ADAPTIVE SOCIAL
PROTECTION IN ALBANIA:
The Case of Unemployment
Benefits 1

Countries are increasingly turning to their social
protection systems to protect poor people from
the negative effects of shocks. Given the growing
size and frequency of covariate shocks – such as
natural disasters, forced displacement and pandemics – many countries around the world have
turned to their social protection systems to build
the resilience of poor and vulnerable households to
such events. This so-called Adaptive Social Protection (ASP) is intended to respond directly to protect
people from sudden losses of income, disruption to
livelihoods and rising costs of essential goods and
services arising from shocks. In this way, ASP invests
in the capacity of poor and vulnerable households
to prepare for, cope with, and adapt to shocks.2
In the absence of such support, when shocks hit,
families and their children risk falling into (deeper)
poverty and using negative coping strategies that
often negatively affect human capital accumulation
– such as withdrawing their children from school.

The growing use of social protection programs in
response to shocks is evidenced by the COVID-19
response: by December 2020, a total of 215 countries or territories had planned or implemented
social protection measures as part of their response
to the pandemic.3
This policy brief focuses on unemployment
benefits – a social insurance instrument that aims
to protect workers from job loss – to consider its
contribution to ASP. The social protection system
in Albania comprises social insurance, which is
based on contributions made through a formal
employment contract; and social assistance, which
provides government-funded support to poor and
vulnerable individuals irrespective of their previous
employment status.4 Social insurance programs
are largely designed to provide protection to
formal workers in response to idiosyncratic shocks,5
although the flexibility inherent in their design – and
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their extensive use during the COVID-19 pandemic6
- suggests that such instruments may play a
role within an adaptive social protection system
response to covariate shocks. While Albania’s social
insurance system is far from perfect,7 the existence
of functional transfers and a system to collect social
insurance contributions, coupled with the country’s
high exposure to covariate shocks, indicate that it
may be worthwhile to identify ways in which unemployment benefits can help households prepare
for, cope with, and adapt to shocks. Against this
backdrop, this policy brief first briefly outlines Albania’s exposure to covariate shocks, then details
the design features of the current unemployment
benefits system, and lastly offers some recommendations on how unemployment benefits could
more effectively protect against job losses among
individuals during “normal times” before considering options to prepare for future shocks.
Exposed to various natural hazards, in particular
flooding and earthquakes, Albania has the highest
level of disaster risk in Europe according to the
World Risk Index 2019.8 Between 1995 and 2015,
an average of 30,000 people were affected every
year by natural disasters, and more than 95 percent
of Albanian municipalities were affected by at
least one disaster. Most notably, in 2019 Albania
was hit by a severe earthquake. In the last decade,
damages have exceeded US$1 billion (Figure 1).9
Much of this damage is caused by businesses

being damaged, resulting in temporary job losses.
Disasters and shocks often lead to job losses and
lengthier periods of job searching as compared with
non-crisis periods. During the 2019 earthquake the
Post-Disaster Needs Assessment estimated that it
would take an average 3.4 months to access a job
in manufacturing, and 4.4 months to access a job in
trade depending on the level of damage and disruption of business service. In such cases, rules that
relax eligibility conditions for prolonged benefits
during periods of crisis could ensure that the
incomes and consumption of people are protected
when shocks occur. Climate change may further
increase the severity and frequency of weather-related disasters, such as floods and storms. This
could subsequently affect sectors such as energy
and agriculture, for example, and reduce water
availability and food security.
A well-designed unemployment insurance system
provides temporary financial support to jobseekers
while they find a new job, although the system in
Albania appears to be falling short of this objective.
All countries in the Western Balkans and the 7STEE,10
with the exception of Kosovo, have unemployment
insurance systems.11 Unemployment insurance can
support labor market transitions, in that benefits
can sustain jobseekers while they search for work,
resulting in better quality job matches that make
use of their skills. Unemployment insurance can also
help to maintain aggregate demand during periods

Figure 1: Damages caused by disasters in Albania, 1995-2019
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Source: DesInventar database and Post-Disaster Needs Assessment. Figure from World Bank. 2020. Disaster Risk Finance
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Albania’s unemployment benefit stands out from
typical unemployment insurance by providing a
flat benefit. In Albania, a flat-rate benefit of 50
percent of the national minimum wage is paid for
3 to 12 months, plus an additional 5 percent for
dependent children.14 In contrast, net replacement
rates for a single individual in comparator 7STEE
countries range from around 55 percent of average
gross wage in Estonia to 85 percent in Latvia (Figure
4).15,16 Other Western Balkan countries, such as North
Macedonia or Serbia, also achieve higher replacement rates and provide benefits linked to the level
of previous contributions. Both countries initially pay
50 percent of the previous average salary, capped at
a maximum of 160 percent of the minimum wage in
Serbia and a maximum of 80 percent of the national
average wage in North Macedonia. Many of these
countries start off with more adequate replacement
rates, which are reduced as periods of unemployment continue. Individuals who have contributed for
at least one year17 receive 3 months of benefits, more
than 3 years receive 6 months, more than 5 years 9
months, and more than 10 years a maximum of 12
months. The minimum pay-out-period in Albania
and the other Western Balkan countries is 3 months.
In contrast, it is 6 months in Slovakia, 8 months in

Figure 2: The share of the unemployed receiving
unemployment benefits is much lower in Albania
than in select comparator countries, 2015-2020

Figure 3: Those who are unemployed are at high
risk of poverty
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of economic downturn.12 In Albania, unemployment
benefits cover formal employees. To qualify for the
benefit, beneficiaries must be involuntarily unemployed, must have at least 12 months of contributions, may not be receiving any other benefit except
for disability, must be registered with the National
Agency for Employment and Skills (NAES), and must
be willing to take up employment or participate in
training or any other suitable active labor market
program (ALMP). Although the number of unemployed people who received benefits increased significantly in 2020, the coverage of the unemployed
continued to be very low. In 2019, only 1.8 percent
of unemployed received unemployment benefits
(based on data from INSTAT), increasing to 2.6
percent in 2020.13 In contrast, comparator countries in the 7STEE cover a much larger share of the
registered unemployed, ranging from 18 percent
in the Slovak Republic to 81 percent in Estonia in
2018. Coverage of unemployment benefits among
the unemployed and registered job seekers seems
to be higher in other Western Balkans countries
than in Albania (Figure 2). Against the backdrop
of these low rates of coverage, rates of at-risk-ofpoverty among unemployed people in Albania are
high (Figure 3).

Source: INSTAT based on the 2020 Survey on Income and
Living Conditions.
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Latvia and 9 months in Lithuania. Analysis of NAES
administrative data suggests that the duration of
payment of unemployment benefits in Albania may
be too short. In 2020, the most common reason
for beneficiaries ceasing to receive unemployment
benefits was the expiry of their benefits18 rather than
because they entered active labor market programs,
which was the main reason for exit in earlier years.19

adequate unemployment benefit, if it was not used
to finance the previously mentioned extraordinary
measures. Replacing the flat benefit with a 70
percent replacement rate would still only make up
half of the contributions that are collected, holding
the number of beneficiaries constant.23 Currently,
the contributions collected significantly exceed
expenditure on regular unemployment benefits.

Current expenditure on unemployment benefits
is significantly lower than social security contributions for unemployment insurance collected from
employers. Social security contributions include
a 0.9 percent contribution from the employer
for unemployment insurance. Total contributions
amount to 24.5 percent of the gross wage,20 of
which 14 percent is paid by the employer. The 2019
state budget shows social security revenues to
a sum of Albanian lek 84,342 million; calculations
show that the revenue stemming from the 0.9
percent contribution for unemployment benefit
amounts to roughly lek 3,092 million.21 State
expenditures on regular unemployment benefits
that same year were lek 504 million, whereas almost
lek 2,164 million was paid out as special measures
to workers of the oil, mining and metallurgy industries or former members of the military.22 Simulations show that the 0.9 percent employer-financed
social security contribution could finance a more

Providing more substantial unemployment benefits could help Albanians to sustain the search for
jobs that best use their skills, while also enabling
consumption smoothing of unemployed people.24
Given the low adequacy of unemployment benefits,
people have little choice but to rush to find new
employment when they are laid off. The government
may consider a range of reforms to improve the
adequacy and functioning of the unemployment
insurance system in Albania, which would include
revising the parameters. Reforming the parameters
would include, at a minimum, linking unemployment
benefits to previous contribution levels. In order to
make the benefit more meaningful, the government
should consider gradually raising the adequacy
of benefits as well as extending the duration of
payment. However, determining the exact parameters requires detailed analysis, given the implications of social security contributions by employers
and employee for employment in Albania.
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Figure 4: Albania’s unemployment benefits have very low replacement rates, especially for average
earners
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Applications for unemployment benefits still have
to be made in person at the local employment
office. In order to apply, and within 60 days of the
end of the employment relationship, an individual
must provide in person to the employment office
an application form, a workbook25 detailing work
experience, photo ID and certificates of enrollment
in education for all dependent children.26 Additionally, employment offices must obtain the applicant’s certificate of marital status, and a certificate
from the individuals’ tax branch confirming that the
claimant is not currently registered and has paid the
contributions for a given number of years. Once the
application is approved, the beneficiary is expected
to see an employment counsellor once a month.
In Organisation for Economic Co-operation and
Development (OECD) countries, online applications
for unemployment benefits are common, reported
in 2015 to reach up to 58 percent of applications
in the United States, 88 percent in the United
Kingdom, 95 percent in the Netherlands, and 100
percent in Iceland and Italy.27 In Albania’s neighboring countries, the COVID-19 pandemic accelerated the introduction of remote applications to
enable social distancing, such as applications submitted by email or post in Serbia and Croatia. This
suggests that there is significant scope to streamline the process of applying for unemployment
benefits in Albania, including through the adoption
of digital systems.
While Albania harnessed its unemployment insurance system to respond to the COVID-19 pandemic,
it took more modest steps than other countries.
Over 90 percent of countries in Europe and Central
Asia used their unemployment insurance systems
to respond to the COVID-19 pandemic. In Albania,
the unemployment benefit was doubled for the
months of April, May, and June 2020. Other countries went further. Serbia and Croatia, for example,
facilitated procedures to apply for unemployment
benefits, as discussed in the paragraph above.
Countries such as Bulgaria and Slovakia temporarily
extended the duration for receiving benefits (from 4
to 7 months in Bulgaria and from 6 to 10 months in
Slovakia). The governments of Latvia and Lithuania
expanded unemployment benefits for the self-employed and introduced an unemployment assistance benefit for those unemployed who would
not otherwise qualify for regular unemployment
benefit. In Slovenia, workers who lost their jobs

during the pandemic were automatically entitled to
unemployment benefits.
Albania may consider adding elements to its unemployment benefits to expand access during times
of shock. During both idiosyncratic and covariate
shocks, unemployment insurance expands naturally to individuals eligible due to their history of
social security contributions. In the face of shocks,
this reliance on social security contributions may,
however, exclude workers who lost employment
and: (i) were active social security contributors but
who do not yet meet minimum eligibility criteria; or
(ii) were active in the informal sector.28 Households
in these two categories may often be vulnerable to
poverty but fail to meet the strict eligibility criteria
for last-resort income support programs such as the
Ndihma Ekonomike. Given the limited coverage and
low adequacy of unemployment benefits in Albania,
the government could consider reforms to facilitate
quick expanded access to unemployment benefits
during shocks for formal workers, such as by easing
the minimum contribution requirements to less
than 12 months in the case of a crisis, as exemplified
by the COVID-19 pandemic, and extending benefit
duration for those who are eligible for support.
Harnessing existing unemployment insurance
delivery systems can facilitate a rapid expansion of benefits to new populations during
shocks. Numerous countries successfully used the
existing structures of their unemployment insurance systems to deliver supplemental benefits to
support formal workers through short-time wage
subsidies or partial unemployment benefits in
case of losing earnings while remaining in formal
employment.29 Malaysia’s unemployment insurance
provided wage subsidies to selected employers
with the condition of maintaining employment for
six months. In South Africa, the unemployment
insurance fund’s delivery system and budget were
successfully built upon to establish a Temporary
Employer Relief Scheme (TERS) for quick disbursement of payments to registered employees who
were temporarily furloughed or were only partially
paid.30 However, limiting a response to expanding
support to formal workers who lose employment
risks excluding some of the most vulnerable. In fact,
in South Africa women were disproportionately at
risk of not qualifying for income support through
the formal-worker targeted TERS due to more pro5
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nounced informality, but were also deemed ineligible for the informal worker-targeted Social Relief
of Distress grant due to often being the nominated
recipients of the Child Support Grant.31 Thus, while
having an effective unemployment insurance mechanism can strengthen a social protection response
in times of shock, an effective response must have
access to and make use of a set of social protection
tools as diverse as the country’s population.32
An expansion of unemployment benefits may nevertheless require financing from the government to
expand beyond the insured population. The most
common means of financing an extension or expansion of unemployment benefits or benefits delivered through unemployment insurance systems
during the pandemic has been through emergency
financing packages adopted by governments.
This has blurred the distinction between contribution-based social insurance and non-contributory
social assistance delivered through non-traditional
delivery systems, that is, those of unemployment
insurance. It has become clear, however, that large
covariate shocks can overburden even well-funded
unemployment insurance funds. In Germany, the
country’s unemployment insurance fund had
amassed a surplus of the equivalent of 0.8 percent
of GDP following a lengthy period of economic
expansion. Nevertheless, the federal government
had to subsidize the fund with the equivalent of 0.6
percent of GDP over the course of the pandemic.33
In other countries, such as Chile and the United
States, governments additionally provided substantial loans to unemployment insurance trust
funds to cover natural and extraordinary expansions
of unemployment insurance: these will likely require
increased contribution rates in the coming years.34,35
Mechanisms to expand unemployment insurance
therefore require clearly defined financing sources,
beyond the traditional reliance on social insurance
mechanisms. Such financing sources could be articulated in a disaster risk financing strategy, such as
that recommended in the World Bank’s Disaster
Risk Financing Diagnostic.36
Albania may also consider harnessing investments in its social assistance programs to extend
protection to poor and vulnerable workers. While
improving the effectiveness of unemployment
insurance may contribute to incentivizing workers
to formalize, it is likely – at least in the short term

– that many workers will remain in informal, temporary or seasonal employment that excludes
them from such formal protection during crises.
In this context, Albania may consider international
experience, which is increasingly offering innovative means of reaching informal workers with
support when they need it to prevent their slide
into (deeper) poverty. The introduction of individual
savings accounts37 is being used in some countries to extend the coverage of social insurance to
low-income workers, who tend to be informal. This
is being done, for example, through the establishment of dedicated financial products accompanied,
at times, by matching grants from the government
and behavioral nudges, such as through automatic
reminders.38 These innovations, which are often
dedicated to expanding pension access, may offer
ideas for how Albania could extend coverage of
unemployment insurance to a greater proportion
of the population. In addition, a global review finds
that, in most cases, the best way to quickly support
informal wage workers and the informal self-employed during crises is through social assistance
systems, the scope and benefit amounts of which
can be quickly expanded when there are mechanisms in place to identify and register potential
beneficiaries, such as social, civil, or property registries, for example. In expanding these registries,
governments can work closely with organizations
that work with the informal sector, such as informal
business associations or microcredit organizations.
In addition, governments can take advantage of
administrative data from existing government
programs – beyond social assistance – including
not only current but also past beneficiaries.
Albania has a well-established social protection
system that offers a foundation for responding to
shocks, including through unemployment benefits.
While Albania has an established social insurance
system, the unemployment benefits appear to fall
short of the aim of supporting workers to transition
between jobs, as the flat-rate benefit is not sufficient to guarantee an appropriate level of income
during periods of unemployment; and the ability
to access the benefit is limited, as illustrated by the
low coverage of the unemployed. There are several
issues for the government to take into account to
improve the coverage of unemployment benefits,
which range from reforming the parameters of the
system to modernizing the application process. At
6
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the same time, global experience suggests that
the unemployment benefit system can play a role
in responding to future crises by using its delivery
systems to reach additional people who have lost
their jobs because of a shock or by modifying the
eligibility for or duration of unemployment benefits
when accompanied by dedicated financing. To this
end, Albania may consider:

• Reforming unemployment benefits by paying

higher benefits based on a replacement rate
with some degree of redistribution. As a first
step, a detailed analysis should inform the
potential revision of unemployment insurance
design parameters, such as: (i) benefit amount,
(ii) duration of benefits, (iii) minimum period of
contributions, and (iv) contribution rate, with the
aim of making the benefit more meaningful for
the unemployed and thereby incentivizing some
workers to formalize, while also ensuring that
unemployment benefits remain fully financed
through contributions during non-crisis periods.

• Modernize the application process for unem-

ployment benefits. This could be done using
online applications, with verification carried out
through interoperability with other government
data bases, such as the tax authority.

• Consider setting out rules that would govern

the response to shocks through the unemployment benefit system, including a careful consideration of options to relax some of the stringent
eligibility criteria and extend benefit duration in
time of crisis, linked to an established source of
financing, which would be set out in a Disaster
Risk Financing Strategy.

• Consider innovative elements that other coun-

tries have introduced to expand social protection coverage, such as reform severance pay,
and introduce individual severance accounts on
the basis of detailed analysis to identify potential
effects on the labor market.
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