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Abstract. This paper focuses on the pensions system in Adbafile economic, political, and social
changes that occurred in the nineties put the wholmtry’s economic development under pressure and
especially the pension system. This paper analiipes the challenges brought by both the demographic
transition and the economic transition were fatediscusses the different reforms undertaken upote and
their impact on the pension system sustainabéigyity, and the fiscal burden to the state.

The parametric reforms of 2002 had a positive &ftecthe financial situation of the pension schelfet
further reforming of the current scheme is necegsgsar address ongoing concerns. The high rate of
unemployment and the informal labor market redingea@mount of contributions. The “aging” population,
which increases the fiscal burden, continues tdage the pension system.
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1 Introduction

Pensions are the primary means by which an indalidietches income over the lifecycle. In most of
the cases the pension is the only mean of incomehéoold-aged individuals. Many countries depend
on pay-as-you-go (PAYG) pension system, definethassystem in which current pensions are paid
from the tax receipts. This is also the case fdrafila. The focus of this paper is the Albanian mens
system. The reform of the public pension system wmnwde generally the review of the old-aged
income support are on the reform agenda worldwidkAdbania is no exception.

The Albanian social security system is charactdrilzg a very low rate of contributions collected.

Today Albania collects contributions amounting awB.7% of the GDP (SllI), which are lower

compared to either an average of the Europe anttalésia (ECA) or an average of European Union
(EU) countries. According to the World Bank (WBetEECA countries (including Albania) collect

around 6% of the GDP in contributions (WB, 2009)iletthe EU-10, 7.2% of the GDP (European
Communities, 2009). The main characteristics ofAlimnian economy that lead to this situation are
summarized as follows:
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« The heavy contribution of the agricultural sectortie GDP of the country, 22% of the GDP
(INSTAT). For the members of the EU it is consididydower, it amounts to 5.5% for Bulgaria
and 6% for Rumania and only 1% for the EU-15 (Etat)s

« The labour market structure characterized by a Hatg of migration.

« The high informality in the economy.

« The wide spread of tax evasion, the Albanian tdakaities collect only 25-26%
of the GDP in taxes (Ministry of Finance).

« The high solidarity in the Albanian family, wheteetlink between the old parents and the strong
and young children is still very tight, lowering @ importance of pensions as a mean of
income.

2. From the past to nowadays

Albania is one of the youngest countries in Euregdch makes its social security case differentrfro
the western countries. The communist regime, tmsttion policies and the politics altogether have
voice in the pension system in Albania.

Even though the first legal act on social secutityy Act “Civil Pensions” No.129, dates back on

28.10.1927, the first establishment of the so@alisity system in Albania happened on August, 1947.
It covered mainly two groups, employees workingha state sector and the members of agricultural
cooperatives. After this the main law governing sbeial insurance in Albania was the Act No. 4171
of the Peoples’ Socialist Republic of Albania. Baling the soviet pattern, on one hand it was very
generous while on the other it could not providellesocial protection (Luci, 2007).

In the period of 1991-1993 an economic collapsaiged. In 1992 we have the final dissolution of %
the agricultural cooperatives. This led to a deafgtll in the number of contributors. While duritige
nineties the rate of contributors to beneficiamess four to one, in 1993 it reached 0.75, the lowes
rate ever (Sll, 2004). Even though in the perio8t2993 the Government took some measures in
respect of indexation and increase of the montldgspn amount, once again due to the general
economic collapse and high inflation, the replaceimate suffered a continuous decrease. This is why
the reform in the Social Security System came raacassity at those times.
On 11 May of 1993 the law No. 7703 came into fofeecording to this law the social security system
in Albania is composed of:

« The obligatory social security system (First P)llar

« The voluntary privately run social security syst@rhird Pillar)

Also, at currently only the first and the thirdlgil exist. The largest part of the old age insuganc
system is publicly run and it pays ,defined bersfiinder a pay-as-you-go system. It makes the first
pillar of the system in Albania. While the voluntaupplementary pillar has its own role to playha
pension system in Albania, it is still in its embnjc stage.

3. Theintroduction of the voluntary (funded) pillar

The voluntary funded system and the activitieshef private pension institutes are regulated by the
Law No. 7943 dated 1 June 1995 (amended by theNAcB393 in 1998 and by the Act No. 9181 in
2004), on “Supplementary pensions and private pessinstitutes”. According to this law, the
voluntary system accomplishes two purposes. Tlse ffinrpose is to provide supplementary pensions
and the second to provide for better provisiong@fsions than those offered from the obligatory
scheme. In order to foster the development ofrtfasket, the income generated from these funds is no
taxed. But the absence of an attractive finanaiglrenment and the lack of trust in such agreements
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due to the bitter history of the population’s inveents of saving in 1997 have left this pillar im a
embryonic stage (5-7% of the financial market) (.2607).

It was only in 2004 that real measures to develup re@gulate the market where the private pension
institutes operate were taken. The Council of M&igCoM) established The Inspectorate of Private
Supplementary Pension Institutes. A year afterAt@nian Financial Supervisory Authority (AFSA)
was established as a public independent instituthkffSA is responsible for the regulations and
supervision of the non-banking financial sectocjuding the private supplementary pensions market
and its operators. Last year the Parliament engbied.aw No. 10197, 10/12/2009 on “Voluntary
Pension Funds”. This is the main development inydbee 2009 done upon the World Bank assistance
and in compliance with international standards (AF3008). The purpose of this low is to give fiscal
incentives and stimulate the development of thelaorking financial market.

There are only three operators exercising theivies as supplementary pension funds, respegtivel
Raiffeisen PENSIONS, Capital and Sigma IPP. Theyeh4429 members and a total accumulated
fund of Lek 72.9 million (AFSA, 2009). All of therstarted their activity in 2006. At the end of the
year 2009 the share of the number of contributndsthe share of the contributions between the three
funds was as shown below:

Sigma | PP [ Capital ™ Raiffeisen Pensions

Contributions 19% 27% 54%

Number of 2., 40% 43% 99
contributors

0% 20% 40% 60% 80% 100%
Source: AFSA 2009

At the end of the year 2009 the amount of contiilmg of the private pensions institutes reached Lek
370 million, an increase of 19% compared to theiptes year (AFSA, 2009). However this amount is
insignificant compared to the amount of Lek 43,38ilion contributions collected by the general
obligatory system. Even though the private pensimay constitute a good option of reform for
Albania, the obligatory insurance schemes contioudominate the market. The lack of a midterm
strategy for the development of the pension maldads to the impossibility of initiating a ,real”
reform of the pension system, a situations whiotobes even worse and hopeless in a labor market
where both unemployment and informality are highgal 2005).

4. Theobligatory social insurance scheme: Institutional characteristics

The obligatory social insurance scheme is managetthd Social Insurance Institute (Sll). It covers
employees in the public and private sector andegaffloyed both in urban and rural areas provided
that they have contributed to the scheme for anddfperiod of time. The voluntary scheme affects
those who are no longer insured, those who hava bad want to be insured, those who are not
covered by law and the university students. Thelempentary pensions are directly financed by the
state budget funds. They go to employees who hamed high constitutional functions, civil and
military services. Finally the specific pensionstgaghose who have taken part in war, or to pers®n
who carry titles in the area of culture, art, eaoigs and politics and to the persons who have been
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politically persecuted by the communist regime. Sehpensions are also directly financed by the state
budget (Law No0.7703).

After the financial and administrative reform ofetlsocial insurance system in 1993 the task of
implementing the social security policy is on thexi@l Insurance Institute. The Sll is an indepemden
public agency under the control and co-ordinatibthe Ministry of Finance. The Sll is responsible
for the management of the Social Insurance Fund. sdtial insurance Fund is divided into 5 main
branches: diseases, pregnancy, pensions, accalmhisrofessional diseases and unemployment. The
pension system provides for three types of pensmldsage pensions, invalidity pensions and family
pensions. Currently 16.9% of the population recevg@ension (Sll).

For 2009 the rate of contribution for social inswa is 24.5% out of which 21.6% is paid to the
pension branch (table 1). The employer pays 15%heftotal amount of social insurance and the
employee pays 9.5%.

Table 1. Therate of contribution for social insurance

I nsurance Branches Total %
Pensions 21.6
Disease 0.3
Pregnancy 1.4
Accidents at work 0.3
Unemployment 0.9
Total of Social Ins. 24.5%

Source: 1SSH
100
As it concerns the retirement age, the reform &318id foresee a gradual increase in the retirement
age and insurance years according to a determateh®. This transitory scheme was to continue up
to the year of 2004. Also the reforms of the 2008sidered the gradual increase of the retirement ag
by six months per year up to the age of 65 for leueth 60 for women. This gradual increase will be
complete in 2024.

Currently, in order to be entitled to a pensionheaclividual has to contribute for a period setidny

at 35 years. Men can claim pensions at the agé® eftéle women at the age of 60. Considering the
legislated reforms, a person can retire up to tlyesrs earlier provided he has contributed for 35
years.

The monthly old-age pension is calculated as fatow
P=Bp+ 1% x N xWc

The benefit formula calculates the full monthly-alge pension as the sum of a basic pension and an
increment of 1% for each year, N, of service. Thsib pension provides a minimum living standard
and it is determined by the CoM. The incrementfieient for every individual and it is calculated

the contributory wage. The contributory wage is élverage wage during the time contributions are
paid. Given that there is no data on individual @sgvailable before the period of 1994 the incréamen
is calculated on reference wages set by the CoM.

The total amount of the old-age pension is suliige ceiling and a floor. The minimum pension is

decided each year by the CoM. The maximum pensicsubject to a floor, it is either twice the
minimum pension or 75% of the net average wageptlaree successive years in the last ten years of
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employment, whichever is less. The minimum rurahthty pension for the year 2009 was Lek 10276
(less than Euros 100) and the maximum was Lek 20552

According to the current legislation, the pensishsuld be indexed to price changes. What happens in
reality is different. Indexation of the pensions nething but an ad hoc decision of the CoM
considering the drafted budget (WB, 2006).

5. Main Reforms

The reform of the 1993 - The financial and administrative structure of tlogial insurance system
was reformed in 1993. According to the law theiahistrategically objectives of the new system
aimed at:

e The substitution of the social insurance systeneiiipdd from the communist regime with a
more suitable system to the changing economicgigsohnd social order in Albania.

» The protection of the social and economic rightstieé individuals granted by law and
guaranteed by International Conventions.

* The guarantee for the necessary funds to constAndlgce pensions received by about 1/6 of
the overall population.

« The gradual unification of retirement age as wslltlae contributions in a specific period of
time.

* The establishment of a new unemployment insuracicense, to create the opportunity to shift
from the budgetary financing of unemployment besdb

* a contributive one.

» The reduction of the State contributions finanangial security in general and social insurancegq
in particular.

« The creation of the space needed to establish stiéal insurance systems as an emergency of
the market economy.

Several years of experience has already been gained the launching of the reformed system. The
main reforms that followed and their impact on $lgetem are analyzed below.

Thereform in the rural pension, 1998 - Ongoing reforms in the social insurance system casna
necessity in the period 1994- 1998. This was am@uwic transition period, many state-owned
companies closed down leading to massive unemploynmidey introduced for the first time the
survival pension. The individual, dependent upamittsured person who dies, was made eligible to a
survivors’ pension, provided that the deceaseddaad contributions to the obligatory scheme until a
year before his death. For the first time the legahnection between the right of receiving
contributions and the obligation to pay contribnavas ignored. Moreover for the same reasons, they
introduced the employment diseases pensions.

Contributors 1994 1995 1996 1997 1998 1999 2000 2001 2002
Urban 438,107 416,586 399637 321,315 323860 309049 328091 342318

increase ever previeus year 95, 1% 95.9% B0.4% 100.8%  95.4% 106.2%  104.3%  10].6%
Rural 42328 43881 32563 26723 AR33T 13894 171994 160645 126559
ifcrease over previons year 103.7% 74.2% B2 1% [44.2%  2955%  151.0%  93.4% TR.E%

Source: Statistics reports of ISSH
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But the main change in this period is the rurabmef of 1998. The table above shows the number of
the contributors in the pension system during tkaryl1994-2002 both for the urban and rural
schemes. In 1992 we have the final dissolutionhef dgricultural co-operatives. Before that period
there were almost no contributors in the rural aEaeen today the Albanian Social Insurance system
runs slightly separate schemes in the urban aral aneas. The difference is both in terms of the
contributions paid and the benefits received. Rwalkers are divided in 2 groups, lowland workers
and highland workers. The CoM decides every ye#atacontribution for the self-employed in the
rural areas, where the rate for the highland waerkerlower. After that, the government pays the
difference between this rate and the minimum réteoatributions required to be paid by a worker
receiving the minimum urban salary as contributitSiII.

The increase in the number of contributors in tHean area from 1998 and afterwards is a result of
one of the fundamental changes approved in 1998. vihs connected with the reform in the rural
pensions and aimed at the gradual equalizatiorhefrural pension to the urban one. The path
followed was a promotion of the social insuranckesee in order to increase the incentives of the
self-employed in the rural areas to contributehia system. Before this period a person who had
worked in ex-agricultural cooperatives and had iioated to the new social insurance scheme could
not receive a pension higher that one fifth of ghigan pension. The reform approved a new formula
for the calculation of the pension for the self-émgpd in agriculture. The pension consists of 2gar

a rural base pension (to be determined by the CarM)an increment equal to 1% of the minimum
urban wage for every year of contributions paide yguation of the pensions is supposed to be
achieved in 2012.

This reform aimed not only at equity of the two giens but also equity of contributions. Even
though, the reform achieved its aim of increasing humber of rural contributors, this did not
decrease the fiscal burden of the urban systemetstate. Rural worker pay minimum contributions 102
and the majority are paid by the Government.

For the year 2009 the monthly amount (determinedhbyCoM) to be paid by the lowland workers
was Lek 1200 (less than 10 Euros) and for the highworkers only Lek 780. The government pays
as contributions all the remaining part to equatizel contributions with the contributions paid by
workers with minimum wage in the urban are.

Today the average monthly rural pension repressast 70 % of the average monthly urban pension
and contributions paid by the rural workers ares ld®en 1/5 of the contributions paid by the urban
workers (SII). This shows that things have not nibivethe right direction. There is still a very Wwea
relationship between the contributions paid byrtiral workers and the pensions received. Given this
and the low amount of contributions paid by thd sgiployed in the rural area, the financial stapili
for the urban system demands further reforms.

The parametric reforms of 2002- These reforms are considered to be very importatité pension
system in AlbaniaThe main factors that led to the need for thesermes and the main changes in the
functioning of the pension’s scheme are listedwelo

In 2001 the deficit of the system was very high anming almost to 1% of the GDP and projections
indicated even a worsening of the situations in ykars to follow (SII, 2003). The number of
contributors felt from 502,963 during 2001 to 4283uring the 2002. This amounted to a decrease
of 5.69% in the total number of contributors. Timeoaint of pensions to be paid followed its normal
increasing path leading to an increase in the esgeif the pensions system amounting 5.55% of
GDP. What is to be noted is that the rural penseemounted for a large part of this deficit (SlI,
2003).
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Moreover the contribution rates were considerethéovery high. They amounted to 42.5% of the
payroll. Out of this, 31.7% would go for pensiof&ese high contributions gave people no incentive
to join and contribute to the pension scheme. Urttlese circumstances the Parliament, after
consulting the World Bank and the International amy Fund passed the laws in order to reform the
system. At that time the retirement age was 55women and 60 for men. The first main reform
legislated was the increase of the retirement agé0t for women and 65 for men by 2012. The
increase was to be done gradually, by raising @rewear by six months. Moreover the right to
receive partial pensions was recognized in ordesrtmoth the increase in the retirement age.
Individuals cannot retire earlier then three yezrthe retirement age and the benefits are redbged
coefficient of 0.6 per year. Also the compensatsmieme covering pensioners’ dependants was
changed completely reducing the number of therlatte

All of these parametric reforms had a positive ioipan the finances of the system, except the
decreases in the contribution rates. This reductiogontribution rates were accompanied by an
increase in the ceiling of the contributory wagmirthree times to five times the minimum wage. This
was done to avoid the financial problems of theeswh due to the decrease in the amount of
contributions. Changes in the contribution ratesewadopted both in the urban and rural areas but in
different directions. While in the urban schemedh#ount of contributions was reduced by 4%, in the
rural one the amount of monthly contributions paydthe farmers was raised 2.4 times. In the 2001 it
was Lek 135 (1 Euro using today.s exchange raté)Lak 81 for the lowland and highland workers
respectively. In 2002 it was 324 LEK and 195 LEKieA 2002, following the strategy for social
insurance in rural areas, the contributions radeshie rural workers have increased every year.

Finally, the responsibility to collect the contrtlmns for the urban contributors was transferrexinfr

the SlI to the Tax Directorate. The Sll still calle contributions from the rural areas. 103
This is the main reform undertaken until now. Itdha direct effect on the fiscal sustainability
facilitating both the SIlI and the Government's BedgStill, the high level of unemployment and
informality which distort the labour market demamar attention. The informal economy affects the
labour market in many ways, breaking the laws coriog labour relationships, wages, taxes,
including here the contributions paid for the sbsécurity system, competition etc.

As it concerns the social security system, the ohpéthe informal economy is firstly noticed ineth
difference between the number of entities that atgein Albania and the number of these registered
under the Tax Authorities (Luci, 2007). Other diéflaces are noticed in the total number of employees
in the private sector and the numbers of employeethe private sector that pay contributions.
According to the Ministry of Labour Statistics ftirte year 2009, the number of employees in the
urban private sector was 246,975. On the other,Hamoh the statistics made available by the Sll the
number of contributors from the private sector wafy 158,785, or only 64.3%. Even though total
private sector contribution to GDP is estimated’%% (EBRD, 2004), the contributions collected
from the private sector are lower that those ctdliéérom the public one.

Finally, there exist differences between the adeadl of wages and the level of wages reporteti¢o
SIl. An “agreement” exists between the employeed @re employer to declare minimum wages
(Luci, 2007). According to the estimations donetty OECD (2005), 30% of employees in formally
registered enterprises are not registered and dpaycssocial security contributions, and those peat
generally do so at the minimum wage level. This hatlirect effect on the amount of contributions
collected and it reduces considerably the amouméwdnues collected by the Sll. On the other hand
the labour market in Albania is characterized Wyigh rate of unemployment. Even though progress
has been made in this regard, unemployment reneiserious problem influencing the budget
allocated to the social protection.
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For the year 2009, the registered unemployment (sktare of labour force that is unemployed) is
12.7% (ISSH). The European Commission report, 208@tes: “Overall there were some
improvements in the labour market outcomes. Howeusemployment remained high and labour
market data continued to be poofhe budget allocated to social protection in th@2®udget
increased and reached 7.7% of GDP. However, furdferms are required to insure sustainability of
social protection policies...”

6. The attempt to abolish inequalities in the pensions amounts of individuals with similar
contributions

Inequities arose in the pension system due tolthages done to the benefit formula during the years
Workers that paid the same contributions but rétaedifferent periods received different amourits o
pensions. The main reasons why these differencesgemh are the different legislations and pension
indexations at unequal rates.

The law governing the social security system be&eptember 1993 provides a pension equal to 70%
of the net average wage of any three successivs yedhe last ten years of employment, while the
new law provides a pension equal to 75% of thisavetrage wage. Moreover, during the difficult
economic transition in the period 1990-2002, beeaigshe need to reduce poverty among the elderly
receiving minimum pensions the government set paaiity the increase of the minimum pension
(SlI, 2007). This process started in 1991, wheeentinimum pension was increased by 88% while the
maximum pension by only 50% (SlI, 2003). During tfears, they kept on increasing the minimum
pensions by using different rates of indexatiortsis s why in 2000 the maximum pension was not
twice the minimum one as it is defined by law, tbwvas only 1.27 times the minimum pension (S|,
2003).

104
Between the years 2000 and 2005 some special nesasgre undertaken in order to restore equity.
These measures were organized in 4 stages. FitlyCouncil of Ministers implemented two
decisions (No0.104 date 09.03.2000 and No. 518 #41@9.2000) that diminished considerably the
difference between the pensions received undetwbealifferent laws. These decisions improved the
ratio between the old maximum pensions and thearemrom 68% to 85% (SlI, 2003).

But this reform did not address the root of thebpgm, being the week relation between the
contributions and benefits. This can be observsd ial the following table that shows the replacetmen
rate (defined as the ratio between pensions andsyalyring the year 1999-2009.

Replacement rates

W Urban

Percent
P
un
o

Rural

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: 511 statistics
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As it can be observed this ratio has increased ipotihe urban and rural areas from the year 2000 to
the year 2001. After this, until the year 2005 vawédna decreasing replacement rate in the urban area
and an increasing one in the rural area. An exgilamao this phenomenon is the difference in
calculating these two ratios from the SlI. While foe calculation of the Urban Replacement rate the
Sl uses the average contributory wage as the deabon, for the calculation of the Rural
Replacement rate it uses the minimum contributoagev The contributory wage is nothing but the
average wage during the time contributions havenbjg@d and it is obviously higher than the
minimum contributory wage. Moreover the rate atahhthe average contributory wage has increased
in the urban areas is considerably higher tRarcent the one in the rural areas. This is why the
change in this rate has been positive for the aneds and negative for the urban one.

It should be noticed also that even if the replaaetnate for the urban pensions is satisfactomnfeo
first look, this is not really the case. As notadhe World Bank Report, and things have not chdnge
much from the time the report was written, theedi#hce between the replacement rate and the fatio o
the basic pension to the average contributory wageot substantially higher. For the 2009 the
average pensions amounts to only 43.6% of the geerantributory wage while the basic pension
stands at 38.8% of this wage (Sll). The differemits of the maximum pensions mentioned above
and the decisions taken by the Government to itlgexninimum pension more than inflation led to a
situation where many people receive the minimunsigenregardless of their contributions.

In conclusion, the attempt to abolish inequitiegha pension’s amounts of individuals with similar
contributions has led to other inequities, puttiigh-income workers in an unfavorable position.
There is a need for a final legal draft consideafighe different parties and their needs in theusity
system. It should consider the differences creft@d unequal indexation and other phenomena or
shortcomings that have weakened the link betweempéhiod during which contributions are paid, the 105
amount of contributions paid and the amount of jgerssbenefited.

7. The Reduction of the contribution ratesin 2006 and 2009

As noted in the World Bank Report of 2006 one of thain problems identified in the Albania

pension system was the high rate of contributiohgkvprovide disincentives to formalization of the

labor force. At the end of 2005 the Social Insuea@Gontribution

Rate was 38.5 % of which 29.9% went for pensiormtfibution rates in Albania were high even

compared to the OECD averages. With the excepfidtaly and Portugal, which had slightly higher

rates, Albania had the highest contribution ratethis group of countries (WB, 2006). Albania rates
were not completely out of line when compared with other Central European rates (WB, 2006).
Following the suggestion of the World Bank, twouetions in the contribution rates were done in
2006 and 2009.

In 2006 the Social Insurance contribution ratesretesed with 9%. It amounted to 29.5%, out of
which 20% paid by the employee and 9.5% by the eyapl The contribution rates for pensions
decreased from 29.9% to 23.9%. Subsequent to ths amother reduction done last year. Social
Insurance contribution rates decreased to 24.5%endmy the contribution rate paid by the employee
was reduced to 15%. The contributions rates fosipanactually stand at 21.6%, the lowest rate én th
years taken in consideration.

Taking a look at the number of contributors in tiraphic below, we see that the impacts of these
reforms are minimal, not to say inexistent. Evesuth it looks like from 2005 to 2006 the number of
contributors increased by 15.28%, this comes aftgnevious reduction from 2004 to 2005 of 11.95%.
Again in the year 2007 we have a further redudiiatihe number of contributors to 653,136 due to the
reform initialized by the Government for a “smalb¥@rnment”. In order to cut the budget deficit they
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decided to decrease the number of employees irbtldgetary entities .In 2009 the number of
contributors is even smaller then in 2008. Up tavrihe only effect of the reductions of the
contribution rates have been an increase in th&iDef the Social Security Scheme on the country’s
budget.

Number of contributors
740,000 -
720,000 -

700,000 -

680,000 -

660,000 ~

640,000 ~

620,000

600,000 I

580,000 - T T T T T

2004 2005 2006 2007 2008 2009

Source: ST statistics

8. The Need for Reform

Albania is following the trend encouraged by therldank in the last decade, the introduction of
multi-pillar pension system. What has been doneumw is the introduction of the voluntary funded
pillar and the previously mentioned reforms of tiléunded first pillar.

In order for pension reforms to work, comprehensef®rms of the labor market and the financial 106
market are required. Some of these reforms haweadyr been implemented in Albania. Still the
analyzes of the main indicators of the pensionesysthe extremely high dependency rates, the very
low number of contributors, the weak link betweentcibutions and benefits and the low replacement
rate, clearly affirm the population who will not bevered by the system in the future. The Northvgre

rich before becoming old while Albania risks becogiold before becoming rich.

A reform option may be the introduction of a mardiaand funded pillar as seen in Bulgaria (2002)
Croatia (2002), Hungary (1998), Poland (1999),RN& Macedonia (2006), Romania (2008) and the
Slovak Republic (2005) (Holzmann, 2009). In order Albania to implement this, the financial
market must be ready to host this pillar. Consiggthe ten areas identified by Holtzmann as crucial
for readiness of the funded second pillar (taxemibn, transaction security, financial literacle t
availability and quality of critical financial seces etc). | believe that Albania is not readyatket this
step yet. The IT system is being introduced thigrer the first time in both the private and pabli
pensions’ systems. Moreover the slow progress énnthn banking sector of the financial markets
(EBDR, 2009) further confirms this conclusion. Thedeveloped financial market made Albania
relatively “immune” from the economic crisis thatonirred, and the economic crisis reopened again
the debate of the sustainability of pension systehard times.

We believe that the policymakers should focus prilpnan reforming the first pillar and then on the
introduction of the second pillar. A fist option asmother set of parametric reforms, for example the
equalization of the retirement age for men and wotnes5. Moreover, they should focus their efforts
and recourses on improving participation rateslanfding a financial surplus. A reform option could
be the introduction of the non financial definechtibution schemes (NDC). NDC are unfunded
individual retirement accounts intended to refoia first pillar. Basically employees or employers
pay contributions on earning during their whole kwog career. There is a minimum age at which an
annuity can be claimed but there is no ,pension..agarning generated increase the individual
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accounts even if the individual is already drawpagts of it. This account grows with contributions
and is credited with a rate of returns (Holzmanal g2006).

Some of the advantages the NDC system has (Holzetaain2006), and it may bring to the Albania
pension system are:

» The automatic adoption to the changed balancerdfibotors to pensioners.

* The automatic adoption to demographic changes.

» The avoidance of arbitrariness of benefit indexatides.

* The transparency added to the PAYG pillar.

* The strengthening of the principle that pensioresbased on long life earning.
The flexibility for employees to chose their retiment age.

Albania policymakers have to decide between intcanuthe funded mandatory pillar immediately or
delay it for later on after further reforming thetwal unfunded pillar. Whatever policy is chosen to
reform the system, a financial and economical suesitélity is required together with a general
political consensus in order for the reform to et And Albania has still a lot to do in this
direction.

5. Conclusions

The focus of this paper is the pension system ipafAia. The paper analyzes how the challenges
brought by the changes in the nineties and aftelsvaere faced.

After looking at reasons that led to the reformplemented in years and their effects in the sysiem,
can be said that further reforms are needed. Trse reform implemented in the rural system did ;47
increase the number of contributors, but did natress the root of the problem being the weak
relationship between contributions and benefitdl. tStday rural worker pay very low contributiongrf

the pensions they receive, increasing so the fisaaden to the state. The other reform aiming to
reduce inequities between pension’s amounts withilas contributions implemented led to other
inequities between low income and high income wak&he reductions in the contributions rates
done in 2006 and 2009 in order to increase incestto participate in the system have not showed
their positive effects yet. The most successfudmag implemented were the parametric reforms of the
2002.

However, the high level of unemployment and infditpavhich distort the labour market, and the
analysis of the main indicators of the system stwav further reforms come as a necessity. Adding to
all this the underdeveloped non-banking sector hage of tax evasions and the impact of the last
crisis on the funded pension schemes it is conditldiat Albanian policymakers should first focus on
the reformation of the mandatory unfunded pillarcbnclusion, without a general political consensus
no policy can succeed.
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