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OVERVIEW OF SELECTED COUNTRIES' SOCIAL SECTOR REFORMS

The major Issues m transformmg a commumst system of government mto a democratic system
are usually thought to be democratizatIOn and lIberalIzatIOn of the polItIcal system, the
establIshment of laws that protect the CIVIl lIbertIes of cItIzens, and pnvatizatIOn of state-owned
enterpnses These changes often have unforeseen effects m the socIal sector

DemocratIzatIOn and lIberalIzatIOn of the POlItICal system often mcludes polItIcal
decentralIzatIOn MumCIpal governments are formed, but the central government may not allow
them to tax resIdents, whIch severely lImIts the mdependence of the local governments Staff
may not have expenence admImstratIOn, budgetmg, or other areas that are Important at the local
level

PnvatIzatIOn of state-owned companIes has had many effects, mcludIng mass lay-offs The
governments of Eastern Europe have tned vanous employment programs for laid-off workers,
Includmg Job search actIvIties and retraImng Another effect of the pnvatIzatIOn of state-owned
companIes has been the lIqUIdatIOn of those that WIll not be profitable These lIqUIdatIons have
mcreased the need for local economIC development efforts, partIcularly m "one-company towns n

Some states have developed socIal mvestment funds to develop local Infrastructure In place of
state funds, WhICh are no longer aVailable

SInce most Eastern European governments have shrInkIng revenues, expendItures have had to
decrease Governments have chosen to target SubSIdIes, rather than to gIve them to all CItIzens
Means-testIng IS a new phenomenon In Eastern Europe In addItIOn, government penSIOn
programs have been reformed to decrease unemployment, target the most needy, and be less
burdensome to state budgets
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ALBANIA

IntroductlOn

ThIS overvIew presents a bnef summary of SOCIal sector Issues In Albama WhIle It IS not
Intended to be comprehensIve, thIs summary wIll provIde an IntroductIOn to SOCIal sector reform
In Albama SInce 1989 In addItIOn, thIS summary dIscusses the role of USAID, the agency of the
Umted States government that provIdes aId to foreIgn countnes, In Albama's transItIOn to
democracy and a market-based economy

Albama, about the SIze of the state ofMaryland, has a populatIOn of 3,200,000 (1995) WIth a
GNP per capIta of $584 (1995), AlbanIa IS the poorest country In Europe NInety-five percent of
the populatIOn IS Albaman, and three percent IS Greek

ReVIew ofthe LIterature on TransItlOn

The transItIOn began (unoffiCIally) In 1985 WIth the death ofEnver Hoxha He had been part of
the CommunIst leadershIp when the party formed In 1941 and In the government SInce 1944

The government ofSalI Bensha (DemocratIc Party) was elected In contested electIOns In 1992
In 1996 Bensha's government set forth Its new reform platform for Albama The platform
addressed SOCIal sector Issues of Importance to Albamans

~ reduce SubsIdIes for SOCIal secunty In order to create condItIons for pnvate mvestment In
thIs field

~ carry out publIc Investment III mfrastructure development
~ nnprove water and sewer systems
~ Increase fundIng for the homeless, IncludIng VIctIms of polItICal persecutIOn and people

lIvmg m hOUSIng beIng restored to pnor owners
~ buIld new rental hOUSIng for the poor
~ Increase number and capaCIty ofJob traIling centers
~ government support of wages for compames creatIng new Jobs (up to 80 percent of

mimmum wage)
~ decentralIze SOCIal welfare budgets and Increase local government responsIbIlIty
~ create supplementary pnvate penSIOn funds
~ create voluntary pnvate penSIOn Insurance funds
~ contmue to Index penSIOns regularly
~ create State SecretarIat for Youth and Women to nnprove the pOSItIOn and SOCIOeconomIC

status ofwomen
~ create employment retraInIng programs and state sponsored SOCIal servIces for women

DISCUSSion of Key Issues
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Key Issues for AlbanIa center on Improvmg the qUalIty of hfe for Its citizens Improvmg
mvestment m Infrastructure (water, sewers, roads, and health) and mcreasmg employment
opportunItIes are pnontIes

AlbanIa also faces ethnIc strIfe, the SerbIan provmce ofKosovo has a 95 percent ethnic AlbanIan
populatIOn Serbia claImS the region as ItS tradItIOnal lands, the AlbanIans hvmg there are not
treated as cItIzens WIth full nghts

PolItical cnSIS and CIVIl war erupted over the collapse ofmne pyramId schemes m late 1996 and
early 1997 Many AlbanIans had mvested theIr lIfe savmgs, as well as sold land and houses for
cash to mvest m the schemes The collapse of the schemes led to loss of savmgs for many
AlbanIans, and President SalI Bensha was ImplIcated In the collapse (he was saId to have owned
a stake In one or more of the schemes)

Brief Overview of SocIalIst EconomIc ActIVIty

Under the Commumst system, agnculture accounted for more than 30 percent of GDP and
employed more than 50 percent of all workers (Albama A Country Study, Federal Research
DIVISIon, Library of Congress, 1994, p 103) Agnculturallands were collectIvized after 1979,
and farmers were allowed only small personal plots Peasant Incomes remamed at a SubSIstence
level after collectIvIzatIOn (AlbanIa A Country Study, Federal Research DIVISIon, Library of
Congress, 1994, p 80) The mdustnal sector -- espeCIally petroleum productIOn, electnc-power
generatIon, mmIng, engIneenng, and lIght Industry -- accounted for more than 40 percent of GDP
and employed about 25 percent of all workers (AlbanIa A Country Study, Federal Research
DIVISIOn, LIbrary of Congress, 1994, p 104)

Whl.1e Albama theoretically had no class system under the CommunIst system, In actualIty,
several classes emerged FIrst, there was an upper class composed ofparty elIte, leaders of the
state and mass organIzatIOns, and hlgh-ranlang officers of the mIlItary and secunty forces
Members of thIS elIte class receIved speCial pnvIleges, Includmg speCIal medIcal care, exclUSIve
housmg, free food and alcohol, vacatIon allowances, entertaInment SubSIdies, French and ItalIan
clothmg, cosmetICS, applIances, and vacatIOn homes Below thIs upper class ofparty elIte were
the party and government bureaucrats, profeSSIOnals, and mtellectuals ThIs group receIved
educatIOnal and economIC pnvileges not aVaIlable to lower classes The thIrd class group
consIsted ofparty members and the fourth of workers or peasants (Albama A Country Study,
Federal Research DIVISIon, Library of Congress, 1994, p 79)

Brief OvervIew of Political Freedom and CIVIl LibertIes

Albama, as mentIOned above, expenenced a strIct form of commumsm No pnvate medIa were
allowed, and m 1996, there was stIll no law legahzmg pnvate radIO and teleVISIon Pnvate car
ownerslnp was forbIdden, and few Albamans had telephones
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Government was lnghly centralIzed wIth local governments havmg lIttle or no power CItIzens
were not responsIble to make decIsIOns on local Issues reflectmg local needs

MarrIage laws were reformed after the constItutIOn of 1946 was adopted Before the
Commumsts took power, Albaman socIety was orgamzed accordmg to clans, With men haVIng
absolute power over theIr Wives and mothers The new marriage laws afforded women equal
power In the marriage (mcludIng nghts to choose professIOns and reSIdences) as well as the
abIlIty to request a dIvorce RelIgIOUS marriages were forbIdden, as were marnages to foreIgners
(except With permIssIOn of the government) (AlbanIa A Country Study, Federal Research
DIVIsIOn, LIbrary of Congress, 1994, p 80)

RehgIOn was, at best, dIscouraged m AlbanIa In 1945, Albama natIOnahzed most property of
rehgIOus organIzatIOns, clergy and belIevers were tned, tortured, and executed ForeIgn Roman
CatholIc clergy were expelled In 1946 AlbanIans caught With relIgIOUS objects mcludIng BIbles
and Icons receIved long pnson sentences (AlbanIa A Country Study, Federal Research DIVIsIOn,
LIbrary of Congress, 1994, pp 85-86)

UntIl the CommunIst takeover m 1945, 85 percent of the Albaman populatIOn was IllIterate
Schools under the Ottoman EmpIre were forbIdden to use the Albaman language, and books
publIshed In Albama before 1908 used a cOmbInatIOn of alphabets, mcludmg LatIn, Greek, and
TurkIsh-ArabIc letters In 1908, a group of Albaman patnots met to choose an Albaman
alphabet, they chose one based on LatIn letters, and textbooks began to be wntten In the new
language In 1910, however, the Turks closed all schools teachmg m the Albaman language
(AlbanIa A Country Study, Federal Research DIVISIOn, Library of Congress, 1994, pp 87-88)
The Commumst regIme focused on elImInatIng IllIteracy and establIshed compulsory elementary
and secondary schools UnIverSIty-level educatIOn was aVaIlable, and Ul1tIOn was free (Albama
A Country Study, Federal Research DIVISIOn, LIbrary of Congress, 1994, p 93)

Introduction of the Subset of the Social Sector Reform ActiVItIes that Donors Have
Sponsored

USAID

USAID's actIVItIes have focused pnmanly on bUIldmg a VIable pnvate sector 60 percent of
USAID/Albama's portfolIo was dIrected to thIS ObjectIve m 1996 and 1997 Some actIVItIes
under tIns obJectIve, though, relate to the SOCIal sector For example, by traInIng potentIal
entrepreneurs In busmess, USAID IS helpIng to bUIld small and medIUm enterpnses and thus
employment m Albama

Even though the mISSIOn realIzes that CItIzen partICIpatIOn m government and polIcy formulatIOn
wIll contrIbute to strengthemng democracy, the same realIzatIOn IS not VOIced III relatIOn to the
SOCIal sector USAIDIAlbama's SOCial sector actIVItIes revolve around the health sector
ImproVIng ImmumzatIOn rates and maternal and clnld health, mcreasmg use ofcontraceptIves (as
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opposed to abortIOn), Improvmg access to health servIces, and Improvmg management and
admlmstratIOn m the health care mdustry

Accordmg to USAID/Albama's 1996 Results RevIew and Resource Request document, health
servIces are a pnonty because Albama has some ofthe worst health mdlcator statIstIcs m Europe
These statIstIcs mclude maternal mortalIty of 40 women per 100,000 bIrths (compared to 19 m
Western Europe) and mfant mortalIty of35 7 per 1,000 bIrths (compared to 10 m Europe)
("Results ReVIew and Resource Request," USAID/AlbanIa, May 1996, p 63)

The commumst regIme prOVIded affordable health care to AlbanIa's CItIzens WIth an emphasIs on
provldmg equal care to all USAID IS mtroducmg pnvate sector management to teach the
concept ofprovldmg hIgh qualIty care for as many as pOSSIble (the Amencan system)

Other Donors

The European Umon's PHARE program has prOVIded aId to Albama smce 1991 Some of the
program areas PHARE has funded are humanltanan aId, balance ofpayments support, cross­
border cooperatIOn, food aId, EIB loans, energy, and the envIronment

The World Bank and the InternatIOnal Development ASSOCIatIOn (IDA) have also been actIve m
Albama smce 1991 World Bank projects have focused on poverty alleVIatIOn, economIC growth,
and pnvate sector development IDA projects have mcluded forestry, power transmISSIOn and
dlstnbutIon, agro-processmg, roads and transportatIOn, and urban works and mIcroenterpnse
development Through June 1996, Albama had receIved $273 mIllIon m IDA credIts

Labor Market Reform

OffiCIal unemployment m AlbanIa (whIch does not mclude dIscouraged workers) was under 13
percent m 1995 (down from 18 percent m 1994) HIdden unemployment and underemployment
are both problems, however, as persons lIvmg on agnculturallands are not allowed to regIster as
unemployed, and Jobless workers must regIster each month of the year to be counted as
unemployed

The pnvate sector IS groWIng, and m 1995, 60 percent of GNP and 75 percent of the Jobs came
from the pnvate sector The trade sector IS the fastest grOWIng, employment III thIs sector
mcreased by 58 percent m 1995

Under a 1993 SOCIal msurance law, AlbanIa establIshed unemployment benefits Employers pay
SIX percent of theIr payroll for unemployment, workers pay none, and the government covers any
defiCIt Unemployed persons must regIster WIth the unemployment office and be WIlhng to
undergo trmmng III order to receIve benefits Benefits are set at a flat rate based on a mImmum
standard ofhvIllg and mclude a supplement for chIldren under 15 years
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USAID documentatIOn does not IndIcate that DOL IS actIve In Albama

The UnIted NatIOns Development Programme (UNDP) has several labor market programs
underway In Albania whIch provIde job tramIng and placement help to the unemployed as well
as encourage job creatIOn by small and medIUm SIzed enterpnses

PensIOn Reform

PenSIOners, along WIth the unemployed, were losers dunng the tranSItIOn PenSIOns have been
kept low to keep the budget defiCIt under control As a result of low penSIOns and nSIng pnces,
purchaSIng power for penSIOners WIth agncultural penSIOns was only 49 percent of the
purchaSIng power they had In 1991 (purchaSIng power was unchanged for penSIOners reCeIVIng
nonagncultural penSIOns) Nonagncultural penSIOns were worth about $38/month In 1995 whIle
agncultural penSIOns were less than $1 O/month

AccordIng to UNDP, penSIOners were saved by the Albaman famIly structure most penSIOners
lIve WIth a marrIed son and hIS famIly PenSIOners hvmg alone usually receIve help and
aSSIstance from theIr chIldren

As mentIOned earlIer, penSIOn reform, mcludmg creatIng supplementary pnvate penSIOns, IS one
of the Bensha government's reform InItIatIves Albama currently has a penSIOn system whIch
covers the elderly, dIsabled, and survIvors Under the current SOCial Insurance law (passed m
1993), the retIrement age for men IS 60 and 55 for women (With 35 years of contnbutIOns)
Women who have SIX or more chIldren older than eIght years are elIgIble at age 50 With 30 years
of contnbutIOns Workers contnbute 10 percent of theIr earnmgs to the socIal msurance system,
and employers contnbute 26 percent of payroll

PenSIOns are based on a baSIC flat-rate penSIOn (equal to a mInnnum hVIng standard) gIven to all
penSIOners In addItIOn the baSIC penSIOn, penSIOners receIve an earmngs-related Increment one
percent for each year of coverage multIplIed by the average wage for whIch contnbutIOns were
paId

In 1994, the AlbanIan SOCial Insurance InstItute (SII) and the World Bank asked the U S
Department of Labor to aSSIst the SII In developIng staff capabIlItIes and forecastmg tools for
plannIng penSIOn reform DOL, through an actuanal consultant company, developed a budget
prOjectIon model for SII and proVIded staff trainIng on operatIng the model The model allows
SII to make short-term actuanal analySIS, three-year financIal forecasts, and analyses ofproposed
reforms to the SOCIal Insurance system ("ILAB TechnIcal ASSIstance Program on SOCIal Insurance
Reform Central and Eastern Europe," U S Department ofLabor, undated mImeo)

Targeted SubSidies

Soczal Programs
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In 1995,65,100 famIlIes receIved full SOCIal assIstance, and 76,400 receIved partIal benefits
(these fannhes represent more than 700,000 persons) For famIlIes With no addItIOnal Income,
the monthly SOCIal assIstance payment was fixed at $31

UNDP reports on a pnvate study that fixed the mInImum mcome needed for a famIly of four at
$143/month Accordmg to thIS measure 80 percent ofAlbamans are lIvIng below poverty
(compared to 25-33 percent for Hungary, Poland, and BulgarIa)

AlbanIa also has a fannly allowance program that proVIdes benefits for all dependent chIldren
and students Employed persons and theIr chIldren are ehgible for benefits, whIch are paId
entIrely by the government Benefits are fixed at 200 lek/month

Governance and MUnICIpal Reform

Under Commumst rule In Albama, local governments were not allowed to develop CItIes were
not autonomous polItIcal umts, and decisIOn-makmg was centralIzed at the natIOnal level
ResponSIbIlIty for some servIces has been devolved to the local level These servIces mclude
water, sewer, solId waste collectIOn and dIsposal, street repair, fire protectIOn, and land use
Fundmg for these servIces, however, IS controlled by the central government The first local
electIOns m Albama were held m late 1996

Infrastructure IS a ma]or Issue for local governments as they attempt to delIver servIces In 1996,
accordmg to USAIDIAlbanIa, water servIce was lImIted to several hours a day, electncity was
erratIC, sewage treatment dId not eXIst, and tranSIt servIces were of poor qualIty

One ofUSAID/AlbanIa's first local government actIVItIes was a Housmg Sector ASSIstance
ACtIVIty Through thIs actIVIty, USAID aSSIsts the government of Albama ill utIlItIes
management, land use planmng and mfrastructure development, and emphaSIzes pubhc-pnvate
partnershIps AccomplIshments have mcluded the creatIOn of the first mtergovernmental
workmg group, the establIshment of legal and mstitutIOnal mechamsm for pnvate sector
partICIpatIOn m servIce delIvery, development of procurement procedures for solId waste
dIsposal, agreement by the central government to pnvatIze water servIces, and asSIstance to the
government for creatIon of a publIc utIlIty regulatIOn agency

USAID selected five CItIes as pIlot CItIes for a local government traImng program, CIty staff are
tramed m management, budgetmg, and economIC development

Increasmg fundmg for local servIces was IdentIfied by USAID as a desperate need m Albama

USAIDIAlbama also supports development of local government through development of pubhc­
polIcy onented NGOs The Democracy Network Program makes grants to NGOs and has helped
the Albaman NGO Forum develop as a cleannghouse for mformatIOn on the nascent NGO
sector In 1996, there were approXImately 400 NGOs m Albama
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Gender Issues

USAIDIAlbama has paId partIcular attentIOn to Improvmg women's legal nghts m Albama
Through assIstance from ABA/CEELI, the Women's Legal Group was establIshed and lobbIes
the government on women's Issues Another NGO, the Women's Legal RIghts ASSOCIatIOn, was
establIshed wIth help from Land O'Lakes and focuses on legal Issues related to property,
mhentance, marrIage and dIvorce, and access to credit Other USAID gender-related actIVItIes
mclude support of the Land Market ActIOn Plan whIch has a gender focus, and sponsorshIp of a
four-week workshop on gender-dIsaggregated data analySIS and dissemmatIon

UNDP reports that of the 580 dIrectors ofmmIstnes and state mstItutIOns, only 80 were women
m 1995 In addItIOn, no women served as mayors or heads of local government

ConclusIOns

Development oflocal government
Under the Commumst regIme, murucIpalItIes eXIsted but had lIttle power Now, power IS
devolvmg to these governments slowly Because of theIr mexpenence, the central government IS
reluctant to gIve up ItS own authonty, thus contnbutmg to a cycle ofmexpenence

Infrastructure development
AlbanIa has needs m development of water systems, sewers, roads and transportatIOn,
telecommumcatIOns, and others Pnvate Investment Will remam slow as long as mfrastructure
development IS weak

Penszons
The government of Sall Bensha expressed a deSIre to establIsh pnvate penSIOn funds as
supplementary penSIOn msurance In addItIOn, many penSIOners and other Albamans lost theIr
savmgs dunng the pyramId cnSIS of 1997, leadmg to a need for a safe, relIable system ofpenSIOn
savmgs
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BULGARIA

IntroductIOn

ThIS overvIew presents a bnef summary of SOCIal sector Issues m Bulgana WhIle It IS not
mtended to be comprehensIve, thIS summary wIll provIde an mtroductIOn to social sector reform
m Bulgaria smce 1989 In addltlOn, thIS summary dIscusses the role ofUSAID, the agency of the
Umted States government that provIdes aId to foreIgn countrIes, m Bulgana's tranSItIOn to
democracy and a market-based economy

Bulgaria began ItS POlItICal transltlOn m 1989 but senous market reforms dId not begm until
1991 The tranSItIOn for BulgarIa has been erratIC both POlItICally and economIcally EconomIc
reforms have been slow, and the standard of hvmg for BulgarIans has decreased substantIally In
1996 and 1997, the value of the lev declmed from 70/$1 to more than 2,500/$1 m February 1997
An IMF currency board was Imposed m 1997, helpmg to bnng the lev up to 1,800/$1

ReVIew ofLIterature on the TransItIOn

The tranSItion to democracy and a market economy began m Bulgana m 1989 Bulgana has
tradItIOnally strong tIes to RUSSIa and was perhaps ItS closest ally m the former SOVIet bloc
Bulgaria'S relIance on the SOVIet Dmon for trade led to a dramatIC fall m trade and severe
shortages of foreIgn exchange ("Bulgana Country OvervIew," The World Bank,
<http //wwwworldbank orglhtml/extdr/offrep/ecalbgrcb htm» The tranSItIOn proceeded
slowly by November of 1995, only 483 of3,800 state-owned enterpnses had been pnvatIzed

Pnor to the tranSItIOn, Bulgana's natIOnal government proVIded CItIzens a comprehenSIve SOCIal
safety net whIch mcluded full employment, retIrement and dIsabIlIty penSIOns, free health care,
and free educatIOn ("SOCial Safety Net and the Poor Dunng the TranSItIon The Case of
Bulgana," Fareed M A Hassan and R Kyle Peters, Jr, The World Bank, p 1) The tranSItIOn
was marred by a severe declme m the standard oflIvmg for the maJonty ofBulganans The
mflatIOn rate mcreased to more than 300 percent m 1996, and the average penSIOn amounted to
less than $5/month (m February 1997) whIle bread cost about $ 50 per loaf and eggs $lIdozen
In addItIOn, the graIn harvest m BulgarIa m 1996 was the lowest m 20 years, leadmg to shortages
of bread, the staple food ("EconomIc ReVIew," FBIS, July 22, 1996, <http //wnc fedworld gov»

USAID expected Joblessness due to contmued pnvatIzatIon of state-owned enterpnses to
mcrease to between 480,000 and 800,000 persons, or as much as 25 percent of the work force, m
1997

Bulganans m early 1997 demonstrated agamst the government and the prevaIlIng economIC
condItIOns - the fIrst such protests smce the changes began m 1989 These demonstratIOns
called for pre-term parlIamentary electIOns and led to the electIOn ofPetar Stoyanov as PresIdent
(Dmon of DemocratIc Forces) and defeat of the Bulganan SOCialIst Party m ParlIament
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DIscussIon of Key Issues

The transItIOn to a market economy has not been easy for Bulgana InflatIOn, the devaluatIOn of
the currency, bank faIlures, and food and heatmg 011 shortages have all beset the country Under
agreements WIth the World Bank and the IMF, Bulgana mstltuted a currency board to attempt to
control the slIde of the lev A new government was elected m Apn11997, tills new government
promIsed to hasten refonns as a way to Improve the economIC SItuatIOn

IntroductIOn of the Subset of the SocIal Sector Reform ActIVItIes that Donors Have
Sponsored

Pnor to the tranSItIOn to a market economy, BulgarIa had m place a pensIOn system and a short­
tenn benefit system The country had lIttle socIal aSSIstance and no unemployment benefits
Smce the tranSItIOn began III 1989, BulgarIa has establIshed an unemployment system as well as
expanded ItS SOCIal aSSIstance programs The current SOCIal safety net m BulgarIa mcludes
penSIOns, unemployment benefits, and maternIty, chIld, and SOCIal aSSIstance or famIly benefits
("SocIal Safety Net and the Poor Dunng the TranSItIon The Case ofBulgana," Fareed M A
Hassan and R Kyle Peters, Jr, The World Bank, pp 18-21)

USAID

USAID has been mvolved m several areas ofreform m Bulgana, mcludmg econOmIC
restructurIng, democratIc tranSItIOn, SOCIal stabIlIzatIOn, and other specIal ImtIatIves
USAIDlBulgana programs mclude

• humanitanan aId, mcludmg prOVlSlon ofpharmaceutIcals
• bankmg sector reform
• supportmg growth of small and medIUm SIzed enterpnses
• the Democracy Network program
• scholarshIps for economIC refonn trammg
• Local Government ImtIatIve, mcludmg a new "democracy component"
• aSSIstIng the NatIOnal MUnICIpal ASSOCIatIOn to develop lobbymg efforts
• labor market refonn Imtiatives
• penSIOn refonn
• the Amencan Umverslty of Bulgana
• ProfeSSIOnal MedIa Program (see Annex 1 for a more complete hstmg)

USAIDlBulgana's actIVIties under StrategIC Objective 3 2 Improved FIscal Sustamablhty of
SOCIal Benefits and ServIces have focused on labor market reforms These are dIscussed m more
detaIl below, m SectIOn IV

Other Donors
Bulgana's Mass PnvatIzatlOn Program has been aSSIsted by the European Umon and the French
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Government The IMF, World Bank, European Bank for ReconstructlOn and Development Bank,
and the European Dmon are allmvolved m macroeconomIC polIcy, bank restructunng, budget
development, and tax polIcy (USAID CongresslOnal PresentatlOn 1998 BulgarIa, p 2)

Labor Market Reform
BulgarIa's current compulsory unemployment msurance law was passed m 1989 and covers both
employed persons and graduates of vocatIOnal schools and colleges and umversIt1es Employers
pay five percent of theIr payroll for unemployment msurance The government covers the costs
of benefits for government workers and students

Unemployment benefits are based on 60 percent of average earnmgs dunng' the prevIOUS SIX
months (but not less than 90 percent or more than 140 percent of the mmimum wage) The
duratIOn of the benefits depends on age and length of coverage

Unemployed persons must regIster at an unemployment office WIthm seven days of dIsmIssal or
one month of warmng of dIsmIssal

USAIUs labor market reform actIVItIes have had three pnmary components employment
servIces, traImng for ethmc mmontIes, and SOCial msurance reform

USAID, through agreements With DOL, has helped establIsh a natlOnal employment servIce
DOL helped the government ofBulgana establIsh model labor offices, these offices conduct Job
skills trammg, prOVIde employment counselmg, and conduct employer outreach

ServIces to ethnIC mmontIes have focused on two programs SOCIal Welfare to Employment
(SWEP) and Work Literacy Trammg EtlmiC mmontIes m BulgarIa have hIgh unemployment
rates (more than 50 percent of the Turkish mmonty and 80 percent of GypSIes are unemployed)
SWEP attempts to address the problem of long-term welfare dependency among ethmc
mmontIes by provIdmgJob skIlls trammg and Job placement SWEP has been successful m
reducmg unemployment payments to the ethnIC populatIOn through employment m government
work programs Work LIteracy Trmmng proVIdes lIteracy traImng m language and mathematICS,
vocatlOnal trammg, and Job placement

A new project begun m 1997, the QUIck Start program, prOVIdes retrmmng to workers m
collaboratlOn With local trammg centers and busmesses

PensIOn Reform
In 1992, the Government ofBulgaria passed the PenslOn Reform Act that lowered the retrrement
age (effectIvely encouragmg early retuements) the retuement age for men was reduced from 64
to 60 and for women from 58 to 55 Generous prOVISlOns for early retrrement led to mcreased
penSIOn expendItures - 96 percent ofGDP III 1993 (Branko MilanovIc, sectIOn 3, p 5)

In 1996, the government establIshed the NatIOnal SOCIal Secunty InstItute (NSSI) and gave It
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authonty over the pensIOn system The US Department ofLabor (DOL) and the Free Trade
Umon InstItute provIde trammg to NSSI staff ThIs traImng IS mtended to help Bulgana meet the
terms and condItIOns of a World Bank loan to help reform Bulgana's socIal msurance system
The DOL project mcludes mcreasmg NSSI mstItutIOnal capacIty (polIcy analysIs, actuanal
forecastmg, publIc mformatIOn and educatIOn, and personnel management Improvements) and
Improvmg NSSI operatIOnal effiCIency m the new market economy (reversmg tax noncomplIance
trend and strengthenIng NSSI's abIlIty to perform evaluatIOn)

PenSIOners currently compnse about 30 percent of the BulgarIan populatIOn (25 mIllIon
pensIOners) Twenty percent of government expendItures go for penSIOns, but the average
penSIOn IS worth only 33 percent of the average salary

BulgarIa has no offiCIal pnvate penSIOn system, however, a government workmg group has been
establIshed to draft legIslatIOn establIshmg pnvate penSIOns Several pnvate penSIOn funds have
been establIshed m recent years, they operate as msurance funds, and no law has yet been passed
to regulate theIr operatIOns USAID IS currently deSIgnIng a program to aSSIst Bulgana With
pnvate penSIOn reform

Targeted SubSidies
Reforms m Bulgana have not yet focused on IncreasIng use of targeted SubSIdIes The World
Bank has explored the need for targetIng In Bulgana and IdentIfied how well SOCIal aSSIstance
programs are targeted to the poor The follOWIng dIScussIon IS summarIzed from, "SOCIal Safety
Net and the Poor DurIng the TranSItIOn The Case ofBulgana," a publIcatIOn ofthe World Bank

Accordmg to the World Bank's analYSIS, mIddle Income households receIve more than half ofall
SOCIal benefits In Bulgana For example, mIddle Income households receIve almost 70 percent of
all chIld allowances whIle lOW-Income famIlIes receIve fewer than 20 percent ofchIld benefits
(It should be noted that Bulgana's chIld allowances are Intended to encourage bIrths due to theIr
declInIng bIrth rate and declInIng populatIOn) Two-thIrds of all SOCIal asSIstance go to "better­
off' households

PenSIOn benefits are evenly dlstnbuted throughout the Income groups However, poor penSIOners
are completely dependent on theIr meager penSIOns (the value ofpensIOns has been declImng as
the economIC SItuatIOn worsens) whIle wealthIer penSIOners have addItIonal Income

The World Bank suggests that chIld allowances be means-tested and penSIOn benefits be
mcreased and adequately Indexed

Governance and MUniCipal Reform
Local governments In BulgarIa are responsIble for delIvenng servIces, but the authonty to tax
and proVIde fInanCIng for servIces belongs to the central government ("Local Government
Reform m BulgarIa Current Issues, Constramts, and OpportumtIes," InternatIOnal CIty/COunty
Management ASSOCIatIOn, September, 1994, prepared for USAID, draft report, p 2) The
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pnncipal expendIture categones for local government spendmg are SCIence and educatIOn,
culture and arts, health care, constructIOn and development, socIal support, tOUrIsm and sports,
land dIVISIon and markmg, and youth actIvItIes The central government prescnbes that 70
percent of the budget goes for educatIOn and health care, local governments do not have the
fleXIbIlIty to change those percentages based on local needs

The InternatIOnal CIty/County Management ASSOCiatIOn (lCMA), through a contract WIth
USAID, provIded techmcal aSSIstance to local governments m Bulgana Through thIS contract,
ICMA conducted an evaluatIOn of condItIOns affectmg local governments, developed a plan for
short-term Improvements m revenue enhancements and expendIture reductIOns, developed a plan
for long-term Improvements m finanCIal management, admimstrative performance, servIce
delIvery, and cIuzen partICIpatory processes, and IdentIfied capItal projects that demonstrated
feaSIbIlIty for fundmg and ImplementatIOn aSSIstance from donor agenCIes ("Local Government
Reform m Bulgana Current Issues, Constramts, and OpportunItIes," InternatIonal CIty/COunty
Management ASSOCiatIOn, September, 1994, prepared for USAID, draft report, executIve
summary)

One ofICMA's recommendatIOns was that a study be conducted to determme benchmarks for
evaluatmg delIvery ofmumcipal servIces The study Will help mumcipal offiCials make resource
allocatIOn deCISIOns ("Local Government Reform m Bulgana Current Issues, Constramts, and
OpportumtIes," InternatIOnal CIty/COunty Management ASSOCIatIOn, September, 1994, prepared
for USAID, draft report, p 30)

USAID has also begun a Local Governance ImtIauve project m Bulgana RegIOnal mumcipal
aSSOCIatIOns were created to proVIde trammg and technIcal aSSIstance to mumcipalIues, USAID
proVIdes traImng and support to these aSSOCiatIOns

ConclUSIOn
Bulgana contInues to face economIC hardshIps Country needs Include pnvate penSIOn reform
and SOCial servIces, mcludIng health care, SOCIal aSSIstance, and food aSSIstance

USAID IS not mvolved m many SOCIal sector areas OutSIde of the DOL programs and a one tIme
humanitanan aId program to purchase pharmaceutIcals, USAID/Sofia does not have SOCIal sector
programs
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THE CAUCASUS ARMENIA, AZERBAIJAN, GEORGIA

IntroductlOn
The Caucasus IS not as advanced In ItS reforms as Central and Eastern Europe Annema's
polItIcal reform was set back In Autumn 1996 by flawed electIOns PolItICal deCISIOn makers are
reluctant to undertake cntlcal reforms that may further burden the populatIOn Annema's per
capIta GDP IS one of the lowest In the NIS (USAID/Armema, Results ReVIew Document, 1998,
p 2) Annema IS not yet economIcally vIable on ItS own and wIll be relIant on aId, external debt
and remIttances for several years to come AzerbaIjan has enforced a transport embargo agamst
Annema and Turkey has also closed ItS borders WIth ArmenIa Very lIttle of the eXIstIng Industry
has been pnvatlzed In eIther Armema or AzerbaIjan and war between Armema and AzerbaIjan
has mcreased the governments' finanCIal burdens due to the need to proVIde for Internally
dIsplaced persons (IDPs)

Baku IS a boomtown, m spIte of the fact that AzerbaIjan has not yet been able to export 011 It has
been slow to undertake economIC or polItIcal change Heydar Ahyev, former leader of the
CommunIst Party, has shown httle mclmatIOn to make any changes CorruptIOn IS also a
problem In AzerbalJan There are about 800,000 Internally dIsplaced persons In AzerbaIjan and
20 percent ofAzerbaIJanI terrItory IS occupIed by Armema These IDPs receIve ml.Ill1llal support
from the AzerbaIjanI government

GeorgIa has emerged as one of the more progreSSIve NIS countnes GeorgIa IS compnsed of
several dIsparate ethnIC and pohtlcal groups and has had some mternaI conflIct Abkhazla IS the
current locus ofmost of GeorgIa's unrest ReconCIlIatIOn between GeorgIa and South Ossetla IS
also Incomplete In spIte of Its polItIcal problems, GeorgIa IS strategIcally placed between
Europe and the MIddle East and IS used as a mam transport route GeorgIa expenenced an
energy cnSlS last year when Turkmemstan cut off GeorgIa's gas supply for non-payment
Further, the health care system has broken down and can not cope WIth preventable dIseases

BrIef OvervIew of SOCIalIst EconomIC ACtiVIty
ArmenIa was heaVIly SUbSIdIzed as a SOVIet RepublIc AzerbaIjan exported 011 to the other
Repubhcs and Imported most other goods GeorgIa had a strong tOurISt trade that supported ItS
economy There IS sIgmficant agnculture In both GeorgIa and Armema

BrIef OvervIew of PolItIcal Freedom and CIvIl LIbertIes
LIke elsewhere In the SOVIet UnIon, the ConstItutIOn granted the people of the Caucasus
extenSIve polItIcal freedoms, but no CIVIl lIbertIes to support them

IntroductIOn of the Subset of the SOCIal Sector Reform ActIVIties that Donors Have
Sponsored

USAID
The SOCIal sector areas whIch USAID has tned to Impact are labor market reform, governance
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and muruclpal reform, and commumty development Up to tlus pomt, lIttle to no work has been
done by USAID on penSIOn reform In any of the countnes And willIe some consumer subSIdIes
are stIll m place, the only expenence With targetIng SubsIdIes IS to dIsplaced persons and others
who were affected by war

USAID has not yet provIded any support for programs that target SubsIdIes to those who need
them most

USAID supported approxImately 100 commumty mIcro-proJects m Armema, generally m water
provIsIon, farmmg, and sanItatIon USAID has supported NGOs through techmcal assIstance and
traImng and by creatIng an NGO TraImng Center

The USAID MIssIOn to the Caucasus has created a new socIal sector/commuruty mobIlIzatIOn
mitIatIve m Annema and Georgia to enhance the sustamabIlIty of SOCIal servIces and to attempt
to get the communIty to become self-sufficIent by provldmg those servIces wltlun the commuruty
rather than relymg on the central government ThIs effort promotes local econOmIC development
(more provISIOn of servIces locally) and munICIpal development (mdependence from central
government) as well as SOCial sector reform

Other Donors
EU-TACIS IS currently proVIdIng the Government of Annema With technIcal assIstance to reVIse
Its penSIOn system

Labor Market Reform
Many workers have been laid off and unemployment msurance IS not bemg paid The current
system can not support the number of unemployed workers and as pnvatizatIOn ofmedIum and
large firms begms, thIS number Will only mcrease The Government ofAnnema has made a deal
WIth MerrIll Lynch to auctIOn off 13 strategIC enterpnses for mternatIonal mvestment However,
the government does not recogmze the need for comprehensIve market reform

Annema's unemployment benefits are aVailable to those who are regIstered With the employment
office and are able and WIllmg to work The mimmum benefit IS 50 percent of the illllllmum
wage and the maxImum benefit IS three tImes the mIillillurn wage Workers generally receIve 50
to 75 percent of average monthly earnmgs, dependmg on length of servIce and elapsed tIme smce
employment Work Injury benefits reqUIre no mimmurn qualIfymg penod The temporary
dIsabIlIty benefit equals 100 percent of the average monthly earnmgs m the preVIOUS twelve
months The benefit IS payable from the day of mcapaclty untIl recovery or award of dIsabIlIty
penSIOn The permanent dIsabIlIty penSIOn pays 30 to 60 percent of the wage base, dependmg on
degree of dIsabIlIty

AzerbaIJan's unemployment benefits are aVailable to those who are regIstered With the
employment office and are able and WIllmg to work Benefits are paId for 26 weeks, plus an
addItIOnal two weeks for every year over 25 worked Benefits equa155 to 75 percent of pre-
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unemployment earmngs, dependmg on tIme m servIce and tIme elapsed smce employment The
maxImum benefit may not exceed the average wages m that enterpnse and the mImmum benefit
equals the mImmum wage A dependent supplement of 10 percent of unemployment benefits
may be avaIlable

Work mJury benefits are paId from GeorgIa's penSIOn fund The temporary benefit IS 100
percent of earmngs from the day of mcapaclty until recovery or award of dISabIlIty pensIOn The
permanent dIsabIlIty benefits range from 30 percent of earnmgs to 100 percent of old age
benefits, dependIng on degree of disabIhty and tIme employed, plus supplement for constant
attendance If necessary A SOCIal pensIOn may also be avaIlable from 30 percent to 100 percent
of the old age penSIOn

Unemployment Insurance benefits for GeorgIa are meager To qUalIfy, one must regIster at the
employment office and be wIllIng and able to work Benefits are payable for SIX months, equal
to 200 percent of the SubsIstence wage for months one, two, five and SIX and 250 percent the
SubsIstence wage for months three and four A flat rate cost ofhVIng adjustment IS paId monthly

Employment servIces programs have not been attempted by any of the countrIes Mass lay-off
response mechanIsms do not eXIst m the Caucasus Because large scale pnvatIzatIOn has not
occurred, they have not been necessary but If economIC restructurmg contmues, these may
become deSIrable

Traznzng
USAIDICaucasus would hke to see more trammg for bank staff The Central Bank of Armema
has agreed to reqUIre testmg of sernor bank personnel, whIch should be an Impetus for future
tra1lllng Other trammg has mcluded natIOnal budgetmg, munICIpal fmanclal management,
hortIculture, agnbusmess, media techrncal skIlls, and aIrport management

AzerbaIjanIS have not receIved much traIrnng Only 25 AzerbaIjanIS have come to the US for
short-term trammg In bankmg and human nghts and 40 more receIved trammg m busmess
practIces m Baku

ThIrty-three GeorgIans attended short-term tra1ll1ng m the US and 4 attended a short conference
on mumcIpal and local government m Sofia, BulgarIa last year The IMF has sponsored staff
traImng to support GeorgIa's bankIng sector

PensIOn Reform
Many workers m the Caucasus do not have adequate pensIOns Some may not have receIved
payments for several months In general, the penSIOn and bankmg systems m the Caucasus need
to be reformed to mcrease publIc confidence

Armerna's penSIOn benefits are payable to men at 60 years (WIth 25 years of employment) and to
women at 55 (WIth 20 years of employment) Mothers offive or more chIldren, mothers of
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dIsabled chIldren and those workmg m hazardous occupatIOns qualIfy for the old age penSIOn at
50 With 20 years of work) Benefits equal 60 percent of the wage base for the muumwn years of
work plus one percent of the wage base for each addluonal year

Georgia'S penSIOn fund proVIdes benefits to men age 60 (WIth 25 years of employment) and to
women age 55 (WIth 20 years of employment) These reqmrements are reduced for hazardous
work, mothers of four or more cmldren, mothers of dIsabled chIldren, and the blmd

Pnvate penSIOns have not yet been mstttutIOnahzed m the Caucasus DomestIc savmgs are
extremely low smce per capIta mcorne IS low and many people lost theu savmgs dunng the
tranSItIOn

Targeted SubSIdIes
Housmg SubSIdIes have not been targeted to any partIcular parts of the populatIOn, but housmg
mamtenance and servIce IS bemg successfully pnvatlzed

The Armeman government has establIshed the PAROS program, wmch IS a need-based voluntary
regIstratIOn program for humanItarIan aSSIstance Smgle penSIOners and orphans m Armema
receIve preferential treatment for humamtanan aId and government SubSIdIes Humamtanan
aSSIstance m the form of kerosene and wheat SubSIdIes are decreasmg and are bemg allocated
mcreasmgly to those WIth the most need Armeman refugees from AzerbaIjan have been almost
fully mtegrated mto SOCIety although they are some of the PAROS reCIpients

SIckness and maternIty benefits are proVIded through cash payments and umversal coverage
SIckness benefits are theoretIcally aVaIlable m Armema for Illness or to care for a SIck famIly
member, however, that mformatIOn IS not avaIlable MaternIty benefits equal 100 percent of
earmngs payable for 70 days before and 70 days after confinement Monthly benefits equal 100
percent ofmuumwn wage untIl the chIld IS 18 months old UnpaId leave may be granted to care
for cmld for an addItIOnal 18 months Further, there IS a bIrth grant of3,000 dram

The famIly allowance m Annema IS means tested and aVaIlable to urban famIlIes With chIldren If
per capIta mcome IS less than 60 percent of the mmimum wage The famIly allowance ranges
from 450 to 650 dram per month, dependmg on number ofchIldren There IS a supplementary
benefit of700 dram for smgle mothers

Due to sluggIsh revenue collectIOn and poor targetmg of SOCIal aSSIstance resources the GeorgIan
government IS stIll not able to prOVIde for those m need

SIckness and maternIty benefits are proVIded through cash payments and umversal coverage
The SIckness benefit IS equal to 60 to 100 percent of the last month's wages, dependmg on length
of employment The maternIty benefit IS payable for 70 days pnor to and 56 days after
confinement equal to 100 percent of wages
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CommuDlty Development
Both Armema and GeorgIa have social mvestment funds that have sponsored many local
mfrastructure projects Armema's socIal mvestment fund was establIshed by the World Bank to
support mfrastructure renewal and reparr GeorgIa's was establIshed by USAID to fund 10
communIty level projects and stImulate employment through rehabIlItatIOn ofsmall to medIUm
scale mfrastructure projects One of the goals of GeorgIa's SIF was to mcrease employment and
therefore mcome by creatmg constructIOn Jobs for resIdents The government ofGeorgIa IS gomg
to take responsIbIlIty for a larger SOCIal mvestment fund sponsored by the IBRD m late 1997

The capItals of the three countrIes are faIrly well developed but there has been lIttle development
outSIde the capItals ICMA, IRIS, IESC, and VOCA are all workmg to reform the economIC
sector m Armema There IS lIttle mcentive for busmesses to operate legally m the pnvate sector
because the taxes on pnvate mdustry m Armema are prohIbItIvely high

In spIte of tough laws, the NGO commumty has grown conSIderably m the past three years
Armema's Mimstry ofJustIce has a roster of over 1,000 NGOs These orgamzatIOns are no
longer domg Just humamtarian work, but are advocatmg change m the legal, medIa, and human
nghts spheres ConnectIOns WIth constItuents are relatIvely weak, but a small core ofNGOs are
begmmng to understand theIr role m SOCIety Save the ChIldren has done some NGO capaCIty
bUlldmg work

GeorgIa's NGOs have been expandmg and growmg There are a dozen or so well-orgamzed
NGOs m the SOCIal, polItIcal, and economIC polIcy spheres They are able to effectIvely advocate
change but need fmanCIal support and/or fund-ralSlng tralillng NGOs are also havmg problems
WIth tax collectIOn agents who do not understand the tax exemptIon proVIded by law or bIlateral
agreement But this too has been delayed and the condItIons for growth are not favorable

Governance and MUnICIpal Reform
There has been lIttle effort to reform and strengthen local government m the Caucasus
Armema's local governments are slowly developmg as they wm grants from the Armeman SOCIal
Investment Fund to Improve mfrastructure and servIces

In GeorgIa ImmedIately after the CIVIl war, there was a decentralIzatIOn ofpower, but the
preSIdent has smce appomted regIOnal governors, effectIvely recentralIzmg the system Smce the
attempt on Shevardnadze's lIfe, he has successfully taken power away from the Mkhendnom
(local warlords) m GeorgIa, whIch has mcreased the power of legItImate govermng forces The
government recogmzes the need for a new law on local self-government and the Parhament IS
progreSSIve and would probably approve one, but the delay IS caused by a debate over whether
local offiCIals should be elected or appomted In addItIOn, there IS stIll no agreement on the
Ossetian/Abkhazia Issue

Local governments are stIll largely relIant on the central government for fundmg needs
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ConclUSIOns
Many ofUSAID's SOCIal sector programs m the Caucasus have focused on assIstance to refugees
and dIsplaced persons ServIces mcludmg shelter, health, nutntIOn, and employment programs
have been proVIded through both natIOnal and mternatIOnal non-governmental organIZatIOns

USAID's SOCIal sector reform efforts m the Caucasus are movmg away from humanitanan
aSSIstance and mto more long-term SOCIal safety net development A sustamable SOCIal safety net
and employment creatIOn programs WIll help these countrIes better manage theIr tranSItIOns
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CENTRAL ASIA KAZAKHSTAN, KYRGYZSTAN, TAJIKISTAN, TURKMENISTAN,
UZBEKISTAN

IntroductIOn
Central ASIa IS not as advanced m ItS reforms as Central and Eastern Europe Kyrgyzstan IS the
most advanced m ItS reforms and generally follows democratIC norms Kazakhstan, UzbekIstan,
TaJIkistan, and Turkmemstan are charactenzed by varymg degrees of authontanamsm None of
the countnes have held electIOns that meet mternatIOnally reCOgnIzed standards of "free and farr "

EconomIC reforms are proceedmg slowly, smce the governments are afraId of rapId change and
economIC devastatIOn

Brief OvervIew of SOCIalIst EconomIC ACtIVIty
The Central ASIan RepublIcs were treated as colomes under the commumst system They
supplIed the center With raw matenals, but had lIttle manufactunng capabIlIty Cotton was an
Important mdustry m Central ASIa m from the 1860's to the 1990's UzbekIstan was one of the
world's leadmg cotton producers m the 1960's and 1970's (Yuny Kulcluk, Andrey Fadm, and
Vlktor Sergeev, Central ASia After the EmpIre, Pluto Press, ChIcago, IL, 1996, P 10) Its
productIOn, however, has led to SOlI eroSIOn, a rapIdly shrmkmg supply ofdnnkmg and ImgatIOn
water, human dIsease as a consequence of poor qualIty dnnkmg water, and the neceSSIty of
Importmg food, smce almost all arable land IS devoted to cotton

The SOCial protectIOn system m the SOVIet Umon mcluded a comprehenSIve SOCIal secunty and
wage supplements for most ofthe populatIOn, as well as full employment and Job secunty, free
access to health, educatIOn, and other SOCIal servIces In addItIon, utIlItieS and housmg were
SUbSIdIzed

Brief OvervIew of PolItIcal Freedom and CIVIl LIbertIes
LIke elsewhere m the SOVIet Uruon, the ConstItutIOn granted the people of Central ASia
extenSIve polItIcal freedoms, but no CIVIl lIbertIes to support them In Kazakhstan, noo­
mdigenous peoples (RUSSIans, UkraImans, Tatars, etc) were pushed out of commUnIst power
structures from the 1960's to the 1980's

IntroductIOn of the Subset of the SOCIal Sector Reform ActIVIties that Donors Have
Sponsored

USAID
USAID has not partICIpated m labor reform programs m Central ASia because econOmIC reforms
have not yet changed the economy or employment status of many workers

PenSIOn reform has occurred m Kazakhstan, but USAID played a mirumal role

USAID has deSIgned actIVItIes that WIll help the government ofKyrgyzstan make changes to

20



sustaIn the socIal benefits system The largest part of these actIvItIes IS creatIng a means-tested
benefit system and traIlllng admllllstrators m management technIques

USAID has proVIded NGO support across the regIOn USAID has focused ItS efforts on
promotIng constItuency bmldmg and provIsIOn of serVIces to NGO members m Uzbelastan In
Kyrgyzstan, USAID has supported trammg for staff and provIded seed money for projects for
more than 80 NGOs m the country

USAID has prOVIded traImng and techmcal assIstance to local governments m housmg and
health USAID has also managed a pIlot project m Karakol, Kyrgyzstan and Atyrau, Kazakhstan
on Mumclpal Fmance and Management USAID also Intends to provIde local governments With
expert aSSIstance by hmng an expatnate CIty adVIsor from the US to conduct traInmg In areas
such as ratIOnalIzatIOn of sOCial servIce delIvery and transparent competItIVe blddmg

Labor Market Reform
To maIntaIn hIgh levels of employment, Central ASIan countnes reqmre rapId dIverSIficatIOn of
the agncultural sector and of the economy In general These are some of the least urban
countrIes m the world Employment servIces WIll be needed for econonnc StabIlIty as the
economy broadens to mclude more non-agncultural actIVItIes RetraImng may also be an
Important component In economIC restructurIng because people were traIned to work cotton
fields and few receIved hIgher educatIOn

Kazakhstan's work Injury benefits are dlstnbuted through cash payments and unIversal coverage
The temporary dIsabIlIty benefit equals 100 percent of earmngs from the day of InCapaCIty untIl
recovery or award ofa disablhty penSIOn The permanent dIsabIlIty penSIOn equals 40 to 60
percent of earmngs as a maxImum and a mInImum of 50 to 100 percent of the old age penSIOn,
based on degree of dlsablhty and length of employment Kazakhstan has also developed a new
system ofunemployment Insurance

Uzbelastan's work Injury benefits are also dIstnbuted through cash payments and umversal
coverage The temporary dIsabIlIty benefit equals 100 percent of earmngs from the day of
InCapaCIty untIl recovery or award of dIsabIlIty penSIOn The dIsabIlIty penSIOn ranges from 30 to
55 percent of earnmgs, WIth a mimmum of 50 to 100 percent of the nnmmum first-tier old age
penSIOn To qualIfy for UzbekIstan's unemployment benefits, one must have worked 12 weeks
In the past 12 months, be regIstered at the employment office, able and WIlhng to work, and
reCeIVIng no Income from employment Benefits are equal to 50 percent of average earnmgs,
payable for 26 weeks The maXImum benefit reqmres that average earnmgs not exceed the
RepublIc's average wage The mllllillum benefit equals the mlmmum wage

PenSIon Reform
Kazakhstan's penSIOn reform scheme IS umque It completely elInnnated the first pIllar, or the
pay-as-you-go system, and replaced It With mandatory funded pnvate pensIOn accounts Instead
ofbemg managed by a prIvate company, however, the fund IS managed by the government smce
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there are few firms m Kazakhstan that have the reqUiSIte knowledge and expenence to mamtam
such a large fund

In Kazakhstan, men qualIfy for penSIOns at 60 5 years WIth 25 years of covered employment,
women qUalIfy at 555 years and 20 years of work ReqUirements are reduced for the blmd, for
those worlang m hazardous occupatIOns, and mothers of dIsabled or five or more chIldren
PenSIon benefits equal 60 percent of earmngs plus one percent for each year m excess of the
reqUired mlmmum The mInImum penSIOn IS establIshed yearly m the RepublIc budget

In Uzbelastan, men qualIfy for penSIOns at 60 (25 years of covered employment) and women
qualIfy for penSIOns at 55 (20 years of work) These requIrements are reduced for hazardous
occupatIOns RetIrement IS necessary to qUalIfy for these penSIOns FIrst tIer pensIOns equal 55
percent of average earmngs (over any five year perIod) The maxImum benefit paId IS 5 25 tImes
mmlmum wage and the mmlmum benefit equals half the mmlmum wage A second tIer pensIOn
may be paId m addItIOn at one percent average earmngs for every year of servIce These may
also be speCIal penSIOns awarded to war veterans and others

Targeted SubSIdies
Housmg SubSIdIes are now proVIded by local governments m most of Central ASIa The funds
for provIdmg SubSIdIes, however, are not plentIful USAID has been worlang With local
governments m thIS area to promote cost-effectIve admIillstratIOn ofhousmg umts

Kyrgyzstan IS developmg a means-tested SOCial benefit system wInch WIll target resources to
those who need them most

Uzbekistan proVIdes cash payments and UnIversal coverage for SIckness and matermty benefits
SIckness benefits range from 60 to 100 percent, dependmg on length of servIce The matermty
benefit equals 100 percent of wages for 70 days pnor to and 56 day after confinement
UzbekIstan's MIillStry of Health has approached USAID about aSSIstance With health reform,
partIcularly m the areas of targetmg, sustaInable budgets, and pnvatizatIOn

Commumty Development
TajIkIstan has a SOCIal mvestment fund that IS sponsored by the World Bank It focuses on
rebUIldmg mfrastructure and commuilltIes that were destroyed by CIVIl war

Agnculture IS stIll a cntlcal sector for the Central ASIan countrIes In Uzbekistan, efforts to
develop a Pnvate Farmers ASSOCIatIOn have had lImIted success because the government stIll
exerCIses conSIderable control over that sector

The governments m Central ASia are trymg to solIdIfy theIr pOSItIons and are threatened by
CItIzen mvolvement m the governmg process WhIle the constItutIOns gIve CItIzens the nght to
be mvolved and to assemble and form groups, these nghts are rarely exerCIsed WithOUt
government mterventIOn
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NGOs are developIng slowly In Central ASIa In Uzbelastan, the NGOs are stIll subject to
government morutonng, but no NGOs have expenenced Interference WIth traIrung or other
actIvItIes In fact, the government has been mIldly supportIve of those that attempt to make
economIc or sOCial changes In the communItIes

Governance and MUnICIpal Reform
LIke In many countnes In Eastern Europe, some of the Central ASIan governments have devolved
responsIbIlIty for SOCIal serVIce provlSlon to the local governments, but revenue raIsmg capaCIty
has not been decentralIzed In Kyrgyzstan, local governments are largely responSIble for
housmg, health, and educatIOn proVISIOn The World Bank IS workmg III two oblasts III

Kazakhstan to Improve health and kmdergarten servIces The UK Know-How Fund IS also
aSSIstIng two munICIpalItieS In Kazakhstan to Improve health care delIvery

BudgetIng IS dIfficult In these countrIes smce local governments have lImIted taxatIOn authonty
and can generally only collect around 20 percent of potentIal revenue

ConclUSions
There IS stIll much programmIng that USAID could proVIde to Central ASia to aSSIst the
democratIzatIOn process there SOCIal sector programs may Increase In Importance as Central
ASIa's economIes dIverSIfy
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FORMER YUGOSLAV REPUBLIC OF MACEDONIA

IntroductIOn
The Former Yugoslav RepublIc of Macedorua was fortunate to avoId war With rump YugoslavIa
upon Its secessIOn, but the current COnflIct III Kosovo threatens Its polItIcal stabilIty FYR
Macedorua has been plagued by Interrupted trade routes, ethnIc tensIOns and refugees requmng
large publIc expendItures as a result ofwar In neIghbonng countrIes Wlnle war mterrupted trade
pOSSibIlItIes to the north, conflIct WIth Greece over the name "Macedoma" prevented trade from
developIng to the south

Bnef Overview of SOCialIst Economic ActiVity
YugoslaVIa was one of the least repreSSIve SOCIalIst states In Eastern Europe Agnculture was
never forcefully collectIVIzed, though It was often cooperatIve Macedorua had many economic
ties (not necessarIly offiCIal ones) WIth Italy, Greece, Turkey, and AustrIa Macedoma had some
mdustry (though the maJonty of the heavy Industry was concentrated m Croatia) and some
agnculture (whIch was concentrated In SerbIa) The workers' self-management system that
YugoslaVia used was more decentralIzed and market onented than other Eastern European
systems Wages were compressed, most consumer goods were subSidIzed, and frInge benefits
were generous The government also admInIstered pay-as-you-go penSIOns, unemployment
msurance, an msurance-funded medIcal system, and means-tested famIly allowances

Bnef Overview of PolItical Freedom and CivIl LIberties
The Yugoslav system ofgovernment under Tlto was eqUItable and therefore not threatenmg to
any of the natIOnalIties There was a rotatmg preSIdency and each group was guaranteed
representatIOn Macedomans were accorded fairly extensive POlItICal freedoms m YugoslaVIa,
but only a few CIVIl lIbertIes After TItO'S death, the rIse of Serbian natIOnalIsm alanned the
other natIOnalIties, and one by one the republIcs seceded from YugoslaVia

Macedoma has a relatively large ethnIC AlbanIan populatIOn There has been tenSIOn recently
between the Macedoman government and the ethnIc Albaruan commumty, largely over the lack
ofAlbanIan language InstructIOn In schools and the reSIstance to establIshmg Tetovo Umverslty,
the only Albaman-language umversity m the country

Introduction of the Subset of the SOCIal Sector Reform ActiVIties that Donors Have
Sponsored

USAID
USAID has contracted With the followmg technIcal aSSIstance proViders to work m vanous areas
of economIC restructurmg IRIS (collateral law), KPMG (bank supervISIon, bank rehabIlitatIOn),
OI (mICro lendmg), Land 0' Lakes (dairy marketmg), FSVC (busmess sector support), CFED
(commercIal law, bank operatIOns), Cnmson CapItal (busmess resource center), VOCA (farmer­
to-farmer aSSIstance), Carana CorporatIOn (bankruptcy law), IDLI (finanCIal transactIOns), US
Treasury (tax admmistratIOn), WOCCU (rural credIt)
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USAID has contrIbuted to the pensIOn reform effort m Macedoma through ItS fundmg ofa study
ofpossIble reform measures and trammg of PenSIOn Fund staff Carana has been hIred to work
on SOCIal sector reform programs

USAID funded advIsors have prOVIded Macedoman NGOs WIth financIal management,
orgarnzatIOnal skills, grant wntmg, strategy development and member recruItment trammg
leNL (NGO laws), DelphI (networkmg of women's orgamzatIOns), NFF (NGO networkmg),
PIET (partICIpant trammg)

USAID has proVIded assIstance through ItS contractors for three local governments to manage
publIc servIces and mfrastructure, economIC development, revenue generatIOn, and publIc
mvolvement m decision-makmg It contracted WIth the followmg techmcal asSIstance proVIders
to work m mumcipal reform and governance USIA (EnglIsh-language mstructIOn, democracy
commISSIOn, medIa trmmng), DAI (local government), ISC (democracy networking), KPMG
(central government), NDI (polItIcal organIzatIOn), CRS (parent-teacher orgamzatlOns), CEELI
(rule oflaw)

Labor Market Reform
Macedoma tradItionally traded ItS manufactures and agncultural products Wlth the other
Yugoslav republIcs and neighbonng countnes It has had dIfficulty establIshmg external trade
The war m Slovema, Croatia, and Bosma-Hercegovma and the blockade on Serbia-Montenegro
severed normal trade WIth the former republIcs Bulgaria's dIfficult SItuatIOn prevented them
form Importmg Macedoman goods and the conflIct between Macedoma and Greece over the
name "Macedoma" led to a Greek embargo on Macedoman goods as well whIch has smce been
lIfted

Employment rates m Macedoma decreased by 25 percent between 1989 and 1995 (AllIson and
Rmgold, p 18) The workmg age populatIOn m Macedoma has decreased by 5 to 6 percent smce
1990 (AllIson and Rmgold, p 10), whIch accounts for some of the declme RegIstered
unemployment grew from 24 percent m 1989 to 36 percent m 1995 (AllIson and Rmgold, p 23)
FIgures are only avaIlable from 1990 to 1993, but fewer than 10 percent of the regIstered
unemployed actually receIved benefits dunng that penod (AllIson and Rmgold, p 27) Long­
term unemployment IS extremely hJ.gh In 1993, 87 percent of those who were unemployed were
long-term unemployed (AllIson and Rmgold, p 28)

The rate ofWlthdrawal from the labor force due to dIsabIlIty, however, has been lower m
Macedoma than mother countnes, less than 2 percent the total workmg age populatIOn as of
1993(AllIson and Rmgold, p 14) The WIthdrawal from the labor force to old-age penSIOns has
been more common among women, but the total rate was approxImately 15 percent (AllIson and
Rmgold, p 14)

The government proposed budget cuts and austenty measures to brmg mflatIOn and the budget
defiCIt under control These cuts, however, would further Impmr the abIlIty of the government to
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provIde health msurance, penSIOns and unemployment benefits to the populatIOn

The World Bank began a restructurmg program m1994 and the consequence was that 10,000
workers were fired The SOCIal safety net, however, can not support addItIonal unemployed
workers The World Bank has sponsored a labor redeployment program to respond to the
umntended consequences of pnvatizatIOn Self-employment IS an mcreasmgly attractIve optIOn
for some of these workers, but lIttle credIt IS avaIlable for small busmess start-up

Macedoma had unemployment msurance under socIallsm, but the country was also supposed to
have full employment Its experIence WIth admmistenng such a program, however, should have
been helpful to government offiCIals who were creatmg the new system The old unemployment
benefits were dlstnbuted by the Employment Department, but It has not been able to meet the
demand for several years and unemployment payments were bemg made from the central budget
Pnme Mlmster CrvenkovskI CIted unemployment as Macedoma's bIggest problem, WIth 230,000
people unemployed accordmg to Employment Department data (Nova MakedomJa, Feb 8,
1997) And apparently, unemployment shows no SIgns of decreasmg smce the figure publIshed
at the end of October was 250,000 unemployed (SkOPJe MIC, October, 31, 1997)

PensIOn Reform
As part of the World Bank program, the Macedoman Government had to agree to undertake
actuarIal analySIS of the penSIOn system to understand the reqUIrements for reformmg the old
penSIOn system Macedoma passed laws that mcreased the ellgibilIty ages for penSIOns, reduced
mdiVIdual penSIOn levels, and mcreased contnbutIOns by employers

PenSIOns and health msurance have not been paId for a large number ofworkers The Supreme
Court deCIded that the payment of penSIOns was the duty of the PenSIOn Fund and that the central
government could not be held accountable However, the Fund IS In a cnSlS and can not afford to
pay what It owes to the penSIOners Many busmesses have closed or are no longer operatIng
legally so they are not paymg mto the PenSIOn Fund Others are SImply defaultIng on the
contnbutIOns The government has adopted a new regulatIon that requues bUSInesses to pay
contnbutIOns to the PenSIOn Fund by the 25th of the month regardless ofwhether salanes have
been paId (SkOPJe PuIs, July 25, 1997, P 5-7)

Pnvate penSIOns are now mandatory In Macedoma Ongmally the government requested
InfOrmatIOn and aId m establIshIng voluntary prIvate penSIOn funds, but has SInce changed ItS
program

Targeted SubSIdIes
Macedoma IS one of the few countnes that benefits from havmg e'(penence WIth means~tested

welfare under commumsm The World Bani\: supported another program In Macedoma to
establIsh baselme poverty measures, mcrease the capaCIty of the SOCIal aSSIstance system through
staff trammg m admmistratIOn, enforcement and budgetmg
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Commumty Development
Macedorua has the smallest NGO communIty III the regIOn and the NGOs are very Issue onented
and generally do not engage the natIOnal or local governments III a polIcy dIalOg

Governance and Mumcipal Reform
A new local electIOn law was adopted III the summer of 1996 The law allowed 34 murucipal
governments to be expanded to 123
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HUNGARY

Bnef Overview of Socialist Economic Activity
EconomIc reforms began m the late 1960's WIth the New EconomIc MechanIsm It trIed to
substItute market pnces for the plan as an allocative mechanIsm (World Bank, Hungary-Youth
Trammg ProJect, p 1) It also bUIlt some of the IllstitutIOns necessary m a market economy
Hungary began Importmg capItal from the west It contmued through the 1980's and by 1988,
approxImately 10 percent of the labor force was employed m pnvate ventures The remamder
worked mamly m the manufacturmg and mdustnal sectors Large state-owned compames III

Hungary were often responsIble for supplymg educatIOn and socIal servIces WIth a small grant
from the government partIcularly m one-company towns (UNDP, Informal Economy, p 6)
Trade umons provIded workeis WIth financial support and holIdays UnlIke III other countrIes,
about 80 percent ofHungarIans lIved m housmg that they owned (not mcludmg farmland) by the
end of the 1980's (UNDP, Informal Economy, p 8)

Bnef Overview of Political Freedom and CIVIl LIbertIes
Hungary was one of the first commumst countnes to make the tranSITIOn to democracy Even
under communIsm, HungarIans were relatIvely free compared to other Eastern Europeans WhIle
the Magyar SOCialIst Workers' Party (MSZMP) was the only legal party, OppOSItIon groups
eXIsted m relatIve peace The movement for reform m Hungary came from WithIn the MSZMP
The government entered mto roundtable dIscussIOns With OppOSItIOn groups and, m June 1989,
removed the clause m the constItutIOn that outlawed other pohtical partIes SIX well-defined
polItIcal partIes partICIpated m electIOns III Apnl 1990

IntroductIOn of the Subset of the SOCIal Sector Reform ActIVItIes that Donors Have
Sponsored

USAID
USAID has sponsored several labor market reform programs m Hungary smce 1990 The
Department of Labor has managed three of these programs The first IS the QUIck Start Labor
InterventIOn Program Its goal was to generate employment for the long-term unemployed by
trmmng them for Jobs and skIlls that are m demand ThIs program has earned the cooperatIOn of
pnvate enterpnses, regIOnal re-employment and retrammg centers, and county labor offices

The second DOL program m Hungary IS the Employment ServIces and DIslocated Workers
Program/Rapid Response The program successfully Improved the abIlIty of the Hunganan
government to deal WIth mass layoffs from pnvatizatIOn or restructunng by mstitutlOnalIzmg
County Labor Centers whIch counsel workers mdividually and help them find new Job
placements before they are unemployed for any long penod of tIme

DOL's thIrd program m Hungary IS the Labor Management RelatIOns Program ThIs program
was deSIgned to help the Hunganan government, trade umons, and enterpnses develop a natIOnal
mdustnal relatIOns system that allowed collectIve bargmmng, dIspute resolutIOn, and approaches
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to accountabIhty, responsIbIhty, and deCISIon makmg that Will lead to mcreased productIVity for
workers and mvestors

USAID has created a framework for better defimtIOn and targetmg of government benefits An
mter-mmlstenal workmg group has accepted the framework, but the PensIOn Fund authontIes
have not USAID's goal IS to have the framework m place and the new system functIOrung by
1999

USAID IS workmg WIth the Government ofHungary to reduce SUbSIdy expendItures The 1996
target for SubSIdIes as a share of government expendItures was 9 5 percent, but the actual figure
was 10 2 percent The goal IS to have government SubSIdIes reduced to 6 percent of budget
expendItures by 1999

USAID has several goals m the small and medmm enterpnse program that should help
communIty development HungarIan banks are extremely cautIOUS about lendmg to small and
medIum enterpnses, and whIle foreIgn banks do make such loans, aVaIlable capItal IS lIrmted
Those Hunganan banks that do prOVIde loans to small and medIUm enterpnses often reqUIre 150
percent collateral, whIch prevents many busmesses from recelvmg2 a loan USAID has proVIded
a $6 mIllIon loan portfoho guarantee to Hungary's largest bank, OTP Bank, to encourage lendmg
to small and medIUm enterpnses USAID has also prOVIded a few banks With software that
allows the bank to effiCIently track Its portfoho USAID has also worked With the busmesses
themselves to promote better presentatIOn of finanCial data to banks

USAID has also worked to Improve the technology aVaIlable to small and medIUm firms Many
of these enterpnses can now access the Internet at local enterpnse agenCIes USAID establIshed
a database ofregIOnal mformatIOn on the web for agncultural producers and busmesses It has
also made resource matenals aVaIlable through VIrtual IIbranes at unIverSItIes and other
educatIOnal centers These resources have begun to support small busmess development centers
m larger towns and CItIes USAID has offered busmess tralmng through the State Uruversity of
New York, which has estabhshed Total QualIty Management (TQM) centers at seven Hunganan
unIverSItIes, and IndIana Umverslty, whIch has collaborated With the Budapest Umversity of
EconomIC SCIences to create programs that speCIfically focus on the needs ofwomen m busmess

Labor Market Reform
Labor sheddmg and a subsequent growth m labor productIVIty charactenze labor market
adjustment m Hungary (Alhson and Rmgold, p 4) Between 1990 and 1993, employment fell by
1 03 mIllIon, approxrrnately 20 percent, m Hungary (Commander and ConcellI, p 4) The
changes were mamly from state owned compames or pnvatIzmg companIes laymg offworkers
Many analysts thought that the growth of pnvate companIes should absorb those released from
state mdustnes, however, thIS dId not happen Many people retIred early, some went to work m
the pnvate sector (largely m servIce mdustnes) and others Jomed the ranks of the unemployed
Wages are generally hIgher m pnvate sector
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Unemployment reached maxImum of 13 4 percent m 1993 and has subsIded, but IS stIlllugh at
102 percent (475,000 people) of the workforce Over halfof the unemployed people are under
the age of 35 Those With the least educatIOn suffer most (World Bank, Hungary-Youth Trammg
Project, p 2) WIthdrawal from the labor market was the solutIOn for many people, partIcularly
women When chIld care SubSIdIes and generous benefits to mothers ended, many women had to
leave the labor force to care for theIr chIldren (AllIson & RIngold, p 11) Others partICIpate m
the hIdden economy One study m Hungary found that the mformal economy compnsed nearly
30 percent ofGDP m 1992 (AllIson and RIngold, p 6) Unemployment fell to 12 percent In
1994 For those who are employed, however, real wages have remamed stable and fairly lugh
smce 1991 (World Bank, Hungary-Poverty and SOCial Transfers, p 7)

Most tranSItIOns from the publIc to the pnvate sector were made before the IndIVIdual was laId
off RecrUItment was largely by personal contact or word of mouth TranSItIOns from
unemployment to jobs were mSIgmficant 111 the labor movements (Commander and ConcellI, p
18) Employment servIces were not ternbly effectIve m Hungary pnor to 1994 for several
reasons Most servIces that were offered (lIke the rapId response proJect) were offered after the
mdividual was laid off, meanmg that It could not be aJob to Job transItIOn

The government first tned to aVOId mass layoffs by havmg people voluntarIly leave, reducmg
hours, cuttmg shIfts, and delaymg payment of wages Then It offered generous early retIrement
and retIrement through dIsabIlIty packages Mass layoffs came anyway and worst m agnculture
and heavy mdustry (A1hson and RIngold, p 19)

Unemployment IS hIgher for those wIth vocatIOnal secondary tralillng than With a general
secondary educatIOn, but It IS shrInkmg probably due to changes m the trammg (AllIson and
RIngold, p 26) The World Bank and EU PHARE have undertaken a project that Will restructure
the tramIng and educatIOn system for young adults They are movmg from a system that had very
speCIfic trammg for more than 100 speCIfied Jobs (and no trammg after formal
educatIOn)-concrete how-to, few pnnciples-to a system that trams for 13 Job famIlIes and
proVIdes more educatIOn m SCIence and math to lay the pnnclple ground work ExpendItures on
thIS program equal $60 1 mI1hon

The structure of unemployment benefits created a dismcentlve for low-skIlled workers to search
for aJob once they began recelvmg unemployment benefits (Commander and ConcellI, p 31)
Workers were eltgible to receIve 90-100 percent of theIr old wages Hungary has spent more per
unemployed worker and m terms of GDP on unemployment benefits than any other country In
the regIOn (Commander and Concelh, p 30) The long-term unemployed now compnse about
50 percent of the unemployed populatIOn 111 Hungary (Alltson and RIngold, p 28) WhIle thIs
may sound hIgh, the Hunganan rate IS actually lower than the French, SpanIsh, and German rates

Work mJury benefits and disabIhty penSIOns are paId out of the general penSIOn fund Allowance
IS payable for work-connected dIsabIlIty of more than 15 percent, but payable for only two years
If less than 25 percent disabIhty The temporary disabIltty benefit IS 100 percent of average net
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earnIngs for up to one year The permanent dIsabIlIty benefit IS 56 to 70 percent of average net
earmngs dependIng on degree of dIsabIlIty and years of servIce

Unemployment benefits are payable to persons who were employed for forty-eIght months pnor
to loss of employment and unemployment IS not due to refusal of a SUItable offer The benefit IS
70 percent of average net ea111mgs for the first year and 50 percent for the second year The
mimmum payable benefit IS equal to mmImum wage and the maXImum benefit IS twIce the
mimmumwage

Pension Reform
The number of people receIvmg a dIsabIlIty penSIOn mcreased to 7 percent of the workIng age
populatIOn over the first few years of the tranSItIOn In order to aVOId mcreasmg unemployment
emollment, the government offered generous severance packages to many employees of state
owned firms, such as early retIrement and retIrement through dIsabIlIty However, these
packages have created a sIgmficant numbel of people dependent on government penSIOns

The Budget Department needs to keep better track of SOCIal Secunty Funds, so that IS one of the
Items they Will Include m the PublIc Fmance Management Network, enablmg the Budget
Department to track SOCIal securIty payments closely (World Bank, Hungary-PublIc Fmance
Reform Project, p 3) SOCIal securIty supports several of the penSIOns the government offers old
age penSIOn, survIvors penSIOn, dIsabIlIty penSIOn (World Bank, Hungary-Poverty and SOCIal
Transfers, p 26) SOCIal msurance IS contnbutIOn based (both employer and employee)

By January 1996, Hungary had almost 3 mIllIon retIrees (m a populatIOn of 10 3 mIl) FIfty-three
percent of retIrees collect old age penSIOns, 24 percent collect dIsabIlIty, and 7 percent collect
WIdower penSIOns (UNDP, TranSItIOn Problems, p 7) In addItIon, there are agncultural
annUItIes, orphan annUItIes, and aCCIdent annUItIes that people mIght collect PenSIOners m
Hungary tend to be young, 34 percent of men and 39 percent of women collectmg pensIOns were
younger than 50 m 1995 PenSIOns represented around 10 percent of GDP m 1995, HUF 5822
bIllIon (SImIlar to France and Italy, US 5%, Canada 4%)

In spIte ofthe hIgh costs, penSIOns have not kept up WIth mflatIOn In 1993,40 percent of the
populatIon collected government penSIOns and was not employed at any full-tIme Job (World
Bank, Hungary-Poverty and SOCIal Transfers, p 25) The government plans to mcrease penSIOns
by 19 percent m 1998

PenSIOn benefits are payable to men at 60 years and women at 56 years after 20 years of
employment Benefits are equal to 53 percent of net earnmgs dunng the best four of the five
years precedmg retIrement For those who were employed more than 20 years, benefits mcrease
2 percent per year for up to five years (total 25 years) and one percent for each of the next seven
(32 years total)

Other government penSIOns mclude chIld care fee, chIld care allowance, famIly allowance, thIrd
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chIld allowance (all paId by central budget), SOCIal aSSIstance for the long-term unemployed
(50% central, 50% local), unemployment msurance (solIdarIty fund payroll contrIbutIOns, both
employer and employee, some central support), and pregnancy/confinement allowance (Health
Insurance Fund, from contnbutIOns) (World Bank, Hungary-Poverty and SOCIal Transfers, p 26­
7) In addItIOn, local governments finance some of theIr own SOCIal aSSIstance programs
Nmety-one percent of HungarIan households receIve some kmd of transfer and among the
poorest 25 percent, 96 percent receIve some form of aSSIstance (World Bank, Hungary-Poverty
and SOCIal Transfers, p 28) In the new government system that took effect Apnl1997, the
pregnancy/confinement allowance would be replaced by a one-off support 10,000 HUF per clnld
and the chIld care allowance would be paId only to chIldren born before AprIl 15, 1997

The Hunganan ParlIament passed a new law on the penSIOn system m July 1997 Begmmng m
1998, employees wIll pay 75 percent of theIr penSIOn contnbutIOns to the central penSIOn fund
and 25 percent to a pnvate fund of theIr chOIce In addItIOn to thIs, employees may elect to put
addItIOnal money mto a prIvate penSIOn account, much lIke an AmerIcan 401K fund There are
244 new voluntary penSIOn msurance depOSItory banks These banks are helpmg to buIld
Hungary's capItal markets

Targeted SubSIdies
Hungary mhented from the commUnIst system the mfrastructure for maSSIve cash transfer
programs Large subSIdy programs were Important for buy-m However, of the 103 mIllIon
people lU Hungary, 7 mIllIon are elIgIble for benefits ThIS creates qUIte a stram on government
budgets (World Bank, Hungary-Poverty and SOCIal Transfers, p 25) Poverty IS shallow,
meanmg that most people are not far below the poverty lIne

The SIckness and maternIty program prOVIdes cash benefits lU addItIOn to unIversal health care
The first fifteen workmg days of SIck leave are paid by the employer, the government lUsurance
fund pIcks up benefits on the 16th day Benefits range from 60 to 70 percent ofearnmgs,
dependmg on length ofemployment and type of Illness

MaternIty benefits are 100 percent of dally net earnmgs If employed had 270 days of lUsurance
withm the prevIOUS two years, 60 percent for 180 days The benefit IS payable four weeks before
and 20 weeks after confinement In addItIOn, mothers qUalIfy for a lump sum matermty grant of
150 percent of the mmimum penSIOn FamIlIes WIth three or more chIldren or one dIsabled cluld
are automatIcally qualIfied for an extended mfant care grant of 19,500 fonnts ThIs grant IS
means-tested for famIlIes WIth one or two children

FamIly allowances are means tested for famIlIes WIth one or two chIldren Large famIlIes receIve
a maxImum of 3,750 formts and smgle parents receIve a maxImum of3,950 fonnts Parents
receIve a montWy benefit of 5,100 fonnts per dIsabled chIld

Wealthy famIlIes receIve about the same amount m government SubSIdIes as poor famIlIes,
makmg mcome from aJob the prImary determmant ofa famIly's lUcome rank (World Bank,
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Hungary-Poverty and Social Transfers, p 11) The poor do receIve slIghtly more ofgovernment
penSIOn and aId money than wealthy famIlIes, but the dIfference IS small (- 06, scale bemg -1 to
1, 0 bemg neutral) Unemployment benefits are more effectIve m targetmg the poor (- 11) The
famIly allowance IS slIghtly regressIve (04) The chIld care allowance IS progressIve (- 05), but
the chIld care fee IS regressIve (22) (World Bank, Poverty and SOCIal Transfers p 32-4)

Some housmg grants (partIcularly to pensIOners) have been dIfficult to reduce

Most SOCIal aSSIstance IS dIstnbuted by the local governments chIld benefit, home mamtenance
support, unemployment, SOCIal benefit, transportatIOn aSSIstance for handIcapped, temporary
support EducatIOn makes the largest contnbutlOn m raIsmg hvmg standards (World Bank,
Hungary-Poverty and SOCial Transfers p 21) Bemg a penslOner lo""ers one's standard ofhvmg
more than bemg unemployed, all else equal So educatIOn and employment status are the keys to
mcome (or lack thereof)

SOCIal aSSIstance programs target the poor most dIrectly (- 16) However, they tend to leak
benefits and to not reach enough of the pOOl (World Bank, Hungary-Poverty and SOCIal
Transfers, p 34) In terms ofpoverty aIIevIatlOn, penSIOns are the best tool m use They
currently lIft 2/3 ofreCIpIents out of poverty (World Bank, Hungary-Poverty and SOCIal
Transfers, p 37) The chIld care fee IS the second most effectIve

One group that IS fallmg through the cracks IS the long-term unemployed heads of household
(World Bank, Hungary-Poverty and SOCIal Transfers, p 41) In order to cut expendItures and
mcrease targetmg to those who need It most, an mcome cap was mtroduced on the famIly
allowance, except for households With three or more chIldren In addItIOn, the chIld care
allowance and the childcare fee are bemg merged and means tested at the same rate as the famIly
allowance

Commumty Development
Hungary has no SOCIal Investment funds

The western part ofthe country has developed much faster than the eastern part Budapest has
developed much more than any other regIOn III the country The eastern part ofthe country was
supported by heavy mdustry, metallUlgy III partIcular, and these busIllesses have been some of
the first to close and expenence the largest worker layoffs For example III 1993, the
unemployment rate III Mlskolc was 24 percent, willIe III Budapest It was only 4-8 percent
(Commander and ConcellI, p 15) Agllcultural regIOns and regIOns With a illgh concentratIOn of
heavy mdustry were hIt espeCially hard Poverty IS deeper m VIllages than III Budapest or blgger
towns (World Bank, Hungary-Poverty and SOCIal Transfers, p 17)

In order to encourage the growth of small and medIUm enterpnses, the Government ofHungary
has created a program of SUbSIdIzed credIt for these firms These SubSIdIes generally amount to
25 percent of the Hunganan Illter-bank loan rate, currently around 21 percent ExcludIng the
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Hunganan Government, EU-PHARE, EBRD, and the Japanese EXIM Bank are currently the
largest provIders of credIt for small and medIUm enterpnses m Hungary Once Hungary becomes
a member of the European Umon, more credIt WIll be aVailable to these firms as well

Governance and MUnICIpal Reform
Hungary's munIcIpal governments compllse the followmg a dIrectly elected mayor m towns less
than 10,000 or the mayor IS elected by the local councIl along With one or two deputy mayors m
towns greater than 10,000 The mayor IS the head of the mUnICIpal adminIstratlOn CommIttees
are created by the local counCIl and are generally adVISOry m nature The local councIl also
appomts a chIef admmistrative officer fOI an mdefmlte term (Baldershelm and HIner, AppendIX)

When polled, local offiCIals CIted the madequacy of eXlstmg personnel and recrUltmg qualIfied
people as the bIggest problem m publIc admInIstratIOn (Baldershelm and Illner, p 18)

The US Treasury, UK Know-How Fund, IMF, and World Bank have all been workmg on better
targetmg of SubSIdIes at the natIOnal level Local governments need to coordmate more
effectIvely With the Budget Department for mformatIOn shanng The World Bank IS sponsonng
a project that wIll deSIgn and set up coordmatmg mecharnsms, polICIes, procedures, and
standards that ensure that the elements of the government's PublIc Fmancial Management
network functIon as one (World Bank, Hungary-PublIc Fmance Management Project, p 4)

ConclUSIOns
The ImmObIlIty oflabor (due to a tIght housmg markets) IS stIll a bamer to labor market
development

Local governments need to coordmate better WIth the central Budget office to make transfers
more effiCIent

As poverty grows and becomes more correlated to unemployment, labor market fleXIbIlIty and
adaptabIlIty, educatIOnal systems and oppOliunIties for self-employment are becommg and Will
become more Important III eEE
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POLAND

IntroductlOn
ThIs overvIew presents a bnef summary of SOCIal sector Issues m Poland WhIle It IS not
mtended to he comprehensIve, thIS summary WIll provIde an mtroductIOn to socIal sector reform
m Poland smce 1989 In addItIOn, thIS summary dIscusses the role ofDSAID m Poland's
tranSItIOn to democracy and a market-based economy

QualIty of lIfe m Poland IS hIgh as mdlcated by the followmg

• a 99 percent adult lIteracy rate,
• 72 year lIfe expectancy,
• Infant mortalIty of 13 6 per 1,000 lIve buths,
• 100 percent of the populatIOn has access to safe dnnkmg water, and
• GNP per capIta of $2,800

The populatIOn IS nearly 39 mIllIon Nmety-five percent ofthe populatIOn IS CatholIc The
remammg five percent IS Eastern Orthodox, Protestant, and other faiths

ReVIew ofLIterature on TransItlOn
In 1989, Poland was the first country to declare ItS mdependence from the former SOVIet bloc and
enact "shock therapy" reforms ThIS declaratIOn was the culmmatIOn of several factors food
shortages and labor strIkes m 1988, and agreements m 1989 WIth SolIdarIty Trade Dmon to end
the ban on SolIdanty and establIsh full trade unIOn freedom, freedom ofexpreSSIOn and of
polItICal and SOCIal organIzatIOn, representatIOn m ParlIament, and mumclpal self-government
("Poland Country ASSIstance ReVIew," World Bank, Apn114, 1997, p 25) In response to these
changes and to encourage democratIzatIOn, the Dmted States government enacted the Support for
East European Democracy (SEED) Act (PL 101-179) on November 28, 1989 The SEED Act
was mtended to help 1) develop a market economy and strong pnvate sector, 2) develop
democracy, and 3) Improve the baSIC quahty of lIfe

Poland has made great stndes m democratIzatIOn smce the tranSItIOn In 1990, free and
democratIc electIOns were held, Lech Walesa, preSIdent of the SolIdanty Trade Dmon, was
elected PreSIdent Leaders of local gmmas (cItIes and towns) were also elected as were members
ofParlIament (USAID 1998 CongreSSIOnal PiesentatIOn, p 2) Subsequent electIons, held m
1995, resulted m the electIOn of Aleksander KwasmewskI, a former Commumst, as PreSIdent
The most recent electIOns held on September 21,199-, led to the electIOn ofSolIdanty AllIance
candIdates to ParlIament

Smce the tranSItIOn, Poland has been admItted m 1996 as a member of the OrgamzatIOn for
European CooperatIOn and Development (OECD) (USAID 1998 CongreSSIOnal PresentatIOn, p
2) The country contmues to work on economIC prereqUiSItes necessary for ItS acceSSIOn to the
European Dmon (EU), and by 1996 had cut ItS debt to 60 percent ofGDP - one of the
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reqUIrements for EU membershIp Poland IS stIll, however, one of the largest debtors In Central
Europe and IS classIfied by the World Bank as severely mdebted (USAID 1998 CongressIOnal
PresentatIOn, pi)

The effects of transItIOn on the economy have been mIxed m the short-term PnvatIzatIOn of
state-owned enterpnses has been slow 5,000 of 8,000 state enterpnses remamed m 1996
Unemployment reached a hIgh of 17 pel cent m 1994, and In 1996 was 14 percent or, 2 5 illlllIon
of the 18 mIllIon person workforce ("EvaluatIOn ofDOL's Labor Market TranSItIOn Program III

Poland, Hungary, and Bulgana, USAID, September 6, 1996, P 4) The percentage of the
populatIOn hVIng below the poverty lIne leached 24 percent In 1995 although tlus poverty IS
consIdered to be shallow (poverty IS dIscussed m more detml below) (I1Poland Coootry
AssIstance RevIew,11 World Bank Apnl 14 1997, P 5) On the posItIve SIde, 60 percent ofGDP
was estImated m 1996 to come from the pnvate sector ("Poland FY 1999 Results RevIew and
Resource Request," USAIDlPoland, May 1997, p 3) Poland had the hIghest GDP growth rate of
any of the tranSItIOn economIes from 1990-1995, and U S Investment Increased to $24 bIllIon In
1996 (USAID 1998 CongressIOnal PresentatIOn, pi)

DISCUSSIon of Key Issues
USAID plans to graduate from Poland m the year 2000 FY 1999 IS the last year funds WIll be
oblIgated to Poland, but USAID staff WIll contmue to operate In the country ootIl 2001
momtonng close-out procedures (I1Poland FY 1999 Results ReVIew and Resource Request,"
USAIDlPoland, May 1997, p 80)

One key Issue m Poland remams unemployment In 1996, 14 percent of the populatIOn was
unemployed Women are espeCIally vulnerable a 1992 World Bank report found that the
government's focus on enterpnse development dId not fully compensate for the loss of
employment from pnvatizatIOn of state-owned enterpnses (SOEs) Women were dually affected
by the loss of day care benefits preVIOusly offered by SOEs and lugher than average
ooemployment ("Poland Country ASSIstance ReVIew:' World Bank, Apn114, 1997, p 12)

The cost of lIVIng contInued to mcrease as SOEs closed or pnvatized and free SOCIal servIces
preVIOusly proVIded by SOEs were ehmmated As noted above, 24 percent of the populatIon
lIved below the poverty lIne m 1995

SOCIal benefits, espeCially penSIOns, reqUIre one-quarter ofall government spendIng As
dIscussed below In more detaIl, these SOCIal benefits could be better targeted to the poor

BrIef OvervIew of SOCIalIst EconomIc ActIVIty
Poland borrowed mternatIOnal funds dUl mg the 1970s to finance an mdustnal mvestment
program When thIS program fmled, Poland expenenced a severe economIC cnSIs wmch led to
the ImpOSItIon of martIal law and the rejectIOn of Poland's applIcatIOns to Jom the World Bank
and the IMF By 1986, the CrISIS was under suffiCIent control to be accepted mto the World
Bank In 1988, Poland expenenced food shortages and stnkes, In response, the government took
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steps toward reform of the pnvate sector and foreIgn trade polIcIes MacroeconomIc polIcIes,
however, exacerbated repressed mflatIOn and shortages ("Poland Country ASSIstance ReVIew,"
World Bank, Apn114, 1997, p 25)

The structure of the PolIsh economy has changed substantIally smce the transItIOn In 1985, 15
percent of GDP came from agnculture, 111 1995, the figure was seven percent Industry prOVIded
51 percent of GDP In 1985 and 44 pel cent 111 1995 ServIces made up only 34 percent of GDP In
1985 and Increased to 49 percent m 1995

BrIef OvervIew of PolItIcal Freedom and CIvIl LIbertIes
Pnor to the tranSItIOn, PolIsh leaders were not elected, the media was state-run SolIdanty Trade
Umon, an Important force m PolIsh POlItICS was formally establIshed on August 31, 1980, but
was banned untI11989 ("Poland Year 2000 USAID GraduatIOn Plan," May 1996, p 4) Smce
the tranSItIon, Poland has made stndes m democratIzatIOn leaders of the 2,500 gmmas are
elected as are natIOnal leaders, the media IS now mdependent

IntroductIOn of the Subset of the SOCIal Sector Reform ActIvItIes that Donors Have
Sponsored

The SOCial sector mcludes a broad range of Issues, many of whIch overlap With Issues not
tradItIonally conSIdered part of the SOCIal sector Included m this dISCUSSIOn of the SOCIal sector
are the followmg areas labor markets, housmg and SOCIal SubSIdIes, penSIOns, local governance,
and non-governmental organIzatIOns

USAID
WhIle several SOCIal sector Issues m Poland have receIved attentIOn from USAID and other
mternatIOnal donors smce the tranSItion, USAID's pnmary efforts m the SOCIal sector have been
m labor market reforms and local governance USAID, through agreements With the U S
Department ofLabor (DOL), aSSIsted Poland m establIshmg employment servIces and m
provldmg trammg and retrammg serVIces to the unemployed and lower-skilled Local
governance actIVIties have mcluded trammg of local government offiCIals and capacity-bmldmg
oflocal aSSOCIatIOns and mstItutIOns mvolved m polIcy-making and advocacy

Durmg the close-out penod (1996-2000), USAIDlPoland WIll streamlIne ItS actiVItIes and focus
ItS remammg tIme and resources on three strategIC objectives

• The prlvate sectOJ zs stzmulated at the firm-level USAID Will undertake capaclty­
bmldmg actIVIties for orgamzatIOns that can aSSIst small- and medIUm-SIzed
enterpnses (SMEs) through trammg and technIcal aSSIstance USAID WIll also
focus on ObjectIves m energy and enVIronment as well as legal and regulatory
reform related to the pnvate sector under this objective

• A competztIve, market-orzentedprlvate financzal sector IS developed USAID Will
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assIst the bankmg mdustry and help strengthen bank supervIsIOn and regulatIOn

• Local government IS effectIve, responSIve, and accountable USAID WIll provIde
capacity-bUIldmg assIstance to local governments and mU11lcipalIties as well as
local mstItutIOns, aSSOCiatIOns, research and academIc centers, and local
consultants Non-profit orgamzatIOns Will be served under thIs SO

SOCial sector reform IS not an ObjectIve for USAIDlPoland dunng the close-out largely because
the Government ofPoland mdicated that It would not request aSSIstance m polIcy development
from USAID Thus, a SOCIal sector restructunng project developed by USAlDlPoiand m 1995
WIll not be Implemented

USAID's efforts m Poland mclude

• support for formatIOn ofpublIc servIces CIty zones (POWIat)
• coordmatIOn WIth EU on SME development, local government, NGOs,

enVIronment
• Poland-Ukrame mitiatIVe, mcludmg study tours of Poland for Ukralman leaders of

SOCIal benefit reforms
Labor Market Reform

PublIc works and wage SubSIdIes both proVIde temporary employment to the unemployed to
mamtam theIr slalls and attachment to the labor market Trammg IS subcontracted by the
government to pnvate trammg agenCIes, and the unemployed persons m trammg courses receIve
a 15 percent addItIOnal unemployment benefit TypIcally, loans for Job creatIOn do not go to the
poor ("Poverty m Poland," Volume I, Mam Report, The World Bank, Report No 13051- POL, p
72-73)

USAlD's labor market reform efforts were Implemented by DOL through cooperatIve agreements
and efforts m speCIfic areas are dIscussed m detaIl below

Employment ServIces
DOVs employment servIces reform efforts mcluded establIshmg a system of employment
counselmg DOL tramed 420 employment counselors around the country, these counselors then
worked at local employment offices to help match Job seekers WIth avaIlable Jobs Although the
employment counselIng program was seen as very successful, efforts to place hard-to-serve
mdividuais m]obs were deemed not cost-effectIve by the natIOnal government and dIscontmued
("EvaluatIOn of DOL's Labor Market TranSItIOn Program ill Poland, Hungary, and Bulgana," p
5)

DOL also assessed Poland's employment serVIces, arranged techmcal aSSIstance and study tnps
for employment servIces offiCIals, developed procedures for model employment centers, and
faCIlItated natIOnWIde mstitutIOnalIzatIOn of procedures and systems

38



Mass LayoffResponse
A new project begun m 1996 addresses the problem of hIgh unemployment among women m
Gdansk The Reemployment AdvIsory Center for Women Will be a model center developed m
cooperatIOn With the PolIsh chapter of the InternatIOnal ASSOCIatIOn ofPersonnel m Employment
Secunty The center wIll prOVIde women m Gdansk With SOCIal servIces to help them fmd secure
employment

The Coal Sector Reemployment Fund IS another new project deSIgned to dIslocated workers III

the coal sector The coal sector IS espeCIally sensItlve m Poland, there are 275,000 mmers, and
for every mmer's Job, another SIX Jobs are created In related servIces The project uses local
servIce proVIders to proVIde retrammg and Job placement servIces to mmers to help them secure
alternatIve employment

Retrammg and Youth Trazmng
DOLts retrmmng projects mcluded the establIshment of several traImng centers

• ConstructIOn Crafts SkIlls TIammg Centers Project partners mcluded DOL,
AFL-CIO, SolIdanty, and Poland's Mmistry ofLabor and SOCIal Polley Centers
prepared skIlled masons, 100feIs, carpenters, welders, plumbers, and other
constructIOn subspecialIsts Instructors for the centers are tramed m the Umted
States By 1996, the centers had tramed 2,200 people Almost all have been able
to find Jobs

• Lodz WhIte-Collar SkIlls Trammg Center The Lodz regIOn expenenced
unemployment of about 21 pelcent m1995, most of these were women formerly
employed m the lmen- and cotton-producmg factones The WhIte-Collar SkIlls
Trammg Center proVIdes tIammg mcludmg secretarIal and admmIstranve skills,
management, typmg, boold(eepmg, computer use, commumcatIOn skills, stress
management, baSIC EnglIsh, and how to start a busmess Solldanty and the AFL­
CIa teamed up to start the center

Unemployment Insurance
DOL's labor market reform projects dId not address unemployment benefits However,
unemployment benefits are mcluded m penSIOn and SOCIal benefits reform dISCUSSIOns (see
sectIon on Targeted SubSIdIes below)

Labor-Management RelatlOns
DOL proVIded trmmng and technIcal aSSIstance to publIc and pnvate PolIsh mstitutIOns,
mcludmg labor umons and aSSOCIatIOns, the PolIsh government, and pnvate enterpnses m
collectIve bargammg, dIspute resolutIOn, and cooperatIve approaches to qualIty Improvements
Trmmng mcluded study tours to the U S

PenSIOn Reform
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Poland's pensIOn system presents medIUm-term sustamabIhty problems for the Government
FIrst, the system IS "pay as you go," and the government's portIOn consumes more than 25 percent
of annual government expendItures Second, the pensIOn payroll tax IS 45 percent of wages ­
encouragmg companIes and workers to avoId penSIOn regIstratIOn and payment Tlnrd, the lngh
payroll tax encourages compames to SubstItute capItal for labor (contnbutmg to the
unemployment problem) ("Poland Year 2000 USAID GraduatIOn Plan, 1996-2000,"
USAIDlPoland, May 1996, p 7)

The ParlIament IS considermg reform legIslatIOn, and OppOSItIOn partIes have proposed reforms
of theIr own Reform proposals typIcally mclude these prOVlSlons

• raIsmg the retIrement age,
• equalIzmg the retIremeNt age for men and women (women can currently retIre

earlIer than men),
• reducmg the portIOn of retIrement penSIOns to be paid by the government's SOCIal

secunty program, and
• estabhshIng a capItal-funded pnvate penSIOn program (penSIOns would be based

on lIfetime contnbutIOns and the Investment return on the contnbutIOns)

The government's reform proposal enVISIOns makmg partICIpatIOn m pnvately managed, capital­
funded penSIOn programs mandatory These penSIOn plans would then become major Investors
m Poland and prOVIde long-term financmg fO! ll1frastructure projects ("Poland Year 2000
USAID GraduatIOn Plan, 1996-2000," USAID/Poland, May 1996, p 7)

USAID currently has a contract With Pnce Waterhouse to prOVIde technIcal aSSIstance to Poland
on penSIOn reform Issues

The U S Department ofLabor has also proVIded technIcal aSSIstance to Poland through traImng
for staff of the PolIsh socIalll1surance admIl1lstIatIOn and development of econometnc tools
Staff traImng - conducted m the U S and Poland - mcluded publIc affaIrs, personnel
management and development of natIOnal IegistratIOn plans, collectIOn assessments, and
computenzed earnIngs records EconometIIc tools developed l11cluded a model for real tIme
modell11g ofPolIsh long-term SOCIal securIty reform and the Impact ofreform on
macroeconomIcs and a model for determl11ll1g economIC and actuanalimplIcatIOns ofSOCIal
l11surance changes ("ILAB TechnIcal ASSIstance Program on SOCIal Insurance Reform Central
and Eastern Europe," US Department ofLabor, undated mlmeo)

Targeted SubSidies

Housmg
USAIDlPoland has not been Involved m hOUSIng projects m Poland The World Bank, however,
has been encouragmg the government of Poland to decrease ItS use ofhousmg SubSIdIes for new
homes whIch favor mIddle and upper Income home buyers and SWItch to the use ofmortgages
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Other Soczal Programs
Accordmg to the World Bank, 144 pelcent of the populatlOn was poor m 1994, or 55 mIllIon
people (poor IS defined as havmg an ll1come below the mlillmum government pensIOn, or about
$71 per month m June, 1993) ("PoveIiy m Poland," Volume 1, Mam Report, The World Bank,
Report No 13051- POL, p 1)

Poland's expendItures on cash socIal transfels have nsen dunng the transitlOn and are hIgh m
comparIson to countnes of comparable SIze Poland spent 19 percent of GDP on socIal transfers
m 1993 and 87 percent m 1989 In companson, ChIle, WIth the same per capIta GDP, spent
seven percent m 1993 ("Poverty m Poland," Volume 1, Mam Report, The World Bank, Report
No 13051- POL, P 43) About 88 percent of all households receIve at least one socIal transfer
("Poverty m Poland," Volume 1, Mam Report, The World Bank, Report No 13051- POL, p 46)
Table 1 lIsts the types of SOCIal transfers and the dIstnbutlOn of these transfers

Table 1 Government of Poland SOCIal Transfers

Type of ASSIstance Percent of all ASSIstance

FamIly allowances 98

MaternIty benefits 04

ChIld benefits 10

Other SOCIal msurance 06

DIsabIlIty penslOns 295

Old-age penSlOns 505

Unemployment benefits 65

SOCial aSSIstance 1 8

Total 1000

Note FamIly allowance IS a per-chIld payment to all households regardless ofmcome (except for
farm famIlIes where the allowance IS means-tested)

Source "Poverty m Poland," Volume 1, Mam Report, The World Bank, Report No 13051­
POL, p 43-44

Poverty m Poland IS "shallow" - the poor are bunched around the poverty lme Any economIC
expanslOn wIll hft a hIgh percentage of them out of poverty, an econOmIC receSSlOn Will dnve
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many people mto poverty ("Poverty m Poland," Volume 1, Mam Report, The World Bank,
Report No 13051~ POL, p 14) The World Bank IdentIfies several SOCIO-eCOnOmIC factors
Important m determmmg whether someone IS poor

• low educatIOn level,
• job m a dechmng mdustry,
• lOW-posItIOn job,
• unemployment,
• bemg female,
• large number of dependents, and

• old age

Only 3 4 percent of chIldless couples lIve below the mirumum penSIOn lme, and poverty
InCIdence doubles With each chIld ("Poverty In Poland," Volume 1, Mam Report, The World
Bank, Report No 13051- POL, p 26)

TargetIng SOCIal transfers IS a problem for the government of Poland The World Bank notes that
Poland's SOCIal aSSIstance programs have a hIgh rate of "leakage" - people who are not poor
(before the transfer) receIve SOCIal aSSIstance

The data show that a sIgruficant number of non-poor households receIve SOCIal transfers For
example, 80 percent of the households receIvmg famIly allowances were not poor pnor to the
receIpt of the allowance Overall, one quarter of all SOCIal transfers go to the non-poor ("Poverty
m Poland," Volume 1, Mam Report, The World Bank, Report No 13051- POL, p 58)

AnalySIS oftargetmg shows that only 11 percent of SOCIal transfer reCIpIents remam poor after
reCeIVIng benefits For penSIOners, only eIght percent remam poor after the receIpt ofpenSIOns
ReCIpIents of other transfers have hIgher poverty rates post-transfer 13 5 percent for reCIpIents of
famIly allowances and 28 percent for reCIpIents of SOCial aSSIstance These gaps reveal mstances
where better targetmg could help reduce poverty ("Poverty m Poland," Volume 1, Mam Report,
The World Bank, Report No 1301- POL P 58)

Commumty Development

Non-governmental orgamzatIOn (NGO) development IS subsumed under USAID/Poland's local
governance strategIC ObjectIve In 1994, there were 12,000 regIstered NGOs NGOs typIcally
proVIde servIces m educatIOn, SOCial aSSIstance, health care, envIronmental protectIOn, arts and
culture, and regIOnal and local development Increasmgly, Instead ofprovIdmg baSIC SOCIal
aSSIstance, NGOs are helpIng people solve theIr problems through educatIOnal, advocacy, and
adVISOry servIces ("Poland Year 2000 USAID GraduatIOn Plan, 1996-2000," USAID/Poland,
May 1996, p 50-51)

Ten percent ofPohsh NGOs are pubhc polIcy-onented and prOVIde advocacy or lobbymg
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servIces at the natIOnal or local levels USAID/Poland IS addressmg Issues of non-profit capacIty
development through ItS local governance strategIc ObjectIve By strengthenmg pubhc pohcy­
onented NGOs, USAID mtends to stlengthen publIc partICIpatIOn m governance A survey of
NGOs mdICated that many are financIally susceptIble

Governance and MUnIcIpal Reform

In the years followmg the tranSItIOn, Poland mstItuted refonns that allowed for local government
electIOns The natIOnal government decentralIzed many functIOns, mcludmg health, group homes
and publIc welfare, prImary educatIOn, housmg, transportatIOn, roads, fire departments, and
mfrastructure mvestment ("Poland Year 2000 USAID GraduatIOn Plan, 1996-2000,"
USAID/Poland, May 1996, p 20) Gmmas have expressed reservatIOns about the adequacy of
funds aVaIlable for these servIces and have successfully lobbIed the central government for
amendments to housmg laws for more appropnate allocatIOn of resources ("Poland Year 2000
USAID GraduatIOn Plan, 1996-2000," USAID/Poland, May 1996, p 49)

There are currently two levels of local govelllment the gmma (CItIes and towns) whIch IS elected
and the vOlvodshlp (regIOns) whose leadels are currently appomted by the central government A
pIlot "MunICIpal PublIc ServIce Zone" or pOWIat has been establIshed, sImIlar to aU S county,
that, If rephcated natIOnwIde, IS proposed to be elected ("Poland Year 2000 USAID GraduatIOn
Plan, 1996-2000," USAID/Poland, May 1996, p 50)

Developments m munICIpal refonn mclude the creatIOn of a MUnICIpal Development Agency that
lobbIes for cItIes and proVIdes a clearInghouse for technIcal aSSIstance The Jomt CommIssIon
on MunICIpal Self-Government mcludes representatIves from the natIOnal and local governments
who negotIate on revenue-sharmg agreements Four natIOnal, voluntary organIzations
representmg gmmas have been establIshed, WIth one, the FederatIOn ofUmons and ASSOCIations
of PolIsh Gmmas, workmg to Improve coordmatIOn between natIOnal and local asSOCIatIons
("Poland Year 2000 USAID GraduatIOn Plan, 1996-2000," USAID/Poland, May 1996, p 49)

ConclUSIOns
The World Bank notes coordmatIOn Issues donors have turf battles and problems of ownershIp
The World Bank mISSIOn m Poland had lIttle authOrIty to make deCISIons and deCISIOns from
WashIngton often took a long tIme OffiCIals m the PolIsh government changed frequently,
leavmg httle mstltutIOnal memory of agreements and refonns already underway

USAID and DOL have had problems of commumcatIOn and coordmatIOn m theIr projects m
Poland

Both USAID and the World Bank IdentIfied targetmg of SOCIal transfers and penSIOn refonn as
areas needmg contmued techmcal aSSIstance
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ROMANIA

IntroductlOn
ThIs overvIew presents a bnef summary of SOCIal sector Issues In Romania Wlule It IS not
Intended to be comprehensIve, thIS summary wIll prOVIde an IntroductIOn to SOCIal sector reform
In Romama SInce 1989 In addItIOn, thIS summary dIscusses the role ofUSAID, the agency of
the Umted States government that proVIdes aId to foreIgn countnes, III Romama's tranSItIOn to
democracy and a market-based economy

Romania IS a country of23 mIllIon people 111 southeastern Europe Its pnmary languages are
Romarnan, HungarIan, and EnglIsh The Romarnan populatIOn IS 89 percent ethrnc Romaman
and mne percent ethrnc Hunganan (othel ethmcitIes Include German, Turk, and Gypsy) The
pnmary relIgIOn IS Romarnan Orthodox

RomanIa IS the only country In Europe whose people are of Lat111 ancestry The Romaman
language IS denved from LatIn (AndreI Codrescu wntes that Roman soldIers settled In Romarna
and marrIed the natIve DacIan women)

AccordIng to the UNDP, In 1995 RomanIans had a lIfe expectancy of 69 5 years, an adult lIteracy
of97 percent, and GDP per capIta of$4,130 (USD) calculated on the baSIS ofpurchasmg power
panty On the baSIS of these measures, UNDP rated Romania In the category of"medlUm"
human development

Revzew ofLzterature on the TransztlOn
The tranSItIOn began In Romania In 1989 In the western CIty ofTImisoara Crowds gathered to
protest the eVIctIOn of a Hunganan pnest who had been preachIng homIlIes on human nghts and
peace The crowds began to demand an end to the dIctatorshIp of Ceausescu In the ensUIng
clash between the protesters and the mIlItary polIce, demonstrators were kIlled (the fmal number
IS dIsputed ongInal estImates were five to ten thousand, later estImates were less than 700)
Protests spread around the country, and an oppOSItIon group, the NatIOnal SalvatIOn Front, was
able to seIze power The Front captured Ceausescu, tned hIm and hIs WIfe, Elena, m front of a
mIlItary trIbunal, and executed both by finng squad (the exact day IS also dIsputed eIther
December 24, 1989 or December 25)

The Front, made up of former Commurnsts, won electIOn dunng Romarna's first electIOn m 1990
and agaIn In 1993 In 1996, however, Romarnans voted the CommunIsts out of office and
elected the DemocratIC ConventIon of Romama candIdate to the preSIdency, as well as gave the
conventIOn a pluralIty In ParlIament

Accordmg to the USAID mISSIOn In Romama, the tranSItIOn to a market economy has been slow
and paInful One In five Romarnans IS conSIdered poor, InflatIOn has been hIgh (at one pomt
approachmg 100 percent), offiCial unemployment IS around SIX percent (USAID estimates
unemployment to be around 15 percent)
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In 1995, GDP was estimated to be $4,600 wIth only 40 percent accounted for by the pnvate
sector Nmety percent of mdustry remamed socIalIzed m 1995 In 1994, agnculture accounted
for almost 20 percent of GDP, mdustry for 36 percent, and servIces for 44 percent

DISCUSSIon of Key Issues
The tranSItIOn m RomanIa has been dIfficult Accordmg to the World Bank, output fell by 30
percent between 1989 and 1992 As a Iesult, the percentage of the populatIOn hvmg m poverty
mcreased from 4 percent m 1989 to 20 pelcent m 1994

Poverty remams an Issue m RomanIa USAID asserts that poverty IS deep, and the average
length of unemployment IS 18 months

The reforms of the first seven years of the tranSItIOn were slow and mcomplete, accordmg to
USAID The government of EmIl Contmescu and the DemocratIC Front, elected m 1996,
pledged to begm "shock therapy" reforms, these reforms, however, are expected to mcrease (as
much as double) the unemployment rate and contnbute to greater hardshIps for the RomanIan
people

These expected hardsrups could Jeopmdize the current government and reduce publIc support for
the reforms If steps are not taken to mItigate the effects

Brief OvervIew ofPohtIcal Freedom and CIvIl LIbertIes
Pnor to the tranSItIOn, Romamans lIved under the harsh Ceausescu regIme Ceausescu and rus
Wife, Elena, known SImply as He and She, lIved m grandeur whIle common Romamans went
hungry The Ceausescu palace, only two-thIrds completed at the time oftherr deaths, IS bIgger
than the Pentagon

The Ceausescus attempted to regulate many aspects of RomanIans' lIves One of theIr most
mfamous laws made abortIOn Illegal ThIS law led to overcrowded orphanages, broadcast around
the world follOWing the revolutIOn

In addItIOn to the Army, the regIme had a polIce force called the Securitate The Secuntate had a
network of spIes and used spymg deVIces to keep track of the populatIOn The 13th floor of the
Intercontmental Hotel m Bucharest was set aSIde for the Secuntate and theIr surveIllance
actIVItIes In a country of 23 mIllIon people, there were eIght mIllIon mIcrophones m use by the
Secuntate to momtor the populatIOn

IntroductIon of the Subset of the SOCIal Sector Reform ActIVIties that Donors Have
Sponsored

USAID
USAID first became mvolved m Romania m 1990 and proVIded humamtanan aSSIstance after the
revolutIOn Current aSSIstance to Romama mcludes
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• technIcal assIstance to advance economIC reform
• development of prIvate, mdependent capItal markets
• decentralIzatIOn of gove111l11g authorIty to local governments
• development of non-governmental orgaruzatIOns
• SOCIal servIce restructunng

Accordmg to ItS StrategIC Plan for Romarua, support for prIVatIzatIOn IS the centerpIece of
USAID's assIstance to Romama

Other Donors
RomanIa Jomed the World Bank m1972 and smce then, the Bank has cOImlllrted $4 bIllIon for
45 projects World Bank actIVItIes mclude

• Health RehabIlItatIOn Project
• Pnvate Fanner Support Project
• EducatIOn Reform Proj ect
• Petroleum Sector Development Project
• Employment and SOCIal ProtectIOn Project
• RehabIlItatIOn and ModernIzatIOn of the RomanIan ElectrICIty Authonty
• Railway RehabIlItatIon Project
• FmancIaI and Enterpnse Sector Adjustment Loan

In addItIOn, the followmg countrIes have also partICIpated m development projects With
Romama

• Norway - trammg fOl RomanIan polIce officers, water project m Zalau, Romama
• European Umon - short-term techmcal aSSIstance to the MImstry ofIndustry to

help reorganIze steel and petrochemicalmdustrIes, Support for Improvement 111

Governance and Management (SIGMA)
• Netherlands - promotmg human nghts educatIOn m Romaman schools
• SWitzerland, Netherlands, CounCIl of Europe, AustrIa - Therms plan for the

development of law
• EBRD -Improvmg CIvIl servIce

Labor Market Reform
OffiCIal unemployment m Romarua IS SIX percent, however, a household survey CIted by USAID
puts unemployment at 15 percent Many of the unemployed may not regIster With local labor
offices (necessary to be counted as unemployed)

USAID, m ItS "StrategIC Plan for ASSIstance to Romarua 1998-2000," notes that the shock
therapy reforms prescnbed by the WOlld Bank and IMF for Romarua wI1lhkely lead to a
doublIng of unemployment A labor market reform program, accordmg to USAID, IS "cntICal to
keepmg the reforms on track" To that end, USAID, the U S Department ofLabor (DOL), and
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the World Bank are collaboratmg on a labor market redeployment project The project WIll
mclude counselmg and trammg deSIgned to mcrease labor mobIlIty and a rapId response program
that works WIth labor an management of companIes undergomg pnvatIzatIOn ThIs USAID
project IS part of StrategIC ObjectIve 1 3 Development and Growth ofPnvate Enterpnses

PensIOn Reform
RomanIa currently has an old age and dIsabIlIty penSIOn system Begun m 1912, the system was
last reVIsed m 1995 Workers contnbute thlee percent of theIr earnmgs, and employers
contnbute 15 to 35 percent of payroll dependmg on workmg condItIOns (25 percent for normal
condItIOns)

To receIve a penSIOn, men must be 60 years of age WIth 30 years of employment, and women
must be 55 years ofage WIth 25 years of employment Persons With arduous or dangerous work
may retire earlIer as may women who have Ialsed at least three chIldren

Benefits are 54 to 85 percent of the average base earnmgs of the best five consecutIve years
dunng the last ten years There IS a mU11lTIum penSIOn benefit level In addItIOn, means-tested
SOCIal aSSIstance IS avaIlable for those who do not quahfy for a penSIOn

USAID IS not currently mvolved m penSIOn reform efforts m RomanIa

Targeted SubSIdIes
RomanIa's current SOCIal safety net mcludes SIckness and matermty benefits, work mJury
benefits, unemployment benefits, and famIly allowances

The SIckness and matermty program plOvides cash benefits m addItIOn to unIversal health care
The first ten workmg days of SIck leave are pard by the employer, the government msurance fund
pIcks up benefits on the 11th day Benefits range from 50 to 100 percent of earmngs, dependIng
on length of employment and type of Illness (those recovenng from wounds receIved durmg the
1989 revolutIOn, for example, are elIgIble for 100 percent of earnmgs)

The work mJury msurance fund pays both temporary and permanent work dIsabIlIty payments
Temporary payments proVIde 100 percent of earnmgs (paid by the employer) Permanent
dIsabIlIty payments prOVIde 54 to 85 percent of earnmgs dependmg on length ofemployment

Unemployment benefits are payable to persons who were employed SIX months m the last 12
months, who regIstered at a 10caliabOl office, and whose mcome IS not hIgher than half of the
mdexed natIOnal mimmum wage

FamIly allowances are umversal and cover all chIldren under the age of 16 (or 18 IfdIsabled or a
student) In Romama FamIlIes receIve a set amount per month for each chIld The allowance IS
doubled for totally dIsabled chIldren AddItIOnal, means-tested SOCIal aId IS aVaIlable based on
Income and the number of famIly members
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USAID/Romama notes that poverty m the country IS deep but not wIdespread about 20 percent
of the populatIOn IS consIdered poor (slIghtly above CEE average) Poverty m Romama,
accordmg to USAID, IS more mtractable, and the poor are poorer longer than theIr counterparts
ill other CEE countnes

USAIDlRomama's StrategIC ObjectIve 3 2 IS "Reduce the number ofat-nsk chIldren m
RomanIa," and mcludes both assIstmg at-nsk chIldren and Improvmg reproductIve health and the
use of modern contraceptIOn

The World Bank and EU/PHARE have establIshed a "fiscally sustamable" SOCIal safety
emergency fund for RomanIa to help famIlIes deal WIth the hardshIps created by the econOmIC
reforms These donors, m conjUnctIOn WIth the Government of Romama, seek to establIsh a
VIable SOCIal safety net to help Roma11lans cope WIth the hardshIps caused by the econOmIC
reforms

Governance and MUDlcipal Reform
Durmg the Ceausescu regIme, all authonty (for deCISIOns both great and small) rested With the
PreSIdent LIke other CEE countnes, the Roma11lan central government IS now trymg to
decentralIze authonty

USAID, ill the early years of the tranSItIOn, prOVIded dIrect support to local CItIes and
munICIpalItIes In ItS StrategIC Plan for ASSIstance to RomanIa 1998-2000, USAID/Romama
stated that It Wlll move from dIrect aSSIstance to local government to provIdmg traIlllng and
techmcal aSSIstance to local authonties and assIstmg natIOnal mI11lstnes With local government
responSIbilIty
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UKRAINE

Introductwn
Ukrame has been slow to reform However, many large state-owned enterpnses have been
pnvatIzed, fewer actIvItIes reqUIre lIcenses and new tax and bankmg laws have been passed
Ukrame was adversely affected by RUSSIa'S eCOnOITllC collapse and socIal condItions have been
steadIly worsenmg

BrIef OvervIew of SOCIalIst EconomIc ACtiVIty
Ukrame was known as the bread basket of the SovIet Umon, and IS often thought to have an
agranan economy Its economy IS actually qUIte dIverse Agnculture was extremely Important,
but Ukrame also had a large energy sector and defense mdustry

BrIef OvervIew of PolItIcal Freedom and CIvIl LIberties
LIke elsewhere m the SOVIet Umon, the ConstItutIOn granted the people ofUkrame extenSIve
polItIcal freedoms, but no CIVIl lIbertIes to support them

IntroductIOn of the Subset of the SOCial Sector Reform ActIVItIes that Donors Have
Sponsored

USAID
Much ofUSAID's techmcal aSSIstance m Ukrame IS devoted to legIslative draftmg aSSIstance to
develop a new structure for SOCial benefit delIvery A draft law on SOCIal msurance passed m
1997 and then the debate about revampmg the penSIOn system began

USAIDlUkrame has supported the govenm1ent's cost recovery plan for housmg and servIces for
several years The costs paId by CItIzens are now close to the actual costs ofhousmg Those who
can not afford the payments receIve a housmg and utIlIty subSIdy from the government The
mcreased costs and targetmg SubSIdIes saved approxImately $1 bIllIon over the 1996
expendItures

USAID has supported the development of local NGOs m Ukrame through trammg and small
grants In 1996, USAID helped 25 NGOs that work m SOCIal servIce areas become self­
sustammg orgamzatIOns In March 1997, USAID launched the Democratic NGO SOCIal ServIce
ACtIVIty, which WIll prOVIde support to SOCIal servIce and advocaCy-OrIented NGOs

USAID support has enabled munICIpal governments to reduce theIr operatmg costs, mcrease
revenue, and prOVIde better servIces to lesidents Temopl1, Kharbv, and L'VIV partICIpated m a
program m whIch the mayors were prOVIded With an Amencan CIty manager as an adVIsor
These CItIes have greater transparency of government now, for example, annual fmancial reports
are aVailable for CItIzens In addItion, L'VIV now has a mumcipal servIces trackIng system that
WIll allow CIty employees to better momtor the performance of mumcipal servIces
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Labor Market Reform
Labor unIons are stIll strong m Ukrame and are loolGng for a new role m a pnvatIzIng economy
Many workers have not been paId m several months and the government IS Just now begmnmg to
pay the arrears It plans to fimsh payments by the end of the year

Another problem wIth labor market reforms In Ukrame IS the proplska A proplska IS a
reSIdence permIt It IS dIfficult to relocate withm a CIty, much less to a dIfferent CIty because It IS
dIfficult to obtam the permIt for the new reSIdence

Ukrame's "Employment ServIce" IS actually the unemployment regIstratIOn agency StIpends are
aVaIlable for the unemployed Unemployment IS a new phenomenon In Ukrame Ukrame stIll
offiCIally had full employment untIl 1996 (though that IS not to say people were not
underemployed) The reCIpIents, however, suffer from non-payment of stIpends, as do
penSIOners and workers

PenSIon Reform
Current penSIOn benefits are paId to men at age 60 (after 25 years of contnbutIOns) and to women
at age 55 (after 20 years of contnbutlOl1s) The benefits paId are 55 percent of the wage base plus
one percent for every year of serVIce beyond the reqUIred mInImum

PenSIOn reform IS an Important Issue m Ukrame nght now The government fell three months m
arrears In 1997 The Supreme CouncIl has proposed a penSIOn Increase In 1998, but the MilliStry
ofFInance has rejected the Idea SInce It would only Increase budget defiCIts In 1998 In addItIOn,
the MInIStry of Fmance proposed IncreaSIng the elIgIbIlity age from 60 to 65, but the Supreme
CounCIl has rejected that measure

Other SOCIal benefits are bemg paId by munICIpal governments and they are raIsmg pnces and
tarIffs to cover these costs And wages and penSIOns are stIll not beIng paId to people m most
parts of the country

Targeted SubSIdIes
Ukrame's current SOCIal safety net Includes SIckness and matermty benefits, work Injury
benefits, unemployment benefits, and famIly allowances

The SIckness and matermty program prOVIdes cash benefits In addItIon to umversal health care
Benefits range from 60 to 100 percent of earnmgs, dependmg on length of employment With
speCIal prOVISIons for Chernobyl VIctIms Payments are not to exceed 4 months The matermty
benefit (100 percent), payable for 70 days before and 56 days after confinement, also applies to
students' stIpends and unemployment benefits

The work Injury msurance temporary payments prOVIde 100 percent of earmngs (paId by the
penSIOn fund) from the first day ofmcapacity untIl Iecovery or award ofdIsabIlity penSIOn
Permanent dIsabIlity payments prOVIde 40 to 70 percent of earmngs dependmg on degree of
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dIsabIlIty Those qualIfymg for a permanent dIsabIlIty payment may also receIve a SOCIal penSIOn
(30 to 200 percent of the mimmum old age penSIOn, dependmg on degree of dIsabIlIty)

Unemployment benefits are payable to persons who regIstered at an employment office and
whose other mcome IS less than mimmum wage Benefits range from average mcome for the
regIOn to 50 percent of the mmimum wage, dependmg on the reason for unemployment and
length of unemployment Dependent supplements of up to 50 percent of mimmum wage per
dependent may be payable as well

Fam.1ly allowances are aVailable for famIlIes WIth three or more chIldren, smgle mothers, and
famIlIes With a dIsabled chIld FamIlIes may receIve 50 percent of mimmum wage per chIld for
chIldren under 16 (18 If student), but thIS benefit IS mcome-tested Smgle mothers and chIldren
whose fathers evade chIld support receIve 50 percent ofID.lmmum wage per ch11d under 16
GuardIans of chIldren under 16 may receIve up to 200 percent of the mimmum wage (mcome­
tested) Parents carmg for a dIsabled chIld WIll receIve 100 percent of the mlillmum wage There
IS also a lump-sum delIvery grant equal to four tImes the mmimum wage and mothers may also
receIve 200 percent of mlillmum wage for undergomg the prescnbed prenatal care reglme
Women can receIve 100 percent of the mimmum wage as a chIld care benefit unhl the chIld has
reached three years of age as part of maternIty benefits

The government has raised housmg and mamtenance pnces to 80 percent of the actual costs and
most people can shll afford to pay them on hme In 1998, the costs are projected to mcrease to
100 percent of the actual costs The government stIll SUbSIdIzes housmg for some mdividuais
and famIlIes who can not afford the pnce mcreases, makmg thIs Ukrame's first targeted subSIdy
program

Ukrame IS also developmg a plan to target famIly allowance benefits to ease budgetary pressures
and mcrease program effectIveness SOCial benefits expendItures have been brought under
control, conshtutmg only 23 3 percent of GDP m 1996 The UkraIman government IS seekmg a
World Bank loan to purchase computers for local government offices to aid m managmg benefits
processmg Eventually, It would lIke to establIsh a natIOnal benefits processmg system

CommUnIty Development
Ukrame currently has no SOCIal mvestment fund

NGOs are already playmg an lmportant role m Ukrame, that of serVIce proVISIon One NGO m
partIcular proVIded servIces to 6,200 smgle elderly persons m KyIv m 1996 NGO also dIstrIbute
humanitanan aid to those who need It m therr communihes The Counterpart AllIance IS
provIdmg traImng to NGOs on fmancml and orgamzatIOnal development, as well as Issue­
speCIfic techmcal aSSIstance from AllIance partners

In addItIOn to USAID's support of SOCIal servIce NGOs, the EuraSIa FoundatIOn has establIshed a
natIOnal network ofNGO resource centers These centers allow local NGOs to have access to
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computers and other commUnICatIOns devICes that they may not have the resources to purchase
for themselves

Governance and MUnICIpal Reform
MUnIcIpal governments seem to be more Independent than most others In Central and Eastern
Europe They have the abIlIty to rmse pnces and tarIffs on goods to cover theIr expendItures It
IS not clear If there IS any regulatIOn as to what they can tax, so It IS ImpOSSIble to know how the
burden of the SOCial costs IS beIng dIstrIbuted among the populatIOn

Local governments are apparently budgetIng and keepmg socIal needs (heatIng 011, water, baSIC
servIces) on the top of theIr lIsts However, It IS not clear If there IS a hmit on amounts they can
tax consumers

Some InstItutIOnal change has occurred With the devolutIOn ofpower to the local governments
Although the central budget stIll provIdes a large part of theIr budgets, they are not beholden to
the central government because they do have revenue rmSIng mecharusms

ConclUSIOns
There IS stIll a need for traInIng and technIcal aSSIstance m UkraIne Local capacIty for
Implementmg changes needs to be further developed
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