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PART I. OVERVIEW AND FACTORS AFFECTING PROGRAM
PERFORMANCE

A. Intranthwcttom
U.S. Fareign Palicy Interests

The United States’s Strategic Plan for International Affairs (SPIA) outlines seven
fundamental national interests of which USAID’s program directly addresses four: (1)
economic prosperity; (2) democracy; (3) national security; (4) and humanitarian response.

Economic Prosperity

Strategic Objective 1.3—Accelerated Development and Growth of Private Enterprises, and
Strategic Objective 1.4—a More Competitive and Market-Responsive Private Financial
Sector—work together to strengthen private sector contributions to the Albanian economy.
Results from work with agricultural private producers and trade associations generated
$12.6 million in sales of U.S. agricultural inputs in 1997 that contributed to economic
prosperity both in Albania and in the U.S. USAID/Albania works with both the public
and private financial sectors to help the Albanian government move from state banking
into sound financial management based on market principles.

Other activities focus on private credit to the private sector and technical assistance and
training in business and technical skills. Trade and producer association lobbies, as well
as strategically placed advisors, will work to improve the business climate.
USAID/Albania works in close collaboration with its partners in the government and in
the donor community to implement a common strategy for economic prosperity. A strong
private sector, bolstered by a strong private financial sector, will open more markets for
U.S. goods, and more opportunities for U.S. investment.

Democracy

SO 2.1—Increased, Better Informed Citizens’ Participation in Political and Economic
Decision Making, SO 2.2—Legal Systems that Better Support Democratic Processes and
Market Reforms, and SO 2.3—More Effective, Responsive and Accountable Local
Government all interrelate to strengthen democracy in Albania. SO 2.1 invests in
strengthening the information and skill base of the major democratic institutions as
vehicles to involve citizens. Those vehicles include political party outreach, NGO
involvement with and/or challenges to government, a free press, a transparent parliament
and educational institutions. NGOs played a leadership role in surmounting the 1997
crisis, and the elections which followed it were rated as "adequate and acceptable” by
OSCE.



For SO 2.2, USAID/Albania has a three pronged approach: (1) changes in the legal
system to increase the independence of the judiciary and law enforcement; (2) increasing
the skill and knowledge levels of professionals; and (3) citizen involvement in redefining
rules and redressing grievances. The government has agreed to present a new constitution
to the public in a referendum, thereby involving the entire voting public in defining a
basis for the legal system.

SO 2.3 addresses policy issues necessary to transfer power and authority to local
government and provides technical assistance, knowledge and skills to help local
governments apply increased authority for good governance. That means competent fiscal
and project planning, improved service delivery, local economic development and citizen
involvement. A potential partner for achieving results in these areas is the National
Association of Albanian Mayors, which is pursuing a legislative reform agenda with the
central government.

National Security

The transition from communism to democracy in Albania started later and was more
chaotic relative to most other CEE countries. The first ever multi-party election took
place in 1991. Of the subsequent elections in 1992, 1994, 1996 and 1997, three of the
four either sparked riots or occurred in the wake of social unrest churned into anarchy.
Recent disturbances in Kosovo raise the specter of what appeared to be a local condition
spilling into other Balkan countries, where worldwide security interests are already
threatened by ethnic and nationalist conflicts. From 1993 through 1996, average GDP
growth was 8 percent until anarchy in 1997 pushed the rate to -7 percent. USAID and
other donor programs aimed at building stable democratic institutions will promote
economic assistance and lay the foundation for stability and regional security.

Humanitarian Response

SO 3.2—Improved Sustainability of Social Benefits and Services—is directed at
improving a medical care system that has seriously deteriorated over the past 10-15 years.
The government can no longer afford to provide free medical care to the population or
to invest in medical care services, as was the case under communism. USAID/Albania
provides assistance with health planning and finance options to introduce fee-for-service
and health-insurance alternatives for health care finance. At the same time, health
professionals are trained to practice preventive medicine, family planning, the quality of
hospital services and improved health administration.

During the critical months of the civil unrest in 1997, USAID/Albania remained in
operation and was able to implement a food-relief program through the World Food
Programme. The food relief effort consisted of 5,000 metric tons of wheat and medical
supplies to local hospitals.



The single external factor that had the most impact on USAID/Albania's program was the
economic and social collapse that occurred in the early months of 1997. During that
period, about 2,000 people lost their lives, the entire prison population of 1,309 people
escaped, and more than a million weapons passed from military arsenals to private hands.
Nearly a year later, public security remains a daunting task.

Albania's Development Needs

Albania lags far behind in its transition bid relative to other countries in Central and
Eastern Europe (CEE). Moreover, its economy is structurally different from those of
most, if not all, transition economies. In fact, on the development continuum, Albania
in many respects more closely resembles a low-income developing country, rather than
a transition economy.

A major challenge for USAID/Albania is, therefore, to address the country's transition
needs as well as its more basic developmental needs. Additional needs stem from the
political crisis that occurred in March-June 1997.

B. Factors Affecting Program Performance

The considerable achievements that were made in the early years following the demise
of the communist regime in Albania masked the fragile economic and social conditions
that have prevailed since 1992.

Following the 1992 election, Albania made significant progress in economic reforms that
led to impressive macroeconomic performance. Privatization in agriculture and small-
scale non-agricultural enterprises was relatively quickly and comprehensively
accomplished. About 8 percent of agricultural land and virtually all small-scale
enterprises are now private. Almost all prices were decontrolled. Remaining controls and
subsidies apply to public transport, rail fares, postal tariffs, electricity, and water
supplies. A market-oriented exchange rate prevailed, supported (in the absence of a
well-functioning formal banking sector) by an active informal market. Non-tariff barriers

to trade were abolished except for a few on exports, and tariffs were reduced to moderate
levels.

From 1993 through 1996, the economy expanded by 8 percent or more each year, far
outpacing performance on this score in even the Northern Tier countries of CEE.

However, President Berisha became increasingly viewed as authoritarian, and his
unpopularity grew. The defeat of a referendum on a proposed constitution in November
1994 was one indication of widespread dissatisfaction with Berisha and his government.

In May 1996, the DP-led government of Prime Minister Meksi, with strong support from
President Berisha, won a controversial second election term in a campaign that was
characterized by bitter attacks on the opposition SP party. The SP, in turn, continued to



be led by the imprisoned Nano, who by now was publicly stating that he embraced the
general path of reform and alliance with the West. This election was widely perceived
as illegitimate, both by domestic and foreign observers. The result sparked rioting in
Tirana, repression by DP-loyalists and the police, and hunger strikes and boycotts of
Parliament by SP deputies.

Meanwhile, "get-rich-quick™" investment pyramid schemes had been expanding rapidly
during 1995 and 1996 with at least tacit support of the government. A substantial
amount of financial resources in the form of savings and remittances was absorbed by
these schemes. The pyramid schemes collapsed in late 1996 and early 1997, initiating
a slide into anarchy. As many as one million weapons were looted from government
arsenals and military bases, and armed conflict broke out in March 1997. An Italian-led
Multinational Protection Force was invited to help restore order.

Elections were successfully held in June 1997 and the SP, under the leadership of Fatos
Nano, gained an overwhelming majority of the popular votes and seats in the parliament.
The DP, which won only 26 percent of the vote, became the official opposition. Berisha
maintained leadership of the DP, despite his alleged contribution to the ruinous events of
the previous year.

Since June 1997, the political process has been characterized by violence and instability,
with fights, one shooting, and hunger strikes among Parliamentary representatives. Since
fall 1997, the opposition DP party has been slow to participate in parliament and in the
Parliamentary Commission charged in September 1997 with drafting a new constitution.
Law and order are yet to be restored, particularly outside Tirana.

Of particular note is Albania’s relatively underdeveloped institutions and infrastructure,
including the transport, telecommunications, electricity and water systems. The
institutional capacity to carry out basic functions of government, such as preservation of
law and order, definition and protection of property rights and other judicial functions,
central banking and fiscal management, and other means to support private-sector activity
is also severely limited.

Nevertheless, international support has been significant. Donors met in October 1997 to
consider an emergency aid program, and the IMF, the World Bank and the major donors,
including USAID, have begun such programs. Moreover, the new government seems to
have significant will to reform. Hence, while the challenges to reform in the current
climate are many, significant opportunities exist.

C. Challenges and Opportunities of the Post-1997 Conflict
As previously noted, the collapse of the pyramid schemes that occurred at the end of 1996

and in the first months of 1997 led to unrest, disorder, looting, and destruction of
government buildings and commercial private property. Economic consequences of the



crisis included high inflation, disrupted trade, interruption or withdrawal of foreign direct
investment, and a ballooning budget deficit as government revenue collection largely
ceased.

The Albanian economy began to recover over the summer of 1997 as the political
situation stabilized and order was gradually restored. The Albanian Lek recovered some
of its value and imports boomed as traders satisfied pent-up demand and took advantage
of non-collection of customs duties and other taxes.

The Nano government has consistently espoused development of a market economy
integrated into Europe. Under the Nano government, Albania instituted conservative
fiscal reforms, including a near-doubling of the value-added tax to 20 percent and
increases in excise taxes. Tax increases and revenue collections, together with foreign
assistance, brought the budget deficit under control. Albania also reached agreement with
the IMF on an Emergency Post-Conflict Facility.

While successive Albanian governments have broadly espoused policies favoring
economic freedom and development, most of the opportunities associated with Albanian's
transition to a market economy remain ahead. The country still lacks an adequate
banking system to mobilize savings for investment. Property rights and security interests
are not reliably enforced and elements of the judicial system are generally viewed as
corrupt and ineffective. The World Trade Organization (WTO) working party on
Albania’s accession has met twice, but considerable reforms will be required to confirm
Albania's membership. Association with the EU, an overarching goal for both major
political parties, is dependent on WTO membership.

Albania also remains by far the poorest country in Europe, with per capita GDP estimated
at only $826 in 1996. Basic human needs, such as reliable supplies of potable water and
electricity and adequate education and health care, remain unmet throughout the country,
including Tirana, the capital city.

It is important to note that USAID/Albania's assistance program was not suspended in
1997. Program activities continued, though, at a greatly reduced pace due to the absence
of advisors and the inability to travel outside Tirana.

In response to the crisis, USAID implemented an emergency program consisting of
humanitarian assistance (food aid), followed by support to new parliamentary elections
as part of an internationally-supported effort to re-stabilize the country and initiate a
process of democratic normalization. In addition, USAID reprogrammed $7 million of
the FY 1997 Operational Year Budget in support of the World Bank’s and IMF’s post-
conflict Quick Impact Program.

A major proportion of USAID/Albania’s assistance continues to focus on the agricultural
sector, which represents more than 50 percent of GDP. Efforts have supported increases



in agricultural production by assisting suppliers to obtain credit to import fertilizer, seeds
and other vital inputs that cannot be produced locally. With USAID’s assistance, over
92 percent of the land is now in private hands.

These efforts will be expanded through a new natural resources management program,
which will focus on watershed management to curb soil erosion and serious deforestation.
With USAID assistance, over 26,000 potential entrepreneurs have been trained in various
fields. As of September 30, 1997, the Albanian-American Enterprise Fund (AAEF) has
committed, in signed legal agreements, to invest $3,525,900 and has disbursed $3,102,300
to Albanian clients. The AAEF will open a new, model bank in 1998.

Also in 1998, USAID will launch a four-year $3 million activity to provide microcredit

to entrepreneurs and establish an Albanian credit institution. USAID efforts will also
include completion of privatization of larger state enterprises, capital markets
development, a sound, efficient banking sector, improved quality of urban and
infrastructure services, and sound government policies relating to taxes, government
budget and debt management.

Our program will also focus on reinforcing democratic practices and institutions. We will
continue our critical support to the development and institutional strengthening of non-
governmental organizations (NGOs) involved in democracy, the environment, economic
growth, and social safety nets. Rule of law issues, reform and training of the judiciary,
and support to independent media will remain priorities. Key objectives include the
drafting and passage of a national constitution to replace the interim laws passed in 1991
and 1992.

Our commitment to social stabilization will continue. Two areas of emphasis will be
health care administration and management, and women’s reproductive health care to
lower maternal and child mortality rates and reduce the prevalence of abortion.



PART II.

PROGRESS TOWARD OBJECTIVES

SUMMARY TABLE

Objective Name Rating Evaluation Findings

SO 1.3: Accelerated Short of 1. Albania Dairy Improvememt Canpgn,Pheselll. The project did not come to a standstill during the conflict,

Development and expectations but was thrown off-track in terms of progress. The project is expected to make significant contributions toward the

Growth of Private SO.

Sector Enterprises 2. Albania Private Forestry Developmentfpogram. The project paved the ground for achieving major results. A
two-year extension is recommended.
3. Support for Agricultural Restucttumyy in Albania. Suggested mid-course corrections and suggested areas for
future USAID support Albanian Agriculture (credit, marketing, agribusiness).

SO 1.4: A More Short of NA

Competitive and expectations

Market-Responsive

Private Financial

Market

SO 2.1: Increased, Short of ProfessionalNielitaProgram. The evaluation concluded that there were seven main constraints to the development

Better-Informed expectations of independent media in Albania. ProMedia can address the problems by focusing on five activity areas: media

Citizens' Participation law; association development; university curriculum modernization; technical and business management training;

in Political and and equipment grants. Following the assessment report, The Albania Democracy Commission recommended that §

Economic Decision- resident media specialist be recruited and that a balanced program be developed in a revised workplan placing

Making emphasis on three priority areas: media law development; business management training; and education of future
journalists and broadcasters.

SO 2.2: Legal Short of NA

Institutions that Better | expectations

Support Democratic

Processes and Market

Reforms

SO 2.3: More Short of NA

Effective, Responsive expectations

and Accountable Local

Government

SO 3.2: Improved Short of NA

Sustainability of Social | expectations

Benefits and Services

Percent Funding through NGOs and PVOs: FY98=13%; FY99=12%; FY00=4%




PART Il. PROGRESS TOWARD OBJECTIVES

A. STRATEGIC OBJECTIVE 1.3: ACCELERATED DEVELOPMENT AND
GROWTH OF PRIVATE ENTERPRISES

1. Performance Analysis

As with most of the other SOs, SO 1.3 suffered major setbacks falhdshort of
expectationglue to the breakdown of civil order in 1997. Macroeconomic indicators
dropped as a result of the flight of foreign capital and foreign investors, destruction of
productive capital, and raiding of the stocks of many enterprises. Productive enterprises
that shut down in 1991 were slow to start up again. The ensuing unemployment, together
with consumption of pillaged stockpiles, resulted in depressed demand. However, since
most of the violence was directed at the state and since the state owned little agricultural
land, the agricultural sector fared better than other sectors during the riots. This feature
helps to explain why many of USAID activities that focused on the agricultural sector met
or exceeded targets despite the general setback for SO 1.3.

There is agreement that significant soil erosion and forest degradation occurred in recent
years. The overall commercial business environment deteriorated due to political
instability and insecurity. Both domestic and foreign investment declined due to a loss
of faith in government actions. Due to many factors that will be detailed under SO 1.4
below, the private financial sector was not a major contributor to private-enterprise
growth.

One indicator of progress for this SOnsal GDP growth . Measured by this indicator,
results for 1997 were very disappointing (a decline of 7 percent versus a projected 5
percent increase). The target for the second indicator was a 13 pereamployment

rate. Government estimates indicate that unemployment remained stable at 15 percent
However, there is evidence to suggest that the unemployment rate was much higher
because this indicator (measured by the number of people requesting social assistance)
has a built-in delay in measuring unemployment. The numbenest private-sector
enterprises legally registeredthe third SO indicator), projected to increase from 56,000

in 1996 to 68,000 in 1997, did not exceed 62,000.

IR 1.3.1—Commercial Business Regime Improved.In prior years, Albania achieved

major reforms by accident as well as by design. The uprising accomplisdedacto
agrarian reform when the population took possession of the land, animals and state-owned
equipment. In 1991, the government introduced reforms that legalized much of what had
occurred during the conflict. Most prices were liberalized by 1993. However, two major
constraints should be noted. First, land tenure issues have yet to be resolved and a land
market to be established. Second, some of the large (industrial) state enterprises have yet
to be restructured and/or privatized.

10



Political instability and insecurity have been a major factor in the poor performance of
this IR. Available data indicate that tlenual investment from domestic sourcesn

1997 was only $14 million for the public sector. It is highly likely that the $990 target
was not met. Similarlyannual investment from foreign sourceswas $42 million
against a target of $90 million.

In FY 1997, the Albanian Fertilizer Agriculture Development Association led a successful
lobbying effort to remove the turnover tax on fertilizer and customs duties on wheat seed
imports. This is an example of a USAID-assisted private association that has positively
affected the commercial business regime. As part of improving the overall business
environment, USAID also invested in government-operated technical and regulatory
centers to improve quality control of agricultural products. In coming years, USAID will
devote additional resources to activities aimed at trade-association strengthening (see
below). Even though results for 1997 (as measured bytimsber of business groups

with lobbying success)were well below target, such results stand as evidence that
success in this area can be achieved.

Albania has made progress in resolving critical land tenure issues. USAID assistance
helped establish 34 offices for registration of land titles. Although 2,000 titles ahead of
the 1996 target, the 203,000 titles issued in 1997 are far short of the 1997 target. Based
on more recent developments, it is estimated that the entire country will have land titles
by 2001. It is also worth noting that USAID assisted the IMF and the World Bank in
their effort to establish the value-added tax, now in operation.

IR 1.3.2—Business Support Services ImprovedIn spite of the evacuation and the long
period of travel restrictions imposed on USAID contractors, this particular IR has, on
balance, met expectations. Many USAID activities have reached a significant number
of clients willing to pay for service, suggesting that business support services are
improving.

The first indicator for this IR isrevenue from service fees paid by customers of
USAID-assisted activities. Actual revenue was $48,000, significantly below the target

of $95,000. Though below target, this result is somewhat satisfactory given the
limitations on travel for USAID personnel during much of last year. The number of
active business clients was 1,255 men and 1,401 women, compared to a target of 700
clients. Those figures include 318 members of agricultural producers associations, 18
companies trained through a USAID-funded program in business finance, and 2,320
employed or self-employed students who acquired business skills in a USAID-financed
technical school.

The indicator folR 1.3.2.3—number of entrepreneurs using identified technologies—
reached 4,446, compared to a target of 4,000. New seedling technology, first introduced
under USAID-funded on-farm research, is now being more widely disseminated to
farmers through the Vegetables and Potatoes Institute. Of the entrepreneurs using new

11



technologies, 3,900 were women dairy farmers. Male farmers were either dairy farmers
or egg producers. Work with improved fertilizer, seed varieties, and agricultural
processing with 10 other producer associations specializing in wheat, edible oils, meat
processing and horticulture reached such large numbers that USAID began tracking
impact through sales of modern inputs. There are 18 dairy plants associated with milk
producers, and about 30 egg producer groups. There are also several groups engaged in
horticulture, meat processing, wheat milling, edible oil production, and fertilizer
distribution, whose market share range from 60 to 90 percent.

Implementing organizations (USAID Albania’s direct partners) work in a complementary
and collaborative fashion. While each has the lead in a specific sector, the others provide
technical assistance on an as-needed basis. Many collaborate very closely with donor
partners. For example, Land O Lakes is providing technical assistance and training to
NOVIB (Dutch foreign aid agency) personnel in the northern part of Albania under a
program aimed at dairy and vegetable producers. NOVIB duplicated USAID-funded
training materials for work with over 900 women. The links being formed between
business associations (trade and/or producer associations) and local and national
governments are two of the three pillars of the New Partnerships Initiative.

Training is the underpinning of all results in this SO. The number of active and potential
entrepreneurs trained and retained in Albania in 1997 was 13,858. All contractors are
involved in training of one kind or another. Most of the training is centrally managed by
one contractor who serves the others as customers. Training is focused on achievement
of results designed to have a material effect on IR indicators.

2. Expected Progress through FY 2000 and Management Actions

A major feature in USAID/Albania’'s new five-year strategy is increased emphasis on trade
associationsIR 1.3.3—Trade Associations Active in Supporting Private Agriculture)

and elevation of that IR to the first level. Success of the trade associations will be

measured by their membership, credit services provided to members, and sustainability.
USAID/Albania'’s target is 1,000 members and 55 percent sustainability by 2000.

Performance in strengthening trade associations was better than expected in 1997,
indicating that trade associations hold promise for improvingahmmercial business
regime (IR 1.3.1). Development and implementation of commercial law will be
emphasized in SO 1.4. Land titling is also an important component of an improved
commercial business environment. It is expected that the entire country will be covered
by about 3 million titles to immovable property by 2001.

Compliance with health standards, as well as effective regulations, certification, grading,
licensing, and taxation of agricultural product are expected to improve significantly by
the turn of the century. Similar progress is expected to occur in the area of increased
membership and effective lobbying.

12



IR 1.3.2—Business Support Services improved+ill continue to be tracked by the
number of active business clients and the amount of fees paid for services. By 1999, we
expect over 4,400 clients to be paying $280,000 annually. Technical assistance to
facilitate adoption of new technologies will be supplemented by a new IR,
1.3.2.3—Improved Access to Sustainable Non-Bank Credit

Non-bank credit tied to close knowledge of the productive enterprise concerned worked
in 1997 and early 1998. We intend to build upon this early success with non-bank credit
through financial institutions, credit unions at the trade association level and through
micro-credit programs. Our target is to reach $21.7 million in loans to some 80

customers by 2000. If we enter the market for microfinance, we will adjust our targets
accordingly.

In response to the degradation of the agricultural resource base, USAID has decided to
includeSO 1.6—Increased environmental management capacity to promote sustained
economic developmentin its portfolio. If approved during the Strategic Plan review,

the Albanian Private Forestry Development Program, previously contributing to SO 1.3
will be managed under the new SO, along with other new activities.

A critical assumption for SO 1.3 is that other donors will invest in
infrastructure—including irrigation systems, and secondary and feeder roads. One of
USAID/Albania’s interventions will be to strengthen trade associations and agribusiness
associated with the new infrastructure.

Close coordination with the two strategic objectives relating to financial markets (SO 1.4)
and environment (the new SO 1.6) will be of critical importance. Investment in
agriculture requires improved financial services. Certain non-bank credit programs will
be developed under SO 1.3, but their success and the level of their involvement in
agricultural investment are likely to be strongly linked to the performance of the banking
sector (SO 1.4). Environmental activities will be largely directed toward raising returns
of non-agricultural, natural resource-based productive systems, thus sharing the objectives
emphasized under SO 1.3. Furthermore, environmental activities are likely to affect
agriculture directly by improving the timing and quality of irrigation water, through
livestock production in forest areas, as well as through numerous other interactions.

13



3. Performance Data Table

TARGETS AND ACTUAL RESULTS

INDICATOR BASELINE
RESULT PERFORMANCE DEFINITION DATA
Level STATEMENT INDICATOR AND UNIT OF 1996 1997 1998 1999 2000 2001 2002
MEASUREMENT Year | Value | Targ. Act. Targ. Act. Targ. Act. Targ. Act. Targ. Act. Targ. Act. Targ Act.
SO Accelerated 1. Real GDP Definition: Change in real 91| -271 5 6 5 -7 10 5 5 5 5
1.3 development | growth GDP as a proportion of
and growth of the previous year's
private
enterprises Unit: Percent
2. Employment Definition: Percent of 92 27 15 15 13 15 11 9 8 TBD TBD
Increased labor force unemployed. FY99 FY99
Unemployment means on
state rolls for social
assistance
Unit: Percent
3. Number of new | Definition: Number of 91 26 62 56 68 62 75 82 90 TBD TBD
private sector legally registered FY99 FY99
enterprises enterprises. New
registrations less inactive
enterprises
Unit: Cummulative
number (000)
4. Increased value | Definition: Current year's 95( 104.2 NA 3
of agricultural value as proportion of
production base year in millions of lek
Unit: Percent
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B. STRATEGIC OBJECTIVE 1.4: A MORE COMPETITIVE AND MARKET
RESPONSIVE PRIVATE FINANCIAL SECTOR

1. Performance Analysis

Economic and political chaos during the second and third quarters of FY 1997 affected
SO 1.4 in a fundamental way. As the deficiencies of the financial sector were a central
element of the crisis that erupted in 1997, it is understandablehatall performance
under this SO was far below expectations

Funds available to the private sector were considerable in the informal market, including
the pyramid schemes. The informal sector suffered a shock with the collapse of the
pyramid schemes; both deposits and T-bill purchases increased as a result. The formal
financial sector is still dominated by public banking. Although public lending to the
private sector increased dramatically, the three state banks are technically insolvent.

Two state banks passed non-performing branches and assets to the Savings Bank as a step
towards restructuring, but did not make the necessary reforms to achieve GOA goal of
foreign bank partnerships. Some branches of the state banks were destroyed during the
riots and any relative improvement in a particular bank’s position may have been lost.
Bank deposits responded to yields matching inflation at 35 percent for 3-month time
deposits at the end of FY 1997. Treasury bills were 2 points higher and absorbed a
considerable amount of funds.

The private banking sector remains small with a capital position of $12 million at the end
of September, 1997. There is no capital debt or equity market. The three instruments
traded are T-bills, government bonds, and government-issued privatization vouchers.
Most trading is among banks, and vouchers are traded at 2 to 3 percent of face value.

There were no policy advances during FY 1997. (1996 advances included the Banking
System Law that established the role of the Bank of Albania [BOA] as the Central Bank,
and the regulations that defined bank supervision). The Government has agreed to World
Bank terms for taking action with regard to the restructuring and/or liquidation of the
pyramid scheme companies. USAID supported resolution with technical assistance,
recognizing the importance of transparent restructuring and liquidation in the informal
market as a step towards building confidence in a transparent and accountable formal
financial market.

The first indicator at the SO levelamount of funds available in the private
secto—had a target of $11.5 million. At the end of FY 1997, it reached $11.05 million.
That figure was to include lendable funds, stocks, debt securities, secondary market T-
bills, and would be limited by BOA-imposed credit limits. Through the first quarter of
1997, the informal market had the lion's share of national savings and only after the shock
to the informal sector did deposits grow in the banking system. As there is neither a
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secondary market in T-bills nor a capital market, the above figure represents only the
credit available as of September. This indicator has now reamsount of credit
extendedand will now only report the amount of loans extended. The capital markets
influence is minimal and therefore, will be excluded for the time being.

The target was 75 percent for the second indicatoereent of credit funds extended

used by private enterprises The percent of the banking system’s lendable assets in
loans to the private sector at the end of FY 97 was 83 percent, exceeding the target. This
apparent achievement should be tempered by BOA's rating of 44 percent of the loans to
the private sector as non-performing. Tercent of private enterprises using formal
financial sector fundswas 62, against a target of 20 percent. The major problem with
the banking picture is that state banks have to come to terms with the balance sheet.

Private banking must gain lendable assets, compared to state banks. This effort requires
the restructuring of state banks for privatization. Pyramid schemes must be brought under

government regulation. Capital markets have yet to be developed to compete with the

informal (pyramid scheme) market. The three indicators of the strategy to achieve a more

competitive and market-responsive private financial sector made some contribution to the

SO.

IR 1.4.1—Public and Private Financial Institutions Functioning Efficiently. The first
indicator is thedollar level of equity capital for both private and public banks. As of

the end of FY 1997, the equity capital sum of the private and public banks was minus
$113 million, compared to the target of $80 million. The reason for this decline is the
negative balance sheets for public banks. Private banks have an equity capital level of
$12 million. State banks have not been sufficiently restructured, are not functioning
efficiently, and still dominate the banking sector. Transparency requires adoption of
standard accounting rules, and that has yet to occur. In reality, the balance sheets of the
three state banks are all negative. But since each bank used a different accounting
method for reporting, one bank reported liabilities as assets. Bank supervision requires
standard accounting and a discipline which has yet to develop. As of September, there
were six private banks, each with an initial capital of $2 million.

IR 1.4.1.1—Financial Institutions, Other than State Banks, Active. A major
contributor to efficiency in the formal financial sector is competition between state banks
and other financial institutions. On this front there is progreBse number of legally
registered financial institutions actively making loansmoved from 1 in 1995 to 6 in
1997, against a target of 3. They are the Tirana Bank, Italian Bank, Islamic Albania
Bank, Dardania Bank, National Bank of Greece and Malaysian Bank. The Albanian
American Enterprise Fund (AAEF) plans to start a private bank and to generate a
sufficient amount of performing loans to interest additional foreign banks in the market.
AAEF has taken equity positions as well as debt in order to increase management control
over investments. USAID’s agriculture development program under SO 1.3 enjoyed
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considerable success by tying credit to inputs for productive agricultural enterprise. It
facilitated $3 million in private credit by the end of FY 1997.

IR 1.4.2—Capital Markets Developed The target was to have Mumber or types of
instruments existing in formal market by 1997. Three types of instruments were
developed, including T-bills, government bonds, and government-issued privatization
vouchers; consequently, there are no companies listed on the exchange. Treasury bills
developed quickly because they are a high priority for government finance and the Central
Bank maintains legal and financial control of the Stock Exchange. Social unrest and the
change in government delayed progress on this IR for about nine months.

In addition to the evacuation, USAID experienced delays due to the health situation of

the advisor selected. However, an electronic share registry is installed and the Albanian
Securities Commission is organized and trained to govern operation of the market. The
informal capital market demonstrated that the potential is there. However, the formal

market must gain the public trust and serve the investor market with transparency.

IR 1.4.3—Policy, Legal and Regulatory Framework in Place. The policy framework

for privatization was in place in FY 1996. In spite of economic chaos, time lost during
the uprising and change of government, the Ministry of Finance has focused on the
privatization objective . The transfer of non-performing branches and assets from the
Rural Commercial Bank and the National Commercial Bank to the Savings Bank was
described as a restructuring strategy, though its real intent may have been to improve the
capital position of the two commercial banks. The transfers occurred in the first quarter
of FY 1997 against the advice of the World Bank and other economic advisors. The
looting and destruction of bank branches may have countered any gain in capital position
achieved by the transfers. Under World Bank supervision, a second restructuring occurred
in the first quarter of FY 1998 with the intent to focus on the Savings Bank for
privatization by 2000.

The policy and regulatory framework was in place during the 1996 reporting period for
bank supervision. Implementation improved considerably, but it still has a long way to
go. Overall country risk, slow progress toward restructuring, non-transparent (non-
standard) accounting, unfamiliarity with corporate governance, and lack of experience
with supervision—all stand in the way of performance. The target waselkted laws,
policies and regulations identified, considered, drafted, reviewed, enacted and/or
implemented. During the FY 1997 reporting period, the number enacted and/or
implemented (in which the U.S. Treasury advisor had input before evacuation) was only
6.

2. Expected Progress through FY 2000 and Management Actions

There is consensus that a more competitive and market-responsive private financial sector
has become much more difficult to achieve with the economic and social collapse. The
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challenge is to create institutions that merit public faith after betrayal of what little faith
there was. To respond to such a challenge most effectively, USAID/Albania has revised
the results framework for this SO.

First, USAID/Albania will build on its successes and, in collaboration with donor partners,
will confront the issues head on. The successes of our credit programs are in non-state
bank sources of credit. Those credit programs tie lending to known productive
enterprises. One of our main approaches will, therefore, be to expand existing programs,
extending the concept to credit programs managed by producer associations and to micro-
lending schemes. Activities in this area will be tracked under SO 1.3.

A major problem is liquidation of the pyramid-scheme companies in a transparent manner
that recognizes the rights of investors. This issue has been elevated to a first level IR in
the revised results frameworks for SO 1.4R 1.4.6—Insolvent non-bank financial
schemes liquidated World Bank conditionality is tied to this result and we will provide
technical assistance in close partnership with this conditionality.

The situation with state banks so dominates the formal financial sector that their
restructuring is elevated to a first level IRR 1.4.3—Publicly-owned banks
restructured. Our technical assistance will support the efforts of our partners—the
World Bank and the Bank of Ireland—to privatize the Savings Bank by 2000. Technical
assistance in support of this IR will also focus on accounting standards, transparency in
reporting, and corporate governance to open the possibility of foreign management
contracts and/or joint ventures. Insolvency in the state banking system is partially due
to non-performing loans as the result of poor risk assessment and a lack of recourse for
default.

IR 1.4.5—Collateral Law Implemented—will achieve its first indicator of success in
1998 with the passage of the collateral law, a requisite for stimulating expanded and more
productive lending on the basis of secured assets. We expect to see significant
application of the law by 2000 and actual recourse for default. A renewed effort on
capital markets will put us on the track of achieving in 1998 the targets set for 1997, but
with a more modest level of effort and the result remaining a first-level IR.

The prior IR 1.4.1—Public and Private Financial Institutions Functioning
Efficiently— has been divided into two IRs focusing on bank institutions and fiscal
management. The first new IR 1.4.1—A Sound, Regulated and Efficient Banking
System Developed-will focus on overall bank performance and the supervisory role of
the Bank of Albania.

The second new IRR 1.4.2—Ministry of Finance Functioning Effectively—uwill focus

on fiscal health with normal indicators on revenue collection, tax compliance, cost of
borrowing, and budgetary discipline. Indicator data are presently at 30 percent or less of
ideal and we expect to reach at least 50 percent of ideal by 2000. The state needs
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revenue from taxes to allow it to reduce its role in the formal financial market. If the
public sector performs its role responsibly, the private sector will become more efficient
and market-responsive with competition.

Finally, IR 1.4.4. Capital Markets Developed will now be IR 1.4.4 Component
Capital Market Institutions in Place - to reflect a more modest level of effort based on
Albania’s current circumstances and progress in establishing the basic institutions
necessary for a capital market to develop. This result remains as a first level IR. Analysis
of this SO is based on two critical assumptions: (1) that the government will have the
political will to close bad banks; and (2) that a competent judicial system will resolve
disputes according to law. How the government deals with the insolvent non-bank
pyramid companies will be an indicator of whether the resolve exists to confront state
bank restructuring/privatization. The other assumption is that the courts will enforce
collateral law. We intend to monitor the two assumptions very attentively and, should
they prove invalid, we will consult with our partners and revise activities accordingly.

24



3. Performance Data Table

TARGETS AND ACTUAL RESULTS

INDICATOR BASELINE
RESULT PERFORMANCE DEFINITION AND DATA
Level STATEMENT INDICATOR UNIT OF 1996 1997 1998 1999 2000 2001 2002
MEASUREMENT Year | Value | Targ Act Targ Act Targ Act Targ Act Targ Act Targ Act Targ Act
SO More 1. Amount of definition: Lek amount of 1995 5.0 6.0 5.5 11.5| 11.05 17.5 235 29.5
14 competitive credit extended credit extended
and market-
responsive Unit: Dollars (in millions)
private
financial
sector
2. Percent of Definition: Proportion of 1995 58 69 67 75 82.7 80 85 920
above credit funds| credit funds listed above
extended used by [ used by private sector as
private enterprises| of September of FY
Unit: Percent
3. Percent of Definition: Proportion of 1995 5 10 20 data 40 50 70
private enterprises| registered firms receiving not
using formal credit or (in capital avail-
financial sector market) able
funds
Unit: Percent
IR A sound, 1. Non-performing | Definition: Amount 1997
1.4.1 |regulated and | loans (90 days compared to total loans
efficient past due) outstanding
banking
system Unit: Percent
established a) loans to public sector a) 25 25( TBD TBD TBD TBD TBD
b) loans to private sector June June June June June
1998 1998 1998 1998 1998
b) 44 44

ote: New activities begun 3/98 so "TBD"™ by June 1998
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C. STRATEGIC OBJECTIVE 2.1: INCREASED, BETTER-INFORMED
CITIZENS' PARTICIPATION IN POLITICAL AND ECONOMIC DECISION-
MAKING

1. Performance Analysis

SO 2.1 suffered a major setback in 1997 deltishort of expectationsl'he 1997 conflict

has provided ample evidence that Albania’s transition to democracy has far to go. While
substantial gains in democratic freedoms occurred at the outset of the transition, there has
since been measurable backsliding in both civil liberties and political rights.

In 1996, Albania—alongside Croatia, Georgia, and Kyrgyzstan—ranked 15th among the
27 transition economies in its progress towards developing political freedoms and civil
liberties according to Freedom House. By this standard, only Bosnia-Herzegovina and
Yugoslavia (Serbia & Montenegro) had fewer democratic freedoms than Albania in CEE.
1996 witnessed a deterioration in political rights, highlighted by the flawed May 1996
elections. Deterioration was apparent in 1997 in both political rights (with a largely
dysfunctional parliament stemming from violence and opposition boycotts) and civil
liberties (in light of the anarchy that prevailed in much of 1997 and, more broadly, the
growth of crime and corruption in private and public life).

In its Nations in Transit 1997 (April 1997), Freedom House disaggregated
democratization trends into five sectors: (a) political process; (b) civil society; (c) media;
(d) rule of law; and (e) governance and public administration. By this assessment,
media, rule of law, and governance and public administration are least developed in
Albania, while political process and civil society are relatively more developed. Still,
Albania lags considerably across the board relative to CEE standards, and, in fact, is even
below NIS standards.

IR 2.1.1—More Representative Political Parties The indicator for this IR wasnore
women run for office. At the time of the last R4, no targets had been set for the
indicator. The USAID partner most directly engaged in this IR is the International
Republican Institute. After the violence of 1997, there was an absence of an American
IRI representative in the country until early 1998. As a result, project activity was
slowed. IRl has conducted workshops with Albanian parties with the objective of
stimulating more women to run. It will be difficult to measure progress until the next
Parliamentary elections, which are scheduled for 2000. As this indicator is considered
important, it has been retained for the new USAID strategy period (1998-2002).

There were two sub-IRs regarding political parties, improved intra-party communications

and local party outreach to the public. However, activity on both were insufficiently
developed before the unrest to define the baseline or targets.
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IR 2.1.2—Free and Fair Elections. The targets for the two indicators for this IR have
been met. The first was thdbnor recommendations to improve the electoral process

be adopted by the GOA A number of USAID partners, including IFES, IRl and NDI,
worked successfully to achieve the result. For example, IRI sent 13 observers to the May
1996 Parliamentary elections. This group developed 31 recommendations related to the
process. A two-day conference was then convened of representatives of the main political
parties, national and local governments. Following this conference, the government and
the parties agreed on such topics as election hours, media rules and non-partisan behavior
for the police. For the October, 1996 local elections, NDI sent a preelection assessment
delegation to observe the campaign environment and made recommendations for having
election results publicized on a polling-station by polling-station basis.

The second indicator wasting of elections by monitors as free and fairby various
international and local monitors. NDI helped establish and continues to develop Albania’s
first independent election monitoring organization (SDC). SDC mobilized over 3,000
local election observers throughout the country and conducted a media monitoring
campaign. The SDC has a network of volunteers in 36 districts around the country. SDC
observes the electoral process, conducts its own quick count and reports the results to the
public. SDC's reports are widely circulated both domestically and abroad. With the
experience of elections held over the past two years, it is generally agreed that the
government and the parties now strive for free and fair elections to be the norm for
Albania.

IR 2.1.3—NGOs Promote Citizens’ Participation in Political, Social and Economic
Decision-Making. Given the short history of NGO development in Albania, progress on
this IR has been impressive. The first indicator for this result wasitineber of target

NGOs participating. Through the ORT Democracy Net program, ORT provided an
integrated package of technical assistance, training and financial grants to develop the
capacity of Albanian NGOs to engage in public-policy oriented activities in four priority
sectors—democracy, environment, economy and social safety net.

The results have been impressive. Some Tirana based NGOs have become truly national,
with locally-based representation and regional branches. Locally-based NGOs have also
been established to address issues at a community level. A core group of 35 NGOs has
begun to participate in the formulation of public policies and engage in substantive policy
dialogue with national and local government.

Most recently, a group of 47 NGOs has worked with ORT to collect data and opinion

about the economic, social and political factors leading to the 1997 crisis and consider
ways to resolve the lingering effects. The survey results will enable NGOs to design
civic education and service delivery programs, as well as to formulate needed policy
recommendations. By November 1997, NGOs working with ORT had drafted 12 laws

and amendments that they are now advocating to government and Parliament.
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To counter Albania's tradition of civic passivity, NDI has worked with SDC to involve
citizens in the political process. These efforts have included educational initiatives on the
rights and responsibilities of individuals with regard to the political life of the country.
They have also included issue-specific initiatives to inform the public on topics of
relevance to their lives. SDC has conducted educational campaigns in the areas of
privatization of property, local government, women in politics, human rights and the
constitution. SCD has used its network of local clubs to hold public meetings throughout
the country and distribute civic education materials

The second indicator was tmeimber of new or modified government decisions The

target of 10 decisions was substantially met, with ORT grantees having led to at least 9
new or amended government decisions in such areas as NGO law, media, criminal law
minority rights, environment and health. ORT sponsored events have also led to effective
working relationships between NGOs and a number of government ministries and city
mayors.

IR 2.1.4—Media Furthers Public Debate. The political turmoil of 1997 and the
evacuation of Americans resulted in virtually no activity on this IR during the reporting
period. However, due to the importance of developing independent, professional media,
USAID will continue to explore appropriate means to contribute (see Section 2 below).

IR 2.1.5—Increased Transparency of Parliament and Government (Local and
National). The indicator at this result level was an increase in thanber of
proceedings that are public Due to the political turmoil of 1997, here again no progress
can be reported.

2. Expected Progress through FY 2000 and Management Actions

The 1996 R4 contained three indicators for measuring the strategic objective: number of
municipalities with public participation in annual budget process; number of publicly-
convened and open-town meetings per year; and level of participation in national and
local elections. This R4 proposes two new more readily available summary indicators
using Freedom House rating on Albania's political rights and Freedom House rating on
Albania's civil liberties.

The coverage, quality and reliability of reporting by all media outlets in Albania have not
effectively served the information needs of citizens. Independent broadcast media have
arisen only in the past year, following passage of enabling legislation. A number of
private radio and TV stations have been established in the past six months and media
outlets, in general, have enjoyed increased freedom and government tolerance.
Nevertheless, Albania’s independent media face serious constraints on professional
development.

35



A recent assessment concluded "that the quality of journalism is generally poor and
Albanians are not being provided enough news and information for them to make
informed economic and political decisions.”" Underlying problems relate to lack of
familiarity with sound business practices, the inadequate knowledge base of recent
journalism graduates from the University of Tirana, lack of professional integrity, and
weak professional associations. For most Tirana radio stations, survival is the paramount
concern. Based on this analysis, IR 2.1.4 was modified in this year's R4 to become
Independent Media Strengthenedwith an indicator that will focus omcreased public
access to information from private radio and TV.

In November, 1997 ProMedia conducted an assessment of Albanian media to determine
areas for future intervention. Based on the assessment report, USAID will focus its
assistance on private broadcast media, which offer the best prospects for success.
Assistance will focus initially on contributing to the draft of a new electronic media law,

in particular to ensure safeguards against government influence. A related effort will
support organizational development of an association of independent radio operators,
including its role in lobbying for improved media legislation.

This year's R4 has introduced two new IR&R 2.1.6—Increased Demand for
Transparent and Accountable Political and Economic Decision-Making and IR
2.1.7—Increased Participatory Instructional Practices Adopted in Education System.

Pervasive corruption breeds cynicism and loss of confidence in government institutions.
USAID’s program will work with selected NGOs to help citizens realize they have a right
to information on government operations, mobilize public concern about corruption, focus
attention on corrupt practices, and press government offices to take corrective action.
This NGO "transparency initiative" will complement activities in other strategic objectives
to strengthen the rule of law, regulate financial institutions, and upgrade media coverage.

The success of democratic reforms, including adoption of a constitution, an improved
electoral system, and a more active role for NGOs in public affairs, depends largely on
people’s understanding of the rights and responsibilities arising from the reforms. Current
instructional methods in primary and secondary schools in Albania discourage
independent thought and ill-prepare Albanian youth for an active, participatory role in a
democratic society and market economy. USAID’s program will support pedagogical
reforms leading to greater pupil participation in the teaching-learning process and to
greater emphasis on learning skills, problem solving, and critical thinking, as well as
greater community involvement in education.

Even though the institutions/processes that encourage and mobilize citizens’ participation
in Albania are at an early stage of development, our contributions to this strategic
objective will be made with a view toward sustainability. It is evident that we do not

foresee achievement of this strategic objective by the year 2000. However, within
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political institutions, we anticipate significant improvements in organizational capabilities,
democratic structures, openness to public views and involvement, and established channels
of public information and participation. It is expected that electoral institutions, the
Parliament, and political parties will make important steps toward maturity. The
sustainability of democratic reforms would then in large part depend upon the ability of
local NGOs, such as the Society for Democratic Culture, to promote democratic reforms
from within.

For civil society development and media strengthening, sustainability will require USAID
involvement beyond the year 2000. In both areas, sustainability is associated with a
supportive legislative and regulatory environment, expanding the number and geographic
coverage of effective organizations, improving their organizational capabilities and
program quality, stabilizing their financial base, and establishing Albanian associations
and support organizations that can sustain the reform effort.  Similarly, both
educational/pedagogical reform and NGO-based anti-corruption efforts will require
changes in long-established patterns of behavior, suggesting that achievement in this area
will require USAID assistance beyond the year 2000.
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3. Performance Data Table

TARGETS AND ACTUAL RESULTS

INDICATOR BASELINE
RESULT PERFORMANCE | DEFINITION AND UNIT
Level STATEMENT INDICATOR OF DATA 1996 1997 1998 1999 2000 2001 2002
b ERSIURENIERTT Year | Value | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual
SO Increased, 1. Freedom House| Definition: 1996 4 4 4 3 3 3 3 3
2.1 better rating on
informed Albania’s Political
citizens’ Rights
participation Unit: Freedom House
in political rating
and economic
decision-
making
2. Freedom House| Definition: 1996 4 4 4 3 3 3 3 3
rating on
Albania’s Civil Unit: Freedom House
Liberties rating
IR More effective [ More women run | Definition: women who 1992 20 15 21 *1) *1) *1) 40 *2) *2)
2.1.1 | political for office run for office for NA NA
parties Parliament from four
parties: PD, PS, PR, PSD
Unit: women
IR National Number of public | Definition: party 1998( ORT +10% +10% +10% +5% +5%
2.1.1.1] Parties reach | outreach activities | members' opinion about survey
out to the by major parties | the extent to which data
Public at the regional communication flows up July
level the hierarchy as well as 98
down in two major parties
Unit: standard opinion
survey measures,
principal survey
indicators
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D. STRATEGIC OBJECTIVE 2.2: LEGAL SYSTEMS THAT BETTER
SUPPORT DEMOCRATIC PROCESSES AND MARKET REFORMS

1. Performance Analysis

As with all other elements of USAID/Albania's prograthe adverse political and social
situation in 1997 caused progress towards achieving this SO to fall short of expectations
Albania’s legal system is rated by Freedom House at 4.75 out of 7, with 7 being the least
able to ensure the rule of law. Since this rating was based on data collected prior to the
civil unrest of 1997, the current status of the legal system is undoubtedly more
distressing. As Albania tries to restore public order and reduce criminality in the
aftermath of the proliferation of weapons that occurred as part of the civil unrest, the
problems affecting the criminal-law system are particularly critical. Another great
challenge will be to devise the ground rules for political participation, as competition for
power will need to be embodied in a constitution adopted through a transparent and
participatory process.

The single indicator at the SO level was thdoption of a democratic constitution
Albania currently operates under an interim constitution. The target date for adopting a
democratic constitution is the year 2000.

The Central and East European Law Initiative (CEELI) is the primary USAID partner
working directly on the issues of a new constitution. Following the disturbances and the
change of government in June 1997, CEELI resumed its involvement in the constitutional
process by providing direct assistance to the Administrative Center for Coordination of
Assistance and Public Participation (ACCAPP). One aspect of CEELI’s role has been to
shepherd the issue of the judiciary from the stage of collecting popular input to the stage
of presentation of such information at workshops of foreign and national constitutional
scholars and members of Albania’s political parties.

CEELI, ACCAPP and the ORT NGO strengthening program often work in concert to
ensure broad citizen participation in the constitutional development process. In December
1997 CEELI held an NGO forum on the judiciary. In January, it held the first focus
group discussion to investigate issues raised at the December forum. CEELI is also
assisting the constitutional process by drafting short concept papers on a variety of
constitutional issues. The concept papers are distributed to the participants in the NGO
forums and focus group discussions.

IR 2.2.1—Improved Training for Legal Professionals. The first indicator for this
IR—magistrates school begins to functioa-was successfully achieved with the creation
of the school in 1996. CEELI sponsored the participation of an American judge in
meetings with Albanian judges and ministry officials, as well as with West European
judicial training experts to develop the school’s organizational structure. CEELI also
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sponsored training visits for the school’s director. The Magistrates School opened its
doors for its first semester in October 1997.

CEELI liaisons are currently teaching at the school in conjunction with Albanian faculty
as part of a-train-the-trainers effort. With CEELI's assistance, the school is now
developing a continuing legal education (CLE) curriculum for judges with less than five
years experience. The first CLE series will occur in the summer of 1998.

Increased professionalism of jurists CEELI and its local partners have offered a
variety of Continuing Legal Education courses to Albanian practitioners as part of their
efforts to achieve this result. Topics have included international joint ventures, contracts
under Albania's new civil code, customs, and taxes. Since the initiation of the CLE
activities in 1995, over 120 judges and lawyers have patrticipated. In collaboration with
local partners, CEELI has offered a variety of CLE courses to Albanian practitioners.
Courses have varied in length from one-day seminars to courses of several weeks in
duration. Topics have included contacts under Albania's new civil code, customs, taxes,
the new civil procedures code, administration of NGOs, and the value-added tax.

IR 2.2.2—Increased Flow of Information about Current Law and Legal Reform
Issues. To ensurdlistribution of legal codes, statutes, regulations, and law books to

the legal community (the first indicator for this IR), CEELI is helping address the serious
lack of access by the legal community to Albanian laws. In 1995, CEELI initiated a
project to distribute free copies of Albanian legal codes to judges, prosecutors and
attorneys nationwide. In 1996, 5,600 copies were distributed. Unfortunately, many of
the codes located in courthouses were burned during the civil unrest of 1997.

CEELI also developed a project with the Professional and Business Women'’s Association,
in which a group of attorneys reviewed all existing laws and identified provisions related
to legal rights and protection for women and girls. An information booklet was prepared
and is currently being published. In addition, over the course of its presence in Albania,
CEELI has performed assessments of numerous draft laws and circulated them to relevant
groups.

A law library accessible to the entire legal community(the second indicator for IR
2.2.2) was opened in 1997 at the Court of Cassation (the Supreme Court). To help with
this effort, CEELI donated Albanian codes and English language legal textbooks. The
library is available to all members of the Albanian legal Community and is actively being
used.

IR 2.2.3—Strengthened Legal Associations.In 1996, CEELI provided théNational
Chamber of Advocates(COA) with sample models of foreign bar governing statutes and
prepared a comparative analysis of the organizational structures of various foreign laws
governing the legal profession. CEELI sent a bar development specialist to Albania,
where he consulted COA officials and participated in a working retreat at which COA
new organizational statute and ethics code were adopted by the General Assembly. In
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1997, CEELI assisted COA in publishing 1,800 copies of an "Advocates’ Book," which
contains both the statute and ethics code. CEELI and the COA have distributed
approximately 400 copies to date.

CEELI helped theAlbanian Association of Judges(AAJ) procure funding for and
produce the inaugural edition of a new legal Albanian Jurisprudence, which included
scholarly articles and copies of significant court decisions. AAJ has now produced six
volumes of this journal. However, due to political pressure, it has not held regular
meetings and for the time being it is largely inactive.

Association of Women Jurists(WJA). In December, 1995, a group of women lawyers
joined together to promote the creation of a women’s bar association. The group worked
quickly to draft its governing statute, to elect officers and a board of directors, and to file
its registration papers with the local court. In March 1996, WJA was recognized as a
legal entity. Initially formed with 41 members, the association has nhow a membership
of 73. WJA's major initiative to date has been the establishment of a free legal clinic for
women. WJA has gained strength over the past two years, attracting funds from NOVIB
(Dutch aid agency) to cover its first two years of operation. The clinic has two full-time
staff attorneys and CEELI plans to post a legal specialist in 1998.

IR 2.2.4—Administrative Improvement of the Court System. Due to the disturbances

of 1997, activities to achieve this IR have yet to be initiated. Administrative
improvement of the court system will be launched as part of the modifications discussed
in Section 2 below.

IR 2.2.5—Improved Law Enforcement. Although USAID/Albania had included this

IR in its program planning, a combination of policy issues with the GOA and the unrest
of 1997 resulted in no activity being initiated during the reporting period. An initiative

to upgrade the training, professional standards and performance of the Albanian National
Police began in November 1997 with the arrival of three resident ICITAP advisors. Work
to date has focussed on a reorganization plan, modified operating procedures to conform
with the relatively new criminal code and related procedures code, improved personnel
administration and development of a code of conduct. These and similar activities fall
under new IRs designed to increase the number of competent legal professionals and
establish an independent police (see Section 2 below).

2. Expected Progress through FY 2000 and Management Actions

Given the major developments of the past two years, it has been determined that
USAID/Albania will develop a new five-year strategy to be submitted in May 1998. The
strategy has introduced significant modification to SO 2.2. The number of IRs has been
reduced from five to three, placing more emphasis on higher-level resultsmeinéR
2.2.1— More Competent Legal Professionalsypothesizes that public actors in the legal
system are generally not familiar with current Albanian law. A second hypothesis is that
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current actors do not behave according to international standards because they do not
possess the necessary skills to perform their tasks.

A number of activities to alleviate the problems associated with competence will be
supported by USAID and others donors. These activities are grouped under three lower-
level IRs: (1) more legal professionals trained in current Albanian law; (2) increased flow
of information about current land- and legal-reform issues; and (3) improved investigative
skills. To achieve these results, USAID/Albania will finance many continuing education
opportunities to improve the capacity of the indigenous training institutions associated
with the legal system. Prominent among these are the Magistrates School and the Police
Academy.

The second new IR idR 2.2.2—Legal System Restructured in the Direction of
International Norms. The hypothesis underlying this IR is that Albania will draft and
adopt a new constitution (the process is already underway) that will provide for an
independent judiciary and a police that is independent of the military. It is also expected
that the constitutional drafting process will provide for citizen participation and will result
in a referendum on the new constitution.

To complete restructuring of its legal system, Albania will need continued technical
assistance from USAID and other donors. Assistance for the planning period will focus
on such topics as judicial qualifications, judicial discipline, and law enforcement ethics.
The new constitution may be in place before all components of the IRs are completed.
As the expected restructuring moves ahead, USAID will need to address its SO indicator
and change the mix of its activities in light of the new developments.

IR 2.2.3—Citizens Have Legal Recourse-addresses both access and informational
issues. Activities will include a means for citizens to register complaints about police,
the continuation of a special legal assistance for women, and general public education and
training of citizens in basic legal issues.
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3. Performance Data Table

TARGETS AND ACTUAL RESULTS

INDICATOR EiIEINE
Level | RESULT | PERFORMANCE |  DEFINITION AND Rels 1996 1997 1998 1999 2000 2001 2002
STATEMENT INDICATOR UNIT OF
MEASUREMENT Year | Value | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target Acltua
SO 2.2| Legal systems| 1. Legal Definition: 1998 No No NA NA Yes
that better framework and Implementing laws in
support viable legal place for: Civil Code,
democratic institutions in Civil Procedure Code,
processes and| place Criminal Code, and
market Criminal Procedure Code
reforms
Viable Institutions:
Independent Judiciary,
Independent Prosecutor
General, Civilian 1998 No No Yes Yes Yes Yes
Democratic Police Force
Unit: yes/no
IR More 1. Increased Definition: Public opinion 1998 TBD TBD TBD TBD TBD
2.2.1 | competent public use of the | survey to be used June June June June June
legal legal system. (Albanian Center for 1998 1998 1998 1998 1998
professionals Economic Research)
IR More legal 1. Magistrates’ Definition: School for 1995 No Yes No Yes Yes
2.2.1.1 | professionals | School begins to | judges and prosecutors.
trained in function
current Unit: yes/no
A|banian |aW ...................................................................................................................................................................................................................................................................................................................................
and 2. # of new Definition: 1998 0 0 0 0 0 20 20+ 20+ 20+ 20+
procedures prosecutors and
judges attending | Unit: # of prosecutors
Magistrates’ and judges
School or
extensive CLE
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E. STRATEGIC OBJECTIVE 2.3: MORE EFFECTIVE, RESPONSIVE AND
ACCOUNTABLE LOCAL GOVERNMENT

1. Performance Analysis

Collapse of the pyramid schemes in 1997 caused widespread civil unrest and a cessation
of program activities. The violence resulted in substantial destruction of infrastructure,
including municipal buildings and files. The evacuation of Americans from Albania meant
that all USAID efforts to promote local government were halted. Original USAID
program assumptions included that other donors would provide funding for infrastructure,
and those activities were also suspended.

It is, therefore, not surprising thanly limited progress at the SO 2.3 level can be noted
The first target for 1997 was that two of five pilot cities were to have initiated public
participation in the annual budget process. Three municipalities demonstrated receptivity
to this activity. However, the civil unrest resulted in the destruction of all municipal
records in two of those cities and disrupted the process in the third. The budgets were
reconstructed during the evacuation and adopted since the establishment of the new
government.

The second target was that the five pilot cities were to have convened open town
meetings. Given the atmosphere of fear and violence that prevailed in 1997, it is
understandable that that target could not be achieved. However, two municipalities have
progressed with the appointment of economic development planning commissions and
have held public meetings.

IR 2.3.1—Increased Autonomy and Home Rule Performance for this IR was to be
measured by the increase in revenue as a percent of total budget. The target was 15 to 23
percent in 1997. The actual result is unknown. Since local governments lost significant
assets during the unrest, it is probable that local revenue as a percent of total budget was
even less than the 12 to 20 percent estimated for 1996.

However, a number of activities were undertaken successfully—suggesting that future
progress is likely. A formerly inactive national association of mayors began meeting
regularly to pursue a legislative reform agenda with the central government. The new
elected central government is pursuing a program of fiscal decentralization and increased
local autonomy.

IR 2.3.2—Increased Confidence in Local Government Integrity and Authority
Progress in this area was to be measured through a standard public opinion survey.
However, baseline data were not collected before the turmoil of 1997. Indirect evidence
indicates that political instability and widespread insecurity throughout Albania over the
past year has slowed progress in this area below original expectations. For instance,
efforts to strengthen municipal administration, economic development planning, and
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public participation in local government affairs, were expanded to eight cities in 1997.
However, security conditions limited access to several pilot cities targeted for assistance.

2. Expected Progress through FY 2000 and Management Action

The collapse of the partnership between local government and central authority in 1997
and the continuing security problems outside the capital city suggest that an incremental
approach, along with more realistic expectations, will be two essential elements in
USAID/Albania’s strategy under this SO. In the short-run, policy work will be a primary
focus and "hands-on" assistance will be provided to municipalities as security conditions
permit. As the security situation improves and USAID partners are allowed to travel with
greater regularity throughout Albania, the network of municipalities will be expanded and
successes replicated.

It should also be noted that USAID/Albania has revised its results frameworks for this SO
in light of last year's setback. SO 2.3 now consists of five IRs, as outlined below.

IR 2.3.1—Central Government Transfers Responsibility and Authority to Local
Government. Albania is pursuing a broad legislative agenda to improve the organization,
authority, and financial base of municipalities, including a draft constitution that will,
inter alia, set out legal parameters for local government.

USAID assistance will be directed at fostering an informed and non-partisan dialogue
about decentralization between local governments and central ministries, at strengthening
local governments’ ability to advocate and ensure implementation of reforms (particularly
through the recently-formed Association of Albanian Mayors), and at ensuring that
essential authorities are incorporated in revised legislation.

Progress will be measured by cities having greater control over their property and with
the authority to issue business licenses.

IR 2.3.2—Local Government Capable in Budgeting, Managing, Planning,
Implementing, and Reporting. Capacity building will initially be concentrated on a
limited number of pilot cities. It is expected that three cities will be able to implement
budget procedures based on priorities by the end of next year. Over the life of the five-
year strategy, increased attention will be given to modest expansion of the pilot city
network, disseminating best practices to other municipalities, and establishing an Albanian
institutional capability to provide long-term support to the local-administration
improvement effort.

The increase in the number of cities implementing budget procedures based on priorities
will be used to measure progress.
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IR 2.3.3—Local Government Provides Improved Services Building on the most
successful experience to date, USAID’s program will be directed at improvements in land
management, water, sewer, solid waste, and roads in selected municipalities. The
objective of this effort will be to extend replicable models, establish effective management
arrangements, and attract donor financing for major infrastructural improvements.

To the extent that such improvements require ministerial collaboration, assistance will be
directed at developing multi-jurisdictional agreements and action plans to accomplish
specific objectives. Since this approach has proven successful in work on land
management in Tirana, the Tirana experience and its participatory elements will be
extended to other communities. It is expected that at least four cities will show a 50
percent increase in hours of water service delivery in 1998. It is also expected that lek
40 million will be invested in municipal services in 1998.

IR 2.3.4—Increased Openness of Local GovernmentCitizen confidence is contingent
upon demonstrated results, public access to decision-making, and dialogue with
government officials. USAID’s assistance will feature techniques that can be used by local
government to responsibly seek citizens’ participation on a regular basis. It will also help
to institutionalize channels of public communication on community issues and needs.

Planning for economic development will be a primary instrument for initiating community
involvement in local government decision-making, particularly through planning
commissions. Public participation will also be featured in plans to improve service
delivery. It is expected that two cities will feature public participation in the annual
budget process in 1998. Progress will also be monitored through implementation of open
town-meeting policies.

IR 2.3.5—Local Government Support for Economic Development USAID’s
assistance to the local government program will continue to promote public-private
partnerships to stimulate business opportunity, job creation, and support to municipal
services. Joint planning will ensure opportunities for local businesses and NGOs to
communicate their interests to local decision-makers. Technical assistance and training
will focus on such options as establishment of economic development departments, use
of economic commissions with citizen appointees, public hearings on important planning
issues, and regional planning cooperation among several municipalities.

USAID will also identify opportunities for cooperation in local development planning
across strategic objectives, bringing together municipal government, business associations,
and non-governmental organizations in identifying and acting on local priority needs.
Progress will be measured through two indicators: adoption and implementation of
economic development plans; and the number of public/private economic development
planning groups established.
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3. Performance Data Table

TARGETS AND ACTUAL RESULTS

INDICATOR BASELINE
Level RESULT PERFORMANCE DEFINITION DATA
STATEMENT INDICATOR AND UNIT OF 1996 1997 1998 1999 2000 2001 2002
MEASUREMENT Year | Value | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Act.
SO 2.3 | More effective, 1. Legal Definition: 1995 0 0 2 0 3 4 5 TBD TBD
responsive and framework in 1. Constitution FY 99 FY 99
accountable Local | place for local supports
Government government decentralization
autonomy 2. Statutes in place
that allow
decentralizaton
Unit: Laws, statutes
2. Fiscal autonomy| Definition: 1995 0 0 5 0 7 9 10 TBD TBD
at local level 1. Percent of FY 99 FY 99
government
expenditures under
the control of cities.
2. Percent of
revenues collected
and under control of
cities.
Unit: Per cent
IR Central 1. Control and/or | Definition: Cities 1995 No Yes Yes Yes Yes TBD TBD
231 Government ownership of having greater FY 99 FY 99
transfers public property, control of their
responsibility and | including public property such as
authority to local | utilities control of
government occupancy, title to
property
Unit: Yes/No
2. Authority of Definition: 1998 Yes Yes Yes TBD TBD
cities to issue new FY 99 FY 99
business licences
Unit: Yes/No
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F. STRATEGIC OBJECTIVE 3.2: IMPROVED SUSTAINABILITY OF SOCIAL
BENEFITS AND SERVICES

1. Performance Analysis

Similar to the other SO0 3.2 fell short of expectations in 199FAowever, following

the temporary setback last year due to the civil unrest and the greatly increased levels of
violence throughout the country, Albania has shown some positive signs of stability and
restoration of order—which in turn will allow the health care delivery system to begin to
function normally. Nevertheless, there remain considerable long-term and immediate
problems which will need to be addressed.

There are three indicators of progress at the S.O. level. The first is the rate of infant and
maternal mortality measured by the number of infant deaths per 1000 live births and the
number of maternal deaths per 100,000 births. These indicators have seen a clear
reduction since 1994 and are expected to achieve their respective targets of 25 and 20 by
the year 2000. As indicators of improvement in the financial sustainability of the health
sector, USAID/Albania is looking toward a substantial increase in the number of
contributions to the Health Insurance Fund, as well as an increase in collections and
payouts by the Health Insurance Fund.

IR 3.2.1 Health Services Sector Improved. Two American International Health
Alliance (AIHA) partnerships have been established in Albania. A hospital partnership
program between Butterworth Hospital of Grand Rapids, Michigan and three Tirana
hospitals (the University Hospital Center, the Trauma Hospital and th