
Report No. 23390-KOS

Kosovo
Poverty Assessment
(In Two Volumes) Volume 11

December 20, 2001

Poverty Reduction and Economic Management Unit
Europe and Central Asia Region

Document of the World Bank

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



CURRENCY EQUIVALENTS
(Exchange Rate Effective December 20, 2001)

Currency Unit DEM
DEM 1 US$0.4494
US$1 2.2254

FISCAL YEAR
January 1 - -- December 31

ABBREVIATIONS AND ACRONYMS

ADL Activities of Daily Living
AOR Area of Responsibility
CSW Center for Social Welfare
DES Department of Education and Science
DLA Department of Local Administration
DM German Marks
FPL Food Poverty Line
FRY Federal Republic of Yugoslavia
GDP Gross Domestic Product
HIF Health Insurance Fund
IDP Internally Displaced Population
IMF International Monetary Fund
IOM International Organization for Migration

JAMA Journal of American Medical Association
JIAS Joint Interim Administrative Structure

LSMS Living Standard Measurement Survey
MOH Ministry of Health
MTS Mother Theresa Society

NGOs Non-Governmental Organizations
OECD Organization for Economic Cooperation and Development
OSCE : Organization for Security and Cooperation in Europe

OZ Elementary Units
PEC Per-Adult Equivalent Consumption
PL Poverty Line

SFRY Socialist Federal Republic of Yugoslavia
SIZ Self-managing Community of Interest

UNFPA United Nations Population Fund
UNMIK United Nations Interim Mission in Kosovo

WFP World Food Program
WHO World Health Organization

Vice President: Johannes F. Linn, ECAVP
Country Director: Christiaan J. Poortman, ECCO4
Sector Managers: Maureen Lewis (ECSHD); Kyle Peters, Daniela

______________ __ Gressani (ECSPE)
Task Team Leader: Pierella Paci, ECSHD



KOSOVO
Poverty Assessment

Table of Contents

I. The Profile of Poverty in Kosovo ...................................................... 1
Introduction .............................................................. 1
Summary .............................................................. 2
Overall .............................................................. 4
Measuring Living standards during conflict: levels and distribution ............ ................4
Consumption requirements for different household compositions ................................. 7
Total ........................................................................... 8
Location ........................................................................... 8

Survey samples ........................................................................... 8

Where are the poor and the extreme poor? ........................................................... ... 9
Who are the poor and the extreme poor? .................................................. ........... 12
How do the poor live? ............................................................. 15
Demographic characteristics of poor households ......................................................... 20
Labor market characteristics of the poor . ............................................................. 25
Health, disability and education ............................................................. 26
Some variables relevant for rural poverty: land, livestock and assets ............ .............. 29
Patterns of expenditure (and the impact of food aid on poverty alleviation) ................ 38

2. Earnings, Household Transfers and Remittances in Kosovo ......... .......... 61
Introduction ............................................................. 61
How much income is generated? ..................... ........................................ 62
What are the sources of income? ...................... ....................................... 63
Income related inequalities in sources ................................... .......................... 65
Individual/Household income from private sources in the last 12 months ................... 68

Employment and occupation structure ................................................................... 68
Comparing 1991 to current employment patterns ................................................................ 69
Household employment structure and poverty ................................................................... 69

Earnings ............................................................. 70
Why are earnings so low? ................................................................... 71

Correlates of labor market outcomes .............................. ............................... 71
Inter-household remittances and other transfers ........................................................... 73
Miscellaneous income ............................................................. 74
Social assistance from UJNMIK, international donors and other public agencies ........ 74
Household income and consumption compared ........................................................... 75

3. The Challenge of Building an Effective Social Protection Strategy in
Post-Conflict Kosovo ..................................................... 79

Background ............................................................. 79
The Current System ............................................................. 80

Social assistance scheme ................................................................... 80
Other cash benefits ................................................................... 81
Electricity subsidies ................................................................... 82
In-kind assistancefrom international donors ................................................................... 82
Social Services ................................................................... 82
Weak administrative capacity ................................................................... 82

Who are the most vulnerable groups? ............................................................. 83

iii



Targeting Efficiency of the Current Social Assistance Scheme ................. .................. 86
Building a Social Protection Strategy ........................................................ 88

Critical issues to be addressed ............................................................. 88
Policy Options for the short and medium term .......................................................... ... 89

Conclusions ........................................................ 92
4. Education depnrvation and income poverty in Kosovo ............................ 93

Background and Strategic Context ........................................................ 93
The Educational Status of the population of Kosovo ................................................. . 94
Income related inequalities in educational outcomes ................................................... 97
Analyzing expenditure ........................................................ 98

Public Expenditure on education ............................................................. 98
Household expenditure on education ............................................................. 100

Benefit incidence of public expenditures and income inequalities of private
expenditure ........................................................ 101
Household expenditure on education and poverty ...................................................... 102
Identifying causal factors ........................................................ 103
Education and labor market outcomes ........................ ................................ 105
Analytic Conclusions ........................................................ 107
Current Policy Agenda ........................................................ 108

Ensure minimum spending norms and equitable resource allocation ............... ................. 108
Introduce accountability mechanisms to give voice to disadvantaged groups .......... ......... 109
Role of the Center: Introduce monitoring and evaluation into the system ............ ............. 109

Stimulating Households' Demand for Education ....................................................... 110
Ensure that Extremely Poor Families Can Afford Schooling ............................................. 110
Improve security inside and outside the classroom ............................................................ 110
Promote the education of girls and the ethnic minorities ................................................... 111
Make school programs attractive to students and parents .................................. 1............... II

Appendix .................................................. 112
5. Health and Poverty in Post-Conflict Kosovo ....................................... 114

Organization of the health care sector ........................ ................................ 114
Health status of the population ........................................................ 115

Health care provision and utilization ....................... ...................................... 118
Patterns of utilization ............................................................. 118
Barriers to Access ................................................. . .......... 119
Health carefinancing ............................................................. 120
Public expenditure for health care ............................................................. 120
Private expenditure in health ............................................................. 121
Determinants of health status and health care utilization .................................................. 123
Policy levers and policy design .............................................................. 126

Develop a blue print for reform, to restructuring the health system ........................... 126
6 Vulnerability and Coping Strategies .................................................. 127

Background ........................................................ 127
Who Are the Vulnerable9 ........................................................ 128
How Do the Vulnerable Cope? ........................................................ 132

Private transfers from outside Kosovo (remittances) ......................................................... 133
Private transfers from inside Kosovo ............................................................. 134
Public transfers ............................................................. 136
International transfers ............................................................. 136

The Vulnerability of the Coping Strategies .................................................... .... 137

iv



I. The Profile of Poverty in Kosovo'

Poverty affects about one half of the Kosovo population but a significant fraction is relatively
close to the poverty line. The fraction ofpoor close to the poverty line is relatively large (more
than 30 percent of the population) and a smallerfraction is in extreme poverty (12 percent of the
population). About 60% of the extremely poor and 65% of the poor live in rural areas, where
poverty incidence (and destruction) is also larger than in urban areas. The effects of the recent
conflict on poverty and living conditions can be observed through two major characteristics: the
quality of dwellings and assets, and the demographic composition of the household.

On one hand, the house and infrastructure destruction during the war not only reduced the
quality of dwellings but also limited the ability to generate incomes from agriculture or other
activities. The typicalpoor in rural areas has little land and no machinery. This underscores the
role ofphysical capital reconstruction as a way to ease the participation of households in local
(labor and crop) markets.

On the other, the demographic displacement observed during the war -- and still present in
Kosovo -- had strong implications on the demographic composition of the poor, with important
differences across urban and rural areas and ethnic groups. The high dependency ratios in
poorer households are closely associated with the limitations in income generation since more
than 40 percent of the heads from extreme poor households are either unemployed or non
participants. This reflects the significant reduction in available labor market opportunities. This
supposedly transient poverty, however, must be directly addressed to avoid permanent effects on
human capital investment and to strengthen the recovery ofphysical capital.

Poverty is also concentrated in areas where higher ethnic diversity is observed, suggesting the
existence of differential access and utilization ofpublic services and market opportunities. In
addition, groups that are found to be particularly vulnerable to poverty are the elderly and
children, the disabled and members of non-Albanian, non-Serb ethnic groups.

Introduction

1.1 The analysis of poverty in post-conflict societies involves a broader view of the
poverty problem looking at the linkages between several indicators of households well
being. This report examines the correlates of a basic poverty measure with a broad range
of socioeconomic indicators to identify those in poverty through their demographics,
dwellings, and other characteristics.

1.2 The last decade in Kosovo has been characterized by social tension among ethnic
groups aggravated by political decisions that ended up in a disconnection between the
administrative organizations designed to deliver public goods and services and the
population that was effectively covered. In particular, the last decade was characterized
by the existence of a parallel (and informal) administrative system that provided goods
and services to the population of Albanian ethnicities. The emergence of the parallel
system that effectively provided service to the ethnic Albanian population reflects both

' The Poverty Profile was prepared for the Kosovo Living Standard Measurement and Poverty Studies for
the World Bank.
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the positive demand for services -- such as education -- as well as the funding to support
those services. In this context of ethnic segmentation, other ethnic groups such as the
Roma, Gorani or Muslim Slavs were not fully covered by either the formal-Serb or
parallel-Albanian organizations.

1.3 The war associated with the ethnic and political conflict during 1998-99 resulted
in a substantial fraction of the population becoming internally displaced persons (IDP) or
seeking refuge in neighboring countries. The destruction of houses and other private and
public infrastructure only aggravated this situation. The return of the displaced population
and refugees, and the lack of dwellings and productive infrastructure has strong
implications on the living conditions of the population of Kosovo. The poverty analysis
explores these characteristics to examine potential sources of income consumption
improvement or income generation.

1.4 Additional factors that should be examined in detail are: (i) the relatively unstable
location of the population because of the recent rural to urban migration; (ii) the
(re)construction of a political and administrative authority able to organize and deliver
public services; and, (iii) the required capacity building in the existing organizations for
policy design, implementation and monitoring.

1.5 The poverty profile for Kosovo used the recently collected Living Standard
Measurement Survey. The Kosovo LSMS was collected between September and
December 2000, covering 2,880 households in different regions (Areas of Responsibility)
and, locations (Urban and Rural) . The sample was stratified to capture the difference
between areas with predominantly Serbian or Albanian populations. More technical
details on the LSMS can be found at http://www.worldbank.org/lsms/guide/select.html

1.6 The measurement of welfare faces significant difficulties in a post-war situation.
In the first stage this study uses a common household level consumption aggregate to
assess living conditions and poverty in Kosovo. This report uses a consumption or
expenditure based measure since it better reflects the long run socioeconomic household
condition compared to income measures. Given the effects of the war in the Kosovo
region this report examines other living condition characteristics to identify the linkages
between these characteristics and consumption poverty.

Summary

1.7 Based on the cost of a minimum calorie basket and an allowance for non food
consumption, the report separates those in extreme poverty (whose budgets do not cover
minimum food expenditures) from those in poverty (whose budgets cover food
expenditures but do not cover non food expenses). The characteristics of the poor and the
extreme poor mainly reflect the effects of the conflict through the household
demographic composition and the access to and use of productive assets (either physical
or human). These are partly due to the displacement patterns and the destruction during
the war. The lack of opportunities is clearly observed in the labor market since a large
fraction of household heads are not participating or unemployed, particularly among the
poor.
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1.8 The consumption poverty profile discussed in detail below is summarized in
Table 1. It is found that most of the extreme poor are mostly composed by large rural
Albanian households (7 or more members) with two or more children, little land (about
one hectare) and no machinery. The heads of these households - mainly males -- have
attained only Primary education (or less). About half of the heads are working either in
agriculture or as salaried workers. Productivity (and/or wages) are low enough to keep
them in extreme poverty and a large fraction of the household heads are unemployed or
non-participants. The low productivity is explained by the low levels of either physical
(land, machinery) or human capital (education), representing significant obstacles to
improve living conditions for the extremely poor.

1.9 While the poor (but not extremely poor) households share a number of these
characteristics, they also have better levels of both human and physical capital. Among
the poor, the household size fraction of prime age adults is larger and heads are better
educated (mostly in Secondary). Land holdings are 50 percent higher and machinery
value almost doubles that of the extreme poor. The lower dependency ratios and better
capital holdings depicts the poor as households facing low consumption but able to
recover if assets are effectively exploited, either through increased access to and use of
land, r more active labor markets.

1.10 Poverty, however, has different pictures in urban and rural areas and between
ethnic groups. In urban areas, the extreme poor household has seven or more members
but the household size among the poor is lower (between 5 and 6 members), reflecting
the multi-family arrangements among the extreme poor. Most of the heads have
Secondary education but are non participants or unemployed.

|_______ Table 1. Who are the poor and the extreme poor?
Extreme Poor Poor

Rural Albanian households with 7 members (2 or more 8 members
adults). (3 adults)
Live in dwellings with latrines
With 1 hectare of land or less, no machinery.

Overall Household head around 50 years of age with Primary Higher asset value.
education or less. Secondary education
About half are unemployed or non participants but the other
half participates as agricultural or salaried workers.
Formerly IDP
Mainly living in intact dwellings. 5-6 members, less than two
7 or more members: 2 or more children children

Urban Better sewage (flushing toilet)
Head has Secondary education and is not participating in the
labor market
Rural households concentrated in North and Southeast Equally likely in urban and
regions. rural areas.
Live in damaged dwellings. 4-members: 1 children, 2

Serb 3-member households (I elderly, no children and few youth). adults, and I teenager.
Head is elderly and reports poor health and only Primary Sometimes an elderly.
education. Head is younger (55) with
Participate in agriculture and did not move during the conflict. Secondary education.
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1.11 Among the Serbs a very different profile is observed. The extreme poor among
the Serbs are mainly composed by small rural households with a significant fraction of
elderly members. Qualitative evidence corroborates the picture of poor Serb households
headed or mainly composed by elderly in rural areas (World Bank, 2000b).

1.12 There are other factors that significantly increase the risk of being extreme poor
despite the fact that some of those characteristics are not very common. These factors are
described in Table 2. Household size and the share of elderly are factors leading into
extreme poverty regardless of location (urban, rural) or ethnic group. Those Currently
IDP or holding a Disability Card have very high risks. On the other hand, being self-
employed reduced significantly the risk of falling into extreme poverty, despite the fact
that only 3 percent of heads are in this condition.

Table 2. Factors affecting risk of extreme poverty
Increase risk Decrease risk

Overall Precarious dwelling and stones/mud materials
Latrine or absence of sewage Secondary education
Household size
Fraction of elderly in household Self-employment
Non participation in labor force
Agricultural worker Land and agricultural assets
Current IDP

Urban Precarious dwelling or damaged dwelling
Latrine
Household size
Fraction of elderly in household Self-employment
Household head holding a disability card
Non participation in labor force Not moved during conflict
Current IDP

Serb Latrine
Lack of piped water (private or public) Younger heads
Older head with primary education
Household head holding a disability card
Non participation in labor force

I Low Value of machinery and livestock
Note: Extreme poverty risks are factors that significantly increase the probability of being in extreme poverty. These
are not simply relative risks but actually conditional relative risks, that is resulting from extreme poverty regressions.
The control household is one living in an intact dwelling made of cement and bricks, flushing toilet, centralized water,
with a salaried head that never moved during the conflict.

1.13 The next sections examine in detail the variable that characterize the poor and
extreme poor while looking for other correlates.

Measuring Living standards during conflict: levels and distribution

1.14 Consumption aggregate and adjustments. The study uses a consumption
aggregate that includes food, non-food items, housing expenditures, the rental value of
durable goods, and expenditures on education. Food consumption includes food from
purchases, home production (farm) and that received as gift or aid. Non food
consumption includes clothing, personal care and entertainment. Housing expenditures
includes only utilities, household services and small tools, but not including rent nor
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expenditures on home improvements and repairs because of the low incidence of rental
transactions and the extreme values of construction and repair.2 Health expenditures are
not included because of the significant changes to the socioeconomic ranking (see
Appendix 1 for a detailed discussion of the consumption aggregate).

1.15 Currency. All monetary measures used in the report are in Gernan Marks (DM).
Reported monetary values in other currencies were converted into DM using the
unofficial exchange rates prevalent in the Former Republic of Yugoslavia during the
month of the interview or the relevant transaction.

1.16 Adult-equivalent consumption. The household consumption aggregate was
measured in terms of adult-equivalent resulting in a per-adult equivalent consumption
(called PEC, hereafter). The estimation of economies of scale or equivalence scales in
Kosovo provided extreme values due to the agglomeration of families in the same
dwelling. The household composition and size observed in Kosovo are temporary results
of the post-conflict events such as the internal displacement, home destruction and the
return of refugees from abroad. To avoid the effects of this temporary condition on the
welfare estimate, the study converted the number of adults (A) and children below 15 (C)
into a number of equivalent adults (EA) using a scale-economy parameter (9=0.75) and
the following expression: EA = (A + 9 C )0. Consumption divided by the number of
adult-equivalents resulted in the per adult-equivalent consumption used here, using a
rescaling suggested by Deaton and Zaidi (1999) to keep the "typical" household in the
same monetary welfare level as its per-capita consumption.

1.17 Using information on prices (unit values) the household level PEC was adjusted
for prices differences across Areas of Responsibility (Regions), Location (Urban, Rural)
and ethnic groups (Albanian, Serb).3 The prices indexes used have a mean of 1.034 with a
standard error of .1123. This index transformed consumption measured at prices from
specific regions, locations and ethnic groups into consumption comparable at the national
level.

1.18 Relative Poverty measures. The incidence of relative poverty is measured as the
fraction of households below certain relative poverty line. The relative poverty line is
defined as a fraction of the median PEC. In this study two relative poverty lines are
presented, one at the 50% of the median PEC and another at the 70% of the median PEC.
The median PEC was estimated at DM 3.51 per day.

1.19 Poverty and extreme poverty measures. Using the calorie intake information
from the Survey this report estimated the cost of the food basket required to provide
2,100 calories per day (per adult). This food poverty line (FL) was estimated using the
calorie intake structure of those below the median PEC (see Appendix 2 for a detailed
description of the construction of the Poverty measures). The estimated FL is DM 1.8539

2 Only 50 out of 2880 households reported paying any rent making it unfeasible to provide unbiased rent
estimates for the rest of the sample.
3The Kosovo Survey sample design allowed estimates at 20 sub-samples corresponding to different
combinations of Area of Responsibility (5), Location (2) and Ethnic samples (2).
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per adult per day.4 Households whose daily PEC falls below the FL are considered to be
in extreme poverty.

1.20 Non food allowance. Households, however, do not spend only on food, and a
poverty measure should provide some room for expenditures on non food items. The
estimates from the Survey indicate that for those households around the food line the
fraction spent on food is 0.529. While the estimates for non food items do not include
house improvements, repairs or health expenditures, the non food share (47%) is
relatively large compared to other countries in the region.5 This may be explained by the
timing of the survey and the reconstruction period. After a period of war and during the
months before the winter households might have been spending unusually large amounts
on clothing and household utensils, among other items. The non food allowance
corresponding to 47% of total consumption should be assessed in future surveys.

1.21 Using the estimated non food allowance a full poverty line or simply poverty line
(PL) was estimated in DM 3.499 per adult per day.6 Households with a daily
consumption below the PL are considered to be in poverty.

1.22 Before discussing the extent of poverty in Kosovo some clarifications are needed
regarding the values for the poverty lines. The extreme poverty line of DM 1.85 per
adult-equivalent per person per day may invite to confusion. In preliminary discussions
with local officials it was indicated that a public servant earns about DM 272 per month.
An incorrect conversion of the extreme poverty line would lead to say that a typical
household (6 members) would need at least DM 333 per month (=1.85 x 6 x 30) to avoid
being extreme poor.

1.23 This direct calculation, however, does not consider economies of scale or the
different cost of children (see Appendix 1). The following table indicates that a typical
household (4 adults, 2 children) would need about DM 200 to avoid extreme poverty and
DM 370 to avoid poverty. Hence typical households living only on DM 272 a month are
not in extreme poverty but below the poverty line. The extraordinary circumstances of the
post-conflict period -- when the survey was carried out -- increases the amount of non-
food expenditures since household need to rebuild their basic stocks on clothing and
households utensils. Hence, a household living only on the public salary (DM 272) is
expected to live above the extreme poverty line but still facing difficulties to attain other
non food items.

4 This Food Line corresponds to US$ 0.813 per adult per day, but the comparison with poverty lines from
other countries is limited since PPP adjustments are not available.
5 The non food share for Georgia is around 35%, and for Armenia 40%. The Panamanian non food share is
closer: 48%.
6 The Poverty Line is about US$ 1.534 per adult per day, with the same caveats for international
comnparison.

6



Consumption requirements for different household compositions
(in DM per month)

Household composition Minimum needed

Number of Number of Household Adult to avoid extreme to avoid
Adults Children Size Equivalent poverty poverty

(1) (2) (3=1+2) (4) (5) (6)

1 1 2 1.52 84.6 156.8
1 2 3 1.99 110.6 204.9

1 3 4 2.42 134.6 249.4

1 4 5 2.83 157.3 291.5

1 5 6 3.22 178.9 331.6

1 6 7 3.59 199.7 370.1

2 1 3 2.14 118.8 220.1

2 2 4 2.56 142.3 263.7

2 3 5 2.96 164.6 305.0

2 4 6 3.34 186.0 344.6

2 5 7 3.71 206.5 382.7

2 6 8 4.07 226.4 419.5
3 1 4 2.69 149.9 277.7

3 2 5 3.09 171.8 318.4
3 3 6 3.47 192.9 357.4

3 4 7 3.83 213.2 395.1
3 5 8 4.19 232.9 431.6

3 6 9 4.53 252.1 467.0
4 1 5 3.22 178.9 331.6

4 2 6 3.59 199.7 370.1
4 3 7 3.95 219.8 407.3

4 4 8 4.30 239.3 443.5

4 5 9 4.64 258.3 478.7

4 6 10 4.98 276.9 513.0

1.24 Poverty indicators. Using the poverty and extreme poverty indicators this report
presents three standard poverty indicators to capture different dimensions of the problem.
The measures used are poverty incidence, depth and severity (for a discussion see
Ravallion, 1992). Poverty Incidence is the headcount ratio, that indicates the fraction of
the population living in poverty (or extreme poverty). Poverty depth measures the
consumption deficit or the gap between actual consumption and the poverty line (also
referred as the Poverty Gap). This is interpreted as the aggregate deficit of the poor
relative to the poverty line. Severity ofpoverty measures also the poverty gap giving more
importance to those households that are farther apart from the poverty line.

1.25 Extent of poverty. The LSMS data suggests that one year after the end of the
conflict poverty was widespread in Kosovo. In the Fall 2000, about half of the population
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of Kosovo was in poverty (column 6) and 12 percent were in extreme poverty (or below
the food line, column 3). About 25% of the Kosovo population is between the Poverty
Line (column 6) and the relative line at 70% (column 2). The large poverty incidence is
explained by the clustering of households just below the poverty line.

Table 3. Kosovo: Poverty Indicators
(percentage points of population)

Relative Relative Extreme Poverty Overall Poverty
Poverty Poverty

50% 70% Headcount Depth/ Gap Severity Headcount Depth/Gap Severity

(1) (2) % (% FPL) (% FPL) % (%PL) (% PL)
(3) (4) (5) (6) (7) (8)

Total 10.1 25.1 11.9 2.5 0.8 50.3 15.7 6.8

Location
Rural 9.8 26.1 11.6 2.4 0.8 52.2 16.2 7.0

Urban 10.6 23.4 12.5 2.7 0.9 47.6 15.2 6.7
Regions
(AOR)
1. North- 10.7 23.3 12.4 2.7 0.9 46.5 15.2 6.7
East

2. South- 13.2 34.6 15.9 3.7 1.3 59.5 20.0 9.3
West
3. West 5.0 19.4 6.8 1.2 0.4 42.8 11.4 4.5

4. North 10.8 26.3 12.2 2.4 0.7 59.0 18.0 7.6
5. South- 9.6 22.1 11.2 2.4 0.8 47.6 14.3 6.2
East
Survey
samples
Albanian 10.1 25.1 11.1 2.8 1.1 49.9 15.6 6.8

Serb 10.1 24.5 12.1 2.5 0.8 58.7 17.6 7.3

Relative poverty is measured as a fraction of the median per adult equivalent consumption. The unit
of observation is the individual.

1.26 Despite the lack of information over time, the population clustered just below the
poverty line may be considered in a transitional state and better suited to recover from
poverty. The lack of longitudinal data does not allow to identify those in transient and
chronic poverty. The poverty gap shows that a poor household with average consumption
will need about DM 0.55 per adult per day (16.6 per month) to recover from poverty
(15.7% of the PL). This relatively small amount reflects the significant mass of
population close to the poverty line mentioned before. This pattern could be used as an
opportunity for interventions with direct impact on poverty incidence.

1.27 In order to gain precision in the poverty profile, the population in poverty (50.3
percent) is separated into those below the food line or extreme poor (12 percent), those
poor but not extreme poor (38%), and the non poor (49.7 percent). Figure 1 shows the
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density7 of the logarithm of PEC (consumption), the location of the monthly food and
poverty lines,8 and the corresponding population.

Figure 1. Kosovo per adult-equivalent consumption distribution

.786

Extreme poor Poor Non poor

2.08 6.75-
In(Per-Adult Equivalent Consumption)

Where are the poor and the extreme poor?

1.28 Given the extent of poverty in Kosovo, this section examines the incidence of
poverty across different socioeconomic and living condition groups, and the composition
of the poor. The measure used is the poverty incidence based on the absolute poverty
line.

1.29 Rural-urban differences. Kosovo is predominantly rural with more than 60
percent of the population living in rural areas.9 Unsurprisingly, most of the extreme poor
and the poor are living in rural areas, but an important distinction is worth observing from
Table 2. While the rural population has a higher relative risk of falling into poverty
(+5%/o), the urban population has a higher relative risk of falling into extreme poverty
(+4%). 1

7The estimated densities presented correspond to an Epanechikov kernel density estimate provided by
Stata.
8 The lines correspond to log(FL)=4.02, and log(PL)=4.65.
9 After the Second World War the rural population represented 80.4 percent, which slowly decreased
during the following decades to reach 62.7 percent in the 1991 Census (World Bank, 2000b). Given the
lack of recent census data the Kosovo LSMS survey applied a sampling methodology based on previous
household surveys and recent dwelling mappings. For a detailed discussion see World Bank (2001).
10 Relative risk is defined as the ratio between the group specific poverty incidence and the average
incidence, expressed as percentage increase. For urban areas the relative risk of falling into extreme poverty
is (12.5/11.9)-l = +4.4%.
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Table 4. Poverty incidence and distribution by urban and rural areas
(percentages)

Urban/ Rural Extreme Poor Poor Non Poor Total
Rural
- Headcount 11.6 40.4 48.0 100.0
- Fraction in region 60.8 65.7 60.3 62.4

Urban
- Headcount 12.5 35.1 52.5 100.0
- Fraction in region 39.2 34.3 39.7 37.6

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in region 100.0 100.0 100.0 100.0

The unit of observation is the individual.

1.30 Overall poverty incidence is significantly larger in rural (52%) than in urban areas
(47%), while extreme poverty is rather similar between the two."1 There are two major
factors leading into this result. First, rural households might be able to consume from
farm production, either from crops or livestock, avoiding extreme poverty. Second, the
impact of the war on urban economic activities (and labor markets) may be leaving some
households excluded. More importantly, currently internally displaced households and
returning people from Kosovo are more likely to live in urban centers, making more than
11 percent of the urban population.12 The IDP and retuming population may be facing
worse living conditions and consumption restrictions explaining the similar extreme
poverty despite the higher poverty in rural areas.

1.31 The distribution of consumption depicted in Figure 2 evidences the similarity of
both distributions and evidences the larger mass of rural households below the poverty
line. This suggests that while targeted programs to alleviate poverty among those around
the PL could provide important benefits, their effect would be even higher in rural areas.
These interventions, however, would ignore the problem of those in extreme poverty.

1 1 The indicator of severity of poverty, reflecting the extent of poverty among the poorest, is also sirnilar
between urban and rural areas, corroborating this finding.
12 About 66 percent of the currently internally displaced population and 73 percent of returnees live in
urban areas.

10



Figure 2. Kosovo: Urban and Rural Distribution of Consumption
° Urban A Rural

.82

0

0 -I
2.049 ln(Per Adult-Equivalent Consumption) 6.742

1.32 Regional poverty. This chapter uses the Area of Responsibility (AOR)
geographical separation to examine differences in regional poverty. The AOR
stratification was organized by the UNMIK JIAS officials, and corresponds to pre-
existing regional borders. There are significant differences in poverty measures across
regions. The Western region has better indicators in terms of incidence, depth or severity
of poverty: only 7% are in extreme poverty. Poverty incidence (including extreme
poverty incidence) is highest in the Southwestern and Northern regions, which also show
large poverty risks. Despite its low absolute and relative poverty risks, most of the poor
(and extreme poor) are located in the Northeastern region simply because 31 percent of
the population lives there.

1.33 The Southwest shows very high relative poverty risks for both poor and extreme
poor (+33% and +13%, respectively). The SW is characterized by the largest share of
rural population (75 percent) and the largest fraction of returning refugees (about 5
percent) among all regions.13

1.34 The North is also characterized by a larger fraction of non-Albanian ethnic
groups, such as the Serbs, and the second largest share of rural population (69 percent).
Relative poverty risks however are not as high for extreme poverty (+2%) as for being
poor (+20%), suggesting a spread but shallow poverty.

1.35 Because of its demographic importance, about one third of the extreme poor and
about 28 percent of the poor are located in the Northeastern region, even though relative
poverty risks are actually low in the NE. Although the Northeast is the most urban region
(49 percent of population), it also holds the largest fraction of currently displaced

13 Besides retumning refugees, the SW includes other non-Albanian non-Serb ethnic minorities such as the
Gorani which may not have the mechanisms to recover from the effects of the conflict.
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population (more than 7 percent). More than 71 percent of the extreme poor and more
than 73 percent of the poor in the NE are currently displaced or returning refugees.

Table 5. Regional incidence of poverty
(percentage points)

Area of Responsibility Extreme Poor Non Poor Total
Poor

1. North-East (UK)
- Headcount 12.4 34.1 53.5 100.0
- Fraction in region 32.6 27.9 33.9 31.4

2. South-West (Germany)
- Headcount 15.9 43.6 40.5 100.0
- Fraction in region 25.7 21.9 15.8 19.3

3. West (Italy)
-Headcount 6.8 35.7 57.5 100.0
- Fractioninregion 9.3 15.1 18.8 16.3

4. North (France)
-Headcount 12.2 46.2 41.6 100.0
-Fraction in region 15.4 18.1 12.7 15.1

5. South-East (US)
- Headcount 11.3 36.4 52.4 100.0
- Fraction in region 16.9 17.0 18.9 17.9

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in region 100.0 100.0 100.0 100.0

The unit of observation is the individual.

1.36 The SW besides showing high absolute and relative poverty risks, also contains
about one fourth of the poor in Kosovo.

1.37 The link of poverty with IDP and returnees is also strong: more than 40 percent of
the extreme poor and 70 percent of the poor are either IDP or returnees. 14

Who are the poor and the extreme poor?

1.38 Ethnic groups. The Kosovo LSMS Survey comprised a stratified sampling for
areas with predominately Serbs or Albanians ethnic population. The sample for the Serb
area includes 11.6 per cent of the households or 7.1 percent of the sampled population,
mainly reflecting their smaller household sizes. The differences in overall poverty

14 The geographic distribution of poverty suggests that a combination of regional and IDP/returnee
selection criteria could provide a strong targeting mechanism to separately reach the poor and the extreme
poor in specific regions.
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incidence between these two sub-populations is large: 59% of the Serb sample are in
poverty (including extreme poverty) compared to 50% among the Albanians.

Table 6. Poverty incidence and composition by ethnic samples
(percentage points)

Ethnic subsample Extreme Poor Poor Non Poor Total

Serb
- Headcount 11.0 47.5 41.5 100.0
- Fraction in subsample 6.6 8.8 5.9 7.1

Albanian
- Headcount 12.0 37.7 50.3 100.0
- Fraction in subsample 93.4 91.2 94.1 92.9

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in subsample 100.0 100.0 100.0 100.0

The unit of observation is the individual.

1.39 The difference across Serb and Albanian samples in the fraction of poor as
compared to the fraction of extreme poor is reflected in the graph below that shows the
distribution of consumption for the two groups. The PCE distribution peaks between the
extreme poverty line and the poverty line which explains the larger poverty gap (which
measures the distance to the PL) and the relatively similar severity of poverty among the
two groups.15

Figure 3. Kosovo Consumption across Albanian and Serbs
0 Albanian A Serb
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2.04983 6.74224
ln(PEC)

15 The larger incidence of poverty among the Serb sample and the regional differences in poverty across
regions underscores the potential benefits of geographic targeting in public interventions.
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Table 7. Poverty incidence and composition by ethnic groups
(percentage points)

Ethnicity of the household head Extreme Poor Non Poor Total
Poor

Albanian
-Headcount 11.1 37.8 51.2 100.0

-Fraction in region 82.1 87.2 91.4 88.7

Croat
- Headcount 11.3 54.8 33.9 100.0

- Fraction in region 0.2 0.2 0.1 0.2

Muslim Slav, Bosniac, Gorani
- Headcount 23.2 32.1 44.7 100.0
- Fraction in region 3.0 1.3 1.4 1.6

Roma
- Headcount 59.7 36.3 4.0 100.0
- Fraction in region 8.4 1.6 0.1 1.7

Serb
- Headcount 10.5 48.1 41.4 100.0

- Fraction in region 6.2 8.7 5.8 7.0

Turk
-Headcount 2.2 38.7 59.1 100.0
- Fraction in region 0.2 1.0 1.1 0.9

Total
-Headcount 11.9 38.4 49.7 100.0

- Fraction in region 100.0 100.0 100.0 100.0
Note: Other ethnic groups with even less incidence were the Yugoslavs and the Croats.
The unit of analysis is individuals. These are percentages of individuals living with
household heads of specific ethnic groups.

1.40 Before discussing the results by ethnic groups, it must be noted that the results for
non-Albanian non-Serb ethnicities have more imprecise since are the survey was not
designed to statistically capture their characteristics. A more detailed examination of
ethnic groups will show additional differences in poverty across ethnicities (see Table).
About 89 percent of the sample is of Albanian ethnicity, compared to Serb (7 percent),
Roma (1.7) or Muslim-Slav, Bosniac, or Gorani (1.6). Poverty incidence across these
groups is very different and varies depending on the poverty measure. The extreme
poverty relative risk is extremely high for the Roma population (+400%) and the Muslim-
Slav, Bosnian or Gorani (+94%). However, only 4% of the Roma population is non poor
compared to 45% among the others. The population of Serb origin shows the highest
relative poverty risk (+25%) not considering other very small populations (Yugoslavs and
Croats).

1.41 Displacement during the war. The survey allowed the identification of
households with different displacement patterns during the conflict. Based on information
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about the place of residence before the war (March 1998) and during the survey (2000),
households are separated into four categories:

- those that did not move at all (never displaced);
- those that moved but returned to their original place of residence (formerly

IDP or refugees);
- those living in an other Municipality before the conflict and still displaced

(currently IDP, not returned); and,
- those that were living out of the Kosovo region before the war and returned

after the war (returning emigrants).

1.42 The survey results (see Table 6) indicate that almost 70 percent of the population
live with household heads that faced displacement, although most of them have retumed
(65 percent). About 28 percent of population lives in households whose head was never
displaced, and a small fraction lives with heads that are returnees (2.7 percent). This
corroborates the UNHCR estimates that indicate that during the conflict 500,000
Albanians were displaced within the province and 800,000 displaced to neighboring
countries (World Bank, 2000b).

Table 8: Kosovo. Displacement during the war and poverty
(percent of population)

Displacement category of the Extreme Poor Non Poor Total
Household head Poor

1. Never displaced
- Headcount 11.8 41.2 47.0 100.0
- Fraction in category 28.1 30.4 26.8 28.3

2. Formerly IDP, refugees
- Headcount 10.8 37.7 51.6 100.0
- Fraction in category 58.6 63.7 67.5 65.0

3. Currently IDP
- Headcount 24.7 37.1 38.2 100.0
- Fraction in category 7.1 3.3 2.7 3.5

4. Returning emigrants
- Headcount 23.7 28.7 47.6 100.0
- Fraction in category 5.4 2.0 2.6 2.7

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.43 While most of the poor (and extreme poor) were formerly displaced, the estimated
relative extreme poverty risk is higher for those currently IDP and those returning
emigrants (+100%).

How do the poor live?
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1.44 Type of Dwelling. The effects of the war are observed through the fraction of
people living in precarious dwelling (tents, barracks and other) or damaged dwellings
(apartment, houses). About 43 percent of the Kosovo population faced either of these
conditions during the year before the survey but at the time of the survey only 7 percent
continued living in precarious dwellings. The population affected by destruction in rural
areas is more than 56 percent compared to only 21 percent in urban areas, mainly
reflecting the higher destruction in rural areas during the war.

1.45 The incidence of extreme-poverty among those living in precarious dwellings is
24 percent, compared to only 10 percent for those living in intact houses or apartments In
urban areas this link is stronger: a relative risk of +224% reflects the high extreme-
poverty incidence among those in precarious housing (40 percent). In urban areas the link
between poverty and precarious housing reflects the living conditions of those displaced,
while in rural areas the link reflects the lack of resources to rebuilt or repair their houses.

1.46 The link between poverty (but not extreme poverty) and dwelling type is less
clear. About 40 percent of the poor and the extreme poor live in damaged dwellings,
compared to only 32 percent among the non poor. Among those living in damaged
houses or apartments poverty affects 57%. These patterns do not differ qualitatively
across ethnic groups, suggesting similar poverty impacts.

Table 9: Dwelling type and poverty incidence and composition
(percent of population)

Dwelling type Extreme Poor Non Poor Total
Poor

1. Precarious
- Headcount 23.8 39.8 36.5 100.0
- Fraction in category 13.7 7.1 5.1 6.9

2. Damaged
-Headcount 13.0 43.6 43.4 100.0
- Fraction in category 39.1 40.8 31.5 36.0

3. Intact
- Headcount 9.9 35.0 55.2 100.0
- Fraction in category 47.2 52.0 63.5 57.1

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

The unit of analysis is the individual.

1.47 Material of walls. While most of the poor and extreme poor are living in
dwellings with walls of cement and bricks, the fraction of the poor with such walls is
much smaller than that of the non poor. Conversely, the fraction of poor and extreme
poor households living in dwellings with walls of stone and mud is several times higher
than among the non poor.
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1.48 The incidence of poverty and extreme poverty is higher among households with
walls made of stones and mud. For these households the relative risk reaches +93% for
extreme poverty and +22% for poverty. The high relative risk is observed in both rural
and urban areas, but increases for extreme poverty in rural areas and for poverty in urban
ones.

Table 10: Material of walls and poverty incidence and
composition

(percent of population)

Materials of walls Extreme Poor Non Poor Total
Poor

1. Cement, bricks
- Headcount 9.6 36.8 53.7 100.0
- Fraction in category 68.2 78.5 87.4 81.8

2. Stones, mud
- Headcount 22.2 46.8 31.0 100.0
- Fraction in category 29.2 18.4 9.3 15.1

3. Wood, other
- Headcount 9.2 37.4 53.4 100.0
- Fraction in category 2.5 3.1 3.4 3.2

Total
-Headcount 11.5 38.3 50.3 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.49 Overcrowding. The home destruction and displacement due to the war caused the
agglomeration into dwellings that provided shelter to several families. To capture this
phenomenon this report examines the average number of members per room as a measure
of demographic density or overcrowding. About 15 percent of the population lives in
households with one or more rooms per member, about 48 percent live in households
with two of three members per room, and 38 percent with four or more members per
room.

1.50 The poverty (and extreme poverty) incidence figures shown in the table indicate
higher relative risks for those living in households with 4 or more members. The relative
extreme poverty risk is +50% and the relative poverty risk is +15%. These risks are even
higher in urban areas: +77% and +20% respectively. This evidence corroborates the
findings on displacement and dwelling type, where those displaced and living in
temporary shelters are also facing more difficulties in consumption. Notice that these
difficulties in consumption are observed despite the imposed economies of scale through
household size. If the displacement (and overcrowding) of households resulted in the
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weakening of their functional, social and cultural links, this may partly explain lowered
ability to achieve minimum levels of consumption (social exclusion).'6

1.51 The composition of the poor and extreme poor points in the same direction. About
56 percent of the extreme poor and 43 percent of the poor live in 4+ member households,
with even higher fractions in urban areas, where most of the displaced are living. This
corroborates again the link between displacement, overcrowding and poverty discussed
above.

Table 11. Overcrowded housing and poverty
(percentage population, composition)

Members per rooms Extreme Poor Non Poor Total
Poor

1. Less than one
- Headcount 18.4 28.9 52.6 100.0
- Fraction in category 0.7 0.3 0.5 0.4

2. One member
-Headcount 6.6 25.8 67.6 100.0
- Fraction in category 7.7 9.4 19.0 14.0

3. Two members
- Headcount 7.5 34.4 58.1 100.0
- Fraction in category 15.5 22.0 28.7 24.6

4. Three members
-Headcount 10.1 41.0 48.9 100.0
-Fraction in category 19.7 25.0 23.0 23.4

5. Four or more members
- Headcount 17.9 44.2 37.9 100.0
- Fraction in category 56.4 43.3 28.8 37.7

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

Note: The unit of observation is the individual.

1.52 Sanitary conditions. A related issue is that of water and sewage characteristics of
the household. Households may have a pre-existing water system that is not fully
operational or was destroyed during the war. If resources are not available, households
may be relying on publicly available sources such as public taps, standing pipes or other
sources (spring and others). Most of the population (including the poor) use centralized
water sources, reflecting the preexistent water system in the Kosovo province. Other
sources are equally used by the poor and non poor but with different poverty risks.

16 This argument may not fully work if displaced households receive solidarity support from the host
conununity. However, even in such conditions, displaced households are expected to have weaker
functional (economic), cultural (language) and social (participation) links.
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1.53 A major difference is observed between urban and rural areas. In urban areas,
relative poverty risks are higher for those with spring or other sources while in rural areas
spring sources are actually reducing the relative risk. This difference may be due to the
fact that the use of spring sources in rural areas requires either some basic connection or
transportation that demand resources (materials, people). Poorer households may not
have the necessary materials, labor force or may face ethnic-related risks to bring water
from distance.

Table 12. Water source and poverty
(percentage population, composition)

Type of water source Extreme Poor Non Poor Total
Poor

1. Centralized
- Headcount 13.2 35.9 50.9 100.0
- Fraction in category 51.5 43.5 47.6 46.5

2. Standing pipe
- Headcount 10.2 46.0 43.8 100.0
- Fraction in category 6.5 9.2 6.8 7.6

3. Well
- Headcount 9.8 40.6 49.7 100.0
-Fraction in category 31.5 40.8 38.6 38.6

4. Spring
-Headcount 9.8 36.3 53.9 100.0
- Fraction in category 4.7 5.4 6.2 5.7

5. Other
- Headcount 42.8 29.6 27.7 100.0
- Fraction in category 5.8 1.3 0.9 1.6

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.54 Type of toilet. Distinguishing households by type of sewage is a better measure
of welfare of the household. Poverty among those without any toilet is 62% similar to
the poverty incidence among households with latrines (60%). Those households with
flushing toilets are better off (39% poverty).

1.55 Households with no toilets and latrines have higher extreme poverty risks in rural
areas (+30%/0). In urban areas, the lack of flushing toilet increases the poverty risk
(+120%) while the use latrines instead of flushing toilets increases the extreme poverty
risk (+88%).

1.56 Most of the extreme poor use latrines (73 percent), but the rate is higher in rural
areas 89 percent. Then, latrines represent a potential proxy for extreme poverty in rural
areas.
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Table 13. Sewage type and poverty
(percentage population, composition)

Type of toilet Extreme Poor Non Total
Poor PoorToa

1. No sewage
- Headcount 15.8 46.0 38.3 100.0
- Fraction in category 3.0 2.8 1.8 2.3

2. Flushing
- Headcount 6.4 32.3 61.3 100.0
- Fraction in category 24.5 38.6 56.6 45.9

3. Latrine
- Headcount 16.7 43.5 39.8 100.0
- Fraction in category 72.5 58.7 41.6 51.8

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

Demographic characteristics of poor households

1.57 The presence of vulnerable groups such as children under 15, elderly and female
heads is larger among the poor, and particularly the extremely poor. Some of these links
are stronger in rural areas and for specific ethnic groups, suggesting a higher vulnerability
in those areas.

1.58 Household size. Table 14 shows higher poverty incidence for those households
between 7 and 12 members, particularly with higher extreme poverty risks. However,
very different patterns are observed in urban and rural areas. In rural areas small
households (1-3 members) have the highest extreme poverty risk (+63%), but only 6
percent of the extreme poor live in such households. This mainly reflects the lack of
consumption opportunities for households where members have moved to other location.

1.59 In urban areas, most of the extreme poor (72 percent) live in households with 7
members or more which also have larger extreme poverty risks (between +30 and +94).
Among the poor, while most of them live in households with 4 to 9 members, these do
not show larger poverty risks, making difficult to use it as a proxy variable for poverty.
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Table 14: Household size and poverty
(percentage population, composition)

Household size Extreme Poor Non Poor Total
(number of members) Poor

1-3
- Headcount 12.7 33.8 53.6 100.0
- Fraction in category 5.6 4.6 5.7 5.3

4-6
- Headcount 8.3 33.2 58.5 100.0
- Fraction in category 23.6 29.1 39.7 33.7

7-9
- Headcount 13.7 43.1 43.2 100.0
- Fraction in category 35.8 34.9 27.1 31.1

10-12
- Headcount 14.8 40.4 44.8 100.0
- Fraction in category 20.1 17.1 14.6 16.2

13 or more
-Headcount 13.1 40.0 47.0 100.0
-Fraction in category 15.0 14.3 12.9 13.7

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.60 Female headed households (FHH). The fraction of extreme poor living in
female headed households is low (7 percent) but larger than male headed households (5
percent). On average, the incidence of extreme poverty among those households headed
by females is slightly larger (14 percent) compared to that headed by males (12 percent),
but this difference is negligible in the incidence of poverty.

1.61 Significant differences are observed between urban and rural areas. While female
headship strongly increases extreme poverty risk in rural areas (+39), in urban areas it
slightly increases poverty risk (+6). This suggests an increased vulnerability of females in
rural areas that jeopardize consumption opportunities which could be associated to the
absence of prime adult male members. 17

1.62 Female headship, however, can vary across ethnic groups. Among the Serb
sample, about 12 percent of the poor and extreme poor live with female heads compared
to only 6 percent in the Albanian sample. Even though female headship is a more
common phenomenon among the Serbs, relative poverty risks are high for FHH
representing a potentially effective targeting indicator (more than +25%). Even larger

17 This is particularly corroborated by the qualitative study that points to the death or disappearance of a
husband, father or other male relative as a source of vulnerability in rural areas (World Bank, 2000b).
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extreme poverty risks are observed in rural areas. Among the Albanians, female headship
has significance only at the extreme poverty risk, and particularly in rural areas (+38%).

Table 15: Household head gender and poverty
(percentage population, composition)

Extreme NonGender of head Poor Total
Poor Poor

Male
- Headcount 11.8 38.3 49.9 100.0
- Fraction in region 93.4 94.3 94.9 94.5

Female
- Headcount 14.2 39.8 46.1 100.0
- Fraction in region 6.6 5.7 5.1 5.5

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in region 100.0 100.0 100.0 100.0

Table 16: Female headship relative poverty risk

Ethnic sample Extreme Poor Poor Non Poor Total

Serb
- Headcount 29.3% 24.4% -35.8% 100.0

Albanian
-Headcount 18.2% -1.6% -3.1% 100.0

Total
- Headcount 18.9% 3.5% -7.3% 100.0

Relative poverty risk is defined as the ratio between the poverty incidence for each category and
the poverty incidence for

1.63 Elderly. If poverty incidence is examined at the Kosovo level, no significant
difference is found between poverty incidence of those households with elderly heads and
the incidence among those with younger heads. Conversely, the fraction of elderly heads
is the same among the poor, extreme poor and non poor. Small rural-urban differences
appear since poverty among the elderly headed households in rural areas is slightly lower
that those with younger heads. In urban areas no substantial difference is found.

1.64 The only significant difference is related to elderly households among the Serbs.
About one half of the extreme poor and one third of the poor are headed by an elderly
individual within the Serb sample. The relative extreme poverty risk in +54%,
corroborating qualitative results that identify the elderly Serb households as vulnerable
(World Bank, 2000).
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1.65 Fraction of elderly in the household. Among the Albanian almost all the poor
and extreme poor (93 percent) live in households with less than 25% of elderly members,
compared to the Serbs where 35 percent of the extreme poor live in households with
more than 25 percent of elderly members. Poverty incidence among these elderly
dominated households is particularly worse in rural areas, resulting in higher relative
risks, particularly among the Serbs.

Table 17: Fraction of elderly in the household and poverty
(percentage points)

Fraction of elderly Serb Sample Albanian Sample
members Extreme Poor Non poor Total Extreme Poor Non Poor Total

Poor Poor

No elderly
- Headcount 7.0 47.8 45.3 100.0 10.8 36.7 52.6 100.0
- Fraction in category 32.0 50.9 55.2 50.6 46.7 50.6 54.4 52.1

0-25%
- Headcount 14.7 42.0 43.3 100.0 13.5 39.1 47.3 100.0
-Fraction in category 33.0 21.9 25.8 24.7 46.9 43.2 39.1 41.6

26-50%
- Headcount 8.2 55.1 36.7 100.0 10.2 37.4 52.4 100.0
-Fraction in category 12.3 19.2 14.7 16.6 4.6 5.4 5.6 5.4

51% +

- Headcount 30.8 47.4 21.8 100.0 22.4 34.1 43.6 100.0
-Fraction in category 22.7 8.1 4.3 8.1 1.8 0.9 0.9 1.0

Total
-Headcount 11.0 47.5 41.5 100.0 12.0 37.7 50.3 100.0
- Fraction in category 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

1.66 Fraction of children under 15. The other side of the elderly analysis is the
fraction of children under 15. This report uses the fraction of children under 15 as a
measure of dependent children to identify the potential vulnerability indicators.' 8 Among
Albanians most of the poor and extreme poor (72 percent) live in households with more
than 25% of children, compared to the Serbs where the most of the poor live in
households with less than 25 percent of children.

1.67 Poverty and extreme poverty incidence increases with the fraction of children
(more clearly among the Albanians), but this link is different in both urban and rural
areas. In urban areas, poverty increases in parallel with the fraction of dependents, while
in rural areas, the major increase is when the fraction is extremely large (more than 50%),
as shown in Figure 5. This evidence suggests that the poverty increasing effects of
displacement could be more severe for those households with a larger fraction of
children.

18 An alternative measure of simply the fraction of children that are in poverty. This is discussed on the
section of vulnerable groups.
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Table 18: Fraction of children in the household and poverty
(percentage points)

Serb sample Albanian sample
Fraction of children Extreme poor Non Total Extreme Poor Non Total

Poor Poor Poor Poor

No children
- Headcount 14.7 45.9 39.4 100.0 9.7 29.4 60.9 100.0
- Fraction in category 52.5 37.9 37.3 39.3 10.6 10.2 15.8 13.1

0-25%
- Headcount 9.9 44.6 45.5 100.0 9.7 33.6 56.7 100.0
- Fraction in category 20.8 21.7 25.3 23.1 16.3 18.1 22.9 20.3

26-50%
- Headcount 6.3 49.0 44.7 100.0 11.0 40.2 48.8 100.0
- Fraction in category 18.9 34.2 35.8 33.2 46.2 53.7 49.0 50.4

51% +

- Headcount 19.1 66.3 14.6 100.0 19.9 41.8 38.2 100.0
- Fraction in category 7.7 6.2 1.6 4.4 26.9 18.0 12.3 16.2

Total
- Headcount 11.0 47.5 41.5 100.0 12.0 37.7 50.3 100.0
- Fraction in category 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Figure 4
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Labor market characteristics of the poor.

1.68 Household heads were separated according to the type of labor force (non)
participation: non participants, unemployed, self-employed, agricultural workers and
wage workers. Most of the extreme poor are non-participants (41 percent) which have
also a high relative risk (+40%) reflecting the lack of employment opportunities in the
post-conflict labor market. Other important groups are agricultural workers (25 percent)
and salaried workers (28 percent) but with low relative risks. Less important among the
extreme poor but with very high relative risks are the Unemployed (+72%).

1.69 The importance of non participants among the poor and the extreme poor and the
high relative risk in both rural and urban areas underscores the problem of access to jobs
for a significant fraction of the population. In urban areas the non participants account for
52 percent of the extreme poor.

Table 19: Labor force status and poverty
(percentage points)

Labor force status of the household Extreme Poor Non Total
head Poor Poor

1. Non-participants
- Headcount 16.5 42.9 40.6 100.0
- Fraction in category 40.6 32.7 24.0 29.3

2. Unemployed
-Headcount 20.4 45.8 33.8 100.0
-Fraction in category 4.0 2.8 1.6 2.3

3. Self-employed
- Headcount 3.1 23.5 73.4 100.0
- Fraction in category 2.6 6.0 14.6 9.9

4. Agricultural worker
-Headcount 12.5 39.2 48.4 100.0
- Fraction in category 24.7 24.1 23.0 23.7

5. Salaried worker
- Headcount 9.6 37.9 52.5 100.0
- Fraction in category 28.1 34.4 36.8 34.8

Total
- Headcount 11.9 38.4 49.7 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.70 In rural areas the fraction of agricultural workers is .36 among the heads but 38
percent among the extreme poor. The large fraction of agricultural workers suggests that
agriculture could be absorbing part of the non participating labor force.

1.71 Self-employment characterizes about 10 percent of the heads and has effectively
improved their consumption levels reducing their relative poverty risks. A detailed
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analysis of small and micro-enterprises should provide an idea about their ability to
absorb additional labor and increase labor market participation. In this context, the
identification of the major bottlenecks should lead into interventions to ease the
functioning of such firns.

1.72 Among the Serb population, however, poverty incidence has a different profile.
Poverty is equally high among the unemployed and the agricultural workers (59%) but is
even larger among the self-employed (67%). Only wage workers have a slightly smaller
incidence of poverty: 49%. This may suggest that productivity among the self-employed
is much lower among the Serb households, probably because of the mobility constraints
or difficulties observed in input and output markets. A detail examination of the market
conditions for small and micro enterprises should distinguish among different ethnic
groups since the current ethnic tension may affect access to credit, inputs and product
markets. In general, discrimination on the basis of ethnic origin may affect not only
hiring decisions, but also consumer choices, and access to markets.

1.73 Significant differences in poverty incidence are observed by examining income
sources of the household. On average, the fraction of income from labor (wage and self-
employed) is lower among the poor (48%) than among the non poor (60%), reflecting the
importance of assistance sources among the poor (international aid and private transfers).
In rural areas, the fraction of income from labor is only 45% compared to 68% in urban
areas due to the existence of other sources of income (aid and other transfers). The poor
in rural areas get only 39% of their incomes from labor compared to 63% in urban areas.

Health, disability and education

1.74 Disability. Two measures of disability are examined: (i) the official Disability
Card issued by the pre-existing authority, and (ii) functional disability that measures the
difficulty to perform some activities. Poverty and extreme poverty incidence among those
households whose heads have a Disability Card (15 and 42 percent respectively) is
slightly larger than among the rest of the population. This difference is particularly higher
in urban areas where 26 percent of the population that live with disabled heads are
extreme poor, compared to 12 percent among those living with non disabled heads.

1.75 The population living with disabled household heads is about 7 percent among the
poor and 8 percent among the extreme poor, compared to 5 percent among the non poor.
The importance of disabled heads is particularly large among extreme poor in Urban
households (13 percent) and Serbs (15 percent), for which the disability card increases
the relative risk within those sub-groups to more than +100%.
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Table 20: Disability card and poverty
(percentage points of population)

Fraction of disabled among: Headcount Relative risk
Extreme Poor Extreme Poor Extreme Poor

poor poor poor

Rural 4.5 7.1 8.2 45.4 -29.5% 12.4%

Urban 13.2 6.4 26.4 35.7 111.8% 1.7%

Serb 15.0 5.9 22.4 38.3 103.4% -19.5%

Albanian 7.4 6.9 14.3 42.1 19.2% 11.7%

All 7.9 6.9 15.0 41.8 25.5% 8.8%
Note: Relative risk measures are estimated using the corresponding sub group. For instance, the
relative risk of extreme poverty for Urban disabled is the ratio of extreme poverty incidence
among urban disabled and urban extreme poverty incidence 26.4/12.5 = 111.8%.

1.76 If disability is measured as the functional difficulty to perform various physical
activities (stand-up, put clothes on, etc), a very similar picture is observed. The major
difference is that incidence of disability is larger than that suggested by the Disability
Card. Among the Albanians the fraction of disabled heads was 6.6 percent according to
the Card but more than 14 percent by the functional criteria. The difference among the
Serb household heads is between 7.4 percent and 23 percent respectively, suggesting that
the Disability Card is excluding some of the disabled Serbs.

1.77 Given that the functionally disabled are a larger fraction among the extreme poor,
the use of the Disability Card as part of the Social Assistance system should incorporate
other disability measures in order to capture the inability of individual to generate
incomes. This also points to specific improvements needed in eligibility for disability
benefits among different ethnic groups.

1.78 In rural areas, however, disability measures are not associated with significantly
higher poverty incidence. The available information does not allow to identify potential
displacement effects after the conflict and the disability incidence. If households affected
by the war (and more likely to suffer disability) moved from rural to urban areas, it is
expected to find a steeper disability gradient in urban areas.

1.79 Health status of the head of household. The LSMS Survey collected self-
reported measures of health status for all members.19 Both poverty and extreme poverty
incidence are higher for households with a head in poor health is higher (14 and 42
percent) than for the average. The relative risk, however, increases extreme poverty by
+20%, a result driven by the Albanian sample.

1.80 While the poverty incidence across urban and rural areas is different, the poverty
increase associated with poor health is similar: overall poverty (extreme and non extreme

In this report we found strong links between self-reported measures of health status and poverty.
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poverty) increases from 51% to 58% in rural areas and from 46% to 54% among urban
households. A similar link between poverty and poor health is found when examining the
fraction of members in poor health.

Table 21: Household head in poor health and poverty
(percentage points of population)

Relative risk
Extreme Extreme PoorPoor Non poor Popoor poor

Serb
- Headcount 12.0 49.7 38.3 9.3% 4.6%
- Fraction in category 47.9 45.8 40.4

Albanian
- Headcount 14.8 40.5 44.7 23.3% 7.4%
- Fraction in category 21.3 18.6 15.4

Total
- Headcount 14.3 42.0 43.7 20.2% 9.3%
- Fraction in category 23.1 21.0 16.9

1.81 The link between poverty and health status may be contaminated by differences in
access and utilization of health care or other related services that could be affecting self-
reported health measures (Strauss and Thomas, 1996). The fraction of heads reporting
poor health among the Albanians is 18 percent compared to 48 percent among the Serb
sample. This could represent a problem when comparing populations from different
ethnicities with different available public resources.

1.82 Overall poverty incidence among Albanian households with heads in poor health
is 55% compared to 49% for those in better health. Among the Serb households the
poverty incidence is 62% and 56% respectively. This indicates that while poor health and
poverty are closely associated, a fraction of such link is due to the differences in health
care access between the Serb and Albanian samples.

1.83 Education of the household head. About 52 percent of household heads have
attained a Secondary education (most of them completed), but this fraction is only 32
percent among the extreme poor. The rest of heads (68 percent) attended only Primary
school or less. About the same fraction of the extreme poor population live with heads
that have Primary education or less, for which also extreme poverty risk is higher than
+25% (+62% among the non educated).

1.84 The relative poverty risk (not including extreme poverty) is highest among those
living in household with head with incomplete Secondary education despite the fact that
those are only 6 percent of the poor.
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Table 22. Education of the household head and poverty
(percentage of population)

Education level of the head xtr Poor Non Total
Poor Poor

Not educated 19.3 35.7 45.0 100.0
19.4 11.2 10.9 12.0

Incomplete primary 14.3 42.9 42.8 100.0
18.7 17.4 13.4 15.6

Complete Primary 14.3 41.2 44.5 100.0
29.4 26.3 22.0 24.5

Incomplete Secondary 9.9 53.5 36.6 100.0
3.3 5.5 2.9 3.9

Complete Secondary 7.9 34.7 57.4 100.0
29.3 39.8 50.9 44.0

Total 11.9 38.4 49.7 100.0
100.0 100.0 100.0 100.0

Some variables relevant for rural poverty: land, livestock and assets

1.85 Before proceeding to examine the correlates of poverty in urban and rural areas, a
description of additional factors relevant in rural areas is presented. Three major
indicators are examined: land tenure, value of livestock and value of machinery. The
importance of labor inputs in agricultural production is not examined here because of the
focus on assets and poverty. However, a complete rural sector analysis should include an
assessment of rural labor markets, particularly because of the massive demographic
changes observed due to displacement and returning refugees.20

1.86 Land. Household land holdings include land owned, rented and borrowed. About
32 percent of the rural population live in household with less than 1 hectare of land
holdings. The incidence of extreme poverty among the smaller farmers (19 percent), is
the highest when compared to other land holdings, representing a high relative risk
(+62%). These small producers are the most among extreme poor (51 percent), followed
by the population with land holdings between 1 and 2 hectares (23 percent). The small
farmers represent a sizeable 31 percent of the poor, closely followed by the 1-2 hectare

20 Another problem to be included in the analysis of the economic conditions of rural areas is the actual use
of land and the restrictions due to the presence of land mines.
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farmers (27 percent). The relative poverty or extreme poverty risks for other categories
are relatively small or negative, suggesting that the small farmers have very different
economic conditions compared to others.

Table 23: Land tenure and poverty in rural areas
(percentage points of population)

Land tenure (hectares) Extreme Poor Non TotalPoor Poor

Less than 1 Ha.
- Headcount 18.8 39.7 41.5 100.0
- Fraction in category 51.2 31.0 27.4 31.6

Between 1-2 Ha.
- Headcount 10.4 43.5 46.2 100.0
- Fraction in category 22.5 27.2 24.3 25.2

Between 2-3 Ha.
- Headcount 9.1 42.7 48.2 100.0
-Fraction in category 13.3 17.9 17.0 16.9

Between 3-4 Ha.
- Headcount 5.5 41.2 53.3 100.0
-Fraction in category 5.0 10.6 11.6 10.4

Between 4-5 Ha.
- Headcount 4.8 33.1 62.0 100.0
- Fraction in category 2.4 4.7 7.4 5.8

More than 5 Ha.
- Headcount 6.6 34.6 58.9 100.0
- Fraction in category 5.7 8.6 12.3 10.0

Total
- Headcount 11.6 40.4 48.0 100.0
- Fraction in category 100.0 100.0 100.0 100.0

The unit of analysis is the individual. Figures indicate the percentage of population
in each category.

1.87 A complete analysis of the agricultural sector should include the characteristics of
these small farmers such as land productivity and use of technology, access to credit and
input markets, and the nature of the linkages to other urban activities through crop and
labor markets.

1.88 Farm assets. Together with land tenure, the existence and value of agricultural
machinery and equipment is important to examine from a poverty perspective since these
assets capture long term investments with productive potential. In addition, these assets
could be used as collateral.
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1.89 The main finding is that the population living in households with no equipment is
also the one with highest relative extreme poverty (+29%). Moreover, almost 69 percent
of the extreme poor and 52 percent of the poor have no equipment, representing the major
obstacle for increasing production and productivity in rural areas. The lack of assets is
consistent with the reported destruction of farm buildings, agricultural machinery and
animals during the conflict (World Bank, 2000b). Those reports indicate that most of
such destruction took place in Western Municipalities which is corroborated by the large
fraction of population with no equipment in the Western AOR (63 percent) compared to
49 percent in the Northeast or Southeast.

Table 24: Machinery, equipment and poverty in rural areas
(percentage points of population)

Value of machinery and Extreme Poor Non Total
equipment Poor Poor

No machinery
- Headcount 15.0 39.6 45.4 100.0
- Fraction in category 68.8 52.1 50.5 53.3

Less than 4,000 DM
- Headcount 9.2 41.8 49.0 100.0
-Fraction in category 13.5 17.7 17.4 17.1

4,000 DM < 8,000 DM
-Headcount 7.8 43.6 48.7 100.0
-Fraction in category 12.7 20.4 19.2 18.9

More than 8,000 DM
-Headcount 5.5 37.0 57.6 100.0
-Fraction in category 5.0 9.8 12.9 10.8

Total
- Headcount 11.6 40.4 48.0 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.90 Livestock. Rural households tend to diversify activities as means to reduce the
exposure to adverse shocks (pests, floods, prices, etc). In Kosovo, almost all rural
households have some animals in their farm.21 Using a self-reported value for each of the
animals, the next Table describes the poverty composition and incidence according to the
value of livestock. About 26 percent of the rural population lives in households with
livestock worth less than DM 1,000. Most of the rural population (47 percent) live in
households that have livestock worth less than DM 2,000. The distribution of livestock
value seems more uniform than that of land or machinery, reflecting the use of livestock
as a saving instrument and potential direct consumption in case of adverse shocks.2 2

21 Only 9 households out of 1,440 reported no animals in their farm.
22 An agricultural sector work requires to examine also the scale and compositions of livestock holding by
socioeconomic status, since poorer households may tend to have small livestock (chicken, sheep) while
iicher households may have larger animals (cows). This not only reflects the available resources allocated
to savings but also the liquidity constraints faced by each type of household.
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Table 25: Value of livestock and poverty in rural areas
(percentage points of population)

Value of household livestock Poor Poor Poor Total

Less than 1,000 DM
-Headcount 15.4 41.2 43.4 100.0
- Fraction in category 34.4 26.4 23.5 25.9

Less than 2,000 DM
-Headcount 9.1 41.9 49.0 100.0
-Fraction in category 36.6 48.2 47.5 46.5

More than 2,000 DM
- Headcount 12.2 37.3 50.5 100.0
- Fraction in category 29.0 25.4 29.1 27.6

Total
- Headcount 11.6 40.4 48.0 100.0
- Fraction in category 100.0 100.0 100.0 100.0

1.91 Extreme poverty risk shows a large increase for households with less than DM
1,000 in livestock, while the composition of the poor and extreme poor offer no clear
difference across livestock holders.

Regression analysis

1.92 This section examines the determinants of poverty using the household
characteristics described above. The next Table describes the characteristic of the
households in extreme poverty, poverty and not poor. The typical extreme poor
household is a rural Albanian with a relatively large number of children (2 or more)
whose head have mainly Primary education. These characteristics are summarized in
Tables 1 and 2. A statistical description for separate ethnic groups is presented in
Appendix 3. Because of their relative importance, a description of the Rural Albanian
households in poverty and extreme poverty is presented.
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Table 26. Descriptive statistics for Rural Albanian sample
(Household level means and standard errors)

Overall Population Extreme poor Poor Non poor

Precarious 10.4% (.0169) 7.4% (.0079) 5.4% (.0059)

Damaged 40.0% (.0271) 37.5% (.0147) 28.7% (.0118)

Intact 49.6% (.0277) 55.1% (.0151) 65.9% (.0124)

Cement, bricks 60.9% (.027) 74.8% (.0132) 84.6% (.0095)

Stones, mud 30.5% (.0255) 17.5% (.0115) 9.3% (.0076)

Wood, other 2.5% (.0086) 3.5% (.0056) 3.4% (.0048)

No toilet 3.9% (.0108) 2.4% (.0047) 1.7% (.0034)

Flushing toilet 26.7% (.0245) 41.7% (.0149) 59.1% (.0129)

Latrine 69.4% (.0255) 55.9% (.015) 39.2% (.0128)

Centralized water 52.0% (.0277) 49.1% (.0151) 52.9% (.0131)

Standing pipe 4.2% (.0111) 7.3% (.0079) 5.7% (.0061)

Well 32.7% (.026) 36.3% (.0146) 34.8% (.0125)

Spring 5.9% (.013) 5.9% (.0071) 5.6% (.006)

Other 5.2% (.0123) 1.5% (.0036) 1.0% (.0026)

Households size 6.8 (.204) 6.7 (.1079) 6.2 (.0864)

Age 0-5 1.0 (.0731) 0.9 (.0369) 0.7 (.029)

Age 6-14 1.5 (.0904) 1.4 (.0447) 1.2 (.0356)

Age 15-25 1.5 (.0961) 1.5 (.0467) 1.4 (.0381)

Age 26-64 2.3 (.0769) 2.5 (.0433) 2.6 (.036)

Age 65+ 0.5 (.0413) 0.5 (.0204) 0.3 (.0161)

Female head 11.3% (.0175) 8.8% (.0086) 6.5% (.0065)

Age of head 51.3 (.873) 51.0 (.412) 50.0 (.349)

Non educated 20.1% (.0222) 11.1% (.0095) 8.3% (.0072)

Primary 47.8% (.0277) 42.2% (.015) 32.3% (.0122)

Secondary 32.1% (.0259) 46.6% (.0151) 59.5% (.0128)

Poor health 30.3% (.0254) 24.3% (.013) 17.6% (.01)

Disability card 10.0% (.0166) 7.4% (.008) 5.4% (.0059)

Nonparticipant 44.1% (.0275) 34.1% (.0144) 24.0% (.0112)

Unemployed 3.6% (.0103) 3.6% (.0057) 2.0% (.0037)

Self-employed 2.9% (.0093) 5.6% (.007) 13.7% (.009)

Agricultural worker 22.8% (.0232) 22.4% (.0126) 19.7% (.0104)

Salaried 26.7% (.0245) 34.3% (.0144) 40.7% (.0129)

No move 37.7% (.0268) 34.1% (.0144) 30.2% (.012)

Former IDP 50.0% (.0277) 59.0% (.0149) 63.3% (.0126)

Current IDP 6.4% (.0135) 3.8% (.0058) 2.5% (.0041)

Returning mnigrant 4.8% (.0119) 2.4% (.0046) 3.4% (.0047)

Land (Ha.) 0.80 (.0741) 1.20 (.0603) 1.34 6.0%

Machinery (,000) 0.63 (.1099) 1.27 (.0854) 1.52 9.5%

Livestock value (,000) 0.42 (.0352) 0.55 (.0226) 0.55 2.1%

Households 327 1,091 1,462
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1.93 Rural Albanian. The fraction of households living in precarious dwellings is
similar among the Extreme Poor and the Poor (11-13%). The fraction of households
living in damaged dwellings, however, is higher among the Poor (50 percent) than among
the extreme poor (43 percent), while the fraction living in intact dwellings is higher
among the Extreme Poor (44 percent). This relatively better dwelling characteristics of
the extreme poor possibly reflects the agglomeration of rural families in those intact
dwellings that survived the extreme destruction in rural areas.

1.94 The poor and the extreme poor differ also in other aspects such as materials of
wall, source of water and sewage. About 38 percent of households in extreme poverty
have wall made out of stones and mud, compared to only 20 percent among the poor. A
relatively low fraction on non poor (38 percent) have a flushing toilet, but the difference
among the poor (20 percent) and the extreme poor (8 percent) is still large. The use of
latrines is equally extended among the poor (75 percent) but higher among the extreme
poor (85 percent).

1.95 The demographics characteristics provide another distinction. The largest average
household size is observed among the poor (almost 8 members) compared to the non poor
(7 members). The number of children is relatively similar across different groups (about 2
children below 15) but the major difference is in the number of prime adults (aged 26-64)
and elderly. The number of prime adults is lower among the extreme poor (2.3) than
among the poor (2.7) or non poor (2.8). The number of elderly is higher among the
extreme poor: 14 percent of rural Albanian households have two or more elderly
members, compared to only 10 and 7 percent among the poor and the non poor
respectively. The non poor family is on average a 7-member family, with three prime
aged adults, two children and two youth. The rural non poor occasionally includes an
elderly.

1.96 These households also differ in the characteristics of the household head. In rural
areas, the age of the household head is very similar across poverty groups, but important
differences appear on educational outcomes. The fraction of household heads with no
education is the largest among the extreme poor (26 percent) which doubles the fraction
observed among the poor (13 percent) and the non poor (12 percent). While most of the
non-poor heads attended secondary education (47%), most of the poor household heads
attended only Primary education (5 1%).

1.97 The differences between poor and non-poor vary by ethnic groups. Based on
separate description included in Appendix 3 the major differences are found in the
dwelling characteristics, household size, female headship and age of the head, among
others. The fraction of households living in damaged dwellings is larger among the Serbs:
about 54% of the poor households have damaged dwellings compared to only 35%
among the non-poor Serb households. Among the Albanians the difference is only
between 35% and 28% respectively.

1.98 Household size is larger among the Albanians and even larger among the poor
households. Among the Serbs, however, the poorer households have smaller sizes mainly
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because of less children and prime adults. The number of elderly (65 or more) members,
however, is similar between Serbs and Albanians.

1.99 While age of the head is similar for the poor and non-poor Albanians, poor Serb
households are headed by rather older individuals. This corroborates the previous finding
on household size and age composition suggesting that younger Serb adults may have
been absent from the region.

1.100 Female headship is evenly found among the poor and non-poor Albanian
households, in contrast to the Serb population where fraction of poor households with
female heads is 18% compared to only 9% among the non-poor. This suggests that while
female headship is more common among the Serbs, it is also associated with higher
poverty risk.

1.101 Regarding educational attainment of the household head the Albanian-Serb
comparison provides an additional contrast. Among the Albanians, most of the heads in
poverty achieved Primary education or less (56%=12.8+43.1) a number close to that of
the Serbs (5 1%). The difference between the Albanian and the Serbs is observed among
the non poor, where only 59% of the Albanian households attended Secondary education
compared to 79% of the Serbs.

1.102 In order to examine the detenninants of falling into poverty, separate regressions
were estimated for the Full sample, Urban and Serbs households. The results are shown
in the Table 27. The estimates show the effect of each of the variables on the probability
of falling into extreme poverty for the overall sample, the rural households an the Serbs.

1.103 The factors affecting extreme poverty risk are dwelling characteristics,
demographic compositions, education of the head, labor market participation,
displacement status and assets in rural areas. Among the dwelling characteristics those
living in precarious housing increase their probability of falling into poverty by 11
percentage points, while those lacking flushing sanitary services increase by 9 to 10
points.

1.104 Household size, the fraction of children and the fraction of elderly are key factors
increasing extreme poverty risk. Educated households heads have lower chances to fall in
extreme poverty, particularly those with Secondary education. Household heads holding a
Disability Card increase their chances to fall in extreme poverty but mainly in urban areas
and among the Serbs.

1.105 Labor market participation also affects the risk of poverty, increasing it by 5
points among those non participant heads. On the other hand, self-employment has been
effective in reducing the poverty risk but only a small fraction of the population is
participating as such. Heads working in agriculture have an increased poverty risk, but
not significantly different from those non participants.
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Table 27: Extreme Poverty regressions
(estimates of change in probability of being extreme poor, standard errors in parenthesis)

Overall sample Urban sample Serb sample

Precarious 0.1152 (.0451)* 0.2097 (.083)* -0.0166 (.0399)

Damaged 0.0123 (.0174) 0.0605 (.0365)* 0.0054 (.0224)

Stones, mud 0.0580 (.0215)* 0.0199 (.035) 0.0118 (.0292)

Wood, other -0.0282 (.0266) -0.0060 (.0593) 0.2943 (.1896)*

No toilet 0.1084 (.0624)* *

Latrine 0.0860 (.0149)* 0.0637 (.0265)* 0.0879 (.0384)*

Standing pipe -0.0247 (.0227) 0.1434 (.1386)

Well -0.0425 (.0169)* -0.0197 (.0287) 0.1682 (.0669)*

Spring -0.0386 (.0199) 0.1617 (.2096) 0.1275 (.0947)*

Other 0.0978 (.0605)* 0.2644 (.1913)* 0.8117 (.1296)*

Households size 0.0630 (.0179)* 0.0886 (.0288)* -0.0180 (.0284)

Age 0-5 0.1228 (.0561)* 0.1281 (.0931) -0.0654 (.1217)

Age 6-14 0.0647 (.0474) 0.0534 (.0829) -0.1327 (.0834)

Age 15-25 0.0687 (.0412)* 0.0903 (.0632) -0.0442 (.0694)
Age 65+ 0.2294 (.0426)* 0.2134 (.0643)* 0.0094 (.0472)

Female head -0.7150 (.0208) 0.0013 (.0319) 0.1393 (.0402)

Age of head 0.0012 (.0027) 0.0014 (.0044) -0.0138 (.0065)*

Age squared 0.0000 (.) 0.0000 (.) 0.0001 (.0001)*

Primary -0.0397 (.0178)* -0.0260 (.0239) 0.0706 (.0472)*

Secondary -0.0916 (.0221)* -0.0667 (.0314)* 0.0309 (.0364)

Poor health 0.0038 (.0143) -0.0297 (.0173) -0.0131 (.0219)
Disability card 0.0009 (.0229) 0.1271 (.0611)* 0.1594 (.0886)*
Non participant 0.0511 (.0217)* 0.0771 (.028)* 0.0266 (.0351)

Unemployed 0.0375 (.0405) 0.0046 (.0351)
Self-employed -0.0524 (.0142)* -0.0814 (.0134)* -0.0283 (.0392)

Agricultural worker 0.0444 (.0231)* 0.0141 (.0478) 0.0128 (.033)

FormerlIDP -0.0282 (.0138)* -0.0393 (.0218)* 0.0654 (.1061)

Current IDP 0.1230 (.0566)* 0.0897 (.0536)* -0.0331 (.0323)
Returning migrant 0.0644 (.0568) 0.0631 (.0658)
Land (Ha.) -0.0170 (.0057)* -0.0085 (.0101)
Machinery (,000) -0.0053 (.0026)* -0.0086 (.0055)

Livestock (,000) -0.0213 (.0101)* -0.0372 (.0176)*
Urban -0.0025 (.0194) 0.0667 (.0439)*

Number of obs. 2880 1436 418

Wald chi2(36) 283.82 162.92
Pseudo R2 0.1982 0.2292 0.3156
Log likelihood -844.159 -416.47 -107.86
Note: The estimates show the change in the probability of being in extreme poverty attributable to each
variable: dF/dx. Standard errors have been adjusted for PSU clustering effects. * Indicates that the
estimate is significantly different from zero at the 5% confidence level.
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1.106 The displacement status of the household has strong implications for the poverty
risk. Compared to those households that never moved, those former IDP that returned to
their original locations have slightly smaller chances of falling into extreme poverty. On
the other hand, those currently IDP have significantly larger chances to fall into extreme
poverty (+12 percentage points).

1.107 Finally, the access to land and machinery play a role in decreasing poverty.
Causality, however, is debatable since poverty and assets might be correlated by
unobserved factors (stronger family links, remittances, etc).

1.108 Other differences are observed when comparing the regression results between the
overall and the Serb sample. First, the effect of precariousness of the dwelling is larger
among the Albanians than among the Serbs. The reverse is observed regarding damaged
dwellings. If the massive displacement observed on both ethnic groups is behind the
increased use of temporary shelters and damaged dwellings, poverty risk can be linked to
the effects of displacement and increased vulnerability in living conditions. Sanitary
conditions of the household (water and sewage) are significant only for the Albanians,
partly due to the better coverage of basic sanitary services among the Serbs and the
differential ability (resources) of the Albanians to replace and rebuild their houses.

1.109 The different demographic composition and limited mobilization among the Serbs
may also explain the relative lack of connection between demographic composition and
poverty. Regarding education, while heads with Secondary education have better chances
to escape poverty, these benefits were not observed among the Serbs. A detailed labor
market analysis will provide specifics on the different labor market characteristics that
Albanians and Serb individuals are facing.

1.110 Among the Serbs, an identical household would face higher extreme poverty risk
in urban areas than in rural areas. This urban-related poverty effect might be attributable
to the lack of opportunities in labor markets (labor demand), tough self-employment
conditions (product demand, input supply, credit), and the lack of self-help alternatives
observed in rural areas (farming).

Simulating policy reduction policies.

1.111 Using regression analysis, the potential poverty reduction effects of interventions
in the three areas (land, machinery and employment) are quantified by comparing the
actual incidence of extreme poverty with the predicted incidence under different policy
scenarios. The results are reported in the Table below.

1.112 The first raw reports the estimated effect of a policy that increases land use to a
minimum of 2 hectares for all households in rural areas. This corresponds to an increase
of more than 1 hectare per average household in extreme poverty (from 1.2 to 2.3
hectares). The second raw reports of estimated effects of increasing the capital stock of
agricultural farms to the average value of the rural household (DM 2,285). This
represents an overall increase in the capital stock from DM 1,022 to DM 2,877 among the
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extreme poor households in rural areas. The third and final line simulates the poverty
alleviation effect of an 8 percent increase in salaried employment that reduces non-
participation, consistent with the 10 percent growth estimated by the IMF. The increase
in salaried employment is shared in both rural and urban areas.

Table. Poverty reduction effects of alternative policies

icidence of Estimated Relative
Extreme Reduction reduction
Poverty

1. Increased access and use of land 10.6% 1.3% 10.8%
2. Agricultural stock reconstruction 9.0% 2.9% 24.5%
3. Growth and employment 11.8% 0.2% 1.3%

Total effect 7.6% 4.4% 36.7%

Source: Kosovo 2000 LSMS and World Bank calculations.

1.113 The combined effect of these policies is expected to reduce extreme poverty by
4.4 percentage points but significant differences among different policies are observed.
The increased land use is the major poverty reduction instrument given the large fraction
of rural households with no land. The other intervention targeted to rural areas (increase
of machinery) has a very limited effect since the problems in access to and use of land
reduce the potential benefits of increased productivity. Finally, growth and labor market
policies that reduce the high fraction of non-participants and increase salaried work,
reduces more than 10 percent the incidence of extreme poverty.

Patterns of expenditure (and the impact of food aid on poverty alleviation).

1.114 The consumption aggregate described in Annex 1 included food, non-food,
housing, education and the rental value of durable goods. As it was discussed, housing
does not include the rental value of the dwelling or the value of recent home
improvements because of the major reconstruction and thin rental market in the Kosovo.
On the other hand, "housing" expenditures correspond to those outlays on utilities, other
household services (cleaning) and small items (bulbs, plugs).

1.115 The level of the different expenditure groups vary across population quintiles
ranked by PEC, but the composition does not show substantial variations. The next Table
shows the average household expenditures for different group (food, non food, housing,
education, etc) across population quintiles. The monthly expenditure per household is
DM 750 on average but ranges between by DM 331 and DM 1,274 in the poorest and
richest quintile respectively. Food consumption is the most important item for the
households, but the share of food doesn't vary substantially across PCE quintiles (around
50 percent). The proportion of expenditures on non food items decreases from 22 percent
in the poorest quintile to 18 percent in the richest quintile. This reduction in the relative
participation is mainly due to the smaller fraction of daily expenditures (particularly
transportation and tobacco) and the increase in house-related expenditures (utilities).
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Table 28: Kosovo Expenditure Composition by Groups and PCE Quintiles
(percent of total expenditures)

Population quintiles ranked by PCE
1 2 3 4 5 Total

1. Food 51% 49% 48% 50% 52% 51%
2. Non food 22% 22% 21% 19% 18% 20%
3. Housing 11% 11% 12% 13% 14% 13%
4. Education 5% 5% 6% 5% 6% 6%
5. Durables 10% 12% 13% 12% 10% 11%

Total 100% 100% 100% 100% 100% 100%
Memo item:
Total expenditure 331.6 492.5 676.4 875.0 1274.3 749.0

Table 29: Kosovo Expenditures by Groups and PCE Quintiles
(average monthly expenditures in DM)

Population quintiles ranked by PCE
1 2 3 4 5 Total

1. Food 168.9 243.7 326.1 438.8 668.8 379.6
2. Non food 74.0 106.6 140.4 169.0 225.7 146.1
3.Housing 37.8 55.2 81.0 111.0 173.8 94.6
4. Education 17.2 26.2 40.0 47.8 76.5 42.7
5. Durables 33.8 60.7 88.8 108.5 129.6 86.0
Total 331.6 492.5 676.4 875.0 1274.3 749.0
Memo item:
Food aid 31.9 27.3 18.2 16.1 10.6 20.4
- % of food from aid 18.9% 11.2% 5.6% 3.7% 1.6% 5.4%
- Incidence 30.7% 26.2% 17.5% 15.5% 10.2% 100%
Sample 537 603 566 569 605 2880

1.116 Food aid. An important feature is observed regarding the importance of food aid
across different households. The value of food aid from international and humanitarian
organizations is about DM 20 per month per household, and varies between DM 32
among the poorest population quintile to DM 11 in the richest group. The magnitude of
this difference is clearly observed when examined as a fraction of the total food
consumed by each household. Among the poorest quintile, food from aid represented
almost 20 percent of their total food consumption while this is less than 2 percent among
the richest quintile.

1.117 Moreover, the distribution of food aid resources across the PCE distribution
shows that the poorest quintile was capturing about 31 percent of the total food aid,
compared to the richest quintile that captured only 10 percent (see line Incidence in Table
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29). This evidence is suggestive of existing targeting mechanisms that are effectively
reaching the poorest but still showing signs of leakages.

1.118 What was the impact of food aid? Did it enable some households to avoid poverty
(or extreme poverty)? The next Table describes the poverty indicators with and without
Food Aid. Overall poverty incidence (headcount) without Food Aid would have been 52
percent compared to the observed 50.3 percent. However, a higher impact on poverty is
observed among those in extreme poverty. The percentage of population in extreme
poverty (incidence) would have been almost 15 percent without Food Aid. This
differential impact on extreme poverty and overall poverty incidence reflects the
progressive allocation of Food Aid across different socioeconomic groups (observed in
Table 29).

Table 30. Kosovo: Impact of Food Aid on Poverty Indicators
(Poverty indicators with and without Food Aid)

Actual Without Food Reduction
consumption Aid with Food

Extreme Povertv
Incidence 11.9% 14.6% 2.6%
Extreme Poverty Gap 2.50%o 3.9% 1.3%
Extreme poverty severity 0.8%/o 1.5% 0.7%

Overall Poverty (includin-
extreme)
Incidence 50.3% 52.2% 1.9%
Extreme Poverty Gap 15.7% 17.8% 2.1%
Extreme poverty severity 6.80%o 8.4% 1.6%

Inequality indicators
Gini coefficient 0.2845 0.2992 0.0146
Theil entropy measure 0.1336 0.1476 0.0140
Theil mean log deviation 0.1346 0.1531 0.0185

1.119 Other indicators corroborate these findings. The extreme poverty gap and severity
indicators were significantly reduced by the Food Aid intervention. The evidence
presented indicates that the implementation of a social safety net to protect the poor must
exploit the successful mechanisms used so far, while trying to reduce the errors of
inclusion of non targeted households.

1.120 Consumption Inequality in Kosovo. The Gini coefficient for Kosovo is around
0.29 a coefficient close to those from other countries in the region: Croatia (0.32), FYR
of Macedonia (0.34), or Slovenia (0.28). Other inequality measures corroborate the
evidence described. What is the role of food aid in the observed inequality. The Table
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above describes the inequality indicators of consumption without including food from
aid. Without food aid inequality in Kosovo would have been also higher, and this would
have been similarly observed in both the top and bottom of the distribution. The effects of
food aid on increasing consumption were also reducing consumption inequality, despite
the significant leakages observed before.
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Appendix Al. Construction of the Consumption Aggregate

Measures of welfare vary across countries depending on the characteristics of the region,
consumption patterns and actual individuals and household needs. A common measure of
welfare is household consumption as opposed to household income, particularly if it is
agreed that households are likely to smooth consumption over time.

1. The Kosovo LSMS included several modules on consumption from different
sources and expenditures on a number of items. The Kosovo LSMS was used to construct
a measure of total consumption, which in pninciple could include consumption of food
(from different sources such as purchased, received as gift, humanitarian aid, or produced
at home), housing (imputing some rent value for those who own their house), durable
goods, spending on consumer goods and services, basic services (gas, water, electricity)
and expenditures on health and education. This section describes first the different
components included in the consumption aggregate and the criteria imposed to include or
not such expenditures.

The report uses German Marks throughout the analysis and refers to US Dollars for
comparison purposes only. The lack of PPP adjustment indexes for the province of
Kosovo does not allow precise international comparisons in US Dollars. The survey
reported monetary values in three possible currencies: US Dollars (USD), German Marks
(DM) or Dinars. All currency conversions used the rates corresponding to the month of
the survey (or relevant transaction). The average DM/USD rate is 2.28 and corresponds
to the weighted average of exchange rates faced by households interviewed in different
months (most of them in October and November). Given the lack of exchange rate
information for the province of Kosovo, all monetary values were converted into German
Marks using the unofficial exchange rates prevalent in the Former Republic of
Yugoslavia shown in the table below. This report used unofficial rates because (i) the
most of the transactions reported in the survey were not processed through formal
mechanism, (ii) there was no identifiable monetary authority, and (iii) unofficial rates
may capture better the market conditions in Kosovo.

Table Al.l: Monthly Exchange Rates
(prevalent during the survey period)

September October November December Average2000
Dinar/DEM 33 30 30 30 25.75

DEM/IJSD 2.24 2.28 2.29 2.19 2.12
Din/USD 73.92 68.4 68.7 65.7 55.01
Note: The exchange rates presented here correspond to the unofficial exchange rates
observed in the Former Republic of Yugoslavia during the survey period.
Sources: Din/DEM: W.E.B., December 28, 2000. DEMtUSD: IBRD intemal database.
Din/USD: Din/DEM x DEM/USD. These rates correspond to the unofficial exchange rate

To minimize measurement problems due to different price levels across regions and
urban/rural locations, the price indexes were used to adjust local consumption into values
comparable at the national level. This stage is also described here.
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Purchased food. The LSMS Questionnaire collected information on the amount and
expenditure of 46 food items. The data collected vary across items. Food items were
separated into Food and Stored food. There are 39 items under Food and 7 additional
under Stored Food. Stored food items are flour, oil, sugar, potatoes, honey, onions and
salt. Information for the Food items included quantity (Qmf) and value (Vmj) of purchases
during the last 30 days and the number of months during the last year that purchases
actually happened (F). To estimate annual consumption of Food items ( VI)the value of
monthly purchases was multiplied by the annual frequency of purchases: VI= Vi x PJ.
Some households, however, showed positive quantities consumed but missing
information for the value of such consumption. Using prices estimated from the data (see
below), the value of consumption was imputed.

Stored food consumption. For these items survey information included only quantity
(QaSt) and value (V,f) of purchases during last year and the quantity purchased during the
last month (QmSf). For those households showing positive quantities consumed but
missing information for the value of such consumption, the value of consumption was
imputed using estimated prices (see below). Total purchased food consumption, PJ, was
estimated as the sum of annual Food consumption plus the Stored Food consumption:

/ = VI + Va.

Prices and Unit values. For each item j and each household i unit values (uvj) were
estimated by the ratio of values over quantities: uv4 = Vi, / Qij. These unit values are
referred as prices in this report.23 Local prices (e.g. rural North) were estimated as the
mean unit prices excluding those unit values that exceeded two standard deviations from
the median (in logarithms). These estimated prices are also used to construct price
indexes (see below).

Non-purchased food. Besides purchasing food items, households also reported the value
of consumption from home production (V*) or as gifts or humanitarian aid (kg).
Estimated prices from home production were found not significantly different from those
estimated from purchases, and were included to estimate "prices" for all available goods.

Other daily expenditures on food. An additional item corresponds to those food
expenditures made by the household outside the household (Y°) such as restaurants, fast-
food, etc.

Total value of food consumption is the sum of food purchased, home produced, received
as gist or aid, and consumption out of home: VlOOD = if+ e + k + F.

Housing expenditures and rent. Housing improvements and rents were excluded from
the consumption aggregate to avoid the effects of lumpy components that could affect the

23 We refer to unit values as simply prices, despite the systematic differences that could arise across
households due to, for example, differences in quality of the items (Deaton, 1997).
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poverty profile.24 Housing expenditures are typically included to capture improvements
in household welfare but due to the significant destruction during the war these
measurements are very lumpy and distort the socioeconomic ranking. The posterior
reconstruction efforts were occurring in parallel to the data collection process,
representing a large amount of budget, most of it coming from international aid and
donors. Housing expenditures were measured including house improvements, repairs and
insurance. These components showed extremely large variation and size. A very low
number of households (about 50) reported paying any rent, making it unrealistic to
estimate an imputed rent from the value of improvements.

Non food expenditures. Non-food expenditures include personal items and household
services. Personal items include expenditures on clothing, personal care and
entertainment (including music and toys), and basic materials (stationary). Other housing
expenditures that represent household welfare are also included, such as expenditures on
energy (fuel and electricity), other households services and supplies (laundry, cleaning)
and the rent value of small items (linens, dishes, small appliances and tools). In addition,
a number of households received some of these items or services from aid or gift. The
reported value of such transfers was included in this aggregate. Some daily expenses as
cigarettes and newspapers are also included.

Durable goods. The imputed rental value of durables is included in the consumption
aggregate. The value of annual use of durable goods was estimated for each of the listed
22 items. These items range from refrigerators and parabolic antennas, to jewelry.
Jewelry is the only item excluded from the exercise since it does not provide a direct
welfare improving effect on households. The questionnaire reported the value and age of
each item. The self-reported value of each durable for different vintages was used to
estimate the rental annual value using a quadratic depreciation pattern and imposing a
zero interest rate.

Education. All expenditures on education included all expenses on those attending
school or university. Following Hentschel and Lanjouw (1996), the inclusion of these
expenses did not alter the poverty profile, and the socioeconomic ranking was not
significantly affected by the inclusion of this component.

Health. Health expenditures were divided into hospitalization expenditures during the
last year, and ambulatory and medication expenditures during the last 30 days. Both
measures were converted into monthly expenses and implied significant changes in the
consumption ranking. In addition, as some households face rationed health care services
due to isolation or mobility barriers due to the conflict, including health expenditures
would distort the socioeconomic ranking since some households do not have access to
these services and consequentially are not able to actually spend on them. Health
expenditures were excluded from the analysis.

24 A consumption aggregate including housing expenditures showed a socioeconomic ranking significantly
different.
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Other excluded items. There is a number of household expenses do not represent an
effective improvement in welfare. First, taxes and other legal fees are not included since
these do not represent a direct benefit from local governments. Deaton and Zaidi (1999)
point that unless it is clear that taxes are locally managed and are proportionally used
within the community -- that is direct welfare improvement -- it might be advisable not to
include these expenses. Expenses in family ceremonies like marriage, births and funerals
are not included since these are low probability events and represent a significant budget.

Total Consumption. The consumption aggregate (TC) is estimated by summing the food
consumption, non-food items (including housing services), rental value of durables and
expenditures in education.

Price adjustments. The differences in consumption patterns and relative prices across
regions in Kosovo motivate adjustments for price and preferences differences. Following
the discussion in Deaton and Fantozzi (1999), the study estimated price indexes to
convert household consumption aggregates into comparable national-level composites.
Using the estimated prices and consumption structures (expenditure shares) for different
sub-samples, price indexes were estimated for each Area of Responsibility (5), each
Urban and Rural locations (2) and, each Albanian and Serb (2) samples. The estimation
was restricted to 20 price indexes given the sample design (representative at these 20
levels). Following Deaton and Zaidi (1999) we used a Paasche price index to convert
consumption at local prices into consumption at national prices.

Equivalence scales and economies of scale. The present report imposed equivalence
scales and scale economies parameters comparable to other studies. The living
arrangements observed in Kosovo during the survey pose serious difficulties in
empirically analyzing these issues. The recent changes in demographic composition due
to displacement patterns and the inflow of returning refugees affect this analysis
substantially. Moreover, the existing living arrangements (clusters of families living
together) are not considered to be an equilibrium but a temporary condition that might
change in the short run. To measure the effects of economies of scale and the different
consumption needs by different household members, household size is converted into
equivalent-adults (EA) using the following formula for the household i:

EAi = (Ai + oci) 
where Ai is the number of adults in the household, Ci is the number of children and 0 is
the scale parameter. Children are those individuals of age 14 and below. In this report a
value of 0=0.75 was adopted to ensure comparability with other regional results (World
Bank, 2000).

Per adult-equivalent Consumption. Total consumption (TC) was divided by the
number of adult equivalents per household (EA) to obtain the per adult-equivalent
consumption measure. However, as pointed by Deaton and Zaidi (1999), this adjustment
would overestimate the total consumption unless all households were single-adult
households. They suggest using an adjusted per-equivalent consumption where the
money metric utility (consumption) for the "typical household" is not affected by changes
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in the parameters. Hence, the per-equivalent consumption for household i (PEC1 ) is
defined as

PEC TCi (AO 0±CO) 6

i (Ai+OCj)0 AO+Co

where Ao and Co are the number of adults and children in the "pivotal" household
respectively, and Ai and Cj are the number of adults and children in the ith household.

The modal or pivotal household in Kosovo is a 6 member household with 4 adults and 2
children (Ao0 =4 and Co=2). We use PEC as the welfare measure at the household level.
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Appendix A2. Poverty measurement in Kosovo

Poverty measurement. A number of altemative definitions can be used to determine
poverty in one country. In this report we estimate two: relative and absolute poverty. A
relative poverty line is measured as a proportion of the median consumption level making
it difficult to compare poverty estimates over time. The alternative absolute poverty line
is defined as the cost of a basic needs basket that includes both food and non-food items..
The Kosovo exercise allowed estimating both poverty lines.

Relative poverty line. Using the estimates of per adult-equivalent consumption
(described in Appendix Al) we defined relative poverty lines as a fraction of the median
PEC. The median PEC was estimated at DM and we provide two alternative fractions:
50% and 70%. The choice of these fractions is arbitrary but matches that of other studies
for future comparisons (World Bank, 2000).

Absolute poverty line. Using the per-equivalent consumption aggregate the absolute
poverty line was estimated using the Kosovo-level median prices and the Kosovo-level
consumption structure.

Food Poverty Line. The food poverty line is the cost of the food basket that contains
2,100 calories per adult. The estimation is illustrated in Table A2. For each of the food
items (column 1) the calorie intake per adult equivalent (column2) was estimated from
the data, resulting in the calorie intake structure shown in column 3. The calorie intake
structure varies across socioeconomic status, since richer households may prefer meats
rather than carbohydrates. These estimates correspond to the calorie consumption
structure for those households between the 30th and 50th population percentiles ranked
according to the PEC measure. Alternative calorie intake structures did not alter the
results significantly. Imposing a 2,100-calorie intake consumption per adult per day, the
Table shows the calorie needs from each item (column 4). Then, using the calorie content
indicated in USDA (2000) and the prices per kilogram (or liter) estimated before, we
obtained the cost per calorie (column 5) for each item. Finally, the cost of the calorie
needs (column 6) was estimated using Kosovo-level cost per calorie, and the sum of these
monetary values is the cost of the basket that provides 2,100 calories per adult per day.
The estimated food line (FL) is DM 1.8529 per adult per day. Those households whose
per equivalent consumption does not cover the minimum calorie basket (DM 1.85) are
considered to be in extreme poverty. The Kosovo data shows that about 12% of the
population is living in extreme poverty.

2 5 Using the structure of those households between the 20t( to 40' percentiles of PEC, the food poverty line
would be only 0.55% smaller.
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Calorie intake Calorie intake Calorie Cost per Minimum
Item per adult composition Needs calorie basket cost

equivalent
(1) (2) (3) (4) (5) (6)

1 Bread 0.2141 11.9% 250.39 0.000263 0.0659
2 Maize, other cereals (flour or grain) 0.0652 3.6% 76.26 0.000355 0.0271
3 Pasta and rice (macaroni) 0.0328 1.8% 38.34 0.000541 0.0207
4 Beans 0.0305 1.7% 35.63 0.001711 0.0610
5 Butter and other fat 0.0470 2.6% 54.94 0.000657 0.0361
6 Milk 0.1473 8.2% 172.24 0.001671 0.2878
7 Yogurt 0.0056 0.3% 6.54 0.002673 0.0175
8 Curd 0.0036 0.2% 4.16 0.002844 0.0118
9 Fresh cheese 0.0161 0.9% 18.88 0.002756 0.0520
10 Baby Formula 0.0043 0.2% 5.07 0.003178 0.0161
11 Mutton/lamb/goat 0.0027 0.2% 3.18 0.002993 0.0095
12 Beef/Buffalo 0.0350 1.9% 40.89 0.002617 0.1070
13 Chicken and other poultry 0.0727 4.0% 84.97 0.001249 0.1061
14 Pork 0.0174 1.0% 20.32 0.002507 0.0510
15 Eggs 0.0247 1.4% 28.90 0.002412 0.0697
16 Fish 0.0028 0.2% 3.33 0.002209 0.0073
17 Garlic 0.0058 0.3% 6.84 0.001936 0.0132
18 Sweet Pepper 0.0390 2.2% 45.56 0.003273 0.1491
19 Cucumber 0.0041 0.2% 4.81 0.005685 0.0274
20 Tomatoes 0.0142 0.8% 16.65 0.003883 0.0647
21 Cabbage 0.0098 0.5% 11.48 0.003023 0.0347
22 Other vegetables 0.0011 0.1% 1.30 0.002826 0.0037
23 Grapes 0.0197 1.1% 23.00 0.001807 0.0416
24 Apples 0.0169 0.9% 19.80 0.001738 0.0344
25 Orange and Lemons 0.0042 0.2% 4.95 0.004769 0.0236
26 Other Fruits 0.0031 0.2% 3.59 0.002761 0.0099
27 Canned Foods 0.0003 0.0% 0.39 0.006824 0.0027
28 Pickles 0.0029 0.2% 3.39 0.001549 0.0053
29 Jam and fruit preserves 0.0114 0.6% 13.30 0.001504 0.0200
30 Soft drinks (Coca.and juices.) 0.0290 1.6% 33.97 0.002670 0.0907
31 Beer 0.0031 0.2% 3.58 0.002955 0.0106
32 Shlivovica 0.0022 0.1% 2.57 0.002276 0.0059
33 Fast food: bureks, etc.... 0.0020 0.1% 2.29 0.001817 0.0042
34 Yeast 0.0100 0.6% 11.72 0.002354 0.0276
35 Biscuits and cakes 0.0184 1.0% 21.52 0.000993 0.0214
36 Spices 0.0000 0.0% - 0.0000
37 Tea 0.0001 0.0% 0.08 0.4443 0.0350
38 Coffee 0.0001 0.0% 0.10 0.4906 0.0510
39 Misc. other food expenses 0.0000 0.0% - 0.0000
40 Wheat (flour) 0.4469 24.9% 522.66 0.0001 0.0715
41 Sunflower oil 0.1865 10.4% 218.06 0.0002 0.0423
42 Sugar 0.2144 11.9% 250.73 0.0003 0.0657
43 Potatoes 0.0241 1.3% 28.17 0.0012 0.0324
44 Honey 0.0013 0.1% 1.57 0.0033 0.0052
45 Onions 0.0033 0.2% 3.90 0.0033 0.0128
46 Salt 0.0000 0.0% - 0.0000

1.7957 100.0% 2,100 1.8529

Full Poverty Line. Households, however, need other resources for sustaining their living
conditions, such as heating, transportation and services from durables. In order to provide
some room for expenditures in other necessary items, an additional allowance on non
food items was estimated using the share on non-food items for those households whose
consumption is close to the extreme poverty line. For these households, food
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expenditures account for 53.97% of total expenditures. We adjust the extreme poverty
line (FL) by dividing it by the food share (xf) generating the Absolute Poverty Line (PL):

PL = FL/ xf = DM 1.8529/0.5397 = DM 3.498

Households whose PEC is below the PL are considered to be in poverty.
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Appendix A3. Descriptive statistics for different subsamples
Table A3.1: Descriptive statistics for Rural Albanian sample

(mean and standard errors)
ural Albanian Extreme poor Poor Non poor

recarious 13.1% (.0283) 11.4% (.0148) 7.2% (.0106)

amaged 43.2% (.0416) 50.0% (.0233) 40.6% (.0201)

itact 43.7% (.0416) 38.6% (.0227) 52.2% (.0205)

ement, bricks 50.5% (.042) 68.7% (.0216) 80.4% (.0163)

tones, mud 37.6% (.0406) 20.6% (.0189) 11.2% (.0129)

lood, other 1.8% (.0111) 3.8% (.0089) 4.3% (.0083)

o toilet 7.6% (.0222) 4.2% (.0093) 3.3% (.0073)

lushing toilet 7.5% (.0221) 20.1% (.0187) 38.2% (.0199)

atrine 84.9% (.03) 75.8% (.02) 58.5% (.0202)

entralized water 30.3% (.0386) 17.5% (.0177) 21.0% (.0167)

tanding pipe 7.7% (.0223) 13.3% (.0158) 9.9% (.0122)

lell 48.2% (.0419) 59.1% (.0229) 59.3% (.0201)

pring 6.4% (.0205) 7.7% (.0124) 8.7% (.0116)

ther 7.5% (.0221) 2.4% (.0072) 1.1% (.0043)

ouseholds size 7.4 (.304) 7.9 (.1811) 7.1 (.1467)

ge 0-5 1.1 (.11) 1.1 (.0629) 0.9 (.0516)

ge 6-14 1.7 (.1346) 1.8 (.0745) 1.4 (.0621)

ge 15-25 1.6 (.1558) 1.8 (.0774) 1.7 (.0625)

ge 26-64 2.3 (.1101) 2.7 (.0727) 2.8 (.0603)

ge 65+ 0.6 (.0652) 0.5 (.0314) 0.4 (.0261)

-male head 10.7% (.026) 7.3% (.0121) 5.9% (.0096)

ge of head 51.0 (1.36) 50.0 (.639) 49.5 (.571)

on educated 25.7% (.0367) 13.1% (.0157) 12.3% (.0135)

rimary 50.7% (.042) 48.0% (.0233) 40.8% (.0201)

-condary 23.6% (.0356) 38.9% (.0227) 46.9% (.0205)

)or health 32.1% (.0392) 20.3% (.0187) 17.7% (.0156)

isability card 5.7% (.0194) 8.5% (.013) 6.1% (.0098)

on participant 38.6% (.0409) 28.8% (.0211) 19.6% (.0163)

nemployed 3.8% (.016) 2.2% (.0069) 0.9% (.0039)

-lf-employed 3.6% (.0156) 7.2% (.012) 13.2% (.0139)

gricultural worker 29.2% (.0382) 31.0% (.0216) 31.9% (.0191)

ilaried 24.8% (.0363) 30.9% (.0215) 34.3% (.0195)

ot moved 29.6% (.0383) 23.9% (.0199) 23.7% (.0174)

armer IDP 64.1% (.0403) 72.5% (.0208) 73.1% (.0182)

urrent IDP 4.7% (.0178) 1.9% (.0063) 1.2% (.0045)

eturning migrant 1.6% (.0106) 1.4% (.0055) 1.7% (.0052)

and (Ha.) 1.21 (.1281) 1.84 (.0925) 2.26 (.1019)

.achinery (,000 DM) 1.06 (.2091) 2.05 (.1572) 2.71 (.1893)

ivestock value (,000 DM) 0.66 (.057) 0.89 (.0359) 0.99 (.0341)
ouseholds (sample size) 143 461 596
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Table A3.2: Descriptive statistics for Urban Albanian sample
(mean and standard errors)

Urban Albanian Extreme poor Poor Non poor
Precarious 9.4% (.0271) 2.3% (.0073) 3.5% (.0071)
Damaged 24.8% (.0401) 12.4% (.0162) 12.8% (.0129)
Intact 65.8% (.0441) 85.3% (.0174) 83.7% (.0143)

Cement, bricks 78.8% (.038) 84.0% (.0181) 89.5% (.0118)
Stones, mud 17.0% (.0348) 12.7% (.0164) 6.6% (.0096)
Wood, other 1.9% (.0127) 3.0% (.0084) 3.0% (.0066)
No toilet 0.5% (.0033) 0.1% (.0011)
Flushing toilet 55.4% (.0462) 69.7% (.0226) 82.4% (.0147)

Latrine 44.6% (.0462) 29.9% (.0225) 17.5% (.0147)

Centralized water 92.3% (.0248) 91.3% (.0139) 89.8% (.0117)
Standing pipe 0.7% (.0075) 0.6% (.0038) 0.8% (.0035)
Well 5.7% (.0216) 7.3% (.0128) 8.8% (.0109)

Spring 0.2% (.0022) -
Other 1.3% (.0106) 0.6% (.0037) 0.6% (.003)
Households size 7.5 (.3146) 6.0 (.1323) 5.6 (.1082)

Age 0-5 1.2 (.1342) 0.8 (.053) 0.6 (.0364)
Age 6-14 1.6 (.1599) 1.2 (.0615) 1.0 (.0464)
Age 15-25 1.9 (.1534) 1.3 (.0688) 1.3 (.0538)
Age 26-64 2.6 (.1304) 2.4 (.0613) 2.4 (.0494)
Age 65+ 0.3 (.0576) 0.4 (.032) 0.3 (.0227)
Female head 7.2% (.024) 7.7% (.0131) 7.0% (.0098)
Age of head 48.0 (1.272) 50.8 (.652) 50.4 (.492)
Non educated 12.9% (.0311) 9.3% (.0143) 5.0% (.0085)
Primary 41.1% (.0457) 35.5% (.0235) 24.4% (.0166)

Secondary 46.0% (.0463) 55.2% (.0245) 70.6% (.0176)
Poor health 15.0% (.0331) 19.9% (.0196) 12.1% (.0126)
Disability card 15.2% (.0333) 6.5% (.0121) 4.3% (.0079)
Non participant 53.2% (.0463) 45.1% (.0245) 29.4% (.0176)

Unemployed 4.8% (.0198) 3.1% (.0085) 1.9% (.0053)
Self-employed 2.4% (.0141) 4.5% (.0102) 17.0% (.0145)
Agricultural worker 3.0% (.0157) 2.4% (.0075) 2.0% (.0054)
Salaried 36.7% (.0447) 44.9% (.0245) 49.7% (.0193)
No move 25.8% (.0406) 26.7% (.0218) 25.4% (.0168)

Former IDP 49.0% (.0464) 61.9% (.0239) 64.6% (.0185)

Current IDP 11.1% (.0292) 5.7% (.0114) 3.5% (.0071)

Retuming migrant 11.9% (.0301) 4.7% (.0104) 5.9% (.0091)

Households 117 414 669
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Table A3.3: Descriptive statistics for Rural Serb sample
(household-level means and standard errors)

Rural Serb Extreme poor Poor Non poor
Precarious 3.6% (.0183) 5.5% (.0239)

Damaged 76.6% (.0654) 63.7% (.0469) 47.8% (.0527)
Intact 23.4% (.0654) 32.6% (.0458) 46.7% (.0526)

Cement, bricks 44.4% (.0767) 63.0% (.0471) 74.0% (.0462)
Stones, mud 48.2% (.0771) 29.8% (.0446) 20.9% (.0428)
Wood, other 7.3% (.0402) 3.5% (.018) 0.8% (.0095)
No toilet 1.7% (.0124) 0.0% (.)
Flushing toilet 9.5% (.0452) 21.4% (.04) 41.2% (.0519)
Latrine 90.5% (.0452) 77.0% (.0411) 58.8% (.0519)
Centralized water 15.7% (.0562) 36.1% (.0469) 28.1% (.0474)
Standing pipe 3.7% (.0184) 10.0% (.0316)
Well 55.2% (.0767) 40.6% (.0479) 32.1% (.0492)
Spring 22.0% (.0639) 19.6% (.0388) 26.4% (.0465)
Other 7.0% (.0394) 3.4% (.0191)
Households size 3.0 (.2668) 4.6 (.1955) 4.4 (.2165)
Age 0-5 0.2 (.0737) 0.5 (.0765) 0.3 (.0699)
Age 6-14 0.3 (.1057) 0.5 (.0862) 0.5 (.0802)
Age 15-25 0.5 (.1268) 0.8 (.1016) 0.9 (.1121)
Age 26-64 1.2 (.1624) 2.3 (.1109) 2.2 (.1173)
Age 65+ 0.8 (.12) 0.5 (.073) 0.5 (.073)
Female head 21.1% (.063) 8.7% (.0275) 6.3% (.0256)
Ageofhead 58.7 (2.4735) 56.7 (1.1183) 51.3 (1.3028)
Non educated 18.6% (.0601) 9.3% (.0284) 1.1% (.0112)
Primary 67.9% (.072) 52.3% (.0487) 31.6% (.049)

Secondary 13.4% (.0526) 38.4% (.0475) 67.3% (.0495)
Poor health 53.5% (.077) 47.8% (.0487) 36.9% (.0509)
Disability card 12.7% (.0514) 5.6% (.0225) 6.4% (.0257)

Nonparticipant 26.4% (.0681) 9.6% (.0287) 9.8% (.0313)

Unemployed 0.0% (0) 0.0% (0) 1.0% (.0107)
Self-employed 2.4% (.0234) 3.2% (.0173) 2.1% (.0152)
Agricultural worker 64.2% (.074) 71.5% (.0441) 63.7% (.0507)

Salaried 7.0% (.0394) 15.7% (.0355) 23.4% (.0446)
No move 93.4% (.0383) 91.4% (.0274) 96.3% (.0199)
Former IDP
Current IDP 2.4% (.0236) 3.9% (.019) 2.1% (.0151)

Returning migrant 0.9% (.0091)

Land (Ha.) 1.30 (.2266) 2.15 (.2432) 2.46 (.3119)
Machinery (,000) 0.80 (.3354) 2.37 (.3384) 2.44 (.3839)

Livestock value (,000) 0.75 (.1131) 0.96 (.0834) 0.81 (.0917)

Households 43 106 91
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Table A3.4: Descriptive statistics for Urban Serb sample
(household-level means and standard errors)

Urban Serb Extreme poor Poor Non poor
Precarious 8.8% (.0591) 6.3% (.0233) 3.1% (.0168)
Damaged 38.2% (.1013) 39.9% (.0469) 22.7% (.0409)
Intact 53.0% (.1041) 53.8% (.0478) 74.3% (.0427)
Cement, bricks 82.4% (.0794) 87.0% (.0322) 95.6% (.0201)

Stones, mud 13.2% (.0706) 5.7% (.0222) 1.4% (.0113)
Wood, other 4.4% (.0428) 3.8% (.0183)

No toilet
Flushing toilet 67.6% (.0976) 85.4% (.0338) 94.9% (.0215)

Latrine 32.4% (.0976) 14.6% (.0338) 5.1% (.0215)

Centralized water 78.0% (.0864) 90.5% (.0281) 94.9% (.0214)
Standing pipe
Well 8.8% (.0591) 3.8% (.0183) 3.0% (.0167)
Spring 8.8% (.0591) 5.7% (.0222) 1.0% (.0098)
Other 4.4% (.0428) 1.0% (.0098)
Households size 324.8% (.4383) 365.4% (.1815) 379.4% (.156)
Age 0-5 8.8% (.0855) 28.8% (.0587) 19.6% (.0464)
Age 6-14 44.0% (.2298) 47.1% (.0716) 55.4% (.0729)
Age 15-25 32.4% (.1263) 69.3% (.0954) 82.4% (.088)
Age 26-64 154.4% (.3042) 163.9% (.1071) 199.3% (.0963)
Age 65+ 85.2% (.165) 56.3% (.068) 22.6% (.049)
Female head 25.0% (.0903) 25.9% (.042) 9.8% (.029)
Age of head 63.3 (2.7077) 53.4 (1.4138) 49.4 (1.2542)
Non educated 13.2% (.0706) 7.6% (.0254)
Primary 23.6% (.0885) 22.2% (.0398) 11.2% (.0307)
Secondary 63.2% (.1006) 70.3% (.0438) 88.8% (.0307)
Poor health 69.0% (.0964) 50.9% (.0479) 47.3% (.0487)

Disability card 16.2% (.0768) 6.6% (.0238) 6.8% (.0245)
Non participant 75.0% (.0903) 45.3% (.0477) 35.5% (.0467)
Unemployed 20.2% (.0385) 14.5% (.0344)
Self-employed 1.9% (.0131) 1.0% (.0098)
Agricultural worker 8.8% (.0591) 6.0% (.0228) 2.7% (.0158)
Salaried 16.2% (.0768) 26.6% (.0423) 46.2% (.0487)
No move 95.6% (.0428) 85.1% (.0341) 80.4% (.0387)
Former IDP 4.4% (.0428) 6.6% (.0238) 5.4% (.0221)
Current IDP 8.2% (.0263) 8.1% (.0266)
Returning migrant 3.0% (.0167)

Households 24 110 106
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Appendix A4. Poverty regressions for separate sub-samples

Table A4.1: Extreme poverty regressions for Rural Albanians.

Probit estimates Number of obs = 1200
Wald chi2(36) = 182.68
Prob > chi2 = 0.0000

Log likelihood = -329.79534 Pseudo R2 = 0.2314

(standard errors adjusted for clustering on psu)

I Robust
pvtyl I dF/dx Std. Err. z P>IzI x-bar 95% C.I. ]

precar*| .0820662 .0531017 2.08 0.038 .086734 -.022011 .186144
damage*| -.0138614 .0191885 -0.70 0.484 .471864 -.05147 .023747
stones*I .0771925 .0270477 3.45 0.001 .169293 .02418 .130205
woodot*| -.0416821 .0212856 -1.25 0.212 .035074 -.083401 .000037
toinon*| .2001049 .0921374 3.11 0.002 .037995 .019519 .380691
toilat*I .0900688 .0173747 4.86 0.000 .67631 .056015 .124123
watsta*J -.0282614 .0196645 -1.24 0.215 .122688 -.066803 .01028
watwel*1 -.0658026 .0235394 -3.05 0.002 .578326 -.111939 -.019666
watspr*I -.0491909 .0156577 -2.20 0.027 .079907 -.07988 -.018502
watoth*1 .0457127 .0496069 1.12 0.264 .022294 -.051515 .14294
lhhsz | .041897 .0212987 1.90 0.058 2.12438 .000152 .083642

sageOS I .1520158 .0682932 2.31 0.021 .138926 .018164 .285868
sage614 I .0940259 .0569233 1.69 0.092 .212515 -.017542 .205594

sagel525 I .0711921 .0550154 1.31 0.192 .230593 -.036636 .17902
sage65 .2487891 .0649236 3.99 0.000 .057538 .121541 .376037

fhh*| -.0033452 .0269392 -0.12 0.903 .051997 -.056145 .049455
hdage | .0032505 .0034203 0.97 0.330 50.9152 -.003453 .009954

hdage2 | -. 000057 .000035 -1.68 0.093 2785.4 -.000126 .000012
hdpri*| -.0524089 .0222256 -2.26 0.024 .451334 -.09597 -.008848
hdsec*l -.0936967 .0242343 -3.64 0.000 .390831 -.141195 -.046198

hdphlth*l .0336298 .0215892 1.68 0.093 .190453 -.008684 .075944
dis card*1 -.0485063 .0118931 -2.53 0.011 .06266 -.071816 -.025196
nonpart*1 .0318152 .0281367 1.24 0.214 .257373 -.023332 .086962

unemp*l .0677046 .0780018 1.13 0.258 .016025 -.085176 .220585
selfem*l -.0356695 .0189055 -1.46 0.144 .095555 -.072724 .001385
agric*1 .03034 .0238216 1.38 0.167 .339302 -.01635 .077029

hmovidpl*l -.0085296 .0159691 -0.55 0.585 .730936 -.039828 .022769
hmovidp2*1 .1663624 .1212772 1.96 0.049 .01847-7 -.071336 .404061
hretrne*l .014006 .0657732 0.23 0.818 .012435 -.114907 .142919

aorl*| -.0195817 .0221566 -0.82 0.413 .252872 -.063008 .023844
aor2*1 -.0098262 .0232161 -0.41 0.682 .247877 -.055329 .035676
aor3*I -.0266446 .0206761 -1.14 0.253 .182806 -.067169 .01388
aor4*1 .0136638 .0308798 0.46 0.642 .129995 -.046859 .074187
hect -.011607 .0051206 -2.03 0.042 2.27768 -.021643 -.001571

valmachO -.0032934 .0023172 -1.48 0.139 2.84784 -.007835 .001248
totvalo j -.016899 .0094599 -1.79 0.074 1.04367 -.03544 .001642
_---_ --+__ -_____ _ _ __ __ __ ___ _ _ _ _- ____________ _-_- ___-____

obs. P I .1153534
pred. P | .0586959 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>Izl are the test of the underlying coefficient being 0
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Table A4.2: Overall Poverty regressions for Rural Albanians

Probit estimates Number of obs = 1200
Wald chi2(36) = 249.39
Prob > chi2 = 0.0000

Log likelihood = -693.00342 Pseudo R2 = 0.1664

(standard errors adjusted for clustering on psu)

I Robust
pvty3 I dF/dx Std. Err. z P>IzI x-bar [ 95% C.I. ]

precar*1 .2292976 .0737262 2.81 0.005 .086734 .084797 .373798
damage*1 .0551178 .0409301 1.34 0.179 .471864 -.025104 .135339
stones*1 .1662358 .0483493 3.30 0.001 .169293 .071473 .260999
woodot*| -.0976475 .0898512 -1.07 0.283 .035074 -.273753 .078458
toinon*1 .2098636 .0835215 2.26 0.024 .037995 .046164 .373563
toilat*j .2300526 .0389489 5.71 0.000 .67631 .153714 .306391
watsta*j .0613277 .0664558 0.92 0.359 .122688 -.068923 .191579
watwel*| -.0392951 .060109 -0.65 0.514 .578326 -.157106 .078516
watspr*1 -.1474701 .0754919 -1.89 0.058 .079907 -.295431 .000491
watoth*1 .0902757 .1208212 0.73 0.464 .022294 -.146529 .327081
lhhsz .1674747 .061208 2.73 0.006 2.12438 .047509 .28744

sageOS .6182102 .2005667 3.08 0.002 .138926 .225107 1.01131
sage614 S .5554055 .1569765 3.54 0.000 .212515 .247737 .863074

sagel525 .3000179 .1452408 2.07 0.039 .230593 .015351 .584685
sage65 | .8205931 .202095 4.06 0.000 .057538 .424494 1.21669

fhh*l .0005196 .0756145 0.01 0.995 .051997 -.147682 .148721
hdage | .0202525 .0096088 2.11 0.035 50.9152 .00142 .039085

hdage2 -.0002358 .0000969 -2.43 0.015 2785.4 -.000426 -.000046
hdpri*| .0457658 .0795464 0.57 0.566 .451334 -.110142 .201674
hdsec*| -.0109669 .0818206 -0.13 0.893 .390831 -.171332 .149398

hdphlth*l .0060972 .0616373 0.10 0.921 .190453 -.11471 .126904
dis_card*I -.0087666 .0838381 -0.10 0.917 .06266 -.173086 .155553
nonpart*I .1985633 .0547551 3.49 0.000 .257373 .091245 .305881

unemp*| .2365022 .1150709 1.78 0.075 .016025 .010967 .462037
selfem*1 -.1172947 .0675102 -1.71 0.087 .095555 -.249612 .015023
agric*1 .0220122 .0469742 0.47 0.640 .339302 -.070056 .11408

hmovidpl*1 -.0703077 .046378 -1.51 0.132 .730936 -.161207 .020592
hmovidp2*1 .1397525 .1176251 1.13 0.257 .018477 -.090788 .370293
hretrne*l -.0718038 .151912 -0.47 0.639 .012435 -.369546 .225938

aorl*1 -.117083 .0615476 -1.88 0.060 .252872 -.237714 .003548
aor2*1 .0306926 .0644118 0.48 0.634 .247877 -.095552 .156937
aor3*1 -.1334954 .0584036 -2.25 0.025 .182806 -.247964 -.019026
aor4*1 .0543391 .0681079 0.79 0.428 .129995 -.07915 .187828
hect | -.0281378 .0097768 -2.88 0.004 2.27768 -.0473 -.008976

valmachO -.0098662 .0057898 -1.70 0.088 2.84784 -.021214 .001482
totvalO -.0287845 .0249147 -1.16 0.248 1.04367 -.077616 .020047

-------+------------------------------------------________----_-

obs. P .5140501
pred. P .5147798 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>Izl are the test of the underlying coefficient being 0
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Table A4.3: Extreme Poverty regressions for Urban Albanians

Probit estimates Number of obs = 1195
Wald chi2(31) = 197.55
Prob > chi2 = 0.0000

Log likelihood = -340.12808 Pseudo R2 = 0.2567

(standard errors adjusted for clustering on psu)

I Robust
pvtyl I dF/dx Std. Err. z P>IzI x-bar [ 95% C.I. ]

_____ -_ --+-_________________________________________________ --------- __ -____
precar*1 .2151353 .0946296 3.14 0.002 .043465 .029665 .400606
damage*1 .0696617 .0437226 1.93 0.054 .149767 -.016033 .155356
stones*1 .0148615 .0352863 0.45 0.653 .099576 -.054298 .084021
woodot*1 -.0003381 .0651534 -0.01 0.996 .024316 -.128036 .12736
toilat*j .0545648 .0265871 2.39 0.017 .265828 .002455 .106675
watsta*j .1554515 .1479138 1.48 0.140 .007065 -.134454 .445357
watwel*I -.0234538 .0286206 -0.74 0.461 .086784 -.079549 .032642
watoth*1 .1534036 .1816064 1.18 0.237 .005999 -.202538 .509346
lhhsz | .0881389 .0309474 3.16 0.002 1.8934 .027483 .148795

sageO5 I .1761028 .0964527 1.75 0.081 .120091 -.012941 .365147
sage614 I .0984811 .0896861 1.07 0.286 .189226 -.0773 .274263

sagelS25 I .1291017 .0685902 1.79 0.074 .223846 -.005333 .263536
sage65 I .1831836 .0846023 2.36 0.018 .057452 .017366 .349001

fhh*J -.0068167 .03543 -0.19 0.853 .053346 -.076258 .062625
hdage | .0014178 .0047515 0.30 0.764 50.5591 -.007895 .010731

hdage2 | -. 0000514 .0000483 -1.09 0.274 2719.79 -.000146 .000043
hdpri*| -.0340319 .0244051 -1.38 0.167 .329152 -.081865 .013801
hdsec*| -.083887 .0351323 -2.74 0.006 .600176 -.152745 -.015029

hdphlth*| -.0316407 .0189354 -1.47 0.142 .143963 -.068753 .005472
dis_card*1 .1427945 .0689318 2.76 0.006 .061445 .007691 .277898
nonpart*| .0771435 .0298793 2.93 0.003 .366796 .018581 .135706

unemp*1 .0674505 .055399 1.48 0.139 .02468 -.04113 .176031
selfem*| -.0802081 .0139139 -2.92 0.004 .118927 -.107479 -.052937
agric*1 -.0010359 .0483075 -0.02 0.983 .027979 -.095717 .093645

hmovidpl*1 -.0408064 .0247543 -1.69 0.091 .638963 -.089324 .007711
hmovidp2*1 .094331 .0583672 2.06 0.039 .058842 -.020067 .208729
hretrne*l .0573411 .0630842 1.11 0.268 .056521 -.066302 .180984

aorl*I .0463005 .0333213 1.46 0.144 .439232 -.019008 .111609
aor2*1 .0640395 .0521387 1.47 0.142 .138429 -.03815 .16623
aor3*1 .0161295 .0378227 0.45 0.655 .158592 -.058002 .090261
aor4*1 .0902428 .0558373 2.00 0.046 .106859 -.019196 .199682

--------+-_ __-_- __-_-__-________-__-____-______-__________________-__-_

obs. P | .1281746
pred. P .0708679 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>lzl are the test of the underlying coefficient being 0
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Table A4.4: Overall Poverty regressions for Urban Albanians

Probit estimates Number of obs = 1199
Wald chi2(32) = 195.80

Prob > chi2 = 0.0000
Log likelihood = -709.05402 Pseudo R2 = 0.1443

(standard errors adjusted for clustering on psu)

I Robust
pvty3 I dF/dx Std. Err. z P>IzI x-bar [ 95% C.I. ]

-------__+- ______-_____-____-__-____-_-_-_-__ -_-_-_-_-_-_-_-_____-_-_

precar*J .0913786 .1284503 0.71 0.479 .043406 -.160379 .343137
damage*1 -.0215035 .0564063 -0.38 0.704 .149564 -.132058 .089051
stones*| .1429834 .0564048 2.49 0.013 .099442 .032432 .253535
woodot*j -.0057849 .124411 -0.05 0.963 .024283 -.249626 .238056
toinon*| .17B2376 .2731442 0.62 0.534 .001351 -.357115 .71359
toilat*I .1319988 .0511287 2.56 0.010 .265469 .031788 .232209
watsta*1 -.0060248 .2177753 -0.03 0.978 .007056 -.432857 .420807
watwel*1 -.0497761 .0588013 -0.84 0.401 .087495 -.165025 .065472
watoth*| .0679622 .1395499 0.49 0.627 .005991 -.205551 .341475
lhhsz .1071976 .0666802 1.62 0.106 1.89285 -.023493 .237888

sageO5 I .4880455 .2148973 2.27 0.023 .120154 .066855 .909236
sage614 I .2802083 .15353 1.82 0.068 .18897 -.020705 .581122

sagel525 I .2383194 .1307519 1.82 0.068 .223844 -.01795 .494588
sage65 I .4442583 .148259 3.01 0.003 .057861 .153676 .73484

fhh*J -.1572342 .0711071 -2.07 0.038 .053274 -.296601 -.017867
hdage | .0134168 .011561 1.16 0.245 50.5846 -.009242 .036076

hdage2 | -.0002127 .0001157 -1.84 0.065 2722.63 -.000439 .000014
hdpri*J -.0837111 .0898403 -0.93 0.355 .329234 -.259795 .092373
hdsec*l -.2175415 .0938532 -2.27 0.023 .599365 -.40149 -.033593

hdphlth*| .0468332 .0642799 0.73 0.466 .143768 -.079153 .172819
dis card*| .0982071 .0764753 1.28 0.202 .061362 -.051682 .248096

nonpart*1 .1633009 .0535646 3.01 0.003 .367651 .058316 .268286
unemp*1 .0607159 .1034108 0.59 0.557 .024646 -.141966 .263397

selfem*I -.3250495 .0575637 -4.51 0.000 .118766 -.437872 -.212227
agric*1 .0096515 .1165933 0.08 0.934 .027941 -.218867 .23817

hmovidpl*l -.0571937 .0414735 -1.38 0.168 .638928 -.13848 .024093
hmovidp2*1 .1492131 .1075197 1.36 0.175 .058763 -.061522 .359948
hretrne*| .093191 .1052807 0.88 0.379 .056444 -.113155 .299537

aorl*I .1447152 .0695045 2.07 0.039 .438638 .008489 .280942
aor2*1 .2044122 .0710659 2.77 0.006 .138242 .065126 .343699
aor3*| .1838842 .0634176 2.83 0.005 .158599 .059588 .30818
aor4*1 .279066 .0654671 3.89 0.000 .107844 .150753 .407379

-------+-___________--_--___--______________________--_--___-_________-_

obs. P I .468038
pred. P .4621776 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>|z| are the test of the underlying coefficient being 0
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Table A4.5: Overall Poverty regressions for Rural Serbs

Probit estimates Number of obs = 236
Wald chi2(28) =
Prob > chi2 =

Log likelihood = -123.42902 Pseudo R2 = 0.2170

(standard errors adjusted for clustering on psu)

I Robust
pvty3 I dF/dx Std. Err. z P>Izl x-bar [ 95% C.I.

precar*1 -.3547199 .1880278 -1.74 0.082 .037196 -.723248 .013808
damage*1 .050894 .0760957 0.68 0.499 .568887 -.098251 .200039
stones*1 .1070411 .0874649 1.18 0.237 .263002 -.064387 .278469
woodot*1 .3430443 .0437968 3.20 0.001 .02104 .257204 .428884
toilat*1 .2638219 .1032184 2.56 0.011 .706254 .061518 .466126
watsta*1 -.1087435 .2364188 -0.47 0.636 .05314 -. 572116 .354629
watwel*1 .009961 .1150075 0.09 0.931 .409427 -.21545 .235371
watspr*I -.2162361 .1101359 -1.99 0.046 .214918 -.432099 -.000374
watoth*| -.3549363 .2944282 -1.10 0.270 .020303 -.932005 .222132
lhhsz -.0116761 .1071799 -0.11 0.913 1.57006 -.221745 .198393

sageO5 I .9264081 .4728725 1.99 0.046 .089718 -.000405 1.85322
sage614 .2458715 .3535721 0.70 0.484 .110026 -.447117 .93886

sagel525 .1959523 .3492994 0.57 0.572 .181237 -.488662 .880566
sage65 I .1285603 .1817838 0.71 0.476 .129575 -.227729 .48485

fhh*l -.0467873 .2084024 -0.23 0.819 .049835 -.455248 .361674
hdage | .0328881 .0183186 1.80 0.072 53.9359 -.003016 .068792

hdage2 -.0002459 .0001605 -1.53 0.125 3071.76 -.000561 .000069
hdpri*l -.1749681 .1916172 -0.90 0.366 .466847 -.550531 .200595
hdsec*| -.3482814 .2110845 -1.54 0.123 .486412 -.761999 .065437

hdphlth*l .1626587 .0939685 1.69 0.091 .392772 -.021516 .346834
dis_card*1 .0660944 .135986 0.46 0.643 .07368 -.200433 .332622
nonpart*1 -.3712667 .2077936 -1.66 0.098 .093404 -.778535 .036001
selfem*I .1028014 .2030664 0.46 0.642 .039013 -.295201 .500804
agric*| -.0007308 .0934528 -0.01 0.994 .679026 -.183895 .182433

hmovidp2*1 .1712029 .2432005 0.59 0.557 .023621 -.305461 .647867
aorl*| -.1695013 .1200475 -1.45 0.147 .343687 -.40479 .065788
aor3*1 .3335458 .0408045 4.45 0.000 .028756 .25357 .413521
aor4*1 -.0292536 .1006309 -0.29 0.770 .263766 -.226486 .167979
hect | -. 0300087 .0144565 -2.06 0.039 2.38668 -.058343 -. 001675

valmachO | .0038823 .0133147 0.29 0.771 2.62727 -.022214 .029979
totvalO .032995 .041074 0.81 0.419 .997958 -.047509 .113499

_-- ---+-__ _ __ _ __ _ ___ ___-_-_____-_-__-_-_-_-_ -_

obs. P .6116919
pred. P | .6556228 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>Izj are the test of the underlying coefficient being 0
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Table A4.6: Overall Poverty regressions for Urban Serbs

Probit estimates Number of obs = 185
Wald chi2(24) = 916.07
Prob > chi2 = 0.0000

Log likelihood = -39.475061 Pseudo R2 = 0.3512

(standard errors adjusted for clustering on psu)

I Robust
pvtyl I dF/dx Std. Err. z P>IzI x-bar [ 95% C.I. ]

_ - -_- --+-_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _-_-_-__ _-_-_-_-_ _- _ _ - _ - _

precar*I .2604291 .3012971 1.67 0.095 .039752 -.330102 .85096
damage*j -.0263789 .0196213 -1.66 0.098 .3197 -.064836 .012078
stones*l .1422263 .1519793 1.56 0.119 .066432 -.155648 .4401
woodot*1 -.0005616 .0566638 -0.01 0.992 .020081 -.111621 .110497
toilat*1 .1253052 .1087881 2.39 0.017 .129831 -.087916 .338526
watwel*1 .1022428 .1332287 1.20 0.230 .034015 -.158881 .363366
watspr*I .0509306 .1003826 0.77 0.442 .064915 -.145816 .247677
lhhsz .0362735 .0232919 1.41 0.159 1.42356 -.009378 .081925

sageO5 -.2124751 .1453883 -1.74 0.082 .054221 -.497431 .072481
sage614 I -.2987938 .095117 -2.54 0.011 .129497 -.48522 -.112368

sagel525 -.1537409 .069778 -2.24 0.025 .197104 -.290503 -.016979
sage65 I .0008648 .0293538 0.03 0.976 .14388 -.056668 .058397

fhh*J .0498712 .0419649 1.84 0.065 .151428 -.032379 .132121
hdage .0042742 .0047632 0.81 0.417 53.2097 -.005062 .01361

hdage2 I -. 00002 .0000407 -0.46 0.647 3002.65 -.0001 .00006
hdpri*| .0787386 .1235576 0.96 0.335 .1636 -.16343 .320907
hdsec*| .0392411 .0226403 1.62 0.106 .800889 -.005133 .083615

hdphlth*l -.0328449 .0278198 -1.20 0.232 .524815 -.087371 .021681
dis_card*| .0418352 .0511891 1.16 0.246 .074382 -.058494 .142164
nonpart*I .0024372 .0238211 0.10 0.919 .472399 -.044251 .049126

agric*1 .030525 .0464189 0.97 0.330 .078972 -.060454 .121504
hmovidpl*l .0435186 .0994993 0.61 0.540 .05258 -.151496 .238534

aorl*I -.0224359 .0129012 -1.29 0.198 .075673 -.047722 .00285
aor4*1 -.0845886 .0628912 -1.92 0.055 .853223 -.207853 .038676

- - - - - - - - - _- - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - ---- - - - - - - - - - -_ _ _ -_ - _ _ _ _ -

obs. P .1017376
pred. P .0223188 (at x-bar)

(*) dF/dx is for discrete change of dummy variable from 0 to 1
z and P>Izl are the test of the underlying coefficient being 0
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2. Earnings, Household Transfers and Remittances in Kosovo

Based on analysis of the Kosovo LSMS 2000 data, this chapter(i)outlines the income profile of
households in Kosovo (ii)identifies the main sources of income in post-conflict Kosovo and
(iii)groups with the highest levels of economic vulnerability.
The sources of income are organized into three main categories:

1. Individual and household income including earnings from work and remittances and transfers
from relatives and other household members in Kosovo and overseas;

2. Social assistance in cash and kind (includingfood aid) administered through the Center
for Social Welfare administered by UNMIK JIAS; and,

3. Social assistance in cash and kindfrom non-state agencies, particularly MTS.
Inequalities in the way households obtain their income are analyzed in terms of the location of
the household (in urban/rural areas), and ethnicity of household members (Albanian/Serb). The
issue of targeting of social assistance and household transfers is analyzed.

Introduction

2.1 Kosovo, a predominantly rural society, was the poorest province in the Former
Republic of Yugoslavia. In 1988, per capita income in Kosovo province was 28% of the
Yugoslavia average26 and 63% of the population of Kosovo resided in rural areas. The
main sources of household income in the rural areas were agriculture, small-scale trade
activities, remittances and formal sector employment. The change in government of 1989
resulted in Albanians losing access to both public sector jobs and national social
protection programs, which encouraged emigration, especially to Western Europe.
Extended family networks, already strong, became even more important in supporting
ethnic Albanians in Kosovo. Their socio-economic situation worsened further with the
conflict in 1999.

2.2 The IMF estimates the GDP of Kosovo at about $750 per capita, a level at the low
end of the range of transition economies in Central and Eastern Europe27 . Since 1999,
unemployment2g has hovered at around 50 percent. Given the dislocations in the
economy, the people of Kosovo have become increasingly dependent on remittances
from overseas, and aid and social assistance programs administered by UNMIK JIAS and
other international agencies. The prospects for the future are unclear. On the one hand
growth rates are predicted to be high in the medium term (10%). On the other,
unemployment rates are expected to grow and remittances are likely to decline as those
who fled abroad before and during the conflict are required to return by receiving
countries. Analyzing the current composition of income is therefore important to provide
a baseline against which future developments can be monitored or evaluated.

2.3 This chapter provides details on household income, remittances and transfers.
The aim is to estimate household reliance on household transfers, benefits and social

26 World Bank, Kosovo, Federal Republic of Yugoslavia - Economic and Social Reforms for Peace and
Reconciliation, February 2001.
27 IMF, Kosovo - Macroeconomic Issues and Fiscal Sustainability, November 2000.
28 This definition of unemployment differs from the definition used throughout the majority of this paper
and includes individuals that the LSMS would classify as non-participants is the labor force.
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assistance programs administered by UNMIK JIAS and other international donors and to
assess the vulnerability of the groups that rely heavily on this assistance.

How much income is generated?

2.4 Figure 1 shows differences in per capita household income in the last 12 months
in rural and urban Kosovo. Income is received in ether cash or kind. The in-kind share
represents a very small part of the total income. Average per capita income of
households in Kosovo in 2000 was DM 1322, with considerably higher average incomes
in urban households. The differences were much smaller in median income. This
suggests that the high average urban incomes are driven by a small group of very affluent
households living in urban areas.

Figure 1: Annual per capita income by area of

2000 residence
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2.5 Given the significant difference in the structure of the household between
29Albanians and Serbians , per adult equivalent household income is a better indicator of

household welfare than the per capita value30 . Average per equivalent income in
Albanian households is DM 1313, more than double that of Serb households. This
difference is evident from the difference in the distribution of per equivalent income
across the two ethnic groups, as evident from Figure 2.

29 See Chapter 6 of this volume for more details.
30 See Appendix Al of Chapter 1 in this volume for more details on the role of equivalence scales.
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Figure 2: Distribution of household income
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2.6 With a Gini coefficient of 0.58, income is unequally distributed across
households. The Lorenz curve in Figure 3 also shows evidence of this high inequality in
income across income deciles31 . The lowest deciles earn a very low share of total
income.

Figure 3: Per equivalent household income
by income decile
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What are the sources of income?

2.7 The LSMS captures Kosovo at a critical point in time providing information on
the condition of households after a decade of ethnic discrimination and war. The
economy was operating at minimum capacity, earnings were limited and households were

31 The income calculations are based on a sample of 2755 households after excluding 125 households that
report no income in cash or in kind in the last twelve months. The current decile calculations are based on
total household income in cash and in kind. However, the first income decile includes some households
with zero non cash income, 50 percent of whom are Albanian.
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relying heavily on aid from international donors and remittances from abroad. The rural
economy was slowly beginning to revive with a spurt in agriculture, although monetary
income from land was negligible.

2.8 In urban areas, formal employment was limited after the conflict. Some
employment was available through relief and reconstruction programs3 2. At the same
time, there was evidence of a reviving economy with the re-establishment of household
enterprises and other businesses. The LSMS data showed that only 325 households in
Kosovo had at least one family business. It is possible that the number of self employed
workers in the household may have been undercounted. Moreover, as in the case of
agriculture, some household businesses reported either no income or an outflow of
resources, presumably due to the setting up costs of restarting a business after the
conflict. Finally across the region high levels of emigration to Western Europe translated
into remittances from family members overseas3 3. Income transfers from donors within
and outside Kosovo also played an essential role in maintaining income levels for the
poor and the extremely poor.

.0 _ _M isc. incorre
i =0% 0 sDPublictransfers

mintN a.asistac

a F-obsehod trarmfer
. La Dsbor rnrnigs

2.9 Figure 4 shows that despite the destruction due to the conflict in the year prior to
the survey, wages and earnings from business activities remained the main source of
income for the average household. This is particularly evident in male headed
households, where the share of income from wages and self employment was roughly 50
percent, higher than in households headed by women. Household transfers from relatives
formed the second most important source of income, and were particularly prominent in
female headed households and in rural areas. Such transfers were received largely from
relatives residing both within and outside Kosovo. The combination of these two
components represented more than 80% of the income of the average households. In
addition, transfers played an important role in supporting income especially in rural areas
(Figure 5).

32 World Bank, Conflict and Change in Kosovo: Impact on Institutions and Society, December 2000
33 For more details on the role of migration as a coping strategy see Chapter 6 of this volume.
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Figure 5:Per equivalent household income by
source and rural-urban residence patterns
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2.10 Figure 6 shows that the ethnic divide in the composition of household income is
substantive with the Serbs having much lower intra-household transfer and receiving less
from international donors, but receiving more from the state.

Figure 6: Per equivalent household income by
source of income and ethnicity
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Income related inequalities in sources

2.11 As Table 1 and Figures 7a and 7b indicate, the inequality in income distribution
varies by source of income as well.

Table 1: Per equivalent household income by income decile
1 2 3 4 5 6 7 8 9 10 Total

Labor earnings 6 34 116 216 357 443 594 776 1239 2998 715
Household transfers 70 61 103 153 142 261 357 545 774 1693 416
Intnl. assistance 86 72 61 56 87 109 143 257 420 777 207
Public transfers 11 22 32 41 41 37 38 32 44 52 35
Misc. income 1 1 3 7 7 8 23 10 10 31 10
Total Household Income 48 166 302 446 634 854 1143 1610 2451 5553 1322
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Figure 7a: Per equivalent household income by income
decile (All households)
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2.12 Unsurprisingly, the role of work related income is highest for the top income
decile while the contribution from public transfers declines considerably as we move
from the poorest to richest households. However, the share of transfers from
international donors follows an interesting inverted U shaped pattern. It contributes
significantly to income in the poorest households and later increases for households in the
top four income deciles. This reflects the fact that the absolute value of the aid received
increases with income.

Figure 7b: Per equivalent household income by income
decile (Serb households)
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2.13 The income of Serb households follows a different pattern from Albanian
households (Figure 7b). They receive much less in household transfers and international
assistance is very much concentrated in the bottom income groups. Public transfers
constitute over 50 percent of the income for households in income deciles 2-5.

2.14 Table 2 shows the Gini coefficients for the total household income and from its
major components. Unsurprisingly, for the whole population, earnings are more
unequally distributed than total income. Household transfers have the largest

66



redistributive role reducing the Gini coefficient by 13 percentage points. International
aid has an important redistributive effect for both ethnic groups while public assistance
predominantly affects the Serbs.

Table 2: Inequality in household income by source of income
(Gini coefficients)

All Serbs Urban Rural
areas areas

Per equiv. income - from work 0.76 0.85 0.72 0.78
plus household transfers 0.63 0.81 0.62 0.63
plus international aid 0.60 0.76 0.61 0.59
plus public assistance 0.58 0.56 0.58 0.57

2.15 Figure 8a represents the redistributive effects of transfers. The Lorenz curve for
earnings is very steep showing a large degree of inequality. Household transfers reduce
inequality substantively and shift the Lorenz curve up at low levels of income. The
redistributive effect of aid is smaller but significant while public assistance appears to
have almost no effect on income inequality for the total population. They have however,
an important effect for the Serbs (Figure 8b).

Figure 8a: Per equivalent household income
by source and income decile
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Figure 8b: Per equivalent household income
by source and income decile (Serbs)
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2.16 Households generate income in a variety of ways. The focus here is on three
potential sources.

* Individual labor income
* Household transfers
- Income from miscellaneous sources

Employment and occupation structure

2.17 As Table 3 shows, only 55% of individuals of working age between the ages of 21
and 65 were actively employed in the year proceeding the survey. While 6.6% of
individuals were unemployed 4, as many as 38% did not have a job but had not been
looking for one in the last 12 months. This report refers to them as being "out-of-the-
labor-force". As expected the percentage of those not actively looking for a job is
considerably lower amongst males (columns 4,5,6). However the 20% average rate
suggests a significant "discouraged worker" effect as individuals stop looking for
employment in a very depressed labor market. It is finally important to note that the
apparent difference in unemployment rates between the Albanian and the Serbs may
reflect more differences of access to unemployment benefits and differences in attitudes
towards job search than differences in labor market conditions. After a decade of
discrimination in employment opportunities and eligibility for unemployment benefits, it
is not surprising that the Albanians felt more "discouraged" in their job search and
therefore more inclined to declare themselves as out-of-the-labor-force rather than
unemployed. This view is supported by their higher inactively rates.

34 Unen-tployed are defined as individuals who do not currently have a job but have actively been looking
for one in the last 12 months. Individuals who have not been looking for a job are classified as "out-of-the-
labor-force".
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Table 3: Sector of main employment for all persons aged 21-65
All Male

Albanian Serbs Total Albanian Serbs Total
Waged workers 24.9 24.5 24.8 39.9 27.5 38.8
Agriculture 19.2 36.9 20.5 21.0 41.4 22.8
Non agricultural self
employment 10.7 1.5 9.8 13.2 2.5 12.3
Unemployed 5.6 14.1 6.6 6.5 13.6 7.2
Not in labor force 39.6 22.9 38.4 19.3 15.0 19.0
Total 100 100 100 100.0 100.0 100.0

2.18 For those employed, agriculture is the most common source of employment
among the Serbs, and non-agricultural self employment is minimal. In contrast
Albanians are most likely to be employed in paid employment followed by agriculture.
Their self-employment rates are high reflecting a decade of private entrepreneurship.

Comparing 1991 to current employment patterns

2.19 The Kosovo LSMS also captures employment patterns of individuals in 1991,
soon after the decline in autonomy in Kosovo and the associated layoffs of ethnical
Albanians. While almost all the current Serb population currently living in Kosovo (aged
30 and above) were in the labor force in 1991, only 50% of Albanians currently living in
Kosovo were in the labor force in 1991. Significant gender differences were also
apparent. Almost 76% of men currently living in Kosovo were in the labor force in 1991
but only 33% of women currently living in Kosovo were in the labor force at that time.
The gender difference in participation rates was also larger among Albanians. Among
those employed in 1991, agriculture was the most common source of employment,
particularly among women. A majority of the currently employed individuals were also
employed in the same sectors in 1991.

Household employment structure and poverty

2.20 The employment status of its members has important implications for the level of
welfare of the household and for its vulnerability. Households without working members
are likely to be poorer than the others and the risk of poverty is expected to decline with
the proportion of members that receive a regular wage. It is therefore important to note
that, on average 9% of the households have no earners3 5 (Table 4) and that this proportion
was higher for the Serbs. It is also important to note that over a quarter of the Albanian
households had 5 or more earners and over half of them 3 or more.

3' Here "earners" refers to both wage earners and the self employed.
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Table 4: Number of earners per household

Albanians Serbs Total

0 7.5 21.0 9.1

1 13.4 19.3 14.1

2 19.6 23.6 20.0

3 17.8 14.7 17.4

4 14.8 10.1 14.3

5 ormore 26.9 11.3 25.1

Total 100.0 100.0 100.0

2.21 The composition of employment varied across income deciles, as shown in Figure
9. As expected, the poorest households have more agricultural workers. As households
become richer, the proportion of workers in the fonnal sector or self employed increases.
The poorest and richest households had a larger share of self employed persons as
compared to households in the interim income deciles.

Figure 9: Household composition of employment by
income decile
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2.22 The pattern of employment differed between the Albanians and Serbs. While
Serb households in the lowest income decile relied almost entirely on agriculture, only
about 20% of workers in households in the richest income decile engaged in agriculture.
This also showed a high correlation between employment in the formal sector and
income.

Earnings

2.23 Similarly, the reported income from self employment was limited in the aftermath
of the conflict. Wages were also low and the distribution highly compressed by the
artificially low salaries paid to the civil servants.
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Figure 10: Distribution of wage income
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2.24 Figure 10 shows the distribution of income from wages based on the sample of
formnal wage earners. The figure clearly shows that on average, earnings of Albanians in
the formal sector were higher than the Serbs and their variation smaller, a finding
consistent with the results discussed above.

W7hy are earnings so low?

2.25 The Kosovo LSMS shows that earnings from wages and self employment were
very low in 1999-2000, the year preceding the survey36. This is due to the effect of three
main factors:

1 . The post-conflict period was very unusual as it was characterized by low
economic activity, and low employment in both urbanl and rural areas. Formal
employment was most affected.

2. Even when formal employmnent opportunities were available, earnings were
low.

3. As the economy was just beginning to recover from the conflict, individuals
were investing in non-agricultural household enterprises and agriculture but
were yet to generate earnings. As a result, returns to self employment and
agriculture were low or negative.

Correlates of labor market outcomes

2.26 Using multinomial logit regression, Table 5 presents the likelihood of various
employment sector outcomes as compared to being out of the labor force for Albanian
males aged 21-65 years.

36 It is important to note that infonmation on income from agriculture is not included in the calculation of
work related income.
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Table 5: Correlates of labor market outcomes for Albanian males aged 21-65 years
(Omitted category - Not in labor force)

Variables Unemployed Employed Self Employed in
in agriculture employed formal sector

Serbs & others 0.86 -0.51 0.34 -0.20
Age in years 0.31 0.24 0.24 OA4
Age squared 0.00 0.00 0.00 -0.01
Years of educ. 0.03 -0.03 0.04 0.07
Specialization

Professional -0.35 0.10 0.05 0.18
Business -0.16 -0.02 0.70 -0.10

Marital status -0.59 -0.65 -1.23 -0.81
Has disability card -0.42 -0.74 -0.51 -0.60
Poor health status -1.94 -1.21 -1.81 -1.57
Moved for security reasons 0.18 0.03 0.23 0.07
Urban residence 0.51 -2.98 -0.46 -0.44
Household size (log) 0.32 -0.15 0.13 -0.49
Household composition

Children 0-5 -3.38 1.12 0.09 0.24
Children 6-14 -1.10 1.39 0.13 1.30
Adults 15-29 -0.87 0.57 -0.21 0.77
Adults 65+ -2.90 1.44 0.24 -0.01

Area of Responsibility
Germany -0.07 0.57 -0.44 -0.11
Italy 0.21 1.20 0.13 0.31
France 0.24 0.27 -0.37 -0.44
USA -0.37 0.55 -0.12 -0.23

Constant -5.39 -3.53 -4.27 -6.91

Note: Numbers in bold indicate coefficients significant at the 1% level

2.27 As expected, human capital characteristics are related to employment sector
outcomes. Albanian males are most likely to join the labor force, especially the formal
sector, with increasing age. While years of education in particular assists in employment
for wages to a small extent for Albanian males, the role of educational specialization is
more important. Professional education decreases the incidence of unemployment while
business education encourages self employment among Albanian males. On the other
hand, poor health and urban residence have strong negative impacts on employment.

2.28 The pattern is slightly different for the Serbs with human capital characteristics
such as education and education specialization not playing much of a role (Appendix
Table Al). However, with Serb males as well, poor health and urban residence
discourage employment.

2.29 Given the current situation in Kosovo, it is not surprising that the role of the
standard correlates of wage income except occupation sector is not very strong. For
Albanian males of working age, employment in the clerical and service sector as opposed
to farming, mining, brick laying, engineering and other sectors results in lower wage
income. However, human capital characteristics do play a very small role in determining
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wages (Table 6). The determinants of wage income of Serbs is presented in Appendix
Table A2.

Table 6: Determinants of wage income
of Albanian males aged 21-65 years

Variables Coefficient

Serbs & others -0.17
Age -0.05
Age squared 0.00
Years of education 0.03
Specialization

Professional -0.06
Business -0.03

Occupation
Professional -0.01
Clerical -0.32
Service -0.29

Moved for security reasons -0.05
Urban residence 0.03
Years of educ. in an urban area 0.00
Area of Responsibility

Gennany -0.04
Italy 0.05
France 0.02
USA -0.11

Constant 1.70

Note: Numbers in bold indicate coefficients
significant at the 1% level

Inter-household remittances and other transfers

2.30 The second major source of household income is household transfers. These
include remittances from relatives and others residing in Kosovo or overseas in The
Federal Republic of Yugoslavia (FRY), Albania or other countries. These remittances
are received in both cash and kind.

Table 7: Percent of households that received a transfer from
household members (DM)

Ethnicity Rural Urban Total Amount recd. Amount recd.
areas areas in cash in kind

Albanians 49.7 39.6 45.4 5160 1522
Serbs 7.2 2.7 5.0 1073 464

Total 45.0 34.4 40.5 4983 1473

2.31 A majority of the household transfers were received by Albanian households
(Table 7) and, almost 50% of Albanian households in rural areas received remittances in
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cash or in kind. Remittances to Serb households was minimal. In all, only 5% of Serb
households received any income through transfers from relatives or non-relatives. It is
quite obvious from the earlier analysis that such transfers act as an important source of
income for Albanian households, and became an important source of income during the
period of conflict when employment opportunities were few. Among the Albanians,
transfers were further targeted to female headed households with 62% of female headed
households receiving such incomes as compared to 42% of households headed by men.
Although the proportion of Serb households that received transfers from private sources
was small, it was female headed households who benefited most from remittances.

2.32 On average, households in Kosovo that received cash transfers, received over DM
4983 in cash transfers in the year before the survey, but, Albanian households received
DM 5160 while Serb households received less than one third this amount.

2.33 With respect to the source of household transfers, a majority were individuals
residing outside Kosovo, Albania or other countries in the former SFYR. However,
donations from donors in Kosovo played a role for Serbs. In terms of the amount
donated, maximum amounts were received from Western Europe and other countries
outside Kosovo, Albania or the former SFYR. On average, households in Kosovo
received remittances amounting to DM 5506 from relatives outside Kosovo, with
Albanians receiving DM 5662 on average as compared to DM 1475 for the Serbs37.

2.34 Remittances and transfers to households were also in the form of food and other
goods. The mean value of in-kind remittances was DM 1473, again mainly to Albanians.
Transfers from outside Kosovo were DM 1638, double the amount received by
households from within Kosovo.

Miscellaneous income

2.35 Household income was also received from rent, sales and other categories.
However, these constitute only a very small portion of the income received, and only 82
households, the majority of whom are Albanian, received any cash income from this
source.

Social assistance from LTNMIK, international donors and other public agencies

2.36 Over 8% of households in Kosovo had at least one member eligible to receive
benefits from UNMIK and other public agencies. These include benefits in cash and in
kind in the form of various types of pension, health and disability payments,
unemployment benefits and other social assistance programs. Furthermore, cash and in-
kind disbursements were also made through the Center for Social Welfare (CSW)
programs. The role of social assistance in the composition of income is described in
greater details in Chapter 3 of this volume. Thus the emphasis here is on other types of
assistance, meaning international donors.

37 These calculations are based on the sample of households that received cash transfers from relatives and
non-relatives outside of Kosovo.
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2.37 More than 63% of Albanian households and 58% of Serb households reported
receiving food aid in the last 12 months before the survey3 8. A majority of these transfers
were to households of both ethnic groups in rural areas. While MTS was the major
donor, particularly for donations to Albanian households, other international agencies
such as the Red Cross, the Church and the World Food Programn made donations to Serb
households. There are significant differences in amount of food aid received by different
households as well. While Albanian households received DM 382 worth of food in the
last 12 months, Serb households received only DM 176 worth of food aid.

2.38 The other type of assistance from other agencies was house repair assistance.
Albanian households were the major recipients of such assistance. In all, 21% of
Albanian households received such assistance, an average amount of DM 5825 per
household. Humanitarian agencies also provided aid in the form of winter fuel, food,
clothes etc. More than 90% of such aid went to Albanian households.

Household income and consumption compared

2.39 Figure 11 compares the distribution of monthly income and consumption across
consumption deciles.

Figure II: Average monthly income and
cons um ption by consumption decile
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2.40 For the most part, we find that levels of consumption are higher than income
levels. It is possible that consumption is actually higher than income if households used
stored food and other household items even if they did not earn any income in the
specified period to purchase any. In the year preceding the survey when the earning
capacity of households was particularly low, it is highly likely that this was the case. The
Spearman rank correlation coefficient of 0.35 between monthly consumption and income
shows that income and consumption expenditure were not very highly correlated in the
year before the survey. This is also evident from a cross tabulation of households by
income and consumption deciles, presented in Appendix Table A3.

38 Data on food aid are taken from the consumption module of the Kosovo LSMS because the income
modules provide information only for the last 6 months before the survey.
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Appendix

Table Al: Correlates of labor market outcomes for Serb males aged 21-65 years
(Omitted category - Not in labor force)

Variables Unemployed Employed Self Employed in
in agriculture employed formal sector

Serbs & others -1.52 46.63 1.83 -0.23
Age in years 0.47 031 0.50 0.68
Age squared -0.01 0.00 -0.01 -0.01
Years of educ. -0.10 -0.14 -0.16 0.07
Specialization

Professional -0.09 0.28 1.01 0.12
Business 0.19 0.63 0.36 0.31

Marital status -0.48 -0.52 -1.44 -0.35
Has disability card -0.08 0.34 44.90 -1.06
Poor health status -0.83 -1.21 -2.46 -1.41
Moved for security reasons 0.81 -1.73 -44.94 -1.22
Urban residence 0.16 -4.19 -2.35 -2.07
Household size (log) -0.13 0.01 1.85 -0.77
Household composition

Children 0-5 0.12 -0.87 -0.98 0.14
Children 6-14 0.13 1.78 -7.91 3.51
Adults 15-29 1.57 0.79 -3.03 2.72
Adults 65+ 3.04 -0.89 -1.40 0.03

Area of Responsibility
Germnany 0.69 -43.64 -42.07 -2.02
Italy 43.53 -0.63 -44.70 -45.94
France 1.67 0.66 1.22 1.82
USA -1.14 0.22 -0.69 0.16

Constant -8.20 -2.07 -10.87 -12.97

Note: Numbers in bold indicate coefficients significant at the 1% level
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Table A2: Deterninants of wage income
of Serb males aged 21-65 years

Variables Coefficient

Albanians & others -0.18
Age -0.01
Age squared 0.00
Years of education 0.06
Specialization

Professional -0.32
Business -0.31

Occupation
Professional -0.01
Clerical -0.35
Service -0.05

Moved for security reasons -0.09
Urban residence -0.49
Years of educ. in an urban area 0.06
Area of Responsibility

Germany -0.58
Italy
France -0.16
USA -0.10

Constant -0.50

Note: Numbers in bold indicate coefficients
significant at the 1% level
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Table A3: Correlation between consumption and income deciles

Income deciles
Consumption 1 2 3 4 5 6 7 8 9 10
deciles

1 15.11 21.06 17.81 10.16 9.95 9.58 5.82 4.04 3.79 2.7
16.41 21.65 18.21 9.94 9.13 8.88 5.79 3.92 3.75 2.39

2 13.34 16.14 12.59 12.15 14.47 10.04 7.85 5.9 4.18 3.34
13.77 15.77 12.24 11.29 12.61 8.85 7.43 5.44 3.93 2.81

3 11.83 11.02 18.08 12.89 10.99 10.9 8.37 8.14 4.15 3.63
13.21 11.65 19 12.97 10.37 10.4 8.57 8.12 4.22 3.3

4 11.38 9.67 12.86 12.85 12.73 10.05 10.02 7.21 9.3 3.93
13.24 10.66 14.09 13.46 12.51 9.99 10.69 7.49 9.86 3.73

5 4.69 9.71 7.33 9.68 10.84 15.68 10.76 12.05 11.84 7.43
4.81 9.42 7.07 8.94 9.38 13.73 10.11 11.03 11.05 6.2

6 6.03 5.69 11.36 9.15 16.86 12.35 9.76 7.66 13.24 7.89
6.52 5.83 11.58 8.92 15.41 11.41 9.69 7.41 13.05 6.96

7 6.54 8.41 3.31 12.12 10.58 8.7 11.5 14.95 10.56 13.32
6.88 8.37 3.27 11.48 9.39 7.81 11.09 14.04 10.11 11.4

8 9.95 6.29 4.21 7.86 8.97 11.16 13.04 14.14 11.3 13.07
11.27 6.74 4.49 8.02 8.59 10.8 13.55 14.31 11.66 12.06

9 5.14 4.8 4.14 6.16 6.07 7.83 11.57 17.38 13.89 23.02
5.93 5.24 4.5 6.4 5.91 7.72 12.24 17.91 14.59 21.63

10 6.24 3.86 4.62 7.47 6.22 9.56 9.26 9.08 15.3 28.4
7.96 4.67 5.55 8.59 6.71 10.42 10.84 10.35 17.78 29.53
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3. The Challenge of Building an Effective Social Protection Strategy in Post-
Conflict Kosovo

Based on the findings of the LSMS 2000, this chapter outlines the priorities of a medium-term
social protection strategy for Kosovo. The LSMS poverty analysis points to a dual profile: a
group of the population that lies in a poverty state and a second group that is suffering extreme
economic hardship. A careful review of households in extreme poverty, comprising more than 10
percent of the population, underscores their continued income vulnerability and the important
role that a safety net can play in alleviating their poverty condition. In the short- to medium-term,
the social protection system should concentrate on a basic safety aimed at the most vulnerable
groups. The needs of these groups must be balanced against serious fiscal constraints and strong
political pressures to reinstate some of the past schemes, in particular the pension system.. In
addition, the analysis of the current social assistance scheme, launched in the conflict aftermath
with limited information and a rudimentary administrative structure, reveals significant targeting
errors and the need to introduce additionalfilters to improve program effectiveness. Alternative
mechanisms for assisting the unemployed, e.g. public works, should be considered to prevent job
search disincentives.

Background

3.1 Between the mid-1970s and 1989, Kosovo operated its own social protection
system under legislation of the autonomous provincial legislature of Kosovo and
consistent with the general legislation of the Federal Yugoslav Republic. Cash transfers
included contributory pensions and unemployment benefits, means-tested child
allowances for low-income workers, and tightly controlled social help for households
with no resources. In 1989, the legislation of Kosovo was superseded and all
entitlements and programs were incorporated into the Serbian social protection system
and directed from Belgrade. New eligibility rules discriminated in several ways against
ethnical Albanians.39

3.2 Against this backdrop, between 1990 and 1999, the social protection scheme
traditionally enjoyed by Albanians was replaced by the extended family network,
remittances from the large Albanian community outside Kosovo, and assistance from
various humanitarian organizations, especially the Mother Teresa Society.40

39 Albanians were dismissed from jobs in the public services, losing entitlements to unemployment benefit
and child allowances and ceasing to build up entitlements in the pension scheme. Serbs also replaced
Albanians in the administration of social protection programs further encouraging an environment of ethnic
discrimination in the application of these benefits.
40 Mother Teresa Society is a charity organization established in 1990 and funded by private donations from
the diaspora and international organizations, with an extensive network of branches and local centers
staffed by volunteers throughout Kosovo.
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The Current System

3.3 During the conflict, social programs were abandoned. In its aftermath, social
protection has concentrated on emergency assistance. The main two programs have
been: (i) Emergency Financial Assistance Program ran by United Nations Administration
in Kosovo (UNMIK) and (ii) International Emergency Aid. This assistance has been
complemented with social services; pension benefits to the Serbian population; and
subsidies for public utilities.

Social assistance scheme

3.4 To address the immediate and most urgent needs, UTNMIK launched a
rudimentary social assistance program in 1999, targeted at those households considered
to be most vulnerable. Between November 1999 and April 2000, monthly cash payments
of up to DM 100 per family were provided to the elderly over 70 years of age, to single
parent families, and families including a handicapped person. By the end of the scheme,
over 80,000 payments had been made, at a total cost of DM 30 m.

3.5 This was never intended to be more than an interim program, and from April 2000
it has been replaced by a new cash social assistance scheme, implemented in two stages.
This program was funded on the basis that only 50,000 families would qualify, half at
each stage.

3.6 The scheme is administered by the remaining network of Centers for Social Work
(CSWS) with support from local and international NGOs. The CSW also provides some
welfare services. The first stage took effect from May 2000 with payments to "Category
I" benefits, intended to families without resources where no one is capable of work or
expected to make available for work. A family can only qualify for a Category I benefit
if each member falls within one of the following categories:

* over 65 and not employed;
* under 15 and dependent (under 18 if in full-time education);
* 18-65 and incapable of work due to permanent disability confirmed by a regional

commission of doctors;
* single parent with child under 1O and no other adult in the household; and
* full-time care giver for a person over 65 or permanently disabled (one care giver

per family).

Additionally, the family may not own and have access to more than one-half hector
(0.5 HA) of land.

3.7 Benefit varies from DM 65 per month for a single person up to a maximum of
DM120 per month for a family of five of five or more.41 Any income in cash or in-kind

41 For families of two, three and four members, the maximum benefit granted is DM 90, DM 100, and DM
11 0, respectively.
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received by the family is supposed to be deducted from the benefit due. By November
2000, over 37,000 payments had been made at a monthly cost of DM 3.7 million.

3.8 In November 2000, eligibility for social assistance was extended to "Category
Two" families, which included families with a member capable of working but unable to
find a job. Because take-up of Category One was higher than expected, eligibility for this
second phase was subject to highly restrictive criteria to protect the overall cash limit.
Additional eligibility rules include:

* the family member is not employed, even on a casual basis, or self-employed;
* the family does not receive assistance from any members working in or

outside Kosovo;
* any member who is capable of work must obtain a certificate from the office

of employment certifying that he/she is available and seeking work;
* the family must include at least one biological child of a household member

who is under 5, or a double orphan under 15 in the family's full-time care;
* the family must not own a motorized vehicle
* the family most not own and have access to more than one-half hector (0.5

HA) of land.; and
* the family was on the food aid list in September 2000.

3.9 These additional criteria mean that, not only must be adults within the family
unemployed, but their economic condition must be more severe than that of a comparable
family where no adult member is capable of work.

3.10 These social assistance payments are being made across the territory. CSWs
administers the scheme in accordance with instructions laid down by the Department of
Health and Social Welfare. Applicants must apply and present full documentation to the
CSWs, which keeps a written record of all applications. Home verification visits are
made in some Category I and all Category II cases before the claim is decided.
Unsuccessful applicants have a right of appeal first to the CSW Director, then to the
Institute of Social Policy (ISP).4 2 As of late 2000, the ISP had received about 100 claims,
of which about 75 had been determined in favor of the applicant.

Other cash benefits

3.11 These social assistance payments are being made across the territory. In addition
payments from the Belgrade pension fund, are being made to Serbian pensioners only,
reaching the majority of these with entitlement under the pre-conflict scheme.

42 The Institute of Social Policy, staffed with 10 persons, is primarily responsible for managing the appeals
process, developing the research basis for fornulating sound social policies, and supervising the work of
CSWs. The ISP currently does not have the capacity to carry out all these roles.
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Electricity subsidies

3.12 Other form of social assistance involved exemptions for paying bills for
electricity and water for the period October 1999 through March 2000. These exemptions
have come to an end, although informal subsidies remain through widespread
nonpayment of electricity bills. These subsidies are non-transparent, poorly targeted as
all income groups enjoy them, promote waste of scarce resources and are causing large
operating losses to the Kosovo Electricity Company.

In-kind assistancefrom international donors

3.13 International donors provided significant assistant in-kind through the food
emergency relief program and house repair programs. Other in-kind aid (fuel, and
clothes) was less significant. The Survey findings gauge that 30 percent and 53 percent of
Albanian and Serb households, respectively, received food aid during the previous six
months. The average per capita monthly value was DM 128 and DM 28.5 for Albanian
and Serb households, respectively. The Mother Teresa Society (MTS) was the major
donor for Albanian households while international agencies such as the Red Cross, the
Church, and the World Food Program made donations to Serb households. International
emergency aid, which started to be reduced when the cash assistance scheme was
introduced, has diminished significantly by now and will be phased out in the course of
2001.

Social Services

3.14 Besides cash assistance, CSWs is also responsible for an ambitious mandate of
welfare services. CSWs are expected to be involved in foster care and adoption, support
for families and children in conflict with the law, reintegration of adults released from
prison, home care visits for the elderly and disabled, and psycho-social counseling. All
services are not directly provided by CSWs but the centers play an important liaison role
with special referral agencies.

3.15 At present, CSWs are primarily addressing the needs of young offenders, orphans,
and survivors of domestic violence. Domestic violence appears to be more prominent.
Some centers are also active in serving displaced persons living in collective centers. In
the post-conflict environment and dire socio-economic conditions, the provision of
welfare services has come to the forefront of social protection needs. Yet, the capacity of
the centers is insufficient to meet these hard pressing needs as discussed below.

Weak administrative capacity

3.16 The Department of Health and Social Welfare (DHSW), formed in March 2000,
is responsible for the overall management and implementation of policy guidelines
formulated by the Interim Administrative Council in the field of health and social
welfare. In the field of social welfare, these responsibilities encompass: preparing,
implementing, and monitoring the social assistance scheme, setting guidelines and
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standards for CSWs and hiring the CSWs directors, in collaboration with municipal
authorities. There is also a network of Regional Social Welfare Officers, whose main
function is maintaining a communication and support relationship between DHSW and
the CSWs. The DHSW capacity to design and monitor policies suffers weaknesses,
including a shortage of staff and gaps in staff skills arising from discontinuities in
employment, and the absence of higher level social work education in Kosovo.

3.17 The network of CSWs are the main point of contact for the population with the
social welfare system. These are 32 CSWs, one located in each municipality, ranging in
size from 5 to 31 staff members. There is approximately a ratio of 1 staff for every 4,000
citizens. The CSWs are currently understaffed and overwhelmed with the administration
of the social assistance scheme and the provision of welfare services. The social
assistance scheme has placed new and extensive demands on these centers that have to
deal with the identification and verification of potential beneficiaries. The capacity to
handle the schemes varies by center with some being able to effectively split
responsibilities between administration of social assistance and social work. In others, an
effective division of labor has not been achieved.

3.18 Besides staff shortages and training needs, some CSWs lack basic facilities at
present and most are poorly equipped. The JIAS is coordinating an international effort to
remedy deficiencies in physical capital and gaps in staff knowledge. A Bank lending
operation is currently being prepared to support these efforts and enhance the overall
capacity of the DSHW.

3.19 Much of the basic financial infrastructure necessary for a system of social
protection payments has still to be rebuilt. At present, there is only one functioning
commercial bank, with limited geographic coverage; postal services were only restarted a
few months ago. Benefits under the present social assistance scheme are being paid by
ad hoc arrangements using the Banking and Payments Authority of Kosovo (BPK).
Although this system is functioning successfully, there is little capacity to increase the
number of monthly payments significantly.

Who are the most vulnerable groups?

3.20 A soundly based social protection strategy needs to start from information about
pressures faced by different segments of the population and which groups are
experiencing the greatest needs. The Living Standard Measurement Survey (LSMS)
conducted in the Fall of 2000 presents the first snapshot of poverty in Kosovo after the
conflict. The survey findings indicate that poverty is widespread, affecting about one half
of the Kosovo population. (See Table 1.) But, a significant proportion of them lie
relatively close to the poverty line and are not subject to severe poverty. Prospects for
rapid economic growth (8-10 percent per year.) over the next five years suggest that this
group will likely pull out of poverty over coming years. In the short-term, the potential
income recovery of this group may be slowed down by a reduction in remittances from
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43
abroad and the phasing out of international emergency aid. These two income sources
have comprised an unusually high share of total income for the population, as high as 35
percent for those close to the poverty line. (See Figure 1.)

Table 1. Summary of Poverty Incidence and Composition of Poor
Population Group Extreme Poverty General Poverty"

Poverty Incidence 11.9 38.4

Composition of poor

Rural 60.8 65.7

Urban 39.2 34.3
Albanian 81.7 87.0

Serb 6.2 8.7

Other 12.1 4.3

Figure 1: Per equivalent household income by Income
decile (All households)
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3.21 Although most poverty incidence is generally not severe, there is still a group of
the population (12 percent) experiencing serious hardship and not able to satisfy a
minimum food consumption basket, as Table 1 illustrates. More than 30 percent of their
income stems from remittances and international emergency aid, the expected decline of
which could leave this group in an even more precarious condition unless their work
income rises fast enough. It is therefore important to examine the characteristics of these
households and their overall capacity to generate earnings in the future.

43 International emergency aid will come to a close in the course of 2001. Remittances from abroad are
also expected to diminish as refugees return from Western Europe and the transfers from the overseas
Albanian diaspora decline from their peak levels reached in the wake of the conflict.
44 Here "General Poverty" excludes the extremely poor.
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3.22 A close analysis of the data reveals that the majority of the extreme poor are rural
Albanian households: (i) with a high number of dependents (children and elderly) relative
to providers and (ii) with small land plots and few or no assets for farming. Insufficient
farm land and assets will constrain future income prospects for these households, whereas
the large family size will continue to place a burden on their income. Table 2 presents a
summary of the dominant features of extremely poor households.

3.23 Thirty percent of the extremely poor live in urban areas, but their characteristics
differ from those of the average household in extreme poverty. Most importantly, the
head of the household is unemployed or not participating in the labor force. Family size
is also slightly smaller than that of the extremely poor in rural areas. Employment
growth in urban areas will be essential to lift these households from hardship. The
liquidation and privatization of state enterprises and additional return of refugees, most
likely to urban centers, may cause additional unemployment in some regions pointing to a
pessimistic outlook for this group.

Table 2. Who are the Extreme Poor?

Extreme Poor
Overall * Rural Albanian

* Large household size: 7 members (only 2 adults).
* Live in damaged or intact dwellings (use latrines)
* With 1 hectare of land or less, no machinery.
m Household head around 50 years of age with Primary education.

Urban *Household size: 2 or more adults, 2 or more children.
* Better sewage (flushing toilet)
* Household head has secondary education and is not participating
in the labor market

Serb * Rural households.
* Live in damaged dwellings.
* Small household size: 3-member household (I elderly, no
children and few youth)
m Head is elderly (60), reports poor health and has only primary
education.

3.24 Serbians in extreme poverty represents nearly 7 percent of all the extreme poor.
These households show markedly different features: family size is very small (3-member
household) and its composition is dominated by the presence of the elderly. The
condition of these households is highly conceming. Without adults able to work, they
will have few opportunities to emerge from extreme poverty on their own.

3.25 There are other groups, in particular Internally Displaced Persons (IDPs) and
returnees, that only represent 13 percent of the extremely poor, yet their risk of falling
into poverty is particularly high compared to the rest of the population.
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3.26 Regression analysis also points to a strong correlation between extreme poverty
and precarious dwelling and very deficient sanitary conditions (latrine and absence of
sewage). Although these conditions are an outcome rather than a cause of household
poverty status, they can prove to be a complementary indicator for better identifying the
needy.

3.27 The above analysis on poverty points to several important conclusions: (i) more
than ten percent of the population are living under severe economic distress; (ii) a likely
decrease in remittances and phasing out of international emergency aid could place some
of the extreme poor in an even more precarious situation; and (iii) the opportunities for
many of the extremely poor households to earn additional income will be constrained by
the absence of able working adults, regional unemployment, or limited land and farming
assets. In the short-term, there is a critical role for the public safety net to assist the most
vulnerable groups filling the gap that may be left by the withdrawal of the emergency aid
and declining remittances. In the medium-term, the safety net will remain important as
some of these households will not be well placed to benefit from the on-going economic
recovery.

Targeting Efficiency of the Current Social Assistance Scheme

3.28 The social assistance program was designed and launched during a short
timeframe to quickly reach some of the most vulnerable groups within society, as
international emergency aid was being phased out. At the time of program design,
information on vulnerable groups in the post-conflict environment was not available,
since no living standard surveys had been conducted. In addition, the institutional
structure to determine eligibility and administer the overall program was minimal. The
program had to be simple to administer and aimed at categories that were presumed to be
suffering the highest hardship. The budgetary situation was extremely precarious which
meant that only a few groups could be reached. The new survey grants an opportunity to
assess the programs' efficiency in targeting the needy.

3.29 Table 3 and 4 below point to important targeting deficiencies. Overall, the
program has reached 10 percent of the population. The extreme poor comprise 11
percent of the entire population, yet only 16.5 percent of them have benefited from the
scheme. The program was designed to target a limited number of categories amid serious
concerns that benefits would cause wrong incentives and the number of recipients would
rise quickly and lead to explosive and unaffordable costs. Most importantly, the scheme
did not contain support for large families with children where an adult is working, yet the
survey has shown that this group constitutes an important share of the extreme poor,
particularly in rural areas and among Albanian households. Thus, the exclusion of a large
share of the extreme poor is partly embedded in the program design.
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Table 3. Recipients of social assistance allowances
as percent of population and key income groups

Beneficiaries Total Population Total Poor* Extreme Poor

Total 10.79 13.64 16.54

Albanian 11.19 14.38 19.12

Serb 8.92 11.75 14.29

*Total Poor includes all individuals who fall below the poverty line including extreme
poor

3.30 Limited coverage, however, can also respond to outreach and administrative
problems. For example, some of the required documentation might prove difficult to
obtain since many records were destroyed during the war. Alternative mechanisms, such
as greater reliance on household visits, might help determine eligibility in some cases.
The Serb population might also face difficulties reaching CSW centers. There have been
comments of discrimination against the Serb population by staff in CSW centers, but a
closer look is necessary to establish if these allegations are well founded.

3.31 Important leakages also undermine program effectiveness. The survey has shown
that the categories included in the program register a higher poverty incidence than the
population average, especially elderly headed households with no able working adults,
invalids, and unemployed. However, as Table 4 illustrates, the extreme poor only benefit
from 18.3 percent of total program resources, while the non-poor receive as much as 35
percent. Female headed households also record somewhat higher poverty incidence,
although relative differences are less important than for previous categories. These
findings suggest that a system largely based on categorical targeting will lead to
important leakages and inefficiencies in the allocation of scanty resources.45 Given the
widespread informal economy and high reliance on remittances that are largely
undeclared, it is extremely difficult to verify household income. To better target resources
to the truly needy, it will be necessary to identify a few "proxies" for income and apply
them as additional filters, e.g. dwelling and sanitary conditions.

Table 4. Distribution of Social Assistance across Income Groups:
Inclusion Errors

(as percentage points)
Extreme Poor Total Poor* Non-Poor

Total 18.3 64.8 35.2
Albanian 19.0 63.7 36.3

Serb 16.7 76.2 23.8
*Total poor includes all individuals who fall below the poverty line including extreme poor.

45 The determination of eligibility for Category I is exclusively based on documentation presented, with no
household visits being conducted. The approval of Category II beneficiaries requires a prior household
visit. However, car ownership is the sole proxy income factor taken into consideration.
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3.32 Overall the social assistance scheme was successful in controlling expenditures
and avoiding arrears to beneficiaries against a highly precarious budgetary environment.
The government should be commended for having put together the scheme within such
difficult circumstances. The scheme's evaluation, however, highlights deficiencies in
targeting that stem from a combination of design issues and possible administrative
hurdles that will need to be addressed within the social protection strategy prepared for
the medium-term.

Building a Social Protection Strategy

Critical issues to be addressed

3.33 The on-going economic revival and prospects for rapid economic growth are
encouraging signs. Over the medium-term, we are bound to see a decline in the high
poverty incidence as earnings recover and a share of the population that presently lie
close to the poverty line gradually emerge from poverty. Prospects for other income
groups are more concerning. Today, 12 percent of the population are experiencing a
severe forn of poverty and need assistance to alleviate their hardship. In addition, the
features and composition of these households suggest that many of them might not fare
well during the economic revival. The safety net has an important role to play in the
short- and medium-term. Yet, the needs of these groups must be balanced against serious
fiscal constraints and political pressures to reinstate some of the past schemes.

3.34 Fiscal constraints: The total recurrent budget for Kosovo in 2001 is at DM 500
million, with DM 95 million allocated to social protection. Out of that, some DM 85
million is earmarked for social work services and the social assistance program and DM
10 million for pension payments. Roughly tvo thirds of the budget is expected to be
collected in customs duties and sales taxes. The remainder would be funded by
contributions from international donors. Donor funding for recurrent expenditures is
expected to disappear altogether over the next two to three years.

3.35 As the economy grows and the tax base widens, tax revenues should rise. IMF
projections estimate a tax revenue base of 15 percent of GDP by 2006. Much of this rise
will, however, substitute for donor funding, suggesting an increase of some 60 percent in
recurrent budget expenditures during the 2000-2006 period. If spending on social
protection grows pro rata, it would amount to DM 150 million in 2006, or some 2
percent of GDP. For political and social reasons, there will be pressures to increase
spending on social protection and introduce new programs, but with a low and still
uncertain revenue base, it will not be prudent to increase spending quickly in the short
term. Otherwise, the government will be at serious risk of entering into commitments that
it is unable to fulfill. Instead, programs will have to focus on those experiencing the most
severe forms of poverty.

3.36 Kosovo's rpriorities: During discussions with the stakeholders of Kosovo have
indicated priority groups and programs for social protection. The main ones concern war
veterans, civilian victims of the recent conflict, the elderly, and the handicapped. While
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there may be legitimate concerns about the latter three categories, there is no reason to
considering war veterans as an eligible category in the context of social protection4 6 Any
compensation for veterans should constitute a distinct line item within the budget and be
administered separately from other social protection programs. Stakeholders have also
expressed reservations about providing financial help to those who are of working age
and fit to work. This is reflected in an ambiguous attitude by the stakeholders towards
the legitimacy of family allowances.

Policy Options for the short and medium term

3.37 Social assistance. The current social assistance scheme has kept expenditures
under control, and has targeted categories that generally display higher poverty risk.
However, this has been achieved with a relatively high degree of targeting errors - both
of exclusion and inclusion. There is a need to reduce these as soon as possible, especially
inclusion errors, given the limited resources available. As noted earlier more than 35
percent of program resources are granted to the non-poor. To a large extent, errors of
inclusions reflect the fact that eligibility was determined exclusively on the basis of
documentation presented by the applicant, at least for Category I. In situations where
there is much informal economic activity, extensive private remittances, uncontrolled
third sector support and extended family structures where pooling of resources and
mutual dependence may extend to distant relatives living under the same roof, this is
insufficient. The program can be enhanced by the introduction of selective home visits
and proxy indicators. For administrative ease, proxy indicators should be limited in
number and easily observable. For instance, the quality of housing and sanitary
conditions appear to be strong indicators of poverty and extreme poverty in Kosovo.
Proxy indicators could vary between Albanian and Serb populations, since their poverty
profiles present differences. It would also be necessary to monitor the effectiveness of
proxy indicators during implementation and adjust them locally as necessary.

3.38 Considering resource constraints, it may not be possible to expand categorical
coverage under the social assistance scheme in the short to medium term. In fact,
consideration should be given to excluding potential beneficiary households, who are
receiving other benefits, for instance pensions. To the extent that the program remains
focused on the current categories, consideration should be given to introducing an
appeals process -for those rejected by the benefit clerk, and for those extremely poor
who fall outside the standard categories. For the assistance scheme to function properly,
benefit clerks should be upgraded to become case workers specializing in benefit award.

3.39 What importance should be given to social assistance in the future? The present
scheme was introduced to address immediate problems of large numbers of households
without resources, and under the circumstances it was undoubtedly right to opt for a
relatively unsophisticated benefit targeted at what appeared to be the most vulnerable
groups. However, the scheme was never intended to provide a long-term solution.
Looking to the future, there is a choice of taking the present scheme as a foundation,
developing it over time to address existing weaknesses, or gradually reducing it while

46 Moreover, UNMIK JIAS is introducing a separate cash transfer program to recognize war veterans.
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building up other types of benefits. Resource constraints make it unlikely that coverage
can be expanded in the future. Normally, social assistance schemes function as safety
nets of last resort for a small number of claimants and tend to be less appropriate as basic
support for a large number of people. That role should be reserved for the labor market
and other, usually insurance-based schemes. Over time, other social protection programs,
aimed at a wider coverage, should be developed reducing the relative importance of the
safety net.

3.40 Social work services. Social work entails the provision of counseling, planning
and provision of social care in response to social needs of individuals, families, groups
and communities. This function is central to social protection in the aftermath of the
conflict. As discussed above, the network of CSWs provides such services covering all
households in Kosovo. In addition, they determine household eligibility for social
assistance. A number of significant changes need to take place for the CSWs to be able
to operate effectively. First, their tasks need to be reduced to essential ones focusing on
protection of vulnerable groups. Other tasks currently handled by CSWs, such as,
support for the disabled and chronically ill; marriage and family counseling and various
rehabilitative and preventive services, should be reoriented towards other public
institutions and third sector entities. Second, management and staff should be trained in
administration and professional skills relating to social work services.

3.41 Public works. A significant share of the adult population, particularly in urban
areas and small towns, may encounter difficulties in finding new employment
opportunities, e.g. internally displaced persons and returnees. Category II of the current
social assistance scheme has sought to help this group. However, prolonged cash
assistance and lengthy periods of inactivity reduce both job search incentives and
readiness for work. In circumstances of labor market shocks and high unemployment,
public works programs offer a useful alternative to cash transfers. Participants would of
course be ineligible for social assistance benefit payments. At the same time, public
works schemes can be designed to support the rehabilitation of socio-economic
infrastructure in Kosovo. In designing the schemes, care would have to be taken so that
they do not simply substitute for existing jobs.

3.42 Pensions. The introduction of a pension scheme is currently a priority for the
people of Kosovo, and some DM 10 million has been set aside for this purpose in 2001.
With limited public resources and not even a rudimentary personal tax system in place,
the alternatives for the short to medium term are few. In fact, maybe the only feasible
approach is a universal flat rate elderly benefit targeted at people above a certain age and
appropriately limited as a function of affordability by additional categorical constraints
(such as length of residence). The benefit level could be comparable to that of social
assistance programs, e.g. 65 DM for an individual and 90 DM for a couple if both
individuals qualify. Program affordability will inevitably entail a minimum age
significantly higher than the one prevailing in most retirement contributory schemes, e.g.
as high as 70 years, but comparable to the minimum age already required to receive a
non-contributory social pension in some countries in the region.
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3.43 The flat scheme would have the advantage of being reasonably equitable, in view
of the uneven availability of work histories and other personal documentation in post-
conflict Kosovo. An exception might be made with regard to individuals who have
existing expectations generated under the pre-1989 scheme. They might be recognized
by an appropriately set one-off payment. A politically difficult issue will remain: the
Serb who continue to receive payments from Belgrade. To that, there can only be a
political solution.

3.44 Over time, as the wage bill increases and tax collection capacity is put in place,
consideration can be given to a contributions-based benefit. During the transition, the
contributory scheme would complement the flat benefit. Initially, this is likely to cover a
small share of the population due to the large scale informal economy. In the long-term,
the contributory scheme would replace the flat benefit.

3.45 Other programs. The fiscal situation offers little opportunity for the introduction
of other programs. While unemployment is high, an unemployment benefit could only
play a marginal role at best, and the unemployed would be better served through the
current social assistance scheme and an eventual public works scheme.

3.46 At present, resources are not available for a family allowance that would expand
protection to children of working families. In medium-term, if the tax base expands at a
faster pace than presently projected and there are notable improvements in reducing
inclusion errors, there might be room for a limited allowance. Such an allowance, could
be limited, for instance to families with three or more children.

3.47 The restructuring and future financial viability of public utility companies will
demand the forceful enforcement of tariff payments. This will place a burden on
households with limited budgetary resources and will need to be complemented with
special instruments to protect the extreme poor. Life-line tariffs should be considered as
a social protection arrangement in light of the high exclusion errors of the social
assistance scheme. The life-line tariff would subsidize the consumption of modest
amounts of energy or other utility services vital to satisfy a minimum living standard.
Life-line tariffs would be far less costly and distortionary than current non-payment
practices.

3.48 Building up the welfare administration. The current social welfare
administration structure is inadequate. On the financial side, the machinery to collect
wage taxes does not exist, much of the financial infrastructure necessary for a system of
social protection payments still has to be (re)built - most of the benefits under the present
social assistance scheme are paid through ad hoc arrangements using the Banking and
Payments Authority of Kosovo, and there is little capacity to increase the number of
monthly payments through this mechanism. On the organizational side, the roles of the
different public entities involved in delivering programs have to be (re)defined and the
upgrading needs determined and met. The relationships with the political structures that
emerged from the November 2001 elections, have to be negotiated. And the role of the
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third sector vis-A-vis the public authorities, and especially the fields collaboration
between the two and the nature of this collaboration has to be defined.

3.49 Specific functional issues in building up administrative capacity will relate to
monitoring and evaluation capabilities; to the issue of foreign pensions; and to benefit
payment mechanisms.

Conclusions

3.50 There is today a nostalgia to return to some of the social protection schemes of the
past and a temptation to look at the schemes in more developed economies as the model
for building a social protection system in Kosovo. Yet, the current socio-economic
realities in Kosovo point in a different direction. In the short to medium term, the social
protection system should concentrate on a basic safety net alleviating poverty of the most
vulnerable groups within society. Severe fiscal restrictions limit the set of programs that
can be financed. Political pressures for reinstating past programs, in particular the
pension scheme, should be kept in balance with fiscal realities. Otherwise, these new
programs will lead to unaffordable liabilities and possibly crowd out other more urgent
basic safety net programs.

3.51 Against this backdrop, a medium-term social protection strategy should give
serious consideration to the following:

* maintaining a basic safety net for the most vulnerable groups and enhancing
its targeting to promote a more efficient use of scanty resources and facilitate
a better coverage of those in extreme poverty;

* replacing the Category II benefit with a modest public works program aimed
at the unemployed suffering greatest hardship and contributing to Kosovo's
rebuilding;

* refocusing social services tasks of CSWs on priority areas;

* introducing a modest pension scheme, possibly a universal flat rate targeted at
the elderly above a given age, e.g. those above 70;

* expanding the safety net coverage to children of working poor families
through a limited family allowance, if resources permit in the medium-term;
and

* postponing the establishment of social insurance programs until a minimum
tax base and institutional infrastructure are in place.
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4. Education deprivation and income poverty in Kosovo

Inadequate education and poverty are linked in a vicious circle: lack of education has proved to
be a powerful determinant ofpoverty, which, in turn, translates into unsatisfactory educational
outcomes. This chapter aims at providing a detailed picture of the educational status of the
population. Its main objective is to inform policy makers in establishing the educational system
for the future of Kosovo. ft also aims at providing a baseline against which future developments
in the educational status of the population can be monitored and evaluated. As for the rest of the
study, the statistical information relies on the data from the LSMS and diagnostics are based on a
quantitative approach. As shown by the empirical analysis, the relatively good educational status
of the population - as measured by illiteracy rates - hides considerable ethnic, geographical, and
gender differences. Albanian woman and women from other ethnic groups in rural areas appear
to be the most vulnerable group. Moreover, access to secondary education seem to be related to
income differences: public expenditures in education indicate a regressive intervention and out-
of-pocket payments represent the main barrier to entry. The resulting priorities for intervention
focus on improving education governance to address poverty and stimulating demand.

Background and Strategic Context

4.1 In 1991-92 the majority of the ethnic Albanian left the formal education system in
protest over re-centralization of education matters by Belgrade. The education of
Albanian children continued, however, for nearly a decade in what has come to be known
as the "parallel system". During this period, funding and the availability of educational
inputs to the community based Albanian system declined significantly, and teachers were
unable to update their teaching skills and methodologies. The conflict of 1999 brought
further dislocation to the education of young people with extended closure and
widespread damage to school facilities, as well as loss of educational inputs and student
records.

4.2 To date, great strides have been made by JIAS and donors in terms of
reconstructing facilities, delivering basic teaching inputs to schools, and providing
minimal recurrent funding for salaries and other minor costs. Two years after the
conflict, the newly created Department of Education and Science in Kosovo now faces
the challenge of establishing a new system for financing and delivering education,
improving the quality of educational inputs (including teacher training), making up for
past isolation, modernizing learning achievement goals and teaching methodologies, and
coping with the demands of a rapidly growing youth population in a broader European
context. This difficult task is made particularly challenging by the lack of information on
the legacy of the last ten years of 'parallel system' and on the effect of the recent conflict
on the educational status of the population (International Organization for Migration
2000).

4.3 The diagnostic part below is designed to fill this gap by providing (i) much-
needed infortnation on educational outcomes, the working of the educational system and
the relation between educational and labor market outcomes; and (ii) a baseline against
which future developments in the educational status of the population and the
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development of the education system can be monitored and evaluated. The future
capacity of the new education governance structure to produce, monitor and act on
similar infornation as part of its governing mandate will be an indicator of the
international community's success in helping Kosovo to establish a modern education
system.

The Educational Status of the population of Kosovo

4.4 In 2000, the year of the survey, the educational system in Kosovo was structured
along the lines described in Table 1. Children enter formal education at the age of 6 and
spend 8 years in primary education. After completion of primary education, they have a
choice between a general secondary school - high school - or a technical school.
Successful complexion of four years in a general secondary school allows access to
university education while students of technical schools graduate after a period of
two/three years. JIAS is currently initiating an expansion of primary education to include
9 years, with children entering compulsory education at age six. This reform is strongly
supported by education professionals in the Kosovo community.

Table 1. Kosovo's educational system
Age group Grades Level
0-5 Preschool
6-14 1-8 Primary
15-18 9-11/12 High school
15-17 9-11/13/14 Technical

4 grades and more Professional

4.5 The focus of this section is to quantify the legacy of the last decade on the
educational status of selected groups of the adult population. Educational status is
defined in terms of literacy rates, educational attainment, and enrollment rates.

4.6 Unsurprisingly, illiteracy47 appears to be concentrated among the oldest age
cohort (over 55 years of age) with the Albanian and the other ethnic groups48 in this age
category averaging illiteracy rates close to 45 percent. For the two major ethnic groups,
illiteracy falls to below 5 percent for the population less than 45 years old. However, a
sharp increase in illiteracy amongst the younger cohorts of the other ethnic groups has
been experienced over the last decade. Having dropped to single digits for the cohorts
26-45, illiteracy has risen again very sharply over the last decade reaching 22 percent of
the 16-17 years olds and about 15 percent of the 18-25 olds.

4.7 Large ethnic-related inequalities in education attainments49 also emerge amongst
the literate. The average length of education about 10 years but a gap of nearly two
years exists between urban and rural areas. While the Serb-Albanian difference is small -
around 0.5 of a year - members of other ethnic groups receive on average two years less

47 Literacy is defined as the ability to read, even with difficulty.
48 This category comprises a variety of peoples, often very different in their characteristics, ranging from
Muslim Slav (including Bosniac and Gorani) to Roma, and including Turk, Croat and Montenegrin
49 Educational attaimnent is defined as the highest grade achieved for adults who have left school.
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education. In addition, gender differences in attainment are higher in rural areas and
amongst the non-Serbs, with gaps of more than two year amongst Albanians living in
rural areas.

4.8 Finally, it is worth noticing the decline in education attainment amongst the non
Serbs. The cohort 16-25 years old on average has one year less education than their older
counterparts (26-45). This decrease in attainment is not observed among the Serbian
population and may indicate the difficulties in access and attendance to school during the
parallel system for non-Serb populations (1991-1998). Indeed the younger cohort were at
the beginning of their school career when the parallel system begun in 1991.

4.9 The full scale of the urban/rural and gender inequality emerges when considering
enrolment in secondary education. This is evident from Figure 1 that shows the
educational profile of men and women of different ethnic groups in urban areas (Figure
l.a) and rural areas (Figure l.b). Drop-outs occur overwhelming between types of school
- i.e. between primary and secondary - and are rare before completion of the relevant
educational cycle. Gender and ethnic differences are striking, especially in rural areas.
The Serbs maintain enrolment rates close to 90 percent versus 65 percent for Albanians
and 46 percent for other ethnic groups. The non-Serbs also show large geographical
inequalities, with Albanians in urban areas showing enrolment rates over 20 percentage
points higher that in rural areas - 80 percent versus 59 percent. The gender gap in
enrolment in secondary school amongst the Albanian population is of similar magnitude
to the urban/rural differences. Only just over half of Albanian girls are enrolled in
secondary education as opposed to around two thirds of their male counterparts. The
gender gap is somewhat smaller but significant for the other ethnic groups, while
amongst the Serbs, girls are more likely to be enrolled than boys.

4.10 Although the adult population is unlikely to have escaped the negative effects of
the ethnic conflict, the most serious effects are likely to be found in the youngest cohorts,
that begun their education under the difficult climate of the last decade. Unfortunately,
information on learning outcomes for the region is not available and the intermediate
indicators must be used as proxies. However, given the large inequality in the
availability of resources experienced during the running of the 'parallel system', the use
of these indicators is likely to underestimate the extent of inequality in learning
outcomes.

4.11 Based on the LSMS enrollment in school is nearly universal for children of
primary school age (6-14) (around 97 percent). However, the disaggregation in Table 2
raises some important concerns. For example only 77 percent of the children under 14
from the other ethnic groups attend school and the gender difference within this group is
large with only 69 percent of girls enrolled and 85 percent of boys (Table 2).
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Figure 1. Completion rates by gender and ethnic group (cohort 16-28 year olds)
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Table 2. Net enrollment rates by age l roups and gender/ethnicit
Male Female Total

Albanian
6-14 98.2 96.8 97.5
15-18 74.2 56.2 65.3
Total 6-18 91.0 84.0 87.6
Serb
6-14 100 99.1 99.5
15-18 86.9 92.9 89.9
Total 6-18 95.2 96.9 96.1
Other
6-14 85.4 69.3 76.8
15-18 54.4 40.3 46.4
Total 6-18 77.4 61.1 68.5

4.12 The results point to non-Albanian, non-Serb ethnic groups as the most vulnerable
group amongst the under 18 year olds. Net enrolment rates in primary education for
these groups are as low as 77 percent and drop to less than 50 percent for secondary
education. Amongst these groups, girls are particularly disadvantaged having enrolment
rates of less than 70 percent and 40 percent respectively. This suggests that the legacy of
the last decade on the educational status of the other ethnic groups , which is noticeable
for the young adults, is continuing to claim its toll on the younger cohorts. Of concern is
also the persistent gender inequality in enrolment in secondary education amongst the
Albanians. Last year only just over half of the Albanian girls aged 15 to 18 were enrolled
in school.

Income related inequalities in educational outcomes

4.13 Enrollment in primary education is almost universal, but large income-related
inequality exist. For example, in urban areas, non-enrolment is as high as 20 percent
amongst children from households in the lowest expenditure decile. The inequality is
lower in rural areas, where the difference between the lowest and the top decile is some 5
percent Large income-related inequalities also emerge in net enrolment rates into
secondary education. Youngsters from the poorest decile in rural areas are less than half
as likely to enroll in secondary education than their counterparts in the top decile.
Although less striking, the difference in urban areas is significant with only 62 percent of
the poorest children enrolling as opposed to nearly 90 percent of those in the top decile
(Table 3).
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Table 3. Educational outcomes of adults
Enrollment rates in

Expenditure secondary education
decile Cohort 15-18

Rural Urban
1 35.9 62.1
2 53.6 53.5
3 49.0 73.9
4 60.5 78.6
5 59.1 84.3
6 63.6 80.9
7 61.0 79.1
8 61.4 84.2
9 72.0 88.3
10 75.8 89.2
Total 59.3 78.1

Analyzing expenditure

4.14 During the last academic year, spending for education was financed through a
combination of public financing - largely contributed by the international community -
and private out-of-pocket contributions. The relative importance of the two components
varied across the different levels of education. The LSMS suggests that in the year 2000
household cash contributions were just over 43 percent of total expenditure for primary
education, but may exceed 60 percent for both secondary and tertiary education.5

Public Expenditure on education

4.15 The budget for the JIAS Education Department for 2000 - the year of the survey -
is given in Table 4. In 2000 financing was provided through the Kosovo Consolidated
Budget, funded in 1999-2001 primarily by the donor community. Local revenue
generation is, however, expected to be increasing rapidly in 2001.

50 It is worth mentioning that this expenditure includes the cost of travel and food as well as fees, books,
etc.

98



Table 4. Recurrent Education Budeet (2000)
Wages and Goods and Reserve Total
Salaries Services
DM (1,000) % DM (1,000) % DM (1,000) % DM (i,000) %

Pre-School 505 0.6 - 1.6 - - 505 0.4
Pre-primary 1,764 1.9 320 60.4 - - 2,084 1.8
Primary 59,278 65.0 12,038 23.3 5,000 100.0 76,316 65.7
Secondary 17,956 19.7 4,639 12.4 - - 22,594 19.4
Higher education 9,861 10.8 2,466 1.1 - - 12,326 10.6
Special needs education 1,049 1.1 229 0.3 - - 1,278 1.1
Dormitories 259 0.3 55 0.3 - - 314 0.3
National University Library 224 0.2 55 0.7 - - 278 0.2
Educational administration 367 0.4 138 - - 505 0.4

TOTAL 91,262 100.0 19,939 100.0 5,000 100.0 116,201 100.0
Source: UNMIK, as quoted in World Bank 2001.

4.16 Total public expenditure on education represents around 14 percent of GDP, a
percentage that is over twice the OECD average of 6 percent. It also represents 27.5
percent of total public expenditure in the region, nearly double the OECD average. The
high share of education in public spending is to be expected as donor funding is focused
on Kosovo's most basic public services. Table 5 also shows that education is by far the
largest expenditure category in the overall Kosovo consolidated recurrent budget,
followed by health and social assistance each with a 20 percent share. Total recurrent
spending on education is estimated to be about US$62 million in 2000, or just over US$5
million per month. This low value could partially be due to the fact that the last year in
Kosovo donors were only financing most basic services.

Table 5: Total public expenditures
Millions of DM Percentage of total

Education 116.2 27.5
Social Assistance 82.5 19.5
Health 81.1 19.2
Civil Administration 49.7 11.7
Other 93.7 22.1

TOTAL 423.2 100.0

Source: UNMIK, as quoted in World Bank 2001.

Fig 2 gives the relative weight of different levels of education in the overall budget.
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Figure 2: Total public expenditure by level of education (2000)
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4.17 Primary education accounts for 65.7 percent of the education budget, with
secondary and higher education accounting for 19.4 percent and 10.6 percent,
respectively. Education administration accounts for only 0.4 percent of the education
budget, a share that will increase several fold as a new education administration is
established over time.51 These relative shares are close to regional averages, with the
exception of slightly lower spending on secondary education, reflecting an extremely low
differentiation between primary and secondary teacher salaries (see below). Personnel
expenditure accounts for 77.7 percent of the primary budget and 79.5 percent of the
secondary budget and 80 percent of the higher education budget (non-salary recurrent
budgets are, in fact calculated as a function of sector wages) (World Bank 2001).

Household expenditure on education

4.18 Our data shows that nearly all households who had children enrolled in the last
academic Jyear (99 percent) paid some form of out-of-pocket contribution to school
expenses.5 Moreover, the typical - i.e., median - expenditure per child was reported to
be considerable, averaging nearly DM 200 for primary education, just over DM 400 for
secondary education and about DM 280 for higher education (Albanians only) - see
Table 6. Geographical and ethnic differences are also apparent, with the expenditure
being higher in urban areas particularly for the Serbs who, in urban areas, face nearly
twice the median household expenditure.

51 The remaining 3.9 percent is spent on pre-school, pre-primary, special needs, dormitories and libraries.
Please see Table 4 for a detailed breakdown.
52 It is worth mentioning that this expenditure includes the cost of travel and food as well as fees, books,
etc.
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Table 6. Average expenditure (DM) by children by ethnicity and location
Level of Albanian Serb Other
education Total
cor leted Rural Urban Rural Urban Rural Urban
Primary 180.8 209.1 281.8 469.0 164.7 162.6 198.5
Secondary 431.6 353.1 381.4 643.7 416.6 330.7 405.9
University 360.4 258.7 _ __279.9

Total 218.5 239.0 309.2 513.0 183.7 203.9 234.9

4.19 However, evidence indicates that, despite differentials in enrollment rates, once
they are enrolled, households spend roughly equal amounts for boys and girls. In addition
to the basic costs, a small proportion of households - predominantly Albanian -
contributed directly to the running of the school (in cash or in-kind) for school repair,
maintenance and by providing support to teachers (Table 7).

Table 7. Proportion of households providing additional contributions
Repair Maintenance Teachers

Albanian 5.6% 6.9% 2.7%
Serb 0.3% 0.6% 1.1%
Other 2.0% 0.0% 0.0%
Total 5.2% 6.3% 2.5%

4.20 In covering the private costs of education, households were reported to use
external financial help only in 2.5 percent of cases.

Benefit incidence of public expenditures and income inequalities of private
expenditure

4.21 Public expenditures in education on average is shown to be regressive (Table 8).
This is due to a number of factors including:

* a strong correlation between poverty and utilization of education services,
particularly in secondary education;

* the unequal distribution of public expenditures across municipalities

4.22 With a concentration index of -0.024, public expenditure in primary education
favors the poor slightly. Such a low value results from:

* the concentration of primary school children in the relatively poor households;
* the lower enrolment rates of those children; and
* the little variation in unit costs across municipalities.

4.23 A concentration index of 0.12 shows expenditures in secondary education to be
favoring the rich. This reflects higher enrolment rates amongst better off children as well
as larger differences in expenditure per pupil (that reflect differences in pupil-teacher
ratio) across municipalities. The pro-rich character increases further when higher
education is considered, with a concentration index of 0.37.
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Table 8. Shares of public expenditure in education by consumption decile
and type of school

Level o Consumption decile otal (DM) Quasi Gini
Education 1 2 3 4 5 6 7 8 9 10 Total (D)QaiGn

Prnmary 9.6 10.1 10.9 10.9 10.5 10.7 9.9 8.9 9.5 8.9 71,318 -0.024

Secondary 5.6 7.9 7.7 10.4 11.2 11.2 8.3 10.2 13.9 13.7 22,592 0.120

Higher .5 3.4 3.6 6.4 6.9 10.1 12.4 13.4 15.3 26.2 12,322 0.367

Total 7.9 8.9 9.4 10.3 10.2 10.7 9.8 9.7 11.1 11.9 106,232 0.052

4.24 The inequalities in public expenditure in different levels of education are
summarized in Figure 3. The concentration curve for primary education lies above the
diagonal showing its slight pro-poor effect. The position of the concentration curve for
expenditure on secondary and higher education shows them to be pro-rich.

Figure 3. Public expenditures

100
90 v
80 -J/

70
760o -/ : Diagonal

50 - _____Primary

4040 - /t-8Secondary
20 - t=Higher

30 -

20 

10

0 1 2 3 4 5 6 7 8 9 10

Household expenditure on education and poverty

4.25 By way of contrast, Figure 4 below shows that private expenditure for education
increases with income in a progressive manner. This pattern is in accordance with
expectations and with what found in other countries. What is somewhat surprising is that
private expenditure is comparatively high even for households in the bottom deciles.
Table 9 suggests that nearly 5% of the total private expenditure in education comes from
the bottom income decile. Considering the high level of private expenditure in education
this implies that the worse-off in Kosovo spent a large percentage of their income on
education with important implications for their welfare.
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Figure 4. Private expenditures
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Table 9. Shares of private expenditure in education by consumption decile and
type of school

Level of Consumption decile Total (DM)
Education 1 2 3 4 5 6 7 8 9 10

Primary 4.7 6.6 7.0 11.1 9.5 13.6 12.4 8.8 13.1 13.3 668,654

Secondary 1.7 3.9 5.2 6.0 8.1 8.6 8.6 14.8 14.5 28.7 421,606

Higher 1.7 1.2 1.2 4.1 2.3 10.4 10.3 12.7 14.4 41.7 354,387

Total 3.1 4.5 5.0 7.9 7.4 11.3 10.8 11.5 13.8 24.6 1,444,647

Identifying causal factors

4.27 Our data set includes a question on the most important reasons for not enrolling at
school. The answers to this question point to Economic Factors as the main rationale for
non-enrolment, although these factors appear to be less important for the Serbs. Over
the entire population, the private cost of education was identified as the main reason for
non enrolment (37 percent) and an additional 6.5 percent pointing to work as the main
factor. Lack of interest was cited by 19 percent, while safety played an equally
significant role for parents of Albanian and Serb children. Other reasons related to
access to schools are significant especially in rural areas, with distance to school cited by
5.4 percent (see Table A.5 in the appendix).

4.28 However, establishing clear links between these factors and poor educational
attainment is not an easy task. What appears obvious is that some strong correlation
emerges between educational attainment and some of the variables considered above,
such as ethnicity, gender, income and geographical location. One additional factor that
clearly contributes to differences in enrollment is the education of the head of household.
Children aged 15-18 living in a household whose head has completed secondary school,
have enrollment rates which are on average 67 percent higher than their counterparts
leaving in households whose head has not completed primary school. Similarly,
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enrollment rates in secondary school vary between 71 percent when there are only one or
two children in the household to 58 percent, when there are six or more children (see
Table 10). Surprisingly having been displaced during the conflict does not appear to
affect educational attainment of the youngsters involved.

Table 10: Enrollment rates by number of children in household
No. of children aged Enrollment
0-16 in households rate
1-2 70.8
3-5 64.2
6andmore 58.2
Total 66.0

4.29 A more rigorous analysis of the determinants of the decision whether or not to
enroll in education has been carried out using regression analysis. Table 11 presents the
results of a probit regression designed to identifies the main determinants of enrolment in
education. Given the very different educational profiles across gender and ethnic groups
the results are reported separately for boys and girls from the Albanian sample and for the
full Serbian sample. Unsurprisingly, given the much lower enrolment rates, the most
interesting results are for non-Serbian girls. The determinants of enrolment in secondary
education for this group are given in Box I.

Box I: Determinants of enrolment in
secondary education for non-Serbian girls.
The probability of enrolment increases with:
* Educational level of father and mother;
* Residence in urban area;
* Household income.
The probability of enrolment decreases with:
* Household size;
* Belonging to a minority group.

Table 11. Determinants of enrollment in secondary education

Albanian Serb complete
model controlling

Males Females for female
Age 7.1675 5.9723 22.7249
age square -0.2138 -0.1828 -0.6898
urban residence 0.0059 0.6039 -0.4687
residence before conflict not in Yugoslavia 0.3215 0.6515
father's education 0.1018 0.0972 -0.228
mother's education -0.0023 0.0416 0.0554
other than Albanian 0.299 -0.6474
household income -0.2739 3.3433 15.2121
household income square 0.0683 -0.314 -1.4544
household size -0.3422 -0.4624 -1.7198
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household with children aged 0-5 -3.2806 -2.5893 -1.0209
household with children aged 6-14 -1.2441 -1.0698 0.0032
household with person 15-29 -0.2866 -0.9107 6.9452
'household with adults 65 and over 1.3202 1.185 0.9189
female-headed household 0.0294 -0.0478 -0.8031
Female 1.08

Note: the table shows results from a probit model for enrollment for those aged 14-20. Numbers in bold
indicate coefficients significant at the 1% confidence level.

4.30 Finally, for those enrolled, the issue becomes one of identifying the causes of
poor educational outcomes as expressed by drop-out rates or the grade achieved (in the
absence of learning achievement data). Absence from school is often seen as a major
cause of poor performance at school. However, in the sample only about 4 percent of
children attending school suffered significant absenteeism. The major cause of
absenteeism among Albanians is illness, while Serbs cited displacement and safety as a
more important higher factor. Safety was also cited as important among urban children
from other ethnic groups. About 68 percent of those experiencing absenteeism during
the last year are rural Albanians, mainly due to illness, non-operating schools, and other
reasons.

Education and labor market outcomes

4.31 Table 12 presents the employment outcomes associated with different levels of
educational attainment for the 18-35 cohort. For men of both main ethnic groups higher
educational levels are associated with:

* a move away from agriculture into paid employment and self-employment; and
• a lower probability of being unemployed.

4.32 This association is also found amongst Serbian women in this cohort and is similar
to that found in the older working age cohort. For Albanian women in the age group 18-
35, having a university degree increases the probability of being in paid employment
five-fold compared to the average. The participation rates of Albanian women in this age
group is less than 30%, although participation is somewhat higher amongst older women
- 40%, but as with other women education and labor force participation are highly
correlated.
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Table 12. Educational attainment and employment outcomes
(18-35 year olds)

Employed Not in the
Age 18-35 Formnal A .ct Other self- Unemployed labor force

sector employed laboriorc

Albanian
Male
Primary 26.1 33.3 9.8 7.1 23.7
Secondary 27.8 22.1 14.8 6.1 29.3
University 33.7 12.9 13.7 5.6 34.1
Average 28.4 23.5 13.2 6.3 28.6

Female
Primary 1.1 16.2 5.4 2.9 74.5
Secondary 9.4 5.1 4.1 6.6 74.8
University 21.0 5.5 5.7 8.1 59.7
Average 5.6 12.3 5.1 4.4 72.7

Serb
Male
Primary 18.7 54.2 0.0 13.5 13.7
Secondary 15.8 44.2 1.2 18.2 20.6
University 24.3 28.3 0.0 9.2 38.2
Average 17.9 41.6 0.8 15.9 23.8
Female
Primary 4.9 36.1 59.0
Secondary 12.6 20.2 0.7 18.7 47.8
University 22.6 15.8 0.0 11.1 50.5
Average 14.4 20.4 0.5 15.4 49.3

4.33 Educational status also affects annual earnings (Table 13). The average wage for
those under the age of 35 with only primary education is around 40% lower than the
average wage for Albanians and 60% for Serbs. For men, having a university degree
results in earnings 20% higher than the average for men of either ethnic group but has a
smaller effect on the earnings of women compared to the average. Financial returns to
education appear to decline with age except in the case of Serbian women.

Table 13. Average annual earnings by level of education (DM)
Albanian Serbs

As¢e 18-35 Male Female Male Female

Prirnary 2,798 2,610 910 910
Secondary 5,136 4,217 2,628 2,285
University 5,890 4,432 3,154 2,646
Average 4,715 4,129 2,639 2,385
Age 36 and above
Primary 4,010 5,548 1,383 566
Secondary 4,190 3,162 1,851 1,339
University 4,493 5,057 2,208 2,717
Average 4,280 4,463 1,922 1,647
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4.34 The effects of education on labor market outcomes are explored further in Tables
A.1 through A.3 in the appendix. These present the results of estimating returns to
education in the formal labor market. The first of these tables then presents the estimates
of the probability of wage employment for males over 25 years of age. The second
indicates the correlates of hourly wages for the same samples. The emphasis is on men
because of the very low labor force participation of women, especially if Albanian.
Years in education appear to have a strong positive effect on the probability of being
employed in the formal sector for men and women of both ethnic groups. However, the
effect is particularly strong for Albanian women. Years in education also contributes
significantly to the hourly wages of Albanian workers, but it does not have a significant
effect on Serb wages. This last finding is not altogether surprising given the very high
educational attainment of the Serbs.

Analytic Conclusions

4.35 Education policy makers in Kosovo need to focus on these analytic results.

• Illiteracy rates are high in comparison to neighboring countries, being over 10
percent even for the youngest cohort of adults aged 16-20.

• The last decade has seen a sharp increase in illiteracy among other non-Albanian,
non-Serb ethnic groups, with illiteracy exceeding 20 percent among those under
18 years of age.

* Drop-outs in primary school are rare, the main hurdle being the transition to
secondary education.

* There are significant inequities in secondary net enrollment rates, with the girls
from extremely poor households and the other ethnic groups emerging as the most
vulnerable groups.

* In rural areas, only about a third of 15-18 year old youth from the poorest decile is
enrolled in secondary education, as opposed to over two thirds of those from the
most affluent decile. The results are slightly more encouraging in the urban areas.
Over 60 percent of the poorest youth in the 15-18 age group are enrolled in
secondary education, versus over 90 percent of the same age group from the most
affluent decile.

* For the majority of non-Serbs the main barrier to access seems to be the costs of
education. Since households in all income groups pay large cash and in-kind
contributions, this is not surprising.

* Lack of security appears to be the second most common cause of dropping out of
school, especially for members of non-Albanian, non-Serb ethnic groups.

* Supply side factors, such as the availability of schools or teachers, do not seem to
be constraints to access and retention in the system.

4.36 Unfortunately, there are no data for evaluating educational quality or variations in
quality. Albanian students were exposed for a decade to the under-resourced "parallel"
education system. It is suspected that their learning is not commensurate with their years
of education completed. Testing this hypothesis requires learning assessments that allow
comparisons among subgroups.
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Current Policy Agenda

4.37 The Department of Education and Science has identified its primary medium-to-
long term strategic objectives as follows:

* Establish a decentralized educational governance and funding system that
focuses attention on educational quality, efficiency of public resource use, and
equal access to public resources for all children;

* Improve educational access and attainment for all children in Kosovo between
the ages of 6 to 15;

* Develop European compatible learning achievement standards, curricula, and
assessment instruments with which to monitor learning outcomes at all levels;

* Develop broad-based secondary technical and vocational programs that give
14-18 year olds the flexible skills that they will need in a greater European
market; and

* Enhance sustainability and quality in higher education by beginning to phase
in equitable cost recovery measures and fees, and ensure that private costs to
not reduce students' access to primary and secondary education.

4.38 These medium-to-long term goals address most of the issues and system
constraints the identified in the analysis. However, the specific short-term policy levers
and strategic interventions required to begin achieving these goals are complicated by the
unique nature of Kosovo. Kosovo is a post-conflict environment with continuing ethnic
tensions and a formerly medium-income economy that is trying to re-build its capacity
and re-achieve past levels of educational access and attainment. Various strategic
interventions aimed at increasing access and attainment that have proven successful and
would normally be prescribed for low income countries may or may not be relevant for
Kosovo. The next sections highlight some of the DES policy directions that can make the
education system more responsive to the poorest groups in the society.

Ensure minimum spending norms and equitable resource allocation

4.39 Various departments within the JIAS (the Central Fiscal Authority, the
Department of Education and Science and the Department of Local Administration) are
now designing and implementing an education funding system that will help redress
educational efficiency, equity, and quality problems. Final decisions have not been made
on funding mechanisms. However, the objective of this exercise should be a central
funding formula that ensures a minimum level of education spending for all children in
Kosovo, regardless of their location or ethnic affiliation. The funding formula becomes
the center's main policy tool for focusing education resources on rural and other high
poverty areas in order to increase educational access and quality. The transparent nature
of such a funding fornula would also help to ensure that members of non-Albanian, non-
Serb ethnic groups in Kosovo receive an equitable amount of education spending.

4.40 Using a central funding formula would not exclude or fully substitute for parental
contributions. Municipalities could still use their own resources to "top up" educational
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resources generated by the formula. However, the formula would highlight under-
funding at local levels and provide the basis for targeted re-allocations of public
education funding.

Introduce accountability mechanisms to give voice to disadvantaged groups

4.41 Formula-based "per student" (or capitation) funding will help ensure equitable
funding. However, the key to making such a decentralized system responsive to local
communities and beneficiaries is accountability mechanisms. Transparent and public
budget processes let local officials monitor the behaviors of central government.
Establishing school boards and municipal education councils can give beneficiaries a
voice in the management of the school.

4.42 Public policies and resource allocations are more apt to be equitable if the
disadvantaged have ways of monitoring and holding public officials accountable for their
actions. Decentralizing functions and authority over expenditure decisions makes it easier
for the poor to observe and enforce accountability for actions that affect them. The
Departments of Local Administration and of Education and Science are now determining
the roles and responsibilities of various governmental levels and institutions for education
in Kosovo. The JIAS is currently designing a funding system that will decentralize public
expenditure decisions. Non-salary recurrent funding-and potentially all recurrent
funding for education-would be devolved in block grants to municipalities.
Municipalities would be responsible for managing education expenditures or could
devolve the management of expenditures further down to the schools. They would be
responsible for hiring all teachers and schools directors in line with standards established
at the center, whether or not wage funding is block-granted directly to municipalities. The
management of non-teaching staff is expected to be fully delegated to municipalities and
funded through the block grants.

Role of the Center: Introduce monitoring and evaluation into the system

4.43 Protecting the disadvantaged is a function properly allocated to the center. To
discharge this responsibility, the center needs adequate mechanisms and capacities for
collecting data, monitoring, and evaluation. The DES is pursuing two important
initiatives to build an evaluation culture and information-based decision making in
Kosovo's education system.

4.44 The first is the development of an education management information system
(EMIS) that will supply basic information on system inputs and outputs for both central
and local authorities. From the perspective of the center, student numbers and
characteristics are required for managing the central funding formula. Instead of relying
on special pleading, municipal authorities will have an incentive to use information to
argue their case for additional per student funding based on performance problems or the
existence of disadvantaged groups.
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4.45 Complementing the development of the EMIS, the DES is also building a central
capacity to conduct standardized assessments of student learning at the primary level.
Data on learning outcomes do not currently exist in Kosovo. These data are the first step
to monitoring and evaluating significant variations in educational quality between schools
and districts and quality improvements in the system.

Stimulating Households' Demand for Education

4.48 The findings of this report suggest two very distinct barriers to entry in education:
the preferences of a limited number of households and the high cost of education for
others. This section proposes a variety of policy levers and strategic interventions for
Kosovo policy makers that can increase family demand for education and ensure
equitable access to public education.

Ensure that Extremely Poor Families Can Afford Schooling

4.47 In Kosovo education is provided almost entirely by the public system. Direct
parental contributions to schools are not formally compulsory, although they are
pervasive and households' out-of-pocket expenditures for education seem large across the
income distribution. These expenditures consist primarily of food and transport costs and
the costs of textbooks and other education materials.

4.48 UNMIK has succeeded over the past two years in making some textbooks and
materials available to schools free of charge for core subjects, but many key texts and
materials currently required by the system are often only available on the market or
sometimes not available at all. Donor funding is now being used to extend the
availability of books-and to streamline the curriculum to reduce the demand for the
number of required texts. The JIAS should strongly consider targeting its limited funding
on these inputs for extremely poor households and members of non-Albanian, non-Serb
ethnic groups to increase their enrollments in primary and especially in secondary
education, where out-of-pocket contributions are higher. A common intervention in low
income countries is to distribute family assistance programs throughout the school
system, making them conditional on continued school attendance. This policy lever
requires a system of means testing that would take time to design and implement.

Improve security inside and outside the classroom

4.49 Given continued ethnic tensions in Kosovo, security both inside and outside the
school appears to be an important constraint on school enrollments, especially for
members of other ethnic groups. Improving security outside the school is an issue that
goes far beyond the responsibility of the educational system and is, for obvious reasons, a
high priority for the JIAS and the entire international community. In the meantime, in
troubled areas, the focus should be put on working with local police, UNMIK police, and
KFOR to ensure safe transit to school and a safer environment inside of the school.
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Promote the education of girls and the ethnic minorities.

4.50 The earlier analyses indicate that educational access and attainment problems in
Kosovo are worse for girls, particularly in rural areas, and for boys from the ethic
minorities. Given Kosovo's past achievement of nearly complete primary enrollment and
its strong tradition of compulsory primary education, it is expected that a return to full
primary enrollment in Kosovo may not require highly costly or elaborate interventions.

4.51 However, increasing the enrollment of girls and boys of non-Albanian, non-Serb
ethnic origin in secondary education may require a focused and targeted investment..
How to best target these groups in Kosovo is a challenging question. Involving mothers
in school management and supervision has had positive effects in other environments and
might make a contribution to increasing girls enrollment in Kosovo as well. Research
from other countries shows that the direct costs of schooling pose more of a barrier for
girls than for boys. Although evidence for Kosovo on this subject is not available,
targeted interventions to reduce or eliminate direct costs, such as providing free textbooks
and secure transport, could positively affect parental decisions to send all children and
particularly daughters to school. Indirect or opportunity costs are also traditionally
important determinants of girls' educational attainment in low income countries, but are
thought to be somewhat less significant in Kosovo's relatively non-traditional, middle
income society. More analysis should be undertaken before any decision is made to
introduce subsidies such as scholarships or monthly stipend programs for girls.

4.52 How to improve the enrollments of the other ethnic groups has not been as widely
studied as has the same issue for girls. Before a policy or strategy in this area is
formulated, a more detailed analysis of what represents the main barriers to entry for
these groups is required. The status of children from these ethnic groups should be
closely monitored through DES's education management information system and
resources should be better targeted on these groups if access and attainment problems are
found to persist.

Make school programs attractive to students and parents

4.53 Finally, when school programs fail to adapt to the needs of the local labor market
and the preferences of parents and students, families' demand for education declines..
This is thought to be of particular relevance in the rapidly changing labor market of
Kosovo, where highly specialized and technical secondary programs may be less
attractive to students, especially to girls and their parents. The development of broad-
based secondary technical and vocational programs consistent with the flexible labor
demands of a market economy may increase girls' enrollment in secondary education.
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Appendix

Table A.1 Educational attainment and employment outcomes (36 year olds and above)

Age 36 and Employed Other self- Unemployed Not in the

above Formal sector Agriculture eployed labor force

Albanian
Male
Prirnary 24.8 26.1 8.4 2.8 38.0
Secondary 52.0 15.4 16.4 1.7 14.5
University 61.6 9.5 11.1 2.6 15.3

Total 44.0 17.9 11.7 2.4 24.0

Female
Primary 1.2 24.2 10.0 0.5 64.1
Secondary 31.2 8.3 4.2 3.8 52.5
University 48.6 6.7 7.5 8.0 29.2
Total 9.6 20.6 9.1 1.7 59.0

Serb

Male
6.7 61.2 4.7 3.0 24.4

Secondary 30.6 33.4 2.6 11.6 21.8
University 47.6 15.6 2.8 7.1 26.9

Total 25.7 39.5 3.3 8.0 23.6

Female
Prirnary 3.0 46.3 0.9 2.2 47.7

Secondary 31.5 15.0 0.0 15.9 37.6

University 62.5 0.0 0.0 6.6 30.9

Total 17.6 31.8 0.5 7.3 42.8
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Table A.2 Probability of employment in the formal sector (Probit, males only)
ALBANIAN SERB

Variables Mal e Female Male Female

Coeff. t-ratio Coeff. t-ratio Coeff. t-ratio Coeff. t-ratio

Years of education 0.058 5.79 0.278 12.10 0.084 2.62 0.190 3.94
Age 0.196 11.55 0.233 5.71 0.258 5.56 0.228 4.00
Age square -0.002 -11.96 -0.003 -5.27 -0.003 -5.80 -0.003 -4.08
Displaced 0.026 0.54 -0.193 -2.46 -0.454 -2.10 -0.182 -0.78

Albanians/Serbs -0.102 -0.85 0.038 0.19 0.156 0.30 0.184 0.37
and others
Resident in urban 0.305 1.72 1.190 3.52 0.058 0.09 0.958 1.28
areas

Years of education 0.000 0.02 -0.076 -2.74 0.034 0.63 -0.026 -0.42
in urban areas

Currently married -0.179 -2.47 0.253 2.82 -0.122 -0.73 -0.051 -0.28
Constant -4.932 -13.34 -9.298 -10.62 -6.936 -6.25 -7.823 -5.59

Table A.3 Determinants of hourly wage in the formal sector (males only)
ALBANIAN SERB

Variables Mal e Female Male Female

Coeff. t-ratio Coeff. t-ratio Coeff. t-ratio Coeff. t-ratio

Years of education 0.051 4.34 0.239 4.26 0.003 0.06 -0.098 -1.42
Residents in urban 0.308 1.67 0.391 0.67 -1.005 -1.33 -1.609 -1.70
areas
Years of education -0.004 -0.29 -0.026 -0.61 0.093 1.57 0.110 1.51
in urban areas
Age 0.029 1.15 0.051 0.84 0.004 0.05 -0.113 -1.25
Age square 0.000 -1.46 0.000 -0.49 0.000 -0.12 0.001 1.14
Professionals -0.011 -0.19 0.110 0.70 -0.010 -0.05 0.585 2.23
Clerks -0.358 -4.74 -0.137 -0.78 -0.346 -1.73 0.647 2.44
Service workers -0.338 -5.66 -0.103 -0.58 -0.121 -0.59 0.372 1.19

Albanian/Serbs and -0.171 -1.42 0.040 0.17 -0.111 -0.28 0.437 0.92
others
Constant -0.818 -1.30 -5.051 -2.60 -0.351 -0.14 3.558 1.41

113



5. Health and Poverty in Post-Conflict Kosovo

Kosovo 's health sector has crumbled under the combined effects of neglect by Belgrade,
ethnic disagreements, and chaos after the break up of theformer Yugoslavia. The legacy
of those difficulties has left a population with inadequate health coverage, and combined
with the difficulties of the past decade, have resulted in deteriorated health status, limited
access to care for some populations, and a system that is heavilyfinanced through out-of-
pocket payments. This chapter explores the details of health status within the context of
the organization and delivery of health care, access to water and sanitation services, and
access and utilization of health care. The analysis is limited by the scope of the available
data, but the poverty dimensions are clearly outlined. As shown by self-assessed health
indicators, there exist clear ethnic and gender differences, with Serbs and women
reporting the poorest health outcomes. The analysis of the determinants ofpoor health
outcomes highlights how the probability of reporting bad health decreases with
individual education and household size. The main barrier to health care appears to be
the cost of the service, as informal payments are a widespread practice. As a result, the
priorities for intervention refer to upgrading the system and improving its efficiency to
ensure financial viability and equity.

Organization of the health care sector

5.1 Prior to 1990, the health care system in Kosovo resembled that of other parts of
the Socialist Republic of Yugoslavia (SFRY) and most Central European countries.
Private medical practice was not legal and health care was publicly provided to all
citizens free of charge. The system was financed through a Health Insurance Fund (HIF)
supplemented by a federal Solidarity Fund. The HIF was organized as a "self-managing
community of interest" (SIZ) at the central level of the province and through 29
"elementary units" (OZs) which were municipal branches of the SIZ at the community
level. The OZs paid providers using a modified-fee-for-service (points) system. Point
values and prices were determined centrally in Pristina on historical grounds with
reference to number of beds, equipment, staff ratios and building size. Moreover prices
were adjusted yearly to balance revenue and expenditure. The monitoring of usage and
costs was virtually nonexistent.

5.2 Unsurprisingly, given the lack of incentives to increase cost effectiveness and
improve efficiency, by 1989 the health system was in financial deficit by as much as
25%. And, as the public funds declined, informal co-payment for services emerged as an
additional form of financing.

5.3 Between 1990 and 1992 both the management and the financing of health care
was progressively centralized in Belgrade. The Belgrade Ministry of Health (MOH)
became responsible for health care management and delivery. The central HIF in
Belgrade assumed responsibility for health care financing in Kosovo, Serbia and
Vojvodina, with branches throughout the SFRY. The redistribution of the locally
collected funds from Belgrade to the region was neither predictable nor transparent. At
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the same time, most Albanians were dismissed from senior position in the health sector,
as in other public services, the prohibition on private practices was removed. More than
half of the Albanians lacked a social insurance card needed for HIF coverage under the
centralized system and therefore were not covered by the publicly financed system.

5.4 The years that followed saw the gradual split of the health care system into three
parallel groups offering health care:

* the predominantly Belgrade-based public health system, which catered
predominantly to the Serb population and for the hospitalization of both Serbs
and Albanians;

* a parallel charitable health care system, organized through the Mother Theresa
Society, and designed to provide free basic health services to the Albanian
community unable to afford private medical care, and unable - or unwilling -
to use the official system;

* a private health care system, run almost exclusively by Albanian, that met the
needs of those who could afford to pay the fees.

5.5 During this period formal and informal out-of-pocket payments became and
important sources of income for medical personnel.

5.6 Since the conflict in 1999, the legacy of the previous structure, with the extensive
support of the humanitarian organizations and KFOR, has served to meet the immediate
health needs of the population. The JIAS's Central Fiscal Authority has assumed
responsibility for financing health services from the Kosovo Consolidated Budget with
funds coming predominantly from donors.

Health status of the population

5.7 Information on health status indicators in post-conflict Kosovo is limited.
However available data suggest that, even before the crisis, Kosovo had the poorest
statistics in Europe on virtually every health indicator. The finding of a national survey
conducted by the International Organization for Migration (IOM) and the UN Population
Fund (UNFPA) between November 1999 and February 2000 confirms that Kosovo's
relative position has persisted (IOM 2000).

5.8 Kosovo reports the highest infant mortality in Europe at 45 deaths per 1,000 live
births with about 36,000 births per year. A high 40 percent of in-hospital mortality was
due to infant deaths, many of them in the neonatal period. Kosovo also exhibits one of
the lowest percentages of ante-natal care in pregnant women, and in births attended by a
professional; 15% of pregnant women did not see a health care worker and 20% gave
birth at home without professional help. Another area of concern is the reported decline
in immunization coverage53 (Spiegel and Salama 2000).

53 In designing a manageable LSMS questionnaire a separate "Female Questionnaire" was not included in
the interests of a manageable survey. Information of the type described above had just been collected by
IOM and UNFPA. Unfortunately, therefore, the nationally representative data do not allow us to calculate
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5.9 Recent epidemiological studies commissioned by the JIAS offer a health profile
highlighting health problems and incidence of illness and injury. Despite no recent
outbreaks, tuberculosis and Hepatitis A are endemic in Kosovo. Chronic adult morbidity
is concentrated in cardiovascular, renal and lung diseases, and a recent survey suggests
that 2.5 percent of the population have some form of physical disability. At the same
time, the incidence of psycho-social problems are of considerable concern. A recent
survey indicating that 62 percent had been close to death, 49 percent had been victims of
torture or abuse, and 42 percent had been separated from their families (Lopes Cardozo et
al., 2000). The trauma associated with the recent conflict places special needs on the
health system that requires both rebuilding the system but also ensuring the appropriate
and adequate care are accessible.

5.10 In addition, there is widespread concern that the conflict may have worsened the
already precarious situation concerning safe drinking water and sewage disposal, and
concern is heightened with endemic, waste borne Hepatitis A. The problem is at least
partly linked to chemical contamination in industrial and mining areas.

5.11 Evidence on perceptions of health status is also instructive. The LSMS collect
individual level information on three indicators of adult health status. The first is a 'self-
assessed' health indicator that takes five possible values. The second is a 'yes/no'
variable referring to the loss of at least one day of primary daily activities. The third is an
indicator defined by a small set of variables assessing the existence of a disability. The
results, - summarized in Table 1 - suggest that the health status of the population of
Kosovo varies significantly across ethnic groups, gender and age groups. In the table
"limiting illnesses" refers to the percentage of the sampled population that reported at
least one day of primary daily activities missed due to poor health in the past four weeks.
The "bad health" category includes the percentage of surveyed people who rated their
health status as "poor" and "very poor" in the past four weeks. "Disability" refers to the
sampled population who reported difficulties in performing activities of daily living
(ADL) (ability to dress without help, stand up from a sitting position, and use the
bathroom without help) in the past year.

nationally representative values for the indicators described above, and no disaggregation of ethnic and
income is possible.
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Table 1. Percentage of population reporting poor health
(past four weeks, unless otherwise indicated)

Limiting illnesses Bad health Disability*
Albanian banian lbanian Serbs Albanian Serbs

Male 16-24 7.4 2.2 1.9 5.0 1.2 0.0
25-49 10.9 15.3 4.7 17.6 3.1 4.4
50-69 26.7 32.0 21.1 52.0 18.1 22.6
70 and over 46.3 70.0 53.9 80.5 54.1 60.2
Total male 14.6 22.1 9.3 29.9 6.1 5.4

Female 16-24 8.0 8.3 0.9 8.3 0.3 1.4
25-49 12.7 13.2 5.3 22.6 3.7 3.1
50-69 28.5 49.7 28.4 67.4 24.6 32.2
70 and over 49.8 65.6 59.7 70.7 60.4 61.8
Total female 16.4 28.8 11.5 38.3 4.3 4.2

Total (M,F) ___________ 15.5 25.4 10.4 34.1 8.9 15.6
* past 12 months, Source: Kosovo survey 2000

5.12 The table shows clear ethnic differences in the reported health status. The
differential persists across the different indicators of health status, with Serbs reporting
systematically worse health outcomes than Albanians. The percentage of Serbs rating
their health status as "poor" and "very poor" is over three times that of Albanians.
Similarly, the percentage of Serbs reporting limiting illnesses and disability is almost
twice as large as that of the Albanians'. A systematic gender bias is also noticeable: the
percentage of women reporting poor health outcomes is typically greater than men's with
the exception being the "disability" indicator. Differences across age groups are also
interesting, especially when considering ethnicity and gender differentials. As would be
expected, the percentage of people reporting poor health outcomes increases with age,
however, the pace of such increases varies according to gender and ethnicity, with a bias
against Serbs and women.

Figure 1 Health status by income decile
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5.13 Figure 1 presents the incidence of poor health by expenditure deciles for two of
the indicators available from the LSMS. The pattern that emerges is one common to
many countries. Ill health appears to be concentrated amongst the worse off households
and this is particularly true for the self-assessed health indicator. It is also interesting to
note that no clear pattern exists in the distribution of disabilities across income deciles,
possibly reflecting the recent conflict in Kosovo.

Health care provision and utilization

5.14 The health care system is a patchwork of the previous parallel systems that have
survived the conflict, and continues to provide services. As in the rest of the region,
health care is hospital and specialist based. Currently there are six hospitals in Kosovo
with 4,856 beds, and 280 primary care facilities. Average length of stay in the hospital is
10.6 days and bed occupancy is 68 percent. Employment in the health system is
estimated at 10,580 for 2001. In comparison with the much wealthier OECD countries,
these estimates reflect over-supply of beds, and despite this, low hospital utilization and
an over-supply of staff. Primary care is provided through a network of clinics defined as
health houses and 'ambulanta'. Major towns have a single health house, while
'ambulanta' offer less extensive outpatient care but are more widely available.

5.15 Table 2 shows the utilization rates by type of health care facility and ethnic group
for the sampled population according to its self-reported health status and gender. In
addition, the average number of visits and duration of inpatient stay are also indicated.

Table 2: Utilization of Health Care Service
(past four weeks, unless otherwise indicated)

Ambulanta
and Health Private Doctor Private Nurse Other Facility Hospital*

Houses
Albanians Serbs Albanians Serbs Albanians Serbs Albanians Serbs Albanians Serbs

Utilization Rate (%)
Good health status 10.9 8.6 2.5 0.8 1.0 0.1 2.0 1.2 4.5 2.7
Poor health status 50.8 47.3 12.5 1.2 5.5 0.2 13.8 8.1 15.8 17.3
Men 12.9 17.8 2.8 0.3 0.9 0.1 2.1 3.0 3.7 5.8
Women 16.9 24.3 3.6 1.3 1.7 0.3 3.2 3.1 5.5 8.3

Avg. no. of visits 2.0 3.2 1.7 3.5 4.8 3.0 1.4 2.2 1.2 2.2
Avg. days of stay - - - - - - 14.2 30.3

* past 12 months
Source: Kosovo survey 2000

Patterns of utilization

5.16 The table shows clearly that "ambulanta and health houses" are by far the most
commonly utilized health care facilities by all ethnic groups and across gender. The
patterns of utilization are also similar across ethnic groups, although Albanians show a
higher tendency to use private facilities than do the Serbs. This is clearly a legacy of the
past and a reflection of developments over the last decade.
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5.17 On average the Serbs appear to make greater use of the health system. This may
be due to a combination of their age structure and comparatively poor health status.
However when the utilization patterns for healthy and less healthy individuals are
compared, it is the Albanians who have relatively higher utilization rates.

5.18 The average number of hospital visits and the length of stay of Albanians are
almost half of those for the Serb samples. However, much of this difference is
explainable by the comparatively worse health status of the Serbs. The high use of
hospital care across both ethnic groups probably reflects historical reliance on the
specialist-based and hospital-centered model of care that prevails in the FRY. This is
coupled with a lack of trust in the developing primary health care sector. As a result
many hospitals are providing both primary care services as well as inpatient care. Despite
this, as discussed above, the average length of stay in the hospital is long by international
standards and the bed occupancy rate comparatively low, suggesting extensive excess
capacity in the hospital sector.

5.19 Finally hospital care is provided almost exclusively by the public system, with
private humanitarian hospitals providing a mere 2% of the care for the Albanian and 4%
of that of the Serbs.

Barriers to Access

5.20 Excluding minor ailments for which self treatment was considered sufficient, the
most common barrier to health care access is the cost of the service. An average of 28
percent of those that reported having had a medical problem for which they did not seek
treatment, did so because they could not afford health care. This percentage increases to
nearly one third for the prime age cohort (age 25-49).

Table 3: Main Barriers to Access
Minor Mio

Reasons for not ailment, Minor U I nsafe to Poor Too
seeking treatment self ailment, no o travel service expensiveTotal

treated tetettae evc xesv
15 and less 55.2 14.1 5.3 0.9 0.8 21.1 2.7 20.9
16-24 53.3 16.6 2.2 1.1 0.0 26.6 0.3 11.4
25-49 44.6 12.8 5.7 1.2 1.0 30.1 4.6 28.5
50-69 41.5 11.0 9.2 2.3 0.5 31.1 4.3 28.1
70 and over 39.3 8.0 14.9 2.8 0.5 28.6 6.0 11.1

Average 46.3 12.5 7.2 1.6 0.7 27.9 3.8 100.0
Source: Kosovo survey 2000

5.21 Another important factor, especially in rural areas, is the distance of the facility.
Safety, however, does not appear to pose a major impediment. Not surprisingly, the
cohort of people most affected by the distance and safety factors are senior citizens,
especially those over 70. Lastly, values associated with the perception of quality of the
service provided are very low but it isn't clear whether medical quality is compromised
or whether patients are frustrated with access to and treatment within the system.
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However, this perception combined with the cost barrier suggest inherent problems in the
operation and accountability in the health system.

Health carefinancing

5.22 In 2000 the financing of health care in Kosovo continued to have the
characteristics of a mixed system where out-of-pocket contributions were considerable
and public financing came predominantly from donors, with minor contribution from the
general tax system. The element of social insurance which was characteristics of the pre-
conflict system was lost and no private insurance has filled the gap.

Public expenditure for health care

5.23 The 2000 recurrent budget for the health sector is indicated in Table 4. The 2000
budget was prepared by the Department of Health and Social Welfare, the World Health
Organization and the World Bank (World Bank 2001). As shown in Table 4, hospitals
and primary care employ most of the over ten thousand people working in the health
sector and account for a large share of the total budget both in terms of "Wages and
Salaries" and "Goods and Services." "Other health" is consistently a marginal part of the
sector across all of items considered. Differences among the health care categories are
also evident in respect to average salaries, the highest being in primary care (3210 DM),
followed by hospitals and other health providers (3128 DM and 2932 DM respectively).

Table 4: 2000 Budget Summary (DM)

Staff Wages and Goods and Total
____ ____ ____ ___ ____ ____ ____ ___Salaries Services _ _ _ _ _ _ _ _ _

Hospitals 5,245 16,410,960 29,698,490 46,109,450
Primary care 4,980 15,990,600 17,559,874 33,550,474
Other health 357 1,046,880 435,499 1,482,379
Total 10,582 33,448,440 47,693,863 81,142,303

Source: UJNMIK

5.24 Public spending on health care depends on the country's spending capacity
(national income), the Government's total public spending, the size of the health sector,
how funds are deployed across different uses, and the efficiency with which inputs are
deployed. Although official statistics of output do not exist, the IMF recently produced
estimates of both domestic product and domestic consumption on the basis of estimates
of public and private expenditures as inferred from household surveys, public budget
estimates, donor financing of investments, and official import data.5 4 [l1 The IMF estimate
of Kosovo domestic output is DM3 billion or about US$ 750 per capita. By comparing
this data with the 2000 Budget Summary for the health sector, health care spending is
about 81 million DM and accounts for some 2.7% of GDP and 19% of public
expenditures.
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5.25 International comparisons indicate that this is a relatively small share of GDP.
Figure 2 plots GDP per capita against health care expenditures as a percentage of GDP in
a selected number of transition economies, and the averages for both the middle and low
income countries. As shown, Kosovo' spends less on health as a percentage of GDP than
both average middle and low income countries, and than transition countries with similar
levels of GDP, such as the Kyrgyz Republic, Azerbaijan, and Armenia. It is interesting
to note that public expenditure in health in Kosovo is well below the level of the
countries of the FRY and much closer to the level of Albania.

Figure 2 Public health care spending and GDP in selected countries
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Source: Paci 2000, HNPStats, IMF.

Private expenditure in health

5.26 Private expenditure on health is of three types:
* payment for services provided by the private sector, mainly

doctors, dentists, diagnostics and drugs;
* a co-payment introduced in the summer of 2000 for

pharmaceuticals and treatment received in the public sector; and,
* unofficial compensations to medical staff operating in the public

sector.

5.27 Little is known about the relative importance of these components in total. Indeed
until the LSMS data were available little was know about the magnitude of the private
contributions to the health care system. Only the Albanian Health Survey Report5" (1999)
gave some estimates of private expenditure on health for the Albanian population in
1999.56

55 International Rescue Conunittee, Institute for Public Health of Kosovo, WHO and US Centers for
Disease Control (1999)
56 The LSMS gives accurate figures for the total private expenditure by household for different types of
health care. Some degree of disaggregation is also possible across different types of expenditure, i.e.

121



5.28 The official co-payment scheme is comprised of a fee per visit of DM 1-2 for
outpatient care, and a single admission fee for hospitalization ranging from DM 15 to 45.
Exemptions are granted for children under 5, pregnant women and people holding a
disability card.

5.29 Table 5 shows that over 95% of Albanians pay for the services received,
independently of whether these are provided in public or private facilities. Moreover, the
average payment is in excess of the expected amount of the co-payment. For example,
given: the prescribed contribution of DM 1-2 for primary care visit; and, the average
number of visits to primary care units over the last four weeks, which equals 2, the
average cost per individual should be around DM 4. However it is close to DM 6 for
general expenses and an added DM 11.3 are paid in what are described as "gifts". It is
not possible to distinguish between gatitude and required gratuity, something that
qualitative research can provide, and there is extensive experience in the region on these
issues (Lewis, 2000).

5.30 The Serbs appear to have easier access to free health care and tend to face lower
costs. It is also interesting to note that by far the most expensive item of expenditure is
pharmaceuticals, followed by gifts for Albanians patients, and general expenses for the
Serbian patients.

Table 5: Private contributions by type of health care
Ambulanta/
Health House Private Doctor Private Nurse Other Facility Hospital*

Albanians Serbs Albanians Serbs Albanians Serbs Albanians Serbs Albanians Serbs
Medicines
% not paying 14.9 43.9 19.3 53.7 63.8 23.2 46.5 30.1 32.4 30.1
Average cost 24.4 20.4 30.3 31.6 18.9 38.2 21.6 30.5 114.2 92.4

Transport
% not paying 39.1 65.0 36.1 47.6 62.5 56.5 44.2 36.7 24.7 42.1
Average cost 9.3 16.5 11.5 131.8 12.0 50.0 10.1 24.2 39.7 51.9

Gifts
% not paying 97.0 98.3 96.8 87.7 100.0 56.5 93.7 100.0 87.2 77.9
Average cost 11.3 12.3 21.4 20.0 3.1 15.2 7.8 0.0 75.5 24.7

All other exp.
% not paying 23.6 91.7 6.8 13.5 33.1 0.0 24.1 74.1 53.5 77.0
Average cost 5.9 34.8 25.1 294.5 13.4 30.2 17.1 131.5 287.3 75.8

Total exp.
% not paying 5.0 25.8 1.7 6.7 17.5 0.0 10.0 19.1 8.4 12.4
Average cost 33.0 27.4 56.8 365.2 24.8 87.9 34.2 87.4 820.3 132.3

* past 12 months
Source: Kosovo survey 2000

pharmaceuticals, gifts, etc. In so far as the payment was made to a private doctor or nurse, it is also possible
to separate expenditure covering for services provided by the private sector versus other expenditure.
However it is not possible to distinguish the official cost-sharing contributions to the private sectors from
under-the-table payments not classified as gifts. This is obviously a limitation but one that can be overcome
by further work designed to estimate the expected value of the co-payment for the service received under
the public system.

122



5.31 Figure 3 shows the distribution of out-of-pocket health expenditure across income
deciles. Unsurprisingly, the better-off appear to spend more on health care than
households at the bottom end of the distribution. What is noticeable, however, is the very
low degree of progressivity of expenditure. This suggests that even the worst-off face
large out-of-pocket contributions. Indeed the expenditure for pharmaceuticals, which
constitutes a large proportion of total expenditure, is very close to being proportional to
income. Given the high costs that the event the extremely poor face, it is not surprising
that the cost of service is described as the most common barrier to access for those who,
in the four weeks before the survey, experienced a health problem, what would have
required medical attention.

Figure 3 Health expenditure by income decile
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Determinants of health status and health care utilization

5.32 A primary set of health status determinates are those related to access to water and
sanitation'and refuse collection. Table 6 indicates the incidence of illness on the
population according to access top specific sources to water, toilet and facilities and
garbage collection and disposal. As shown, public taps appear to have a negative effect
on the health status of those in the Albanian sample. For Albanians, trucked in water is by
far the preferable means of water distribution from a health stand point. On the other
hand, Serbs are negatively affected by such a system, where standing water pipes seem to
be the best alternative. As far as sanitary systems are concerned, Table 7 shows consistent
results for the two samples. Both Albanian and Serbian health status are negatively
affected by use of latrines especially when shared, and flush toilets provide a preferred
solution from a health perspective. The disposal of garbage has similar effects on the
health status of the sampled population. Street containers work better than garbage
burning in the Albanian sample, while in the Serb population the worst system appears to
be the collection by trucks and garbage burning.
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Table 7: Access to Water and Sanitation Services
Albanians Serbs

Limiting Bad health Limiting Bad health
illness illness

Water
Central pipeline 14.24 9.05 23.2 34.2
Standing waterpipe 14.9 10.2 20.7 18.3
Well 17.3 11.4 26.3 33.5
Spring 13.7 15.1 33.6 37.8
Brought in water (by truck) 6.8 6.3 37.6 37.7
Public tap 18.4 15.6
Other 14.9 3.0 0.0 28.1

Average 15.5 10.4 25.4 34.1
Toilet
No toilet 17.2 10.1 12.3 37.7
Flush toilet- not shared 12.7 8.4 21.5 36.3
Flush toilet - shared 9.9 8.6 22.0 27.7
Latrine - not shared 18.4 12.2 28.9 30.4
Latrine - shared 16.4 13.1 60.3 56.9

Average 15.5 10.4 25.4 34.1
Garbage collection/disposal
Street containers 13.9 8.9 23.3 35.7
Collected by truck 14.6 10.4 16.0 40.6
Dumped 16.2 10.9 25.2 35.9
Burned 16.3 12.4 29.9 32.3
Buried 15.6 7.9 29.6 20.5
Average 15.5 10.4 25.4 34.1

Source: Kosovo survey 2000

5.33 These results suggest the poor public health environment and the thorny
institutional and ethnic issues undennine effectiveness in these areas of health prevention.
Why Albanians and Serbs fare so differently under alternative water supply and garbage
collection arrangements is not at all clear. The geographic divisions of ethnic
neighborhoods obviously contribute to the discrepancies in experience, but the
institutional factors, such as public sector management, infrastructure maintenance and
service reliability are also likely to play an important role, but this is an area where
limited information exists.

5.34 More generally tables 8 and 9 present the results of Probit regressions designed to identify
the main causal factors behind poor health. The results are highlighted in Box IV.

BOX IV: Determinants of poor health outcome
* A part from the differences highlighted in the text in the role of water and sanitation, the correlates

are similar for different ethnic groups but gender differences exists;
* The probability of reporting 'bad health' increases in age and declines with

o Individual education and
o Household size

* For women living in urban areas reduces the incidence of 'poor health' while living in a female
headed household increases.

* The correlates of the incidence of lirniting illness in the last four weeks are similar to those for bad
health but the coefficient are less significant and more of an ethnic difference emerges.
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Table 8. Determinants of poor health status

Albanians Serbs
Males Females Males Females

age 0.0296 0.035 0.042 0.0882
age square 0.0001 0.0001 0 -0.0006
highest grade of ed. completed -0.0531 -0.0472 -0.0574 -0.0845
household income -0.1247 -1.2591 0.5718 -1.1834
household income square -0.007 0.1234 -0.0501 0.1407
piped water -0.2063 -0.0596 -0.1443 0.1111
flush toilet -0.1589 -0.0707 0.3416 0.0991
trash collection 0.2184 0.1536 -0.0527 0.4969
urban residence -0.1047 -0.2599 0.0271 -0.5923
household size -0.3266 -0.2021 -0.1053 -0.3134
female-headed household -0.1002 0.2833 -0.0908 0.2602
other than Serb/Albanian 0.0817 0.2725 0.8502 0.3333
AOR Germany -0.1063 -0.0158 -1.0904
AOR Italy 0.2455 0.5372 -0.5139 -0.328
AOR France -0.1597 0.0166 0.5534 0.4579
AOR USA -0.1407 -0.0788 0.2191 0.0392
constant -0.7573 0.7517 -3.7111 0.3617

Note: The table shows results from a probit model for the total sample. Numbers in bold indicate a
coefficient is significant at the 1% confidence level.

Table 9. Determinants of occurrence of limiting illness

Albanians Serbs
Males Females Males Females

age 0.0056 0.0049 0.0058 -0.006
age square 0.0002 0.0002 0.0003 0
highest grade of edu. completed -0.0093 -0.0053 -0.0407 -0.04
household income -0.4142 -0.2598 0.92 -0.001
household income square 0.044 0.031 -0.0843 0.015
piped water -0.0375 0.1232 0.1361 0.118
flush toilet -0.2603 -0.2752 -0.1612 -0.177
trash collection -0.0422 0.0325 0.0561 0.246
urban residence 0.0994 -0.1418 -0.2751 -0.691
household size -0.112 -0.0191 -0.3143 -0.493
female-headed household -0.0057 0.1205 -0.0653 0.087
other than Serb/Albanian 0.0275 0.0121 -0.1593 0.471
AOR Germany -0.0466 -0.0941 -0.1539 0.257
AOR Italy 0.3928 0.3567 -0.257 -0.497
AOR France 0.1809 0.1557 0.1549 0.419
AOR USA 0.0586 0.0262 0.3207 0.471
constant -0.3762 -0.9971 -3.2994 -0.643

Note: The table shows results from a probit model for the total sample. Numbers in bold indicate
a coefficient is significant at the 1% confidence level.

125



Policy levers and policy design

5.35 Both health status and the state of the health care system are in need of upgrading.
The results of the past decade have taken a toll on the health status of the population, and
the health care system has provided minimal support due to a combination of historical
treatment by Kosovo in FRY and the chaotic system of the recent past. The neglect of
the health system has led to a multi-funded health system and a misalignment of
resources and services. Services need upgrading in all their aspects - infrastructure,
human resources, equipment, management -- and financing needs to be improved to
ensure financial viability as well as equity in the Kosovo health system.

5.36 Without radical efforts to restructure the health system neither the poor, the
extreme poor, nor the general population will be adequately served. Indeed, the high
incidence of out-of-pocket payments commonly leads to under-utilization by those least
able to pay (Lewis, 2000), and a system low on accountability. The following priorities
are recommended:

Develop a blue print for reform, to restructuring the health system

5.37 As part of that exercise align realistic financing levels with a commensurate care.
This may imply services that the public must withdraw from providing, or means testing
access to ensure equity in health care. Future access may need to be compromised to
reduce overcapacity of both physical and human infrastructure.

5.38 Legalizing under-the-table payments and establishing realistic levels of health
service output could help to reduce the corruption in the system, and ensure that the
public sector is financing both high priority interventions as well as subsidizing those
unable to afford needed care.

5.39 Undertake efforts in public health to ensure immunization coverage, adequate
access to clean water, reduced environmental health risks.
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6 Vulnerability and Coping Strategies

To present a more complete picture ofpoverty in post-conflict Kosovo, this chapter compares the
results of a qualitative poverty assessment with a quantitative poverty assessment. Itfocuses on
identifying i) thefactors thtat make a household vulnerable to poverty, and ii) the strategies used
by households to cope with poverty, i.e. private, public and international transfers. The chapter
concludes by examining the prospects for continued reliance on these coping strategies.

Background

6.1 This section summarizes findings on vulnerability and coping strategies from a
number of assessments undertaken by international groups. These assessments were
carried out both before and after the recent conflict.

6.2 Before the conflict, the Mother Theresa Society (MTS), the de facto social
assistance program of the Albanians, identified the most needy members of the Albanian
population to be the disabled, elderly, orphaned, landless and unemployed.57 The
important coping mechanisms during this period included remittances from family
members outside Kosovo, support from neighbors and other members of the community
(community solidarity), and social assistance from MTS.58

6.3 Immediately after the war, war-related damage became the most important
indicator of vulnerability. This included loss of family members, destroyed housing,
destruction of farmland and livestock, and conflict-related trauma, which was believed to
undermine coping strategies.59 Six months after the war, the most vulnerable included
those directly affected by the conflict, those lacking income (salary, pension, remittances,
savings, or property), those with many dependents (orphans, elderly, disabled), and those
who are geographically and/or economically isolated. Coping strategies during this
period included remittances, community solidarity and small business activities.6 0

6.4 About one year after the war, the most important indicator of livelihood security
was considered the family. Those without family were perceived to be the most
vulnerable, especially those without male relatives, e.g. women without husbands and
other male relatives, children without fathers and other male relatives, the elderly without
children, and the disabled without family. In addition, this reliance on the family,
especially the extended family, which can be considered a "re-traditionalization" of the
society, was believed to be a strategy developed during the last decade of ethnic
exclusion and conflict to cope with increasing political and economic insecurity.6 1

57 World Food Program. 2000. "Monitoring Taskforce III: Focus Groups/Community Meetings."
5 Kate Ogden. 2000. "Coping Strategies Developed as a Result of Social Structure and Conflict: Kosovo
in the 1990's." Disasters. 24 (2).
59 Ibid.
60 World Food Program. 2000. "Monitoring Taskforce III: Focus Groups/Community Meetings."
61 World Bank. 2000. "Conflict and Change in Kosovo: Impact on Institutions and Society."
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6.5 The rest of this paper builds on these findings on vulnerability and coping
strategies by comparing the results of two assessments focusing on poverty in post-
conflict Kosovo: i) a qualitative poverty assessment conducted by the Inter-Agency Sub-
Group on Poverty62, and ii) a quantitative poverty assessment prepared by the World
Bank. The quantitative assessment is based on a Living Standards Measurement Survey
(LSMS).

Who Are the Vulnerable?

Local Perceptions of Poverty

The poor have irregular or no income. They do not have savings. They have few skills
and little education. They have little or no land. They often do not have livestock. They eat poor
quality food. They depend on handouts from neighbors and humanitarian organizations. They
live in old mud or stone houses ith one or two rooms that lack basic amenities. They dress very
poorly and can not even afford to wash their clothes. Most of their children do not receive more
than primary education. They can notafford to buy medicine when they are sick. The poor have
no means to recover from the losses incurred during the conflict and rebuild their lives without
assistance.

Source: Kosovo: A Qualitative Poverty Assessment

6.6 Location. While the qualitative assessment did not find a distinct relationship
between location and poverty, the LSMS found the incidence of poverty to be higher
among the rural population. In addition, the LSMS found the incidence of poverty to be
higher in the Southwestern and Northern parts of the province, two regions with a large
number of members of different ethnic groups. The qualitative assessment did find
increased poverty in geographically isolated areas, including a number of remote villages
in the North of the province.

6.7 Ethnicity. Again, while the qualitative assessment does not describe a clear
relationship between poverty and ethnicity, the LSMS found the incidence of poverty to
be higher among the Serb population. In addition, while the sampling of the survey does
not allow for poverty analysis of the other groups, there is some indication that Roma and
Muslim Slav (including Bosniac and Gorani) are also more likely to be poor and
extremely poor.

6.8 Displacement. According to the LSMS, about 70% of Kosovo's population was
displaced during the 1999 war (March 24 to June 9), with about 36% displaced inside the
province and the rest displaced outside the province, mostly in Albania, Macedonia and
Montenegro. Security was given as the main reason for this displacement. The majority
of this population returned to the areas from where they had fled (though not necessarily
their homes as many were left uninhabitable) within a few months of the end of the
conflict. Perhaps because of this relatively short displacement period, the incidence of
poverty is not higher among this group. However, both the LSMS and the qualitative

62 Oxford Policy Management with Care International UK. 2001. "Kosovo: A Qualitative Poverty
Assessment."
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poverty assessment found the incidence of poverty to be higher among those still
displaced at the time of the survey (4%63 of the population, including 4%/o of the
Albanians and 8% of the Serbs). In addition, the LSMS analysis found a higher
incidence of poverty among those who were outside Kosovo before the conflict and have
retumed to the province after the conflict, the "diaspora retumees" (about 3% of the
population).

Displacement During the 199 Conflkt6
When the air strikes began on 24 March 1999, there were already 260,000 internally

displaced persons in Kosovo, 70,000 refugees and displaced persons in Albania and other
countries in the region, and t00,000 refugees and asylum seekers in Western Europe and other
countries outside the region. With the escalation of violence in the province, another 800,000
Kosovo Albanians fled or where expelled. Of these, about 426,000 went to Albania, about
228,000 went to Macedonia"5 , and about 45,000 went to Montenegro. In addition, some
500,000"6 were displaced within Kosovo during the same period.

On 9 June 1999, the Federal Republic of Yugoslavia formally accepted a peace plan that
included the withdrawal of their troops from Kosovo, the retum of the displaced, and the
establishment of a UN administration. Within three weeks, about 500,000 Kosovo Albanians
refugees returned to the province. By the end of the year, over 820,000 refugees, including some
that had left before March 24, returned.

As the displaced retamed, Kosovo Albanians attacked and intimated Serbs, Romas and
other ethnic groups. Within three months of the end of the war, some 200,000 Serbs and other
ethnic groups left the province. Now, Kosovo is divided into Albanian areas and pockets
inhabited by Serbs and Romas.

6.9 Destruction. The LSMS found only 57% of the population living in intact
houses, with the remaining 43% living in damaged or temporary housing (tents, barracks,
etc.). 67 Given that most of the conflict took place in rural areas, only 44% of the rural
population (compared with 79% of the urban population) lives in intact houses. Not
surprisingly, both the qualitative poverty assessment and the LSMS found the incidence
of poverty to be higher among those who live in damaged housing. The LSMS found this
also to be true for those living in temporary housing.

6.10 Accommodation. Both the LSMS and the qualitative assessment found poverty
to be more common among those who live in a house i) made of mud or stone, ii) with a
latrine or outdoor toilet, and iii) with four or more members per room.

63 This figure only refers to those hving in households headed by a displaced person. In addition, it does
not include those living in collective centers or camps. The qualitative assessment found living coniditions
in collective centers and camps to be particulartly difficult, with many of them overcrowded and lacking
basic necessities.
4 IJNHCR 2000. Tlhe State ofthe World's Refugees. New York: Oxford University Press.

65 At the insistence of the Macedonian govermment, about 96,000 persons were airlifted to 2S otler
countries.

UNHICR estimate.
67 An International Management Group assessnent carried out immediately after the conflict found about
64% of the houses in Kosovo severely damaged or destroyed. UNMIK JIAS. 2000. "United Nations and
Furopean Union Support to Peace and Reconstruction: A Year and a Half in Kosovo."
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The Households of Kosovo

The typical household in Kosovo is often large and involves several generations of the
same family living together and functioning as a single economic unit. The average household
has 6.5 members and over 60% of them are composed of extended (one family nucleus plus other
members) or multiple (more than one family nucleus plus other members) famnilies.68 Most of
these families are headed by men, with female-headed households comprising only 8% of the
total households. In addition, as one would expect with this type of traditional structure, marriage
is practically universal, divorce rates low, and co-habitation almost non-existent.

This type of household formation, which has been called Zadruga by some Balkan
scholars, was common to most parts of Eastern and Southern Europe, including Bosnia, Serbia
and Macedonia, before WWII.V Today, it remains strong among the Albanians of Kosovo,
Western Macedonia and Northern Albania.69 Some scholars believe that this type of household
structure was the product of certain socio-economic conditions, namely insecurity, patrilinearity,
and pastoralism.70 This type of social organization has traditionally been characterized by a
hierarchical structure, often imposed by the eldest male in the family, where all members enjoy a
rinimum supply of social welfare, regardless of their productive capacity. However, this often
requires that individual interests are subordinated to maintain group productivity and solidarity.
Nonetheless, it should be bom in mind that thisS system is currently subject to strong tensions and
ruptures, with traditional and modern elements blending and conflicting with each other.'7

Household size. The LSMS found the average household size to be 6.5, rising to
6.9 for the Albanian population and falling to 3.9 for the Serb population. While the
qualitative assessment found larger households more likely to be poor, the LSMS found
them only slightly more likely to be poor. In addition, both assessments found smaller
Serb households more likely to be extremely poor.

6.10 Female-headed households. The LSMS found about 8%72 of households to be
headed by a female. While the qualitative assessment found female-headed households
more likely to be poor, the LSMS found them only slightly more likely to be in extreme
poverty. This is probably due to the existence of strong extended family structures
among the majority Albanian population which tend to cushion such vulnerable
households. However, the LSMS did find rural and Serb female-headed households more
likely to be extremely poor. This may be due to the increased incidence of poverty in
rural areas combined with traditions which inhibit female education and employment
opportunities, and the erosion of extended family support mechanisms among the Serb
population.

6.11 Elderly-headed households. While the qualitative assessment found elderly-
headed households more likely to be poor or extremely poor, the LSMS did not find them

6 S1 JNFPA/IOM. 2000. "Kosovo Demographic, Socio-Economic and Reproductive Health Survey: Basic
Results."
69 Joel M. Halpem, Karl Kaser and Richard A. Wagner. 1996. "Patriarchy in the Balkans: Temporal and
Cross-Cultural Approaches." The History of the Family 1 (4).
70 Noel Malcolm. 1999. Kosovo: A Short History. New York: Harper Collins Publishers.
7' Karl Kaser. 1997. "Family and Kinship in the Balkans: A Declining Culture?" Ethnologia Balkanica 1.
72 About 6.7% of the Albanian and 14. 1% of the Serb households were female-headed.
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more poor than households headed by younger head. This is probably due to the
existence of traditions among the majority Albanian population which encourages at least
one son to look after elderly parents. However, the LSMS did find Serb elderly-headed
households more likely to be poor or extremely poor. This is probably due to the
weakening of family support mechanisms among the Serb population combined with
intermittent and small pensions from Belgrade.

6.12 Elderly. Both the qualitative assessment and the LSMS found the incidence of
poverty to be higher among households with a large number of elderly. The LSMS found
this to be particularly true for rural and Serb households. Similarly, the qualitative
assessment found high levels of poverty among a number of villages inhabited primarily
by elderly Serbs.

6.13 Children. Both the qualitative assessment and the LSMS found the incidence of
poverty to be higher among households with a large number of children. The LSMS
found this to be true across ethnicities (Albanian and Serb) and locations (urban and
rural).

6.14 Employment. While both the qualitative assessment and the LSMS found the
unemployed more likely to be extremely poor, the LSMS also found this to be true for the
labor market non-participant. In addition, the qualitative assessment found many poor
households with employed members. However, the employed poor tended to have
irregular and/or low-paying jobs (e.g. subsistence farming, casual labor, petty trading and
teaching). Among the Serbs, however, the LSMS found the self-employed more likely to
be poor. This must be due to the security situation faced by Serbs in Kosovo, which
seriously restricts their access to input and output markets.

6.15 Agriculture. Both the qualitative assessment and the LSMS found the incidence
of poverty to be higher among households with less than 1 hectare of land and little or no
equipment. In addition, the LSMS found poverty to be more common among households
with a livestock value of less than DM 1,000. Similarly, the qualitative assessment found
poverty to be more common among households who had less than three low-grade cows.

6.16 Disable-headed. Both the qualitative assessment and the LSMS found the
incidence of poverty to be higher among disable-headed households. The LSMS found
this to be particularly true for Serb and urban households.

6.17 Education. Both the qualitative assessment and the LSMS found the incidence of
poverty to be higher among those who have only completed primary education.

6.18 Health. Both the qualitative assessment and the LSMS found the incidence of
poverty to be higher among those suffering from poor health.
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Correlates of Vulnerability

Qualitative and Quantitative Analysis Qualitative Analysis Quantitative Analysis

-currently displaced -geographically -rural
-damaged dwelling isolated -Southwestern and
-mud or stone housing -large household size Northern regions
-latrine/outdoor toilet -female-headed -Serb
-more than four people per room households -diaspora returnee
-large number of elderly -elderly-headed -temporary dwelling
-large number of children households -labor market non-
-unemployed participant
-less than 1 hectare of land
-little or no farm equipment
-little or no livestock
-disable-headed households
-little education
-poor health _

How Do the Vulnerable Cope?

6.19 The table below shows that the average household in Kosovo derives only 52% of
its income from wages. Excluding miscellaneous income, which accounts for less than
1%, the remaining 47% comes from various forms of transfers: private (inter-household)
transfers from inside and outside Kosovo (30%), public transfers (3%), and international
transfers (15%).

Average Per Equivalent Household Income (percentages)

Source of income Percent
Wages 52%
Private transfers 30%
Public transfers 3%
International transfers 15%
Misc. income 1%
Total 100

6.20 These transfers are even more important for poor and extremely poor households.
As can be seen in the figure below, the extremely poor derive about 70% of their income
from transfers, with the most significant being international transfers, compared to the
non-poor who derive only 41% of their income from transfers, with the most significant
being private transfers. This type of income structure makes households vulnerable to
any fluctuations in these transfers.

132



I Per equivalent household income by source of income and poverty
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Emigration from Kosovo

There have been three waves of Albanian emigration to Westem Europe. The first wave,
during the late 60's and early 70's, consisted mostly of unskilled guest workers from rural areas;
the second wave, during the 80's and early 90's, consisted mostly of better educated professionals
from urban areas; and the third wave, during the 1998 and 1999 conflict, consisted mostly of
refugees and asylum-seekers from a variety of backgrounds.7 Similar information on the Serb
population is not available but given their different political and economic situation over the last
few decades, especially during the 90's, we can assume that their emigration pattern is quite
different.

A recent UNFPA/IOM survey74 atted to trace some of these migration patterns for
the province' population. It found that about 12% of household members or 225,000 persons
were absent from the province in late 1999/early 2000. About 38% of this group had left the
province during the 1998 and 1999 conflict, about 52% had left between 1990-97 and the
remaining 10% had left before 1990. Most of them had emigrated to Germany (43%),
Switzerland (16%), and Serbia/Montenegro (9%). In addition, the survey also found a significant
portion of these emigrants to be between the ages of 20 and 40 and come from large households.

However, these figures do not take into account households where all members have left,
leaving no one to report on their absence. Using census data, UNHCR population figures, and
demographic information collected after the conflict, the UNFPA/LOM study estimates that over
the last twenty years, between 26% and 39% of Kosovo's population, or between 61 1,000 and
91 1,000 persons, have emigrated.

Since the end of the conflict, many European countries that have hosted large numbers of
Albanian refugees and asylum-seekers are eager to see them return to Kosovo. For example,
Germany, which is host to some 350,000-400,000 Albanians, would like about 240,000 of them
to return over the next few years. Similarly, Switzerland, which is host to some 160,000
Albanians, would like about 83,000 of them to return. Given the security situation currently
faced by many Serbs and Romas in Kosovo, many European governments are continiuing to
provide protection to these communities.71

7 World Bank. 2000. "Conflict and Change in Kosovo: Impact on Institutions and Society."
74 UNFPA/IOM. 2000. "Kosovo Demographic, Socio-Economic and Reproductive Health Survey: Basic Results."
75 World Bank. 2000. "Conflict and Change in Kosovo: Impact on Institutions and Society."
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6.21 Given the large number of the population residing outside Kosovo (refer to box
on emigration), about 33% of households receive transfers from outside the province,
with a large share of these transfers going to Albanian and rural households. About 37%
of Albanian households compared with orily 3% of the Serb households receive these
transfers, reflecting different migration and extended family pattems; and about 38% of
rural households compared with 27% of urban households receive these transfers,
reflecting the impact of the collapse of the rural economy during the 90's on out-
migration. In addition, these transfers seem to be targeted at female-headed households,
with 41% of them compared with 32% of male-headed households receiving such
transfers. This may explain the relatively small portion of poor female-headed
households.

6.22 Most of these transfers, about 90%, come from Western Europe. For the Serb
population, the percentage from Western Europe falls to 66%, with another 27% coming
from Serbia or Montenegro.

6.23 The average amount received (in cash) per household receiving transfers during
the year preceding the survey was DM 5,505, with the Serb households receiving
significantly smaller amounts (DM 1,475). And, as one would expect, these transfers are
targeted at the non-poor (of those receiving these transfers, 43% are poor compared to
51% for the general population and 6% are extremely poor compared to 12% for the
general population).

6.24 According to the qualitative assessment, many households consider these transfers
to be their most source of income. Some even consider them to be more important than
wages.76 The well-being of a family is largely determined by i) the existence of family
members abroad, ii) the number of family members abroad, and iii) the amount sent by
them to their family members in Kosovo. Hence, very poor families tend not to have
anyone outside Kosovo and poor families may have only one member who works as a
casual laborer, remitting small amounts to Kosovo.

6.25 Sending a family member (usually a son) abroad is a livelihood diversification
strategy that has been developed by Albanian households over the last few decades of
economic and political exclusion. Given the different economic and political
circumstances of the Serbs during this period, this pattern of emigration is not believed to
be common to their households. Hence, Serb households have not benefited significantly
from remittance income.

Private transfers from inside Kosovo

6.26 A significantly smaller portion of households, only 8%, receive transfers from
inside the province.7 7 And, similar to transfers from outside Kosovo, a large share of
these transfers go to Albanian households, with about 8% of Albanian households

7 6 The LSMS did not find remittances to comprise a larger share of income than wages--not even among the
extremely poor.
77 It is interesting to note that 99% of all transfers from inside Kosovo came from relatives.
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compared with only 2% of Serb households receiving these transfers. Location, however,
does not seem to be as important, with urban and rural households receiving similar
shares (about 8%). In addition, as with the external transfers, female-headed households
receive a larger portion of such transfers, with 11% of them (compared with 7% of male-
headed households) receiving these transfers.

6.27 The average amount received (in cash) per household during the year preceding
the survey was much smaller than remittances at DM 1,786, with the Serb households
once again receiving significantly smaller amounts (DM 347). And, in contrast to
remittances, such transfers are targeted to the poor (of those receiving these transfers,
65% are poor compared to 51% for the general population) and extremely poor (of those
receiving these transfers, 17% are extremely poor compared to 12% for the general
population).

6.28 Similarly, the qualitative assessment found support from relatives and neighbors
in Kosovo not to be very significant. Only families without an able-bodied male
breadwinner (female-, elderly- or disable-headed) can rely on the support of family
members, which usually requires the merging of the two households. Often the famnily of
a deceased husband or the brother of a widow takes on this type of responsibility.
Otherwise, support from relatives and neighbors in Kosovo is infrequent and of a limited
nature.

6.29 In addition, community support systems seem to have waned since the end of the
war due to the decreased ability of the population to help each other and the increased
presence of the humanitarian agencies. Community leadership seems to also be less
significant due to new political divisions and the presence of the humanitarian agencies.
Although humanitarian assistance is often distributed through the village leader and/or
council, many feel eclipsed by the new international and local structures.

6.30 Other data from the LSMS also provides some interesting information on these
social support mechanisms. When people were asked where they turn to when faced with
the serious illness or death of a household member, the majority replied their relatives in
Kosovo. However, they also identified humanitarian agencies, giving some evidence of a
movement away from traditional support mechanisms. Neighbors, friends and religious
leaders (the community), however, continue to play a role with respect to providing this
type of support.

6.31 Similarly, when asked where people turn to when faced with economic hardship,
they tend to first turn to their families in Kosovo and humanitarian groups. Then, they
turn to neighbors and friends (the community).

6.32 In addition, the data seems to indicate that collective action at the community
level is not very significant. For example, only about 27% of households had come
together over the last year with their neighbors to address a common problem. Similarly,
only 23% of the households had approached a public and/or NGO official as a
community to seek their assistance with a common problem.
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6.33 The above analysis seems to indicate that while the family and, to a lesser extent,
neighbors remain important support mechanisms, community solidarity, including
community leadership, is less significant in post-conflict Kosovo and that the gap is being
filled by humanitarian actors.

Public transfers

6.34 About 8% of households have at least one member receiving some form of cash
or in-kind public assistance from UNMIK and/or the Yugoslav authorities, with rural and
urban households receiving similar shares (8%). While both Albanian and Serb
households receive assistance from UNMIK through its Centers for Social Work (CSW),
only Serb households receive assistance from the Yugoslav social protection system.
This explains why about half of Serb households receive this type of assistance compared
with only 3% of the Albanian households. In addition, as with external and internal
transfers, female-headed households receive a larger proportion of public assistance.

6.35 The average amount received (in cash) per household receiving transfers was DM
1,316, with Albanian households receiving significantly larger amounts (DM 2,693) than
Serb households (DM 730). Most of these transfers seem to be pension-related. And,
similar to internal transfers, such transfers seem to be targeting poor (of those receiving
these transfers, 59% are poor compared to 51%/o for the general population) and extremely
poor (of those receiving these transfers, 14% are extremely poor compared to 12% for the
general population) households.

International transfers

6.36 The international community primarily provided two types of assistance to
households through various channels, including UN agencies, international NGOs and the
Mother Theresa Society: i) food aid and ii) reconstruction assistance.

6.37 During the 12 months preceding the survey, about 63% of households received
food aid, with a large share of these transfers going to Albanian and rural households.
About 63% of Albanian households compared with 58% of the Serb households received
food aid; and about 75% of rural households compared with 48% of urban households
received food aid. The average amount received (in cash) per household was DM 225,
with the Serb households once again receiving smaller amounts (DM 103). Food aid
seems to be slightly targeted at the poor (of those receiving food aid, 58% are poor
compared to 51% for the general population) and extremely poor (of those receiving
these transfers, 15% are extremely poor compared to 12% for the general population).

6.38 During the 12 months preceding the survey, about 18% of households received
reconstruction assistance, with a large share of these transfers also going to Albanian and
rural households. About 21% of Albanian households compared with less than 1% of the
Serb households received this type of assistance; and about 25% of rural households
compared with 8% of urban households received this type of assistance. The average
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amount received (in cash) per household was DM 5,795, with Serb households once
again receiving smaller amounts (DM 561). Reconstruction assistance does not seem to
be particularly targeted at the poor (of those receiving food aid, 54% are poor compared
to 51% for the general population) or extremely poor(of those receiving these transfers,
13% are extremely poor compared to 12% for the general population).

6.39 According to the qualitative assessment, the international community has tended
to target families without able-bodied men and/or high dependency ratios. This type of
assistance, particularly food aid, has allowed many families to use their meager resources
to rebuild their assets. With the scaling down of this assistance, many households feel
they will not be able to rebuild their assets. In addition, respondents complained about
the pace and quality of the reconstruction assistance provided by the international
community.

The Vulnerability of the Coping Strategies

6.40 The most important coping strategies for a large portion of the population seems
to be private (inter-household) transfers from outside Kosovo (remittances) and
international assistance (food aid and reconstruction assistance). Unfortunately, both are
likely to decrease in the short- to medium-term. Remittances might decrease for two
reasons. First, people from Kosovo in the diaspora are unlikely to be able to continue to
remit the large amounts they have sent to their families during and after the conflict.
Second, as noted above, large numbers of them are likely to return to Kosovo over the
next few years. This may decrease remittances and increasing the need for employment
and social services. And, the international community is likely to decrease direct
assistance to Kosovo in the form of food aid and reconstruction assistance as the
emergency period ends and other areas such as Serbia and Macedonia begin to attract
donor attention. This will mainly affect the Serbs who increasing rely on food assistance
given a security situation which makes employment very difficult and the Albanians who
still need to rebuild their assets. Finally, the restructuring of the Yugoslav social
protection system is also likely to have a negative impact on the large number of Kosovo
Serbs who rely on pensions. To avoid an increase in poverty, the economy must grow
enough to increase the share of income derived from wages and the JIAS must increase
its assistance to those households who are not able to participate in the economy.

Coping strategies
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Type of Transfer Households Affected Average Amount

Private transfers
From outside Kosovo overall (330%'0) DM 5,505

Albanian (37%/o)
rural (38%)
female-headed (41%)

From inside Kosovo overall (8%) DM 1,786
Albanians (8%)
female-headed ( 11%)

Public transfers Serb (50%) DM 1,315
female-headed

Intemational transfers
Food aid Albanian (63%) DM 225

rural (75%)
Reconstruction assistance Albanian (2 1%) DM 5,795

rural (25%)
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