!

¢
>
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
>
>
>
>
¢
>
>
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
>
>
¢
>
>
>
>
¢
>
>
>
>
¢
>
¢
>
>
>
>
¢
>

WORLD BANKGROUP

Social Protection & Jobs

This project is funded
by the European Union

Advancing Social Protection
in the Western Balkans:
Opportunities for Reform’

April 2023

Reforming social protection systems has become more important
recently due to various global crises, drawing attention to this unfin-
ished agenda in the Western Balkans.! The six Western Balkan countries,
Albania, Bosnia and Herzegovina, Kosovo, Montenegro, North Mac-
edonia, and Serbia, need social protection? more than ever. Millions of
people in the region remain vulnerable to a range of well-known risks,
with shocks and new sources of vulnerability exacerbating the urgency
of reform. These countries are taking steps to improve their social pro-
tection systems to make them fairer, more sustainable, more effective
and better able to respond to people’s needs. However, progress is slow
and uneven.

Social protection systems across the Western Balkans are comprehen-
sive and complex, spanning multiple objectives. To reduce poverty and
vulnerability, reforms are necessary, and governments should focus on
four main areas: (i) establishing strong foundations for social protection
systems to better respond to crises; (ii) expanding coverage and effec-
tiveness of poverty-targeted programs to improve inclusion and support
for vulnerable populations; (i) facilitating access to better employment
opportunities and promoting labor market inclusion; and (iv) ensuring
the financial sustainability of social protection programs for long-term
effectiveness.

Social Protection needed more than ever
across the Western Balkans

Socio-economic outcomes are still poor across the Western Balkan
countries. The six Western Balkan countries face high levels of poverty
and struggle with poor labor market outcomes. The share of the popula-
tion living on less than $6.85 a day (2017 PPP), the international poverty
line for Upper Middle Income countries, ranged from 12 percent in Serbia
to 34 percent in Kosovo, compared to 4 percent in the seven small tran-
sition countries of Eastern Europe that are already part of the EU (7STEE
countries) and 2 percent in the EU as a whole (Figure 1).2 Only about one
in two people of working-age are employed in the Western Balkans,
ranging from a low of 31 percent in Kosovo to slightly above 60 per-
cent in Serbia and Albania (Figure 1). The share of working-age women in
employment averages 46 percent, reaching a dismal 16 percent among

* Please cite the work as follows: Brodmann, S., Coll-Black S, and von Lenthe, C. (2023). Advancing
Social Protection in the Western Balkans: Opportunities for Reform. Washington DC: World Bank.

! This summary of the key issues on social protection are based on detailed social protection situational
analyses for Albania, Bosnia and Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia.

2 Social protection in this note includes social assistance, social services, social insurance, and employ-
ment and labor market services and programs.

3 The 7STEE countries are Bulgaria, Croatia, Estonia, Latvia, Lithuania, the Slovak Republic, and Slovenia.
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women in Kosovo. About four in ten people (five in
ten women) of working-age are inactive (i.e, nei-
ther employed nor looking for employment) in the
Western Balkans. Two out of ten young people aged
15-24 are not in education, employment or training.

Millions of people across the region, including chil-
dren, adolescents, older people, people with disa-
bilities, and the poor, remain vulnerable to a range
of well-known risks. Economic vulnerabilities in the
region arise from various challenges, including eco-
nomic volatility, exposure to environmental risks like
floods and earthquakes, high rates of non-commu-
nicable diseases, and other related factors. All the
Western Balkans countries will experience a sub-
stantial rise of the old age dependency ratio (pop-
ulation aged 65 or more divided by the number of
individuals aged between 15 and 64) over the next
three decades. By 2050, the average ratio for the
Western Balkans (excluding Kosovo, where data is
lacking) is projected to be 43.7 percent, or more than
a third higher than the average in the ECA region.
The ratio is projected to rise by nearly 20 percent-
age points during this period, or by more than most
countries in ECA. All of the countries will need to
consider the implications of population ageing for
increases in the demand for long-term care, labor
systems and employment services, as well as pen-
sion sustainability. Children, adolescents, and elderly
people often face particular risks and vulnerabilities
that require specific social services, such as child
protection and foster care for children, and home-
based care and support for the elderly. At present,
these services are underdeveloped across the West-
ern Balkan countries. In addition to low employment
shares, many of those who do work are working

informally, therefore often in low-productivity jobs
not covered by social insurance or, as evidenced
recently during governments’ response to the
COVID-19 pandemic, not eligible for wage subsi-
dies or any other form of support extended to those
working in formal employment, such as unemplo-
ment benefits.4

Shocks and new sources of vulnerability exacer-
bate the urgency to strengthen social protection
systems. Recent shocks such as the COVID-19 pan-
demic, the war in Ukraine, or the catastrophic earth-
quakes in Turkiye and Syria have significant effects
on the Western Balkans, including through higher
food and energy prices and lost remittances, among
others. Countries in the Western Balkans are them-
selves also vulnerable to natural disasters, which are
projected to become more frequent with climate
change. We know from previous natural disasters,
such as the earthquake in Albania, that the poor
are most affected by disasters, with long-lasting
impacts that undermine gains in human capital and
poverty reduction.®

Opportunities for Reform
Within Established Systems

Improving funding and program design is
crucial to better support poor families

Western Balkans countries devote substantial
expenditures to social protection, but contrary to
OECD countries, pensions crowd out other social
programs in the Western Balkans. Total spending
on social protection across the six countries ranges

Figure 1: The Western Balkans countries face similar socio-economic challenges
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4 For example, in North Macedonia only between 4-6 percent of registered jobseekers receive unemployment benefits.
5 For example, see: Government of Albania. 2020. Post-Disaster Needs Assessment. Volume A/Report Tirana; or Hallegatte, S. et al. 2016. Unbreakable:

Building the Resilience of the Poor in the Face of Natural Disasters.
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Figure 2: The Western Balkans countries spend considerable resources on social protection
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from 6 to 13 percent of government expenditures,
for an average of about 10 percent, or slightly more
than the average for the emerging market and
developing economies in Europe and Central Asia
(ECA) (Figure 2). As in most emerging market and
developing countries in the region, the bulk of social
protection expenditures is devoted to social insur-
ance, largely pensions. All Western Balkan countries
spend over 70 percent of social protection spend-
ing on pensions, and some even close to 90 percent.
The median proportion of social protection spend-
ing that goes to pensions in OECD countries is 40
percent, ranging from a low 15 percent in Iceland
(around 20 percent in Australia and New Zealand) to
a high of 60 percent in Greece and Turkey.®

The majority of poor and vulnerable families in the
Western Balkans are left without support, as most
social assistance spending is not poverty-targeted;
spending on strictly last-resort income support is
minimal. The share of government funds going to
social assistance programs is less than 2 percent
in all six countries except Kosovo (4.4 percent) and
Bosnia and Herzegovina (2.7 percent). The six West-
ern Balkan countries devoted an average of 0.3
percent of GDP to targeted last-resort income sup-
port (LRIS) programs (Figure 3), which amounts to
about 15 percent of total social assistance spend-
ing. For example, war veterans and their families
receive most social assistance spending in Bosnia
and Herzegoving, irrespective of their poverty level.
In Kosovo, payments to war veterans and other
war-related pensions, old-age basic pensions (pro-
vided to all citizens 65 years of age or older regard-
less of income’), and disability pensions make up
over 90 percent of cash transfer spending.

Due to low funding, social services and labor market
programs across the region are lacking. Social ser-

vices account for a very low share of GDP, ranging
from 0.04 percent of GDP (6 percent of social pro-
tection spending) in Albania to 0.27 percent of GDP
in Serbia.® Total spending on labor market programs
ranges from 0.08 percent of GDP (Albania) to 0.48
percent (Montenegro), compared to an average of
0.65 percent in the seven small transition countries
of Eastern Europe that are already part of the EU
and 119 percent in the EU as a whole (Figure 4).
Active labor market programs (ALMPs), including
vocational training, serve only between 5 and 9 per-
cent of the registered unemployed, in part because
in some countries many register only to get benefits.
As is common, spending on unemployment bene-
fits® exceeds that on ALMPs.

Poverty-targeted social assistance is
inadequate...

Social protection systems across the Western Bal-
kans offer inadequate protection for poor and
vulnerable families even during normal times, as
eligibility is predominantly tied to categorical crite-
ria. In Bosnia and Herzegovina, Kosovo and Serbia,
a large share of social assistance spending goes
towards war veterans and their families, irrespec-
tive of their poverty level (Figure 3). Besides war
veterans, the most used categorical criteria across
social assistance programs in the Western Balkans
are children in the family and disability/dependency
status. As a result of these categorical criterial® in
combination with low funding, the share of social
assistance funds going to the poorest families is
much lower across the Western Balkans than in the
rest of the ECA region (Figure 3).

Trends in the relative size of poverty-targeted
versus categorical programs differ across the six
Western Balkan countries. Kosovo, Montenegro

6 OECD data on social and pensions spending. Year: 2019. Available at: https:/data.cecd.org/socialexp/social-spending.htm#indicator-chart

7 As long as they are not receiving another pension.
8 Years are latest available data.

° With the exception of Kosovo, which does not provide unemployment benefits.
©However, the high correlation between poverty and some categorical criteria (particularly disability) means that even categorical programs can reach

a significant share of poor households.
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Figure 3: Most social assistance spending is not
targeted on the basis of poverty

7%
6%
5%
5 4%
)
S 3%
BN
2%
~mmlE
0%
MNE  MKD ALB SRB BIH KSV
2019 2019 2019 2019 2017 2019
m War/Others m Disability

m Family and Child m Last Resort Income Support

Figure 4: Spending on labor market programs is
low
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Note: Spending on social assistance in Kosovo mostly includes basic pensions and war veterans and war-related pensions.

and Serbia have seen arise in the share of categori-
cal programs in recent years, while North Macedonia
recently replaced a series of fragmented programs
with a guaranteed minimum income program,
imposed an income threshold for eligibility for the
parental allowance, and introduced a social pension
forthe low-income elderly. Simulations suggest that
these reforms in North Macedonia should signifi-
cantly increase coverage of the poor and the share
of household expenditures met by social assistance
programs.*

Besides low coverage rates, cash benefits from
poverty-targeted programs offer inadequate sup-
port and at the same time may create work-disin-
centives for formal employment. In Montenegro, the
only poverty-targeted cash transfer program pro-
vides an individual without otherincome less than 15
percent of the minimum wage, although some ben-
eficiaries are eligible for other programs in addition
(child allowance or electricity subsidy). The average
benefits from the two main poverty-targeted pro-
grams in Serbia (Financial Social Assistance, FSA and
Child Allowance, CA) amount to only 20 and 10 per-
cent, respectively, of the absolute poverty line (single
adult) for the poorest quintile. The average transfer
per household for the main poverty program (Per-
manent Social Assistance, PSA) in the Federation of
Bosnia and Herzegovina (FBiH) represents between
12 and 35 percent of the minimum wage, varying
by canton, and in Republika Srpska (RS) 40 percent
of the minimum wage for a two person household.
In Kosovo, by contrast, the main poverty program
(Social Assistance Scheme, SAS) represents about

39 percent of the total consumption of beneficiaries
in the first quintile for consumption, and therefore
covers a larger portion of the consumption of the
poorest households than poverty-targeted pro-
grams in most countries in Europe and Central Asia,
although less so for larger families.

In the Western Balkans, people who receive last-re-
sort income programs are not allowed to com-
bine their cash benefits with income from formal
employment or else they will lose their eligibility
for the program. This means that even if they start
earning a little money from formal employment,
they lose the support they were receiving from the
program. Overall, the combination of low coverage
(not enough people receiving benefits), low bene-
fit levels (the amount of support provided is not
enough), and no income disregards (people cannot
earn additional income without losing their benefits)
leaves many vulnerable to risks and shocks such as
unexpected expenses or job loss.

.. as well as inflexible to protect those in
need during crisis

Administrative problems impair the effectiveness
and timeliness of assistance. None of the countries
has an effective social registry or flexible on-de-
mand programs, so that identifying the poor in a
timely way is challenging. Social assistance adminis-
tration tends to have a low level of digitization, with
a heavy reliance on paper applications and in-per-
son registration, despite reform efforts. In Albania,
for example, the time required to determine eligibil-

1 World Bank. 2020. North Macedonia Public Finance and Competitiveness Development Policy Loan Implementation Completion and Results Report.

Simulations in the referenced report are carried out using SILC.
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Figure 5: Coverage of the poorest with social assistance is low
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ity has fallen, but requirements of physical attend-
ance at local offices to apply and then recertify
every three months creates a burden on applicants
and caseworkers. Monitoring and evaluation of pro-
grams remains inadequate in all countries, despite
the increased availability of data. And coordination
between employment offices and social assistance
and services is limited, impeding the provision of
assistance in finding a job to applicants for social
assistance.

Restrictive criteria and inconsistency mar eligi-
bility determinations in some countries. Eligibility
for last-resort income support programs in Kosovo
and Montenegro is based on income, assets, ina-
bility to work, and child care responsibilities. Such
strict eligibility criteria mean that many poor house-
holds are not served, and provide incentives to work
informally or obtain ‘dependent’ status to maintain
eligibility. Some countries suffer from a lack of trans-
parency or significant differences across regions in
eligibility determinations. For example, in the Fed-
eration of Bosnia and Herzegoving, differing income
eligibility criteria for child allowances contribute to
wide disparities in coverage across cantons. And in
Serbia, caseworkers’ significant discretion in deter-
mining whether households’ actual or potential
income makes them eligible for benefits can result
in arbitrary decisions.

A lack of flexibility impeded expansion of last resort
income support programs to new clients during
the COVID-19 pandemic. In some countries, a large
share of assistance targeted at the poor was based
on categorical eligibility criteria, such as child allow-
ances and benefits provided the elderly poor. In
Kosovo, for example, the presence of children, car-
egiving and dependency of family members, and

inability to work are eligibility criteria for the LRIS.
Such programs could not assist individuals who lost
income during the pandemic but did not fit the cat-
egorical criteria. Even where eligibility was based on
income, strict and detailed eligibility criteria limited
the ability of the main poverty-targeted program to
expand rapidly during a crisis. In Montenegro and
Republika Srpska in Bosnia and Herzegovina, for
example, the setting of eligibility criteria in the legis-
lation made it difficult to make revisions in response
to the crisis. In contrast, the relevant legislation in
the Federation of Bosnia and Herzegovina and in
North Macedonia established triggers that allowed
for changes in program eligibility in response to
the crisis. Some countries implemented parallel
programs to provide more general assistance, but
these tended to be poorly targeted.? Countries with
a more advanced management information system
(MIS) could respond faster, at least in theory. For
example, Montenegro's management information
system enabled the government to identify eligi-
ble beneficiaries and process payments within three
days. These beneficiaires, however, were already part
of the country's social welfare information system
(SWIS), and the strict targeting criteria did not allow
for an expansion of the beneficiary base. Albania
used the electronic submissions of applications to
speed eligibility determinations but also provided a
one-off payment to people whose data was in the
MIS but were not eligible for support. Paper-based
application processes, for example in Serbia, and a
lack of outreach to potential new clients, for exam-
ple in Bosnia and Herzegoving, also prevented the
rapid expansion of caseloads.

The assessment of disability is outdated and create
inequities in accessing needed cash benefits and
services. Disability assessments are crucial to social

2 World Bank. 2020. Western Balkans Regular Economic Report No.18, Fall 2020: An Uncertain Recovery.
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assistance as inability to work features as an eli-
gibility criterion to determine access to disability
benefits, a main source of social assistance in some
countries and many last-resort income support pro-
grams across the region. Most countries continue to
use a purely medical assessment of disability. Reli-
ance on a medical assessment means that persons
with disabilities who do not fit into the medical
categories used, often those with mental illnesses,
may be ineligible for support. In addition, a purely
medical assessment may not accurately evaluate
the extent to which the disability impairs the ability
to function within society. For example, the disabil-
ity assessment system in Kosovo does not measure
the ability to work or perform basic life tasks (e.g.,
cooking, cleaning, ability to move around). Three of
the six countries are in the process of transitioning
to a more comprehensive approach. For example,
in 2015 Albania initiated a reform to introduce a
bio-psycho-social assessment. So far, the method-
ology has been tested and rolled-out nationwide
and a management information system developed
to support these assessments. Further investments
in continuous training, materials, complaint systems
and other systems will be required in the reforming
countries. And even in these countries, the additional
cost of disability, to the disabled and their caregiv-
ers, is typically not assessed, leading to inadequate
allowances. Outdated disability assessments not
only create inequities but also limit a broader reform
of disability assistance.

Social service reforms are in progress,
but services remain underfunded and
inequitable

The low level of funding and inadequate institu-
tional frameworks for social services result both in
lack of access to and low quality of care. Services for
children and the elderly are scace. Equity in access
is an issue, oftentimes caused by outdated assess-
ments of disability, as explained above. Plans for
financing increases are underway in Albania, through
the creation of a Social Fund to partially cover the
costs of developing new social services, and in
North Macedonia to increase financing and expand
the menu of services that are offered through out-
sourced providers.

Social workers continue to face significant chal-
lenges in serving their clients. Social workers have
substantial administrative responsibilities, reduc-
ing the amount of time devoted to counseling. In
Serbia, for example, high caseloads for the Centers
for Social Work (CSW), fragmented delivery sys-

tems, and lack of standardized referral procedures
limit coordination and effective services provision.
Across countries, there is a shortage of skilled staff
and the provision of training is often limited. Most
countries have begun the process of introducing
case management, but progress is uneven. Case
management is in place in some CSWs in Bosnia
and Herzegovina, but it is not mandatory in FBiH.
Reforms in Albania and North Macedonia intro-
duced case management, although further invest-
ments in the systems (e.g.,, concerted attention to
mentoring and coaching of CSW staff, along with
increasing staff to reduce caseloads, in the latter)
are necessary. Management information systems in
Kosovo are not equipped for case management and
there are no linkages across social services and cash
benefits. In Montenegro, CSWs use disproportion-
ately more resources on cash-benefit-related affairs
than on case management. And in Serbia, case
management approaches and referral procedures
are not fully developed, in part because high case-
loads and extensive reporting requirements created
some resistance to the reform.

The region is making progress in deinstitutional-
ization. Most countries are continuing efforts to
shift individuals needing care from institutions to
foster care or community-based services. Progress
is uneven, however. In Montenegro, no child under
the age of 3 lived in an institution in 2019 and in
North Macedonia all children under 18 that for-
merly were living in institutions are now placed in
foster care or group homes (although progress in
the deinstitutionalization of persons with disabilities
has varied across regions and severity of the disabil-
ity). The foster care system in Bosnia and Herzego-
vina has been significantly improved, although more
progress is necessary in avoiding the unnecessary
institutionalization of children. And the number of
children in institutions in Serbia decreased by 43
percent between 2011 and 2020, while the number
of children in foster families increased by 8 percent,
although children with more difficult conditions
remain at much higher risk of institutionalization for
life, and the quality of foster care is still problematic.

Several countries are taking steps to shift respon-
sibility for social services to local municipalities. In
North Macedonia, the municipalities now take the
lead in offering services in partnership with local
service providers, while the Ministry of Labor and
Social Policy (MLSP) sets standards and frameworks,
monitors the provision of services and finances ser-
vices. In Montenegro, responsibility lines for financ-
ing social services between central and local levels
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are blurred, leading to inequities in the provision and
quality of services. In Kosovo, responsibility for provi-
sion of social services was transferred to municipal-
ities in theory, but in practice not all competencies
within the legal framework for decentralization were
transferred. In general, the decentralization of ser-
vices to local levels will require the strengthening of
both the municipalities’ ability to manage services
and the central government's ability to support
local administrations in these efforts, with a view to
ensuring equity in access to quality services.

Progress in establishing an appropriate frame-
work for private sector service provision has been
uneven. In Montenegro, vagueness in the bylaws
concerning the target groups of certain social ser-
vices has led to difficulties during the licensing of
service providers, while the process of developing
standards for private provision of services is often
slow and insufficiently flexible. In Albania, the 2016
legal authorization for non-public providers to
deliver social services has not been used due to a
lack of guidelines and regulations, including on the
pricing of social services. North Macedonia reformed
the licensing of social service providers and is pilot-
ing the financing of services through grants through
nongovernmental organizations, as discused above.
However, this will require complementary changes
to strengthen the capacity of municipalities to
manage service providers and that of the CSWs
to monitor them. Finally, in Serbia, private provid-
ers face difficulties obtaining licenses due to lack of
technical staff and unclear procurement procedures
at the local level.

Navigating labor market challenges
requires increased capacity, scale and
innovation

Employment and labor market services® in the
Western Balkans are insufficient to tackle the pres-
ent and future challenges posed by global mega
trends such as technology, urbanization, migra-
tion, climate change, and globalization. The crit-
ical aspect to highlight regarding ALMPs is that
their effectiveness is significantly hindered by the
lack of robust connections to employers and their
labor market requirements, encompassing data
exchanges, financing tied to labor market outcomes,
as well as program design. Public employment ser-
vices across the Western Balkans suffer from high
caseloads: the number of jobseekers per counsel-
lor ranges from 269 in Serbia to 1042 in Kosovo (in
2019, before jumping to 2184 during the pandemic),
well above the ILO recommended caseload of 100.

While some countries are taking steps to authorize
the provision of services by the private sector, out-
sourcing remains non-existent in some countries
and ineffective in others. For example, in Serbia,
the ability of private contractors to participate in
training is limited due to the complex and costly
accreditation procedures as well as lengthy, com-
plex and repetitive procurement requirements (a
new public procurement law is designed to address
this). In Kosovo, training offered at vocational train-
ing centers is limited to basic levels, mostly provided
by long-time civil servants and, hence, often do
not meet the labor market demands for youths
In Montenegro, most programs are implemented
through annual public tenders, preventing timely
and on-demand provision of programs. In North
Macedonia, service applications must be based on a
public announcement, often issued at short notice,
while training providers are required to submit a
sizeable number of documents.

Monitoring and evaluation is extremely limited, and
available evaluations are decidedly mixed. In Mon-
tenegro, a recent qualitative evaluation found the
impact of the adult learning and training program
to be limited.®® An independent evaluation found
that only around half of Vocational Training Center
graduates in Albania were employed the following
year, although most participants were satisfied with
the quality of the courses. In Kosovo, process evalu-
ations conducted by donors indicate that vocational
trainings do not match the labor market's demand
for skills. An evaluation found North Macedonia’s
internship program and training demanded by
employers to be effective, whereas the wage sub-
sidy and the training for occupations in demand
showed little positive effects on either employment
or subjective outcomes.

The effectiveness of ALMPs can be hindered by a
lack of adaptation to the unique needs of clients,
which can vary significantly. For example, a program
aimed at reskilling individuals who have been out of
the labor force for an extended period may not be
effective if it does not address the specific needs of
this group. The program may need to provide addi-
tional supportandresources such as childcare, trans-
portation, or even literacy and numeracy training to
address the unique barriers faced by these individ-
uals. Without considering the cost-effectiveness of
these additional resources, the program may not
be sustainable or have the desired impact on labor
market outcomes. Thus, understanding the unique
needs of clients and cost-effectiveness of different
programs is critical for designing effective ALMPs.

3 Employment and labor market services refer to the range of services and resources that are available to both employers and job seekers to facilitate the
matching of workers to available jobs. Some examples of labor market services include job postings, recruitment services, career counseling, training

programs, and unemployment insurance.

¥ Paun Jarallah, A. and A. Rizvanolli. 2019. Capacity assessment of the Employment Agency, report drafted under the EU IPA 'Support to Ministry of
Labour and Social Welfare for Efficient and Effective Implementation of Active Labour Market Measures' project, Prishtina, December 2019.
5 Bejakovi¢, P. 2021. The Evaluation of Active Labour Market Policy in Montenegro.
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Although few ALMPs focus on serving the hardest-
to-serve groups, such as women who have been
out of the labor force for an extended period and
youths, it is worth noting that these groups make
up large segements of the working-age population
with specific challenges. The mismatches between
the skills workers possess and those required for
good jobs are likely to increase, as technological
advances are shifting employers' required skills, and
educational systems are not producing adequately
educated youths. Furthermore, finding quality jobs
for seasonal and informal workers with low produc-
tivity jobs is particularly challenging and requires
different approaches from traditional services. In
Bosnia and Herzegovina, for example, ALMP menus
have become better targeted towards hard-to-
serve groups, including less skilled workers, women,
self-employed individuals, and youths, while moving
away from higher-skilled job seekers.

Recent trends in the reforms of last-resort income
support schemes across Europe entail integrat-
ing activation policies and measures in program
reforms. Activation is a combination of policy tools
that support and incentivize job search and job
finding among participants of last-resort income
support programs with the aim of enhancing their
productive participation in society, and becoming
and remaining self-sufficient and less dependent on
public support to meet their basic needs. Activation
typically features financial or non-financial incen-
tives to labor market reintegration combined with
strict eligibility requirements for receiving the cash
benefit and strict sanctions. Activation also features
frequent and personalized interventions of public
employment agencies during individual's unem-

ployment spell combined with behavioral require-
ments, such as active job search or participation in
programs that strengthen employability, productiv-
ity, work and earning capacity.

In addition to inadequate ALMPs, unemployment
benefit levels and coverage are low, leaving work-
ers without support during job transitions. All
countries with the exception of Kosovo have social
insurance schemes with employer and employee
contribution rates similar to that of the 7STEE
countries (Montenegro's rate is considerably lower
and Bosnia and Herzegovina's rate is higher than
the average of the 7STEE countries). Only a small
share of registered jobsekers receive unemploy-
ment benefits, however. This is partly due to the
failure to meet eligibility requirements. For instance,
benefits often have alimited duration, so individuals
who experience long-term unemployment may lose
their benefits. Additionally, the prevalence of infor-
mal employment can make it difficult for workers to
meet eligibility criteria. It is important to note that
these issues are complex and not easily remedied,
and they ultimately impact the number of individ-
uals who are able to access benefits. In North Mac-
edonia, for example, only between 4 and 6 percent
of all registered jobseekers receive the benefit per
month, in part due to the failure to meet eligibility
requirements. In Serbia, unemployment benefits are
claimed by only 6 percent of the registered unem-
ployed. The shares of the minimum and average
wages covered by unemployment benefits in the
Western Balkans (except Serbia for the minimum
wage) are lower than in any of the 7STEE countries.
In Montenegro, for example, the average benefit
relative to the beneficiary's previous income is the

Figure 6: Unemployment benefits are inadequatae
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lowest among neighboring countries and compa-
rable countries in the European Union. At the same
time, the combined contribution rates of employ-
ers and employees, while demonstrating consider-
able cross-country differences, are not consistently
lower (with the exception of Montenegro), and in
some cases are higher, than in the 7STEE countries.

Reforming established pension systems
is needed for pension sustainability and
fiscal stability

Pension systems differ significantly across the
Western Balkan countries, but all struggle to ensure
financial sustainability while providing adequate
benefits to a sufficient share of retirees. Different
countries are in different positions in the tradeoffs
across sustainability, adequacy and coverage. The
2015 pension reform in Albania improved fiscal sus-
tainability, benefits and equity, but the support ratio
(number of contributors per 100 beneficiaries) is
now one of the lowest in Europe and will compro-
mise the system’s ability to pay relevant pensions in
the long run. The Montenegro pension reform sig-
nificantly improved the adequacy of pensions, at the
cost of projected pension deficits for the foreseea-
ble future. North Macedonia’'s 2018 pension reform
slightly improved financial sustainability, but this was
undermined by subsequent ad hoc indexation pro-
visions that increased benefits. Low birth rates and
high outmigration, combined with rising informal
employment, threatens the sustainability of the Ser-
bian pension system. While both pension systems in
the Bosnia and Herzegovina entities had been esti-
mated to remain fiscally sustainable over a period of
10 to 15 years, pandemic-related pension measures
temporarily widened the pension deficits and short-
ened the expected sustainability period. In Kosovo,
the fiscal cost of pensions equaled 5.7 percent of
GDP in 2019, which is currently almost fully govern-
ment funded, given the recent estabilshment of the
contributory-based system. The number of active
contributors for each retiree is projected to fall from
7.8 at the end of 2018 to three by 2047, which will
require adjustments in contribution rates or retire-
ment age to maintain sustainability over time.

The adequacy of pension benefits is low and declin-
ing, while the pension contribution rate is sub-
stantial in most countries. When measured as the
ratio between average pensions and average gross
wages, benefit adequacy is close to 40 percent in
five of the six Western Balkan countries (and around
30 percent in the two entitites of Bosnia and Herze-
govina), or somewhat below the average for the EU.

In some countries, for example Kosovo, cost of living
adjustments are made on an ad hoc basis, introduc-
ing some uncertainty about the purchasing power
of benefit amounts. The pension contribution rate,
however, is at or beyond 20 percent in all countries
but Kosovo (where it is only 10 percent), which is
higher than the OECD average of around 18 percent
for the average earner.

The high spending on pensions in the Western Bal-
kans fails to reach women, however, due to their low
economic participation and resulting short work
histories. Given the low labor force participation
rates of women in the six Western Balkans coun-
tries and the rules requiring a minimum 15 years of
contributions, on average, to claim a pension, pen-
sion benefits do not reach men and women equally.
In addition to low labor force participation, many
women work in the informal sector, which makes it
difficult for them to access social security benefits,
such as pensions, health care, and unemployment
insurance. In Kosovo, while pensions are universal as
a result of the universal basic pension (discussed in
the sections above), a gender gap still results from
wide and more generous special pension arrange-
ments for occupations with dominant male partici-
pation (veterans, military, police).

Voluntary pension savings schemes are limited in
the region. Kosovo and North Macedoniaare the only
two Western Balkan countries that currently have a
multi-pillar pension system, with North Macedonia's
more fully developed (including a solidarity pay-as-
you-go pillar, a second fully funded mandatory pillar
based on individual accounts and voluntary private
open and occupational pension funds). In Serbia,
the coverage of voluntary pension plans has stag-
nated around 10 percent of total employment and
with assets equal to 0.85 percent of GDP. Both BiH
entities have been working on a legal framework for
voluntary pension savings, but its development has
been slow and subject to legal and political obsta-
cles. Despite that fact that access to social security
benefits is limited, in some cases, by informal work
arrangements and low labor force participation,
there are few examples of innovations to expand
coverage by addressing these constraints, such
as the introduction of individual savings accounts
which are being used globally in some countries. This
is being done, for example, through the establish-
ment of dedicated financial products accompanied,
at times, by matching grants from the government
and behavioral nudges, such as through automatic
reminders.t6

6 See, for example, Bosh M, et al, 2019. How to promote retirement savings for low-income and independent workers: the cases of Chile, Colombia,
Mexico and Peru. IDB Technical Note, 1777. Inter-American Development Bank.
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Advancing social protection
systems

The social protection systems in the Western Bal-
kans are comprehensive and multifaceted. To reduce
poverty and vulnerability, it is crucial to implement
reforms, and governments should concentrate on
four primary areas: (i) building a strong foundation
for social protection systems and enhancing their
ability to cope with crises, thereby increasing their
resilience; (i) expanding the coverage and effective-
ness of poverty-targeted programs and promoting
greater inclusion; (i) making it easier for people to
access better jobs; and (iv) ensuring that social pro-
tection systems remain financially sustainability.

Establishing strong foundations for social
protection systems to better respond to
crises

An analysis of social protection delivery systems
in the Western Balkans could identify gaps in
outreach, intake, enrollment, and payments that
could improve efficiency and facilitate access for
the poor and vulnerable. By examining the system
from the perspective of potential and actual ben-
eficiaries, foundational reforms could be informed,
and resilience strengthened. This would lead to a
more effective social protection system and ensure
that vulnerable populations are not left behind. For
example, an analysis could reveal that many poten-
tial beneficiaries are not aware of the benefits they
are entitled to, which could be addressed through
targeted outreach campaigns. It could uncover inef-
ficiencies in the enrollment and payment processes
that could be streamlined to improve efficiency and
ensure timely payments. It could also identify enroll-
ment gaps for vulnerable groups or certain regions
that could lead to the development of targeted pro-
grams to increase access, thereby promoting equity
within the system.

Developing a social registry is essential for these
countries to improve their social protection sys-
tems and respond to crises effectively. A social reg-
istry could help identify beneficiaries quickly during
crises and expand the coverage of social assistance
support to additional poor households. It could also
improve targeting accuracy and expand social assis-
tance in times of need. For many years now, Mon-
tenegro had the most developed MIS, the so-called
SWIS. The SWIS could be expanded into a full social
registry, including potential beneficiaries. Impor-
tantly, the targeting method should be reassessed
to allow for the expansion of the program in times

of need. Similarly, the Cash Benefit Management
Information System (CBMIS) in North Macedo-
nia could be expanded into a full social registry by
including potential beneficiaries. In Albania, Bosnia
and Herzegovina, Kosovo the respective program
MIS can serve as an entry point to develop a social
registry, and all countries are working towards this
goal. Finally, Serbia is in the process of developing
a so-called Social Card Registry (SCR), which will
enable determination of the socio-economic status
of applicants and their rights to benefits.

Central to reform must be the ability (and the will-
ingness) to identify poor and vulnerable house-
holds beyond strict categorical criteria. All countries
already have, to varying degrees, the ability to iden-
tify poor households. North Macedonia consoli-
dated its social assistance programs and adopted a
common poverty-based targeting criterium in 2019,
which allowed an expansion of the guaranteed min-
imum income program during the pandemic. Alba-
nia also uses a poverty-based targeting criterium for
its last-restort social assistance program (Ndihma
Ekonomike), but the scoring formula is based on old
data and coverage is low, given that it is the only
poverty-targeted program. Montenegro was long
at the forefront of implementing a poverty-target-
ing system in the Western Balkans, but recent policy
changes reduced spending on the poverty-targeted
material support in favor of categorial benefits. A
planned reform of the targeting formula in Kosovo,
which disqualifies families from social assistance
once the youngest child turns five years old, was for
a long time stalled in Parliament. Bosnia and Herze-
govina spends the least amount of all six Western
Balkan countries on poverty-targeted social assis-
tance, and Serbia actually reversed spending on
poverty-targeted programs during the pandemic,
introducing untargeted transfers to all adults and
pensioners.

In conclusion, the need for social protection reform
that effectively targets and supports the most vul-
nerable and poorest families cannot be overstated.
While some progress has been made in the Western
Balkans towards implementing poverty-based tar-
geting criteria, there is still much work to be done
to ensure that eligibility is not limited by strict cate-
gorical criteria and that digital systems are in place
to identify potential beneficiaries quickly. It is essen-
tial for governments to shift their mindset towards
identifying households in need, rather than relying
on mostly static demographic characteristics, that
are oftentimes unrelated to poverty (e.g., war vet-
erans and their families). This shift will also allow for
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the coverage of poverty-targeted programs to be
expanded (see below). By prioritizing social protec-
tion reform that is responsive to the unique needs of
their citizens, countries in the region can make great
strides towards reducing poverty and promoting
inclusive economic growth.

Expanding coverage and effectiveness of
poverty-targeted programs to improve
inclusion and support for vulnerable
populations

A serious commitment to poverty-targeting should
be accompanied with a rebalancing of spending
in order to increase coverage and offer integrated
support for poor and vulnerable households. While
overall spending on social protection across the six
Western Balkan countries is above the average for
the emerging market and developing economies
in Europe and Central Asia, spending on last-re-
sort income support across the Western Balkans
is dismal. This low spending is both a function of
policy priorities as well as an inherent limitation of
the strong categorical targeting. Therefore, re-eval-
uating the importance of poverty-targeted social
assistance through a rebalancing of budgets from
untargeted to poverty-targeted programs would
not only improve the coverage of the poor by cash
transfers, but also improve the effectiveness of the
social protection system in reducing poverty, which,
if well-designed, can also promote productivity
and employment. Ideally, such a reform would be
accompanied with integrated case management
for social assistance and social services, with strong
linkages to employment services.

Reforms to disability programs and social services
are a high priority to achieve greater inclusion. In
particular, further progress is necessary to shift from
a purely medical examination to determine disabil-
ity to an evaluation of the interaction of functional
impairments caused by a disease with the environ-
ment in which the person lives. Such a reform would
not only impact provision of social services, but
requires a comprehensive review of the way disabil-
ity is assessed and supported throughout the entire
social protection system (including pensions and
employment support for persons with disability) to
provide equitable and tailored support.

In order to achieve a more effective and efficient
social service delivery system, ongoing reform
efforts should be focused on multiple fronts. While
priority reforms are country-specific, there is a gen-
eral need for reviewing and building case manage-

ment systems for integrated needs assessment and
for supporting referrals between services and and
between services and cash programs. Additionally,
it is important to promote capacity development
at the local level to ensure that decentralization of
social services can be completed effectively. Eval-
uating the reform of social services will help to
identify second-order reform priorities. Finally, it is
necessary to further expand the provision of long-
term care for the elderly and explore options for
private provision through a combination of public
and private financing. Through these efforts, a
more integrated and efficient social service delivery
system can be created to better serve the needs of
vulnerable populations, offering the opportunity, in
some cases, to reduce the care burden on families,
particularly women.

Facilitating access to better employment
opportunities and promoting labor market
inclusion

Employment services in the Western Balkans are
not equipped to support Western Balkan work-
ers through the challenges ahead. The pandemic's
impact on labor markets, and in particular the accel-
eration of technological adoption and the result-
ing change in tasks, jobs and skill requirements, is
expected to exacerbate already existing skill gaps.
Post-pandemic, estimates suggest that most
growth in labor demand will happen in high-wage
jobs, whereas many low-wage jobs may be at risk of
disappearing due to automation, and a large share
of workers will require reskilling to maintain employ-
ment. While demands on employment services are
large, low funding and limited capacity constrain the
reach and effectiveness of both active and passive
employment services and programs. The ability of
these servcies to evolve in response to changing
demand for skills is also undermined but a lack of
monitoring and engagement with the private sector.

Despite considerable support from the interna-
tional community, the list of outstanding reforms
to strengthen employment services is long. Given
the importance of facilitating access to good jobs,
all employment services in the region benefit from
international technical assistance and financial sup-
port for reform. Yet, the list of reforms remains long,
spanning from better tailoring services to the needs
of both employers and jobseekers, including pro-
active case management and statistical profiling,
increasing the capacity of employment counsellors
for employer outreach, specialized support for vul-
nerable groups, involvement of the private sector in
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course development and delivery and outsourcing
of services, transparent monitoring and evaluation
systems, reliance on data to inform program design,
increased and predictable funding for services and
programs, and expanding the client base to include
life-long learning offers for workers (especially those
at risk of redundancy or off-season workers). While
these reforms can imporve the supply of labor and
intermediation, they cannot, alone, address a lack of
employment opportunities and jobs in the region.

Relatively high social security contributions com-
bined with low replacement rate and low coverage
of unemployment benefits illustrate the disconnect
between financing and service provision. In Bosnia
and Herzegovina, for example, the average pension
benefit ratio is among the lowest in the region and
Europe, while the pension contribution rate is above
the rate in many other countries. In general, the con-
tribution rates for unemployment insurance are not
particularly high across the Western Balkans, but
only a small share of the unemployed are covered
by unemployment benefits, and benefits are much
lower than in comparable EU countries. A thorough
review of the unemployment benefit system, includ-
ing application process, duration and period of
contributions, and contribution rates, is warranted
across all countries. Overall, despite the significant
amount of money being paid into the social security
system, the benefits provided are not sufficient for
those who are entitled, and many who need them
are not able to access them, given these benefits
are, by design, limited to those in formal employ-
ment.

Ensuring the financial sustainability of
social protection programs for long-term
effectiveness

Social protecion systems are trapped in a low-equi-
librium; on one hand, spending on pension is high,
with future financial sustainability in danger; on
the other hand, social protection is not effectively
reaching the poor and vulnerable, or those in need
of support to access jobs. Old-age pensions play an
important role in the Western Balkans, particularly
in providing a safety net for the elderly population
who may be vulnerable to poverty and social exclu-
sion. Pensions already make up the bulk of social
protection spending in the Western Balkans, but low
productivity and employment together with popu-
lation aging and emigration endanger the financial
sustainability of these systems. On the other hand,
spending on poverty-reducing social assistance,
social services and employment support is dismal,

and as a consequence, poor families struggle to
break the cycle of intergenerational poverty and
remain dependent on government welfare.

Putting pensions on a sustainable footing requires
a comprehensive review of social protection objec-
tives and policies. Reforming pensions in isolation of
other social protection policies will not lead to sat-
isfactory outcomes, given the competing demands
on limited government funding and gap in coverage
across social protection systems in each country. The
social protection systems across the Western Bal-
kans are largely influenced by vocal interest-groups,
such as war-veterans and pensioners, crowding out
government spending for programs that are effec-
tive in reducing poverty and/or promoting access
to jobs. Putting Western Balkan social protection
systems on a sustainable path requires adjusting
pension parameters to improve financial viability
and adequacy, means-testing social pensions, con-
sidering voluntary saving plans, including innovative
options for extending coverage to informal workers,
policies on active aging, and above all, focusing on
increasing the contribution-base through effective
employment policies, coupled with broadbased
efforts to promote productivity and employment.

11



This summary note was prepared by Stefanie Brodmann, Sarah Coll-
Black, and Cornelius von Lenthe (Social Protection and Jobs Global Prac-
tice, Europe and Central Asia Region, The World Bank).

The note benefitted from the work of an extended team who co-au-
thored the Social Protection Situational Analyses in Albania (Cornelius
von Lenthe, Sarah Coll-Black, Vlad Grigoras, Stefanie Brodmann, Zoran
Anusic, Jamele Rigolini, Lorena Kostallari and Pascale Schnitzer), Bosnia
and Herzegovina (Alicia Marguerie, Gozde Meseli Teague, Zoran Anusic,
Stefanie Brodmann, Meliha Kozaric Fanning, Cornelius von Lenthe and
William Shaw), Kosovo (Natalia Millan, Zoran Anusic, Stefanie Brodmann,
Sarah Coll-Black, Jamele Rigolini and Cornelius von Lenthe), North Mac-
edonia (Efsan Nas Ozen, Cornelius von Lenthe, Sarah Coll-Black, Zoran
Anusic), Montenegro (Cornelius von Lenthe, Danilo Smolovic (UNICEF),
Zoran Anusic, Sarah Coll-Black, Jamele Rigolini and Stefanie Brodmann),
and Serbia (Sara Johansson de Silva, Jamele Rigolini, Marijana Jasarevic,
Conzalo Reyes Hartley, and Gordana Matkovic). Other World Bank staff
and external experts also contributed to the preparation of the Social
Protection Situational Analyses, where they are acknowledged.

The summary note was prepared under the guidance of Xiaoging Yu
(Country Director of the Western Balkans) and Cem Mete (Practice Man-
ager, Social Protection and Jobs Global Practice, Europe and
Central Asia Region) and benefited from valuable feedback from
Indhira Santos (Program Leader, Human Development) and Jamele
Rigolini (Lead Econ-omist, Human Development).

The publication and the situational analyses were produced with
the financial support of the European Union. Its contents
are the sole responsibility of World Bank staff and do not
necessarily reflect the views of the European Union. For the European
Union, the designation of Kosovo is without prejudice to positions
on status and is in line with UNSCR 1244,1999 and the ICJ
Opinion on the Kosovo Declaration of Independence.

WORLD BANKGROUP ;" ’ "' This project is funded

Social Protection & Jobs AP by the European Union

© 2023 International Bank for
Reconstruction and Development /
The World Bank

1818 H Street NW,
Washington DC 20433
Telephone: 202-473-1000

Internet: www.worldbank.org

Rights and Permissions
The material in this work is subject

to copyright. Because The World

Bank encourages dissemination of
its knowledge, this work may be
reproduced, in whole or in part, for
noncommercial purposes as long as
full attribution to this work is given.

Any queries on rights and licenses,
including subsidiary rights, should be
addressed to World Bank Publications,
The World Bank Group, 1818 H Street
NW, Washington, DC 20433, USA;
fax: 202-522-2625;

e-mail: pubrights@worldbank.org.

LR R AR AR AR IR AR R AR R R 2

V.V VYV VIV V.V V. V.V,



https://openknowledge.worldbank.org/entities/publication/487e01d4-2864-5af8-8d5f-b78b5077d91f
https://openknowledge.worldbank.org/entities/publication/34b59bda-b793-59b1-a4f9-d0f759d255a5
https://openknowledge.worldbank.org/entities/publication/34b59bda-b793-59b1-a4f9-d0f759d255a5
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099255003172230352/p176230099581a01a099140dad12d38ba14
https://openknowledge.worldbank.org/entities/publication/f2c23172-ec93-5c47-a1a8-2adb2b67685f
https://openknowledge.worldbank.org/entities/publication/f2c23172-ec93-5c47-a1a8-2adb2b67685f
https://openknowledge.worldbank.org/entities/publication/ed718d3f-dabb-41e3-9e86-6d8c6dc8f8ee
https://openknowledge.worldbank.org/entities/publication/48020cba-fb6b-52ee-8dff-b226416638dc
http://www.worldbank.org
mailto:pubrights@worldbank.org

