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EXECUTIVE SUMMARY

Introduction

I. This Country Partnership Framework (CPF) sets out the World Bank Group (WBG) program for
Albania for the period FY15-19, aimed at supporting Albania’s aspiration to achieve equitable growth
and integration into the European Union. The WBG program will be pursued with a focus on the twin
goals of reducing poverty and boosting shared prosperity. The CPF program of technical and financial
support is designed selectively around a subset of top priorities identified in the Systematic Country
Diagnostic (SCD), which assessed the constraints and opportunities to accelerate growth, reduce poverty
and enhance inclusion and shared prosperity. The SCD built on a longer-term effort by the WBG to
strengthen the evidence base and analysis to support a process of priority setting as part of the science
of delivery approach adopted by the Albanian Government upon assuming office in September 2013.

Country Context

ii. Albania emerged from the collapse of isolationist communism in the early 1990s as one of the
poorest countries in Europe. The country then experienced rapid growth of nearly 6 percent per annum,
rising into the ranks of middle income countries by 2008. The rapid pace of growth helped the country
narrow the per capita income gap with the rest of Europe from 18 percent of average EU incomes in
1998 to 30 percent by 2012, and fueled aspirations to join the EU. Growth successfully halved poverty
from 25.2 percent in 2002 to 12.5 percent in 2008. Growth before 2008 was largely the product of rising
domestic consumption, fueled by a real estate boom on the coast, and by remittances reaching as much
as 10.8 percent of GDP from high levels of out-migration. The global and Eurozone crises in 2008
brought Albania’s growth to a near stand-still by 2012, and the country is struggling to recover,
particularly given its historic ties to Europe’s poorer performing economies. Although the country
avoided the recession seen elsewhere in Europe, the dramatic slowing of growth coupled with fiscal
indiscipline and reform paralysis exposed severe macroeconomic imbalances, with a rapid escalation in
public debt and arrears, unsustainable deficits in the energy sector and a sharp increase in non-performing
loans in the banking sector. The poverty rate rose to 14.5 percent along with rising unemployment in
the aftermath of the crises.

iii. In this unfavorable context, a highly reformist Government took office in 2013 on a platform
aimed at accelerating growth, creating jobs, restoring trust in government and furthering progress toward
EU accession. The Government’s ambition and drive to reform are tempered by limited prior public
sector experience and the country’s historically weak administrative capacity to implement change.
Nonetheless, with adequate support from the international community, Albania now has a historic
opportunity to break with the past and accelerate its path toward prosperity and integration into the EU.
This opportunity has been met with an increased level of WBG support to implement deep and long-
overdue structural reforms — a level of support which will be continued in the new CPF if reform
commitment is sustained.



Early wins

iv. Recognizing the urgency of restoring growth and reducing poverty, the Government moved
energetically to begin implementing a medium-term program of fiscal consolidation and financial sector
stability that has included clearing public sector arrears equivalent to more than 5 percent of GDP.
Concurrently, it has moved forward on structural reforms in energy and pensions that have important
impacts on fiscal sustainability as well as growth and inclusion. Initial reforms were also undertaken to
improve the investment climate and tackle corruption in public service delivery. The track record of the
past year demonstrates the highest level of political commitment to resolve the deep-rooted issues facing
the country.

V. Government ownership and commitment enabled the World Bank Group to significantly step up
its policy and operational engagement during 2014, including through provision of policy-based lending
after a gap of five years. Government commitment also re-invigorated the dialogue on EU accession
which is an overarching national goal for Albania, with support from 85 percent of the population.
Albania’s reform progress in the past 18 months has been recognized internationally through, inter alia:
i) granting of EU candidate status in June 2014; ii) Moody’s improving the outlook on its B1 rating to
stable from negative and S&P raising its outlook on its B rating to positive from stable; and iii) placement
for the first time in the top half of the global ranking in Doing Business 2014.

Priority setting and the SCD

Vi, The WBG has been a trusted and highly-valued partner to Albania in the decades since the
country emerged from communist isolation. In mid-2013, the WBG prepared a set of policy briefs for
the incoming Government that, as a precursor to the SCD, systematically assessed the constraints and
opportunities to restore growth and poverty reduction in Albania. The new Government relied on these
briefs to convene an international advisory conference entitled Next Generation Albania: Shaping a New
Model for Economic Growth. The Prime Minister adopted a science of delivery approach to governing,
and this was reflected in his participation as a founding member of the WBG’s Global Network of
Delivery Leaders. In late 2013, the new Government requested WBG technical support for an immediate
priority-setting exercise based on available evidence. The WBG worked closely with the Government
to define the top three priorities for each ministry as well as the top priorities for the Government as a
whole, which would be the subject of close monitoring and facilitation by the Prime Minister through a
newly-established Delivery Unit. The Government has since codified these priorities in its draft National
Strategy for Development Integration (NSDI) which considers progress towards EU integration as an
overarching national goal and outlines a vision to promote inclusive and sustainable economic growth.
The Government’s priorities to accomplish its vision include: ensuring macroeconomic and fiscal
sustainability; enhancing competitiveness; making public services transparent and accountable;
promoting efficient and sustainable use of natural resources, in particular water, energy and land sector
development and management.

vii. By mid-2014, with the Government priority-setting exercise completed, the WBG began the SCD
preparation process in order to formalize and expand on the WBG’s earlier assessment of analytic work
and available evidence. The value added of the SCD was to evaluate this evidence through the lens of
the WBG’s twin goals of eliminating extreme poverty and boosting shared prosperity. Using the same
evidence base, complemented with additional analysis (particularly on inclusion and shared prosperity),
the SCD highlighted that the consumption-fueled growth model of the pre-crisis period is now exhausted



and cannot be counted on to restore rapid growth in Albania, reduce poverty and improve prosperity
among the bottom 40 percent of households. Restoring rapid growth is essential, as the line of sight to
the twin goals is clear: aggregate growth in Albania has been strongly and reliably associated with both
poverty reduction and increased welfare of the bottom 40 percent of the population. Thus, a new model
is needed for the post-crisis era, based on restoring macro-fiscal sustainability and increasing domestic
productivity and export-oriented growth. Accelerated growth is the sine qua non of resuming poverty
reduction and increasing shared prosperity, but the inclusiveness of growth also matters. Such a model
of accelerated, inclusive and sustainable growth requires deep structural reforms to release binding
constraints to growth and to take advantage of Albania’s many endowments and opportunities while
ensuring that the benefits of growth are inclusive and reduce regional disparities.

viii.  The SCD defined 12 broad priority areas for action to allow Albania to progress toward the twin
goals. The Country Team prioritized these 12 further into three distinct groups based on their direct
impact on achievement of the twin goals: fundamental priorities, supporting priorities and sustaining
priorities. Those with the greatest direct impact on growth, poverty reduction and inclusion are
considered fundamental priorities, which then form the basis for selectivity in defining the WBG
program within the CPF. The remaining priorities were viewed as supporting and sustaining priorities
for enhancing the impact and sustainability of the fundamental priorities. The five fundamental priorities
identified by the SCD are: i) restoring fiscal sustainability and financial stability; ii) establishing a high-
quality business environment that promotes firm growth and job creation; iii) providing clean energy
efficiently, equitably and sustainably; iv) formalizing and enhancing the inclusiveness and sustainability
of the land market; and v) enhancing governance, transparency and accountability of government.

Country Partnership Framework: FY15-19

iX. The CPF reflects selectivity based on the fundamental priorities of the SCD that allows for
ramping up support from the World Bank Group. The CPF selectively chooses only five of the twelve
SCD priorities, and builds a program of support around this subset of priorities on the basis of additional
selectivity filters. In doing so, it keeps the line of sight to the twin goals and to issues of regional
disparities and inclusion. In addition to the SCD-driven selectivity, the CPF is based on the following
selectivity filters: i) championship — drilling down within the focus areas to interventions which have
both high impact and strong government champions; ii) comparative advantage - carefully examining
where the WBG can make the best contribution vis-a-vis other partners, especially the EU; iii) strategic
programming — identifying where the WBG can support larger transformative operations, moving away
from a proliferation of thinly-spread investment projects.

X. The rationale to build the CPF around five fundamental priorities out of a total of twelve SCD
priorities is based on these additional selectivity filters as follows:

e Restoring fiscal sustainability and maintaining financial stability — this is an area of WBG
comparative advantage and long-standing engagement, where WBG brings established macro-fiscal
analysis and a well-defined division of labor with the IMF. With championship from the highest
level of Government to tackle long-standing imbalances, the WBG has an unprecedented opportunity
to support reform in this area. The WBG also has a comparative advantage among international
partners in public investment management with strong body of analytic work including Public
Finance Reviews.



e Establishing a high quality business environment — WBG engagement in Albania reflects a global
comparative advantage in this area (most visible through the Doing Business Report) as well as
successful WBG engagement in this area in neighboring Balkan countries. The engagement exploits
the complementarity of IBRD and IFC, building on an ongoing IFC advisory engagement. It brings
WBG expertise in assisting the Government to pursue legal and regulatory reforms aimed at
improving the business environment and investment climate. The Ministry of Economic
Development has been given a leadership role in this cross-cutting area, and is an effective champion
and focal point for deepening reform in this area.

e Providing clean, efficient, equitable and financially sustainable energy — the WBG will maintain
a high level of engagement while applying lessons learned from past engagement in the energy sector
in Albania. The WBG will engage in large operations expected to support a transformative
turnaround in energy sector performance. Government has already begun waging a high-profile
campaign to improve power sector performance. The full combined force of IBRD, IFC and MIGA
will be brought to bear on the reform and investment needs of the sector. WBG engagement also
leverages resources from other partners such as the EBRD and the EU.

e Formalizing and enhancing inclusiveness and sustainability of land markets — the WBG is
generally recognized as the lead partner for land administration reforms in the Western Balkans,
including Albania, where the WBG’s earlier engagement has produced improved regulatory regimes
and measurable results on land registration and management. The WBG also has a successful track
record of supporting environmental clean-up and land management in Albania, with important
linkages to sustainable coastal tourism.

e Enhancing governance, transparency and accountability of government -WBG will build on its
analytic base and comparative advantage among development partners in supporting public service
delivery reforms. It is well placed to support public service reforms by making them more
transparent, better governed and citizen-centric. Government has made the strongest commitment at
its highest levels to transform the relationship between citizens and Government, and has adopted a
science of delivery approach to implement this which WBG has the capacity and knowledge to
support.

Xi. The above rationale for engaging in these five priorities implies that other SCD priorities will not
be addressed through WBG support. Among the areas where the IBRD will not commit financial
resources are: basic and secondary education, civil service reforms, security and rule of law, climate
change, mining and agricultural production. On the last point, the IBRD will close out legacy operations,
while IFC will look for opportunities to finance agribusiness projects as part of its work on the business
environment given the sector’s contribution to GDP and impact on employment. In transport, the IBRD
will restrict engagement to the road sector, where public investment management is a central aspect of
supporting fiscal consolidation. In some areas (e.g. security and rule of law) the WBG has limited
comparative advantage and EU has an active engagement. In other areas (civil service reform,
agriculture), other international partners, especially the EU, will be supporting Government reform and
investment needs. With respect to climate change, the EU Instrument of Pre-Accession (IPA) has
earmarked significant financing for climate change initiatives.

xii. ~ The WBG will engage to support Government in achieving results related to the top SCD
priorities, as outlined above. This engagement will consist of twelve CPF objectives grouped into three
broad focus areas (see chart below):



Focus Area 1: Restoring macroeconomic balances. The SCD considers macro-fiscal
sustainability and financial sector stability to be the highest priority, having a fundamental impact
on the country’s ability to move to an accelerated and sustainable growth model. Albania’s
economic vulnerabilities are exacerbated by its high public debt and arrears, inadequate planning
and management of public investments especially in transport infrastructure, unsustainable fiscal
deficits and financial sector imbalances, including a large volume of non-performing loans. In
the short term and beyond, these vulnerabilities can affect the generation of welfare gains and
their distribution among households and firms, the capacity of households and firms to
accumulate assets, and the returns households and firms receive. Measures for growth
acceleration will support income growth, thereby contributing to the twin goals.  For instance,
clearing public sector arrears is resulting in increased financial flows to the private sector, which
is likely to raise domestic demand and contribute directly to growth and job creation. Addressing
the macro-fiscal and financial challenge is a pre-requisite for the country to transition to a new
growth model. The strategy proposes three inter-related CPF objectives supported by a strong
program of technical and financial interventions to implement the agreed medium-term macro-
fiscal framework. One CPF objective in this area will focus on fiscal consolidation, reforming
areas with unsustainable fiscal liabilities, such as pensions. Wages and pensions were main
drivers of Albania’s sharp poverty reduction prior to 2008. Pension reforms include social
pensions targeted to protect the poor and the vulnerable population. Another objective will focus
on enhancing transparency and predictability in financing and managing public investments,
particularly in infrastructure. Better expenditure management and reduction of inefficient
spending will make space for investments in social services and public infrastructure which will
contribute to increased welfare of the poor and the bottom forty percent of the population through
increased access to services and job creation. The third CPF objective will address financial
sector weaknesses that jeopardize stability and undermine the role of financial sector institutions
in promoting growth and shared prosperity.

Focus Area 2: Creating conditions for accelerated private sector growth. This area will provide
transformational support to Albania, through five CPF objectives, which corresponds to three of
the top SCD priorities: i) establishing a high quality business environment; ii) providing clean,
efficient and financially sustainable energy; and iii) formalizing and enhancing the inclusiveness
and sustainability of the land market. The CPF objectives in this focus area support
Government’s reforms through interventions that promote growth and enhance inclusion of the
poor and the bottom forty percent. The SCD empirically demonstrates serious shortcomings in
the business environment by global standards, notwithstanding some recent progress. For this
reason, improving the business environment is a CPF objective within this focus area. Central
constraints include a heavy regulatory burden, inadequate framework for private investment, high
informality, weak trade logistics and facilitation, barriers to labor market engagement, poor
relevance of skills, and inadequate corporate governance and financial reporting practices which
limit firms’ access to financing and investment. Reforms to improve the business environment
are critical for job creation, and can strengthen the link between economic growth and poverty
reduction. The second CPF objective related to the business environment will support sustainable
tourism development given its high potential as a key driver for growth, job creation and
investments. Instability of electricity supply is identified as a top constraint to doing business
in Albania, and is a third CPF objective within this focus area. Moreover, Government subsidies
are at a fiscally unsustainable level in a sector where technical and non-technical losses had risen



to nearly half of supplied electricity by 2013. Ensuring a reliable and affordable power supply
is one of the most important foundations for increased investment, growth, job creation and
poverty reduction. Development of Albania’s hydropower potential can serve as strong driver
for economic growth to help disadvantaged regions overcome poverty disparities. The SCD
priority related to land will be addressed through two more CPF objectives. The first focuses on
resolving historic land and property ownership issues which are critical for stimulating both
urban and rural investments, and for overcoming poverty as well as regional disparities in the
levels of poverty. The second CPF objective on land will focus on strengthening the productivity
and sustainability of land use to promote development. This involves making better use of
Albania’s abundant agro-forestry resources (which is an important element of inclusion in
economic development). Securing property rights, formalizing land settlements and sustainable
land management will have a positive impact on improving regional poverty disparities, reducing
poverty and improving the welfare of the bottom forty percent by enabling more secure and
productive use of assets. Economic regeneration of the coastal region through integrated tourism
development will open a range of economic opportunities which will contribute towards
overcoming poverty disparities. Overall in this focus area devoted to private sector growth, the
WBG’s operational and AAA engagement on skills, employment, and land and property rights
will incorporate and address measures for reducing regional disparities and enhancing inclusion.

Focus Area 3: Strengthening public sector management and service delivery. This area
addresses the fundamental SCD priority of enhancing governance, transparency, and
accountability of government. Within this SCD priority, the WBG program will selectively focus
on interventions related to public sector management and service delivery, where the WBG has
demonstrated comparative advantage. Civil service reforms, security and rule of law are being
supported by the EU and other partners. WBG support is more directly aimed at building
citizens’ trust in government, strengthening service provision and improving service delivery and
access to basic services. This includes support to attract the private sector through Public Private
Partnerships (PPPs) to engage in service delivery. This program will support four CPF
objectives. The first focuses on the general efficiency of public service delivery. A weak legal,
regulatory and governance environment is seen as a key contributor to poor service quality,
limited accountability to service users, and unequal service provision for the poor and vulnerable.
The Albanian public sector is characterized by weak performance management systems and a
lack of transparency and accountability in service delivery. Albania’s public services are
characterized by inefficiencies in spending, poor quality, weak institutional capacity, low levels
of accountability, socio-economic inequalities, and a high degree of informal payments pointing
to corruption. Greater trust between citizenry and government needs to be created through
changes in citizens’ interface with government. The remaining three CPF objectives focus on
the quality and adequacy of service provision in social protection, health and water supply to the
bottom forty percent of the population, citizenry in poorer regions of the country and to the
vulnerable communities, including the Roma population. WBG engagement in this area will
directly support government’s efforts in better targeting while improving outreach and
availability of public services.

Vi



Focus Area 1:
Restoring

macroeconomic balances

Objective 1a

Support improved fiscal
sustainability

Objective 1b

Provide strengthened
public investment
management in transport
sector

Objective 1c
Support improved financial

CPF Results Framework

Focus Area 2:

Creating conditions for

accelerated private
sector growth

Objective 2a

Contribute to improved
business environment

Objective 2b

Support Sustainable
Tourism Development

Albania: Linkage between CPF Objectives and SCD Priorities:

SCD Top Priorities

Focus Area 3:

Strenghening public
sector management and
service delivery

Priority1: Restoring fiscal sustainability
and maintaining financial stability

Priority 2: Establishing a high quality
business environment

stability

Objective 2d

Provide expanded and
inclusive land/property
registration

Objective 2e
Contribute to increase
productivity and
sustainability of land use

Note: CPF Objectives color-coded to show linkage to SCD top priorities

Cross cutting themes

xiii. ~ The CPF will also have two cross cutting themes. The first is attention to gender throughout the
CPF focus areas, in terms of gender-sensitive analysis, gender-disaggregated monitoring and
interventions to narrow the economic opportunity gap for women whether related to asset ownership,
access to the labor market or quality of public services. For example, the proposed land management
interventions will facilitate female landholding, while the on-going social safety net intervention
supports targeting of female beneficiaries.

xiv.  The second cross-cutting theme is the EU accession process as a long-term policy anchor and
popular aspiration. The entire CPF program is geared to promote reforms and investments that further
Albania’s accession agenda while bringing the country closer to achieving the WBG’s twin goals. The
EU has developed a 2014-2020 strategy for the second Instrument of Pre-Accession (IPA2)!. The EU

! The EC’s mechanism for providing technical and financial support to candidate and pre-candidate countries.

vii



has turned to the WBG as a leading partner on the ground to provide much-needed implementation
support for the ambitious reform agenda embraced by the Albanian Government. In some areas, the
WBG will take the financial and technical lead where the WBG has a strong analytic base, relevant
expertise and sizable financial resources. In other areas, the WBG will use smaller amounts of its
resources to leverage larger IPA2 grant funding to deepen reforms, scale up interventions and maximize
their impact. The EU roadmap requires Albania to make tangible progress on minority rights, including
those of the Roma population, and on promoting socio-economic inclusion of the minorities.

Implementing the CPF

XV. Implementation of the proposed CPF program will draw lessons from implementation of the
previous Country Partnership Strategy (CPS) as outlined in the CPS Completion and Learning Review,
as well as lessons from client surveys and multi-stakeholder SCD and CPF consultations. Among the
lessons of the past is the wisdom of using analytic and advisory work to maintain the policy dialogue in
priority areas even if Government lacks the will or capacity to engage at that time. Political will evolves,
champions emerge and capacity is developed over time. Having knowledge and clear recommendations
to offer when the time is right can position the WBG to play a leading role in reforms and contribute to
bigger results on the ground. Another important lesson is to maintain a manageable portfolio size
through larger, more strategic interventions in areas with high potential and strong client ownership.

xvi.  In terms of program size, the CPF proposes indicative IBRD lending of about US$ 1.2 billion
over the five year period if reform commitment remains exceptionally strong and depending on country
demand and IBRD’s financial capacity. Under this assumption, up to 40 percent of the indicative lending
will be in the form of budget support if performance under the agreed medium-term macro-fiscal
framework remains satisfactory. In FY14, reflecting the ambitious Government reform agenda, new
IBRD commitments rose above US$300 million, a record amount for Albania, including two
development policy loans (DPLs) to support macro-fiscal sustainability and financial stabilization.
FY15 will also be a peak year, with new commitments of more than US$400 million, including a Policy
Based Guarantee (PBG). IFC investments are expected to be on the order of US$ 150-200 million, and
MIGA, which has gross exposure of around US$143 million in Albania (mostly in the energy sector),
will continue to explore guarantee opportunities.

xvii.  The ongoing IBRD portfolio in FY15 consists of only eight operations totaling US$450 million.
Increased lending volumes linked to a substantially deeper reform agenda will focus on larger and more
transformative interventions for bigger impact. The move from an average project size of US$10 million
a decade ago to the present US$50 million or more will be continued throughout the CPF period. The
indicative IBRD lending program envisages 15 new operations, for an average of three new operations
per annum and an average size of new operations of around US$70 million. The total number of
operations in the portfolio will rise as planned from 8 to a steady state of around 12-13 ongoing
operations? to reflect IBRD’s ramped up support for the ambitious reform agenda. In opting for larger,
more strategic interventions, the WBG will also provide more concentrated technical and capacity
support to key counterpart institutions. The WBG will systematically support capacity enhancement
measures in new operations, complementing the ongoing support provided through other partners,

2 The number of on-going operations varies even within an FY due to the relatively rapid approval and implementation of
development policy loans.
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especially the EU. This technical and capacity support in new operations will focus especially on
strategy development, fiduciary management, data systems and monitoring and evaluation.

xviii. The CPF Results Framework, built around three focus areas with twelve CPF objectives and
clear outcome indicators for each objectives, will serve as a management tool throughout
implementation. Progress in CPF milestones will be annually monitored with the client and at mid-term
under the Performance and Learning Review (PLR). The CPF Results Framework has been prepared by
multi-sectoral results teams created around each focus area. These results teams will remain active
during CPF implementation, and will allow joint monitoring of progress by the Global Practices (GPs)
and the Country Management Unit (CMU).

Risks to CPF Implementation

xix.  The key risk to successful implementation of the CPF relates to Government’s overriding
objective to restore equitable growth in Albania. This objective—and the WBG program support for
it—face the risk of prolonged stagnation in the Eurozone, and in particular in neighboring Greece and
Italy. Substantial macroeconomic risks exist linked to a slower than projected recovery in the Eurozone
which could lead to slower than expected growth, revenue collection and fiscal consolidation. This risk
could have implications for the DPLs if macroeconomic framework goes off track. This risk will be
mitigated by encouraging more diverse linkages to regional and global markets beyond Albania’s
traditional investment, trade and migration partners.

XX. Delayed fiscal consolidation including from delayed structural reforms in the energy sector could
have an effect on rebuilding investor confidence and medium-term growth prospects. This could impact
the results anticipated under the energy sector CPF objective. Continued Government commitment in
pursuing energy sector and public finance management reforms would result in significant efficiency
gains and reduce the cost of reforms. Strong WBG engagement in these areas will be an important
strategy to mitigate this risk.

xxi.  Weak governance and fiduciary environment and institutional capacity are the other substantial
risks that can have an impact on the CPF objectives in areas such as land, tourism development, energy
and water. These risks to the accomplishment of CPF objectives will be mitigated through engagement
in areas where there is strong commitment to reform, by careful sequencing of projects recognizing and
addressing the country’s institutional weaknesses, and providing targeted capacity support. The WBG
programming also takes into account the next election cycle, mid-way during the CPF period, which
may temporarily slow program delivery. Mitigating measures include some front loading of the program
to take advantage of the current reform orientation, and conducting the mid-term PLR after elections to
make modifications to strategy as warranted to ensure Government ownership and continued
commitment to reform. A strong communication and public outreach campaign, by both Government
and by the WBG, will also be an important strategy to mitigate risks.



L. INTRODUCTION

1. This Albania Country Partnership Framework for FY15-FY19 presents the WBG program
and the associated results framework. Albania’s last Country Partnership Strategy covered the period
FY11- FY14, with the CPS Progress Report delivered on April 18, 2013. The CPF has been sequenced
after the preparation of the SCD, with the program of technical and financial support selectively designed
around the top five fundamental priorities identified by the SCD for Albania to make progress toward
achieving the WBG’s twin goals.

2. The new CPF comes at an opportune moment to ramp up the WBG’s engagement in
support of reforms by the Government elected in 2013 for a four year mandate. During its first
year in office, the government has embarked on major reforms to address long standing macro-economic,
fiscal, and structural issues (especially in energy and pensions). The progress in these areas also
contributed to Albania’s becoming an EU candidate country in June 2014 which is seen as a major
milestone in the country’s aspirations for EU accession. Initial progress and results are encouraging,
with the Government committed to sustaining the momentum by deepening and broadening the reforms
to unlock Albania’s macro-economic and structural constraints.

3. The CPF benefited from the extensive consultations first conducted during the preparation
and finalization of the SCD followed by CPF consultations, and from the Bank’s technical
engagement with the Government on its priority setting exercise. Extensive SCD and CPF
consultations were conducted with over a dozen stakeholders groups across the country backed by series
of country team meetings involving the IFC, MIGA and IBRD teams. Using available evidence, the
Bank provided technical support to Government in its own initial priority setting exercise. The priorities
arising from this exercise are now reflected in Albania’s draft NSDI, spanning a five year period from
2015-2020. The final NSDI will be available by mid-2015.

II. COUNTRY CONTEXT AND DEVELOPMENT AGENDA

Social and Political Context

4. Albania, with a population of 2.8 million, is situated in the Western Balkans in Southeastern
Europe and possesses abundant natural resources and natural beauty. Its close proximity to two
large European economies — Greece and Italy — worked to its advantage as these countries hosted large
number of Albanian immigrants and served as key economic partners in terms of trade, capital and
technology transfer. After the fall of communism, rapid economic growth also led to social change
through a rise in income levels, steep drop in poverty, internal rural to urban migration as well as large
scale migration to neighboring countries for employment opportunities.

5. Albania is making progress toward a fully functioning market economy and becoming
economically more prosperous. After the fall of communism in 1991, progress during the early
transition years was rapid. From 1993 to 1995, GDP growth was at an impressive 10 percent per year,
while inflation fell back to single digits. Governance shortcomings, most notoriously the pyramid
schemes, wrecked the economy from 1995-1997. The country was further impacted by the war in
neighboring Kosovo at the end of the decade, which resulted in almost 430,000 Kosovar refugees.
Albania demonstrated resilience by bouncing back to establish a steady growth path with poverty rate
reduced by half in 2008.



6. After an initial period of high fragility, the political process demonstrated signs of emerging
stability. The 2005 parliamentary elections resulted in a smooth handover of power from one governing
party (Socialist Party, SP) to another (Democratic Party, DP). The DP retained a fragile majority until
June 2013 when the SP-led coalition secured a clear victory in national parliamentary elections. These
elections were viewed as generally free and fair by the EU, Organization for Security and Cooperation
in Europe (OSCE) and other regional and international observers.

7. The June 2013 elections opened a new opportunity for engagement in Albania on its
medium-term macro-economic and structural reforms. The new coalition government with a strong
parliamentary majority assumed office in September 2013. This reform-minded Government moved
energetically to tackle a long overdue reform agenda, beginning with fiscal consolidation and public
financial management, including eliminating arrears over time, as well as addressing structural
challenges in pensions and energy sectors. Next national elections are scheduled in mid-2017, giving
the government time to build a foundation for renewed growth and benefit from a gradual recovery in
global markets, particularly in the EU which is Albania’s main trading partner.

8. EU integration is a national goal for Albania. Albanians have long been pro-European.
Several public opinion polls over the past two decades confirm that Albanians foremost desire their
country’s integration in the EU. According to a survey organized by the Centre for European Studies,
approximately 68 percent of Albanians consider relations with the EU as most important for Albanian
Foreign Policy direction in the coming ten years, while 85 percent of Albanians desire Albania’s
membership in the EU.

Recent Economic Developments

9. Albania was the fastest growing non-oil economy in Europe in the decade prior to the 2008
global financial crisis. Non-tradable sectors such as construction and services led both output and
employment expansion prior to 2008, contributing nearly three-quarters to output growth and 32 percent
to employment growth. The reallocation of resources from rural agriculture to rapidly growing urban
sectors such as construction and services contributed close to 60 percent of real GDP growth.

10.  Strong domestic demand drove economic growth until the 2008 global financial crisis.
During 2000-2008, total consumption (public and private) accounted for almost 64 percent of growth in
total aggregate demand. High import content of domestic consumption coupled with high rates of public
investment led to not only a large trade deficit (averaging 24.5 of GDP in the period 2000-08), but also
widening current account deficits. The rapid expansion of consumption was fueled by: 1) remittances
(peaking at US$1.5 billion in 2008); and 2) domestic sources such as wages, other nonwage income,
strong growth in credit, and the expanding fiscal deficit. Real wages grew at an average of close to 10
percent per annum, experiencing upward pressure from the sizeable flow of remittances and unrecorded
flows from undocumented activities. Domestic demand was further fueled by lax fiscal policy and a
boom in credit growth. The average annual fiscal deficit stood at 5.2 percent of GDP between 2000 and
2008. The credit to the private sector grew an average of 180 percent a year.

11. The eurozone crisis slammed the brakes on Albania’s economic expansion. Economic
growth started to slow in 2009, hitting bottom in 2012-13. In 2009-12, GDP growth halved to less than
3 percent, declining to around 1.4 percent in 2013. Because of Albania’s close links to the Greek and
Italian economies, which were among the most affected in Europe, exports, remittances, and financial
flows declined. While exports drove the limited expansion of the economy post-2008, they remained



highly market- and product- concentrated, with significant (and increasing) physical capital content in
non-labor intensive sectors such as minerals and unrefined oil. FDI inflows, which, in 2000-08, had
accelerated at an annual average of 3.8 percent, slowed to 1.7 percent per annum between 2009 and
2013. Investment ratios (around 25 percent of GDP) remained much higher than gross national savings
(around 15 percent of GDP). While FDI continued to finance most of the current account deficit, external
debt increased since 2009, albeit remaining at a manageable 36.7 percent of GDP in 2014. Remittances
declined from 10.8 percent to GDP in 2009 to 6.6 percent in 2014, and their cover of the trade deficit
declined from an average of 52 percent prior to the crisis, to 42 percent in the period after.

12.  The sharp slowdown in the economy post-2008 caused the demand for labor to fall.
Employment declined across the economy, leading to contraction in household incomes and a rise in
poverty. The poverty increase from 10.2 to 13.6 in urban areas in 2008-12 was primarily driven by the
shock to the labor market. Till 2008, poverty decline was mainly associated with wages and pension,
with marginal contribution of remittances. In 2009-13, employment and labor participation rates fell,
reaching 44.5 and 52.7 percent, respectively. Low-skilled workers, previously employed in non-tradable
sectors, were particularly affected by the weakening of labor demand. Labor-intensive sectors were hit
the most. For example, between 2008 and 2013, output and employment in the construction sector
contracted at an annual average rate of 3.5 and 4.4, respectively. However, output per worker grew post-
2008 (albeit at a significantly slower pace than pre-crisis), primarily thanks to increasing capital spending
under a loose fiscal stance.

13. Post-2008, unemployment and economic inactivity were also associated with lower
socioeconomic status. Not only did inactivity rates double post-2008, but poverty rates were also
significantly higher among the inactive. From 15 percent in 2008, inactivity rates reached 38 percent in
2013. Inactivity among women increased significantly during the crisis period. The decline was largest
among young women (15-34 years age), with around 7 percent decline in labor force participation rate
between 2007-2010. Individuals living in households in which the heads were active (either employed
or self-employed) or retired were less likely to be poor than individuals living in households in which
the heads were unemployed or inactive (see Figure 1 below). Among households in the bottom 40, for
instance, 20 percent of working-age members were in unemployment, and 24 percent were out of the
labor force, compared with 13 percent and 15 percent, respectively, in the top 60 percent of the income
distribution (the top 60). In 2012, the incidence of poverty was 11 percent among households headed
by employed persons, 13 percent among households headed by retired persons, 22 percent among
households headed by unemployed persons, and 24 percent among households headed by inactive
persons. The profile of the less well-off thus shows a higher share of household heads in unemployment
and inactivity among the bottom 20 and bottom 40 (see Figure 2 below).



Figure 1: Population Structure by labor status, Figure 2: Labor force status,
(percent), 2008 and 2013 household heads, 2012
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14.  Albania avoided recession post-2008 largely because of a high level of government
spending, and its substantial and growing public debt has become a key source of macroeconomic
vulnerability since the crisis. As economic growth slowed after 2008, fiscal deficits and public debt
increased. Inability to boost fiscal revenues because of low tax revenue collection and large tax evasion,
and structural burdens on the public expenditures led to an increase in the fiscal deficit. The public debt
increased from about 55 percent of GDP in 2008 to about 71 percent in 2014. The high public debt level
poses the risk of elevated interest expenditures, presenting a major vulnerability to the budget and risking
crowding out other more productive spending. Over 55 percent of domestic debt (almost 30 percent of
GDP) is subject to considerable rollover risk, and needs to be rolled over within a year. Fiscal pressures
related to electricity shortages required transfers from the budget or state guarantees on the debt to the
state-owned energy company. Poor budget planning and lack of control on investment commitments led
to a failure of the government to honor its contracts and to an accumulated stock of government's arrears
to the private sector at about 5.3 percent of GDP by end-2013. These arrears also contributed to a rise
in non-performing loans (NPLs), reaching nearly a quarter of total loans in 2014.

15. In 2014, Albania’s Government started to implement an ambitious program of policy
measures aimed at fiscal consolidation. The combined measures on the revenue side are estimated at
2.1 percent of GDP. The corporate income tax (CIT) rate was increased from 10 to 15 percent. To limit
the impact of the tax increase on lower income Albanians and businesses, the government has introduced
a progressive income tax system, abolished the tax for small businesses, and reduced the profit tax rate
for small businesses to half of the corporate tax rate. On the expenditure side, growth of the public wage
bill was frozen in 2014, except for the police, while increases in pensions have been indexed to inflation.
In the framework of fiscal consolidation important steps have been taken to improve public financial
management, in particular with reference to arrears repayment and prevention. Measures have been
taken to avoid over-commitments in public spending, as well as producing more realistic scenarios of
future growth and revenue collection. The government has signed a 3 year Extended Fund Facility (EFF)



agreement with the IMF, which aims at putting debt on a declining path after the government clears all
arrears to the private sector in 2016.

16. Continuing consolidation measures on both revenue and expenditure side, are expected to
significantly improve fiscal balances over the medium term. Increases in government revenues
(namely, increases in the excise tax on cigarettes, the circulation tax, the withholding tax for income
from interest, rent, dividends and capital gains) in the newly implemented budget of 2015, together with
improvement in tax administration, are expected to increase the revenue to GDP ratio. The government
foresees further revenue measures for 2016 in its medium-term fiscal framework as it relies strongly on
revenue measures to achieve the fiscal consolidation. On the expenditure side, the budget foresees a
decline in social spending, resulting from a reform of the disability assistance system and a reduction in
the unconditional transfers to local governments. The government also aims at gradually reducing
government guarantees to the energy sector as a result of the ongoing energy sector reforms. The
government has also implemented a new pension law which is expected to reduce government spending
on pensions over the medium-term, while implementing a social pension. Sustained fiscal consolidation
combined with an increase of GDP growth are expected to put public debt on a steep downward trajectory
in the medium term.

17. Putting the energy sector on a financially stable path is crucial to growth and fiscal
consolidation. Albania’s power generation is entirely dependent on water resources, while the sector’s
financial problems impede continuous supply without resorting to government support. High
distribution losses (about 44 percent in 2013) and regulated tariffs that are below production costs are at
the root of the financial weaknesses in the electricity generation company KESh. In the distribution
sector, the low collection rates from households, businesses and public institutions have contributed to
the financial woes of the publicly owned distribution company (OShEE) which faces a large unfunded
deficit of US$550 million. The government’s recently approved Power Sector Financial Recovery Plan
focuses on: i) changes in legislation through a New Power Sector Law; ii) improving management of the
energy sector companies and bill collection; and iii) technical improvements in sub-transmission,
distribution, system metering and the billing system.

18.  The financial sector has remained largely resilient post-2008, but risks to its stability are
present. The financial sector, which strongly supported high consumption growth before the crisis, was
hit with rapidly rising NPLs post-2008. Problems of portfolio quality, stemming from easing of credit
standards and overexposure towards sectors such as construction, came to the fore in the years after the
global crisis and the NPL ratio climbed from 6.5 percent in 2008 to 25 percent by end-2014. The
continued rise in NPLs is driven by a number of factors, including large government arrears of over 5
percent of GDP in 2013 (see above) which impacted corporate liquidity and borrowers’ ability to repay
loans; loans in foreign currency to unhedged borrowers; judiciary weaknesses which prolong the
collateral execution process and deleveraging pressures from foreign banks as they reduce their local
exposure. Credit supply to the economy slowed from an annual average of 57 percent immediately prior
to the crisis (Q1 2005-Q2 2008) to 10 percent in the period Q3 2008-Q1 2014, further suppressing
growth.

19.  TheBank of Albania (BoA) has been vigilant in mitigating the financial sector risks through
instituting capital adequacy and solvency ratios that are above international norms, and putting
in place stringent provisioning rules. Credit growth returned to positive in the second half of 2014,
pushed by somewhat higher demand resulting from improved business confidence and liquidity
conditions of the private sector. However, the financial sector remains vulnerable to further declines in



profitability (for example, return on assets stood at 0.91 percent in November 2014). Moreover, the
Albanian financial sector is exposed to risks related to a relatively high degree of euroization (some 60
percent of outstanding loans are in forex) and potential further deleveraging in a system dominated by
subsidiaries of foreign banks, based in Austria, Greece, Italy and Turkey. In particular, there could be
potential downsizing pressures on account of the Greek-owned banks in Albania (accounting for 18
percent of sector assets). The credit to GDP ratio of 39.8 percent remains much lower than other
countries in the region. Access to finance for SMEs is limited and long term finance is not easily
available. Stress tests show that some banks still remain vulnerable to shocks.

20.  The crisis in the Eurozone exposed vulnerabilities of the Albanian economy. With about 40
percent of the population living abroad (mainly in Greece and Italy), Albania has been among the top
remittance receiving nations in the world. Remittances have trended downward since 2009 as migrant
jobs were cut in the light of recession in Greece and Italy. The current account deficit corrected mainly
through a decline in imports, due to lower than pre-2008 consumption and investment. Despite
maintaining a positive contribution to growth, exports post-2008 remained unsophisticated and far from
reaching the country’s potential. The real effective exchange rate index has remained broadly aligned
with fundamentals and has been fluctuating around a stable band since 2009.

21. Over the medium term, the economy is expected to gradually shift away from domestic-
demand driven sources, and expand at an annual pace of 3 percent. The current account deficit is
expected to widen primarily due to FDI-related imports (accounting to about 3 percent of GDP annually)
related to the construction of a gas pipeline and a power plant. The current account deficit without these
projects is expected to decline as the economy rebalances and export growth and share of exports in GDP
continue to increase, while imports in terms of GDP are projected to decline slightly. As Albania’s
growth model slowly shifts in the medium term, the contribution of consumption to growth is expected
to decline from more than three-fourths in 2008 to about one-half by 2019 due to slower expansion of
private consumption as growth in remittances moderates (see Table 1). At the same time, private
investment is expected to grow thanks to improved confidence, increased inflows of FDI, and an
improvement in financial intermediation.

22.  Asthe economy reestablishes growth over the medium term, it has to address the prevalent
constraints to productive and competitive private sector which will facilitate export diversification
and gains in global market shares, and ultimately boost household incomes. Overall, reforms to
improve the efficiency of resource allocation in the economy, promote well-functioning markets,
improve governance and strengthen institutions, improve access and equity in basic services, and ensure
adequate protection for vulnerable and poor households are expected to affect household incomes
positively across the distribution. For example, a strong institutional and business environment, the
efficient provision of public services, and the availability of institutions to protect the poor and
vulnerable have the potential to promote the accumulation and use of Albania’s assets and endowments.
Reforms to improve the business environment and the functioning of markets in Albania are critical for
job creation, and can strengthen the link between economic growth and poverty reduction. Private sector
led job creation can contribute to increasing the quality of employment which is currently low,
particularly among the less well off. Similarly, securing property rights and making the land market
more inclusive is expected to have a positive impact on poverty reduction and the welfare of the bottom
40 by unleashing the productive use of land assets, particularly among population groups such as the
bottom 40 and women.



Table 1: Key Economic Indicators 2009 — 2017

Actual Est. Forecast

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Annual percentage change unless otherwise indicated
Real GDP 3.7 25 1.6 14 21 3.0 35 35 35 35

Contributions

Consumption 1.9 1.6 0.9 0.0 1.9 2.2 1.0 1.3 2.0 2.2
Private consumption 15 15 0.8 0.0 11 23 0.9 1.2 1.9 23
Public consumption 0.4 0.1 0.1 0.0 0.9 -0.1 0.1 0.1 0.1 -0.1
Public investments -3.0 -0.1 -1.0 0.5 0.3 -0.1 0.9 0.2 -0.1 -0.1
Private investments 0.2 1.8 -2.0 0.3 0.7 13 1.8 2.2 1.7 1.6
Net exports 4.6 -0.8 3.7 0.6 -0.8 -04 -0.2 -0.2 -0.1 0.1
Exports 5.0 24 -0.2 2.0 43 2.3 1.9 2.9 25 25
Imports -0.3 -3.3 3.7 -1.4 -5.1 -2.7 -2.1 -3.1 -2.6 -2.4
Unemployment rate* 14.2 14.3 13.9 16.1 17.2

CPI (period average) 3.6 34 2.0 1.9 1.7 21 2.6 29 3.0 3.0
Fiscal accounts Percent of GDP unless otherwise indicated

Expenditures 29.3 28.9 28.2 28.9 317 324 30.8 28.7 28.6 28.1
of which: arrears clearance 25 1.3 1.0

Revenues 26.2 25.4 247 23.7 25.9 27.6 28.2 28.2 28.2 28.2
General government balance** -3.1 -35 -34 -5.2 -5.6 -4.8 -2.6 -0.5 -0.4 0.1
Primary balance 0.3 -0.4 -0.3 -2.0 -2.8 -1.5 0.6 2.6 25 3.0
PPG (eop) 57.7 59.4 62.0 70.0 71.0 70.7 68.1 64.4 60.9 57.1
Selected monetary indicators Annual percentage change unless otherwise indicated

Broad money growth 125 9.2 5.0 23 3.8 55 7.0 7.6 75 73
Credit to non-government 10.1 10.4 1.4 -1.4 33 49 6.6 7.4 7.7 8.0
Balance of payments Percent of GDP unless otherwise indicated

Current account balance -11.3 -13.2 -10.2 -10.6 -13.9 -15.1 -14.9 -13.2 -10.5 -8.7
Imports of G&S** 53.2 56.8 52.1 52.9 56.1 56.6 56.5 55.2 52.9 51.6
Exports of G&S** 325 34.0 334 35.0 36.3 36.0 35.9 36.3 36.9 374
Foreign direct investment (net) 8.8 6.6 6.8 9.5 8.3 10.1 11.2 10.3 8.1 7.1
Gross reserves in months of imports of

G&S** 44 45 4.6 4.3 41 41 41 41 41 41

*Labor force survey data
**G&S refers to goods and services

Poverty Profile

23. Despite a long period of sustained growth resulting in GDP per capita of US$8,123, Albania
is still one of the poorest countries in Europe. The strong economic growth lifted a significant number
of people out of poverty. Between 2002 and 2008, poverty declined from 25.4 percent to 12.5 percent.
Economic growth was inclusive, with consumption among the bottom 40 percent of the distribution
growing more quickly than the average for the country. Evidence suggests that positive consumption



growth disproportionately benefited the less well off, with poverty falling by half in both rural and urban
areas. The global financial crisis eroded these gains in poverty reduction, and poverty headcount,
measured as the fraction of the population with incomes below US$ 60 per person per month, increased
to 14.3 percent in 2012. Overall, poverty rates are higher among the Roma population than among the
non Roma population. The Roma population tends to belong to the lowest quintile as described in Box
1. Albania continues to have one of the highest poverty rates in Europe. However, despite slowdown
in the economy and increase in poverty, inequality measured by the Gini index shows a marginal decline
from 28.2 in 2008 to 26.9 in 2012.

Box 1: Roma Population: Constrained Socio-Economic Opportunities

According to the official 2012 census, the Roma population represents 0.3 percent of the population
or about 9000, but this may reflect underreporting due to fears of discrimination. Others estimate
the size of the Roma population in Albania to be 3% (Council of Europe) 3.2 percent of the Albanian
population in 2010.% Roma tend to belong to the poorest quintiles in Albania. Overall, poverty rates
are higher among the Roma than among the non-Roma: controlling for other factors, Roma ethnicity
was associated with a 170 percent increased likelihood of being poor* ®.

The Roma population in Albania has a lower stock and utilization of assets than the non-
Roma. Across indicators, Roma have poorer outcomes. While literacy rates are around 95 percent
among non-Roma neighbors, they reach only 65 percent among the Roma.® Malnutrition among
Roma children is as high 65 percent compared to 24 percent for non-Roma neighbors, with lifelong
implications for health and cognitive development. In 2011, only a third of Roma children were
enrolled in preschool. The 2011 UNDP/EC/WB Regional Roma Survey reports young Roma adults
(aged 16-24) had completed only 3.9 years of schooling on average, compared to 10 years average
of their non-Roma neighbors.

The Roma population in Albania has relatively lower access to basic social services. The share
of the Roma population without access to improved water sources (i.e. piped water in dwelling) is
30 percent, compared to 18 percent in non-Roma households. Similarly, large inequalities exist in
access to improved sanitation, with 61 percent of the Roma having no access to household sanitation
facilities, compared to 34 percent for the non-Roma.

Roma population tend to have less access to economic opportunities, thus excluding them from
contributing to and benefitting from economic growth. While small differences are found in
employment and unemployment rates, differences are large in terms of the quality of employment.
For instance, the Roma are more likely than the non-Roma to be in informal work (90 percent versus
71 percent, respectively. High rates of poverty and low rates of education perpetuate the cycle of
poverty and increase the risks of exclusion.

24.  The profile of the poor and the bottom 40 percent of population shows disparities across
groups and along several dimensions. The poor and the bottom 40 percent of population are not
concentrated in either urban or rural areas (see Figure 3 below). In 2012, around 51 percent of the poor
were living in urban and 49 percent in rural areas. A similar pattern is evident among the bottom 40
percent of the population, 48 percent of whom were living in rural areas, compared with 45 percent of

3 European Commission. 2011. Annex of the 2011 EU Roma Framework. Brussels.

4 EU Agency for Fundamental Rights, United Nations Development Programme, and UNDP/EC/WB. 2011. “Regional
Roma Survey.” www.eurasia.undp.org.

5> World Bank analysis using LSMS data from 2005, 2008, and 2012.

5 UNDP/EC/WB Regional Roma Survey, 2011. www.eurasia.undp.org



the top 60 percent of the income distribution. Regional differences in poverty are significant. Among
the 12 prefectures, Kukes is the poorest with 22 percent of population living below the poverty line,
followed by Fier and Lezhe, both with 18 percent of the poor (see Figure 4 below). There is strong
correlation between the level of education and poverty. The incidence of poverty is highest in
households in which individuals have not completed primary education, at 15 percent, while only 3
percent among households with individuals who have attained some level of tertiary education.
Similarly, the bottom 40 percent of the population are less well educated than the rest of the population.
Inequalities in education are high among the Roma population: while literacy rate for the non Roma
population is around 95 percent, it is only 65 percent among the Roma population. Similarly, significant
gaps in living standards are also observed for the Roma population with their much lower human capital
and economic opportunities as described in Box 1. Finally, poverty rates are higher among households
with unemployed or inactive heads. In 2012, the incidence of poverty was 11 percent among households
headed by employed persons; 13 percent among households headed by retired persons; 22 percent among
households headed by unemployed persons; and 24 percent among households headed by inactive
persons.

Figure 3: Poverty headcount urban and rural Figure 4: Incidence of poverty, by
areas, 2002-12 prefectures, 2012
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Development Challenges

25.  This section discusses the key development challenges in Albania, and constraints to
advancing progress toward the twin goals of reducing poverty and boosting shared prosperity.
Restoring the macro-fiscal balance and financial stability is the key development challenge in Albania,
followed by energy sector risks, and governance and institutional constraints that affect provision of
basic public services. Land and property right issues and inefficiencies in management of natural
resources are among the key constraints that affect Albania’s ability to take advantage of its rich natural
endowments. These development challenges are critical for poverty reduction and thus motivate the
WBG engagement outlined in this CPF.

26.  The key development challenge for Albania is to restore macro-fiscal balance and maintain
financial stability. The macroeconomic imbalances will continue to exert downward pressure on the
economic gains of households and create disincentives for accumulation and productive use of factors
of production. Restoring a sustainable macro-fiscal framework is, therefore, a high-order requirement
for reigniting growth and increasing prosperity. Fiscal consolidation efforts by the authorities (see
paragraph 15) represent an important step toward improving macro-fiscal stability. It is supported by



structural reforms aimed at reducing explicit and implicit contingent liabilities (such as in the energy
sector and the pension system) to ensure that the consolidation process is not undermined because of
inefficient ad hoc expenditures and is in line with the medium-term fiscal framework. Furthermore,
efforts will be required to strengthen capacity of the local governments to mobilize revenues which are
currently insufficient to allow local governments to provide quality public services. Finally, while the
financial sector is with solid liquidity ratios and strong provisioning requirements, it remains exposed to
a number of potential vulnerabilities, including low and declining commercial bank profitability, large
stock of NPLs, substantial levels of euro-based lending, deleveraging pressures (see paragraph 18).
These are risks, which, if realized, could negatively affect economic growth.

27. Fiscal stability is further undermined by significant risks from the energy sector. Electricity
is almost entirely dependent on hydro-sources, variability of which inevitably translates into output
variability. Historically, the sector has been overwhelmed by significant losses of electricity distribution,
leading to annual power imports of €120 million to €160 million to cover these losses, thus making the
distribution entity the worst performing company among the Southeast European countries. The biggest
cause of losses is theft, which suggests that metering, billing, and enforcement are weak. The financial
distress of the sector translated into fiscal distress because the budget ultimately covered these losses.

28.  On the governance side, the weak rule of law, due to discretionary enforcement of laws and
regulations, represents the key governance risks. With the exception of political stability, recent
surveys suggest stagnation or even reversal against the relevant governance indicators in the last two
years.” The recent trend in governance indicators is mostly related to areas that require strong
administration and judiciary to enforce the rule of law. In this context, Albania’s EU candidate status is
an opportunity to strengthen public administration and judiciary, and the fight against corruption.

29. In spite of recent improvements, institutional and governance barriers and prevalence of
corruption negatively affect private sector businesses and employment growth. The country made
significant improvement in its latest Doing Business ranking and moved from 90" to 68" position
globally. This reflects recent progress in streamlining procedures for obtaining construction permits,
starting a business, registering property and paying taxes. Nevertheless, the latest Business Environment
and Enterprise Performance Survey (2013) shows that it is still more burdensome to deal with
construction permits, trade logistics, inspections, and property and land registration in Albania than in
neighboring countries. Corruption was identified as the single largest obstacle to entrepreneurship by
56 percent of businesses surveyed in 2013 IFC “Tax Compliance Cost Survey”. The latest IFC’s
Enterprise Survey 2013 found that 85.9 percent among medium and 100 percent among large enterprises
pay bribes to secure government contracts. The prevalence of corruption also encourages widespread
informality.® Informality is widespread in the labor market taking up an estimated 36 percent of GDP.
Estimates suggest that close to half of total employment outside agriculture corresponds to informal
employment, and nearly three-quarters of the labor in construction is informal. Informality affects
growth of formal businesses, decreases tax revenues, and distorts labor market incentives®. Moreover,

" Transparency International — Corruption Perception Index; World Economic Forum — Global Competitiveness Index and
Judicial Independence Index; Economist Intelligence Unit — Democracy Index.

8 World Bank estimates informality around 47 percent (2010-11). This estimate is in line with the 43 percent reported by
INSTAT in 2013.

92013 The Enterprise Survey identified informality as the top obstacle particularly for small and medium businesses, with
19 and 25 percent respectively claiming that informality is the top obstacle in the business environment.
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as noted in the SCD, the vulnerable segments of the population are predominantly engaged in the
informal sector which impedes them from taking advantage of economic opportunities.

30. Employment growth is further undermined by low labor participation, low employment
rates, and inadequate skills. These features are prevalent particularly among youth, women, and the
bottom 40 percent of the population. The latest Quarterly Labor Force Survey (LFS Q2 2014) suggests
that 61.3 percent of the population 15-64 years old is active in the labor market, either employed or
actively looking for a job. Labor force participation is particularly low among women — 50.1 percent,
while male labor force participation rate is 73.2 percent. Unemployment rate increased to 17.7 percent
in the second quarter of 2014, compared with 16.4 percent in the same quarter in 2013, and with 13.7
percent in the same quarter in 2012. Unemployment is particularly prevalent among youth (aged 15 —
29), 33.5 percent of whom were unemployed in the second quarter of 2014. Relevance of skills for jobs
is considered weak which creates further constraints. These constraints are greater for the vulnerable
communities who have lower educational attainment levels than the general population. Firms cite
inadequate skills as a constraint to business development, signaling labor market demands inconsistent
with education and training outcomes. As per the latest Enterprise Survey, among the Southeast
European countries Albania has the largest share (36 percent) of firms reporting that the workforce does
not possess the skills they require, highlighting a potentially important skills mismatch in the country.
With weak labor market engagement and declining remittances, it is necessary to strengthen the capacity
of Albanian households to generate labor market income. This will require long-term commitment to
policies such as the alignment of labor supply with the needs of the labor market for the creation of
(formal) jobs and the development of the skills needed to boost firm-level productivity, attract
investment, and expand access to higher productivity and better paying employment opportunities
among the population.

31.  Quality and equity in access to basic public services disproportionately affects the poor and
the less well-off. In the health sector, 98 percent of poor women reported barriers to access, including
among the vulnerable groups (such as the Roma population), compared with two thirds among the
wealthiest quintile. Health care delivery in Albania is characterized by the poor quality of care,
inadequate primary care and preventive services, the excessive use of tertiary hospital care, and persistent
unofficial payments. Education outcomes are inadequate with the latest PISA survey (2012) showing
that more than 60 percent of 15-year-olds are functionally illiterate in mathematics. The poor, including
Roma population, and those in the bottom 40 percent of the population have lower enroliment rates in
pre-primary, upper-secondary, and tertiary education. In the water sector, twenty percent of the poorest
have no in-house sanitation facilities. Seventy-five percent of the households in Fier, the second-poorest
prefecture in the country, report that the water provided there is not safe for drinking. About 50 percent
of the population has access to a sewerage connection, while the rest use on-site sanitation facilities. In
the transport sector, road quality is undermined by poor maintenance. The country needs €40 million to
€45 million per annum to maintain the country’s primary and secondary roads, while there is a large
stock of unfinished road construction.

32.  The main poverty-focused program requires better targeting and enhanced coverage.
Moreover, the benefits received by the poorest quintile are among the lowest in Europe. As of 2012, the
share of the poor covered by the program was 24 percent, but the coverage of the non-poor had risen
from 5.2 percent in 2008 to 7.4 percent in 2012. Meanwhile, the spending on disability assistance has
increased because of growth in the number of beneficiaries and the overly generous indexation and ad
hoc expansion in benefits. In 2007-13, the number of beneficiaries rose from 108,000 to 165,000. The
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disability assistance program does not effectively target and support the truly disabled. As aresult, social
safety nets do not effectively address the needs of the poor and are inadequate in protecting the vulnerable
and the disadvantaged from household or systemic shocks.

33. Rich natural diversity and abundant natural resources are not sufficiently contributing to
growth. The beautiful coastline holds potential for tourism and economic development as one of the
key drivers of growth. To realize this potential, the country requires a major upgrade of its environmental
infrastructure, and the protection of coastal assets which would also promote sustainable tourism.
Tourism has the potential as one of the key drivers for growth, job creation and investments — both
foreign and domestic. During the past three years, the tourism sector has experienced a rapid increase
in annual tourist arrivals but it still needs to convert this to a sustainable increase in value added and
employment. Albania has a high proportion of forest cover and fertile soils, but most of the forest and
pastureland are in poor condition. Fragile soils, combined with unsustainable forestry and agricultural
practices have led to severe erosion, particularly in remote uphill areas where rural poverty is
concentrated and persists. The delivery of public environmental services is also characterized by large
inefficiencies. Of an estimated 360,000 hectares that have been equipped for irrigation in the country,
only 80,000 hectares were irrigated (2009), and many canals and pumping stations are no longer
operational. Moreover, Albania has high vulnerability to natural disasters, especially floods, on account
of weather variability and climate change.

34.  Another reason for missing the opportunity to take advantage of natural endowments is
related to insecurity in property rights which seriously affects the productive use of land. Albania
has one of the lowest scores (137 of 148 countries) in the world in terms of overall property rights,
particularly physical property rights. The lack of well-functioning land markets is having broad negative
impacts on rural development (for example, substantial farm fragmentation) and urban development (the
uncontrolled growth of urban settlements). Lack of urban planning, reflected in the rapid informal
growth of urban areas, has undermined the growth potential of Albanian cities. With respect to rural
areas, the land privatization process has resulted in a large number of tiny and scattered farms, holding
back the development of the agricultural sector. As of 2012, there were 350,916 agricultural holdings
in Albania, averaging 1.02 ha. Most farmers remain locked in low-income, subsistence structures,
unable to utilize their land assets to generate economic gains. Overall, unsustainable land management
and poor enforcement of property rights represents the key obstacle preventing firms, farms and
households from entering the land market. This has direct consequences not only on landownership, but
also on income generation and the incidence of poverty. Some groups, such as women and the less well-
off are at an additional disadvantage because they are excluded from landownership.

35. Finally, while Albania has a rather positive gender inequality index, gender gaps exist in
certain areas. As per the UNDP Human Development Index 2013, Albania’s Gender Inequality Index
was positive with a ranking of 41 out of 148 countries. However, there are still considerable inequalities
in the participation of women in the labor market, and property rights. There are almost twice as many
men landowners than women landowners, and most women landowners have a property share of less
than 25 percent. Moreover, women working in agriculture are especially disadvantaged. According to
a recent World Bank study using data till 2012, the overall gender gap in poverty had disappeared (for
women to 14.51 percent and for men to 14.34 percent). Although women have educational parity with
men, female labor force participation lags far behind male participation rates for those with less than a
college education. Women’s participation in the labor force dropped dramatically between 2008 and
2012, increasing the gap. Women’s wage rates lag behind those for men. For women 25 - 64 years old,
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hourly wage rate is 84.8 percent of the rate for men. There is also a gender gap in hourly pay in some
industries, including agriculture and education.

III. WORLD BANK GROUP PARTNERSHIP FRAMEWORK

36.  This section begins with a summary of the Government’s program as reflected in the draft
Strategy for National Integration and Development. It then highlights the fundamental priorities
identified through the SCD which drive selectivity in the CPF. It then draws lesson learned from the
implementation of the previous CPS program before outlining the structure of the CPF, the proposed
WBG program and its implementation.

37.  The WBG provided support to Government in its initial priority-setting exercise drawing
on available evidence to identify the constraints and opportunities for economic growth. This work
with the Government on its priority setting was followed by the preparation of the SCD drawing largely
on the same evidence base and undertaking complementary analyses in areas such as inclusion and
shared prosperity. Based on this analysis, the SCD identified twelve broad priority areas divided into
three distinct groups: fundamental priorities, supporting priorities and sustaining priorities. The CPF
structure reflects selectivity based on the five fundamental priorities of the SCD, and outlines a program
around three focus areas encompassing these five fundamental priorities. The CPF takes into
consideration the lessons from the implementation of the previous CPS, as well as recommendations
from previous IEG evaluations, and feedback received during stakeholder consultations. An indicative
IBRD lending of US$1.2 billion is proposed, and IFC investments are expected to reach US$150-200
million over the period FY15-FY19. Focus on results has been a guiding principle during the preparation
of the CPF, and will be maintained throughout its implementation.

A Government Program and Medium-Term Strategy

38. Government engaged in an initial priority-setting exercise which is now being codified in
the National Strategy for Development and Integration for 2015-2020. The WBG contributed to
Government’s priority-setting exercise. In mid-2013, the WBG prepared a set of policy briefs for the
newly elected Government which was a precursor to the SCD. These briefs assessed the constraints and
opportunities to restore economic growth and reduce poverty in Albania. They served as an input into
an international advisory conference called Next Generation Albania: Shaping a New Model for
Economic Growth which was convened by the incoming Government. The Prime Minister has
introduced a science-of-delivery approach to governing, and this was reflected in his participation as a
founding member of the WBG’s Global Network of Delivery Leaders. In late 2013, the Government
requested WBG support for an immediate priority-setting exercise using available evidence and data.
The WBG supported the Government to define the top three priorities for each Ministry and for the
Government as a whole. The cross-cutting priorities would then be closely monitored by the Prime
Minister through a newly-established Delivery Unit, so that high level political attention could be
brought to bear in unlocking implementation constraints. The Government has codified its initial
priorities in its draft NSDI which considers progress towards EU integration as an overarching national
goal and outlines a vision to promote inclusive and sustainable economic growth. The Government’s
priorities to accomplish this vision include: ensuring macroeconomic and fiscal substantiality;
enhancing competitiveness; making public services transparent and accountable; promoting efficient
and sustainable use of natural resources, and in particular water, energy and land sector development
and management.
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39. In pursuit of its aspirations for EU accession, Albania also adopted a roadmap for planned
reforms in the EU priority areas: public administration, judicial system, organized crime, corruption
and human rights. The roadmap includes monitoring of Albania’s progress in promoting inclusion and
equal economic opportunities for the minorities, including the Roma population. The EU promotes
integration and improved living standards of the Roma population including improved access to
education, employment, health care and housing. The decision of the European Council of June 2014 to
grant Albania a candidate status is recognition of the reform efforts taken by the Albanian authorities. It
also creates further encouragement to accelerate reforms in the five EU priority areas. The EU is
heightening its engagement under its 2014-2020 strategy for the second instrument of Pre-Accession
(IPA2), the European Commission’s instrument for providing technical and financial support to
candidate and pre candidate countries.

40.  Government’s recent reform track record in implementing its priorities has been
encouraging. Reform progress is visible in the areas of public financial management, business
environment, energy sector, pensions, and public service delivery. With the support of the WBG and
the IMF, the Government has prepared a new public financial management strategy for bringing
transparency and quality in management of public resources. It initiated investment climate reforms to
promote private sector and business growth which contributed to its significantly improved performance
in Doing Business ranking. Recognizing that reforms in the energy sector are important for increased
investments, growth and jobs, the Government took bold steps aimed at clamping down on abuses of the
system and instilling a culture of accountability. New law on pensions was approved in July 2014
introducing more fairness to the system as well as reducing the fiscal impact on the budget. The
Government has launched a set of innovative reforms to promote good governance, accountability and
transparency in management and delivery of public services. Work on all these areas demonstrates
Government’s commitment on implementing the priorities codified in the draft NSDI.

Systematic Country Diagnostics: Albania’s Fundamental Priorities

41.  The WBG engagement with the Government on its priority setting was followed in mid-
2014 by the preparation of the SCD to formalize and expand on the earlier assessment of analytic
work and available evidence. The SCD added value by distilling and evaluating the same evidence
through the lens of the WBG’s twin goals of eliminating extreme poverty and boosting shared prosperity.
The evidence base was complemented with additional analysis, particularly on inclusion and shared
prosperity. The SCD highlighted that the consumption-fueled growth model of the pre-crisis period is
now exhausted and cannot be counted on to restore rapid growth, reduce poverty and improve prosperity
among the bottom forty percent of households. It also noted equity concerns for population groups that
have less access to economic opportunities. Restoring rapid economic growth is essential, as the line of
sight to the twin goals is clear: aggregate growth in Albania has been strongly and reliably associated
with both poverty reduction and increased welfare of the bottom 40.

42.  Thus, in the medium to long run, a new model is needed, based on restoring macro-fiscal
sustainability and increasing domestic productivity and export-oriented growth. While this process
of rebalancing the economy is gradual, it will require immediate and persistent efforts in macroeconomic
management and structural reforms. Accelerated growth is the sine qua non of resuming poverty
reduction and increasing shared prosperity, but the inclusiveness of growth also matters. Such a model
of accelerated, inclusive and sustainable growth requires deep structural reforms to release binding
constraints to growth and to take advantage of Albania’s many endowments and opportunities. Overall,
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sound fiscal policies and strong commitment to pursue further reforms in the business environment, the
energy sector, and land and property rights are expected to support growth over the medium term.

43.  The SCD identified twelve priority areas for action in order to restore growth and make it
inclusive for progressing towards the twin goals in a sustainable manner. These twelve priorities
were then ranked on the basis of their impact on the twin goals. A prioritization exercise led to three
distinct groups of priorities: fundamental priorities, supporting priorities and sustaining priorities (See
Table 2). Five priorities were considered fundamental; the remainder was considered supporting and
sustaining for enhancing the impact and sustainability of the fundamental priorities. The five
fundamental priorities with the greatest impact on growth, poverty reduction and inclusion formed the
basis for selectivity in defining the WBG program within the CPF. The five fundamental SCD priorities
are: i) restoring fiscal sustainability, financial stability and macroeconomic balances; ii)
establishing a high-quality business environment that promotes firm growth and job creation; iii)
providing clean energy efficiently, equitably sustainably; iv) formalizing and enhancing the
inclusiveness and sustainability of the land market; and v) enhancing governance, transparency
and accountability of government. Given the reliance on a similar evidence base and WBG’s
engagement in Government’s initial priority setting exercise, the fundamental priorities emerging from
the SCD with most impact on inclusive and sustainable growth are considerably aligned with
Government priorities allowing for ramped up support from the WBG.

Table 2: Overall Impact Assessment of SCD Policy Priorities on the Twin Goals

Policy Priorities Overall Impact

Restoring fiscal sustainability and maintaining financial stability
Establishing a high quality business environment

Providing clean, efficient, equitable and financially sustainable energy
Formalizing and enhancing inclusiveness and sustainability of land markets

Enhancing governance, transparency and accountability of government

Increasing the quality and inclusiveness of labor market engagement Supporting
Improving quality, access and relevance of education and training systems Supporting
Improving efficiency, access and quality of public services delivery Supporting
Improving inclusiveness of access to financial markets Supporting
Enhancing effectiveness and efficiency of social protection systems Sustaining
Ensuring sustainable use of natural resources and stewardship of the environment Sustaining
Improving quality, efficiency and equity of health services Sustaining

B. Proposed World Bank Group Country Partnership Framework

Lessons from CPS Completion Report, IEG Evaluations, and Stakeholder Consultations

44, Overall performance of the previous CPS program (FY11-FY14) was assessed as
moderately satisfactory. The CPS was designed to support the NSDI by prioritizing three strategic
country objectives: 1) accelerating recovery in Albania’s economic growth through improved
competitiveness; ii) broadening and sustaining Albania’s social gains; and iii) reducing Albania’s
vulnerabilities to climate change. Good results emerged towards the end of the CPS period with the
initiation of key reforms for fiscal consolidation, maintaining financial sector stability (supported by two
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DPLs), and commencement of pension reforms. There was also some progress in strengthening private
sector competitiveness. Service delivery outcomes were strongest in the transport sector, followed by
consolidation of gains in education and health sectors, and strengthening efficiency of social assistance
spending. WBG support also contributed to addressing the effects of climate change, and to improved
natural resource management. However, progress in the energy sector outcomes remained weak with
rising sector deficits.

45, Implementation of the previous CPS program presents important lessons for the WBG
program going forward:

e |t is important to stay engaged and continue the policy dialogue with the Government
counterparts even during periods when there is insufficient drive for reform, as continuity of
engagement supports the Government in articulating future policies.

e Open dialogue with a broad spectrum of stakeholders increases the ownership of the program.

e Project design should be adjusted to the commitment for reforms and institutional capacity of the
counterparts.

e Proliferation of small and thinly spread interventions, particularly in a small country, should be
avoided as it challenges client capacities and is difficult to monitor.

e The CPF results framework with fewer outcomes and measurable indicators helps to evaluate
performance.

e High quality, demand driven, and relevant AAA strengthens the WBG overall engagement.

46. Lessons were also learned from the WBG’s extensive prior engagement in the energy
sector. A failed privatization of the electricity distribution company and a non-operational new power
plant were two visible symbols of inadequate reform and poor performance in the energy sector. The
lessons learned include: i) the need to tackle the sector holistically rather than focusing on particular
institutions or investments; ii) the importance of combatting rampant corruption in order to bring about
sustainable improvements in sector performance; iii) the need to strengthen governmental policy-making
and regulatory bodies in parallel with private sector engagement; and iv) the need for extensive post-
privatization “after care” to ensure that the terms and conditions of privatization are fully met on a timely
basis. The WBG support to Government’s energy program during this proposed CPF period reflects
these critical lessons.

47. In addition to lessons learned, the Albania CPF preparation benefited from consultations
conducted during the preparation of the SCD. Four consultative meetings were organized in the
capital and different regions during the SCD preparation to present the findings and obtain feedback
from a broad group of stakeholders on the challenges and opportunities that the country was facing. The
stakeholders also provided their recommendations on priority areas for future WBG intervention
focusing on accelerated growth, job creation, and careful management of natural resources. In the final
round of the CPF consultations, the proposed WBG CPF program was presented to obtain feedback from
the stakeholders, both in the capital and regions. The SCD and CPF consultations drew participants
representing diverse constituencies, including representatives of vulnerable communities.

48. Country Survey 2014 has been another important document that informed the preparation
of this CPF. The FY14 Albania Country Survey results showed highly positive perception of the role
of the WBG in Albania. The WBG is seen as a long term partner, responsive and an excellent
collaborator with the government and other development partners. Finally, the WBG program was
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viewed as relevant and aligned with country priorities. In terms of future partnership, respondents
welcomed WBG engagement in almost all areas, with some recommending more focus on growth
acceleration, public sector governance, and agriculture.

49. IEG evaluations underline the importance of project ownership, and political economy
analysis. IEG reviews of ICRs and Project Performance Assessment Reports for the projects in the
social sector (health, education and the social expenditure DPL) provided a number of recommendations
that were taken into considerations during the preparation of this CPF. These recommendations could
be summarized as follows: i) high quality Bank analytic work and technical assistance is necessary but
not a sufficient ingredient for achievement of project objectives - ownership by the Government and key
stakeholders is equally important; ii) political economy analysis is critical to assess the likelihood for
successful implementation of reforms; iii) the design and implementation of well-functioning
management information systems, and monitoring and evaluation systems is critical for results; and iv)
DPLs and sector specific investment projects provide important complementary support to help
government implement challenging reforms.

Overview of World Bank Group Strategy

50.  The overarching goal of the CPF is to support Albania’s aspiration for achieving equitable
growth and integration into the EU. This goal will be pursued with a focus on advancing progress
towards the twin goals of reducing poverty and increasing shared prosperity. In doing so, the CPF will
take forward the SCD’s direction for a new economic strategy which will contribute to rebalancing of
the economy toward equitable, inclusive and export driven growth, which is appropriate and relevant in
the Albanian context as historically growth in Albania has been associated with increases in real income
gains.

51.  Thestructure of the CPF reflects selectivity based on the fundamental priorities of the SCD
that allows for ramping up support from the World Bank Group. Given the reliance on a similar
evidence base and WBG’s prior engagement in Government’s initial priority setting exercise, the
fundamental priorities emerging from the SCD show a considerable alignment with Government
priorities. The CPF selectively chooses only five of the twelve SCD priorities, and builds a program of
support around this subset of priorities on the basis of additional selectivity filters. Within the SCD
fundamental priorities, the CPF exercises further selectivity by engaging on a sub-set of areas where
WBG engagement is expected to have the highest impact and where WBG financing leverages or
complements EU engagement. For instance, the CPF program selectively focuses on specific public
sector services under focus area 3 where the WBG has demonstrated comparative advantage.
Consequently, the CPF program will focus on systems improvement, sector governance, and enhancing
citizens’ trust in public services including through e-governance and development of management
information systems. Within the governance area, rule of law and broader civil service reforms will not
be a part of this focus area as these are being addresses by the EU.

52. In addition to the SCD driven selectivity, the CPF is based on the following selectivity
filters:

e Country ownership and championship. Focusing on areas which have both high impact and
strong government reform championship.
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53.

e Comparative advantage. Carefully examining WBG’s comparative advantage vis-a-vis other
partners, and especially the EU.

e Strategic programming. Moving away from proliferation of small spread out interventions,
and shifting to larger and more transformative interventions, which, in several cases, require
cross-sectoral synergies.

The rationale to build the CPF around five fundamental SCD priorities out of total of

twelve SCD priorities is based on these additional selectivity filters as follows:

Restoring fiscal sustainability and maintaining financial stability — this is an area of WBG
comparative advantage and long-standing engagement, where WBG brings established macro-fiscal
analysis and a well-defined division of labor with the IMF. With championship from the highest
level of Government to tackle longstanding imbalances, the WBG has an unprecedented opportunity
to support reform in this area.

Establishing a high quality business environment — the WBG engagement in Albania reflects a
global comparative advantage in this area (most visible through the Doing Business Report) as well
successful WBG engagement in neighboring Balkan countries. WBG engagement exploits
complementarity of the IBRD and IFC, building on an ongoing Trade and Competitiveness advisory
engagement. It brings WBG expertise in assisting the Government to pursue legal and regulatory
reforms aimed at improving the business environment and investment climate. The IFC engagement
will also provide technical assistance in legal and regulatory reform in investment policy aiming to
increase FDIs and investment in agribusiness given the sector’s contribution to GDP and impact on
employment. The Ministry of Economic Development has been given a leadership role in this cross-
cutting area, and is an effective champion and focal point for deepening reform in this area.

Providing clean, efficient, equitable and financially sustainable energy — the WBG will maintain
a high level of engagement while applying lessons learned from its past engagement in the energy
sector in Albania. WBG will engage in large operations expected to support a transformative
turnaround in energy sector performance, The Government has already begun waging a high-profile
campaign to improve power sector performance. IFC will support indirect finance through the
banking sector for smaller renewable energy projects and through advisory work to government,
financial institutions and companies working in renewable energy. The full combined force of IBRD,
IFC and MIGA will be brought to bear on the reform and investment needs of the sector. WBG
engagement also leverages resources from other partners such as the EBRD and EU.

Formalizing and enhancing inclusiveness and sustainability of land markets — the WBG is
generally recognized as the lead partner for land administration reforms in the Western Balkans,
including Albania, where the WBG’s earlier engagement has produced improved regulatory regimes
and measurable results on land registration and management. The WBG also has a successful track
record in supporting environmental clean-up and land management in Albania, with important
linkages to sustainable coastal tourism.

Enhancing governance, transparency and accountability of government — the WBG has a
comparative advantage among international partners in supporting social services and public
services’ governance reforms related to public service delivery, and has a strong body of analytic
work including Public Finance Reviews to underpin such efforts. Government has made the
strongest commitment at its highest levels to transform the relationship between citizens and
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Government, and has adopted a “science of delivery” approach. The WBG has the ability to support
this science of delivery approach as it applies to deep reforms in public service delivery.

54.  The above rationale for engaging in these five priorities implies that other SCD priorities
will not be addressed through WBG support. Among the areas where the WBG will not commit new
financial resources are: primary and secondary education, security and the rule of law, climate change,
mining and agricultural production. While development challenges remain in these areas, the WBG will
not engage here as the country will use its own resources or engage other partners to tackle these issues.
On climate change, 20 percent of the EU’s Second Instrument of Pre-Accession financing is earmarked
for climate change activities. In transport, the WBG will restrict engagement to road sector. In some
areas (e.g. security and rule of law) the WBG has limited comparative advantage. In other areas (climate
change, agriculture), other international partners, especially the EU, will be supporting Government
reform and investment needs.

55. CPF Results Framework and Core CPF Indicators. The WBG strategy outlined above gives
rise to a result framework of CPF objectives grouped into three broad focus areas that also correspond
to the top SCD priorities (see Figure 5 below). The twelve CPF objectives will be supported by a
manageable set of core indicators which will be met through the proposed WBG interventions (see
Figure 5 below). Results will be realized through achievement of targets for these core indicators which
will form the basis for evaluating performance at the end of the CPF period. Annex 1 presents the CPF
Results Matrix which includes new interventions as well as ongoing/legacy activities. Results of on-
going operations contribute to the achievement of many of the CPF objectives, which are themselves
aligned to top SCD priorities. Annex 2 presents the World Bank-1FC’s existing and indicative program,
advisory services, trust funds and AAA to support the focus areas and objectives outlined in the Results
Matrix. The CPF focus areas and objectives are described in the following section.
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Focus Area 1:

Restoring macroeconomic
balances

Objective 1a

Support improved fiscal
sustainability

Objective 1b

Provide strengthened
public investment
management in transport
sector

Objective 1c

Support improved
financial stability

Note: CPF Objectives color-coded to show linkage to SCD top priorities

Figure 5: CPF Results Framework and SCD Top Priorities

CPF Results Framework

Focus Area 2:

Creating conditions for
accelerated private sector
growth

Objective 2a

Contribute to improved
business environment

Objective 2b

Support sustainable
tourism development

Objective 2c

Support enhanced energy
security, efficiency and
supply

Objective 2d

Provide expanded and
inclusive land/property
registration

Objective 2e

Contribute to increased
productivity and
sustainability of land use

Focus Area 3:

Strenghening public
sector management and
service delivery

56. The three CPF Focus Areas are described below:

SCD Top Priorities

Priorityl: Restoring fiscal
sustainability and
maintaining financial stability

Priority 2: Establishing a high
quality business environment

Priority 4: Formalizing and
enhancing inclusiveness and
sustainabilitv of land markets

Focus Area 1: Restoring macroeconomic balances. This focus area includes three CPF objectives
that aim to support Albania’s efforts to improve fiscal sustainability, strengthen public investment
management and improve financial stability that are necessary for fiscal stability. The SCD
considers macro-fiscal sustainability and financial sector stability to be the highest priority, having
a fundamental impact on the country’s ability to move to an accelerated and sustainable growth
model. Albania’s economic vulnerabilities are exacerbated by its high public debt and arrears,
unsustainable fiscal deficits, inadequate planning and management of public investments especially
in transport infrastructure, and financial sector imbalances, including a large volume of NPLs. In
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the short term and beyond, these vulnerabilities can affect the generation of welfare gains and their
distribution among households and firms, the capacity of households and firms to accumulate assets,
and the returns households and firms receive. For instance, clearing public sector arrears is resulting
in increased financial flows to the private sector, which is likely to raise domestic demand and
contribute directly to growth. Measures for growth acceleration will support income growth thereby
contributing to the twin goals. Wages and pensions were main drivers of Albania’s sharp poverty
reduction prior to 2008. Pension reforms include social pensions targeted to protect the poor and the
vulnerable population. Better expenditure management and reduction of inefficient spending will
open space for investments in social services and public infrastructure which will contribute to
increased welfare of the poor and the bottom forty percent of the population through greater access
to services and greater potential for job creation. Addressing the macro-fiscal and financial challenge
is a pre-requisite for the country to transition to a new growth model. The strategy proposes three
inter-related CPF objectives supported by a strong program of technical and financial interventions
to implement the agreed medium-term macro-fiscal framework. One CPF objective in this area will
focus on fiscal consolidation, reforming areas with unsustainable fiscal liabilities, such as pensions.
Another will focus on enhancing transparency and predictability in financing and managing public
investments, particularly in infrastructure. The third CPF objective will address financial sector
weaknesses that jeopardize stability and undermine the role of financial institutions in promoting
growth and shared prosperity.

Focus Area 2: Creating conditions for accelerated private sector growth. This focus area will
provide transformational support to Albania which corresponds to three of the top SCD priorities: i)
establishing a high quality business environment; ii) providing clean, efficient and financially
sustainable energy; and, iii) formalizing and enhancing the inclusiveness and sustainability of the
land market. The CPF objectives in this focus area support Government’s reforms through
interventions that promote growth and enhance inclusion of the poor and the bottom forty percent.
The SCD empirically demonstrates serious shortcomings in the business environment by global
standards, notwithstanding some recent progress. For this reason, improving the business climate is
a CPF objective within this focus area. Central constraints include a heavy regulatory burden,
inadequate framework for private investment, high informality, weak trade logistics and facilitation,
barriers to labor market engagement, poor relevance of skills, inadequate reporting practices of the
real sector companies and lack of quality corporate governance of both real and financial sector
which limit firms’ access to financing and investment. Reforms to improve the business environment
are critical for job creation, and can strengthen the link between economic growth and poverty
reduction. The second CPF objective related to the business environment will support sustainable
tourism development given its high potential as a key driver for growth, job creation and investments.
Instability of energy supply is identified as a top constraint to doing business in Albania, and is a
third CPF objective within this focus area. Moreover, Government subsidies are at a fiscally
unsustainable level in a sector where technical and non-technical losses had risen to nearly half of
supplied electricity by 2013. Ensuring a reliable and affordable power supply is one of the most
important foundations for increased investment, growth, job creation and poverty reduction.
Development of Albania’s hydropower potential can serve as a strong driver for economic growth
to help disadvantaged regions overcome poverty disparities. The SCD priority related to land will
be addressed through two more CPF objectives. The first focuses on resolving historic land
ownership issues which are considered critical for stimulating both rural and urban investment, and
for overcoming poverty as well as regional differences in the level of poverty. The second CPF
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objective on land will focus on strengthening the productivity and sustainability of land use to
promote development. This involves making better use of Albania’s abundant agro-forestry
resources (which is an important element of inclusion in economic development). Economic
regeneration of the coastal region through integrated tourism development will open a range of
economic opportunities which will contribute towards overcoming poverty disparities. Securing
property rights, formalizing land settlements and sustainable land management will have a positive
impact on improving regional poverty disparities, reducing poverty and improving the welfare of the
bottom forty percent by enabling more secure and productive use of assets. Overall in this focus
area devoted to private sector growth, WBG operational and analytic engagement on skills,
employment, sustainable tourism and land and property rights will incorporate and address measures
for reducing regional disparities and enhancing inclusion.

Focus Area 3: Strengthening public sector management and service delivery: This focus area
includes four CPF objectives related to increased efficiency of public service delivery and improved
equity and access to basic social services. This area addresses the fundamental SCD priority of
enhancing governance, transparency and accountability of government. As noted in paragraph 51,
further selectivity is exercised in this focus area by directing assistance towards areas of WBG
comparative advantage. The WBG will focus selectively on public sector management and service
delivery to improve the efficiency in public service delivery, while civil service reforms, security
and rule of law are being addressed with support from the EU and other partners. WBG support is
more directly aimed at building citizens’ trust in government, Strengthening service provision, and
improving service delivery and access to basic social services. This includes support to the private
sector through Public Private Partnerships to engage in service delivery. This program will support
four CPF objectives. The first focuses on general efficiency of public service delivery. A weak
legal, regulatory and governance environment is seen as key a contributor to poor service quality and
limited accountability to service users. The Albanian public sector is characterized by weak
performance management systems and a lack of transparency and accountability in service delivery.
Albania’s public services are characterized by inefficiencies in spending, low quality, weak
institutional capacity, low levels of accountability, high degree of informal payments pointing to
corruption, and socio-economic inequalities. Greater trust between citizenry and government needs
to be created through changes in citizens’ interface with government. The remaining three CPF
objectives focus on the quality, equity and adequacy of service provision in social protection, health
and water supply services to the bottom forty percent of the population, citizenry in the poorer
regions of the country, including the Roma population. While the poor in general have inequitable
access to services, vulnerable communities are particularly excluded from essential services. WBG
engagement in this area will directly support government’s efforts at better targeting while improving
outreach and availability of public services.

The CPF activities under each of the three focus areas will be underpinned by two cross

cutting themes. Gender, as the first cross cutting theme, is well integrated in the CPF results framework
as it cuts across the objectives and several interventions. Gender dimensions will continue to be
integrated in operations and analytic work. Gender disaggregated data and monitoring backed by
gender-sensitive analysis will be systematically utilized during project preparation and implementation
to ensure interventions are appropriately developed and monitored. The current portfolio retains a
strong focus on female beneficiaries such as under the ongoing Social Assistance and Modernization
Project, while the upcoming Integrated Land Management Project includes facilitating female
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landholding.  The ongoing Environment Services Project aims to fully mainstream gender
considerations across all project components including promoting women’s involvement in associated
environmental income streams. Although Albania fares relatively well on gender parity index, a large
gender gap exists in labor participation rate. The proposed AAA on Skills, Employment and Labor
Market will especially focus on this.

58. The second cross-cutting theme is the EU accession process as a long term policy anchor.
The CPF program is geared to promote reforms and investments that further Albania’s accession agenda
while bringing the country closer to achieving the WBG’s twin goals. In the context of the IPA2
strategy, the EU has turned to the WBG as a leading partner on the ground to provide much-needed
implementation support for the ambitious reform agenda embraced by the Albanian Government. In
some areas, the WBG will take the financial and technical lead with its strong analytic base, relevant
expertise and sizable financial resources. In other areas, smaller amounts of WBG resources would
leverage larger IPA2 grant funding to deepen reforms, scale up interventions and maximize impact
through joint efforts. The EU roadmap also requires Albania to make tangible progress on minority
rights, including those of the Roma population, and on promoting socio-economic inclusion of the
minority communities. The CPF program will provide complementary support in the relevant and
appropriate areas.

59.  The strategy envisages addressing the needs of the bottom 40, the poor and vulnerable
population through technical and financial interventions. While the ongoing Social Assistance
Project seeks to better target the bottom forty percent — including the Roma population — the new Health
System Improvement Project includes measures to reduce the burden of health expenditures on the
poor. Going forward, issues of equity and inclusion will be addressed under the proposed areas of
engagement such as local government finance and governance, land and property rights, skills and
employment, and sustainable tourism. The engagement on local finance and governance will be
underpinned by analytic work which will include policy recommendations using evidence-based
assessment on the existing constraints to accessing equitable and quality services by citizens in the
poorer and more deprived regions. The operational engagement in this area will build on this evidence
to develop appropriately targeted interventions to improve governance and access to services for the
poor, the bottom forty percent, including the Roma population. The bottom forty percent and the poor
depend on small land holdings with limited ability to use land for market income, often with insecure
land titles. Efforts to improve land formalization and property registration will promote inclusion and
land security among these more vulnerable groups. WBG support for sustainable tourism in the
southern coast will incorporate initiatives to boost growth, local entrepreneurship and job creation,
specially promoting measures to enhance the participation of the vulnerable population. The analytical
work, such as on Skills and Employment, will provide the opportunity for evidence-based analysis to
better target the subsequent financial intervention. It will strengthen the evidence base and present
appropriate policy incentives for: i) reducing the barriers to formal employment for the bottom forty
percent, youth and women; ii) strengthening labor market information systems; and iii) strengthening
active labor market programs to promote activation of youth, women and the Roma population.

60. The proposed new activities during the program period are designed to contribute directly
to the CPF objectives (see Annex 1). The WBG program described in paragraphs 61-77 presents the
importance and relevance of the proposed interventions for accomplishing the CPF objectives that
support the twin goals. Legacy operations in the portfolio are included where these contribute to the
new CPF objectives and are also included in Annex 1 results matrix.
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Figure 6: CPF Results Framework: Core CPF Indicators
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Objectives Supported by the World Bank Group Program

FOCUS AREA 1: Restoring macroeconomic balances

CPF OBJECTIVE:
e Support improved fiscal sustainability
e Provide strengthened public investment management in transport sector
e Support improved financial stability

61.  Thisfocus area responds to the country goal of restructuring public finances to ensure
fiscal and macroeconomic stability. Reducing macro-fiscal and financial sector vulnerabilities
IS a pre-requisite for accelerating Albania’s growth. The SCD provides evidence that
macroeconomic imbalances related to high public debt, high structural fiscal deficits, public sector
arrears, large potential external imbalances and a chronic, high volume of NPLs in the financial
sector provide significant constraints for Albania’s ability to make progress toward reducing
poverty and promoting shared prosperity. These imbalances reduce the expected returns on
investment for households and firms, discouraging investment in human and physical capital and
constraining further improvements, and increasing the likelihood of poverty and exclusion. The
accumulation of arrears, for example, has contributed to the buildup of non-performing loans
(NPLs), which in turn has limited the ability of productive firms to raise financing. High public
debt contains the government’s ability to open fiscal space to strengthen social programs for the
poor and - if unaddressed — could lead to a crowding out of productive government spending. The
government is committed to lowering public debt from 71 percent in 2014 of GDP to 69 percent
by end 2016 and to well below 60 percent by 2019.

CPF Obijective 1a: Support improved fiscal sustainability

62. Fiscal consolidation and sound public financial management are important steps
towards improving macro-fiscal stability. Central government consolidation would need to be
supported by improvements in monitoring and a reduction in explicit and implicit contingent
liabilities in order to ensure that the consolidation process is not undermined through in-efficient
ad hoc expenditures. Cutting inefficient spending will create fiscal space for social services and
welfare programs for the poorest, while strengthening fiscal policy will contribute to efficiency
gains - critical in a fiscally constrained environment - in public service delivery, especially social
services that directly benefit the poor and the bottom forty percent of the population. Strengthening
the growth and shared prosperity stance of fiscal policy is therefore particularly important in the
context of sustained fiscal consolidation. The CPF foresees a series of budget support operations
aimed at improving fiscal sustainability. On the broader public financial management (PFM) front,
the World Bank - together with the EU and the IMF - is supporting the clearance of central
government arrears of around 5.2 percent of GDP and the implementation of measures that will
prevent the re-occurrence of central government arrears. The EU is also currently preparing a
budget support operation that focuses on strengthening Albania’s PFM. Trust-funded TA projects
include Strengthening the Capacity of Financial Supervisory Authority and REPARIS which are
aimed at developing public sector accounting and financial reporting capacities for Albania. The
PFM reform agenda has been closely coordinated among the EU, the IMF and other European
development partners.
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63. Improvements in fiscal sustainability also require strengthening of sub-national
financing and governance. The local government and territorial reforms initiated by the
Government provide an opportunity to support the fiscal and administrative decentralization
agenda focusing on sub-national financing and associated local governance reforms. The CPF
foresees a Subnational Public Finance Review which could form the basis for a multi-sectoral
result based operation on sub-national financing and governance focusing on fiscal and service
delivery areas. This analytical engagement at the sub national level will provide an important basis
for subsequently addressing issues of regional disparities and equitable provision of services for
the bottom forty percent and the vulnerable segments of the population including the Roma
population. The analytical work will also provide an opportunity to conduct an initial assessment
of service delivery arrangements under the new local governments that are expected to be in place
after the June 2015 local elections. WBG proposed interventions in this area will be closely
coordinated with international partners providing technical support to the Government on local
government reforms.

CPF Obijective 1b: Provide strengthened public investment management in transport sector

64. Improving public investment management in the infrastructure sector, and
specifically in the transport sector, is important to scale up public investment in a way that
supports the country goals of macro-fiscal stability and inclusive growth. Weak and poorly
planned public investments in the transport infrastructure contributed to the mounting government
arrears and incomplete physical assets. This sector has been responsible for almost all capital
investment arrears and addressing this challenge is essential to promote fiscal discipline through
systematic planning and budgeting. These arrears have been a major source of financial distress,
leading to the consequent slowdown in infrastructure projects, halting employment opportunities
for a large part of the non-agricultural low skilled labor. Better planning and budgeting, with
predictable financing of technically viable infrastructure, will create more stable employment
opportunities for the poor and the bottom forty percent. Fiscally sound and transparent
management of public investments is being supported in the transport sector through a Results
Based Roads Maintenance Project leveraging enhanced engagement of other IFIs. A follow up
transport reform operation will be considered at a later stage in the CPF to rebalance the public
expenditure program towards maintenance of assets, support better planning and management and
safeguard against future arrears. IFC support to develop PPPs in the road sector will contribute to
efficiency gains through private sector involvement. Through this investment and PPP advisory
support, the IFC expects to facilitate US$45 million in financing of highways aimed at improving
access for 100,000 people. Other partners active in the sector include the EBRD, EIB and the EU.

CPF Obijective 1c: Support improved financial stability

65. Reducing NPLs, reviving credit growth, and strengthening bank and non-bank
prudential authorities are essential for spurring growth, protecting the income of economic
agents and increasing financial inclusion. The high level of NPLs is both a potential source of
macroeconomic instability and a key impediment to improving access to financing and promoting
financial stability. While the authorities have adopted a number of measures to strengthen key
aspects of the NPL resolution framework, further judicial reforms are essential improve the
insolvency regime and collateral execution processes. Overall, strengthening the independence
and capacities of financial regulators is the sine qua non for the maintenance of financial stability
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and further development of financial sector intermediation. It also creates the preconditions for
financial inclusion in areas with a low financial penetration such as rural areas, paving the way for
welfare gains among the bottom 40. Strengthening the capacities of the financial regulators,
improving the insolvency regime, collateral execution and private bailiff structure are examples of
additional steps that could support future credit growth. Supporting the banking and nonbanking
sectors with advice on risk management and NPL resolution as well as corporate governance will
optimize NPL portfolio management and the value of distressed assets. It will also address the
issues of transparency, functioning of boards, and decision making by the boards of Albanian
banks, and further enhance the performance of financial sector operators. Policy reforms in this
area will be supported by a second Financial Sector Modernization DPL which would continue to
implement the reform agenda started under the DPL in the series. This engagement provides
complementarity with the IMF program.

FOCUS AREA 2: Creating conditions for accelerated private sector growth
CPF OBJECTIVES:
e Contribute to improved business environment
Support sustainable tourism development
Support enhanced energy security, efficiency and supply
Provide expanded and inclusive land/property registration
Contribute to increased productivity and sustainability of land use

66.  The five objectives under this Focus Area directly correspond to several top SCD
priorities, and support the country goal to increase competitiveness for growth and shared
prosperity. Albania remains poorly integrated with the world and exports amount to only 30
percent of GDP (see Figure 7 below). As a small open middle-income economy, Albania’s main
path to prosperity is through more successful international integration, especially with Europe.
Albania needs to address the fundamental constraints across multiple dimensions to integrate
successfully with Europe and the world. A country the size of Albania needs an exceptionally
strong business environment to attract investors and connect to international supply chains.
However, companies have not been investing and creating jobs because doing business has been
too cumbersome. First, the operating environment for businesses remains weak which also gives
rise to high unemployment and inactivity with barriers to labor market engagement, in particular
for vulnerable groups and women. Relevance of skills for jobs is considered weak which creates
further constraints contributing to low labor engagement especially for the bottom forty percent.
Second, Albania faces a number of infrastructure constraints, especially in the energy sector which
create additional uncertainty and cost to investors, particularly in manufacturing. Third, land
management and land market in Albania require further development to contribute their full
potential to a strong investment climate, social stability and inclusive growth. Unsustainable
natural resource management, inefficient environmental services, unsustainable forestry and
agriculture practices undermine the potential for economic development, rural and urban
investments and tourism growth, and increase inequalities in poverty and income. Recognizing
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these multiple constraints, the WBG will seek to contribute to this focus area through five CPF
objectives which have strong cross-sectoral and cross-cutting dimensions.

Figure 7: Albania’s exports: the economy’s Achilles heel (Exports as share of GDP)
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CPF Objective 2a: Contribute to improved business environment
67. The Albanian government, private sector, the WBG, and the donor community have

identified a subset of business environment constraints which are seen as a barrier to
economic growth and job creation. Business constraints include: inefficiencies in cross border
trade; a costly and burdensome construction permits process; unreliable enforcement of
commercial disputes; burdensome tax administration; poorly defined business exit and insolvency
framework; and a fragmented and unpredictable FDI (Foreign Direct Investment) framework.
Another critical constraint is the limited access to finance for firms and households, especially for
women, rural populations, and the less well off. Firms in Albania currently have limited access to
finance because of the heightened risk in banking sector due to high level of NPLs, low penetration
of financial services and low financial inclusion. The proposed Financial Sector DPL will help
support financial intermediation while a proposed Competitiveness and Jobs DPL will provide
support for improving the investment climate, expanding access to finance and may also integrate
and leverage ICT opportunities such as ICT enabled jobs. Other development partners active in
this area include the EU which focuses on competitiveness and innovation. EBRD supports the
development of a more competitive private sector through an active investment policy and
technical assistance in key sectors. USAID is currently supporting agribusiness competitiveness
in Albania through technical assistance.

68. A paucity of adequately skilled labor force is also a growing constraint to the business
environment. Evidence from firm and labor surveys show that about 3 out of 10 firms in Albania
reported skills as a major or very severe constraint, just behind infrastructure and corruption. The
skills supply, nurtured by education and training systems, has not adapted well to changes in skills
demand!!. This demonstrates gaps in how education and training systems achieve quality and
relevance and translate these into market-valued skills. This market failure involves the lack of
strong quality assurance and of information on the returns to different careers and postsecondary

10 World Development Indicators (2014)
11 Source: Growing with Jobs in ECA report
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vocational training offered by institutions to guide students’ choices. These have two main
consequences: high variation in the quality of provision and misguided career choices that result
in imbalances in the skills supply of graduates. The impact of improvements likely will be felt in
the medium to longer term, but policy actions and interventions are needed in the short to medium
term. The CPF will also support an analytic program that will seek an evidence-based
understanding of the labor market and the constraints faced by women and the bottom forty percent
to labor force participation. Further policy support for job creation, including on labor market
reforms, will be provided under the proposed Competitiveness and Jobs DPL and associated
analytic work. The proposed Skills and Employment Project will focus on strengthening the
relevance of the training system and active labor market programs, including creating enhanced
linkages between the training system and employers. Other development partners engaged in the
area of vocational education and labor issues include the EU, Germany and ILO.

CPF Obijective 2b: Support sustainable tourism development

69. Albania’s rich land endowments and pristine natural beauty are yet to be fully tapped
for sustainable tourism development. The country’s natural and land resources are poorly
planned and developed especially in the coastal region. Issues such as uncontrolled urban growth,
lack of adherence to building standards and stressed municipal infrastructure in key coastal towns
have increased pressure on the pristine and fragile nature and habitats and land resources
threatening the asset base that is the foundation of this tourism potential. Government is
committed to developing tourism as a key source of growth and employment and is promoting
sustainable tourism as a strategic sector that will provide opportunities for generating regional
growth and jobs for the local population including the bottom forty percent. A more focused
regional approach can also help build institutional capacity for sustainable tourism development
through improved coordination, better management and sustainable use of cultural and natural
heritage. Building on the results of a recently closed IBRD project in the coastal region, the
sustainable development of natural and cultural assets will be integrated in a cross cutting way
with urban and environmental infrastructure to boost tourism development and economic growth
in Albania’s coastal region under a proposed Coastal Zone Regeneration and Sustainable Tourism
operation. The proposed operational and analytical engagement will take into consideration
regional disparities, and the needs of excluded communities and the bottom 40 including through
potential employment opportunities generated through tourism growth. WBG’s engagement in
this area is expected to leverage other partners’ assistance.

CPF Obijective 2c: Support enhanced enerqy security, efficiency and supply

70.  Security of electricity supply and a financially efficient energy network are essential
to support economic growth. The power sector suffers from significant inefficiencies related to
the speed and reliability of power supply. An unreliable and expensive power supply dissuades
large firms looking to enter emerging markets, and existing firms ranked electricity constraints as
one of the main constraints (BEEPS 2014). Efficient management of electricity distribution and
diversification of electricity generation potential is required to ensure security of supply and
financial sustainability. Recurrent energy shortages because of fluctuations in rainfall, persistently
high distribution losses (about 44 percent in 2013), and regulated tariffs below recovery costs,
have resulted in unsustainable fiscal support from the government. In the distribution sector, low
collection rates among households, businesses, and public institutions (78 percent in 2013) have
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contributed to rising fiscal costs. In response to these challenges, the Power Sector Recovery
Project supports Government’s ambitious reform program in the energy sector. It aims to improve
reliability of power supply and financial viability of the power sector. While clamping down on
illicit energy use by households, firms and public agencies, Government is also improving
targeting and coverage of the energy safety net for poor households, with WBG support. The
World Bank funded Dam Safety project is rehabilitating existing hydropower dams to enhance
security and safety of operations. Development of Albania’s hydropower potential for domestic
and export use is a high-potential driver of growth for some of Albania’s poorer and more remote
regions, helping to overcome geographic poverty disparities. Ongoing WBG assistance would be
complemented by a proposed energy development operation supporting further market reform and
diversification of energy sources. IFC investments and advisory services will contribute to the
installation of additional 110 MW of renewable energy. Moreover, the IFC’s ongoing Balkan
Renewable Energy Project aims to improve the regulatory framework for renewable energy, by
assisting private companies and banks to assess renewable energy proposals, and by providing
dedicated lending instruments to commercial banks. The WBG is working in close collaboration
with other active partners in this sector including the EU, EBRD, EIB and KfWw.

CPF Obijective 2d: Provide expanded and inclusive land/property registration

71.  Land and property markets require further development to contribute their full
potential to economic growth. The country suffers from historic land restitution issues which
pose a significant judicial and fiscal burden and undermine growth, as well as considerable
informal settlements and other types of land insecurity. Albania lacks a modern system for
registering, recording and transferring land and property, and suffers from an incoherent legal
framework and divided institutional responsibilities in this area. Securing property rights and
formalizing land settlements will create a more enabling environment for investments that will
also benefit women and the bottom forty percent of the population. The government has
recognized the large challenges in this area and has requested the Bank to assist in developing a
comprehensive, integrated land management approach for the sector and provide continued
support in property registration. Results achieved under an earlier Bank financed operation aimed
at establishing a modern cadaster and initiating property registration will be complemented by the
existing Land Administration and Data Improvement (LADI) Trust Fund focusing on digitalization
of property maps, and by a proposed Integrated Land Management Project that would support
digitized property registration, and an integrated land management policy. This would support
urban planning and management, and contribute to stimulate urban and rural investments. The
WBG will be the key partner to support movement toward the EU acquis communitaire as the
changes in land policies and institutional responsibilities are required per the EU directives. The
WBG and the EU are currently the main development partners engaged in the area of land and
property registration. The Council of Europe is providing support on the legal and restitution
framework.

CPFE Obijective 2e: Contribute to increased productivity and sustainability of land use

72. Strengthening the productivity and sustainability of land use to promote development
is a key government priority supported under this CPF objective. This reflects Albania’s
abundant natural resource endowment as a main driver of future growth. Engagement in this area
is also expected to address regional disparities in poverty (see paragraph 23, and Figure 2). Critical
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land usage challenges include low farm productivity, non-inclusiveness of land markets, lack of
urban planning and enforcement, unsustainable land management practices and poor use of natural
resources. Enhancing land productivity and maximizing sustainable use of Albania’s natural
endowments will boost farming income thereby generating regional growth and job opportunities
for the bottom forty percent of the population. Existing engagement in this area includes support
for enhancing sustainable land management practices through the recently approved
Environmental Services Project, and improving agricultural land productivity through the ongoing
Water Resources and Irrigation Project that will close towards the end of the CPF period. While
new IBRD investment in agriculture is not foreseen in the CPF, IFC could support agribusiness as
part of its broader work on the business environment if the opportunity arises. The WBG
operational and analytical engagement take into consideration regional disparities and incorporate
measures for enhancing gender dimensions in the interventions, and the bottom 40 including
potential employment opportunities generated through tourism growth. WBG’s engagement in
this area is expected to leverage other partners’ assistance.

FOCUS AREA 3: Strengthening public sector management and service delivery

CPF OBJECTIVES:

Support increased efficiency of public service delivery

Support improved equity and access to social protection services

Contribute to increased efficiency and access of health services in hospital sector
Provide enhanced coverage of water and sanitation services

73.  This CPF focus area corresponds to a top SCD priority and supports the country goal
of enhancing governance and improving service delivery to the citizens. The SCD identified
“enhancing governance, transparency and accountability of government” as among the top five
priorities to stimulate growth, reduce poverty and enhance prosperity. The CPF will focus
selectively within this broad priority on four related CPF objectives where the Bank has
comparative advantage and a track record of engagement and results. Government reform program
for increasing the efficiency of public service delivery will be supported through the first CPF
objective in this focus area and improving equity, efficiency and access to basic social services
will be supported through three CPF objectives. WBG engagement in these areas will build on its
comparative advantage by supporting systems improvement and reforms across key public
services, while some broader governance areas, such as the rule of law and civil service reforms,
are being addressed through EU engagement.

CPFE Obijective 3a: Support increased efficiency of public service delivery

74. Improving service delivery, increasing transparency, reducing scope for corruption
and enhancing the accountability of government underpin this CPF objective. This will
improve management and use of scarce public resources. The quality of public service delivery
and government accountability to citizens are undermined by corruption, fragmented institutional
arrangements and weak planning and implementation. Government recognizes the lack of trust
that citizens have in public services delivery, and wishes to transform the interface between

31



citizens and the state. Government has initiated a bold reform of public service delivery, entitled
“Innovation against Corruption,” in June 2014. The goal is for citizens to benefit from improved
access to administrative services, greater efficiency in the delivery of these services, reduced
transactions costs and a reduction in petty corruption. This will translate into time and cost savings
for service users with special efforts taken to identify the needs of vulnerable groups, the poor and
the bottom forty percent of the population and improve their access to administrative services. The
CPF will support Government’s program through the Citizen Centric Service Delivery Project.
The project will support innovative citizen-centric design of administrative service delivery and
help develop a new service culture. Development of proactive feedback mechanisms will allow
beneficiaries to suggest improvements in services to better address their needs. In addition,
benefits to government agencies will be in the form of streamlined business processes, digitization,
and improved efficiency. Other development partners engaged in this area are the EU (deeply
engaged in public sector reforms, including digitization), UNDP, and Italian cooperation. Those
engaged in the broader and parallel domain of civil service reforms, rule of law and security, and
anti-corruption efforts include the EU, Swedish Cooperation, USAID and Swiss Cooperation.
Strong coordination with development partners will be maintained to ensure complementarity.

CPF Obijective 3b: Support improved equity and access to social protection services

75.  Government is implementing reforms in social protection programs that focus on
improved equity and access for poor, excluded and the bottom forty percent of the
population. Weak governance, poor targeting and inefficiency are at the root of poor access to
social protection services by poor, remote and excluded population. Only a quarter of the poorest
households receive targeted last-resort social assistance, whereas spending on disability payments
has been growing wildly due to inadequate screening and targeting. Benefits administration for
Solidarity Albania, the social assistance program, and disability programs is undergoing
improvements to enhance capacity, simplify the complex application processes and establish
systems for managing information. Establishment of effective management information system
(MIS) will improve efficiencies in applying for and awarding benefits. Government is committed
to improving the effectiveness of social assistance benefits and has initiated an ambitious reform
program to strengthen the design, administration and governance of these transfers. The reform
program focuses on improving the equity and efficiency of the social assistance program and
disability assistance benefits. The new pension law approved in 2014 opened the way for
significant and long-overdue pension reforms that are now under implementation. The Bank-
funded Social Assistance Modernization Project (SAMP) supports the Government in
implementing these reforms that aim to reduce poverty and vulnerability. It also supports
improvements in transparency through proactive communications, and modernized information
systems. Additional financing for SAMP is envisaged in the CPF.

CPF Obijective 3c: Contribute to increased efficiency and access to health services

76. Albania’s health system performance shows improvements in several areas yet
progress is mixed in other areas requiring significant effort to improve efficiency and access.
While health outcomes are relatively strong by regional standards, financial protection of
households against high out-of-pocket payments (OOP) is weak, and quality of care in hospitals is
a serious concern. Average life expectancy is relatively good but the burden of non-communicable
disease is high and health service quality is low. Public spending in health sector suffers from
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inefficiencies and inequities. The poor and those with chronic diseases face a high and growing
burden of out of pocket health expenditures which currently represent 10 percent of income among
the poorest households. The health sector requires reforms in governance and performance
management in public hospitals to better plan and adapt service capacity to needs, strengthen
management and governance, and improve efficiency and quality of care. Government has
demonstrated strong commitment to undertaking reforms in key areas including improving health
financing systems and hospital services, pharmaceutical reforms and moving toward universal
coverage through expanding social health insurance. The Government program includes policy
interventions to improve health care services, enhance public accountability and structural reforms
to improve service delivery. The newly approved IBRD Health Systems Improvement Project and
IFC PPP in health are directly aligned with Government’s health sector reform strategy and support
the achievement of reform objectives. Reforming the hospital sector by creating a more
accountable management structure, improving monitoring and management of service quality and
enhancing financial access through social health insurance are some elements of IBRD support.
A PPP in hospitals is being supported by the IFC. Other development partners engaged in the
health sector include the Swiss Cooperation, Italian Cooperation, and the Council of Europe
Development Bank (CEB).

Obijective 3d: Provide enhanced coverage of water and sanitation services

77. Albania’s public investments in water and wastewater services are poorly governed
and performing below optimum levels requiring significant support to maintain both quality
and sustainability of services. Service delivery in the water sector has historically lacked a
transparent and well governed planning process leading to unreliable services to citizens, weak
utility performance and poor management of the existing asset stock. The existing utilities require
efficient and transparent management and a medium-term incentive framework that is currently
lacking. Water services are provided at local government level and are fragmented through 57
utility companies which make it challenging to provide efficient management, good access and
quality services. Adequate access to water and sanitation services is particularly important for the
bottom 40 who are disproportionally affected by poor access and limited services. Better
governance and transparent management of public service delivery investments will continue to
be supported through the existing project in the water sector and associated analytic work. The
legacy operation, Water Sector Investment Project (WSIP), is included in this objective as it aims
to improve the utilities’ services and expand citizen’s access to services. A proposed analytic work
as well as the Regional Danube Water Program will provide policy support for a medium term
sector financing strategy to support sustainable service delivery. The WBG interventions in this
area are coordinated with development partners active in the water network and services including
the KfW, GIZ, ADA, USAID and the EU.

C. Implementing the FY15 — FY19 Country Partnership Framework

78.  The Albania CPF for FY15-19 builds on the ongoing portfolio which broadly aligns
with the proposed objectives of the new CPF. There are currently 8 projects with commitments
totaling US$450 million. These projects are supporting investments in energy, irrigation, water
supply, environment, health and social protection. Albania’s portfolio performance has been at
par with ECA (Europe and Central Asia) region performance, with disbursement rate averaging
about 2 percent over the last ten years.
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79. IBRD indicative financing up to US$1.2 billion is proposed in support of the FY15-
FY19 CPF program with significant front loading in the initial period keeping pace with
Government reform and subject to exceptional progress on the reform program, country
demand and IBRD’s financial capacity. Under this assumption, up to forty percent of the
indicative lending is expected to take the form of budget support subject to continued satisfactory
performance on the agreed macro-fiscal framework (See Table 3). IFC investments are expected
to reach US$150 — US$200 million during the CPF period. In FY14, reflecting the ambitious
Government reform agenda, new IBRD commitments rose above US$300 million, a record
amount for Albania, including two DPLs to support macro-fiscal sustainability and financial
stabilization. FY15 will also be a peak year, with new commitments of over US$400 million
including a PBG. For IBRD, FY15 serves as a bridging period between the previous CPS and this
CPF, reflecting an investment lending program outlined in the CPS Progress Report. The proposed
WBG FY15-FY19 lending, analytic and technical assistance program is outlined in Annex 2. The
PLR at mid-term will assess progress in delivering the program, and will make necessary
adjustments for the remaining CPF period to incorporate possible shifts based on actual
performance, progress in reforms and emerging country developments.

Table 3: CPF Indicative IBRD Lending Program FY15-19

IBRD
B FRorlEeT (US$ million)
Albania Health System Improvement 40
o Road Safety and Maintenance 80
S Policy Based Guarantee (PBG) 220
L Power Sector Recovery Project 150
Sub-total FY15 490
Citizen Centric Service Delivery 32
© Integrated Land Management 45
; Coastal Regeneration & Sustainable Tourism 53
L Financial Sector Development Policy Loan 100
Sub-total FY16 230

Sub-National Finance and Governance

Competitiveness and Jobs DPL

SAMP Additional Financing

Sub-total FY17 180

Energy Sector Development

Skills & Employment

Development Policy Loan

Sub-total FY18 200

Transport Reform

Development Policy Loan

Sub-total FY19 120
TOTAL 1,220%2

FY17

FY18

FY19

80.  The CPF brings a greater focus on results. The choice of instruments in the indicative
program includes IPFs, in several instances with incorporation of Disbursement Linked Indicators
(DLIs), Additional Financing for well performing operations, and policy-based lending in support

12 This includes the PBG in the amount of US$220 million.
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of macro-fiscal and structural reforms. The CPF proposes several IPF operations adopting a
results-based approach in diverse sectors such as transport, local governance, and public service
delivery, opening the way for a more programmatic engagement in the latter years using a sector
wide approach.

81. In line with the selectivity filter of strategic programming, the shift to larger more
transformative operations will be maintained. The move from an average project size of US$10
million a decade ago to the present US$50 million will be continued with average project size
expected to reach US$70 million by the end of the CPF period. This would help in avoiding
proliferation of too many small operations with high transaction costs that can be unmanageable
in a small country context and overburden government capacity. The IBRD indicative lending
program envisages 15 new operations with the number of projects in the portfolio rising to between
12-13 operations by the end of the CPF period (see Annex 3).

82.  The CPF seeks to maximize the synergies among the IBRD, IFC and MIGA. There is
currently a strong collaboration between the IBRD and IFC in the area of business environment
where the teams work jointly. Active collaboration in transport, competitiveness, skills
development and health is foreseen during the CPF period. Further deepening of this collaboration
will be considered in the context of the relevant Joint Implementation Plan (JIP). IFC will
strengthen its current investments and advisory services in energy and banking sector, and will
further lend support to export oriented businesses, renewable energy SMEs, transport, health and
waste management. All three agencies are providing mutually reinforcing assistance in the energy
and financial sectors. MIGA is involved in three projects in the energy, financial, and tourism
sectors. MIGA’s involvement in the energy sector dominates the exposure, with US$ 143 million
in gross, and US$ 71 million in net exposure to one project. Supporting foreign investment through
political risk guarantees, in close coordination with the IFC and IBRD, will remain a strategic
priority for MIGA’s activities in Albania. Current payment arrears affecting Albania’s energy
sector are a concern and pose a challenge for MIGA. Areas for potential further MIGA
involvement include the manufacturing, agribusiness, and services sectors.

83. More operationally relevant analytical work and knowledge support will be part of
the CPF program. The analytic work will contribute to the CPF objectives by filling the
knowledge gap in important growth promoting areas such as municipal public finance, labor
market, jobs and growth and sustainable tourism in the coastal region. Country specific analytics
will be backed by regional AAA in the areas of poverty assessment, energy efficiency, gender
diagnostics, education and innovation. While gender specific AAA is proposed, gender and
inclusion will also be addressed in a cross cutting manner in all relevant analytic work. The IFC
will continue to provide advisory services in financial sector, climate change, improving business
environment, and waste management at municipal level. It will expand its engagement to support
PPP transactions and privatizations in extractive industries, waste management at municipal level,
and to financial institutions to help launch highly differentiated supply chain finance programs.

84.  The scaled up Bank engagement during the CPF period will require Government’s
strong implementation performance as well as the Bank’s regular technical and
implementation support. The shift of the CPF to larger and more transformative operations,
while easing the administrative burden on government institutions, will also present capacity
challenges particularly in fiduciary areas and on overall program monitoring. Recognizing the
existing capacity constraints, the WBG program will systematically incorporate capacity
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enhancement measures in all new operations, complementing the support provided by other
partners. In addition, technical assistance will be provided to the Supreme Audit Institution to
strengthen its capacity for audit and associated functions. These broader areas will be
complemented by ongoing capacity enhancement measures in sectoral line ministries, especially
for strengthening monitoring and establishing management information systems, such as
envisaged in the Citizen-Centric Service Delivery, Social Assistance Modernization, Roads
Maintenance and Health Systems projects. These monitoring systems will be strengthened to
adequately assess performance and impact across gender and inclusion dimensions. Broader
support for establishing Integrated Planning Systems is under implementation through a Trust
Fund managed by the World Bank.

85.  The good integration of the Trust Fund portfolio, as seen in the previous CPS, will be
further deepened. Currently there are 7 active Recipient Executed Trust Funds amounting to
US$12.5 million focused on natural resources, integrated planning system, public sector
accounting and extractive industries. A set of important Trust Funds are in the pipeline to support
accounting standards and strengthen supervision capacities of the financial supervisory authority.

86.  The results focus initiated during CPF preparation will be maintained throughout its
implementation. The joint WBG preparation process initiated during the SCD preparation has
been further strengthened during CPF preparation through the establishment of multi-GP results
teams centered on each focus area which have cross cutting objectives. This process contributed
to developing a shared vision and alignment first around the SCD priorities and then around a set
of focused CPF objectives. These multi-GP results teams, under the leadership of the Program
Leaders/Lead Specialists, will remain active during CPF implementation. The teams will take
responsibility for monitoring progress towards results and provide guidance for modifications, as
needed, during the PLR. This results based approach also complements the Albanian
Government’s focus on results.

87. Regular portfolio performance reviews at the country level contribute to a high level
oversight of program performance and allow for timely resolution of emerging bottlenecks.
The portfolio performance reviews will be conducted at three levels: i) bi-annual portfolio reviews
initiated during FY14 will continue under the leadership of the Ministry of Finance; ii) quarterly
reviews will be conducted with relevant ministries to seek resolution of emerging issues related to
problem or high risk projects; and iii) an annual review will be conducted with a particular focus
on assessing progress on the CPF supplementary indicators. The CMU will work with the GPs to
encourage teams towards a more results oriented supervision which will underpin portfolio
reviews and CPF monitoring, and will also encourage greater proactivity for poorly-performing
operations, including options such as restructuring at any point and not only at mid-term review.

Review of Government Procurement and Financial Management systems

88.  Albania has made progress in public procurement reform yet significant challenges
remain. Public procurement legislation in Albania substantially complies with the EC
Procurement Directive 2004/18. There are two high level entities involved in Public Procurement:
the Public Procurement Agency (PPA) which has regulatory functions, and the Procurement
Review Commission (PRC) which is responsible for review of procurement complaints. While
there have been improvements in the public procurement review system, public procurement in
Albania faces serious challenges regarding significant undervaluation of bids which often lead to
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poor quality of works. Another challenge is the high number of unpublished negotiated contracts.
Notwithstanding the moderately high rate of complaints addressed to the contracting authorities
and to the PRC in particular, the perceived lack of trust in the review mechanism is another
challenge for public procurement. Currently, the PPA with the support of the EU funded SIGMA
project is in the final stages of developing a general strategy for public procurement system in
Albania. The PPA is also in the process of consultations for introducing amendments to the law
on public procurement to address issues and shortcomings identified during the implementation of
the current law.

89.  The World Bank will continue to provide technical support with the aim of increasing
opportunities for the use of the country systems in Albania. The Bank support for
strengthening public procurement in Albania will be threefold. First, it will provide technical
assistance to increase compliance monitoring and transparency in public procurement, strengthen
efficiency and transparency in public procurement, and improve external audit carried out by the
State Audit Institution. Second, Albania is the first country in the region to pilot e-procurement
for the World Bank financed projects with the first contract procured through the e-procurement
system in 2012. The e-procurement system has been certified by the World Bank for the use of
International Competitive Bidding (ICB) and National Competitive Bidding (NCB). The pilot has
given positive results and it has been used by implementing agencies also for other donor funded
projects (such as EIB, and EBRD). Following good results and feedback from the pilot, the use
of government’s e-procurement system will be applied to at least one part of Albania’s portfolio
during this CPF cycle. Third, Government decision to streamline project management of donor-
financed projects into the line ministries will require that each new World Bank financed
investment operation to include necessary procurement capacity building support in the relevant
ministries.

90.  Albania benefited from a number of detailed reviews?®® of its Public Financial
Management system that have paved the way for progress in this area. The last 2011 PEFA
assessment concluded that Albania has an adequately functioning fiscal and budget management
system enabling the government to finance and execute a budget that delivers public services to
the general population. Albania scores relatively well on comprehensiveness and classification of
the budget, basic treasury operations (including budget, and payroll controls), financial
reporting/transparency and public access to government budget and financial information. The
most notable steps to improve core public financial management system over recent years
encompass the implementation of the Treasury Single Account and the development of the Albania
Financial Management Information System (AFMIS) which will be expanded to all participating
entities'*(budget institutions and a limited number of municipalities) to enable direct expenditure
prioritization, management, commitment and contract registration. Further enhancements to the
system are planned including implementation of new modules on budget preparation, external
assistance and medium term budget planning, pre-commitment control and linkages to the tax
collection system. These improvements have the potential to provide the Ministry of Finance with
a fully functional financial management information system. For the Bank’s lending operations,

13 Two PEFA assessments (2006 and 2011), a Public Expenditure Review (2006), a Public Finance Review (2013), annual EU-
SIGMA reviews, and other analysis by the World Bank, the IMF, the EC, and other organizations

14 Albania has a total of 429 budget institutions, including local institutions and special funds, which together have created 1548
spending units for the purpose of budget execution through the Treasury system. The five pilot institutions that are already
connected include the General Directorate of Roads, the National Assembly, the National Agency of Natural Resources, the
National Licensing Center and the Intelligence Service. Supported by SETS.
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acceptable elements of the country financial management systems are expected to be used while
concurrently supporting system strengthening.

Partnership and coordination

91.  Collaboration and coordination with development partners will remain strong with
WBG engagement leveraging other partners’ assistance. The last decade witnessed a decrease
in the number of development partners in Albania, with many bilateral partners increasingly
channeling their support through the EU. Nevertheless, foreign assistance has been crucial in
supporting Albania’s capacity building and capital investments. With around US$350-US$400
million external annual support, Albania still relies quite heavily on foreign financing which covers
40 — 50 percent of the capital expenditures in the budget. The WBG and the EU are the key
strategic partners in Albania, and their programs cover multiple sectors. The complementarity
with other development partners’ programs is presented in the earlier discussion about the CPF
objectives.

92. The Government is committed to enhance the effectiveness of development
cooperation in support of national priorities. Leadership is provided by the Deputy Prime
Minister, who is also leading the NSDI preparation, through the Department of Development
Planning, Financing and Foreign Aid (DDPFFA). Albania has adhered to principles of aid
effectiveness undertaken under the Paris Declaration, Accra Agenda for Action and Busan
partnership for Effective Development Cooperation. Development partners’ coordination takes
place through the Donor Technical Secretariat. The secretariat facilitates stronger information
exchange among development partners, and with Government to improve aid effectiveness. EU
is leading the efforts to strengthen donor coordination mechanisms including streamlining the
Sector Working Groups with the aim to work with Government on a sector wide approach for
harmonization of development assistance.

IV.  MANAGING RISKS TO THE CPF PROGRAM

93.  The overall risk to achievement of development objectives outlined in the CPF is
assessed as moderate. The risks to the CPF development objectives are summarized in table 4.
The Government is pursuing an ambitious program of structural reforms to bring the country back
on an accelerated growth path. The partnership between the WBG and the Government of Albania
is strong with the reform environment in the country lending itself to deeper WBG engagement.
The following areas are assessed as the key risks for the achievement of the CPF development
objectives.

Table 4: Risk Rating

Risk Categories Rating (H, S, M, L)
Political and governance
Macroeconomic
Sector strategies and policies
Technical design of project or program
Institutional capacity for implementation and sustainability
Fiduciary

nnn <
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7. Environment and social M

8. Stakeholders

—

Overall M

The key risk to successful implementation of the CPF relates to the Government’s
overriding objective to restore growth. This objective, and the WBG program to support
it, faces substantial macroeconomic risks. This could have implications for the DPLs if the
macroeconomic framework goes off track. Albania has a relatively high exposure to
developments in neighboring countries, especially Greece and Italy, through remittances,
exports and foreign investments. Prolonged stagnation in the Eurozone, and a slower than
projected pace of recovery in the Euro area could lead to lower than expected growth,
revenue collection and fiscal consolidation. Moreover, given the large exposure of the
financial sector to external regulatory shocks, there are risks of potential pressures from
deleveraging of foreign banks. Significant efforts are underway by the Albanian authorities
supported the EU, the IMF and the WBG to ensure macroeconomic stability. The
government has signed a 3 year Extended Fund Facility (EFF) with the IMF which aims at
putting debt to a declining path after the government clears all arrears in 2016. The WBG
has provided significant assistance to support government’s reforms in the fiscal domain,
and to address vulnerabilities of the financial sector. While these ongoing government
efforts will mitigate the macroeconomic risk, Albanian economy remains vulnerable to
external shocks and slower growth in the Eurozone could have an impact on the country’s
economic performance. This risk will be mitigated by encouraging more diverse linkages
to regional and global markets beyond Albania’s traditional investment, trade and
migration partners. The WBG will continue to monitor performance in the Eurozone and
be flexible to adjust its program in order to respond to possible emerging needs. While this
risk affects the overall CPF program, it is greater for the objectives supported by DPLs
under Focus Areas 1 and 2. The WBG will also provide specific support for crisis
preparedness such as to the financial sector for conducting crisis simulation exercises. The
WBG will maintain its strong coordination with the IMF and EU to ensure joint and timely
support should deterioration occur in the macroeconomic outlook.

Institutional weaknesses and capacity constraints in implementing agencies may
undermine progress in spite of strong political commitment for reforms and could pose a
substantial risk. These risks could exacerbated with the implementation of territorial and
administrative reforms and shift of greater responsibilities to local government units which
currently have weak institutional capacities. In addition the objectives pertaining to land
and tourism development could face potentially higher social and environmental safeguard
risks. The WBG program is designed to engage in areas where there is strong commitment
for reforms and capacity for implementation. Some risks will be mitigated by
incorporating stronger institutional reform elements, providing capacity support to line
ministries and including targeted capacity support in all new IBRD lending. This risk will
also be mitigated through careful sequencing of projects recognizing and addressing the
institutional weaknesses. For example, the follow on operations in land management,
energy, and coastal regeneration and sustainable tourism build on the institutional
strengthening initiated under previous operations. Engagement in new areas will build on
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strong analytic work to inform the subsequent operations such as: skills and employment,
jobs and competitiveness, and sub-national financing and governance. In order to promote
sustainability, there will be increased use of government structures during implementation
with strong M&E arrangements and inclusion of measures to strengthen government
monitoring systems.

The fiduciary environment and weak governance represent substantial risk to the
achievement of CPF objectives. Some weaknesses are identified in the overall fiduciary
environment, characterized by low and moderate scores in key diagnostic indicators.
Despite improvements, lagging areas, as identified in the 2011 PEFA assessment include:
1) multi-year perspective in fiscal planning and policy formulation; ii) internal audit; iii)
implementation of the integrated planning system; and iv) scope and nature of the external
audit function. The Public Finance Review in 2013 emphasized the need of further
technical assistance to strengthen and modernize cash management and pre-commitment
control over expenditures. Significant efforts are underway with support from the EU, IMF
and the WBG for strengthening public financial management. The Ministry of Finance has
recently approved a comprehensive PFM strategy which provides the basis for further
support. Recurring procurement and contract management problems have been observed
in the Bank portfolio during the previous CPS period, and support (such as through hiring
of IT procurement experts) has been provided in projects with complex design components.
Increasing use of e-procurement and Bank guidelines in the procurement process allows
for greater oversight thereby mitigating some risks. The fiduciary and governance risk is
system-wide with potential impact on CPF objectives supported by investment lending in
areas such as land, energy, tourism development and water. Mitigation measures include
systemic improvements while benefiting from the ongoing support being provided by
WBG and other partners.

Stakeholder risk is considered relatively low given: 1) the World Bank’s track record of
positive results in Albania; ii) strong public support for the Government’s medium-term
reform program and iii) renewed dynamism of the EU accession process, which further
strengthens public support for reforms. Overall, stakeholder risk is considered low,
although some of the more controversial reforms (such as clamping down on illicit energy
use) generates some public opposition. The WBG program takes into account the next
election cycle midway during the CPF period which may slow program delivery.
Mitigating measures include some front loading of the program to take advantage of the
current reform orientation, and conducting the mid-term PLR after elections to make
modifications to strategy as warranted to ensure Government ownership and continued
commitment to reform. A strong communication and public outreach campaign, by both
Government and by the WBG, will also be an important strategy to mitigate risks.
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CPF RESULTS MATRIX

FOCUS AREA 1: RESTORING MACROECONOMIC BALANCES

The Government considers reducing the country’s macro-fiscal and financial vulnerabilities as pre-requisites for economic growth
and poverty reduction. Albania’s strong growth and sharp decline in poverty halted in the aftermath of the 2008 global financial
crisis. The country’s economic vulnerabilities have been heightened by high public debt and arrears, inadequate planning and
management of public investments, unsustainable fiscal deficits, and mounting non-performing loans (NPLs). The Government is
implementing a strong medium-term reform program to restructure public finances for macro-economic stability, and reforms for
financial sector stability. Progress in this focus area is expected to contribute to economic growth and poverty reduction. This Focus
Area encompasses three inter-related CPF objectives supported by a strong program of technical and financial interventions.

CPF Objective 1a: Support improved fiscal sustainability

Intervention logic:

This CPF objective will directly contribute to Government’s reform program that seeks to promote macro-economic stability and
restore growth. Sustained implementation of fiscal policies is required to improve efficiency of public spending at the central
government level, enhance revenue measures, tackle outstanding public arrears, address sustainability of pensions, and strengthen
public debt management. Interventions with development policy operations allows the financing of an orderly medium-term fiscal
consolidation which nurtures growth rather than forcing an ad hoc adjustment which would either undermine growth or require further
unsustainable government borrowing on domestic markets. Analytical and operational engagement - through DPLs - has contributed
to Government’s public financial management reforms, with encouraging results. The recently approved Policy Based Guarantee (a
conversion of the second DPL operation), the proposed Public Finance and Growth DPLs and analytic and advisory interventions will
continue to support Government efforts towards building a much needed transparency and planning in budgeting and fiscal discipline.
The newly initiated administrative and territorial reforms provide an opportunity to extend the fiscal engagement to the sub-national
level to, the critical mass for service delivery. The proposed intervention at the sub national level, underpinned by a sub-national
public finance and governance review, will contribute to inclusive growth and will address issues of regional disparities. The overall
advisory and technical interventions benefit from a close coordination among the EC, the IMF and the World Bank. In the local
finance and governance area where the proposed operation is not yet fully developed, appropriate adjustment will be made at the time
of the PLR to incorporate relevant CPF indicators.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Current Portfolio:

No accumulation of new central Reduce public and publically guaranteed | Albania PBG (approved March 27, 2015)
government arrears and arrears backlog | debt to GDP ratio to 65 percent by 2017;

cleared
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Baseline: 2.6% of GDP - 2014
Target: No central government arrears
- 2018

61 percent by 2018; and 60 percent by
2019
(Baseline: 71%)

Percentage deviation between actual and
budgeted expenditure not more than 5
percent in 2015, 2016 and 2017

Central government arrears stock as of
end 2015 is smaller than 1 percent of
GDP

Revised Organic Budget Law has been
approved by Parliament (2015)

50 % and 70% of municipalities prepare
annual municipal development plans

Proposed:

Sub-national Finance and Governance (FY17)
Public Finance and Growth DPLs (FY18,
FY19)

Ongoing TA:

Public Debt Management
Macro-economic monitoring

Public Financial Management Grant for
Albania, and IPS 2 TF

Developing Public Sector Accounting, and
Financial Report Grant for Albania

Proposed AAA:
Sub-national Public Finance Review
ESW on Growth and Shared Prosperity

2018, 2019 respectively

CPF Objective 1b: Provide strengthened public investment management in transport sector

Intervention logic:

The infrastructure network in Albania is a key asset in support of growth, development initiatives and job creation. The transport
sector has a predominant share in public infrastructure investments. It has been responsible for accruing the largest share of arrears
owed by Government on capital projects reflecting ad hoc planning and budgeting of capital projects. Addressing this issue is thus
critical for supporting fiscal consolidation and PFM reforms. Prioritization of investments in road sector, with appropriate technical
feasibilities and available financial resources, is necessary to ensure that economically viable investments are selected that contribute
to economic growth. Progress has been made by Government in developing a Medium Term Budget Plan (MTBP) 2015-17 that
prioritizes new transport sector investments. The recently approved Results Based Road Safety and Maintenance Project particularly
addresses this issue and aims at supporting Government efforts towards bringing fiscal discipline in transport sector investments and
rebalancing the resources between new investments and asset maintenance. The IFC Advisory and investments for Public Private
Partnerships in Albania Highways complement WB engagement. Accomplishment of progress in the core indicator will contribute
to enhancing transparency and predictability in managing public investments in the transport infrastructure. A proposed Transport
Reform Project will further deepen support for fiscally sustainable public investment programs.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Current Portfolio:
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All road sector investments are
appraised for economic viability and
aligned with medium term budget
framework

Baseline: Ad hoc planning and

Development of sustainable PPP for
improving road conditions through PPP
advisory services and investment
Facilitation of investments in financing
for highways to improve access to

Results Based Roads Maintenance Project
(Approved March 27, 2015)

Proposed:
Transport Sector Reform (FY19)

IFC advisory and investment for PPP Albania
Highways

budgeting of capital investments - 2015
Target: All road sector investments
aligned with the medium term budget
framework - 2018

transportation for 100,000 people

Road investment program prepared with
feasibility, economic analysis,
prioritization, and resource requirements
for implementation. Draft prepared
(2016) and approved (2017)

Multi-year road maintenance plans
prepared (annual basis 2016 onwards)
from a zero baseline in 2015

Length of project road under
performance based maintenance:
(annual monitoring in line with
maintenance plan) 1335 km of national
roads under implementation from 2016
onwards from the current zero baseline

CPF Objective 1c: Support improved financial stability

Intervention logic:

The financial sector, which strongly supported high growth before the crisis, was hit with deleveraging by foreign banks and rapidly
rising NPLs post-2008. It has remained largely resilient post-2008, but both internal and external risks to its stability are present. If
risks materialize, a crises in the financial sector would likely reverse economic recovery and increase poverty. Even in the absence
of a crisis, constraints in accessing finance reduce business investments that lead to growth and jobs. Strengthening the capacities of
the financial regulators, improving the insolvency regime, collateral execution and private bailiff structure are examples of additional
steps to support future credit growth. WBG interventions to support Government reforms in these areas, and especially in reducing
the high level of NPLs, are critical to improve access to finance, and promote financial stability. A first phase of reforms was supported
under the Financial Sector Modernization DPL in 2014. A second Financial Sector Modernization DPL will further deepen support
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for financial sector reforms focusing on reduction of NPLs and on actions for improving the resilience of the financial sector. A
strong technical assistance program including through Trust-funded TA projects complements the policy engagement under the DPL.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Pipeline:

Reduce NPLs to 20 percent or below NPLs have declined (from 24.9 percent | Financial Sector Modernization DPL 2 (FY'16)
NPL Reduction: in 2014) by 2 percent points in 2016 and

Baseline: 24.9% - 2014 another 2 percent points by 2018 Ongoing TA:

Target: 20% - 2018 FIRST: Strengthening the supervision and

regulation of the insurance sector

FIRST: Strengthening the supervision and
regulation of private pensions

SECO TF to strengthen capacity of AFSA to
regulate and supervise investment fund and
capital markets;

Risk Management and NPL Resolution and
Corporate Governance

Proposed AAA:
SECO TF to Enhance Quality of Financial
Reporting

FOCUS AREA 2: CREATING CONDITIONS FOR ACCELERATED PRIVATE SECTOR GROWTH

As asmall, open middle-income economy, Albania’s main path to prosperity is through successful international integration, especially
with Europe, with increase in investments and jobs created. For this, the business environment and supporting infrastructure must be
improved considerably. Progress under this area is expected to directly contribute to inclusive growth, boost shared prosperity and
reduce poverty. The Government has accorded a high priority to improving the business climate and increasing Albania’s
competitiveness. While there has been some recent progress, serious shortcomings remain in the business environment. These include
heavy regulatory burden, high informality, inadequate framework for private investment and barriers to labor market engagement,
poor relevance of skills and inadequate corporate governance and financial reporting practices. These shortcomings are exacerbated
by infrastructure constraints, especially in the energy sector, and weaknesses in the land sector including in property registration and
in the sustainable and productive use of land for investments. Due to its cross and multi-sectoral dimensions, this focus area will be
supported by four inter-related CPF objectives.

45




CPF Objective 2a: Contribute to improved business environment

Intervention logic:

Albania’s business environment remains unattractive by global standards (about middle of the global rankings, with excessive
bureaucracy, widespread corruption and lack of contract enforcement), and needs to improve in order to stimulate the higher level of
investment needed to accelerate growth and create jobs. Albania’s current business environment is a serious constraint to growth.
Key areas requiring improvement include cutting the regulatory burden, strengthening the policy, legal and institutional framework
for domestic and foreign investment and improving trade logistics and facilitation. Progress in these areas is necessary for Albania’s
shift towards a new growth model and for improving the business environment. A proposed Competitiveness and Jobs DPL will
support Government’s medium term reforms for improving the investment climate and expanding access to finance, and will provide
policy support for labor market reforms and job creation. The joint IFC and World Bank program incorporates investments, advisory
services and analytic work. IFC Debt resolution program will improve the insolvency framework to strengthen loan recovery, and
enable viable businesses to rehabilitate and have further access to credit. Low quality of labor market engagement, especially among
the bottom forty percent, youth and women, is also a key constraint to inclusive growth. Firms report a mismatch between job
requirements and available skills. Analytic and advisory program will build the currently inadequate evidence base on labor market
issues and provide advice on priority reforms. It will also underpin a proposed Skills and Employment Project that will enter late in
the CPF period and will focus on strengthening the relevance of the training systems and active labor market programs, including
enhancing linkages with employers. Albania’s performance on the Doing Business DTF measure will be used to assess progress as
it reflects improvements across multiple dimensions of the business environment. Some of the indicators for measuring the
achievement of this objective will be further elaborated at the PLR stage, in line with the preparation cycle of the proposed DPL and
other interventions.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Proposed:
Improve Doing Business Distance to 2016 DTF: 69 Comepetitiveness and Jobs DPL (FY16)
Frontier (DTF) 2017 DTF: 72 Skills and Employment Project (FY18)

Baseline: DB2015: 66
Target: DB2018: 74

Special focus on:

- Construction Permits DTF:
Baseline: DB2015 - 56
Target: DB2017 — 70

- Trading across Borders DTF:
Baseline: DB 2015 - 72
Target: DB2017 — 82

IFC Western Balkans Trade and
Competitiveness Program

IFC Investment to finance underserved
segments including SMEs and women

Ongoing TA:

IFC Indicator Based Reform Advisory in ECA
IFC Tax and Transparency Project

IFC SEE Regional Debt Resolution Project
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Reduced costs to companies for IFC Regional Corporate Governance Project

Indicator 2: operating businesses (measured through | CFRR regional EU-REPARIS®® program, and
Increase number of firms, especially in | compliance cost savings) EQ-FINREP* country Project
export-oriented sectors; Target 3-5% Baseline: 2013
increase in number of firms Proposed TA:
Baseline: 111,000 firms - 2013 Strengthening ICT sector for investments and
Target: additional 4400 - 2018 jobs

Proposed AAA:

Skills, employment and labor markets

CPF Objective 2b: Support sustainable tourism development

Intervention logic:

This CPF objective related to the business environment will support sustainable tourism development given its high potential as a key
driver for growth, job creation, and investment. Much of Albania’s growth and export potential has been linked to nature based sectors.
The country needs to take full advantage of its natural resources balancing this with sustainable development of the high potential
tourism sector as a key driver for economic growth. Tourism development has largely been unplanned lacking a strategic focus to
develop the high tourism potential regions of the country in an integrated and sustainable manner. The Government has given a high
priority to development of sustainable tourism in the coastal region and has requested WBG assistance. A proposed Coastal
Regeneration and Sustainable Tourism Project, with cross GP collaboration, is an appropriate intervention as it has the potential to
support promotion of sustainable tourism and economic growth in the coastal region, while preserving the physical beauty of Albania’s
southern landscape. This operation builds upon the experience and lessons learned from a recently closed IBRD project in the coastal
region. As the proposed new operation is at an early stage of preparation, its associated indicators and targets will be incorporated at
PLR time.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Saranda Port, landfill and water supply | Proposed:

Key infrastructure (port, water supply, | functional (2015) Coastal Regeneration/Sustainable Tourism
landfill) operational in south coast for Project (FY16)

sustainable tourism Integrated development plan for

Baseline: Absence of key operational sustainable development of tourism Proposed AAA:

infrastructure - 2012 circuit in coastal region finalized (2016)

15 Road to Europe: program of accounting reform and institutional strengthening
16 Enhancing quality of financial reporting
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Target: Key infrastructure operational - Growth/tourism and sustainable development
2015 in coastal region

CPF Objective 2c: Support enhanced energy security, efficiency and supply

Intervention logic:

Inefficiency in the energy sector is a major brake on investment and expansion of businesses in Albania. Energy sector reforms are
fundamental for sustaining growth, improving fiscal sustainability and promoting private sector growth. Existing firms rank electricity
constraints as one of the main burden of their operations (BEEPS 2013). Reliability of power supply is essential for large firms to
enter the emerging market. World Bank’s existing portfolio (Dam Safety Project and the Power Sector Recovery Project) is designed
to directly respond to the CPF objective as it seeks to optimize generation performance, increase and diversify domestic power
generation, improve distribution efficiency and collection rates and improve management of hydro resources. The IFC will work
with Government to enhance the regulatory framework for renewable energy through the Balkan Renewable Energy Project, while
concurrently providing indirect finance to small hydropower producers through the banking sector and coordinating advisory work
with the banks and companies involved in renewable energy projects. WBG interventions address the key bottlenecks in the sector
and will support creation of the necessary conditions for businesses to establish, grow and export more through: i) diversified domestic
power generation and increased energy efficiency; and ii) improved management of hydro resources (through integrated approaches
to watershed management). The core and supplementary indicators are designed to evaluate performance in these areas. A proposed
IBRD operation for Energy Sector Development, during the latter CPF period, will support further market reform and diversification
and improvement of energy sources, possibly including gas diversification.

CPF Objective Indicators Supplementary Progress Indicators WBG Program
Indicator 1: No further accumulation of SOE and Current portfolio:
Electricity distribution losses are budgetary institutions payables/arrears to Power Recovery Project (FY15)
19% energy Companies by end-2016 (annual) ECSEE Dam Safety (FY09)
Baseline: 38% - 2014 Private sector participation in management | Proposed:

of Distribution Company under a Energy Sector Development

management contract (2016) IFC investment in Renewable Energy

IFC  selective investment in  energy,

Indicator 2: New power market model approved (2015) | infrastructure and extractive industry
Electricity customer collection rate | and effective (2016) Proposed AAA:
is maintained at a sustainable Energy Sector Note
average rate of 90% between 2015- | Upgraded infrastructure to facilitate Risk Mitigations Strategy Study
19 electricity market liberalization (100% Flood Management Study on the Drin River
Baseline: 80% - 2014 Social impact and energy Tariff Assessment

48




metering system for medium voltage Impact Assessment of Medium Voltage

customers and all IPPs) 2018 Customers’ Deregulation
Indicator 3: On-going TA:
The electricity market deregulation | Implementation of enhanced Corporate Extractive Industries Transparency Initiative
on the demand side has reached Governance system for Power Utilities (EITI)
20% of total net demand (2017) IFC SEE Regional Renewable Energy Program
Baseline: 9% - 2014 (RE), Energy Efficiency (EE) and investment

to revive credit growth

IFC contribution to additional 110 MW
renewable energy through investment and
advisory services

Target Year 2018

CPF Objective 2d: Provide expanded and inclusive land/property registration

Intervention Logic:

Land and property right reforms are essential for ensuring transparent and efficient management of Albania’s land to promote both
rural and urban investments and economic growth. Lack of land access and an efficient land market are key obstacles for development
and investment in the country. A clear legal framework to guide a long lasting solution to property issues is still missing. A key
constraint is the incomplete registration of property and land. The first registration of property is still in an early stage with only 10
percent of properties registered supported through an earlier World Bank assisted project. The Government is preparing an integrated
land management framework to address these constraints and has requested World Bank support. A proposed Integrated Land
Management Project will further expand property registration/digitalization and support the development of an integrated land
management policy and legal framework. It will also help in the development of Spatial Data Infrastructure (SDI) to create a
comprehensive land information service to provide users, including investors, with access to a wide range of harmonized land —related
information and services. Gender and inclusion dimensions will be given a special attention. Given the high gender gap in land
ownership, administrative procedures for land formalization and property registration will incorporate measures to particularly address
women’s low landownership, and will be backed by public informational campaigns for greater outreach to women. The proposed
IBRD project will work with the property registration authorities to include gender disaggregated data in the government MIS system.
Progress in this area is especially critical for Albania’s path to EU accession. EU is financing a World Bank managed Land
Administration Trust Fund that supports the development of the national digital registration/cadaster data improvement methodology.
As the IBRD pipeline operation is under preparation, the PLR will provide more detail on the targets and baselines.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Pipeline:
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Increase in percentage of properties Increase in the percentage of properties | Integrated Land Management Project (FY16)

registered in the digital registration registered in the digital registration Ongoing TA:
system gender system 15% (2018) — gender Land Administration and Data Improvement
Baseline: 10% - 2014 disaggregated data EU Trust Fund

Target: 20% - 2019
Increase in the number of property
transactions submitted on-line 10%
(2017), 20% (2018)

CPF Objective 2e: Contribute to increased productivity and sustainability of land use

Intervention logic:

A modern Albanian economy requires productive and sustainable management of Albania’s land resources. Low farm productivity,
non-inclusiveness of land markets and unsustainable land use and management are key constraint to private investments and economic
growth. Enhanced productivity and sustainability of land use is critical to promote development and investments. Albania needs to
take full advantage of its land resources and enhance land productivity and increase farming income to contribute to economic growth.
The core indicators arise from the Environment Services Project approved in 2014 and the legacy Water Resources Irrigation Project
that has been included in the results matrix due to its contribution to enhancing land productivity. These interventions will contribute
to sustainable land and forest management practices to maximize benefits from Albania’s natural land endowments and also raise

land productivity and farming incomes.

CPF Objective Indicators

Supplementary Progress Indicators

WBG Program

Indicator 1:

Additional land area (ha) where
sustainable land management has been
adopted

Baseline: 0 - 2013

Target: 7500 ha - 2018

Indicator 2:
Area (ha) provided with improved
irrigation and drainage services in

agricultural land benefiting water users.

Baseline: 0 - 2012
Target: 35.000 (ha) - 2018

Sustainable land management practices
adopted for 3000 hectares (2017), and
4000 hectares (2018)

People in targeted forest and adjacent
communities with increased
monetary/non-monetary benefits from
forests: 500 (2017), 1000 (2018); and
from agricultural lands: 500 (2017), 800
(2018) — all data gender disaggregated

Increase in recovery of irrigation O&M
costs as percentage of O&M charges

Current Portfolio:
Environmental Services Project (FY15)
Water Resources and Irrigation Project (FY13)
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invoiced: 20% (2016), 50% (2017); and
50% (2018)

FOCUS AREA 3: STRENGTHENING PUBLIC SECTOR MANAGEMENT AND SERVICE DELIVERY

A key Government priority is the modernization and improved governance of public services, and enhancing the quality and coverage
of public sector services. The quality of public service delivery and its accountability is marred by corruption, a weak governance
environment, poor service quality, and unequal service provision for the poor and vulnerable. This area supports Government reforms
to increase efficiency of public services and improve equity and access to basic social services. The Government recognizes the
citizens’ lack of trust in public services and its reform program in this area seeks to bring about visible improvements in the citizenry’s
interface with public service delivery. This focus area, supported by four CPF objectives, directly reaches out to the bottom forty
percent, the poor and the vulnerable communities including the Roma population.

CPF Objective 3a: Support increased efficiency of public service delivery

Intervention Logic:

Reestablishing a relationship of trust between citizens and their Government, and combatting widespread corruption in service
delivery are essential for national cohesion and the higher investment needed to pursue Albania’s growth and EU accession agenda.
The public service delivery systems require transparency, process re-engineering and regulatory changes to enhance citizens’ trust
and facilitate their interface with Government. This entails re-engineering administrative services, digitization, and implementing
performance management measures. The World Bank will support the Government public services reform program in these areas
though a pipeline Citizen-Centric Public Service Delivery Project which will contribute to the innovative design of administrative
services to improve governance and accountability in public services. This intervention has been selected as it directly responds to
the Government’s good governance priority and anti-corruption reforms through a combination of technical and financial support.
As some of the indicators (including baselines and targets) of this pipeline project are under preparation, these will be updated at the
time of the PLR. The baseline will be established through a citizen survey that is expected to be completed prior to Board. The
complementarities with the interventions (under CPF objectives 3b-d) will further strengthen the achievement of this CPF objective.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Pipeline:

Reduction in time required for citizens | Number of key services with business Citizen-Centric Service Delivery Project
to obtain targeted administrative process re-engineered (FY16)

services : Baseline: 0% - 2014 Number of key services with level 2, 3

Target: 15% reduction - 2019 and 4 automation

CPF Objective 3b: Support improved equity and access to social protection services

Intervention logic:
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Social protection services supported under this objective include the national social assistance program called Solidarity Albania, the
disability benefits and pensions. The social assistance services have been operating in a weak governance environment requiring
improvements in targeting and equitable access. Overall, greater focus on inclusion, improved coverage and targeting of social safety
nets and implementation of pension reforms will contribute directly to the welfare of the poor and the vulnerable communities. It will
allow better use of scarce public resources and allow excluded groups to more fully participate in economic opportunities and the
labor market. Social assistance programs are undergoing reforms for greater transparency and equity though which targeting is also
improving. The Social Assistance Modernization Project is improving targeting and governance in disability benefits and in Solidarity
Albania, the largest social assistance program of the country. Implementation of the pension law being supported through technical
assistance. The existing World Bank project is well positioned to support the CPF objective. The target dates for the indicators
(during mid CPF period) are within the life span of this ongoing project. The proposed additional financing will further deepen WBG
support in this area to further enhance monitoring systems, governance improvements and coverage for equitable access.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Current Portfolio:

Coverage of the poorest income quintile | Pensions sub-laws developed to Social Assistance Modernization Project
by the Solidarity Albania (social implement pension reforms (2015) (FY13)

assistance program) increases to 38%

Baseline: 25% - 2012 Adoption of social model for Disability

Target: 38% - 2018 Assistance eligibility criteria (2017) Proposed:

SAMP Additional Financing (FY17)
Reduced share of disability beneficiaries
that are functionally able (in %) (2017)
Baseline: 14 %

Target: 10%

Establishment of MIS for Social
Assistance programs (2016)
Operations guidelines adopted for
system based inspection for detection
and remedy of fraud and error in social
assistance programs (2016), and
implementation (2017)
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Percentage of households receiving
benefits for the Solidarity Albania
program that have been screened for
eligibility using the Unified Scoring
Formula

Baseline: 0

Target: 50% (2016) - 95% nationwide
(2017)

CPF Objective 3c: Contribute to increased efficiency and access to health services

Intervention Logic:

Health outcomes in Albania are relatively strong by regional standards but efficiency and quality of care is poor and financial access
to health services, especially of the poor and vulnerable, is a serious concern. Financial protection of households against high out-of-
pocket payments (OOP) is weak. Government reforms in the hospital sector include creating a sound management structure,
improving financial access and establishment of a health management information system to support improvement in monitoring and
management for better health service quality and efficiency. It is anticipated that specific population groups, including those with
chronic diseases, will benefit from improved health care and the reduced copayments for essential, low-cost medicines. The core
indicator for measuring the achievement of this CPF objective supports the reduction of out-of-pocket payments for the poorest while
the supplementary indicators will support the poor and vulnerable population through reduction in medicine prices. The performance
management and governance reforms in selected public hospitals will create greater accountability and more efficient service
provision for the population. The newly approved Health Systems Improvement Project and an IFC PPP project in health provide
support in these areas, including strengthening management information systems, improving governance and financial access, and
developing a PPP in the health sector. All these areas have been identified as critically important to support increased efficiency and
access of health services in the hospital sector.

CPF Objective Indicators Supplementary Progress Indicators WBG Program
Indicator 1: Current Portfolio:
Reduced percentage of income spent on | Reduction in average prices for (a) 10 Health Systems Improvement Project (FY15)
out of pocket health expenditures, for most common prescription medicines; IFC PPP Advisory Services Project
the poorest quintile and (b) 10 most expensive hospital
Baseline: 9% - 2012 medicines (2018) Proposed AAA:
Target: 7% - 2018 Proportion of cheapest generic copies Health Regional
dispensed for 10 most common off -
patent drugs (2017)
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Number of public health sector
laboratories operated through Public
Private Partnerships

Baseline: none

Target: 9 regional and 2 tertiary care
hospitals (2017)

CPF Objective 3d: Provide enhanced coverage of water and sanitation services

Intervention Logic:

In the water sector, public investments in water networks are poorly governed and performing below optimum levels with irregular
service delivery to citizens. Water sector is one of the top Government priorities where an integrated water management approach is
being developed to address issues of coverage and access as well as issues of financial and institutional sustainability. The IBRD
legacy Water Sector Investment Project is well positioned to support this priority as it includes measures to enhance water and
sanitation coverage as well as efficient and sustainable asset management. IBRD will support Government in its efforts towards
providing additional supply capacities to address acute water shortages and to develop the proper network capacity to support this
additional capacity. Aiming at longer term sustainability of investment, IBRD will support institutional strengthening and preparation
of performance monitoring and performance improvement plans. The core indicators directly contribute to the CPF objective. A
proposed analytic work as well as the Regional Danube Water Program will provide policy support for a medium term sector financing
strategy to support sustainable service delivery.

CPF Objective Indicators Supplementary Progress Indicators WBG Program

Indicator 1: Current Portfolio:

Piped household water and sewer 10,000 piped water household Water Sector Investment Project (FY14)
connections that are benefiting from connection and 1000 new sewer

rehabilitation works undertaken by the | connections (2017) Proposed AAA:

project Water Supply & Sanitation Sector Policy
Household water connections 45,000 piped water household Support

Baseline: 0 - 2013 connections and 2000 new sewer

Target: 77,000 — 2019 connections (2018)

Sewer connections

Baseline: 0 - 2013

Target: 3000 sewer connections - 2019
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WB - IFC INDICATIVE PROGRAM FY15-19

ANNEX 2

RESTORING MACROECONOMIC

BALANCES

CURRENT PORTFOLIO

PIPELINE/PROPOSED LENDING

AAAITA

Policy Based Guarantee (approved March 27,
2015)

Results based Roads Maintenance and
Improvement Project (approved March 27,
2015)

Pipeline:
World Bank:
Financial Sector Modernization DPL2

Proposed:

Sub-national Finance and Governance
Public Finance and Growth DPLs
Transport Sector Reform

IFC:
Investment for PPP Albania Highway

On-going TA:

World Bank:

FIRST: Strengthening the supervision and regulation of private
pensions

FIRST: Strengthening the supervision and regulation of the
insurance sector

Public Debt Management

SECO TF to strengthening capacity of AFSA to regulate and
supervise investment fund and capital markets
Macro-economic monitoring

Public Financial Management Grant for Albania, and IPS 2 TF
Developing Public Sector Accounting, and Financial Report
Grant for Albania

IFC:

Risk Management and NPL Resolution and Corporate Governance
Proposed AAA:

Sub-national Public Finance Review

ESW on Growth and Shared Prosperity
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World Bank:

ECSEE Dam Safety

Power Recovery Project

Water Resources and Irrigation Project
Environmental Services Project

IFC:
Tax and Transparency Project (2012-2015)
Regional Debt Resolution Project

Pipeline:
World Bank:
Integrated Land Management Project

Proposed:

Competitiveness and Jobs DPL

Skills and Employment Project

Coastal Regeneration/Sustainable Tourism Project
Energy Sector Development

On-going TA:

World Bank:

Land Administration and Data Improvement EU TF
Disaster Risk Management TF

Extractive Industries Transparency Initiative (EITI)
CFRR regional EU-REPARIS program, and EQ-FINREP
country Project

IFC:
Indictor Based Reform Advisory in ECA

L
-
<
>
o
a
o
|
|_
<
i
d T Investments in power generation, banking, oil 1FC: Advisory Support on Risk management/NPL
(@) E and gas, and general manufacturing Investment in Renewable Energy Investments and TA to Fls to revive credit growth in
2 e) Western Balkans Trade and Competitiveness Program renewable energy (RE) and energy efficiency (EE)
o X Investment to finance underserved segments including SMEs Regional Corporate Governance Project
() O and women SEE Regional Debt Resolution Project
L % Selective Investments/Advisory in energy, infrastructure, Tax and Transparency Project
% = extractive and export oriented industries
o8 Proposed TA:
E v World Bank:
a) Advisory support for Integrated Water Management Strategy
% Strengthening ICT sector for investments and jobs
(@)
0) Proposed AAA:
z Skills, employment and labor markets
= Education Regional
5 Energy Sector Note
o Risk Mitigation Strategy Study
o Flood Management Study on Drin River
Social Impact and Energy Tariff Assessment
Growth/Tourism and sustainable development in coastal
region
Impact Assessment of Medium Voltage Customers’ Deregulation
World Bank Pipeline: Proposed AAA:
(29 X~ wn Social Assistance Modernization Project World Bank: World Bank:
= E zZ 8 (SAMP) Citizen-Centric Service Delivery Project Pension Regional
TTRe) 'g S Water Sector Investment Project (WSIP) Health Regional
T ('-}.)J W Health Systems Improvement Project (approved | Proposed: Water Supply and Sanitation Sector Policy Support
('3 O S‘D: % February 2015) SAMP Additional Financing
E mnZ2 IFC:
= E =< PPP Advisory Services Project
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INDICATIVE SEQUENCING OF IBRD LENDING

ANNEX 3

(FY15-19)
In Numbers
FY15 FY16 FY17 FY18 FY19

Portfolio 8 10 11 13 13
Closing Projects 1 0 1 1 1
New Projects (including 4 4 3 2 2
DPLs)

Investment Projects end of 8 10 11 13 13
FY (excluding DPLs)
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ANNEX 4
CPS COMPLETION AND LEARNING REVIEW

Date of CPS (FY11-FY14): June 16, 2010 (Report No. 54188-AL)
Date of CPS Progress Report: April 18, 2013 (Report No. 72899-AL)
Period Covered by the Completion and Learning Review: July 1, 2010 to June 30, 2014

. SUMMARY OF KEY FINDINGS

1. Albania weathered the 2007-2008 global financial crisis, maintaining positive but
much lower growth. The impact of the Eurozone crises started to manifest more sharply
from 2011 when economic growth stalled. A period of fiscal expansion and stagnation of
reforms led to severe macroeconomic instability and rising public expenditures, debt levels,
arrears, and energy sector deficits. Poverty rates, which had been falling steadily, rose. The World
Bank Group’s (WBG) Country Partnership Strategy (CPS) for FY11-FY14 was designed to
support the Government by prioritizing three Strategic Objectives: (i) accelerating the recovery in
Albania’s economic growth through improved competitiveness, (ii) broadening and sustaining
Albania’s social gains, and (iii) reducing Albania’s vulnerabilities to climate change. The CPS
was aligned with the country’s medium-term National Strategy for Development and Integration
2007-2013 (NSDI) which focused on European Union (EU) integration, consolidating the
democratic state, and achieving rapid, balanced and sustainable economic, human and social
development.

Development Outcome

2. The overall performance of the CPS program in contributing toward the achievement
of the selected set of country goals is rated Moderately Satisfactory. The rating is based on an
aggregate and comprehensive assessment of the achievements in the various results areas of the
individual outcomes which formed the basis of the CPS results framework. It is noted that the
CPS outcomes and milestones were more narrowly specified to properly reflect WBG attribution
compared to the more general country development goals under the Strategic Objectives and
results areas. The status of the related indicators and milestones at the end of the CPS period (June
2014) provide the evidence and support for individual outcome assessments. While many of the
outcomes were achieved or mostly achieved, there were shortfalls or limited progress in some key
areas especially energy. Many of the strategic measures and reforms were initiated only in the last
year of the CPS period (FY14) and thereafter, with positive outcomes beginning to accrue only
more recently (e.g., introduction of reforms relating to budgetary and public finance management
(PFM), tackling the arrears problem, instituting pension reform, and reforms in the energy sector).
Most critically, the corrective fiscal and financial sector measures were initiated during the last
two quarters of the final CPS year to address the major fiscal crisis resulting from the weak
management of public resources and mounting arrears. In other areas, the lending portfolio and
analytical work demonstrated good results such as in the transport sector. Consolidation of some
gains in education and health, addressing the effects of climate change, and improved natural
resource management were also achieved. However, there was limited progress during the CPS
period in areas such as energy, and strengthening the efficiency of social assistance spending.
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WBG’s Performance

3. The overall performance of the WBG in designing and implementing the CPS is
assessed as Good. This assessment reflects the performance of the WBG program in contributing
to outcomes in key results areas. The strategy was relatively well-aligned with the country
development goals. However, the CPS design was overly complex with a large results framework
with multiple outcomes, indicators/milestones. In retrospect, the choice of the Strategic Objectives
could have been more selective in prioritizing the areas of support. For example, public sector
governance and direct support for strengthening PFM and sector level financial management could
have merited a higher ranking than, say, strengthening support for reducing vulnerabilities to
climate change where the objectives and results were modest. The CPS Progress Report (CPSPR),
which reconfirmed the alignment with country priorities, was used to make needed adjustments in
response to the economic threats from the continuing Eurozone crisis, and updated the lending
program. Risks were candidly assessed with mitigation measures which were often not sufficient
given the emerging challenges, particularly the macroeconomic crisis. IBRD, IFC, and MIGA
collaborated well, and the lending program was well complemented by Trust Funds and underpinned
by sound and timely knowledge products, and implemented in close coordination with key
development partners. Moreover, the WBG strategically maintained active engagement with a cross
section of stakeholders even when faced with a challenging domestic environment. This enabled
continuity of engagement during the CPS period, with rapid assistance provided to respond to a reform
minded new Government.

1. HIGHLIGHTS OF ASSESSMENT

4. The self-assessment of the performance of the CPS program is based on the results
framework as updated and revised in the CPSPR. The cutoff date for the assessment period is
30 June 2014, the end date of the CPS under review. The details of the status of outcomes,
indicators, and milestones at the end of the CPS period are provided in Attachment 1 (and
summarized in a table on the last page of the matrix). The following sections provide key
highlights using the outcomes as the units of accounting and refer to major WBG activities which
contributed to the results. It assesses WBG performance and presents major lessons.

Strategic Objective 1: Accelerating the recovery in Albania’s economic growth through
improved competitiveness

Q) Sound macroeconomic management and improved public expenditure management

5. The global financial crisis in 2008 slowed down the Albania's largely domestic-
demand-driven growth. In 2009, Albania responded with some fiscal stimulus in the wake of
the global crisis as it had some fiscal space and it was an appropriate response. This helped prevent
the economy from contracting and indeed allowing it to annually grow at around 3 percent between
2009 and 2012. However, in 2010 and 2011 public debt was increasing rapidly and fiscal
consolidation was needed to contain public debt and assure macroeconomic stability. Loose fiscal
policy, combined with a depreciation of the lek, brought public debt levels to about 60 percent of
GDP in 2011, the legal limit set in 2008. The energy shortage in 2012 and the need for government
support to the power generation company in the form of guarantees led the government to ask
Parliament to remove the 60 percent debt ceiling from the organic budget law. In December 2012,
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the Parliament did so, without proposing any other fiscal or debt anchor. In 2012, when the Growth
DPL preparation started, Government was reluctant to undertake actions towards fiscal
consolidation and, in some instances, it became increasingly challenging to obtain data, especially
on the arrears to the private sector. By end 2013, public debt had surged to 70percent of GDP.
The Government also accumulated significant payment arrears to the private sector between 2009
and 2013. Under these circumstances of inadequacy of the macroeconomic framework and
absence of relevant information, the planned series (one per year) of Growth DPLs could not be
delivered during the first part of the CPS period. After the 2013 national elections, the new
Socialist led coalition government initiated a reform program to restore macroeconomic balances,
and sought World Bank assistance.

6. The Government took several important measures to strengthen the macroeconomic
situation in the first half of 2014 by carefully assessing the stock of arrears, publishing a
comprehensive arrears clearance strategy and strengthening commitment control, which
demonstrated its commitment to restore macroeconomic balances. The Government also passed
the first comprehensive pension reform in decades which strengthen the contributory scheme with
a view to reducing its burden on the budget over time, increasing retirement age gradually and
introducing a social pension. The energy sector settlement and arrears prevention strategy was
also approved, and a large chunk of arrears was netted off. There were some improvements in
budget transparency, implementation of automated payments systems, and certification of an e-
procurement mechanism for use in donor-supported projects. Since the new Government assumed
office in September 2013, there was clear commitment to tackle the urgent issues, a willingness to
recognize and address the resolution of fiscal arrears and public debt, and to undertake necessary
reforms to strengthen budget control and PFM. These efforts were supported by WBG analytical
work and technical support (including the Public Finance Review, a set of Policy Notes, a PFM
Strategy, and TA on Pension Reform), and two Development Policy Loans in FY14.

(i) Improving business regulations and reducing compliance cost for the private sector

7. There have been some recent improvements in business regulation and legislation,
but an uneven implementation of the law continues to negatively affect the business climate.
Business Environment Reform and Institutional Strengthening (BERIS) project supported, among
other activities, the legislation of the inspection reform which is being successfully implemented
since 2014. Even though not a specific outcome of the project, the construction of the Metrology
Laboratory was a big achievement allowing further support from EU in the Quality Infrastructure
area to take place immediately after. In parallel, IFC Tax Simplification project contributed to
simplifying 12 tax procedures, with an estimated EUR11.7 million in savings to the private sector.
Also, through this program, IFC contributed to 13 primary and secondary legislation (already
approved) related to Transfer Pricing, and Advance Pricing Agreement. IFC Trade Logistics
project facilitated the signing of a trade facilitation agreement between the governments of Albania
and Kosovo for a joint transit corridor. IFC’s ongoing Debt Resolution project contributed to
reviewing internal procedures of Albanian Bankruptcy Supervision Agency. Albania ranks 68th
in the World Bank’s Doing Business 2015 report (climbing 22 positions) compared to 90" in 2014
and 82" in 2013, reflecting recent progress in easing procedures for obtaining construction
permits, starting a business, registering property, and paying taxes. Business satisfaction with the
quality of regulations has improved. Yet, continuing insecurity in property rights, energy
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shortages and informal competition practices are identified as major obstacles to doing business in
Albania. TThe Bank-financed Land Administration and Management Project (LAMP) supported
business process reengineering, office renovation and equipment supply, development of IT
system for the Immovable Property Registration Offices (IPRO), all of which contributed to better
customer service and reduction in time for property registration. One lesson for similar projects
is the importance of developing IT systems and e-services which are crucial to better service
provision, increased transparency, and reduced opportunities for corruption, and enabling the
continuous implementation of such systems.

9. Private sector compliance with selected EU and international requirements has
improved. The NSDI goal of EU accession has motivated reforms for such compliance. A range
of WBG activities has supported the results including the ongoing Road to Europe: Program of
Accounting Reform and Institutional Strengthening (REPARIS) regional program, as well as the
national level Corporate Financial Reporting Enhancement Project (CFREP). Further to an earlier
equity and loan investment in a state-of-art cement production, IFC invested $6.7 million
additional equity which in increased local availability of cement at more competitive prices and
provided 400 new jobs.

@iii)  Improved and more financially sustainable infrastructure services in roads, energy, and
irrigation

10. Domestic energy supply improved, though there have been some delays in bringing
on line some expected additional capacity. Power supply in Albania relies almost entirely on
hydro plants, which are insufficient to meet internal demand during dry periods, and the country
has to rely on imports. Power supply improved over the CPS period and the frequent load shedding
has been eliminated. Domestic production increased due to good hydrology in 2009, 2010, and
2013, and new additional hydro capacity was constructed by the Independent Power Producers
(IPPs). Domestic generation is still vulnerable and the hydrology risk is not yet appropriately
addressed, but the transmission system is more reliable.

11.  The objective of achieving financial sustainability in the energy sector was not met.
Cost recovery within the electricity distribution system did not improve. Persistently high
distribution losses (44 percent in 2013), low collection rates, and regulated tariffs below costs have
required continued fiscal support from the Government which is unsustainable. Technical and
non-technical losses had risen to nearly half of supplied electricity by 2013. The WBG supported
distribution reform and privatization in the power sector with a Partial Risk Guarantee. There was
close collaboration between the WB and IFC, and between the WBG and Government in the design
of this operation, including advisory services. However, the privatization of Distribution Company
did not yield the expected results with respect to service improvements, levels of losses and bad
debt reduction. Maintaining a more regular WBG engagement after the privatization could have
been helpful. In early 2013, the Energy Regulatory Authority (ERE) revoked the private operator’s
license due to noncompliance of its obligations under its license and appointed a temporary state
administrator to run the distribution system. After more than a year of negotiations, in September
2014, the Government and private operator reached an amicable settlement agreement. This
experience underscores the need to maintain policy dialogue at sector level especially after a large
privatization transaction. The power sector has also suffered from incomplete reforms and weak
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governance. The Government views the settlement and prevention of arrears of the energy sector
as a priority. The Public Finance DPL includes prior actions such as the adoption of a time-bound
settlement and prevention strategy of public sector arrears in the energy sector, netting off part of
public sector energy arrears and the clearance of all budgetary arrears and ensuring that budgetary
institutions remain current on their utility bills.

12.  There was little progress in improving energy efficiency and more work is required
in the use of cleaner energy. A major bottleneck was insufficient interest in adopting the Law
on energy efficiency. However, the adoption of the new Law on Concessions and Public Private
Partnerships in April 2013 (followed by implementing legislation and a concessions strategy) was
an important step. The adoption of the new Law on Renewables in May 2013 fell short of
streamlining the administrative barriers for licensing and authorization of renewable energy
investments and connection of renewable energy producers to the grid. Albania’s performance in
the area of implementing the energy efficiency acquis is one of the poorest in the region and the
adoption of the draft Energy Efficiency Law is key. IFC’s investments and advisory services
activities focused on energy efficiency and renewable energy projects. IFC financed $11.8 million
(%5 million disbursed) credit line to support a local bank in Albania, with proceeds from the loan
utilized to finance 2,800 energy efficiency loans and four Small Hydro Power Plants (SHPPs).
Also, IFC invested directly US$8.7 million ($5 million disbursed) equity in an Austrian company
specializing in investments in small hydro projects. To support liberalization of the power sector
efforts of the Government of Albania, IFC financed $45 million ($38 million disbursed) and
mobilized $99 million ($47 million disbursed) in financing the privatization of four hydroelectric
power plants, with a total installed capacity of 76.5 MW. Through its Residential Energy
Efficiency Initiative, IFC signed and implemented Advisory Project Agreements with two
microfinance institutions and three banks, facilitating about 5,000 energy efficiency loans for a
total of $20 million, benefiting more than 15,000 individuals. Through its Balkans Renewable
Energy Program for SHPPs, IFC contributed to drafting the RE regulatory package and supported
seven SHPP sponsors and two banks financing SHPP projects. Through this program, IFC
facilitated $500 million of investments in the construction of 60 SHPPs, with total installed
capacity of 180 MW. IFC invested $75 million ($38 million disbursed) to a Canadian-based oil
and gas exploration and production company, exclusively focused on Albania.

13.  Road conditions and the sustainability of road investments improved. Albania has
been steadily improving its transport infrastructure, including the 1,700 km of secondary and local
roads rehabilitated by the completion of the Secondary and Local Roads Project including
reconstruction/rehabilitation and improved condition of local and secondary roads, improved
access to services and markets, and to a certain extent improved asset management and
maintenance. The ICR rated the overall outcome of the project as Highly Satisfactory. Key lessons
include the contribution of strong political support and commitment for such a large program;
having a sound strategy, action plan, and coherent donor coordination given the programmatic
approach; and an experienced and strong implementation agency. Having transparent selection
criteria for the roads under the project and involving communities in the selection process can
mitigate potential political pressures. IFC involvements include road maintenance and
management contract for Milot-Morine Highway PPP. Despite the continuous improvement in
transport infrastructure, the sector faces three main challenges that relate to prioritization of
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investments, clearance of arrears on a large number of contracts, and asset management and
maintenance.

Strategic Objective 2: Broadening and sustaining Albania’s social gains

Q) Broader access to education, particularly secondary and higher education, and improved
quality at all levels

14.  There were improvements in the access to secondary education, but quality showed
little improvement. The Education Excellence and Equity Project (EEEP) supported multiple
investments that directly improved learning conditions. The program had impact on improving
access to secondary education (GER of 90 percent in 2013; the CPS milestone was 100 percent
GER in 2014) since the EEEP only supported this objective through the construction and
rehabilitation of seven secondary schools, in which enrollment increased from 4,453 in 2006 to
7,038 in 2012 (MOES data). The milestone for increased number of teachers participating in
continuous professional development was also not achieved as the focus shifted to training teachers
in implementing the revised curriculum. The failure to appraise the safeguards aspects of new
school construction under the EEEP led to extensive delays and their resolution limited the support
that the EEEP could provide to improving access to secondary education through civil works.
Overall project results include increased institutional capacity of the Ministry of Education and
Science (MOES), curriculum revisions, establishment of teacher professional standards, and
elimination of triple shifts and reduction of double shifts. The ICR rated project outcome as
Moderately Satisfactory. Lessons include the efficacy of using the pooled funding modality which
provided flexibility to changing conditions and simplifying fiduciary procedures, but increased the
burden on the WBG as the primary fiduciary supervisor. Decentralized school construction by
municipalities with limited capacity to comply with WBG safeguards and fiduciary conditions (as
well as lack of formal accountability) delayed implementation.

15.  The objective of reforming higher education institutions to strengthen financing and
guality was only partially achieved. EEEP supported the introduction of some steps to initiate
reforms but actual improvements are yet to accrue. These steps included the development and
implementation of a Higher Education Reform Action Plan and ultimately the Higher Education
Strategy 2013-2020. The MOES advanced financing reforms in higher education with the
development of a revised funding formula as well as a student loan scheme. The Public Agency
for Accreditation of Higher Education was restructured. Standards for higher education
institutions were prepared and used to launch a Higher Education Program Ranking Initiative,
which is yet to be completed. All universities have established external governing boards and have
developed strategic plans. The Government drafted a new law on higher education which
emphasizes autonomy in decision making and financing, and this is expected to be approved within
June 2015. However, the program did not support the development of an overall quality assurance
system.

(i) Improved access to quality primary health care and more efficient public spending on
health care
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16.  There were some improvements in overall access and use of PHC services. CPS sector
objectives were supported by the WBG-financed Health System Modernization Project. The
number of visits per capita per year in primary health care (PHC) met the project target of two
visits. In addition, the number of people who visited their PHC doctor for the first time increased
by 1.5 times during the project life, while total number of visits to PHCs increased 1.4 times.
Project activities that contributed to the outcome include re-training of PHC providers;
establishment and implementation of Basic Benefits Package for PHC; introduction of a new
payment method for PHC services, linking the performance with results; improved knowledge and
skills of the PHC doctors; and improved medical equipment in the PHCs. The project ICR rating
was Moderately Satisfactory. The lessons from the implementation of the project, being applied
to the design of the next project, include (i) the need to develop and integrate health system
information systems in project design supported by technical assistance; and (ii) the importance of
well-sequenced and realistically paced roadmaps with implementable plans in undertaking
complex and comprehensive sector reforms.

17.  The capacity for improving efficiency of public spending on health care started to
strengthen. The objective for decreasing the share of total public sector spending on hospital care
reached 58 percent (target 48 percent). The Health Insurance Institute’s (HII) capacity has
developed as the sole purchaser of health services, including covering payments by hospitals, but
further improvements are needed. Other results include strengthened HII capacity in providing
performance analysis and contracting, and the introduction of bonus payments for PHC doctors
and nurses (for example, during the first half of 2012 around 2,000 family doctors and 6,600 nurses
benefited from increased pay as results of performance bonuses).

(iii)  Improved targeting and effectiveness of Albania’s social protection systems

18.  The outcome on improving the efficiency of social assistance expenditure and benefit
administration is only partially achieved. While Albania has a reasonable platform for
providing social protection, major challenges remain. The relative balance in public spending on
disability assistance and the main poverty-targeted social assistance benefits (Ndihma Ekonomike)
has shifted significantly in favor of the former. Both programs face problems in targeting,
eligibility, and coverage. Spending on disability assistance has increased due both to a larger
number of beneficiaries (50 percent increase between 2007 and 2013) and to generous indexation
of benefits. The targets for indicators on revising the assessment procedures and eligibility criteria
for disability benefits (including disability pensions) as well as increases in coverage of the poor
by the Ndihma Ekonomike had not been reached at end-CPS. WBG support includes the Social
Assistance Modernization Project, the first IPF operation using the Disbursement Linked Indicator
(DLI) approach in Albania with a focus on results. The project was approved late in the CPS
period. Lessons are already emerging from this innovative operation including the importance of
having adequate capacity for robust monitoring and evaluation to monitor accomplishment of
results.

19.  Albania successfully prepared a once in a generation pension reform during the CPS
period, subsequently passing it in Parliament and beginning implementation. After years of
spending increases in pensions, the lack of a comprehensive approach to pension reform, and
sizeable ad hoc increases in benefits, the new Government moved forward on pension reform and
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submitted legislation to Parliament. Pension reform was one of the first issues on which the
Government embarked when it took office in September 2013, and immediately turned to the
WBG which has been long engaged in this area. The WBG’s analytical and advisory services
contributed to the development and implementation of the Government’s strategy, including the
work that was done under the Pension TA with the previous Government, and was appreciated by
the other development partners involved. The 2014 Pension Law (adopted in July 2014, after the
end of the CPS period) is expected to address many of the problems Albania faces in this sector,
including a de-linking of contributions and benefits, the lack of a mechanism to provide old age
security for the informal sector, and ad hoc increases in benefits. The pension reforms demonstrate
impact in the long-term, and the results are to be seen in the next 15-20 years.

Strategic Objective 3: Reducing Albania’s vulnerabilities to climate change

Q) Improved the conservation, management and efficient use of Albania’s water resources

20. Upstream risks of erosion were reduced. There have been improvements in the
management of Albania’s wetlands, forest and pasture resources and water catchments. These
have led to increased incomes earned from forest activities in communal forest and pasture lands,
and reduced erosion. The Natural Resource Development Project (NRDP) was the main WBG
instrument. At project closing, the (NRDP) covered 251communes (15 percent more than the
project objective). Strengthened management of Albania’s forest and pasture resources and
watersheds in these communes contributed to an 8 percent increase in income earned from forest
activities in communal forest and pasture lands, and 28 percent increase in income earned from
forest and agriculture activities in micro-catchments. About 220,000 tons of erosion was reduced.
Albania is one of the first countries to sequester carbon on eroded lands. As of mid-2013, NRDP
had sequestered 128,757.5 tons of CO2 in 4,779 ha of project area. The ICR rated NRDP as
Moderately Satisfactory and key lessons include the importance of adapting to local conditions,
and local stakeholder consultations. The Disaster Risk Mitigation and Adaption Project results
include institutional development of key implementing agencies, National Guidelines which
replaced the building codes with Eurocodes to comply with EU standards, development of the
Disaster Risk management Strategy, and new hydromet products which meet World
Meteorological Organization (WMO) standards.

21.  The objective of improving critical public environmental infrastructure and
municipal services was partially achieved. The target of safe disposal of at least 5,000 tons of
household waste in the South Coast in accordance with EU standards was met. The cleanup of the
Porto Romano hotspot was completed, with more than 45,000 cubic meters of hazardous waste
safely disposed and encapsulated, thus protecting the population of Porto Romano from health
hazards. The project was subject to the Inspection Panel Investigation, which affected its
implementation pace. The construction works for the regional landfill for solid waste in Bajkaj
and water supply and waste water treatment in Saranda picked momentum and were close to
completion by the end of the CPS period (they were completed by end 2014). These activities
were supported by the Integrated Coastal Zone Management and Cleanup Project (ICZMP) with
many activities completed shortly after the CPS period. This reflected the heightened
implementation pace to complete all planned investments during 2014 with the project closing on

65



a positive note in March 2015. More than half of the disbursement were materialized between
December 2014 and March 2015.

22.  The framework for management of water resources improved only marginally.
Supported by the Water Resources and Irrigation Project (WRIP), approved late in the CPS period,
where implementation has picked up after the CPS period, the milestone for capacity building
programs for the National Water Council, water user associations, and drainage boards is not met.
In addition, the milestone for fully operationalizing the Joint Albania/Montenegro Lake Shkodra
management cross border institution, under Lake Shkodra Integrated Ecosystem management
Project has not yet been achieved.

I11.  WORLD BANK GROUP PERFORMANCE

23.  The overall performance of the WBG in designing and implementing the CPS in
support of selected country objectives is assessed as Good. As summarized in the discussion
above and detailed in the results framework (Attachment 1), about 60 percent (10) of the 17 CPS
outcomes were fully or mostly achieved, while about 35 percent were partially achieved (and only
one not achieved). It should also be noted that there has been good subsequent progress in many
areas even though the related outcomes were not fully achieved during the CPS period. The WBG
captured lessons learned in implementing the CPS, and is preparing its new program or support
which draws upon this learning. The following summary of WBG’s performance supports this
assessment along several dimensions.

Results Number Achieved Mostly Partially Not Dropped
Achieved Achieved Achieved

Strategic Objective 1: 8 4 1 2 1 0
Outcomes

Milestones (29) 19 4 2 4 0
Strategic Objective 2: 6 0 4 2 0 0
Qutcomes

Milestones (19) 7 5 6 1 0
Strategic Objective 3: 3 1 0 2 0 0
Outcomes

Milestones (10) 6 1 3 0 0
OVERALL CPS: 17 5 (29%) 5 (29%) 6 (35%0) 1 (6%) 0 (0%)
Qutcomes

Milestones (58) 32 (55%) 10 (17%) 11 (19%) 5 (9%) 0 (0%)

A. Design

24.  The CPS objectives were well-aligned with the country development goals as
articulated in the NSDI. The three Strategic Objectives responded to the priorities of Albania in
the backdrop of the global financial crisis and Eurozone volatilities, as well as the challenges facing
the country as it graduated to middle-income status and aspired to EU accession. The CPS was
prepared in close consultation with a wide range of stakeholders from the Government,
development partners, private sector, and civil society. A Client Survey conducted in mid-2012
among representative stakeholders, to gauge the perception, effectiveness, and development results
of WBG engagement in Albania strongly endorsed its continuing focus and relevance.
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25.  The CPS envisaged an IBRD envelope of US$275 million and IFC transactions of
about US$120-150 million over FY11-FY14. This was increased to US$300 million at the end
of FY11 to help with recovery from catastrophic floods and ensure the safety of major dams. At
the time of the CPS Progress Report (CPSPR), this allocation was further increased by US$275
million to help Albania respond to the prolonged volatility in Eurozone economies (in particular
in neighboring Greece and Italy which are closely linked to the Albanian economy mostly through
trade and remittances) to reduce its economic vulnerabilities and accelerate growth (through
increased support for the financial sector, structural reforms, and social protection), bringing the
revised CPS indicative allocation to a total US$575 million. IFC reconfirmed its long-term
commitment, through its investments and advisory services, to developing Albania’s power sector
as a key to unlocking growth as well to support infrastructure sectors through three important
projects: (i) a first PPP transaction for the operation and maintenance of the main highway
connecting Albania’s coast with Kosovo; (ii) privatization of a series of hydropower plants; and
(iii) a PPP transaction for integrated solid waste management in the Municipality of Tirana. In
addition, IFC stayed committed to continue to use its advisory services to support Albania to
further improve the investment climate in line with the country’s overall EU accession aspirations.
As events have borne out, the focus of the CPS on the Strategic Objectives and results areas was
appropriate. The initial choice and mix of instruments (see Attachments 2 and 3), with emphasis
on an annual series of Growth DPLs, was considered adequate at the time, but in the event, was
not deliverable in most cases in the early years of the program. The CPS had correctly identified
the risks from potential deterioration of the macroeconomic situation and persistent political
tensions. The supporting plan for non-lending services was conservative. However, this allowed
for flexibility, and in reality, a significantly larger number of high quality, relevant, and well-
received AAA products were delivered and provided a solid underpinning for the subsequent loans
and engagements.

26.  The CPS results framework, while responding to the WBG interventions, was overly
complex. It comprised three Strategic Objectives, seven results areas, 17 outcomes, and 58
milestones. Conceivably, the large number of outcomes and milestones were needed to adequately
account for the expected results from the 15 ongoing projects that were in the portfolio, and the 12
additional operations envisaged under the CPS. There were no measurable quantitative indicators
for most of the outcomes, and progress was monitored through observable and critical milestones
and outputs. . The results chains were well thought-out, and the outcomes were pitched at levels
appropriate for the contributions of the WBG in the country and attributable to its interventions.
There were no gender disaggregated indicators. The results framework was updated for the
CPSPR. However, given the relatively small IBRD envelope (US$300 million) that was available
at the time of CPS approval, the wisdom of having such an elaborate results framework, as well as
proliferated lending program (average notional size of project of US$25 million) can be
questioned. Too little resources were spread too thinly among multiple projects to support too
many outcomes. Going forward, a more simplified results framework would be warranted to
reflect greater selectivity, and easier monitoring, for assessing performance. Also, linking CPS
results and indicators to project-level results as far as possible would be a preferred move.

27.  The CPSPR was used to make necessary mid-course adjustments and confirmed the

continuing relevance and alignment of the WBG program with country priorities. At the
time of the CPSPR (April 2013), the portfolio comprised eight projects (down from the 15 in FY12
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with closures and few new approvals) and the lending program envisaged six deliverables for the
last two years of the CPS. Adjustments included diversifying planned lending instruments towards
support for investment projects for growth and reduction of vulnerability. The problems of
improving financial performance and reliable supply in the energy sector were also recognized.
The CPS program was adjusted in important respects to focus more on structural reforms to create
the fiscal space needed for growth-enhancing investments and targeted support for the
economically vulnerable. This was possible only because of strong client traction and
championship to address the structural issues during the latter part of the CPS period. A new
Power Sector Reform and Recovery Project (US$150 million, FY14) was added to the pipeline to
help restore financial viability of the sector and delivered shortly after the CPS period. A new
DPL to strengthen financial sector resilience (US$100m, FY14) was included to support the
Government’s commitment to implement a credible program for sustainably tackling financial
sector issues which was delivered in FY14. IFC reconfirmed its long-term commitment, through
its investments and advisory services, to developing Albania’s power sector as a key to unlocking
growth as well to support infrastructure sectors through three important projects: (i) a first PPP
transaction for the operation and maintenance of the main highway connecting Albania’s coast
with Kosovo; (ii) privatization of a series of hydropower plants; and (iii) a PPP transaction for
integrated solid waste management in the Municipality of Tirana. In addition, IFC stayed
committed to continue to use its advisory services to support Albania to further improve the
investment climate in line with the country’s overall EU accession aspirations.

28.  The identification of risks was candid. Apart from the macroeconomic and political
risks, the CPS identified possible limitations of the WBG’s impact given the limited original IBRD
envelope and implementation challenges as additional risks. The CPSPR further indicated delays
in effecting a fiscal adjustment or deepening of the Eurozone crisis as part of the macroeconomic
risk, and also noted risks from further political polarization leading to policy gridlock. The
mitigation measures which bore good results included continuous dialogue with key stakeholders
across the political landscape, flexibility in the program to approve and/or modify the size of
budget support as warranted by developments, solid analytical and technical work with wide
dissemination, world class advisory services, and close work with development partners. The
Governance Filter, embedded in some projects, inherited from the previous CAS, was closely
monitored to help mitigate governance and institutional risks in WBG operations.

B. Implementation

29. New IBRD lending to Albania was slow to get off the ground during the early years
of the CPS period. The inspection panel on ICZMP and energy project, as well as safeguard
assessments across all the portfolio slowed down new lending. The resettlement issues that came
up during the Education Project implementation are another clear example of this. While EEEP
partners were in agreement with the resettlement and environmental principles, it was still difficult
for them to understand all WBG requirements. A further reason for lags in new approvals at the
beginning of the CPS was due to more focus on turning around a poorly performing and slow
disbursing portfolio. In collaboration with the Government, there was also concerted effort
directed towards portfolio consolidation, which was successfully accomplished. During the latter
part of the CPS period, a slowdown of the reform speed from the Government (considering the
fact that the Government was in the middle of its second mandate), coupled with Euro crisis
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impacted new lending especially in the last two years of the CPS. During this period, the WBG
maintained strong engagement. Subsequently, the efforts to accelerate new approvals bore fruit
towards the end of the CPS period. The new Government’s strong championship and pursuit of
macroeconomic and structural reforms enabled the Bank to accelerate lending during the latter
CPF period, including through provision of budget support. Of the US$442 million in new IBRD
commitments to Albania during FY11-FY14, US$305 million was delivered during FY14,
including two DPLs accounting for US$220 million. The six new loans until end FY14 include
support for modernizing social assistance, financing for dam safety (additional financing),
environmental services and water resource management (Attachment 2). The WBG did well to
consolidate and streamline the portfolio in this CPS period in line with its operational objective.
There were 15 projects (average size US$18 million) in the portfolio at the beginning of the CPS,
many of which were over-aged. At the end of FY 14, there were 6 projects in portfolio with an
average size of US$47 million.

30. IFC and MIGA supported the CPS outcomes through transactions and Advisory
Services. As part of the “One-WBG” approach, IFC worked closely with the Bank in joint areas
of engagements such as increasing access in the financial sector (e.g., SME credit lines to local
banks, corporate governance), climate change (e.g., bank financing in renewable energy, energy
efficiency, and waste management), and improving the business environment (e.g., tax
simplification, trade logistics, debt resolution). Between FY11 and FY15, IFC investment clients
supported over 5,200 employment opportunities. The combined investment clients also
contributed over $108 million in tax payment and almost $2 million in community development
outlay. IFC also supported financial institutions which disbursed over 2,800 new MSME loans for
a total of $194 million. Through energy efficiency and renewable energy advisory services
projects, IFC has estimated to contribute to 475,000 metric tons of GHG emission reduction per
year.

31.  Trust Funds (TF) managed or implemented by the WBG contributed to several CPS
outcomes. The TF portfolio of about US$19.1 million was fully aligned with the CPS objectives.
Half of the TF portfolio supports Strategic Objective 3 focusing on water and natural resource
management. Several grants (total US$8.7 million) support the competitiveness objective, largely
covering the financial sector, infrastructure and land administration.

32. The WBG’s non-lending and knowledge products contributed significantly to the
results (Attachment 3). The flexibility of the program allowed the preparation, delivery, and
dissemination of highly relevant just-in-time activities which responded well to emerging issues,
client demand, and opportunities. In particular, the Public Finance Review (PFR), the Policy Notes
(timed for the pre-election period), the TA on Pension Reforms, and Support to PFM Strategy
embodied breakthrough analysis which influenced major policy directions, reforms, and concrete
actions. The PFR is repeatedly cited by Government counterparts and development partners as
being seminal in putting realistic dimensions on the arrears problem with practical options for
tackling the issues. Consequent WBG operations (e.g., DPLs) were that much more efficiently
and speedily prepared because of these strong underpinnings. The program also benefitted from
the Regional West Balkans AAA program as well as key pieces sponsored as part of IFC Advisory
Services. In the recent Client Survey, the significance of the contribution that the WBG’s
knowledge and research make to development results in Albania received a very high rating. A
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key lesson is the importance of continuing with quality and relevant AAA in close consultations
with key counterparts and stakeholders (and drawing on the WBG’s global knowledge) even when
the lending program might have slow traction.

33.  Close coordination and harmonization with the development partners was
maintained during the CPS period. The CPS was prepared in alignment with the NSDI and the
accompanying External Assistance Orientation Document. The joint engagement in several
sectors, backed by financial complementarity, has been particularly important in contributing
towards the achievement of some of the CPS objectives. In several instances results in the
environment and tourism related areas were possible (ICZMP) due to Sweden SIDA and Austrian
Development Agency’s substantial financial support, implemented through the WB, or the
Integrated Planning System where the EU, Swiss, and Sweden financed Trust Fund for Public
Finance Management is managed by the World Bank. IFC renewable energy program is developed
in coordination with EBRD. IFC’s Tax simplification was coordinated with Austrian
Development Agency (ADA) and debt resolution is expected to be coordinated with USAID. The
education sector is another example (among the first examples in the country) of a coordinated
effort to initiate a sector wide approach. On the other hand, this project highlighted challenges in
donor coordination under a joint engagement, such as differences in rules, procedures and
timelines, which can slow implementation progress. The development partners’ grants for project
preparation and AAA provided timely support in key areas such as environment, water resources
and public finance management. During consultations undertaken as part of this CLR,
development partners invariably noted the strong collaboration and cooperation with the WBG in
Albania.

IV.  ALIGNMENT WITH WBG CORPORATE STRATEGY

34.  When the CPS was designed, the WBG had not yet articulated the new strategy and
the twin goals. The review of the FY11-FY 14 CPS demonstrates that the CPS Results Framework
design was quite well aligned to the previous corporate goal with a focus on poverty reduction.
The CPS sought to support a recovery in economic growth. Poverty reduction in Albania has been
strongly correlated with economic growth coupled with a positive impact on the bottom forty
percent of the population. Hence, the CPS did, implicitly, seek to contribute to boosting shared
prosperity of the bottom forty percent of population.

35.  The Strategic Country Diagnostic (SCD), which underpins the new CPF, also found
that there was a strong association between economic growth and poverty reduction in
Albania. During the years of high growth (2002-2008), a large number of people were lifted out
of poverty. Furthermore, economic growth was inclusive, with consumption of the bottom 40
percent growing faster than the average, and the drivers of economic growth benefitting the less
well off. The low growth recorded during the CPS years (2011-2014) undermined these causalities
with reversals in poverty reduction in the earlier years, and weak transmission for boosting shared
prosperity.

36. Going forward, the CPF should demonstrate selectivity by focusing around the major

priorities identified by the SCD which can have the greatest impact on the twin goals. The
results framework also needs to explicitly provide the links from WBG-supported activities to
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outcomes, indicators, and milestones which contribute to the twin goals. Ideally, these should also
be translated into measurable baselines and targets where possible. At the same time, poverty-
focused programs need to have better targeting as well as better coverage.

V. LESSONS

37.  The implementation experience of this CPS, as well as the various key learning, provides
a platform for the next CPF. Some of the key lessons are summarized below.

o It is important to stay engaged and continue the dialogue with the counterparts even
during periods when there is insufficient commitment for reform, as continuity of
engagement helps the Government in articulating future policies. The process of information
exchange, consensus building, weighing alternative options and strategies, and conducting honest
debate, contributes to greater trust building which can provide the basis for moving rapidly when
major obstacles are unblocked.

o Open dialogue with a broad spectrum of stakeholders increases the ownership of the
program. This can include political elements that may at some stage be in the non-ruling coalition.
This dialogue should be managed so that it is open and transparent, and does not alienate the party
in office. It can be part of the consultations and discussions with segments of society such as
CSOs, NGOs, academia, and private sector.

o Project design should be adjusted to the commitment for reforms and institutional
capacity of the counterparts. A few projects have tended to include many sub-components, often
spatially dispersed, and with limited synergies, leading to implementation challenges. Often,
objectives have been ambitious with the goal of solving multiple issues and problems and thus
ending up not addressing any of them well. One suggested alternative is to focus on a few selected
regions or cities, and concentrate efforts in providing multi-sectoral cross-cutting support.
Proliferation of small and thinly spread interventions, particularly in a small country, should be
avoided as these challenge client capacities and are difficult to monitor.

o A CPS results framework with fewer outcomes and measurable indicators helps to
evaluate performance. The Albania CPS had too many outcomes (17) and milestones (58). Some
of the outcome definitions were too complicated and contained milestones related to multiple areas
making it difficult to track, monitor, and assess. Many outcomes did not have measurable
indicators with baselines and targets. It would also be preferable to link CPS outcomes and
indicators to project-level results as it is through WBG activities that most of the outcomes can be
achieved.

o High quality, demand driven, and relevant AAA strengthens the WBG overall
engagement. The WBG is often exceptionally well-placed to undertake such knowledge work as
was demonstrated in Albania, where deep knowledge about sectors crucially complemented the
macroeconomic analysis in establishing the first credible estimates of the level and composition
of the fiscal arrears. Non-lending work should continue even when lending is sometimes lagging,
and provide the underpinning for quick movement when the time comes. Going forward, a robust
program of AAA should be developed, not as a substitute for investment lending, but because (as
shown by the experience in Albania) sometimes it can have stronger impact, especially in those
sectors and for issues that are of critical importance for economic management (such as PFM,
pension, land restitution and compensation, energy, and urban development).
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o There is need for enabling policy and regulatory conditions for privatization
transactions. The experience with the privatization of the distribution system in the electricity
sector provided some key lessons on how not to structure such a deal, including the need for
government political commitment to unpopular measures such as payment enforcement from
consumers and regulatory independence among others. It also highlighted the importance of
maintaining targeted advisory assistance as issues can arise after a privatization is completed and
during implementation.

o Engaging with local stakeholders and adapting to local conditions are key to the
success of decentralized operations. The education sector project, where school rehabilitation
and construction was implemented by municipalities, demonstrated the importance of timely
clarification of responsibilities and accountability of decentralized entities in delivering outputs,
coupled with strong orientation on WBG procurement and safeguard policies.

o Maintain the strong collaboration and coordination with the development partners
aiming at leveraging their assistance. The WBG and the EU are the key strategic partners in
Albania, and their programs cover multiple sectors. The complementarity with donor assisted
programs is important and the CPF should consider this while selectively choosing the sectors and
interventions, for example in the areas where there is a strong EU or other donor presence WB
might consider scaling down its support. The WBG’s analytical work should continue on critical
areas as this is knowledge support is considered valuable by both development partners as well as
stakeholders in the country. The experience in Albania also suggests that while donor cooperation
may not be feasible in all areas of technical or financial support, strong information exchange
should nevertheless take place to enable all partners to have mutual understanding of their
respective strategies, programs and implementing procedures.

o The positive trend of consolidating the WBG portfolio with judicious selectivity
should continue. The WBG did well to reduce the number of small and spread out projects under
implementation during the CPS period by moving to larger and more transformative investments.
The forthcoming CPF should further deepen this and develop a partnership program based on clear
criteria for selectivity that addresses mutual priorities, drawn from both the SCD and country
priorities, even though the needs may be many. The use of criteria such as alignment with top
SCD and country priorities, client ownership and readiness, could inform selectivity with deeper
engagements in key sectors thereby strengthening WBG contribution to country results and
avoiding the risk of being thinly spread.
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Albania: FY11-FY14 CPS Completion and Learning Review: Summary of CPS Program Self Evaluation?

CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

Strategic Objective 1: Accelerating the recovery in Albania’s economic growth through improved competitiveness

(i) Sound macroeconomic management and improved public expenditure management

Outcome 1: Improved
credibility and contestability
of fiscal policy, strengthened
financial stability, national
economic statistics, reporting
on development outcomes
and governance of public
spending.

1.1 Automated treasury system
fully implemented across and
used by all central government
ministries and agencies for
payments, receipts,
commitments asset
management.*

and

1.2 Detailed and consolidated
government in-year budget
execution reports published
monthly on-line by 2012.

1.3 All Bank-financed projects
budgeted fully in the MTBP,
using Treasury System for
financial management, and
reported on in government
financial reports.*

Outcome 1: Mostly Achieved

In 2013 the Government recognized arrears to the
private sector of around 5.3 percent of GDP. The
Council of Ministers approved an arrears
clearance and prevention strategy.  Arrears
clearance has started and is continuing as
projected in the budget projections, and is being
monitored. Information on arrears payments is
published regularly on the MoF website. A
regulation has been issued requiring the budget
units to get confirmation of availability of funds
from the MoF before initiating procurement for
investment projects.

1.1 Partly Achieved. The Treasury system is
fully functional in its basic form. Enhancements
are being made to address limitations in
functionality, for example, in terms of
commitment controls and recording of multi-year
obligations.

1.2 Mostly Achieved. Detailed and consolidated
in-year budget execution reports and reports on
customs, tax revenues, and VAT reimbursements
are published online.

1.3 Mostly Achieved. All Bank financed projects
are fully budgeted in the MTBP (except some
stand-alone grants). The Albanian Government
Financial Information System (GFIS, treasury)
has been used in three projects for the funds flow.
Despite improvements in the system, weaknesses
were noted when used for project purposes.

Lending:

e  Public Finance Development Policy
Loan (DPL) (P147226, approved
FY14)

e Financial Sector Development Policy

Loan (DPL) (P146280, approved
FY14)

IFC:

e SEE  Tax  Transparency  and

Simplification (P595107, FY13)
e  Debt Resolution (P599428, FY13)

Non-lending:
e  EW Public Finance Review (P143099,
FY14)

e EW Policy Notes (P145524, FY14)

e TAPFM Strategy (P131457, FY13)

e EW Regular Economic Report (RER)
for Southeastern Europe (multiple
reports)

e  TA Pension Reform (P127599, FY13)

e TA:PEFA(FY13)

e EW Country Economic Memorandum
(CEM) (P107507, FY11)

e EW Debt Management Assessment
(DeMPA) (P124165, FY12)

e EW Country Governance Review
(P114006, FY11)

e EW Accountability for
Governance (P107759, FY11)

e TA Financial Crisis Contingency Plan
(P117865, FY11)

Better

The operations benefitted from a wide
range of consultations with stakeholders on
measures supported by the DPL series.
This includes consultations with business
and financial sector representatives as well
as civil society and affected groups (e.g., in
the preparation of the pension strategy).

The staffs of WBG and IMF collaborated
closely on macroeconomic, fiscal and
structural reforms. The policy measures
supported by the DPL series have been
discussed with both the IMF and the EC to
ensure that they reinforce and complement
their support to Albania. The IMF and the
EC are also providing technical assistance
for further strengthening public financial
management.

Timely analytical work by the WBG
through the PEFA, PFR, preparatory work
for the DPL and reports by the IMF and
SIGMA provided valuable insights into the
problems and discussed practical solutions
which the new government was ready to
adopt.

Going forward, more support for the
government’s fiscal consolidation efforts
should be provided.  Also, stronger
coordination and harmonization will be
needed with the other development
partners that are strengthening their
support for the PFM agenda.

17 Column one refers to outcome indicators and milestones.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

1.4 Fully functional EU-
compliant procurement
complaints review mechanism
in place.

1.5 e-procurement system
certified for use by some donor-
financed projects, including
World Bank.*

1.6 A back-stop facility with the
MoF for the Deposit Insurance
Authority established.

1.7 Foreign bank branches,
which retain capital in country,
are converted into subsidiaries.

* milestones for Governance
Filter v2.0

1.4 Mostly Achieved. The procurement
complaints review mechanism in place is close to
being fully EU complaint. The Public
Procurement Commission has been established by
the Public Procurement Law as the highest body
in the procurement system. It provides legal
protection for tenderers and the public interest at
all stages of the public procurement process,
concessions, auctions, and licensing of mines.

1.5 Achieved. The e-Government Procurement
(e-GP) system was assessed by a consulting firm
hired by the Bank in 2010: the Bank can use the
system (only for ICB and NCB procedures). The
system has been piloted successfully under the
Secondary and Local Roads Project.

1.6 Achieved. The Albania Deposit Insurance
Authority (ADIA) has secured a back-stop
funding facility from the EBRD for €100 million
to be called upon if needed to fulfill ADIA’s
obligations to insured depositors.

1.7 Achieved. Foreign bank branches, which
retain capital in country, were converted into
subsidiaries in 2012.

e TA GPF e-Government (P118219,
FY11)

e TF Integrated Planning System 2
(IPS2) (P129332, ongoing)

IFC:

e SEE Tax Transparency
Simplification (P595107, FY13)

e  Debt Resolution (P599428, FY13)

and

Ongoing supervision of implementation of
cost savings due to simplified procedures
and  implementation of  improved
legislations

(ii) Improving business regulations and reducing compliance costs for the private secto

r

Outcome 2: Increased
satisfaction with quality of
regulations (base: 3.3 in 2005;
target: 2.5 in 2012; 1 = very
satisfied; 6 = very
dissatisfied).

2.1 Regulatory framework for
business inspections revised
and adopted.

Outcome 2: Achieved
Baseline: 3.3 (2005)
Target: 2.5 (2012)
Status: 2.5 (2012)
Source: BEEPS; Customized Survey.

2.1 Achieved. (2012). The inspection system has
been revised and General Directorate of
Inspection established. The system is being used
beyond the BERIS project and across the country.

Lending:

e  Business Environment Reform and
Institutional ~ Strengthening  Project
(BERIS) (P096643, approved FY07,
closed FY12, ICR: MS)

Non-lending:
e TA Expropriations
(P119929, FY12)

Safeguards

The BERIS project was overly complex
with too many subcomponents. Going
forward, it will be important to avoid over-
ambitious and over-designed projects.

The implementation experience of BERIS
has underscored the importance of
providing training for project staff. This is
a lesson across all WBG projects in the
country as well as elsewhere.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

2.2 Increase in government
officials trained in techniques
for regulatory review (status: 3
in 2008; target: 175 in 2011).

2.2 Achieved. 175 government officials were
trained in regulatory review techniques by 2012.

IFC

e  Western Balkans Trade Logistics
(P599428, FY13)

e Trade and Logistics Program
(P572687, FY13)

Supervision of implementation by staff of
the 6 streamlined 6 procedures has
highlighted the importance of more hands
on training.

Outcome 3: Reduction in time
for registering immovable
property transactions.
(status: 30 days in 2009;
target: 10 days in 2012).

3.1 Development of land and
property rights regime.

3.2 Complete computerization
of Tirana Immovable Property
Registration Office.

Outcome 3:Achieved

Indicator: Average time to register property
Baseline: 30 days (2009)
Target: 10 days (2012)
Status: 9.8 days (2012)

3.1 Mostly Achieved. The National Property
Rights Strategy was adopted (2012), as well as the
new Law on Immovable Property Registration
(2013). However, a reasonable solution to
restitution/compensation policy and institutional
coordination for property rights needs further
attention.

3.2 Achieved. LAMP supported the development
of new front/back office functions, IT system, and
roll out to 10 largest registration offices, including
Tirana.

Lending:

e Land Administration and Management
Project (P096263, approved FYO07,
closed FY14, ISR: MS)

Development of the IT system and e-
services are crucial to better service
provision, increased transparency and
reducing opportunities for corruption.
However, less than 20% of registration
data are in digital format (only those
properties registered under LAMP) and
managed in the new system. Thus, focus
needs to turn to digitizing/ updating the
approximately  80%  of  property
registration data (maps and legal rights)
that are only in paper format so that they
can be uploaded and managed in the new
IT system.

For land policy a solution to restitution/
compensation is needed that is fiscally
reasonable, and a more integrated land
management approach overall should be
the focus of further land policy
development.

The LAMP design was overly complex
with many sub-components and was
spatially dispersed (urban-rural). The key
lesson is to ensure that the scope of
projects is much more focused.

These lessons are already being followed
in the TA that the Bank is currently
providing for the restitution/compensation
law and in the design of the new land
project.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

Outcome  4: Improving
private sector compliance
with  selected EU and

international  requirements
particularly with respect to:
(i) accounting and auditing
standards; (ii) compliance
with EU standards for
exports; and (iii) issuance of
environmental permits.

4.1 By-laws and regulations
developed for an audit
oversight system in line with
EU directives.

4.2 National  Accounting
Council regularly publishes
updated International Financial
Reporting Standards.

4.3 EU-compliant National
Metrology Laboratory fully
operational.

4.4 Public, on-line database on
environmental permit
applications in place by Dec
2012.

45 Increase in number of
individuals and organizations
trained in AaC principles
(status: 0 in 2010; target: 250 in
2012).

Outcome 4: Achieved

TA and Trust Funds, in particular REPARIS and
CFREP, have contributed to activities which
supported this result and improved EU and other
compliance requirements.

4.1 Achieved. Through the dedicated TA support
under REPARIS program, the Audit Oversight
System now has by-laws and toolkits in line with
best international practices and EU directives.

4.2 Achieved. With TA support through the
REPARIS program, the National Accounting
Council (NAC) has upgraded its ability to update
and publish IFRS translations. NAC now has
clear and detailed procedures for standard-setting
and has acquired translation software. Staff has
been extensively trained. A consolidated version
of updated IFRS was published in 2013.

4.3 Achieved. An EU-compliant National
Metrology Laboratory fitted with equipment
became fully operational from January 2013.

4.4 Achieved.

4.5 Achieved. At least 250 individuals/
organizations were trained in AaC principles by
2012.

Non-lending:

Road to Europe: Program of
Accounting Reform and Institutional
Strengthening (REPARIS)
Corporate Financial
Enhancement  Project
(P113727, FY14)

TA Repeat PEFA (P126807, FY12)

Reporting
(CFREP)

TF IDF  Aarhus  Convention
Compliance

TF MDTF: Extractive Industries
Transparency Initiative (EITI)

(P116632, P129969, P143963, FY10
onwards)

EW FSAP Update (P146188, FY14)
TA Liberalizing Motor Third Party
Liability Insurance Market (P127294,
FY13)

TA Strengthening Deposit Insurance
(P130439, FY13)

TA Universal Access and Service ICT
Sector (FY13)

Investment Climate:  Agribusiness
Competitiveness and Indicator Based
Reform Advisory

Corporate  Governance (P586209,
FY12)
International Standards & Technical
Regulations  Program  (P565267,
FY13)
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities

during the CPS Period

Lessons and Suggestions for the New
CPF

ISTRP resulted in increasing sales to US$8.4 min
or 140% of targeted exports after standard
implementation.

(iii) Improved and more financially sustainable, i

nfrastructure services in roads, energy, and irrigation

Outcome 5: Improved
domestic energy supply (800
gigawatt of additional power

supply per year),
transmissions system
operation, safety and
operational  efficiency  of

hydropower dams.

5.1 Complete construction and
initiate commercial operations
of Vlore Thermal Power Plant.

5.2 Rehabilitation of
substations completed.

three

Outcome 5: Partially Achieved

Power supply improved over the last five years:
net supply increased yearly by 330 GWh (5%) and
reached 7,960 GWh in 2013. Load shedding has
ceased. Total additional capacity by end-2013
was 230 MW. The new 97 MW thermal capacity
is not yet completed. Domestic generation is still
vulnerable and the hydrology risk is not yet
appropriately addressed. The transmission system
is more reliable (the main substations are
rehabilitated and additional transformation and
interconnection capacity are in operation) and
power system operation is significantly improved
(the new modern SCACA system and Dispatch
Center are completed).

5.1 Not Achieved. Construction of Vlore TPP
was completed in December 2011; however, it is
not operational because the contractor did not
properly remedy failures at the offshore facilities.
An independent assessment was carried out by the
Bank and presented to KESH. The report has
provided KESH with a basis for moving forward
in implementing a permanent solution to the
problem which would ensure consistent, reliable
and sustainable operation of the power plant. The
additional installed thermal capacity of 97 MW is
not yet completed.

5.2 Achieved. Five regional substations (Tirana,
Elbasanl, Elbasan2, Burrel, and Fieri) were fully
refurbished and rehabilitated. New control and
monitoring systems were installed in three other
substations in VDeja, Komani, and Fierza. The
reliability of transmission system is significantly

Lending:
e Power Sector Generation and
Restructuring  Project  (P077526,

approved FYO04, closed FY12, ICR:
MU)

Energy Community of Southeast
Europe APL2 — Transmission Project
(P090656, approved FYO05, closed
FY12, ICR: S)

Energy Community of Southeast
Europe APL5 Dam Safety (P110481,
approved FY08, ISR: MS)

Partial Risk Guarantee (PRG) for the
Privatization of the Power Distribution
System Operator (P112242, FY09)

Non-lending:

improved and estimated at 99%.

EW Policy Notes (P145524, FY 14)
Assessment of the Albanian Power
Market Reform (FY13)

Optimization of the Hydroelectric
System in the Drin Cascade (FY13)
Policy Note: Albania’s Power Sector:
Financial Review and Recovery Plan
(FY13)
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CPS Outcome, Outcome

Lending and Non-lending Activities

Lessons and Suggestions for the New

Indicators and Milestones!’ Status and Evaluation Summary during the CPS Period CPF
5.3 Complete restructuring of | 5.3 Achieved. The transmission system operator
Transmission System Operator | (OST sha) restructuring is completed based on the
and business plan including | actual Albanian Market Model. The tariffs for
new tariffs approved. transmission activity are approved yearly. The
new tariff structure needs to be adopted and
approved reflecting new market developments and
requirements of the SEE Energy Community
Treaty.
5.4 Remedial measures of high | 5.4 Partially Achieved. The Dam Safety Project | IFC: Further  strengthen  cooperation and
and medium priority targeting | is under implementation. The dam infrastructure | ¢  Renewable Energy and Small | coordination with the WB energy
spillways and other dam | and systems are improved. The facilities of the Hydropower Plants (FY10) programs.
infrastructure completed. major hydroelectric dams in Albania affected by
the safeguard measures are increased by 20%.
Outcome 6: Improved cost | Outcome 6: Not Achieved Lending: The new Government has recently

recovery within the electricity
distribution system.

6.1 Timely tariff adjustments
approved for  Distribution
System Operator and Retail
Public Supplier in conformity
with the agreed Regulatory
Statement.

6.2 Financial Recovery
program in the Sector, to allow
KESH to clear its arrears to
suppliers.

The sector is financially unsustainable. OShEE
(former CEZ Shperndarje) is insolvent, and both
KESH and OST struggle to meet payroll and debt
service commitments in the absence of consistent
payments from OShEE. Existing electricity tariffs
are not ensuring reasonable cost recovery.

6.1 Not Achieved. The generation, transmission,
distribution and retail tariffs are not adjusted
timely and remained unchanged during the last
five years. Since December 2009, the electricity
tariffs have not been revised and the Regulatory
Statement was not suitably implemented. The
Energy Regulatory Authority (ERE) delayed
acceptance of level of losses and bad debts after
those were assessed by independent auditors; also
2012 tariffs were not adjusted to allow for higher
level of bad debts.

6.2 Not Achieved. No Financial Recovery Plan
was prepared and approved. Over the past year,
the sector has evolved into a state of financial and
performance crises, presenting major fiscal,
growth, and supply security risks. The entire

e Energy Community of Southeast

Europe APL5 Dam Safety (P110481,
approved FY08, ISR: MS)

e  Partial Risk Guarantee (PRG) for the
Privatization of the Power Distribution

System Operator (P112242, FYQ9)

Non-lending:
e EW Policy Notes (P145524, FY 14)

requested the WBG to provide, on a
priority basis, substantial technical and
financial support to avoid potential
electricity supply distortions and to restore
financial viability of the sector, even
though this support was not envisaged
under the original CPS. The combination
of WBG support includes a power sector
reform pillar in the fiscal DPL series
(FY14), and a Power Sector Reform
Project in FY15. Bank technical
assistance, coordinated with IFC support,
is proposed as a response to this challenge.
The project focuses on urgent areas and
priority  sector reforms, and s
complemented by the DPL series and the
process of clearance of arrears under the
IMF program. Further, it is envisaged that
a second sector project will be needed in
FY16/FY17 to complete the financial
restructuring of the sector, further reduce
power losses to reasonable levels, and
anchor the sector reforms to a greater
extent. The World Bank is uniquely placed

78




Albania: FY11-FY14 CPS Completion and Learning Review: Summary of CPS Program Self Evaluation?

CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

sector has been negatively impacted and continues
to sustain significant damage due to high energy
losses and poor revenue collections. Moreover,
bill collections from budgetary and non-budgetary
institutions did not improve.

to coordinate the international community
and mobilize the resources needed to turn
the sector around within a reasonable
period of time and place it on a more
sustainable footing to ensure security of

supply.

The lesson of the experience with the
privatization of the distribution system,
which  was not wholly positive,
underscores the importance of remaining
engaged and providing support even after
the transaction is complete. Furthermore,
clarity in the terms of the contract,
particularly ~ with ~ respect to the
responsibilities of the various parties, is
critical. It also highlights the importance
of targeted advisory assistance as issues
arise after a privatization is completed and
during implementation.

Outcome 7: Promote energy
efficiency and use of cleaner
energy (progress will be
measured by the number of
projects signed: base: 0 in
2010; target: 5in 2013).

7.1 Cooperation Agreements
signed with five banks to
implement  the Residential
Energy Efficiency program.

7.2 Revised step-in rights law
encourages banks to finance
Small Hydro Power Plants
(SHPPs).

Outcome 7: Partially Achieved

The Law on energy efficiency has still not been
adopted. Implementation of the national energy
efficiency action plan is hampered by a lack of
political commitment, administrative capacity and
financial resources. The preparation of the second
national energy efficiency action plan is delayed.

7.1 Not Achieved. The absence of legal and
regulatory frameworks for implementing energy
efficiency initiatives hampered progress.

7.2 Achieved. The step-in right was adopted in
the concession law. This provision has increased
the requirement for concession and commercial
bank participation in financing of renewable
activities. The new additional hydro capacity
constructed by the Independent Power Producers
(IPPs) resulted in total additional capacity by end-

MIGA:
e  Energji Ashta Shpk (ASHTA)

Non-lending:

e RAS Pro-poor Government in Water
and Electricity (P122126, FY12)

e Western Balkans Energy Sector
Directions (P133231, FY13)

e ESMAP: Scaling-Up EE in Buildings
in the Western Balkans

e Residential Energy Efficiency Project
(FY09)

e  Renewable Energy
(P575568, FY11)

e  Enso Hydro Energji (FY12)

e  Bankers Petrolium (FY10)

Advisory

Moving forward, the adoption of the
existing draft Energy Efficiency Law is a
priority as its absence constitutes the main
bottleneck for the transposition or
implementation of the Energy Community
acquis, as well as further implementation
through implementing regulations.
Albania needs to adopt and submit the 2nd
NEEAP, following requirements of the
NEEAP template developed by the Energy
Efficiency Coordination Group. Another
priority is the development of legislation
and regulations dealing with energy
efficiency in buildings in order to comply
with Directive 2010/31/EU, by adopting
the Law and updating the existing Building
Code. The WBG would be well placed to
support these activities.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

2013 to 230 MW. Apart from the Drin River
Cascade (state owned with 1,350 MW and average
production of GWh 4,000 per year), there are other
existing privatized hydropower plants and many
new hydro capacity contracted during the last four
years. The Independent Power Producers, by the
end of 2013, operated 308 MW hydro-capacities
with an annual production of 1,250 GWh.

Outcome 8: Improved road
conditions and sustainability
of road investments.

8.1 108 km in local and
secondary roads reconstructed/
rehabilitated (by Bank project).

8.2 Improved road access to
services and markets (status: O
in 2010; target: 26 communities
in 2012).

8.3 Increase in share of regional
and local roads in better
conditions (status: 0 km in
2009; target: 108 in 2012).

asset
for
and
Road

of an
system
local roads
National

8.4 Creation
management
secondary
Albania
Authority.

Outcome 8: Achieved.

A major investment program to improve the local
road network was supported by the World Bank
(US$25 million), leveraging financing from five
other development partners (about US$400
million), covering about 1,700 km of secondary
and local roads.

8.1 Achieved. 119 km of local and secondary
roads have been constructed and rehabilitated
under the Bank-financed Secondary and Local
Roads Project (SLRP) with co-financing from
DFID and GoA (total cost US$40 million).

8.2 Achieved. The original target (estimated)
under SLRP was 50 communities, and by the end
of the project the number of communities which
are accessed by and using the improved roads
stood at 86.

8.3 Achieved. SLRP rehabilitated and improved
conditions of 119 km of secondary and local
roads.

8.4 Achieved. The Secondary and Local Roads
management system (covering almost 5,000 km)
was established at the beginning of SLRP, helping
to prioritize and define the interventions on
specific sections based on economic, engineering,
social, environmental, geographic, and other
criteria. This system is gradually transferring to

Lending:

e Secondary and Local Roads Project
(P107833, approved FYO08, closed
FY13, ICR: HS)

e  Transport Project (P078949, approved
FYO07, closed FY11, ICR: S)

IFC:

e Road Maintenance and Management
Contract for Milot-Morine Highway
PPP (P29970, FY12)

Key elements that contributed to the
successful  implementation  of  the
programmatic approach include strong
political support and commitment, having
a sound strategy and action plan, and
coherent donor coordination.

Having transparent selection criteria for
the roads that came under the project and
involving communities in the selection
process can mitigate potential political
pressures.

Going forward, an alternative approach
might be to focus on a few selected regions
or cities, and concentrate efforts in
providing multi-sectoral, multi-
disciplinary cross-cutting support (e.g.,
roads, water supply and sanitation) for
effective and sustainable transformation.
While emphasizing selectivity, this would
reduce the thin spatial distribution of
resources.
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CPS Outcome, Outcome

Lending and Non-lending Activities

Lessons and Suggestions for the New

Indicators and Milestones!’ Status and Evaluation Summary during the CPS Period CPF
Albania Road Authority (ARA), following the
gradual transfer of every improved road section.
8.5 Percentage of the national | 8.5 Achieved. In 2011, the Bank-financed
road network covered by | Transport Project introduced Output and
performance based | Performance Based Maintenance in two pilot
maintenance contract (status O | regions of Albania (representing 10% of the
in 2009; target 10% in 2014). national road network), which were picked up by
ARA, and expanded for the whole road network
(although with not sufficient funding to address
the accumulated backlog).
Strategic Objective 2: Broadening and sustaining Albania’s social gains
(i) Broader access to education, particularly secondary and higher education, and improved quality at levels
Outcome 9: Improved access | Outcome 9: Mostly Achieved. Lending: While the EEEP’s pooled funding
to and quality of secondary | Access to, and quality of secondary education, | ¢  Education Excellence and Equity | modality benefited the Government by
education. were improved with curriculum reforms, Project (P078933, approved FYO06, | providing  flexibility —to  changing
reduction of multiple shifts, construction and closed FY13, ICR: MS) conditions and simplifying fiduciary

9.1 Complete reform of
curricula for all three grades of
secondary school.

9.2 Increase in

enrollment  (status:
2009; target: 100%
2014).

secondary
60% in
at end-

rehabilitation of schools, and increases in the
enrollment rate. Teacher training during the
period focused more on the revised curriculum,
and less on continuous professional development.

9.1 Achieved. The secondary general education
curriculum was revised and fully adopted in all
general secondary schools over a three-year cycle
from 2009-2011. Every teacher and administrator
also received training on the new curriculum and
according to anecdotal evidence, the training was
meaningful and informative.

9.2 Mostly Achieved. Secondary enrollment has
increased substantially since 2006. The net
enrollment rate was 80% and the gross enrollment
rate was 91% in 2013. The 100% target
(presumably GER) may have been overly
ambitious, though it was not met due in part to the
fact that the EEEP made only modest
contributions to this outcome.

procedures, it was challenging to manage
from the WBG’s perspective. Even though
IDA contributed only US$15 million to the
EEEP, the WBG as the primary fiduciary
supervisor was responsible for reviewing
and approving hundreds of operational and
procurement actions for the full US$75
million throughout the implementation
period. Future pooled fund projects should
ensure that Administrative Agreements are
signed with co-financiers to ensure
adequate implementation support funds are
available.

Other key lessons from the EEEP include
the importance of a formal mechanism to
hold municipal authorities responsible for
project outcomes; and the challenges and
costs associated with civil works activities
and their supervision.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

9.3 Increase in teachers
participating in  continuous
professional development
(status: 25% in 2009; target:
70% at end-2010).

9.4 Triple shifts eliminated;
double shifts reduced from 36%
in basic and secondary schools.

9.5 Construction of 12 new
schools; extension of 8 existing
schools; and rehabilitation of 10
schools completed by end-
2013.

9.3 Not Achieved. The continuous teacher
professional development system that was
envisioned at the design stage of the EEEP was not
launched. The current system is only partially
functional and not properly aligned with
curriculum reforms. The MoES focused on
training teachers on the revised curricula,
including the use of information technologies in
the classroom, rather than the formulation of a
system for continuous professional development.

9.4 Achieved.  Triple shift schools were
eliminated, and double shift schools decreased
from 36% to 13.9% for basic education schools
and from 15% to 5.6% for secondary schools. The
EEEP, and particularly its civil works program,
can be credited in part for the achievement of this
milestone.

9.5 Mostly Achieved. 10 new schools were
constructed, 5 existing schools were extended, and
7 schools were rehabilitated by end-2013. The
target for total number of schools was reduced due
to extensive implementation delays (resulting
from safeguards issues and varied quality of
construction) and cost overruns.

Outcome 10: Higher
education institutions
reformed to  strengthen

financing and overall quality
through establishment of a

comprehensive assurance
system.
10.1 Performance based

financing in place for all (11)
public universities by 2014,

Outcome 10: Partially Achieved

The objectives of strengthening the financing of
public universities and the establishment of an
effective accreditation system — both direct
measures of the outcome - were partially
achieved. The proxy measure of equipping
university labs was fully met, contributing to
results.

10.1 Partially Achieved. A key element of the
Higher Education Strategy and action plan
involved revisions to the funding formula. This
was well developed, but budget constraints and
political timing due to elections in June 2013

Lending:

Education Excellence and Equity
Project (P078933, approved FYO06,
closed FY13, ICR: MS)

Going forward, at the tertiary level, an
option is to build on the successes of higher
education governance and management
reform by focusing on improvements in
quality and relevance.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

10.2 100 university labs
provided with modern didactic
equipment.

10.3 A quality assurance system
has been established for higher
education institutions.

prevented the MoES from implementing the new
financing mechanism in the 2013-2014 academic
year. Full implementation of this mechanism is on
hold pending a review from the new government.

10.2 Achieved. Modern didactic equipment was
purchased and distributed to labs in 12 (of 15)
public universities. All public universities are
equipped with around 106 new science and
teaching laboratories. The universities managed
the procurement processes on their own, which
helped to build procurement capacity and to
reduce the burden on the MoES.

10.3 Partially Achieved. The Public Agency for
Accreditation of Higher Education (APAAL) was
restructured with technical assistance provided by
the EEEP. APAAL now uses Standards for
Higher Education Institutions, which is also a part
of a higher education program ranking initiative.
Also, all universities how have strategic plans and
external governing boards. However, the quality
assurance system that was envisioned when the
EEEP was designed was not fully launched.

(ii) Improved access to quality primary health car

e and more efficient of public spending on he

alth care

Outcome 11: Improved access
to quality primary health
care.

11.1 Universal re-training of
PHC providers completed.

Outcome 11: Mostly Achieved

Achievement of significant results include (i)
improved overall access and use of the PHC
services, (ii) improved patients’ satisfaction with
the PHC treatment, (iii) expanded enrollment with
a PHC provider, (iv) provision of essential
medical equipment for the PHCs , and (v) re-
training of PHC services providers.

11.1 Mostly Achieved. The project contributed to
the improvement of the PHC providers’
knowledge, providing training to over 630 PHC
doctors.

Lending:

e Health System Modernization Project
(P082814, approved FYO06, closed
FY12, ICR: MS)

Non-Lending:
e EW Policy Notes (P145524, FY14)

The following key lessons learned from the
project were considered for the preparation
of the new health project (Approved from
the Board on February 27, 2015):

(i) Complex reforms require a well-
sequenced roadmap. Projects that are
comprehensive quickly become
unmanageable, since they try to do too
many things over too short a period of
time. Particular attention needs to be paid
to developing implementable plans, or
roadmaps, that recognize constraints and
challenges, and absorptive capacity, and
allow for appropriate pacing.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
CPF

11.2 Basic Benefits Package for

11.2 Partially Achieved The benefit package was
established but its implementation needs further
improvements.

(ii) The capacity of the Government to
absorb technical assistance and implement
complex institutional changes needs to be
carefully evaluated to ensure knowledge
transfer, and a sustainable impact of the
activities started under a project.

(iii) Close coordination with development
partners is critical. Close coordination and
collaboration with USAID, WHO and
SDC in supporting implementation aspects
of the program helped keep key activities
on track and ensured complementarities of
interventions.

PHC established and
implemented.
Outcome 12: Improve the

efficiency of public spending
on health care, as evidenced
by: Decrease in the share of
public sector spending on
hospital care.

12.1 Unification of primary and
secondary health care
purchasing under the Health
Insurance Institute.

12.2 Increase in the population
enrolled in health insurance
(status: <10% in 2009; target:
70% in 2014)

Outcome 12: Mostly Achieved

Significant progress has been achieved with
project support in developing the Health Insurance
Institute (HII) capacity as the sole purchaser of
health services, implementing performance based
payment systems for PHC providers. In addition,
the HII is also covering the hospitals’ payments.
However, while the reform of PHC services has
shown good progress, hospital payments still have
a long way ahead. Payment of hospitals is under
the HII but is mostly on historical basis rather than
performance based.

12.1 Achieved. With project support, both
primary and secondary (hospital) health care
purchasing is done under the HIl. In addition, the
PHC services are paid on performance basis,
while work is in progress towards hospitals’
performance based payments.

12.2 Mostly Achieved. Enrollment of the
population with PHC provider, one of key project
PDO, was considered fully achieved. The results
were based on surveys carried out at project
closure. Meanwhile, the analyses after project
closure (with data from the LSMS 2012) show that

Lending:

e Health System Modernization Project
(P082814, approved FYO06, closed
FY12, ICR: MS)

Non-Lending:
e EW Policy Notes (P145524, FY14)

The development and integration of health
information systems in the health sector is
complex. Dedicated teams that work in
close collaboration with information users
are essential; and should be set up as the
project is being prepared.  Technical
assistance should be timely and integrated
into such teams.

The newly approved project, with a heavy
focus on health MIS has relied on this
lesson.
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CPS Outcome, Outcome
Indicators and Milestones!’

Status and Evaluation Summary

Lending and Non-lending Activities
during the CPS Period

Lessons and Suggestions for the New
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12.3 All public hospitals
financed under performance-
based contracts to achieve
efficiency in spending and
reduce share of hospital
spending in total health
spending. (status: 58%; target:
48%).

the enrollment has reached to almost 60% (while
the target was 70%).

12.3 Partially Achieved. Public hospitals’
payments are managed by the HII, based on
contracts which include a number of performance
indicators. Although good progress was achieved
on this front, still hospital payments need to be
further improved towards a fully performance
based system. In addition, the progress has been
made also on reducing the share of hospital
spending in total health spending, but still the 48%
target is not achieved.

(iii) Improved targeting and effectiveness of Albania’s social protection systems

Outcome  13:  Improved
efficiency of social assistance
expenditure and  benefit
administration to increase the
percentage of the poor
receiving means-based social
assistance and to improve the
equity and effectiveness of the
Ndihma Ekonomike
program.

13.1 Assessment procedures
and eligibility criteria revised
for disability benefits
(including disability pensions).

Outcome 13: Partially Achieved.

The achievement of this outcome is supported by
the Social Assistance Modernization Project
(SAMP), which became effective in November
2012 and implementation progress is satisfactory.

13.1 Partially Achieved. The Government
started the work on revising the eligibility criteria
for disability benefits. SAMP is supporting
technical assistance and advisory activities to help
the Government in designing the revised
assessment criteria for disability benefits based on
the “Social Model” (incorporating both functional
and medical criteria), as well as reviewing and
designing proposals for revising the business
procedures and institutional arrangements. The
process has suffered delays, due to delayed start-
up of project implementation. However, currently
the Government, with TA support, is progressing
well, expecting to achieve the expected results
soon as planned.

Lending:

e Social Services Delivery Project
(P055383, approved FYO01, closed
FY12, ICR: MS)

e Social Assistance  Modernization

Project (P122233, approved FY12,

ISR: S)
Non-lending:
e TF JSDF: Youth Empowerment

through Community Development
e EW Policy Notes (P145524, FY14)

The experience from the Social Assistance
Modernization Project (SAMP), the first
results-based operation in Albania, showed
the importance of having adequate
capacity for robust monitoring and
evaluation as the Government would need
to provide proof that results have been
achieved.  Thus, it is critical for the
Government to have a robust monitoring
system that already produces the kind of
information needed for verification of
results.

Clear communication and outreach about
the reforms are important for building
awareness, ownership and understanding.

Capacity for robust monitoring and
evaluation underpins the core of any Result
based Financing.

Careful calibration and sequencing of
inputs and expected outputs is critical.
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Status and Evaluation Summary
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during the CPS Period
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13.2 Electronic central registry
of beneficiaries introduced and
fully operational.

13.3 The coverage of the poor
by the Ndihma Ekonomike
program is estimated to
increase (status: 22% in 2008;
target 40% in 2014).

134 Improved  financial
management systems and fraud
and error controls for NE fully
operational.

13.2 Achieved. The Government has introduced
the electronic registry of beneficiaries of the cash
social assistance (NE) program which has become
fully operational in three main regions (covering
more than 50% of the whole population), since
January 2014. Currently the Government is
working to expand the registry nation-wide as well
as establish the registry for the disability
beneficiaries.

13.3 Partially Achieved. The reform of the cash
social assistance program (NE) has started,
including the implementation of the Unified
Scoring Formula, aiming at improving equity
outcomes. Good progress has been made with the
implementation of the reform steps. However,
progress towards achieving the target has to be
assessed at a later stage (end-2014).

13.4 Achieved. The Government has established
the NE MIS, which is currently fully operational
in the main regions (covering more than 50% of
the population). With the NE MIS in place, the
inspectors are reporting data on fraud and error in
the system.

Outcome 14: Improving the
solvency of the pension
system (measured by gradual
decline of 1% per year in
dependency rate - total
number of beneficiaries
divided by total number of
contributors; base line in
2013 is 83%) and improve
participation  (base line
(2010): 30% of the working
age population (ages 15-64);
target: 1-2% increase in the
CPS period).

Outcome 14: Mostly Achieved.

Participation has reached 35 percent of working
age population in 2013 (latest data available). On
dependency rate, since baseline is 2013, there are
no further updates. Dependency rates, being
beneficiaries divided by contributors, reflect the
improvement in the number of contributors. In a
4-year period, little movement in the number of
beneficiaries can be expected as the number of
people reaching retirement age continues to grow
and life expectancy continues to increase. The
new pension law which raises retirement ages will
help stem the increase in beneficiaries, but only in
the longer term.

Non-lending:

TA Pension Reform (P127599, FY13)
EW Policy Notes (P145524, FY 14)

Pension reform is a highly politically
charged process. When the political timing
was not appropriate, no concrete results
were achieved.  However, once the
political opening appeared, the background
work done previously enabled rapid
drafting of a strategy and law and then
passage of the law.
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14.1 Parametric reform of the
pension system, to improve
participation and the long term
fiscal deficit, under
implementation

14.2 Pension reform strategy
adopted.

14.1 Mostly Achieved. Parametric reform of the
pension system passed by Parliament on July 31,
2014, with implementation set to begin on January
1, 2015. The law had already been submitted to
Parliament by June 30, 2014, end of the CPS
period.

14.2 Achieved. Strategy presented to country for
consultations in April 2014; draft law arising from
the strategy prepared and passed.

Strategic Objective 3: Reducing Albania’s vulnerabilities to climate change

(i) Improved the conservation, managemen

t and efficient use of Albania’s water resources

Outcome 15: Reduce
upstream risks of erosion by
improving management of
Albania’s wetlands, forest
and pasture resources and
water catchments to: (i)
increase in income earned
from forest activities in
communal forest and pasture
lands; (ii) to reduce erosion.

15.1 Continued implementation
of community-based micro-
catchment management plans in
30 communes and community-
based forest and pastures
management plans in 239
communes.

15.2 400,000 tons of erosion
reduced 2014.

15.3  Restructured
extension services.

forestry

Outcome 15: Achieved

The objectives of reducing erosions, strengthened
forest and pasture resource management,
increased incomes from communal forests, and
increased carbon sequestration on eroded land
were all achieved.

15. 1 Achieved. By 2013, the following were
achieved in 251 communes: (i) 8% increase in
income earned from forest activities in communal
forest and pasture lands; (ii) 28% increase in
income earned from forest and agricultural
activities in 30 micro-catchments.

15. 2 Achieved. 220,000 tons were already
achieved in November, 2011 at the closure of the
project.

15.3 Achieved. Implementation support and
training was provided to the new service under
NRDP.

Lending:

e Natural Resources Development
Project (P082375, approved FYO05,
closed FY11, ICR: MS)

e Environmental  Services  Project
(P150450, approved FY15, ISR: S)

e Disaster Risk Mitigation and
Adaptation Project (P110845,
approved FYO08, closed FY13, ICR:
MU)

Non-lending:

e TF Sweden: Improved NRM

(P120961, FY14)
e Assisted Natural Regeneration of
Degraded Lands (P091145, ongoing)
e PROFOR Grant: Innovative Financing
for Sustainable Forest Management in
Albania and Kosovo (P124095, FY13)

NRDP demonstrated that while many of
the communal forest and pasture users
associations and  communes  now
understand the principles of sustainable
management of forest and pasture
resources, they will be constrained by the
limited financial returns accruing from the
production from the forests in the short to
medium term. This is because the forests
when transferred were generally degraded
and following rehabilitation, they will not
start producing sufficient returns from
sustainable harvesting for many years.
Thus the Environmental Services Project
(ESP) was designed to encourage sound
business ideas, increasing productivity of
forests, pastures and agriculture and
preparing the beneficiaries for future
opportunities ~ from  payment  for
environmental services through IPARD
agro-environment measures and the
LEADER approach.

The ESP design is based on lessons learned
from all the previous projects, as well as on
the results of the PROFOR supported
research on Innovative Financing for
Sustainable Forest Management in the
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154 Increased carbon
sequestration from sustainable
forestry activities (status: est
45,000 tons CO2 sequestered in
2009; target: 181,000 tons in
2014).

15.4 Mostly Achieved. As of July 2013, NRDP
had sequestered 128,757.5 tons of CO2 in 4,779
ha of project area (it is estimated that in one year,
it sequestered 3.85 t/ha.) In July 2013, 128,757 t
CERs (certified emission reductions) were issued
for the Albania Assisted Natural Regeneration
Project by the United Nations Framework
Convention on Climate Change.

Southwest Balkans and the experiences of
other Bank funded projects with PES
approaches in Latin America.

Outcome  16:  Improved
critical public environmental
infrastructure and municipal
services as evidenced by: (i)
tons of household waste safely
disposed in accordance with
EU standards in South Coast
(status: O tons, target: at least

5000 tons of household
waste); (ii) tons of treated
sewage in coastal cities

(status: 0 in 2010; target:
48,000 in 2012).

16.1 Completed remediation of
one of the most contaminated
coastal sites at Porto Romano.

16.2 Operational landfill near
Saranda and transfer center in
Himara.

16.3 Completed extensions to
the sewage network and
wastewater outlet in Saranda.

16.4  Adoption of new
management plan for Butrint
National Park and wetlands in
line with Ramsar Convention.

Outcome 16: Partially Achieved
Indicator 1: Tons of household waste safely
disposed in accordance with EU standards in
South Coast

Baseline: 0 tons

Target: at least 5,000 tons

Status: N.A. Project still under implementation
with closing in FY16.
Indicator 2: Tons of treated sewage in coastal
cities

Baseline: 0 tons (2010)

Target: 48,000 tons (2012)

Status: N.A. Data will be available in 03/2015.

16.1 Achieved. The remediation of the
contaminated site of Porto Romano was
completed in May 2011

16.2 Partially Achieved. Landfill construction
expected to be finalized by October 30, 2014;
Himara transfer station by December 31, 2014.
Full outcomes are expected to be achieved by
project closure (03/2015)

16.3 Achieved.

16.4 Achieved. The management plan was
adopted in December 2011.

Lending:

e Integrated Coastal Zone Management
and Cleanup Project (P086807,
approved FYO05, ISR: MS)

e Environmental  Services  Project
(P150450, approved FY15, ISR: S)

IFC:
e Tirana Solid Waste PPP (FY10)

The Government has  successfully
completed the investments under this
project. This allowed the Borrower to
achieve the PDO and fully utilize the
project funds.

Some lessons that can be used to help
preparation of future intervention in the
sector include a) avoid having too many
beneficiaries which lack of coordination
might slow down the implementation, b)
do a very detailed safeguard and
environmental — assessment, especially
when the projects have heavy
infrastructure interventions that can affect
population, and ¢) make sure that there is a
clear vision and institutional arrangement
at higher political level when there are big
cross sectorial interventions.
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Outcome 17: Improvements
in the framework for
management of water
resources.

17.1 Capacity building
programs provided to the
National Water Council, water
user associations, and drainage
boards.

17.2 Joint Albania/ Montenegro
Lake Shkodra management
cross border institution fully
operational.

Outcome 17: Partially Achieved

The Water Resources and lIrrigation Project
(WRIP) became effective in June 2013 and
implementation of project activities has been
slow.

17.1 Partially Achieved. The process for
preparing the WRIP design involved various
stakeholders at the central and regional levels.
Two important analyses were carried out during
this period: Irrigation and Drainage Position Paper
and Integrated Water Resources Management
Position Paper.

17.2 Partially Achieved. Four bilateral
agreements between Albania and Montenegro on
the joint financing of the Commission and
Secretariat, as well as on the shared use of the lake
information systems were signed. But neither
governments provided adequate resources or
staffing for the operation of Lake Shkodra
Commission once the project was closed. 1n 2013,
modest funding was allocated but not used.

Lending:

Water Resources and Irrigation Project
(P121186, approved FY13, ISR: MU)

Water Sector Investment Project
(P102733, approved FY14, ISR: MS)

Lake Shkoder Ecosystem Project
(P084605, approved FY09, closed
FY13, ICR:MU; )
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Albania: CPS Completion Report: Planned IBRD Financing Program and Actual Deliveries

(FY11-FY14)

CPS PLANS (06/16/2010)

STATUS

Project IBRD | Actual, Dropped, or Forwarded to a Different FY | IBRD
US$SM US$M
FY11 Program
Social Services DPL 25.0 Actual as Social Sector Reform DPL (P116937, | 25.0
04/28/11, closed 04/30/12)
Municipal Water Supply 40.0 Dropped
FY11 Subtotal 65.0 FY11 Subtotal 25.0
FY12 Program
Growth DPL 25.0 Dropped
Water Resources & | 40.0 Forwarded to FY13 as part of CPSPR Plans
Irrigation
Social Assistance | 25.0 Actual as Social Assistance Modernization Project | 50.0
Investment (P122233, 04/03/12)
Additional Actual Projects
Dam Safety - Additional Financing (P125856, | 21.6
12/20/11)
FY12 Subtotal 90.0 FY12 Subtotal 71.6
FY13 Program
Growth DPL 25.0 Dropped
Road Maintenance & | 30.0 Forwarded to FY15 as Results-based Road
Safety Maintenance & Safety Project (P132982)
Environmental Services 10.0 Forwarded to FY14 as part of CPSPR Plans
FY13 Subtotal 65.0
FY14 Program
Growth DPL 25.0 Dropped
Health 10.0 Forwarded to FY14 as part of CPSPR Plans
Education 10.0 Dropped
Public Sector Reform 10.0 Dropped
FY14 Subtotal 55.0
CPS TOTAL FY11-FY14 275.0 | ACTUAL TOTAL FY11-FY12 96.6
PROGRESS REPORT STATUS
PLANS (04/18/2013)
FY13 Program
Water  Resources and | 40.0 Actual (P121186, 11/29/12) 40.0
Irrigation
Water Sector Investment | 86.0 Forwarded to FY14
Program
FY13 Subtotal 126.0 | FY13 Subtotal 40.0
FY14 Program
Health Project 42.0 Forwarded to FY15 as Health System Improvement

(P144688)

90




Environmental Services 10.0 Actual (P130492, P150450, 05/06/14) 10.0
Financial Sector DPL 150.0 | Actual (P146280, 05/15/14) 100.0
Energy Sector Reform and | 150.0 | Forwarded to FY15 as Power Recovery Project
Recovery Project (P144029)
Additional Actual Projects
Water Sector Investment Project (P102733, 12/20/13) | 85.3
Public Finance DPL (P147226, 05/29/14) 120.0
FY14 Subtotal 352.0 | FY14 Subtotal 305.3
TOTAL FY13-FY14 478.0 | ACTUAL TOTAL FY13-FY14 345.3
ACTUAL TOTAL CPS FY11-FY12 + CPSPR | 4419

FY13-FY14 PERIOD
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Albania: CPS Completion Report: Planned Non-lending Services and Actual Deliveries
(FY11-FY14)

Comple | CPS PLANS (06/16/2010) STATUS 03/03/15)
tion
FY Activity Actual, Dropped, or Forwarded to a
Different FY
Ongoin | Balkan Regional Financial Facility TA Active, P143745
g
Ongoin | Programmatic Poverty Assessment TA Active, P132666
g
Annual | Quarterly Economic Reviews Semiannually Regional Economic Reports
(RER) - different codes every time they are
produced
FY1l Climate Change Pilot for Regional Water | Dropped
Resources
FY12 PEFA Actual as Repeat PEFA Assessment TA
FY12 (P126807, delivered 11/04/11)?
FY12 ROSC on Fiscal Transparency Dropped
FY12 IFC Trade and Logistics Program Active, P572687 ( approval date October
2009 - closing date December 2015)
IFC Tirana Solid Waste Project - PPP Active, P28128 (approval date 10/6/2009 -
closing date September 2015
FY12 IFC Road Maintenance and Management | Active, P29970 (approval date January 2011
Contract for Milot-Morine PPP - closing date September 2015)
FY13 ROSC on Data Quality Assessment | Dropped
Framework
n.a. IFC Tax Simplification Active, P595107 (approval date March 2012
- closing date December 2015)
n.a. IFC Debt Resolution Project Active, P599428 (approval date July 2012 -

closing date June 2017)

Additional Actual Products

Country Economic Memorandum EW FY11
(P107507, delivered 10/25/10)

Debt Management Assessment (DeMPA)
EW FY12 (P124165, delivered 08/1/11)

Country Governance Review EW FY11
(P114006, delivered 06/29/11)

Accountability for Better Governance EW
FY11 (P107759, delivered 04/05/11)

Financial Crisis Contingency Plan TA FY11
(P117865, delivered 11/15/2010)

GPF e-Government TA FY11 (P118219,
delivered 11/04/2010)

92




Pro-poor Government in Water and
Electricity RAS FY12 (P122126, delivered
06/28/2012)

Expropriation  Safeguards TA FY12
(P119929, delivered 06/04/12) TF096005

Additional Actual Products Listed in
CPSPR

Listed as actual FY11 in CPSPR Table 3

CGAC Program for Albania P115786
(delivered in June 2013)

Listed as actual FY12-14 in CPSPR text,
p.10

Corporate Financial Reporting Reform TA
FY12-14 P125591 (Delivered in December
2014)

PROGRESS  REPORT  PLANS
(04/18/2013)

STATUS (03/03/15)

FY12 Economic  Governance,  Regulatory | Not delivered
Reform and Pro-poor Development
FY13 Aarhus Convention Compliance Closed, P 114789
FY13 Extractive Industry Transparency | Actual as EITI Implementation RE FY10,
Initiative FY12, FY13 (P116632, P129969, P143963)
FY13 Pension Reform TA Actual as TA FY13 (P127599, delivered
06/26/13)
FY13 PROFOR Innovative Financing for | Closed, P124095
Sustainable Forest Management in
Southwest Balkans
FY13 Public Expenditure and Finance Review | Actual as Public Finance Review EW FY 14
(P143099, delivered 06/04/14)?
FY13- | Energy Sector TA Dropped
14
FY13- | PFM Strategy Actual as Support to PFM Strategy TA
14 FY13 (P131457, delivered 06/10/13)
Regional Western Balkans Non-Lending
(AAA)
FY13 Smart Safety Nets Closed, P146964
FY12- | Monitoring and Evaluation (EC TF) Closed, P128734 (delivered in FY14)
13
FY12- | TA Science, R&D/Innovation (EC TF) Closed, P123211
14
FY13- | Gas Ring Study (WBIF) Actual, P143126 (this will be FY16
14 deliverable)
FY13- | Transport Study (WBIF) Actual, P143125 (FY 15 deliverable)
14
FY14 Climate Change Closed, P144146 Climate Change-Green

Growth Learning; Closed, P120708 - ECA
Knowledge and Learning Pilot on Climate
Change: Closed, P120708) ECA
Knowledge and Learning Pilot on Climate
Closed, P120708 - FY13 training ECA
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Knowledge and Learning Pilot on Climate
Change

FY14 Employment and Jobs Not delivered
FY14 Energy Strategy P133231 Western Balkans Energy Sector
Directions (FY 15 deliverable)

FY11- | IFC Renewable Energy Advisory Active, P575568 (approval date May 2011 -

16 closing date June 2017)

FY10- | IFC Energy Efficiency Advisory Active, P568367 (approval date January

16 2009 - closing date December 2015)

FY12- | IFC Trade Logistics Active, P599428 (approval date July 2012 -

15 closing date June 2017)

FY12- | Programmatic Financial Sector | Dropped

15 Development

FY12- | Programmatic Poverty Monitoring Actual, P132666

15

FY12- | Programmatic Gender Monitoring Actual, P133412

15

FY14- | IFC Trade and Competitiveness GP - | Actual, P600476 (approval date May 2014-

18 Western Balkans Agribusiness | closing date October 2019)
Competitiveness

FY13- | IFC Trade and Competitiveness GP - | Actual, P599174 (approval date July 2012-

16 Indicator Based Reform Advisory in ECA | closing date October 2016)

FY13- | Public Financial Management/PEFA (EC | Dropped

15 TF)

FY12- | IFC Corporate Governance Actual, P586209 (approval date December

17 2011- closing date February 2016)

Additional Actual Products

FSAP Update EW FY14 (P146188,
delivered 04/15/14)

Policy Notes EW FY 14 (P145524, delivered
10/23/13)

Liberalizing MTPL Insurance Market TA
FY13 (P127294, delivered 06/25/2013)

Strengthening Deposit Insurance TA FY13
(P130439, delivered 06/29/13)

Universal Access and Service ICT Sector
TA FY13 (delivered 06/25/13)

Additional Planned Products Listed in
CPSPR but Not in Annex 5.4

Listed as planned FY13 in CPSPR Table 3

SEE Disaster Risk Mitigation and Adaption
program P110737 (closed in FY12)

Listed as planned FY14 in CPSPR Table 3

NPL TA: Actual, P143745

Listed as planned FY14 in CPSPR Table 3

Policy Notes on Key Reforms: Status and
P145524 (delivered October 2013)
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Listed as planned FY14 in CPSPR Table 3 | Dropped

Listed as planned FY14 in CPSPR Table 3 | Youth Empowerment (JSDF): Status and
P136845

Listed as planned FY15 in CPSPR Table 3 | Integrated Planning System 2 (IPS2): RE
P129332
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CAS Annex B2 -
Selected Indicators* of Bank Portfolio Performance and Management

ANNEX 5

As Of Date

4/21/2015
Indicator 2012 2013 2014 2015
Portfolio Assessment
Number of Projects Under Implementation 2 8 5 7 10
Average Implementation Period (years) ° 5.2 4.2 2.8 1.8
Percent of Problem Projects by Number 2 © 375 60.0 28.6 10.0
Percent of Problem Projects by Amount ® © 27.1 54.7 20.6 5.4
Percent of Projects at Risk by Number 2 ¢ 375 60.0 28.6 10.0
Percent of Projects at Risk by Amount 2 ¢ 27.1 54.7 20.6 5.4
Disbursement Ratio (%) © 23.9 17.1 23.2 8.9
Portfolio Management
CPPR during the year (yes/no)
Supenvision Resources (total US$)
Average Supenision (US$/project)
Memorandum Item Since FY 80 Last Five FYs
Proj Eval by OED by Number 66 13
Proj Eval by OED by Amt (US$ millions) 914.8 190.6
% of OED Projects Rated U or HU by Number 22.7 30.8
% of OED Projects Rated U or HU by Amt 18.8 32.6

. Awverage age of projects in the Bank's country portfolio.

. As defined under the Portfolio Improvement Program.

O O 0 T Q

beginning of the year: Investment projects only.

* All indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,
which includes all active projects as well as projects which exited during the fiscal year.
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. As shown in the Annual Report on Portfolio Performance (except for current FY).

. Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the

. Percent of projects rated U or HU on dewvelopment objectives (DO) and/or implementation progress (IP).



Closed Projects 68
IBRD/IDA * N
Total Disbursed (Active) 261.36
of which has been repaid 0.00
Total Disbursed (Closed) 546.09
of which has been repaid 134.25
Total Disbursed (Active + Closed) 807.45
of which has been repaid 134.25
Total Undisbursed (Active) 457.88
Total Undisbursed (Closed) 1.79

Total Undisbursed (Active + Closed)

459.67

ANNEX B8
Operations Portfolio (IBRD/IDA and Grants)
As of date: 04/21/2015

ANNEX 6

Active Projects

Last PSR

Supervision Rating

Development

Implementation

Original Amount in US$ Millions

Difference Between
Expected and Actual

Disbursements ¥

Project ID Project Name Obiectives Progress Fiscal Year IBRD IDA GRANT Cancel. Undisb. Orig. Frm Rev'd
P146280 AL Financial Sector DPL  # # " 2014 100

P144688 Albania Health System Img # # " 2015 40 40

P110481 ECSEE APL 5 DAM SAFEMS MS " 2008 21.6 35.3 30.78445 12.544638

P128412 ENVIRONMENTAL SERVI(S S " 2015 2.88 2.88

P130492 ENVIRONMENTAL SERVI(S S " 2015 10 9.975

P144029 Power Recovery Project  # # " 2015 150 149.4243 -0.464063

P147226 Public Finance DPL # # " 2014 120

P132982 RRMSP # # " 2015 80 80

P122233 Social Assistance Moderni: S S " 2012 50 35.00291 6.8526829 4.352683
P121186 WATER RESOURCES AN MS MU " 2013 40 35.79138 18.370045

P102733 Water Sector Investment P MS MS " 2014 85.3 76.89795 3.1800516

Overall Result 696.9 35.3 2.88 460.756 -171.3285 4.352683
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ANNEX 7

INTERNATIONAL FINANCE CORPORATION
Statement of IFC’s Committed and Outstanding Portfolio
Amount in US Dollar Millions
Accounting Date as of: 03/31/2015

Committed Disbursed Outstanding

**Quasi Partici **Quasi Partici

EY Approval Company Loan Equity Equity *GT/RM pant Loan Equity Equity *GT/RM pant
0/12 Antea cement 0 24.23 19.05 0 0 0 23.16 19.05 0 0
2009/13 Bankers 101.8 8.62 0 0 0 51.8 8.62 0 0 0
2013 Credins bank 3.01 0 0 0.05 0 3.01 0 0 0 0
2012 Enso albania 0 7.39 0 0 0 0 4.96 0 0 0
2007 Konstruksione 2.15 0 0 0 0 2.15 0 0 0 0
2014 Kurum inter 30.01 0 0 0 37.29 27.34 0 0 0 33.97
Total Portfolio: 136.97 40.24 19.05 0.05 37.29 84.3 36.74 19.05 0 33.97

* Denotes Guarantee and Risk Management Products.
** Quasi Equity includes both loan and equity types.
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