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POVERTY AND INFORMALITY IN SOUTH EAST EUROPE

Abdract

The informd sector is a criticd component of many economies of Eastern Europe and the former
Soviet Union. The economic, sodd, and politicad re-enginesring, which characterize trangtion
to a market economy and western-dyle democracy, crestes many uncertainties as wel as many
opportunities. A large pat of this reengineering has actudly happened outsde of offical
channds through informd rdaions and activities The purpose of this pgper is to examine the
dgnificance of the link between "informdity” and poverty in South East Europe  The paper
argues that what is rdevant for the poor is not so much the informa "sector” but the fact that
“informality” is a way to cope and survive. Drawing on the empiricd work carried out through
socid and poverty assessments by World Bank gaff, the paper suggedts that the underlying facts
that lead the poor towards informeity as a survivd mechaniam ae linked to the falure of the
formd sysem: lack of employment and ingbility of State indtitutions to provide adeguate hedth
cae and education savices regulatory overdght, and public security.  We will illudrate these
connections through an examinaion of three agpects of informdity: i) in access to socid
savices i) in access to revenue and employment; and iii) in obtaining favors judice and
security. This paper ams to contribute to the understanding of the dynamics of informdity and to
draw a portrait of the characteridics of informality and poverty. The paper dso tries to explore
the chdlenges of reducing povety by building more indusve polices in South East Europe,
taking fully into account the importance of informdity in the coping mechaniams of the poor.



l. INTRODUCTION

This paper looks a the informa economy from the perspective of the poor. The paper tries to
identify some possble directions for deding with the problem of informdity as pat of poverty
reduction drategies. The empiricd evidence is very paichy and the paper does not try in any way
to be exhaudive This paper bases its andyds on the empiricd findings of quditative and
quantitative studies on poverty and socid assessments carried out in South East Europe by the
World Bank over the last 9x years. This pgper focuses on the South East Europe (SEE) region,
which in this report refers to Albania, Bosnia and Herzegovina, Croatia, the Federa Republic of
Yugodavia (FRY), the Yugodav Republic of Macedonia (FYR), Bulgaia, and Romaenia It
argues that the coping mechaniams of the poor in most of the countries under review is
informdity. “Informdlity” is a way of coping with the many dimensons of poverty, beyond the
common dimendon of income Usng the concept of “informdity” and not of “informa
economy,” we will argue that it is important to make more comprehensve recommendetions
related to the “informa sector” for policies that would reduce poverty. The poor have to ded
with informdity both in the economic sphere and for those concerns rdaed to the access to
socid sarvices, network of solidarity, security, etc. It is therefore important for policy- makers to
look & coping mechanisms and not just economic activity, as an integral aspect of poverty.

Countries of South East Europe have experienced three trangtions, from a socidig sysem to a
market economy; from State control to democracy, and in many cases to democracies in new
States, and, for a mgority of these States, from war to peace. South East Europe is an extremely
diverse region and the trends in economic changes have been very different. There are various
reasons that are centrd to the digparate outcomes. One reason is the dissmilarities in higtorica
legacies. Other factors include the subgantid variations in the paterns of corruption and
conyigm, and the condderable digpaities in the devdopment of civil society, politica parties,
and reform policies of the governments.

The countries dso experienced a very rgpid fdl in GDP in the beginning of the 1990's due to the
collgpse of trading sysems and war.  Since the process of trandtion began, large sectors of the
population were margindized and thar living dandards fdl aoruptly. The  country-specific
poverty levels are very different but poverty increased everywhereintheearly 90's.

Tablel. Growth in Real GDP in Sdected South East European Countries
1980 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002*

Albania 9.8 -100 -280 -7.2 96 83 133 91 -70 80 73 78 70 6.0
B-H na -232 -121 -300 -400 -400 208 860 370 100 100 5.0 50 5.0
Bulgaria 05 -91 -117 -73 -15 18 21 -109 69 35 24 58 40 35
Croatia -16 -71 -211 -11.7 -80 59 68 60 65 25 -04 37 38 30

FR Yugodavia 1.3 -79 -116 -279 -308 25 61 7.8 101 19 -167 50 50 5.0

FYR Macedonic 09 -99 -70 -80 91 -18 -12 12 14 29 27 51 -40 10

Romania -58 -56 -129 -88 15 39 71 39 -61 54 -32 16 40 35
Source: EBRD, 2001, Transition Report. (*EBRD forecast.)

Most Centra East Rurope (CEE) and South East Europe countries have seen a surge in informa
activities, despite the fact that informdity was dreedy high under the sodidis system, moslly to
cope with the imperfection of the economic sysem. The changes in the legd framework, and the



uperpostion of new maket oriented legidaion over the old laws inherited from the soddis
sysem, have crested a “legidaive’ confuson that has favored the devdopment of informd

ativities

European Union Accession of South East European Countries

The move to accession to the European Union is a key political priority in amost al countries of SEE. This
motivation stems from political and economic ambitions as well as security concerns. The requirement to become
an accession ountry relates to the progress of liberalization of trade, market, macro-economic policy, and the
development and democratization of institutions. There are different trends in the progress in transition of SEE
countries. At the Helsinki European Council in December 1999, accession negotiations with Bulgaria and Romania
began. Dueto various concerns, the EU was unwilling to open up prospects of accession negotiations with Albania,
Bosnia-Herzegovina, Croatia, FR Yugoslavia, and FYR Macedonia. Thus as an alternative, the Stabilization and
Association Process (SAP) became a way to move forward towards negotiations. In 2001, FYR Macedonia signed a
Stahilization and Association Agreement (SAA) and was followed closely by Croatiaand Albania. AsEU accession
prospects improved, structural reforms accelerated and in recent years FDI increased in Bulgaria and Romania while
have lagged behind in the other SEE countries. Source: EBRD. 2001. Transition Report.

The socdd and economic didocaion of trangtion, along with the resulting drop in output,
government revenues, and household incomes, accderated the emergence of informdity as a
coping mechanian. This is modly because the forma support sysem collgpsed or was serioudy

weskened and could not cope withthe increesing number of poor.
Table2. Absolute Poverty Rates of Selected Transtion Economies, 1995-1999

Headcount index

Survey Year 2.15/day  4.30/day
Albania 1996 115 58.6
Romania 1998 6.8 445
Macedonia. FYR 1996 6.7 439
Bulgaria 1995 31 18.2
Croatia 1998 0.2 4

Source: World Bank. 2000. Making Transition Work for Everyone.

This pgper will look a informdity from three perspectives informdity in access to sodid
savices, informdity in access to employment and revenues, and, informdity in access to favors,
security, and jusice.  This paper will look a some of the implications for policies to reduce

poverty.
I. COPING WITH “INFORMALITY”

Looking a the various quditaive assessments underteken by the World Bank and dient
countries in the region — assessments which regigered the opinion of the people interviewed and
in paticular the poor — informdity could exacerbae poverty, ether directly or indirectly,
through increesing inequdity in access to services and opportunities, increased vulnerability, and
humen abuse However it is d0 dear that informdity is an important coping mechanism when
foomd sydems have collgpsed or ae under immense dress  Households recognize thet
informdity is harmful to the sandard of living and to the didribution of income, but in mogt
cases they have no choice because there ae no viable formd dternatives. In some cases
however, there is a perception thet through informa means it may be possible to get better dedls




by playing on connections or just by gopeding directly for the underdanding of the sarvice
provider. Obtaining a job is another argument found in some of the nterviews to judify the fact
that informdity is not so bad after dl for the poor (wheress if it was formd the job would not
have been created in the firgt place because of the high indirect costs). Indeed, in countries where
formad cost recovery for savices have been imposed to try and reduce under-the-table payment,
it isnot clear that the poor have been made better off.

In the poorer South East European countries informdity as a coping mechaniam is prevaent due
to a number of very draightforward factors.  First, the lack of fiscal capacity of governments,
which has many consequences For example, cid benefits and pensions are too low to survive
on, and in some casss they ae lower than the povety line Hedth and educaion are
inauffidently provided and gaff working in sodd sectors is underpad, both of which dimulate
infforma payments Enforcement is very difficult because lav enforcement personnd  are
underpaid.

Second, the lack of State ingtitutional capability, where capacity to target benefitsislow in part
because of a large-scale informal sector but also because the capacity for outreach and support
is limited. Consequently, it is very difficult for the State to target subsidies for the poor and to
introduce users fees for the wedthy. Moreover, non-governmental organizations (NGOs) and
cvil sodety in the region are dso wesk and not sufficiently organized to cary out the sort of
support and outreach thet isincreasingly thelr respongbility in the European Union countries.

Third, the lack of formal organizations to support trade and economic activity. Private sector
activities are limited where the poor are numerous. This is both a cause and consequence of
poverty. Regiond imbaances have incressed, paticulaly dramdicdly with the trangtion to a
market economy, mosly because the high levd subsdies supporting poor and isolated regions
had been suppressed. Additiondly, a high concentration of parastatal indudtries, which provided
alivelihood to awhole region, often cdlapsed.

Smdl busnesses which have been 0 crudd for growth and employment in many countries, are
dill condrained in SEE by the lack of avalability of forma credit for the poor. This is true for
micro and smdl enterprises in generd because the banking sector is very week. Recently, micro-
finance inditutions have developed in the region as a way to support informa sector activities,
but the scde of these indtitutions is not yet adequate to serve the mgority of needs. Furthermore,
there is an undear legd and adminigrative framework for busnesses. There is a prevdence of
network connections to obtain favor from the presocdis time or war-time. Theses networks
can be very negaive mdfia money laundeing, and humen trafficking are based on such
networks. There is much evidence that these networks especidly when they are extending
further than the limited community, are actudly exduding the poor.



A. Informality in Accessto Social Services

Health Systems

It is now quite dear that throughout Eastern Europe informa payments for hedth sarvices are
becoming critica to the issue of access to these services “While there is hard evidence showing
hedth outcomes for the poor are more negatively affected than the rest of te population, it is
clear tha access to hedth is becoming increesngly dependent on whether a household can afford
the informa payments to doctors and others practicing in collgesed public inditutions and thet
the poor have the least ahility to pay.”* Most socid assessments show that loss of access to free
hedth care is a growing concern to the poor and contributes to their sense of hopeessness and
vulnerahility.

Within the region, the growing pettern of informa payments to doctors, hospitd adminigtrators,
nurses, and others connected with hedth-sarvice ddivery (where these payments are unaudited
and unreported), has implications for governance, equity and access. Recent research on
infoomd payments has provided convindng evidence tha informd — and  out-of-pocket
payments more gengdly — conditute a subgtantid portion of hedth expenditures in many
countries in Europe and Centrd Ada (ECA). The World Deveopment Report of 1993 on hedth
cae edimated that 25 percent and 20 percent of eqpenditures on hedth in Romania and
Hungary, respectivdy, were from out-of-pocket payments and gratuities A survey of urban
resdents in Bulgaria, conducted in 1994, found that 43 percent of those respondents who had
used hedth sarvices in the previous two years reported having pad cesh for officdly free
savices in a State medicd fadility. (Delcheva e d., 1997) Along Smilar lines, a 1992 Bulgarian
sur\éze)/ had found that 34 percent of respondents had used a “connection” to receive medicd
care’.

Another extremdy common form of informa payment comes in the foom of in-kind gifts to
phydcians. Badabanova (1998) suggedts in her recent sudy on Bulgaria that the bulk of informal
payments are gifts and food products. In many cases, the vdue of the giftsis amdl — such as
flowers, dcohol, or food. Other types of in-kind payments, however, may include car repar or
other sarvices Such payments she argues, are often expressons of gratitude — given after
successful or complex treatment.  They may dso be given as a form of insurance in order to
guarantee security and good will in case of future illness This is actudly a widespread
phenomenon in rurd aress in the European Union, and might not have such espedidly negative
consequences.

Recent ressarch has identified a number of potentidly negative impects that informd payments
have had on hedth care, including decreased access to hedth care for women and the poor.
However these informad payments dso dlow for services tha the State camot fund to continue
to operate. The problem once again is not the informa payment, but the under-funding of hedth
savices. The rdadionship between informad payments and access is complex. It may not meke
much difference to the poor whether high hedth fees are officdd or unofficdd. Obdades to

! World Bank. 2000. Making Transition Work for Everyone.Poverty and Ineguality in Europe and Central Asia,
\2Nashi ngton, DC, p.9.



access would seem equd in both cases. Hedth indicators and anecdota evidence suggest thet the
increese in out-of-pocket payment has subdtantialy decreased utilization of hedth care fadilities
People &nd to utilize hedth fadlities only when they are in acute need. (The evidence from the
US on the effects of co-payments suggests that prices have a stronger effect on the decison to
initiate treetment than on the amount of care obtained once trestment began. Manning et 4.
1987). Moreover, many of the sudies show that the poor have been forced to pay an increasingly
larger percentage of ther income on hedth care over the lagt Sx years  In addition, informd
payments make it impossble for the government to modulate hedth fees in order to faclitate
access by the poor.

Figure 1. Share of Patients Making Informal Paymentsin Selected ECA
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Source: World Bank. 2000. Making Transition Work for Everyone.

On the other hand, the demand for informa payments may smply aise out of the nead to
aurvive.  In many Eagern European countries, induding Bulgaria and Ukraine, the sdaries of
medicd personnd are bdow the average of public sector employees, very dose to the poverty
line

As seen in Romania as wel as many other countries in the region, the poor in the informa sector
do not have formd "work contracts’, so no contributions are made by the employer or the
employee to the State for pensons or hedth benefits. The reault is that individuds ae not
digible for those sarvices and that little money is actudly paid into any hedlth insurance

Informality and Roma Minority

Many studies show that Roma have been more vulnerable to socia impact of economic transition in the region than
other groups. The Romais by far the group for which informal coping mechanisms are the most widespread. Thisis
partly due to cultural reasons but overwhelmingly because of poverty. Roma generaly have lower levels of

education and professional skills, and have thus had difficulty in competing for jobs. “Due to these reasons, along
with discrimination in the labor market, they were the first to be laid off from State-owned enterprises, mines, and
agricultural cooperatives during restructuring. Their access to social services in the transition period has been
challenged by the new barriers at entry, such as informal and forma payments. Cultural prejudice and




discrimination had their toll aso and in many countries these have increased with the social tension related to
transition and war. They frequently live in isolated areas, and may lack necessary documentation for schooling,
claiming social assistance or health benefits”®  Moreover, the high prevalence of Roma in informal sector
employment limitstheir access to insurance-based benefits, including health care and unemployment insurance.

Roma minority comprises a considerable part of population in many Central and Eastern Europe countries and in the
former Yugodavia. “They represent 6 to 10 percent of the population in Hungary, Romania, Slovakia, the former
Yugoslav Republic of Macedonia and the Czech Republic. Roma have long been a marginalized group and they
have entered the transition period with lower levels of welfare and access to social services than the non-Roma”*
These gaps have widened during the transition. “Poverty data confirm that poverty rates for the Roma far exceed
those of overall population. In Hungary, for example, the Roma are about eight times more likely to be in long term
poverty than the general population.”® Health statusis affected by poor living conditions, and Roma housing is
overcrowded and public services are inadequate. Access to clean water, sanitary facilities, and waste removal is
lacking. Communicable diseases associated with poor living conditions are prevalent.

The recent quditative poverty assessment for Albania has shown that the qudity of hedth and
access to hedth care is a serious issue in Albania Some 41 percent of people surveyed beieve
that the hedth of households has worsened since 1990° Principdly, for those who are a the
bottom of the socioeconomic ladder — those without access to key infragtructure, like water and
sawage sysems in rurd aess — hedth and hedth care conditions are worse. The qudity of
hedth care ddivery has dedined in dities, villages, and rurd arees. Many doctors and nurses are
leaving the professon due to low incomes. Without enough g&ff and sufficent funds hedth care
delivery in many rurd and village areas has been reduced or sopped. As a result many of the
medicd daff work out of thar houses informdly and charge informd fees for ther services.
Mog of the poor cannot afford to pay fees for medicd help. All of these factors contribute to
dedining hedlth in the country. *

Education Systems

The education sector dso suffers in many poorer countries due to the under-funding and low
wages for teechers especidly in primary education, with preschool having practicaly
disgppeared from whole aress in the region. Informa payments are now widespread, as well as
formd fees

Informa payments are made to support dassoom maintenance, payment for hegling or energy,
and to purchase basic indruction materias in the poorer region. This is a practice that dso exids
in the EU. In poor countries in trangtion informa payments are not just to ensure commitments
by parents but redly to dlow for badc functioning of the schools. Tendon arises between those
who can pay and those who cannot pay, thus creating an impresson among the poor that they

Ri ngold, Dena. 2000. Roma and the Transition in Central and Eastern Europe: Trends and Challenges, The World
Bank, p.viii.
*Ibid.

> World Bank. 2000. Making Transition Work for Everyone. The World Bank. p.?.
® World Bank. 2001. A Qualitative Assessment of Poverty in 10 Areas of Albania. The World Bank..p. 63. Footnote
ishidden... needs p.60-68.

" Ibid, 60-68.




cannot contribute, and a consequent sense of excluson. This gopears in a number of quditaive
interviews.

Informa payments to teachers are another very important aspect of informdity. It most cases it
takes the form of tutorids and evening dasses In itsdf it is not negative with the exception thet
some teechers provide much more atention to these evening dasses than to the norma day
classes. More cause for concern is the direct payment to teachers, or in some cases bribes, to pass
exams or advance from dass to dass These various issues reaed to informdity penetrating the
classroom, contribute grestly in the access to qudity education for the poor.

According to the recent quditaive poverty assessment for Albania most people fed that the
qudity of education has dedlined over the pagt ten years. Overdl decline in educationd qudity
and education levels has creasted some very worrying trends such as casss of lliteracy emerging
in some rurd and newly formed urban seflements  There are certan causes for the dedine,
induding economic hardship and physicad and sodd insecurity.  To cope with poverty, there is
evidence that some people withdraw their children from school when they are at an ageto work.

Also, the dedine in funding for educaiond materids, teechers wages hest, and mantenance
for some schools, contributes to a dedline in the qudity of schooling in most of the South East

European countries.

Social Protection

Informeity and socid protection raises two very different issues. Fird, the poor tend to rely on
informd mechaniams in the traditiond aess of sodd protection, induding hdp to the ddely,
the large family the handicgpped, and to those in extreme poverty. As discussed ealier, the
difficulty that the State has to target benefits to the ones in need, and the low levd of public
funds avalade in many of the countries under review, have limited the effectiveness of sodd
protection sysems. Consequently, many ddely, large families handicgoped, or others have
been left with no other means than their own or family support. The sscond issue is that the large
levd of infoma activites conddeadly limits the finandng avalable for formd socd
protection, especidly for countries where payroll tax conditutes the largest source of funds for
pensons and dill, in many cases, for other support like unemployment benefits and, even in
Some cases, socid assistance.

The study on locd leve ingitutions in Bosiia and Herzegovind® identify a wide range of
informa support between neighbors and keen: “the man forms of materid assdance ae
mongary assisance, donaion of food and commodities shaing of collective charges
cooperaion in bulding and repar of houses and coopedion in mantenance of gpartment
buildings. Mongtary assgtance is most frequently related to traumatic events such as fire, illness,
accident, or desth. Donations of food and commodities are closdy linked to the impoverishment
of the pos-war period” The sudy dso shows that this type of solidarity varies according to
regions and dso how long the communities have been together. This type of support is more
widespread in countries that have undergone magor dress like war but it is aso string common in

8 World Bank. 2002. B & H: Local Level Institutions and Social Capital Study. The World Bank.



rurd villages in Albania and it is paticularly drong among some ethnic communities like the
Roma.

The Bulgaria povaty assessment rases some serious concern about the bind in which sodid
protection sysems ae finding themsdves With the exception of guaranteed employment,
Bulgarids pre-trangtion socid protection sysem — congding of pensons short-term  benefits
for illness and maenity, family dlowances and inkind socid assigance programs and
inditutions — dill remans intact.  Snce the trangtion, government polides invalving ealy
retirement options for lad-off workers and the benefits made avalable under new programs,
have meant that the numbers of people recelving income support through State socid protection
programs has increased. However, cumulative socid insurance payroll tax rates are higher today
than before. The rates were increased by policymakers in an effort to cover risng expenditures
and compensate for ghrinking contributions — in turn, the result was rasng unemployment,
payment of arrears by State enterprises, and non-compliance by the growing private sector.’
Inconsgently, the high payrall taxes are themsdves a disncentive for both work and formd job
credtion, ingead contributing to the informdization of the economy. A pensoner in Sofia sad,
“There is security, gability, when you have a job and sable pay. But not in a private company,
because they don't provide socid insurance. Before 1989 life was better, there was gregter
security because the prices of foods and medicines were low and stable.”*0

B. Informality in Accessto Revenue and Employment

Informal Economy and Unemployment

Unemployment has become a feature of trandgtion economies of South East Europe. However,
unemployment figures do not account for the many people who now work in the informa sector.
Accounts of informad employment in sodd assessment and other quditative dudies have
emphasized the insecurity, hard work, oftenrunsociable hours exploitative wage rates, and
sometimes-dangerous  conditiors atached to it.  The unemployed rardy choose to become
involved in informdity, prefaring the security of foomd employment.  However, lack of formd
employment, coupled with an inability to meet housshold needs in the abisence of wdfare
benefits or because of the inadequecy of the assdtance avalable, encourages some to turn to

informa economy as away of responding and coping.

Table 3. Unemployment (Annual Average, %)

1993 1994 1995 1996 1997 1998 1999 2000 2001
Albania 24.8 16.1 13.9 93 149 17.8 180 16.8 na
B-H na na na na 370 38.0 400 401 na
Bulgaria 164 12.8 111 125 137 12.2 160 179 na
Croatia 14.8 145 145 100 9.9 114 136 161 na
FR Yugoslavia 231 231 246 258 258 25.1 265 273 na
FYR Macedonia  28.3 314 377 319 360 345 320 321 na
Romania 104 10.9 9.5 6.6 8.9 10.3 118 105 na

Source. EBRD. 2001. Transition Report

® World Bank. 1999. Bulgaria, Poverty during the Transition p. 48. not in bibliography
19\World Bank. 1999. Consultations With the Poor . National Synthesis Report, Bulgaria.
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Likewise, MacDonad sees the informd employment drategies of the unemployed as a pat of a
aurvivd drategy through which some individuds ae aile to devdop dterndive ways of
working in the face of restricted opportunities and the falure of sysem and welfare benefits®?
Informdity enables the unemployed poor to earn some badc revenues, but even more
importantly it may help them to maintain asense of pridein themsdves,

Enterprise restructuring and the privetization process led to panful worker layoffs in Romania
Even though data on the Sze of the economy is quesionable, Romania has a condderably large
informa economy edimated & 40 percet of GDP by the US Treasury. In the quditdive
reseerch done by the World Bank gaff, it was edimated that maybe up to 80 percent of tre
unemployed worked in the infoomd sector, dther as ther man source of income or
supplementa incomes.  According to the quditative and quantitative research done in December
2000, most informa sector work is in agriculture, condruction, trade, and in some savice
sectors?

Mog individuas work in the informd sector only if they have to, or if they can supplement ther
informd sector earnings with thar unemployment benefits and the sodid sarvices such as hedth
cae that are avaladle with these benefits Frda of dl, for the vast mgority, informa sector
wages are vay low. Ressarch showed that average monthly informa sector wages range from
ROL 300,000 to ROL 750,000 ($16.70 to $41.65) per, month for full-time work, which is only
about half of the average monthly forma sector wage. * The more illegd the work, the higher
the wages, as wdl as the higher risks and fines if caught. Secondly, informd sector employment
is often irregular and uncertain. Employees dam that employers will only hire someone for a
maximum of three months or less In the quditaive research, “many unemployed workers
daimed they could only find about five days of work per month.”*

A Bulgaia sodd assessment on povety shows that the changing Stuation of the labor market
cregtes an acceptance for illegd activities The actud loss of jobs in the public sector and the
collapse of "State guaranteed” job security have led to public acceptance of not Smply illegd
ats but dso of aimind ativies as a foom of employment for survivd. Thee indude
burglaries, pick pocketing, muggings, and theft as wdl as proditution and drug deding. Some
people argue that in the case of Vana, where in 1999, 80 percent of the working population were
unemployed, this was compensated by a very large involvement in informa economy. ** For
example women in this community were dl unemployed and dl were engaged in informd and
crimind activities because they did not have a choice Moonlighting is another drategy for
private households or businesses to hire mostly Roma, off the books.

Formd micro busnesses and sdf-employment, which have been a very fas growing sector in
recent years in the European Union, face very large condrants in South East Europe The

" MacDonald. 1994. “ Fiddly Jobs, Undeclared Working and the Something for Nothing Society.” Work,
Employment and Society. val .8, no.4, p.507-30.

World Bank. 2000. Social Assessment: Unemployment in Romania. ECA. Socid Development Unit.

13\World Bank. 2001. A Qualitative Assessment of Poverty in 10 Areas of Albania. The World Bank. ECA  Social
lDevel opment Unit.

|b|d p. 98.

15 \World Bank. 1999. Consultations With the Poor . National Synthesis Report, Bulgaria.
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underdeveloped market environment as wel as poor legd framework, petty corruption among
law enforcement authorities and bureaucrats, and lack of credit does not help the stuation of the
poor, except the recent emergence of micro-finance for a amdl percentage of the poor. All this
leeds to a vidous drde Informd economy — dodging taxes and socid contributions while taking
advantage of public goods and sarvices — increases the budget defiat and is an immediate cause
for raisng taxes and socid contributions which are a heavy burden on lawful adtivities™® In
tun, high taxes depress economic activity and income gSabilization, which brings us back to
suare one, making "informdity” amechaniam of surviva and coping, especidly for the poor.

In a poverty assessment of FYR Macedonia, carried out in the framework of the preparation of
the poverty reduction drategy, mos interviewed households daimed thet it was not posshle for
them to obtain loans to dat a amdl busness, expecidly because they cannot obtain a mortgage
a dafordable raes given the condition of the poor. Most unemployed have a lot of idess and
interest in what they would do (eg. open cattle breeding farms or craft workshops, or market
products) if they could get credits in favorable terms. With no access to financing and credit, and
unbearable unemployment, most households are led to engage in illegd or semi-legd trade to
aurvive Others, with a smdl amount of cgpitd (savings from "better times', loans from
redives), ded in smuggling goods. They buy goods, food, textile products, jewery, acohol or
cigarettes from duty-free shops from Bulgaria and Turkey and sl them in the markets or on the
Streets, the so-cdled "suitcase trade.

Informality and Women in the Former Yugodav Republic of Macedonia

Recent qudlitative assessment in FY R Macedonia suggests that women’ s involvement in the informal sector is likely
to exceed that of men. Emerging new barriers to women’s participation in the forma economy often creates
conditions for their involvement in informality. Many end up in the informal sector out of necessity rather than
choice. Some of the opportunities available to women in the informal economy include the time flexibility it can
offer to allow them to reduce the conflict between work and household life.

Recent trends in the newly developing private sector show that women earn less than men in the private sector,
though at similar levels of education, experience, occupation and industry, particularly in rural areas. The gender
wage gap is purely explained by discrimination, as women have on average much more industry, occupation and
other factors. The lack of contract enforcement in the private sector, increasing informalization of the economy, the
higher cost of hiring women (generous maternity benefits, etc.), and other discriminatory behavior towards women
workers, are some reasons for the lower wages of women compared to men.

A small number of interviewed women were engaged in skilled work, knitting sweaters, weaving, or in making
traditional garments (mostly in the western region) a home. Some women work in the informa sector as
seamstresses. Women in urban areas most often work as cleaning ladies in buildings and apartments. In many
households from the urban areas, prostitution was mentioned as a way of survival. In rural areas, poor people work
as day laborers on other people's land (cutting, digging, sawing and similar) or mind cattle, mainly during the
summer months. The informal work described in household interviews is arduous, seasonal or occasional in nature,
requiring a long search period, and is often available only during the summer months. Women selling traditional
garments also cited reduced demand for their work as a result of increased competition fom workers in Albania.
Many women said that it was easier to find work a few years ago. They related that even seasonal work
opportunities, for example, the extraction of sugar turnip; picking apples, sour cherries and other fruit in orchards; or
work athotels, are now few.”*’

Source: World Bank. 1999. Former Y ugoslav Republic of Macedonia, Focusing on the Poor.

16 \World Bank. 1999. Consultations With the Poor . National Synthesis Report, Bulgaria, p.52.
" World Bank. 1999. Former Y ugoslav Republic of Macedonia Focusing on the Poor, p.27.
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C. Informality in Obtaining Favors, Justice, and Security

World Bank poverty assessments in South East Europe have many references to "informdity” as
an important way to obtain essentid adminigrative documents, pressure the judicid system, and
obtain the collaboration of law enforcement personnd. Many poor see the lack of far access to
thelegd system and the lack of security as mgor components of poverty.

The lack of trug in the legd sysem and in the posshility for people to influence in a non
trangparent way is a mgor issue. It is very difficult to get precise informetion in this area but it is
obvious that petty corruption of law enforcement officias is widespread in the poorer countries
of South East Europe.

In Albania the quditaive poverty assessment has shown that the traditiond form of judice is
adminigered through the “fis’ dan, based on a councl of éders and the Canun sysem (a
traditiond legd system) and is now widesoread in the poorer northesstern part of the country.
This mechaniam tends to provide some form of dbility ingde dans but is not effective a
dedling with problems between dans, and it encourages blood feuds and revenge. In some aress
auch as Skhodra and northern Kukes, families reportedly are confined to their own homes to
protect themsdves during a feud, not even beng ade to access ther land. Thee are quite
extreme cases for South East Europe but they indicate how broadly informdity has expanded to
areas such asjudtice and security.

1. LESSONSFOR POLICY

The difficulty of the trangtion and the pos-war recondruction in most of the South East
European countries have pushed many sodd actors, individuds and firms, and even public
inditutions to operate in the informa sector. This has been ovewhdmingly the case for the
poor. The complete dimingtion of the informa economy is unredigic as European Union
govenments themseves redize. No ggnificant reduction of the informa sector will occur unless
there is improvement in the generd economic Stugtion and in the policies supporting those who
are eking surviva within the informa sector.

For indance, the Romanian government attempted to reduce the size of the informa economy,
but the emphasis has been on punishment rather than on prevention through the use of incentives.
Lavs and inditutions were crested to control and “fight” agang the black market and tax
evasion. These policdes have not redly been effective and the informa economy continues to
expand in this country. The busness environment has not improved, and the country has not
become more dtractive for foreign investors.

What is the most important & to try to differentiate between the informa economy that helps the
poor to cope, and the informa economy that has large negative externdities on the economy as a
whole and on the wefare and badgc rights of the poor. This differentiation is epecidly important
in gtuations when the State cannot redly take its full responghbility for socid support and human
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development because of shortages of funds and wesk capacity. In this case trying to reduce
informa support and services would have a strong risk of excluding the poor.

Improving Access to Social Services

Incentives for promoting sdf-hep among the poor are needed. Finding mechanisms that dlow
for flexible “officdisation” of the informa coping mechaniams that have a postive impact on
the poor should be pat of the drategies to ded with informdity. For example, give responghbility
to parent-teacher asodations for some pat of school mantenance and teeching materids, but
with the creation of school funds that include mechanisms to lave the poor exempted. Encourage
nationad NGOs to support school mantenance in paticularly poor regions. Have community-
based targeting sysems that dlow municipdities to exempt some households for payment for
savices but in a trangparent and informed way. Encourage locd associaions to set-up food
didribution and other programs.

Reforming Regulatory and Legal Frameworks

For these programs to work it is essentid to reduce to the minimum the adminidraive
requirement of regidration, reporting, licenang, etc. The mechanisms, however, need to be very
clear, wdl defined, and well publicized. Very often for this to work the government needs to take
action a the nationd levd. The laws on assodiaions and the non for profit [non-profit or not-for-
profit?] sector are very important. They need to provide for flexibility and ease for regigtration,
but they dso need to protect the right of the members and avoid abuse. In some countries, things
can get quite complicated, especidly if theses associations are supposed to enter into partnership
with centrd or locd governments and use public funds.

On the other Sde, law enforcement and prevention activities need to be srengthened in the area
of drug and humen trefficking as wdl as lager informd adtivities benefiting mafias This is a
very urgent issue in South East Europe where internationa support is definitively required.

Employment Creation

Sudanable poverty reduction for South East Europe is dso dependant on postive economic
growth, based on a vibrat private sector. The private sector not only provides the necessary
employment cregtion and higher incomes, but aso the tax base for sugtainable funding of public
hedth care, education, socid safety nets, agriculturd reseerch, and other critica expenditures,
which impact pogtivdy on the poor. Improvement of the conditions for the poor, who are
aurviving via informdity, will only occur in a favordble budness and investment environment.
The lack of an dffective legd and regulaory framework remans a mgor impediment to
successful private sector development.

In the employment-cregtion and revenue-generding area, micro-credit has an important role to
play. Many promisng experiences should be better assessed to see the potentid br replicability.
In Crodia, Cahodlic Rdief Sarvices (CRS) have very interesing credit and saving schemes The
World Bank is supporting a very successful program of micro-credit in Albania, which promotes
cedit and saving sydems for village asodaions The aea of micro-credit offers very
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interesting potentid for development and is catainly a way to compete with the informa credit
sysem in a way that benefits the poor. Technica support is important for micro-enterprises.
There again the legidaive framework is very important. Croatia has been preparing a law for the
lagt two years tha would dlow nonBank inditutions to do some micro-lending and to expend
some of the pilots, which have been dated by NGOs and others. The development of the
region's micro-, smdl- and medum-gzed enterprises is severdly condrained by the poor
busness dimae, lack of finance, and inadequate infredtructure. The legd and regulatory
environment impects differently on different enterprises, entrepreneurs, and households. It can
have a paticulaly negaive effect on micoenterprises, where excessvely bureaucratic
procedures and practices have an important disncentive effect on the cregtion and growth of
enterprises. Programs to support SMEs and micro-enterprises are often thought of as key
interventions to support the poor.  Smdl enterprise, and in paticular  micro-enterprise
development, is cetanly an important way to increese employment, creste a more regionaly
balanced development, and empower peoplein generd.

In the area of trade, legidation needs to be adapted in order not to crimindize people for doing
andl trade for survivd. There is quite a rich experience in the EU in this area [Legidation needs
to be adgpted to dmplify the tax and regidraion sysems for amdl traders. [Additiondly,
legidation should be enacted to reduce the levd of tax and provide clear rules of the game in
order to reduce petty corruption from law enforcement officias, which can be a mgor source of
difficulties for the poor.

Furthermore, for smdl busnesses the intractable problem of corruption must be addressed
through a mix of internd and externd efforts that involve the date, the private sector, and cvil
society. The donors could make subgtantial investments in dvic monitoring efforts and in the
cegion of budnes coditions that promote good government, trangparency in  financd
transactions, deregulation and the dgmplification of regidretion, taxation, and ingpection
procedures.

I mproving PublicPrivate Partnerships

It is important to give a dronger voice to communities in order to fight petty corruption and to
devise mechaniamns that would require locd dvil sarvants or municipd employees to be more
accountable to the poor. This is an area where quite a lot could be done.  In Tirana, the mayor is
sting up a report cad sysem on ddivery of basc savices by the municipdity. The
mechanisms will get feedback from ditizens on the quaity of services through regular surveys
and focus groups.  Additiondly, in Albania, a mechanian of participatory monitoring and
evadudion for hedth services is under prepardion, involving users of hedth services to provide
feedback on the qudity of services.

We have tried to demondrate that in the poorer EU accesson countries, the poor cope mosly
through informdity. The governments are not cgpable of providing the adequate safety net that
would dlow the poor to survive without informd rdationships. It is therefore important to
endure that whatever measures are teken towards the informa sector it does not contribute to
worsening the Stuaion of the poor. In this paper we tried to indicate some possble ways for
governments to reduce the negative impect of a large informd sector with pro-poor policies.
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More underganding is needed on these informd redionships to identify adequate policy
measures. This is the reason the World Bank is launching a number of dudies in the region, on

loca-levd inditutions and sodd cgpitd, which will hopefully improve our underganding of
some of theseissues.
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ANNEX 1
OTHER RELATED TABLESAND FIGURES

Figure 1. Percentage of Population Living in Absolute Poverty in Various ECA Countries

Headcount Index ($2.25 per person per day in 1996 PPP)
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Source: World Bank. 2000. Making Transition Work for Everyone

Table 1. Incidence of Public Expenditureson Education in Selected Countries

Country Preschool Primary Secondary Tertiary
Romania (1997)
Bottom 20% - 21 26 10
Top 20% - 10 12 24
Bulgaria (1997)
Bottom 20% 23 21 16 11
Top 20% - - - -
FYR Macedonia (1996)
Bottom 20% 249 25.4 12.6 7.1
Top 20% 175 14 22.3 46
Albania (1996)
Bottom 20% - 27 7.2 7.5
Top 20% - 11.8 32.3 31.6

Source: World Bank. 2000. Making Transition Work for Everyone.
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Figure 2. Former Yugodav Republic of Macedonia, Comparative Efficiency of
Targeting: Share of Total Public Spending Received by the Poor
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