
October 25, 2007

Document of the World Bank
R

eport N
o. A

A
A

18-A
L 

A
lbania 

   Strategic Policies for a M
ore C

om
petitive A

griculture Sector

Report No. AAA18-AL

Albania
Strategic Policies for a More Competitive
Agriculture Sector

Sustainable Development Sector Unit
Europe and Central Asia

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed





CURRENCY 
Albania Lek (ALL) 

Exchange rate as o f  July 3 1 , 2007 
USD 1 = A L L  91 
EUR 1 = A L L  124 

CAP 
CEM 
CPI 
DB 
EAFRD 
EC 
EU 
FDI 
FTA 
GDP 
GNAP 
HACCP 
IF1 
IMF 
INSTAT 
IPA 
IPARD 
IPS 
I S 0  
MAFCP 
ME1 
METE 
MEFWA 
MOF 
M O I  
MTBP 
MTEF 
NGO 
NMS 
NSDI 
NSSED 
O&M 
PEIR 
PER 
SAA 
WB 

ABBREVIATIONS AND ACRONYMS 

Common Agricultural Policy (EU) 
Country Economic Memorandum 
Consumer Price Index 
Drainage Board 
European Agricultural Fund for Rural Development 
European Commission 
European Union 
Foreign Direct Investment 
Free Trade Agreement 
Gross Domestic Product 
Government National Action Plan 
Hazard Analysis and Critical Control Point 
International Financial Institution 
International Monetary Fund 
National Institute o f  Statistics 
Instrument for Pre-Accession Assistance (EU) 
Instrument for Pre-Accession Assistance for Rural Development (EU) 
Integrated Planning System 
International Organization for Standardization 
Ministry o f  Agriculture, Food and Consumer Protection 
Ministry o f  European Integration 
Ministry o f  Economy, Trade and Energy 
Ministry o f  Environment, Forestry and Water Administration 
Ministry o f  Finance 
Ministry o f  Interior 
Medium-Term Budget Program 
Medium-Term Expenditure Framework 
Non-Governmental Organization 
New Member States (EU) 
National Strategy for Development and Integration 
National Strategy for Socio-Economic Development 
Operation and Maintenance 
Public Expenditure and Institutional Review 
Public Expenditure Review 
Stabilisation and Association Agreement (EU) 
World Bank 



WTO 
WUA 

World Trade Organization 
Water Users Association 



TABLE OF CONTENTS 

Abbreviations and Acronyms ... Acknowledgements ............................................................................................................. 111 
Executive Summary and Recommendations ......................................................................... v 

1 . 

2 . 

3 . 

4 . 

5 . 

Albanian Agriculture in Transition ............................................................................... 1 
The Changing Role o f  Agriculture in the Economy .......................................................... 1 
The State ofthe Rural Sector ............................................................................................. 4 
Trends in Agricultural Production and Sources o f  Growth ............................................... 9 

Overcoming Constraints to Competitiveness Across Supply Chains ....................... 17 

Main Food Chain Characteristics and Constraints to Growth ......................................... 18 
Milk and Dairy ............................................................................................................. 24 
Grapes and Wine ......................................................................................................... 25 
Olives and Olive Oil .................................................................................................... 27 
Fresh Meat ................................................................................................................... 28 
Meat Processing ........................................................................................................... 29 

Policy Recommendations for Strengthening o f  Food Chains ......................................... 30 
Food Safety, Veterinary and Phytosanitary Policy .................................................... 37 
Summary o f  Recommendations., ..................................................................................... 37 
The Importance o f  Building Effective Food Safety Systems .......................................... 38 
Status O f  The Regulatory Framework ............................................................................. 40 
Implications for the Agri-food Sector ............................................................................. 43 
The Institutional Framework ........................................................................................... 45 
Institutional Capacities .................................................................................................... 48 

Summary o f  Recommendations ....................................................................................... 51 

Key Policy Challenges Ahead ......................................................................................... 14 

Summary o f  Recommendations ....................................................................................... 17 

Creating an EU-Compliant Agricultural Assistance Framework ............................ 51 

EU Assistance For Albania-Now and in the Future ...................................................... 52 
Creating an EU-Type Rural Development Program ........................................................ 54 
Creating Absorption Capacity Among Beneficiaries for Rural Development Funds ..... 58 

Better Management of  Public Expenditures in Agriculture ...................................... 63 
Summary o f  Recommendations ....................................................................................... 63 
General Issues in Public Expenditure Management ........................................................ 64 

An Assessment o f  Public Expenditures in Agriculture ................................................... 69 

Developing Agricultural Policy in Line with EU Agricultural Policy ............................ 60 

Agriculture Budget Planning, Execution and Management ........................................... -66 

1 . Non-Agricultural Expenditures ............................................................................... 69 
2 . Public Investments in Agriculture ........................................................................... 70 

4 . Delivery of Public Services ..................................................................................... 76 
Overall Expenditure Levels in Agriculture ..................................................................... 78 

References ........................................................................................................................... 82 
Annex A: Household Budget Survey data analysis ............................................................. 86 
Annex B: Data on Production and MAFCP Revenues and expenditures ............................ 92 

3 . Direct Cash Support (Subsidies) to Farmers ........................................................... 75 

1 



Figures 
Figure 1 . Agriculture i s  growing less than the rest o f  the economy. and declining as a 
share o f  GDP ............................................................................................................................. 3 
Figure 2 . Agriculture's share o f  GDP i s  higher, and per capita income lower. in Albania 
than in neighboring countries and new EU member states ....................................................... 3 
Figure 3 . The value o f  agricultural production has increased. due to growth in fruit and 

Figure 4 . Albanian producers will gain significantly if they can meet standards for export 
to the EU (Domestic vs . EU Wholesale Market Prices 2006) ................................................. 20 
Figure 5 . Food-borne diseases caused by microbiological contamination remain a major 
public health problem in Albania (incidence in humans; PIN = 1990) ................................... 39 
Figure 6 . Lack o f  cooperation and coordination between control bodies has significantly 
increased complexity. overlapping and omissions in inspection procedures and law 
enforcement ............................................................................................................................. 47 
Figure 7 . The importance o f  Pillar 2 policies in the CAP wi l l  increase ................................. 61 
Figure 8 . The bulk o f  MAFCP expenditures are investments in irrigation and drainage 
infrastructure ............................................................................................................................ 71 
Figure 9 . Albania's annual budget for agriculture varies ....................................................... 80 
Tables 
Table 1 . The majority o f  household farms are very small ......................................................... 6 
Table 2 . Agricultural labor productivity i s  low compared with NMS and neighboring 
countries ..................................................................................................................................... 8 
Table 3 . Despite some yearly fluctuations. yields are rising ................................................... 10 
Table 4 . Livestock productivity has increased ........................................................................ 11 
Table 5 . The agro-processing sector has expanded significantly ............................................ 12 
Table 6 . Yield comparisons highlight the potential for tree crops .......................................... 13 
Table 7 . Albania i s  registering a significant increase in brucellosis infections in ruminants .. 40 
Table 8 . Annual EU pre-accession allocations for rural development range from €5 - 13 
per ha o f  agricultural land ........................................................................................................ 54 
Table 9 . Rural development expenditures would increase significantly ................................. 54 
Table 10 . Significant funds are needed to operate an EU-compliant rural development 
program Paying Agency .......................................................................................................... 56 
Table 1 1 . Personnel expenses are higher as a percentage o f  the Ministry o f  Agriculture 
budget than for most neighboring countries ............................................................................ 77 
Table 12 . Comparator Country Agriculture Public Expenditure Data (approximate 
figures) ..................................................................................................................................... 81 
Boxes 
Box 1 . Measuring Technical Efficiency .................................................................................... 7 
Box 2 . Lack o f  V A T  registration among producers i s  another factor favoring use o f  
imported raw materials ............................................................................................................ 33 
Box 3 . Ongoing land reform has improved conditions for land consolidation ....................... 34 
Box 4 . Agricultural Spending and Economic Growth-A Review o f  the Evidence .............. 78 

livestock production (PIN = 2000) ............................................................................................ 9 

.. 
11 



ACKNOWLEDGEMENTS 

This study i s  a joint output o f  the World Bank and FAO. It  was drafted by a team lead by 
Amelia Branczik and Julian A. Lampietti, comprising Andrew Dabalen, Juna Miluka, 
Emmanuel Hidier, Marian Garcia, Sylvie Tillier, Lucian0 Leonetti, Philip Van der Celen 
and Carl-Fredrik von Essen. Local consultants were Drini Imami o f  Development 
Solutions Associates and Anxhela Dervishi. In the World Bank’s Albania Country Office 
Ibrahim Hackaj and Denisa Bilali provided invaluable support to the study. The team’s 
counterparts in the Albanian government were critical to shaping and producing the 
report, including H.E. Minister Jemin Gjana, Ndoc Faslia, Ndue Preka, Myslym Osmani, 
Esat Hasani, Hajri Ismaili, Irfan Tarelli, Brunilda Stamo, and Shkelzen Marku, and 
officials in the Ministry o f  Agriculture, Food and Consumer Protection who assisted with 
data collection and analysis. Invaluable comments were received from peer reviewers 
Joseph Goldberg and David Lugg; from other colleagues in the World Bank, including 
Alia Moubayed, Erjon Luci, Giuseppe Fantozzi, Penny Williams, Sanjay Kathuria, Leigh 
Hammill, Irene Bomani, and Ibrahim Hackaj; and from Llazar Korra. The team also 
wishes to thank staff in the European Commission office in Albania and in DG 
Agriculture in Brussels for their help. Lastly, the team i s  grateful for the support and 
guidance o f  Marjory-Anne Bromhead, Nadir Mohammed and Camille Lampart Nuamah. 

... 
111 





EXECUTIVE SUMMARY AND RECOMMENDATIONS 

Recent trends in Albania suggest that it has the potential for a modern and 
competitive agricultural sector, provided there i s  the right policy environment to 
engender sufficient private investment. Nevertheless, as other sectors continue to grow, 
agriculture’s relative contribution to GDP i s  likely to fall from i t s  current high level (21 
percent). Consequently, the number o f  people employed in agriculture (currently at 5 8 
percent) will need to decrease proportionately. The challenge for policy makers, 
therefore, i s  to transform agriculture from subsistence-oriented production into a modern, 
commercial and competitive sector, while fostering alternative income opportunities for 
rural residents leaving the sector. Competitiveness needs to be improved through 
increased productivity and higher quality products. At the same time, agriculture policy 
reform should be conducted within the context o f  current and future EU requirements, 
including harmonizing with EU legislation and standards. The following 
recommendations are intended to both identify activities that will improve the 
agricultural sector and provide guidance on the sequencing o f  these activities. 

Improve MAFCP’s capacity to implement policies and maximize the impact of  
public expenditures in agriculture. Improving the impact o f  public expenditures 
i s  an important precursor to preparing Albania to absorb funds from the EU. 
MAFCP needs to improve public expenditure planning, management and execution; 
improve the effectiveness o f  specific expenditures; improve overall management o f  
government expenditures, including government capacity to predict revenues; and 
improve budget management within the Ministry. The latter includes strengthening 
the link between policy planning and budgeting functions in MAFCP; strengthening 
management o f  budget resources within MAFCP across the budget cycle; and 
improving accounting mechanisms and monitoring and evaluation to ensure the 
effectiveness o f  expenditures. In light o f  limited budget resources and a large 
agenda for the agricultural sector, strategic decision-making and appropriate 
sequencing o f  interventions i s  extremely important, as i s  the reallocation o f  
inefficient expenditures. (See Chapter 5.) Only when the quality o f  public 
expenditures in agriculture i s  improved should the government consider raising the 
quantity o f  public resources available to agriculture. 

Design interventions that are tailored to the significant geographic variations 
in conditions and constraints across Albania. Policies need to be tailored to deal 
with different challenges in different regions, for example the relatively prosperous 
coastal plains versus the poorer areas in the mountainous North and North East. 
While areas that are more prosperous will benefit from improved agricultural 
policies and infrastructure, poorer areas will require a greater emphasis on non- 
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agricultural policies-such as public services, social assistance and appropriate 
infrastructure-to promote growth and alleviate rural poverty. (See Chapter 2.) 

0 Include in the forthcoming rural development programs measures to 
encourage farmers to make the investments necessary to increase production 
and improve quality and food safety. Such measures are more efficient and less 
distortionary than subsidy-oriented support, letting farmers decide on the most 
appropriate investments. An effective framework for investment support i s  a 
program o f  competitive grants, which have been implemented successfully in 
Albania and can be used as a basis for future programs. These can be designed to 
encourage cross-compliance with food safety, thus combining an approach o f  
“carrots” (in the form o f  conditioned grants) with “sticks” (enforcement o f  food 
safety regulations) to gradually promote compliance with EU food safety 
requirements and upgrade the agri-food industry in a way which helps, rather than 
hurts, producers. A rural development program can also form the basis o f  a future 
EU Instrument for Pre-Accession Assistance for Rural Development (IPARD) 
program, thus simultaneously laying the groundwork for meeting EU accession 
requirements and preparing for programs o f  the future. (See Chapter 2.) 

0 Gradually increase enforcement of  food safety standards. This needs to be 
conducted in a phased approach combining financial assistance and incentives for 
compliance, in a way that helps, not hurts, the industry, and lays the foundations for 
adoption o f  EU-required standards. This will include developing plans to coordinate 
the activities o f  enforcement agencies to avoid duplication o f  inspections and ensure 
integration o f  control plans and laboratory activities. (See Chapter 3.) 

0 Gradually adopt strategic elements o f  the Acquis Communautaire, As part o f  i t s  
strategic objective o f  EU accession, Albania will have to harmonize i t s  legislation 
with the EU Acquis Communautaire, much o f  which i s  concerned with agriculture. 
Selected measures will improve Albania’s ability to compete in regional and high- 
value EU markets, and may facilitate access to assistance that Albania will become 
eligible for in the future. Albania should continue to conduct pol icy reform in line 
with EU requirements in a carefully phased approach, gradually building 
institutions required for progress on accession requirements but keeping institutions 
as light as possible in line with capacity. As relates to food safety, Albania should 
continue phased harmonization o f  national food safety legislation with the EU food 
safety Acquis. (See Chapter 4.) 

0 In approaching these activities and investments, careful consideration needs to be 
given to investing strategically in relieving constraints to growth, coordinating 
with other agencies, and avoiding government intervention in areas where the 
private sector may have an advantage. Given the broad agenda for agricultural 
policy and the limited capacity and resources within government, strategic decision- 
making i s  required to ensure that activities and investments in agriculture are 
prioritized and sequenced effectively. Areas needing investment include rural 
infrastructure, public services, rehabilitation and management o f  irrigation and 
drainage infrastructure, dam safety, extension services, and the land registry system. 
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Cross-sectoral investments, such as in infrastructure and business environment, will 
rely on a broad range o f  government actors, including the Ministries o f  Finance, 
Public Works, etc. Crucially, given capacity and resource constraints, the 
government should be selective when choosing areas for investment, and avoid 
areas where the private sector may have an advantage. 
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1. ALBANIAN AGRICULTURE IN TRANSITION 
1.1 Recent trends in Albania suggest that it has the potential for a modern and 
competitive agricultural sector, provided there i s  sufficient private investment and 
the right policy environment. This chapter looks at the role o f  agriculture in the 
economy and the current status o f  the sector, and outlines the implications o f  
modernization and transformation o f  agriculture for rural areas. I t  also identifies trends 
and sources o f  growth for agriculture, and concludes by presenting the key pol icy 
challenges for the sector. 

1.2 Since it began the transition to a market economy in 1991, Albania’s economy has 
made impressive progress, with incomes recovering to pre-transition levels. However, 
the agriculture sector has fallen behind, with productivity lagging significantly behind the 
agricultural sectors o f  Albania’s neighbors and the rest o f  Europe. A substantial portion 
o f  agricultural production takes place just to provide income support to the rural poor. 
Productivity has improved in recent years, possibly as a function o f  capital accumulation, 
and the sector appears to have potential for growth. But important constraints to 
competitiveness need to be overcome to increase Albania’s competitive advantage in 
agricultural production, against a backdrop o f  increasing regional competition and the 
eventual need to harmonize with EU legislation and standards. In order to meet these 
challenges, the sector must modernize i t s  transformation, which will have important 
implications for rural areas. 

THE CHANCING ROLE OF AGRICULTURE IN THE ECONOMY 

1.3 Agriculture plays an important role in Albania, though currently largely at a 
subsistence level. Albania’s farming sector has been dominated by small private holdings 
since the collapse o f  the communist state in 1991 , when peasant farmers disbanded the 
quasi-state collective farms. Agriculture subsequently became an important source o f  
income support in rural areas, and i s  now undergoing a transition from a largely 
subsistence sector to a commercial one. Currently, the sector contributes 25 percent o f  
GDP, which i s  high compared with neighboring countries (see Figure 2), while average 
gross income per farm i s  estimated at about US$1,800.’ 

1.4 Around 40 percent o f  Albania’s 28,748 square kilometer land area i s  
classified as agricultural land (24 percent arable and 15 percent pasture). The rest i s  
divided between forest (36 percent) and other uses. Over 75 percent o f  Albania i s  hilly 
and mountainous, and much agricultural land i s  hilly. Albania i s  predominantly 
mountainous in the North and East, with agricultural land concentrated in the more 
densely populated coastal plains o f  the West (43 percent o f  arable land). A further 34 
percent o f  agricultural land l ies in river valleys; 23 percent i s  upland. Albania i s  located 

’ Source: MAFCP, 2005. Page 32. 
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in the Mediterranean climactic zone and has short winters and hot, dry summers. It has 
abundant precipitation (1,430 mm annual rainfall) concentrated in autumn and winter, 
with frequent droughts in summer. I t  also has extensive underground water resources. 

1.5 
areas, making agricultural labor abundant. This, together with an advantageous 
location for foreign trade, a favorable climate, and relatively inexpensive land, comprise 
Albania’s comparative advantages in agriculture. Field crops, including mainly cereals 
(wheat and maize), vegetables, forage and some industrial crops, covered an estimated 
area o f  0.4 million hectares (ha) in 2005. Hi l ly  areas are mostly planted with fruit trees, 
olives and grapes, while inland mountainous zones are mainly forest or pasture. 

Around fifty-five percent o f  Albania’s 3.1 million population lives in rural 

1.6 
GDP has contracted dramatically and i s  likely to continue to shrink. Albania has 
seen significant economic growth in recent years. Since 2000, average annual GDP 
growth has been 5.6 percent, while agricultural GDP growth has averaged 4.2 percent.2 
After an initial slump in the early 1990s, Albanian agriculture witnessed a prolonged 
expansion, sustained by changes in incentives (from collective farms to private holdings), 
diversification, especially into livestock and vegetables, and growth in agro-processing, 
However, the contribution o f  agriculture has diminished as structural transformation o f  
the economy took hold and persistent constraints in agriculture (small land holdings, 
limited use o f  modern inputs, poor infrastructure, limited market access, and weak 
processing capacity) undermined i t s  growth while other sectors expanded (Figure 1). The 
slowdown in agricultural growth, to about 3 percent per annum between 2002 and 2005, 
and the surge in output in other sectors have reduced the share o f  agriculture in GDP 
from i t s  high o f  35 percent in 1995, to 21 percent by 2006. Construction, services, and 
other sectors have expanded rapidly in the past decade and have become more important 
contributors to GDP-a result o f  economic and societal changes and a shift from less 
productive to more productive sectors, f i r m s  and a~t iv i t ies .~  However, at 25 percent o f  
GDP, agriculture’s contribution i s  s t i l l  very high relative to neighboring countries and the 
new EU member states (Figure 2). 

Agricultural production in Albania has continued to grow, but its share of  

’ Apart from 1997, when the collapse o f  pyramid investment schemes caused the economy to contract by 10.9 percent, 
real GDP grew by more than 7 percent every year from 1993 to 2001, thanks to the government’s implementation o f  a 
successful macroeconomic stabilization program (bringing budget deficit, money growth, and inflation rate under 
control), liberalization o f  prices and external trade, and privatization o f  agricultural land. 

World Bank, 2004a. 
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Figure 1. Agriculture i s  growing less than the rest o f  the economy, and declining as a share o f  GDP 
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Figure 2. Agriculture’s share o f  GDP i s  higher, and per capita income lower, in Albania than in 
neighboring countries and new EU member states 
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Note: Albania i s  the fbrthest point on the x-axis. Other countries, from le f t  to right along the x-axis, are Slovenia, 
Czech Republic, Poland, Hungary, Slovakia, Latvia, Estonia, Lithuania, Croatia, Bulgaria, Bosnia and Herzegovina, 
Macedonia, Romania, and Serbia and Montenegro. 
Source: World Bank Database, Eurostat. Agriculture share in GDP figures are for 2004, apart from Albania, which i s  
for 2005. Per capita income figures are for 2005. 

1.7 At the same time, there appears to be significant potential for growth in the 
agriculture sector through increased exports. Despite the high share o f  agriculture in 
GDP, Albania’s agricultural export performance has been weak in recent years. Agri- 
food exports have stagnated at 8 percent o f  total exports, compared with 16 percent in 
Macedonia and 20 percent in Serbia. Agri-food imports constitute 18 percent o f  total 
imports, compared with 14 percent in Macedonia and 7 percent in Serbia. In fact, during 
2001-2004, the agricultural trade deficit increased by 18 percent. The main agri-food 
exports are vegetables, crops, medicinal plants, live animals, eggs, and processed 
products, including tinned fish and vegetables, mineral water and tobacco. The main 
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destinations o f  agri-food exports are Italy, KOSOVO, Greece, Germany and the United 
States. 

1.8 Data on the agricultural sector i s  unreliable, but can be reinforced by 
household budget survey data. The following analysis i s  based largely on data from the 
government statistical office and the FAO. The reliability o f  statistical data i s  an area 
where improvements are being made to strengthen findings. Government statistical data 
were supplemented by household budget survey (HBS) data and compared with the 
World Bank 2007 Poverty Assessment4 wherever possible. 

THE STATE OF THE RURAL SECTOR 

1.9 
agriculture in GDP and trade i s  diminishing, it remains critically important for rural 
areas, where 55 percent o f  the population lives. Fifty-eight percent o f  the labor force i s  
employed in agriculture.’ 

Agriculture i s  very important for the rural economy. Though the share o f  

1.10 
household farms, and a total farming population o f  around 1.8 million-meaning that 
most rural households are involved in farming, ranging from part-time and subsistence 
agriculture to commercial production. In addition to field crops, 91 percent o f  farms also 
have livestock and 37 percent have tree-crops. 

Farming i s  practiced widely throughout Albania. Albania has around 375,000 

1.1 1 Rural poverty rates have declined less than urban poverty rates. Albania’s 
high GDP growth rates have been accompanied by a massive reduction in poverty. The 
fraction o f  the population whose real per capita monthly consumption i s  below ALL 
4,900 (in 2002 prices) f e l l  from 25.4 percent in 2002 to 18.5 percent in 2005. The 
extremely poor population (those with difficulty meeting basic nutritional needs) 
decreased from about 5 percent to 3.5 ercent, and the poverty gap (depth o f  poverty) and 
the severity o f  poverty also worsened. However, the decline in rural poverty was slower 
than the decline in urban poverty. While the latter went down by 41 percent in the period 
2002-2005, rural poverty declined by only about 24 percent, to a headcount o f  24.2 
percent. One consequence o f  this differential reduction in poverty i s  a greater 

6? 

~ ~ 

World Bank, 2007b. ’ Although this proportion o f  labor employed in agriculture may appear high in comparison with the rural 
population, it should be remembered that the labor force participation rate i s  higher in rural areas than 
urban areas (67.1 percent versus 54.1 percent); and unemployment i s  much higher in urban areas than in 
rural areas (1 3 -3 percent versus 2.4 percent). 

Analysis on poverty and efficiency i s  from the World Bank, 2007b, Albania: Urban Growth, Rural 
Stagnation and Migration, A Poverty Assessment. The poverty gap (or depth o f  poverty) i s  obtained by 
dividing the sum o f  the consumption gaps of the poor (Le. poverty line less consumption) by the overall 
population, and expressing it as a percentage o f  the poverty line. So a poverty gap o f  5 percent means that 
the total amount the poor are below the poverty line i s  equal to the population multiplied by 5 percent of 
the poverty line. The main advantage o f  the poverty gap i s  that the contribution o f  a poor individual to 
overall poverty i s  larger the poorer that individual is. The second alternative measure to headcount i s  the 
severity o f  poverty, which i s  sensitive to inequality among the poor. Albania’s poverty gap fe l l  from 5.7 
percent in 2002 to 4.0 percent in 2005, while severity o f  poverty fe l l  from 2 percent to 1.3 percent in the 
same period. 
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concentration o f  the poor in rural areas; whereas the rural poor were 66 percent o f  the 
total poor in 2002, they constituted 75 percent in 2005. The evidence also suggests that 
poverty i s  much shallower in urban areas than in rural areas, where the poverty gap, at 
5.3 percent, i s  more than double that o f  urban areas. This i s  reflected in the fact that the 
average rural resident had about 14 percent less per capita consumption compared to the 
average urban residents7 Over time this gap has remained the same, suggesting that the 
average rural resident gained as much from the recent economic growth as the average 
urban resident. The fact that rural poverty rates declined less than urban poverty rates 
implies that rural residents in the lower end o f  the rural distribution have gained less from 
growth compared to urban residents in the lower end o f  the urban distribution. On a more 
positive note, there was less disparity in consumption growth across the entire 
distribution in rural population, suggesting that rural growth, while lower, was more 
egalitarian.* 

1.12 This i s  because rural growth has also lagged behind economic growth in the 
economy as a whole. Changes in poverty can be characterized as due to growth, to 
redistribution, or to residual. The evidence suggests that growth accounted for all o f  the 
reduction in poverty in Albania during 2002-2005.9 I t  also indicates that, between 2002 
and 2005, poverty reduction in rural areas was slower than in urban areas in part because 
rural growth lagged behind. As seen above, after growth rates in the double digits during 
the 1 9 9 0 ~ ~  agricultural growth has slowed down to about 3 percent per year. The average 
gross income per farm i s  estimated at about US$1,800 (ALL 163,550), compared to an 
average national income per capita o f  US$2,580 in 2005.'' Since the aggregate 
agricultural growth story includes larger farms that exploit potential economies o f  scale 
and lucrative export markets, it i s  quite possible that the growth from the majority small 
farmers i s  even lower than the estimated 3 percent. Improving agricultural productivity in 
this class o f  farmers, or identifying pro-poor, possibly non-agricultural policies for them, 
such as improving opportunities in the off-farm sector, i s  crucial for reducing rural 
poverty. 

1.13 
large differences in per capita consumption across regions. The mountainous North and 
North East are the poorest. Looking at a pooled sample from the Household Budget 
Survey (HBS), the average resident in the North and North East Mountain areas has 12 
percent less real consumption per capita than the average Tirana resident. By contrast, the 
average rural Coastal resident has 17 percent and 34 percent higher consumption per 
capita than the average Central and Mountain rural resident respectively." Mountain 
areas also have the poorest infrastructure and public services (e.g., education, health care, 

Conditions and incomes vary significantly by geographic region. There are 

This i s  true after controlling for region specific effects (Annex A, Table Al). It i s  about 16 percent when 
regional effects are not accounted for. 
* The mean percentile growth for the 20" through the 90' percentiles o f  the rural poor appear to be around 
10 percent, while it i s  more dispersed for the urban households. 

lo Atlas method, current US$. Source: MAFCP, 2005. Page 32. GNI per capita from World Bank 
development data. 
'I Annex A Table A2. 
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transportation and running water), in terms o f  quality and coverage. l2 Isolated households 
(those far away from social services, e.g., the nearest school) have lower per capita 
consumption, although that disadvantage may be disappearing. B y  this measure, a 1 
percent increase in the distance to the nearest school implies a shortfall o f  4 percent in per 
capita consumption. Conditions for farming in the Mountain areas are considerably 
different from those in the coastal plains (see paragraph 1.4); in particular, the distance to 
markets and paucity o f  rural infrastructure constitute a significant constraint to 
improvements in the agricultural sector. 

1.14 
fragmented farms. The average size o f  household farms i s  1.1 ha (Table l), according 
to official statistics, or 0.8 ha according to HBS data, compared with an average o f  5 ha 
for Central and Eastern European countries and 27 ha for Western Europe.13 In addition, 
these farms are distributed across an average number o f  3.9 parcels, with an average 
parcel size o f  0.28 ha. Farm and parcel size are smallest in the poorer regions o f  Kukes 
(average 0.54 ha and 0.17 ha) and Diber (0.55 ha and 0.15 ha), suggesting a positive 
correlation between farm size and income. The large number o f  small farms also 
exacerbates difficulties in offering effective government support to the sector (such as 
support schemes and effective regulation). 

Albanian agriculture i s  dominated by a large number o f  very small and 

Table 1. The majority of household farms are very small 
Farm size (ha) 
0.1 - 0.5 29 
0.6 - 1.0 25 
1.1 -2.0 36 
> 2.0 10 
Source: MAFCP, 2005. 

Percentage o f  Household farms 

1.15 Many small farms are not commercially oriented, and income from farming 
i s  low. The majority o f  farms (91 percent) are a mix o f  crops and livestock, with the rest 
livestock only. Figures for gross income from crops and livestock suggest that many 
small farms produce largely for their own consumption. I t  i s  estimated that only 30 
percent o f  all livestock and crop production i s  oriented to the market. l4 Nine percent o f  
farms receive less than ALL 10,000 (about US$115) per year from the sale o f  crops and 
livestock, averaging just ALL 2,600 (US$30). A further 32 percent o f  farms make an 
average o f  ALL 55,400 (US$635) per year from the sale o f  crops and livestock. l5 

1.16 
analysis shows that over 55 percent o f  all the observed variation in the output o f  farmers 
i s  attributed to the differences in technical efficiency, Le., how close a farmer i s  to his or 
her highest production potential given their endowment o f  resources (also expressed as 

Most farms, particularly smaller farms, are not very efficient. Empirical 

I t  World Bank. 2006d. 
l3  The CEEC average i s  from Leibniz Institute o f  Agricultural Development in Central and Eastern Europe 
(IAMO), 2004. p. 13. The Western Europe average i s  from Nagayets, 2005. 
I 4  MAFCP, 2007a. 
I s  MAFCP, 2005. Page 32. These figures should probably be taken as indicative numbers since reliability 
(how much i s  declared) i s  difficult to ascertain. 
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the point at which the producers l i e  within the production possibility frontier). l6 On 
average, the technical efficiency o f  small farmers i s  only 28 percent, meaning that the 
average small farmer i s  operating at only one-third o f  their potential, well inside their 
production possibility frontier (Box 1 and Annex A, Table A7). Technical efficiency 
appears to improve, although not greatly, with land size. The average efficiency for 
farmers with less than 0.25 ha i s  24 percent, while the average efficiency for farmers in 
the top quartile - those with between 1.16 and 1 1.5 ha - i s  only 3 1 percent. Farm 
production i s  often very diverse to spread risk, which inhibits the specialization required 
for greater efficiencies. 

Box 1. Measuring Technical Efficiency 

To measure technical efficiency, one begins with an estimate o f  the production possibility frontier-the 
combination o f  inputs (land, labor, capital, etc.) that produces the highest possible output. This can be 
done using the stochastic production frontier or data envelop methodologies. The maximum amount o f  
output that can be produced using the best technology available and the resources-primarily inputs 
such as land, labor, capital, and so on-defines the “efficient frontier” or “potential output”. All farms 
whose output lies at the “potential output” are said to be operating at the “efficient frontier”. Technical 
efficiency o f  a farm i s  the ratio o f  its actual (observed) output to the output at “potential output”. 
Therefore, all farms operating on the efficient frontier are classified as efficient with an efficiency 
score equal to 1 (or 100 percent, depending on the scale used). That is, if a farm’s observed level o f  
value o f  agricultural output l ies on the frontier, this farm will be considered perfectly efficient. If its 
observed level lies below the frontier, the farm will be technically inefficient. In  other words, farms 
using more inputs to produce a given output value than those on the efficient frontier are inefficient and 
their efficiency score i s  less than 1 (or 100 percent). 

More detail on how technical efficiency i s  calculated can be found in Annex A. 

Source: Authors 

1.17 
farmers will increase the value of agricultural production by 5 percent (Annex A, 
Table A4). I t  also suggests that having more land to farm i s  more crucial to improving 
efficiency and income than consolidation o f  land. This i s  not to say that consolidation i s  
not important or that it should not be a priority; rather that the benefits o f  providing more 
productive farmers access to more land have not been fully exploited. 

Empirical analysis suggests that a 10 percent increase in the land available to 

1.18 While labor i s  abundant and cheap, agricultural labor productivity i s  low, 
and the sector will have to shed further labor as i ts  contribution to GDP continues 
to decrease. The share o f  the labor force employed in agriculture i s  extremely high (58 
percent), a function both o f  agriculture’s role as an employment and income safety net, 
and the absence o f  opportunities in other sectors o f  the economy. With around 756,000 
people employed in agriculture, annual agricultural GDP per worker i s  US$2,550. This i s  
low compared with EU new member states (NMS) and neighboring countries (Table 2). 
Moreover, as agriculture’s share o f  GDP continues to s h r i n k  (paragraph 1,6), i t w i l l  have 
to shed further labor in order to improve labor productivity and income levels. Off-farm 
opportunities are needed to absorb this excess labor in rural areas. 

l6 Analysis o f  HBS data from World Bank, 2007b. See Annex A Table A4. 
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Table 2. Agricultural labor productivity is low compared with NMS and neighboring countries. 
Agriculture GDP per Agriculture Worker (US$) 

Slovenia 79,230 
Croatia 20,149 
Bosnia and Herzegovina 13,630 
Bulgaria 11,711 
Hungary 9,153 
Czech Republic 8,958 
Lithuania 8,327 
Macedonia 7,575 
Romania 7,324 
Estonia 7,08 1 
Slovakia 5,737 
Serbia and Montenegro 4,900 
Latvia 4,688 
Poland 3,811 
Albania 2,550 

Sources: GDP data from World Bank Development Indicators 2005 (apart from Hungary, which i s  for 
2004); agr. employment data from F A 0  Compendium o f  Food and Agriculture Indicators, 2006. 

1.19 
Although Albania's population as a whole i s  rather young (average age 3 1.7 years), the 
farming population i s  aging. Almost half o f  farm operators are over 54, with 24 percent 
aged 55-64 and 23 percent 65 years or older. Many rural inhabitants are migrating to 
urban areas, particularly from the poorer North, in response to low incomes from 
farming, limited off-farm opportunities and poor rural infrastructure and public 
services. l7 

There i s  evidence that many rural inhabitants are already leaving the sector. 

1.20 Off-farm employment and remittances are already an important source of  
income for agricultural households and have contributed to changing production 
choices for these households. O f  an average total o f  465 person-days spent working by 
each agricultural household per year, 24 percent are spent on off-farm activities. O f  the 
remainder, 36 percent i s  spent on crops, 32 percent on livestock, and 8 percent on fruit 
trees. Around one-third o f  farm households receive income from off-farm employment, 
with 24 percent o f  these earning over A L L  200,000 (US$2,293) from these activities. 
This suggests that for such farms the transition away from agriculture may be underway. 
Migration and remittances are also an increasingly important factor in rural incomes. 
Around one third o f  farming households receive income from remittances, with 60 
percent o f  these receiving over ALL 200,000 from this source.'* A total o f  75,000 
permanent emigrants and 166,000 periodic emigrants are from farming households. In a 
recent study, McCarthy et a1 (2006) found that households with migrants abroad have 
more livestock holdings and allocate more land to the complementary activities o f  forage 
and pasture. They do this firstly because migrant members reduce household labor (it 
tends to be younger people who leave), so households are likely to move away from 

The rural population decreased from 57.3 percent in 2001 to 55 percent in 2004. 
MAFCP, 2005. P. 24. Fifty-two percent o f  households earning from off-farm employment, and 29 

percent of those receiving remittances, get A L L  50,001 - 200,000 from these sources. 
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labor-intensive activities. Secondly, migrant members send remittances that enable 
households to choose more risky, but more profitable and less labor-intensive activities. 
The study finds that such households had higher agricultural and total income. 

TRENDS IN AGRICULTURAL PRODUCTION AND SOURCES OF GROWTH 

1.21 
Since 2000, the gross value o f  primary production has increased by 12 percent in real 
terms for a l l  main categories o f  agricultural output (Figure 3), to A L L  198.9 b i l l i ~ n . ' ~  
This increase was driven by fruit, which increased 34 percent; and livestock, which 
increased 17 percent. Field crops increased only 3 percent. Fruit went from 9 to 11 
percent o f  total primary production and livestock from 44 to 45 percent. Field crops 
decreased from 47 to 44 percent. These trends correspond with Albania's resource 
endowments (paragraph 1.4), which would suggest a comparative advantage in these sub- 
sectors. 

Agricultural growth in recent years has been driven by fruit and livestock. 

Figure 3. The value of agricultural production has increased, due to growth in fruit and livestock 
production (PIN = 2000) 
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1.22 Production of crops has increased in spite of a smaller area planted, 
indicating rising productivity (yields). During 2000-2005, the total area planted in 
field crops decreased from 419,300 to 400,500 ha, continuing a downward trend over the 
last ten years. The biggest decrease was in cereals (1 78,200 to 147,700 ha), while forage 
increased from 165,000 to 191,000 ha; most others remained stable. During this time, 
production o f  vegetables increased from 620,000 to 685,000 tons; cereals decreased from 
566,000 to 5 1 1,000 tons; and forage (important for increasing livestock production) 
increased from 4.7 to 5.2 mill ion tons. Other products remained stable, apart from 
decreases in tobacco and sunflower. These figures indicate an increase in productivity for 
cereals, vegetables, potatoes and all other field crops apart from forage (Table 3), with 

Statistics and trends in gross value o f  agricultural production are summarized in Annex B Table B3. 19 
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some yearly fluctuations.20 In 2005, the cultivated area was planted with 46 percent 
forage, 37 percent cereals, 11 percent vegetables and potatoes, and 6 percent other. 

Table 3. Despite some yearly fluctuations, yields are rising 
(quintaldha; PIN = 2000) 

2000 2001 2002 2003 2004 2005 
Field crops 
Cere a Is 100 95 103 103 109 109 

Potatoes 100 104 109 105 107 119 
Tobacco 100 90 106 79 101 117 

Fruit 
Apples 100 139 134 145 156 
Grapes 100 102 93 107 89 
Peaches 100 195 115 129 135 

Vegetable 100 103 105 111 112 112 

Forage 100 101 96 95 101 88 

Plums 100 179 160 169 198 
Source: MAFCP, 2005. Fruit data are from FAO. 

1.23 Vegetable and fruit production displays the same trends. Whereas the area o f  
vegetables grown in fields has stagnated in recent years, the area under greenhouses 
increased by over 40 percent during 2000-2005 (from 462 to 650 ha), and the volume o f  
production increased by over 52 percent (from 38,600 to 54,700 tons). Yields went from 
835 to 902 quintalsiha. Greenhouses offer a partial solution to the fragmentation o f  
Albania's farms by allowing farmers to expand and grow crops year round, while 
offering good export potential, especially for off-season vegetablesS2' 

1.24 
agriculture. Immediately after the collective farm system collapsed, around 60 percent 
o f  orchards and vineyards were abandoned or uprooted. Apples and other pome fruit 
started to be replanted in the 1990s, followed by citrus and vineyards during 2000-2005, 
and, to a lesser extent, olive trees. In 2005, fruit production accounted for about 6 percent 
o f  the total value o f  agricultural production, and it i s  growing. Participation in fruit tree 
production increased significantly from 54 percent o f  households in 2002 to 83 percent in 
2005. Tree fruit sales also increased from 14 percent to 18 percent in the same period.22 
Yields also rose (Table 3). 

Tree farming has become one of the most dynamic sectors of  Albanian 

1.25 
Livestock-5 1 percent cattle, 3 1 percent sheep and goats, 1 1 percent pigs and 7 percent 
poultry-is judged to be an area o f  potential growth. Production increased for all 
livestock products during 2000-2005 (Table 4), including milk (by 14 percent), eggs (39 
percent), wool, honey (70 percent), and live weight for animals, resulting in a doubling o f  

Productivity also appears to have increased in the livestock sector. 

MAFCP, 2005. p.59. FA0 stat data, which measures yields in hg/ha, shows the same trends. 20 

2 '  Albanian farmers are able to produce some vegetables (e.g., tomatoes) in greenhouses during the off- 
season at costs low enough to justify their export to neighboring countries. This advantage lies in the 
abundance o f  sunlight in Albania during the fall months relative to neighboring countries, which reduces 
the cost o f  heating greenhouses. 
22 World Bank, 2007b. 
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production o f  poultry meat and an increase in small ruminant meat production o f  17 
percent.23 Given that numbers o f  livestock did not increase at an equivalent rate, this 
increase in production appears to be the result o f  rising productivity. 

Table 4. Livestock productivity has increased. 
2000 2005 Change between 2000 and 2005 

(‘000 heads) (‘000 heads) ( Y O )  

Cattle 72 8 655 (10) 
Sheep & Goats 3,045 2,70 1 (1 1) 

Poultry 5,291 6,432 22 

Sheep milk (‘000 Mt) 70 75 7 

Pigs 103 147 42 

Beehives 76 157 207 
Cow milk (‘000 Mt) 807 930 15 

Total milk (‘000 Mt) 948 1,076 14 
Source: MAFCP, 2005. p. 81. Note that the difference between 2005 and 2000 reflects relatively stable 
increases, thus these figures are representative o f  trends. 

1.26 Agro-processing has expanded significantly. The agro-processing sector has 
seen fast growth, with production o f  selected food products in 2005 at 278 percent o f  
their 2000 levels, and beverages at 205 percent. Mean annual growth has been over 15 
percent (significantly greater than agriculture as a whole), and agro-processing currently 
accounts for 19 percent o f  agricultural The total value o f  production increased 
by 58 percent, while the number o f  enterprises went from 1,844 to 2,060 (Table 5).25 The 
biggest increases were in enterprises producing tinned f ru i t s  and vegetables, refined oils, 
dairy products, bread, sweets, biscuits, and wine. Investments in agro-processing have 
increased by 225 percent since 2000, and agri-business i s  seen as one o f  the four sectors 
with major trade potential and benefits for the economy.26 

1.27 However, much o f  the raw material for agro-processing i s  imported. This 
includes vegetable oi l  for bottling, grapes for wine production, meat for processing, and 
vegetables for tinning. Currently, only a small volume o f  production that i s  sold (1.8 
percent o f  crops and 1.9 percent o f  tree fruit) i s  sold to agro-processors, many o f  whom 
prefer to use inexpensive, higher quality imported raw materials with reliable supply 
chains and a sufficient volume o f  products. 

1.28 
exports, most of  these enterprises are very small and cannot produce for export. 
While data suggest that relatively l i t t l e  production i s  exported,27 the value o f  agro- 
industry exports has increased 68 percent from ALL 2.0 billion in 2000 to ALL 3.4 

Although agro-industrial exports have been driving growth in agricultural 

23 MAFCP, 2005. Page 25. 
24 MAFCP, 2005. 
25 O f  these enterprises 45 percent produce bread and sweets; 19 percent are in dairy; 13 percent in milling; 
6 percent in vegetable oil, while others produce beer, meat and other alcoholic beverages. Enterprises are 
concentrated in Tirana (42.5)) Fier (294) and Korce (2 16), with the fewest in the poorer regions o f  Lezhe 
(82)) Diber (67) and Kukes (26). Source: MAFCP, 2005. 
26 World Bank, 2004a. This i s  based on the strength o f  the industry prior to 1990 and recent growth in the 
sector. 
” MAFCP, 2005. Pp 98, 108, 114. 
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billion in 2005, making them the principal driver o f  increases in agricultural exports 
during this period.28 However, these exports are concentrated in a very few f i rms.  
Ninety-six (96) percent o f  agro-processing enterprises employ only 10 or fewer workers 
and only a few have adopted Hazard Analysis and Critical Control Point (HACCP) and 
International Organization for Standardization (ISO) standards. Improved technology and 
achievement o f  quality standards are needed to further improve growth in this sub-sector. 

1.29 
potential for rapid growth, and has the potential to grow faster. These investment 
needs may put considerable strain on the sector, but the expansion described above 
suggests strong potential for continued growth. The agro-processing sector i s  examined in 
greater detail in Chapter 2. 

Thus, the agro-processing sector needs significant investments to achieve i t s  

Table 5. The agro-processing sector has expanded significantly. 
Change between 

2000 2001 2002 2003 2004 2005 2000and2005(%) 
Number o f  Enterprises 1,844 1,950 1,972 1,937 2,021 2,060 12 
Number o f  Employees 9,076 8,655 8,783 9,371 9,933 9,865 9 

. Value of Production 
(Mil. ALL, 2000 prices) 27,834 29,994 33,913 37,358 41,549 43,905 58 
Total Investment 
(Mil. ALL) 898 1,021 1,012 2,093 2,298 2,917 225 
Foreign Credit (Mil. 
ALL) 50 20 7 8 788 237 3 74 
Bank Loan (Mil. ALL) 17 29 102 102 208 1,444 8,394 

Source: MAFCP. 2005. 

1.30 This evidence suggests that future growth in agriculture will probably come 
from further intensification o f  production through commercialization o f  farms, and 
a focus on high-value products. It i s  difficult to determine whether increased yields are 
a result o f  improvements in inputs and technology or a combination o f  factors, but 
increases in productivity suggest that modernization o f  the sector i s  occurring. 
Comparisons with neighboring and EU- 15 countries suggest significant potential for 
further improvements in yields with greater intensification (Table 6). 

1.3 1 
comparative advantage in fruit and vegetables, sub-sectors where it performs well 
compared with neighboring countries (in contrast to cereals, where it performs poorly). 
Major opportunities for growth in the sector are widely judged to be in high value crops 
such as fruit and vegetables; livestock products (especially milk and lamb); agro- 
processing; and certain niche products that exploit Albania’s relatively significant 
agricultural labor force (herbs and medicinal plants, olive oil, honey, organic food 
production) .29 

These data also suggest that Albania should focus more on i t s  apparent 

MAFCP, 2005. p. 107. Apart from a decline in 2002 this represents a steady increase. Note that agri-food 
exports increased during this period from ALL 4,027 m to ALL 5,746 m, a 43 percent increase. 
29 Based on trends, potential for growth, income-generating ability and market conditions, the SSAF 
identifies the following strategic sectors: fruit-growing and viticulture; horticulture; livestock; industrial 
processing o f  fruits and vegetables; and industrial processing o f  milk and meat. 
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Table 6. Yield comparisons highlight the potential for tree crops. 
Albania's yields as 

shares o f  EU-15 Rank in SEE Region 
Crop yields (YO) (l=top, ll=bottom) 
Tomatoes 48 2 
Plums 85 3 
Peaches 70 1 
Grapes 214 1 
Apples 25 8 
Potatoes 42 5 
Sunflower seeds 81 6 
Wheat 52 8 
Barley 55 8 
Maize 46 7 

Source: F A 0  Stat. Regional comparator countries are Bosnia and Herzegovina, Bulgaria, Croatia, Czech 
Republic, Hungary, FYR Macedonia, Romania, Serbia and Montenegro, and Slovakia. 

1.32 
and poverty reduction. HBS data show that livestock and fruit production are also 
important areas for poverty reduction. The r ise in the participation o f  fruit tree and 
livestock production and sales indicates that such activities have provided profitable 
opportunities for agricultural households in rural Albania. Analysis shows that both 
agricultural income and total income for agricultural households i s  positively and 
significantly associated with the area o f  land cultivated with fruit trees and ownership o f  
l i ve~ tock .~ '  Importantly for Albanian producers, animal husbandry can be carried out on a 
small scale and adapted to the production structures o f  Albania's small private farms, 
while also serving as a guarantee for rural incomes. Livestock production, especially 
small ruminants, i s  particularly important as a source o f  livelihood in mountain areas. 
The combination o f  remittances and emigration in mountain areas make investments in 
livestock more attractive for Albanian farmers to improve agricultural and total income. 
In fact, livestock production and by-products accounted for almost 80 percent o f  the total 
value o f  agricultural output o f   household^.^^ There i s  also potential for commercial 
expansion: several nearby countries are large importers o f  lamb, which could potentially 
be supplied by Albania if it can improve i t s  quality and transport infrastructure. 

These are also the sub-sectors with the most potential for income generation 

1.33 
processing, tourism and the environment. Tourism i s  a relatively fast-growing sector 
in Albania, suggesting that agro-tourism and associated sectors such as traditional food 
products are a potential growth area, with strong linkages to the environment. 

There are also potential links to be exploited between agriculture, agri- 

1.34 There are already signs of  increasing commercialization o f  some farms. There 
are indications that some farms are becoming increasingly commercially oriented. The 
increasing shift towards vegetable and fruit production, which i s  more likely to be sold on 
the market than cereals, can also be interpreted as a move towards more commercially 
oriented production. The number o f  larger livestock farms also appears to be increasing, 

30 World Bank, 2007b. 
3 '  World Bank, 2007b. See Annex A, Table A3. 
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seen in an increase in the number o f  farms with 5-10 and 11-50 head o f  cattle, and a 
similar increase for small ruminants. 

1.35 
stratification into income groups and between viable operations that can specialize, 
scale up and commercialize, and small-scale farms that will continue to produce 
largely for domestic consumption. The bottom 9 percent o f  farms earn an average 
agricultural income o f  ALL 2,600; 32 percent o f  farms average ALL 55,400; 49 percent 
ALL 212,800; and the top 10 percent average ALL 621,900. Given that the poverty l ine 
i s  ALL 4,891 per capita monthly consumption (in 2002 prices), and that 24.2 percent o f  
the rural population lived in poverty in 2005, one can assume that many small farms use 
farming to supplement other sources o f  income, and are therefore not primarily engaged 
in agriculture 

At the same time, wide variation in reported farm income suggests distinct 

1.36 
driver o f  growth. Evidence that the use o f  inputs i s  rising and investments in agro- 
processing are increasing (paragraph 1.26 and 2.13) suggests that recent growth can be 
attributed to an alleviation o f  these constraints. However, the fact that growth i s  s t i l l  
minimal in spite o f  these improvements suggests that other constraints such as poor rural 
infrastructure are a bottleneck to growth. 

Increasing capital, Le., greater use of  inputs and technology, may be the main 

1.37 
and low productivity and incomes. Although technical efficiency does not appear to 
vary greatly by farm size (discussed in paragraph 1.16)), given the very small average 
farm size, it can be argued that land fragmentation imposes severe hurdles to improving 
efficiency, such as large transaction costs, inefficient allocation o f  inputs, and difficulties 
in adopting technologies with scale economies, such as tractors and harvesting 
equipment. Moreover, very small farms cannot provide sufficient income to support a 
family, as evinced by the average agricultural income data in paragraph 1.12. 

Notably, the land constraint remains a key factor behind inefficient farming 

1.38 
growth. High agricultural imports and low exports also suggest that Albanian farmers 
cannot meet the quality standards o f  their competitors. Improving the quality o f  
production, particularly in grading, packaging, food safety and marketing, also represents 
an important potential source o f  sector growth. This wi l l  enable farmers to participate in 
modern supply chains, which value standardization, compliance with food safety and 
quality standards, and regularity o f  supply, for example, agro-processors, supermarkets 
and export markets (see Chapter 2). 

Finally, improving quality also represents an important potential source of  

KEY POLICY CHALLENGES AHEAD 

1.39 Agriculture needs to continue its transformation into a modern sector. 
Albania’s agriculture has potential for continued growth. The modernization o f  Albania’s 
rural and agricultural sector wi l l  need to see many subsistence-oriented farms leave the 
agricultural sector altogether for more profitable opportunities in the off-farm sector. This 
wi l l  free up land for viable farming operations to continue to scale up and commercialize, 
increasing the overall productivity o f  assets in the sector. This trend i s  consistent with 
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trends in many EU new member states (NMS), where uncompetitive agricultural 
households are transitioning into off-farm opportunities. I t  i s  also an important 
precondition for a competitive agricultural sector. EU-type rural development policies 
promote this transition to a more modern and competitive sector by targeting different 
assistance instruments at farms based on whether they are subsistence or semi- 
subsistence producers. With i t s  aspirations to EU accession and the corresponding need 
to align agricultural policies with the EU, Albania will follow this trend, and needs to 
formulate policies accordingly. However, i t  i s  also dependent on the availability o f  off- 
farm income-generating opportunities so that smallholders are willing to give up the 
guaranteed income provided by subsistence farming. While some successful farms may 
absorb extra labor, many in the rural labor force wi l l  need to find other opportunities. 

1.40 A number of constraints prevent agriculture from becoming more 
competitive, including infrastructure, business environment and supply chain issues. 
Albanian products are generally uncompetitive due to high production costs and poor 
product quality, and farm-gate prices are often higher than in EU countries. Many local 
products are competitive only because Albania’s weak and highly fragmented retail 
system, which i s  poorly integrated with the wholesale system, gives local products an 
artificial advantage. Constraints facing Albania’s agricultural producers, examined in 
more detail in Chapter 2, can be broadly characterized as falling into three categories: (a) 
private sector-oriented supply chain problems (for example, small size o f  farms, small 
scale o f  production, and low quantity and quality o f  inputs due to high input prices and 
low awareness among farmers); (b) the business environment; and (c) deteriorated rural 
infrastructure and public services. Overcoming these constraints will require significant 
efforts on the part o f  the private and public sectors in the coming years. 

1.41 
more challenges ahead for Albanian agriculture. The agri-food trade deficit suggests 
Albanian agriculture i s  uncompetitive in local and regional markets (though this may also 
be a reflection o f  Albania being subject to dumping). The situation i s  likely to become 
more difficult as consumer preferences drive demand for improved food safety and 
quality, changes in distribution networks put greater emphasis on integrated supply 
chains (Chapter 2), and neighboring countries work to increase their competitiveness. 
Without concerted attempts to adjust, Albanian producers and agro-processors will 
become increasingly marginalized from domestic and external agri-food supply chains. 

Regional and EU markets are becoming increasingly competitive, creating 

1.42 
current and future EU requirements. A strategic objective o f  the Ministry o f  
Agriculture (MAFCP) i s  to harmonize Albania’s agricultural policies with those o f  the 
EU-a process that wi l l  eventually require sweeping legislative changes and increased 
investments in new institutions. Achieving progress in certain areas, for example, food 
safety capacity, wi l l  help Albania to improve its competitiveness and access to high-value 
EU markets. Eventually such efforts may also facilitate progress on EU pre-accession 
requirements (see Chapter 4). 

Reform o f  agricultural policies should be conducted within the context of 

1.43 
the private sector i s  more effective, and instead focus on providing public goods and 

Going forward, the government needs to avoid interventions in areas where 
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creating an enabling environment for the private sector. Increasing agricultural 
competitiveness while simultaneously responding to this evolving environment creates 
significant policy challenges for the Albanian government. Starting in 1993, Albania 
proceeded with a broad dismantling o f  price and trade controls, rapid distribution o f  
agricultural land and other assets o f  the state farms and collectives, and privatization o f  
most o f  the state marketing and agro-processing enterprises. Since then, the agricultural 
policy environment has been relatively free o f  distortions (no price controls, limited 
subsidies, liberal trade policy with generally low tariffs on agricultural inputs and 
products).32 Growth in these conditions suggests that the Albanian agricultural sector can 
be competitive, especially with better infrastructure. Going forward the government 
should continue to avoid interventions in areas where the private sector i s  more effective, 
particularly given the resource constraints posed by a decline in the donor financing 
envelope available.33 Instead, it should focus on providing a policy environment that 
fosters private investment, and strengthens institutions a ~ c o r d i n g l y . ~ ~  This includes 
improving the business environment and enforcement o f  the ru le  o f  law to encourage 
private investment; restructuring and building institutions that provide extension services 
and that promote and protect land rights; working towards harmonization with EU 
legislation; improving food safety standards; and developing a comprehensive approach 
to rural development. 

1.44 
and recommends policies for addressing them. These challenges are analyzed in 
greater detail, and more specific policy recommendations are given in the following 
chapters, which focus on strengthening supply chains, improving food safety, and 
ensuring that reforms are carried out in compliance with EU legislation. The final chapter 
looks at how well public expenditures in agriculture are managed in order to achieve 
these policy objectives. 

The rest o f  this report analyzes the challenges facing the agricultural sector 

32 Albania became a member o f  the World Trade Organization (WTO) in September 2000, which carries an 
obligation to retain an open trade policy and establish binding tariff levels. Given the extent to which trade 
and price policies had already been liberalized, membership in the WTO has mainly consolidated previous 
trade policy reforms rather than promoted further reform. 
33 The government warns that current donor projects in agriculture are set to close by the end o f  2009, '' World Bank. 2006c. 
otentially leaving the sector without donor support in 2010. 
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2. OVERCOMING CONSTRAINTS TO 
COMPETITIVENESS ACROSS SUPPLY CHAINS 

2.1 
encourage and facilitate private sector investments in key areas and create an 
enabling environment for growth. This chapter provides more information on the 
constraints facing Albanian producers, and recommends policies for overcoming these 
constraints. It starts by summarizing the major constraints facing the agricultural sector, 
both at the level o f  producers and at the structural level. I t  goes on to look in more detail 
at key emerging supply chains (dairy, grape and wine, olives and olive oil, fresh and 
processed meat). The chapter then identifies and recommends appropriate public sector 
actions to assist in developing and consolidating supply chains, both at the primary 
producer level and at the level o f  agro-processors. 

To overcome constraints in agriculture, government policies need to 

SUMMARY OF RECOMMENDATIONS 

2.2 Design interventions that are tailored to the significant variations in 
conditions and constraints along geographic lines in Albania. The areas surrounding 
the Tirana-Durres corridor are relatively prosperous and well connected to markets, and 
will respond well to agricultural policies and increased investment in the sector, for 
example, in irrigation. However, the poorer areas, largely in the mountainous North and 
North East, continue to face binding constraints in the form o f  underdeveloped 
infrastructure, inferior public services and higher poverty. Therefore, policies need to be 
tailored to deal with different challenges. In poorer areas, a greater emphasis must be put 
on pro-poor, non-agricultural policies-improving public services, providing social 
assistance and some appropriate infrastructure investments-to promote growth and 
alleviate rural poverty. 

2.3 Design and implement a rural development program that will help farmers 
make the necessary investments to improve their production techniques and 
increase yields and quality. Such an investment program i s  less distortionary and more 
efficient than subsidy-oriented support, letting farmers decide on the most appropriate 
investments. An  effective framework for investment support i s  a program o f  competitive 
grants, which can be designed to encourage cross-compliance with food safety. 

2.4 
conducted in a phased approach combining financial assistance and incentives for 
compliance, in a way that helps, not hurts, the industry, and lays the foundations for 
adoption o f  EU-required standards. 

Gradually increase enforcement of  food safety standards. This needs to be 
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2.5 
objective o f  EU accession, Albania wi l l  have to harmonize i t s  legislation with the EU 
Acquis Communautaire, a significant part o f  which i s  concerned with agriculture. This 
can be used to help encourage the formation o f  producers’ associations and create a more 
favorable tax regime for farmers. 

Adopt strategic elements o f  the Acquis Communuutuire. As part o f  i t s  strategic 

2.6 
electricity-inhibits the development o f  integrated rural supply chains. Investments in 
infrastructure are critically important and are discussed in Chapter 5. This 
recommendation wi l l  require cross-sectoral cooperation with the appropriate Ministries 
(Ministry o f  Finance and Ministry o f  Public Works). 

Invest in rural infrastructure. Underdeveloped infrastructure-roads, water and 

2.7 Continue to rehabilitate irrigation infrastructure. Investments are needed for 
further rehabilitation, to improve management o f  irrigation and dam safety. 
Improvements also need to be made in the way money i s  spent in irrigation (Chapter 5). 

2.8 Encourage the land rental market. Greater consolidation o f  the highly 
fragmented agricultural sector i s  sorely needed, to increase efficiency and agricultural 
incomes. Encouraging the land rental market i s  likely to be the easiest way to facilitate 
this, for example by increasing the security o f  titles, and making and investments in the 
land registry system (such as those being undertaken as part o f  the Land Administration 
and Management Project). 

2.9 
There i s  a need to build strong institutions for agricultural growth that can respond to the 
needs o f  farmers who are engaging in new activities such as taking up livestock and fruit 
production, implementing new techniques and technologies, and seeking better access to 
financing. Institutions aimed at improving food safety and technology transfers are 
essential. 

Improve agricultural services, including extension and food safety services. 

MAIN FOOD CHAIN CHARACTERISTICS AND CONSTRAINTS TO GROWTH 

2.10 
consolidation i s  still extremely limited. After the near-total collapse o f  Albania’s agri- 
food complex in the 1990s, recovery has been slow, with limited private investment. 
However, in the past three years development has accelerated and broadened across an 
increasing number o f  supply chains. Nevertheless, major differences remain between the 
levels o f  development o f  different supply chains, and between different segments o f  the 
same supply chains. As a whole, the processing sector could be growing faster. With the 
exception o f  fresh vegetable production, the process o f  recovery and development has 
been led by the food processing industry-agro-processors. Consolidation began in 
sectors with access to cheap, high quality imports o f  raw materials, which freed the 
industries in question from dependency on irregular supplies o f  local raw materials that 
fall short o f  requirements in quality and volume.35 In the fruit and vegetable chain, the 

35 With the exception o f  fish processing. In addition to the examples o f  wine grapes and meat described in 
the text, around 90 percent o f  raw materials for the vegetable processing industry are imported from 
Greece, Italy and Macedonia. 

Albania’s agri-food chains are developing, but vertical integration and 
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market leaders are the wholesale distribution companies near the main production and 
consumption areas. The process o f  business consolidation i s  most evident in the 
processed meat industry, in fresh vegetables, and recently in the wine industry-though 
these industries are frequently still unable to compete at the international level since their 
production costs are higher than competitors,’ and they are unable to fulfill quality 
requirements. The fish industry has followed a different development path, with a clear 
market leader emerging very early and smaller actors starting much later; it i s  addressed 
in a separate fishery sector strategy.36 Lagging behind are milk and dairy, fresh meat 
production, fruit and vegetable processing, and fresh fruit production. 

2.1 1 A combination o f  low quality production, a weak retail network and few 
agro-processors i s  limiting the growth of  value-added in the agricultural sector. 
Production at the farm level i s  extremely fragmented and efforts to organize for the 
purpose o f  marketing or procuring inputs are limited. Very few downstream players (at 
the agro-processing and retail levels) have emerged in supply chains, in part due to the 
small domestic market and low purchasing power o f  Albanian consumers. In view o f  the 
weakness o f  downstream and intermediary players in supply chains, a large proportion o f  
local agricultural production ends up being sold on informal markets, with little 
processing, product differentiation and/or value added. 

2.12 
stand to improve their profitability significantly. Figure 4 indicates the potential 
rewards for the Albanian agriculture sector o f  improving product quality and supply 
chain management in an EU-compliant manner. For most fruit and vegetable products, 
EU wholesale market prices, as reflected in the average prices at the Fasano wholesale 
market in Italy, are significantly higher than domestic wholesale market prices in 
Albania. Provided that the additional costs o f  enhancing product quality levels, achieving 
regular output flows, and developing supply chains remain smaller than these price 
differentials, the Albanian agriculture sector could benefit substantially from export 
opportunities in the EU market. 

I f  Albanian farmers can produce to the standards required for export, they 

36 Ministry o f  Environment, Forestry and Water Administration, 2006. 
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Figure 4. Albanian producers will gain significantly if they can meet standards for export to the 
EU (Domestic vs. EU Wholesale Market Prices 2006) 
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2.13 Many problems facing supply chains require significant private investments. 
A recurrent theme in the supply chains analyzed below i s  the weakness o f  primary 
production in terms o f  quality o f  output and post-harvesting distribution, exacerbated by 
poor rural infrastructure. As a result o f  this weakness, the most successful processing 
sectors have largely been those that use imported raw materials. In order to be able to 
provide sufficient volume and quality o f  products for the agro-processing sector, farmers 
need to overcome the following weaknesses in primary production. 

0 Farmers still do not use sufficient inputs. Concerted efforts have been made to 
improve farmers' access to quality inputs, and the situation has seen some 
impr~vernent.~~ An earlier lack o f  competition in input markets has been resolved 
by a huge increase in the number and range o f  input suppliers (small machinery 
dealers, veterinary pharmacies, livestock feed suppliers, seed and sapling producers, 
and traders in ferti l izer and plant protection materials). The quality o f  inputs has 
also improved (for example, seeds and saplings); however, labeling i s  poor and 
sometimes inaccurate, and could be improved through better enf~rcement.~~ In 
addition, the, use o f  inputs i s  s t i l l  low-only 55 percent o f  farms use pesticides, for 
e~ample~~-and evidence suggests the costs of some inputs have been increasing 
recent~y.~' 

37 For example the Agricultural Services Project supported by the World Bank. World Bank, 2001. 
38 Improvements in availability, quality and quantity o f  seeds are recorded in the mid-term review o f  the 
Agricultural Services Project. More farmers have been using certified seeds since 200 1, and the seed 
trading business has expanded. New varieties are being grown. 
39 The highest number i s  in Berat (83 percent) and lowest in Lezhe (42 percent). The quality of pesticides 
remains a problem. Across the country 92 percent o f  farms use fertilizer-almost 100 percent in Tirana, 
Berat, Vlore and Elbasan, and around 80 percent (the lowest) in Kukes and Gjirokaster. MAFCP, 2005. 

20 



Farmers continue to use outdated technology and have insufficient post- 
harvest storage/packing/ grading facilities. Although 73 percent o f  farms now use 
tractors to plough fields, 63 percent also plough by hand and 24 percent use 
animals.41 Small farms are the least mechanized-only 57 percent o f  farms under 1 
ha use tractors, increasing to 90 percent o f  farms o f  1.1 to 2 ha. Some o f  the reasons 
for the low use o f  tractors include the high service fees charged by equipment 
owners and the small size o f  farms. Although market infrastructure has improved, 
yielding a tangible difference for nearby producers, more investments are needed in 
post-harvest infrastructure and services. 

Food safety and quality needs to improve. As shown by its large trade deficit, 
Albania has been unable to fully benefit from WTO membership and preferential 
treatment in EU markets. In addition to its insufficient volume o f  production, one o f  
the main reasons for this outcome i s  Albania's inability to conduct proper and 
recognized testing and certification o f  products that conform to technical 
specifications and regulations (more details in Chapter 3). Unreliable food safety 
and quality also undermine competitiveness in domestic markets-a weakness that 
wi l l  be magnified as average incomes r ise and consumer preferences continue to 
evolve. There have been some improvements in food safety, but significant 
challenges remain, particularly for the meat and dairy sectors. 

2.14 Many constraints are based on structural problems that will require careful 
policy responses to overcome externalities and create an enabling environment for 
private sector-led growth. 

Inefficiencies deriving from small land size, exacerbated by weak land sales 
and rental markets, constitute one of  the biggest drags on agricultural growth 
and rural incomes. As noted in paragraph 1.14, farms are typically small (average 
0.8 - 1.1 ha) and fragmented, undermining efficiency and agricultural productivity 
and incomes. Albanian land markets, both sale and rental, are currently very thin: 
less than 2 percent o f  households have sold land, and only 3.6 percent rent out their 
land. However, the fact that about 6 percent o f  farmers rent-in shows that some are 
already making arrangements to increase their access to land. 

Financing for the necessary investments i s  scarce. Just a l i t t l e  over a third o f  all 
farm households report having access to credit. Increasing bank credit figures in 
the farming and agro-processing sector in 2006 suggest that credit i s  more 
widespread, particularly for livestock and fruit p r o d ~ c t i o n . ~ ~  However, for most 
producers credit constraints reduce efficiency. The ability to obtain credit 
diminishes the smaller the landholding; only 28 percent o f  households in the lowest 

There does not appear to be a correlation between fertilizer price and usage, suggesting other factors affect 
i ts  use. 
40 Lemel, Harold, 2005. 
4' MAFCP, 2005. page 72. The same farm may employ more than one method o f  ploughing. 
42 In  2005, 50 percent of funds invested in agro-processing were bank credits, supplemented by own funds 
(42 percent) and foreign credit (8 percent). MAFCP, 2005. 2006 statistics show a dramatic increase of 853 
percent in bank loans to the private farming sector, from ALL 48,278 million to ALL 41 1,932 million. 
MAFCP, 2007a. 
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y a r t i l e  o f  land size have access to credit compared to 42 percent in the top quartile. 
Such low levels o f  credit availability preclude households from undertaking 

intensive margin activities or activities that have high risk and high return. The 
source o f  credit also matters. While access to credit from private banks and 
government i s  associated with increasing efficiency, access to credit within the 
community-i.e., borrowing from local lenders-reduces efficiency. This may be 
because it i s  offered on the basis o f  local patronage.44 The most eff icient and 
effective way to improve rural credit i s  to address structural problems that deter 
bank activity in the agricultural sector, for example, the very difficult procedures 
for foreclosure on mortgaged pr~per ty .~ ’  Banks can also be provided with training 
on how to work with farmers, assess risk in agriculture and identify alternative 
forms o f  collateral, and work with matching grant programs. Rural credit i s  
examined in further detail in a forthcoming World Bank report on access to finance 
in Albania.46 

Irrigation and drainage will eventually need further rehabilitation and reform. 
Only 27 percent o f  a total o f  52 percent o f  Albania’s arable land that could 
potentially be irrigated has been. Only 40 percent o f  all plots have access to 
irrigation and many o f  the systems are not operating at full potential. The drainage 
system only covers two thirds o f  the potential area, and less than a sixth o f  
Albania’s 639 pumping stations are working. Only around half o f  the irrigation 
systems are managed by Water Users Associations and Federations (WUAs and 
FWUAs), which themselves are in need o f  consolidation and ~trengthening.~’ 
Ongoing investments are being made in rehabilitation o f  irrigation infrastructure 
(paragraph 5.23), constituting a large percentage o f  public expenditures in 
agriculture. But the quality o f  these expenditures needs to improve to ensure that 
the money i s  spent effectively on rehabilitation, maintenance, and management. For 
example, even where farmers do have access to irrigation, i t  i s  not reliable and has a 
low impact on productivity. Dam safety needs to be improved. Water collection 
capacity i s  insufficient and water quality i s  diminishing in coastal areas, and i s  
currently not monitored. In addition, management o f  irrigation needs to improve 
further, both in terms o f  human and institutional capacities and in the use o f  
t e ~ h n o l o g y . ~ ~  Empirical analysis suggests that the use o f  irrigation increases 

0 

43 Analysis of HBS data. 
44 Albania currently has two financial institutions that aim to increase the availability of rural credit-the 
Mountain Area Financing Fund and the Union o f  Savings and Credit Associations. 

Albania. 
46 World Bank, 2007a. 
47 In  theory, 95 percent o f  the irrigation system i s  under the management o f  WUAs (for tertiary systems) 
and FWUAs (secondary and primary). In reality only a third o f  WUAs are operational and only 12 out o f  
22 FWUAs. A mid-term review o f  the World Bank-financed Water Resources Management Project in 
September 2007 will shed further light on these numbers. 
48 These needs are outlined in the SSAF, MAFCP, 2007a. The World Bank-supported Water Resources 
Management Project (WRMP) focused on (i) completing development o f  WUAs and FWUAs and further 
strengthening them; (ii) restructuring water enterprises; (iii) establishing participatory budgeting procedures 
for irrigation and drainage investment; and (iv) transforming MAFCP’s role regarding the irrigation and 
drainage sector. 

World Bank. 2006b. p. 24. There is also an ongoing ESW being conducted on the availability o f  credit in 45 
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efficiency (defined in paragraph 1.16 as how close a farmer i s  to their highest 
production potential given their endowment o f   resource^).^^ Taken together, this 
suggests that there i s  further potential for improving agricultural output using more 
irrigation than has been exploited to date. 

Extension services need further development. MAFCP employs only 245 
agricultural specialists in i t s  extension service, and there are also private service 
providers. Empirical analysis o f  HBS data shows that farmers who received 
extension services, specifically advice on soil quality and soil improvement 
techniques from an agricultural extension officer, were 72 percent more efficient 
than farmers who did not.50. This suggests that an efficient and pro-active extension 
service can add a lot o f  value. Yet few households use or are served by extension 
services on seeds, crops, and pests, and fewer s t i l l  by input programs (fertilizers) 
and artificial insemination (livestock programs). Extension services reach 34 
percent o f  the overall rural population, mostly in the form o f  veterinary and 
livestock advice. Coastal rural areas benefit the most from extension services, as do 
households in higher income quintiles (28 percent o f  households in the lowest 
income quintile receive extension services, compared with 4 1 percent o f  households 
in the highest income q~ in t i l e ) .~~  

There i s  little horizontal integration, Le., support between producers. Farmers' 
associations, which have only formed in the last few years, represent an important 
means o f  improving productivity and competitiveness and overcoming some o f  the 
constraints discussed hereaS2 For example, they can be an instrument for concerted 
action against pests and for bulk purchase o f  inputs, and can promote knowledge o f  
and access to improved production techniques. However, they are s t i l l  limited in 
Albania and face legal constraints. 

The business environment discourages much-needed investment. B y  most 
measures o f  corruptionYs3 law and order, and bureaucratic quality, Albania lags 
behind other countries, creating an uninviting business environment for the private 
sector. This i s  reflected in low levels o f  foreign investments (3.6 percent o f  GDP). 

Poor rural infrastructure and other public services hold back agricultural 
productivity. Fragmentation o f  agricultural production (the very large number o f  
small farms), together with poor transport l i n k s  and difficulties in product collection 
and marketing, increase the costs o f  agricultural produce. However, increasing 

49 Annex A Table A5. Irrigation also increases the value o f  agricultural production, though the extent 
depends on the amount of precipitation in the year being measured, which varies enormously. See World 
Bank, 2007b 
50 Annex A Table A5. See World Bank, 2007b. 
" World Bank, 2007b. 
52 The IFDC program, which started in the early to mid-l990s, has established more than a dozen viable 
national associations including dairy and livestock associations and a national Farmers Association. 
53 Research by Transparency International indicates that Albania was ranked joint 126* out o f  159 
countries surveyed in 2005, down from l08* out o f  149 countries in 2004. The new prime minister in 
September 2005 made the fight against corruption top priority for his government. Albania's ranking in 
2006 i s  s t i l l  11 I". 
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investments in rural infrastructure such as roads has created tangible improvements 
for producers in nearby areas. 

Milk and Dairy 

2.15 Albania’s dairy industry, though long established, i s  highly fragmented, with 
no actors leading consolidation of  the supply chain. Around 90 percent o f  Albania’s 
farms hold cattle and small ruminants, with the average farm holding two cattle and eight 
small ruminants. There are also around 1,000 enterprises specialized in breeding cattle for 
milk production. At  the processing level, 375 dairy plants employ 1,200 people, and 
process approximately 187,000 Mt o f  milk annually to produce pasteurized milk, yogurt 
and cheese (2003 figures).54 There are also an estimated 800 unregistered (and 
unmonitored) workshops that process a few hundred liters o f  milk daily to produce white 
cheese. These figures suggest a very fragmented industry, with an average o f  three 
employees and processing capacity o f  1,000-2,000 liters o f  milk per day. Unlike other 
food chains, no actors (producers, processors or distributors) have emerged as potential 
leaders to develop and modernize the food chain. 

2.16 Quality and safety o f  milk i s  a serious concern and needs to improve. As seen 
in Chapter 1, increasing yields are contributing to the rising production o f  cow’s milk. 
However, ensuring sufficient, regular flows o f  safe, quality milk to processing plants i s  a 
real problem. At the farm level, there i s  limited progress in controlling animal diseases 
and insufficient hygiene measures adopted during milking. This i s  exacerbated by the 
lack o f  a proper cold chain. Part o f  the problem l i es  with weak food safety capacity at the 
state level to help control diseases, e.g., an incomplete animal disease monitoring system 
and incomplete animal identification (see Chapter 3). Part o f  the problem also l ies with 
the private sector and lack o f  functioning market incentives. Dairies tend not to offer 
better prices for higher quality milk, which removes incentives for farmers to improve 
quality. Margins for farmers are low, with the price for raw milk ranging from 25 to 30 
ALL per liter. This makes i t  difficult for a dairy farm with fewer than 15 cows to be 
profitable, especially if farmers cannot produce their own animal feed. 

2.17 
o f  milk i s  not processed in registered dairy plants, and i s  instead sold un-pasteurized or 
processed by the producers themselves. Alimentary fraud i s  widespread, such as adding 
starch to milk to produce cheese more cheaply. 

Quality and safety o f  processing i s  also highly inconsistent. Almost 90 percent 

2.18 There has been relatively little innovation o r  investment in branding, and 
consequently prices are low. Two generic types o f  cheese traditionally popular in 
Albania are produced: a white cheese similar to feta and the hard “kashkaval” cheese, 
both made with cow or sheep milk.55 Although there i s  some recognition o f  differential 
quality-white cheese from Saranda and hard cheese from Gjirokaster are considered the 

’‘ Statistics record about 12,000 Mt. of cheese production per year, compared with cheese imports o f  about 
1,200 Mt. MAFCP, 2005. 
55 On average 4 It o f  milk are required to produce 1 kg of white cheese, and 6 It are needed for 1 kg o f  hard 
cheese. Sheep’s milk i s  more expensive, and the cheese can cost twice as much (up to 730ALL/kg at retail) 
as that made with cow’s milk (as low as 300 ALL/kg). Market survey. 
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best-in general, demand for a generic product makes it difficult for processors to market 
their products. In the absence o f  product differentiation competition i s  based on price, 
and the resulting low margins for producers and processors discourage further 
development o f  the industry.56 

2.19 There are important initiatives underway to improve quality and marketing. 
There are signs that the dairy industry i s  modernizing and consolidating, including 
several initiatives to improve processing faci l i t ie~.’~ I t  i s  hoped that the ability to produce 
a higher quality product will encourage processors to offer producers a premium for 
better quality raw milk. After several failed attempts in the late 1 9 9 0 ~ ~  some processors 
are producing milk in plastic bottles, although the quality i s  low. Some dairies are trying 
to widen their range o f  products, for example by producing mozzarella-style cheese, but 
thus far, the price-quality ratio s t i l l  favors imported products. 

Grapes and Wine 

2.20 
grape production, with the average size o f  vineyards ranging from 0.1-0.3 ha. Production, 
though still low, i s  growing rapidly-between 2000 and 2005 the cultivated area 
increased by almost 30 percent to 13,300 ha, and production increased by 45 percent, due 
to better yields. Significant imports from Greece, Macedonia and Italy, and the sale o f  
wine grapes as table grapes, suggest that domestic production i s  not yet able to satisfy 
demand for table grapes. 

Grape production i s  increasing. Approximately 300,000 farms are involved in 

2.21 The quality of  grape production i s  low and needs to improve. Management o f  
vineyards i s  generally poor, due to inappropriate agricultural practices, lack o f  attention 
to pest/disease control, low quality o f  saplings and insufficient use o f  fertilizers and other 
inputs. Productivity i s  generally valued more than quality. Most growers produce both 
table grapes for fresh consum tion and wine grapes, even though there are important 
differences between the two. S P  

2.22 
investment in cold storage and other post-harvest infrastructure and services seriously 
constrains the expansion o f  production, particularly in areas that are highly suitable for 
grape production (e.g., Berat and Permet) but outside the Tirana-Durres area where 
demand i s  concentrated. (In addition to demand for table grapes, 40 percent o f  Albanian 
wine i s  produced in Dur re~) .~~ 

Problems with post-harvest distribution reduce competitiveness. Lack o f  

56 The price for raw milk ranges from 25 to 3 5  ALL/lt, occasionally reaching 40 ALL/lt. 
57 Such as that run by the USAID-funded Land O’Lakes good management practices program, which trains 
farmers on product development, milk collection, business management, and hygiene and sanitation. Some 
important investments are being made in cheese factories in the South, though the profitability o f  such 
initiatives i s  still uncertain. 
58 Wine grapes tend to have more seeds and thicker skins. 
s9 Half o f  the population o f  the whole country lives in the area o f  Tirana-Durres, which also accounts for 
about 60 percent o f  the total purchasing power o f  the country. 
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2.23 Grape production i s  profitable, but not competitive. The average wholesale 
price o f  table grapes i s  relatively high: ALL 60-70 for local production, compared with 
ALL 85-100 for imported production. With production costs at ALL 29/kg, this gives a 
mark-up o f  around 140 percent.60 Production in the Tirana-Durres area, close to the 
centers o f  demand, i s  very profitable. However, the very small size o f  farms, the high 
cost o f  inputs, the relatively high losses due to inappropriate agricultural practices, and 
the poor quality o f  saplings all contribute to increased production costs and lower 
competitiveness. For farms separated from the main centers o f  demand by poor 
infrastructure, the return i s  lower. However, improvements in infrastructure and cold 
storage and distribution wi l l  also increase the competitiveness o f  imports over domestic 
production. 

2.24 
effectively. The low quality and subsequently the price paid for grapes by wineries 
creates incentives for farmers to try to sel l  wine grapes for fresh consumption or to 
process the grapes themselves, traditionally to produce grape brandy (Raki). Decreasing 
demand for Raki has forced farmers to find new ways to market their production. Some 
have opted to process grapes into wine, even though it i s  more expensive and difficult, 
and therefore not viable. Potential solutions such as establishing co-operative wineries, or 
further specializing in grape production (as opposed to processing), have not yet been 
embraced by farmers. 

Farmers producing wine grapes are not able to market their product 

2.25 Wine production has recovered well in recent years. Wineries were well 
developed prior to the 1990s, when there were 22 large processing plants producing 
200,000 hl o f  wine, alcoholic beverages and vinegar. Wine production was one o f  the 
first industries to recover and attract investment. In 1999, i t  was weak and fragmented, 
consisting o f  about 100 small wineries, only 20 percent o f  which were regularly 
registered; by 2003 consolidation had led to around 40 or 50 operating wineries, but this 
number has increased in the last two years with new investments. Consolidation o f  the 
wine and spirits industry i s  gaining momentum with more competitors, improving 
quality, and increasing domestic demand. Durres i s  the leading wine area, with seven 
wineries producing almost 40 percent o f  total national output. Other important areas 
include Tirana, Berat and Permet. 

2.26 
unable to respond to the needs o f  the industry. One reason for the wine industry's 
resilience in the 1990s was i t s  ability to import cheap, bulk Italian wine for fbrther 
processing or bottling. After 1996, this was replaced by increasing imports o f  
Macedonian grapes, which have a good price/quality ratio. I t  i s  estimated that 50 percent 
o f  formally traded Albanian wine i s  produced with imported grapes, and 30 percent with 
Macedonian grapes. While Albanian wine grapes are cheaper (37 ALL/kg, compared 
with 56 ALL/kg CIF factory for good quality Macedonian grapes), imported grapes are 
favored for several reasons. Importing grapes i s  easier in terms o f  logistics and the 

The wine industry i s  dependent on imported grapes. Local grape production i s  

6o Wholesale price i s  60-70 ALL/kg (e 0.5-0.6) for local grapes and 85 to 100 ALL/kg (e 0.7 to 0.8) for 
imported grapes. Production cost i s  29 ALL/kg. This means that a vineyard cultivated with 40% table 
grapes and 60% wine grapes might recoup all production costs (included the opportunity cost o f  family 
labor) with table grapes alone; income obtained from wine grapes or wine represents profit. 
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requirement o f  a single contract. V A T  i s  lower, since it i s  paid only on the added value, 
with the payment for raw materials deducted. The lower quality o f  Albanian grapes also 
makes it more expensive to produce wine. 

2.27 Investments are needed in improved technology. Although increasing 
investments are being directed to the sector, including for renovating equipment, most 
winemaking equipment i s  obsolete. There i s  also a lack o f  adequate and safe storage 
capacity and a shortage o f  winemaking skills, although producers are increasingly 
procuring the services o f  oenologists. 

2.28 Marketing i s  improving. Distribution o f  local wine i s  improving, with 24 
Albanian wine brands regularly being sold throughout most o f  the country.61 Local 
varieties (such as red and white shesh and kalmet) are less popular than imported 
varieties, due to consumer preferences and the lower quality o f  local varieties. 

2.29 
wine can be produced less expensively elsewhere.62 However, in spite o f  strong 
competition from Italy and other neighboring countries, many Albanian wine producers 
are profitable, especially those located in the Tirana-Durres corridor who are able to se l l  
to restaurants and bars without invoices and tax-frequently making mark-ups o f  100 
percent over production costs. 

Wine production i s  profitable. A comparison o f  reference prices shows that 

Olives and Olive Oil 

2.30 The poor quality of olive production i s  the main weakness in this food chain. 
During the privatization o f  farmland in 1991 , 19,000 ha o f  olive groves were distributed 
to 1 10,000 households, leading to highly fragmented olive production. Olives typically 
form a low share o f  farm income, meaning that investments o f  labor and capital are low, 
and insufficient attention i s  paid to quality and yields. Olive trees are poorly cared for, 
with insufficient use o f  fertilizer and pesticides, and harvesting and processing o f  olives 
i s  not conducted well. Efforts to develop original and innovative approaches to integrated 
pest control have proved unsustainable. 

2.3 1 The olive oi l  industry i s  constrained by its dependency on local raw 
materials. The olive o i l  industry i s  made up o f  around 140 processors, 90 o f  which are 
associated. The industry i s  in the process o f  strengthening and diversifying, but has been 
constrained by i t s  dependence on local raw materials, for technical and financial 
reasons,63 While it i s  good for domestic olive oi l  producers that raw materials are sourced 

6’December 2005 market survey. 
The reference price i s  relatively high and ranging around 250 to 300 ALL for bottled wine and 200 for 

wine in bulk. As a term o f  reference, it i s  possible to consider that in Italy it i s  possible to buy at retail level 
several IGT (Geographic indication) wines for 1 Eurohottle (125 ALL) and some cheap DOC (wines with 
denomination o f  origin) for 1.7 Eurohottle (212 ALL). 

62 

To get good quality olive oil, olives must be processed within 24 hours o f  harvesting. The logistics 
involved preclude imported olives from being viable for olive oi l  production in Albania: imports would 
have to be calibrated so that the exact amount o f  olives that can be processed in one day are imported on a 
daily basis and are homogenous in quality, and that the process i s  completed in 24 hours. On the financial 

63 
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locally, the productivity and quality o f  output needs to improve if the olive oi l  industry i s  
to be successful. If it succeeds, olive oi l  w i l l  be the f i rst  agro-industry to develop and 
consolidate without relying on imported raw materials. 

2.32 High production costs and poor quality mean low competitiveness o f  olive oil. 
The quality o f  Albanian olive oils i s  improving, the range o f  products i s  growing and 
competition between domestic producers i s  increasing. However, there are s t i l l  important 
problems o f  inconsistent quality from the same producer within the same year. The 
difficulty o f  obtaining good quality olives for the production o f  extra-virgin olive oil- 
which requires a well trained workforce and adequate logistics-has pushed the cost o f  
such olives to uncompetitive levels. There i s  poor understanding among farmers o f  the 
different qualities o f  olives and olive oi l  and their different prices. As with other food 
chains, the scarcity and high cost o f  good quality raw materials, and the small size o f  
many processors (i.e., the lack o f  consolidation) contribute to very high final production 
costs, and difficulties competing with imported olive oil. 

2.33 Marketing has made considerable progress, but needs to improve further to 
capitalize on evolving consumer preferences. Most consumers s t i l l  consider olive o i l  a 
homogenous product, and margins are primarily generated through distributing medium- 
quality product. Alimentary frauds are widespread and easy,64 and distribution-level 
wholesalers and supermarkets s t i l l  play a marginal role. However, demand for olive oi l  i s  
increasing, and market segmentation i s  taking place. Partly due to rising incomes, urban 
consumers are increasingly aware o f  the difference between olive o i l  and other vegetable 
oils, and different types o f  olive oil. The olive oi l  supply chain i s  undergoing a 
transformation, driven in part by the increasing role in retail distribution o f  supermarkets, 
which demand a wider range o f  products. An increasing number o f  producers are offering 
extra-virgin olive oil, and there has been an increasing emphasis on marketing, packaging 
and better branding. Some enterprises are starting to organize and widen their sales forces 
and/or wholesale networks; 15 producers are now large enough to afford a regional or 
national distribution policy.65 

Fresh Meat 

2.34 The quality and safety o f  fresh meat production i s  uncertain. In addition to the 
small livestock holdings discussed above (2.6), Albania has 725 enterprises specialized in 
breeding cattle for meat production. In rural areas, small ruminants account for the 
majority o f  meat consumed. This often involves home consumption o f  a domestically 
reared and slaughtered animal, and though slaughtering takes place outside any system o f  
controls, the risk o f  contamination i s  limited, since there i s  minimal transport involved. 
Urban meat demand, mostly for beef and poultry meat, requires far more extensive 
production logistics, as live animals are usually transported to slaughterhouses in or close 

~~ 

side, the yield o f  olives into oil i s  low, so the transport costs would render it unprofitable. While it i s  viable 
to import half-processed table olives, this i s  not practiced since it i s  more profitable to engage in the entire 
process using unprocessed olives. 
64 A basic calculation o f  production costs suggests that what i s  widely and informally sold as olive o i l  in 
recycled plastic bottles could be, at best, another edible oi l  mixed with low-grade olive oil. 
65 December 2006 market survey. 
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to urban areas (a response to consumer preferences for freshly slaughtered meat). In the 
absence o f  a proper epidemiological monitoring system, there i s  a high risk that infected 
animals wi l l  be sold for slaughter. Subsequent steps in the chain are poorly controlled and 
the risk o f  contamination i s  great, particularly given the prominence o f  live animal 
markets and transportation. Only three slaughterhouses in Albania are considered suitable 
for meat production, but utilization i s  extremely low, implying that extensive production 
takes place in uncertified premises. There are also few controls on the sale o f  meat: 
around half o f  the meat shops in Tirana do not have a regular license, even though they 
are regularly controlled by the veterinary service. The negative implications for public 
health as well as competitiveness are discussed in greater detail in Chapter 3. 

2.35 Improvements in this food chain need to be driven by enforcement of  laws 
and consumer awareness. Shortcomings in quality and safety standards across the fresh 
meat supply chain can be ascribed to a number o f  factors examined more closely in the 
following chapter. These include lack o f  market incentives driving higher quality, and 
lack o f  enforcement o f  effective food safety rules and regulations by the veterinary 
service. Though consumer preferences are moving towards higher quality with rising 
incomes, price i s  still an important factor. Weak enforcement o f  existing regulations 
allows less scrupulous producers to undercut competitors that invest in food safety, 
removing the incentive to invest in safety. Transforming the sector will require major 
investments in terms o f  capital, human resources and logistics. The most effective means 
to achieve this i s  likely to be a “carrot and stick” approach that creates incentives for 
producers. Such a multi-faceted approach would include informing producers o f  the 
commercial benefits o f  adopting standards such as HACCP; facilitating access to the 
capital needed for appropriate investments (for example through a rural development 
program) and requiring cross-compliance with food safety standards to access this 
capital; and gradually enforcing standards. A key role would need to be played by 
veterinary services in the main cities, which are responsible for controlling slaughtering 
within urban areas and meat distribution, and which need to be strengthened. Chapter 3 
elaborates on this strategy in greater detail. At  the same, time public awareness o f  the 
importance o f  food safety standards can also be increased, to create consumer demand for 
quality and safety. 

2.36 
more mature age. Consumer preference i s  for young, low-weight and supposedly more 
tender animals. The result i s  that animals, especially bovines, are slaughtered too early, 
and this reduces the potential return from fattening and finishing animals. 

Margins are low but could be improved if animals were slaughtered at a 

Meat Processing 

2.37 
chains. I t  was among the first food chains to consolidate, in part because i t  was able to 
rely on imported raw materials. I t  comprises a few large wholesalers that operate large 
cold storage facil i t ies and import inexpensive frozen meat, and a small number o f  
processors. These actors a l l  made substantial investments in their operations, which 
increased the barriers to entry into the industry relative to other food chains. The origin o f  

The meat processing industry i s  one of Albania’s more developed supply 
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imported meat varies, since it i s  often sourced from excess supply, or from products that 
are re-exported.66 

2.38 Safety i s  good but relies on an effective system of controls o f  imported meat. 
There i s  trust in the industry among consumers, and trust in importers on the part o f  the 
processors. Since this trust i s  based on effective controls on the quality and origin o f  
imported meat, the role o f  customs and food inspectors in the functioning o f  this food 
chain i s  essential. 

2.39 
develop a branding policy and compete against new entrants, principally 
supermarkets. Most meat processing enterprises have developed their own distribution 
system, some through a mix o f  proprietary shops and agreements with wholesalers, others 
through experimenting with a system o f  limited franchising. They have been relatively 
effective at branding and developing consumer trust, and their shops are usually better 
than ordinary food shops and butchers. However, after several years o f  dominating the 
domestic market, meat-processing enterprises now face a challenge from new players 
such as supermarket chains with extended, integrated supply chains abroad. Further 
improvements wi l l  be necessary if they wish to remain competitive. 

The sustained success of  meat processors i s  dependent on their capacity to 

POLICY RECOMMENDATIONS FOR STRENGTHENING FOOD CHAINS 

2.40 
These include high agricultural input prices; lack o f  economies o f  scale due to small farm 
size; slow adoption o f  food safety standards and lack o f  enforcement; an inadequate legal 
framework that fails to adequately provide for associations between farmers or define the 
status o f  farmers and that needs to be revised for approximation to the EU Acquis; and a 
V A T  regime that puts farmers at a disadvantage. Policy recommendations to address 
these problems include the following. 

Some problems-and therefore solutions-are relevant to all food chains. 

a) Design appropriate interventions tailored to the significant variations in 
conditions and constraints along geographic lines in Albania. Due to the very 
different conditions found in different geographical areas, in terms o f  constraints and 
opportunities, agricultural and rural development policies would be much more 
effective if the government targeted measures by geographic region. This approach to 
policy making follows the approach adopted by the EU in i t s  support scheme for 
farming in less-favored areas (and indeed important lessons can be learned from the 
EU approach). The areas surrounding the Tirana-Durres corridor are relatively 
prosperous and well connected to markets, and wi l l  respond well to increased 
investment in agriculture, for example in irrigation. They are also the scene o f  
competition for land between agricultural use and urban and tourist developments. 
The poorer areas, largely in the mountainous North and North East, continue to face 
binding constraints in the form o f  underdeveloped infrastructure (e.g., roads), inferior 
public services, and higher poverty. There are pockets in the mountain regions where 

Imports include cheap beef meat from Brazil (e.g. %3/kg); poultry meat from the United States; live 66 

animals from Macedonia; and additional sources depending on market prices. 
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commercial agriculture i s  viable and can thrive, and agro-tourism i s  often suggested 
as an option. Therefore, policies need to be tailored to deal with different challenges 
in the higher-potential plain areas, compared with the mountain areas. First, the 
country must be divided by geographic aredproblem zone, and these areas mapped 
for constraints and appropriate policy priorities. In poorer areas, a greater emphasis 
must be put on non-agricultural, pro-poor policies, such as improving infrastructure 
and public services, and providing social assistance, to promote growth and alleviate 
rural poverty. Given that many problems and policies are crosscutting and go beyond 
agriculture to rural infrastructure, public services etc., an appropriate agency would 
be required to oversee development in these areas. This has been implicitly 
recognized through the development o f  a separate agency for mountain development, 
the Mountain Area Development Agency (MADA). With an appropriate mandate to 
address not only agriculture but also other development issues (infrastructure, public 
services, etc.), and with an appropriate designation for the less-favored areas that i t  
would focus on (possibly adapted from EU criteria), MADA could potentially fill this 
role. For the more prosperous coastal areas, competition for land between agriculture, 
urban development and tourism calls for a well-coordinated policy between MAFCP 
and the Ministry o f  Environment, Forestry and Water Administration (MEFWA) and 
Ministry o f  Economy, Trade and Energy (METE), in addition to other ministries as 
appropriate. 

b) Design and implement a rural development program that will help farmers 
make the necessary investments to improve their production techniques and 
increase yields and quality. Such a program has been pioneered in Albania through 
the Competitive Grants Program (CGP) o f  the World Bank-supported Agricultural 
Services Project.67 This mirrors the rural development programs administered in EU 
member states and accession countries that are increasingly favored over subsidies 
since they are non-distortionary and enable farmers to decide on the needed 
investments in food chains (see Chapter 4). The grants can be directed at investments 
for improving productivity and food safety and quality, by making compliance with 
food safety requirements6* one o f  the selection criteria. The design o f  such a program, 
including the selection criteria for potential beneficiaries, needs to be considered 
extremely carefully. For example, by targeting areas o f  production that are now 
consolidating, such a program would be more likely to support sub-sectors that are 
growing, while less well-performing areas could be targeted with a different kind o f  
support measure. In order to function well, any grant program needs to be transparent, 
with very clear rules and criteria. The selection o f  grant recipients has to be 
conducted using a multi-level system to avoid undue political pressure on specific 

The CGP i s  part o f  Component 4 o f  the Agricultural Services Project, and its objectives are: (i) to 
accelerate the transfer o f  technology and improved business practices to rural communities; (ii) to build 
capacity o f  rural service providers to support farmers/producers and other rural entrepreneurs; (iii) to assist 
associations and other community groups to take advantage o f  economic opportunities; and (iv) to help 
MAFCP establish more public-private linkages for reaching farmers and agri-businesses. During the ASP 
around 140 grants have been provided, with most being carried out very satisfactorily. To varying degrees, 
many have helped develop market linkages, including improved food quality; improved processing and ’’ “Cross-compliance,” to go hand in hand with an extensive information campaign and training program in 
food safety systems. 

ackaging; storage; and addressing niche markets. 
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decis i~n-makers.~~ Capacity developed during implementation o f  the CGP can be 
utilized as a basis for the rural development program. 

Gradually increase enforcement of  food safety standards. The introduction o f  
minimum standards i s  particularly urgent in the dairy and meat sectors, where the 
risks for the public health are currently high, and where lack o f  enforcement removes 
incentives for improved standards, undermining competitiveness in domestic and 
external markets. The introduction o f  standards needs to be realistic so that they can 
be enforced and to avoid forcing operators out o f  the sector or creating 
insurmountable barriers to entry. As discussed in paragraph 3.2 1, an enforcement 
approach needs to be combined with incentives for compliance, such as grants 
conditioned on cross-compliance with food safety standards, accompanied by public 
awareness campaigns among producers and consumers. After a defined period, this 
would be followed by the strict enforcement o f  minimum standards, which would be 
raised over time as appropriate. This issue and proposed solutions are examined in 
more detail in Chapter 3. A gradual introduction o f  standards i s  also a highly strategic 
move, since it wil l get Albania on track for the gradual approximation to the Acquis. 
Though this i s  a gradual process, Albania needs to start now to take advantage o f  the 
opportunity afforded by i t s  relatively long timeframe before accession. The rapid 
development o f  the agro-processing industry also provides an important window o f  
opportunity to encourage adoption o f  appropriate standards by new and evolving 
enterprises. 

Gradually adopt strategic elements o f  the Acquis Communautaire. As part o f  i t s  
strategic objective o f  EU accession, Albania will have to harmonize i t s  legislation 
with the EU Acquis Communautaire, a significant part o f  which i s  concerned with 
agriculture. Legislation can be significantly improved to ameliorate some o f  the 
issues facing farmers. Defining the legal status o f  farmers will help them take 
advantage o f  VAT registration (Box 2),) and i s  also needed for the implementation o f  
a rural development program and to form a Farm Registry. Albanian legislation 
currently limits the potential for producers’ organizations, holding back the 
establishment o f  associations or co-operatives, for example, for the joint procurement 
o f  inputs, which could help farmers overcome some o f  the problems outlined abovea7’ 
The needs and provisions o f  groups for jo int  procurement o f  inputs require specific 
regulation to give them the legal status o f  c o ~ p e r a t i v e . ~ ~  The introduction o f  

Additional factors need to be taken into account. For example, proposals should be generated by the 
applicants to ensure relevance to the specific problem. In  addition, while a grant program can be geared to 
address specific issues (such as introduction o f  food safety systems), it should probably not be too narrow 
and should allow a wide range o f  ideas to be tried out. 

organizing individuals into users’ associations, producers’ organizations, input supply joint procurement 
consortia, co-operatives and inter-professional agreements. Several efforts have been made to develop a 
solid legal framework for the development o f  co-operatives, including support from GTZ for the law on 
associations o f  mutual co-operation, and from Irish Cooperation for credit unions. In parallel, specific 
applications o f  the law on non-profit associations have been developed, such as the Irrigation law 
(regulating the establishment o f  Water Users’ Associations (WUAs) for the management o f  irrigation 
systems) and Community Forestry, also based on the law on non-profit associations. 

these organizations the legal status o f  co-operative. 

69 

Only non-profit associations and mutual cooperatives are recognized as possible mechanisms for 70 

An example i s  Italy, through the law o f  1948 on agrarian consortia. This law was changed in 1999 to give 71 
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Producers’ Organizations (POs) into Albanian law i s  also a necessary step towards 
the harmonization o f  Albanian law to the A c q ~ i s . ~ ~  Another important tool to protect 
and promote quality food chains i s  the regulation o f  inter-professional associations 
such as the consortia established in EU countries to manage the use, application and 
development o f  denominations o f  origin. Albania can also adopt more specific 
provisions for other types o f  users’ associations, for example, those established to 
joint ly maintain rural  infrastructure^.^^ Enforcement i s  a necessary corollary o f  
legislative improvements, as are stimulating more partnerships between farmers and 
promoting awareness o f  the benefits o f  associations and how they can be established. 
At the same time, Albania could also usefully reform i t s  taxation regime to favor 
business growth. The taxes faced by an ordinary business are much greater than those 
imposed on “small” businesses. This discourages the consolidation o f  enterprises and 
also encourages tax evasion, since it fails to take into consideration parameters other 
than turnover, such as the amount o f  capital assets and the number o f  employees. The 
government also has a role to play in fostering agro-tourism and linkages between 
agriculture, tourism and the environment (paragraph 1.33), for example, by adopting 
more environmental ru les and regulations. 

Box 2. Lack o f  VAT registration among producers i s  another factor favoring use of imported raw 
materials. 

Currently, most farmers are not registered as farmers and are not VAT-registered. This means that they 
cannot provide VAT invoices to agro-processors, who are in turn unable to reclaim VAT on their raw 
materials. When using locally sourced raw materials, VAT needs to be paid on the entire value o f  the 
processed product; when using imported raw materials, VAT only needs to be paid on the difference 
between the sale price and the price paid for the raw materials. This adds to the factors favoring imported 
raw materials. The registration and extension o f  the VAT system to farmers, with a reduction in VAT as 
appropriate, would help solve this problem. Until such time as farms are registered-which may be many 
years-this will continue to work against farmers, unless interim solutions can be identified. One solution 
that should be considered i s  to allow for agro-processors to generate invoices themselves for purchases 
from unregistered farmers. 

Source: Authors. 

e) Invest in rural infrastructure. Underdeveloped rural infrastructure-roads, water, 
and electricity-is a consistent factor inhibiting development o f  integrated supply 
chains. Investments in infrastructure are critically important and are discussed in 
Chapter 5.  This recommendation will require cross-sectoral cooperation with 
appropriate Ministries (Ministry o f  Finance, Public Works, etc.). 

f )  Invest in irrigation and drainage infrastructure, rehabilitation and management. 
Investments to date have been effective in improving irrigation infrastructure and 
Water User Associations, but improved quality o f  these expenditures and continued 
investments for further rehabilitation and better management are necessary to increase 
productivity. Discussion o f  alternative approaches and models for irrigation 

72 As established by the EC for the regulation o f  the common market o f  agricultural products, e.g., fruit and 
vegetables (ex Reg. CE 2200/96 and subsequent modifications) and oleic productions (ex Reg. CE 136166 
and 865/04 and relevant amendments and modifications). 

manage secondary and tertiary irrigation networks and water resources. 
At present, the only type of users’ association governed by a specific law i s  WUAs, established to 73 
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investments and different approaches for dealing with water scarcity i s  imp~rtant. ’~ 
Dam safety i s  also an increasingly urgent issue that needs to be addressed. This issue 
i s  examined in greater detail in Chapter 5 .  

g) Improve the land rental market. Land consolidation i s  sorely needed to improve 
agricultural efficiency and incomes, but both sales and rental markets are weak. 
Improving sales markets may be more difficult, since weak rural credit markets 
preclude the availability o f  financing for land purchase, and supply o f  land for sale i s  
low (perhaps because o f  i t s  role as a social safety net). This suggests that efforts 
should focus on improving the rental market. Improving the environment for land 
rental markets to expand i s  also im ortant because households that rent in land 
outperform others in several areas! Part o f  addressing the land issue i s  improving 
secure property rights, an issue that has been addressed under the World Bank- 
supported Agricultural Services Project (Box 3). Proper titling o f  all land would help 
facilitate the rental market, with evidence suggesting that significantly more 
households that rent out land have their t i t le  deed, compared to those that do not rent 
(Annex A, Table A6). Institutions that provide and protect rights to land also help 
farmers improve efficiency. Farmers who have land title deeds from the 1991 land 
reforms are on average more efficient, as are those who have inherited land, which i s  
a good indicator o f  secure property rights within the family (Annex A, Table A5). 
More than 90 percent o f  farm households claim to own their land; however, the share 
o f  households with proper rights to their land varies substantially, and declines with 
declining land size. There i s  also evidence that informal land exchanges and pooling 
are taking place, which could be encouraged through local land exchanges. An 
appropriate land tax, consistently enforced and collected, would also help encourage 
owners to ensure that land i s  in productive use, rather than lying fallow. 

!ox 3. Ongoing land reform has improved conditions for land consolidation. 

1. Key elements o f  the government’s land reform program in recent years have included: 

(i) the development o f  a comprehensive legal and regulatory framework for land administration 
and land market development; 

(ii) the establishment o f  an Immovable Property Registration System (IPRS) for real property 
titling and registration; and 

(iii) a comprehensive, donor-supported program to provide first time registration to new 
landowners. 

This has included activities in the World Bank-supported Agricultural Services Project, which 
includes physical and institutional development o f  the IPRS. There i s  evidence suggesting that land 
consolidation may be occurring in rural areas. Average farm size has increased from an average o f  
1.04 ha in 2000 to 1.1 ha in 2005, and average parcel size from 0.2 to 0.28 (though the reliability o f  
these statistics i s  uncertain). The key elements o f  a modern European land and property system are 
now in place. However, there remain problems, including a mismatch between the revised structures 

Discussions on this issue, and on improving the functioning of Water Users Associations, are anticipated 74 

during the mid-term review o f  the World Bank-financed Water Resources Management Project in late 
2007. 
75 The average efficiency o f  those who rent in land i s  35  percent, higher than the 12 percent for those who 
rent out or 28 percent for those who do not participate in the rental market (autarky). Total profits for those 
who rent in are twice as high as the average for al l  farmers. Those who rent in also use more inputs, such 
as machinery, etc. Analysis of HBS data, Annex A, Figure A 1 .  
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and laws on paper, and functions and practices on the ground. Key challenges therefore include 
resolving remaining policy issues, finishing institutional systems, and creating routine procedures 
and standards at a detailed level. Specifically, and relating in particular to rural land, this includes: 

(i) completing the property registration system and strengthening the IPRS; 
(ii) continuing the process o f  transferring forest and pasture tracts to communal control and 

transforming practical agreements that villagers work out among themselves into routine 
legal forms; 

(iii) improving land agency services to rural inhabitants, and ensuring that they are context- and 
service-oriented; for example, they are able to accommodate flexible cooperative agreements 
among farm families, and offer cheap and fast registration of leases and use agreements; and 

(iv) assisting land administration and protection agencies with management o f  public land. 

In  addition to these issues, the weakness o f  the agricultural sector and the rural economy acts as a 
dampener on land transactions. A weak rural economy deters smallholders from selling land that 
could otherwise be farmed by more efficient producers since it provides a crucial income buffer in 
times o f  unemployment, thus restricting the supply o f  agricultural land. Meanwhile, the weaknesses 
in the agricultural sector and the difficulty o f  profitable production suppress demand for agricultural 
land. 

Sources: SSO and World Bank. 2006b. 

h) Improve extension services. There i s  a need to build strong institutions for 
agricultural growth. I t  will be important for these institutions to respond to the needs 
o f  farmers who are taking up new activities, especially those identified as potential 
growth areas, such as livestock and fruit production and organic production. Such 
institutions could also provide support to farmers for marketing, a key area of 
weakness. For Albania to exploit i t s  comparative advantage in these areas, 
complementary institutions in food safety and technology transfer are essential. 
Extension services have received donor support in recent years and have some 
capacity, but the effectiveness o f  the public system remains in question. There i s  
clearly scope for the govenunent to introduce a system to contract private providers 
and other sources such as universities, institutes, etc., for the delivery o f  specific 
information (e.g., in food safety) rather than use the public extension services in al l  
cases. 
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3. FOOD SAFETY, VETERINARY AND PHYTOSANITARY 
POLICY 

3.1 A strategic approach i s  needed to improve food safety standards and enable 
producers to take advantage o f  trade opportunities and protect public health. This 
chapter provides an overview o f  Albania’s food safety, veterinary and phytosanitary 
policy and identifies some key institutional and policy changes required to improve food 
safety, veterinary and phytosanitary standards; and enable producers to take advantage o f  
trade opportunities and to protect public health. Despite significant progress, key 
constraints persist in the national food safety control system in Albania regarding 
legislation, institutional capacity, infrastructure, control and enforcement, and private 
investment. These shortcomings restrict export opportunities, reduce competitiveness in 
domestic markets, and endanger public health. In order to overcome these shortcomings, 
a strategy needs to be devised that helps farmers to meet standards through (a) the 
strategic adoption o f  appropriate EU Acquis Communautaire measures, and (b) a 
combination o f  investment assistance and effective incentives for domestic agri-food 
producers and exporters. 

SUMMARY OF RECOMMENDATIONS 

3.2 Continue harmonization of  national food safety legislation with the EU food 
safety Acquis. The approval o f  the draft food law based on EU Regulations 178/2002, 
854/2004 and 888/2004 with appropriate exemptions and derogations to allow a phased 
introduction o f  regulation wi l l  be an important step towards alignment with the EU food 
safety legislation. 

3.3 
promote compliance with EU requirements and upgrade Albania’s agri-food 
industry. An approach that encourages rather than hurts producers needs an appropriate 
combination o f  “carrots” (conditioned grants) and “sticks” (enforcement o f  regulations) 
in a carefully phased program. As discussed in other chapters, Albania should follow 
similar initiatives as NMS through the formulation o f  rural development programs to 
channel funding to producers for investments in upgrading food safety standards. 
Eligibility for rural development grants can then be conditioned on appropriate standards 
o f  cross-compliance. Though effective and consistent enforcement o f  food safety 
legislation i s  essential, a phased approach i s  likely to be most effective in strengthening 
food safety without hurting the industry. A first enforcement priority should be the 
enforcement o f  the Law on Veterinary Service and Inspectorate (Nr. 9308, date 
04.1 1.2004) to improve food safety and public health outcomes and to provide incentives 
for private investments in food safety control systems and infrastructure. 

Develop a phased national food safety program, including financing, to 
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3.4 Develop plans to coordinate the activities o f  enforcement agencies to avoid 
duplication of  inspections and ensure integration of  control plans and laboratory 
activities. The establishment o f  the Albania National Food Authority (NFA) proposed 
under the draft food law will constitute a major institutional reform towards an integrated 
approach to food safety control. 

THE IMPORTANCE OF BUILDING EFFECTIVE FOOD SAFETY SYSTEMS 

3.5 
trade barrier for domestic producers and exporters in Albania. As in other parts o f  
the Balkans sub-region, Albania struggles to meet and demonstrate compliance with 
international food safety regulations and requirements under the W T O  SPS Agreement. 
Although W T O  membership has opened up new opportunities to promote economic 
development and rural growth through increased trade in agricultural and food products, 
inherent weaknesses in the national food control system seriously limit this potential, as 
discussed in Chapter 2. They also undermine competitiveness in domestic markets where 
consumers are placing increasing emphasis on food safety and quality. Approximation o f  
national legislation and adoption o f  food safety control and inspection procedures that are 
compliant with the EU Acquis Communautaire will ensure that Albania meets i t s  
obligations under the SAA and will allow the country to benefit from trade preferences 
and improve its competitiveness in domestic and export markets. 

Increasing international food safety and hygiene requirements could act as a 

3.6 Taking advantage of  increasing trade opportunities will require Albanian’s 
agri-food producers to improve the quality and safety o f  their products to comply 
with stringent EU requirements. As regional and EU markets become increasingly 
exposed to higher quality and safer, moderately priced agricultural and food products, 
Albanian producers and exporters will encounter increasing difficulties in placing their 
products. The sector will face similar competitive pressures in the domestic market as 
safer, higher quality imports at lower prices become available, reducing the cost o f  the 
food basket and pushing the local industry to become more competitive. Significant 
private investment i s  needed to improve food safety and quality, particularly in new 
equipment and infrastructure and modem quality control systems. 

3.7 Effective national food control systems are also essential to protect the health 
and safety of consumers. Food-borne diseases caused by microbiological contamination 
remain a major public health problem in Albania. The country i s  registering an increase 
in brucellosis, particularly in people, transmitted either through contact with animal tissue 
or through the ingestion o f  contaminated milk and derivates (Figure 5). The main 
problem i s  brucellosis in ruminants, caused by B. melitensis, which i s  widespread in 
several districts o f  the country. The infection reached i t s  highest levels between 1960 and 
1965, and subsequently decreased with the implementation o f  different control measures. 
In 1989, the country was proclaimed as free o f  cattle brucellosis, with l o w  prevalence 
(0.002 percent) in small ruminants. During this period, brucellonization was successfully 
implemented and helped to eliminate positive heads. Moreover, application o f  the B- 19 
strain vaccine and i t s  combination with the tracing yielded evident results. After political 
and economic changes in the 1990s, the infection expanded in animals throughout the 
country and reached i t s  climax in 2000 (Table 7). The uncontrolled movement o f  
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animals, the non-application o f  sanitary and quarantine rules as well as the l o w  level o f  
cultural and technical education o f  fanners, together with a limited budget for 
implementing an eradication strategy (total screening, total elimination o f  positive heads), 
led to an expansion o f  brucellosis across the country. A new strategy for the control o f  
brucellosis in Albania using B. melitensis rev 1 strain vaccine was introduced in 2003, 
and i s  starting to have positive results.76 This infection currently affects the entire 
territory o f  the country, reaching a prevalence o f  10 percent in several districts such as 
Saranda and Gjirokaster. The number o f  persons affected by brucellosis i s  increasing, 
particularly in rural areas. 

Figure 5. Food-borne diseases caused by microbiological contamination remain a major public 
health problem in Albania (incidence in humans; PIN = 1990) 
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This new control strategy involves the vaccination o f  lambs and young goats (3-6 months) in infective 
zones, extensive screening o f  pregnant ewes using skin and serological testing, the vaccination o f  pregnant 
ewes 15 days after parturitions (over 85% o f  the flock), elimination o f  positive heads within 15 days o f  
their identification, and identification o f  vaccinated animals. 

76 
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Table 7. Albania i s  registering a significant increase in brucellosis infections in ruminants 
Year of Total No. of Affected No. o f  Checked Affected Yo of 
study ruminants districts hotbeds heads heads infection 
1996 3,232,000 26 34 490,227 1,700 0.34 
1997 3;006,000 10 31 657,000 
1998 2,923,000 21 114 838,000 
1999 3,000,000 19 233 840,000 
2000 3,000,000 20 276 1,482,208 
200 1 2,987,000 18 215 1,064,233 
2002 2,980,000 22 228 902,782 
2003 2,800,000 24 196 1,296,000 
2004 2,740,000 23 190 841,368 

Source: MAFCP 

1,800 
4,800 
5,629 
10,278 
5,828 
8,012 
9,350 
6,369 

0.27 
0.57 
0.67 
0.69 
0.54 
0.88 
0.75 
0.78 

3.8 
consistent enforcement to ensure compliance. Enforcement mechanisms and, in 
particular, the collection o f  fines and implementation o f  administrative procedures i s  a 
key weakness. The persistence o f  an import ban for certain Albanian products in EU 
countries i s  due more to the inconsistent enforcement o f  rules and procedures than to 
insufficient technical means or training. At home, the high and increasing number o f  
brucellosis incidents in humans indicates a serious lack o f  meat and diary controls. 
Animals are butchered in private homes usually without veterinary controls. Currently 
there are only three slaughterhouses in Albania that are considered suitable for meat 
production, two o f  which are private, and the lack o f  effective and consistent enforcement 
o f  existing food safety legislation by the veterinary service i s  perpetuating illegal 
practices. Private investment in modern, well equipped slaughterhouses would be 
encouraged by strengthening municipal veterinary services and ensuring that control 
procedures are effectively enforced, including the gradual enforcement (e.g., as part o f  a 
3-year program) o f  regulations for currently unlicensed butcher shops. 

Strengthening Albania’s food safety system will depend on effective and 

3.9 Recent studies by the Institute o f  Public Health showed that 55 out o f  61 retail 
market sites had permits from the local authorities, but only 14 met basic hygiene and 
sanitary conditions. In some districts, like Durres, Gjirokaster and Saranda, permits for 
food products for public consumption are issued without adequate tests. Fraud in the 
production and trading o f  food products, especially with regard to alcoholic beverages, 
soft drinks, milk and dairy products, and oils i s  also a matter o f  concern, given the 
potentially costly consequences for public health. Fraud i s  particularly prevalent in 
imported products, especially regarding expired products. 

STATUS OF THE REGULATORY FRAMEWORK 

3.10 
framework with EU requirements. The existing Albanian Law on Food (Nr. 7491, date 
3 1.05.1995) does not fully reflect the principles o f  the EU General Food Law (Reg. (EC) 
178/2002) or requirements laid down in the Acquis. For example, the 1995 Law on Food 
does not assign the primary responsibility for food safety to the operators in the food 
chain nor ask for the mandatory implementation o f  HACCP-based food safety systems. 
Albanian food safety legislation requires that producers/importers declare the quality and 
safety o f  food products from production to final marketed product, with safety to be 

Albania needs to make significant efforts to align its food safety legislative 

40 



certif ied by a laboratory. Illegally sold food, especially milk and meat products, i s  a 
major income-earner for many families, in particular in the countryside. There i s  no legal 
provision or any other instrument available to stop illegal sales. 

3.1 1 
General Food Law has been prepared. The law was drafted by a multi-ministerial 
working group headed by the Deputy Minister for Agriculture and i s  currently with the 
Council o f  Ministers for consideration. The draft law i s  based on EU Regulations 
178/2002, 854/2004 and 888/2004 and closely follows the model o f  the new Croatian 
Food Law. The draft law provides the basis for the hygiene and safety o f  food and animal 
feed, proposes the establishment o f  the Albanian National Food Authority (NFA), and 
sets up a system o f  official control o f  food and animal feed to ensure compliance with 
legislation. I t  applies to a l l  stages o f  production, processing and distribution o f  food and 
feed, including imported food. 

A new draft Food Law that incorporates the basic principles of  the EU 

3.12 
and derogations to allow a phased introduction. Secondary legislation will then have 
to be drafted and implemented. 

The approval of the draft food law should include appropriate exemptions 

3.13 
parts o f  the EU food safety Ac4uis. The main legislative provisions are the Law on 
Veterinary Service and Inspectorate (Nr. 9308, date 04.1 1.2004), the Law for the 
National Sanitary Inspectorate (Nr. 7643, date 02.12.1992), the Food Law for products o f  
animal origin (Nr. 7491 , date 3 1.05.1995), the Law on Animal Identification and 
Livestock Farms Identification and Registration (Nr. 8702, date 01.12.2000, based on 
EEC 92/102/EEC), and the Law on Consumer Protection (Nr. 9135, date 11.09.2003). 
Secondary legislation has also been passed, although sometimes only partially in 
compliance with EU legislation. The new EU food hygiene-related Acquis and basic 
principles o f  the EU legislation on animal welfare are yet to be transposed in the national 
legislation. Technical assistance to support the drafting o f  by-laws, regulations and 
protocols in accordance with OIE standards and guidelines i s  being provided through a 
new World Bank project on Avian Influenza.77 This wi l l  include developing guidelines, 
especially in chapters and articles o f  the new law on disease control, surveillance and 
eradication. 

In  the veterinary sector, Albania has already taken steps to transpose some 

3.14 Significant efforts are required to strengthen control structures in line with 
EU requirements. Basic elements o f  the official control system needed in the domestic 
market are in place but need to be strengthened. First priority should be the enforcement 
o f  the Law on Veterinary Service and Inspectorate (Nr. 9308, date 04.1 1.2004). This will 
require close cooperation between the municipal veterinary services with the road police 
and the border guardsq7* Enforcement o f  the law wi l l  promote food safety and better 

77 World Bank. 2006e. 
The Law on Veterinary Service and Inspectorate foresees that the State Police i s  obliged to offer 

assistance to the Veterinary Service and Inspectorate in need o f  support, whenever requested for the 
enforcement o f  the law (Article 12, Item 1). Whenever the State or the Municipal Policy encounter animal 
owner or keeper that do not have veterinary certificate for animals and products o f  animal origin during the 
transport, they must black them immediately and inform the nearest veterinary inspectorate (Article 12, 

78 
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public health by requiring the slaughtering o f  animals, production o f  products o f  animal 
origin and o f  unprocessed materials for human consumption to be carried out only in 
approved slaughter places and  holding^.'^ However, inconsistent enforcement o f  existing 
food safety legislation i s  allowing the continuation o f  illegal practices, and discouraging 
private investments in the development o f  a sustainable network o f  modern, better- 
equipped slaughterhouses. Infected animals have to be slaughtered but strict controls are 
missing, e. 
eliminated!' While the enforcement o f  the laws on animal health would require 
additional financial resources to strengthen relevant municipal veterinary services, it 
would also generate revenues from the issuance o f  veterinary certificates." Moreover, i t  
would increase the competitiveness o f  those producers who are actually complying with 
the laws by allowing them the means to demonstrate the superior quality o f  their products 
while putting further pressure on those not complying. 

there i s  l i t t l e  information on how inedible carcasses are currently 

3.15 
in controlling animal diseases. Initiatives promoted and financed by several 
international projects in the field o f  animal identification (necessary for the control o f  
quarantine diseases) have proved unsustainable. A PHARE program provided assistance 
for the establishment o f  a system for the registration o f  cattle; however, the lack o f  public 
funding and unwillingness o f  the veterinary service in MAFCP to sustain the project 
meant that only 20 percent o f  cattle has been identified and registered. A system for 
controlling diseases and monitoring the movement o f  small ruminants i s  being set up 
under the EU CARDS project, 'Monitoring the Health o f  Small Ruminants.' Once 
operational, the system needs to be assessed. Government funding wi l l  be required to 
complete the work initiated under different programs in order to establish a 
comprehensive identification and registration system for animals destined for the food 
chain. 

A comprehensive system o f  animal identification and registration i s  essential 

3.16 
secondary legislation has been prepared but will only be adopted after the amendment o f  
the Law on Plant Protection Services (No. 7662, dated 19.01.1993). Certification 
schemes have been set up for the planting material o f  certain fruit plants, but Albania 
needs to ensure the efficient control and monitoring o f  domestic plant production in 
general, particularly for products with EU-specific requirements. Albania became a 
member o f  the International Union for the Protection o f  New Varieties o f  Plants (UPOV) 
in October 2005. 

There has been limited progress in the area of  phytosanitary control. Some 

Item 2). Border police prohibits illegal transition or transport o f  consignments outside o f  official border 
crossing points (Article 15). 
79 Article 5 1 .  

f,oing to the incinerator (Article X) 

ALL revenue for the state veterinary service. 

Blood, inedible and infected parts o f  animals or carcasses should be pre-tested in special plan before 

The UNDP 'Strengthening the Marketing o f  Small Ruminants' Project (2005) estimates a 6.7 million 

42 



IMPLICATIONS FOR THE AGRI-FOOD SECTOR 

3.17 Bringing agri-food establishments up to EU standards will be a major 
challenge for Albania, particularly for meat and dairy. Agribusinesses in Albania 
either have closed down, or are obsolete and unable to compete with European industry 
due to shortages in and high prices o f  raw materials and the generally low quality o f  
locally processed products. Partly due to the small scale o f  their operations, many food 
producers individually lack the means to access market outlets for their produce. Their 
problems are exacerbated by lack o f  knowledge about food quality and safety standards 
and requirements, inability to apply good hygiene, manufacturing practices, and quality 
assurance schemes (HACCP), a scarcity o f  marketing information, inadequacies in 
packaging and labeling, and continuing mistrust o f  the potential benefit o f  more 
formalized collaboration in businesses. These difficulties, which are particularly 
pronounced in the meat and dairy sectors, are a l l  described in greater detail in Chapter 2. 

3.18 Implementing EU rules will require substantial private investment in 
upgrading facilities, combined with a policy of  negotiating special provisions for low 
capacity firms to allow them to continue producing for the domestic market without 
fully complying with EU requirements. Despite a significant increase (225 percent 
between 2000 and 2005) in investments in agro-processing in recent years (Chapter l), 
further private investment will be required to comply with the detailed requirements o f  
EU legislation governing the infrastructure and organization o f  the production chain. This 
i s  particularly the case for the meat and dairy industries. Experience from NMS shows 
that only large agri-food companies could afford to make the necessary upgrades even 
with EU assistance programs providing financial support.s2 Around one thousand food 
processing plants in the NMS were granted a maximum three-year transition period 
starting May 1 , 2004; however, they accounted for only 8 percent o f  the total 12,000 food 
processing establishments in these countries. A relatively large number o f  companies 
whose production accounted for only a fraction o f  the overall output, had to be closed 
down because they were very small or because the processing facil i t ies were too outdated 
to make them viable business propositions. High-risk sectors such as meat production/ 
processing in NMS face substantial problems regarding compliance with EU 
requirements. 

3.19 The Polish experience offers some lessons for Albania. Only 19 percent o f  the 
Polish meat f i r m s  fully comply with the EU hygiene and veterinary standards (Directives 
64/433/EEC and 77/99/EEC) and are thus licensed to export to the EU markets3. Being 
high capacity enterprises, their output makes up for 65 percent o f  the total meat 
production in Poland. However, about 70 percent o f  the Polish meat f i r m s  do not meet 
the EU standards. With their low production capacity, they fall under the EU's special 
provision for small-scale enterprises. Complying with the simplified EU standards, 47 
percent o f  the Polish meat f i r m s  are authorized to sel l  on the Polish national market only. 

s2 For example the EU's SAPARD program (Special Accession Program for Agriculture and Rural 
Development) assists the agri-food sector in the new member states in adjusting to the EU policies. It '' Rau, M.-L. and F. van Tongeren, 2006. 
articularly focuses on improving the productiordprocessing o f  agri-food products. 
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The remaining 24 percent experienced the largest shortcomings in meeting the EU 
standards. In order to account for their difficult situation, a special law that allows these 
very low capacity enterprises (< 4tondweek) to maintain their production was enacted 
just before accession. According to this law, their noncompliant products are to be sold 
on the very local market only (i.e., directly to end consumers). Albania would do very 
well to follow a similar approach by negotiating special provisions for low capacity f i r m s  
to allow them to continue producing for the domestic market, even without fully 
complying with EU requirements. 

3.20 A national program should be developed to help food processing 
establishments upgrade their facilities to meet EU requirements. Each establishment 
intending to comply with EU legislation should be subject to an upgrading plan, with 
small businesses given priority support in l ine with policies to maintain and regenerate 
rural communities. Progress in these areas wi l l  contribute towards improving final 
product quality and safety and increasing competitiveness. 

3.21 
those included in the EU Rural Development Programs (RDP), can be a very 
effective for promoting compliance with EU requirements and for upgrading 
Albania’s agri-food industry. Albania needs to take advantage o f  the time before 
accession to start improving food safety standards. The most effective means to do this i s  
through financial assistance that puts private producers in the driver’s seat and creates 
incentives for compliance-rather than subsidies or public provision o f  facilities, which 
may not address market needs. In NMS, most o f  the funding for upgrading private 
commercial facilities has been channeled through the SAPARD scheme, which was set 
up specifically to help businesses in accession countries comply with EU regulations 
(Measure 1.1). This could be achieved through the use o f  competitive grants aimed at 
encouraging private f i r m s  to invest in increasing productivity, improving food quality and 
safety standards, upgrading (adapting, rebuilding or creating) processing plants and 
strengthening their marketing o f  agri-food products. This program i s  described in more 
detail in paragraph 2.40 b) and in Chapter 4 o f  this study. 

The use of  investment grants that lower the fixed costs of  compliance, such as 

3.22 
systems by food business operators should be carried out. The new draft food law wi l l  
require food manufacturers to implement HACCP-based systems over time. B y-laws 
implementing the draft food law will outline the expected time-frame for HACCP 
implementation. However, a full assessment o f  the impact in terms o f  the costs, benefits 
and risks o f  this fundamental shift in the regulatory approach on the private sector has not 
been undertaken. There i s  a lack o f  awareness and understanding o f  the HACCP 
principles in the country, both among enforcers and in the private sector, with only a 
limited number o f  food companies with HACCP-based systems in place. There are about 
10 production facilities (out o f  about 200) that have already implemented HACCP 
systems, and only a small number o f  food f i r m s  are in the process o f  HACCP 
implementation. These food companies are the most advanced food companies in the 
country with part o f  their production destined for export markets where HACCP i s  an 
entry requirement. Most Albanian food companies, due to the small scale o f  their 

A full regulatory impact assessment on the mandatory use of  HACCP-based 
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operations and their focus on the domestic market will not be able to afford the costs o f  
the consultancy services required during the HACCP implementation process. 

3.23 
implementing EU food safety requirements needs to be addressed. The certification 
for I S 0  and HACCP i s  currently performed by accredited foreign companies. A Dutch- 
funded project supported the creation o f  the first local certification company, ALCEBO 
(Albanian Certification Body); however, i t  has not been accredited yet due to the lack o f  
external funding. An extension o f  the grant i s  currently being negotiated to allow the 
company to achieve certification. A n  additional limitation i s  the lack o f  international 
recognition o f  the Directorate for Accreditation under the Ministry o f  Economy, which 
currently can only offer accreditation for national purposes, as it i s  not a member o f  the 
European Accreditation body. 

Finally, the shortage of  local expertise available to assist the food industry in 

THE INSTITUTIONAL FRAMEWORK 

3.24 Lack o f  cooperation and coordination between control bodies has 
significantly increased complexity, and has created overlapping and omissions in 
inspection procedures and law enforcement. Under the 1995 Law on Food, 
responsibilities for food quality and safety control are divided between the General 
Directorate o f  Food Safety and Consumer Protection (within the Ministry o f  Agriculture, 
Food and Consumer Protection - MAFCP) and the Department o f  Primary Health Care 
(within the Ministry o f  Health - MoH) (Figure 6). The responsibilities for each o f  these 
bodies are defined in separate laws. Each law i s  supported by implementing regulations 
that are issued by the respective ministry or state agency. The Law on Food established 
the National Board for Food Control as the coordinating and advisory body for law 
enforcement. The Board i s  headed by MAFCP and has eleven members, including 
representatives from the MoH; however, cooperation between board members appears to 
be very limited, and i s  affecting inspection functions and responsibilities. 

3.25 Albania should push ahead with rationalizing its institutional framework 
towards an integrated approach to food control, with overall coordination at the 
national level, and with a relatively small agency initially. The draft Food Law 
establishes the Albanian National Food Authority (NFA), which wi l l  unify the different 
inspection services. I t  w i l l  be positioned as a supervisory body within the Albanian 
government. I t s  creation wi l l  enable a general overview o f  the entire production chain to 
be maintained. The combination o f  supervision, risk assessment and risk communication 
wi l l  enable the NFA to respond to safety risks in both a proactive and reactive manner.84 
The NFA will ensure that the necessary legislation i s  drafted and implemented. Its scope, 
tasks and responsibilities are foreseen to be similar to those o f  the European Food Safety 
Authority (EFSA). I t s  management structures are also established based on the EU 
model, including an executive director, a management board, an advisory board and a 
scientific committee. However, diverging views emerged during the drafting o f  the new 
food law regarding the precise organizational structure o f  the new NFA, particularly in 

84 There i s  scope for the CARDS 2005 project, scheduled to start in June 2007, to assist with some o f  these 
hnctions. 
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relation to i t s  position within the Albanian government. The difference o f  opinions 
concerns whether the new NFA should operate as an agency under a ministry (MAFCP or 
MoH) or directly under the Prime Minister. This issue needs to be resolved in a timely 
manner. 

3.26 A CARDS project, ‘Establishment o f  a National Food Authority’ (e 3 million), 
was approved in December 2004 to provide technical assistance for the creation o f  a food 
authority according to European standards and for training o f  staff. This 3-year project 
will assist the government in creating the NFA envisaged under the draft food law once 
i t s  precise organizational structure, in particular i t s  position within the Albanian 
government, i s  agreed by al l  relevant stakeholders. The CARDS project will be supported 
by a parallel project funded by the Italian Cooperation, ‘Strengthening Food Control 
Institutions in Albania’ (e 2 million), aimed at modernizing and upgrading the scientific 
and managerial capacity o f  food laboratories and inspection services in Albania. 

3.27 
adequate funding arrangements, but the first priority must be to resolve the issue o f  the 
institutional framework. Given the capacity constraints in Albania, initially it i s  
preferable to maintain a light food safety system and associated agency; scaling up can 
happen as and when EU accession requirements require it. 

Additional public investment will be required to make the NFA operational with 

3.28 
Strategy for Food Safety Control with defined objectives, an action plan for its 
implementation, and milestones. These objectives would include: complete 
harmonization with EU legislation; coordination o f  the activities o f  central state 
authorities and competent authorities performing official control; optimization o f  the 
laboratory network; establishment o f  scientific committees; intensive communication 
with consumers; development o f  an RAFFS system; and cooperation with EFSA.85 

T o  facilitate institutional restructuring, Albania needs to develop a National 

3.29 
surveillance in line with EU inspection practices, particularly regarding 
transparency, use o f  risk analysis, HACCP and traceability. Enforcement agencies 
should develop annual control plans, with guidelines and general rules for inspections at 
the central and regional levels. Compliance with these plans should be ensured and 
attention paid to adequate provision o f  the requested information (e.g., elements required 
for the monitoring plans o f  veterinary residues, medicines, use o f  hormones, details o f  
methods o f  analysis, etc.). This enforcement ‘‘stick’’ should be strengthened gradually as 
part o f  a phased approach to encourage compliance without hurting the industry. 86 One 
current issue in this regard is the transfer o f  the Plant Protection Institute o f  Durres from 
MAFCP to the University o f  Agriculture (under the Ministry o f  Education), which raises 
concerns about the Institute’s ability to effectively coordinate with the relevant MAFCP 
directorate and respond in a crisis situation. 

Albania has to assess procedures for inspection control, monitoring and 

” CARDS 2005 (beginning in June 2007) wil l assist with these issues. 
86 CARDS 2005 (beginning in June 2007) wil l assist with these issues. 
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INSTITUTIONAL CAPACITIES 

3.30 
an increase in the level o f  public expenditures on food safety, veterinary and 
phytosanitary activities. Establishing a national food safety system consistent with the 
Acquis i s  a priority and adequate financial resources should be allocated to support the 
creation o f  institutions and systems and to upgrade skil ls. Government expenditures on 
agriculture have decreased in recent years, with the bulk o f  MAFCP expenditures (48 percent 
o f  the budget in 2005) going to investments in irrigation and drainage infrastructure. 
However, the ‘Agricultural and food safety inspections and services and consumer protection’ 
program (the third largest in MAFCP with 15 percent o f  the MAFCP budget), i s  expected to 
see significant increases in the coming years to strengthen inspection services. Given the 
limited absorption capacity o f  relevant institutions, additional funding should be selectively 
applied and well prioritized. 

Establishing a national food safety system consistent with the Acquis will require 

3.3 1 The overall capacity of the country’s laboratories i s  deficient and should be 
further developed in order to provide food testing and analysis that meet international 
standards and requirements. Although there are 36 laboratories throughout the country, the 
majority have inadequate or outdated equipment and infrastructure, a shortage o f  competent 
analytical and management staff, no official working methods or procedures or business 
plans, and poorly developed systems for recording test results, reporting, and information 
management. In some cases, laboratories have obtained sophisticated equipment under 
international projects, but analysts and technicians lack the necessary ski l ls  to operate and 
maintain them. In addition to the lack o f  qualified and motivated staff, problems include 
shortages in the power supply and lack o f  operating costs. Many laboratories face difficulties 
in obtaining essential supplies o f  materials, reagents and services (disposable materials, 
reagents, gases, calibration and maintenance services), and lack access to technical support for 
calibration and reference testing. A further problem i s  the loss o f  qualified staff, including 
individuals trained by donor projects, either through dismissal or transitioning to other jobs. 
In addition to basic weaknesses within individual laboratories, there are also problems o f  
unclear and overlapping roles and responsibilities, and a general lack o f  cooperation and 
information exchange among laboratories. Hence, the likelihood o f  most laboratories 
obtaining accreditation appears remote. A new project funded by the Italian Cooperation, 
‘Strengthening Food Control Institutions in Albania’ (e 2 million) will assist the government 
in modernizing and upgrading the scientific and managerial capacity o f  food laboratories in 
Albania to meet international standards and accreditation requirements. The project will 
establish a central food reference laboratory that will be internationally accredited according 
to ISO/IEC 17025. A key point to remember i s  that laboratories do not have to be public or 
even financed by the public sector. 

3.32 However, additional public investment wi l l  be needed to strengthen the 
inspection services at al l  levels of  government, in preparation for the move from test- 
based to risk-based inspection services. The number o f  staff and resources at the regional 
and local level i s  very limited, considering the broad field o f  responsibilities covered. The 
total number o f  inspection personnel i s  708-108 food inspectors, 400 veterinarians and 200 
inspectors o f  public health in different districts. The shift from a regulation-focused approach 
towards an enforced self-regulatory approach will require significant changes in current 
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inspection procedures, which under the draft food law should rely primarily on hazard-based 
inspections o f  the process/premises (applying HACCP principles) rather than sampling and 
laboratory testing o f  products. New hygiene and HACCP Books o f  Rules will be required, 
followed by upgrading o f  inspection skills. As the implementation o f  HACCP systems 
becomes mandatory, the role o f  the inspection services will become increasingly important, 
not only in assuring implementation but in the provision o f  implementation guidelines and the 
control o f  certification. A comprehensive training program for inspection personnel to operate 
in a HACCP-based food system i s  required. Consideration also needs to be given to the 
appropriate structure o f  inspection services. 

3.33 The main policy challenge for MAFCP will be to define realistic food safety 
policies aimed at improving food safety standards in the agri-food sector to reduce 
health risks for domestic consumers and facilitate access to international markets for 
Albanian agricultural and food products. However, effective regulations depend on 
effective and consistent enforcement to ensure compliance. Hence, a major area requiring 
progress and intervention i s  the enforcement o f  existing food safety legislation, which would 
require additional human capacity to strengthen relevant municipal veterinary services. 
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4. CREATING AN EU-COMPLIANT AGRICULTURAL 
ASSISTANCE FRAMEWORK 

4.1 
requirements in order to make the most o f  assistance now and in the future. As 
highlighted in Chapter 2, Albania i s  advised to structure i t s  assistance to the agriculture sector 
in the form o f  a competitive grants program, within the framework o f  a well-designed rural 
development strategy. This rural development program will be the precursor o f  an EU pre- 
accession assistance program if and when Albania becomes an EU candidate country. After 
briefly assessing assistance funds, both currently and potentially available to Albania from the 
EU, this chapter looks at the lessons learned from NMS in accessing and implementing EU 
rural development programs, and provides guidance on the timing and direction o f  
institutional mechanisms and agricultural support measures to minimize the disruption caused 
by alignment with EU pre-accession requirements. The agricultural Acquis i s  the most 
difficult and expensive part o f  harmonization with EU legislation. As such, it i s  extremely 
important to make an early start and take a strategic approach to its adoption in l ine with 
country needs and capacities. This chapter identifies areas in which Albania can profitably 
begin to make progress on highly demanding EU institutional requirements in order to absorb 
and make optimal use o f  funds. The analysis will include estimates o f  the institutional, 
budgetary and policy implications o f  accessing EU funding. While the timeline for making 
these institutional and financial investments i s  relatively long, i t  i s  important that ongoing 
reforms and investments be aligned with future EU requirements. 

Albania must lay the groundwork for meeting EU institutional and regulatory 

SUMMARY OF RECOMMENDATIONS 

4.2 
program. As one o f  the most effective ways o f  addressing the constraints outlined in Chapter 
2, this approach will simultaneously lay the groundwork for meeting EU accession 
requirements and prepare for programs o f  the future. Such an approach would help strengthen 
existing capacity for channeling assistance to the sector through EU-type mechanisms like the 
competitive grants program, and lay the groundwork for accessing future EU assistance. 

Create a rural development program that will form the basis o f  a future IPARD 

4.3 
carefully phased approach. In approaching EU alignment, Albania should carefully 
prioritize those measures that will improve Albania’s ability to compete in regional and EU 
markets and facilitate access to assistance that Albania will become eligible for in the future. 
These measures include improving the impact of public expenditures in agriculture to prepare 
for making effective use o f  potentially significant EU assistance funds. Finally, Albania 
should work to keep new and reformed institutions as light as possible, in l ine with 
government capacities. 

Align certain policies and institutional structures with EU requirements in a 
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4.4 Continue to tackle structural constraints on rural finance to build producers’ 
capacity to access credit for co-financing needs for grants programs. This wi l l  foster a 
more successful rural development program and will greatly facilitate an IPARD program in 
the future. Rural finance should be fostered through targeting structural constraints and 
training banks, rather than through subsidizing credit. If rural credit remains a weak 
alternative, financing should be considered for ensuring that co-financing i s  available for 
IPARD grants. 

EU ASSISTANCE FOR ALBANIA-NOW AND IN THE FUTURE 

4.5 
certain funding under the Instrument for Pre-Accession Assistance (IPA) over the 
period 2007-2013.87 The IPA supersedes the EU’s previous pre-accession instruments 
(including PHARE, ISPA, SAPARD, Turkey Instrument and CARDS), 
components whose overarching aim i s  to help actual and potential candidate countries to meet 
EU standards and policies prior to accession. As a potential candidate country, Albania has 
access to two out o f  the five IPA components: Transition Assistance and Institution Building, 
and Regional and Cross Border Cooperation. For 2007, the EU has allocated Albania a total 
o f  €61 million under these two components. The total allocation wi l l  increase annually to 
reach €93.2 million in 2010.89 These funds are managed centrally by the European 
Commission (EC) through i t s  Delegation in Tirana. Although the main objective o f  IPA’s 
Transition Assistance and Institution Building component i s  to help potential candidate 
countries develop the administrative, programming and management capacity required to 
access and manage funding under the other three components, i t  also allows for investments 
in rural development, infrastructure, regional development, and labor and social measures. 
The EU’s allocation for this component will increase from €54.3 million in 2007 to €82.7 
million in 20 1 oa90 

As a potential candidate country for EU membership, Albania is  eligible for 

and comprises five 

4.6 
IPA funding, including EU rural development assistance. If Albania acquires candidate 
status, total IPA funding, covering all five IPA components, would increase progressively in 
the following years.” Although the exact amount o f  IPA funding that would be available to 

I f  and when Albania acquires candidate status, it will become eligible for further 

Albania signed a Stabilization and Association Agreement (SAA) with the EU in June 2006, providing a 

Under CARDS 2005-2006, EU support for Albanian agriculture was mainly targeted at strengthening the food 

87 

framework o f  mutual commitments on a wide range o f  political, trade and economic issues. 

safety and quality control system to improve the quality and export potential o f  agricultural products. CARDS 
provided (a) institutional support to MAFCP to design and formulate appropriate food safety policy in 
coordination with other ministriedintra-governmental agencies; (b) assistance to ensure continuity in 
approximation o f  the EU Acquis in the veterinary and phytosanitary fields and in food safety and control; (c) 
assistance to build an EU-type Food Authority structure to function as a separate agency on food safety issues; 
and (d) support for structures enforcing veterinary, phytosanitary and food safety legislation, including 
modernization o f  laboratories and training and qualification o f  inspectors and food analysts. 
89 IPA Multi-Annual Indicative Financial Framework for 2008-201 0. See 
http://ec.europa.eu/enlargement/Ddf/countries/ipa mif f  08 1 106 en.pdf 
90 Ibid. 

(COM/2004/0627 final), the EC indicated that, “the intention i s  that future candidate countries should be treated 
broadly the same as past candidate countries. As the countries o f  the Western Balkans become candidate 
countries, it i s  proposed that they wi l l  receive per capita per year about the level o f  assistance established in the 

88 

In the Explanatory Memorandum attached to its proposal for a regulation establishing the IPA 91 
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Albania if and when it acquires candidate country status remains unknown, the 20 10 s u m  in 
itself ,  €93.2 million, represents 1.3 percent o f  Albania’s 2005 GDP and 7.4 percent o f  the 
2006 total government budget, and would facilitate a substantial increase in public 
expenditures. This allocation compares favorably with the 2007 IPA allocations received by 
Croatia (0.48 percent o f  2005 GDP) and Turkey (0.18 percent o f  2005 GDP), and i s  similar to 
Macedonia’s allocation (1.3 percent o f  2005 GDP).92 Importantly for the agriculture sector, 
Albania will be able to receive funds under the rural development component o f  IPA, the 
Instrument for Pre-Accession Assistance for Rural Development (IPARD). IPARD aims: to 
(a) contribute to a sustainable adaptation o f  the agriculture sector and implementation o f  the 
Acquis Cornrnunautaire, and (b) develop rural areas.93 

4.7 Albania could receive IPARD funding of  between €5.6 and andH4.6 million per 
year, which would significantly increase agricultural public expenditures in Albania. 
This projection i s  based on the SAPARD experience o f  the NMS and the IPARD allocations 
earmarked for current candidate countries such as Croatia and Macedonia for the period 2007- 
2010 (Table 8). A simple sensitivity analysis based on the information provided in Table 88 
indicates that IPARD funding i s  likely to be in the range o f  €5,605,000 to €14,573,000 per 
year (Table 9),94 This would be equivalent to 0.08-0.21 percent o f  Albania’s 2005 GDP, or a 
14-38 percent increase in agricultural expenditures (based on 2006 MAFCP budget in 
Chapter 5). These funds include resources that could go directly to producers for investments 
in production, helping overcome the constraints identified in Chapter 2. However, it should be 
noted that these figures are a rough estimate o f  the average annual allocation, and it i s  likely 
that the bulk o f  the allocation would be absorbed towards the end o f  the IPARD program, 
once the government has set up the required institutional implementing structures. 

financial perspective 2000-2006 (under heading 7) for the 10 candidate countries in Central and Eastern 
Europe.” This means that each of the future candidates would receive around €27 per capita when they acquire 
candidate status. As mentioned in paragraph 4.5, under the EC’s Multi-Annual Indicative Financial Framework 
for IPA, Albania will receive €93.2 million (€30 per capita) worth of IPA funding in 2010. 
92 The exact allocation will based on a number o f  criteria, including needs assessments, absorption capacity, 
respect o f  conditionalities, and management capacity. 
93 The two other IPA components open only to candidate countries concern regional development and human 
resource development. For more details see European Commission, 2006a. 

This projection i s  conducted by the authors o f  this report and based on the information in Table 8. The exact 
IPARD allocation will be based on a number o f  objective criteria including farm population, agricultural area, 
GDP per capita in purchasing power, and the specific territorial situation. 

94 
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Table 8. Annual EU pre-accession allocations for rural development range from €5 - 13 per ha of 
agricultural land 

Agricultural Land 2000-2004 Average Annual SAPARD Assistance per ha 
('000 ha) SAPARD Allocation ('000 €) of Agricultural Land (e) 

Czech Republic 4,279 22,445 5 
Hungary 5,854 38,713 7 
Poland 18,413 171,603 9 
Slovakia 2,44 1 18,606 8 
Slovenia 518 6,447 12 
Estonia 986 12,347 13 
Latvia 2,485 22,226 9 
Lithuania 3,489 30,345 9 
Bulgaria 5,582 53,026 9 
Romania 14,857 153,243 10 

Agricultural Land 2007-2010 Average Annual IPARD Assistance per ha 
('000 ha) IPARD Allocation ('000 €) of Agricultural Land (e) 

Croatia 3,137 
Macedonia 1,242 

25,725 
7,875 

8 
6 

Average 5,274 46,883 9 

Note: With Turkey included, the range o f  SAPARDDPARD assistance per ha o f  agricultural land would be €2- 
13, and average €8. Average agricultural land and the annual SAPARD/IPARD allocation would amount to 
7,882,000 ha and €48,864,000 respectively. In addition, it should be noted that the EU does not provide area- 
based support, Le., it does not allocate SAPARD or IPARD fbnds on a per hectare basis. Moreover, IPARD 
fbnds are not directed at crop production, but rather at investments in livestock and on-farm activities, and in the 
processing industry and rural areas. The analysis conducted by the authors in this table measures the allocation 
per hectare as a proxy measurement o f  the allocation compared to the size o f  the agricultural sector, in order to 
produce an estimate o f  the possible range for Albania. 
Source: Calculations by the authors, based on European Commission, 2004, FAOSTAT, and European 
Commission, 2006. 

Table 9. Rural development expenditures would increase significantly. 
Projected IPARD Share of 2005 Increase in 2006 

Allocation (€ per year) GDP(Yo) Agriculture Budget (YO) 
Low Case: € 5 h a  5,605,000 0.08 14 
Middle Case: €9/ha 10,089,000 0.14 26 
High Case: €13/ha 14,573,000 0.21 38 

Source: Authors' calculations. 

CREATING AN EU-TYPE RURAL DEVELOPMENT PROGRAM 

4.8 
significantly more demanding than for previous pre-accession instruments. Albania can 
already access funds under two IPA  components, but as a candidate country, i t would need to 
fulfill stringent EU requirements to access funds available under the three I P A  components 
that are only available to candidate countries, including IPARD. IPA aims to prepare 
candidate countries for implementation o f  the EU's structural and common agricultural 
policies and regulations after accession, and funds available under these components must be 
managed by the candidate country under a decentralized management system. The candidate 
countries thus need to meet the same requirements in terms o f  legal and operational 

Accessing EU pre-accession assistance, including IPARD funds, will be 
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institutions as member including sound financial management structures and 
practices and autonomous programming and management capacities within MAFCP.96 A 
Rural Development Strategy and Plan, as well as an IPARD Paying Agenc need to be 
accredited by the EC before the IPARD program can become operational?'Building 
institutions to be accredited also takes time. A review o f  the experience o f  NMS indicates that 
the time needed to receive the first accreditation was between 18 and 30 months.98 IPARD 
strongly resembles i t s  predecessor, SAPARD; hence, the experience o f  NMS in establishing 
SAPARD structures and institutions i s  examined here.99 Albania also needs to use this time to 
identify potential sources o f  funding and improve its capacity to spend public funds 
effectively. 

4.9 Preparations have begun for an EU-type rural development program. MAFCP i s  
currently in the process o f  developing an Agriculture and Rural Development Strategy, which 
will form the basis for the development o f  a National Rural Development Plan. MAFCP aims 
to make this plan consistent with EU programming principles and base it as much as possible 
on specific measures provided for under IPARD."' MAFCP provisionally planned to 
establish a Paying Agency under its European Partnership Action Plan 2004-2008. 
Preparations have begun for the Paying Agency, but the proposal and cost estimation need to 

95 Although the European Commission's objective i s  to have the candidate country manage the pre-accession 
funds under the Extended Decentralized Implementation System (EDIS), candidate countries short o f  satisfying 
al l  EDIS requirements could disburse the funds under a partially Decentralized Implementation System (DIS). 
Under DIS, the national authorities as contracting authorities are responsible for al l  implementation and paying 
functions, but the European Commission Delegation in the country maintains a systematic ex-ante control 
requirement over each tendering and contracting. 
96 Certain required administrative structures are common to the three IPA components. They include (a) the 
establishment o f  a Responsible Authority reporting to the EC, including a National Coordinator (NAC) and a 
National Authorizing Officer (NAO); (b) a National Fund (NF), common for al l  IPA components, which 
requests, receives and distributes funds to different Implementing Agencies (IAs) (see below) and which needs 
to be accredited by the EU; and (c) IAs for each IPA component. 
97 After successful accreditation of the National Fund and the IPARD Paying Agency, the EC executes a 
'Conferral o f  Management,' allowing decentralized management of the program by the candidate country. 

the establishment o f  the SAPARD agency has been enacted and the Agency's management appointed. See 
European Commission, 2005a. 

Under the European Agricultural Fund for Rural Development (EAFRD), the EU's only instrument to finance 
i ts  rural development policy for the period 2007-2013, rural development assistance i s  provided for promoting (i) 
human resources (vocational training and information actions, young farmers, early retirement, use o f  farm 
advisory services, setting up farm management, relief and forestry advisory services); (ii) physical capital 
(farm/forestry investments, processing/marketing/co-operation for innovation, agricuIturaVforestry 
infrastructure, restoring agricultural production potential); (iii) quality o f  agricultural production and products 
(meeting standards, temporary support, food quality incentive scheme, food quality promotion); (iv) transitional 
measures (semi-subsistence farmers, setting up producer groups); (v) sustainable use o f  agricultural land 
(mountain LFA, other areas with handicaps, Natura 2000 agricultural area, agri-environmentlanimal welfare, 
support for non-productive investments); (vi) sustainable use o f  forestry land (afforestation, agro-forestry, 
Natura 2000 forest areas, forest environment, restoring forestry production potential, support for non-productive 
investments); (vii) quality o f  l i f e  (basic services for the rural economy and population, renovation and 
development of villages, protection and conservation o f  the rural heritage); (viii) economic diversification 
(diversification to non-agricultural activities, support for micro-enterprises, encouragement o f  tourism activities); 
and (ix) training skills acquisition and animation (training and information, skills acquisition, animation and 
implementation). 
loo See MAFCP, 2004. p24; and MAFCP, 2007b. 

This i s  time taken to receive the EU's 'Conferral o f  Management' for SAPARD funds after the legislation for 98 

99 
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be developed. The establishment o f  a Paying Agency provides a useful institutional 
mechanism for the management o f  Albania’s own rural development program (Chapter 5). 

4.10 
there i s  l i t t le  information available from NMS on the incremental costs o f  SAPARD 
institutions and structures, the total operating costs o f  the IPARD Paying Agency are 
estimated to be around 5-1 5 percent o f  the 2006 MAFCP budget. The expenditures would 
primarily be for staffing and administration o f  information technology (IT) and control 
systems. Clearly, these costs would vary according to the number o f  measures accredited and 
the number o f  applications for funding received. At  a minimum, €2.1-5.8 million per year, or 
5 to 15 percent o f  the 2006 MAFCP budget, would have to be set aside (Table 10). These 
estimates are based on the SAPARD experience o f  NMS, which spent 3-5 percent o f  the total 
SAPARD allocation on administration o f  the SAPARD Paying Agency. This budget also had 
to co-finance 25 percent o f  SAPARD projects, thus representing 33 percent o f  the SAPARD 
allocation. These needs will not be immediate but can begin to be incorporated into the MTEF 
(Chapter 5), and the government can ensure national budget appropriations for these 
investments and begin to identify potential sources o f  funding. It should be noted that the 
administrative costs would be significant and well in advance o f  accreditation, since the 
structures and staffing must be in place before the EU confers management. 

Albania will eventually need to create fiscal space for these institutions. While 

Table 10. Significant funds are needed to operate an EU-compliant rural development program Paying 
Agency 

Estimated IPARD Co-financing 
Allocation Administration costs @ 33% Total IPARD Share of 2006 Ag. 

(see Table 9)  Costs @ 4% (e) (e) Operating Costs (e) Budget ( O h )  
Low Case: 
€5,605,000 224,200 1,849,650 2,073,850 5 
Middle Case: 
€1 0,089,000 403,560 3,329,370 3,732,930 10 
High Case: 
€14,573,000 582,920 4,809,090 5,806,780 15 

Source: Authors’ calculations 

4.1 1 The eventual costs will depend on the measures that are selected for financing 
under the rural development program. The SAPARD experience o f  NMS suggests that 
costs and performance o f  the rural development program, administering either national or 
IPARD rural development funds, i s  heavily influenced by the following factors. 

a) The country’s experience in  managing and monitoring state programs. Additional 
measures to improve MAFCP’s administrative capacity are recommended for efficient 
administration o f  rural development funds. 

b) The number of measures administered. The more measures that are administered and/or 
accredited, the higher the administration costs. 

c) The nature ofmeasures. Public infrastructure pro’ects with larger budgets tend to 
decrease the relative size o f  administration costs.’” However, i t  i s  likely that future 
candidate countries will be discouraged from selecting such projects for IPARD funds. 

lo’ For example. the mid-term evaluation o f  Romania’s SAPARD program indicated that administration costs 
were 0.72 percent o f  committed SAPARD funds. This i s  much smaller than in other countries due to the high 
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The complexity of application procedures. Keeping application procedures as simple 
and transparent as possible reduces the amount of assistance potential beneficiaries 
need, as well as the number o f  incomplete applications. Certain NMS made SAPARD 
application requirements more bureaucratic than required by the EU. This probably 
improved the monitoring and auditing o f  the use of funds, but also created an excessive 
burden for potential beneficiaries and officials. 
The processing time of applications. Establishing efficient processing and decision- 
making mechanisms minimizes administration costs. 
Eligibility criteria. The eligibility criteria for farms that can apply for rural development 
funds, and the number o f  farms that meet this criteria, also determines expenses for the 
program. Albania will have to determine an appropriate farm size threshold.Io2 

This i s  in addition to significant costs further down the road. These figures are 
minimum estimates as they do n i t  take into account the initial expenses needed to establish 
the Paying Agency and get it accredited, or the costs of creating demand for rural 
development and IPARD funds (addressed below). They also do not include costs incurred at 
a later stage o f  setting up the agricultural institutions and structures required for accession 
(Figure 4). These include: an Integrated Administrative and Control System (IACS) with a 
Land Parcel Identification System (LPIS); an Animal Identification and Registration System 
(AIRS) and a Farm Registry (FR); an Agricultural Information System (AIS) that includes a 
Farm Accounting Data Network (FADN),Io3 Agricultural Statistics (AS) and a Market 
Information System (MIS); and a Food Safety Agency to ensure compliance with EU food 
safety requirements. Albania will also need to pay attention to environment-focused aspects 
such as organic certification, nitrates and manure management, pesticide disposal etc. 

4.13 
structures and policies in line with EU requirements will foster an efficient and effective 
rural development program, facilitate the transition process for agriculture, and 
eventually advance Albania’s EU accession agenda. One o f  the key lessons from the 
implementation o f  SAPARD by NMS i s  that countries should start early to set up the 
institutions and structures required to manage EU pre-accession assistance for rural 
development. Albania i s  s t i l l  several years away from candidate status, and needs to think 

Getting an early start on reforming and strengthening agricultural institutions, 

share o f  large infrastructure projects Romania selected for financing. Romania was not particularly effective in 
committing i ts  SAPARD funding, perhaps because of the low level o f  administrative support. 

For example, under the transition measure for semi-subsistence agricultural holdings o f  the European 
Agricultural Fund for Rural Development (EAFRD), it i s  the NMS’ individual responsibility to define such 
holdings, including minimum and maximum size, revenue and size o f  marketable production. When defining 
minimum and maximum sizes for semi-subsistence farms, several NMS that selected this measure applied the 
classification scheme used by the European Commission (EC), which i s  based on the concept of Standard Gross 
Margins (SGMs). SGM o f  a crop or livestock item i s  the value o f  output from one ha or one animal less the cost 
o f  variable inputs. For each EU region the EC accords an SGM to more than 90 separate crop and livestock 
items. The methodology to determine the economic size o f  a farm (expressed in European Size Units (ESUs)) i s  
designed to identify activities present on the farm, determine the scale o f  each activity, calculate the SGMs, and 
divide the farm’s total gross margin by the value o f  one ESU-currently established at €1,200. NMS such as 
Poland and Hungary generally established a minimum size threshold of 2 ESUs for semi-subsistence farms in 
their 2004-2006 Rural Development Plans. Slovakia, Estonia and Lithuania laid down specific thresholds for the 
different agricultural activities that would qualify for EAFRD support. 
IO3 For collection o f  accountancy data on the incomes and business operations o f  agricultural holdings. 

I02 
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carefully before making significant investments in expensive and heavy bureaucratic 
structures that do not need to be in full operation until much closer to a future membership 
date, and investing in the human capacity required for building institutions and approximating 
agricultural policies to the Acquis. But it can look to future requirements as it formulates i t s  
agricultural policies and expenditure management frameworks and identifies areas for 
potential donor financing. Moreover, an approach o f  gradual phasing i s  recommended to 
provide opportunities to introduce and test systems to avoid the loss o f  EU funds. 
Accordingly, MAFCP has already taken several important steps in aligning i t s  institutions, 
structures and policies with EU requirements (paragraph 4.9 and Chapter 5). Moreover, 
Albania already has institutions with ex erience in administering a competitive grants 
program with similarities to IPARD's.'' Harnessing capacity from this program and building 
on it will facilitate the creation o f  the IPARD Paying Agency when this becomes a necessity. 

CREATING ABSORPTION CAPACITY AMONG BENEFICIARIES FOR RURAL DEVELOPMENT 
FUNDS 

4.14 
ensuring that potential beneficiaries have sufficient absorption capacity and that access 
i s  equitable. The experience o f  NMS highlights lack o f  absorption capacity as one o f  the 
main reasons for the relative underperformance o f  the SAPARD program. lo5 Building this 
capacity requires investments in three key areas: (a) public information campaigns, (b) 
application support for potential beneficiaries, and (c) rural credit markets. The costs o f  these 
investments i s  hard to determine and can vary widely. 

An important determinant o f  the success o f  rural development programs i s  

4.15 Future activities to ensure the success of the rural development program will 
include investments in public information campaigns to create sufficient demand for 
rural development funds, and ensuring that application procedures are well designed. 
Public information campaigns wi l l  have to be targeted at potential beneficiaries (farmers, rural 
entrepreneurs, and rural municipalities) to (a) inform them o f  the benefits and availability o f  
funding; (b) explain selection criteria and application requirements, potential sources o f  
financing and availability o f  advisory services (in the form o f  public and/or private advisory 
(extension) services);lo6 and (c) inform them about how these funds can be used to help fulfill 
EU market access requirements in food safety, sanitary, phytosanitary and veterinary 

IO4 The World Bank-financed Agricultural Services Project (ASP) aims to create an environment conducive to 
rural income growth by addressing the key constraints faced by Albania's emerging smallholder farmers in 
agricultural production, trade, and the functioning of land markets. I t  pursues these objectives by: (a) improving 
access o f  smallholder farmers to quality seeds through an improved seed regulatory framework, an enhanced role 
of the private seed sector, and the strengthening o f  public seed-related training and research; (b) supporting the 
establishment o f  a functioning land market through improved land registration and pilot initiatives for land 
consolidation; (c) improving participation o f  smallholder farmers in market activities through the development o f  
selected market infrastructure and active demonstration and facilitation o f  market linkages; and (d) improving 
the access o f  smallholder farmers to adapted technologies and increasing opportunities for diversified 

'Os European Institute Foundation, 2005. 

among the key reasons for a sub-optimal demand for SAPARD funds. European Institute Foundation, 2005. 

roduction, processing and marketing through community based technology pilots. 

In Romania, insufficient public awareness o f  eligibility criteria and difficult application requirements were 106 
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standards, environmental protection and animal ~e1 fa re . I ’ ~  MAFCP will also need to design 
rural development program/IPARD application procedures effectively, keep them simple and 
transparent, and enable farmers to access application support. In certain NMS, SAPARD 
application procedures and requirements were so complicated that farmers and rural 
entrepreneurs had great difficulties preparing proposals for assistance, especially small 
farmers with limited experience in preparing business plans. In Hungary, over ha l f  o f  the 
proposals were rejected in the first round because they did not meet procedural standards. In 
Croatia, only ten percent o f  applications could be accepted due to overly complicated 
procedures, which then had to be modified before the second call for applications. Various 
measures have been used to address this problem, including training courses for specialized 
consultants to help beneficiaries prepare proposals and business plans; assigning “village 
managers” to disseminate information and advise farmers on how to apply for SAPARD 
funds; and simplification o f  application procedures. 

4.16 Potential beneficiaries will need access to credit in order to meet pre- and co- 
financing requirements. lo* Many poorer farmers in the NMS could not access commercial 
bank loans and thus had great difficulty fulfilling pre- and co-financing requirements for 
SAPARD.lo9 As with Albania, lack o f  access to credit was often the result o f  an inability to 
use land as collateral and the banks’ perception o f  the risk involved. As a result, mostly 
wealthy agricultural enterprises were able to meet pre- and co-financing requirements and 
access SAPARD assistance. In view o f  this imbalance, governments in Romania and Poland 
devoted significant resources to  establish credit programs for SAPARD co-financing, e.g., 
interest rate subsidy schemes, in order to increase absorption levels. However, impact 
analyses reveal that these programs mainly financed larger agricultural enterprises rather than 
small and medium ones. These larger enterprises would have been capable o f  accessing 
SAPARD support even without the credit programs. As seen in Chapter 2, the availability o f  
rural credit in Albania i s  limited, especially for poorer farmers. The additional future need for 
rural credit weighs in favor o f  tackling the structural issues constraining rural credit markets, 
such as land titling to improve the security o f  collateral, development o f  land markets to 
improve the value o f  collateral, training banks to work with farmers and assess risk in 
agriculture and educating banks on forms o f  collateral such as grant schemes. 

4.17 Albania can already integrate some o f  the lessons and measures described above 
into ongoing policies to ease its EU accession path in the future. This includes (a) tackling 
structural issues associated with access to rural credit, which will help producers identify 

lo’ In the Czech Republic, information on SAPARD program requirements was promoted by the SAPARD 
Paying Agency using mass and other media, and seminars organized in cooperation with the Agrarian Chamber. 
In Latvia, potential beneficiaries received information through the media and workshops organized by the 
Agricultural Advisory and Extension Service. European Institute Foundation, 2005. 
’Os To successfully apply for SAPARD funds, potential beneficiaries had to prove their ability to raise two types 
o f  financing: (1) Pre-financing: SAPARD did not involve any advance payments, only reimbursing expenditures 
already made. Financing the investment required pre-financing by the beneficiaries who would then be 
reimbursed by the SAPARD Paying Agency. (2) Co-financing: The Community contribution could amount to up 
to 75% o f  the total eligible public expenditure, leaving 25% to be co-financed by the candidate country. For 
revenue generating investments, public aid could only amount to up to 50% o f  the total eligible cost, o f  which 
the Community contribution could amount to up to 75%, leaving 25% to be co-financed by the candidate 
country, and at least 50% by the private beneficiary. Source: European Commission, 1999. 
I O 9  Csaki, C., and Kray, H., 2005. 

59 



sources o f  pre- and co-financing for IPARD, and (b) continuing to channel government 
assistance to farmers through competitive grant procedures to raise awareness and capacity 
among farmers for absorbing these sources o f  assistance. 

DEVELOPING AGRICULTURAL POLICY IN LINE WITH EU AGRICULTURAL POLICY 

4.18 
its future rather than its current form. If and when Albania becomes an EU member, the 
government will need to have i t s  agricultural support policies aligned with the CAP. The CAP 
i s  currently in the process o f  transforming from predominantly production-linked support (so- 
called Pillar l) towards direct payments that are de-coupled from production levels and 
replaced by a single farm payment that i s  conditional on respect for food safety, animal 
welfare and environmental standards (“cross-compliance”) (Pillar 2-type support). This 
allows farmers to be more responsive to market signals than to  government market 
interventions. In addition, the EU i s  now attaching greater importance to rural development 
support measures. This shift i s  most clearly demonstrated by the substantial increases in the 
budget for the EAFRD envisaged for the period 2007-20 13. This i s  expected to r ise annually 
to reach €10.5 billion, or almost 26 percent o f  the total CAP budget, in 2013 (see F i  ure 7 )  
(previously the second pillar accounted for only 10-1 1 percent o f  the CAP budget). ‘lo These 
increased rural development expenditures will be financed mainly through reductions in the 
direct payments for bigger farms. In i t s  future form, the CAP may thus provide a model for 
effective and non-trade distorting agricultural support; as such, it constitutes a critical 
reference point for Albania in relation to i t s  own agricultural policy reform process. 

Albania should align its policies and institutions as appropriate with the CAP in 

4.19 
remain appropriate for its own challenges and it own current situation. Albania faces 
very different challenges in the agricultural sector than EU countries, such as the need to 
increase productivity among producers, improve quality, and strengthen marketing. Therefore, 
i t s  agricultural policies need be appropriate for the challenges currently facing the agricultural 
sector, rather than an overly hasty adoption o f  CAP principles that are aimed at addressing 
different problems facing EU farmers. In addition, Albania’s agricultural support programs 
are already relatively non-distortionary, providing it with a good starting point for aiming 
toward the future CAP. It will be many years before Albania has to align i t s  support to the 
CAP for EU accession purposes, and the government should take a carefully considered 
approach to aligning policies to ensure that they are suitable for the Albanian context. 

At the same time, Albania should ensure that its agricultural policies and reforms 

‘lo Expenditures under the first pillar o f  the CAP are expected to be brought back to €40.6 billion in 2013. 
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2000 2005 2013 

Sources: European Commission, 2003; European Commission, 2005c; European Parliament, Council, European 
Commission, 2006. 

4.20 The costs of developing the agricultural institutions and structures required to 
access CAP funds are significant. As mentioned earlier, candidate countries need to have 
put in place an IACS, AIS, and Food Safety Agency before they can receive CAP benefits. 
Implementation o f  an IACS and especially an FADN has proven to be one o f  the most 
complex and technically demanding aspects o f  joining the EU. Sufficient appropriate 
technical expertise also needs to be sourced. 

4.21 The issues outlined in this chapter and in various EU Progress Reports are 
extensive, but integrating EU requirements into ongoing reforms in a thoughtful manner 
will help Albania in promoting a viable and productive agriculture sector. Albania i s  s t i l l  
far from fulfil l ing these requirements, but MAFCP has taken some steps in aligning i t s  
institutions and structures with EU demands, especially with respect to i t s  information base. 
Small pi lot projects are in place to set up a livestock and farm registry; software to digitalize 
the data i s  expected to  be ready by the end o f  2007. MAFCP will start a land registry project 
in 2007 and has developed an improved questionnaire for annual surveys.'" Given the limited 
resources o f  MAFCP, such a pilot project approach i s  appropriate. Moreover, Albania should 
adopt a carefully phased and timed strategy for progressive compliance with EU 
requirements, focusing f i rst  on activities that will strengthen the agriculture sector and lay the 
groundwork for meeting pre-accession requirements. They include statistics, land registration, 
a food safety system that facilitates exports, and preparation for IPARD. When there i s  a clear 
timetable for accession, Albania can begin to focus on the development o f  an IACS and 
formulate a fully-EU compliant Rural Development model. While Albania i s  taking important 
steps towards fulfilling many EU requirements, further efforts are needed to embed these 
projects in a broader strategy for the agriculture sector to ensure their continuity. Sustained 
effort i s  needed to continue reforming and strengthening domestic agricultural institutions, 

European Commission, 2006c. p38 il l 
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structures and policies. Importantly, MAFCP could support these initiatives with assistance 
available under the Transition Assistance and Institution Building component o f  IPA. Albania 
could also learn from the experience o f  NMS and make full use o f  current and future 
assistance provided under the IPA as well as under the EU’s Technical Assistance and 
Information Exchange Instrument (TAIEX), and identify needs for donor financing. If used 
wisely, Albania may avoid many o f  the problems encountered by previous accession 
countries, and facilitate the transition process in i t s  agriculture sector. 

62 



5. BETTER MANAGEMENT OF PUBLIC EXPENDITURES IN 
AGRICULTURE 

5.1 
public spending for agriculture over the period 2002-2006, and assesses its effectiveness 
in tackling the constraints and challenges analyzed in previous chapters. The chapter first 
looks at the overall government management o f  expenditures, composition and trends, and 
distribution between different levels o f  government. I t  then looks at public budget planning, 
management, and execution for agriculture, including linkages between agricultural policy 
and strategy and public expenditures. This i s  followed by an assessment o f  the effectiveness 
and composition o f  public expenditures in agriculture by category, and an analysis o f  the level 
o f  expenditures. I t  provides recommendations on how to improve the effectiveness and 
efficiency o f  public spending in achieving the government’s policy goals. I t  i s  intended that 
this analysis will inform future decisions over priority public expenditures for agriculture, 
including shifts in expenditure allocations and other measures necessary to make the most 
effective and efficient use o f  government budgetary resources. 

This chapter provides a sector-wide picture o f  the magnitude and structure of 

SUMMARY OF RECOMMENDATIONS 

5.2 Take measures to improve the impact of ongoing public expenditures in 
agriculture on addressing the constraints outlined in previous chapters. First and 
foremost, this includes improving public expenditure planning, management and execution, 
and improving the effectiveness o f  specific expenditures. This should take place within a 
broader effort to improve overall management o f  government expenditures, including 
government capacity to predict revenues. Only when public resources are being spent 
effectively should the government consider increasing the quantity o f  public resources 
available for the agriculture sector. 

5.3 Improve budget management within MAFCP. This includes improving the link 
between policy planning and budgeting functions in MAFCP; improving management o f  
budget resources within MAFCP across the budget cycle; improving accounting mechanisms 
and monitoring and evaluation to ensure the effectiveness o f  expenditures and make the case 
for increased budget allocations for agriculture; improving sustainability o f  irrigation and 
drainage infrastructure investments, including infrastructure reforms; improving prioritization 
o f  investments; and reallocating inefficient expenditures. 

5.4 Be selective and strategic when choosing and sequencing other areas for 
investment, and avoid areas where the private sector may have an advantage. Increase 
overall government spending on infrastructure, infrastructure maintenance and public 
services, and focus on public goods or investments with strong public good characteristics 
such as infrastructure or knowledge creation. 
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GENERAL ISSUES IN PUBLIC EXPENDITURE MANAGEMENT’ l2 

5.5 
proliferation o f  strategy documents and policy initiatives in recent years has put a heavy 
reporting burden on l ine ministries.’ l3 These strategies have remained fragmented and mostly 
disconnected from the budget process, without clear cost implications o f  proposed measures 
or activities. Policy prioritization i s  limited and the government has not been able to develop a 
true policy orientation in the public budget. In April 2005, the government decided to 
implement an Integrated Planning System (IPS) to serve as a unifying framework for the 
various existing strategies and introduce greater coherence to government policy and strategy 
formulation.’ l4 This should help strengthen strategic planning and public expenditure 
management through improved prioritization o f  budget allocations, with a gradual move 
towards linking resources to outcomes and performance-based budgeting. Meanwhile, the 
new National Strategy for Development and Integration (NSDI) will provide a single 
comprehensive government program, including initiatives such as European integration. The 
initial focus o f  the IPS during 2006 and early 2007 was to establish central  structure^"^ and 
prepare a set o f  sector and crosscutting strategies on which the NSDI will be based. 

Public expenditures need to be linked more effectively to policy objectives. A 

5.6 
planning, but more improvements are needed. In 2000, the Government introduced a 
Medium-Term Budget Program (MTBP)’ l6 to move away from traditional incremental 
budgeting practices and adopt a more policy-led approach to the allocation o f  public 
resources, to be linked to the national priorities defined in the NSDI. Since 2003, new 
economic and program budget classifications have facilitated a more strategic approach to 
resource allocation within spending agencies; in 2005, all ten major sector ministries 
presented a budget classification by programs based on sector strategies.’ l7 In spite of this 

The government has made progress on improving medium-term budget 

‘I2 This section draws heavily on World Bank, 2006f. 

document o f  the government o f  Albania, and i s  based on three pillars: (i) improving governance; (ii) promoting 
private sector development; and (iii) fostering human resource development. Other strategy documents 
elaborated since 2000 include the EU Integration Strategy; a three-year Government National Action Plan 
(GNAP); and a number o f  sector and crosscutting strategies. 

‘ I 5  A new Department o f  Strategy and Donor Coordination (DSDC), located within the Council o f  Ministers, i s  
responsible for coordinating the implementation o f  the IPS across the government and for the preparation and 
monitoring o f  the NSDI. Two inter-ministerial committees oversee the IPS: (i) a Strategic Planning Committee 
that decides on high-level policy priorities, and (ii) a Government Modernization Committee that approves 
details o f  the IPS and monitors its implementation. 
I I6  The term used for Albania’s medium-term expenditure framework. 
‘ I 7  Five ministries also initiated the implementation o f  new budget preparation procedures that had been tested in 
previous years, including “Program Policy Review” and “Program Expenditure and Investment Planning”. The 
“Program Policy Review” requires participating ministries to provide structured and systematic policy 
statements for each o f  their programs (including program policy goals, objectives and standards). The “Program 
Expenditure and Investment Planning” requires ministries to prepare expenditure plans to the level of Article for 
a three-year period. The concepts underlying these procedures were tested during MTBP preparation in 2003 in 
the Ministries o f  Health, Education and Agriculture. Detailed procedures were prepared based on the lessons 
from this exercise and were piloted in the same ministries, plus the Ministry o f  Labor and Social Affairs in 2004. 
Those four ministries, plus Territorial Adjustment and Tourism, have implemented the procedures as part o f  
MTBP preparation in 2005. Due to changes in government following the 2005 elections, the 2006-08 MTBP was 
not submitted for approval by the Council of Ministers. The new government was restructured and reduced in 

The National Strategy for Socio-Economic Development (NSSED), adopted in 2001, i s  a main strategy I I 3  

The new government committed itself in November 2005 to introducing the IPS. 

64 



significant progress, effective medium-term budget planning has been constrained by several 
factors, including difficulties in strengthening capacities in the General Budget Directorate o f  
the Ministry o f  Finance (MOF) and other relevant budget and planning departments in line 
ministries; the lack o f  systematic costing and integration into the MTBP process o f  the 
Government's various policy and strategic initiatives (e.g., NSSED, GNAP, EU Integration 
Strategy); insufficient progress in integrating the planning o f  recurrent and capital 
expenditures and lack o f  consideration o f  recurrent costs arising from investment projects in 
the budget planning process; and over-optimistic revenue forecasts, resulting in significant in- 
year budget cut-backs. Efforts to establish a more predictable and policy-led budget process 
through the MTBP and program budgeting have been undercut, and spending patterns have 
been slow to adjust to new policy and program priorities. The IPS i s  a response to this, and 
starting in 2005 a more prudent approach to revenue forecasting has also been followed, 
narrowing the gap between forecast and actual revenues. 

5.7 
made in modernizing the Treasury system. However, the coverage and quality o f  budget 
reporting remains weak, particularly the reporting o f  expenditures on externally financed 
projects (the majority o f  grant-financed investment projects are s t i l l  not recorded in the 
government accounts). In addition to in-year budget cuts and resulting reallocations, other 
weaknesses in procurement processes l8 and cash management-for example absence o f  
commitment control, and overly-conservative setting o f  cash release allocations by the MOF 
during the first part o f  the fiscal year-seriously undermine the utility o f  the budget as a 
predictable tool for policy implementation. They also undermine the overall efficiency o f  
public spending, especially for investment and quality public services. In addition, while audit 
and parliamentary oversight arrangements are sound in design, their effectiveness i s  severely 
limited by capacity constraints. 

Budget execution remains weak. On the budget execution side, progress has been 

5.8 
problems. Local governments are severely constrained by weak capacity and resources.' l9 
Excessive fragmentation leaves smaller communities short o f  financial resources and the 
administrative and technical capacities necessary to implement policies and operate public 
services efficiently'*'-a difficulty exacerbated by internal migration. Weaknesses are 
particularly acute in the area o f  budgeting. Accounting procedures are not uniform, planned 
and executed budgets usually diverge, auditing (if any) i s  not regular, and monitoring and 
evaluation are practically non-existent. Twelve regional governments are expected to play a 
mainly coordinating role (Annex By Table B4), but in practice their functions remain 
unclear-they cannot count on fiscal autonomy and the central and first-level local 

Poor capacity and confusion o f  roles at the local government level create further 

size (14 ministries instead o f  16), with a corresponding new sector structure (23 line and 10 cross-cutting 
sectors). 
' I 8  Joint assessment under the recent Public Expenditure and Institutional Review (PEIR) and the Country 
Fiduciary Assessment Update (CFAU) conducted by the World Bank indicates a lack o f  competition in domestic 
contract award and management, including regular resort to direct procurement, with a loose control 
environment resulting in corruption, unduly high unit costs, and the misuse o f  public funds. 

I 2 O  Despite its small size and a total population o f  only about 3 million, Albania i s  formally divided into 374 
first-level local self-government units (65 municipalities mostly urban, and 309 communes). Over half o f  the 
communes have less than 5,000 inhabitants. 

l 9  See Annex B Table B4 for details on the structure and budget process for local government. 
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governments are reluctant to delegate functions to them. The definition o f  competencies and 
distribution o f  responsibilities between central and local governments need further 
clarification to avoid inefficiencies and duplication or under-provision o f  services. A specific 
issue i s  the central government’s responsibility for capital investment, while local 
governments are responsible for operation and maintenance (O&M). Another constraint on 
decentralization i s  the still-limited fiscal autonomy o f  local government uni ts ,  in spite o f  the 
fiscal reform approved in December 2002.’21 Complementary funding o f  local budgets i s  
provided by transfers and grants from central government, which are often based on unclear 
or regressive criteria and subject to political and bureaucratic influences. 

5.9 Overall budget management needs to improve. General government spending at 
about 29-30 percent o f  GDP puts Albania in a group o f  European countries with relatively 
small governments. The budget deficit has declined from about 13.1 percent o f  GDP in 1997 
to around 3.4 percent in 2005, a result o f  efforts by successive governments to improve 
revenue collection, accelerate privatization and end subsidies and soft loans to state-owned 
companies. 122 However, the nominal budget deficit does not include state enterprise deficits 
or quasi-fiscal deficits, including an accumulation o f  arrears from water companies towards 
other budgetary and non-budgetary institutions. Albania’s pattern o f  deferred maintenance in 
several infrastructure sectors, including roads (see below) i s  creating future liabilities in terms 
o f  reconstruction and rehabilitation costs, while the pension system i s  unsustainable and runs 
a significant risk o f  bankruptcy in the medium term without major reform. High interest 
payments continue to crowd out primary spending. There i s  increasing rigidity in the structure 
o f  spending, with non-discretionary spending (including debt service, wages and salaries and 
transfers to social security) rising from 57 percent o f  the budget in 2000 to 63 percent in 2005. 
This constrains the government’s ability to allocate expenditures according to development 
and sectoral priorities. 

AGRICULTURE BUDGET PLANNING, EXECUTION AND MANAGEMENT123 

5.10 The government i s  preparing a new strategy for the agriculture and food sector, 
and for rural development. The IPS includes elaboration o f  a Sector Strategy o f  Agriculture 
and Food (SSAF), and a crosscutting Inter-Sectoral Rural Development Strategy o f  Albania 
(ISRDSA)).’24 As discussed in Chapter 4, this i s  an important step to begin integrating EU 

The fiscal reform package o f  December 2002 reorganized the assignment o f  revenue sources by redefining 
some previously national taxes as local taxes, creating new local taxes and fees, reclassifying and rationalizing 
the previously existing fees, and eliminating the existing local turnover tax. 
‘22 With the exception o f  a few companies such as the Albanian Power Corporation (KESH). 
‘ 23  The Ministry o f  Agriculture, Food and Consumer Protection (MAFCP) i s  the key spending entity in the 
agriculture sector. The analysis in the following sections i s  based on MAFCP’s expenditures, as reported by its 
Budget and Finance department. Some differences with general data on functional distribution o f  Albania’s 
budget (Annex B Table B6) are due to the inclusion o f  MAFCP’s general administrative costs under the category 
“general public services” in the overall functional classification. 
‘24 The new draft SSAF (MAFCP, 2007a) emphasizes the following strategic priorities: (i) increasing financial 
support for farms, agricultural and agro-processing businesses; (ii) improving the management, irrigation, and 
drainage o f  agricultural land; (iii) improving the marketing o f  agricultural and agro-processing products; (iv) 
increasing the level and quality o f  technologies, information, and knowledge o f  farmers and agro-processors; and 
(v) increasing the quality and food safety o f  agricultural and agro-processing products. Underpinning these 
priorities are the following strategic goals: (i) sustained management o f  land, as a basic component o f  sound 
agricultural development; (ii) higher employment, incomes, and standard o f  living for farming households; (iii) 
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requirements into ongoing reform o f  public institutions. The government recognizes that 
strategies for rural areas have to go beyond improving agricultural productivity; they should 
also ensure increased access to better quality rural services (education, health, social 
protection), potable water supply and sanitation, and rural transport infrastructure. Rural 
development strategies must also seek diversification o f  the rural economy and increase 
employment in and revenues from non-agricultural activities. MAFCP has been designated as 
the lead ministry for preparation o f  the ISRDSA.I2’ In preparing i t s  sector strategy, MAFCP 
should be very strategic in identifying policy priorities, rather than taking on an overly 
ambitious agenda. 

5.1 1 
MAFCP, which hurts the overall budgeting process. MAFCP has been one o f  the leading 
ministries in implementation o f  the MTBP , but a disconnect between policy planning and 
budgeting functions remains (paragraph 5.3). Sector working groups and committees set up 
for strategic planning and policy formulation126 are loosely structured, rarely convene (e.g., to 
meet deadlines imposed by the NSSED annual reporting timetable), and in some cases have 
met only once or twice (e.g., the inter-ministerial committee on rural development). Budget 
and finance staff responsible for preparing MTBP and budget submissions are not entirely 
familiar with key sector reform initiatives and their implications for budget planning, so the 
traditional practice o f  incremental budgeting (Le,, based on expenditures in previous years) 
continues. Weaknesses in budget planning and execution can be seen in the fairly large 
discrepancies between the initial planned amounts (allocations at beginning o f  the budget 
year), final planned amounts (allocations after budget rebalances during the year), and actual 
expenditures. This reflects general constraints in Albania’s budget system and internal 
weaknesses specific to MAFCP. Improvements in budget planning and management are 
important not only to improving the effectiveness o f  public spending but also in the context o f  
EU requirements (Chapter 4). 

There i s  a crucial disconnect between policy planning and budgeting functions in 

5.12 Difficulty in predicting revenues creates uncertainty in the discretionary budget, 
exacerbating poor planning. Between 2002 and 2005, overall domestic revenue collections 

~~ ~~ ~ ~ 

increased agricultural and agro-processing efficiency through productivity enhancement and a higher product 
quality ; (iv) guaranteed higher food safety standards for all the population; and (v) improvements in agricultural 
marketing. 

MAFCP i s  responsible for al l  matters related to agriculture and food production. This includes overseeing 
management o f  agricultural (cultivated) land, irrigation and drainage. The management o f  other natural 
resources, including forests, pastures and fisheries, falls under the Ministry o f  Environment, Forestry and Water 
Administration (MEFWA). MAFCP’s central administration i s  currently organized into four general 
directorates: Agricultural Policies, Resource Management and Services, Food Safety and Consumer Protection, 
and Support Services. Following the appointment o f  a new government in September 2005, Albania’s ministerial 
structure was reorganized and down-sized. The total number o f  central staff was 125 employees in March 2006, 
down from about 170 in 2005. A number o f  field institutions-including 12 regional directorates and several 
specialized agencies or institutes-also report to MAFCP. Detailed data on MAFCP’s organizational structure, 
public expenditures and other relevant indicators are provided in Annex B. Other ministries expected to 
participate in the rural development strategy include the Ministry o f  Economy, Ministry o f  Environment, 
Ministry o f  European Integration, Ministry o f  Finance, Ministry o f  Interior, Ministry o f  Public Works, and 
Ministry o f  Tourism. 
‘26 For example, the working group for the agriculture sector expenditure strategy established in 2000 under the 
MTBP process; the ad hoc technical sector working group TSWG to contribute to drafting and follow-up o f  the 
NSSED; and the inter-ministerial committee for the rural development strategy established in 2003. 
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in Albania averaged 4.4 percent less than budgeted levels, meaning that discretionary 
spending budgets had to be cut significantly. In 2003, MAFCP’s final allocation under the 
central government budget was reduced by 5.7 percent from i t s  initial allocation, at the 
expense o f  allocations for O&M and investment projects. In 2006, higher than expected 
revenues in the first half o f  the year allowed the government to prepare a supplementary 
budget, which was mainly aimed at increasing capital investment-and MAFCP’s final 
allocations increased by 37.4 percent from i t s  initial level. This increase was allocated mainly 
to items recorded under O&M (which also appear to include some subsidies, rather than 
investment projects-though there i s  a lack o f  clarity on what the O&M expenditures are for). 

5.13 One result of  this unpredictability i s  under-spending of planned budget 
allocations, equating to mismanagement of resources and the need for an improved 
management cycle. MAFCP’s total actual spending has gone down from 100 percent o f  i t s  
final allocation in 2002 to around 98 percent in 2003, 86 percent in 2004 and 67 percent in 
2005. Final figures for 2006 are not yet available, but MAFCP spending over the first eight 
months o f  the year amounts to only 41 percent o f  total final allocations. Although spending i s  
traditionally concentrated in the second half o f  the year, especially for investment  project^,'^' 
i t seems unlikely that MAFCP’s budget execution rate wi l l  be satisfactory in 2006. 

5.14 External financing tends to suffer most. During 2002-2005, under-execution o f  
spending was concentrated overwhelmingly in external financing, reflecting difficulties in 
forecasting disbursement and expenditure levels on externally financed projects. This i s  the 
result o f  over-optimistic forecasts and unrealistic budgeting by MAFCP project and central 
staff; under-reporting o f  actual expenditures from foreign sources (especially grants); lengthy 
procurement and disbursement procedures from foreign donors and/or insufficient familiarity 
o f  project staff with these procedures (especially following changes in staff or changes in 
priorities under the new government following the 2005 elections). 

5.15 
improved to increase the transparency of the budget process. MAFCP’s budget i s  
presented both by economic classification (Le., between personnel expenditures, O&M, 
subsidies and investments) and on a functional basis. MAFCP activities are implemented 
under seven programs: (a) Planning, management and administration; (b) Agricultural and 
food safety inspections and services and consumer protection; (c) Irrigation and drainage 
infrastructure; (d) Support to agricultural, livestock, agro-industrial production and marketing; 
e Research and extension; ( f )  Management o f  natural resources; and (g) Rural development. 

128 Planning and recording o f  expenditures on the basis o f  economic as well as functional 
classifications i s  useful to enable analysis o f  MAFCP’s budget. However, the allocation o f  
expenditures among categories and the definition o f  functional programs remain rather rough 
and could be improved. All foreign contributions (from donors or lending agencies) are 
considered investments, even when they belong to other economic categories and include 

Allocation of expenditures among functional and economic categories could be 

Over the first eight months o f  2006, MAFCP spending on investments alone was only 32.5% o f  the total 
annual allocation. 

Details o f  planned and actual expenditures by  economic and hnctional classifications are given in Annex B, 
Tables B6-Bl2. Prior to 2003, there was a separate program on “land reform and administration”. Also in 2004 
and 2005, there were two different programs respectively for research and extension, which have been merged in 
the functional classification starting in 2006. 

127 
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activities that require continued government funding after completion o f  the externally 
financed project (e.g., ongoing personnel and operating costs). Some external projects have 
several components linked to different programs, yet the entire project i s  classified under one 
main functional program. Personnel expenditures for field extension staff are not included in 
the “Research and extension program.” Instead al l  personnel expenditures for MAFCP field 
staff incurred by regional directorates are recorded under the “Agricultural and food safety 
inspections and services and consumer protection” program. Finally, while farm subsidies are 
undoubtedly extremely modest, it i s  unclear where some of them are recorded in the economic 
classification (possibly under O&M or investment). This reduces transparency o f  the budget 
and will need to be corrected in the future, especially in the event o f  a possible future increase 
in farm subsidies in the context o f  EU integration prospects. 

5.16 
public expenditures in agriculture are currently rather low (paragraph 5.49, the impact o f  
current expenditures could be significantly improved with better capacity in MAFCP. 
Improving the impact o f  public expenditures in agriculture i s  also important prior to receiving 
potentially sizeable EU assistance funds (Chapter 4). Substantial support will be required 
(technical assistance, IT  systems, etc.) in the future for improving MAFCP capacity. I t  will 
also be important for MAFCP to develop its capacity to plan, monitor, and evaluate the effect 
o f  policies. Given the limited availability o f  resources, improved analytical capability to select 
the most appropriate investments i s  also extremely important. 

Capacity to manage public expenditures in MAFCP needs to improve. Although 

AN ASSESSMENT OF PUBLIC EXPENDITURES IN AGRICULTURE 

5,17 
with expenditures outside MAFCP and then looking at MAFCP expenditures. 

This section analyzes the effectiveness o f  public expenditures in agriculture, starting 

1. Non-Agricultural Expenditures 

5.1 8 
agriculture, like infrastructure and public services, needs to be improved. The 
distribution o f  spending across and within sectors o f  government as well as the quality and 
efficiency o f  spending need improvement. 12’ This will require continued improvements in the 
institutional framework for translating policies into budget plans and ensuring effective 
execution. The World Bank’s recent “Public Expenditure and Institutional Review” highlights 
the several shortfalls in public expenditure that have direct negative impacts on the 
agricultural sector, as detailed below. 

The institutional framework for expenditures outside MAFCP that affect 

5.19 
countries, serious bottlenecks persist in key infrastructure sectors. The electricity 

While the level of public investment in infrastructure i s  in line with comparable 

Under the 2006 budget and medium term fiscal framework, the government’s strategy-as outlined in the 
Memorandum o f  Economic and Financial Policy (MEFP) concluded with the IMF in July 2006-is to strike a 
balance between debt reduction and the need for growth-enhancing and poverty-reducing expenditures. Over the 
program period, total expenditures relative to GDP are programmed to be contained at 30 percent o f  GDP. 
Within this envelope, capital spending will increase by 2.25 percentage points o f  GDP. Additional allocations 
under the supplementary budget tabled in July 2006 (based on additional revenue gains and unbudgeted 
privatization receipts) have been allocated largely to infrastructure projects, primarily road construction. 
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transmission and distribution systems require immediate upgrading; water and sanitation 
systems need replacement and expansion to increase very l o w  levels o f  access, especially in 
rural areas; and about 67 percent o f  the national network and an estimated 80-85 percent o f  
rural and local municipal roads are in poor ~ondi t ion. ’~ ’  These are al l  areas that hold back 
agricultural competitiveness (Chapters 1 and 2). Solutions include reducing inefficiencies, 
generating savings through sector reforms, and encouraging private sector participation in 
infrastructure investment . 
5.20 
future contingent liabilities, and likewise has a significant effect on agricultural 
competitiveness. There i s  no systematic allocation o f  appropriate O & M  allowances for new 
investment projects, and over-emphasis on expansion versus O & M  has perpetuated the poor 
condition o f  Albania’s road network in particular. Spending on maintenance i s  some 40 
percent lower than the amount required, creating a backlog o f  almost US$45 mi l l ion (0.5 
percent o f  GDP). 

Critical under-spending on maintenance in the road and water sectors i s  creating 

5.21 
education and health, severe under-funding o f  non-wage inputs leads to l o w  levels o f  
education attainment and inadequate health care, and both sectors require adjustments o f  
intra-sectoral allocations (reallocation from primary to secondary education, increases in 
preventive care and key public health functions). Poor public services in rural areas need to be 
addressed as part o f  rural development (Chapter 1). 

Public services are also neglected. Non-wage recurrent spending i s  generally low. In 

5.22 
spending in Albania i s  also very inequitable, with stark variations in expenditures and 
outcomes at the local level (especially in health, education and water sectors) (Chapter 1). 

Government spending is  inequitable between different regions. Government 

2. Public Investments in Agriculture 

5.23 
MAFCP expenditures. Three main programs account for the bulk o f  MAFCP spending (80- 
90 percent in recent years). The “Irrigation and drainage infrastructure” and “Support to 
agricultural, livestock, agro-industrial production and marketing” programs have been the 
largest, both composed largely o f  investments (Figure 8). The “Agricultural and food safety 
inspections and services and consumer protection” program i s  the third largest, and significant 
increases are planned. The decrease in the “Management o f  natural resources” program is 
linked to the reallocation o f  responsibilities among ministries, and with the creation o f  a new 
Ministry o f  Environment in 2001. “Rural development” activities at MAFCP also decreased 
significantly in the early 2000s, but are expected to resume. The ‘Research and extension’ 
program accounts for only about 3-5 percent o f  total MAFCP spending. 

Investments in irrigation and drainage infrastructure account for the bulk of  

This compares with 22 percent o f  the national networks in Croatia and Bosnia and Herzegovina. I30 

70 



Figure 8. The bulk o f  MAFCP expenditures are investments in irrigation and drainage infrastructure. 
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Irrigation and Drainage 

5.24 
needed. As discussed in Chapter 2, access to irrigation i s  s t i l l  a constraint on agricultural 
competitiveness. Since 2002, the “Irrigation and drainage infrastructure” program has 
accounted for 40-50 percent o f  MAFCP’s total spending, and 50-65 percent o f  total MAFCP 
investment. Large inter-annual fluctuations in the size o f  this program, mainly i t s  investment 
component, reflect variations in foreign funding. During the period reviewed, external 
funding has been devoted almost entirely to irrigation investment, whereas the government 
has continued to finance investments in drainage and flood control. Substantial institutional 
change and improvements, especially in O&M, have been implemented in the irrigation 
sector. Water Users Associations (WUAs) have now largely taken over the management of 
irrigation ~ysterns’~’ and sustainability has improved. The government has largely ceased 
financing O&M o f  irrigation facilities, except for maintenance o f  a few small schemes not yet 
taken over by the WUAs. 13* Cost recovery from farmers has increased and it now covers the 
costs o f  operation and short-term maintenance. 133 However, full sustainability wi l l  be 
achieved only when farmers contribute to long-term maintenance and repair. 134 Only a few 
WUAs have made initial steps toward this. More information needs to be made available 
regarding collection rates, how resources are used, and the level needed to ensure adequate 

Sustainability o f  the irrigation sector has improved, but significant work i s  still 

Irrigation infrastructure i s  still owned by the state. 
This practice was to be discontinued in 2006 as all irrigation schemes would be transferred to W A S .  

131 

132 

However, MAFCP receives exceptional transfers from the budget every year to deal with “emergencies” (which 
have in the past been ordinary activities). Therefore, MAFCP has not entirely left the sub-sector to W A S  and 
FWUAs. 

’34 This will cost an additional US$ 10-15 per ha. 
Cost recovery from farmers has increased from about US$2/ha in 2000 to about US$5-7/ha in 2004. 133 
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expenditures on O&M. There i s  also a need to strengthen the MAFCP's capacity to provide 
training and support to WUAs. Until now, this function has been carried out by the project 
management unit o f  the World Bank-financed Water Resources Management Project, outside 
the Ministry's regular structure. 

5.25 
control sector. A total o f  17 Drainage Boards (DBs), formed since 2003 by restructuring the 
former Water Enterprises, are now responsible for drainage and flood management.'35 Ma in  
stakeholders (including farmers, local governments and business entrepreneurs) participate in 
their management, with supervision by MAFCP. The DBs are responsible for identifying 
priority drainage investments, preparing and implementing business plans and monitoring 
impacts, and are expected to work in partnership with the government on flood protection. 
Until 2005, part o f  the personnel'36 expenditures o f  DBs was financed under the MAFCP 
budget (ALL 86 mi l l ion in 2005 for 11 out o f  17 DBs). Although this practice ceased in 2006, 
all DBs continue to receive substantial amounts o f  subsidies to cover O & M  costs o f  drainage 
and flood control infrastructure (ALL 610 mi l l ion in 2005 for al l  17 DBs, ALL 500 mi l l ion 
planned for both 2006 and 2007). Most DB activities are non-exclusive public goods, such as 
flood protection and erosion protection, making it difficult to recover costs from beneficiaries. 
Nonetheless, the involvement o f  beneficiaries in DB management i s  having positive impacts, 
such as prioritization o f  budget allocation and increasingly efficient use o f  public budget 
funds. 

Progress i s  also being made on institutional reforms in the drainage and flood 

5.26 
irrigation and drainage i s  necessary and can be very high. This makes i t  al l  the more important 
that priorities for investments are clearly defined and selectivity applied to ensure that they 
have an impact commensurate with their cost. Some irrigated areas rehabilitated in the late 
1990s have not been used by  farmers, for reasons including rapid urbanization and resulting 
loss o f  arable land, and limited availability o f  electricity at pumping stations due to changing 
local energy priorities. Since then, progress has been made on selecting rehabilitation areas 
based on farmers' demand and commitment to irrigated agriculture. Sti l l , potential demand 
may well exceed economically justified schemes, since farmers make no contribution to 
investment costs and cover only part o f  long-term O&M costs. In the drainage and flood 
control sector, specific studies are needed to prioritize investments and define the overall 
financial envelope. So far, funds spent by the government on drainage and flood control have 
been scattered over a large number o f  projects. Delays have been common and the results 
disappointing. In 2006, joint efforts were launched with the DBs to concentrate investments in 
priority areas (e.g., Lezhe area). This will need to be continued in the future, along with a 
consolidation and reduction in the number o f  investment projects. Improved analytical 
capacities are needed to help select the most appropriate investments. 

Greater prioritization i s  needed in planning future investments. Investment in 

During the socialist period, the state-owned, district-based Water Enterprises (36 in total) had sole 135 

responsibility for operation, management and maintenance o f  the entire irrigation and drainage sector. They were 
directly controlled by the Ministry o f  Agriculture without any consultation with direct beneficiaries for drainage 
and flood control. 

Total number of  employees o f  the DBs i s  1,071 as o f  2006, following a reduction o f  about 20% compared to 
2005. Further reduction in the number o f  staff could be envisaged, to be accompanied with modernization and 
equipment. 

I36  
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5.27 Transparency in the use o f  investment funds needs to be improved. Efficiency in 
the use of public resources depends on competitive and transparent procurement practices. In 
irrigation and drainage, as well as in other sectors o f  the economy, Albania’s record on these 
aspects has been particularly weak. Farmers complain about the lack o f  transparency in 
MAFCP investments, and this has been a main reason for implementing donor-funded 
irrigation projects through a separate project management unit. 

5.28 
Efficiency and productivity growth in the agriculture sector depend as much, if not more, 
upon improvements in the wider policy and institutional environment, as upon the provision 
and levels o f  spending on publicly funded investments, subsidies and farm services. In this 
regard, Albania has made substantial progress on the institutional side, in particular on 
improving the O & M  o f  state-financed irrigation facilities, by transferring responsibilities for 
management and financial contributions for O & M  to water users. 

Institutional improvements enhance the effectiveness of  these expenditures. 

Other Public Investment 

5.29 
marketing includes a broad and diverse range of activities, which need to be examined 
carefully. After irrigation and drainage, the bulk o f  public investment in the agriculture 
budget i s  made under the program “Support to agricultural, livestock, agro-industrial 
production and marketing”. This includes a very diverse range o f  activities, reflecting the 
government’s desire to tackle constraints to competitiveness on all fronts, but making it 
difficult to  analyze. Investments in recent years include wholesale market infrastructure to 
facilitate marketing o f  agricultural products, and activities carried out under the World Bank- 
supported “Agricultural Services Project.” Another important source o f  financing i s  the 2KR 
project supported by Japanese bilateral aid, which has involved sales o f  tractors and 
machinery through subsidized credit to farmers. Policy objectives o f  this program for the next 
few years include fostering private investment in milk collection centers, strengthening 
marketing channels and increasing farmers’ access to the cash economy, and fosterin private 
sector investment in horticultural processing and in viticulture and wine production.” Loans 
for investment in agro-processing are expected to be made available through a revolving fund 
for investment in processing facilities in dairy, horticulture, viticulture, and olive production. 
Construction o f  new wholesale markets and rural markets i s  also foreseen in the Medium- 
Term Budget Program (MTBP). In an attempt to increase private investment in vineyards, 
fruit trees and olive production, MAFCP has allocated funds for investments in these 
activities (and possibly the credit fund envisaged in the MTBP) in the 2006 and 2007 budget 
plans.13* However, it i s  unclear in which budget category they are included (most probably 
O & M  andor investment). To increase budget transparency, funds for subsidies or other 
incentives to private investment should be included under the economic category “subsidies”, 
and the category “investment” should be reserved for publicly owned infrastructure. Overall, 
given resource and capacity constraints, MAFCP needs to be very strategic in decision- 
making about which activities and investments to engage in. I t  should avoid addressing rural 

MAFCP’s support to agricultural, livestock, agro-industrial production, and 

137 As defined in the MTBP (2006-2008). 
1 3 *  According to the MAFCP Policy Department, there is  a commitment for about ALL 450 million earmarked 
for an investment f h d  for these purposes over the next four years. 
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credit directly, and instead look at the structural issues holding back private sector activity in 
this and other areas. 

5.30 Investments in processing facilities and other activities where the private sector 
operates should probably be left to the private sector. A key example i s  the plan for the 
construction o f  a network o f  slaughterhouses using MAFCP budget resources. As discussed in 
Chapter 2, such investments are undoubtedly needed in certain areas to improve the 
functioning o f  Albania’s agri-food supply chains. However, it i s  not clear that such 
investments should be undertaken by the state. Public investments, whether fully or partly 
state-owned, should be considered very carefully, as there i s  a high risk o f  over-dimensioning 
and underutilizing this type o f  facility and crowding out private investment that could be 
encouraged by more effective enforcement o f  regulations and public education (see Chapter 
2). More generally, when considering investments in the supply chains,’39 public investments 
should be selected on the basis o f  careful examination o f  the structural, regulatory, financial 
or technical constraints currently preventing private investment where there i s  a potentially 
good rate o f  return. Only in the event o f  market failures not resolved after addressing these 
constraints i s  there a case for the public sector to use i t s  scarce resources to deliver the goods 
and/or services. Even then, there i s  the question o f  whether the government can deliver the 
service in an effective and efficient manner. Every program in the budget should be evaluated 
against the rationale for public intervention in a market economy, especially in light o f  
resource constraints in MAFCP. 

5.3 1 Rural development programming provides a valuable opportunity to focus 
resources on priority needs like infrastructure. MAFCP’s rural development activities are 
expected to pick up in the coming years (see Chapters 2 and 4). The main policy objectives 
defined for this program in the MTBP period (2006-2008) include the strategic coordination 
o f  rural development policies and investments, piloting o f  new rural development models, and 
establishing a Paying Agency to coordinate rural development funding. Here again, all funds 
planned for 2007 have been recorded under “investments”, even though at least some would 
be expected to be “subsidies” (e.g., small rural investment grants). MAFCP’s crosscutting 
strategy on rural development should encompass all aspects o f  rural development, and should 
consider the full range o f  potential investments and other rural development activities-not 
just those that are under the responsibility o f  MAFCP. Under a constrained overall resource 
envelope for public investment in Albania, priorities for rural investment w i l l  have to be 
determined between areas as diverse as irrigation and drainage, rural roads, health and 
education, etc. Rural producers often point to the lack o f  good roads as one o f  their biggest 
marketing problems, while other studies also report the impact o f  poor road infrastructure on 
school enrollment and the use o f  health services. The benefit o f  substantial investments in 
irrigation and drainage systems, on the other hand, has sometimes been questioned. Decisions 
over future levels of public funding for activities in rural areas should be based on an 
assessment of the relative impact o f  these activities. So far, MAFCP has not evaluated the 
impact o f  i t s  spending. 

Marketing chains are analyzed in Chapter 2. I39 
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3. Direct Cash Support (Subsidies) to Farmers 

5.32 The minimal subsidies currently disbursed are of limited impact. Farm subsidies 
in Albania are presently minimal. The only subsidies explicitly recorded as such in the 
MAFCP budget are drainage subsidies to the DBs, some o f  which also used to receive, prior 
to 2006, additional support (implicit subsidies) in the form o f  partial payment o f  their 
personnel costs directly from the MAFCP budget. The only other subsidies to farmers 
mentioned by MAFCP are fuel subsidies, consisting o f  exemptions on excise taxes and taxes 
on fuel used for agricultural purposes (about half the market price). The economic impact and 
efficiency o f  such a subsidy i s  doubtful. Farmers have also benefited in some cases from 
implicit credit subsidies under foreign funded projects, such as the 2KR2 project for tractors 
and machinery. 

5.33 
designed and implemented carefully. MAFCP has recently introduced subsidies to support 
an increase in grape, fruit and olive production. In general, subsidies for fostering private 
investment (and hence growth) are preferable to recurrent subsidies. However, the subsidy 
program needs to be carefully designed, with clear and transparent procedures and effective 
monitoring and evaluation. In addition, the program must take care not to be too selective in 
choosing specific crops, instead selecting beneficiaries based on clear criteria and the quality 
o f  the proposal. A matching grant mechanism, such as that practiced successfully in the 
government’s Competitive Grant Program o f  the World Bank-supported ASP or the EU’s 
IPARD program, i s  preferable to setting up a revolving fund for credit, which i s  more 
complicated to administer and/or generates distortions vis-a-vis the existing banking system. 
Direct uncoupled income support mechanisms, including payments per hectare or per head o f  
animal, are the present trend in the EU’s Common Agricultural Policy (CAP). However, their 
introduction in Albania would not seem to be directly relevant for the promotion o f  
agricultural growth in Albania, which has significantly different agricultural conditions than 
Western Europe, and where, for example, i t  could discourage much-needed land consolidation 
unless careful thought i s  given to i t s  design. 

Subsidies for fostering investment in fruit and vineyard production need to be 

5.34 Rural development programs, on the other hand, could be a forerunner to future 
EU IPA funds, while also benefiting Albania’s rural areas. As discussed in Chapters 2 and 
4, this requires the identification o f  a set o f  appropriate rural development support measures, 
together with the effective involvement o f  field support services to ensure broad-based access 
o f  potential beneficiaries to this support. An important policy issue in preparing a rural 
development strategy i s  achieving an appropriate balance between ‘productive’ support 
measures (aimed at rural growth and enhancing productivity) and ‘distributional’ measures 
(targeting the poor). 

5.35 Adequate accountability mechanisms and monitoring and evaluation are vital. In 
al l  cases, adequate accountability mechanisms are an essential pre-requisite to increasing farm 
subsidies, to ensure transparent allocation and distribution. As well as ensuring an adequate 
payment and control system, monitoring and evaluation o f  the impact of different types o f  
subsidies i s  necessary to allocate public subsidy funds efficiently. 
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4. Delivery o f  Public Services 

5.36 Food safety policy needs to be designed to meet Albanian producers’ and 
consumers’ needs. One o f  the policy goals o f  MAFCP i s  to harmonize Albania’s veterinary, 
phytosanitary control, and food safety legislation with EU directives. MAFCP’s General 
Directorate o f  Food Safety and Consumer Protection oversees two directorates: the 
Directorate o f  Food Safety and the Directorate o f  Animal Health and Plant Protection 
(Chapter 3). 140 The main objectives o f  MAFCP’s ‘Agricultural and food safety inspections 
and services and consumer protection’ program for the MTBP period (2006-2008) are to (a) 
strengthen the legal framework for veterinary inspection and control; control the spread o f  
contagious animal diseases, especially those with risks for the human population (e.g., 
anthrax, brucellosis, etc.); (b) introduce nutritional standards for the food industry; (c) 
strengthen veterinary and phytosanitary controls and inspections at borders in l ine with EU 
standards; and (d) improve animal breeding. Funding for this program i s  expected to increase 
in the coming years, including for capacity building in agriculture and veterinary inspections 
and food contr01.l~~ The main policy challenge for MAFCP wi l l  be to define a realistic food 
safety policy and to introduce improved standards in a gradual manner, so as to be compatible 
with actual field implementation capacity and to be affordable to both small-scale producers 
and consumers.’42 

5.37 
are needed to improve efficiency and impact o f  services. Chapter 2 highlights the need for 
effective extension and rural advisory services. MAFCP’s “Research and extension” program 
includes mainly funds related to research, since “field extension staff’ i s  included under the 
“Agricultural and Food Safety and Consumer Protection Program” as part o f  MAFCP’s 
twelve regional directorates. In recent years, MAFCP has reorganized and streamlined i t s  
agriculture research network, going from 14 institutes in the early 2000s to seven main centers 
at present (National Seed Institute, Institute for Food Safety and Veterinary, and five Centers 
for Agricultural Technology Transfer). Fundamental research has been transferred to 
universities. Extension services were f i rst  supported by a PHARE project in the 1990s, 
followed by support from Dutch bilateral aid until 2001, and thereafter successfully integrated 
into MAFCP’s central and regional organization. Despite tight budgets and restrictions in 
ministry staff in recent years, the number o f  extension staff and field workers has been 
maintained (about 245). Together with recent changes in research to align it more with the 
needs o f  farmers, and efforts to improve linkages between research and extension through the 
Agricultural Technology Transfer Centers, these are moves in the right direction. There is, 
however, a need to review actual implementation in the field and assess the efficiency and 
impact o f  the reorganized research and extension system. Findings from the HBS suggest that 
targeting and access o f  extension could be improved to make it more equitable (Chapter 2). 

Reform o f  research and extension has been effective, but further improvements 

I 4 O  The Organization Chart o f  MAFCP i s  provided in Annex B Table B4. 
14 ’  All the staff o f  MAFCP’s twelve regional directorates (about 997 people) are accounted under this Program. 
Although a majority of them are involved in veterinary, phytosanitary and food control matters, substantial 
numbers o f  staff deal with different activities such as extension (about 245 people in total including field 
extension workers in rural communes), statistics, etc. 
14’ The food safety system i s  analyzed in Chapter 3, 
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5.38 Other MAFCP services also need strengthening in order to help improve 
competitiveness. These include plant quarantine, seed certification, and inspection (although 
this could eventually be in the private sector), and improved veterinary and meat inspection. 
The National Seed Institute i s  not yet operating at full efficiency, although no further material 
investment i s  needed at this stage. Better legal enforcement o f  regulations i s  required not 
only in food safety but also in plant protection, fertilizers and seedlings. There are s t i l l  
concerns about the sale and use o f  expired and unregistered chemicals, mislabeling, selling in 
illegal containers, and safe disposal o f  containers and unused chemicals, etc. Some o f  these 
issues could be partly addressed through a food safety program. The legal protection o f  
brands, which are increasingly being developed in the country, i s  also o f  major concern. 

5.39 A high percentage o f  personnel costs in the overall MAFCP budget suggests that 
there i s  room for greater efficiency. MAFCP's central administration i s  currently organized 
into four general directorates (Agricultural Policies, Resources Management and Services, 
Food Safety and Consumer Protection, Support Services) that oversee a total o f  ten 
directorates, which in turn supervise 23 sectors. The total number o f  central staff i s  125 (as o f  
March 2006), down from about 170 in 2005. In addition, a number o f  field institutions- 
including twelve regional directorates (997 employees in total) and several specialized 
agencies or institutes (228 employees in total)-report to MAFCP. This brings the total 
number o f  staff on MAFCP's payroll to 1,350 (as o f  March 2006).143 Comparative data 
suggest room for improved efficiency o f  personnel. Table 11 suggests that the number o f  staff 
i s  high in terms o f  implemented budget, suggesting low effectiveness per employee. This i s  
consistent with the finding that capacity in MAFCP i s  generally low. After Kosovo, the share 
o f  salaries in total ministry spending i s  higher than all other countries for which comparator 
data i s  available. This could be countered by reducing the amount spent on salaries and 
improving staff effectiveness. I t  i s  recommended that the Ministry review i t s  staffing structure 
and develop a plan to reduce the number o f  staff over the next few years. A t  the same time, 
technical staff should be recruited to meet EU accession requirements in agriculture. 

Table 11. Personnel expenses are higher as a percentage o f  the Ministry o f  Agriculture budget than for 
most neighboring countries. 

Total Share of  

Total Salaries Staff in Ministry k'n'stry's Salaries in Average 

(e) total Salary per Budget of Budget , Administrative 

Agriculture Number o f  Cost/Number Staff(e) Of Ministry Month (e) (€1 
Staff (e) Budget 

Kosovo (2007 plan) I/ 609 10,549 4,872 25.4% 223 6,424,283 1,629,682 

Montenegro (2007 plan) 21 123 102,468 7,02 1 5.3% 450 12,603,545 664,500 

Serbia (2006 plan) 3/  964 214,296 35,342 3.6% 640 206,58 1,000 7,401,000 

Macedonia (2006 plan) 4/ 430 57,607 7,468 10.7% 514 24,770,865 2,654,386 

Albania (2007 plan) 51 1,350 36,969 12,499 15.2% 467 49,907,653 7,571334 
Note: Figures are indicative as countries apply different accounting practices. For notes, see footnote.'44 Source: Ministry o f  Agriculture. 

'43 As explained in the description of MAFCP's irrigation and drainage program, part o f  the salaries o f  the Drainage Board 
members have also been paid under MAFCP's budget and were included in its personnel expenditures prior to 2006. 
'44 I/ Kosovo's budget does not separate administrative expenses. I t  was assumed that the entire budget other than capital 
spending (some o f  which has agriculture program characteristics) i s  administrative costs. 2/ MAFWM and Veterinary 
Services. Does not include Forest Administration, which i s  a separate agency in Montenegro. Operating costs include salaries 
and material costs. 3/ Excludes forest administration. Administrative costs include salaries, operating expenditures and 
capital expenditures for administrative services. 4/ Staff include 81 staff in regional offices and 117 forestry police. 
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OVERALL EXPENDITURE LEVELS IN AGRICULTURE 

5.40 
significant effects on growth and poverty reduction. The first priority for public 
expenditures i s  to improve the capacity o f  MAFCP to spend money effectively, which will 
increase the impact o f  the resources currently directed at the sector. This wil l probably 
necessitate making strategic decisions about which areas to direct resources to first. Once 
money i s  being spent effectively, there are compelling arguments to increase the public funds 
available for agriculture. Strengthening the claim for public resources allocated to agriculture 
requires an understanding o f  the l i n k s  between spending on agriculture and rural 
development, and wider economic growth and poverty reduction. There have been many 
international studies o f  the relationship between government spending and economic growth, 
some o f  which show positive growth and poverty reduction effects from public spending in 
agriculture and rural infrastructure (Box 4). 

Setting the right priorities for public expenditures in agriculture can have 

Box 4. Agricultural Spending and Economic Growth-A Review of the Evidence 

A recent study o f  public spending in 43 developing countries shows average spending on agriculture falling 
from 9.8 percent o f  agricultural GDP in 1980, to 7.9 percent o f  agricultural GDP in 1998 (Fan and Rao, 2003). 
This compares to public spending on agriculture in developed countries o f  around 20 percent o f  agricultural 
GDP. The Africa and Latin America regions experienced a fall in spending on agriculture between 1980 and 
1990 (the fall was especially sharp in Latin America), with some recovery o f  spending by 1998. Asia has 
experienced a more gradual but steady decline in spending on agriculture, falling from 9.6 percent o f  
agricultural GDP in 1980 to 8.2 percent in 1998. 

But what has been the impact o f  public spending on agriculture? The analysis by Fan and Rao (2003) suggests 
that public spending on agriculture has a significant positive impact on agricultural GDP, with investments in 
rural infrastructure (primarily irrigation and roads) and in generation and dissemination o f  improved technology 
(Research and Development, R&D) contributing most strongly to this growth. This i s  supported by other 
studies that suggest investment in productivity-enhancing R&D has a larger output-promoting effect than other 
forms o f  public spending on agriculture (including subsidies). 

Fan and Rao show that overall the impact o f  government spending on different sectors i s  mixed. However, in 
Africa, government spending on agriculture and health has been particularly important in promoting economic 
growth. In Asia, investment in agriculture has also had strong growth effects (together with education and 
defense). The study also found growth in agricultural production to be the most crucial element in addressing 
poverty in rural areas. 

Several lessons can thus be drawn: 

Governments should consider increasing spending on agriculture, particularly on investments such as 
R&D and rural infrastructure. This type o f  spending not only yields high returns to agricultural 
production, but also has a large impact on poverty reduction since most o f  the poor still reside in rural 
areas and their main source o f  livelihood i s  agriculture. 
Sector spending has differential impacts on economic growth, implying that there i s  potential to 
improve the efficiency o f  government spending by reallocating funds among sectors. 
The estimated returns to the generation and dissemination o f  improved technologies are as high now as 
they ever were, and high enough to justify greater investment of public funds. 

Source: Fan, S. and N. Rao, 2003. 

Administrative costs include salaries and goods and services, and exclude subsidies and current transfers, and capital 
expenditures and transfers. 51 Staff includes 125 central staff, 997 staff in regional directorates, and 228 employees in 
specialized agencies or institutes. Administrative costs include personnel and O&M costs. 
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5.41 Albania’s annual budget for agriculture varies, but i s  declining overall as 
investments decrease. As detailed in Annex B, Table B10, MAFCP’s total actual budget 
spending amounts to a total o f  ALL 4,237 million in 2005-of which over half (ALL 2,282 
million or about 54 percent) i s  investment, about 14 percent, subsidies (ALL 6 10 million), 19 
percent, personnel costs (ALL 783 million) and 13 percent, other operating and maintenance 
costs (ALL 563 million). Irrigation and drainage infrastructure alone accounts for about 48 
percent o f  MAFCP’s total budget and 58 percent o f  i t s  investment budget in 2005.’45 Since 
2000, MAFCP’s budget shows large annual variations and an overall decline, both in absolute 
terms and as a percentage o f  GDP or total government spending (Figure 9). Almost al l  these 
variations are accounted for by investment (over 50 percent o f  which i s  in irrigation and 
drainage infrastructure); non-investment expenditures have been quite stable with a slight 
increase in real terms if measured as a percentage o f  GDP or total government spending. 

145 The central government budget (domestic budget funds) and foreign financing are the two main sources o f  
financing for MAFCP’s activities, with more limited contributions from other local sources and/or its own 
revenues. The share o f  foreign funding to MAFCP has been decreasing sharply over the period 2002-2005 (from 
about 50 percent o f  the total MAFCP budget in 2002 and 2003 to 25 percent in 2005). External funding i s  
planned to start increasing again in 2006 and 2007. Although forecasts o f  external funding have been grossly 
overestimated by MAFCP in recent years, foreign funding can indeed be expected to start growing again soon, 
following the approval o f  large new foreign-funded projects. This includes in particular the Water Resource 
Management Project funded by the World Bank. The share o f  foreign funding in investment i s  substantial, 
equivalent to about 46 percent (down from 60-70 percent in the early 2000s) o f  MAFCP total investment in 2005 
(all foreign funding i s  recorded as investment). Separate records are kept for each externally funded project, with 
a total o f  17 external projects (including one group o f  small projects) monitored by MAFCP in 2005 (Annex B, 
Tables B11-B12). (Data on external projects (foreign-funded investment) reported by MAFCP’s “Sector o f  
Coordination and Monitoring o f  Projects” (Annex B, Tables B11-B12) are entirely consistent with data from 
MAFCP’s Budget and Finance Department for 2002 and 2005. In 2003 and 2004, figures on actual spending, 
obtained from MAFCP project data, are lower than corresponding figures in the budget reports.) Investments 
made under domestic projects, on the other hand, are al l  reported under the same budget code and prioritization 
criteria (both for project selection) and in the event o f  budget cuts, are not clear. 
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Figure 9. Albania’s annual budget for agriculture varies 

7,000 I I 

---- Other (non investment) 

2000 act. 2001 act. 2002 act. 2003 act. 2004 act. 2005 act. 2006 2007 
plan plan 

Source: Annex B Table B10 

5.42 
the efficiency of  expenditures has improved. In the early 2000s, MAFCP total spending 
accounted for over 3 percent o f  Albania’s total general government spending, with a decline 
to 1.8 percent in 2005 and an expected 2.1 percent in 2006. Throughout the period, non- 
investment spending in agriculture has accounted for about 0.8 percent o f  Albania’s total 
general government spending-a relatively low figure in comparison with other countries. 
The share o f  total public spending allocated to agriculture i s  typically around 6-8 percent for 
developing countries and 3-5 percent for developed industrialized countries (Table 1 2).’46 An 
alternative measure o f  assessing the level o f  spending in agriculture i s  to show spending as a 
percentage o f  GPD. In Albania, total public budget spending in agriculture represented only 
about 0.5 percent o f  GDP in 2005 (down from around 1 percent in the early 2000s). Data for 
comparator countries tend to show public agricultural spending at 1.5 - 2 percent o f  GDP. As 
a percentage o f  agricultural GDP in Albania, public budget spending in agriculture i s  around 3 
percent in recent years (down from over 4 percent in the early 2000s). This i s  also relatively 
low in comparison with many other countries (Box 4), especially considering the large share 
o f  spending allocated to investment in irrigation and drainage infrastructure. Moreover, 
several donor projects will close in the coming years, which wi l l  decrease the public resources 
invested in agriculture. 

Public expenditures in agriculture are low and could be increased, but only once 

These figures should be taken with care, as the definition o f  what constitutes ‘agriculture spending’-as well 146 

as ‘total public spending’-may be quite variable. 
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Table 12. Comparator Country Agriculture Public Expenditure Data (approximate figures) 
Agriculture as Agriculture Agricultural Spending 

As percentage o f  GDP Share o f  GDP ( O h )  Budget share (YO) 

Albania 23 1.8 0.5 

Macedonia 12 1.7 0.6 
Serbia 11 2-3 0.9-1.5 
Poland 3 8 3.5 

Azerbaijan 18 6 3.1 
Moldova 25 3 0.9 

Armenia 35 9 1.2 

Source: World Bank PERs and country studies. Figures are only indicative as different 
accounting practices are applied in different countries. Agriculture spending in Poland 
includes a large subsidy and pensions element, equivalent to around 2.5 percent GDP. 

Turkey 12 6 1.1 

Nicaragua 30 8 3.5 

Kyrgyz Republic 47 7 1.8 

5.43 
to analyze and measure the impact of  expenditures. Decisions over future levels o f  public 
funding to agriculture should be based on an assessment o f  the quality o f  expenditures. 
Analyses o f  the efficiency with which government investment and services to agriculture are 
provided-and o f  the impact o f  these investments and services-have been very weak, if not 
non-existent, in Albania. For MAFCP to strengthen i t s  future claim on public resources for 
agriculture and rural development, it i s  essential that it should develop i t s  capacity to 
demonstrate effectiveness and efficiency in the investments and services it provides to the 
sector. The draft SSAF demonstrates a commitment to strengthen capacities in this area. 

To increase its allocation o f  public resources, MAFCP needs to improve its ability 
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ANNEX A: HOUSEHOLD BUDGET SURVEY DATA ANALYSIS 

Calculating. Technical Efficiency 

The stochastic production frontier has two components: one part that establishes the 
relationship between outputs and inputs, and the other that accounts for variation in output 
that i s  due to inefficiency. 

Y= f(K, L, Z) i- E 

The first part after the equal sign i s  assumed to explain the level o f  production under existing 
technology. The second part, E, i s  the efficiencyhnefficiency part. I t  i s  usually specified to 
have, itself, two parts. 

E= u+e 

The small e i s  random error (on average, that is, across all farms i t  i s  zero and the variance i s  
constant) and the u represents technical efficiency. The way technical efficiency i s  measured 
is as follows: 

a) First, we estimate output for given inputs and u. - call this PY (for predicted Y) 
[That is, Y=f(k,L, Z) +u] 

b) Then we estimate output for given input and u=O - call this MY (as for maximal Y): 
I t  i s  the output that we should expect the farmer to be obtaining if there were no 
technical inefficiencies. 

Then technical efficiency i s  the ratio o f  db. This can be done for the individual farmer or for 
all the farmers, with the usual step in the latter o f  aggregating individual estimates. 

As can be seen above, the X can be any number o f  inputs ranging from land size, land quality, 
different quality o f  labor and so on. Having more disaggregation o f  inputs always helps and 
can te l l  us which farmers are utilizing their inputs in ways that close the distance between the 
efficient output and current output. 
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Table A1 : Correlates o f  consumption, pooled 2002-2005 sample 

- 
Dependent variable: log of real consumption 

- - 
One child 
Three children 
Low dependency ratio 
Female headed 
Household head, primary 
Household head, secondary 
Household head, vocational 
Household head, higher education 
Numbers of days lost to illness (in logs) 
Head of household is unemployed 
Head of household in inactive 
Rural resident 
Distance to school in kms (in logs) 
Year dummy (2005==1) 
coast 
Central 
Mountain 
Constant 

N 
R-squared 

Note: All the variables with t-value greater than 

Without regional controls 
Estimated t-statistics 
shortfall 

-0.088 
-0.235 
0.173 
0.158 
-0.014 
0.141 
0.172 
0.400 
0.016 
-0.196 
-0.017 
-0.167 
-0.040 
0.108 

8.960 

-6.42 
-12.98 
13.61 
8.82 
-0.67 
5.89 
7.78 
15.71 
1.62 

-23.19 
-2.98 
-13.85 
-5.45 
9.88 

384.89 

7237 
0.255 - 

are statistically significant, ar 

With regional controls 
Estimated t-statistics 
shortfall 

-0.088 
-0.219 
0.167 
0.152 
-0.014 
0.146 
0.167 
0.395 
0.022 
-0.186 
-0.013 
-0.145 
-0.035 
0.109 
0.041 
-0.045 
-0.131 
8.981 

-6.53 
-12.08 
13.22 
8.48 
-0.71 
6.15 
7.64 
15.64 
2.33 

-21.84 
-2.44 
-1 1.43 
-4.88 
10.07 
2.31 
-2.54 
-7.37 

346.22 

1237 
0.27 

all the ones with t-values less 
I 

than 2 are not statistically significant. That is, in the first case, the variation in consumption associated with the 
variable i s  not due to chance, while in the latter it may be due to chance. 
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Table A2: Correlates o f  Consumption by Year, Urban Areas 

Dependent variable: log 
of real consumption 

One child 
Three children 
Low dependency ratio 
Female headed 
Household head, primary 
Household head, secondary 
Household head, vocational 
Household head, higher 
education 
Numbers of days lost to 
illness (in logs) 
Head of household is 
unemployed 
Head of household in 
inactive 
Distance to school in kms 
(in logs) 
Coast 
Central 
Mountain 
Constant 

N 
R-squared 

Estimated t-statistics 
shortfall shortfall shortfall 

Note: All the variables with t-value greater than 2 are statistically significant, and all the ones with t-values less than 2 are not 
statistically significant. That is, in the first case, the variation in consumption associated with the variable i s  not due to chance, while in 
the latter it may be due to chance. 
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Table A3: Composition o f  total agriculture output 

Sale 
Land Unit Al l  Rent in Autarchy Rent Out  Purchase land Autarchy 

Value total agriculture output 
composition 
crop production % 14.1% 17.4% 13.8% 18.3% 23.8% 13.6% 24.3% 
tree crop production % 5.8% 5.2% 5.6% 17.6% 5.2% 5.5% 24.1% 
livestock produciton % 48.3% 43.2% 49.2% 24.3% 40.6% 49.0% 27.8% 
livestock product production % 31.7% 34.1% 31.4% 39.7% 30.4% 3 1.9% 23.8% 

Table A4: Stochastic Frontier Estimate on gross value total 
agriculture production 

Stochastic Frontier 
LOG TOTAL VALUE OF AG. 

PRODUCTION 

0.473 ** * 
(4.24) 

0.037*** 

(4.18) 

0.030 

Log ha o f  land owned 

Log area o f  land irrigated 

Log value o f  hired labor 

(1.01) 

0.3 83 * * * Log number o f  family members working on 
farm 

(5.72) 

Log cost o f  total inputs except hired labor) 

# machine 

0.446*** 

(17.00) 

0.00 1 * 
(1 .85) 

Dummy has water pump 0.0 19 

(0.1 8) 
Constant 

Observations 

4,875*** 

(26.91) 

1796 

Sigma v 55% 

Source. Computed by authors 
Dummies for municipalities estimated but not reported. Absolute value of z statistics in 
parentheses. 
* significant at 10%; ** significant at 5%; * * *  significant at 1% 
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Table A5: Determinant of  Technical Inefficiency-of Total Agricultural Production Using 
Village Fixed Effects 
(A negative sign of the coefficient increases farmer's efficiency) 

Highest years o f  education in hh 0.044 0.01 1 3.79 0.000 

Age o f  the head -0.009 0.002 -3.34 0.001 

Household size -0.037 0.0 19 -1.91 0.056 

Dummy has participated to an irrigation program -0.269 0.248 -1.08 0.279 

0.7 0.164 -4.43 0.000 

Share transfer from total income 1.029 0.124 8.27 0.000 

Nb. o f  years since land was acquired 0.004 0.004 1.19 0.235 

Dummy has deed from land since 199 1 -0.112 0.092 -1.21 0.225 

Dummy land i s  inherited 5 0.084 00 

Community level variables 

Interaction between distance to bank and access to credit from govt and private -0.019 0.004 -4.10 0.000 

siness at the community level 0.001 0.006 0.17 0.862 

0.093 3.99 0.000 

Constant 2.739 0.228 12.01 0.000 
Source: Computed by authors 

Table A6: Land titling 

Purchase Sale Unit  All Rent in Autarchy Rent out Land Autarchy Land 

Share o f  households % 100 6.22 90.16 3.62 6.65 91.78 1.57 

Share of hh with 

deed from land since 199 1 % 75.1% 84.5% 73.6% 95.5% 20.3% 79.0% 89.3% 

deed from land since 1946 % 21.3% 8.7% 22.6% 9.0% 1.6% 22.9% 10.7% 

a will for land YO 1.4% 0.0% 1.4% 1.5% 1.6% 1.4% 0.0% 

a sales receipt for land % 6.8% 3.9% 7.0% 7.5% 95.1% 0.2% 0.0% 

a tribunal document for land YO 0.1% 0.0% 0.1% 1.5% 0.0% 0.1% 0.0% 

other legal document for land % 0.5% 2.9% 0.3% 0.0% 0.8% 0.4% 0.0% 

no legal document for land YO 3.2% 4.9% 3.2% 0.0% 3.3% 3.2% 3.6% 
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Table A7: Summary o f  Efficiency Parameters 

Technical Efficiency Share o f  households 

A l l  household 28% 100% 

Rent out 12% 3.6% 

Autarchy 28% 90.2% 

Rent in 35% 6.2% 

Sale land 18% 1.6% 

Autarchy 29% 91.8% 

Purchase land 16% 6.7% 

Land class 0-0.25 Ha 24% 25.7% 

Land class 0.25-0.6 ha 27% 25.6% 

Land class 0.60-1.16 ha 29% 23.7% 

Land class 1.16-1 1.5 ha 31% 24.9% 

HH with <=2 plots 25% 45% 

HH with 3 plots 29% 22% 

HH with 4 plots 3 0% 16% 

HH with >5 plots 32% 17% 

Figure Al:  Technical efficiency for  rental market participants 

T e  c hn i c a l  E ff ic ie n c y  b y  farm e r s  
1 

2 

I 
L I I I 

0 2 4 6 8 I 
1 = R e n t o u t  2 = A u t a r c h y  3 = R e n t i n  
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