 
use the labor offices. The reach of the labor 

Employers contribute 5% of the gross wage for unemployment insurance which 
is a much higher rate than is needed to finance benefits. However, benefits are now 
financed by the central budget and UI contributions are used for funding other types of 
social insurance. The contribution rate for UI i s  relatively high by regional standards, 
especially when the actual level o f  benefits and number o f  beneficiaries are taken into 
account. Whi le  employers are required to contribute 5% o f  the gross payroll to finance 
UI, the proceeds are used to meet liabilities in other social insurance programs, usually 
urban pensions. UI benefits are then financed from the central budget. Since the revenue 
from the 5% tax substantially exceeds the level o f  unemployment benefit liabilities, this 
arrangement helps the overall social insurance balance. However, this is not good 
practice in public finance where contributions and payments in a dedicated insurance 
find should be closely linked and fully transparent to  plan members. 

Most unemployed workers do not rexister at labor office 
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Unemployment insurance actually provides benefits to only a ve y small 
proportion of the unemployed. Some unemployed workers are not registered and many 
who are exhaust their benefit eligibility. According to the 2004 LSMS, less than 3% o f  
households with unemployed workers received unemployment benefits. Of  course, many 
workers are not registered with the social security system. Even among covered 
unemployed workers, however, benefit incidence is very low. In 2004, 7% o f  registered 
unemployed workers received benefits; this share has fallen from about one-quarter in the 
mid-1990s. L o w  coverage among the registered unemployed reflects the high rate o f  
benefits exhaustion: over 90% o f  the registered unemployed have unemployment 
durations that exceed the maximum one year o f  benefits. 

The low level of reliance on the labor offices, in itself, is not a concern in an 
open labor market. However, the NES offices cannot meet their most important 
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functions which are to provide accurate in formation on labor market conditions and 
cost-effective and well-targeted job search assistance. Private employment agencies can 
play an important role but these are not yet well developed. The Albanian economy i s  
s t i l l  a largely informal one and, even in more developed transition countries, labor offices 
are no longer seen as the most effective mechanism for all job matching. However, all 
forms o f  job search - whether using the labor office or not - are more efficient if accurate 
labor market information i s  available. A recent I LO review has concluded that the NES 
does not have the capacity to provide this informational service. Private employment 
agencies are playing increasingly important roles in many countries. In Albania, private 
agencies now exist but their role i s  essentially limited to placing workers abroad. 

The Employment Promotion Programs are small interventions that subsidize 
employment and support training of unemployed workers. There is no empirical 
evidence on their impact or cost-effectiveness. The resources allocated to these programs 
are very small and have been declining since 2000. Scientific evaluations have not been 
carried out to identify their impacts on the employment and earnings o f  beneficiaries. Yet 
international experience demonstrates that positive effects o f  ALMPs are by no means 
guaranteed. Without this program information, policy-makers cannot know how limited 
funds should be allocated to maximize their impact and how programs might be 
improved to increase their effectiveness. The evaluation evidence also shows that these 
programs - when they are carefully designed and implemented -- may help well-targeted 
groups but they will not solve problems o f  high unemployment. 

The creation of more jobs and jobs with higher productivity and wages is 
essential to reduce poverty and improve living standards. This is one of the key 
challenges facing Albania. Meeting this challenge will be critical for driving economic 
growth, on the one hand, and reducing poverty and vulnerability, on the other. Reducing 
the current “jobs deficit” in the future will be challenging -- labor supply will be growing 
quickly because o f  demography and modernization will shift economic activity into less 
labor- intensive activities outside o f  agriculture. 

Meeting this employment challenge requires a comprehensive strategy that 
includes different policy sectors. The single most important area for reform is to 
improve the business climate. The policy agenda for job creation includes the business 
climate, macroeconomic policy, education, labor market policy, and social protection. In 
the case o f  Albania, the business climate i s  the most important constraint. Although 
recommendations in this area are largely beyond the scope o f  this report, studies by the 
World Bank and others have pointed to the need for wide-ranging reforms that will 
strengthen the ru le  o f  contract law, reduce anti-competitive practices, improve tax 
administration, enhance the capacity and transparency o f  public administration, reduce 
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corruption, and improve the enforcement o f  regulations. The labor market reforms 
discussed be low wou ld  also contribute to the improving the business environment. 

The number one priority for labor market policy reform is to address the 
problem of slow job creation, especially in the formal sector. The reform also needs to 
address the exclusion from the labor market experienced by certain groups and the 
ineffective social protection for workers. The actions and po l icy  options to  address 
these problems are summarized in the table below. 

Problem 

1. Job creation slow, 
:specially in the 
formal sector 

2. Labor market 
exclusion 

3. Costly/ineffective 
social protection for 
workers 

Main findings 

0 Total employment 
increased by just 
1 1,000 between 200 1 
and 2004 
Employment rate i s  
60% overall and only 
49% in urban areas 

0 55% o f  non- 
agricultural 
employment i s  
informal 

0 Business climate 
major constraint but 
labor market policies 
also a barrier 
Skil ls are low and 
educated migrate 

0 Unemployment rate 
for women i s  almost 
3 0% 
Women earn 35% 
less than men 
Ethnic minorities 
have extremely high 
unemployment and 
very low earnings 
Formal instruments 
provide little 
protection 

0 N o  capacity to 
analyze impacts and 
cost effectiveness 

0 Coverage o f  active 
and passive 
programs very 
limited 

Action (in the labor 

Improve overall climate 
for economic growth 
and jobs through: 
(i) Less restrictive and 
better enforced labor 
market regulations 

(ii) Ensuring labor costs 
are not a disincentive to 
job creation 

(iii) Raising the quality 
o f  the workforce 

Broaden access 
through: 
(i) More opportunities 
for flexible 
emdovment for women 
(ii) Better access to 
education and training 

Improve social 
protection through: 
(i) Better coverage and 
efficiency o f  active and 
passive employment 
programs within fiscal 
framework 

Policy options - -  

Flexible contracting 
rules 

Less restrictive rules 
on labor deployment 

0 Better enforcement 
0 Consider cuts in 

social insurance 
contributions 

Dractices 
Reform UI financing 

Education and 
training reforms 

0 Encouraging return 
o f  migrants 

0 Flexible contracting 
rules 

Education and 
training reforms 

Performance-based 

0 Cost-effective public 
ALMPs 

works 
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1. Improving the climate for job creation, especially in the formal sector 

Less restrictive rules on hiring would improve labor market flexibility and 
encourage job creation in the formal sector. On balance, Albania’s labor market 
regulations are more “employment-friendly” than regulations in many other countries in 
ECA. However, flexible forms o f  employment are s t i l l  too restricted. Fixed-term 
contracting should be allowed even for tasks that may not be o f  limited duration. 
Similarly, temporary agency work should be extended beyond the current l i s t  o f  justified 
reasons which essentially are limited to replacing existing employees who are 
temporarily o f f  the job. It i s  true that some employers will take advantage o f  these more 
liberal rules to avoid the obligations o f  permanent employment contracts. However, the 
international experience indicates that this cost will be outweighed by the overall gains in 
formal employment. 

Rules on working time should be reviewed with the objective of reducing 
restrictions in the deployment of labor. Albania’s rules on working time are among the 
strictest anywhere, according to the World Bank’s study, Doing Business. This applies to 
maximum hours, overtime limits, and night and weekend work. Regulation o f  working 
time i s  an important source o f  protection for workers. However, where these rules are too 
restrictive, not only firm competitiveness but also growth and earnings opportunities for 
workers can be negatively affected; alternatively, non-compliance may just be high. The 
Government and the social partners should review current rules with the objective o f  
bringing them in l ine with other countries in the region. 

These proposals for more flexibility would have a relatively modest but positive 
impact on overall employment, while increasing incentives for formalization of jobs. 
According to the BEEPS survey, labor regulations do constrain employment, but less 
than in enterprises elsewhere in the region. This i s  partly due to the regulations 
themselves, which are relatively flexible (with the above exceptions); however, it i s  also 
due to low compliance. The proposals made to modify hiring and deployment rules 
would encourage the formalization o f  flexible work that i s  now carried out under 
informal arrangements. 

Better enforcement would also encourage formalization of the labor market, as 
well as reducing harmful forms of employment. Enforcement weaknesses are part o f  the 
more general concerns about governance. The high degree o f  informality even in the 
wage sector suggests that concerted steps need to be taken to improve enforcement o f  
labor laws. A related enforcement issue concerns the high incidence o f  trafficking and 
other harmful forms o f  employment -- despite the fact that Albania has legislation against 
these practices and has ratified the relevant ILO core conventions. 

Options for reducingpayroll taxes should be considered as another means for 
improving formal-sector job creation; however, any changes must be considered within 
the broader context of the fiscal situation of the social security funds. The tax burden 
on labor i s  relatively high and creates disincentives for job creation in the covered sector. 
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Reducing the social insurance contributions would have positive employment impacts 
although analysis has not been undertaken to estimate the magnitude o f  this effect. The 
labor market benefits should be assessed but any cuts in contribution rates would need to 
be made in light o f  the financial position o f  the social security system. 

I n  any event, the financing of unemployment benefits needs to be reformed. 
Contributions collected for unemployment insurance should be used to finance 
unemployment benefits and not other types o f  social insurance. Keeping a close and 
transparent connection between assets and liabilities in an insurance program i s  good 
practice. Given the small f low o f  benefit payments, UI contribution rates are much higher 
than necessary to finance liabilities and significant reductions in these rates should be 
considered. 

Improving the quality of Albania’s labor supply will also encourage 
employment, especially in higher-productivity jobs needed to improve incomes and 
living standards. Education and training reforms that lead to a more skilled workforce 
will be critical. Labor productivity has been increasing but it i s  s t i l l  very low. A case in 
point i s  the low level and unskilled labor-intensive composition o f  Albania’s exports. 
Along with more investment, a more skilled workforce will be essential for achieving 
productivity gains that will be required to improve earnings. Education and training have 
not been a focus o f  this report; they have been covered in other Bank studies. As 
modernization and liberalization proceed, Albania’s labor supply will need to become 
more skilled and adaptable. Yet assessments uniformly point to relatively poor quality 
and access as characteristic o f  the education system. Remedying this situation will 
require challenging and far-reaching reforms at all levels. 

Another key to improving labor supply is to ensure that Albania does not lose 
too much of its scarce human capital to other countries. While migration is a very 
important source of income for Albanian households, it also risks inducing a “brain 
drain. ” The Government should explore various options to encourage educated migrants 
to eventually return. Such a “brain circulation” offers potential future benefits from the 
sk i l ls  upgrading and experience workers may have accumulated while out o f  the country. 
One option i s  to explore how migrants’ social security contributions can be transferred 
from receiving countries to Albania. Another i s  to explore agreements with receiving 
countries that provide for formal, but temporary, migration flows and support for 
education and training in Albania. 

2. Reducing exclusion from the labor market 

Women, the poorly-educated, and certain ethnic groups face a significant 
problem of exclusion from employment opportunities. This has negative consequences 
for overall employment as well as for the social welfare o f  these groups. 

The recommendations made above for more flexible employment rules would 
improve this situation. In addition to providing better incentives for the formalization o f  
jobs, flexible contracting would especially benefit more vulnerable workers. International 
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experience has shown that groups l ike women and youth -- often “outsiders” under 
protective employment regimes - would benefit most from such reforms. 

Broadening access to education and training is also very important. However, 
other social barriers must also be overcome for exclusion to be reduced. Labor market 
outcomes are strongly correlated with educational attainment. In the future, as the 
economy urbanizes and moves away from agriculture, human capital will become even 
more important. Access to high-quality education opportunities must become more 
universal. However, social barriers will need to be reduced as well if the disadvantages 
facing women and other groups in the labor market are to be eliminated. 

3. I m p r o v i n g  the coverage and efficiency o f  social protection f o r  workers  

Policy makers should be thinking about more comprehensive reforms for 
protecting workers. The current unemployment insurance system i s  helping very few 
people because o f  the scale o f  uninsured employment and because o f  the benefit 
exhaustion due to the very high incidence o f  long-term unemployment. The Government, 
with the social partners, should consider alternative models o f  income protection in terms 
of their applicability to the Albanian context o f  high informality and limited financial and 
administrative capacity. For low-income workers, especially in rural areas or with no 
history o f  social insurance coverage, public works may be the best way o f  providing 
some support. Albania has recently introduced on a pilot basis work requirements for 
some categories o f  social assistance beneficiaries by making benefits conditional on 
participation in public work schemes organized by local governments. N o  evaluation has 
been undertaken o f  this experience so far. A f i rs t  step would thus be to carefully evaluate 
this experience before moving towards more generalized introduction o f  public works. 

Active Labor market programs, including the services provided by the National 
Employment Service, need to be carefully monitored and evaluated, with resources 
allocated on the basis of performance. The capacity o f  the National Employment 
Service i s  limited and the NES provides services to only a small proportion o f  job- 
seekers. Active labor market programs are also playing a fairly minor role; furthermore, 
their impact and cost-effectiveness are not known. The limited resources available for 
employment services and other ALMPs need to be allocated to activities that demonstrate 
a positive impact and are cost-effective. Private employment and training agencies should 
be encouraged to compete to deliver programs. An improved information system, 
including performance monitoring, i s  necessary to institute a results-based active labor 
market policy. 
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Improving labor market data 

Better data will lead to more effective policy-making and more informed decisions by workers 
and employers. This requires timely and accurate information from household surveys, enterprise 
surveys, and administrative data from government and the education sector, Household data 
through a labor market module in the LSMS or a labor force survey i s  necessary to describe basic 
employment conditions and to identify problems requiring policy attention. Over time, INSTAT 
should aim to have quarterly surveys in order to provide timely information. Accurate, 
comprehensive, and up-to-date statistics on wages are also a priority. When feasible, an enterprise 
survey with employment and payroll modules should be launched. Administrative data on 
employment programs and the education system are also an integral part o f  a national labor 
market information system. This should include both input and output indicators. Public 
dissemination o f  labor market data i s  important so that individuals, employers, unions, and 
educational institutions can make decisions based on an informed position. Finally, labor market 
and education data should be made comparable to the extent possible with information from other 
countries so that Albania can benchmark itself against appropriate international standards. 
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A, Introduction 
___ 

1. Employment is a pressing concern in Albania. Like most formerly planned 
economies, Albania has found the transition from guaranteed full employment to a 
market-based employment model a difficult one. 

According to new estimates presented in this report, only 60% o f  the working age 
population was employed in 2004, which i s  below many other countries in the 
region. Most o f  those who are working are employed in the informal sector. 

Despite strong economic growth, job creation has been weak. According to 
INSTAT data, total employment (formal and informal) was only 11,000 higher in 
2004 than it had been three years earlier. 

The 2004 unemployment rate was over 13%, with two-thirds o f  the unemployed 
having searched for work for at least 12 months. 

There i s  a general problem o f  exclusion from the labor market for certain groups. 
For example, women in urban areas have an unemployment rate approaching 
30%. One out o f  every two adults with less than primary-school completion i s  not 
employed. 

Labor market status i s  a significant determinant o f  economic well-being and being 
unemployed, in the informal sector, or in an otherwise "bad job" i s  strongly 
correlated with being poor (see Box 1.1). 

Many Albanians have had l i t t le  choice but to leave the country to find gainful 
employment. The better-educated are overrepresented among migrants. 

Addressing problems such as these is a complex challenge for any government 
because employment is inherently a multi-sector phenomenon involving rein forcing 
policies in a number of areas. Sound macro policies and a favorable business 
environment are essential for the economic growth needed for employment. Education 
policies and an effective social protection framework are also critical to ensure a skilled 



and adaptable labor supply. This report will bring in the existing knowledge in these 
areas, drawing especially on other World Bank reports6 

Box 1.1: Labor Market Status i s  Associated with Poverty 

The latest World Bank Poverty Assessment analyzed the determinants o f  poverty in Albania and 
found a close association with labor market and employment status (World Bank 2003). 
According to the LSMS data for 2002, the employment status o f  the household head i s  crucial for 
avoiding poverty. The incidence o f  poverty was almost twice as high in households where the 
household head was unemployed, compared to households where the household head had a job. 
Multiple earners can also make a difference. Poverty incidence among households with two or 
more working members (24.5%) was lower than among the households with one (27.2%) or none 
(28.2%). However, these rates indicate that employment, and even multiple earners, are not a 
guarantee against poverty. 

Naturally, the level of  earnings i s  a major factor in determining whether employment reduces 
poverty or not. Across all sectors, the poor earn much lower wages than the non-poor, with an 
average monthly salary of  46% o f  what the non-poor earn. The working poor are concentrated in 
agriculture, with over 70% employed in this sector; by comparison, 50% o f  the non-poor 
employed were in agriculture. 

Source: World Bank (2004a) 

3. However, what is new about this report is an up-to-date analysis of the labor 
market and a policy discussion that focuses specifically on labor market reforms. An 
understanding o f  employment issues in Albania has always been hampered by severe data 
limitations.’ In fact, it i s  really not possible to assess the labor market situation prior to 
2001 with much confidence. The unique contribution o f  this report i s  to provide an 
empirical analysis o f  the labor market, based on the Living Standards Measurement 
Surveys/Albania Panel Surveys (LSMS/APS) carried out annually between 2002 and 
2004. With the LSMS/APS data, recent labor market outcomes can be described in detail, 
not only with cross-sectional “snapshots” but also with dynamic analysis that allows us to 
follow workers as they move in and out o f  the labor market and between different jobs. 
This analytical foundation i s  essential for identifying the major issues in the labor market 
and for considering what the priorities are for policy-makers. 

4. The report i s  organized as follows. The remainder o f  this chapter briefly looks at 
the economic environment which establishes the broad context for job creation. In 

This report complements a number o f  recent World Bank reports that have addressed issues outside o f  the 
labor market but very relevant for employment. These include the Albania Poverty Assessment (2003), 
Sustaining Growth Beyond the Transition: Country Economic Memorandum (2004)’ and the Albania Safety 
Net Review (2004). The World Bank’s Doing Business 2006 and the 2005 Business Environment and 
Enterprise Performance Survey (with EBRD) are also very important complementary inputs. ’ Before the LSMS, Albania did not have regular surveys that collected labor market statistics. Annual 
figures have been based on the best estimates INSTAT could make using a variety o f  sources. The Census 
did provide information for 200 1. 
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Chapter 2, the main labor trends are reviewed, focusing in particular on the 2002-2004 
period using the LSMS data. The question motivating Chapter 3 i s  why job creation has 
been so slow; the analysis considers a range o f  factors outside the labor market and then 
turns, in more detail, to the potential role o f  labor costs and labor market regulation. 
Chapter 4 looks at how workers and their families manage the r isks o f  unemployment and 
low earnings, analyzing the roles o f  migration, alternative employment strategies, and the 
public safety net. Chapter 5 presents analysis o f  informal employment which i s  an 
important feature o f  the labor market in Albania. Finally, issues related to women in the 
labor market provide the focus for Chapter 6. A summary o f  the analysis and the policy 
recommendations are presented in an accompanying executive summary. 

5 .  The economic environment is the most critical determinant of labor market 
outcomes. In this section, we briefly summarize the overall economic trends, highlighting 
the patterns o f  output growth in the post-transition period and the concerns about 
sustainable growth in the future.' This i s  important for setting the context for the labor 
market analysis that follows. 

6. Albania's cumulative growth since the transition has been among the highest in 
the region. GDP i s  now roughly 35% higher than it was in 1990. As documented in the 
recent Country Economic Memorandum (World Bank 2004a), this overall growth trend 
has actually involved a number o f  separate episodes o f  contraction and expansion. Since 
the recovery from the pyramid schemes in 1998, real annual growth has been consistently 
been in the 5-10% range, averaging almost 8% (Figure 1.1 and Table 1.1). 

Figure 1.1: GDP Growth Rates in Albania, 1990-2004 

Source: WDI 

This chapter draws heavily from the most recent CEM (World Bank 2004a), with updates. 
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7.  The Bank’s CEM identijied three factors that explain the strong growth 
performance since 1998 -- macroeconomic stabilization and structural reforms, total 
factor productivity, and remittances. Macroeconomic and structural reforms include 
fiscal consolidation, sound monetary policy, trade liberalization, and the privatization o f  
small and medium enterprises. Together, these have created an environment conducive to 
growth. 

8.  Economic growth during the transition has been driven primarily by the 
improvements in the allocation of resources which are reflected in high rates of total 
factor productivity growth. Resources have been reallocated from low-productivity 
sectors l ike agriculture to high-productivity sectors (e.g., services, construction). The 
CEM’s growth accounting analysis concluded that, in the 1993-2003 period, total factor 
productivity growth explained almost all economic growth -- 6.1% o f  the annual average 
o f  GDP growth o f  6.3%. 

9. Growth also has been fueled by remittances from migrant workers. This reflects 
the large-scale migration to Greece, Italy, and other countries in Europe; since 1990, 
about one-fifth o f  the total population has le f t  and i s  living abroad. As we will see in 
Chapter 4, migration has been an extremely important strategy for coping with the lack o f  
jobs and decent earnings opportunities at home. Official estimates indicate that 
remittances are the largest source o f  foreign exchange, constituting almost 14% o f  GDP 
(Table 1.1). This flow has stimulated domestic demand, especially in non-tradable 
activities l ike construction and services. 

10. However, the positive growth story must be tempered by a number of concerns 
including the sustainability of growth, poverty, and lack of job creation. This last 
concern provides the principal focus for this report. In the next chapter, we will document 
the employment problems and then in Chapter 3, the causes for slow employment growth 
will be discussed. 

1 1. Various factors suggest that it may be difficult to sustain high rates of economic 
growth in the future. The evidence from the growth accounting exercise indicates that 
the gains from better resource allocation are now diminishing and that total factor 
productivity growth i s  now slowing. New sources o f  growth will need to be found. 
However, capital accumulation has only picked up modestly. The lack o f  a self-sustaining 
export-driven component leaves the economy vulnerable to large trade and current 
account deficits, some 20% and 6% o f  GDP respectively, and to a dependency on migrant 
remittances as a source o f  external financing. There are signs, already, o f  a decelerating 
trend in the level o f  remittances (Table 1.1). At any rate, remittances do not constitute a 
solid foundation for long-term growth. 

12. The labor force is still growing and could be an important source of future 
growth. But if Albania cannot improve its job creation record, this potential 
“demographic gifr” could further aggravate the unemployment problem. Over the next 
decade, the working-age population will grow by about 5% annually and by 2015, will 
account for two-thirds o f  the total population. The resulting low dependency rates will 
create a potential “demographic gift”. However, realizing this potential will require 
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significant improvements in the quality o f  labor supply and in the efficiency o f  the labor 
market. These are central themes in this report. 

13. One key to sustaining growth and improving employment outcomes will be to 
make the business environment more favorable. Albania has achieved progress in this 
area. However, much more i s  needed. According to the EBRD Transition Report 2005, 
Albania compares poorly with most countries in South-Eastern Europe in terms o f  overall 
progress on structural reforms (Table 1.2).’ This issue o f  the business climate will be 
addressed in more detail in Chapter 3. 

14. While recorded per capita income has increased steadily, Albania remains one 
of the poorest countries in Europe. In 2003, GDP per capita was $1,938. This put 
Albania above Bosnia and Herzegovina and Moldova, but below the other countries in 
Southeast Europe. According to the Bank’s 2003 Poverty Assessment, Albania’s poverty 
rate (2002), using the $2 PPP per day, was 10.8%, somewhat higher than rates in 
Bulgaria and Romania, but below poverty rates in Caucasus countries like Georgia and 
Azerbaijan (World Bank 2004a). 

15. Finally, job creation has been slow despite strong GDP growth. Even with 
sustained output growth since 1998, employment expansion has been stagnant. Improving 
this job creation record will be critical to distributing the benefits o f  economic growth 
and to further gains in poverty reduction. In the next chapter, we will investigate the 
employment trends in more detail and in Chapter 3, the l i n k s  between the macroeconomic 
performance and employment will be taken up. 

The nine indicators analyzed in the Transition Report are large-scale and small-scale privatization, 
governance and enterprise restructuring, price liberalization, trade and foreign exchange system, 
competition policy, banking reform and interest rate liberalization, securities markets and non-bank 
financial institutions, and infrastructure reform. 
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CHAPT T 

16. This chapter provides an overview of labor market developments. 
Unfortunately, data deficiencies make it difficult to accurately assess trends prior to 
2001. Fortunately, the Census and the LSMSAPS have greatly improved the situation. 
Labor force participation and employment have lagged well behind population growth. 
Public-sector employment has declined enormously during the transition period and 
job growth in the private sector has been too slow to compensate. The structure of 
employment reflects the fact that the economy is still dominated by agriculture and 
other traditional activities; the “modern” employment sector is quite small and most 
employment is informal. Long-term unemployment is very high and many jobless 
workers are no longer searching for work. There is a general problem of exclusion in 
the labor market, with women, ethnic minorities, and the poorly-educated facing 
considerable problemsfinding employment. 

17. The population is aging but Albania still has a relatively young population, 
especially by European standards. Population growth rates have been substantial for the 
65-and-over group and projections indicate that this trend will continue for the next three 
decades (Table 2.1). By the second quarter o f  the century, the demographic profile will 
look considerably older than it does now. However, the overall share o f  those over 65 
will remain relatively small (i.e., less than 10%) over the next decade. At the other end, 
the under- 15 segment, which has been declining since the 1 9 9 0 ~ ~  will continue to shr ink 
at a significant rate in both absolute terms and as a share o f  the overall population. Still, 
Albania has a relatively young population, when considered in the European context.” 

18. Albania’s overall dependency ratio is declining; in other words, the working- 
age population is increasing as a share of the total population. The dependency ratio, 
which measures the proportion o f  the population outside the working age (Le., 0-14 years 
and 65 and over), has been declining. This i s  because the decrease in the youth 
dependency ratio i s  more substantial than the increase in the elderly dependency ratio. In 
1995, Albania’s overall dependency ratio was 61, 11 points higher than the European 
average o f  50; this was because o f  Albania’s very large youth share. In 2005, this 
difference i s  now 7 points (54 vs. 47), and by 2015, Albania will be at virtually the 
European average (49 vs. 48). 

lo In 2005, Albania’s median age i s  28.3, compared to 39.0 for Europe. Projections (UN 2004, medium 
variant) are 30.9 and 41.8, respectively, in 2015 Source i s  http://esa.un.ordunpd 
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Table 2.1: Demographic trends, 1985-2050’ 

0-14 6.5 5.7 -7.9 -7.3 -8.4 -7.1 -1.9 1.0 -2.2 -6.3 -7.7 -5.5 -2.4 -2.5 

15-64 

65+ 

0-14 

15-64 

65+ 

19. This increase in the working age population presents both opportunities and 
challenges for the labor market. Between 2005 and 2015, the number o f  Albanians 
between 15 and 64 years will increase by over 200,000. This situation has a number o f  
implications. With a dependency ratio that will continue to decline for another two 
decades, Albania has the possibility o f  benefiting from what has been called the 
“demographic gift” - Le., a population structure that i s  weighted towards potentially 
productive, independent age groups.” On the other hand, these trends could pose serious 
challenges. This productive potential will only be realized if adequate employment 
opportunities are created. This wi l l  require not only continued economic growth but also 
an efficient labor market and a skilled workforce in order to translate growth into jobs. 

13.2 14.3 -4.5 -1.3 5.6 5.6 4.1 1.7 0.1 0.4 0.6 0.4 -1.0 -3.4 

11.5 12.9 11.4 13.8 17.1 12.7 12.3 14.6 20.7 14.9 9.4 3.7 2.9 9.2 
Shares 

34.5 32.8 31.7 30.1 27 24.4 23.1 22.7 21.8 20.3 18.7 17.7 17.3 17.1 

60.2 61.9 62.1 62.7 64.7 66.5 67 66.2 65.1 64.8 65.1 65.5 65.2 63.6 

5.3 5.3 6.2 7.3 8.3 9.1 9.9 11 13.1 14.9 16.2 16.9 17.5 19.3 

20. Albania’s employment history since the transition has largely reflected the 
broader regional experience in Eastern Europe. l2 The historic macroeconomic and 
structural changes o f  the 1990s resulted in large-scale job loss in the public sector which 
led to substantial withdrawal from the labor force and the emergence o f  high rates o f  
unemployment. As growth recovered late in the decade and into the new century, 
unfortunately it has not led to an equivalent improvement in employment. 

2 1. Detailing these longer-run labor force and employment patterns is complicated 
by serious data shortcomings. I t  really is not possible to assess trends before 2001 with 
confidence. For most o f  the post-transition period, Albania has not collected labor force 
and employment statistics and annual figures have been based on estimates from various 
sources (see Box 2.1). Definitions o f  key concepts have not always been consistent with 
international norms. INSTAT has been making progress in quantifying labor market 

Researchers have found that this “gift phase” o f  the demographic transition can contribute significantly 
to economic growth. In cross-country growth regressions, Bloom and Williamson (1998) and Kelley and 
Schmidt (1995) estimate positive coefficients for working-age population variables. Bloom and Williamson 
find that the demographic shift accounted for more than a third o f  the growth performance o f  East Asia in 
the 1970s and 1980s. 
l2 The regional trends have been documented in a recent World Bank labor market report for Europe and 
Central Asia. See World Bank (2005a). 
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trends but it has usually been hampered by limited available information. The Censuses 
o f  1989 and 2001 have provided key benchmarks to “anchor” INSTAT trends. However, 
as Figures 2.1 and 2.2 and Table 2.2 show, this results in discontinuities in estimates over 
time. In particular, estimates change significantly in 2001 with availability o f  the latest 
Census data. Since the pre-2001 estimates have not been revised on the basis o f  the latest 
Census results, 2001 must be seen as a break in the labor force and employment series. 
The other point i s  that INSTAT estimates for different years have had to draw on various 
sources. The analysis o f  the situation from 2002-2004, discussed in the second section o f  
the chapter, benefits f rom the availability o f  more comparable data from one source, the 
L S M S  and subsequent survey waves. 

Box 2.1: Labor market data issues 

The statistical basis for estimating consistent data series over time has been constrained by 
various factors, including the monumental events associated with the transition and i t s  aftermath. 
Many of  these have had direct implications for measuring the labor market including the 
transformation of  the economy from a planned to a market basis and the huge waves o f  migration. 
Between the Censuses of  1989 and 200 1 , the only new household survey, carried out in 1996, did 
not include Tirana and lacked a good sampling frame that could yield representative estimates. 

INSTAT has quantified labor market developments during the transition period by using different 
sources of  information: 
Unemployment refers to registered unemployment from the labor offices in each district; 
Employment in the non-agricultural private sector until 2000 was based on the Business Register 
(INSTAT, based on the data from The General Tax Authority), and since 2001 has been based on 
data from the Ministry o f  Labor and Social Affairs; 
Employment in the public sector i s  collected through the National Statistical Programme 
implemented by INSTAT; 
Employment in private agricultural sector consists o f  estimates until 2000, on the Population and 
Housing Census in 2001, and on the L S M S  since 2002. 

The time series for these key labor market variables are characterized by discontinuities. New 
benchmarks based on the 200 1 Census have not yet been reflected in revisions for prior years that 
would avoid or smooth these discontinuities. This i s  presumably because good data were not 
available to make accurate revisions. Consequently, data challenges significantly obscure the 
picture of  some aspects of  labor market developments and trends until 2001. The 2001 Census 
and the LSMS/APS waves based on it have provided invaluable new data and new benchmarks 
from which improved estimates for other variables could be generated. 

There are also various definitional issues involved in using the available data series. Official labor 
market statistics have defined the working-age population to conform to national retirement 
policy (until 2002), but not to international practice. The Albanian working-age population 
definition used by INSTAT has been 15-54 years for women and 15-59 years for men. While we 
reproduce figures using these definitions in this section, we use the international standard of  15- 
64 years (men and women) in the next section when we present the L S M S  analysis. 

The INSTAT data cited in this chapter are primarily taken from the agency’s website at 
htto://www . instat. gov .ab’. 
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22. Over the past decade, labor force participation and employment have lagged 
well behind population growth. This i s  summarized in Figure 2.1 which covers the 
1994-2004 period. The data concerns are quite evident in the figure: each series drops 
substantially in 200 1 with the availability o f  information from the Census. Although 
annual estimates must be made with great caution before 2001, the summary trends are 
quite evident. Both the labor force and employment have moved at a slower pace than the 
working-age population. In other words, the number o f  adults who are neither working 
nor looking for work has been increasing. 

Figure 2.1: Labor force participation and employment have trailed population 
growth 
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Source: INSTAT. 

23. Survey unemployment rates unfortunately have not been available throughout 
much of the past decade and assessments of unemployment trends over time must rely 
on registered unemployment rates. Most labor market analysis internationally has 
concluded that household surveys, following a standard methodology, can yield the most 
accurate estimates o f  unemployment in the labor market. While many countries, 
including Albania, have had to rely (or, in some cases, have chosen to rely) on 
registrations as the measure o f  unemployment, this i s  often an unreliable source. In many 
countries, registered unemployment rates are affected by institutional or behavioral 
factors that may have little to do with real labor market conditions (see Box 2.2). While 
Albania does not have obviously distorting institutionally-based incentives or 
disincentives to register, there are s t i l l  various reasons why true unemployed workers 
may not register or workers who are actually employed informally do register. To offer 
one example, in Chapter 4 we will see that many workers identified as unemployed in the 
LSMS do not register as the labor offices. In any case, survey rates were not available 
before the LSMS and any longer-term unemployment trends must be based on the 
numbers who registered as unemployed at the labor offices. 
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Box 2.2: Measuring unemployment 
Simply put, “unemployment” should cover working-age people who are not working (either 
formally or informally) but would like to. Most countries without reliable and frequent household 
data surveys have had to  rely on labor office registrations to measure unemployment. This i s  a 
very common occurrence in developing countries and some transition countries. There are some 
countries, however, that continue to rely on registrations as the primary measure o f  
unemployment even when unemployment can be accurately calculated from household surveys. 

For different reasons, registered unemployment may either overestimate or underestimate actual 
unemployment. This i s  because workers tend to make decisions on whether to register on the 
basis o f  how they perceive the benefits relative to the costs. For example, workers may register in 
order to become eligible for benefits unrelated to the labor market (e.g., health insurance). In this 
case, many “registered unemployed” may not actually be searching for work -they may be out o f  
the labor force or they may be employed in the informal sector. If enforcement capacities are 
weak or governments do not want to deny benefits, these workers wil l be counted as unemployed 
even if they actually are not. In this case, the registered unemployment rate wil l be higher than 
the true (unobserved) rate. On the other hand, registered unemployment rates can be lower than 
the real level o f  unemployment in some situations. For example, workers who are not working 
and seeking jobs may not register if they see no advantage (Le., unemployment benefits are not 
available or not being paid; other social benefits are not tied to registration; active labor market 
programs are either not available or are not seen as useful). 

Survey-based unemployment rates that follow international standards should accurately capture 
true unemployment - i.e., those working-age adults who are not working and are actively seeking 
work. It should be noted that that, under proper methodologies, work in these surveys i s  defined 
as covering both formal- and informal-sector activities. Later in this chapter, the definitions o f  
“unemployment” used with the L S M S  will be described. 

24. The registered unemployment rate has remained in the 12-18% range over the 
past decade. When this statistic is combined with other evidence, though, it is clear that 
labor market “slack” is high and likely has increased. The registered unemployment 
rate has been fair ly stable over the past decade, ranging f rom 12%-18% (Table 2.2). 
There has been no secular trend upwards or downwards. According to INSTAT, long- 
term unemployment - defined as the percentage o f  the registered unemployed who are 
without work for at least 12 months - i s  extremely high and has increased significantly, 
now exceeding 90%. Furthermore, as already noted, participation and employment rates 
have trailed population growth according to INSTAT’s estimates. When al l  o f  these 
trends are considered together, it i s  clear that labor market slack - i.e., excess labor 
supply - i s  very high and has been on the rise. 

25. While the difficult labor market picture applies to both sexes, the employment 
situation for women is a particular concern. Female participation and employment rates 
have been much lower than male rates. Registered unemployment rates have also been 
considerably higher for women than for men. In 2004, the women’s registered rate was 5 
percentage points higher than the rate for  men. A more detailed analysis o f  women in the 
labor market will be the focus o f  Chapter 6. 
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Table 2.2: Main labor market indicators, 1994-2004l 

-Male 
-Female 

Registered 
unemployment3 

-Male 
-Female 

1994 1995 ' 1996 1997 ' 1998 1999 2000 2001 2002 ' 2003 2004 
I 

75% 75% 
55% 50% 

18% 13% 
17% 12% 
20% 15% 

I I 1,786 1,820 1,850 1,861 1,888 1,911 1,939 1,773 Population' (000s) 
-Male 900 916 931 928 945 957 971 906 

-Female 886 904 919 933 943 954 968 867 

Labor Force 
Participation Rate 

- Male 
- Female 

Employment Rate 

80% 72% 69% 70% 70% 68% 66% 62% 
90% 85% 82% 86% 85% 83% 78% 74% 
69% 59% 55% 54% 55% 54% 55% 49% 

65% 63% 60% 59% 57% 56% 55% 52% 
73% 74% 72% 69% 66% 64% 
48% 45% 43% 42% 44% 39% 

12% 15% 18% 18% 17% 16% 
12% 14% 16% 16% 15% 14% 

1) differ substantially from those prior to 20 
14% 17% 21% 21% 19% 20% 

1,767 

903 
864 

62% 
74% 
49% 

52% 
64% 
40% 

16% 

19% 
14% 

1. As 

1,826 1,850 

943 944 
907 906 

60% 59% 
71% 70% 
47% 47% 

51% 50% 
61% 61% 
38% 39% 

15% 14% 
13% 12% 
18% 18% 

iscussed in 
the text, this series break reduces confidence in the pre-2001 figures for working age population, labor 
force participation, and employment. 

2. Defined as 15-54 years for women and 15-59 years for men. 
3. Proportion o f  unemployed with duration o f  12 months or more. 
Source: INSTAT. 

26. A dominant feature of the post-transition labor market has been the structural 
shijit in the nature of employment away from the public sector and, to a lesser extent, 
from agriculture (Figure 2.2). The decrease in employment in the public sector has been 
dramatic, falling from 850,000 in 1991 to 176,000 in 2004. Most o f  this reduction 
occurred in the first few years o f  the transition, due to mass privatization o f  state-owned 
enterprises. Now, less than 20% o f  total employment i s  in the public sector. Agriculture 
remains the most important employer by sector o f  activity -- 58.5% o f  all employment in 
2004 according to the INSTAT series (48.8% according to the LSMS). However, it now 
appears to be considerably less dominant than it was at the beginning o f  the transition 
period. The data problems evident in Figure 2.2, though, should be noted. According to 
the INSTAT series, the decline in agricultural employment between 2000 and 2001 i s  
striking; this decrease presumably reflects a discontinuity in the employment series 
caused by the availability o f  the new Census data. 
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Figure 2.2: Employment has shifted away from the public sector and agriculture 
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Source: INSTAT. 

27. Although employment i s  shifting to the private, non-agricultural sector, job 
creation there has been slow. This i s  a pattern that has occurred in most countries in the 
region. According to the Bank’s regional labor market study, “the crux o f  labor market 
problems in ECA i s  scarcity o f  productive job opportunities and insufficient rates o f  job 
creation” (World Bank 2005a). During the recent years o f  economic growth, private non- 
agricultural employment has increased only slightly, with only 23,000 new jobs created 
between 2001 and 2004. Improving this job creation performance in the private sector i s  
the number one labor market challenge for Albania. 

28. Real wages dropped through much of the 1990s, but they have been growing 
since 1998. Data are particularly problematic in the area o f  wages. However, the 
available evidence suggests that real wages fe l l  through much o f  the 1990s. High 
inflation immediately after the transition and then the pyramid scheme crisis in 1997 had 
very sharp negative impacts on real earnings. Since the crisis, however, macroeconomic 
stability and low wages have contributed to a reversal in wage trends. According to 
INSTAT data, real wage growth has been in double-digits in a number o f  years (Figure 
2.3). In 2003, official real wages were 57% higher than they had been in 1998. Wage 
growth has been strongest in transportation and communications. In the other sectors, real 
wages have grown between 30-50% in the 1999-2003 period. Wages and labor costs will 
be analyzed in more detail in Chapter 3. 
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Figure 2.3: Real wages have been growing since 1997 
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29. The Living Standards Measurement Surveys have improved the information 
available to analyze labor market trends. This section relies o n  the L S M S  for 2002, 
2003, and 2004 to  describe the most recent conditions in the labor market. The survey i s  
described in Box  2.3. In addition to providing cross-sectional estimates for the three 
survey years, the LSMS is a panel, with the same households followed throughout the 
period. In subsequent chapters, we will exploit t h i s  longitudinal feature to carry out 
dynamic analysis o f  the labor market. W h i l e  INSTAT has relied o n  the LSMS for i t s  
national labor force statistics since 2002, it should be noted that the estimates described 
in this section differ f rom those from INSTAT cited in the preceding one. This is 
primarily because o f  a difference in the definition o f  the working-age population. The 
definition used by I N S T A T  has been 15-54 years for women and 15-59 years for men.13 
The Bank’s analysis o f  the LSMS data uses the international standard o f  15-64 years.14 
Also, INSTAT’s estimate o f  the labor force includes the employed plus registered 
unemployed. We will include those unemployed (whether they have registered or not) 
according to survey definitions, including the I L O  standard definition and a “relaxed” 
definition that includes those who are discouraged . 

l3 This corresponds to the retirement-age policy until 2002. In that year, the Government initiated an 
increase o f  5 years (to 65 for men and 60 for women), which i s  being phased in at the rate o f  6 months per 
year. 
l4 This defmition excludes those 65 years and older. According to 2004 L S M S  data, 85% o f  this group i s  
not in the labor force; the remainder i s  almost all self-employed in agriculture. The majority (62%) o f  those 
who are working are employed on a part-time basis. 
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Box 2.3: Living Standards Measurement Survey 

The Living Standards Measurement Survey (LSMS) has been carried out by INSTAT with the 
issistance o f  the World Bank on an annual basis since 2002. In the initial year, the survey 
:overed 3,599 households, using the 2001 Census in order to draw the sample. The 2002 LSMS 
lata were representative nationally and at the level o f  four macro-regions (Coast, Center, Capital 
:ity, and Mountains). 

The 2003 and 2004 surveys (known as the Albanian Panel Surveys - APS) use about one-half o f  
the original households as the sample frame for successive panels. Roughly one-half o f  the 2002 
households were selected for the APS panel. Individuals who had left their original household 
were followed to their new household, as long as they s t i l l  l ived in Albania. This has reduced 
xttrition, but it should be noted that the dropped respondents -- migrants leaving the country - are 
not an unimportant group in the Albanian context. 

The 2003 and 2004 panel surveys include just under 1,800 households. They are representative 
nationally and for rural and urban Albania, but not at the regional level. The survey modules 
include demographics, dwelling, education, health, labor market participation, migration, 
agricultural business, access to communication, credit and subjective perception o f  welfare. 

The labor market module for all three years collects information on labor market status, job 
search, employment, occupation, sector o f  activity, social security registration, compensation, 
nature o f  the employer, and working time. Questions are asked for both the main and secondary 
jobs (if existing). N o  information i s  collected on tenure and size o f  the firm. 

In the 2002 LSMS, information on income was collected for employees only (Le., wage-earners 
in the formal and informal sectors). In the 2003 and 2004 APS, al l  employed individuals 
(including employers and self-employed) were asked the amount o f  the last net payment in cash, 
the amount o f  bonuses and in-kind earnings. 

Annex Table 2.A1 identifies and defines the main variables we have used in the analysis o f  the 
L S M S  data. 

30. Analysis of the LSMS data in this report has followed internationally-used (i.e., 
ILO) definitions but has also included estimates of “relaxed” unemployment and labor 
force participation. Under  the conventional ILO definition, adults who are no t  employed 
must report evidence o f  active job search to be  classified as in the labor force and 
unemployed. Will ingness to  take a job wi thout  active j o b  search i s  no t  considered to  be  
adequate. In this report, w e  have also incorporated the concepts o f  a “relaxed” definit ion 
of labor force participation and unemployment used in the latest Country Economic 
Memorandum (World Bank  2004a). Under this relaxed definit ion, individuals without 
jobs are considered to  be unemployed and included in the labor force if they have either 
searched for work in the last four  weeks or  have no t  searched but wou ld  be  willing to 
take a j o b  in the next  t w o  weeks. In other words, inc lud ing estimates based o n  the relaxed 
definition recognizes the val idity o f  the “discouraged worker” effect in Albania - Le., 
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assuming that some individuals are actually part o f  the labor force but are not searching 
because they believe there i s  no work available. As we will see, estimates o f  the labor 
force and unemployment greatly increase when we introduce this relaxed definition. 

3 1. According to the LSMS estimates, the labor force participation rate is higher 
than the INSTAT rate and is in the middle range by European standards. The labor 
force participation rate in 2004 was between 64-69%, depending on the definition used 
(Table 2.3). This overall level o f  participation puts Albania roughly in the middle o f  the 
range in Europe - although it should be noted that European participation rates are not 
particularly high by global standards. The EU-15 participation rate (2003) was 70.8, 
while the average rate among the EU- 10 (new accession countries) was 66.3. 

Table 2.3: Main labor market indicators, 2002-2004 

1. Proportion o f  unemployed (standard definition) with duration o f  12 months or more. 
Source: Staff calculations based on LSMS. 

32. The unemployment rate seems to have improved signijicantly between 2002 and 
2004. However, this is due to some labor force withdrawal as well as new job creation; 
overall, there is a substantial amount of discouragement in the labor force. Table 2.3 
indicates that the unemployment rate, by either the standard or the relaxed definition, fe l l  
significantly between 2002 and 2004. This was due both to a falling labor force 
participation rate (by about 1.5 points) and an increasing employment rate (also about 1.5 
points). I t  should be noted that the substantial changes in unemployment rates observed 
between 2002 and 2004 raise some concern about the consistency o f  the year-over-year 
estimates with the LSMS. In any case, in 2004 the relaxed-definition unemployment rate 
at 13.4% was more than double the standard rate. As we noted above, the difference 
reflects discouraged workers in that the relaxed rate adds those who have not searched 
but would take a job in the next two weeks. 

33. The evidence on discouragement is reinforced by the fact that long-term 
unemployment is high.16 The majority o f  unemployed workers remain unemployed for at 
least one year - this share was 68.4% in 2004 (standard ILO definition). The rates for 
2003 and 2004 are much higher than in 2002. This observation, coupled with the apparent 

l5 These figures are taken from OECD (2005) and the ILO website at httd/laborsta.ilo.ord 
l6 Long-term unemployment i s  measured for unemployed individuals who respond to the question: “For 
how long have you been looking for a job?” in the LSMSIAPS survey. Some individuals might have been 
looking for jobs for a long time even when working in the informal sector occasionally. 

16 



high number o f  discouraged job-seekers, reinforces the view that there i s  a great deal o f  
slack in the Albanian labor market. For certain groups, including the Roma and 
Egyptians, exclusion from employment opportunities i s  very high (Box 2.4). 

Box 2.4: Employment in the Roma and Egyptian Communities 

Two o f  the most marginalized groups in Albanian society, as well as the labor market, are the 
Roma and Egyptians. Since official statistics provided from the Censuses do not give separate 
figures for either o f  these communities, most reports are based on estimates and qualitative data. 
The Roma have been estimated to constitute 2% o f  total population in Albania. 

Although the standard o f  living has improved for the majority o f  the population in Albania in the 
past decade and a half, the Roma and the Egyptian communities have been negatively affected by 
the transition. Their labor market situation is  very poor. For example, in 2002, data from a 
socioeconomic survey indicated that 71% and 67% o f  working-age adults in the Roma and 
Egyptian communities, respectively, were unemployed. Furthermore, 88% o f  Roma and 83% o f  
Egyptians had been unemployed for more than a year. Those who are employed in these 
communities are primarily engaged in subsistence agriculture, trade with used clothes, music, 
casual work (mainly in construction), handicraft trade, and begging. 

Education i s  one o f  the key problems. Many Roma and Egyptians face difficulty in adapting to 
the demands o f  the labor market because they lack required educational and vocational 
qualifications and expertise. The educational attainment level in the Roma and Egyptian 
communities has decreased during transition and i s  very low: 64% o f  Roma and 24% o f  
Egyptians aged 7-20 and 40% o f  Roma and 11% o f  Egyptians aged 20-40 are illiterate. In 
addition to the education deficit, Roma and Egyptians also face discrimination in gaining access 
to many employment opportunities. 

I Source: De Soto et al. (2005). I 

34. The employment rate in 2004 was 60%; this is well below the European Lisbon 
target of 70%. The L S M S  data yield an employment rate o f  around 60%. This record lags 
behind the better performers in Eastern Europe and well behind the Lisbon standard 
adopted by the European Union (Figure 2.4). Just over three-quarters (76%) o f  all 
employment i s  full-time, with 24% part-time (defined as less than 35 hours per week). 
Women are more likely to work part-time than men: 34% o f  employed women compared 
to 16% for men. 

35. The majority of employment is self-employment or unpaid work. In 2004, the 
self-employed - both in and outside o f  agriculture -- accounted for 61% o f  employment 
(Figure 2.5). l7 Three-quarters o f  this self-employment was in agriculture. Wage-earners 
represented 38% o f  all employment, including both formal and informal employees. 

" This category also includes unpaid workers. In non-agricultural sectors, unpaid workers represent a small 
minority o f  the group (6.4% in 2004), but they are the majority in agriculture (57.0%) 

17 



Figure 2.4: Employment rates, Albania and comparator countries, latest year 

I 0 10 20 30 40 50 60 70 

Source: World Bank (2005a). 

36. Overall, informality is high in the labor market and does not seem to be 
declining. The informal sector o f  the labor market i s  defined to broadly include self- 
employed and unpaid workers as well as unregistered wage earners." These groups are 
defined as informal in the sense o f  being outside formal systems o f  labor protection or the 
formal social insurance system. Together, they account just over three-quarters o f  total 
employment. This figure underscores the reality that a major part o f  the economy i s  s t i l l  
traditional. Nonetheless, informal employment s t i l l  represents a large part o f  the more 
modem, urban wage sector. The informal share o f  wage employment i s  significant (1 6% 
of the 38% in Figure 2.5, or 42% o f  all wage-earners). We will cover the issue of 
informal employment in detail in Chapter 5. 

31. Underneath the national statistics are significant differences in regional rates." 
The highest employment rates are in the Central Region (64.9 in 2004). The Tirana 
Region had the lowest rates (50.1), plus the highest unemployment rate (19.2%, relaxed 
definition). These results indicate that rural areas o f  the country, where agriculture 
dominates, have more favorable aggregate labor market indicators than do urban areas.20 
This reflects differences in the two spheres o f  economic activity and the role that labor 
plays as a factor production, as discussed below. 

'* Actually, self-employed workers with post-secondary education are excluded from the informal 
definition on the assumption that they are highly-skilled technical or professional individuals who likely 
would not share the vulnerability of informal workers. Excluding this group reduces the overall informal 
share by one percentage point (fiom 77% to 76%). 
l9 The APS 200312004 are representative nationally but not regionally. However, the results presented here 
are consistent with results from the regionally representative LSMS 2002. 
2o The Bank's Poverty Assessment suggested that the large-scale downsizing in the public sector and the 
major flows o f  migrants also may have played a part in the high unemployment in Tirana, specifically 
(World Bank 2003). 
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Figure 2.5: Most employment i s  self-employment (LSMS), 2004 

38. Indeed, there are major differences in the labor markets in the agricultural, 
primarily rural sector of the economy and the urban, non-agricultural sector. Labor 
force participation and employment are substantially higher in rural than in urban 
areas, while unemployment is much lower. Note that rural areas s t i l l  dominate the 
overall labor market statistics, accounting for 63.2% o f  total employment and 59.2% o f  
labor force participants (relaxed definition) in 2004. About three-quarters o f  all rural 
employment remains in agriculture. In 2004, participation rates were 12-1 6 points higher 
in rural areas (depending on relaxed vs. standard definition) compared to urban areas, 
while the rural employment rate was 14 points higher (Table 2.4). The difference in 
unemployment rates was particularly significant when the relaxed definition i s  used, 
since this captures the much greater extent o f  discouragement in urban areas. Long-term 
unemployment i s  also much more prevalent in urban areas, accounting for 72.7% o f  all 
unemployed compared to 56.4% in rural areas. 

39. These differences do not mean that rural, agricultural labor markets are 
working more efficiently than urban, non-agricultural ones. Rather, they reflect 
differences in the two spheres o f  production. Agriculture i s  s t i l l  dominated by  low- 
productivity subsistence farming, with the labor o f  family members representing the 
primary (and often unpaid) factor o f  production. Inactivity and unemployment are 
typically not options. This i s  not the case in the urban, non-agricultural economy where 
weak labor demand results in inactivity and unemployment. 
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Table 2.4: Main labor market indicators, by urban and rural, 2002-2004 

Rural 

LFPR (standard) 
Unemployment rate (relaxed) 
Unemployment rate (standard) 
Long-term unemployment' 
Employment Rate 

LFPR (relaxed) 

I Urban I 2002 2003 2004 I 

2002 2003 2004 
77.6 76.8 74.9 
74.4 73.5 71.0 
5.6 5.1 5.6 
2.4 1.8 1.7 
52.7 58.3 56.4 
72.0 71.8 69.3 

LFPR (relaxed) 
LFPR (standard) 
Unemployment rate (relaxed) 
Unemployment rate (standard) 

59.7 77.4 72.7 
Emdovment Rate 42.8 47.9 49.0 

40. Education is closely linked with employment outcomes. Those with low levels of 
schooling experience considerable problems in the labor market. Labor market 
outcomes depend a great deal on education. Among working-age individuals in 2004, 
only 57% with less than primary-school completion participated in the labor force and 
just 49% were employed (Figure 2.6). The poorly educated who are working are 
concentrated in the informal sector, as will be discussed in Chapter 5 ,  

Figure 2.6: Participation and employment by educational attainment, 2004 

I " '  

Source: Staff calculations based on the LSMS. 
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4 1. Earnings are also significantly affected by education. Significant earnings 
differentials exist on the basis o f  education. Looking at wage-earners in 2004 according 
to four levels o f  educational completion (less than primary complete, primary complete, 
secondary complete, and postsecondary complete), each incremental level o f  attainment 
i s  associated with between 56% and 79% gains in average monthly earnings.21 In order to 
isolate the impacts o f  education and other potential determinants o f  wages, we have 
carried out various wage regressions using the 2004 L S M S  data. (The complete results 
are presented in Annex Table 2.A2.) The estimates from these regressions show that 
educational differentials are substantial even after other individual characteristics have 
been held constant. Figure 2.7 summarizes the adjusted wage differentials. Overall, the 
econometric analysis concluded that the rate o f  return to an additional year o f  education 
i s  8%-9% 

Figure 2.7: Adjusted wage differentials by level o f  education, 2004l 

1."" , 

Primary oe r  less Secondary o e r  primary Postsecondary o w  
secondary 

1. In 2002 prices. 
Source: Staff calculations based on the LSMS. 

42. Employment rates are low for young people and those with very little education 
have the greatest problemfinding work. In 2004, the employment rate for young people 
(aged 15-24 years) was 37.1%, which i s  well below the national employment rate o f  
60.1 %. This reflects two factors. The first i s  that some young people do not look for work 
because they are s t i l l  in school; in 2004, this reason was reported by 68.6% o f  youth not 
in the labor force. Given the importance o f  education for future labor market 
performance, this i s  a positive explanatory factor. The second reason for low youth 
employment i s  not - many young people experience difficulties in entering the labor 
market. This i s  especially true for those with poor education. Although youth 
unemployment rates do not vary much by education when the standard definition i s  used, 
they do with the relaxed definition (Figure 2.8). This indicates that many young people 

I t  should be noted that al l  wages collected in the 2002-2004 LSMSJAPS have been recalculated 
according to 2002 prices. 
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with l i t t le education not only are not employed but are not searching for work either 
because they are discouraged. 

Figure 2.8: Unemployment rates for youth by education, 2004 

I 

I 0.0 10.0 20.0 30.0 40.0 50.0 

Source: Staff calculations based on the LSMS. 
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Annex Table 2.A1: L S M S  main labor market variables and definitions 

I Inactive 

1 Informal employee 

Non-agricultural 
self-em lo ed +- Agricultural self- 

Full-time worker 

Not working in the last seven days + NOT looking for a job in the last 
four weeks + NOT willing to take up a job in the next two weeks 
Not working in the last seven days + looking for a job in the last four 
weeks + willing to take up a job in the next two weeks 
Not working in the last seven days + (looking for a job in the last four 
weeks OR willing to take up a job in the next two weeks) 
Employee o f  someone who i s  not a household member or paid worker in 
a household farm or business + entitled to social security benefits 
Employee o f  someone who i s  not a household member or paid worker in 
a household farm or business + NOT entitled to social security benefits 
Worker on own account or unpaid worker in a household business, OFF 
agriculture 
Worker on own account or unpaid worker in a household farm, IN 
agriculture 
Employer 
Individuals working 35 or more hours a week. 
Individuals aged 15-64 

How much was your last net payment or earning? What period o f  time 
does this paymendearning cover (month, 15 days, week, day)? 
+ Bonus 
+ In-kind paymentdearnings 
(all reported to monthly) 

Values (Lek) deflated to 2002 according to the national average 
Consumer Price Index (IMF). 
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Annex Table 2.A2: Econometric estimates of  wage determinants, 2004 

~ 

Regressions o f  log ages on individu 

Coef StdErr 
Gender 
Female 
Education 

Years o f  Education 

Unfinished Primary (omitted) 
Unfinished Secondary 
Unfinished College 
College or More 
Age 
15-24 (omitted) 
25-49 
50-64 

Continuous Variable 

I n  Steps 

Experience 
Age -Years o f  Education-5 
Region 
Coastal 
Central 
Mountains 
Tirana (omitted) 
Rural 
Sector 
Agriculture 
Industry 
Construction 
Services 
Public 

Type o f  firm 
Public+SOE 
Private (omitted) 
Informal 
Log Hours 
Tenure 
Secondary Job 
Constant 

-0.35 0.04 * *  

0.14 0.08 * 
0.28 0.09 * *  
0.54 0.09 ** 

0.13 0.06 * *  
0.15 0.07 * *  

-0.18 0.05 **  
-0.14 0.04 **  
-0.15 0.07 * *  

0.05 0.04 

0.20 0.09 * *  
0.09 0.07 
-0.11 0.06 * 

-0.14 0.05 **  

-0.21 0.06 * *  

-0.16 0.05 **  
0.20 0.06 * *  
0.00 0.00 
-0.19 0.06 * *  
9.08 0.25 **  

Observations 975 
R-squared 0.24 
***, **, * refer to 1,5 and 10% level of significance 

Coef StdErr 

-0.34 0.04 *** 

0.08 0.01 ***  

0.07 0.09 
0.14 0.10 

-0.21 0.05 *** 
-0.18 0.05 ***  
-0.19 0.08 * *  

0.09 0.05 

-0.07 0.16 
-0.09 0.07 
0.24 0.09 * * *  
-0.08 0.06 

-0.10 0.07 

-0.16 0.06 * *  
0.13 0.07 * 
0.00 0.00 
-0.27 0.08 ***  
8.77 0.32 *** 
630 
0.25 

characteristics 

Coef StdErr 

-0.33 0.04 ***  

0.31 0.23 
0.45 0.22 ** 
0.70 0.23 * * *  

0.00 0.00 **  

-0.19 0.05 *** 
-0.17 0.05 * * *  
-0.18 0.08 **  

0.10 0.05 * 

-0.10 0.16 
-0.08 0.07 
0.22 0.09 ** 
-0.07 0.06 

-0.11 0.07 

-0.15 0.06 **  
0.15 0.07 **  
0.00 0.00 
-0.25 0.08 ***  
9.01 0.36 ***  
627 
0.24 

Coef StdErr 

-0.33 

0.09 

0.01 

-0.21 
-0.18 
-0.20 

0.10 

-0.09 
-0.10 
0.22 
-0.08 

-0.11 

-0.16 
0.13 
0.00 
-0.28 
8.69 

0.04 ***  

0.01 ***  

0.00 * *  

0.05 ***  
0.05 ***  
0.08 ** 

0.05 * 

0.16 
0.07 
0.09 **  
0.06 

0.07 * 

0.06 ***  
0.07 * 
0.00 
0.08 ***  
0.32 *** 

630 
0.26 

Source: Staff calculations based on LSMS. 
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43. This chapter is concerned with the question of why job creation has been so 
slow. Albania’s employment performance is somewhat puzzling because of the high 
rates of output growth. I n  fact, the economy has been growing for various reasons that 
have been largely unconnected with employment - principally efficiency gains from 
ongoing restructuring and rationalization as well as remittances. Structural shifts away 
from the public-sector and into the private sector, especially in services, have also 
dampened employment because they have meant a move towards much less 
employment-intensive activities. The most important constraint to job creation -- 
especially in the formal sector -- has been, and wil l continue to be, an unfavorable 
business climate. Non-wage labor costs and certain aspects of labor market regulation 
are contributing to the stagnant employment record, specijically in terms of creating 
formal jobs. 

44. GDP growth has been relatively strong but has not resulted in employment 
growth. The demand for labor in a market economy i s  derived from the goods and 
services produced in an economy; therefore, output growth i s  often the fundamental 
reason why countries do not create jobs. However, Albania’s economic growth since the 
fall o f  the communist regime in 1990 has been relatively impressive and among the 
highest o f  all transition economies. Since the recovery from the pyramid-scheme crisis in 
1998, real annual GDP growth has averaged 8%. The weak job creation performance i s  
not due to slow GDP growth. 

45. “Jobless growth” has been a regional problem but Albania stands out among 
transition countries with poor job creation records because of its strong output growth. 
As economies in Eastern Europe have stabilized and recovered after the transition, 
employment has generally lagged well behind output growth. Many countries in the 
region, including Albania, have had virtually no net job creation but none have had the 
economic growth experienced by Albania.22 Figure 3.1 compares Albania with a 
selection o f  countries in the region in terms o f  how employment and GDP have moved in 
recent years. For most countries in the chart, the period covered i s  1997-2004. However, 
since Albania’s employment estimates before 2001 are difficult to reconcile with the 
figures from 2001 on, we just  include the 2001-2004 period for Albania. The figure 

22 This issue o f  employment lagging behind growth i s  discussed in detail in the regional labor market study 
(World Bank 2005a). 
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reinforces the conclusion that employment growth has been stagnant in the region, with a 
number o f  countries losing jobs despite economic growth. Most o f  the countries included 
in the analysis had employment changes over the period o f  between -1% and +l%; yet 
there i s  considerable variation in output trends. Albania occupies a somewhat unique 
position in the chart, with almost no net job creation but the strongest record on output 
growth. 

A An, i 
Y.V,” Macedonia, i- Y K Bulgaria 

-1 h Oh 1% 2% 3%* 4% 5% 

Figure 3.1: Job creation in Eastern Europe has been poor regardless of  economic 
growth -- Growth rates for employment and real GDP’ 
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1. Data cover 1997-2004 for all countries except Albania (2001-04) and SAM and Hungary (1997-2003). 
Source: Own calculations based on LABORSTA and WDI. 

46. Albania’s economy has grown without creating jobs because of improved 
allocation of production factors. In the Country Economic Memorandum, the observed 
growth o f  real GDP was decomposed into the contributions o f  factor accumulation (i.e,, 
growth in the capital stock and labor force) and total factor productivity growth (World 
Bank 2004a). The results for the period from 1982-2003 are reproduced in Table 3.1 from 
the CEM.23 Between 1993 and 2003, almost all o f  the growth was due to TFP increases 
which are assumed to reflect improved resource allocation. 

23 The results are presented for several sub-periods: the pre-transition period o f  1982-89, the contraction 
period o f  1990-92, and the recovery period o f  1993- 2003. The recovery period i s  subdivided into three 
separate episodes o f  growth: 1993-96, 1998-200 1, and 2002-03. 
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Table 3.1: Accounting for Albania’s growth, 1982-2003’ 

1982-89 2.17 2.20 1.93 -1.97 3.13 
i 990-92 -1S.26 0.47 0,7% -16.50 i 2 4  

1993-03 6.27 -0.05 0.18 6.14 0.13 

1993.96 9.25 “0.54 -0.51 10.30 - f , M  
1998-01 7.35 0.05 0.56 6.75 0.60 
2002-03 5.35 0.78 t.07 3.51) 1.85 

1. Without adjustment for scrapping o f  significant part o f  communist capital. 
Source: World Bank (2004a). 

* Structural Chan 

47. I n  many transition countries, employment has been hurt by the economic shvt 
out of agriculture and out of the public sector, both of which have been labor-intensive 
sectors. Over time, and more quickly if labor markets are flexible, displaced workers 
from the contracting sectors will move into the growing ones. However, the experience in 
the region over the past 15 years has demonstrated that this can be a slow and halting 
process. While labor displacement from employment-intensive agriculture and the public 
sectors has been very large in most countries, private-sector growth in the non- 
agricultural sectors has been driven by efficiency gains, often with relatively small levels 
o f  job creation. 

48. Some parts of this structural change story apply to Albania, but not al l  Since 
the transition, economic activity has shifted from the public to the private sector but not 
out of agriculture. The private sector’s share o f  GDP was 5% in 1990 and was about 
75% in 2002. However, the industrial structure has not transformed to the extent that 
occurred in most other countries in the region.24 Deindustrialization has taken place, with 
industry’s share o f  GDP falling by about 20%, and services increasing by the same 
amount. But agriculture’s share i s  at roughly the same level (Table 3.2). It should be 
noted that the shift in economic activity towards services has not led to employment 
growth in that sector. Despite that sector’s growth in recent years, it had no net job 
creation between 200 1 and 2004.25 

24 The shares in the tables should be treated with some caution because o f  quality concerns regarding the 
underlying sectoral data. The numerous large year-to-year changes in shares are likely attributable in part to 
data problems. 
25 According to INSTAT, total employment in trade, hotels and restaurants, transport and commiunication, 
education, health and other industries was 263,000 in 2001 and 259,000 in 2004. 
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Table 3.2: Changing structure o f  the economy, 1990-2003 

L9pO 1991 1992 1993 1994 1995 1996 1997 -Em 1m 2m ~~~ 3 

Yo ot GDP 
Anricultun? 2 3 2  26.4 33.7 34.0 337 3 5 0  33.0 327 31.L 283 280 1 6 7  26 1 253  " 
lndumy 393 324 205 192 184 190 202 164 188 232 21.7 21s  210 20% 

Consmction 2 8 2.7 3 I 3 7  3 8 4 3 4 T 4 6  4 9 5 3  6.8 9.0 9 2  9 4  
Manufaculnng 145 I I  8 1 3 9  16.6 15.5 153 147 

Scn1us 3211 38.8 4 3 7  460 4 9 1  4 3 4  4 6 8  509 50.1 480 5 0 3  518  53.0 539 

% analcal growth rate 
GDP -96 -27.5 - 7 2  9 6  9 4  8.9 9 1  -7.0 7.9 7.3 7.8 6 5  4,7 6.0 

Agriculture 36 -174 185  104 8 3  132 3 0  -97 4 9  0 4  4 5  3 0  2.3 3.0 
Industry 6 0  a40.2 41 3 2 5  4 7  126 159 -258 261 342 0 5  7.2 2 0  50  

Constmructlon -299 7 0  300 150 2 1 2  I S 4  -105 t&O 178 372 439 7 1  8 5  
Manufrrturrng -25 I 295 296 0 7  6 5  0.3 

Senwes 3 5 2  * I 4 1  4 4  155 166 - 3 8  I t 8  -06 8 1  4 3  127 i l i  7 1  7 9  
-1 21103 for GDP pwth rates Allwrnia L,~~-~ ram 

49. Albania stands out among countries in the Western Balkans and in the ECA 
region in terms of still having a very large share of the workforce in agriculture. Over 
half o f  the population (55%) i s  living in rural areas and almost 60% o f  the employed 
workforce i s  in agriculture. Figure 3.2, which depicts the negative relationship across 
countries between employment in agriculture and GDP per capita, shows that Albania's 
employment in the sector i s  much higher than all other countries included. When the 
comparison i s  limited to the countries at roughly Albania's level o f  GDP per capita, it i s  
striking how high agricultural employment i s  in Albania. If Albania moves closer to the 
regional trendline in the future, labor shedding in agriculture will be substantial. This will 
put further pressure on job creation. 

ss c 

50. Overall labor market success in transition countries has been determined by 
their ability to develop the private sector through the creation of new firms and the 
expansion of existing ones. Box 3.1 , taken from the Bank's regional labor market study, 
summarizes how private sector development has been a key for employment performance 
in transition countries. There are many factors involved in developing a private sector 
that can grow and provide job opportunities for workers displaced from the contracting 
sectors and for new entrants.26 But the most important i s  a pro-growth business climate. 

26 The World Development Report in 2005 and Doing Business 2006 have identified the key elements 
(World Bank 2005b,c). 
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Figure 3.2: GDP per capita and agricultural share o f  total employment, Albania and 
selected ECA countries, 2004' 
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1. Data for Hungary are for 2003. 
Source: World Development Indicators and ILO. 

Box 3.1: How private sector development has been a key to employment 
performance in transition countries 

The disappointing employment outcomes in ECA reflect an incomplete transition process, but 
ineffective institutions and policies affecting the investment climate are also inhibiting job 
creation. Certainly, the major initial condition in most ECA economies was the transition shock 
that caused a dramatic fall in output, with a corresponding large fall in labor demand. The 
resulting shedding o f  redundant labor and closing o f  loss-making enterprises caused large inflows 
into unemployment. Yet, the ability o f  ECA economies to recover from the transition shock and 
reduce unemployment has been largely determined by the rate o f  new-firm creation and growth, 
and consequently the size o f  the new sector, as well  as the ability o f  f i rms to restructure 
themselves to ensure profitability and improve competitiveness. Thus, widespread defensive 
restructuring i s  an important factor behind relatively low rates o f  j ob  creation despite often 
significant economic growth. The process o f  productivity catch up i s  much more advanced in 
CEE countries than it i s  in SEE and in the CIS, where the competitive pressure i s  less. 

I Source: World Bank (2005a) 

5 1, Surveys of enterprises and their perceptions about the business environment 
reveal concerns in a number of areas. The EBRD-World Bank Business Environment 
and Enterprise Performance Survey (BEEPS) are based on responses by 200-600 
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enterprises in virtually al l  o f  the E C A  countries.27 According to the 2005 BEEPS, 
respondents in Albania were significantly more l ikely to cite the fol lowing issues as 
problems than enterprises elsewhere in SEE or ECA: contract violations, anti-competitive 
practices, corruption, customs and trade regulations, tax rates, and electricity (Figure 3.3). 

Figure 3.3: Problems faced by enterprises in Albania, SEE countries, and the ECA 
region, BEEPS 2005 

Percent of respondents indicating a problem 

Contract violations 

Anti-competitive practlces of others 

Organised crimelmafia 

Street crime, theft and disorder 

Corruption I-+ 
Functioning of the judiciary 

Macroeconomic instability 

Uncertainty about regulatory policies 

Skills and education of workers 

Labour regulations 

Business licensing and permits 

Customs and trade regulations 

Tax administration 

Title or leaslng of land m 
Access to land 

Transportation 

Electricity 

Telecommunications 

Cost of financing I 
I 

Access to flnanclng c 
MAlb-2005 0% 25% 50% 75% 100% 
.SEE-2005 
0 ECA-2005 

Source: BEEPS 2005. 

52. The Bank’s Foreign Investment Advisory Service (FIAS) came to similar 
conclusions on the basis of interviews with companies and government authorities. 

27 For more information on the BEEPS, go to httP:Ilinfo.worldbank.orp/aovernance/beeps/. 
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One-half o f  the respondents reported some level o f  dissatisfaction with the overall 
regulatory and administrative environment. Compared to other transition countries, the 
Albanian results indicated more serious problems with a lack o f  clarity, discretion, and 
transparency and with investor unfriendliness.28 According to the FIAS report, these 
problems are attributable to a combination o f  poor implementation o f  regulations and 
operational guidelines, a lack o f  effective institutional structures, ineffective enforcement 
o f  laws ands regulations, and insufficient sk i l ls  o f  public officials. 

53. The Bank's Doing Business analysis, which uses a different methodology based 
on laws and regulations in force, also concludes that the business climate in Albania is 
in need of further reform. Using assessments on laws and regulations in 10 relevant 
areas, the Doing Business 2006 ranking places Albania at 117' o f  the 155 countries 
included in terms o f  overall ease o f  doing business.29 In relative terms, Albania fares 
poorly (i.e., in the bottom third) in the following areas: starting a business, dealing with 
licenses, hiring and firing, protecting investors, paying taxes, and enforcing contracts. 
The hiring and firing issue will be addressed in more detail later in this chapter. 

D. Labor costs 
54. Wages in Albania historically have been relatively low although they appear to 
have grown significantly in recent years. At the time o f  the transition, Albania had the 
lowest wages in the region. In the 1 9 9 0 ~ ~  wage growth was limited by restrictive incomes 
policies and real wages fe l l  substantially at the time o f  the pyramid scheme crisis. Since 
the crisis, real wages have been increasing (Figure 3.4). According to INSTAT data, 
public-sector wages grew annually in real terms by between 6- 18% f iom 2000 to 2004; 
private-sector wage growth has been slower, with the exception o f  2003. 

55. I t  should be noted that official wage information needs to be viewed with some 
caution because of data limitations especially regarding private-sector wages which are 
underreported. The official INSTAT series i s  based on wage data reported by enterprises 
in the public and private sector.30 These figures show wages as higher in the public sector 
than the private sector; in 2002 and 2003, for example, average wages in the combined 
public and private sectors were just  84-90% o f  public-sector wages (Table 3.3).31 
However, unofficial studies have found the opposite, because private f i r m s  tend to 
underreport payrolls in official surveys (Qirici 2005). The LSMS data validate this 

28 The situation i s  not improving according to some sources. Albania slipped 18 places to 126th among the 
159 nations in Transparency International's 2005 corruption perception index (Factiva, October 2 1,2006). *' For more information on Doing Business 2006, go to http://www.doingbusiness.org/. 
30 INSTAT collects data on wages in the public sector on a quarterly basis. Private-sector wage data are 
collected in the Structural Survey o f  Economic Enterprises. This survey i s  an annual one and covers the 
activities in both the public and private sectors in al l  sectors except agriculture, financial services, public 
administration, education, health and social work, and certain miscellaneous services. The sample fiame 
used i s  the statistical register o f  enterprises. Al l  enterprises with more than 5 employees are included in the 
survey along with a sample o f  small enterprises (1 -4 employees). 
3 1  INSTAT does not publish wage figures for the private sector alone. 
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conclusion -- between 2002 and 2004, average wages were 9-14% higher in the private 
sector than in the public sector. Wage regressions using the L S M S  data found that the 
(adjusted) wage premium in the private sector compared to the public sector was between 
11-21% in 2004, after controlling for other factors (Annex Table 2.A2). 

Figure 3.4: Real wage growth, 1998-2004 

I 1 -e Public sector -m- Public and private 1 
Source: INSTAT and World Bank estimates. 

Table 3.3: Wages by sector, INSTAT and L S M S  estimates' 

Average monthly wage (leke) 2002 2003 2004 

LSMS Private sector (2002 prices) 20087 23 168 22521 
LSMS Public sector (2002 prices) 1809 1 20255 20655 

19227 21946 2 1872 LSMS public and private (2002 
prices) 
INSTAT Public sector 19659 21325 24393 
INSTAT public and private 16541 19123 

LSMS public and private/public 1.063 1 .OS3 1.059 
L S M S  private/public 1.110 1.144 1.090 
INSTAT public and private/public 0.841 0.897 

1. LSMS wages for all years calculated according to 2002 prices. 
Source: INSTAT and L S M S  calculations by World Bank staff. 

56. Comparative data suggest that wages remain low relative to other countries in 
South-eastern Europe. Table 3.4 compares net wages (in Euros) across countries 
between 2000 and 2004. Note that these comparisons are not exact since all countries 
have gaps in their wage data and the basis for calculating net wages i s  not uniform. The 
Albania figures refer to public sector wages only. Even if these wages are adjusted 
upwards in light o f  the L S M S  estimates that average wages for the combined public and 
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private sectors are 6-8% higher than public-sector wages alone (Table 3.3), Albania is 
s t i l l  a low-wage economy compared to the others included in the table. Albania’s average 
net wages were lower than al l  other countries except Bulgaria. In 2004, Albania’s net 
wage stood at 73.5% o f  the (unweighted) regional mean. This relatively l o w  wage level 
reflects the l o w  levels o f  labor productivity that s t i l l  characterize Albania (Figure 3 -5). 
However, the table does show the increase in wages noted above. Over the period 
covered, Albania’s net wage (in Euros) grew by 70.8%, considerably higher than the 
regional average o f  48.5%. 

Table 3.4: Albania’s net wages (Euros) compared to other South-eastern European 
countries, 2000-2004 

Y O  

change 
2000 2001 2002 2003 2004 2000-4 

Croatia 435.4 474.1 502.1 520.8 556.6 27.8 
Bosnia and Herzegovina 191.2 226.5 228.0 253.1 258.2 35.0 
Macedonia 172.4 173.7 190.8 193.6 201.0 16.6 
Montenegro 96.3 107.7 142.1 174.0 195.9 103.4 
Serbia 45.4 98.3 151.8 176.2 193.0 324.9 
Albania 
Bulgaria 

99.1 116.7 129.2 134.2 169.3 70.8 
94.9 100.2 111.0 115.1 122.6 29.2 

Romania 107.2 116.0 121.2 128.9 147.2 37.3 
Non-weighted average for SEE 155.2 176.6 197.0 212.0 230.5 48.5 
Albania as a YO of SEE average 63.9 66.1 65.6 63.3 73.5 

Albania public sector only; Bosnia and Herzegovina - simple average for data in Republika Srpska and 
Federation o f  B&H; Bulgaria - data for 2004 are for 4 4  only; Montenegro - net wage does not include 
allowances for food, transport, etc. 
Source: World Bank staff estimates 

57. Combined employer-employee social insurance contributions are about 42% of 
the gross wage. Wage employees are required to participate in social insurance providing 
pensions (including disability and survivor pensions), maternity benefits, health 
insurance, sickness benefits, unemployment benefits, and compensation for work-related 
accidents and diseases. Overall, employers contribute 30.4% o f  the gross wage in social 
insurance costs while employees pay 11.5% (Table 3.5). For those who are self- 
employed, the scope o f  mandatory social insurance is l imited to pensions, maternity 
benefit, and health insurance. 
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Figure 3.5: Non-agricultural labor productivity in Albania compared to selected 
Eastern European countries, latest year' 

1. Labor productivity i s  measured as output per worker. 
Source: ILO and WDI 

Table 3.5: Social Insurance Contributions Rates as % of  gross wage, 2004 

Total Employer's Employee's 
contribution contribution Insurance Branch 

Pensions 21.0 8.9 29.9 

Maternity benefit 1.63 0.67 2.3 
Sickness benefit 0.57 0.23 0.8 

Unemployment 5.0 5.0 

Work accidents & illnesses 0.5 0.5 

Health insurance 1.7 1.7 3.4 
Total for wage employees 30.4 11.5 41.9 

58. Personal income tax rates follow a progressive structure with marginal tax rates 
ranging from zero @or incomes less than 14,000 Leke per month) to 30%. The average 
monthly wage (about 25,000 Leke falls within the 5% marginal tax rate bracket.32 

32 A recent change exempted income paid in social insurance contributions f rom liability for personal 
income tax. Consequently, an average wage earner pays 1.625% o f  that wage in income tax. (This 
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59. The tax wedge for the average wage earner is about 33% of total labor costs. 
The “tax wedge” i s  a common measure o f  the burden o f  taxes levied on labor. It i s  
calculated as income taxes and combined employer-employee social insurance 
contributions (minus cash benefits) as a percentage o f  total labor compensation. Table 3.6 
shows the breakdown o f  the various components o f  labor costs for employees at different 
earnings levels in 2004. For workers earning the average wage, the tax wedge i s  33.4% -- 
in other words, net (or take-home) pay i s  33.4% lower than the total labor cost. As the 
table indicates, the tax wedge varies only slightly at different wage levels. This i s  because 
almost the entire wedge i s  composed o f  social security contributions which are levied on 
an income-neutral basis. 

60. Albania’s tax wedge is relatively low when compared to other countries in the 
region. Figure 3.6 shows the tax wedges in 2003 for a selection o f  ECA countries, 
calculated for non-agricultural workers without dependents earning average wages. O f  
the 25 countries included, Albania ranks fourth lowest. 

Table 3.6: Components of  total labor cost and tax wedge calculation 

Earnings level (Leke) Average 67% of  average 150% of average 

A Gross wage 25000 16750 37500 

B Employee SS contributions (A* 1 15) 2875 1926.25 43 12.50 
C Taxable wage (A-B-14000) 8 125 823.75 19 187.50 
D Income tax (C*.O5) 406.25 41.19 959.38 

E N e t  wage (A-B-D) 2 1718.75 14782.56 32228.13 

F Employer SS contributions (A*.304) 7600 5092 11400.00 

G Total labor cost (A+F) 32600 2 1842 48900.00 

H Tax wedge ((G-E/G)* 100) 33.4 32.3 34.1 

1. The tax function involves an estimated monthly wage in 2004 o f  25,000 Lek, o f  which 1 1.5% i s  exempt 
(Le,, social insurance contributions). The balance in excess o f  14,000 Lek i s  subject to a 5% marginal tax 
rate). 

Source: World Bank staff calculations. 

represents 5% o f  the wage income between 14,000 Leke and the taxable portion o f  income. The latter 
excludes 11S% o f  the 25,000 Leke in monthly wages - Le., the employee’s contribution to social 
insurance.) 

35 



Figure 3.6: Labor tax wedge for Albania and other ECA countries, 2003l 

1. Tax wedge for non-agricultural worker on average wage without dependents. 
Source: World Bank (2005a); OECD and Eurostat estimates; calculations by authors. 

61. However, labor tax rates are high in the ECA region compared to most other 
regions, Vroman and Brusentsev (2005) have assembled payroll tax rates for 150 
countries, according to income level and geographic region. They find that the average 
tax rate for Central and Eastern Europe i s  significantly higher than for any other 
developing region. 

62. The effects of payroll taxes on overall employment are difficult to determine; 
however, higher taxes certainly lead to more employment being informal. The 
aggregate employment effects depend on (i) the incidence o f  the tax - i.e., who actually 
pays the taxes - and, thus, i ts  effect on total labor costs; and (ii) the elasticity o f  labor 
demand - Le., what happens to labor demand as labor costs change. The international 
research offers only very rough estimates and, since most studies have been done in high- 
or upper-middle income countries, their applicability to Albania i s  unclear.33 However, 
the higher the tax burden, the greater the incentive for informalization o f  employment -- 
most obviously for employers but also for w o r k e r ~ . ~ ~  

63. Employers in Albania appear to avoid paying labor taxes by underreporting 
employment and payrolls. According to the 2005 BEEPS, the percent o f  the actual 

33 Studies in middle-income countries provide a wide range o f  estimates on tax incidence; for example, 
research in Latin America suggests that 20-70% o f  the employer's social security contributions are passed 
on to the worker through reduced wages. The lower bound estimate would suggest that high payroll taxes 
have a substantial effect on labor costs while the upper bound estimate would imply a much smaller impact. 
In terms o f  labor demand elasticities, estimates from international research suggest that the likely range i s  
between 0.3 and 0.5 (Le., a 10% increase in the cost o f  labor would cause a decrease in employment o f  
between 3 and 5%). 
34 Note that a high tax wedge can also create incentives for employees to work informally because o f  the 
difference between their gross wage and their take-home pay. This effect may be particularly evident where 
workers have low expectations that national insurance systems and other social services w i l l  deliver 
benefits in the future. 
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workforce reported by participating enterprises in Albania was significantly less than in 
the SEE and ECA countries as a whole. Similarly, Albanian respondents indicated that 
they reported much lower shares o f  their payrolls than enterprises elsewhere in the region 
(Figure 3.7). 

Figure 3.7: Reporting of  employment and payrolls, 2005 
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Source: BEEPS 2005. 

64. Relative to average wages, Albania’s minimum wage is fairly high among ECA 
countries. The statutory minimum wage i s  set by the Council o f  Ministers. In 2004, the 
minimum wage was 10,080 Leke and in 2005, it i s  12,000 Leke.35 Figure 3.8 compares 
the minimum wage/average wage ratio for ECA countries. For Albania, two ratios are 
presented (both based on the official INSTAT data) - the ratio o f  the minimum 
wage/average wage for public and private sectors for 2003 and the ratio relative to public 
sector wages only for 2004. The 2004 figure i s  considerably lower (41.3 vs. 52.6) 
because public sector wages are higher than overall wages (ie., the denominator i s  
higher) and because the minimum wage actually declined in real terms between 2003 and 
2004 (by 2%) while wages grew by around 10%. 

35 The Council can also set a lower minimum wage for young people to facilitate their entry into the labor 
market. 
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Figure 3.8: Minimum wages as a percentage o f  average wages, Albania 2003 and 
2004l, other ECA countries, 2002 

I 0 10 20 30 40 50 60 70 

1. 

Source: World Bank (2005a) and estimates by staff. 

Ratio for Albania in 2003 uses average wages for private and public sectors as denominator; 2004 ratio 
uses only public sector wages. INSTAT wage data series are the source o f  Albania’s estimates. 

65. However, the micro data suggest that the minimum wage is still too low to be 
relevant for almost all wage employees. Figure 3.9 shows the (kernel-density) 
distribution o f  monthly wages for workers, based on the 2004 L S M S  data (deflated to 
2002 prices). I t  distinguishes between formal employees who, in principle, are subject to 
minimum wage regulations and informal wage workers, who are not. Looking at the 
formal-employee distribution, i t i s  evident that very few workers report earnings close to 
the minimum wage o f  10,080 leke (9800 leke in 2002 prices). If the minimum wage was 
an important - and binding -- factor, we would expect to see a concentration o f  observed 
wages around the statutory level, indicated by the vertical line. Alternatively, if it was set 
at a market-relevant level but was not binding, we would expect to see a significant part 
o f  the wage distribution below the minimum level; however, only 5% o f  formal-sector 
employees report monthly wages below this level. I t  i s  interesting to note that the wage 
distribution for informal workers i s  also largely to the right o f  the minimum wage level; 
only 15% o f  informal workers earned less than the statutory minimum in 2004. 
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Figure 3.9: Distribution o f  monthly wages, 2004' 
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1, In 2002 prices. 
Source: Staff calculations based on the LSMS. 

66. Collective bargaining is essentially limited to the public sector and does not 
seem to have had a major impact on wages or overall labor costs except in selected 
budget sectors. There i s  l i t t le  data on the extent o f  collective bargaining or on the impact 
o f  bargaining on wage determination. Estimates o f  collective bargaining coverage in 
Albania are about 20%, with most covered employees in the public sector. Bargaining in 
the public sector i s  done at the industry or branch level although wage determination in 
the public sector has often been affected by wage controls (ILO 2004). In the private 
sector, there appears to be very l i t t l e  collective bargaining; where it does occur, i t 
typically i s  at the enterprise level. 

E, L 

67. Labor market regulation should balance the protection of workers with a legal 
framework that is conducive for job creation in the formal sector. The regulation o f  the 
labor market covers a range o f  issues including employment protection rules (EPL). 
These rules cover the kinds o f  contracts permitted and the rules and procedures for 
terminating workers. The key legislation in Albania i s  the Labor Code, enacted in 1995 
and amended most recently in 2003. The Labor Code covers all enterprises in the public 
and private sectors, but not public administration which i s  regulated by other legislation. 
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68. EPL provides job security for covered workers but it can also have unintended 
terms of consequences in terms of discouraging job creation, especially in the formal 
sector. The international literature has found that strong employment protection rules can 
have unintended labor market impacts, increasing informality, somewhat reducing 
participation and employment rates, and increasing unemployment duration (Table 3.7). 
Women and youth are disproportionately affected because they are underrepresented 
among the “insiders” who benefit from the job security rules. Analysis undertaken for the 
World Bank ECA labor market study confirmed the existence o f  these effects in SEE 
countries; strict EPL was associated with higher youth and female unemployment, more 
long-term unemployment, and lower labor force participation (World Bank 2005a). The 
challenge for policy-makers i s  to find an appropriate balance between flexibility and 
security in i t s  employment protection legislation. 

Table 3.7: Impacts o f  Employment Protection Regulations based on international 
literature 

Impacts o f  strict limitations regarding 

Fixed-term and temporary 
agency work economic reasons 

Terminating regular employees for 

Employment Somewhat lower Somewhat lower 
Labor force participation n.a. Somewhat lower 
Unemployment Insignificant Insignificant 
Unemployment duration Longer Longer 
Non-standard employment n.a. Probably higher 
Informal employment Higher Higher 
Job creation Lower Lower 
Job destruction Lower Lower 
Labor turnover n.a. Lower 
Job tenure n.a. Longer 
Groups benefiting Prime-age males, skilled, 
Groups losing Women, youth Women, youth, unskilled 

n.a. Not applicable. 
Source: World Bank Employment Policy Primer Note on Employment Protection Rules. 

69. Albania ’s employment protection rules are moderate when compared to other 
countries in the region. This conclusion emerges from different methodologies. 
According to the Bank’s Doing Business report, Albania i s  more flexible than other SEE 
countries (tied with Serbia and Montenegro) in terms o f  the ease o f  hiring and ease o f  
firing measures (Figure 3. Compared to the ECA region as a whole, Albania’s rules 
are somewhat more restrictive on hiring but relatively flexible with respect to firing. The 
OECD evaluates EPL using an index that calculates strictness o f  EPL according to 18 
indicators o f  employment protection in three areas: dismissal regulations for permanent 
or regular workers; regulations regarding flexible work forms; and regulations governing 

36 The hiring index i s  based on rules for part-time and fixed-term contracts and the firing index i s  based on 
firing procedures, grounds for dismissal, and notice and severance requirements. For more details, see 
httr,:ilwww,doingbusiness.ord. 
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collective  dismissal^.^^ According to this measure, Albania’s employment protection 
rules are right around the SEE average, though somewhat more restrictive than the CEE 
and OECD averages (Table 3.8). 

Ease of hiring 
Ease of firing 

Figure 3.10: Ease o f  hiring and firing in Albania compared to other SEE countries 
and ECA region according to Doing Business indicators’ 

~ 

I 

1 -  

1, Higher values indicate more restrictions. 
Source: Doing Business 2006. 

I O .  The cross-country comparisons indicate that Albania’s hiring rules represent 
one area where EPL is still relatively rigid. This assessment i s  based on the Labor Code 
provisions restricting fixed-term contracts and temporary agency work (dispatch labor). 
Fixed-term contracts do not have limitations on duration or renewals but they are 
restricted in terms o f  being permissible only for “objective” reasons - i.e., where the 
nature o f  the work i s  o f  limited duration. Many other countries, including virtually all 
OECD countries, allow for fixed-term contracts, even where the work i s  not inherently o f  
a limited duration. There are also limitations on temporary agency work which i s  allowed 
only for “justified” reasons which include temporarily covering for employees absent 
because o f  disability and health reasons, family obligations, etc. 

37 For details on the methodology, see OECD (2004, Annex 2.Al). 
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Table 3.8: OECD EPL indices, Albania and selected ECA and OECD countries 

Source: World Bank (2005a). 

71. Rules on working time are also quite restrictive, relative to other countries in 
the region. According to the Doing Business “rigidity o f  hours” index, Albania (with 
Slovenia) has more restrictive rules than other countries in SEE. Albania’s score on this 
index - covering working hour rules including overtime - i s  80 compared to the ECA 
average o f  56.9. This reflects limitations on maximum daily and weekly working hours 
and overtime (10 hours per day including overtime; 40 hours for regular work week plus 
10 hours maximum overtime, 10 overtime hours maximum per week), the premium for 
overtime work (25% regularly and 50% for holidays), and restrictions on night and 
weekend work. 

72. I t  should be noted that both Doing Business and OECD ratings are based on 
legislation. They do not consider compliance which determines how labor market 
regulations actually affect employment in the workplace. The general assessment o f  
FIAS and BEEPS regarding relatively poor enforcement o f  regulations suggests that 
enforcement would be a problem in the area o f  labor market regulations. This view i s  
reinforced by the high rates o f  informality in the Albanian labor market. 

73. Overall, feedback from enterprises suggests that labor market regulation is not 
a major constraint on job creation; with the exceptions noted above, rules are generally 
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not too restrictive and their impact is presumably further weakened by low compliance. 
The BEEPS results indicate that only about one-quarter o f  responding enterprises identify 
labor regulations are a problem for doing business. These regulations are a relatively 
minor issue compared to other problems facing firms (recall Figure 3.3). However, the 
labor regulations do create disincentives for employers to formalize employment. 
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EARNINeS 
74. This chapter looks at how Albanians manage risks of unemployment and low 
earnings. Workers and their families rely on a variety of strategies. Internal and 
external migration play a very important role. There is no question that the remittances 
from migration make a critical contribution to the welfare of the large numbers of 
families with migrants. Unfortunately, the better-educated are most likely to 
permanently move away. The informal sector also provides an important safety net, 
particularly for the less-educated. Public programs provide a far less important safety 
net than individual efforts like migration and working in the informal sector. Only a 
very small minority of unemployed workers receives unemployment benefits or 
participates in active labor market programs, including the NES services. The impacts 
and cost-effectiveness of active and passive programs are essentially unknown. 

75. Workers and their families need to draw on various instruments to manage the 
risks of unemployment and low earnings. H o w  effectively these risks are managed 
obviously has important implications for social welfare. I t  also i s  important for economic 
growth since ineffective or costly r isk management can hold back investments in human 
capital and create disincentives for potentially productive risk-taking. In high-income 
countries, most unemployed or otherwise vulnerable workers have access to  public 
programs l ike social insurance, social assistance, and active labor market programs to 
support them. 

76. I n  low-income countries, even those like Albania with public programs in place, 
the public safety net is not sufficient and private and informal mechanisms are often 
more important. Figure 4.1 illustrates the different instruments and arrangements that are 
potentially relevant for workers in managing labor market risks l ike unemployment and 
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low  earning^.^' The figure shows that social protection instruments can be targeted at 
different points in time. Some instruments are intended to reduce risks in the f i rs t  place - 
most obviously, individuals can invest in their human capital to improve their 
employability. In the event o f  unemployment or low earnings, individuals and their 
fami l ies can mitigate the negative consequences through insurance (e.g., diversifying 
livelihoods) or cope with the consequences (e.g., by working informally, migrating, 
consuming savings, putting other family members to work). However, individual 
instruments, by themselves, cannot provide sufficient protection to workers.39 Access to 
employment - and thus reduced risks o f  unemployment -- will be enhanced where public 
policies (with appropriate market instruments) ensure that the labor market functions 
well. Government-sponsored social security, including unemployment insurance, can also 
help workers mitigate labor market risk. Effective active labor market programs and 
social assistance can help workers cope with unemployment and prepare them for 
reintegration into the labor market. 

For risk 
reduction 

Figure 4.1: Risk management instruments for labor market risks 

InformalE'ersonal instruments Market-based 
instruments 

Investments in human capital Training 
Less r isky production (private) 

Employment 
services (private) 

For risk 
mitigation 
For risk 
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Multiple jobs 
Diversifying livelihoods 

0 Migration 
0 Informality 
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(potentially including 
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Public 
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Education and training 
Labor market regulation 
Collective bargaining 

Non-discriminatory 
framework 

access to education and 
labor markets 

0 Social security 
(including UI) 

0 Social assistance 
transfers 
Active labor market 
programs 

77. I n  previous chapters, the discussion focused on how the policy framework 
(macroeconomic, business climate, labor market regulation) can reduce labor market 
risks by encouraging job creation; in this chapter, we turn to mitigation and coping 
strategies. The specific instruments discussed in this chapter are in bold in Figure 4.1. 

38 This fkamework i s  adopted fkom World Bank (2001). While each cell o f  the matrix i s  likely to have 
some relevance in most countries, the intensity and scope o f  application are l ikely to differ depending on 
stage o f  development. The poorest countries w i l l  be characterized by a predominance o f  informal 
instruments, with both formal and informal instruments focused on coping strategies. As countries develop, 
they increasingly w i l l  apply the whole set o f  public arrangements and strategies, and market-based 
instruments and strategies geared toward risk mitigation and reduction w i l l  grow in importance. 
39 This i s  especially true where major economic downturns take place (or, in the language o f  social risk 
management, where shocks are co-variant). 
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Migration, o f  course, has been a common way that families have responded to the lack o f  
good earnings opportunities at home. Some workers have also taken up second jobs 
and/or gone to work in the informal sector. Finally, the public safety net offers some 
limited support - our attention will be placed on the two major employment-related 
instruments: unemployment insurance and active labor market programs. 

18. Migration, within the country and outside, is perhaps the single most important 
strategy for Albanian workers to manage risks of unemployment and low earnings. 
Since 1990, approximately one-fifth o f  the total population o f  the country has left and i s  
living abroad, and there have been large-scale movements o f  population from rural to 
urban areas. This section relies on the extensive work that has already been done on 
migration in Albania for earlier World Bank reports (Poverty Assessment 2003, Country 
Economic Memorandum 2004), by Carletto et al. (2004,2005), and by INSTAT (2004). 

19. External migration - both temporary and permanent -- has involved very large 
numbers and has increased through much of the post-transition period. Temporary 
migrants are defined as those adults who have migrated internationally, for at least one 
month, while permanent migrants are those who have been declared as leaving the 
household definitively. Temporary migration flows increased dramatically until the late 
1990s; since then, they have slowed down because o f  economic growth and political 
stability (Figure 4.2). Permanent migration also slowed down after 1998 although it 
increased again in 2002.40 The major destinations have been Greece for temporary 
migrants and Italy and Greece for permanent migration. 

80. The motivation for most external migration is work-related and the vast 
majority of migrants are successful in finding work. Over 90% o f  first-time temporary 
migration episodes from 1990 to 2002 were work-related, with almost 85% o f  these 
migrants successfully finding employment. For repeat migrants, the employment rate 
appears to be even higher -- 95% in 2002-2003. Among permanent migrants, 90% o f  
males migrated for work reasons; many women also permanently migrate for work (33%) 
although more migrate for marriage or cohabitation (51%). The main occupation for 

40 International migration since 1990 can be divided into four periods (Carletto et al. 2005). The fall o f  the 
government associated with the initial political instability, social unrest and economic downturn led to a 
surge o f  international migration in the first couple o f  years after transition. (It should be noted that 
emigration was officially prohibited prior to 1990.) Even though the political situation stabilized and the 
economy improved 1993 and 1996, factors such as poverty, slow creation o f  private sector jobs, and 
inadequate access to public services contributed to a further increase in international migration. The 
collapse o f  the pyramid “saving” schemes in late 1996 sparked another surge in international migration, 
The return o f  political stability and economic growth after the pyramid scheme crisis helped curb and 
stabilize the migration. 
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migrant workers i s  in skilled agriculture and fishery, followed by construction and 
unskilled transport laborers and freight handlers (Carletto et al., 2005). 

Figure 4.2: Flows of  temporary and permanent external migration, 1990-2002 
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Source: Carletto et a1 (2005). 

81. Migration has modified considerably the sex and age structure of the 
population. Analysis o f  the 1989 and 2001 Censuses shows that approximately 20% o f  
the population le f t  the country during those twelve years, affecting not only i t s  absolute 
size, but also i t s  sex and age distribution. The sex ratio changed from 106 to 99 males per 
100 females for the population as a whole, and from 108 to 98 among the population o f  
working age. The fact that the dominant migrant group has been young adults, mostly 
men, has had two consequences for the age structure o f  the population - directly, a 
hollow at the height of 20-34 age-groups and, indirectly, fewer very young people 
because o f  a decline in birth rates (Figure 4.3).41 

82. External migration has also modified the educational composition of the 
population, causing a “brain drain. ” The more educated have been most likely to leave, 
with few poorly-educated people migrating. Among those migrating permanently 
between 1990 and 2002,47% had secondary schooling or more, compared to 3 1% among 
non-migrants. On the other hand, only 2% o f  permanent migrants had not completed 
primary schooling, compared to 25% o f  non-migrants (Carletto et al. 2005). As Table 4.1 
shows, the population with completed secondary schooling and with post-secondary 
education has declined over the transition period. So while migration has been a useful 
risk management instrument, it has also led to a “brain drain.” The table also shows a 

41 I t  should be noted that changes in the age pyramid are not only due to migration but also to other 
demographic factors. 
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decline in the population with elementary education. This, however, i s  due to 
improvements in educational attainment rather than the effects o f  migration. 

Figure 4.3: Age Pyramid, 1989 and 2001 
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Table 4.1: Percentage change in the level o f  education' of  the population aged 6 and 
more, Albania 1989-2001 

Education Total Men Women 
Elementary -14.6 -17.8 -11.4 
Medium Inferior 4.1 -2.3 11.4 
Medium Superior -19.4 -21.0 -17.5 
Superior -2.3 -12.6 17.3 
Total -7.1 -11.7 -1.9 

1. Categories were defined by INSTAT as follows: elementary education lasting up to four years; 
compulsory education lasting a total 7-8 years, possibly with vocational training lasting one year or less; 
upper-secondary school; and various types o f  universitylevel education. 
Source: INSTAT (Census). 

83. Remittances from Albanians working abroad represent a principal source of 
income and an essential coping mechanism for many families. Some remittances are 
sent by internal migrants but 80% o f  all those sending remittances live abroad. About 
55% o f  migrants send remittances to their family o f  origin (Carletto et al., 2005). On 
average, remittances represent 13% o f  the total income o f  households (Carletto et al., 
2004). More than half o f  recipient households live in rural areas, which i s  in l ine with the 
share o f  rural households in the total. According to the 2002 LSMS, the average amount 
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o f  remittances in that year was 88,600 Leke, with rural households receiving more 
(104,400 Leke) than those in urban areas (68,900 Leke). 

84. Remittances from abroad are highly effective transfers that play a vital role in 
poverty alleviation. They are much better targeted at poor and extremely poor households 
than are public transfers.42 Earlier work by the World Bank found that private transfers 
reduced the extreme poverty headcount by one-third, the extreme poverty gap by two- 
thirds, and the severity o f  extreme poverty by 88% (World Bank 2004b). 

85. Internal migration to find work is also an important phenomenon. According to 
the 2001 Census, over 180,000 people had moved from one region to another between 
1989 and 2001.43 Over this period, between 6 and 12% o f  household heads moved 
internally every year (Figure 4.4). The peaks coincide with major economic events, such 
as the fall o f  the communist government and the collapse o f  the pyramid schemes. In 
more than three-quarters o f  the cases, post- 1989 internal migration by the household head 
was due to economic reasons such as starting a new job or looking for a better job. 
According to INSTAT (2004), the internal migrant population i s  mostly young - 67% o f  
al l  inter- refecture migrants had not turned 40 years old in 2001. Also, 54% were 
women. 4 a  

Figure 4.4: Internal Mobility o f  Household Heads, 1990-2001 

Percent o f  household heads moving 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

Source: Carletto et a1 (2004). 

42 More than 6 out o f  every 10 individuals who received remittances from abroad would have been poor in 
the absence o f  these and other transfers; and more than 4 out o f  every 10 such individuals would have been 
extremely poor on this basis. Similarly, eighty percent o f  remittances from abroad went to pre-transfer 
poor households and an astonishingly high 66 percent o f  such transfers went to extremely poor households, 
with non-poor households receiving only 20 percent. 
43 Three regions are defined by INSTAT (2004) for this analysis: Center-Coast, North-East and South-East. 
When internal mobility i s  measured at a lower level, between prefectures, the number o f  internal migrants 
i s  252,700. 
44 However, males constitute the majority o f  the internal migrant population between 40 and 64. 
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86. Internal migration is heavily directed towards the urban centers in the central 
and coastal zones of the country. Tirana and Durres are the most important destinations, 
but smaller urban hubs such Lushnje, Fier, and Vlore also receive significant numbers o f  
internal migrants. The most important sending districts are al l  located in the Northern 
mountain region (Tropoje, Puke, and Kukes), with less than two-thirds o f  the residents in 
1989 s t i l l  l iv ing there in 2001. According to Carletto et al. (2004), there i s  also strong 
evidence o f  a rural-urban migration within the North Eastern region; however, for many 
this appears to be a f irst step followed by a subsequent move to Tirana or another center 
elsewhere in the country. 

87. Another strategy for workers who are unemployed or in low-wage jobs is to find 
work in the informal sector or take on a second job. Given the importance o f  agriculture 
in the economy, often these alternative strategies involve subsistence activities in 
agriculture. The LSMS data make it possible to see what happens to workers without jobs 
and what transitions they make into employment, if at a l l  (see Box 4.1). 

Box 4.1: Tracking workers with the longitudinal panel 

The 2002 Living Standards Measurement Survey and the subsequent waves in 2003 and 2004 
(known as the Albania Panel Surveys) not only provide three cross-sectional views of  the labor 
market. Together they also provide a longitudinal panel which observes a common sample of 
households over the three-year period. 

The longitudinal, or dynamic, analysis reported in this study exploits this panel aspect o f  the 
LSMS/APS. It includes respondents who were surveyed either in all three waves or at least two 
consecutive times. Overall, 4,111 individuals were interviewed in all three waves and 417 were 
interviewed in two waves. In the longitudinal analysis, then, we observe the labor market 
situation o f  the panel households and their workers either twice or three times. 

The transitions analysis reported in this chapter i s  based on the observations o f  the labor force 
status o f  each worker as it i s  observed during the reference week (Le., once a year). Any 
individual might have had another status at some other time during the year. At most, then, an 
individual in the panel for all three years can have two transitions. A transition i s  only recorded i f  
the individual changed from one of  the six observed states (out o f  the labor force, unemployed, 
wage formal, wage informal, non-agricultural self-employed or unpaid, and agricultural self- 
employed or unpaid) to another. The figures included in Figure 4.5 and Table 4.2 are based on the 
total number of  year-to-year transitions observed between 2002 and 2004. 

In chapter 6, the panel data wi l l  be used to observe year-to-year flows between the formal and 
informal sectors, based on the same type of  methodology. 

For more details on the methodology used for the panel analysis, see Jain and Stampini (2005). 
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88. This dynamic analysis confirms that many adults remain without employment 
for considerable periods of time. The high incidence o f  long-term unemployment was 
discussed in chapter 2. When we look at year-to-year transition patterns with the 2002- 
2004 LSMS/APS, we see further evidence o f  the persistence o f  n~n-employment .~~ 
Figure 4.5 uses the panel to track year-to-year transitions o f  working-age adults (15-64 
years old) who reported they were either unemployed or out o f  the labor force during the 
reference week in the initial year.46 Individuals who were out o f  the labor force in one 
year had a very high probability (73.1%) o f  reporting they were out o f  the labor force in 
the next survey. Only 17.9% o f  those out o f  the labor force reported being employed the 
next year. Those observed as unemployed in one year had roughly the same probability 
of being unemployed or employed (38.8% vs. 37.1%) in the succeeding year. 

Figure 4.5: Labor market status of non-employed adults one year later (tl), LSMS, 
2002-04 

Out of  the labor force in to Unemployed in t o  

Out of labor force 36.6 
Unemployed 

Source: Jain and Stampini (2005), based on LSMS. 

89. When non-employed workers do become employed, the most common 
transitions to work are through self-employment in agriculture or in formal wage 
employment. Very fewjind wage jobs in the formal sector. Table 4.2 reports on the 
transitions into employment by workers who had been out o f  the labor force or 
unemployed in the previous year. (In this part o f  the analysis, those who remained 
inactive or unemployed are not included.) The top panel o f  the table looks at employed 
workers who had been out o f  the labor force in the previous year. Most o f  those (62.9%) 
who became active reported becoming self-employed or unpaid workers in agriculture. 
This was an especially dominant transition for women, the low-educated, and those 40 
years or more. Only 10% moved from inactivity into formal wage employment; this 

45 As explained in Box 4.1, the longitudinal analysis i s  based on observations o f  the individual during the 
reference week each year. This method does not capture labor market activities between reference weeks. 
When the term “persistence” i s  used to describe the phenomenon o f  workers recorded in the same state in 
subsequent years, it i s  clear that some w i l l  have not remained in that state throughout the year. 
46 Note that, in this dynamic analysis, the “relaxed” definition o f  labor force participation i s  used; neither 
working nor actively searching for work. 
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transition path was most common for the well-educated. The transition into employment 
i s  somewhat different for those who had been unemployed. This i s  a more urban group 
and presumably has a stronger attachment to the labor market. As the lower panel o f  
Table 4.2 shows, the most common path out o f  unemployment i s  into informal wage 
employment; this i s  especially the case for men and those over 40. Here, too, only a 
minority (1 5.2%) find formal sector wage employment. 

Table 4.2: Transition into employment, LSMS, 2002-2004 

Out of labor force in to (before transition into employment) 
Probability o f  being in employment state in tl (after transition) 

Under 400r 
A l l  Male Female Low-ed Hi-ed 40 more 

Wage formal 0.101 0.094 0.104 0.059 0.253 0.1 16 0.075 
Wage informal 0.155 0.318 0.079 0.115 0.272 0.180 0.114 
Non-agr.self employedunpaid 0.1 15 0.101 0.121 0.099 0.184 0.103 0.134 
Agr. s e l f  employedunpaid 0.629 0.487 0.696 0.727 0.291 0.602 0.677 

Total 1.000 1 .ooo 1.000 1 .ooo 1 .ooo 1 .ooo 1 .ooo 

Unemployed in to (before transition into employment) 
Probability o f  being in employment state in t, (after transition) 

Under 40 or 
All Male Female Low-ed Hi-ed 40 more 

Wage formal 0.152 0.1 15 0.229 0.088 0.254 0.155 0.147 
Wage informal 0.379 0.427 0.276 0.383 0.359 0.342 0.460 
Non-agr.self employedunpaid 0.221 0.278 0.107 0.202 0.266 0,210 0.250 
Agr. se l f  employedunpaid 0.248 0.180 0.388 0.328 0.120 0.293 0.144 

Total 1 .ooo 1 .ooo 1 .ooo 1 .oo 1.000 1 .ooo 1 .ooo 
1. Includes all transitions into employment observed in 2002-2004 L S M S  panel. “Low education” refers to 
individuals with less than secondary school completion and “high education” includes those who have 
completed secondary education or more. 
Source: Jain and Stampini (2005), based on LSMS. 

90. This transition analysis shows the importance of the informal sector both as a 
source of employment and as a safety net for those looking for work. We only very 
briefly consider informal employment here because it i s  the subject o f  the next chapter. 
The informal sector i s  a heterogeneous sector, capturing a variety o f  different work 
arrangements. These include (i) wage employees without entitlement to social security 
benefits and (ii) self-employed individuals and unpaid workers who have not completed 
post-secondary education.47 Figure 4.6 shows the distribution o f  the 2004 employed labor 
force according to these main categories o f  formal and informal employment. The largest 
component i s  “other informal” which includes category (ii); most o f  this group i s  in 

47 The condition o f  not completing post-secondary education i s  intended to exclude skilled professional and 
technical self-employed from the informal sector. 
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agriculture which reflects the dominance o f  that sector in the overall economic structure. 
In terms o f  wage employment, formal jobs outnumber informal ones but a very 
substantial share (43%) o f  all wage employees are in the informal sector. 

Figure 4.6: Distribution of  the employed labor force by formal and informal status, 
2004, L S M S  

Other informal 

60. 

Source: Staff calculations based on the LSMS. 

91. Some workers take on second jobs to improve the household economic 
situation. According to the L S M S  data, about 5% o f  employed workers report having a 
second job. The dominant motivation for taking a second job seems to be low earnings in 
the primary job. Results o f  wage regressions indicate that workers with second jobs had 
19-28% lower wages in their primary job than workers who did not have a second job.48 
Men, prime-age workers (25-49 years), and workers in rural areas are overrepresented 
among employees with a second job. 

92. Second jobs predominantly involve workers helping out in agricultural 
activities, often doing unpaid work presumably on family farms. According to the 2004 
LSMS data, 77% o f  second jobs were in agriculture and 87.5% were self-employed or 
unpaid. In fact, 49.4% o f  those with second jobs reported no earnings. Overall mean 
monthly earnings in second jobs were 4542 leke (wages and self-employed earnings). 
Mean weekly hours worked in second jobs were roughly 15. 

93. The evidence from the LSMS suggests that having a second job is often a 
successful coping strategy for workers and their families. While 22% o f  all workers 

~~ 

48 This result only covers those who were wage-earners (as opposed to self-employed) in their primary job. 
Full regression results are shown in Annex Table 2.A2. 
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were in poor households in 2002, this was true o f  just 14% o f  workers with second jobs - 
overcoming the fact that these workers had lower wages in the primary job (Figure 4.7).49 

Figure 4.7: Workers with a second job are less likely to be in poor households, 
LSMS, 2002 

?Ao o f  workers in household category 

Noi 

Total 

1-poor 

Poor 

I 0 5 10 15 20 25 

Source: Staff calculations based on the LSMS, 

94. The formal safety net for workers consists of social assistance, social insurance 
including unemployment benefits, and active labor market programs. In this sub- 
section, we focus o n  unemployment insurance and active labor market programs 
(ALMPs). Social assistance has been analyzed in the World Bank Social Safety Net  
Review and Poverty Assessment (see Box 4.2) 

95. Unemployment insurance was established in 1993 as part of a mandatory, 
publicly-managed, contributory system. The insurance system is administered by the 
Social Insurance Institute. Workers are eligible for benefits if contributions have been 
made on their behalf for at least 12 months; they have a certificate f i o m  the labor office 
attesting they are unemployed; they are willing and available for training; and they are 
not in receipt o f  other public benefits (other than invalidity payments). Self-employed 
workers are not included in the unemployment insurance plan. 

96. Employers contribute 5% of the gross wage for unemployment insurance; 
however, benefits are now financed by the central budget and UI contributions are 
used for funding other types of social insurance. The contribution rate for UI i s  

49 The income poverty level for 2002 was defined as 4,891 Leke per month. 
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relatively high by regional standards, especially when the level o f  benefits and number o f  
beneficiaries i s  taken in to account. Whi le  employers are required to contribute 5% o f  the 
gross payro l l  to finance UI, the proceeds are used to  meet l iabi l i t ies in other social 
insurance programs, usually urban pensions (Wor ld  Bank 2004b). UI benefits are then 
financed f rom the central budget. Since the revenue f rom the 5% tax exceeds the level o f  
unemployment benefit liabilities, this arrangement helps improve the overall social 
insurance balance, wh ich  was in substantial deficit in the 1990~.~'  However, this i s  not 
good practice in public finance where contributions and payments in a dedicated 
insurance fund should be  closely l inked and fully transparent t o  plan members. 

Box 4.2: Social assistance in Albania 

The social safety net consists o f  a program o f  social care services for orphaned, disabled, and 
elderly people and three cash social assistance programs: a targeted, means-tested cash benefit 
(Ndihme Ekonomike); a regular monthly allowance to those disabled since childhood; and price 
compensation paid to pensioners and their families. 

Public transfers are important although social assistance i tsel f  i s  not too substantial. In 2002, they 
represented 21.3% o f  income for the average household (Social Safety N e t  Review, 2004). 
Among public transfers, urban old-age pensions (10.5%), rural old-age pensions (3.8%), other 
pensions (2.4%), and Ndihme Ekonomike (3.1%) were most important. 

World Bank analysis indicates the importance o f  transfers in reducing poverty. Among all 
Albanian households, the overall poverty rate o f  25.4% in 2002 would have been 1 1.8 percentage 
points higher if there had been no public transfer programs. Relative to this higher, implied level 
o f  poverty before public transfers, the public safety net reduced the number o f  poor households 
by almost one-third. The major contributions to poverty reduction were urban, rural, and other 
pensions and Ndihme Ekonomike (in that order). Similarly, the extreme poverty rate would have 
been 1 1.2%, more than double the actual rate o f  4.7%. 

The major social assistance program, Ndihme Ekonomike, may play a secondary role in poverty 
reduction but it i s  wel l  targeted. In 2002, 76% o f  recipients were poor; moreover, 43% o f  al l  
households receiving payments were in the lowest quintile, with another 24% in the second 
quintile. On the other hand, poverty did not assure receipt o f  Ndihme Ekonomike; 69% of 
households in severe poverty and 75% o f  all poor households did not receive the benefit. (Some 
o f  these might not have met al l  the eligibility conditions, like ownership o f  assets and family 
composition). 

1 Source: World Bank (2004b). 

97. The unemployment benefit is a modestflat benefitpayable up to 12 months. The 
parameters of the UI system are moderate enough not to raise concerns about potential 
work disincentives. Benefit  levels have r isen in nominal  terms s lowly  over the past 

50 According to the Social Insurance Institute, the system's deficit was 3.3% o f  GDP in 1993. In 2003, it 
had fallen to 0.25% (World Bank 2004b). 
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decade. In real terms, they are lower than they were in the mid-1990s (Figure 4.8). In 
2004, the flat benefit was 4,360 Lek. This benefit level i s  relatively l o w  when compared 
to wages. The unemployment benefit was 43% o f  the minimum wage (2004) and 20% o f  
the average wage reported by INSTAT (2003). The maximum benefit duration o f  12 
months i s  middle-range when compared to other countries in the region.51 

Figure 4.8: Real unemployment benefit, 2000 prices, 1994-2004 
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Source: INSTAT, calculations by World Bank. 

98. Unemployment insurance actually provides benefits to only a very small 
proportion of the unemployed. In 2004, 7% o f  registered unemployed workers received 
benefits. This share has fallen f rom about one-quarter in the mid-l990s, even though 
registered unemployment i tself  has declined in recent years (Figure 4.9). The major 
reason for the l o w  coverage is exhaustion o f  benefits: as the figure shows, over 90% o f  
the registered unemployed have unemployment durations that exceed the maximum one 
year o f  benefits. 

99. The 2004 LSMS data confirm the very limited coverage of unemployment 
benefits against the contingency of unemployment. Table 4.3 summarizes the sources o f  
public support provided to  families with unemployed workers in the previous 12 months. 
In terms o f  incidence, urban old-age pensions and social assistance (Ndihme Ekonomike) 
were the most important, providing cash benefits to roughly one-quarter and one-fifth o f  
households with unemployed workers, respectively. Unemployment benefits were 
reported by only 2.6% o f  these  household^.^^ 

” This maximum duration i s  extended to 18 months for beneficiaries who attend training but do not receive 
wages or other stipends. 
52 This incidence rate i s  lower than the ratio o f  UI recipients to registered unemployed (in Figure 4.9). In 
the LSMS analysis, unemployed workers are defmed according to the ILO survey definition which i s  not 
the same as registered unemployed workers. 
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Figure 4.9: Trends in unemployment and UI beneficiaries, 1994-2004 
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Table 4.3: Receipt o f  public benefits in households with unemployed workers, 
LSMS, 2004 

workers receiving 

Source: Staff calculations based on the LSMS. 

100. As an insurance plan for formal-sector workers, unemployment benefits are not 
targeted at the poorest, nor should the system be judged on this basis; nonetheless, 
most U I  beneficiaries are poor. According to  the 2002 LSMS, 27.8% o f  UI recipients 
were in households in the lowest quintile with another 20.5% in the second quintile. 
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Overall, 59.5% were in households below the poverty line. This distribution i s  somewhat 
unusual for unemployment insurance programs. Using evidence from various countries, 
Vodopivec (2004) finds that UI recipients tend to be in middle-income quintiles, 
reflecting the relative income position o f  formal sector workers in most countries. 

10 1, Active labor market programs are designed to complement income support by 
helping unemployed workers and other job-seekers f ind work through employment 
services, training, wage subsidies, and public works. The framework for ALMPs in 
Albania was established with the Law on Employment Promotion in 1995. This law 
established the National Employment Service as well as the National Employment Fund, 
which was intended to finance ALMPs but has never been put in place. 

102, The National Employment Service registers job seekers and vacancies, pays 
unemployment benefits, and delivers employment programs. The coverage and services 
actually provided by the NES are limited and capacity is fairly weak. The NES operates 
a network o f  12 regional and 24 local employment offices. According to a recent review 
by the ILO (2004), the NES and i ts  labor offices suffer from understaffing and low 
capacity because o f  resource and ski l ls limitations, especially at the local level. The work 
o f  the local labor offices seems to be largely restricted to registering and certifying 
unemployed workers and paying cash benefits. 

103. The LSMS data indicate that most unemployed workers no longer rely on the 
National Employment Service to f ind work; this is especially true for skilled workers. 
Figure 4.10 shows that, over the 2002-2004 period, about one-fifth o f  unemployed 
workers reported that their most important job search method was to use the labor offices. 
In comparison, over 60% rely on informal networks through friends and relatives. The 
coverage o f  the labor offices i s  essentially limited to urban areas. The labor offices also 
primarily serve a low-skilled clientele; only 8% o f  unemployed workers with completed 
secondary education or higher reported registering at an NES office in 2004 (Figure 
4.1 1). 

104. The relatively low level of reliance on the labor offices, in itself, should not be a 
concern in an open labor market. However, the NES offices do not seem to have the 
capacity to meet their most important functions which are to provide accurate 
in formation on Labor market conditions and cost-effective and well-targeted job search 
assistance. The Albanian economy i s  s t i l l  a largely informal one and, even in more 
developed transition countries, labor offices are no longer seen as the most effective 
mechanism for all job matching. However, all forms o f  job search - whether using the 
labor office or not - are more efficient if accurate labor market information i s  available. 
The ILO (2004) review suggests, however, that the NES does not have the capacity to 
provide this informational service. 
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Figure 4.10: Primary job search methods used by unemployed workers, LSMS, 
2002-20041 
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Figure 4.11: Percentage of  unemployed workers registered at Labor  Office, LSMS, 
2004 
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105. Private employment agencies now exist but are not well-developed. These 
agencies are playing increasingly important roles in many countries. In Albania, private 
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agencies now exist but their primary role seems limited to placing workers abroad (ILO 
2004). 

106. 
unemployed workers. ALMPs include four Employment Promotion Programss3: 

Active labor market programs subsidize employment and support training of 

0 Subsidy for unemployed job-seekers. Employers hiring unemployed job-seekers 
receive wage subsidies (up to the minimum wage level) and full financing o f  
social insurance contributions. The length o f  the subsidy period i s  up to 5 months. 
Employers can get additional funds for providing vocational training to subsidized 
workers. 
Subsidy for unemployed job-seekers receiving workplace training. Employers 
hiring and training unemployed job-seekers receive subsidies to cover wages and 
social security contributions for a training period o f  up to 9 months. Employers 
are obliged to keep at least 40% o f  trainees after training period. 
Providing institutional training. Labor offices provide training for selected 
unemployed job-seekers who have employment guarantees following the training. 
Subsidy for women in designated categories. Employers hiring women classified 
as Roma, ex-trafficked, older, or with disabilities receive subsidies for wages and 
social insurance contributions for up to 3 years. 

0 

0 

e 

107. The resources allocated to EPP are very small and have been declining since 
2000. In 2000, the fund for the programs was 550 mill ion leke; in 2004, it was 200 
million and only 100 mill ion in 2005 (Ministry o f  Labor). In the 1 9 9 0 ~ ~  public works 
were also financed to provide temporary jobs. They discontinued because o f  lack o f  finds 
(ILO 2004); however, in the past year, Albania has recently introduced on a pilot basis 
work requirements for some categories o f  social assistance beneficiaries by making 
benefits conditional on participation in public work schemes organized by local 
governments. 

108. There is no empirical evidence on the impacts of the EPPprograms. Without 
monitoring and evaluation evidence on the active labor market programs, their impact on 
the employment and earnings o f  beneficiaries i s  not known. Without this program 
information, policy-makers cannot know how limited funds should be allocated to 
maximize their impact and how programs might be improved to increase their 
effectiveness. 

109. International experience demonstrates that positive effects of ALMPs are by no 
means guaranteed. Many ALMPs do not have the desired impacts on employment and 
earnings o f  participants. A World Bank review o f  159 scientific evaluations o f  different 
active labor market programs found a wide range o f  results, with some programs 
demonstrating positive labor market effects and others showing either no impact or even 
negative effects (Betcherman, Olivas, and Dar 2004). The results for each type o f  ALMP 
are summarized in Table 4.4. 

’’ The Law on Employment Promotion identifies 18 groups o f  “at-risk” workers who should be specifically 
considered under these Employment Promotion Programs. 
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Table 4.4: Impacts o f  ALMPs, based on international experience 

Intervention Summary of overall impact Comments 

Employment services 

Training for unemployed 

Retraining for workers in 
mass layoffs 

Training for youth 

Wagelemployment 
subsidies 

Public works 

Microenterpriselself- 
employment assistance 

Generally positive impacts on 
employment and earnings. Costs 
relatively low, so cost-benefit ratio 
usually positive. 
Positive impacts on employment but 
no overall effect on earnings in 
developed countries. 

Often no positive impact on 
employment and earnings, but there 
are exceptions. 
Very negative impacts on 
employment and earnings in 
developed countries, though some 
positive impacts in developing 
countries (Latin America). 
Overall negative impacts on 
employment and earnings. 

Overall negative impacts on future 
employment and earnings. 

Not enough labor market-oriented 
evaluations to determine overall 
employment and earnings impacts. 

Programs have most positive impacts 
when economy i s  good. Impact 
limited where lack o f  labor demand. 

Program effectiveness benefits from 
on-the-job training and employer 
involvement. Women often seem to 
benefit more than men, Programs 
have most success when economy i s  
good. 
Better results may be achieved with 
integrated training and employment 
services. 
Youth employment problems more 
effectively addressed through earlier, 
education-related interventions. 
Successful programs require intensive 
services and thus are costly. 
Recent evaluations in developed 
countries more favorable (welfare-to- 
work programs). 
Programs may be more effective 
when combined with training. 
Can be effective as a short-term safety 
net for the poor but generally not as 
program to improve future LM 
prospects. 
Very low take-up. Some evidence of  
positive impacts for older, better- 
educated individuals. Better results 
when advisory services accompany 
financial aid. 

Source: Betcherman, Olivas, and Dar (2004). 

1 10. The international evidence underscores the importance of evaluating ALMPs 
and being realistic about the objectives of these programs. Solid information i s  essential 
for directing resources to programs that work. The evaluation evidence also shows that 
these programs may help well-targeted groups but they will not solve problems o f  high 
unemployment. 
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1 1  1 .  Informal employment is a dominant feature of the labor market in Albania. The 
majority of workers are employed in informal arrangements, outside the coverage of 
labor legislation or social insurance. Even though much of the informal employment is 
due to the traditional nature of the Albanian economy, informality is also substantial 
in the more modern, urban sector outside of agriculture. Informal employment is 
important both to the economy and to the welfare of many households; however, it is 
also significantly correlated with low earnings, poverty, and vulnerability. 

112. Informal employment covers forms of work that are outside formal systems of 
labor protection and the formal social insurance system. For the purposes o f  this report, 
“informal” employment includes the following: wage employees with no entitlement to 
social security benefits and self-employed individuals and unpaid workers who have not 
completed university e d ~ c a t i o n . ~ ~  

113. I t  is important to point out that informal employment captures a wide range of 
employment arrangements. Although the informal sector does include such activities, 
most informal work i s  not unlawful. Furthermore, while many informal-sector workers 
would prefer to be in formal jobs, this i s  not always the case. Analysis in other regions, 
notably Latin America, has shown that workers sometimes choose to be in the informal 
sector, either because they see it as offering a better entrepreneurial environment or 
because they do not attach much value to the benefits and protection actually offered 
through formal instruments. 

114. I n  Albania, informality is associated with a higher likelihood of poverty. Using 
data from the 2002 LSMS, 26% o f  informal workers (as defined in this study) were in 
poor households. In comparison, only 9% o f  formal-sector workers were poor. It should 
be noted that this finding on the association between informality and poverty differs from 
that reported in the 2004 Poverty Assessment (World Bank 2004a). However, the 
analysis undertaken for that report used a different and unconventional definition o f  
66informality.y~s5, 

1 1 5. Just over three-quarters of total employment is in formal, according to the 
definition used in this report. Most o f  these workers are in agriculture. According to the 

54 This education condition i s  included to exclude the skilled professional and technical self-employed. 
This group accounts for about 2% o f  total self-employment. 
55 In that report, informality included only own-account workers and workers in non-farm household 
enterprises. I t  did not include informal wage workers. 
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LSMS data, 76% o f  employment in 2004 was informal, as defined here. About 60% o f  
the informal labor market i s  comprised o f  workers in agriculture who are either self- 
employed or unpaid (Figure 5.1). The remainder i s  roughly split between between self- 
employed and unpaid workers outside o f  agriculture and informal wage employees. 

Figure 5.1: Composition o f  informal employment, 2004 

59.9 I 

Wage informal 

rn Self-employedlunpaid, 
agr 

Self employedlunpaid, 

Source: Staff calculations based on LSMS. 

116. This overallpicture of informality is dominated by the economic importance of 
agriculture, which is almost completely informal. High levels o f  informality should be 
expected in an economy l ike Albania where agriculture accounts for more than one-half 
o f  total employment. Indeed, agriculture has virtually no formal employment (Table 5.1). 

Table 5.1: Distribution ("A) of  employment by status in Agriculture and Non- 
Agriculture, 2004 

Source: Staff calculations based on LSMS. 
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117. From the perspective of labor market policy, the high level of informality in the 
“modern ” sector is a more relevant concern than informal employment in agriculture. 
Quantitatively, informal employment may be most important in agriculture. However, the 
numbers shown in Table 5.1 - that 94% o f  agricultural employment i s  self-employment 
or unpaid work - simply reflect the traditional character o f  the sector which bases 
production on the labor o f  the family unit. What i s  more relevant for labor market 
behavior and policy i s  the high degree o f  informal employment in the more modern, 
largely urban, non-agricultural sector. 

118. I n  the non-agricultural sector, 55% of the workforce is employed informally. 
This includes 28% in self-employment or unpaid work and 27% in unregistered wage 
e m p l ~ y m e n t . ~ ~  Informality represents a large part o f  the wage sector, with 39% o f  all 
wage-earners not covered by social security. 

119. The workforce in the non-agricultural informal sector is composedprimarily of 
the poorly educated. These informal workers are also more likely to be in poor 
households than their formally-employed counterparts. Those with less than secondary 
school completion constitute 5 8% o f  non-agricultural informal employment, even though 
they only represent 43% o f  the total employed population. The share o f  workers with 
university degrees amounts only 2% o f  the informal workers, while this group represents 
16% o f  all employed individuals. Just under one-fifth (1 9%) o f  all non-agricultural 
informal workers were in poor households in 2002, compared to 9% in the formal sector. 

120. I n  formal employment rates vary significantly by sector, with construction 
having the highest concentration. Employment in construction i s  overwhelmingly 
informal, with a large majority o f  workers in services also in informal employment 
(Table 5.2). However, the composition o f  informal employment in these two sectors i s  
very different. In construction, wage employment dominates (70% o f  all informal work), 
while in services, most informal workers are self-employed or unpaid. In industry, 
employment i s  split roughly evenly between formal and informal arrangements; in this 
sector, informal employment i s  largely unregistered wage work. 

56 These percentages differ slightly f7om those in Table 5.1 due to the deduction o f  the highly-educated 
self-employed. 
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Table 5.2: Incidence of  informal employment by sector, 2004 

Industry 
Construction 
Services 
Public administration 

Percentage distribution of  informal 
employment 

Self-employed or 

Informal 
employment as % of 

total sector 
employment employment unpaid . .  

48.1 62 38 
83.2 70 30 
72.0 33 67 
3.0 78 22 

121. Within the wage-employment sector, the probability of being informal (Le., 
unregistered) is significantly correlated with being male, less educated, and young. 
The 2004 LSMS was analyzed using a probit model to estimate the effect o f  different 
personal characteristics on the probability o f  wage-earners being employed in the 
informal sector. These results largely confirm the descriptive results discussed above. 
Controlling for various personal  characteristic^:^' 
0 A male wage worker i s  13% more likely to be informal than a female; 

0 Prime-age (25-49 years) and older (50-64 years) workers are about 20% less 
likely to be informal than young wage workers (under 25 years); and 

0 Each year o f  education reduces the probability o f  a wage worker being in the 
informal sector by about 5%. 

122. While thefindings regarding education and age are what would be anticipated, 
the observation that male wage workers are more likely to be in the informal sector 
than female workers is somewhat unexpected, The LSMS data suggest that women have 
a low preference for informal wage employment relative to other types o f  work and 
relative to men. One reason i s  that female relative earnings in informal wage employment 
are very low. In 2004, female wage workers in the informal sector had mean hourly 
earnings that were 44% less than women who are employed in the formal sector. In 
comparison, the formal-informal wage differential for men was only 19%. 

123. Job tenure is much lower in the informal sector than in the formal sector. In 
2004, informal-sector workers (wage and self-employedunpaid) reported that they had 
been in their job for an average o f  4 years, less than half o f  the mean tenure in the formal 
sector (9 years). The incidence o f  very short tenures (i.e., less than one year) i s  four times 
higher in the informal sector while very long tenures (10 years or more) are three times 
more likely in the formal sector (Figure 5.2). 

’’ The probit regression includes education, gender, age, region, and urban-rural location as control 
variables. Region and location are not statistically significant. The percentages indicated in the bullet points 
represent the marginal effects on the probability o f  a wage worker being in the informal sector. 
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Figure 5.2: Job tenure in the formal and informal sectors, 2004 

100% 
90% 
80% 
70% 
60% 
50% 
40% 
30% 
20% 
10% 
0% 

I Informal Formal 
I 1 
Source: Staff calculations based on the LSMS. 

124. I n  formal-sector wage employees work significantly longer hours than their 
counterparts in the formal sector. In 2004, mean weekly working time for all informal 
wage employees was 47.6 hours, compared to 42.4 for formal wage workers. Median 
weekly hours were 48 and 40 for informal and formal employees, respectively. 

125. Wages in the informal sector are lower than wages in the formal sector, 
especially once hours of work are taken into account. In 2004, unadjusted average 
monthly wages for formal employees were 4-6% higher than for informal employees, 
depending on whether the median or mean i s  used (Table 5.4, panel A). The earnings 
premium attached to formal employment becomes stronger once the longer hours o f  
informal workers are considered. In terms o f  mean hourly wages, the formal sector 
premium was 10%; this rises to 14% in the case o f  median wages (Table 5.4, panel B). 

Table 5.3: Wages in the formal and informal sector, 2004' 

1. At 2002 prices. 
Source: Staff calculations based on the LSMS. 
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126. The wage premium for working in the formal sector is 16% once other 
determinants are taken into account. Since non-wage labor costs only apply to the 
formal sector, the labor cost differential i s  considerably larger. To isolate the effect o f  
informality, we have included informal/formal employment status in the wage 
regressions (see Annex Table 2.A2). This estimation yielded a (statistically significant) 
positive wage effect o f  16% attached to working in the formal sector compared to the 
informal sector. However, the labor-cost differential between the two sectors i s  much 
larger because o f  the social insurance contributions paid in the case o f  formal 
employment. These contributions and the resulting “tax wedges” were discussed in 
chapter 3. 

127. The incidence of very low wages is much higher in the informal sector partly 
because the wage distribution is more unequal than in the formal sector. Using the 
coefficient o f  variation as a measure o f  the spread in the wage distribution, the LSMS 
data show that wages are more unequal in the informal sector (Table 5.3).58 This 
difference i s  particularly marked once hours are taken into account. As a result o f  the 
lower mean and more unequal wage distribution, the informal sector has significantly 
more very low-wage employment than the formal sector. The incidence o f  monthly 
earnings below the minimum wage i s  three times higher in the informal sector (15% 
versus 5% in the formal sector). 

128. Dynamic analysis is important in order to assess how large flows are between 
formal and informal employment and the extent of segmentation in the labor market. 
This has potentially important policy implications. The LSMS panel makes it possible to 
track the experiences o f  workers over the 2002-2004 period.59 By looking at the year-to- 
year employment situation o f  workers in the informal sector, we can see if employment 
in that sector tends to be a temporary experience - i.e., a point o f  departure for a formal- 
sector job - or whether i t  i s  more permanent. This matters from a policy perspective. If 
flows between the sectors are large, then the high incidence o f  informality can be 
considered as a less serious issue by policy-makers than if flows are small and workers 
are locked into the low pay and lack o f  protection that are characteristic o f  the informal 
sector. 

129. Longitudinal analysis shows that flows between the informal and the formal 
sector are small. I t  suggests the labor market is segmented. Table 5.4 summarizes the 
evidence from the LSMS panel on the transition probabilities o f  workers from the two 
categories o f  non-agricultural informal employment. The top panel looks at workers who 
were observed in either 2002 or 2003 as informal wage emplo ees while the bottom 
panel covers non-agricultural self-employed and unpaid workers.’ The general message 

58 The coefficient o f  variation i s  defined as the standard deviation divided by the mean. The higher the 
coefficient, the more inequality in the distribution. 

The methodology for the dynamic analysis using the LSMS i s  described in Chapter 4 (see Box 4.1). For 
additional details on the methodology, refer to Jain and Stampini (2005). 
6o Note that the category “non-agricultural self-employment and unpaid worker” i s  slightly different than 
the one used throughout this report as part o f  the defmition o f  an informal worker. That definition excludes 
those self-employed with postsecondary education. While this transition analysis does not use this 
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o f  the table i s  that these workers had a high probability o f  remaining informal, either as 
wage employees or self-employed and unpaid workers. Very few moved into the formal 
wage sector. On the other hand, the large majority o f  formal wage workers (82%) 
remained in the formal sector in the next year (not shown in table). 

Table 5.4: Transition probabilities from informal employment, 2002-2004 

Among non-agricultural self-employedhnpaid workers (in to) 
I Into (in t,) I Total I Men  I Women I Low- I High- I Under I 400r  1 
I . -' I I I I educated 1 educated I 40 I over I 

Source: Staff calculations based on the LSMS. 

130. Less than 15% of informal wage employees in one year will be in formal wage 
jobs in the next. Almost half will remain in the informal wage sector. According to the 
longitudinal analysis, 47% o f  workers in informal wage jobs remained as informal wage 
employees the next year.61 Only 14% moved from informal wage employment in one 
year to a formal job in the next. Certainly, the small size o f  the formal wage sector, as 
well as i t s  slow growth, i s  an important factor. Transitions for the other informal wage 
workers were primarily to self-employment, with 13% not working at all. Table 5.5 also 
shows that these overall transition probabilities do not change dramatically for different 
sub-groups. One relevant observation concerns the higher probability transition into 
formal wage employment for well-educated workers (i.e., with at least secondary 
completion), compared to the less educated (.19 vs. .11). However, this probability s t i l l  
suggests that, even for the well-educated, access to formal jobs i s  limited. 

exclusion, the numbers involved are very small - Le., just 6% o f  the non-agricultural self-employed who 
have post-secondary education. 
61 Note that this analysis i s  concerned with transition probabilities across broad categories o f  labor force 
status. Those remaining in the informal wage sector could have changed jobs within that sector. 
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13 1. Flows from non-agricultural self-employment to formal jobs are even smaller. 
Presumably, in addition to barriers to moving into the formal sector, this reflects the 
likelihood that some o f  the self-employed do not search for wage employment. Most non- 
agricultural self-employed (7 1 %) remain in that category in the subsequent year. Another 
10% move into informal wage employment. Only 5% become formal wage employees. 
With the self-employed, as well, personal characteristics do not have an important impact 
on these transition probabilities. 
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132. This chapter focuses on the labor market situation of women; as a group, 
women have significantly worse employment outcomes than men. The experience of 
women is part of what appears to be a large and growing problem of exclusion from 
the labor market which also affects the Roma and Egyptian minorities, the poorly- 
educated, the disabled, and youth entering the labor market. This constitutes a major 
concern for both efficiency and equity reasons. Over 40% of women do not participate 
in the labor market. Many women who do have a difJicult time finding work and 
unemployment rates are very high, as is long-term unemployment. The labor market 
situation for women is particularly bad in urban areas where only slightly more than 
one-third are employed and the unemployment rate is approaching 30%. Urban women 
also have low earnings; even after controlling for other characteristics, women earn 
35% less than their male counterparts. 

133. Only slightly more than one-half of women in Albania participate in the labor 
market. In 2004, the participation rate for women was 52.4% according to the standard 
I L O  definition. When the “relaxed” definition i s  used, this rate i s  58.7% (Table 6.1). 62 

The employment rate for women in 2004 was 49.2%. Note that these participation and 
employment rates are about 23 percentage points below male rates. Later in this chapter, 
we will see that female labor market patterns and outcomes are very different in urban 
and rural areas. 

134. Albania has lower female labor force participation rates than most other 
countries in the region. Table 6.2 includes female participation and employment rates for 
a number o f  countries in SEE and ECA, more broadly. In terms o f  female labor force 
participation, Albanian ranks below all countries except Macedonia, Bosnia and 

62 As seen in Chapter 2, the definitions o f  standard and “relaxed” rates correspond to two different 
definitions o f  unemployment and participation. The standard unemployment rate (following the ILO 
defmition) i s  calculated taking into account individuals who, not having worked during the week before the 
survey, would be willing to start a job in the next two weeks and have been actively looking for one in the 
past four weeks. However, th is  definition leaves out “discouraged” individuals who would be willing to 
work but have not been looking for jobs because they do not think they would be able to find one. Our 
“relaxed” definition o f  unemployment includes these workers as well. Naturally, these definitions affect 
labor force participation and unemployment rates. 
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Herzegovina, and Turkey (which i s  an international outlier).63 The new EU accession 
countries tend to have much higher participation rates. Albania's female employment 
rates are in the middle-range, though again below the more successful countries in the 
region. 

Table 6.1: Main labor market indicators, by gender, 2002-2004 

Women 2002 2003 2004 
Labor Force Participation Rate 

Labor Force Participation Rate 
(relaxed) 60.4% 59.2% 58.7% 

(standard) 54.8% 54.2% 52.4% 
Unemployment Rate (relaxed) 17.9% 14.6% 16.1% 
Unemployment Rate (standard) 9.5% 6.7% 6.0% 

Long-Term Unemployment' 61.4% 79.6% 72.0% 
Employment Rate 49.6% 50.6% 49.2% 

Men 2002 2003 2004 
Labor Force Participation Rate 
(relaxed) 82.6% 81.6% 81.1% 
Labor Force Participation Rate 

Unemployment Rate (relaxed) 16.8% 11.4% 11.2% 
(standard) 77.0% 77.7% 76.0% 

Unemployment Rate (standard) 10.7% 7.1% 5.3% 
Long-Term Unemployment' 56.1% 68.8% 65.4% 
Employment Rate 68.7% 72.2% 72.0% 
Proportion o f  unemployed (standard definition) with duration o f  12 months 

or more. 
Source: Staff calculations based on LSMS. 

135. Furthermore, women who are in the labor force have a hard timefinding jobs; 
unemployment rates are high and there is a lot of long-term unemployment. 
Unemployment rates for women are considerably higher than for men both in the case o f  
registered and survey rates. In 2004, the registered unemployment rate for women was 
18%, compared to 12% for men; the differential has widened by a couple o f  percentage 
points over the past decade (Figure 6.1). The survey unemployment rate for women was 
16.1 % when using the relaxed definition, and 6.0% according to the standard rate, while 
for men these were 1 1.2 and 5.3% respectively. 

136. The data on unemployment suggest that there is a lot of discouragement among 
women in the labor market. Unemployed women show more discouragement than men. 
The differential between standard and relaxed unemployment rates offers one indication; 
the greater the difference, the larger the numbers o f  workers who are available for work 
but are not searching, presumably because they think there are no jobs. For women, the 

63 The standard ILO definition i s  used for the Albania participation rate to make it comparable to the 
estimates for other countries. 
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unemployment rate difference in 2004 was about 10 percentage points while for men, it 
was 6 points. Discouragement i s  also evident in the data on long-term unemployment; in 
2004,72% o f  unemployed women had been unemployed for at least one year, compared 
to 65% for men. 

Table 6.2: Female labor force participation and employment rates, 
Albania and comparator countries, 2004 

Labor Force Employment 
Participation Rates Rates 

Albania 0.52 0.49 

Czech Republic 0.62 0.57 
BiH 0.43 0.33 

Lithuania 0.66 0.58 
Macedonia 0.47 0.29 
Poland 0.58 0.47 
Romania 0.56 0.55 
Serbia 0.58 0.44 
Slovakia 0.63 0.5 1 
Slovenia 0.66 0.63 
Turkey 0.27 0.25 

Source: ILOSTAT, Serbia LFS, Albania and BiH LSMS surveys. 

Bulgaria 0.57 0.5 1 

Hungary 0.54 0.51 

Figure 6.1: Registered unemployment rates by gender, 1994-2004 

0.0% 4 I 
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

Source: INSTAT. 

137. Women earn relatively low wages. Table 6.3 summarizes average monthly and 
hourly wages for male and female wage earners in 2004. Women earned about 68% o f  
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men on a monthly basis. This monthly wage differential reflects the fact that men not 
only have higher wage rates but work more hours; 34% o f  employed women work less 
than 3 5 hours a week against 16% o f  working men. The hourly wage data focus on wage 
rates alone so the gap i s  less - women earn 78% or 73% o f  men, depending on whether 
the mean or median i s  used. 

Women 16675 68.4 14597 
Men 24372 100.0 21619 

Table 6.3: Monthly and hourly real wages, by gender, 2004' 

67.5 98.1 78.4 79.7 73.4 
100.0 125.2 100.0 108.6 100.0 

n in Rural Labor rkets 

138. A more complete understanding of women's labor market experiences involves 
distinguishing between the situation in rural and urban areas. As we have seen in other 
chapters, the rural-urban distinction i s  important because o f  the dominance in rural areas 
o f  the agricultural economy which has a labor market that functions very differently from 
the labor market in urban areas where non-agricultural sectors predominate. 

139. Labor market indicators are better for both women and men in rural areas than 
in the labor market as a whole. Table 6.4 displays female and male labor force 
participation, unemployment, and employment rates in rural areas, based on the LSMS 
data. For both men and women, these aggregate indicators are significantly better than for 
the overall labor market (recall Table 6.1). Again, this reflects fundamentally different 
patterns o f  labor utilization in agriculture compared to the rest o f  the economy. In the 
case o f  women, labor force participation and employment rates are approximately 10 
percentage points higher relative to rates for the whole economy. 
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Table 6.4: Main rural labor market indicators, by gender, 2002-2004 

Women 2002 2003 2004 
Labor Force Participation Rate 
(relaxed) 69.2% 68.2% 64.7% 
Labor Force Participation Rate 
(standard) 66.0% 64.3% 60.7% 
Unemployment Rate (relaxed) 6.9% 7.4% 8.1% 
Unemployment Rate (standard) 2.4% 1.9% 2.0% 
Long-Term Unemployment' 62.7% 49.6% 64.9% 
Employment Rate 64.4% 63.1% 59.5% 

Men 2002 2003 2004 
Labor Force Participation Rate 
(relaxed) 87.3% 86.6% 86.1% 
Labor Force Participation Rate 

Unemployment Rate (relaxed) 7.6% 5.9% 6.9% 
(standard) 84.1% 83.9% 82.4% 

Unemployment Rate (standard) 4.0% 2.8% 2.8% 
Long-Term Unemployment' 47.3% 63.2% 51.6% 
Employment Rate 80.7% 81.5% 80.1% 

1. Proportion o f  unemployed (standard definition) wi th duration o f  12 months or more. 
Source: Staff calculations based on LSMS. 

140. Unemployment rates for women are quite low in rural areas as is the incidence 
of long-term unemployment. Table 6.4 shows that the rural unemployment rate for 
women (relaxed definition) was 8.1% in 2004 (compared to the national rate o f  16%). 
Also, rural long-term unemployment for women, although s t i l l  at high levels, i s  much 
lower than in the whole economy. Discouragement among female workers i s  not 
negligible in rural areas (given the discrepancies between the percentages for the standard 
and the relaxed definitions o f  unemployment); however, as it wi l l  be seen in the next 
section, it i s  much i s  much higher in urban areas. 

141. Female employment in rural Albania is dominated by self-employed or unpaid 
work in agriculture. Self-employed or unpaid workers in agriculture account for 87% o f  
total female rural employment (Figure 6.2). In fact, unpaid workers alone account for 
53% o f  total rural employment. Simply put, most women in rural areas who show up as 
employed in the labor market statistics are contributing to small-scale (presumably 
family) farms. Moreover, 67% o f  women who are employed nationally are working in 
rural areas. Understanding the dominance o f  female employment i s  agriculture i s  
important for understanding overall labor market statistics. 
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Figure 6.2: Female employment in rural areas, 2004 
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Source: Staff calculations using LSMS. 

142. Family status does not seem to significantly influence rural women's labor 
market situation. Participation and employment rates in the rural labor market are similar 
for women living in households with children under 14 years old and women in 
households with no children at all (Table 6.5). This basically applies to all age categories, 
including the 25-49 year age group when child-rearing and domestic responsibilities are 
greatest. The labor force patterns reflect the fact that labor force activity i s  typically 
linked to family fa rms  where household responsibilities can be coordinated with 
agricultural work. This results in a great deal o f  part-time work; in the rural labor market, 
44% o f  employed women works part-time (compared to 15% in urban areas). 

Table 6.5: Rural female labor market indicators by age group and family status,' 
2004 
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omen in Urban L 

Men 2002 2003 2004 
Labor Force Participation Rate 
(relaxed) 77.2% 75.7% 75.0% 
Labor Force Participation Rate 
(standard) 68.7% 70.6% 68.3% 
Unemployment Rate (relaxed) 28.7% 18.8% 17.1% 
Unemployment Rate (standard) 20.0% 12.9% 9.0% 
Long-Term Unemployment' 58.6% 70.5% 71.5% 
Employment Rate 55.0% 61.5% 62.2% 
1. Proportion o f  unemployed (standard definition) wi th duration o f  12 

143. The situation of women in urban labor markets is more complex. There is no 
dominant employment model, like there is in rural areas. In urban areas, women face a 
very different situation than they do in rural areas. Employment options are limited and, 
in this situation, many women choose not to participate in the labor force and, among 
those that do, a very large percentage are unemployed. Even though most women are s t i l l  
in rural areas, their labor market problems in urban areas represent the greater concern for 
policy-makers. Moreover, with continued modernization, urban labor markets wi l l  soon 
be more important for women. 

~ 

months or more. 

144. Participation and employment rates for women in the urban labor market are 
much worse than in rural labor markets. Table 6.6 shows aggregate labor market 
indicators for urban areas, both for women and men. These rates are much poorer than 
the rates earlier shown for rural areas (recall Table 6.4). Female participation rates are 
between 15 and 20 percentage points lower in urban than rural areas; the difference i s  23 
percentage points for employment rates. 

Table 6.6: Main urban labor market indicators by gender, 2002-2004 

Women 2002 2003 2004 
Labor Force Participation Rate 
(relaxed) 49.8% 48.3% 51.3% 
Labor Force Participation Rate 
(standard) 41.2% 41.9% 42.1% 
Unemployment Rate (relaxed) 36.4% 27.1% 28.7% 
Unemployment Rate (standard) 23.2% 15.9% 13.2% 
Long-Term Unemployment' 61.2% 86.2% 73.9% 
Employment Rate 31.7% 35.2% 36.6% 

145. Unemployment is extremely high among women in urban areas. The urban 
female unemployment rate, using the standard I L O  definition, was 13.2% in 2004. When 
the relaxed definition i s  used, the rate rises to 28.7%. This suggests that large numbers o f  
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urban women without jobs are discouraged and do not search even though they are 
available for work. Unemployment i s  especially high among urban young women (i.e., 
15-24 years); in 2004, the rate was 56% according to the relaxed definition o f  
unemployment. 

146. Unlike men, the majority of women working in urban areas are in the formal 
wage sector. Figure 6.3 shows the predominance o f  formal sector jobs among women in 
urban areas. In 2004, 57% o f  employed women were wage employees in the formal 
sector. Over 70% o f  this group was employed in the public sector (including state-owned 
enterprises). Compared to men, urban women had a relatively low incidence o f  
employment in non-agricultural self-employment (20% vs. 3 1 %) and informal wage 
employment (1 5% vs. 27%). 

147. As discussed in Chapter 5, the low incidence of informal wage employment 
among urban women at least partly reflects very low relative wages they receive in that 
sector. On average, workers earn less in the informal sector than in the formal sector. 
However, as we saw in the previous chapter, this disadvantage i s  particularly large for 
women. Table 6.7 shows this, demonstrating the wider hourly wage differences between 
formal and informal wage earners for women than men in 2004. 

Figure 6.3: Unlike men, most women have formal sector jobs in urban areas, 2004 

Women M e n  

Source: Staff calculations using LSMS. 

Table 6.7: Urban hourly real wages by gender, 2004l 

Overall wages Formal sector wages Informal sector wages 

Mean Median Mean Median Mean Median 
Women 100.3 80.5 107.4 91.1 74.4 61.8 
Men 127.7 109.3 137.1 116.6 115.1 91.1 
' At 2002 prices 
Source: Staff calculations using LSMS. 
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148. The overall problem of exclusion of many women from urban labor markets 
may be due to a variety of reasons. We have noted that about one-half o f  urban women 
do not participate in the labor force and that employment outcomes for those that do i s  
generally poor. Various possible reasons for this including a preference on the part o f  
many urban women not to participate in the workforce; a possible barrier due to lack o f  
human capital; and social barriers including discrimination. 

Men 

By age group 
15-24 41.6% 
25-49 96.1% 
50-64 67.3% 

149. A preference for non-participation especially among prime-age women with 
children is an important factor in explaining overall male-female differences. Among 
women, the role o f  family status on participation varies by age group (Table 6.8). In the 
young age group (aged 15-24), women with children, in fact, have higher participation 
rates than those without children. However, as would be expected, the presence o f  
children strongly reduces the probability o f  participation in the 25-49 age group. A 
similar result i s  found for women between 50 and 64. The major reason for non- 
participation also varies with age (Table 6.9). Among women who do not participate in 
the labor force, the main reason i s  studies for the 15-24 age group, household 
responsibilities for the 25-49 age group, and retirement for those between 50 and 64. 

Women 
Without With 

30.2% 28.5% 31.6% 
69.0% 77.2% 65.3% 
27.1 % 30.4% 19.5% 

All Children Children 

Table 6.8: Urban labor force participation rates, by gender and family status,' 2004 

Main reason for non- 
participation 

Student / pupil 
Housewife 
In retirement 
Handicapped 
Does not want to 
work 
Other 

Age group 
YO distribution 

15-24 25-49 50-64 
74.96 2.82 0 
11.8 71.38 20.17 
0 1.1 76.06 

3.09 8.75 2.7 

8.43 5.76 0.5 
1.72 10.19 0.57 

Table 6.9: Women out o f  the labor force, by age groups, 2004 
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150. Human capital does not seem to be an important factor in explaining the 
relatively poor labor market outcomes for women. Notwithstanding better urban labor 
market outcomes for men than for women, there does not seem to be a difference in their 
human capital. Overall, education attainment for working-age women i s  comparable to 
attainment for men although there are differences by age group (Table 6.10). Young 
women even had higher education levels than young men in 2004. On the other hand, 
only 14% percent o f  women aged 50-64 had college education compared to 26% o f  older 
men. 

Men 

Table 6.10: Education attainment by age and gender, 2004 

Women 

Education 
Less than Primary 
Less than 
Secondary 
Less than College 
College or more 

15 1. Labor market outcomes for women are strongly correlated with education; as 
the better-educated young female cohorts increasingly dominate labor supply, overall 
employment outcomes should improve. Labor force participation and employment rates 
for highly-educated women are more than 50% higher than for women without primary 
school (Table 6.11). The difference in the case o f  men i s  much less -- only 20%. 
Unemployment rates, whether according to the relaxed or standard definition, vary 
tremendously by education level. 

All 15-24 25-49 50-64 A l l  15-24 25-49 50-64 
6.47 8.38 4.52 8.43 7.28 7.91 3.11 17.65 

44.6 73.16 36.08 32.42 43.73 66.94 35.72 40.03 
35.38 17.09 46.01 32.7 37.74 22.1 1 47.45 28.78 
13.55 1.37 13.39 26.45 11.25 3.04 13.71 13.54 

Table 6.11: Main urban female labor market indicators, by education, 2004 

Less than Less than Less than 
Primary Sec College 

College or  
more 

152. Wages vary significantly by education level for both men and women; however, 
the advantage to having postsecondary education is especially large for women. Figure 
6.4 presents average hourly wages by gender in 2004. For men, there i s  a relatively 
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smooth increase for each additional level o f  educational attainment. For women, o n  the 
other hand, educational differentials do not really matter until postsecondary completion 
when a very large premium i s  evident. Wage regressions for men and women confirm the 
importance o f  this premium for women, even when other factors are taken into account. 
M e n  with postsecondary education earn 14% more than those with secondary completion, 
al l  other factors held constant; for women, the premium i s  35% (Annex Table 6.A1). 

Figure 6.4: Hourly wages for  men and women, by education, 2004l 
160 0 

I40 0 

110 0 

100 0 

so 0 

60 0 

40 0 

20 0 

0 0  

Less than Primary Less than Secondary Less than College College or more 

1. In 2002 prices 
Source: Staff calculations using LSMS, 

153. Ultimately, the poorer labor market outcomes for urban women cannot be fully 
explained by “objective” differences such as human capital. Women simply have less 
success in the labor market than men with comparable characteristics. Econometric 
estimates o f  wage determination indicate that a significant difference exists between men 
and women even after other factors have been taken into account. Various models tested 
conclude that men earn approximately 35% more than women with the same personal 
characteristics, such as education, experience, sector o f  employment, etc. have been taken 
into account (Annex Table 2.A2). This suggests that social barriers exist that limit the 
potential contribution o f  women to the labor market and the economy. 

80 



Annex Table 6.A1: Determinants of  earnings for  men and women, urban areas, 
2004 

Regressions of log urban wages on individual char 
Women 

Coef StdErr 
Education 
Unfinished Primary (omitted) 
Unfinished Secondary 
Unfinished College 
College or More 
Age 
15-24 (omitted) 
25-49 
50-64 

Region 
Coastal 
Central 
Mountains 
Tirana (omitted) 
Sector 
Agriculture 
Industry 
Construction 
Services 
Public 
Type of firm 
Public+SOE 
Private (omitted) 
Informal 
Log Hours 
Tenure 
Secondary Job 
Constant 

0.1 1 
0.29 
0.64 

-0.05 
0.00 

-0.2 1 
-0.11 
-0.09 

0.20 
-0.05 
0.37 
0.05 

-0.04 

-0.09 
0.19 
0.0 1 
0.14 
8.65 

0.22 
0.22 
0.22 

0.10 
0.12 

0.07 
0.06 
0.13 

0.29 
0.10 
0.23 
0.07 

0.09 

0.08 
0.08 
0.00 
0.15 
0.40 

*** 

***  
* 

** 
* 

*** 

0 bservations 275 
R-squared 0.30 
***, **, * refer to 1,5 and 10% level of significance 

teristics, 2004 
Men 

Coef StdErr 

0.15 
0.30 
0.44 

0.17 
0.19 

-0.12 
-0.17 
-0.28 

-0.04 
0.00 
0.02 
-0.17 

-0.12 

-0.08 
0.24 
0.00 
-0.13 
8.89 

0.15 
0.15 
0.16 

0.10 
0.1 1 

0.07 
0.06 
0.11 

0.23 
0.09 
0.1 1 
0.08 

0.09 

0.08 
0.10 
0.00 
0.15 
0.44 

* *  
*** 

* 
* 

* 
*** 
** 

** 

** 

*** 

395 
0.14 
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