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1. REFORM OF PUBLIC ADMINISTRATIVE STRUCTURE

1.1 Although an independent country since 1912, Albania started building its democratic
institutions only from the early-1990s, after almost half a century of dictatorship and centralized
government. Following this, local governments were formally re-created, with some regulations
passed on their competences and authorities.' However, these regulations were not
implemented, and local government in Albania possessed insignificant administrative and fiscal
autonomy until the mid-1990s. Since the late 1990s a more consistent decentralization approach
has been designed and an implementation strategy explicitly adopted; the latter is envisaged to
gradually replace the inherited centralist state with a more participatory decentralized
governance system.

1.2 The 1998 Constitution of Albania establishes that local governments are founded on the
principle of decentralization, and that the relationship between the state, the regions, and the
local govemments is grounded on autonomy, legality, and cooperation. 3  Since the late-1990s,
Albania has taken major strides in setting up a basic legal and institutional framework for the
implementation of an accountable decentralized fiscal and administrative structure.4  The
Govemment has formulated and the Parliament ratified a decentralization strategy 5 that is
broadly consistent with the European Charter of Local Self Governments and the National
Constitution 6

l For example, references to local government budgets started with Laws # 7616 and 7776 of 1992 on Budgets. and

Law # 7572/92 on Organization and Functioning of Local Governments (the latter abrogated by Law # 8652/2000,

the current Organic Law on Local Self-Governments). For an analysis of the early 1990s first decisions on fiscal

decentralization, see Fiscal Decentralization and Intergovernmental Finances in thze Reputblic of Albania, by D.

Sewell and C.I. Wallich, World Bank Policy Research Working Paper # 1384. 1994. A review of the human

development indicators can be found in Human Development Report: Albania 2002, Clhallenges of Local

Governance anid Regional Development, HDPC/UNDP, 2002.

2 An analysis of the political aspects of local governance in Albania can be found in "Democratic Governance at

Local Level-The case of Albania," published by Albanian Institute for International Studies, Tirana, 2003.

3 Article 13, Constitution of the Republic of Albania (November 28, 1998).

4To coordinate implementation of decentralization, two crucial institutions were created in 1999: (i) the National

Committee for Decentralization (NCD), a consultative mechanism for the Council of Ministers (CoM), formed by

central authorities and local government representatives to manage the decentralization process at the deliberative

and political level; and (ii) the Group of Experts for Decentralization (GED). or the decentralization "task force,"

structured under the Ministry of Local Government and Decentralization (MoLGD) with its membership approved

by the NCD and chaired by the Minister of the MoLGD to support NCD on the technical level (CoM Order # 136,

May 30. 2002 for the NCD, and Decree # 9. Dez. 2002). The GED is articulated in working sub-groups.

"National Strategy for Decentralization and Local Autonomy" (Council of Ministers' Decision no. 615, November

2, 2000).
6 The European Charter of Local Self Governments was ratified by the Albanian Parliament on October 21, 1998.
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A. THE ADMINISTRATIVE STRUCTURE IN THE 1990S

1.3 During the 1990s, the most important decisions regarding service delivery to the 3.1
million inhabitants of the 374 communes and municipalities7  (the first level of local
governments) continued to be highly dependent on the central government, which had a strong
presence in the territory through its de-concentrated agencies (mainly the organs of the Ministry
of Public Works and Transport,8 the Ministry of Agriculture, the Ministry of Education, the
Ministry of Health, and the Ministry of Finance) situated in the 36 districts (the second level of
local governments) controlled by 12 prefectures. 9 The responsibilities and resource bases of the
first level local governments were not clearly defined by law and the Local Councils (although
directly elected' ) did not have any relevant discretionary power to establish local priorities, nor
any significant revenue autonomy.

1.4 The prefectures, although exercising only a few executive functions directly (e.g., civil
defense, supervision of police), had considerable oversight and political leverage over the local
governments, particularly through their control of the District Councils. Local governments
were supposed to perform functions related to local public service delivery (mainly utilities) such
as water supply, sanitation services, maintenance of local roads, sewerage, distribution of
humanitarian and medical aid, and enforcement of law and local public order. Social sector
responsibilities (education and health care) were central responsibilities. Practically all
expenditure allocation decisions were influenced, or directly taken, by the center, most resources
used locally were earmarked, and local authorities were left with insignificant, uncertain own
local revenue sources. For the latter, local governments had limited leeway, since they could not
determine the basis and rates of their few taxes and fees, nor could they administer their own
revenue collection. In such an environment of almost complete lack of incentive and autonomy
for Local Councils, the efficacy of policy implementation and the efficiency of service delivery
were low, and local fiscal and political accountability remained a major issue.

B. THE 2000 REFORMS

1.5 The legal and institutional reforms of 2000 were aimed at more effective decentralized
fiscal and administrative structures, while keeping the integrity of the territory and Albania as a
unitary state. The objectives of the reforms were to improve allocative efficiency, governance,
and accountability. The administrative reform effected by the Law on Administrative-Territorial
Division (Law no. 8653/2000) discontinued the former 36 District Councils and re-grouped them
into 12 regions"-the new second level local government-and reconfirmed the first level local
governments formed by the 65 municipalities (mainly urban, with more than 15,000

7Which include cities, towns, quarters, and villages.
8 Now the Ministry of Planning and Tourism.
9 Prefectures themselves being de-concentrated agencies of the central government, to control state policies in the
territory. The prefectures were first introduced in Albania in 1993 (Law # 7608/92).
10 Through a proportional voting system based on party lists, for a three year mandate. The first local elections for
District, Municipal and Communal Councils were held in July 1992.

Which coincides geographically with the territory covered by the existing prefectures.
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inhabitants)' 2 and the 309 communes (mainly rural, with more than 200 inhabitants, see Table
1.1).

Table 1.1: Albania - Administrative

2001
Regions/ Prefectur-es Districts Cities Mun icipal Commune Villages Population (in

Iies 1 ths.)
Berat 3 5 5 20 245. 193.85

Diber 3 7 4 31 279 191.03

Durres 2 6 6 10 106 247.34

Elbasan 4 7 7 43 397 366,13

Fier 3 6 6 36 278 384.38

Gjirokaster 3 6 6 26 271 114,29

Korce 4 6 6 31 345 266,32

Kukes 3 3 3 24 185 112.05

Leshe 3 9 5 16 169 159.79

Shkoder 3 6 5 29 272 257.01

Tirane 2 6 5 24 233 601.56

Vlore 3 7 7 19 195 193,361

Albania - Total 36 74 65 309 2,975 3,087,15

Sourc e: State Depairtment of Statistics.

1.6 Congruent with the Constitution,14 the new Law on the Organization and Functioning of
the Local Governments (Law no. 8652/2000) established that the relationship between levels of
government will be based on the principle of subsidiarity, which assigns public functions to the
lowest level of government whenever possible (Art. 4.2).15 This organic law sets forth the basic
local government functions, powers, rights, and duties, in accordance with the approved strategy
and the initial institutional arrangements for the implementation of decentralization. Moreover,
important legislation on immovable state property and on the transfer of state assets to local
government has been approved,' 6 and an Agency for Inventory and Transfer of Public Properties

12 The capital city (municipality of Tirana) has a special status regulated by the Law on the organization and

Functioning of the Municipality of Tirana (Law no.8654/2000).
13 Villages (a subdivision of communes) and quarters (a subdivision of municipalities) are not autonomous

administrative units. and do not have independent budgets. They are part of either the communes' or the

municipalities' budgets, respectively.
t4 Art.13, and Arts.108 to 114 of the Constitution.
1 The subsidiarity principle assigns public functions to the lowest possible level of government, unless those

functions can be performed more efficiently at higher levels of government. As preferences and costs vary from

place to place, efficiency gains can result from applying this principle. For most public services (except for national

defense, foreign policy, and a few others) subnational decision-makers, at different levels. may be in a better

position to decide what services-in which quantity and quality, and to whom-should be provided. Moreover, local

taxpayers should ideally pay for the public services they consume (equivalence principle). In practice. however,

local needs and tax capacities may differ, and, apart from equity concerns, consumption of certain public services

may be considered of national interest (e.g.. preventive vaccination campaigns. eradication of illiteracy, elimination

of poverty). In the latter cases, an option can be the separation between delivery and financing-while delivery may

be better performed locally, financing may be provided by a higher-level government.
16 Law on Immovable State Properties (no. 8743. February 22. 2001) and Law on Transfer of immovable State

Public Properties to Local Governments (no. 8744. February 22. 2001).
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(AITPP) started operating in 2002.17 In addition, a new law on the role and powers of Prefects
was passed in mid-2002.'8

1.7 Figure 1.1 depicts the new territorial administrative architecture of Albania, with the state
at the top and the following two levels of local governments: (i) the communes (Koilnua) and
municipalities (Baskhi), constituting the first level of self-government; and (ii) the regions,
whose geographic boundaries coincide with the existing 12 prefectures, constituting the second
level of local public administration.' 9 Commune, Municipality, and Regional Councils are the
representative organs of the local governments. The Communal and Municipal Councils are
formed by members that are directly elected by the citizens, while the members of the Regional
Councils are chosen among those representatives in the Communal and Municipal Councils of
the respective region's jurisdiction. Mayors of the municipalities and the Chairmen of the
Council of the Communes are compulsory members of the respective Regional Councils.2 0

Figure 1.1: Albania: Administrative Structure

The State of Albania
3,087 thousand people

L o Deconcen trated State Prefe tures
/ \ agencies/functions in

tte itr the territory
e m (previous 36 districts) ti a rafects

n lsunidipanfte p and sanlaie s o
e ainnd urdent an w Rea i on an int b i 2 In 22 t tk rurof i

f, oci II (ouclU loclC ucils\

.............. .......... ................................ .. ...................................... ... ... .. .......................................... .... ............. ........ ............................. ................. .............. ...............

17 Decision of the Council of Ministers no. 500, August 14, 2001.
18 Law on Prefects, no. 8927, July 25, 2002.
19 The prefectures constitute central government de-concentrated administration in the territory. With the
administrative-territorial reform the District Councils were discontinued and the district administration structures
were absorbed by the prefectures. In addition, those expenditures that had been the responsibility of the district
councils (funding for the public health clinics, including wages and salaries of the related staff and transportation of
teachers and students) and were assigned to them on an interim basis in 2001. In 2002 the task of paying the
operation and maintenance of public health clinics in the district cities was passed over the municipalities, while the
task of paying the transportation of teachers and students to the regions. In principle, prefectures has no fiscal
autonomy, and all their implementing/coordinating powers emanate directly from the ministries. The Prefect is
appointed and reports directly to the Prime Minister.
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1.8 The executive authorities of local self-governments are: (i) the Mayor, the Deputy
Mayors, and the Secretary of the Council for the municipalities; and (ii) the Chairman and the
Secretary of the Communal Council for the communes. Among the executive local authorities,
only the Mayor and the Chairman of the Communes are directly elected (for a three-year term)
by the citizens, while the Deputy-Mayors are appointed by the Mayor, and the Secretary of the
Council is appointed by the Council.

1.9 This new decentralized administrative framework is to be accompanied by a significant
shifting of functions and resources to the local governments. In this regard, the Law on the
Organization and Functioning of the Local Governments defined that communes and
municipalities are responsible for performing exclusive, slhared, and delegated functions (see
Chapter II), and established an initial implementation timetable (Table 1.2). Communes and
municipalities are considered the basic local governments with legally regulated fiscal and
administrative autonomy within their jurisdictions.

1.10 Law # 8652/00 (Art. 7) attributes to local governments residual powers on fiscal and
administrative matters; local governments can take initiatives at their full discretion in the
interest of the respective local community in any matter, as long as such initiatives are not
prohibited by law or are not exclusively granted to other government organs. The regional
governments are expected to play a mainly coordinating role but may also exercise executive
powers in delivering public services of regional interest (e.g., regional roads and transportation
services, urban planning, or any other public service), as long as these services are voluntarily
delegated by the communes and municipalities or by the state. The regional authorities, although
they are supposed to act autonomously to promote the equitable distribution of resources and
benefits regionally, are constrained to never violate the autonomy of their constituent communes
and municipalities.

1.11 In Albania, the local governments are legally acknowledged as juridical persons and have
the legal rights of local governance, to hold property, exercise fiscal autonomy and plan their
local economic development, and to cooperate and associate. This means that the fundamental
rights for the normal functioning of local governments are already settled in the organic
legislation. Nevertheless, the complementary regulation (which defines specifically such
governing rights and powers) and the creation of the local objective conditions (including local
capacities and resources) are part of the still ongoing government decentralization
implementation strategy.

C. CHALLENGES AND OPTIONS FOR REFORM IMPLEMENTATION

1.12 The adoption of the above administrative framework has been a significant step toward
consolidating democratic representation and sustainable intergovernmental fiscal relations in
Albania. It seems that the country has made a political choice for a decentralized fiscal policy

20 Beyond Mayors of municipalities and Chairmen of communes, the Regional Councils include a number of
members (according to the population size of the region). indirectly elected among local representatives.
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decision-making and public service delivery structure.2' The status of local government and the
concept of regions are now clearly acknowledged and legally in place.

1.13 In practice, however, many challenges still have to be overcome for this system to be
fully implemented. While a broad government decentralization strategy was approved and a
substantial effort has been made to develop the basic legislation and institutions, the
complementary implementing regulations are lagging behind and are far from being completed.
To date, the implementation of the reform process has been rather uneven among sectors, has not
always been well-sequenced, and has sometimes been misunderstood. Currently, the country is
at a crossroad, since the critical attribution of specific responsibilities (on public service delivery
and asset administration) and power sharing over resource flows is still awaiting decisions.

1.14 Among the key challenges that may threaten the successful implementation of the
government's decentralization strategy are the following:

(a) The in2adequate paradigmii under which the central government and donors still
operate, which may end up obstructing, instead of assisting, the implementation of the
decentralization agenda;

(b) Tlhe weak governance of current instituttions, which can jeopardize transparency and
accountability in a fiscally decentralized system;

(c) The fragmzentationi of local self-governinig unlits (especially comm7i7unzes), which has
weakened implementation capacity, which may adversely affect the already precarious
quality and access to local public services, and which has served as a pretext to the
delays in implementation of the decentralization agenda;

(d) The still undefined role of tlze regionis, and the interactions among the prefectures with
the regions, municipalities, and communes, which can create conflicting authorities,
duplications, and inefficiencies, or can cause under-provision of essential local public
services; and

(e) The poor coordinationi of decenztralizationz im1plemnenitation, which has left local
authorities alienated from and unconvinced of a clear, common understanding of the
decisions taken, and of their role and responsibilities in the process, essential to
successful policy implementation on the ground.

Changing Paradigms

1.15 The central government institutions in Albania (including the line ministries) still operate
under the pre-1998 Constitution/pre-2000 local self-government law paradigm, when the central
government micro-managed every decision on public resources for and service delivery to the
local population. It seems that Albania is still a typical example of the decentralizationl of
decision-making powers to local authorities being confused with the mere de-concenitration of
ministerial functions in the territory. This approach has overloaded the central administration
and has led to enormous allocative and operational inefficiencies, as well as ambiguities and
uncertainties about strategic directions for the government's decentralization strategy.

21 See National Strategy for Decentralizationi aind Local Autonomy. NCD, November 1999; Government Poverty
Reductioni Strategy (GPRS, 2000), and Nationial Strategyfor Socio-Economniic Development (NSSED, 2002).
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1.16 It is understandable that, apart from the expected reluctance to relinquish central fiscal
powers, the frequent changes in the Cabinet may have contributed to slowing down the fiscal
reform implementation. Also as has been mentioned, in Albania misunderstanding the meaning
of decentralization has not been uncommon. Apparently, the concept of a balanced, asymmetric,
and gradual decentralization of selected exclusive local functions, and specific coniipetenices of
shared and delegated functions, has not been fully understood and decentralization has been
confused with a symmetric and complete divestiture of state functions implemented at one fell
swoop.

1.17 As a consequence, little of the decentralization strategy has effectively been
implemented, and most of the

T able 1.2. Legal Timeframe for Implementation of Fiscal Decentralization legal deadlines established to

I - No later than Jantiary 1, 2001 (Art. 72, Law # 8652, July 31, 2000) date have already expired or are
Fuinctions of tihe Regions unlikely to be met (Table 1.2).
Dr rhoIf ther, F-,lts at tr,ft 1 ILer tha, ima-iiua I 2001 ho reieils shall *arry at altl the -uni ioue and p rwcrS gr

Regio. hi tIre Law ~The law specifying fiunictionis of

11 - Beginning January 1, 2001 (Art. 72, Law #8652, July 31, 2000) the regionis, the Lawi, onI Local
Exclusive Functions of Municipalities/Co,ntnunes Budgetill , and the Lawv onz Local

at Ilitrasirucruse aid Pubic, c--I-siruci,. rehahiliat irnaid ki-aiditeiarrce t lcl roads sidewalks a-id pabhic squares

Sri vices public ligilttrg.pubiltc ralsipo,ceuwlerrecnuid faeral sersl.es.city/sivlageeecilirltruFpirk Jinance have not been drafted
aind pubhc spa-es, waste ianaeerretrtlcollecisru. trauspret dispnsaUsreotrrwutlissuinrg i
-- t-t I pet tiu,s yet. The Law on Civil Servants

Ib Soiald CuLItIU l an d prot-cinar-1d Prsriini)IstiIt lo-al C-IIUIa and historic val-es, oirg=iiz.itiirriot acti, tiesai tln
Recreatronrirld Furuictiitis rtalfr,aeleltuetrsrelen arniulstuiari:tUttIrgariizatsosutut recrruatrrralactrvrtresarrd usianzaneniririr StI ed to contemp.i Iate

eRea--mi,ittisrs.s haFsesics tilu r c,,itpraaesdp ca-nse.edel imn-nis. e tc l ed o otm lt
VI-m l,,,~ I i, -i.1 i-rl.ldg -rpalmn.ge duy, c-e elderly ,- erelc important aspects concerning

lzicr Lal Ecstiiisi ' i l i s i i 'l .. .. -i ' 5. i '.'l'""'.'.. . . .[

pubic udsertseireirtdrvseiiuiiaiinrr ot init--riiitrrttr ard the -ecessar iiifstrucii-res local public servants. Some of
egulaitisiiot puhlhc irkelsand Isaltrade ieiusirksll busiriesdnvelpuieirtprritectrri

iftinatural resou,rces rhicludrug 1scal tresis. pastures, aid sitltr l cal -atural resiturces) the municipalities' and
communes' exclusive fiunictions

III - Beginning January 1, 2002 (Art. 72, Law # 8652, July 31, 2000)
Exclusive Functions ofMunicipalities/Communes (e.g., water supply, sewerage and
i Iritrastrucrure and PuNltc 1atersupply. sewerqr-uiddrad-iagetiiicl. tlodpr-iectt-itcrulstitt residetittalareas. utbai dm

rvces tiitt -lid tiia-getieitnitiddraiage systems, imgataon,

* h) Civil Scc-irit, p-p- tectit(ruof puhlcrrdert,t pre-eritadr-iuirvirairvecilctiriaid eiisurethle rritplei....itattuts urban planning) and most of the
ct--uiiu-iefiiiutiicipAlits acts

Shared Functions of Municipalities/Comrtnunes sha red fun,ctiolns (e.g., education,
It Fd-ucitii pre-scl-til arid prr-uti-versirv

shzl H-d1ll p.irli-uthe -ilLrsy ld the p.bli,e-l prI(-ttti,,n healthcare, social assistance,
ci Social Assistance social a -sisrairce aid pt-erny alleviat1itit rigrtludiro turictiriit (nt r-levir rsirIut,rst) public order and environmental
d) Puhlic Ovdc public itider aid cidpi-tnecntip

tnt.Ei..ri.uiir-i ei t,1rtse,.,al, p t rotection) have also not been
ItI Ofl-e trr shd d,dtid by la- defined. The Agency for

In' - tJntil January 1, 2003 (Art. 17, Law# 8744, Feb.22, 2001) Inventory and Transfers of State
Propertv Rights of Local Governients
Trarristr dt Pripert Rights state proipert iraristers iii 1ircAl g-niivlrrtririgv reerii.. up.rl.t.s.c.i iiiuiiestii s ropertie , established in 200s,

- cTiirpleted 24 iurirt]lofrumilts te date tIrelaw b.scaiiieettctive started implementing its action

plan with some delay and slowly, so that the legal 24-month target (starting February 2001) for
the completion of the transfers of public properties is unlikely to be achieved as scheduled in the
Law.

1.18 Donors can also shift appropriately the paradigm under which they operate in Albania.
With some exemptions, donors currently negotiate their assistance programs (especially financial
assistance projects) and maintain their consultation process essentially with the central
government agencies (usually the line ministries), without considering many of the inputs and
genuine concerns of the local governments and communities. Most donors have usually found it
more "efficient" to negotiate with and focus on one central agency rather than to become
involved in a time-consuming, complex system of interactions with several players (e.g., the line
ministry, the MoLGD, the Ministry of Finance, the regional and local governments, and possibly
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NGOs and civil society representatives). The natural outcome of the current unsatisfactory
consultation approach has been a lack of sufficient knowledge of local conditions and a biased
suspicion of local administrations, which tend to hinder the decentralization implementation
process.

1.19 In order to reestablish the credibility of the government decentralization strategy, its
outdated agenda should be reviewed, and a more realistic implementation schedule should be
established. However, a change in the central institutions' and donors agencies' paradigms is
sine qua non for the effectiveness of the decentralization agenda in Albania. This change should
be consistent with the envisaged new roles reserved for central authorities (essentially regulating,
coordinating, monitoring, and evaluating policies on local public services) vis-a-vis the roles of
the local authorities (congruent with the principle of subsidiarity) in a decentralized public
administration system.

Strengthening Institutions

1.20 Although they have show some improvement recently, local political, administrative, and
fiscal institutions in Albania are still weak, resulting

Figure 1.2. Population Density, selected in a governance system which cannot yet be
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1.21 Strengthening local and central government institutions is necessary to restore
transparency and accountability in Albania. It should be understood that improvements in
governance will only be achieved, in practice, with the functioning of better institutions. In this
regard, the official opening of negotiations on the Stabilization and Association Agreement
(SAA) with the E.U. represents an important achievement and augurs well for future institutional
improvement in Albania. And, best practices have shown that the way to ensure good
governance is through providing local representatives and managers with an adequate level of
fiscal autonomy and authority to perform their tasks, while making them fully accountable for
the results before the law and the local voters, and through submitting them to a dependable
system of fiscal reporting, monitoring, and evaluation. Strengthening the budgetary system and
institutions is a first critical step for institutional reforms, which should include a review of the
current Organic Budget Law (or the approval of a separate Local Budget Law), by bringing the
local budgets explicitly into compliance and consistent with the standard national budgetary
system (including the accounting concepts, the methodology, and the process of formulation,
execution, auditing, and evaluation). The second step is providing a clearer definition of
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responsibilities on expenditure (see Chapter II) and revenue autonomy-including a significant

degree of discretion on the tax basis and rates at the margin (see Chapter III)-to local
governments and providing an adequate level of administrative autonomy to local institutions

(school, health facilities, etc). In addition, public property transfers by the AITPP from the state
to local governments should be completed according to the law.:2 The third step is designing

and implementing a Law on Local Government Finance,23 including the detailed relations of the
state budget to the subnational governments, through tax sharing and transfer mechanisms, the

regulation of guarantees, and the conditions that will enable the local governments to access the

financial market and borrowing as a source of financing for local infrastructure.

Overcoming Fragmentation and Building Capacity
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public services, lack the administrative and technical capacities for an effective policy

implementation. In fact, for historical reasons, Albania has inherited a territorial-administrative
structure characterized by too many small local self-governing units-including the 12 regions,

the 65 municipalities, and the 309 communes-for a population of little more than 3 million

inhabitants (Table 1.1). While the District Councils ceased to exist legally and were replaced by

larger Regional Councils with the 2000 territorial-administrative reform, the existing
24

municipalities and communes were kept basically unaltered. Although the rate of urbanization
has increased rapidly since the early 1990s,25 the country, is still predominantly rural (yet rather

densely populated, by European standards ), with 47 percent of its population living in local
self-governing units smaller than 10,000 inhabitants (Table 1.3). In the last ten years, the Tirana,
Durres, and Elbasan urban and peri-urban areas received a substantial net inflow of population,
while all the others experienced a net loss of population. These demographic dynamics have had

a major disruptive impact on the operational efficiency and the quality of public service facilities

22 Law on Immovable State Properties (no. 8743. February 22. 2001) and Law on Transfer of immovable State

Public Properties to Local Governments (no. 8744. February 22, 2001).
23 Or a Law on the Intergovernmental Fiscal Relations.
24 It should be noted that although the District Councils no longer exist after the 2000 reform. the districts

themselves (as a geographical and statistical concept) have still been used by the central government institutions as a

planning and monitoring tool for their de-concentrated operations in the territory.
25 The rate of urbanization was 33 percent in 1979. 36 percent in 1989, and 42 percent in 2001 (Source: "Preliminary
Results of the Population and Housing Census 2001," INSTAT. Tirana, 2001).
26
2 The country s geographical size is 28,748 sq km. inhabited by 3,087.159 people, and with an average population

density of 107 inhabitants per sq km. See Table Al.l in the Statistical Appendix.
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and on the access of the population to services. While public service facilities in the net
receiving areas are insufficient and are overcrowded, in the areas experiencing net population
outflow, they are in "excess," are underused, and are deteriorating for lack of maintenance. Yet
the average size of municipalities is 22,500 inhabitants and that of communes is 5,200
inhabitants, their size distribution compares favorably with many European countries: "only"
about 17 percent of the population and 48 percent of the municipalities and communes are in

27self-governing units of less than 5,000 inhabitants.

1.23 While the local government units have expanded since 1990, Albania has inherited most
of the previous fragmented local administrative structure. Prefectures and communes were
created in the 1920s and municipalities and district in the 1940s, and their numbers increased
afterward. During the 1990s the number of communes decreased, but the number of
municipalities increased, and regions replaced the districts with a different concept (Table 1.4).

1.24 Although the issue is politically charged, the administrative fragmentation of self-
governing units is in fact a serious concern that the country must address. The concern goes
beyond economic efficiency (e.g., economies of scale and externalities) to include considerations
of a political and administrative nature. On the one hand, the fragmentation itself embodies a
positive political element, since it brings the decision-makers closer to the voters, increasing
democratic representation. On the other hand, excessive fragmentation tends to leave the smaller
communities short of the administrative and technical capacities needed to implement new
policies and operate public service delivery efficiently. In fact, recent demographic movements
in Albania have shown that the smaller, stagnated geographical areas were unable to retain their
youngest, most talented and best educated people, who are moving to larger, more dynamic
urban centers and abroad.

1.25 Because of the serious administrative, technical, and financial difficulties that local self-
government fragmentation implies, theTable 1.4: Albania: Administrative Structure, fragmentation a co a iend toeRecet eoluton-1992200 fragmentation and lack of capacity tend to be

Prefen- .n-Munici9 - recurrent issues in the decentralization
Year ture/Region Districts palities Communes implementation agenda for the near future. In

1992 12 (Pref.) 36 441 313 fact, there are already manifestations, official
2000 12 (Rg.)o Rcv63w09AdiirrliveTc.rt,rn D,,SOL and non-official, proposing revision or re-

T,rona,2003. mapping of the country's territorial-
administrative structure as a means of resolving the problem of the fragmentation of local
governments. However, it should be borne in mind that endless procrastination in implementing
decentralization is not a solution, nor is a top-down reform of the territorial-administrative
structure a sine qua non for implementing decentralization. There are many options that Albania
might consider when addressing this issue. Independent of any possible political motivation for
reform propositions, the main principle should be to scale operationis to economically viable

27 In Czech Republic, for instance, these percentages are 36 percent and 96 percent, respectively. In France. 40
percent and 95 percent, respectively. In Estonia, 86 percent of the local administrative units are smaller than 5,000
inhabitants. In Latvia, this figure is 85 percent. (See Czecli Repuiblic: hItergovernmental Fiscal Relationis in th7e
Transition. World Bank Technical Paper no. 517, 2001; and Territor-ial Reform anid Cooperation Amizolng Local
Goi'ernmnents for Putblic Services Delit'erv: Experiences anid Lessonis from Europe. Urban Institute Project UI
06901-011, 2002).
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si-es while respecting the local preferenices of the self-governing iunits. A corollary of this
principle is that attribution of responsibilities among self-governing units does not need to be
symmetrical, especially when administrative fragmentation is considerable and size distribution
skewed (see also Chapter II).

Box 1.1: Compulsory vs Voluntary Amalgamation of Small Communities
The current debate on amalgamation of small communities can be informed by the examples of compulsory

amalgamation efforts of Northern Europe during the 1970's (Denmark. Sweden. England. Belgium and Norway)
and Greece and Scotland in the 1990's (there is also the ongoing case of voluntary amalgamation in Latvia). Some
Western European countries have followed more liberal policies (France. Spain, Finland, Italy) by adopting
regulations which promotes cooperation and associations among existing local governments, as well as outsourcing
the delivery of public services. The compulsory reform amalgamation model has the advantage of being more
effective and simple to operate. but it risks to create political turmoil in societies of diverse ethnical, sociological,
and historical background, since top-down reforms may confront some traditional local costumes. The liberal/
voluntary model has the advantage of respecting these costumes and letting the inter-local government
administrative arrangements be made in their own pace, but has the disadvantage of being much more complex of
being monitored centrally.

1.26 One option is to put in place incentives (including significant financial/fiscal incentives
and technical support provided by higher levels of government) that could promote the merging
of small communities wherever possible.28 This could be done through voluntary association of
municipalities/communes (which Law No 5682/2000 already allows), by joint service delivery
contract, or through more definitive amalgamation of the jurisdictions themselves, by
referendum, of two or more small communities, at the will of the parts involved. These
incentives could also make effective the current legal provision for the delegation of
responsibilities, from the smaller municipalities/communes to the Regional Council. Regarding
the latter, it could be beneficial for certain competences in the areas of transport, education, and
urban planning, and could be especially effective for water and sanitation. This option should be
equally open to association among the regions themselves.29  In any case, for such voluntary
adherence to be successful, the government should be able to articulate the incentive instruments
in such a way that the following conditions are clearly evident for the beneficiaries:

(a) The affected comnls7ii7lities cani easily realize that the changes would make them
permanently better off. For instance, they could have a higher per capita share in
the tax-sharing/transfer system, an amplified tax base and revenue capacity, and
better access to quality services;

(b) The provision of plublic services slhouild be more effective anid efficienit as a result
of being able to internalize externalities in consumption, as well as economies of
scale in the production of local public services (e.g., water and sewage treatment,
garbage collection); and

28 Incentives should be perceived by the local population as permanent benefits (or at least as having a long term
impact), if they are to be effective. Once and for all types of incentives. such as those initially used in Latvia, will
not be attractive enough to motivate voluntary amalgamation.
29 The latter may require an amendment of the Law # 8652/2000.
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(c) Thze changes should clearly improve the affected commiinunities' clhanices of
benefiting more directly from: (i) training of local staff and capacity building
immediately;30 and (ii) accessing EU pre-accession funds later on.

1.27 In case the small local government does not show interest, or the above conditions are not
met when they apply for association/amalgamation, then the central government could have the
option (on the basis of capacity and objective efficiency indicators) of flot assigning the
respective responsibilities (and the corresponding resources) to the concerned small self-
governing unit. In this case, the central government would remain responsible for the service
delivery, or might be assigned to the region.

Defining a Role for the Regions

1.28 The creation of the Regional Councils constitutes an innovative facet of the territorial-
administrative reform, but the concept of regions is still an "empty box" in Albania because their
functions are poorly defined and because no relevant fiscal power of their own has been
attributed to the regions. At the root of this problem is the question of the current form of
representation to the Regional Council:.3 The Regional Councils tend to lack accountability to
the regions' citizens, since they are not directly elected by all citizens in the region, and both
Prefects and local Mayors can always question the legitimacy of the regional authority on this
basis.3 2 This representation issue constitutes a major challenge that Albania has to address
sooner or later, as has been the case with many other unitary countries in transition, including
the EU Accession countries.3 3 In principle, the region was envisaged as an instrument to effect
the gains of decentralization, by optimizing the scale of local governments' operations and
internalizing the benefits derived from the provision of local public services that spill over

30 A National Training Strategy for Local Government in Albania was approved by the Council of Ministers in
October 2003, and the establishment of an independent Training Agency is under way. This training agency is
envisaged to be a donor-supported entity. which will act essentially as a training manager/facilitator rather than as a
direct training provider.
3' Actually, by the Constitution (Art. 110), members of Regional Councils in Albania are indirectly chosen, and so
the Regional Councils are conceived simply as second-level local government units (i.e., local regional
governments-closer to a local government association concept rather than to any intermediate level government
concept). In this regard, they lack the full authority of a regional governments per se (as if they were directly
elected by all the people residing in the region). That is, each Regional Council members are elected to represent
only their own local community, but not the region. Through lack of direct representation at the regional level.
Regional Councils tend to have only limited responsibilities and could not, in principle, exert autonomous taxing
power-i.e., otherwise they would be imposing taxation without true representation. On the latter matter, however,
Law No. 8652/2000 (Art. 18) provides the Regional Councils with taxing power as well.
32 This representation problem exists not only because the members of the Regional Council are indirectly elected.
The problem is due more to the fact that citizens of a particular locality are going to be affected by decisions taken
by a council the majority of whlose memlbers were not voted in by tlhese citizens or their legitimlate representatiles.
For instance, in general the majority of these councils are formed of representatives of communes-which are much
smaller communities, having more needs for basic public services and less revenue capacity-than municipalities,
which have higher own revenue capacity and which, therefore, end up contributing the greatest amount financially
to the budget of the Regional Council. This situation does not augur well for the future stability, or at least the
effectiveness, of this regional institution.
33 The Czech Republic has overcome this issue by promoting direct elections (the first one in 2000) exclusively for
the regional representatives, and by starting to prepare a more clear legal attribution of specific responsibilities and
fiscal powers to the Regional Councils.
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jurisdictions. Local regional government in Albania was initially conceived to improve
cooperation and coordination among local administrations in order to achieve the consistency of
local interests and concerns with the national policies. Beyond exclusive planning and
coordinating functions, the Regional Councils are expected to be given adequate executive
powers to effectively contribute to the new decentralized fiscal structure. The Law on the
Organization and Functioning of Local Governments acknowledges this intent by allowing the
Regional Councils to exert any executive competences in the delivery of public services.
However, these competences can only be exercised if they are voluntarily delegated by the first
level local govemment units or by the central government.

Box 1.2: The Concept of Regions in Europe
Apart from a territorial state administration (formed by appointed officials serving organs of de-concentrated state agencies),
many European countries have more than one tier of self-government authorities, which often include regions, either as regional
governments (intermlediate directly elected regional authorities) or as local regional governments (assemblies/councils of
indirectly chosen local representatives). While the concept of regions is relatively well established in the federal countries, it is
still evolving in unitary countries.

The concept of regions in European countries varies in
Europe: Selected regional entities, withot legislative powers terms of size, responsibilities, and powers, since it remains

Coiintry Regiomil entities Electioms of Councillors
AlbaCina 12Regionlis direct strongly influenced by national traditions, reflecting the different
Czecl Republic 14 Regions direct bureaucratic cultures and political conflicts of the past. A wide
Denmcark 14 Counties (id Greater Copenlhagein direct variety of institutional arrangements ranges from states, which are
Finlanid 19 RegIons inidirect strong regional governments, to other regional formations having
Fuiace 26 Regions ncludring4 DON direct limited authorities. More recently, the process of European
FHlingary 7 EU Regioins (20 counties. electedi direct integration has played a role in revitalizing the concept of region.
Irelmuid s Regiotis indirect With the introduction of the European regional policy in 1975. the
L,itnui 26 Regions itidirect European Community may be built upon regional levels, and the
Pulcuid 16 Regiotis direct

Ssiedei n 20Conittes direct use of structural funds may increase the interest for local and
Soue Cotiiicil ot Enrope regional authorities. Accordingly, the European Commission has

divided the territory into statistical areas in order to assess regional
economic situations (the NUTS nomenclature, see Box 1.3).

In the last three decades, most European states have gone through a process of political and administrative
reorganization. Decentralization and regionalization have been the prevailing patterns of these reforms, which have produced
various lorms of regional governments. This reorganization process has also induced the accession countries (e.g.. the Czech
Republic. Hungary. Poland. Slovakia and Latvia) to adapt to the EU regional development approach.

These intermediate forms of government vary, according to their degree of autonomy, from unitary states, where
functions are strictly limited and controlled by the center, to federal states, where regions have constitutional powers and
sovereignty. The arguments for regional govemment include the need to: (i) promote larger scale azthflorities that can undertake a
planning role at an intermediate level, ensuring development strategies to overcome fragmentation of the local govemments: (ii)
assign responsibilities more efficiently and effectively for the delivery of services: and (iii) improve coorditiationl and
cooperation among smaller local governments.

In some unitary states, regions enjoy a large autonomy. are well equipped, and have constitutional status and legislative
powers (e.g.. Spain and Italy). In others, regions have only some limited administrative and coordinating responsibilities (such as
on the planning and programming of public investments and the management of infrastructures) and a certain degree of
constitutional protection (e.g.. France). Often, regions have evolved from former territorial divisions of the central government
administrationi, as, for example. in France, where an elective regional layer of government was introduced in 1982, replacing the
former Regional Planning Commissions, which were indirectly elected by major regional economic stakeholders and presided
over by the Prefects. Regional Councils are in general directly elected by the population and only in some limited cases (e.g..
Finland. Ireland. Latvia) are composed of representatives of the local governments. In the latter case, functions of the regions
tend to be limited to regional and spatial planning. without involving the provision of services. In Ireland. regions coordinate
public services and monitor and advise on the implementation of EU funding in the region.

In unitary European states, regions have performed a number of distinct administrative functions, ranging from specific
competences in relation to existing institutions (such as control, consultation, and coordination) to direct area-wide service
provision. The relations between regional and local governments may initially be tense, given the potential loss of functions by
local governments and the increased supervision that the creation of regions may entail. This is particularly the case with the
local governments of important urban centers which dominate a large geographical area. Because of their size and direct access
to resources and to central political power, the local governments do not wvant to be interfered with by the regions. In this respect.
a phased and consensual implementation approach has been the most viable strategy for implementing regions.
Sirce.s: Council of Europe, "Structure anid Operationu ol Local anid Regional Demiocracv- CDLR study series, several years: OECD, Fiscal
Dccentralh:ation in E U Applicanit State.s anid Selected EU .4leinbe r State.,' Paris, September 2002.
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Nevertheless, it seems that local and central governments are reluctant to relinquish any of their
own planning, fiscal, or administrative powers to the regions.34 On the one hand, Mayors,
especially those of the big cities, are unwilling to accept regional guidance (and to contribute to a
regional budget), or intermediation in their economic and political dialogue with the central
authorities, since they are usually capable of gathering a large enough audience of their own
which they may want to explore by themselves. On the other hand, central and line ministers are
used to operating locally almost exclusively under the paradigm of de-concentrated agents in the
regions and are likely to prefer to continue doing so.

1.29 Also, through the maintenance of the traditional prevalence of the Prefects as the
coordinators of the de-concentrated central administration in the territory, the effectiveness of the
role of regional governments may be put in jeopardy, since in practice considerable confusion
regarding authority and administrative hierarchy still exists, which generates conflict and
inefficiencies. However, this source of conflict may fade away in the near future if the
government properly implements the new Law on Prefects (Law # 8927/july 2002), which limits
the powers of the Prefects to supervise the legality of the acts of Local Councils (communes,
municipalities, and regions). With the new Law, the Prefects cannot directly interfere with local
government administration and can only use the Courts system to denounce any irregularity.

1.30 All in all, if the current approach of purely voluntary delegation persists, it is unlikely
that any significant responsibility will be transferred to the regions, and both the full benefits of
decentralization and the relevance of the regions in the new decentralized administrative
structure will tend to dwindle over time. Italian and French experiences, for instance, have
shown that institutions that lack a clear legal mandate and fiscal power (i.e., weak own revenue
autonomy) are unable to effectively coordinate other governments. 36 In Albania the regions lack
their own source of revenue. They are presently essentially financed by transfers from central
and local governments. From the central government they receive conditional grants and a share
of the unconditional transfers (see Chapter IV), and from the local governments the Regional
Councils are supposed to receive an agreed percentage (in general 4 percent) of own revenue of
the self-government units in the regional jurisdiction-although some municipalities (e.g.,
Tirana) have been reluctant to contribute their share. Actually, only the "power of the purse"
(including a significant degree of revenue autonomy at the margin) can offer effective incentives
to subnational governments to operate effectively.

34 This includes regional/urban planning. which still prevents the Regional Council as an effective instrument for the
more harmonic development of metropolitan areas. In many cases, the suburban development of
municipalities/cities is constrained by a large number of small communes that surround these municipalities/cities.
This is also the case with the development efforts of regions that extend throughout homogeneous geographic areas
(valleys, hills, etc.). but are fragmented into too many small local self-governing units.
35 The prefectures (whose geographic jurisdictions now coincide with the regions) and the ministerial agencies
(District Directorates for education, health, etc).
36 In the 1970s, several Italian regions (which are also legislative bodies) created second level bodies formed by
mayors and other local government representatives, tasked with functions of economic and territorial planning
(Comprenisori). These bodies were, however. unable to consolidate their role (they had only limited resources and no
fiscal powers), and gradually they were dismantled by the systematic opposition of the directly elected levels of
government (provinces and communes). In France the regional governments have acquired greater effectiveness by
an increase in their fiscal autonomy and by adequate transfers from the state budget under the "planning
agreements. "
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1.31 It is important not to lose the perspective of the potential contribution of regions to
effective decentralization and increased efficiency (allocative and operational) in local public
service delivery, particularly in highly fragmented administrative structures as in the case of
Albania. In general, several functions that are assigned to the communes and municipalities
(especially the small ones), which involve significant economies of scale and externalities, could
probably be performed more cost-effectively at the regional level (e.g., watershed management,
wastewater management, garbage collection and management, regional roads and transportation
services, environment and natural resources management, secondary education, management of
some health care facilities such as specialized hospitals, urban planning, and others).

1.32 Moreover, consolidation of the regions might represent a first sensible step toward the
establishment of a regional arrangement coherent with the NUTS nomenclature generally
adopted by the current members and new candidate countries to join the EU (Box 1.3). In this
regard, it may be sensible to start preparing statistical data (and information in general) with the
assistance of EU bodies and to be consistent with the NUTS nomenclature, while flexibility and
incentives should be open to the existing regions in case they need later to merge/associate in
order, for instance, to satisfy requirements of EU pre-Accession and/or structural funds down the
road.

Box 1.3: The EU Regional Nomenclature
The Nomenclature of Statistical Territorial Units-NUTS is a uniform classification system adopted by the EU for statistical and

planning purposes. This system was created in accordance with normative and analytical/functional criteria for the territorial

division. The normative criterion conforms to the administrative (political) division, while the analytical criterion (based on

geographical, economic, and social indicators) is envisaged to allow for international comparison. NUTS I to 3. classifies

regions, and NUTS 4 and 5 local divisions, as follows:
NUTS I = the macro regions of the European member states (between 3 and 7 million inhabitants)
NUTS 2 = the regions of the EU member state (between 800.000. and 3 million inhabitants)
NUTS 3 = the sub-regions of the NUTS 2 (between 150,000 and 800,000 inhabitants)
NUTS 4 = the local levels (micro-regions)
NUTS 5 = the smallest local level, municipalities (e.g., communes, settlements).
The regional classification is intended as target areas for the EU structural and pre-accession funds, although EU does

not prescribe its classification as a necessary regional administration arrangement to access funds. Nevertheless, many accession

countries (including Hungary, Poland, the Czech Republic) have adopted NUTS as a basis to facilitate fund calculation,

allocation, management, and control.(*)
Albanian regions, as administrative entities, seem closer to the concept of NUTS 3 than NUTS 4. although the average

size of NUTS 3 in the EU (345. 000 inhabitants) is larger than the average size of the Albanian regions (257.000 inhabitants, with

a range of between 112,000 in Kukes region and 601.000 in the Tirana region-Table 1.1). Since these regions are mere

administrative divisions. the identification of some macro functional regions based on analytical criteria (geographical and

cultural homogeneity, complementarity, polarization, or catchment area) might be helpful, even if they are not necessarily

transformed into administrative entities by consolidating the existing regions.

(*) There are several stages to apply the NUTS classification to a member state. First the administrative structure of the country is taken into

consideration verifying whether regional data are collected and disseminated according to the administrative boundaries. Next the average size in

terms of population of the units of the various administrative levels is analyzed to determine where these levels belong in the NUJTS

nomenclature. If the average size corresponds more or less to that of one of the NUTS levels (average across the other member states of the EU)

the administrative structure is adopted as the NUTS regional breakdown at this level. In case no administrative structure has an average size

similar to the tUnion average an ad hoc breakdown called non administrative units is compiled in collaboration with the member state, grouping

together existing smaller administrative units.

37 Since the mid-1980s, the reformed EU structural funding process has been increasingly stringent regarding

genuine regional level input to the formulation and implementation of programs.
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1.33 Finally, the overall fiscal policy and the decentralization strategy must be congruent and
well coordinated, and the government must make sure that the role of the regions is not subdued
by the introduction of semi-autonomous agencies in key sectors such as healthcare and
education. In this regard, the recently created Tirana Region Health Authorities (TRHA) is an
outstanding case calling for its proper performance evaluation and its adequate consistency and
coordination with the reforms.38

Committing with a New Credible Implementation Agenda and Work Program.

1.34 To maintain the momentum of the decentralization drive, the government may consider
reaffirming its commitment to the original strategy by establishing a new credible agenda for a
phased implementation of reforms. A detailed work program for the Group of Experts on
Decentralization-GED should follow suit and, together with the agenda, should be approved by
the National Council for Decentralization-NCD. -Sectoral ministries should be formally engaged
in the work program (through their representatives in the sectoral working groups) and formally
committed to a scheduled joint preparation of policy papers and draft laws to be submitted to the
NCD, aiming at completing the implementation of the government's decentralization strategy in
collaboration with the MoLGD, the MoF, associations of local governments, and other
stakeholders.

Strengthening Coordination

1.35 The decentralization drive that stimulated the initial debate and approval of the basic
legal framework may now be running the risk of losing momentum in its implementation phase.
The extent to which local governments will enjoy policymaking autonomy in service delivery
remains uncertain. This perception has been common among many local authorities and donors
that are directly operating on the ground (mainly by providing indispensable capacity building
assistance). On the one hand, cooperation among the local governments themselves is still
unsettled, since the mayors' (and regions') associations have been highly influenced, and to a
large extent weakened, by the particular interest of a few large municipalities (especially Tirana)
which have direct access to the central political powers. Perhaps because of this same influence,
commitment to the decentralization reforms has weakened, and there is a lack of genuine
ownership and leadership to push forward the implementation agenda more effectively. At
present there seems to be no clearly identifiable champion of the decentralization implementation
agenda. On the other hand, there has been an apparent lack of interest in formal systematic
consultation and central coordination for donors assistance to decentralization. Much donor
consultation is taking place on a bilateral basis (between donors or with the government), but
without any formal, systematic multilateral consultation mechanism with a central coordination.
In this regard, there is a general perception that the revival of a central government-led

38 See the ongoing Healtlh Systemz Recoverx anid Development Project, 1998; the 2002-04 Mediiuii Termn Evpeniditure
Framework, Technical Note, Decentralization, June 2001, page 3; and the Country Assistance Strategy (Report No.
24189-ALB, May 2002) on a prospective Health III project (for 2005). Nevertheless, a detailed distribution of
functions relating to healthcare services is still to be established. Also the draft 10 Year Plan for the Healtlh Sector
(October 2002. MoH) and the reports on the Natiolnal Inspectorate of Pre-Uni'ersity Educationi-IKAP and Local
Educationz Autlhority-LEA (July 2001, MoES) only treat the provision of the respective services from a central
authority de-concenitrationi perspective, without any reference to the adopted government decentralization strategy.
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coordination of all stakeholders (probably by the MoLGD), which could show ownership and

firm commitment to the reforms, may be essential to make better use of donor assistance and to

mobilize governmental and non-governmental institutions to effectively contribute toward a

common understanding and to further the decentralization implementation efforts.

1.36 To date, the GED and the NCD have played an essential role in preparing and

deliberating on the basic legislation, and it is crucial that they continue doing so in regard to

further required rules. But the implementation of decentralization goes beyond the general

designing and approving of basic laws. For the decentralization process to be sustainable in

Albania a stronger coordinationi anid mnonitorinig of decentralization inmplemenztation? should be in

place. This is because many conflicting issues unresolved by the basic laws (mainly issues

related to macroeconomic policies, concurrent responsibilities, inter-jurisdictional relationships,

appropriate understanding of concepts and definitions, detailed procedures and processes,

capacity building on management, and budgeting and accounting) can only be satisfactorily

resolved through intense communication and cooperation among officials at the same and

different levels of government, with the concourse of other stakeholders. In this regard, the work

of GED and the NCD could greatly benefit from periodic feedbacks of a coordinating and

milon itoring in1stitUtionZ operating downstream in the process of decentralization implementation,

which could reflect current decentralization concerns and perceptions at the grass roots. This

coordinating/monitoring institution could be designed as an independent entity-such as a

"National Forum for Decentralization Implementation" (NFDI)-with the participation of all

stakeholders (regional, municipal and communal governments, central government-including

line ministries-donors, think tanks, and non-governmental and community development

organizations), which would meet regularly once every quarter as a vehicle to disseminate best

practices for the adoption of government new decisions on decentralization, to discuss pending

issues on the decentralization implementation process, and to suggest corrective measures to be

technically examined by GED and, if feasible, proposed to NCD. The MoLGD could jump-start

NFDI by initially mobilizing the different stakeholders, putting in place its initial institutional

foundations, and be in charge of organizing the first fora (which could be held each time at the

premises of a different Regional or Municipal Council, in order to also promote national

integration and social cohesion).

1.37 With the institutionalization of NFDI, the NCD would be acknowledging the need for

flexibility in the implementation of decentralization, since addressing the evolving challenges in

intergovernmental fiscal relations inherently demands participation and coordination. This

implies that decentralization implementation is a gradual adjustment process rather than a top-

down single, irreversible policy move. It is natural that initially designed policies may have to

be modified eventually and adapted to current conditions on the ground, so that the main

decentralization reformn objectives are reached. The fundamental role of the NFDI would be: (i)

to promote communication, capacity building and management of information; (ii) to

disseminate best practices in a decentralized administrative structure; (iii) to improve

intergovernmental fiscal relations, by serving as a c'ushion to accommodate divergent interests

and as a first point for conflict resolution; and (iv) to help accelerate the implementation of the

Government decentralization strategy, by feeding back the work of GED and NCD with critical

grass root information and suggestions for periodic policy adjustments.
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Box 1.4: Associations of Local Governments
The Albanian Constitution (Art. 109. item 4) establishes that local government units are entitled to associate with one

another to represent their common interest domestically and internationally. Local governments in Albania are represented by
three associations: the Association of Municipalities, the Association of Communes, and the Association of Regions. These
associations operatc under their- own statutes, and membership association is voluntary.

The Association of Municipalities, first founded in 1993 as an Association of Mayors, has a General Assembly as its
supreme body and a Steering Committee that leads the executive activities of the association. The Association of Communes
was established in 1997, and the Association of Regions in 2001. The Association of Municipalities and the Association of
Regions finance their activities mainly on the basis of contributions from their respective members (according to their respective
revenue capacities) complemented by donor grants, while the activities of the Association of Communes are mainly financed by
donor grants.

The Association of Municipalities is the most active of the three associations, the best financially and administratively
structured, and the one which has had the most effective participation in the decentralization process, by sitting on all organs and
committees that concern local administration, by contributing with comments and input to draft decisions on decentralization
when solicited, by organizing seminars for mayors and municipality lawyers on the electoral code, decentralization, taxation, and
urban planning, and by promoting the training of local staff on management and disseminating information and ideas for
improved local governance.

The Association of Communes sits on most organs and committees to represent commune interests, but it has been less
effective because of its weaker financial and administrative conditions. The Association of Regions is in a better financial
situation, but its administrative organization and the recognition of its place in the system are still to be gained. The Association
of Regions also sits on some of the committees and organs that deal with local government interests. However, because it is the
newest association and because the regions themselves do not yet have a clearly defined formal and practical role in the
administrative structure. this association has faced a latent constant opposition and has also faced difficulties in convincing the
mayors that it has a relevant role to play.

24



2. ASSIGNMENT OF RESPONSIBILITIES

2.1 This chapter reviews current intergovernmental fiscal relations in Albania from the
expenditure perspective. Section A discusses the transition from the de-concentrated system
toward a decentralized decision-making structure and reviews the new statutory assignment of
expenditure responsibilities and implementation problems. Section B analysis the patterns of
local government expenditures. Section C summarizes the main issues and options, and Section
D presents some recommendations on policy and institutions.

A. DE-CONCENTRATION VERSUS DECENTRALIZATION IN ALBANIA

2.2 Public services provision in Albania is in transition from a highly centralized hierarchical
system, to a decentralized decision-making structure. Local authorities have been used as agents
by the central government, which still makes most of the relevant decisions, but recently local
authorities have begun to assume a more active self-governing role by carrying out devolved
public functions and by assuming accountability before the law and the local population for
decisions taken. This new role includes the direct responsibility of local governments for the
employees of their own administrations, who, until recently, had allegiance to the central
government, since they were paid out of earmarked transfers from the central budget. There is
no doubt that the legal reform of the year 200039 represents a turning point in the
intergovernmental fiscal relations and public resource allocation system in Albania, but there still
is a long way to go in terms of bringing the legal reform into practical implementation. Although
the government has succeeded in adopting the relevant basic legal framework for
decentralization to proceed, the shifting of specific functions, competences, and asset properties
from the de-concentrated central agencies to the local self-governments has experienced
significant delays and has faced technical, bureaucratic, and political difficulties.

State De-Concentrated Public Services

2.3 Since the beginning of the democratization process in the early 1990s, Albania has made
a considerable effort to decentralize expenditure and revenue decision-making powers, mainly by
passing some key pieces of legislation. However, during the 1990s the basic legislation on
decentralization remained inconsistent and incomplete, and several ministries (including the

39 Law on the Organization and Functioning of Local Governments (Law # 8652. July 31. 2000).
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Ministries of Agriculture, Construction, Transport, Education and Health),4 0 through the use of
the administrative structures of the old districts and local governments, or their own agencies in
the territory, retained the decision-making powers for local public services.

2.4 Many public services (including education, health, and social assistance) have for some
time been delivered in a de-conzcenitrated way by state agencies operating in dispersed locations
throughout the territory and using local government structures, which have been assigned with
limited delegated competences. The new organic local govemment law reorganized and struck
a balance between the state de-concenitrated functions and the decentralized functions assigned
to the local authorities, by essentially following the theoretical concept of benefit area and the

42,practical subsidiarity principle adopted by the EU. The new law initiated a divestiture process
by decentralizinzg to local authorities (local elected officials who are closer to citizens and
presumably accountable to them) decision-making powers for the provision of local public
goods, including utilities, some local infrastructures and environmental issues, and essential
social services (mainly pre-tertiary education, primary health care, and social assistance to the
poor).

2.5 Notwithstanding the 2000 legal reform, decentralization has in practice been downplayed,
or to a large extent disregarded, in the strategies being designed by the sectoral ministries.4 3

Most of the relevant local expenditures are still decided at the center and carried out by central
agencies de-concentrated at the level of the districts and controlled by the prefectures.

The 2000 Decentralization Reform: Assigning Responsibilities to Local Governments

2.6 The new Local Government Law (Law # 8652/2000) broadly assigned responsibilities
among government levels, although further regulation is still required to specifically define
competences for each public function, particularly with respect to services which are jointly

44provided. Nevertheless, this organic law represents a sound underpinning for the design of a
congruent fiscal decentralization system; it is in accordance with the conventional wisdom, it
essentially reflects the best international practices, and it is broadly consistent with the European
Charter of Local Self-Government. 4 5  By and large, the law associates responsibilities with
benefit area: that is, local governments are to provide services that benefit the local jurisdiction,
while the central government is to provide services with a national benefit area (such as
monetary policy, national defense, aggregate planning and development, foreign affairs and

40 See also Fiscal Decentralization and Intergovernmental Finances in the Republic of Albania, by D. Sewell . and
C.I. Wallich, World Bank, Policy Research Working Paper # 1384, 1994; and "Republic of Albania: Fiscal
Decentralization Policy Study," by Larry Schroeder, The Urban Institute, UI Project 06901-010, December 2000.
41 In principle, central government agencies located in the territory were directly providing national public services,
including the supervision of local governments which have been delivering those services mostly on a delegated
basis.
42 See Chapter I.
43 See, for instance, the draft 10 Year Plan for tlhe Health Sector (October 2002. MoH), and reports on the National
Inspectorate of Pre-University Education-IKAP and Local Education Autority-LEA by the MoES (July 2001).
44 And further legislation is still required to regulate in detail the local budgets and local government finances,
including shared taxes and the system of intergovernmental transfers. On these matters, see Chapters III and IV.
45 See Public Finance in Theory and Practice (fifth edition), by R.A. Musgrave and P.B. Musgrave. McGraw-Hill,
Inc., NY, 1989. See also European Charter of Local Self-Goi ernmnent. Council of Europe, Strasbourg, October 15,
1985.
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trade, and justice and security) (see Table 2.1). In Albania, many of the national public services
(such as military conscription, issuance of passports, some police services, consumer protection
services, tax administration, Treasury system services, statistics services, data collection and
dissemination) are delivered on a de-concentrated basis by the central government agencies
located in the territory, while others may be attributed to local governments as delegated
functions or competences. Basically, the law assigns generic responsibilities to local
governments, at both the first level (municipalities and communes) and the second level (the
regions) according to three categories of public functions: exclusive, slhared, and delegated
functions. It is understood that the central government has a residual power in fiscal policy
matters, but the law states that the Local Councils can carry out any public activity of local
interest (or regional interest in the case of the Regional Councils), as long as it is neither
explicitly prohibited nor assigned to other level of government by law.

2.7 Exclusive functions of local government in Albania are those in which the local
46jurisdiction is the main beneficiary area of the public services. In this case, the law assigns to

local authorities discretion for full decision-making powers, including administration, service
delivery, investment, and regulation. The delivery of exclusive functions is supposed to be
financed by local government own resources, including local taxes, fees, and service charges, as
well as by unconditional transfers and grants. Regular local public services related to
inifrastruictuires anid putblic uitilities constitute the core exclusive functions of municipal and
communal governments in Albania, including local roads, sidewalks, and squares; water supply,
irrigation, sewerage and drainage systems; solid waste management (street cleaning, garbage
collection); street lighting and city/commune decoration; and maintenance of parks and public
spaces (Table 2.1). Some areas of social services47 (inclluding orplianiages, day care, elderly

hoines); hlolusinig; recreationial, sports, anid ciultur-al activities (inicluiding preservation of local

hiistorical buildinigs); local traffic reglulationz anzd public tranisportation services; public

sanitation;;48 civil secluritv; and econzomiic development planninig anid regutlationl of local

interest4 9 are also exclusive functions legally assigned to local governments.

2.8 Legally, the responsibilities for most of the local infrastructures and public utilities
services have been decentralized to local authorities since January 2001. The authorization of
the transfer of the respective state properties (which are associated with the delivery of these
services) followed suit, and Law # 8744 was approved on February 22, 2001.50 However, the
implementation of some of these exclusive responsibilities is still behind schedule (see timeline
in Table 1.2, Chapter I), such as the responsibilities for local police and some local social
services which, owing to a lack of clear definition of implementation, are still delivered under
the Prefect's authority. 5 Other functions, such as veterinary services, urban planning, urban

46 Although more than one jurisdiction may benefit from specific service provision, due to economies of scale and

externality spillover.
4 And museums and sports facilities.
48 Including cemetery and funeral services.
49 Including infrastructures for the local development of marketplaces and local trade networks; small business

development: local fairs, information, advertisements; veterinary services (including rural extension services); and
protection and development of local forests. pastures, and natural resources of local interest.
50 See also Law # 8743 (February 22, 2001) for the definition and criteria for the registration of state properties.
51 Although civil seciurit-v (firefightinig, police) is defined in the Law (Art. 10. IV, b) as an exclusive function of

municipalities and communes. the joint Instruction no. 2 dated February 4. 2002 (Prot. MoF no. 494 and MoLGD
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roads, and water supply, have experienced major technical and financial difficulties which have
impeded the immediate shift of responsibilities to local authorities. There has been a perception
that national standard setting and regulation for animal disease control has to be in place before
the transfer of responsibilities can take place. It has also been observed that urban planning
issues have often spilled over the boundaries of one jurisdiction and may be better dealt with at
the regional level. Given the limited local sources of revenues, investments in urban roads have
still been allocated on a delegated basis by the Ministry of Territorial Planning and Tourism.

2.9 In the case of water supply, beyond the interjurisdictional issues stemming from
economies of scale (and the existing regional companies already supplying more than one
jurisdiction), the difficulties are compounded by issues associated with the transfer of state
properties to the local governments, including: (i) the dismal financial situation of the water
companies that are to be devolved to the local governments, including the enormous debt
overhang-to the electric company (Korporata Elektroenergjitike Shqiptare-KESH), the tax
authorities, and the social security system-as well as the imbalance of revenue and expenditure
flows because of lack of a sustainable tariff policy(see below); and (ii) the absence of a
consistent and comprehensive sectoral strategy, which should include strict policy coordination
and clear sequencing between the two government implementation agendas: the decentralization
implementation and the privatization of the state assets (including a coherent strategic regulation
and clear incentive mechanisms for private sector participation).

2.10 Sharedfunctions are those functions in which major externalities (i.e., the benefit area is
likely to extend beyond the concerned jurisdiction) and/or economies of scale may occur in the
local provision of services. The problem here is how to devise incentive mechanisms that will
enable the providing jurisdictions to perceive that they are internalizing equivalent benefits fully,
in order to ensure that the entire system can operate with an optimal, socially desirable provision
of the public good. In this regard, the organic local government law allows for the assignment of
distinct comnpetences between the state and the local governments for the provision of the public
services, so that their quantity and quality satisfies national interests. These specific
competences in shared functions are supposed to be assigned selectively, according to the local
authorities' capacity and interest. It is understood that, depending on the function, some specific
competences are to be performed by local governments (e.g., specific local regulation, financing,
delivery of services, and maintenance, and operation and/or expansion of facilities), while others
are to be performed by the state (e.g., national policy formulation; setting of standards and
general regulation; financing, monitoring, control, and evaluation of policy outcomes).

2.11 The organic law on local government broadly defines pre-school and pre-tertiary
education, 2 emergency/primary hit atliii care and public health protection, 53 social assistance and

no. 533/1, of same date) on the budget execution instructed (supposedly temporarily) that "fire fighting and rescue
police are transferred to the authority of the prefectures."
52 Because of economies of scale and externalities, university education and research centers are considered state
functions.
53 Responsibilities for hospitals and specialized clinics, and the rest of the health sector (including combat to HIV,
contagious disease) remain state de-concentrated functions, with the Health Insurance Institute (HII) as an
autonomous financing institution in the health system. Health care in the Tirana region is de-concentrated and
administered by the Tirana Regional Health Authority-TRHA.
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poverty alleviation, 5 4 plublic order an1d civil protection, and environmental protection as core
shared functions, but without any clear assignment of specific competences to distinct
government levels. To date, for lack of better definition of specific responsibilities, the old
District Council' competences have either been shifted to the prefectures (supposedly
temporarily) or they continue to be performed by the de-concentrated agencies of the line
ministry located in the territory. Nevertheless, in order to avoid competition among authorities
and a confusion of responsibilities, local governments' specific comZpetenices need to be legally
defined and implemented urgently. The present situation can only contribute to increase
inefficiencies in service delivery, with potential undesirable duplication or under provision of
badly needed public services.

2.12 During the decentralization transition of 2002, local budget execution experienced
considerable stress, and increased inefficiencies in social service delivery were observed,
particularly with respect to primary health care and, to some extent, to education. In 2003, the
government appeared to be preparing for a formal, legally defined shift of shared functions to
local authorities on a more gradual and a more planned basis. Nevertheless, the government
decided to begin by delegatincg some competences of those functions and, only later, to actually
transfer more decision making power and discretion on resource allocation, financing, and
service delivery (as prescribed by the law) to the local governments.55  The lack of local
implementation capacity has been used in Albania sometimes as a reason, and sometimes as a
pretext for the adoption to this "more phased" approach of the decentralization process.5 6 This is
another critical pending issue to be addressed by the government.

2.13 Regarding education and health care, local authorities have, de facto, been given some
discretion on the operations and maintenance of facilities (e.g., school buildings, clinics,
laboratories), but have no decision-making power over personnel or investment.5 7 What is clear
is that university education and the health insurance system, because of their obvious economies
of scale and externality implications, have been kept as exclusive state functions. Social
protection and poverty alleviation, although defined by the law as "shared" functions, are in
practice implemented as purely delegated functions, for which local governments have no
relevant discretion and are performing as mere agents for the delivery of a service which is
entirely regulated, decided, financed, and controlled by the central government. As agents, local
governments have only provided the listing of potential beneficiaries (for central approval) and
delivered the payments, as established and financed by the center, and have reported back to the
center regarding the payments made according to the approved list of beneficiaries. 58 Therefore,

54 Which, however, is intended to continiuce as in the current practice of being totally planned, administered, and
financed by the central government, under the nidilihmia ekonomnike budget, and executed by the local governments
purely as agents.
5 This move, however, has meant a temporarv re-centralization, since while they are considered delegated these
functions will remain state functions (e.g., with all relevant decision-making powers retained at the center. or
delegated at its discretion).
56 Corruption and trust in public administration have also sometimes been raised as reasons/pretexts to delay
decentralization. Although it is difficult to assess the relative degrees of corruption in public sector in Albania,
anecdotal evidence indicates that in general local population has, on the bases of the current events, tended to trust
less the central bureaucracy than the local one.
57 See the discussion in Section C. below.
5S Regarding "social protection and poverty alleviation," as is generally the case with delegated functions, in Albania
resources are earmarked and local authorities have no relevant discretionary budgetary power, on, for example. the
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since the "social protection and poverty alleviation" functions in Albania are strongly understood
to be a national benefit area, they should be better redefined as state-delegated functions.

2.14 Despite the delays and pending definitions that have slowed the implementation of the
decentralization agenda, the government has been quite responsible in the matter of
decentralizing expenditure responsibilities. With few exceptions, the principle that resource has
to follow responsibility has been cautiously and almost systematically adopted. 59  The state
budget has transferred resource amounts (from the line ministries' budgets) to correspond with
the responsibilities allocated to the local government

level of individual benefits, the selection criteria, the criteria for calculation and aggregate amount of benefits, and
cannot reallocate the use of transferred resources.
59 The exception has been the resources allocated to the regions (the contributions from their member units, and the
formula based "unconditional grants" from the state budget), without first clearly defining and costing their
corresponding responsibilities.
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budgets.60 Starting in 1999, through a block grant, resources were transferred strictly to cover
the operations and maintenance of the education and health care facilities. In 2002 the block
grant was transformed into an unconditional grant, which the local authorities can, in principle,
allocate at their discretion and according to locally defined needs and priorities.

2.15 Delegatedfunctions are those functions for which the state can give the local authorities
certain specific competences (e.g., delivery of services, payment of benefits) according to
prescribed standards, by means of law or agreement. In this regard, local authorities can act only
as an agenit of the central government (principal). The Albanian organic local government law
classifies these functions as mandatory and non-mandatory, the former being determined by law
and the latter resulting from an agreement or a contract between the central government and the
local authorities. The state is supposed to establish the conditions and fix the standards, as well
as to fully finance the service to be delivered.61  The organic law itself does not assign any
specific delegated function, although, as mentioned above, the current modus operandi of the
social assistanice and poverty alleviationi scheme is closer to the definition of a delegated
function than to the definition of a "shared" function as established by the law.

2.16 Although they are also considered autonomous local government units, the regions have
been conceived mainly as coordinating bodies, and, as such, they are assigned only a few
exclusive responsibilities for regional policies and for implementing regional policies in
harmonization with national policies (basically for inter-urban and rural roads, regional
transportation services, regional and urban planning, and regional environmental measures).
Any further significant responsibilities of the regions are still pending decisions, and the law
envisages that regions may perform any other function as long as it is volun1tarily delegated by
the communes and municipalities, or by the state. To date, such these delegations have not
occurred. Regions are constrained in their fiscal power, and they cannot violate the legal
autonomy already established in the organic law for their constituent communes and
municipalities. As long as the Regional Councils remains dependent on the voluntary delegation
of authority, and as long as they are essentially living ozn transfers from both the state and their
constituent units, regions tend to remain weak institutions-without revenue autonomy and with
little accountability to the local population. Improved autonomy and accountability at the

60 This does not mean that these resource transfers are sufficient for the local authorities to discharge their new
responsibilities. First because the actual quantity and quality of services (delivered under the de-concentrated
system) are hardly satisfactory. Second. as the standard of services to be delivered by the local authorities has not
been defined yet, costing is not possible. The text just refers to the fact that the alnounrt offiniancial resource shifted
to local governments corresponds to the same amount which, otherwise, would be under the control of the line
ministry; thereby, decentralization is not increasing overall public expenditure.
61 Actually the law establishes that "the central government shall provide local governments with fiunds that are
sufficient to meet the requirements for the provision of shared and delegated functionis" (Art. 15. item 4). This
requirements for fully funding "delegated" and "shared" functions is debatable. First, if financing is to be fully
funded in both cases, the central government may retain the decision-making process in both cases, and the
distinction between delegated and shared functions vanishes. Second, in both cases (the delivery of delegated and
shared functions) the central government may establish minimum service standards to be followed by the local
governments, but this does not imply that the central government should finance them fully, even in the case of the
delegated functions. Local governments should be provided with enough sources of revenues (local taxes, fees and
charges, as well as shared national taxes and unconditional transfers) so that they can participate in sharing the costs
of delegated and shared functions as well. Otherwise, the service delivery could not tend to be cost-effective, since
there would be no incentive to minimize the costs of services (including operation and maintenance of institutions)
or to improve the quality and/or quantity of services for a given amount of resources.
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regional level could only be achieved if Regional Councils were empowered with an independent
source of taxation/fee/service charge of their own. The extent to which this would be possible
under the current indirect membership representation of the Regional Councils is a challenge that
might be addressed by the government in the near future.

2.17 Local governments (both the first level and the regions) are now understood as being
autonomous (or self-governing) entities that can prioritize their own expenditures and can be
accountable for their acts before the local population. However, in practice, autonomy and
accountability will remain limited while a clear specificationz of responsibilities (especially on
the shared and joint performed functions) and a definition of resolurce sources (see Chapters III
and IV) are not satisfactorily established.62

2.18 A cross-cutting conclusion on the assignment of expenditures in Albania is the contrast
between the progress observed in the design and adoption of an advanced basic legislation
(especially after the 2000 reform) and the lack of specific regulation and the protracted
implementation regarding the decentralization agenda.

B. PATTERNS OF LOCAL GOVERNMENT EXPENDITURES

2.19 Since the mid-1990s, local government expenditures (including the "conditional" and
"independent" budgets)63 have fluctuated between 9 percent and 6 percent of GDP, showing a U-
shaped curve with a minimum of 5.6 percent in 1998 (Table 2.2). Local expenditures have
recovered since 1998, and fluctuated around 6.5 percent of GDP until 2001, below the Central
European countries' standard.64  As a share of consolidated state budget, local government
expenditures have shown a similar pattern, with a 20 percent average since 1998.

2.20 Autonomous expenditures of local governments in Albania (i.e., the "independent"
component of local budgets, over which local authorities have full discretion) are still
insignificant, but have steadily increased since the mid-1990s: to 0.5 percent of GDP in 2002,
from 0.1 percent in 1995 (or, in terms of the consolidated state budget, to 1.7 percent in 2002,
from 0.3 percent in 1995). The "conditional" component of the local budgets (formed by the
several "conditional/earmarked transfers") and the block grants for operations and niaintenance
in the education and health sectors since 1999, represented the bulk of local government
expenditures (between 99 and 97 percent during the period 1995 to 1998, but systematically
declining to 94 percent on average after that until 2001).65 With the replacement of the block

62 In principle, local authorities should be directly accountable to the local population in regard to exclusive and
shared functions (especially in respect to the specific competences that they are responsible for). Regarding
delegated functions, local authorities would be accountable to the central government, for whom they act as agent.
63 See Box 2.1.

64 The average share of the Central European countries is around 10 percent of GDP.
65 Block grants were introduced in 1999 as an instrument to control state financing expenditures for "operation and
maintenance"' on education and health directly through local governments' budgets. "Wages and social security
benefits" for these sectors and ''investments" are still centrally financed on a delegated basis through earmarked
transfers to the local governments. Until 2001, most of exclusive functions of local government (including wages
and social security benefits for the local administration's staff) continued to be financed as "conditional/earmarked
grants"' fi-om central and line ministry budgets. In 2002 a number of exclusive functions were shifted from the state
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grants by increasing unconditional transfers it is expected that local govermments can benefit
from a greater autonomy that enables them to better define their local pnrorities. In fact, the size
and the shares of autonomous expenditures (financed by unconditional transfers and own local
sources) over which the local authorities have full discretion have tended to increase. It has been
projected that the local "independent" (i.e., autonomous, including unconditional grants) budget
will represent about 2 percent of GDP, and between 7-8 percent of the consolidated State budget
by 2003.66

2.21 All in all, it should be noted that local governments' consolidated budgets have been
responsible for as much as one-fourth of total government expenditure in Albania, and that
quantitative developments in recent years show a gradual shift in the direction and structure of
public expenditures, from a de-conzcenztrated system (where conditional transfers predominate)
toward a more decenitralized fiscal structure (given the increasing share of the "independent"
component of local budgets). Nevertheless, it should be noted that the degree of discretion and
the relative importance of local govemments in the decision-making process for local
expenditure allocation is still quite modest (projected at less than 2 percent of GDP for 2003),
with most the local expenditure still remaining conditional in one way or another to central

Table 2.2: Albania-Distribution of Expenditures between Levels of Government 1995-2003
19951 19961 19971 19981 19991 20001 20011 20021 2003

(in million lek)
Central Gvt. Budgt 56429 66905 80742 115701 131326 137323 147469 151237 162000
Local Govt. Budget' 20705 20691 19989 25927 34365 33298 38581 40620 61420

ConditionalTrnsfs. 20484 20066 19361 25033 29803 28098 31033 27905 47066
Block/Uncond.Grants 3411 3782 5105 9500 6300
Own Local Expend. 221 625 628 894 1151 1418 2443 3215 8054

Consolidated State Bdgt 77134 87596 100731 141628 165691 170621 186050 191857 223420
GDP 229700 281000 341716 460631 506205 539210 590237 658062 718574

(as a percentage of GDP)
Central Gvt. Budgt 24.6 23.8 23.6 25.1 25.9 25.5 25.0 23.0 22.5
Local Govt. Budget' 9.0 7.4 5.8 5.6 6.8 6.2 6.5 6.2 8.5

Conditional Trnsfs. 8.9 7.1 5.7 5.4 5.9 5.2 5.3 4.2 6.5
Block}/Uncond.Grants 0.0 0.0 0.0 0.0 0.7 0.7 0.9 1.4 0.9
Own Local Expend. 0.1 0.2 0.2 0.2 0.2 0.3 0.4 0.5 1.1

Consolidated State Bdgt 33.6 31.2 29.5 30.7 32.7 31.6 31.5 29.2 31.1
(as a percentage of total expenditures)

Central Gvt. Budgt 73.2 76.4 80.2 81.7 79.3 80.5 79.3 78.8 72.5
Local Govt. Budget 26.8 23.6 19.8 18.3 20.7 19.5 20.7 21.2 27.5

Conditional Trnsfs. 26.6 22.9 19.2 17.7 18.0 16.5 16.7 14.5 21.1
Block/Uncond.Grants 0.0 0.0 0.0 0.0 2.1 2.2 2.7 5.0 2.8
Own Local Expend. 0.3 0.7 0.6 0.6 0.7 0.8 1.3 1.7 3.6

Consolidated State Bdgt 100 100 100 100 100 100 100 100.0 100.0
I includes "indepeidenit waid "condironta" budgetr ̀OWIn local espnditdures eshti-tbed as equal 'own local revenue" IMoF, Fiscal Statistics of Gvt., 20d1.ThA.-I

Sourr e M,oF-B.dget Depatiot ,Treasury Depaiieiit. aid 2003-2005 MTEF estimntes and projectioniis

budget to the general budgets of local governments, but "veterinary services," "housing," and "water supply"-due
to outstanding issues on the appropriate role of local governments-were not shifted.
66 See "Mediumi-Termn Expenditure Framework, 2003-2005, " MoF, Tirana, September 2002, which also shows that
during the 1990s allocation of resources at local level (on both a de-concentrated and a decentralized basis)
represented as much as about one-fifth of the state budget expenditures (about 6-7 percent of GDP); the owIn local
expenditures (over which the local governments have discretion in allocation) were only between 1-3 percent of the
state budget (about 0.1-0.3 percent of GDP). Lately, the government is re-planning (supposedly temporarily) the
execution of expenditures for "operation and maintenance" in education, health, and social assistance as delegated
functions, instead of shared functions. Further developments regarding this decision on the allocation autonomy of
local governments are expected soon.
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authorities' decisions.

Box 2.1: Local Government Budgeting in Albania
Local governments in Albania execute two parallel budgets. The first, the so-called coniditional budget, comprises
the specific funds received from the central government for the execution of delegated tasks, and is in general
supervised by the line ministries. The conditional budget is financed by specific earmarked grants. In this case,
local governments act only as agents of the central government. The second, the so-called indepenidenit budget. is
financed by local taxes, fees, service charges, receipts from sales of assets and goods, and, since 1999. block grants
and, since 2002, by general unconditional transfers.'

Since 1998, the national Constitution and the organic budget law (with which the organic local government
law is consistent) have established that local budgets (together with the state budget) form the national budgetary
system (thereby annually approved as law by the Parliament), that they have to follow the same budgetary process
(including the schedule and criteria for preparation, execution, debt management, and audit provisions) and
procedures (including the classification of accounts), and that they are audited by the independent Supreme Audit
Commission.

The local budget process in Albania involves the following main stages:
* June: On the basis of the budget instructions issued by the Minister of Finance and approved by the Council of
Ministers each local government unit starts preparation of the next year draft budget;
* June to September: Local government units submit the draft budget for the next year to the MoLGD;
* September 15t: The MoLGD presents the budget proposals to the Ministry of Finance and starts negotiations for
each local government unit's budget;
* October to mid-November: The national budget (including the local government's) is submitted to the Council
of Ministers for approval.
* Mid-November to December: The national budget is submitted to Parliament.

The reporting system for the local accounts involves basically the following:
* March-June: By March each local government submits to the MoF (copied to the MoLGD and respective
Prefecture) the final statement of accounts regarding the previous year's executed budget, which will integrate the
national budget's final statement of accounts to be presented by the MoF by June to the Council of Ministers and
Parliament for approval. (This is in addition to the regular quarterly reporting by each local government to the MoF
of the current year's budget execution.)

According to Law no 776/1993, "On Local Budget" and Law no 8379/1998 "On the Drafting and Execution of the Budget of the Republic of
Albania,' and Law n.8652/2000 on the "Organization and Functioning of Local Govemments" (Art. 19) the Local Councils pass only one budget
document, but this document is formulated in the two parts, which are executed separately, following different rules and procedures determined
by the Ministry of Finance (see, for instance, the budgetary Instructions issued by the Ministry of Finance on state budget execution for 2002 and
2003). During the 1990s, this separation was compounded by the fact that the independenit and eotiditionial budgets were supposed to follow a
dual budget year (different fiscal years): the independent budget was April-March (Art.4. Law 7776/93), while the conditional budget's fiscal
year was the normal calendar year (January-December, like the state budget calendar year). The Organic Budget Law # 8379/98 (Art. 3) unified
the budget year into the normal calendar year. 2 On revenues, see Chapter 11l and on transfers/grants, see Chapter IV.
2 A new special Laow- on L.ocal Budget is long overdue. The government is hoping to send a draft Law to the Parliament by 2004. possibly after
coordinating with a drafted new Organic Budget Law.
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The Functional Structure of Local Expenditures

2.22 The share of the local government budget (including the "independent" and the
"conditional" components) in the total public expenditure between 1997 and 2002 was quite
stable, fluctuating around a 20 percent average (Table 2.3a). Although decisions remained
highly concentrated at the ministerial level, "education" and "housing" expenditures in particular
were executed mainly through the local budgets with local budget education expenditure shares
in total education fluctuating around four-fifths. On average, local budgets also executed more
than half of public expenditures on "housing," approximately one-third of public expenditures
on "general public services" (public administration) and on "recreational, cultural and religious
affairs," and between one-fourth and one-fifth of spending on "health care" and "social security
and welfare" (including the nidih,na ekoniomnike). Because some utility companies are still under
the central government administration (e.g., water supply) and because implicit subsidies (arrears
and/or free service delivery-e.g., transportation, garbage collection) by local governments are
not properly accounted,6 7  the participation of local budgets has been less pronounced in
"transport and communications" (less than 10 percent), and quite small in "economic services"
(including utilities). The local budget participation in "agriculture, forestry, fishing, and
hunting" and in "mineral resources" is only sporadic or insignificant.

lrln 1 I T 7 J I T e ,l I

TOTAL . ;, ,,.;- ;. l ;. | ,-1.i.....1,E-,|Gen. Pbl Svc 666 33.4 100 75.6 244 100. 540 460 1000 678 322 1000 646 354 1000 720 28.0 100 66.8 332 100
Defense 1000 00 100 1900 00 100. 1000 00 100 1000 0 100 1000 0 0 10 100 0 0 100 1000 0.0 100.Pbl Orde, & Saflty 100 0 00 100 1000 00 100. 100.0 00 100 1000 00 10 0 0 0 100 100 0 0 0 100 1006 0 100.Ed ,cation 22 5 775 100 20 72 100. 164 3 6 100 22 0 78 0 100.0 23 0 77.0 100 C 21 8 78 2 100 21 1 78.9 100.
Health 70 4 29 6 100 72 6 27.4 100 78 2 218 100 C 75 6 24 4 100 C 819 18 1 100 0 813 18 7 100 78.7 23 3 100S` Se- &Welta,e 83 8 16 2 100 81 0 1.0 100 80 9 19.1 100 82.2 17 8 100 8 83 5 16 5 100 8 63 5 16.5 100 82 5 17.5 100Hon...g & Anen-et 62 3 37.7 100 68 3 31 7 100 63 7 36 3 100 50 0 50 0 100. 46.3 53 7 100 47 8 52.2 100 56 4 43 6 100Rec,Cu1t Rel Affhir 64 6 35 4 100 67.2 32.8 100 67 3 32 7 100 76 5 23 5 100 0 712 26 8 100 0 60 5 3 65 100 67.9 321 100Fueland Energy 100 0 0 0 100 100 0 0 0 100 100 0 0 0 100C 100 0 0 0 100 5 93 2 68 100 93 9 8 1 100. 97 9 2 1 100.
Agr.Forl..IFish.Hunt 99.9 0.1 100. 1000 00 100 999 0 1 100 9989 01 1000 999 01 100 99.3 07 100. 998 0.2 100M,nia,l Resu.rces 100 0 00 0 100 100 0 0 100 C 1000 60 100 10 0 0 100 C 100.0 0 0 100 100 0 0 0 100 100 0 0 0 100Transp&Communic 909 91 100 88.9 11 1 100 906 9.4 1000 966 34 100.0 906 94 100 875 125 100 90.8 92 100.Econ-ic Se.v"ce. 82.3 17.7 100 644 356 100 91.5 85 1000 898 04 1000 995 05 100 5.3 947 100 738 26.2 100Other E t end,Stee 100 00 100 1000 0.0 100 100.0 00 1000 1000 0.0 100 100.0 06 100 988 1 2 100 99.8 02 100

Soun M. MF-Budget Dept end T-esuy Dept

2.23 The functional structure of the local budgets has also been stable during the 1997-2002
period and has been quite concentrated (more than three-fourths of the expenditures) in three
functions: "education," "social security and welfare," and "general public services" (Table 2.3b).
"Housing" and "health care" absorb 10 and 8 percent of local budget expenditures, respectively.
"Transport and communications," "economic services," and "fuel and energy" consume another
4 percent. As referred to above, the shares of the latter functions are certainly highly understated
local budget responsibilities, since considerable (explicit and implicit) payment arrears
accumulated with the utility companies are not properly accounted for.68

2.24 Payment arrears to utility companies have been a major issue in Albania and may be even
more serious in the near future with the shift of these exclusive responsibilities to the local
authorities as determined by the law. Although it has been delayed, the process of transferring
the ownership of the state assets (including water supply) to the local governments is under way.

67 In Albania, public accounting uses a pure "cash system."
68 The current accounting cash system does not capture the payment arrears from the local governments to the utility
companies (apart from the impact that the unrealistic utility tariff policies has had on the accumulation of an
enormous cross-indebtedness among utility companies themselves-for example, the increasing indebtedness of the
water companies to the electric company, the social insurance system, and the tax authority).
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But even if the current debt overhang of the utility companies could be resolved in order to make
the transfer of assets viable in the short run, the mere transfer of the state assets and the shifting
of responsibility for the provision of utility services as an exclusive function of the local
governments, may not be a sustainable solution in the long term. The shifting of ownership and
responsibility above would not solve the underlying unbalanced financial flows, because of the
existence of perverse incentive mechanisms which remain entrenched in the utilities'
management system. First, the curTent approach for the utility service provision should change
and should be considered as "technical services" that, even when provided by the public sector
(either directly or through off-budget companies), should be financed by fees/tariffs and should
employ some cost recovery criterion that is capable of sustaining the service provision on a
permanent basis. Today, most of the utilities services to the local population (e.g., water supply,
transportation, garbage collection), in most municipalities and communes are either not charged
(e.g., garbage collection), or their tariffs are not effectively collected and/or are outdated through

69lagging far behind the operational costs (e.g., water supply, irrigation, transportation).

F - i di r .' ' Lii..L ............... I.r I ______'_________
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De-ense 58 00 46 46 00 38 49 00 39 41 00 33 46 00 36 50 00 39 48 00 39
Pbl O5dIer&S.ey 99 00 79 79 00 65 88 00 70 93 00 75 90 00 71 79 00 62 88 00 70
Ed4_ae1o_ 3 1 434 11 1 24 416 96 20 388 96 27 403 10 1 30 389 105 27 366 99 27 399 10 1
Helth 55 93 62 50 84 56 72 77 73 68 90 72 76 64 74 74 63 72 66 79 68
Soc Sec &Wela-e 29 5 23 1 28 2 23 9 25 1 24 1 21 1 19 0 20 7 23 1 20 6 22 6 24 4 18 4 23 1 25 5 18 7 24 1 24 6 20 8 23 6
Hos.-g&A-et-es 29 70 37 35 72 42 35 76 44 31 128 50 31 136 53 28 11 5 47 32 100 45
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M1,ne-lRenoerce- 08 00 06 06 00 05 28 00 22 1 1 00 09 09 00 08 04 00 03 1 1 00 09
T,-nsp&Comn--, 53 22 47 53 30 49 80 32 70 11 3 1 6 94 11 7 46 102 86 46 77 84 32 73
Eco-nomi Serces 1 9 1 7 1 9 0 7 1 7 0 9 1 3 0 5 1 1 0 4 0 0 0 3 0 3 0 0 02 0 0 1 3 03 0 8 0 9 0 8
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Source MoF-8,dge Dpt arrJ T-e-sury Dept

2.25 In addition, the current arrangement (and implicit understanding in most of the line
ministries) is that major investments are to continue as a responsibility of the central
government. The argument is that the local governments either do not have managerial/
planning capacity or do not have sufficient revenue capacity to undertake these capital
expenditures on their own. Nonetheless, operations and maintenance responsibilities have
already been shifted to the local authorities, both in the law and in practice. 70  It should be
observed, however, that the separation of decision-making responsibilities for capital investment
to the central government, and of O&M expenditures to local governments is not an advisable
policy and may well lead to an inadequate allocation of resources for the maintenance of public
facilities, which will imply a high rate of depreciation and a quick depletion of the capital stock.
This represents a management system which unlikely succeeds.

69 In water supply there is a huge gap between water produced and water invoiced. The ten largest water companies
invoice only around 20-30 percent of their production. The number of illegal connections and nonpaying customers
is large. The regional water companies in particular are vastly inefficient, are operating with outdated equipment,
are overstaffed, and are poorly managed. The water industry in Albania is in a deplorable financial situation, and
only 3 companies out of 50 were profitable in 2001. See 'Albaniia: Recordinzg, Monzitorinig, and Regularizinig Inter-
Enterprise Arrears, ' IMF, September 2002.
70 This is also the case with the social sectors, including education, health care, and social assistance facilities.
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The Economic Composition of Local Expenditures

2.26 The economic composition of local expenditures is quite concentrated on "wages and
salaries," and "transfers to persons" (including social security benefits and social assistance to
the poor), which, although falling since the mid-1990s, still absorb (together) more than two-
thirds of the total local budgets (Table 2.4).7' The government should be commended for the
systematic reduction of the shares of these items (from more than 80 percent in the mid-1990s),
which has gradually allowed for the expansion of "operations and maintenance" and "capital
expenditures" at the local level.

2.27 Nevertheless, rable 2.4: Albania - Economic Composition of Local Govt. Expenditures, 1997-2002

during this period, the total) (in percentage
a Function 1997 1998 1999 2000 2001 2002 Av.1997-

aggregate relative Local I Local I Local I Local I Local I Local I Local

allocation of resources TOTAL 100.0 100.0 100 0 100.0 100.0 100.0 100.
Wages & 42.4 37.5 31.6 36.6 33.7 34.0 36 C

between "operations and Operat.& 12 8 13.7 13.8 13.7 15.2 14.5 13 '

maintenance" (for capital 6.2 9.1 17.8 1434 20.1 17.1 14.1
Transfer 38.6 39.7 36.8 35.3 31.0 34.3 36.0

buildings, facilities, and Source: MoF-Budget Dept. and Treasury Dept.

equipment), and "wages and salaries" (including teachers, doctors, and the local bureaucracy)
varied between 0.3 and 0.45, a ratio which is still too low by international standards.72 This low
O&M/wage ratio may be an indication of an inefficient mix of resource inputs at local public
service facilities, and would suggest that there is significant room for improving technical and
allocative efficiency at the local budget level, through better coordination of both sectoral
strategies and civil service reforms with the ongoing implementation of the decentralization
process.

Local Spending Disparities Across Districts

2.28 Another critical aspect of local expenditures in Albania is the considerable per capita
disparities across districts (Table 2.5a. and 2.5b).73  For instance, in 2001 the maximum per
capita local expenditure value was about three times the minimum value-26,366 lek in the
Delvine District as against 8,000 to 9,000 lek in the Tirana, Lushnje, and Durres Districts-with
an average coefficient of variation of 0.3.

71 This reflects the flip side of the high allocation for education, social security and welfare, and general public
services, which are labor-intensive sectors.
72 Internationally this indicator of resource input mix has been around 1.4 and 1.0 for middle-income and high-
income countries, respectively. See "Unproductive Public Expenditure," IMF/FAD, Pamphlet Series, no. 48,
Washington, DC, 1995.
73 As reliable population data exist only for 2001 (the census data for 2001), the text takes that year as a reference
for discussion. Also, a similar exercise is provided in Table 2.5b, using the 2002 budget data and 2001 population.
Although replicating basically the same conclusions as the text, the results of the exercise in Table 2.5b should be
taken with the necessary precautions because of the ongoing migration movements of the population.
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2.29 A noticeable feature of Figure 2.1: Per Capita Local Expenditure (2001) and Rate of Population

local per capita expenditures Change, 1989-2001, District Level

across districts is the close
association with the rate of - - __

population change in the last I=
years-the latter mainly I _ =

explained by migration
movements.7 4  By and large, ,O. l
per capita local spending has
been higher in districts where
the rate of population loss was
higher (Figure 2.1). For I l
instance, between the 1989 and E,.

2001 censuses. the districts in .60000 -50000 -40000 -30000 .20000 0000 10.000 20000 30.000 40000 50000

IMPerapda ocal Op.p.lafi- chang-t re(1989- |

which the population losses
were highest were: Delvine (-55 percent), Sarande (-45 percent), Skraper (-36 percent), Permet

(-35 percent), and Kolonje (-30 percent) at the extreme south of the country, and Tropoje (-37

percent), Puke (-30 percent), and Mirdite (-27 percent) in the north. As most of the recent

migrants are the youngest segment of the labor force and their families, the dependence rate of

the remaining local population tend to increase (thereby increasing the need for public sector

support for the poor).

2.30 Probably as a consequence of the migration movements of recent years, the general

public service" per capita expenditure in 2001 in Delvine, for example, was more than 6 times

that in Kruje (5.663 lek and 904 lek, respectively), which may reflect the relative (in)efficiencies

of local bureaucracies. In "education," also, Delvine stands as an outlier, spending 11,792 lek

per capita. double the average for the other districts, which show a relatively small standard

deviation among them. Delvine also shows the highest per capita local spending on "health

care" (2,880 lek), but for this function the district-to-district disparities in per capita local

expenditures are considerable, even outside Tirana: the maximum value is 13 times the minimum
76

(228 lek in Durres). As a result of the concentration of poverty and the needy in certain

74 Although local expenditure data at the district level until 2002 were made available by the Ministry of Finance

(the Budget Department and the Treasury Department), this report was unable to extend this analysis for the period

before the census year 2001, because the available population estimates do not take into account migration (neither

internal nor to and from abroad). Particularly after the "Pyramid Crisis" (1997) and the "Kosovo Crisis" (1999),

massive population movements took place in Albania, particularly from the southern and northern districts toward

larger urban areas in the center of the country (mainly around Tirana, Kruje, and Durres), in addition to emigration

abroad.
75 Out of the 36 districts, the 13 in 2001 and 15 in 2002 that are above the average per capita local government

expenditure are all concentrated either in the extreme north (Tropeje, Has, Kukes. Puke, Mirdite, and Mat) or the

extreme south (Sarande, Delvine. Gjirokaster, Tepelene, Permet, Kolonje, Skrapar, Vlore, Berat, Pogradec, and

Gramsh) of the country, where most of the emigration occurred (see Tables 2.5a and 2.5b). Regressing the rate of

population change against the logarithm of per capita local expenditure results in negative correlations with an R2
coefficient equal to 0.70 for 2001 and 0.63 for 2002.
76 The low local government expenditure on health care in Tirana is an exceptional case (only 77 lek in Tirana

district, and 93 in Tirana municipality), since it does not include the bulk of expenditures in the sector. In this case,

the provision of health care service is the responsibility of the Tirana Health Regional Authority-THRA, an

autonomous entity under the Health Insurance Institute-HIS and the Ministry of Health.
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districts, there are also considerable disparities in local expenditures for "social security and
welfare" and "housing" (905 leks in Devoll as against 5,395 lek in Tropoje for the former
function, and 622 lek in Elbasan and 5,749 in Skrapar for the latter). Larger local expenditure
disparities exist in "transportation and communications" (2.326 lek in Tirana municipality, as
against zero in Has and Kurbin) and also in "recreation, culture, and religious affairs" (1,766 lek
in Kolonje as against 2 in Tirana and 55 in Malesi and Madhe districts), which may reflect
major discrepancies in local preferences, needs, and revenue capacities.

2.31 All in all, Figure 2.2
Figure 2.2: Disparities in Local Functionalshows that the coefficient of Expenditures, District Level, 2001

variation of local expenditure A f _: __ - -

differs according to specific : --- . -
functions, in general indicating
less intense disparities (lower ,::,--
coefficient of variation) for the _,,r-

more essential and urgent local ---- -
expenditures, such as social
public services (e.g., -c
"education," "health care" and 3 ; E

"social assistance"), and more (S

intense disparities (higher
coefficient of variation) for "infrastructures," "economic services," "recreation, culture and
religious affairs," and "transportation and communications." This result may be in part
influenced by the "conditional budget" component, which tends to be more standardized across
districts owing to the uniform central norms under which the social sector transfers are usually
planned.77 On the other hand, this result may also be influenced by disparities in local revenue
capacities that limit the majority of districts to spending out of their own "independent" budgets
on "less essential" functions (e.g., "recreation and culture," and even "infrastructures" and
"transportation and communications" systems), while allowing better-off units to spend
relatively more out of their "independent" budgets on these functions. The higher coefficient of
variation on the latter may also be a result of the stronger political clout of some districts and
larger municipalities (especially the capital city, Tirana), which enables them to obtain better
deals through direct negotiations with the central authorities.78 The latter evidence calls for a
reinforcement and refinement of the transfer mechanisms in Albania, including both the
unconditional and the conditional transfers, which should be based exclusively on objective
factors (see Chapter IV).

77 See, for instance, MoF and MoLGD Instruction no. 2 (February 4, 2002) for the Implementation of Local
Government Budget for the Year 2002.
78 The influence of the latter factor is expected to have lessened significantly since 2002 with the new pre-
determined formula for the distribution of unconditional transfers/grants (which includes equalization objectives).
However, the impact of the conditional transfers, especially funds for investments, is still not entirely clear. (This
may be one of the reasons why strong mayors are reluctant to accept the existence of the Regional Councils as an
intermediary level of government in Albania.)
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Table 2.5: Albania - Local Gvt. Expenditures, 2001 (Executed) (leks per capita)
; H uA.), TA .rr.: ; I re

LKlri.71l .2 .I. 4 u6 . H.- ,i-,r, - .,r,.n.- 5r. A. r.-.l--ir, RE E............. :lxr e.c:n- TOTA-Lh-.: -. i I H -CI-r .rl:F 5]H:ir ~Ul S|!1|jLr.... .,F:||l-Re ii'41ir F., TOTAL
5'J, e:II . ,F ., . :rE l I- .':r.,fl.j'l ;:ur E-S - .:rr,rnjn ;r, lilrE

BASHKIP 5iE-A :- 4. 14 : -,, ,, 13b36
BERAT 1398 4377 863 241E 118e 31C 0 1 0 572 0 0 1112
BULQIZE 190e 442E 862 322e 1357 12a 0 0 0 16 0 0 1191
DELVINE 5663 11792 288c 232E 2994 389 0 0 0 323 0 0 2636
DEVOLL 1354 4422 143E 905 858 22C 0 0 0 86 0 0 928
DIBER 1885 4855 1048 4047 808 224 0 4 0 662 0 0 1353
DURRES 958 3601 228 124C 1963 487 0 1 0 798 0 0 927
ELBASAN 1393 437E 653 2134 622 26C 0 3 0 272 0 0 971

FIER 110E 3827 633 151S 139c 236 2762 2 0 181 0 0 1165
GJIROKASTER 301E 653E 1074 119s 285c 702 0 9 0 476 0 0 1586
GRAMSH 2492 6908 1528 3044 227C 185 0 0 0 138 0 0 1656

HAS 163E 5824 1211 3857 942 123 0 0 0 0 0 0 1359
KAVAJE 1418 4451 1027 2317 2293 163 0 0 0 45 0 0 1171
KOLONJE 288c 9092 2267 2307 250E 176E 0 0 0 389 0 0 2120

KORCE 140C 4927 86c 169c 358e 386 0 0 0 247 0 0 1309
KRUJE 904 444C 991 1814 3777 149 0 0 0 388 0 0 1246
KUQOVE 1063 4391 639 221E 226E 115 0 4 0 706 0 0 1140
KUKES 2463 550c 1162 6182 934 189 0 8 0 41 0 0 1547
LAQ (Kurbin) 1092 4478 780 332E 829 113 0 0 0 0 0 0 1061
LEZHE 1607 4407 808 2287 217E 320 886 8 0 111 0 8 1261
LIBRAZHD 1888 517E 2005 214E 705 170 0 0 0 429 0 0 1252
LUSHNJE 1281 4224 637 140E 869 212 0 0 0 33 0 0 866

MALESI E MADHE 152E 586e 1142 3261 673 55 0 0 0 502 0 0 1302
MALLAKASTER 180E 6058 664 1487 157E 506 0 0 0 126 0 0 1222
MAT 2327 5483 1052 395E 111E 291 0 5 0 194 0 0 1442
MIRDITE 2594 7392 573 4427 150C 359 0 0 0 795 0 0 1764
PECIN 1948 4414 698 141: 806 429 0 0 0 209 0 0 991
PERMET 3216 676C 230e 2144 2202 395 0 0 0 544 0 0 1757
POGRADEC 154E 5454 931 323E 101E 235 0 0 0 385 0 1 1280
PUKE 2007 7484 2357 5115 1811 110 0 0 0 197 0 0 1908

SARANDE 5433 5478 548 1615 400C 328 114C 0 0 1611 0 0 2015
SHKODER 1191 4913 744 406e 122C 275 0 0 0 138 0 0 1254
SKRAPAR 332C 7254 1897 416E 5749 796 0 5 0 547 0 0 2373
TEPELENE 2674 7788 1543 3051 3552 353 0 0 0 326 0 0 19287
TIRANE( rreth) 1353 4403 77 1521 655 2 0 2 0 14 0 0 8027
TROPOJE 393e 777e 2085 5395 1768 318 0 0 0 590 0 0 2187!
VLORA 1585 516C 897 1837 2257 468 0 0 0 514 0 0 1272(
TOTAL 1765 4890 m 2311 1711 279 212 1 0 543 0 1 1249,
Source. MoF, Treasury

Main Statistics, 2001
Maximum 5663 11792 2880 5395 5749 1766 2763 9 0 2326 0 8 2636E
Minimum 904 3601 77 905 622 2 0 0 0 0 0 0 8027
Average 2108 5631 1114 2669 1878 324 129 1 0 404 0 0 1425E
Standard 1113 1676 660 1234 1162 295 503 3 0 454 0 1 4383

Coefficient of 0.53 0.30 0.59 0.46 0.62 0.91 3.88 1.79 1.12 4.01 0.31
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Table 2.6. %lhania - I *al- '1 i. Fx tndi tire-. 2002 iFe-culde itiek.s er cat ai I

G ..-a3 S;.c. 3r s r son ,s
4
Lave .r,sr a p .:.. - Thu.

D,vv 
t
Xrt.1 .EJr=.a-. nmnuimT Oscur,sa.il corn.,.. c3IU'I |E 

6
'es F.,;air, .Re^ ci 3u- m.-$r.n 10crr1Aummi, 4llu.-.orE

W-ais,. r- tar$ r t F.Ir...-.j 3m R a rn s ,ut'i'

Amenuest 4i'Al ait |.fl e .. rJ:rI':-
- ''.: ! 'ol '0. .. .lio!

BERAT 1764 4448 940 2578 1406 494 240 4 9 895 13 144 12925
BULQIZE 2348 4139 872 3328 950 37 0 0 0 412 0 0 12085
DELVINE 4251 7579 3479 2667 3411 578 0 9 0 1946 724 232 24867
DEVOLL 2128 4218 913 1034 913 186 0 10 0 0 273 49 9723
DIBER 2220 4878 1218 4745 356 242 0 8 0 265 0 17 13948
DURRES 1423 3808 245 1279 2479 538 0 2 0 444 0 91 18308
ELBASAN 2080 4182 721 2228 505 313 0 2 0 116 447 0 10593
FIER 1900 3715 690 1690 1624 333 690 3 0 229 91 11 10974
GJIROKASTER 3510 5996 1135 1105 1359 771 0 7 0 868 80 47 14856
GRAMSH 2763 6065 1685 3154 981 163 0 0 0 222 809 0 15840
HAS 3339 5201 2527 4455 1371 103 0 0 0 71 26 408 17501
KAVAJE 1841 4049 1091 2478 1246 179 159 0 0 0 0 11 11056
KOLONJE 3805 6632 2403 2311 2039 595 0 0 0 915 0 0 18701
KORCE 2324 5327 882 1755 1790 535 0 1 0 244 280 106 13225
KRUJE 1697 4213 1043 1906 1455 382 0 2 a 679 57 89 11524
KU90VE 1916 4534 892 2284 2343 202 1476 0 0 486 808 154 156096
KUKES 2952 5201 1352 5746 499 182 0 6 0 207 569 482 17196
LAC (Kurbm) 1453 3760 868 3682 2215 301 0 0 0 139 6 442 12846
LEZHE 1852 4378 949 2493 741 378 0 6 0 1455 135 130 12520
LIBRAZHD 1882 5114 921 2354 311 116 0 555 0 58 0 150 11463
LUSHNJE 1401 3985 742 1413 1382 291 0 0 0 100 195 6 9514
MALESI E MADHE 1883 5452 1222 3375 620 68 0 0 0 543 23 181 13167
MALLAKASTER 2368 4808 713 1761 1544 339 0 2 0 632 273 12 12251
MAT 1724 4665 1081 4484 317 315 0 11 0 876 314 218 14007
MIRDITE 3271 7752 582 4899 836 342 0 0 0 197 113 343 18335
PEQIN 1627 3796 689 1604 1563 525 0 0 0 168 478 33 10482
PERMET 2631 5963 2289 2335 1672 500 0 0 0 1299 102 235 17417
POGRADEC 2221 5573 1054 3429 1750 216 951 0 0 361 889 145 18988
PUKE 3395 6835 2530 5061 2007 203 0 7 0 408 0 15 20480
SARANDE 4575 5585 3748 1838 4154 358 0 0 0 4311 1093 10 25671
SHKODER 1252 4901 811 4328 1089 308 0 3 0 680 71 328 13768
SKRAPAR 3677 6504 2047 4541 2156 415 0 0 0 1271 64 48 20723
TEpELENE 2350 5898 1479 3121 2364 481 0 0 0 1060 12 195 16959
TIRANE(rr,th) 2343 4393 0 1685 1611 14 0 2 0 0 1 25 10074
TROPOJE 3948 6654 2270 5977 2246 648 0 0 0 0 0 272 22015
VLORA 1897 5152 986 1933 3423 619 0 4 0 498 257 454 15214
TOTAL 2218 4841 837 2477 1529 323 98 15 0 608 169 116 13230
Sou:e- MoF, Treasury Department

Main Statistics, 2001

Maximumvale. 4575 7752 3748 5977 4154 771 1476 S5S 0 4311 1093 462 25671
Minimum value 1252 3715 8 1034 311 14 0 0 0 0 0 0 9514
Aw-ge. value 2456 5161 1272 2979 1586 337 95 17 0 646 221 137 14816
Standard davibUe 8977 1082 653 1362 883 186 303 91 0 902 301 146 4126
Ceeffieiavtefva4atien 0.36 0.21 0.67 0.47 8.56 8.55 3.19 5.31 1.24 1.36 1.06 0.28
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In 2001, disparities in per capita local government expenditures, by economic composition,
across districts were less pronounced than the disparities observed in respect to functional
expenditures (Table 2.7). Nevertheless, also in this case, because of the reasons given above, the
depressed areas of the country have shown relatively higher per capita spending on social
services as compared with the immigration areas. 9  On the other hand, local revenue capacity,
local preferences, and the political clout of the local leadership can probably explain the larger
local per capita disparities particularly for "capital expenditures" and, to a certain extent, for
'operations and maintenance."

Table 2.7: Mlhania - I-ocal Government Expenditure, 2001
Oper &

Wages and Sal Maintenance Capilal Exp. |Transfers |Total

.. A 1 11-.i. iIi.. ,L : . I,L

BERAT 3,933 1,538 1,721 3,931 11,123

BULQIZE 4,194 1,537 1.531 4,652 11,914
DELVINE 8,454 4,480 7.808 5,624 26,366
DEVOLL 4,003 1,742 1.453 2.082 9,280
DIBER 4,586 1,879 1,622 5.451 13,538
DURRES 3,509 1,436 1,929 2.403 9,277
ELBASAN 3,555 1,653 1,102 3.403 9,713
FIER 3,472 1,087 3,951 3,149 11,659

GJIROKASTER 5,443 3.084 3.858 3.477 15,862
GRAMSH 6,096 2.908 2,300 5,259 16,564
HAS 4,952 2,035 1,161 5,445 13,593
KAVAJE 4,013 1.824 2,250 3,627 11,714
KOLONJE 7,490 3.927 4,810 4,981 21,208
KORCE 4,299 1.981 3,189 3,630 13,099
KRUIE 3.797 1,239 4,330 3,096 12,462
KUCOVE 3,756 1,744 2,510 3.391 11,401
KULKES 5,308 2,138 930 7,103 15,479
LAC 3,782 1,355 1,077 4,404 10,619
LEZHE 4,291 1,609 3,071 3,648 12,619
LIBRAZHD 5,224 2,050 1,482 3,767 12,522
LUSHNJE 3,635 1.453 1.000 2,572 8,661
M.MADIIE 4,800 1,508 1.910 4,807 13,024
MALLAKASTER 4,278 1,946 3,191 2,807 12,222
MAT 5,106 2,234 1,589 5.495 14,425
MIRDITE 5.778 2,304 3.202 6.355 17,640
PEQIN 4,073 1.399 1.562 2.884 9,918
PERMET 6,665 3,538 2,845 4.521 17,570
POGRADEC 4.754 1,821 1.351 4,879 12,806
PUKE 7,299 2,672 1,729 7.382 19,082
SARANDE 4.669 2,603 9,165 3,720 20,157
SHKODER 3.966 1,599 1,336 5,648 12,548
SKRAPAR 6.665 3.596 6,789 6,685 23,735
TEPELENE 6.273 3.337 4,483 5,195 19,287
RRETIII TIRANE 3,289 853 1,400 2,485 8,027
TROPOJE 7,498 3,092 2,453 8,831 21,875
Vl.ORE 4.485 2,431 2,410 3.394 12,720
TOTAL 180,898 80,265 102,951 163,425 527,539

Main Statistics-2001
Maximum value 8,454 4,480 9,165 8,831 26,366
Minimum value 3,289 853 930 2,082 8,027
Average value 4,889 2,169 2,782 4,417 14,258
Standard deviation 1339 845 1916 1546 4383
Coeff. of variation 0.27 0.39 0.69 0.35 0.31

79 For instance, 8,454 Lek in Delvine as against 3,289 Lek in Tirana District on "wages and salaries." and 8.831 Lek
in Tropoje as against 2,000-2,500 in Tirana District, Lushnje. and Devoll on "transfers to persons."
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2.32 Again, the conditional--
Figure 2.3: Albania-Disparities in the Economic

transfers, influenced by the uniform Composition of Local Expend., district level, 2001

norms of the central government, -... .... --- ........
may have influenced the lower
coefficient of variation, especially - -

for "wages and salaries" and - --

"transfers to persons" (coefficients of cO ' -
variation of 0.27 and 0.35, eff.

respectively) (Figure 2.3). On the Va - .---. -

other hand, the "independent budget" riot

component may have affected more
directly local "capital expenditures" A g ;

(with a coefficient of variation as 0',

high as 0.7), and may have lead a ;_ __________J.:F__ .,
mixed effect on "operations and oper.& Maint Transfers Oper.& Maint. Capital Exp.

maintenance" (a coefficient of
variation of 0.4).

Local Expenditures Across Municipalities and Communes

2.33 Consolidated expenditures data by spending category at the municipal and communal
levels are not readily available in Albania, and the data obtained directly from the local
administrations are not always consistent or entirely reliable. The following paragraphs discuss
the pattern of local government spending on the basis of a small sample of municipalities and
communes, selected from a Ministry of Local Governments and Decentralization-MoLGD's
questionnaire recently distributed to the local authorities, 80 complemented by some local
budgetary anecdotal information gathered by the Bank's missions.

2.34 Despite the recent efforts to effect decentralization in Albania, with the implementation
of a new transfer/grant formula (including an equalization factor) and the assignment of new own
sources of revenue, the level of local government expenditure per capita is still low and is
unevenly distributed between communes and municipalities. Considering the 2002 local
budgets (including the "conditional" and "independent" components), per capita expenditure at
the communal level is generally much lower than at the municipal level (average 5,428 lek and
9,607 lek, respectively)81 but per capita spending disparities tend to be larger among
municipalities (a coefficient of variation of 0.43) than communes (coefficient of variation of
0.29) (Table 2.8). These expenditure patterns can to a large extent be attributed to disparities in
revenue capacity (and maybe to distinct tax efforts) across local government units. The still
insignificant own local revenue collection, particularly by the communes, leaves those units
financially weak vulnerable to unpredictable changes, and highly dependent on transfers from

80 No rigorous statistical criterion was used for this selection, since the questionnaires had not yet been validated by
the MoLGD. Although an initial random sample of municipalities and communes was obtained in order to have
every district represented in this report, only 10 municipalities and 15 communes (distributed throughout the north,
south and center of the country) ended up having fairly consistent budgetary information that could be used.
Actually, with the exception of Fier and the capital city, Tirana, all regions (prefectures) are represented in the 25
selected questionnaires (see Tables A2.1 and A2.2, in the Statistical Appendix).
81 These annual average spending correspond to about US$ 40 and US$ 70 per capita. respectively.
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the center (Chapters III and IV). In fact, in this 2002 sample, 97 and 93 percent of expenditures
of communes and municipalities, respectively, were financed by central government transfers.
As a consequence, most of the local expenditures (three-fourths on average for the communes
and two-thirds for the municipalities) are not autonomously decided by the local self-government
units, since they are still financed by conzditiontal transfers.

Table 2.8: Albania - Local Public Expenditures, Selected 1unicipalities and Communes, 2002 (*)
Municipalities Communes

Expenditure Category Max. Min Av. Value Std. Dev. Coef. of Max. M| .V Av. Value | Std. Dev. Coef. of
Value IValue I a. value Value I IVar
(in percentage of total expenditure) . (in percentage of total expenditure)

Current outlays 93.9 74.6 82.8 7.1 0.09 97.5 70 6 84.2 8.3 0.10
Wages and salaries 78.9 22.9 56.4 17.0 0.30 88.6 59.6 70.6 8 4 0.12

Othercurrent 52.1 7.7 26.4 14.5 0.55 24.1 6.5 13.6 52 0.38

Capital outlays 25 4 6 1 17.2 7 1 0.41 29.4 2.5 15.8 8.3 0.53

(lek per capita) (lek per capfta)
Total Expenditure 20,579 5,836 11,572 4,508 0.39 11,332 3,797 6,452 1,863 0.29

Current outlays 19,323 4,751 9,607 4,146 0.43 9,313 3,006 5,428 1,589 0.29

Wages and salaries 16,237 3,203 6,460 3,814 0.59 7,691 2,570 4,549 1.365 0.30

Other current 7,280 447 3,147 2,218 0.70 1,622 424 879 405 0.46

Capital outlays 3,969 472 1,965 1,096 0.56 2,018 173 1,024 637 0.62

(*) Sample of 10 municipalities and 15 communes. See Table A.2 . .. in the Statistical Appendix
Source Ministry of Local Government questionnaires (raw data not validated). Actual revenues and expenditures 2002

2.35 As indicated in Table 2.8, the shares of curt-enzt outlays (about 83-84 percent) vis-a-vis
capital outlays (16-17 percent) are on average quite similar among municipalities and
communes. Nevertheless, communes have tended to spend relatively more on wages and
salaries (about 84 percent of their current outlays) than municipalities (about 68 percent), which
may reflect not only the distinct preferenices and nzeeds of the respective local populations, but
also (probably because of the indivisibility of the fixed factors of production) the higher per

capita employment and costs of small rural local administrations (in general, the communes) as
compared with those of larger and more compact urban municipalities. Apart from other
reasons, this may be an indication of economies of scale which may help explain why small local

government units in Albania tend to be less effective and less efficient in deciding and
controlling public service delivery at the local level, and may argue for an amalgamation policy
in the long term (see Chapter I).

C. MAIN ISSUES AND CHALLENGES

2.36 For more than a decade, Albania has provided a typical example of a painstaking
decentralization implementation process, in which political rhetoric and bureaucratic stumbling
blocks are interwoven with a difficult situation on the ground. However, the Albanian
authorities understand that the benefits of fiscal decentralization will come to fruition only when

the current weaknesses in the assignment of responsibilities and the commensurate resources to
local governments are properly addressed.

2.37 This chapter points out three main characteristics of the Albanian system that underlie the
cuiTent difficulties in the implementation of the government's decentralization agenda:

(a) First, there are difficulties imposed by the considerable demographic changes of
the last 10-15 years, which have taken place without the corresponding policy
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reforms to adjust the spatial deployment of infra-structure. public service facilities
and personnel; this has aggravated the local administration problems of both the
fragmented communes and the bloated urban centers.

(b) Second, there is lack of sufficient managerial and technical capacities, particularly
(but not only) at the local level, which has sometimes being called a reason,
sometimes a pretext, for the delays in defining competences and transferring
functions to local governments. 82

(c) Third, there is the failure of some segments of the central bureaucracy to
understand their new role in a decentralized fiscal system,83 and their reluctance
to relinquish decision-making powers and competences to lower levels of
government.

2.38 The above facts have contributed to protracting the phased implementation agenda as
initially established by Law No. 8652/2000.84 Given this backdrop, the following issues directly
related to the assignment of responsibilities were identified, and should be addressed as soon as
possible in order to bring the decentralization strategy back on track.

(a) A still unclear assigninent of responsibilities and powers for specific competences
(to both the regions and the municipalities and communes), especially with
respect to shared functions, which may lead to concurrent authority, duplication,
or under-provision of essential services. This confusion of powers may become
an excuse for unfunded mandates, a perverse incentive for local governments to
trigger a bailout, which may soon turn into a source of soft budget constraints. As
long as the specification of competences is not properly defined, distortions will
tend to build up and the service delivery system will become increasingly
inefficient, complicating further the implementation of the government's
decentralization agenda;

(b) Insufficienit local expenditure autonomiy (because of the excessive ascendancy
and power of Prefects and central regulating agencies, which are de facto
supported by the central authorities) which has limited the local administration's
ability to prioritize resource allocation properly and in accordance with the
citizens' interest;

(c) An inefficient delivery of local public services to the citizens, which has been
compounded by two main developments:
(i) Weak prioritization of resource allocation, revealed by an inadequate mix of

factor inputs at the local level. The observed low O&M/wage expenditure
ratio results from the fact that insufficient complementary resources have been
made available to local public workers (including training and equipment) and
to the maintenance of the existing equipment and facilities. This has led to
inefficiencies, to a high cost of local service provision, and to too rapid
deterioration of the capital stock; and

82 See UNDP, op. cit. (p. 67).
83 Which should be that of formulators, regulators, controllers, and evaluators of economic policies, instead of
micro-managers on every phase and aspect of the local public service delivery process
84 See Table 1.2, Chapter I, where the initially established benchmarks are mostly overdue.

46



(ii) Intense migratory movements, mainly from the small rural communities in the

north and the south toward larger urban centers in the middle of the country.

This demographic factor has exacerbated the structural imbalances of the

territorial administration, which is comprised, on the one hand, of fragmented

administrative units operating with high fixed costs and sometimes "idle"
capacity. and. on the other hand, of a few bloated urban centers with

overcrowded infrastructures and social service facilities;
(d) An iniconisistent separationi in the assigniment of responsibilities for capital

e.xpenditures, which has led to sub-optimal spending on the maintenance of

facilities and equipment. This policy represents a perverse incentive which tends

to lead to a faster depletion of the capital stock than would otherwise occur,

including in the social sectors;
(e) Weak administrative and technical capacities (especially at the local level),

which, if not addressed urgently and adequately, will continue to be a compelling

reason for delaying the proper assignment of specific competences to local

governments. Inaction regarding capacity building at the local level alienates

local administrations and authorities, and feeds back a pretext for protracting the

implementation of decentralization;
(f) Substanztial disparities in per capita expeniditures across local self-governing

units, which may increase with the decentralization of fiscal powers on a

derivation basis, threatening the equity principles. In the medium and long-term,

this trend may not only collide with the EU cohesion objectives, but may

jeopardize the country's social and political stability;85

(g) A coiiflict between emerginig sectoral strategies and the government's

decentralizationz agenzda, showing a disconnect and lack of central coordination.

creating confusion and uncertainty for local planning and budgeting, and running

the risk of alienating the local authorities. This disconnect has also been observed

with respect to the privatization policy (e.g., utility services), where a clear policy

sequencing has not yet been established.

2.39 Addressing the above key issues, with the aim of properly prioritizing and sequencing the

needed reforms, is critical to a credible implementation agenda of the government's

decentralization strategy. Nevertheless, in this regard tlhe territorial-administrative structure of

the country should be considered a long-term issue, and as given in the short-run.86 Therefore,

the immediate focus of the reforms should be on the other institutional arrangements and

incentive mechanisms that will effect an efficient delivery of public services. Nevertheless,

given the fragmented structure of the territorial-administrative organization of the country, the

attribution of responsibilities to local governing units should be asymmetric, and should be

guided by pre-established objective criteria of eligibility. Simultaneously, incentives for the

85 These horizontal imbalances are addressed in Chapter IV.

86 Since this is a socially and politically charged issue, reforms of the territorial-administrative structure of the

country (including compulsorly amalgamationz of the currently self-governing units) will probably require a major

consultation process and coordination effort. This is likely to involve difficult legal and technical considerations and

extensive debate with all stakeholder (e.g., central and local authorities and politicians, associations of local

governments, local civil organizations), which may take time. Although this process should start sooner rather than

later, the implementation of the decentralization reform agenda should be independent and should not be held back

by events regarding territorial-administrative structure reforms (see also Chapter I).
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delegation of authority (to the regions and to the better equipped self-governing units), the
outsourcing of contracts, and the volunltary amalgamation should be promoted, but should be
aimed at results in the long run.

2.40 One option would be for the main strategic direction of reforms for the near future to
focus, on the one hand. on clarifying expenditure responsibilities and attributing specific
competences to the different government tiers (such attribution would include decisions on
policy formulation, financing, service delivery, monitoring, reporting, andlor evaluation) and
also on providing local authorities with capacity building programs and enough autonomy to
implement policies. On the other hand, this option should make local managers,87 public
officials and elected authorities personally accountable for policy results (in terms of the efficacy
and efficiency of specific public services). To ensure local (regional, municipal and communal)
hard budget constraints, meaningful legal penalties should be in place, including the temporary
loss of governing autonomy and enforceable standards of fiscal responsibility.8 8 Apart from
these institutional arrangements, the most important aspect of the government's strategy is to
guarantee an appropriate structure of economic incentives for the functioning of a viable
decentralized fiscal system that is efficient and equitable, and is based on rules and immune from
political and bureaucratic influences. To ensure these objectives the government may consider
addressing the following options and recommendations with regard to functional responsibilities.

D. OPTIONS AND RECOMMENDATIONS

On the Assignment of Responsibilities

2.41 The government might consider reviewing the decentralization strategy in detail and
establishing a feasible agenda to effectively implement the attribution of competences for
exclusive, shared, and delegated functions according to the law, as well as clarifying the
assignment of capital expenditure responsibilities and the role of the regions, while addressing
the fragmentation problem.

2.42 Effecting the implementation of exclusive functions. Essential regulations should be
prioritized and sequenced for implemenztationi. In particular, the long overdue complementary
regulations consistent with sectoral strategies, service standard setting. action programs, and
detailed budgetary instructions to clarify and effect full implementation of the exclusive
functions in accordance with Law # 8652/2000 are critical to clarify responsibilities at this stage
and to keep the decentralization process moving. These measures should essentially be aimed at
clarifying specified functions and competences, defining the unconditionial financing source, and
accelerating the process of transferring of State properties to the local governments.

(a) Establisli explicit work programs to: (i) complete the transfer of the responsibility
for "civil defense" (local police and firefighting), temporarily attributed to the
Prefects, to the local authorities;89 (ii) resolve the pending issues on the attribution of
functions on "urban planning," "land management," "housing," and the "protection of

87 For example, department directors, school principals, health clinic directors.
88 The New Zealand and Brazil Fiscal Responsibility Acts could serve as examples of best practices.
89 See MoF and MoLGD Instruction # 2, dated 02/04/2002.
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the local environment" (forests. pastures, and natural resources-including irrigation
water), taking into consideration the interjurisdictional concerns about the spillover
effects of these functions and whether their respective responsibilities should be
definitively assigned to the Local or Regional Councils; and (iii) decide whether
"social assistance to the poor" (i.e.. ndihmiia econioinike) should be a shared function
as is still in the law. or whether the law should be amended by specifying this as a
state delegated function- to reflect the current practice and the sectoral strategy.
which seems to consider this function as of national interest.

(b) Finalize arranigemienits for the definiitive regutlarizationi anzd thle comtiplete tranisfer-
of responisibilities for "water suipply anid sewverage"(among other utilities) to local
authorities. This exclusive function issue is of particular urgency and importance.
but it seems that the Council of Ministers' Decision # 550, dated 07/11/2002 (which
establishes some basic guidelines on the roles of the MoTPT, MoLGD, MoF, Water
Regulatory Authority, and Local Councils) was not sufficient to solve the structural
pending problems related to the outstanding debt, the prospective financial flows
(e.g., tariff policy), the transfer of state properties, and coordination with the sectoral
strategy. Given the absence of a coherent national strategy in this area, and the
enormous financial difficulties of most national and regional water companies,90 the
implementation of decentralization may require a simultaneous sectoral reform-
probably including the debt and administrative restructuring of the companies, and a
new price/tariff policy that can assure sector profitability while respecting equity and
accessibility conditions. The latter may require some initial investments (to recover
basic production and distribution equipment) and explicit subsidies from the state
budget.

2.43 The successful implementation of a meaningful decentralization of utilities is highly
dependent on the reformulation of a new tariff policy. The decentralization of utilities can only
be sustainable if it is based on some cost recovery criteria, which could ensure provider
companies financial health without disregarding the social condition of the population. This may
require a public awareness and communication campaign to change the local "culture," which
still perceives utilities (especially water and sewerage services) as a public good to be supplied
with no charge to the population. 91 Given the financial conditions of the country, it is important
to convince the local authorities and the population that recovering production and distribution
costs is the only policy that can maintain a regular supply of services in the long run.

2.44 To achieve sustainability, it is necessary to preserve a clear and comliplete separation1 of
the two following policy instruments: (i) efficiency incentives for the continuation of "economic
services"-i.e., the recovery by the provider (including the public companies) of the full cost
incurred for delivering the services; and (ii) social policies which protect the poor (i.e., the social
objectives associated with the condition of the local population being served, but which could
specifically target the poor). Therefore, on the one hand. the tariff policy of the utilities should

90 Water companies are highly indebted to the electrical company (KESH), to the tax office (VAT), and to the Social
Insurance Institute. Only 3 companies out of 50 were profitable in 2001. See "Albania: Recordinzg, Moniitorinig, anid
Regularizing Inter-Enterprise Arrears," IMF. September 2002.
91 Among many other example, see the news-article "Shkoder people pays only 7% of electricity bills" (Shekulli-
Albania. p. 8. April 22. 2003)
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be based solely on technical and financial principles of total cost recovery, and should be
implemented as such. This would rationalize the allocation of scarce resources by restraining
consumption in the short run and providing financing for investments and modernization of the
sector, which would reduce costs and render the system sustainable in the long run. On the other
hand, the social and political concerns should be addressed by distinct and more adequate policy
instruments (transparent at the local self-government budget level and/or at the state budget
level, depending on the required level of national standard of services that is imposed by the
central authority). An example of such a policy instrument would be explicit current "grants"
directly targeted to the poor segment of the population.

(a) Address the pendintg issue on the assignment of responisibility for capital
investments, especially with respect to exclusive functions (e.g., utilities and local
infra-structures). While Law # 8652/2000 establishes that local governments also
have full powers for investment in these functions (Art. 10, item 1)-with
resources out of their own budget-current regulation still establishes that most
investments in utilities and infrastructures are to be financed by the state on a
conditional transfer basis.9 2 The problem of the assignment of responsibility for
capital investment should at very least take into account the following
considerations: (i) the currently envisaged policy of "capital investment" being
financed by the central government-while the "operations and maintenance" are
financed by local governments-may not be an efficient policy (see below) and
therefore should not be maintained as a strategic policy direction;93 (ii) even with
a full cost recovery policy, which accounts for the replacement of the cost of
capital (in addition to the operation costs), the majority of the self-governing
units probably could not afford to finance by themselves the lump cost of capital
investments for an initial replacement or for badly needed expansion of facilities
in the short-run. 94  A balanced view on this issue might be for the central
government to establish a policy which would support local capital investments
on a selective basis (through capital grants, depending on needs) in the short term,
but to adopt a clear strategic policy direction by attributing to the local
governments (and/or their respective service provider companies) full
responsibility for the capital investment as well. A complementary plausible
long-term policy, especially for the provision of utilities, is to promote
participation of the private sector, not only on a management concession basis,
but also by opening to the private sector the opportunity to take on the risk of
capital investment as well.

2.45 Defining specific competences on shared functions. The Local Government Law only
broadly defined shared functions and left the attribution of specific competences and detailed

92 See, for instance, MoF instruction no. 2 (02/04/2002), and Council of Minister's Decision 550 (07/11/2002).
93 Moreover, coherence with the government's decision to transfer the existing state properties associated with these
services to the local governments would imply that future capital investment would be the local governments'
responsibility. This would also be consistent with sporadic capital grants from the state budget to local budgets to
support some specific local investments. But it may be inconsistent with a defined policy of leaving the
responsibility of capital investment financing fully up to the state budget.
94 Moreover, for the time being. they do not have access to the capital market. And even if they had such access,
only a few municipalities would be creditworthy.
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implementation aspects to be established by further legislation, which has not yet been enacted.
For lack of specific regulation, during the 2001-03 transition period the anlnlual budget laws
attributed responsibility for some tasks initially to prefectures (in 2001) and then to
municipalities and regions (in 2002).95 Moreover, because of the continued legal "vacuum" on
the definition and attribution of specific competences, the 2003 execution budget law regulates
ad interim the local governments' responsibilities in the social sectors as "delegated" functions
instead, contrary to what is established by the organic Local Government Law. The absence of a
clear definition of responsibilities and the frequent alternation in attributions of competences
have caused uncertainty, anxiety, and service disruptions that may also affect the credibility of
the government's decentralization strategy.9 6

2.46 Therefore clarifying functional responsibilities and empowering local governments with
specific competences/authorities in regard to shared functions, in accordance with the organic
Law # 8652/2000, is critically urgent not only to resolve pending inconsistencies in the
legislation but also to avoid increasing inefficiencies and additional disruptions in the delivery of
social services (including education, health, and the environment). In addition, national criteria,
service stanidards, anld fiundinig sources for shared functionis should be agreed upon, in
congruence with the national strategies for the respective sectors and in consultation with local
governments. In this regard, a feasible, binding timeline for the transfer of assigned
responsibilities to local governments, including capital expenditures, should be approved and
should begin implementation soon.

95 Since 1998 (CoM decree # 204, dated March 26, on "Local Government Authorities, Functional Tasks and
Funding") the tasks performed by municipalities and communes as agents of the central government on social public
services (de-concentrated functions under the old District Councils) included the following. In the education sector:
(i) operations and mnintenanice of kindergartens. elementary, general and vocation schools; and (ii) wages ainid
social security contributionis of these institutions. In the health care sector: (i) operationis and maiiteniance of public
health care centers and clinics, polyclinics and dental clinics; and (ii) wages anzd social security contribuitionis of
staff of these institutions and of the staff of the Sanitation and Epidemiological Directorates. Funding for operations
and maintenance (except for polyclinics and dental clinics) was provided on a "block" transfer basis until 2001, and
as "unconditional grants" since 2002. The rest are funded on an earmarked transfer basis. Since 2002,
transportationi of teachers and studenzts has been attributed to the Regional Councils and funded on an earmarked
transfer basis.
96 See, for instance, "Local Financinig of the Social Sectors," prepared by the Urban Institute for the government,
October 7, 2002. Owing to the lack of a specific assignment of responsibilities by the organic law and an absence of
a clear definition for funding, health and education service deliveries were adversely affected in 2002. Initially, with
the discontinuation of the old District Councils, responsibility for the delivery of previously de-concentrated
education and health services was given, on an interim basis, to prefectures. During the course of the 2002 budget
execution, decisions were taken to attribute the task of delivering these services to the local governments. As the
preparation work- for this transfer of responsibilities was incomtlplete, and the respective fiudinig was not properly
definied and was not allocated in time, bv mid-2002 there started to appear indicationis of a decline in the allocationi
of resources, and of a possible deterioration in service delivery in those sectors. Although these tranisitionlal
deviations were corrected dur-inig the second half of 2002, the resuilt was that the 2003 budget ended up treating (on
an inter-il,n basis) the local government tasks in the social sectors (education, health and social assistance) as
"delegated" fiunctionis instead. Thus, specific competences of the "shared functions," as defined by Law #
8652/2000, have not yet been formalized. Actually the opposite was done. Through the regulation of certain
competences of the social sectors as delegated by the state to the local governments, these functions are now
implicitly state functions. rather than "shared functions" as prescribed by the Law. The implication is that, for the
time being, all the decisions are supposed to be taken by the central government (principal), and the local
governments are supposed to act just as agents.
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2.47 Moreover, the government may consider whether some specific competences of
"veterinary services" (e.g., animal disease control, agricultural research, and rural extension
services) and "health care" (e.g., campaign to combat contagious disease, HIV) should be re-
assigned from shared to delegated competences to the local governments, considering the
argument that the benefit areas are actually the entire national territory.97

2.48 Reviewing/re-assigning delegated functions. As mentioned above, some shared
functions (education and health) have been ad interim assigned as delegated responsibilities to
local governments. This temporary procedure limits the autonomy of local authorities and
excludes the opportunity of making them accountable before the local population. Therefore, the
government should accelerate its final decision on the specification and attribution of
competences as shared functions on a more permanent basis, congruent with what is prescribed
by the organic law. On the other hand, if the current modus operandi of the social assistance
scheme (i.e., ndihma ecozornzike) is to continue, 98 it would be more appropriate to reassign this
function as a state delegated function instead, on both decision-making and funding (see above).
These re-assignments of functions would clarify responsibilities, improve efficiency, and avoid
service disruptions.9 9

2.49 Assigning capital expenditure responsibilities consistently. From an efficiency point of
view, capital investment and maintenance responsibilities should in principle not be separated
out to distinct levels of government. However, given the limited local revenue autonomy and the
still banned access to borrowing (from sources other than the state), maximum capital
expenditure efficiency in Albania may not be achievable in the short term. This problem affects
both exclusive functions (e.g., utilities and local infrastructures) and shared functions (e.g.,
education and health), as discussed above. Probably in the short term the government may still
have to provide substantial capital transfers and loans to the weaker local governments.
Nevertheless, the government may consider envisaging a consistent medium-term strategy of
gradually increasing local revenue autonomy and allowing local government to access a
(regulated) municipal capital market, while assigning capital expenditure responsibilities for
those functions (both for investment and maintenance) exclusively to the local governments.' 00

This medium-term strategy would not only help the system converge to an efficient allocation of
capital expenditures responsibilities (thereby minimizing the waste of scarce resources), but it
would also be consistent macroeconomically, since it would alleviate pressures on the state
budget by tapping resources for essential local capital investments from alternative financing
sources.

2.50 Defining the responsibilities of the regions and addressing the fragmentation problem.
The only exclusive function assigned by the organic law to the Regional Councils is the
development and implementation of regional policies in harmony with the national policies at the
regional level (Art. 13, Law # 5862/2000). Other responsibilities of the regions are open to

97 Depending on these decisions, the Organic Law # 8652/2000 may need to be amended.
98 And it seems that the sectoral strategy has approached this function consistent with the nation being the benefit
area.
99 The detail arrangements for restructuring social assistance to the poor (ndihina econoimike) in Albania will be
addressed under the ongoing Social Safety Net Review with the assistance of the Bank.
100 The assurance of fiscal transparency and hard budget constraints is critical for such an approach to work well.
Albania may still need considerable reforms in the financial sector for the necessary conditions to be in place.
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possible voluntary delegation of authority by the municipalities and communes, and by the

central government. To date, only "urban/ regional planning," "building and maintenance of

rural and regional roads," "transport of students and teachers," and the financing of some few

small social institutions (e.g., the Association of the Blind) have been explicitly attributed as

specific delegated public services under the Regional Councils.

2.51 The government has not yet focused sufficiently enough on the potential role of the

regions in effecting the decentralization strategy, particularly in helping solve the problem of the

fragmentation of the local governing units. In this regard, problems associated with economies

of scale and externalities which expand the benefit area for an efficient delivery of essential

services could probably be solved at the regional level. These essential services would include

some education competences (e.g., secondary and vocational education), some health care

competences (e.g., primary health care, including ambulance services, and regional hospitals),

some civil security competences (e.g., firefighting), transportation and telecommunications (e.g.,

intercity transport service and regulations), and utilities (e.g., water supply, irrigation, solid waste

collection and management). Although the government may consider delegating some of these

functions and competences to the regions and introducing incentives for the municipalities and

communities to do the same,'0 ' caution should be exercised to avoid inter-jurisdictional conflicts

regarding power, unfunded mandates, and soft budget constraints.

On the Efficiency of Local Public Service Delivery

2.52 A better performing of local service delivery in Albania would require substantial

improvement in allocative and operational efficiencies. For this purpose, the implementation of

structural reforms that would account for an increase in the O&M/wage ratio and for a solution

to the regional imbalances provoked by the migratory movements of recent years would be

crucial. In this regard, the extension of the civil service reform to cover local administration, and

better prioritization of local resources during budget formulation (including a more cautious use

of expenditure "norms" to avoid maintaining local oversized or idle institutions) are essential

steps.

2.53 Regarding the regional imbalances provoked by migratory movements, it should be

considered that while no structural reforms (administrative restructuring, re-mapping, and re-

deployment of facilities and personnel across jurisdictions) take place, the per capita cost of

"operations and maintenance" of the local fixed social capital (e.g., school buildings, clinics,

hospitals, and other facilities and equipment-now partially idle) tends to increase. The fact that

local budgets are still essentially formulated on the basis of fixed expenditure norms (which is

aimed at maintaining the existing facilities and infrastructures and keeping them running,

regardless of level of demand for their services)102 hinders increased efficiency in local service

delivery. To improve the overall efficiency of local service delivery, sectoral and administrative

reforms should be implemented to rationalize the existing facilities, infrastructures, and

personnel. These reforms would probably require, the closing of many idle facilities in the

101 Apart from continued incentives for voluntary associations of municipalities/communes, service outsourcing, and

the direct participation of the private sector.
102 See MoF and MoLGD's Instruction no. 2. Febr. 4, 2002, for the implementation of local government budgets for

the year 2002.
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depressed areas and the re-deployment of (de-concentrated) personnel across jurisdictions. On
the other hand, these reforms would also require increased investments in the immigration areas
in order to alleviate the excessive pressure on the insufficient local infrastructures.

On Local Capacity Building

2.54 The extent to which the lack of implementation capacity at the local level has been a
pretext for postponing bolder decentralization measures is difficult to evaluate exactly at this
stage, with the current available information. But, building local administrative and technical
capacities is a sine qua non for a sustainable implementation of the decentralization strategy.
Recently, the MoLGD, with the assistance of donors (including the Council of Europe), has
drafted proposals for the establishment of specific training institutions in order to overcome the
current weaknesses. These proposals should be encouraged, should be well coordinated with the
donor community in general and the local governments' associations, and should at least be
consistent with existing training programs already being conducted by the Department of Public
Administration-DOPA at the central level.' 03  While the need for a well-defined and clearly
oriented capacity building segment to resolve the urgent needs of the local governments'
capacities should be emphasized, all the ongoing training initiatives should be congruent with a
national capacity program for the public administration. Moreover, the institution in charge of
such a training program should be exclusively a training-facilitator institution instead of a
training-provider (i.e., it should be a broker for training, instead of having its own training staff),
so that it could be more flexible, less bureaucratic, and less costly in budgetary terms.

On Per Capita Expenditure Disparities Across Local Self-Governing Units

2.55 The current disparities in per capita spending across districts and across local self-
governing units may not be tolerable for a long period. The government is aware of these
disparities and may consider that preempting social and political instabilities should be a priority
in the near future. The spending disparities could be addressed by envisaging diversified, fair,
and stable sources of finances for the local governments. However, the mere assignment of tax
power and tax sharing may not solve the problem, and could actually aggravate it. The recent
assignment of local tax revenues on a derivation basis (see Chapter III) tends to aggravate the
inter-unit disparities in per capita expenditure. Although this belated fiscal policy reform is
highly welcomed from the efficiency point of view (because it conveys the right incentives for
tax efforts and fiscal accountability), it is critically important to acknowledge its perverse effect
on equity.

2.56 The derivation basis of tax (and tax sharing) revenues may increase the revenues of some
local governments but cannot improve collection where there is no tax capacity. Some small

103 The Training Institute of Public Administration-TIPA is an initiative under DOPA, which was established by the
Council of Ministers (Decree 315/2000) to conduct the public service training program. Recently the Council of
Ministers also approved the National Training Strategy for Local Government in Albania (NTSLG)-2004-2006;
MoLGD, September 2003. By mid-December 2003, consultations between the MoLGD, donors and local
government representatives for the establishment of a Traininlg Facilitator Agency to implement the NTSLG was
under way.
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administrative units simply do not have enough of a local tax basis to provide their citizens with
the minimum expenditure needs. Therefore, the next step in local government financial reform
should be to re-design the transfer system (including shared taxes and equalization granzts) in
order to, at least partially, neutralize the derivation basis impact of the recent fiscal reform (on
local taxes, fees and charges). Aimed at social cohesion for the near future, the basic orientation
of the decentralization strategy should be to ensure the oppor-tun1ity of accessing similar standards
of public services (in terms of quantity and quality) for all Albanian citizens, regardless where
they live in the country. Thus, the strategic direction for reducing expenditure disparities is to
promote equalizationi tranisfers and local investment programs that are based on transparent
objective rules and criteria, that are free from bureaucratic and political influences, and that are
open to the participation of every unit that qualifies to compete for them (see following
Chapters).

On Central Coordination

2.57 There has been a disconnect between the emerging sectoral strategies and the
Government's decentralization agenda. In particular, in the assignment of responsibilities, there
have been cases where the sector strategy has not taken into account the existence of the
approved decentralization strategy. This lack of central coordination has allowed for increasing
confusion and uncertainty in local planning and budgeting, and may risk alienating the local
authorities. Lack of coordination with the decentralization strategy has also been observed in
budget formulation and execution, and in the conduct of the privatization policy (e.g., utility
services).

2.58 The government may consider complementing central coordination at the NDC level by
empowering the GED and the proposed NFDI (see Chapter I) with enforceable monitoring and
control instruments to ensure policy consistency at the formulation and implementation levels,
respectively. A tight follow up approach should be maintained to guarantee that a consistent and
comprehensive decentralization strategy is implemented in coordination with the central and line
ministries, without alienating the local governments and the private sector in the process.
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3. REVENUE ASSIGNMENT AND REVENUE AUTONOMY

3.1 The main purpose of fiscal decentralization is to increase efficiency and fairness in the
delivery of public services. This objective can only be attained if predictable sources of revenues
and a meaningful degree of tax autonomy are guaranteed to local governments, so that spending
priorities can be planned and executed accordingly. This constitutes a prerequisite for local
accountability. The system of revenue assignment in Albania is experiencing a major overhaul,
which started with the introduction of new local tax, charges and fees legislation in December
2002. The aim of the current reform is to strengthen the sub-national tax regimes and develop a
sound revenue base for local governments. Undoubtedly, the recent fiscal reform represents a
rupture with the past financing structure, which was characterized by an extreme degree of
centralization in fiscal decision-making.

Table 3.1: Albania - Revenues of Local Governments,1995-2002 (million lek)*
I 1995T 19961 19971 1998| 19991 20001 20011 20021 2003

- Consolidated (General) Gvt.Rev. 51,341 57,594 93,515 107,506 120,588 135,482 159,425 182,004
11 -Rev.of Local Gvts.=Expend.of L.Gvts. 20,705 20,691 19,989 26,029 34,482 33,432 38,816 41,111 61,420
III - Transfers from the State Budget 20,484 20,066 19,361 25,135 33,331 32,014 36,373 37,896 53,366

a. Conditional Grants 20,484 20,066 19,361 25,135 29,920 28,232 31,268 28,396 47,066
b. Block Grants 3.411 3.782 5.105
c. Unconditional Transfers 9,500 6.300

IV -Tax & Non-Tax Own Revenue 221 625 628 894 1,151 1,418 2,443 3,215 8.054
(as a share of Total Local Government Revenue-percent)

IlIl - Transfers from the State Budget 98.9 97.0 96.9 96.6 96.7 95.8 93.7 92.2 86.9
a. Conditional Grants 98.9 97.0 96.9 96.6 86.8 84.4 80.6 69.1 76.6
b. Block Grants 0.0 0.0 0.0 0.0 9.9 11.3 13.2 0.0 0.0
c. Unconditional Transfers 0.0 0.0 0.0 0.0 0.0 0.0 0.0 23.1 10.3

IV -Tax & Non-Tax Own Revenue 1.1 3.0 3.1 3.4 3.3 4.2 6.3 7.8 13.1
(as a share of Total General Government Revenue-percent)

IlIl - Transfers from the State Budget 39.1 33.6 26.9 31.0 26.5 26.8 23.8 29.3
a. Conditional Grants 39.1 33.6 26.9 27.8 23.4 23.1 17.8 25.9
b. Block Grants 0.0 0.0 0.0 3.2 3.1 3.8 0.0 0.0
c. Unconditional Transfers 0.0 0.0 0.0 0.0 0.0 0.0 6.0 3.5

IV - Tax & Non-Tax Own Revenue 1.2 1.1 1.0 1.1 1.2 1.8 2.0 4.4
* Conditional and independent budgets
Sources: Data from 2002-04 MTEF. adjusted by the MoF.

3.2 "Own revenues" as a share of total local revenues (to finance both the conzditionlal and
the inzdepenidenit budgets) have been only marginal; although systematically increasing in recent
years-to 8 percent in 2002 from 1 percent in 1995 (Table 3.1)."t4 In 2002, "own revenues"
have financed only about one-forth of the independent budget.t 05  This means that the level of
vertical fiscal imbalance in Albania is extremely high, especially when compared with the
consolidated local budget (conditional and independent budgets together). The vertical
imbalance is relatively smaller in relation to the independent budget alone, but with the gradual

04 On co,tditionial and inidepenidenit budgets. see Chapter II, Box 2.1.
105 Which is expected to reach about half of the independent budget after the 2002 fiscal reform (see below).
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devolution of expenditure responsibilities to local governments, the conditional budget will tend
to shrink and the consolidated budget will tend to converge with the independent budget. In
order to reduce the vertical imbalance and to make local governments less dependent on central
government transfers, "own revenues" have to expand. Otherwise, the local governments will
continue to have insignificant discretionary powers over their own budget (low revenue
autonomy, which is not an incentive for local accountability).

3.3 The fiscal decentralization strategy, as taken up in the new organic local self-government
law (Law No. 8652/2000), represents a window of opportunity for increasing local government
autonomy. The law makes the following stipulations:

(a) The national fiscal policy shall guarantee the fiscal self-sufficiency of local
governments through diversified sources of revenue (Art.15);

(b) The local governments (including regions, municipalities and communes) have
the authority (to be defined by special law) to levy taxes and other non-tax
revenues in order to carry out their functions (Arts. 15, 16, and 18);

(c) The local governments are entitled to receive funding from national sources, such
as shared taxes, unconditional transfers, and conditional transfers (Arts. 15, 17,
and 18); and

(d) The local governments are entitled to borrow for investment purposes, under the
conditions established by law (Arts. 16 and 73).106

3.4 These local government revenue provisions are in line with the European Charter of
Local Self-Government and are also reflected in the government's decentralization strategy,
which establishes that: (i) local governments have to be assigned with sufficient financial
resources to allow them to meet their expenditure responsibilities; (ii) a substantial portion of
these resources should be derived from local taxes and fees; and (iii) the tax rates, and in some
cases the tax base, shall be determined (at least at the margin) autonomously by the respective
Local Councils.

3.5 With the new organic local government law as a backdrop, the government's strategy for
the near future is to reach a more balanced revenue structure, where "own taxes and fees" are
expected to increase relative to transfers (including tax-sharing). However, tax policy and tax
administration have been (since the early 1990s) a national prerogative, and the assignment of
taxes, charges, and fees to local governments has evolved, if at all, irregularly. In fact, the
authorization given by Law # 8652/2000 for local governments to begin exercising their rights
on local own taxes, charges, and fees from January 2001 (Art. 73) has in practice been
protracted, and was implemented with considerable delay in 2003.107

106 It should be noted, however, that the Organic Budget Law # 8379/98 (Art. 35.2) establishes that "local
governments are entitled to borrow only from the Government."
107 The Parliament approved the fiscal package on December 12, 2002: Law # 8982 (on local taxes, charges and
fees, including restatement of the agricultural land tax); Law # 8978 (on transforming the small business tax into a
local tax); Law # 8979 (which amended the "income tax law" by introducing the "simplified profit tax" whose tax
yields are to be transferred to local authorities). The Urban Institute and the Institute for Contemporary Studies
(with the financial support of USAID) assisted the Group of Experts on Decentralization-GED/MoLGD in the
preparation of this fiscal reform. Part of the technical analyses can be found in the following papers: Albania, Local
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3.6 This chapter and the next one examine the implications of the recent reforms and the
extent to which they were capable of creating an adequate autonomous local revenue base and of
promoting equity.

A. THE REVENUE ASSIGNMENT

3.7 Fiscal legislation in Albania distinguishes between national taxes and local taxes and
fees. All broad-based taxes and most productive direct and indirect taxes are assigned to the
center. In fact, collections from VAT, excises, corporate income tax, personal income tax,
customs duties, and a miscellany of other national taxes'08 are allocated entirely to the state
budget (Table 3.2). No relevant tax sharing scheme has been implemented to date."0

Table 3.2: Albania - Tax Revenue, 1997- 2002
Taxes and fees 1997 1998 1999 2000 2001 2002*

%Rev. %GDP %Rev. %GDP %Rev. %GDP %Rev %GDP %Rev. %GDP %Rev %GDP

VAT 46.9 4.6 50.7 6.2 45.6 5.9 45.3 7.1 44.8 7.0 45.4 7.8
Customs duties 26.9 2.6 22.2 2.7 17.5 2.3 16.1 2.5 13.9 2.2 13.0 2.2
CIT (profit tax) 7.2 0.7 7.6 0.9 9.2 1.2 9.7 1.5 11.2 1.7 10.4 1.8
Excises 6.5 0.6 8.7 1.1 10.6 1.4 10.9 1.7 10.4 1.6 11.3 1.9
PIT 2.4 0.2 2.1 0.3 4.8 0.6 5.5 0.9 6.9 1.1 5.4 0.9
National taxes 4.0 0.4 4.1 0.5 5.5 0.7 6.1 0.9 7.2 1.1 7.1 1.2

Solidarity tax 0.0 0.0 0.4 0.0 3.0 0.4 2.1 0.3 0.9 0.1 0.9 0.2
Small business tax 1.2 0.1 1.6 0.2 1.8 0.2 2.0 0.3 2.2 0.3 2.6 0.4
Others (incl.gambling) 3.1 0.3 1.4 0.2 0.6 0.1 0.8 0.1 0.3 0.1 1.2 0.2
Local taxes & fees 1.9 0.2 1.3 0.2 1.4 0.2 1.6 0.2 2.2 0.3 2.7 0.5
General Gvt. Revenue 100.0 9.8 100.0 12.3 100.0 12.9 100.0 15.6 100.0 15.6 100.0 17.1
' Revised budget

Sources MoF, Treasury Dept (Fiscal Statistics of Governrrent, 2001), and MTEF 2003-05, September 2002.

3.8 Until the mid-1990s revenue sources assigned to the local governments were only few
small local fees without any significance. Almost all local expenditures were financed by
conditional grants, and local governments had practically no budget autonomy. National
property taxes (on buildings and land), shared with local governments, were introduced in 1994,
but the agricultural land tax (a potentially important source of revenue for the communes) was
suspended in 1996. Only in 1999 did the tax on buildings became a fully local tax for
municipalities and communes, but the tax rates (fixed specific quotas, lek/m2) had not changed
since 1994. The local government share in total revenue (and as a percentage of GDP) has
remained insignificant and unbalanced, even after the attribution of new responsibilities to local
authorities prescribed by the 2000 organic local government law.

Tax and Fee Si stem-Policy, Options alnd Recommriendations for Reform, January 2002; Albania, Analysis of options
for Reintroduictionz of the Agricultur e Lanid Tax. January 2002; Albania, Analysis of Smnall Business Tax anid
Implicatiolis of Transferrs to Local Govenunllenits, January 2002.
'Os These other national taxes have recently been restructured. with Law # 8977/02, "On the Taxes System in the
Republic of Albania."
109 With the exception of the "annual vehicle registration tax" (in Table 3.2. included in "others"), all national taxes
were non-shared taxes.
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3.9 The increased efficiency and accountability envisaged by the decentralization of local
public service delivery requires a corresponding (meaningful) degree of local revenue autonomy,
so that allocation can properly reflect local preferences and needs. In this regard, the
decentralization reform outlined in the new local government law (Art. 16) has identified major
sources of revenues for communes and municipalities, as follows:

(a) Taxes on movable and immovable properties, and their transactions;
(b) Taxes on the economic activity of small businesses, including local services;
(c) Taxes on income from donations, inheritances, testaments, and local lotteries;
(d) Other taxes as prescribed by law;
(e) Fees on public services (such as water supply and sewerage);
(f) Fees on the use of public spaces (such as parking lots and advertising boards);
(g) Administrative fees (e.g., on the issuance of licenses, permits, and authorizations).

3.10 Moreover, the local government law has established general criteria and norms to control
the boundaries and decision-making powers of the communes and municipalities in their
entitlements, so that they can: (i) set the tax rate, within a bandwidth determined by law, and the
level of local fees in accordance with policies and general principles defined by the central
government; and (ii) determine the system for the collection and administration of their own
revenues, in accordance with criteria and guidelines established by pertinent legislation. In
general, the law provides local governments with more policy leeway on fees and charges than
on taxes, by authorizing them to freely determine the level of fees and charges and the way they
collect them.

3.11 Regarding the regions, the local government law allows them to charge regional taxes
and fees for services, although it leaves it to further specific legislation to define their own
revenue sources. In any case, all of the above general criteria and norms established for
communes and municipalities also apply to the Regional Councils.

3.12 Although the local government law assigned relevant revenue sources and taxing powers
to local governments, until 2002 the state still controlled more than 97 percent of total
government revenue and practically all decisions on fiscal policy and tax administration. It was
only in December 2002 (effective from January 2003) that a fiscal reform package was passed,
regulating most of the tax and fee assignment prescribed by Law # 8652/2000, and providing
local governments with potentially meaningful own sources of revenues.

The 2002 Fiscal Reform

3.13 Congruent with the organic local government law, the fiscal reform package of December
2002 reorganized the assignment of revenue sources by redefining some previously national
taxes as local taxes (property tax on buildings and land, small business tax, vehicle registration
tax), creating new local taxes and fees (property transaction tax, simplified profit tax, temporary
tax), reclassifying and rationalizing the previously existing fees, and eliminating the existing
local turnover tax (on restaurants, discos, hotels, and cafes and bars). Specifically, the fiscal
package consisted of: (i) reinstating the Agricultural Land Tax-ALT and revising the tax on
buildings; (ii) transforming the national Smnall Business Tax into a full-fledged local tax (with

60



another denomination, Local Small Business Tax-LSBT); and (iii) redesigning the former Law
on Local Taxes and Fees, and assigning the vehicle registration tax to municipalities and
communes. '10

3.14 All in all, the new configuration of the tax assignment in Albania, starting January 2003,
is shown in Box 3.1.

Box 3.1: Albania - Tax Structure and Assignment, 2003
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I° Law on Local Small Business Tax" No. 8978 dated 12.12.2002: Law No. 8979 "About Some Additions and
Amenedments to Law No. 8438. as of December 28.1998: on Income Tax with the Respective Changes" dated
28.12.2002; and Law on "The system of local charges" No. 8982, dated 12.12.2002.
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3.15 State non-shared taxes. In Albania, VAT, Customs duties, excises, the solidarity tax,
and a set of national fees are nioni-shared national taxes and fees; their proceeds are 100 percent
assigned to the state budget, and tax policy decisions and administration have been reserved for
the central authorities. VAT is the most important national tax, contributing 45 percent of
general government revenue, and has been one of the most dynamic taxes since 1997-with its
collection steadily increasing from 4.6 to 7.8 percent of GDP during the period 1997-2002 (Table
3.2). Excises and the national fees have also proven to be dynamic sources of revenue, but their
joint contribution to the budget is still quite small (about 3 percent of GDP). Customs duties, on
the other hand, have been a declining revenue source in relative terms (from 2.6 to 2.2 percent of
GDP during the period). The solidarity tax was envisaged in 1998 as a temporary lump-sum tax,
and the government intends to discontinue it in 2003.111

3.16 The personal income tax-PIT and the profit tax (i.e., corporate income tax-CIT) have also
been relatively important as sources of revenue for the central government (about one-sixth of
the general government revenue), and they have shown an impressive dynamism in the last six
years (from less than 1 percent of GDP in 1997 to 2.7 percent in 2002). Although to date these
are national taxes, the organic local government law allows for the two taxes to be shared with
the local governments. Nevertheless, the implementation of a sharing mechanism has been
postponed, mainly because of the argument that direct sharing of these taxes would greatly
increase the revenue disparity among jurisdictions. Although this argument is especially valid
for a derivation-basis tax-sharing system, it can equally be used to improve equity if the shared
taxes are implemented as financing sources for the pool of general purpose transfers (Chapter
IV).

3.17 There are two other alleged arguments that could prevent the regulation of the shared
taxes at the moment, namely: (i) that the costing of the newly transferred responsibilities to the
local governments has not yet been completed, and thus the government would not know how
large a "share" of these taxes to share; and (ii) that the sharing rate could not be defined until the
revenues from these taxes have stabilized with the development of the country, which some
observers predict would take at least three to five years. However, these two arguments are also
misleading. First, the government is already transferring the resources as "grants" (either
conditionally or unconditionally), which gives the government at least "a ballpark figure" of the
minimum cost of the tasks currently being performed by the local governments. Second,
stability for this particular component of local revenue inflow (i.e., shared national taxes) could
be achieved by the adoption of a moving average as the computation base.

3.18 Local taxes and fees. Prior to the 2002 fiscal reform, local government had six own
taxes (on buildings,"12 hotels/tourism, shops/business signs, construction, public space use, and
the turnover tax)' 3 (Table 3.3). Most of these local taxes, however, were effective as own local
revenue sources only in the larger urban centers (e.g., Tirana, Durres, Elbasan) and were very

"l See MTEF 2003-05.
112 Law No.7805/1994 On the Property Tax in the Republic of Albania regulated the property tax. The central
government collected and retained 40 percent of the collected revenue and transferred the remaining amount to the
local governments on a derivation basis. The amendment introduced in 1998 (Law No.8344/1998, "On Some
Changes in the Law No. 7805" on Property Tax in the Republic of Albania) transformed the property tax into an
autonomous local tax assigned entirely to municipalities and communes.
113 The 1 percent turnover tax on restaurants, discos, hotels, and cafes and bars.
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ineffective in the communes (see Section B, below). Regarding the national Small Business Tax

(SBT) (which existed until 2002), the Ministry of Finance has administratively considered its

revenue as a virtual financing source for the "unconditional transfers" to the local governments
in the last two years. Nevertheless, until 2002 this tax continued as purely niationzal tax, since: (i)

it was entirely regulated and administered by the central government; (ii) 100 percent of its

proceeds were allocated to the central budget; and (iii) there was no binding, legally mandated

earmarking for it to finance the local governments. (The choosing of one particular national

budget revenue item as the source of financing for local government transfers was totally

arbitrary, although it was functional during the 2001-02 transition period.)" 14

Table 3.3: Albania-Sources of Local Revenue, before and after the 2002 reform

Until 2002 After 2002
Local fees/ serv.charges Local fees/ serv.charges

Local taxes on: Local taxes on:
on: on:

Property Business registration (Buildings) property Business registration

Turnover Solid waste Agricultural land Solid waste
Hotels/tourism Advertisements Property transactions Advertisements
Business signs Slaughterhouses Local small business Slaughterhouses
Construction New residence registr. Simplified profit New residence registr.
Public space use Parking Vehicle registration Parking

Hunting and fishing Hotels Hunting and fishing
Business signs

Small businzess ~ Construction
Public space use
Temporary

Initially included buildiiigs and lan . Land has been exempted from taxation since 1986.

Turnover fee on restaurants, discos, hotels, bars, and cafes. Abolished with the reform.

Small business tax: although remaining as a national tax until the reforit, the totil tax yield of the small business tax in 2001 and 2002 was

allocated to finance the "block grant" and the "unconditional grants", respectively, to the local governments
Sources: Laws: nos. 8435/98, 8652/2000, 8978/02; 8979/02; and 8982/02.

3.19 Local governments were also entitled to charge seven major fees/service charges (on

business registration, solid waste, advertisements, slaughterhouses, new residence register,
parking places, and hunting and fishing), over which they had a limited autonomy in setting the
rates and defining the tax base.'1 5  In addition, there were several small fees (e.g., dog license

114 Actually, this was an administrative decision to avoid inconsistencies of the annual budget execution law with the
organic local government law, during the interim period while the new SBT was not regulated.
115 Between 1998 and 2002 the local fiscal system was regulated by the following laws:

* Law on Property Tax in the Republic of Albania, No. 7805, dated 16.3.1994, modified by Law No.8344,
dated 13.5.1988 (which transferred the responsibility of the property tax to the municipalities).

* Law on Small Business Tax (SBT) No.8313 dated 26.03.1998.
* Law on Urban Planning No.8405, dated 17.09.1998, modified by Law No. 8501, dated 16.06.1999.
* Law on the Tax system in the Republic of Albania, No.8435. dated 28.12.1998, modified by law No.8840

dated 11.12.2001.
* Law on Tax Procedures in the Republic of Albania, No.8560. dated 22.12. 1999, which is applied to both

central and local government.
* Law on Changes in the Law No.8435. dated 28.12 1998. on the Tax System in the Republic of Albania,

No.8840 dated 11.12.2001.
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fee) and some administrative fees levied to cover the cost of bureaucratic services. However,
most of these small taxes and fees were in general ineffective revenue raising instruments. These
own sources were generating very little revenues, and probably costing more than their yield
because they are in general complicated to administer (i.e., the so-called "nuisance taxes,"
collected in small amounts on a wide ranging base). Frequently, compliance rates were also low,
owing to the objective economic conditions of the local population and the perceived low
capacity of local enforcement mechanisms. Thus, either because these taxes and fees were not
relevant to their particular case, or because they were not enforceable, many small local
govemment units did not opt to charge some small taxes and fees to which they were legally
entitled.' 16

3.20 The 2002 fiscal reform restructured the assignment of taxes and local fees essentially
through the means listed below (see also Box 3.2):

(a) Regulating the Local Small Business Tax (LSBT) as a local tax; Introducing a
national Simplified Profit Tax (SPT), with yields flowing to local govemments;

(b) Eliminating the Turnover Tax on restaurants, discos, hotels, and cafes and bars.
(ii) Redefining the property tax as a Local Tax on Buildings, and updating rates;
(iii) Restating the Agricultural Land Tax (ALT) as a local tax;
(iv) Introducing the Property Transaction Tax (PIT) as a local tax;
(v) Transforming the Vehicle Registration Tax as a local tax;
(vi) Adding a Temporary Tax as an additional own local revenue source
(vii) Redefining the local fee structure, and updating rates.

Box 3.2: Principles of Tax Assignment
Five main principles usually guide the assigning of own revenues to local governments:

Accountability. Local governments must be responsive to the preferences of their electorate. This principle is aimed at obtaining
both democratic representation and economic efficiency. Establishing adequate capacity to assess the own tax bases and setting
the tax rates is a pre-condition. The principle calls for a fair balance between financing through own taxes and fees and financing
through grants or tax sharing.
Benefit-tax link. This principle focuses on the efficiency aspects of local taxation with respect to the provision of local public
goods. The more a tax can be linked to the willingness to pay for a definite local public service, the more the tax plays a role
similar to a price in the private goods market and its beneficial effects in terms of efficiency. This is the reason why many local
services, currently financed with taxes, fees, and user charges are more suitable and may be employed successfully. Nevertheless,
the tax should not be "exportable" to nonresidents, since this would weaken the link between payment of the tax and the services
rendered.
Neutrality. This principle states that taxes should be as neutral as possible with regard to the allocation decision of the private
sector. As such, disruptive horizontal tax competition should be avoided in national legislation by setting a floor on local tax
rates. Also, sources of local taxation should focus on the less movable bases (e.g.. immovable property).
Fair distribution of tax bases. Taxes whose bases are unevenly distributed among jurisdictions are not well suited for local
governments, since they may increase the mismatch between revenues and expenditures in the poorest jurisdictions. This can
increase the need for transfers from the central government, which discourages the accountability prtinciple.
Administrative simplicity. Every local government, whether large or small, should be able to administer its own taxes. The issue
of tax administration can be addressed in several ways according to the different features of the individual taxes. Economies of
scale should be taken into due consideration.

Sources: Norregaard, J., "Tax Assignment," in T. Ter-Minassian (editor), Fiscal Federalism in Theory and Practice, IMF, 1997: and Charles E.
McLure, Jr., "The Tax Assignment Problem: Conceptual and Administrative Considerations in Achieving Subnational Fiscal xr. n,.r, "World

Bank Institute, 1999.

116 Even in 2002 the parking fee and the hotel tax were seldom collected, and the dog license was not charged at all.
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3.21 Small business taxes. The previous national Small Business Tax (SBT)1 17  was
transformed into two new taxes: (i) the Simplified Profit Tax (SPT) and (ii) the Local Small
Business Tax (LSBT). the first a national tax with 100 percent yield allocated to the local
governments, and the second a truly local tax. The reform was intended to be fiscally neutral in
such a way that the tax burden would not increase and the currently total collected tax yield
would initially be equally split between the two new taxes. Both taxes apply only to local
businesses with an annual turnover below 8 million lek. 18

3.22 The SPT, conceived as a presumptive income tax. 119 charges a 4 percent rate over the
business turnover of the taxpayer. The SPT was legislated in such a way that the center kept all
decisions on both policy and tax administration (permanently administered by the GTD).
Although the tax proceeds are entirely allocated to the local governments on a derivation basis,
the local authorities have no say on the determination of the basis and rates, or on the
administration, of the SPT.

3.23 The new LSBT, 120 as the old SBT, charges taxpayers a fixed quiota, progressive according
to a sale-bracket scale of the business turnover. The local governments are entitled to choose
their local specific quotas in a bandwidth of 30 percent around the indicative qluota established in
law by the center government. In addition, the local governments can directly administer the
tax-although during the initial two-year transition period (2003 and 2004) the tax will be
administered by the GTD. Nevertheless, two major problems are pending a solution and, if they
are not resolved soon, may threaten the successful implementation of the LSBT. First, according
to Law # 8652/2000 (Art. 33.4), to pass any change in the rates of local taxes and fees requires a
minimum of three-fifths of the respective Local Council votes, a condition that, if not changed
soon, may become a major hindrance to keeping local revenues up to price developments, which
in turn may threaten local governments' fiscal stability.1 2 1 Second, no national training program
has to date been put in place to upgrade local tax administration capacities-a serious fault that
can jeopardize the normal transfer of the tax administration to local authorities as envisaged in
the law.

3.24 Law No. 5862/2000 (Art. 16, items lb and 2) includes the tax on small businesses as a
source of local revenue, implying that the old SBT should be shifted to local authorities.

117 The SBT alone was expected to yield 2.6 billion lek in 2002, from its two components: (i) about 1.3 billion lek
from the fixed (sale-bracket progressive) quota component. charged on taxpayers who sell less than 2 million lek per
year); and (ii) about 1.3 billion lek from the 4 percent turnover rate, charged on those who sell more than 2 million
lek but less than 8 million lek. (Local governments could charge different rates on a 30 percent bandwidth of the
indicative value/rate. Above 8 million lek per year [about US$ 58.000] of sales, the taxpayer was subject to the
normal 20 percent VAT). The SBT was collected by the General Tax Directorate and the proceeds went to the State
budget. The 2002 state budget allocated the total 2.6 billion lek of the SBT collection to complete the financing of
the -unconditional transfers."
118 In other words, to those local businesses that are not subject to VAT. Above this threshold (about US$58,000)
businesses pay the normal national VAT, instead. As Law No. 8977/2002 (on the tax system) abrogated the entire
previous Law No. 8435/98. the Turnover Tax oni restatura,its, discos, lhotels, cafes and bars (Arts. 3 and 4) was
elic/ui mated.
119 Regulated by the Income Tax Law, now amended by Law No. 8979/02.
120 Law No. 8978/02 legislates the new LSBT and has abrogated Law No. 8313 which regulated the old SBT.
121 In November 2003, the Council of Ministers has approved a draft law to amend the local government law on this
respect. According to this draft law. a simple majority (50 percent plus one vote) will be required. Until mid-
December 2003. the draft law is pending approval by the Parliament.
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However, the reform inherent in Law Nos. 8978/2000 and 8979/2000 did in fact split the SBT in
two, and just one of these components became a truly local tax (the LSBT), while the other (the
SPT) remained a national ("shared") tax. Apparently, this procedure has resulted in frustrating
the initial decentralization expectations, by significantly reducing the expected transfer of fiscal
decision-making powers and local autonomy. In this regard, it is likely that-if the lack of
flexibility to adjust LSBT fixed quotas (as mentioned in the previous paragraph) remains-the
relative importance of the LSBT will tend to shrink while the SPT will continue as a buoyant tax,
which may imply a reduction of local autonomy over time, which breaks the spirit of the organic
local government law.

3.25 Property andproperty transaction taxes. The organic local government law (Art. 16. la)
defines "movable and immovable properties and their respective transactions" as subject to local
taxes and levies. 22 The new Law on the System of Local Taxes (Law no. 8982/2002) regulates
the property taxes on buildings and land, and the property transaction tax, accordingly as local
taxes. The tax base I- and the indicative rates124 are determined by the central government by
law, while Municipal and Commune Councils may adjust the rates within a 30 percent
bandwidth, which provides the local government with a reasonable margin of autonomy to adapt
the tax policy to local preferences and needs.

3.26 Since the transfer of responsibilities in 1999, many local governments have improved
their capacities to administer the tax on buildings. The present reform provided local
governments, in general, with the autonomy to choose the property tax collection agent (for the
buildings and land) and/or to collect the tax directly by themselves. The administration of the
property transaction tax, however, according to the law, will be carried out by the de-
concentrated "Offices for Registration of the Immovable Assets," which charge a 3 percent fee
for acting as a tax agent for municipalities and communes. 125

3.27 The taxes on immovable properties and on their transactions are indeed the most
adequate taxes to be assigned to the local governments. To empower the local authorities with
the flexibility to decide (at the margin) what the tax rate should be for their specific jurisdiction
is a powerful instrument for improving efficiency and accountability. The restatement of the
Agricultural Land Tax represents a critically important fiscal reform in Albania, especially to
enable the communes to establish a sound locally generated revenue base-although in the short
term some communes might find implementation difficult because properties may not be
completely registered or because there may be disputes in some areas. In addition, the updating
of the indicative rates can have a positive impact on the real estate market and can improve the

122 While the tax on buildings has been fully transferred to municipalities and communes since 1999, the
Agricultural Land Tax was a national tax since 1994 but was suspended in 1996 to sustain the agricultural sector.
123 Surface area in m2 for buildings and ha. for land. To move from surface-specific rates to the market value is not
feasible at the present moment due to the underdeveloped real estate market and consequent lack of information.
The "transaction tax" base for buildings is also the area in m2, but for other immovable assets is the sales value.
124 Lek per m2 for buildings and lek per ha. for land. The transaction tax indicative rate is 2 percent. The
introduction of the indicative rate concept is important not only to provide the local governments with general
guidance, but also to help the central government compute local governments' fiscal capacity to serve as a factor in
the calculation of transfers from the state budget for equalization purposes.
125 Law No 7843/94 establishes that all immovable properties have to be registered at the Immovable Property
Registry.
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revenue of municipalities. The roperty taxes (on buildings and land together) are expected to

contribute to about 20 percent of local tax revenues in the next few years.

3.28 Other local taxes and fees. Another aim of the reform was to simplify the overall

structure of the other local taxes and fees in Albania. Law no. 8982/2002 (on the system of local

taxes) reclassified the existing local taxes and fees, eliminated the turnover tax on restaurants,

discos, hotels, bars, and cafes in order to avoid double taxation of those small businesses, and

introduced a "temporary tax" as a possible alternative source of financing to cover needs

considered important by local citizens of particular jurisdictions. As indicated in Table 3.3, taxes

are now properly classified as compulsory, unrequited payments that are allocated for the general

expenditure purposes of the local government, and fees are now classified, as payments which

aim to cover the costs of goods and services provided by the local government.'2 7  Except for

vehicle registration, the local governments exert full discretion over the basis, rates, and

administration of these other taxes and fees.' 2 8

B. PATTERNS OF LOCAL REVENUES

3.29 While general government revenues from taxes and fees expanded to 17 percent of GDP

in 2002 from less than 10 per cent 1997 (Table 3.2 and Figure 3.1), collections of local

governments' own taxes and fees also increased during the period but remained quite

insignificant (to 0.5 per cent of GDP from 0.2 percent in the period). Although it is insignificant

and is mostly dependent on a number of unproductive sources, the share of local to total revenue

collectio7t of taxes and fees showed an impressive trend during the period, especially after 1998

with the shift of property tax (buildings) and the introduction of the 1 percent local tax on

restaurants, discos, hotels, and bars and cafes as local taxes (Figure 3.2).

Figure 3.1: Albania - Total Tax and Fee Revenues, Figure 3.2: Albania - Share of Local Taxes

1997-2002 & Fees, 1997-2002
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126 MTEF 2003-05 forecasts.
127 Previously, the turnover tax, the hotel tax, and the taxes on business signs, construction, and public space use

were mistakenly treated as fees.

128 The vehicle registration tax is collected by the General Directorate for Road Transportation Service and

controlled by the Road Traffic Directorate.
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3.30 The observed performance of local tax collection in the last five to six years may be a
good indication of the potential positive impact that the 2002 fiscal decentralization reform may
have on local revenues in the near future, if the law is properly implemented, in terms of both
providing the right incentives for fiscal efforts and building up local administrative capacity. In

fact, the MTEF 2003-05 (October 2002) had
Figure 3.3: Albania -Local Taxes and Fees, 1997 e

2003 estimated-even before the fiscal reform-that local
revenue would grow to 1.1 percent of GDP in 2003.
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3.31 The contribution of the new LSBT and Table 3.4: Own Local Revenues in EU
SPT to local revenues will represent a meaningful Applicant Members, 1999-2000
increase in local autonomy. Actually it is as percentage of
expected that aggregate own local revenues will Country Total
double (as compared with the pre-2003 situation Revenue GDP
without the SBT).129 It is expected that after the Bulgaria (2000) 10,0 7,3
2002 reform the LSBT and SPT together may Czech Republic (1999) 11.1 8.6
respond for about 40 percent of the local Estonia (1999) 16,2 7,8
government revenues.1 30 About half of the rest of Hungary (1999) 10,4 11,1
the local revenues will be generated by the "other Latvia (1999) 17,1 10.8
local taxes," and the other half by the "local fees Lithuania (1999) 22,0 7,3
and service charges" (Table 3.3). During 2002, Poland (1999) 8,3 12.0
these local taxes (which did not include the old Romania (2000) 10,5 4,4
SBT) contributed 53 percent of local revenue, and Slovak Republic (2000) 4,0 2,4
the local fees and service charges 47 percent Slovenia (2000) 7,9 5,3
(Table A3.1.a, in the Statistical Appendix). Mean 11,8 7,6

Source: OECD, Fiscal Decentralizatioan in EU Applicant States atnd Selestetd
EU Meniber States. Report prepared for the workshop on "Decentralization:

3.32 In 2002, the most important local taxes trends, perspective and issues at the threshold of EU enlargement", held in

were the "construction tax" (42 percent of local Copenhagen October 10-11 2002, Paris, 2002

129 It should be noted that as the LSBT and SPT will be allocated on a derivation basis, they will benefit the more
economically developed urban communities, and the countrywide disparities in own revenue collection will
inevitably increase. The government has to large extent anticipated this effect and has already adjusted the formula
for the distribution of the "unconditional grants" in order to minimize the impact. See Chapter IV.
130 Considering the additional impact of the new property taxes-on buildings and land-the property transaction
tax, the vehicle registration tax, and the elimination of the tax on restaurants, discos, hotels, and cafes and bars.
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tax revenue) and the "property tax" (20 percent). The tax on the "use of public space" generated
13 percent of revenue, and the "turnover tax." "hotel tax." and "tax on business/shop signs"
yielded between 2 and 4.5 percent of the local tax revenue each.

3.33 "Charges on solid waste services" and "business registration fees" were the most relevant
revenue items in fees and service charges, contributing 32 percent and 8 percent, respectively, to
local own revenues in 2002 (Table A3.1.a). The other five main items listed in Table 3.3
contributed only 5 percent, and the remaining 55 per cent was generated by the so-called "other
fees and service charges." which is made up of a myriad of small local government services,
including legal fees, food control fees, sanitary inspection fees, forest police fees. road
maintenance charges, daycare charges. boarding school charges, health care charges, and the
like.

3.34 It is interesting to observe that the bulk of the local government own revenues are
concentrated in Tirana Municipality and Durres District, which together collect about 50 percent
of the total (and almost 60 percent of the taxes) (Table A3. 1.b in the Statistical Appendix). Out
of the 37 districts, only 6 (Tirana Municipality, Durres, Elbasan, Fier, Korce, and Vlora) collect
70 percent of the total own local revenues-although they accommodate only 40 percent of the
country's population. This situation may reflect the differential administrative capacities and tax
efforts applied by distinct local government units, but most likely it is associated with the
objective economic and social conditions of the local populations (i.e., low tax capacity). For
example, in many districts (Kavaje. Has. Malesi and Madhe, Kuje, Permet) local governments
seem not to bother to use (or are not able to enforce) potentially important revenue sources such
as property and turnover taxes. where apparently they could. In other cases, for example with
hotel taxes and car parking fees, collection has been sporadic across districts, since it is obvious
that the activities themselves are irrelevant in the localities.'3

Figure 3.4: Albania - Own Local Revenue (District Level), 2002 Figure 3.5: AJbania - Per Capita Local Revenue Coefficient of Variation

across Districts, 2002
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1 31 Although cair parking does not appear to be collected in Tirana city either.
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3.35 Up until 2002, municipalities seem to have exploited both taxes and fees and charges,
although in some cases taxes have been used more frequently. However, communes have made
less use of taxes (Table A3.1.c in the Statistical Appendix gives some indication of this). All in
all, considerable room still seems to be open for local government units to review and explore
their own revenue sources in the near future (apart from the obvious benefits that municipalities
can obtain from the newly regulated building tax, and that communes can obtain mainly from the
newly restated land tax).

Disparities in Local Per Capita Own Revenues

3.36 There is a considerable disparity in per capita own local revenue collection at the district
level (Table A3.1.d in the Statistical Appendix). In 2002, while per capita own local revenues in
Tirana and Durres were 3.585 lek and 2,269 lek, respectively, in Has, Tropoje and Malesi and
Madhe they were only 189, 179 and 87 lek, respectively (Figure 3.4). With an average per
capita revenue of 742 lek, the coefficient of variation of the per capita own local revenue
distribution is as high as 0.9 (1.2 for the taxes and 0.8 for the fees and charges) (Figure 3.5).

Own Local Revenues Across Municipalities and Communes

3.37 Table 3.5, based on a sample of 10 municipalities and 15 communes obtained from the
MoLGD,132 confirms the above analysis of the small size of own local revenues as a source of
finance for the majority of local government units in Albania. In this sample, while own local
revenue is only 7 percent of municipalities' revenue, it is less than 3 percent of communes'
revenue. The insignificant own local revenue collection, particularly in the case of communes,
leaves these units in an extremely weak financial situation, vulnerable to any unpredictable
changes and highly dependent on transfers from the center (Chapter IV). Moreover, this lack of
revenue autonomy tends to impinge negatively on service delivery efficiency and on
accountability to the citizens.

3.38 The sample corroborates the enormous disparities between municipalities vis-a-vis
communes, and also among municipalities and among communes. The average per capita own
revenue in this sample is 754 lek for municipalities (a maximum value of 1,456 lek and a zero
minimum value), and 166 lek for communes (with a maximum value of 401 lek and a zero
minimum value)-i.e., some small municipalities and communes are 100 percent dependent on
transfers from the center. The disparity in own revenue collection, indicated by the coefficient of
variation, is larger among the communes than among the municipalities (0.75 as against 0.69),
but this internal disparity has been substantially reduced by the 2002 new unconditional grants
distribution formula, which ends up reducing the coefficient of variation for the total local
revenue among communes vis-a-vis that of municipalities (0.32 as against 0.43). 33 To a large
extent, these revenue patterns may be due to disparities in revenue capacity (and maybe to a
distinct tax effort) across municipalities and communes.

132 Data refer to 2002 budgets. (Data include neither Tirana nor Durres). For details on this sample, see Chapter II
and Tables A2.1 and A2.2 in the Statistical Appendix.
133 On the new unconditional grants distribution formula, see Chapter IV.
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Table 3.5: Albania - Local Revenues, Selected Munic palities and Communes, 2002 (*)
Municipalities in._Communes

Revenue Source Value Value Av. Value Std. Dev. Coef.of Max. | Av. ValueStd. Dev. Coef.of
vle vleI I - Var. Value IValue I. Varl.

(in percentage of total Inflows) (in percentage of total inflows) V_ar

Own revenues 13 1 0.0 7.0 5.2 0.75 7.6 0.0 2 9 2.6 0.88

Taxes 12.7| 0 0 5.2 4.5 0.86 6.2 0.0 2 4 2.1 0.87

Non-tax revenue 8.31 0.0 1.8 2.6 1.46 3.3 0.0 0 5 0.9 1.70

Grants 100.0 86.1 93.0 5 2 0.06 100.0 92.4 97.1 2.6 0.03

conditional 71 8 43.1 61.8 9 2 0.15 85.7 58.7 72.5 8.3 0.11

unconditional 44.2 23.0 31.2 6.1 0.20 36.3 12 3 24.6 7.5 0.31

(lek per capita) (lek per capita)

REVENUES 20,584 5,847 11,714 5,050 0.43 11,332 3,798 6,824 2,168 0.32

Own revenues 1,456 0 754 521 0.69 401 0 166 124 0.75

Taxes 1,369 0 567 447 0.79 296 0 133 98 0.73

Non-tax revenue 874| 0 187 268 1.44 190 0 32 55 1.70

Grants 20,162| 5,446 10,960 5,054 0.46 11,274 3,508 6,658 2,227 0.33

conditional 14,783 3,431 7,460 4,093 0.55 9,710 2,441 5,072 2,129 0.42

unconditional 5,379 2,0151 3,5001 1,177 0.34 2,150 616 1,587 400 0.25

(*) sample of 10 municipalities and 15 communes. See Table A.2. ... in the Statistical Appendix
Source: Ministry of Local Government questionnaires (raw data not validated). Actual revenues and expenditures 2002

C. MAIN ISSUES

3.39 The main issues regarding local revenue assignment and autonomy emerging from the

above analysis include: (i) low local revenue autonomy; (ii) pitfalls stemming from the 2002

fiscal reform; (iii) lack of a broad-based national tax-sharing scheme; (iv) inadequate use of fees

and service charges; (v) inadequate property value assessment; (vi) weak tax administration

capacity; and (vii) considerable disparities in per capita own revenue between and across

municipalities and communes.

3.40 Local revenue autonomy remains low despite the significant progress represented by the

2002 fiscal reform, with the introduction of the LSBT, the SPT, the ALT, and the vehicle

registration tax. First, even considering the estimated yields of the new sources of local revenue,

Albania is still lagging far behind its comparator European countries in transition. Second,

although local governments are entitled to the tax proceeds on a derivation basis, they are

allowed neither to assess the tax bases nor to set the tax rates for the SPT and the vehicle

registration tax, which are still centrally determined. Third, apart from benefiting municipalities

and communes, the recent fiscal reform did not address the issue of lack of specific revenue

assignment to the Regional Councils, leaving them, practically, without any revenue generating

capacity of their own-which is no incentive for accountability.

3.41 Pitfalls in the 2002 fiscal reform may entail a non buoyant local tax system; owing to

the following:

(a) The tax liability of the newly assigned local taxes (LSBT, ALT, property tax on

buildings, and vehicle registration tax) is not ad valorem based, and only

determined by specificfixed quotas (i.e., in lek, lek per m2, lek per ha, or lek per

vehicle, respectively). Moreover, the law does not prescribe any periodic
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adjustment mechanism of these specific quotas that could take account of
inflation or any other revaluation of the tax base'34 ;

(b) The curtailment of local tax policy discretion (on the base assessment and on the
tax rates/quotas) that emerged from the split of the small business turnover tax
into two components (LSBT and SPT). Both the indicative LSBT fixed quota
scale and the SPT rate are determined centrally.

(c) The excessively complex tax collection and control system with the introduction
of the two taxes on small businesses (both using the same business turnover as a
base), which submits the taxpayers to two separate administrations (the central
and the local). First, inevitable competition between the two administrations in
the search for taxpayers with turnover close to the VAT threshold (8 million lek)
will tend to arise. While the LSBT is centrally administered (at least during the
initial two-year transition period), there may be a natural inclination to subject as
many taxpayers as possible to VAT. Second, in the absence of additional
adequate incentives, the GTD will tend to suffer much more pressure to prioritize
the use of its resources to collect the national taxes (VAT instead of SPT). In
both cases, the local tax base of the small business taxes (LSBT and SPT) may
tend to fall.

3.42 No broad-based national tax-sharing scheme has been implemented as yet. Although
Law # 8652/2000 has identified the CIT and the PIT as national taxes to be shared with the local
governments, no decision has as yet been taken on the implementation of any regular tax-sharing
scheme. 135  The uneven distribution of the bases of these taxes across local governments units
has apparently been used as a pretext, but inaction in this area leaves a door open for "fiscal gap
fill" negotiations and inefficiencies.'36 While this lack of definition continues, the size of the
annual "unconditional grants" remains as an unknown fiscal variable and is subjected to endless
negotiations between the central and local governments. This not only leaves local revenue
unpredictable (including for the MTEF exercise), but also detracts the attention of the central and
local policymakers from other more relevant fiscal policy formulation and implementation
matters.

3.43 The inadequate use of fees and service charges observed in the recent past will tend to
continue in the future if new legal provisions do no allow for more flexibility. Although the
2002 fiscal reform already allows local government to freely set new rates for local taxes and

134 The tax policy experience in Albania with the system of specific quotas (first fixed by law in 1994) has not been
positive, since these quotas were never updated until the 2002 reform-despite the fact that the increase in actual
value of estates has been considerable. In the absence of periodic adjustments in the specific quotas, a continuous
decline of local tax collection in real terns will tend to occur and local governments will face increasing budgetary
problems.
135 It should be noted, however, that neither the CIT nor the progressive PIT are ideal taxes to be directly shared
with subnational governments on a derivation basis. The CIT revenue yield tends to be highly volatile, usually its
incidence is likely to be outside the jurisdiction, and it is easily exportable, so that the link between taxes paid and
the benefits received from local public services tends to be very weak. Sharing the CIT would also exacerbate
horizontal disparities, since its base is unevenly distributed across jurisdictions. The national PIT has a progressive
rate between 5 and 25 percent. and thus an explicit redistribution function. Income redistribution should be an
exclusive function of the central government, and local governments should not be meddle with it.
136 The absence of a pre-determined, fixed rule on this matter gives local authorities a good excuse to bargain for
discretionary transfers from the center.
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fees (conditional on being consistent with national policies and regulations), Art. 33 of Law #
8652/2000 sets conditions that the approval of local decisions on these matters be backed by at
least a three-fifths majority of Local Council votes.'37 This problem will tend to become
particularly acute in the near future with the conclusion of the transfer of the "water and
sewerage supply" responsibilities from the state to the local governments. Albania does not yet
have clear tariff policies for the utility services, which allow the utility companies to recover
costs (and to stop accumulating arTears) while providing affordable services to the poor. In
addition to the removal of current restrictions, central and local authorities have to be aware that
a proper and an enhanced use of fees and user charges (one that allows for some scheme of cost
recovery) is essential to (i) rationalize the use of public services, increase efficiency, and ensure
a sustainable supply; and (ii) reduce the vertical fiscal imbalances and the pressures to raise
revenue from general taxes.

3.44 Inadequate property value assessment may prevent the country from using property
taxation to its full potential and as one of the most appropriate and important own revenue
sources for local governments. As the registration of properties is not yet completed and the real
estate market is not sufficiently developed, the tax base for both buildings and land has still been
the surface area in square meters or hectares-only differentiated according to use and regional
location in the country. Although the law allows some autonomy for the
municipalities/communes to adopt sub-categories of specific quotas (based on local general
typologies), the system still falls short of reflecting any proxy for actual market value-
important specific parameters are still absent (e.g., the specific location of the property, the age
and quality of the constructions). Despite the ongoing efforts toward the completion of the
register of land properties. it seems that the design and implementation of a reliable cadastral
system for properties (for buildings and land) has not been scheduled to date. Moreover.
property tax exemption for "taxpayers qualified as poor," (Law # 8982, Art. 10.5.a) if not
granted on the basis of strict eligibility criteria, can become a source of many loopholes in the
property tax legislation and may depress the local tax base.

3.45 Weakness in tax administration capacity has been a major challenge for greater local
revenue autonomy. As is the case with other aspects of the local administration, the capacity for
administering local taxes, fees, and service charges is variable. While the larger urban centers
seem reasonably equipped to expand their responsibilities to administer and collect their own
revenues, the smallest municipalities and the communes, owing to size and lack of capacity, will
find it difficult to perform this function well. In this regard, the recent debate in the context of the
2002 fiscal reform is indicative of the issues involved with the assignment of tax administration
competencies. On the one hand, the GTD of the Ministry of Finance has argued that, apart from
the lack of a minimum required scale of operation, not all local governments have the
infrastructure and technical expertise to satisfactorily administer the assigned local taxes (in
particular, the LSBT). On the other hand, the local governments have contended that the GTD is
usually more concerned with collecting the larger national taxes (CIT, PIT, and VAT) and only
marginally pursues the collection of local taxes. According to the latter argument, local taxes

137For the 2003 budget. Tirana Municipality managed to negotiate the support of part of the minority Councilors to a

decision concerninig the administration of local small business taxes. More recently, a draft law to amend the local
self-government law was approved by the Council of Ministers and is pending of decision by the Parliament (see

above reference on1 this issue).
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would be more productive if administered by local governments directly, since they are better
positioned to know the individual situations of local taxpayers. The local administration,
however, would require a substantial upgrading of local administrative capacities.

3.46 Disparities in per capita own revenue between and across municipalities and
communes tend to be increasing for the near future. Two expected outcomes of the 2002 fiscal
reform, due to the assignment of own revenue sources to local authorities on a derivation basis,
will be: (i) a positive incentive for local tax collection efforts; and thereby (ii) an increase in per
capita revenue disparities, owing to the existing skewed distribution of economic base and
revenue capacity across jurisdictions.38 This is a major equity concern to be addressed by the
central government, with a more intensive use of compensatory fiscal instruments aiming at
equalization.

D. OPTIONS AND RECOMMENDATIONS

3.47 To properly address the above main issues on local revenue assignment and autonomy,
the government may consider some key policy options to strengthen its decentralization strategy.
Feasible policy options should be examined, prioritized, and sequenced in order to define a clear
strategic direction essentially aimed at: (i) boosting fiscal efficiency and accountability, by
increasing local own revenue autonomy; (ii) maximizing local own revenue collection, by
strengthening local tax administration; and (iii) improving the fairness of the fiscal system, by
reducing regional disparities in per capita revenue.

3.48 Boostingfiscal efficiency and accountability has been a major goal of the government's
decentralization strategy. At the present stage, this goal could be strengthened by: (a) improving
local revenue autonomy and fostering a buoyant local tax base; (b) setting up a legally pre-
determined, broad-based national tax-sharing scheme; (c) consolidating the small business
turnover taxes (the LSBT and the SPT); and (d) rationalizing the use of fees and service charges.

(a) Improving local revenue autonomy could immediately increase the potential efficiency
gains of fiscal decentralization, since it would remove the possible excuses of local
authorities for not being accountable for policy results. The 2002 reform has already
introduced a degree of autonomy by allowing local authorities to decide, at the margin,
on the LSBT quotas and on the rates and bases of local fees and charges. Much still
remains to be done in terms of increasing local revenue autonomy, so that local
authorities can address local difficult problems of vertical imbalances in a responsible
manner-i.e., by giving the community itself the responsibility for raising the resources
that would satisfy their local needs and choices. Any new tax assignments given to local
governments should preserve two principles: (i) they should be tax-burden neutral, in the
sense that the overall tax burden would not increase; and (ii) they should avoid tax
competition among jurisdictions, by allowing the choice of the local tax rate to be made
within a bandwidth fixed by law. In this regard, a modified version of the current
personal income tax (PIT) can be an option, and become a strong candidate for

138 See, for instance, a UNDP/HDPC estimate of the regional "index of GDP per capita (PPP US$)," which varies
from 0.713 (Tirana Region) to 0.459 (Kukes Region). UNDP/HDPC, "Human Development Report, Albania
2002-Challenges of Local Governance and Regional Development," December 2002.
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assignment to the local governments in the medium and long-term. On the one hand, this
tax has the most desirable features as a local tax: it is by far the most potentially
productive source of revenue; it is directly related to product and income, and thus is a
buoyant source of revenue; it is associated with the consumption of local services (tax-
benefit relation); and it can be easily apportioned among jurisdictions. On the other hand,
the current PIT is a progressive tax (rates vary between 5 and 25 percent), and as such it
should be a central government policy instrument. 13 9 Therefore, from the efficiency and
equity viewpoints, an option may be to split the PIT into two components: (i) a national
progressive PIT rate totally regulated and administered by the central government, with a
share of the proceeds allocated to a "tax-sharing pool"140 earmarked to finance the
"unconditional grants,', 4 1 (to be distributed to local governments according to formula-
based criteria) and (ii) a local proportionial PIT rate piggybacking on the national
progressive tax, over which the local authorities could levy between a minimum and a
maximumflat local rate (for example, 1-3 percent). For the sake of convenience, both
PIT components could be collected by the GTD and the local proportional PIT
immediately allocated to the jurisdictions on a derivation basis, according to the
residence of the taxpayer. 142  This local proportional PIT would have all the above-
mentioned advantages, which would ensure local governments a buoyant tax base, while
encouraging local tax efforts (in collaboration with GTD) and increasing local tax
autonomy and accountability. One alternative option could be to assign the proportional
PIT tax power to the Regional Council authority instead, according to the government's
final decision on the assignments of expenditure responsibilities to the Regions.'4 3

(b) Settinig up a legally pre-determined, broad-based nationial tax-sharing schemne is the next
critical step in completing the system of intergovernmental fiscal relations. However,
this decision may be a complex process because, in principle, it should be preceded by
some reasonable estimate of the size of the costs of competences attributed to the local
governments, net of their own resources and other transfers from the center. Currently,
the intergovernmental situation is as follows. On the one hand, there is no regulated
shared tax scheme in place as yet, despite the fact that Law # 8652/2000 (Art. 17) has
authorized that "a portion of certain central government taxes, such as personal income
tax and company profit tax" should be shared with local governments (municipalities,
communes, and regions). On the other hand, apart from the several earmarked transfers
(to finance investments, wages of teachers and doctors, and social assistance to the poor),
there is an "unconditional grant" mechanism which is financed out of the general state
budget (see Chapter IV). To date, the latter has been functional from the

139 A progressive tax rate is a distribution policy instrument aiming at equity objectives. The benefit area of the
distribution policy is the whole nation, and thus this is a national (or central government) concern. For efficiency
reasons. subnational governments should not be involved with distribution policy instruments.
140 See below and Chapter IV.
141 Which is consistent with what is prescribed by Law # 8652/2000 (Art. 17.1.a).
14- In addition to satisfy the principle of fiscal-burden neutrality, the uniform scale of the progressive rates of the
national component should be reduced accordingly, so that the local governments' piggyback surcharge would have
enough room and the overall tax burden would not necessarily increase.
143 One issue to be considered in this case is the question of "taxation without representation" (i.e., whether a
Regional Council formed by indirectly chosen members from individual communities would have enough political
legitimacy to levy taxes on the population of the entire region).
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distribution/allocation viewpoint. Following the pretext that the attribution of
competences has not yet been completed, the absolute size of the "unconditional grants"
(previously the so-called "block grants") has been determined annually after a
painstaking bureaucratic and political bargaining process, supported by no technical
rationale. A better option to resolve these apparently disconnected schemes of local
financing and bring the intergovernmental fiscal relations to a logical closure would be to
start by pre-determining the level of tlhe currenttfinanicinzg of the "unconditional grants" as
a fixed percentage of the national shared taxes (i.e., "a portion of certain central
government taxes, such as personal income tax and company profit tax" as prescribed by
the law) and to finally adjust this percentage whenever the attribution of
responsibilities/competences is considered completed. In this way, the initial fixed
percentage level would, in principle, implicitly reflect the perceived current standards and
costs of services and the desired level of equalization. 14 4  This option of coupling the
financing of the current state budget transfers mechanism with the shared taxes would
provide a closed intergovernmental fiscal relations system where the criterion for
determining the size of the "unconditional grants" (which already embodies an
equalization component) would be known in advance, and would be immune to
bureaucratic and political influences. In this way the current concerns that the shared
taxes would increase regional revenue disparities would vanish, since in the proposed
option the shared taxes would only be a source of financing for the "resource pool to be
transferred to the local governments on an equalization basis" (currently, the
"unconditional grants"), instead of being distributed on a derivation basis. Therefore, this
coupled scheme would simultaneously (i) solve the problem of the pending shared taxes,
and (ii) clearly define a pre-determined source of resources for the financing of the
"equalization fund" that would become transparent, predictable, and easily identifiable by
both the central and local authorities. This would allow for more reliable expenditure
planning (and would also be consistent with the MTEF). 145

(c) Consolidating the s7nall business turnover taxes into a sinzgle tax would simplify tax
administration and restore a buoyant revenue base for the local governments. The fixed

144 Actually, adjustments in the fixed percentage of the shared national tax may be required when the initial
conditions change substantially in the future (e.g., in the case of substantial changes in local resources and needs, the
attribution of new competences, variations in the desirable standard of services, and the desirable degree of
equalization). Nevertheless, these adjustments should occur only sporadically, as a result of ample debate supported
by technical analysis, in order to give the system some degree of stability and predictability. In this regard, it would
be preferable that the shared-tax percentage be fixed in the organic law rather than just being left to the annual
budget execution law.
145 Further refinements can be introduced in the calculation of the base, in order to stabilize the vertical fiscal
balances over time. For instance, it is well known that the corporate income tax (CIT) is not the best tax to be
shared, because it is usually unevenly distributed (which for the proposed option is not relevant, by the way) and its
yields fluctuate over time. In this case, it may be preferable to share either VAT or the total of the three main taxes
(VAT, CIT, and PIT). This should not alter the amount of the total allocation to the equalization resource pool (i.e.,
the "unconditional grants"), but would considerably improve the predictability of the annual flows of grants going to
the local governments. For example. in 2002, unconditional transfers (excluding SBT) expressed as a percentage of
the sum of PIT and CIT were about 37 percent, while as a percentage of all of the most important national taxes
(PIT, CIT, and VAT) they are only about 10 percent. Over time, the latter percentage tends to be more stable than
the former, since while the collection of CIT may tend to fall, that of VAT tends to rise. If even more stability and
predictability are desirable, then the referred bases could be calculated as a uiioving average of the shared taxes.
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quotas of the current LSBT should be converted into a flat ad valorem rate (say 1 percent)
and added to the 4 percent rate of the SPT. As the tax base would continue being the
same presumptive value of the local business turnover, the new tax should keep the name
LSBT (and certainly it would no longer be associated with income tax legislation). The
new consolidated LSBT should be operated with a sinzgle inidicative flat rate, legally
determined,' 4 6 but each self-governiment unit should be left with the power to choose its
own tax rate within a bandwidth (say between 3-6 percent), according to local
preferences and needs. 1 47  The advantage of empowering the Local Councils with
discretion for their own rate of the LSBT would represent a strong incentive for an
increase in the allocative efficiency and local accountability, since the local authorities
would have to persuade their constituencies on the advantages of adopting different tax
rates from neighboring communities, in accordance with the benefits of the public
services as perceived by the citizens. A single flat rate mechanism would avoid the
problem of the taxpayers having to report to more than one authority. The tax
administration should continue with the GTD during the transition phase, and the entire
tax yield should be allocated to the local government on a derivation basis. Another
advantage would be that, the need for the frequent cumbersome adjustments to the scale
of the fixed quotas by the Local Councils would disappear.

(d) Rationalizinzg the use offees anid service charges should be considered by the government
as the next important step to follow the full discretion on base and rates recently
established by Law # 8982/2002. First, the system should be reviewed and streamlined
by removing the "nuisance" charges and fees (among the myriad of small existing items)
that may be not well justified on equity grounds, or that most local governments have not
bothered to collect (e.g., dog licenses). Second, sectoral strategies and tariff policy
guidance for the utilities should be spelled out; this should include a clear separation
between the tariff policies intended to recover costs and the social (subsidy) policies
aimed at equity objectives, wherever possible. This orientation is especially important to
ensure a sustainable delivery of utility services while taking into account the living
conditions of the population (as recommended in Chapter II). Third, the three-fifths
voting requirement rule for decisions on rates of local taxes, fees, and tariffs should be
replaced by a simple majority rule, in order to bring greater flexibility to the Local
Councils' fiscal decision process. Fourth, it is important to consider the feasibility of
augmenting the present system with the addition of buoyant and equitable sources of
local revenues, such as levies on some public utilities, on vehicle property transfers, or on
driving licenses. The levy on public utilities can sometimes take the form of surcharges
and could be collected together with the respective tariff bills, using the same public
utility provider as agent. Levies on both vehicle property transfer and driving license,
currently central government fees,148 might be shifted to local governments with their
yields still being collected by the General Directorate of Road and Transportation
Services (which already collects the existing "vehicle annual registration fees"). These

146 To work as a reference rate for the local councils and to be used by the central government for determining local
tax capacities, transfers etc.
147 Which, on the one hand, would expose the local population to the costs of the preferred service standards and, on
the other, would make the (elected) local authorities accountable for the results.
14R Law 8977/2002. (Art. 4, items 6 and 20).
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levies would have the following features: (i) simplicity, with a low cost of administration;
(ii) easily tailored to each jurisdiction; (iii) justifiable on equity and environmental
grounds; and (iv) contribute to a growing, buoyant local revenue base.

3.49 Maximizing local own revenue collection is critical to providing local authorities with
the necessary means to fulfill their responsibilities in public service delivery, and to alleviating
the burdens on the state budget. Because results in this area may take time to mature, the
government may wish to start taking action in the near future, especially by: (a) improving the
system of property value assessment; and (b) upgrading capacity for local tax administration.

(a) I,nprovinig the system of property value assessmtient with the adoption of an ad valorem
market assessment system should be the strategic direction for Albania in the mnedium
and long terms (Box 3.3). Nevertheless, since at the moment the real estate market in
Albania is not sufficiently developed to permit full-fledged market based value
assessment, the reform process tends to take time and can only be implemented
gradually. For instance, in the medium term, valuation principles, while based on market
values, should remain simple, allowing for mass-valuation procedures, which should be
subject to an indexation mechanism between regular updates. This initial simplicity of
valuation would also ensure that future regular cadastral updates could be done easily and
in a cost-effective manner. As the real estate market develops, a more comprehensive
fiscal cadastre should be designed, taking into account that implementing a cadastral
system is a complex and expensive project. Therefore, steps should be taken in the near
future in order to find proper financing, build capacity, and pilot the main cities.
Meanwhile, the government may consider it urgent to address two major weaknesses
related to the valuation of the current property tax base: (i) the eligibility criteria for
granting exemptions for the poor should be brought in line strictly with criteria applicable
for social assistance; and (ii) cross-referencing information among the four main
components of property tax administration (identification of properties, record keeping,
assessment and collection) have to be substantially upgraded, and the government may
want to consider taking urgent action on this. The current inadequacies of property tax
records is mainly due to the lack of proper coordination among the Office for
Registration of Immovable Properties, the local offices that handle building permits, and
the utilities enterprises providing the public services (e.g., KESH and the water
companies). 149

(b) Upgradinig the administrative capacity for local tax collectioni is critical to the successful
implementation of the decentralization strategy in Albania at this stage (Box 3.4).
Currently, both central and local governments are responsible for collecting taxes, fees,
and service charges. The capacity of the local tax administration in Albania varies
considerably, from being practically nonexistent at the level of most communes to being
quite suitable at the level of main cities (particularly Tirana). Nevertheless, with proper
training, decentralized tax administration may work properly in Albania, at least for the
larger municipalities, with regard to immovable tax bases, such as buildings and land

149 Insufficient administrative capacity can be addressed with several tools already mentioned in the text (e.g.,
interjurisdictional cooperation, upward delegation).
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(although some problems still exist with registration and valuation), and small businesses
whose location cannot move easily. For example, when property tax administration was

transferred to local governments in 1999 revenue collections fell initially, because the

local tax departments were not adequately prepared to manage the tax. However, in the

following years local governments modernized their own tax administrations and were

able to improve revenue collections considerably. This provides eloquent evidence of the

positive effect that the decentralization of tax administration may have as an instrument

of tax effort incentive, as long as a transition period is allowed and adequate training is

provided by the central government to local governments. The implementation of LSBT
local administration is the most urgent case that deserves closer attention from the central

authorities. A two-year transition period was envisaged by the law for the transfer of this

competence, but the MoLGD and the new Agency for Training Local Government, in

collaboration with DOPA and GTD, should put in place as soon as possible a national
capacity building program for the local governments with a feasible implementation
program financed either donors or by the state budget. During this transition period,

action should also be taken to address the problem of the differential implementation
capacity among local governments and to make available to them alternative instruments
to accomplish an effective local tax administration-such as training programs,
asymmetric transfer of competencies, including upward delegation to regions, horizontal
interjurisdictional delegation and/or cooperation-consistent with the country's
comprehensive tax administration reform strategy.' 50

3.50 Improving the fairness of the fiscal system is an unequivocal policy direction to sustain
social stability in Albania, consistent with the EU cohesion principle. This can be achieved by

proceeding with the government decentralization strategy initiated in 2000 and completing the

intergovernmental fiscal relations reforms accordingly. It must be acknowledged up front that

distinct jurisdictions with different initial residential, commercial, and industrial bases will tend
to benefit differently from policies that aim to improve the incentives for local tax efforts and
autonomy, so that, in general, the already well-off regions tend to benefit most in the short run.

This fact, however, should not be a reason for procrastinating with the implementation of the
decentralization process (e.g., the assignment of shared taxes commensurate with the attribution

of responsibilities and the fiscal imbalances). Instead, in order to ensure that more than one
contradictory objective (efficiency and fairness) can be satisfactorily reached, more than one

policy instrument should be used simultaneously. For this reason, the utilization of fiscal
equalization mechanisms, which are already partially in place (e.g., the "unconditional grants"),
should be strengthened, completed and adjusted accordingly over time to compensate for the
limited revenue capacity of the poorest jurisdictions. Chapter IV deals in detail with this issue.

150 Regarding the collection of taxes on mobile bases, administration should always be at the center, even when these

revenues are to be shared with or allocated to local governments (such as VAT, CIT).
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Box 3.3: Property Tax in Transition Economies
Many transition economies (e.g., Estonia, Lithuania, Latvia, Romania, Poland, the Czech Republic, Hungary, and
Slovenia) have decided or are contemplating to introduce ad valorem property taxes to overcome the inadequacies of
systems based on surface area self-declaration and an incomplete registry of properties.

Ad valorem taxation is a critical step in the process of introducing property taxation, so that this tax can
really become one of the most important own sources of revenue for local governments. This step should naturally
parallel the development of the market-based economy with increased transactions and new investments in real
estate. Ad valorem property taxation based on market assessments offers greater potential for revenue growth than
the area-based systems: it has a larger and a more dynamic base, since the latter is likely to grow in line with the
GDP. Nevertheless, a system of market assessed values necessitates a more comprehensive registration system with
frequent updating.

The difficulties in the implementation of ad valorem property taxation are associated with the
administrative and political aspects typical of economies in transition, such as: (i) the difficulties related to the
assessment of the market value of specific properties (land and buildings) because of the relatively low level of
market transactions; (ii) the inadequacy of registries and cadastres, including incomplete ownership data, and out of-
date information on new constructions and on improvements to the existing stock; (iii) concerns related to the
increased fiscal inequalities between richer and poorer jurisdictions; and (iv) the lack of administrative capacities,
particularly in the smallest jurisdictions.

Ways to address the above implementation issues include the following:
(i) Where the real estate market is not sufficiently developed to permit fully fledged market-based

assessments, the reform can be implemented gradually. In the short term, valuation principles, while based on
market values, should remain simple: for example, they could allow for mass valuation procedures which could be
subject to an indexation mechanism between the regular updates. This initial simplicity of valuation can also ensure
that future regular updates can be carried out in an easy and cost-effective manner. In the medium term, as the real
estate market develops, a more comprehensive fiscal cadastre should be designed accordingly;

(ii) The inadequacy of property tax records is in general due to the absence of proper coordination
among the institutions involved in property registration management, the local office that handles building permits,
and the tax collection agents. A more effective property tax administration requires action from the central
government toward improving cross-referencing of information among all the institutions involved in the entire
administrative process-identification of properties, record keeping, assessment, and collection;

(iii) Naturally the introduction of ad valorem property taxation, allocated on a derivation basis,
tends to increase inequalities across jurisdictions, since urban jurisdictions with a growing residential, commercial,
and industrial base are expected to benefit most from a market based property tax. However, mechanisms of fiscal
equalization can be designed to improve distribution across jurisdictions, by compensating the poorest ones for their
limited revenue capacities;

(iv) Insufficient administrative capacity can be addressed through the use of several tools, including
centrally financed training programs, interjurisdictional cooperation, upward delegation to regions or central
authorities, among other means.

Sources: Malme, Jane H. and Joan M. Youngman. The Development of Property Taxation in Economies in Transition. Case
Studies from Central anvd Eastern Europe, World Bank Institute Leaming Resources Series, The World Bank, 2001; Paugman,
Anne "Ad Valorem Property Taxation and Transition Economies, ECSIN Working Papers, No.9, June,1999; and Dillinger, W,
Property Tax Reform: Guidelines and Recommendations, UMP 1, World Bank, 1992.
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Box 3.4 Tax Administration in Multilevel Governments

Sometimes tax policies have failed because of insufficient tax administration
implement them by: (i) enforcing the tax laws uniformly to achieve efficient tax (ii)
fostering voluntary tax compliance by taxpayers. Especially in transition
interrelated features of the tax systems that can hamper tax administration

a. lack of recipr-ocal between tax payers he tax authorities which reduces
compliance. Sometimes tax collectors are perceived as a source of
and corruption for the citizens and the

b. lack of traditioni onz -assessmi,e. which would streamline the strative burden
on the tax authorities. (In general, voluntary compliance is spurred by a
assessment where taxpayers are in charge of determining their own tax
reporting and paying of due

c. Iack offfair diure (based on clearly defined rights and obligations of the tax
and the taxpayers) for appeals to the courts against the decisions of the tax
resolve tax

These problems are further complicated when more evel of government is
collecting taxes. Each level of government can create its own organizational structure
tax administration. which may draw to economic inefficiencies because of lack of
duplication of rts between the levels -administration. Moreover, taxpayers may
compliance costs as

Although the advantages and disadvantages of a fully centralized tax vs. a
tax administration are well literature (Table below), the design of a
multilevel tax administration model needs to take account of the country's particular
instance, economies where the informal sectors are large. the tax evasion is high, ation
ineffective, the country should obtain significant gains in compliance by revamping
administration procedures. The Albania case is particularly challenging, -third of
economic activity in 2000 was reducing the size of the "shadow economy" is
one of the main objectives of the National Strategy for Social and Economic
Also. broadening the tax base and favoring integration of informal activities into the is
also a prerequisite for effective negotiation with the European Union on the
Association Agreement

Advantages and disadvantages of different models of tax administration

Central Govemment Tax Administration

Advantages Disadvantages

* One organization Perception of less local control over revenues, especially

* Clear lines of authority if accompanied by central govemment control over rate

l Same process and procedures structure

l Uniform rules and regulations
One computer system, one taxpayer record for all taxes

* No need to exchange information
* Delinquent accounts may be more easily detectable

Uniform treatment in assessment, audit, penalties and

appeals
* Simplifies auditing of all taxes for each taxpayer

* Same training and same manuals
Multilevel Tax Administration

Niore responsibility of local tax administrators for m National policies (including stabilization) may not be

revenue performance implemented correctly

* More flexibility for local tax administrators Duplication of effort is possib le, if more than one

NMore appropriate for certain types of taxes (with administration is used for single tax base

immovable bases such as property taxes) * Potential for non uniform treatment of taxpayers

* May reflect political/constitutional requirements Vanous tax administration functions may not be staffed

l More freedom for local policymakers to respond to local adequately (e.g. in the smallest jurisdictions)

preferences, if effective administration is feasible * Effectiveness may suffer if the various tax

administrations do not coordinate among themselves

* Taxpayer compliance costs may be relatively higher

S,n ... ds Charles L Vernon aind Ehtisham Ahmad, TLr Adnignii,trirtni, in Teresa Ter Minassian (editor), Fisical Fededralsi in Theoin and Prati( ie.

tMF. 1997. p. t08-t32: and See Jan-Peter Olster, The Infoiirnal Sector- Impedinig Fcononic deivelopment?, in Albania: Selected Issues

and Statistical Appendix, IMF Country Report No. 03/64, March 2003.

81



i

i
i

i
I i

I
I
I
i

I



4. MATCHING RESOURCES WITH RESPONSIBILITIES

4.1 Given the degree of local revenue autonomy and capacity, the decentralization of

responsibilities invariably tends to give rise to vertical and horizontal fiscal imbalances. Albania

is no exception. An important dimension of the challenge of inequality in Albania is the

mismatch in the balance of resources and responsibilities between the state and local

governments, and among the local self-governments themselves. This challenge needs to be

addressed through a system of transfers. The present chapter looks at the fiscal imbalances in
Albania, how the system of transfers has been operated, how successful it has been in solving

these fiscal imbalances, and what could be done to improve the system.

A. FISCAL IMBALANCES AND TRANSFERS

4.2 Verticalfiscal imnbalances result from the mismatch between expenditure responsibilities
and revenue-raising powers at different levels of government. In many cases vertical fiscal
imbalances can be explained on efficiency grounds. and may arise from a centralized tax

administration (in order to avoid tax competition and inter-jurisdictional tax distortions) or may

result from an inappropriate discharge of responsibilities (e.g., unfunded mandates).

4.3 In principle, a straightforward measure of the size of the vertical imbalance could simply

be the structural (ex ante) fiscal deficits of the respective government level. These deficits would
be a reflection of the inability of the respective government tier to finance its responsibilities. In

practice. however, the available measures of the fiscal deficits in Albania (as with most

countries) are only the actual (ex post) budget deficits, which are biased because by law (i) local

budgets must always be balanced, and (ii) only the central government can access borrowing to
finance budget deficit. By definition, this would render a situation of no vertical imbalance from

a local government perspective, although it is well known that arrears accumulate and many
service entitlements are not always satisfied.' 51

4.4 An alternative way to measure vertical fiscal imbalances is by taking the share of

responsibilities that local governments are able to finance exclusively from their own sources of

revenues (i.e.. those over which the local governments have full control.) 52 In this case, also,

151 Budget execution in Albania is on a purely cash basis, controlled by a unified Treasury system. As there is no

binding commitment phase in the expenditure payment process, situations are not uncommon in which the central
authorities have to either authorize an extraordinary loan to local governments to fulfill their obligations or else

leave arrears accumulate.
152 In situations where the local governments have a statutory share of national taxes, with at least some degree of

cont-ol over this allocation. then shared taxes should also be included. This is not the case in Albania. where no tax

sharing arrangement is as yet in place.
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local responsibilities and local revenues should be measured from an ex ante perspective (i.e., in
terms of potential impacts). However, in Albania the latter is not a practical measure, since the
standards for services have not yet been determined and the quality of information on local
revenue capacity is highly questionable. However, if only as an illustration, the data on actual
local expenditures and actual own revenues could provide a ballpark estimate of the current
coefficient of vertical imbalances in Albania. Data from Table 3.1 (Chapter III) suggest that
although declining overtime, especially in the last three years, the fiscal imbalance affecting the
local governments is still extremely high in Albania: the coefficient of vertical imbalance fell to
0.87 as projected to 2003 (taking into consideration the impact of the 2002 fiscal reform), from
0.99 in 1995.153 This constitutes a major issue to be addressed by the government's
decentralization strategy, with regard to the design of a more balanced intergovernmental fiscal
relations and local government finance.154

4.5 Horizontal fiscal i,nibalanices result from the divergence between expenditure needs and
the respective tax capacity across regions at the same government level (regions or
municipalities/communes). These are also ex ante concepts, and may not necessarily be
adequately reflected in the actual disparities of the per capita coefficients of expenditures and
revenues as observed in Chapters II and III, respectively.' 5 5  The actual indicators may be
distorted by distinct collection tax efforts and expenditure adjustment policies exercised across
local self-govermment units. Also, since tax capacity tend to be inversely correlated with
regional poverty, the allocation of local taxes on a derivation basis tends to exacerbate the
potential horizontal fiscal imbalances over time. Because of the latter, the welfare differentials
between the well-off and the poorest areas of the country tend to increase, if the decentralization
strategy does not succeed in establishing an acceptable balance between the efficiency and equity
concerns of the fiscal policy as a whole. This means that the government's decentralization

153 Defined as coefficient of vertical imbalance = I - (total local resources under local control/total local
expenditures). By construction, the coefficient of vertical imbalance take values between zero and 1, with values
closer to zero indicating a smaller vertical imbalance, and values closer to I indicating a larger vertical fiscal
imbalance. This coefficient indicates the share of local responsibilities (on exclusive, shared, and delegated
functions) for which local governments do not have the discretion or authority to change tax rates and tax bases, or
to use or not use particular taxes to finance them.
154 A draft law on Intergovernmental Fiscal Relations, or Local Government Financing (encompassing local
government financing and budgetary processes and procedures) has been circulated informally since end-2000, but
has never been submitted for formal discussion and approval. The government's decentralization strategy includes
the submission for approval in the course of 2003 of a law(s) dealing with these issues (see "Decentralization
Progress Report," prepared by MoLGD for the NSSED 2002 Progress Report).
155 True measures of horizontal imbalances have to focus on potential tax capacities and public service needs.
Indicators of tax capacity should consider some reasonable proxy for the local per capita income (e.g., local
production, average wages) and/or endowments. A proxy for "needs" might include poverty indicators (e.g., a head
count of the population with special needs, the percentage of people below the poverty line, unemployment) and at
least some health indicators (e.g., incidence of contagious disease and infant mortality). Moreover, in the particular
case of Albania, it is crucial to consider the cost differential in the local provision of public services, owing to the
substantial existing contrasts in social, environmental, and economic conditions existing between the overpopulated
larger cities (for the available infrastructure) and the scarcely inhabited rural areas, as well as the contrasts between
the center and coastal areas compared with the mountainous regions.
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strategy has to increase the emphasis on policy measures that have a horizontal equalization

impact, including the grants distribution mechanisms.156

The Economic Rationale for Intergovernmental Transfers

4.6 Increasing the autonomy of local governments in raising their own revenue is critical to

resolving the problem of vertical fiscal imbalances and to improving accountability. On this

subject, Chapter III stressed the importance of urgently implementing the recent fiscal reform

that transfers decision-making power. at the margin, to local authorities, especially regarding

property taxes and user charges. This is an essential step in the decentralization process, but it

tends to aggravate the horizontal fiscal balance across self-governing units (Chapter III). To

reconcile the problem of fiscal imbalances, the government of Albania has operated
compensatory transfer (or "grants") instruments. But it must be acknowledged that not every

one of such "grants" from the state budget has contributed to reducing fiscal disparities; in fact,
some may have helped aggravate fiscal disparities (especially the negotiated capital grants and

the grants provided to maintain service facilities regardless of their level of operation).

4.7 Transfers between levels of government are justified on efficiency and equity grounds,
and international best practices in fact recommend transfers to compensate for: (i) vertical
imbalances; (ii) horizontal fiscal imbalances; and (iii) positive externalities. Compensating for
vertical imbalances (which tend to manifest themselves through unfunded mandates, persistent

deficits, payment arrears, and increased indebtedness) may call for an inquiry into the incentives
necessary to bring the use of all local resources into line with the local responsibilities for greater

efficiency. Usually, in this case allocative efficiency requires that complemenztary transfers be

iunconiditional (Box 4.1).

4.8 Compensating for horizontal imbalances (usually resulting from regional physical, social,

and economic disparities and an insufficient local tax basis as well as local special needs) may
require linking the transfers to the relative capacities and needs of each jurisdiction (i.e., by
equalization grants, which should, in principle, also be transferred on an unconditional basis).
Compensating for positive externalities (externalities that spill over across jurisdictions, such as
metropolitan transport systems, specialized hospitals, universities and research centers) aims to

optimize the supply of the specific public service, by enabling the delivering jurisdictions to

realize that they can internalize all equivalent benefits from the service provision. In this case,

conditional specific purpose grants may be the best instrument to use, including matching grants
in the case of strategic investments and the reconstruction of local infrastructure (Box 4.1).
Albania may want to consider starting to experiment with this type of matching grant for

strategic investments, even if on a small scale, as a learning mechanism and to prepare the
ground for the absorption of the pre-accession and structural funds from the EU down the road.

156 The new distribution formula for "unconditional grants" innovated in this area by incorporating an 'equalization

component" (i.e., an estimate for the local revenue capacity).
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Box 4.1: Approaches for Intergovernmental Transfers
Intergovernmental transfer/grant mechanisms can be: conditional or unconditional.
1. Conditional Grants are specific-purpose transfers (or categorical grants). The grantor authority specifies
the use of funds. These grants are often used to address particular concerns of the grantor which are of less concern
to the recipient authority: e.g., projects on primary education (elimination of illiteracy), on health care
(preventing/combating contagious diseases), on social assistance to the poor. These grants may be designed as: (i)
Matchiing open-etided grants, when the grantor authority matclhes a certain amount of grant for each unit of money
allocated by the recipient authority for the specific purpose; (ii) Matchiing closed-enzded grants, when the grantor
puts a ceiling on its contribution; and (iii) Noni-matchinzg granilts, when the grantor simply offers a fixed amount of
the grant to be spent for a specific purpose.
2. Unconditional Grants are genieral-pturpose grants, usually a lump-sum transfer, with no strings attached.
The unconditional grants aim at equtalizing fiscal capacities to ensure the provision of a minimum standard of public
services across regions. Unconditional grants can take the form of ad hoc transfers, or rule-based transfers. In ad
hoc transfers the amount and distribution of the grants is decided on a discretionary basis every year. This method is
non-transparent, generates great uncertainties, and tends to treat local governments as a lower priority residual item
in the consolidated national budget, thereby denying the link between resources and responsibilities. This centralized
method of transfers is sometimes advocated to give the central government maximum flexibility on fiscal policy. In
rule-based transfers there are pre-determined rules, legally established, on both the size and the distribution of the
grants. In general, the size is determined as a proportion of some national taxes, and the distribution may take one of
the following forms: (i) the hiori-izontal "fiatenial" system, where regions with above average tax capacity transfer
part of their shared tax revenue to regions with below average tax capacity and with special needs (as in Germany);
or (ii) the vertical systeml, where a legal tax share of some national taxes is directly transferred to local governments,
either in the form of a common "tax sharing system"-with allocation based on a pure derivation principle-or in
the form of transfers from a central pool of a tax-sharing system to be allocated on an equalization basis (examples
are Canada, Australia, and the United Kingdom).
Source: Jun Ma, Interg(overwnental Fiscal Tranisfers in Nine Coaunat-ies, Policy Research Working Paper # 1822, World Bank, 1997.

Box 4.2: Criteria on Intergovernmental Transfers
The best international practice recommends the following criteria against which intergovernmental

transfers should be evaluated.
* Autonomy-Transfers should have few or no strings attached, so that local governments could preserve
their inidependenice in %. iii,t, tlheir outn local priorities.
* Revenue adequacy-The volume of financing from transfers shouild be sufficienzt for local governments to
discharge their responsibilities.
* Equity-Equalization transfers should vary directly with needs alid iniversely withl taxable capacity.
* Predictability-The financing availability from grants should be known in advance. Parameters
determininig the siZe of tranisfer-s shoould be fixed and stable to promote sound budgeting practices.
* Efficiency-Transfers to local governments should be neuitral withl respect to local governments' choices
on resource allocation to sectors and types of activity.
* Simplicity-The transfer formula should be transparent, easy to conmprelhenid and based on objective

factors, and be influenced neither by bureaucratic manipulations nor by political interests.
* Incentives-Transfers should preserve incentives for sounld fiscal maniagemtient (e.g., tax efforts and
expenditure contr-ol) and should discourage inefficient fiscal practices such as deficit financing.
* Safeguarding grantor's objectives-Transfer design should ensure that the grantor's objectives can be
attained, by allowing effective moniitorinig and progress reviews.

Sources: Anwar Shah, The Refor m of Intergoi ermtuental Fiscal Relatio,,s in DeuelopinIg anzd Emerging Market Economies, Policy and Research
Series 23, (Washington, D.C.: World Bank, 1994); Roy W. Bahl and Johannes F. Linn, Urbani Public Fi,nance inm Developing Countries,
Published for the World Bank, New York: Oxford University Press 1992.

4.9 Whatever transfer system is being operated, it should be in line with the best international
practice and following certain basic general principles, such as promoting autonomy, revenue
adequacy, equity, predictability, efficiency, and preserving incentives for sound fiscal
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management. The formulas for determining the size and the distribution of the transfers should

be as simple as possible. and the transfer scheme should safeguard the grantor's objectives, such

as allowing for an efficient monitoring system (see Box 4.2).

Evolution of the Albanian Intergovernmental Transfer System

4.10 Since the early 1990s, when local governments became politically autonomous, until

1998, local revenue consisted almost exclusively of conditional transfers from the central

government (97 percent in 1998, see
Figure 4.1 e Albania: "Conditional" and Table 3.1. Chapter III), so that local

governments were mainly performing

100.- aas agents of the central government.

90'. lThe line ministries determined the
80W exact amount local governments could
70'. 157
60' I -f spend for personnel, operations and

, * maintenance. and capital

40' expenditures. The importance of the

30'- conditional grants was so

20'- overwhelming that the Albanian local
10 L .. * governments ran a dual budget system

1995 1996 1997 1998 1999 2000 2001 2002 2003 in parallel (Figure 4.1): the small
- [conditional" El 'ndependent's "independent" budget and the large

"conditional" budget (see Box 2.1,

Chapter II). into which central government funds intended for the financing of de-concentrated

line ministry services were channeled. 158

4.11 From 1999 the funds previously
allocated for (non-labor) operations and Figure 4.2. Albania: Composition of Transfers, 1995-2003

maintenance expenditures in the health,
education, public works, and culture -

sectors were consolidated into a single
block granzt over which local governments
could allocate at their discretion.159 . o Trfs

E Block Grants

Nevertheless, the block granit funds -- Conditonal Trfs.

continued to flow through the conditional
budget, and represented only about 10 of
the total transfers until 2001 (Figure
4.2). 160

117 Moreover, the ministries had the authority to determine the number of positions available for local government

employees in the different sectors.
158 This dual system was stipulated in the Law on Local Budgets (Law # 7776/93). For details, see: Christopher

Banks and Juliana H. Pigey. Republic of Albaniia: Opportuinities anid Issuies for Muntiicipal Reformll, The Urban

Institute, January 1998.
159 Except to hire new employees.
160 Source for Figure 4.1 and 4.2 is MoF (Table 3.1, Chapter 3).
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4.12 Since the 2000 decentralization reform, the role of local governments as autonomous
entities has grown with the gradual transformation of many de-concentrated functions into
decentralized exclusive functions.'61 This has been paralleled by an increase in transfers to local
governments to fund these new responsibilities (from 3.8 billion lek in 2000 to 5.1 and 9.0
billion lek in 2001 and 2002, respectively). Personnel costs and capital expenditures related to
the exclusive functions of local governments were still covered by conditional grants financed by
the line ministries' budgets. During 2001 (the first year of the reform) the local governments'
discretion over their exclusive functions was limited. The block granit was distributed according
to the previous pattern of central government expenditures in the localities, while conditional
grants were allocated according to the distribution of the wage bill for public employees, and on
an ad hoc basis for capital expenditures and subsidies. In practice, for each local government the
block grantt from 1999 to 2001 was determined according to the previous year's expenditures,
taking into account the expected price increases for the main components of local spending.

4.13 All in all, in the last ten years Albania has evolved from a "purely conditional, strictly
earmarked, grant system" to a mix of "conditional grants" and "block grants" (between 1999 and
2001), and now to a mix of "conditional grants" and "unconditional grants" (i.e., general purpose
transfers) (since 2002). On the one hand, the "conditional grants" mechanism still keeps the
features inherited from the old command economy of non-transparency, being unpredictable and
depending basically on the bargaining (bureaucratic and political) powers between the local
authorities and line ministries. The unconditional grants, on the other hand, was initiated with a
provisional formula for distributioni based on differential local needs and is evolving towards a
true equalization transfer. Nevertheless, the determination of the size of the unconditional grant
is not yet transparent and predictable: rather, it is an ad hoc amount resulting from purely
bureaucratic and political bargaining without any technical rational behind it.

4.14 Despite the important changes that have occurred in the last few years in the direction of
greater discretion of local governments over local expenditures, it is important to note two main
features of the system: (i) that although decision making is mostly retained by the center, public
services delivery have been quite de-concenitrated in Albania (about one-quarter of total public
expenditures) (Table 2.2), which has required a corresponding substantial amount of transfers
from the center to local governments, essentially on a conditional basis (Table 3.1); (ii) that
local governments are still highly "transfer-dependent" (87 percent as projected for 2003) (Table
3.1) and will continue to be so in the near future. This observation justifies closer attention to the
country's system of intergovernmental transfers as an important policy instrument for reaching
efficiency and equity objectives.

B. THE SYSTEM OF CONDITIONAL GRANTS

4.15 Local governments in Albania have continued to be overwhelmingly financed by
conditional/earmarked grants and have basically acted as agents for the central government in
delivering public service, with very limited decision-making power (Tables 2.2 and 3.1).
Following Law # 8652/2000, which changed the statutory assignment of responsibilities, the

161 Although this is still far from being complete. See Chapter II.
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local government financing system has been in a transition phase.16 2 In addition to the exclusive

and delegated functions, the concept of shared functions was introduced, although the additional

sectoral legislation which attributes specific competencies to local governments has not been

adopted yet. Most of the exclusive functions which used to be directly financed by the center as

conditional transfers have already been shifted to unconditional transfers, and, to fill the legal

vacuum, the 2003 budget instructions regulate, ad interim, the local government's competences

on the social sectors' shared functions (including education, health, and social assistance) as

delegated competences (Chapter II). Essentially, what remains as conditional transfers is a set of

specific grants. financed from line ministry budgets, that mainly covers personlnel (inlcluding

socical benlefits) and inivestmnent expenditures of the shared functions, and some specific subsidies.

Table 4.1: Albania - Conditional Transfers to Local Governments for Social Sectors, 1998-2001
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4.16 More than 70 percent of conditional grants have been allocated to education, health care,

and social assistance (Table 4.1).' 63 However, with the specific attribution of competences as

prescribed by Law # 8652/2000, these conditional grants will tend to reduce over time in favor of

the unconditional transfers. At present, the main conditional grants are regulated as follows:

(a) Education conditional grants from the Ministry of Education to municipalities and

communes are earmarked specifically for salaries (for teaching and non-teaching

personnel) and for food and scholarships to students. Regions are provided with

conditional grants to cover expenses for transportation and per diems for teachers and

trainers. There are no special formulas for the allocation of these conditional grants
among distinct jurisdictions (regions, municipalities, and communes) and schools.,64

Investments (renovations and equipment) are entirely decided, run and financed by the

162 But the proper role of the conditional transfers has still to be defined in specific local government financing law.

It has been envisaged that these transfers should be used particularly for: (i) priority investments in the construction

and rehabilitation of infrastructure; (ii) specific national purposes (e.g., the elimination of illiteracy, the combating

and prevention of contagious diseases); (iii) mandates from and agreed actions with the central government; and (iv)

special assistance to local governments in distress owing to unanticipated circumstances (e.g.. local disasters).

163 On the other hand, the allocation to the social sectors increased to about one-third of the local budget in the

period 1999-2001 from only about 5 percent in 1998. before the block grant scheme started (Table 4.1).

164 School operating expenses (including building maintenance, heating, telephones. ancl other utilities) are covered

by independent local budgets (composed of unconditional grants and own revenues). See Section C. below, and

Chapter 11.
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central government through its education directorates (de-concentrated branches of the
Ministry of Education) situated in the district;: 65

(b) Health care conditional grants from the Ministry of Health to local governments are for
the financing of salaries for personnel working in the primary health care sector
(including specialists, nurses, technicians, and other staff).166 Investments are decided and
run by the central government, although the local governments sometimes participate by
funding new facilities with their own revenues. The difficulties of the financial
arrangements in the health care system are further compounded by the existence of the
Health Insurance Institute-HII. The HII was established about ten years ago to undertake
the role of main financing and pulchasing agency for health care in Albania. Currently, it
covers only a subset of primary health services: namely, consultations with general
practitioners and drug provision. Should the HII expand its role as the main financing
institution for health care. 167 neither the central government, nor local governments
would play a direct role in financing and managing the purchasing of health services;
they both should rather share the functions of oversight and monitoring of the health care
delivery system's performance;

(c) Social assistance conditional grants to local governments include two programs: the
largest component of the grant provides targeted poverty benefits in cash (i.e., the ndihmne
ekonzomnike, or economic aid) to households, the second program delivers cash allowances
to those disabled since childhood.' 68 Funds are allocated among municipalities and
communes by the Ministry of Labor and Social Protection according to indicators of
need, such as the number of poor people. Following the guidelines and eligibility
criteria set up by the Ministry of Labor and Social Assistance, local governments
distribute the assistance amounts to families and individuals. The local governments
administer the scheme with local employees hired and paid by them.

4.17 Conditional grants are also used to finance the exclusive functions not yet fully
transferred to local governments. For example, investment in infrastructure has been distributed
by the Ministry of Territorial Adjustment and Tourism to municipalities and communes for street
construction and maintenance and for water and sanitation systems. Until recently, the priorities
for these centrally financed investment projects were determined exclusively at the center, and
local governments played no significant role in the decision-making process-although tendering
and procurement processes for investments have been managed by the local governments. With

165 The Ministry of Education make the decisions and the education directorates at the district level are responsible
for opening new schools, estimating the cost of investments, and preparing documentation for tenders and
procurement. The education directorates are also responsible for supervising the construction work done until a new
school is completed. Local authorities are consulted in the process.
166 Similar to the education sector, the operations and maintenance expenses of health care facilities are covered by
the local governments through unconditional transfers and own revenues.
167 This has been piloted in Tirana with the Tirana Regional Healthcare Authority (TRHA) project.
168 The social protection system in Albania also includes pension, which is a program administered at national level
exclusively.
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the new decentralization drive, however, the priorities for the 2003 allocation appear to be
defined at least through a wider consultation process at the regional level.169

4.18 The ad interim arrangement for 2003 envisages formally regulating as "delegated
responsibilities" the current specific competences that local governments are already undertaking
on the slhared functions (i.e., education, health care, and social assistance). 170  In practice, the
conditional grants to municipalities and communes continue to finance salaries and social
security benefits for the staffs of educational and primary health care institutions (and operations
and maintenance for polyclinics and dental clinics), while conditional grants to regions will
finance the transportation of teachers and students. 171

C. THE SYSTEM OF GENERAL PURPOSE GRANTS

4.19 The budget execution law for 2002 (Law # 8874/2001, Art. 13) replaced the block grants
and part of the previously conditional grants 172 by an unconiditionial tratnsfer schemne (the
Albanian name for its "general purpose grants") which covers many categories of expenditures
defined as exclusive functions since Law # 8652/2000.173 The executed amount of this grant has
nearly doubled (from a block grant of 5.1 million lek in 2001 to an unconditional grant of 9.5
rrmillion lek in 2002) (Table 3.1),174 and for the first time a pre-determined formula was used on a
provisional basis for its distributioni to the regions, municipalities, and communes.

4.20 The initial formula for the distribution of the unconditional transfers was considered a
provisional expedient for the following reasons: (i) the overall size of the grant pool has been

169 It seems that the Ministry collected, identified priorities for, and negotiated new investment requests from
regions, municipalities and communes before deciding on the 2003 investment fund allocation.
170 Joint instructions issued by the Ministry of Health, the Ministry of Education, the Ministry of Local Government,
and the Ministry of Finance regulate the delegated functions in 2003. There are, however, serious implications for
regulating shared functions as delegated competences: (i) while competences are being delegated. the functions
themselves still remain under central government authority; (ii) the assignment of shared functions should be
approved by law, while a delegation can simply be done by agreement between the central and local authorities; (iii)
while in the case of delegated functions/competences the local authorities respond to the central government, in the
case of shared responsibilities local governments are directly accountable to their own constituencies.
171 According to the current regulations and guidelines, expenditures on salaries in education and health care sectors
do not constitute expenditures of communes and municipalities. Therefore, they should not even be considered
conditional transfers, since they now represent just an administrative service performed on behalf of the central
government, without any direct responsibility on the part of the local authorities. Moreover, the draft instructions
specify that these payments for salaries will be recorded directly as an expenditure of the Ministry of Education and
Health.
172 Until 2001, financed by the Ministry of Public Works, the Ministry of Local Government and Decentralization,
the Ministry of Culture, Youth and Sport. and the Ministry of Transport and Communications.
173 Actually, according to Law # 8652/2000, Art.15.3, the objective is that the local governments "are empowered
with sufficient authority to obtain revenue independently to finance the exclusive functions under their
jurisdictions." However, in the interim, while sufficient revenue autonomy is not in place, local governments have
to be financed by unconditional transfers (including shared national taxes) to be able to discharge their exclusive
responsibilities satisfactorily.
174 The programmed amount of unconditional transfers fell in 2003 to 6.3 billion lek to compensate for the shifting
of the Small Business Tax as a local tax. Correspondingly, the programmed amount of own local revenue increased
substantially from 3.2 billion lek in 2002 to 8 billion lek in 2003 (the latter as a result also of the Agriculture Land
Tax, property tax. and vehicle registration tax). See Chapter III, Table 3. 1.
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determined only historically, without any technical rational basis;175 (ii) new responsibilities and
own sources of revenues are still in the process of being devolved to local authorities, so that the
size of the unconditional grant pool has to be recalculated accordingly as tax bases shift from the
national government to the local governments; and (iii) because of the low level of local tax
autonomy and the lack of adequate data on local taxable bases, no reliable measures of fiscal
capacity were initially possible. Nevertheless, the 2003 budget execution law made an effort to
adjust the previous year's overall amount of the unconditional grant to the new tax basis assigned
to local governments with the 2002 fiscal reform, and adjust the formula by introducing an

.176estimate of the revenue capacity (with the new incoming data provided by the GTD). In any
case, the size of the unconditional transfer pool has still to be properly justified and to be
determined on a more predictable and reliable basis, free of bureaucratic and political influences
(see discussion in Section D).

Distribution Formula for the Unconditional Transfers

4.21 Albania adopts a bifurcated intergovernmental fiscal relations scheme, where the central
government deals simultaneously and directly with both the regions and the
municipalities/communes, including in regard to the distribution of unconditional transfers.177

Accordingly, the distribution formula follows a two-step approach. The first step in designing
the formula was to start by dividing the unconditional transfer pool (F) into three basic additive
components: a municipal/communal component (L) ; a Regional component (R); and a general
compensation fund (A), that is,

F=L+R+A

4.22 The last component, A, started in 2002 as a reserve fund for contingencies, which was
limited by Law # 8652/2000 to 3 percent of the total local expenditures. As the Regional
Councils' attribution of responsibilities was not yet clearly defined, the decision was to allocate
10 percent of the pool to the regions to basically cover their initial administrative expenses, and
the residual of the unconditional transfer pool (87 percent) was to be distributed among
municipalities and communes.

175 Essentially by replicating the previous year's size adjusted by inflation, and/or a small adjustment dictated by
bureaucratic and political negotiations.
176 Which implied a corresponding reduction in the total unconditional transfer pool (see Table 4.2).
177 This is distinct from a hierarchical transfer scheme, where the central government would deal exclusively with
the intermediate level of governments (regions), and the latter would then deal with the first level of governments
(municipalities and communes). The adopted bifurcated system is actually consistent with the Albania
administrative structure, which in fact has no intermediate level of government (Chapter I).
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Table 4.2: Albania - Distribution Formula for the Unconditional Grants
2002 2003

Coefficient (in %) Value in Coefficient (in%) Value in
Components of the Unconditional Transfer Formula o m e in othuo-ficet 0he 0 thou- in

total gvt. compolsadou- total gvt. compo u-
pool level nent sandl pool level nent andlek

Total size of the unconditic,r,31 , .... 100

I. Share of municip./communes 87 100.0 8,265 79 Iw 00 4,977
1. General purpose grant (needs based) |) 2 1 CO 0 6,612 A 1 00 0 4,380

a. Fixed component 3.0 198 3 5 153
b. Population factor 63.0 4,166 62.5 2,737
c. Surface-communes 5.5 364 4 0 175
d. Urban services-municipalities (exc Tirana) 21.8 1,441 20.5 898
e. Urban services-Capital city-Tirana 6.7 443 9.5 416

2. Gross munc./communal compensation fund (tx cp.basis) 20.0 1,653 12 597

11. Share of the regions 10 100.0 950 1; 10 00 1,197
1. General purpose grant (needs based) 11)0 903 - 1001 1,017

a Fixed component 30 271 25 254
b. Population factor 10 90 15 153
c. Geographic indicator (plain, hill, or mountain) 20 181 30 305
d. Road factor (saface) 40 361 30 305
e Urban services-Capital city-Tirana

2. Regional compensation fund 5 48 15 180

Ill. General compensation fund for regions, munic., and comm. 3 285 2 126

4.23 The second step in designing the formula was to determine specific and explicit criteria
and coefficients for distribution of each of these components among the regions and
municipalities/communes. These criteria and coefficients evolved from the 2002 and 2003
budgets (Table 4.2) to account for the new circumstances emerging from the process of
implementing the decentralization (particularly the attribution of new competences and the shift
in tax bases). Thereby both the total pool of resources and the share of municipalities/communes
fell in 2003-from 8.3 billion lek (87 percent) to about 5 billion lek (79 percent)-while the
share of the regions increased from 950 million lek (10 percent) to 1.2 billion lek (19 percent).

Allocation of the Municipality/Commune Component

4.24 The formula for the allocation of the municipality/commune component boils down to a
weighted average of five "needs" factors for the general purpose grant plus an equalization
factor to account for the differentials in local tax capacity, as follows:

Li=L*[0. 035*(1/374)+0. 625*(Pj/P)+0. 04*(Ci/C,)+0.205*(Mi/M) +0, 095Tirana)] +Ej

Where:
L = Unconditional transfer pool to be distributed to municipalities and communes
P =Population
C = Indicator for the costs of maintaining extensive commune infrastructures (proxied by
the size of the surface of commune)
M = Indicator for the costs of urban services (proxied by the population of municipality)
E = The fiscal equalization factor (this may be a positive or negative factor).
The Subscript i stands for the individual municipality or commune i.
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4.25 The first factor in the formula is just a lump sum to be split evenly among the 374
municipalities and communes in Albania. For 2003, the authorities have decided to attribute to
this fixed factor a coefficient of 3.5 percent. Thus, every municipality and commune receives a
lump sum amount of transfers irrespective of its distinct characteristics (indicated by the other
elements entering the formula). This has been consistent with the usual practice, both in terms of
having a lump sum component in the formula (to account for indivisibilities in the provision of
public services) 17 8 and in terms of keeping it small enough to avoid creating perverse incentives
for increasing the fragmentation of the local government units. In any case, since small
communities generally have a lower per capita income and a higher percentage of poor people,
the presence of this lump sum factor tends to favor these small jurisdictions and thus also
impinges an equalization element on the formula.' 79

4.26 In Albania the authorities have attributed to population a role which is by far the most
dominant factor in the formula. This is in line with the idea that population is a basic indicator of
expenditure needs, and transfers are to be distributed equally on a per capita basis. Also, with
this dominant factor, the formula incorporates an emphasis on the effect of population
movements, because the need for providing public services tends to increase correspondingly.
For instance, the differential impact on the local services needs of internal migration (see
Chapter III) can, to a certain extent, be captured by this factor in the formula. Moreover, the use
of the population factor has the merits of simplicity and transparency, which are basic criteria for
assessing intergovernmental transfers, and can justify the higher weight (62.5 percent) imputed
to this factor in the formula.

4.27 The formula also makes a distinction between the cost of running communes (which are
mainly rural communities) and the cost of running municipalities (which are mainly urban
communities), weighing the latter factor higher than the former (4 percent and 30 percent,
respectively). The surface size of the communes is used as a factor to proxy their special needs,
and the size of the municipal population is used in the case of the municipalities. On the latter-
because of the peculiar characteristics associated with a large metropolitan area, including
externalities in transportation services and other infrastructures on the one hand and
environmental problems on the other-a differential weighing of the costs of urban services in
Tirana (9.5 percent) compared with the other 64 municipalities (all together 20.5 percent) was
adopted.

4.28 The equalization factor, E, aims essentially to reduce the disparities in income revenues
resulting from distinct tax capacities among distinct municipalities/communes. It is determined
separately by a horizontal "fraternal" procedure (see Box 4.1) and added to the general purpose
grants formula (as above). Specifically, each municipality/ commune whose per capita revenue
from the newly assigned local taxes180 exceeds the national per capita average will contribute 35
percent of the excess (multiplied by its population), while each municipality below the national

178 For instance, the costs of the administration, and the costs of maintaining basic infrastructures are practically
indivisible costs.
179 For instance, although this factor contributes not more than 0.1 percent for the Tirana budget, it can contribute up
to 15-25 percent to the budgets of many communes.
180 Namely, the Local Small Business Tax, the Simplified Profit Tax, the Vehicle Registration Tax, and the Property
Transaction Tax.
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per capita average will receive 35 percent of the per capita revenue deficiency (multiplied by its

population).

Allocation of the Regional Component

4.29 The formula for the regions' component of the unconditional transfers includes four

factors: a lump sum factor; a population factor; a geographical condition factor; and a surface

extension factor, as follows:

R1=R*[0.25*(1/12)+0.15*(P/P)+0.30*(G/G)+0.30*(X/X)]

Where:
R = Unconditional transfer pool to be distributed to the regions
G = Indicator for the geographic condition of the region (i.e., plain, hilly, or

mountainous)
X = Extension of rlural roads
The subscript j stands for the individual region j.

4.30 For 2003, the lump sum is fixed at 25 percent and equally divided among the 12 regions

of the country. This relatively high coefficient means a strong equalization element in the

formula. The regional population factor does not play a dominant role in the formula (only 15

percent weight), which is consistent with the current and intended assigned responsibilities-

since the law does not assign any major exclusive or shared responsibilities of the regions

regarding service delivery directly to the population.181 Conversely, the formula puts much more

emphasis on both the "geographical conditions of the region" (basically distinguishing among

the landscape conformations of the area, such as plain, hilly, and mountainous terrain)18 and the

'extension of rural roads" (as an indicator for the maintenance costs of the regional

infrastructure), each of which has a 30 percent weight. The formula seems also consistent for

attributing more weight to these two factors, since one of the main assigned functions of the

regions is rural roads, and their maintenance costs tend to vary according to the region.

Allocation of the Compensation Funds (A)

4.31 In addition to the general purpose grants of the unconditional transfers from the state

budget to the local governments, there are three types of compensation funds, which are

essentially aimed at equalizing revenue capacities (or alleviating at least part of the financial

disadvantage of the poorest municipalities/communes), promoting fiscal efforts, and

compensating jurisdictions for some special conditions. These funds are to be used partially on

181 Except when it is delegated either by the central government or by the municipalities/communes; in such cases

the corresponding financing should follow suit (but conditionial to the delegated function, not through the

unconditional grant scheme).
182 By associating the numbers 1, 3, and 5 as a scale for plain, hilly, and mountainous areas, respectively. For

example. Durres=l, Elbasan=3, and Kukes=5.
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the basis of previously determined criteria and partially on the basis of mutual agreementsbetween the Ministry of Local Government and Decentralization (MoLGD) and the Ministry of
Finance. The three types of compensation funds are to be allocated as follows:

(a) The general compensation fund for local governments (regions, municipalities,
and communes) is actually a type of reserve fund (2 percent of the total
unconditional transfers) to be allocated in special circumstances, according to
certain criteria and with the approval of the MoLGD and the Ministry of Finance.

(b) The regional compensation fund is aimed at special cases of expenditures by the
regions, such as the subvention of transportation of teachers and students, and
other unanticipated operational expenditures during the transition period.

(c) The gross municipal/communal compensation fund (12 percent of the
municipal/ communal component of the unconditional transfer pool) is essentially
envisaged to compensate for special financial circumstances, particularly those
arising in the transitionz period during implementation of the new unconditional
transfer scheme itself. Four subcomponents have been anticipated and provided
for, according to the following criteria:

(i) Negative transition impact: a municipality/commune receiving fewer
general purpose grants in 2003 than it received in 2002,183 will be
compensated for 75 percent of the difference;

(ii) Positive transition impact: a municipality/commune receiving more
general purpose grants in 2003 than it received in 2002 will contribute 25
percent of the difference;

(iii) Compensation for special situ:ations: municipalities/communes that
qualifies for this compensation are those situated in mountainous areas and
communes with an urban center. A fixed amount of 600,000 lek is
allocated for each of those qualifying criterion;

(iv) Compensation for a minimum per capita revenue:
municipalities/communes with a per capita revenue that is below 2,500 lek
and below 1,500 lek, respectively,18 4 will be compensated for the full
difference (multiplied by the respective population).

4.32 It has to be observed that the allocation mechanisms for these compensation funds are toocomplex to be administered and understood by the beneficiaries, although some of themechanisms may be justified during a short transition phase (one or two years). Moreover, someelements of these compensation mechanisms may repeat factors that are already present in thegeneral purpose grants formula (e.g., compensation for municipalities/communes situated inmountainous areas).

183 After the adjustment is made for the fiscal equalization component (Ej in the above formula).
184 After the adjustment for the fiscal equalization component (Ej) and the transition impact adjustments are made.
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D. MAIN ISSUES AND OPTIONS

Size of the Unconditional Transfers Pool

4.33 The determination of the size of the iunconditionial tranisfer pool remains a major pending
issue in Albania. The size of the pool has to be related to nationally regulated standards of
services that the local governments must achieve, on the one hand, and to their local fiscal
autonomy, on the other. The resource pool for the unconditional transfers has to be defined
according to pre-established criteria defined by law to allow predictability and annual and multi-
annual planning for both central and local governments (including the MTEF).

4.34 Nevertheless, there still is no relevant established rule based on rational criteria for the
determination of the total size of the unconditional transfers. Usually, they have been placed in
the annual budget law on the basis of the previous year's execution, adjusted by inflation or
other ad hoc negotiated amounts.'85 This procedure does not differ very much from the old
vertical "gap-fill" negotiated approach. Besides being non-transparent and unpredictable, the
current procedure generates perverse incentives for soft budget constraints and is a stimulus for
endless discussions, that unnecessarily occupy the time and attention of parliamentarians and key
local and central authorities.

4.35 Nevertheless, the Local Government Law (Law # 8652/2000) already provides the basis
for the rationalization of the transfer system (see Chapter III). Further legislation should now
properly regulate the sources of funds for the unconditional transfers by connecting the two loose
ends in the system of intergovernmental fiscal relations: the shared-taxes and the size of the
unconditional transfers.

4.36 To resolve these unconnected schemes of local financing and to bring these
intergovernmental fiscal relations to a logical closure a better option than the current negotiated
"gap-fill" approach would be to start by pre-determining the currenit finanzcinig level of the
"unconditional grants" as a fixed percentage of the national shared taxes (i.e., "a portion of
certain central government taxes, such as personal income tax and company profit tax" as
already prescribed by the local government law) and to finally adjust this percentage whenever
the attribution of responsibilities/competences is considered completed. In this way, the initial
fixed percentage level would, in principle, implicitly reflect the perceived current standards and
costs of services and the desired level of equalization (see also Chapter III, Section D).116 This
option of coupling the financing of the current state budget transfers mechanism with the shared
taxes would result in a logically closed intergovernmental fiscal relations system in which the

185 But in 2001 and 2002 the government adopted an admninistrative decision to associate the old national SBT as a
source that financed a percentage of the block/unconditional transfers. In 2003, however, the SBT was transformed
into a local business tax, and the unconditional transfer pool was again 100 percent financed by the state budget
general funds.
186 Actually. adjustments in the fixed percentage of the shared national tax may be required when the initial
conditions change substantially in the future (e.g.. with substantial variations in local resources and needs, the
attribution of new competences, variations in the desired standards of services and the desired degree of
equalization). Nevertheless, these adjustments should occur only sporadically, following ample debate supported by
technical analysis, in order to give the system some degree of stability and predictability. In this regard. it would be
preferable that the shared-tax percentage be fixed in the organic law rather than just leaving it to the annual budget
execution law.
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criterion for determining the size of the unconditional grants (which already embodies an
equalization component) would be known in advance, and would be immune to bureaucratic and
political influences. In this way the current concerns that the shared taxes would increase
regional revenue disparities would vanish, since in the proposed option the shared taxes would
serve simply as a source of financing for the "resource pool to be transferred to the local
governments on an equalization basis" (currently, the unconditional grants), instead of being
distributed on a derivation basis. Therefore, this proposed coupled scheme would solve the
problem of the pending assignment of shared taxes, at the same time that it would clearly define
a pre-determined source of resources for the financing of the equalization fund. This scheme
would have the advantage of being transparent, predictable, and easily identifiable by both the
central and local authorities, and would permit more reliable expenditure planning (and would be
consistent with the MTEF).'8 7

Distribution of the Unconditional Transfers

4.37 The efforts by the authorities to render the allocation of the unconditional transfers
transparent must be acknowledged, and the mere fact that a pre-determined formula for the
distribution of the grants has already been put in place represents substantial progress in terms of
transparency and predictability. Nevertheless, it should be recognized that the formula for
unconditional transfers is too complex to be administered and understood by the main
beneficiaries. More work is still needed to simplify the formula (especially with reference to the
three comnpensation funds, whose many conditions should be drastically reduced and simplified
after a short transition phase), to better specify the factors affecting the general purpose grants
and their measured proxies, to improve the equalization factor, and especially to find a
convincing rationale for the coefficient structure that weights the factors, in order to stabilize a
structure of coefficient after a short transition phase. In reviewing the formula, the unconditional
grants should really be kept unconditional, by avoiding special conditions to the extent possible.

4.38 To improve the fairness of unconditional transfers, the equalization component should be
emphasized, but the type of "fraternal" scheme of horizontal transfers currently adopted should
be avoided. The latter may work for developed economies (such as Germany), but tends not to
work in low income, developing economies such as Albania at the moment. 8 A simpler way to

187 Further refinements can be introduced in the calculation of the base, in order to stabilize the vertical fiscal
balances over time. For instance, it is well known that the corporate income tax (CIT) is not the best tax to be
shared, because usually it is unevenly distributed (which for the proposed option is not relevant, by the way) and its
yields fluctuate over time. In this case, it may be preferable either to share VAT, or the total of the three main taxes
(VAT, CIT, and PIT). This should not alter the amount of the total allocation to the equalization resource pool (i.e.,
the unconditional grants), but would considerably improve the predictability of the annual flows of grants going to
the local governments. For example. in 2002, unconditional transfers (excluding SBT) expressed as a percentage of
the sum of PIT and CIT were about 37 percent, while as a percentage of all of the most important national taxes
(PIT, CIT, and VAT) it is only about 10 percent. Over time, the latter tends to be more stable than the former, since
while the collection of CIT may tend to fall, VAT tends to rise. If more stability and predictability are desirable,
then the referred bases could be calculated as a moving average of the shared taxes.
188 In low income countries, relating the "well-off' jurisdictions as direct financiers of the worse-off jurisdictions,
tends to generate political and social tensions. Generally. the reactions of the "well-off' jurisdictions in these
countries are justified with the argument that they themselves are poor enough to receive, instead of providing
financial assistance. To avoid tension, all the resources should go without distinction to a "common unconditional
transfer pool" and should then be distributed according to explicit, general, agreed criteria.
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do deal with this issue is to change the current specification of the formula by replacing the E1

adjuster with an automatic factor based on the inverse of the local per capita revenue capacity'

(properly weighed), in the general purpose grant formulas of both the municipalities/communes

and the regions. In this case all the coefficients (the weight system) entering the formulas should

be re-balanced, and this new factor could be expressed and computed as: 189

p*(Pily,)awlPy.)l
where
Pi is the local population
Yi is the local GDP (or any proxy for local value added, such as adjusted income and

profit tax collection etc.)
,f is the coefficient that weighs revenue capacity.

Allocation of Conditional Grants

4.39 Conditional grants to the local governments in Albania are essentially earmarked for: (i)

wages and social benefits and investments in education, health, and social assistance; (ii) certain

subsidies and delegated functions (including food, accommodation, and the transportation of

teachers and students); and (iii) capital grants for investment in and reconstruction of local

infrastructure and public works. These funds are administered by the Ministry of Education and

Science, the Ministry of Health, the Ministry of Labor and Social Protection, the Ministry of

Agriculture, the Ministry of Planning and Tourism, and the Ministry of Local Governments and

Decentralization. Funds for operations and maintenance have been allocated mainly on a

historical basis to maintain the existing institutions, while the few fund allocations for investment

have mainly been the result of political influence.

4.40 Outstanding issues regarding conditional grants include: (i) a considerable imbalance in

the relative size of conditional transfers vis-a-vis unconditional transfers,'90 which excessively

restricts local government autonomy in resource allocation; (ii) lack of clear national standards

for public services to be achieved by local governments, which has led to tension and confusion

between central and local authorities; (iii) lack of explicit criteria for the distribution of

conditional recurrent grants, which mostly replicates the prior year's allocation, with negotiated

small adjustments at the margin (incremental approach); (iv) lack of transparency and of

competition in the allocation of conditional capital grants, which are exposed to bureaucratic and

political influences; and (v) the absence of reliable monitoring and evaluation systems, which

rules out any possibility of verifying of the effectiveness of policy implementation.

4.41 The government of Albania may wish to consider certain options for improving the

effectiveness and efficiency of the system of conditional transfers. Examples of such options are

as follows.

'89 The entire new formula for the municipalities/communes would then become:

|Li=L*[fl *(11374)+a2 *(P1P)+/y. *(CL/c)+/fl *(Mi/M) + S *(Tirana) +X6 *(P1/Y.)/1(P1/Y.)

190 Conditional transfers are still about three times the size of the unconditional transfers (Table 3.1).
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(a) Advancing toward a better balance between conditional and unconditional transfers in
order to increase autonomy and allocative efficiency at the local level. For this purpose,
the priority would be to conclude the implementation of transfers of competences and
responsibilities, as determined by Law # 8652/2000, including the exclusive functions
(e.g., water supply and sewerage, local police, firefighting) and the specific competences
of the shared functions (e.g., health, education, the environment).

(b) Setting national standards for public service delivery that can be measured, monitored
and evaluated through independent and reliable indicators of performance.' 9 ' Apart from
the input approach itself (i.e., the level of conditional expenditures), the standards and
indicators should preferably be aimed at outputs and policy outcomes. In this regard, the
focus of the conditionality of the grants should shift from strict factor allocation (e.g.,
wages and benefits) toward programs of national interest (e.g., reduction/elimination of
illiteracy, contagious diseases, poverty).

(c) Improving equity and efficiency of conditional recurrent expenditure grants by
allocating: (i) grants (to the extent possible) on a "targeted capitation basis" (e.g., per
school age population, per old age population, per below the poverty line population),
which is simple and transparent, which uses information that is available, and which is a
good proxy for needs as well as inherently equalizing; and (ii) block grants instead of
using specific earmarking, which have the advantage of combining central control of
broad sectoral expenditures with more efficient allocation at the local level. In either
case, to improve ownership and efficiency, local governments should participate in the
financing, even if they provide only a small share of the costs.

(d) Increasing transparency and efficiency of conditional capital grants by using explicit
rules for the selection and award of projects and by making public the recipients and the
levels of the awards. In this regard, there could be a rule for awarding capital grants for
investments of national interest 92 on a competitive basis (an award for which local
governments-individually or in association-could apply) and for following technical
project evaluation on the basis of the social rate of return and adequate maintenance
plans. In addition, to increase local ownership of investments, capital grants should be
conducted as a matching grant mechanism whenever possible.'9 3  These co-financing

191 Indicators should be produced by an independent agency (e.g., INSTAT).
192 Which should be consistent with the sector strategies and the NSSED.
193 Conditional capital grants may become even more important in the near future, depending on how the
government will be dealing with the restructuring and modernization of the public utilities companies, which have
been shifted to local governments.
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schemes can be used with co-financing rates scaled down according to the revenue
capacity of beneficiary governments.' 9 4  Adequate technical assistance should be made
available to the weakest local governments, in particular to the communes.

194 With the Albanian Development Fund (ADF), Albania initiated a mechanism of capital grants which gives local
governments some discretion in the determination of their investment options. These capital grants are distributed
only to communes, to support infrastructure works, and use a matching arrangement, to which communes contribute
a share of ten per cent of the cost of the projects. (This grants, however, are not included in the local budgets and
are managed by the ADF, which is an independent agency run by a board of trustees chaired by the deputy prime
minister and financed by donors.) The projects are selected through a consultation process at the regional level
based on requests and identification of priorities made by the communes and the villages.
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5. THE WAY FORWARD

A. THE BACKDROP

5.1 It is critically important to establish at the outset the administrative-political scenario

under which the reforms should be implemented. In this regard, a reform of the territorial-

administrative division of Albania is nzot a necessary condition, albeit desirable in the long term,

to proceed immediately with the implementation of the decentralization strategy.'95 Therefore,

the current territorial-administrative configuration of the country should be taken as given in the

short run, and the Government's reform implementation agenda should focus on putting in place

the feasible institutional arrangements and incentive mechanisms that can establish a sound

accountability framework for public service delivery at the local level, while effecting efficiency

and preserving macroeconomic stability.

5.2 Although in Albania, like in many other European countries, fragmentation of local

administrative units continues as a major problem for an efficient and equitable delivery of

public services locally, there are various possible ways to circumvent the problem in the short

and medium term without disrupting social and political stability. In fact, compulsory

amalgamation and homogeneous assignment of responsibilities to local governments are not the

only routes available to internalize the benefits of higher efficiency, economy of scale and

positive externalities that may be associated to decentralization. Besides strengthening capacity

building (including reforming institutions and training staff) at local levels and assigning

responsibilities asymmetrically, the Government should facilitate and promote incentives for the

local government units to pool their resources together and jointly deliver services (e.g., utilities,

social services), including by voluntarily merging, temporary associations and agreements, or

outsourcing on a contractual basis.

B. THE ACCOUNTABILITY FRAMEWORK

5.3 Although Albania is still lagging far behind European standards, a gradual increase in

local revenue autonomy and authority to perform (discretion) will tend to improve efficiency and

195 Moreover, the reform of the territorial-administrative structure of the country (particularly the compulsorv

amalgaimiationz of the currently self-governing units) is a socially and politically charged issue, thereby tending to

require a major consultation and coordination effort. This is likely to involve difficult legal and technical

considerations and extensive debate including all stakeholders (e.g., central and local authorities and politicians,

associations of local governments, local civil society organizations), which will take time. Although this process

should at the extent possible start sooner rather than later, the imlplemiienitationi of tlhe decentralizatioll reform agenda

is not independent and should not be held back by events pending on any territorial-administrative structure reform

(see Chapter I of the report).
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horizontal accountability, as long as citizens can associate benefits and costs of public services to
decisions made locally. In parallel, improved fiscal transparency and vertical accountability
mechanisms should be implemented, by upgrading the fiscal reporting system (e.g.,
dissemination of the local budget, internal and external controls, including a more systematic
auditing by the Supreme State Audit Commission).

5.4 In order to ensure local authorities' accountability, the problem of intergovernmental
fiscal relations, including fiscal imbalances and the risk of unfunded mandates, have to be
resolved first. In this regard, a Law on Local Govenlslenit Finianzcing should be drafted; one
which would simultaneously regulate, on the one hand, the service standards and criteria for
costing local governments' responsibilities/ competences, and on the other hand, local revenue
sources-own local tax/fee, transfers from the State Budget (the size of the latter determined in
the context of a pool of shared national taxes) and access to borrowing (see below).

C. POLICY CONSISTENCY

5.5 Consistency between the decentralization strategy, the sector strategies and the
macroeconomic framework have to be determined as soon as possible, and monitored on a
permanent basis. Consistency between sector and decentralization strategies are of utmost
importance for effective service delivery and to avoid duplication and under-provision of public
services. Donors should also take this into account in each of their interventions and their
dialogue with the Government of Albania (including technical assistance projects and capacity
building support), and donor coordination/consultation with all stakeholders (including line
ministries and local authorities) should be considerably improved. Moreover, in order to
maintain consistency between the decentralization strategy and the macroeconomic framework,
it is critically important that the Government continues with its policy of neutral impact on the
State budget when devolving expenditure responsibilities to local governments.

D. POLICY SEQUENCING

5.6 Albania is at a crossroads, and if important strategic decisions are not taken at this
juncture, decentralization will likely stall or may be ill-implemented with perverse outcomes.
Sequentially, the most critical implementation decisions include: (a) the assignment of specific
competences on shared functions, including a clear definition of standards and measurement
criteria for costing and evaluating the locally delivered services; (b) the establishment of a well-
regulated system of financing local government (i.e., implementation of a Law on Local
Government Financing); and (c) the clarification of the role of the regions. The basic rationale
behind this policy implementation sequencing is that fiuianicinig should follow responisibility,
otherwise neither local accountability nor macroeconomic stability can be assured. (Inter alia, the
"Matrix of Options/Recommendations" (Annex to the Executive Summary, Volume I) and the
"Road Map" (Section E below) reflect the specific measures of this policy sequencing).

5.7 Specific competences on sharedfunctions have to be assigned soon. Implementation of
decentralization, including exclusive and shared functions, are far behind the original schedule
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established by the Law # 8652/2000 (on the Organization and Functioning of the Local Self-

Government). First, as argued above, for policy sequencing reasons (e.g., the need to design the

Law on Local Government Financing), the still pending assignment of shared functions

(including on education, health care, social assistance, environment), criteria and service

standards, should be defined soon,196 regardless of whether a specific public service

responsibility (such as policy formulation, financing, delivery, monitoring, or evaluation) will be

initially attributed to the local or central Government. Further adjustments can always be made

down the road, and the whole system can be periodically adjusted accordingly. This is naturally

a dynamic process, but it needs to be started. Second, ideally, for efficiency reasons, capital

expenditures (including investment and maintenance) should be assigned to the same

government level. However, in the short run. while local revenue autonomy is not enough and a

municipal capital market is still being developed, the Government should explicitly define

interim transparent procedures for the allocation of State budget capital grants to local

governments.

5.8 The definition of local government financing structure can only proceed after a clear

assignment of responsibilities. A well-designed Lawv on7 Local Govern7nenzt Finanicinig is a key

piece of legislation still missing in Albania for the successful implementation of the Government

decentralization strategy. As argued above, it would put in place the fundamental rules under

which responsibilities and resources can be matched in order to hold local authorities

accountable before the citizens. Besides the proper assignment of responsibilities discussed in

the previous two paragraphs, there are important decisions on the resource side that need to be

made. These include key decisions on the national taxes to be shared, on the local taxes, and on

the utility tariffs policy.

(a) A broad-based nationzal tax-sliarinzg mechaniismn should be imnplenmenited within the next

two years, although it would be desirable that soon Law # 8652/2000 be amended to: (i)

define shared-taxes as the main source of resource for a common equalization transfer

pool; and (ii) expand the basis of national shared-taxes beyond the PIT and CIT, in order

to bring more stability to the transfer (shared-tax) pool.

(b) Local tax collection effort and reveniue autonomylv can be _n proved particularly by

reforming the taxes on small business, properties, and personal income. First, although

collection of the two newly created (2002) local small business taxes-Local Small

Business Tax (LSBT) and Simplified Profit Tax (SPT)-is performing rather

satisfactorily during this first year, it would be desirable to simplify the system by

consolidating both taxes; a reform that could be targeted for the two years ahead. This

reform is important in order to stop exposing the taxpayer to two competing, different tax

administration systems (the central and the local). Second, property taxes (on buildings

and land) should be made a most effective fiscal instrument of local government.

196 Otherwise, not only the risks of duplication or under-provision and unfunded mandates will continue, but, most
importantly, the implementation of the key decentralization reforms will stall. Regarding the latter, without a

clear formal definition of measurement criteria and service standards (against which any evaluation could be
measured) it will be impossible to cost the local government responsibilities, and so the still pending "law on local
government financing" (which may include local own financing, shared-taxes, transfers/grants, and borrowing)
cannot be consistently designed.
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Nevertheless, it is understood that market value assessment of properties in Albania may
not be easily achievable in the short term, and the system of identification of properties,
record keeping, assessment and collection of local property tax needs substantial
improvement. In the interim, however, the current property tax basis should be revised
and alternative, more dynamic property value assessment should be used. Thirdly, the
Government should seriously examine the adoption of a local proportionial Personial
Iticome Tax (PIT) surcharge (piggybacking the national progressive PIT rate) for
implementation in the medium and long term, as a major step to strengthen the dynamic
aspect of the local own-tax basis.

(c) Utility tariff policies have to be addressed n1ationzally and rules should be established for
the relationship between the local companies, the Local Councils and the citizens. Cost
recovery should be the principle behind utility tariff policies which should aim at
assuring local provision of public services on a sustainable basis. Operational efficiency
aspects of the local utility companies should be separated from the local government
social assistance/equity policies, and utility subsidies to targeted population groups (if
any), should be explicitly charged to the local government budgets.

5.9 A clearer role of the Regions has to be defined. Although the concept of Regions, as a
second level local government, is new in Albania and not yet entirely incorporated in the system,
it has to be clear that the country has no intermediate government in the hierarchical sense.
Regions, as municipalities and communes, are equally local government units, only
differentiated by their distinct jurisdictional responsibilities. Therefore, the role of the Regions
in the new administrative structure, to be urgently defined by the attribution of specific
responsibilities (and corresponding access to resources), has to respect the legal autonomy of
constituent municipalities and communes.

E. A ROAD MAP FOR REFORM

5.10 A credible agenda for the implementation of the Government decentralization strategy
requires detailed prioritization and sequencing of key reform measures. To set out expectations
in the right direction, mobilize stakeholders cooperation, and gather general support for the
reform implementation, the Government may consider adopting, and making public, a feasible
Road Map of well-sequenced detailed program of reform implementation which reflects its
overall decentralization strategy. What follows below is a possible feasible set of reform
measures that stems from the analysis and options/recommendations in this report. (For details
see also "Matrix of Options/ Recommendations"). 197

A. Immediate Measures (to be implemented in the next three months)
i Shifting the paradigm of central institutions away from micromanaging local

public service delivery and refocusing its efforts toward setting up standards
and regulations, and monitoring results and policy evaluation.198  The

197 Consistent with the NSSED 2004-06.
198 The immediate awareness of the new critical role of the central institutions is necessary, although not sufficient.
to start the process of changes. Shifting the functions/competences themselves to local authorities may also take
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Government should start instructing central institutions to exert their new role,

and urge each line ministry to present to the CoM an action plan to: (a) set the

standards of local public services and respective cost measurement criteria; (b)

establish reliable monitoring and evaluation mechanisms; and (c) put in place

effective control mechanisms on both finance and the quantity and quality of

services delivered by local governments. 19 9

ii Re-assigning the responsibility for expenditures with a national benefit area

from "shared" to "delegated" functions (e.g., contagious diseases, HIV,

nzdih,na econzomiiike), and the responsibilities for education and health O&M

from "delegated" back to "shared", with clear specification of competences.

iii Reassuring consistency between sectoral strategies and the Government's

decentralization strategy (on both policy formulation and the implementation

agenda), congruently with the NSSED and the 2004-2006 MTEF.

B. Short-Term Measures (to be implemented in the next year)

i Strengthening governance institutions (I), by enacting a new local budget

law (or amending the Organic Budget Law accordingly), upgrading the fiscal

reporting system, and implementing effective capacity building programs.

ii Strengthening downstream coordination of decentralization

implementation, by setting up the independent NFDI and ensuring that it will

be complementary to the GED and NCD.
iii Effecting the implementation of exclusive functions, by: (i) establishing

programs to complete the transfer of exclusive responsibilities to local

authorities; and (ii) explicitly addressing the issues on the assignment of

capital expenditures (including maintenance and investment).

iv Defining local governments' specific competences, service standards, cost

measurement criteria, and funding in regard to shared functions, and

starting implementation soon.
v Rationalizing the use of local fees and service charges by: (i) removing

"nuisance" charges and fees; (ii) separating utility tariffs policy from social

policies; (iii) reviewing the voting requirement for Local Council fiscal

decisions; and (iv) considering the introduction of buoyant and equitable new

sources of local revenues (e.g., levies on public utilities, on vehicle property

transfers, on driver's licenses).
vi Completing and simplifying the current distribution formula for

unconditional grants by considering the equalization component as the

inverse of the local per capita revenue capacity (properly weighted).

vii Improving the distribution of conditional grants by a better balance with the

unconditional transfers, setting national standards service delivery, targeting

on a capitation basis and using "block grants," and adopting explicit rules,

time, since transparency, efficiency and accountability should be assured for a responsible decentralization of

service delivery.
"99 The preparation of this action plan can be significantly facilitated by the technical assistance (on the

,'strengthening of policy formulation, coordination and performance-management mechanisms") to be provided

under the Civil Servant Component of the World Bank's Public Administration Reform Project.
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competition and project selection criteria for the allocation of conditional
capital grants.

C. Medium-Term Measures (to be implemented in the next two years)
Defining and implementing the role of the Regions, by: (a) determining
specific Region's competences in accordance with the subsidiarity principle,
considering economies of scale and scope, and externalities; and (b)
addressing the pending issues of direct versus indirect election for Regional
Councils, the "de facto" new role of Prefects, a meaningful degree of fiscal
autonomy for the Regional Councils, the compilation of statistical data in
conformity with EU NUTS, and the proper evaluation of the consistency of
existing semi-autonomous agencies [e.g., TRHA] with the decentralization
strategy.

ii Strengthening governance institutions (II) by: (a) empowering local
authorities and managers with clear responsibilities and making them
personally accountable for policy results; and (b) designing and implementing
a Law on Local Government Finance, which regulates all governmental
relations, including tax sharing and access to borrowing.

iii Increasing the efficiency of public service delivery (I) by restructuring, re-
mapping and re-deploying facilities and personnel across jurisdictions from
the depressed areas to the immigration areas.

iv Boosting local fiscal efficiency and accountability, by considering: (a) the
introduction of a local surcharge proportional PIT; (b) implementing tax-
sharing mechanism as a financing source for the pool of equalization
transfers; and (c) consolidating the LSBT and the SPT.

v Effecting the unconditional fiscal grants as an objective instrument to
correct for fiscal imbalances and inequities by pre-determining the size of
the transfer pool as a percentage of national shared-taxes and its distribution
as a function of needs and capacity indicators (formula based).

D. Long-Term Measures (to be implemented when the necessary conditions are in place)
i Overcoming the challenges of administrative fragmentation by: (a)

attributing asymmetric responsibilities to local self-government units
(according to capacity to deliver); and (b) articulating incentive
instruments for voluntary amalgamation/association/merger).

ii Strengthening the role of the private sector (including NGOs and civil
society) in the financing and provision of local public services.

iii Assigning capital expenditure responsibilities (both maintenance and
investment) to local governments gradually, while increasing local
autonomy and access to capital market.

iv Maximizing own local tax collection by improving the system of property
identification, record keeping, value assessment, and upgrading the local
capacity for tax administration.
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Table A1.1: Demographic Data, selected countries

Country Population Surface Pop.Ikm2 % of urban

Albania 3087159 28748 107
Austria 8124110 83860 97 67
Belgium 10273300 33100 310 97
Bosnia & H 4059999 51130 79 43
Bulgaria 8123684 110910 73 67
Croatia 4380785 56540 77 58
Czech Rp. 10264540 78870 130 75
Estonia 1354666 45100 30 69
Finland 5187000 338150 15 59
France 59165000 551500 107 76
Germany 82194900 357030 230 88
Greece 10575290 131960 80 60
Hungary 10187450 93030 110 65
Italy 57690640 301340 191 67
Latvia 2341024 64600 36 60
Lituania 3488100 65200 53 69
Macedonia 2043698 25710 79 59
Netherlands 16032000 41530 386 90
Portugal 10231000 91980 111 66
Romenia 22396800 238390 94 55
Slovak Rp. 5407587 49010 110 58
Slovenia 1989134 20250 98 49
Sweden 8893000 449960 20 83
U.K. 59903980 242910 247 90
Yugosl.,FR 10644730 102000 104 52
Source: World Bank, World Development Report, 2002
INSTAT, Demographic census, 2001
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I Ihle %.2.1 bIh.ni.IL: Iudgel * tructure ol rlpetted Nlunii ( 1PIi1iety. 211112

REVENUES t t.Ihousald leks)

Own rene.ues 5355 5000 5328 0 7700 1717 1000 22140 59027 9917

Taxes 3166 2000 2796 7200 1717 970 19190 38900 9917

Non-tax resenwr 2189 3000 2532 500 30 2950 20127

Gr,ans 133461 31000 72388 129293 67833 83007 71104 144122 977982 68120

condo-oIal 98399 20000 45605 89225 45033 60863 44801 92787 739072 33631

-- icotdion.l 35062 11000 26783 40068 22800 22144 26303 51335 238910 34489

Total revewues 138816 36000 77716 129293 75533 84724 72104 166262 1037009 78037

EXPENDITURES tin thosand leks)

Cu.rent outlays 78735 36000 63145 101477 50742 79553 t0478 146574 982624 68120

Wagest dsand elas 61202 11000 57200 71271 34742 66849 44638 95127 402235 52008

Othercurren,t 17533 25000 5945 30206 16000 12704 15840 51447 580389 16112

Capnal otlays 26770 12000 14433 33777 13700 5171 4984 23150 162584 11942

Total expendiares 105505 48000 77578 135254 64442 84724 65462 169724 1145208 80062

REVENUES (at percentage Of total res etue)

Own revenoes 3 86 13.89 6.86 0.00 10 19 2.03 1.39 13.32 5 69 12.71

Ta-es 2.28 5.56 3.60 0.00 9.53 2.03 1.35 11.54 3 75 12.71

Non-tan revenue 1.58 8.33 3.26 0.00 0 66 0.00 0.04 1.77 1.94 0.00

Grat.is 96 14 86 11 93 14 100.00 8981 97.97 98.61 86.68 94.31 87.29

ronCdhtoal 70 88 55.56 58.68 69.01 59.62 71 84 6213 55.81 71.27 43 10

,ncoltliional 25.26 30 56 34 46 30.99 30 19 26.14 36.48 30.88 23.04 44.20

Total revenues 10000 10000 100.00 10000 100.00 100.00 10000 100.00 10000 10000

EXPENDITURES (an percentage oftotal expendttnre)

Cautnt outlays 74 63 75 00 81.40 75.03 78.74 93.90 92.39 86.36 85.80 85.08

Wages and salar1es 58 01 22.92 73.73 52.69 53.91 78.90 68.19 56.05 35.12 64.96

Other cn-etnt 16.62 52.08 7.66 22.33 24.83 14.99 24.20 30.31 50.68 20.12

Capital outlays 25.37 2500 18.60 2497 21.26 6.10 7.61 13.64 14.20 14.92

Total expenditurs 100.00 100.00 100 00 100.00 100.00 10.0 100.00 100.00 100.00 100.00

population cetous 2001) 6744 3434 13292 13113 7137 4117 10552 18100 83598 7242

Lek per caputt

REVENUES 20584 10483 5847 9860 10583 20579 6833 9186 12405 10776

O.n resennes 794 1456 401 0 1079 417 95 1223 706 1369

Taxes 469 582 210 0 1009 417 92 1060 465 1369

Nnt.,tax revenne 325 874 190 0 70 0 3 163 241 0

Grants 19790 9027 5446 9060 9504 20162 6738 7963 11699 9406

condmttotral 14591 5824 3431 6804 6310 14783 4246 5126 8841 4644

nttconditiottal 5199 3203 2015 3056 3195 5379 2493 2836 2858 4762

(Lek per capita)

EXPENDITURES 15644 13978 5836 10314 9029 20579 6204 9377 13699 11055

Current otlays 11675 10483 4751 7739 7110 19323 5731 8098 11754 9406

Wages and salanes 9075 3203 4303 5435 4868 16237 4230 5256 4812 7181

Other cu-rett 2600 7280 447 2304 2242 3086 1501 2842 6943 2225

Capital outlays 3969 3494 1086 2576 1920 1256 472 1279 1945 1649

Sr,vrr : Mmosry of Local Gosernnoent questionnaires (raw data not validated). Actual revenues and expettd.tures 2002

St. Plansted revennes and expenditures, 2002. Mmucipalittes budget decision and esecutton report. Munticipalittes Finance Department (compiled World Bank
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Table A3.1.a: Albania: Own Local Tax and non-Tax Revenues, 2002 (in Thousand lek)
I) i iicl' Local lUaes [I oeal rues and %er' ice aire

* - -i 4l - - - *- - -

.4..-

| i |- - 1 > :I | 21 1ia J 1--4 ) A.., -I I: W : :11 ! ] !'|1 4 4 -1124 1 24-11 3

2 BERAT 6217 1378 25 67 13921 5954 9664 37226 3740 14834 764 468 617 0 0 17198 37621 74847
3BULt1QI/E 5278 28 () 0 1 38 1861 1397 8702 89 1538 46 0 136 223 0 3086 5118 13820
4DI.I.VINE 943 181 0 0 1183 107 3 389 5803 560 3507 75 76 171 0 0 2518 6907 12710
5 DEVOLL 1726 119 0 0 2478 256 3607 8186 980 3847 187 12 132 0 0 2766 7924 16110
6 DIBER 1475 239 0 0 434 282 1362 3792 1262 2356 91 423 70 0 21 1 2978 17201 20993
7 DURRES 20990 4430 423 6228 163768 15482 31752 243073 13,499 40029 1431 633 1255 0 580 11176() 169186 412259
8 ELBASAN 34799 2173 78 1475 23540 8572 25697- 96334 7684 40038 1214 943 1474 0 272 49659 101283 197618
9FI IIR 19597 3878 22 1924 545 12696 9968 486,30 6575 31978 1469 1626 1064 0 774 50720 94206 142836

I() G.IIROKASTER 6766 929 0 606 1075 1014 7003 173193 1920 10734 397 147 610 0 60 25450 39318 56711
I) GRAN1SII 2907 81 624 24 11 197 952 4796 536 4736 223 80 108 0 651 5889 12223 17019
12 IIAS 423 477 0 0 338 180 581 1999 286 1024 39 17 28 0 0 326 1720 3719
13- KAVAJE 0 1413 0 309 10113 5920 3321 21076 0 10763 410 146 2159 0 0 27823 41301 62377
14 KOLONJE 2204 144 48 0 232 613 517 --- 758 1365 3457 125 72 72 0 242 3831 9164 12922
1 5KORCE 20909 1785 37 1210 24029 14270 12129 74369 6010 21345 1123 1399 10R9 830 60 33197 65053 139422
1 6KRUJE 6343 0 395 479 IS0 441 2761 10568 1408 5552 110 175 179 0 185 4790 12397 22965
1 7KUSOVE 4062 346 0 0 692 7151 738 12989 1412 5050 246 90 237 0 0 8094 15129 28118
1-8 KUIKES 780 264 41 52 691 956 1190 .3974 852 2730 95 254 381 0 0 10014 14326 18300
-19 LAC 832 166 0 1 5049 1296 914 8257 743 2065 125 154 438 0 95 3102 6722 14979
-20 LEZHE 3284 745 0 23 10763 5303 2632 22750 0 5858 204 901 837 0 119 10596 18515 41265
2 1LIBRAZlHD 1675 1213 0 0 5365 3926 3497 15676 721 4195 101 75 0 0 220 16333 21645 37321
22 LIUSIIN.IE 9094 1581 0 718 9197 4107 26195 50892 6062 15885 905 156 683 0 613 11177 35681 86573
23 MIALLIAKASTER 6039 490 0 1 606 151 8518 15806 1789 3936 ISI 76 42 0 220 6569 12785 28590
24 MALESI EMNADHiE 116 4 0 0 0 1 760 881 663 546 1 8 7 310 0 0 1003 2547 3428
25 M ATI 553 446 0 0 309 996 852 3156 953 2248 7 9 5 8 178 0 0 5664 9180 12336
26 MIRDITE 1260 177 0 1 9 0 406 8i 2679 0 2705 9 3 20 182 0 6 1 5566 8627 11306
27 PEQIN 992 283 0 6 40 382 2303 4006 561 2828 9 1 0 0 0 70 5102 8652 12658
28 PER.N1ET 2738 0 0 1 1226 429 3470 7864 540 3609 126 82 53 0 114 4124 8648 16512
29 POC;RADEC 3665 2069 0 80 24855 5715 4884 41268 1840 8342 260 198 476 410 0 16785 28311 69579
3() PLUK1E 1080 328 0 0 1583 374 505 3870 362 1191 41 22 233 0 182 5450 7481 11351
31 SARAN\DE 2140 1579 54 1225 1847 3968 9647 20460 2064 9042 323 99 569 0 277 45655 58029 78489
32 SHKODER 4240 1254 3 1 659 12308 3 353 8999 30843 5754 17846 944 124 1198 0 433 24055 50353 81196
33 SKRAPAR 2282 216 0 30 79 885 2728 6220 705 2627 128 150 292 0 42 3931 7875 14095
314 TEPELENE 968 395 0 0 337 1215 607 3522 382 2793 73 47 162 () 0 7445 10902 14424
35 TIRANA DISTRIK'I' 27981 3249 1396 4905 23452 210 8941 70134 3190 6961 980 113 1714 0 Sl 14708 27717 97851
16 TROPOJE 932 57 0 0 0 20 138 1147 293 143.4 80 0 66 0 0 1973 3846 4993
37 VLORA 17677 4764 286 3290 8754 9753 20206 647.30 5600 26624 1035 189 163 0 629 118455 152524 217254

jTOTAL | 3583351 81845 34777 57445 730562 220644 2771711 17607801 1270831 494007 21430 109521 39749 1463 65451 86895211570180 3330961



Trable A3.1.b: Albania: Own Local Tax and non-Tax Revenues, 2002 (Share of each District in the Revenue Item--in Percent)
Local Taxes I______ ___ ___Local Fees and Service Charges

AI

Districts 1.

-I-

I li N1'l\IT ii2 I[,I!. '' 344 U' 4(4 .''' :2' - 36.7
2 BERAT 1.7 1.7 0.1 0.1 1.9 2.7 3.5 2.1 2.9 3.0 3.6 4.3 1.6 0.0 0.0 2.0 2.4 2.2
3 BULQIZE 1.5 0.0 0.0 0.0 0.0 0.8 0.5 0.5 0.1 0.3 0.2 0.0 0.3 15.2 0.0 0.4 0.3 0.4
4 DELVINE 0.3 0.2 0.0 0.0 0.2 0.0 1.2 0.3 0.4 0.7 0.3 0.7 0.4 0.0 0.0 0.3 0.4 0.4
5 DEVOLL 0.5 0.1 0.0 0.0 0.3 0.1 1.3 0.5 0.8 0.8 0.9 0.1 0.3 0.0 0.0 0.3 0.5 0.5
6 DIBER 0.4 0.3 0.0 0.0 0.1 0.1 0.5 0.2 1.0 0.5 0.4 3.9 0.2 0.0 0.3 1.5 1.1 0.6
7 DURRES 5.9 5.4 1.2 10.8 22.4 7.0 11.5 13.8 10.6 8.1 6.7 5.8 3.2 0.0 8.9 12.9 10.8 12.4
8 ELBASAN 9.7 2.7 0.2 2.6 3.2 3.9 9.3 5.5 6.0 8.1 5.7 8.6 3.7 0.0 4.2 5.7 6.5 5.9
9FPIER 5.5 4.7 0.1 3.3 0.1 5.8 3.6 2.8 5.2 6.5 6.9 14.8 2.7 0.0 11.8 5.8 6.0 4.3

10 GJIROKASTER 1.9 1.1 0.0 1.1 0.1 0.5 2.5 1.0 1.5 2.2 1.9 1.3 1.5 0.0 0.9 2.9 2.5 1.7
1 1GRAMSH 0.8 0.1 1.8 0.0 0.0 0.1 0.3 0.3 0.4 1.0 1.0 0.7 0.3 0.0 9.9 0.7 0.8 0.5
12 HAS 0.1 0.6 0.0 0.0 0.0 0.1 0.2 0.1 0.2 0.2 0.2 0.2 0.1 0.0 0.0 0.0 0.1 0.1
13 KAVAJE 0.0 1.7 0.0 0.5 1.4 2.7 1.2 1.2 0.0 2.2 1.9 1.3 5.4 0.0 0.0 3.2 2.6 1.9
14 KOLONJE 0.6 0.2 0.1 0.0 0.0 0.3 0.2 0.2 1.1 0.7 0.6 0.7 0.2 0.0 3.7 0.4 0.6 0.4

- 15 KORCE 5.8 2.2 0.1 2.1 3.3 6.5 4.4 4.2 4.7 4.3 5.2 12.8 2.7 56.7 0.9 3.8 4.1 4.2
16- KUE18 00 11 08 00 0.2 1.0 0.6 1.1 1.1 0.5 1.6 0.4 0.0 2.8 0.6 0.8 0.7
17 KU§~OVE 1.1 0.4 0.0 0.0 0.1 3.2 0.3 0.7 1.1 1.0 1.1 0.8 0.6 0.0 0.0 0.9 1.0 0.8
18 KUKES 0.2 0.3 0.1 0.1 0.1 0.4 0.4 0.2 0.7 0.6 0.4 2.3 1.0 0.0 0.0 1.2 0.9 0.5
19 LA(~ 0.2 0.2 0.0 0.0 0.7 0.6 0.3 0.5 0.6 0.4 0.6 1.4 1.1 0.0 1.5 0.4 0.4 0.4
20 LEZHE 0.9 0.9 0.0 0.0 1.5 2.4 0.9 1.3 0.0 1.2 1.0 8.2 2.1 0.0 1.8 1.2 1.2 1.2
21 LIBRAZHD 0.5 1.5 0.0 0.0 0.7 1.8 1.3 0.9 0.6 0.8 0.5 0.7 0.0 0.0 3.4 1.9 1.4 1.1
22 LUSHNJE 2.5 1.9 0.0 1.2 1.3 1.9 9.5 2.9 4.8 3.2 4.2 3.3 1.7 0.0 9.4 1.3 2.3 2.6
23 MALLAKASTER 1.7 0.6 0.0 0.0 0.1 0.1 3.1 0.9 1.4 0.8 0.7 0.7 0.1 0.0 3.4 0.8 0.8 0.9
24 MALESI E MADHE 0.0 0.0 0.0 0.0 0.0 0.0 0.3 0.1 0.5 0.1 0.1 0.1 0.8 0.0 0.0 0.1 0.2 0.1
25 MAT 0.2 0.5 0.0 0.0 0.0 0.5 0.3 0.2 0.7 0.5 0.4 0.5 0.4 0.0 0.0 0.7 0.6 0.4
26 MIRDITE 0.4 0.2 0.0 0.0 0.0 0.2 0.3 0.2 0.0 0.5 0.4 0.2 0.5 0.0 0.9 0.6 0.5 0.3
217 PEQIN 0.3 0.3 0.0 0.0 0.0 0.2 0.8 0.2 0.4 0.6 0.4 0.0 0.0 0.0 1.1 0.6 0.6 0.4
28 PERMET 0.8 0.0 0.0 0.0 0.2 0.2 1.3 0.4 0.4 0.7 0.6 0.7 0.1 0.0 1.7 0.5 0.6 0.5
29 POGRADEC 1.0 2.5 0.0 0.1 3.4 2.6 1.8 2.3 1.4 1.7 1.2 1.8 1.2 28.0 0.0 1.9 1.8 2.1
30 PUKE 0.3 0.4 0.0 0.0 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.2 0.6 0.0 2.8 0.6 0.5 0.3
31 SARANDE 0.6 1.9 0.2 2.1 0.3 1.8 3.5 1.2 1.6 1.8 1.5 0.9 1.4 0.0 4.2 5.3 3.7 2.4
32 SHKODER 1.2 1.5 0.1 1.1 1.7 1.5 3.2 1.8 4.5 3.6 4.4 1.1 3.0 0.0 6.6 2.8 3.2 2.4
33 SKRAPAR 0.6 0.3 0.0 0.1 0.0 0.4 1.0 0.4 0.6 0.5 0.6 1.4 0.7 0.0 0.6 0.5 0.5 0.4
34 TEPELENE 0.3 0.5 0.0 0.0 0.0 0.6 0.2 0.2 0.3 0.6 0.3 0.4 0.4 0.0 0.0 0.9 0.7 0.4
35 TIRANA DISTRIKT 7.8 4.0 4.0 8.5 3.2 0.1 3.2 4.0 2.5 1.4 4.6 1.0 4.3 0.0 0.8 1.7 1.8 2.9
36 TROPOJE 0.3 0.1 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.3 0.4 0.0 0.2 0.0 0.0 0.2 0.2 0.1
37 VLORA 4.9 5.8 0.8 5.7 1.2 4.4 7.3 3.7 4.4 5.4 4.8 0.2 0.4 0.0 9.6 13.6 9.7 6.5

ITOTAL I100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0



Table A3.1.c: Albania: Own Local Tax and non-Tax Revenues, 201)2 (revenue composition in each District--in percent)

L._-I T,L I L.1 ,l _ _ * ,-. .1 r .:e :6 - -

El. . 3

- - -- =- --,

7-

I TIRANA MUNICIPALITY 11.1 3.7 2'6 2'8 31 2 8.3 4.5 64.0 3.8 13.9 0.6 0.2 1 8 0.0 110 15.6 36.0 100.0

2 BERA'F 8.3 1.8 0.0 0.1 18.6 8.0 12.9 49.7 5.0 19.8 1 0 0.6 0.8 0.0 00 23.0 50.3 100.0

3BLILQIZE 38.2 0.2 0.0 0.0 1.0 13.5 10.1 63.0 0.6 11.1 0.3 0.0 10 1.6 00 22.3 37.0 100.0

4DELVINE 7.4 1.4 0o0 00 9.3 08 26.7 45.7 44 27.6 0.6 0.6 1.3 0.0 0.0 19.8 54.3 100.0

5 DEVOLL 10.7 0.7 0.0 0.0 15.4 1.6 22.4 50.8 6.1 23.9 1.2 0.1 0.8 0.0 0.0 17 2 49.2 100.0

6DIBER 7.0 1.1 0.0 0.0 2.1 1.3 6.5 18.1 6.0 11.2 0.4 2.0 0.3 0.0 0 1 61.8 81.9 100.0

7 DlURRES 5.1 1.1 0.1 1 5 39.7 3 8 7.7 59.0 3.3 9.7 0.3 0.2 0.3 0.0 0.1 27.1 41.0 100.0

8ELBASAN 17.6 1.1 0.0 0.7 11.9 43 13.0 48.7 3.9 20.3 0.6 0.5 0.7 0.0 0.1 25 1 51.3 100.0

9 FIER 13.7 2.7 0.0 1.3 0.4 8.9 7.0 34.0 4.6 22.4 1.0 1.1 0.7 00 05 35.5 66.0 100.0

10GJIROKASTER 11.9 1.6 0.0 1.1 1.9 1.8 12.3 30.7 3.4 18.9 0.7 0.3 1.1 00 01 44.9 69.3 100.0

II GRAMSII 17.1 0.5 3.7 0.1 0.1 1.2 5.6 28.2 3.1 27.8 1.3 0.5 0.6 0.0 3.8 34.6 71.8 100.0

12 HAS 11.4 12.8 0.0 0.0 9.1 4.8 15.6 53.7 7.7 27.5 1 0 0.5 0.8 0.0 0.0 8.8 46.3 100.0

13 KAVAJE 0.0 2.3 00 0.5 16.2 9.5 5.3 33.8 0.0 17.3 0.7 02 3.5 00 0.0 44.6 66.2 100.0

14 KOLONJE 17.1 1.1 04 0.0 1.8 4.7 4.0 29.1 10.6 26.8 1.0 0.6 0.6 0.0 1.9 29.6 70.9 100.0

15 KORCE 15.0 1.3 0.0 0.9 17.2 10.2 8.7 53.3 4.3 15.3 08 1.0 0.8 0.6 0.0 23.8 46.7 100.0

16 KRt!JE 27.6 0.0 1.7 2.1 0.7 1.9 12.0 46.0 6.1 24.2 0.5 0.8 0.8 00 0.8 20.9 54.0 100.0

17 KU('OVE 14.4 1.2 00 0.0 2.5 25.4 2.6 46.2 5.0 18.0 0.9 0.3 0.8 0.0 0.0 28.8 53.8 100.0

18 KUKES 4.3 1.4 0.2 0.3 3.8 5.2 6.5 21.7 4.7 14.9 0.5 1.4 2.1 0.0 0.0 54.7 78.3 100.0

191LA' 5.6 1.1 0.0 00 33.7 8.6 6.1 55.1 50 13.8 08 1.0 2.9 00 0.6 20.7 44.9 100.0

20 LEZHE 80 1.8 0.0 0 1 26 1 12.9 6.4 55.1 0.0 14 2 0.5 2.2 2.0 00 0.3 25.7 44.9 100.0

21 I,IBRAZIHD 4.5 3.3 0.0 0.0 14.4 10.5 9.4 42.0 1.9 11.2 0.3 0.2 0.0 0.0 0.6 43.8 58.0 100.0

22 LUSHNJE 10.5 1.8 0.0 0.8 10.6 4.7 30.3 58.8 7.0 18.3 1.0 0.4 0.8 00 0.7 12.9 41.2 100.0

23 NALLAKASTER 21.1 1.7 0.0 0.0 2.1 0.5 298 55.3 6.3 138 0.5 0.3 0.1 00 0.8 23.0 44.7 100.0

24 NALESI E MADIIE 3.4 0.1 0.0 0.0 0.0 0.0 222 25.7 19.3 159 0.5 0.2 9.0 0.0 0.0 29.3 74.3 100.0

25 MAT 4.5 3.6 0.0 0.0 2.5 8.1 6.9 25.6 7.7 18.2 0.6 0.5 1.4 0.0 00 459 74.4 100.0

26 NIRDITE 11.1 1.6 0.0 0.2 0.0 3.6 7.2 23.7 0.0 23.9 08 0.2 1.6 0.0 0.5 49.2 76.3 100.0

27 PEQIN 7.8 2.2 0.0 0.0 0.3 3.0 18.2 31.7 4.4 22.3 0.7 0.0 00 0.0 0.6 40.3 68.3 100.0

28 PERMET 16.6 0.0 0.0 00 7.4 2.6 21.0 47.6 3.3 21.9 0.8 0.5 0.3 0.0 0.7 25.0 52.4 100.0

29 POGRADEC 5.3 3.0 0.0 0.1 35.7 8.2 7.0 59.3 2.6 12.0 0.4 0 3 0.7 0.6 0.0 24.1 40.7 100.0

30PUKE 9.5 2.9 0.0 0.0 13.9 3.3 4.4 34.1 3.2 10.5 04 0.2 2.1 0.0 1.6 48.0 65.9 100.0

31 SARANDE 2.7 2.0 0.1 1.6 2.4 5.1 12.3 26.1 26 11.5 0.4 0.1 0.7 0.0 04 58.2 73.9 100.0

32SHKODER 5.2 1.5 0.0 0.8 15.2 4.1 11 1 38.0 7.1 22.0 1.2 0.2 1.5 0.0 0.5 29.6 62.0 100.0

33 SKRAPAR 16.2 1.5 0.0 0.2 0.6 6.3 19.4 44.1 5.0 18.6 0 9 1.1 2.1 0.0 0.3 27.9 55.9 100.0

34TEPEIENE 6.7 2.7 00 00 2.3 8.4 4.2 24.4 2.6 19 4 0 5 0.3 1.1 0.0 0.0 516 75.6 100.0

35 TIRANA DISTRIKT 28.6 3.3 1.4 5.0 24.0 0.2 9.1 71.7 3.3 7.1 1.0 0.1 1.8 0.0 0.1 15.0 28.3 100.0

36 TROPOJE 18.7 1I1 0.0 0.0 0.0 0.4 2.8 23.0 5.9 28.7 1.6 0.0 1.3 0.0 0.0 39.5 77.0 100.0

37 VLORA 8.1 2.2 0 1 1.5 4.0 4.5 9.3 29.8 2.6 12.3 0.5 0.0 0 1 0.0 0.3 54.5 70.2 100.0

TOTAIL 10.8 2.5 1.0 1.7 21 9 6.6 8.3 52.9 3 8 14.8 0.6 0.3 1.2 0.0 0.2 26.1 47.1 100.1



Table A3.1.d: Albania: Own Local Tax and non-Tax Revenues, 2002 (in lek per capita)
L.,:31 T,%e% L-,1 f. es r Id ser ice _h_t__ -

.3

Di-r,l 
S - !Sg <

I TIRANA MUiN. 396 132 92 100 1117 299 160 2296 137 497 22 6 66 0 2 560 1289 35852 BERAT 49 11 0 1 109 47 76 291 29 116 6 4 5 0 0 135 294 S853 BULQIZE 123 1 0 0 3 43 33 203 2 36 1 0 3 5 0 72 119 3224DELVINE 88 17 0 0 110 10 315 S39 52 326 7 7 16 0 0 234 642 11815 DEVOLL 50 3 0 0 72 7 104 236 28 111 5 0 4 0 0 80 229 4656 DIBER 17 3 0 0 5 3 16 44 15 27 1 5 1 0 0 151 201 2457 DURRES 116 24 2 34 901 85 175 1338 74 220 8 3 7 0 3 615 931 22698 ELBASAN 157 10 0 7 106 39 116 435 35 181 5 4 7 0 1 224 457 8929 FIER 98 19 0 10 3 64 50 244 33 161 7 8 5 0 4 255 473 71710OGJIROKASTER 124 17 0 11 20 19 128 318 35 196 7 3 11 0 1 466 719 103811IGRAMSHI 81 2 17 1 0 6 27 134 15 132 6 2 3 0 18 165 342 47612 HAS 22 24 0 0 17 9 30 102 15 52 2 1 1 0 0 17 87 18913 KAVAJE 0 18 0 4 129 76 42 270 0 138 5 2 28 0 0 356 528 79814 KOLONJE 128 8 3 0 14 36 30 219 80 201 7 4 4 0 14 223 534 75315 KORCE 146 12 0 8 168 100 85 520 42 149 8 10 8 6 0 232 455 97616 KRUJE 100 0 6 8 2 7 43 166 22 87 2 3 3 0 3 75 195 36217 KUCOVE 115 10 0 0 20 202 21 368 40 143 7 3 7 0 0 229 428 79618 KUKES 12 4 1 1 11 15 19 62 13 43 1 4 6 0 0 157 225 28719 LA , 15 3 0 0 93 24 17 152 14 38 2 3 8 0 2 57 124 27520OLEZHE 48 11 0 0 159 78 39 336 0 86 3 13 12 0 2 156 273 60921ILIBRAZFIlD 23 17 0 0 74 54 48 217 10 58 1 1 0 0 3 226 299 51622LU'SHNJE 63 11 0 5 64 29 182 354 42 110 6 2 5 0 4 78 248 60123 MALLAKASTER 165 13 0 0 17 4 232 431 49 107 4 2 1 0 6 179 348 77924 MALESI EMADJHE 3 0 0 0 0 0 19 22 17 14 0 0 8 0 0 25 64 8725 MAT 9 7 0 0 5 16 14 52 16 37 1 1 3 0 0 93 150 202}26 MIRDITE 34 5 0 1 0 11 22 72 0 73 3 1 5 0 2 150 233 30527 PEQIN 30 9 0 0 1 12 70 122 17 86 3 0 0 0 2 155 262 384281PERMET 106 0 0 0 48 17 135 305 21 140 5 3 2 0 4 160 335 641



-_ _ _ Table A3.1.d: Albania: Own Local Tax and non-Tax Revenues, 2002 (in lek per capita)

e=-- Z

I,. 1. . LC. i: 1.:::h-c-^

-lvrll a

29POGRADEC 52 29 0 1 353 81 69 586 26 118 4 3 7 6 0 238 402 987

30 PUKE 31 10 0 0 46 11 15 113 11 35 1 1 7 0 5 158 218 330

31 SARANDE 61 45 2 35 53 113 275 583 59 258 9 3 16 0 8 1301 1654 2237

32IHKODER 23 7 0 4 66 18 49 166 31 96 5 1 6 0 2 130 272 438

33 SKRAPAR 76 7 0 1 3 30 91 208 24 88 4 5 10 0 1 132 264 472

34 'EFPEIENE 30 12 0 0 10 37 19 109 12 86 2 1 5 0 0 230 336 445

35 TIRANA DISTR. 157 18 8 28 132 1 50 393 18 39 5 1 10 0 0 83 155 549

36 TROPOJE 33 2 0 0 0 1 5 41 10 51 3 0 2 0 0 71 138 179

37 VLORA 120 32 2 22 59 66 137 440 38 181 7 0 1 0 4 805 1037 1477

TOTAL 117 27 11 19 238 72 90 574 41 161 7 4 13 0 2 283 512 1085

Main Statistics. 2001

Nlaximumvalue 396 132 92 100 1117 299 315 2296 137 497 22 13 66 6 18 1301 1654 3585

Minimum value 0 0 0 0 0 0 5 22 0 14 0 0 0 0 0 17 64 87

Average value 78 15 4 8 108 45 80 337 29 122 5 3 8 0 3 234 404 742

Standard deviation 73 22 15 18 231 60 77 408 26 94 4 3 11 2 4 245 339 687

Coefficient of variation 0.93 1.47 4.22 2.41 2.14 1.32 0.96 1.21 0.90 0.77 0.79 0.99 1.41 3.42 1.54 1.05 0.84 0.93
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