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3.11. South-East Europe: United in Problems, Divided in Solutions

Predrag Bejakovic

Abstract

The aim of the book is both to analyse and propose measures for alleviating the widespread
existing conflict between equity and efficiency in social policy in the broader sense: including
social welfare, education and employment. Education, social welfare and the labour market
are closely intertwined and mutually reinforcing. Efficiency and adequacy (or lack of it) in
one field has many positive (or negative) consequences in other sub systems. In South-East
Europe (SEE) the discourse on social policy in the broader sense of equity versus efficiency is
a new agenda, an agenda of transformational politics. Social policy in SEE has been created
by economic discourse on market-making versus market-correcting policies. South East Euro-
pean states have relatively weak governments. They have a limited capacity to collect taxes,
to tackle the unofficial or grey economy (a financially weak state) and thus, limited resources
for the provision of public goods and services. The situation in SEE is far from satisfactory
or optimistic. South-East European countries have to find and develop constitutional and
legal arrangements that best suit their own historical, social, cultural and economic situa-
tions, conditions and possibilities. The government could and should provide a stable legal
framework, the social infrastructure and with the co-operation of its citizens, establish the
rule of law. Otherwise, the social groups in unfavourable conditions, primarily the poor and
socially excluded, will suffer most from the lack of clear laws and the unwillingness of society

to respect those that do exist.

3.11.1. Introduction

One lands on a very peculiar political social
and economic space on arriving in South-East
Europe, with a unique but also variable institu-
tional landscape, with a special culture of gov-
ernance and with numerous socialist legacies.

The aim of the book is both to analyse and
propose measures for alleviating the existing
widespread conflict between equity and ef-
ficiency in social policy in the broader sense:
including social welfare, education and em-
ployment. Why education, social welfare, the
labour market situation and consequent poli-
cies? The topics are specific, but also intercon-
nected, so various terms could be used under
different topics. There are many links among
the various aspects of these public policies.
Education, social welfare and the labour mar-

ket are closely intertwined and mutually rein-
forcing. Efficiency and adequacy (or lack of
it) in one field has many positive (or negative)
consequences on other sub-systems. High ex-
penditure for social welfare measures will limit
investment in education and technological
development, which will result in undesirable
consequences for economic growth and de-
velopment in the long run. Successful employ-
ment policies will reduce the risk of poverty
and social exclusion, as will effective social and
health insurance. High efficiency in social poli-
cy has many positive side effects on the econ-
omy; primarily there would not be widespread
unemployment and poverty traps'®.

1% The unemployment trap happens when there is no incentive
to get a job at all, while the poverty trap occurs when people
have little or no incentive to get a better paid job or work lon-
ger hours
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Furthermore, participation in education
and formal education has a positive impact
on individual personal as well as social devel-
opment, social inclusion and social cohesion.
For example, among people with upper sec-
ondary and tertiary education, the unemploy-
ment rate is on average lower than among
less well educated people (persons who fin-
ished primary school at most). Better-educat-
ed and qualified persons also wait less time
(as unemployed) for a job and have a higher
income when they find a job and better pos-
sibilities for professional promotion. Also,
the risk-of-poverty rate is significantly lower
among better educated persons. Measures
for an increase in employment affect the
number of employed but also increase the
number of insured persons who pay contri-
butions, which reduces expenditure for social
care, and increases public revenues which in
turn enables easier financing of public goods
and services, etc. Inadequate social services
could cause bad health in the population or
some social groups (for example, the poor or
national minorities). That lowers personal em-
ployability, reduces chances for employment,
and increases the risk of long-term unemploy-
ment, poverty and social exclusion.

In South-East Europe (SEE) the discourse
on social policy in the broader sense of equity
versus efficiency is a new agenda, an agenda
of transformational politics. Social policy in
SEE has been created by economic discourse
on market-making versus market-correcting
policies. These countries were particularly ex-
posed to neo-liberal economic and implicit
societal policies. Deacon argues (2000), how-
ever, that it is not economic, but instead, po-
litical globalisation that impacted heavily on
social policy development in SEE;by that, he
meant global actors, such as the World Bank,
who promote a particular social policy, driv-
en by ideological reasons and views on how
social policy should position itself in relation

to the market. Similar to European-level so-
cial policy, post-communist social policy was
dominated by market-making features and se-
riously lacked market-correcting mechanisms.
It is well known that South-East Europe-
an states have relatively weak governments.
They have a limited capacity to collect taxes,
to tackle the unofficial or grey economy (a
financially weak state) and thus, limited re-
sources for the provision of public goods and
services — including education, social welfare
and labour market policy. Almost all of the
SEE countries are characterised by deeply
rooted corruption and lack of transparency
in political decision-making processes. Most
of them have little ( if any) public discus-
sion related to public policies and budgetary
processes. These countries have quite wide-
spread uneconomic behaviour in government
for the spending of public funds. All probably
discourage the payment of taxes and increase
tax evasion, and reduce the possibilities for
collection of public resources needed for the
provision of public goods and services. Exclu-
sion of citizens from the decision-making pro-
cess indirectly affects the deterioration in the
quality of public services, increases poverty,
social exclusion and inequity of income.
Furthermore, these countries are caught
in a legislation trap: their Parliaments under-
take massive legislation which puts a heavy
burden on the whole range of the policy-
making machinery (weak regulatory state).
As a result, there is insufficient capacity to
follow up, to evaluate, and to monitor the
implementation of even major legislation,
particularly related to education, social wel-
fare and labour market policy. Additionally,
there is unrealistic normative optimism that
all problems could be solved with new laws,
various strategies of governmental regulation
and the establishment of new governmental
bodies, agencies and institutions. In assessing
the reformulation of social policy in Eastern
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Europe some important factors are forgotten:
there is a huge implementation gap between
accepted laws and their real implementation
and a limited capacity of institutions that are
often weak and/or ineffective.

As social policies in the broader sense (ed-
ucation, social welfare and labour market) are
closely linked both to the State (as a neces-
sary authority to correct market failures and
promote the public good) and market-mak-
ing mechanisms (negative social policy that is
aiming to remove the boundaries of market
competitiveness), the question of trade-off
between efficiency and equity should be in
the centre of political discussion and social
analysis. However, it is very often neglected
and/or almost forgotten.

Simultaneously, the two processes are oc-
curring in very different circumstances. There
has been no history of equity-efficiency choices
in the framework of the market economy. In
the case of many SEE countries there is the
trade-off of focus on what is called the prema-
ture welfare state. It is argued that compared
to the level of economic development and the
national GDP, as far as the fiscal capacity of the
SEE welfare states is concerned, it is over-mus-
cled. The level of welfare spending is not sup-
ported by economic performance, therefore it
pre-empts fiscal policy space and endangers
investments and economic restructuring.

3.11.2. Most Important Characteristics
and the Situation in the
Countries Covered

The authors of the national case studies pro-
vide an interesting range of human stories and
data for and against the education, social and
employment situations in their countries. The
individual articles give very different weight to
the three main themes: education, social and
employment (sometimes almost none at all)
and most have a polemic touch (or sometimes

even a ‘greedy grasp’). A number of themes
begin to offer themselves up - the long versus
short term implications on the equity side; the
English speaking influence (described as An-
glo -Saxon in some of the pieces) from and on
policy influencers, whether the World Bank or
European Union as opposed to “European’
mainstream” however defined; the advisabil-
ity of some EU Commission approaches; the
sheer weight of post-Keynes ‘animal spirits’ -
versus phenomenology; the small ‘p’ political
versus bureaucratic versus academic/objective
perspectives; the immediate lack of all real re-
source and so on.

Due to various socio-economic situations
in the countries (differences among them are
almost bigger than the similarities) as well
as different contributions of authors to the
book, it is almost impossible to provide inter-
country comparisons regarding situations,
problems and solutions for the efficiency and
equity trade-off. However, it is possible to re-
peat what has been analysed, summarise the
most important messages from each contri-
bution and finish with recommendations and
proposals for future research.

While it is straightforwardly apparent
what equity and what efficiency is, the rela-
tion between those two phenomena is not so
obvious. Succinctly, the efficiency and equity
trade-off is that adequate equity enhances
the poverty reduction agenda and thus, socio-
economic efficiency. The poor generally have
less influence, less income, and less access to
services than other better-off social groups.
As stated in the conceptual framework of this
book, when societies become more equitable
in ways that lead to greater opportunities for
all, the poor usually have double benefits.
First, expanded opportunities help the poor
directly through greater participation in the
development process. Second, the develop-
ment process itself may become more suc-
cessful and resilient as greater equity leads
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to better institutions, more effective conflict
management, and a better use of all poten-
tial resources in society, including those of the
poor. A modern equality approach tends to
require equality of something, but not nec-
essarily equality of outcome in the material
sphere (in fact, plain equality of resources is
a claim very few theorists of justice would be
willing to defend, since people have different
needs, are confronted with different circum-
stances and, if they are given the same op-
portunities, are likely to make different use of
them) (Robeyns, 2009).

Even from its first days of independence
in 1912, Albania was plagued by a host of
ills: pervasive poverty, overwhelming illiteracy,
blood feuds, epidemics of disease, and gross
subjugation of women. Stitched into the ever-
convulsive Balkans, Albania was Europe’s most
isolated and deprived country, overwhelmed
by instability and poverty. After a long-term
communist regime that lasted from the end of
the Second World War till 1991 (when the first
multiparty elections were held since the 1920s
and predestined the end of communist rule),
Albania entered a turbulent period of political
and economic change. Almost two decades
after democracy and privatization were sup-
posed to deliver undreamed-of life in today’s
Albania is marked by massive unemployment
and disillusionment. So it is not surprising that
disappointment and low expectations pervade
conversations with many Albanians. Radical
changes of the Albanian economy after the
downfall of the communist regime have pro-
duced not only a change in the structure of
the production of goods, but also in the make
up of the structure of the producers, as well as
the prices of goods. There were also changes in
the forms of ownership and the organization
of production resources. After the collapse of
the centralized economic system, many eco-
nomic sectors failed, thus generating greater

unemployment. During the transition, unem-
ployment in Albania has been higher than the
average for other countries in transition. The
situation was partially mitigated by a perva-
sive informal sector and by remittances from
abroad sent by relatives from West Europe.
It is assessed that the informal economy pro-
duces more than 50% of the GDP (Gérxhani,
2001). The existence of the informal sector —
very often a lifeboat for many and a mean for
the majority of the population to secure their
living or income - is a result of radical changes
in the economy that resulted in huge modifi-
cation in the labour force and the population’s
income, vacuums in the legal structure, lack of
implementation of the laws by governmental
structures, and a confused tax policy with high
costs. All these factors contribute to an unfa-
vourable social picture with no easy solution.

Fifteen years after the Dayton peace
agreement ended the ferocious ethnic war in
Bosnia and Herzegovina (B&H), the country
is still not prosperous and united, but remains
poor and divided into two entities, a Muslim-
Croat Federation and a Serbian Republic.
Thus, the social protection and social assis-
tance system in B&H is highly fragmented and
comprises 13 almost independent systems,
with a low level of coordination and coopera-
tion among them. Furthermore, functions are
overlapping and the division of responsibili-
ties is unclear. Therefore, the main problems
of Bosnia’s development since 1995 are the
consistent dominance of nationalist parties
and the practice of voting along national
lines, which results in political elites that focus
on the well-being of their own national group
rather than on the well-being of all. Only re-
cently have leading politicians in Bosnia and
Herzegovina made statements suggesting
attempts at reconciliation, essential for un-
blocking the political deadlock and accelerat-
ing economic growth. Regardless of the fact



South-East Europe: United in Problems, Divided in Solutions

FRIEDRICH
EBERT
STIFTUNG

181

that a large share of the population is below
the poverty threshold, there are no social in-
clusion policies at any level of government
in B&H that would systematically try to solve
the basic causes of poverty and social exclu-
sion. Bosnia’s prospects for stability would be
helped if it joined the European Union, and
soon, but progress in that direction has not
been encouraging.

Supported by more than a decade of
consistent macroeconomic policies and deep
structural reforms, Bulgaria joined the Euro-
pean Union in 2007. However, the country
still has to overcome many obstacles, includ-
ing a harsh social situation, a low technologi-
cal development of the economy, a significant
productivity gap and low labour remuneration
in comparison with the rest of the EU plus
a widespread and deeply rooted unofficial
economy, etc. Analysing a trade-off in social
policy, Bulgarian authors particularly empha-
sised the pension system because about 85%
of all social welfare outlays has been paid out
for pensions. Bulgaria’s labour market has im-
proved over the last few years, but the global
economic crisis has interrupted and reversed
this progress. Paradoxically, in many cases
Bulgaria, in spite of (or because of) its social-
ist past, has paid low-skilled labour as much
as high-skilled labour or even higher. The low
technological level of the national economy
creates more jobs for people with lower edu-
cational and qualification attainments. Thus,
highly educated and/or people with specific
knowledge and skills happen to be less in de-
mand on the Bulgarian labour market, and in
many cases they accept job positions, which
do not match their high professional status.
Thus, educational policy seems to be contro-
versial and the results do not positively influ-
ence the social environment and individuals’
labour market opportunities.

In the chapter on Croatia it is mentioned
that absolute poverty in Croatia is low and
poverty is highly correlated with the situa-
tion in the formal labour market and the skills
of individuals. Thus, the most important exit
from poverty is better education and acquir-
ing knowledge, skills and experience for ad-
equate employability. It looks as though un-
employment is mostly the consequence of the
countries’ inability to create jobs fast enough
to accommodate new entrants into the la-
bour force. There is an overall deficiency of
jobs and substantial unemployment, but peo-
ple with jobs stay in them for unusually long
periods. Furthermore, not enough attention
is given to the long-term unemployed (that is
an entry ticket to poverty and social exclusion)
and to the evaluation of labour market policy.
There is also, currently, a concern that social
care services in Croatia are not necessarily tar-
geted to those most in need. Thus, for Croa-
tia it is much more important to invest in the
“quality” of social and employment policies
rather than in quantity.

Kosovo is the smallest state in terms of
territory and the newest state in South-Eastern
Europe, but with very old, deep and serious
economic and social problems. Kosovo began
its post-conflict transition from a very difficult
starting point. During the 1990s, its economy
had already suffered from poor economic
policies, lack of domestic institutions, broken
external trade and financial links, international
sanctions, underinvestment, and ethnic con-
flict. Output fell by a half in the early 1990s,
and additionally by at least another 20% as a
result of the conflict at the end of the decade.
Furthermore, Kosovo maintains some of the
worst social indicators in the region. Almost
one half of the population is estimated to be
poor, while 15% live in extreme poverty. The
poverty rate is very high compared to neigh-
bouring economies, and has not significantly
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changed over time. Around 70% of all the
poor are either unemployed or inactive. Em-
ployment possibilities are very limited and
unemployment remains broadly stable on
an exceptionally high level (above 40% with
youth unemployment at almost 80%). As the
author for Kosovo underlines, poverty reduc-
tion through growth could be achieved only
through strategies that lead to high employ-
ment-generating growth Important steps to-
wards enhancing economic growth and re-
ducing existing high unemployment would be
improvements of the country’s image and at-
traction of foreign investors. The importance
of eliminating (or at least reducing) corruption
is emphasized, as well as improving labour
regulation and its implementation, and en-
hancing business start up regulations.

In Macedonia, apart from the troubles
typically attributable to the transition process,
there were also other problems which pre-
vailed long before transition and contributed
to the overall deterioration of living condi-
tions in the transition period. Among these is
the generally low economic development of
the country, higher unemployment levels, as
well as lower investments. Furthermore, eco-
nomic emigration and low levels of education
and training have aggravated the transition
process. Macedonia submitted its application
for EU membership in 2004, but the Euro-
pean Commission’s recommendation to open
negotiations with Macedonia was blocked
by Greece's objection to the new republic’s
name. High unemployment could be at least
lowered through active labour market policies
(ALMP) — skilling, requalification and educa-
tion of unemployed persons. ALMP have been
implemented to enhance labour supply (e.q.,
training); increase labour demand (for exam-
ple, wage and/or employment subsidies, and
public works); and improve the functioning
of the labour market (primarily, employment

services). In addition to the quality of design
and implementation of the programmes
themselves, these variables include external
factors, such as stable macroeconomic con-
ditions, a favourable investment climate and
enabling a business environment, and a com-
petitive product market, all preconditions that
should and could be achieved in Macedonia.

The contribution for Moldova explains a
complex socio-economic situation, primarily
linked with an increase of poverty after the
country proclaimed independence. Moldova’s
transition process had devastatingly impacted
on the country’s social situation. The unfa-
vourable economic situation is further wors-
ened by political instability in the breakaway
territory of Transdniestr. The country is highly
dependent on migrant remittances, which
represent about one third of GDP. The pop-
ulation in big cities has a significantly lower
risk of living in poverty in comparison with
those living in rural areas, mostly due to the
fact that the agricultural sector has very low
levels of production and labour remunera-
tion. From the point of view of the trade-
off between efficiency and equity there are
various risks which affect the social policy of
Moldova, very often linked with the fact that
the government is forced to search for hasty
short-term and mid-term solutions and be-
ing less ‘prospective’, frequently missing the
long-term vision. As in many other SEE coun-
tries, in Moldova there is also a significant gap
between the supply of the education system
and labour market demands. Due to specific
national problems, the author dedicated at-
tention to the trade-off between efficiency
and equity in the health-care system, empha-
sising that reforms have had a very positive
impact on equity in the health system’s costs
and benefits overall. However, the present
system of health financing does not guar-
antee the effective protection of the whole
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population from financial risks, primarily be-
cause of out-of-pocket payments and a size-
able proportion of the population that is not
covered by social health insurance.

Montenegro achieved independence in
2006, signed a Stabilisation and Association
Agreement with the EU in 2007, applied for
membership a year later, and received candi-
date status in 2010. Montenegro has achieved
remarkable economic growth in recent years,
which has created opportunities and brought
about some progress in the social situation
and equity question. Poverty in Montenegro is
low, but there are significant differences in the
extent of poverty among the regions. There is
a favourable situation in the south and central
regions, and much higher poverty rates in the
north of the country. Poverty in Montenegro
has a multidimensional character: it is charac-
terised by chronic poverty; sub-standard living
conditions; lack of availability of basic services;
lack of educational attainment etc. Poverty is
directly linked to the person’s position on the
labour market. Montenegro had been char-
acterised by a highly regulated and very rigid
labour market, which probably contributed to
the extensive informal economy and the high
percentage of long-term unemployment. The
Parliament of Montenegro recently adopted
a new Labour Code, which has enabled im-
provements in the regulatory aspect of the
labour market. This law presents a significant
improvement over the old law. The author in
the analysis underlined that there is significant
room for improvement in social protection ef-
fectiveness in Montenegro, primarily in terms
of the targeting of social protection and the
adequacy of social benefits, as well as im-
provement in transparency and accessibility of
data and information.

Experiences in Romania demonstrate
the unrealistic expectations of many transi-

tion countries that all social problems will
be solved with EU accession. Romania is, in
spite of the accession to the EU, faced with
a serious and overwhelming economic crisis
and the many difficulties of integration. Thus,
current economic and social data show dete-
rioration in the situation. What is particularly
worrisome is the large category of “working
poor” in Romanian society because many full-
time employees and self-employed persons
belong to this category. A way of escaping
poverty for many Romanians was labour mi-
grations that in the short-term could alleviate
poverty and, due to remittances, the unfa-
vourable social picture. But in the long-run
these can endanger family links, tear the so-
cial fabric and due to the lack of labour force
(particularly the educated and qualified) men-
ace economic development and progress.
The valuable message from the Romanian
contribution is that a generous level of social
protection does not necessarily lead to worse
economic results. On the contrary, social poli-
cies based on investment in human and social
capital are conducive to higher economic ef-
ficiency as they improve productivity and the
quality of the labour force.

In Serbia, after political changes caused
by the fall of the Milosevi¢ regime, the new
Government commenced, from the year
2001, more serious reforms in the field of
price liberalization, the abolition of control
of foreign trade, privatization of social enter-
prises, comprehensive fiscal reforms (includ-
ing the introduction of a new taxation system
- primarily Value Added Tax), improvement of
Tax Administration and budget consolidation,
strict monetary policy, reform of the banking
and financial system, etc. Non-payment or ir-
regular payment of salaries, the bankruptcy of
big public companies, delays in payment and/
or non-payment of social aid and pensions
forced a large part of the population to live
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in conditions of poverty, scarcity and despair.
The new Government prepared a package of
proposals for economic reform including so-
cial measures to assist the poor and vulnera-
ble that face difficulties caused by the restruc-
turing. The destruction of non-productive and
artificially maintained jobs in the formal sec-
tor increased the number of people who lost
their jobs. Agriculture and small and medium
enterprises (SME) have been the main source
of net job creation in Serbia but these sectors
are most developed in the informal economy.
Due to its being a relatively privileged sector
there is constant pressure for employment in
the public sector. The goal of social measures
has been only partially achieved. Analyses
show that the Serbian main social assistance
programmes - so called material assistance
to the family (MAF) - is very well targeted,
with the poor receiving over 90% of the total
funds from the programmes. Limited dura-
tion of the right to MAF, the introduction of
which was motivated by activating recipients,
has been significantly jeopardized by lack of
sufficient jobs and problems in the equity vs.
efficiency trade off in education, primarily dif-
ferences of labour market needs with inade-
guate education or low qualifications of cash
benefit recipients. The authors of the Serbian
contribution believe that applying explicitly or
implicitly pro-poor policies in Serbia would si-
multaneously improve efficiency and equity.

3.11.3. Conclusions and Recommendations

After reading all the contributions collected
in this study an honest reader should be in
a quite grim mood, because the situation in
them is far from satisfactory or optimistic.
The reasons for that are manifold: path de-
pendency, (it is not easy to relieve the heavy
socialistic burden and paternalism), unfavour-
able political instability and/or (post)war con-
ditions and reconciliations, corrupt or weak

public government and administration (in-
cluding regulatory authorities and judiciary
systems), ineffective private governance. All
these elements hinder economic and social
development in South-East Europe.

Analysis of the impact of market adjust-
ment on the social sectors and particularly on
the trade-off equity vs. efficiency is difficult
because it involves evaluating a counterfac-
tual situation in which the population is af-
fected by new (or significantly changed) so-
cio-economic systems, including public servic-
es, resources and prices, with the possibility
of substantial substitutions and complicated
concurrent and delayed interactions. While
inevitable in nature, the speed and extremity
of these new policies left many of the /osers
of economic structural change destitute, par-
ticularly those who were already poor at the
beginning of the changes.

To respond to constantly changing cir-
cumstances quickly, economic and social
policy reform design should be embedded
in up-to-date, country-specific analysis. This
is especially important in the context of a
global economic and financial crisis. Three
conditions are required to achieve equitable
growth: sustaining macroeconomic stability,
creating an enabling environment for private
businesses, and increasing investment in hu-
man capital. This would involve redefining the
frontier between the state and the market
on equity and efficiency grounds: the state
should withdraw from activities that are in-
herently a market domain. A major problem
with the economic policies advocated for the
transition period is that they have been based
on minimizing the role of the state. But be-
cause of the prolonged and complex nature
of the transition, the responsibilities of the
state should increase rather than decrease.

This does not mean a return to an au-
thoritarian, undemocratic state. It also does
not signify that the state should be large
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relative to the private economy, and certainly
not that it should try to dictate the direction
of the economy. It does imply that the state
should be activist and intervene in critical ar-
eas where market forces cannot ensure an ef-
ficient allocation of resources or where access
to basic assets and opportunities for people’s
livelihoods is inequitable.

Like all others, South-East European coun-
tries have to find and develop constitutional
and legal arrangements that best suit their
own historical, social, cultural and economic
situations, conditions and possibilities. From
the abundant economic and social literature
as well as from everyday practice it is quite
obvious that government (not only in South-
East Europe) is incapable of solving all eco-
nomic and social problems and insuring the
preconditions for sustainable and long-term
economic and social prosperity. Government
could provide a stable legal framework, the
social infrastructure and with the co-opera-
tion of its citizens, establish the rule of law.
Otherwise, the social groups in unfavourable
conditions, primarily the poor and socially -ex-
cluded, will suffer most from the lack of clear
laws and the unwillingness of society to re-
spect the existing laws.

It is not so important to produce new laws
and changes in the organizational structure,
but to enhance respect for the laws in place.
Institutional reforms with regard to transpar-
ency, accountability and good governance
are also critical. Transparency and openness
in decision- making about public expenditure
are necessary for the determination of the
competence, responsibility, efficiency and le-
gitimacy as well as for the better determina-
tion of policy and evaluation of decisions on
the range and the manner of providing public
services. In general, informational broaden-
ing, in one form or another, is an effective
way of overcoming social choice pessimism
and of avoiding impossibilities, and it leads

directly to constructive approaches with vi-
ability and reach.

However, in order to make the laws work,
political will and leadership commitment are
vital. Just as important are the empowerment
of citizens and their full participation in the
political process. In all these things, accession
to the EU could be helpful, but one should
be realistic and according to Romanian and
Bulgarian experience, not expect too much.
Further strengthening of democratic institu-
tions and the opening up of the SEE countries
to closer integration with European and glob-
al structures should also help to bring these
countries a step forward in the trade off be-
tween equity vs. efficiency, primarily in pov-
erty reduction, better educational outcomes
and improved labour markets.

Targeted government spending can pro-
vide effective relief to vulnerable households
affected by the economic crisis. The recession
lowered household income through increased
unemployment, a contraction of the informal
economy, and cutbacks in wages. The sectors
of social policies - education, social welfare
and employment - face numerous challenges
and need to be modernised if SEE is to be-
come more competitive and promote excel-
lence. One challenge is to create diversified
systems which allow equitable participation
for all, while remaining financially viable and
functioning more efficiently.

One should recommend that some effort
should be invested in improving the quality,
range and frequency of collecting data, in-
formation and social statistics, as well as in
enhancing research about poverty, economic
inequality and social exclusion. Such informa-
tion and research are required for social plan-
ning and for the formulation of appropriate
policies. If the objective is for safety nets to
reach the poor, information is required on
who the poor are and where they are locat-
ed, and how much of the benefits from the
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programme are reaching this target group. In
most cases, (especially observed in SEE) coun-
tries spend significant resources on safety
nets but fail to collect data and monitor who
receives the benefits and how they affect the
recipients. Such information should also be
made available to the research community
and general public. These two steps will help
to make government at all levels more ac-
countable to the electorate, by providing vot-
ers with more and current information about
the impact of government policies, which
should also raise the quality of public debate
and increase the participation of citizens in
the political decision-making process.

According to the various sources, primar-
ily OECD, in the observed SEE countries the
considerable problems faced by the educa-
tional system are: the lack of emphasis on de-
veloping analytical and problem-solving abili-
ties, very weak links between education and
the professional world, and the partial devel-
opment of lifelong learning, mostly oriented
toward vocational education and vocational
skills (neglected are non-formal education
and key competencies). Lacking skills pre-
vents the unemployed from reintegration in
the labour market and hampers labour mobil-
ity. Skills matter even more during the crisis.
Thus, there is a need to continue with educa-
tion reform to raise labour productivity. Also,
there is a need to increase labour market flex-
ibility to support the reallocation of resources
from the non-traded to traded goods and the
service sectors.

Better management and delivery of ter-
tiary education would help countries achieve
their economic and social objectives. A com-
mon assumption has been that a free system
of education, particularly tertiary (one funded
entirely by the state) is, of itself, equitable. In
fact, this assumption has not been borne out
by reality, since the crucial determining fac-
tor for participation is socio-economic back-

ground. The bulk of the evidence shows that
there are usually significant private returns to
those who participate in higher education,
and that these are not entirely offset by pro-
gressive tax systems. This can have a reverse
redistribution effect. This regressive effect is
particularly acute where school systems inten-
sify the effects of socio-economic background
on educational attainment. In order to bring
about a more equitable balance between the
costs funded by individuals and society and
the benefits accrued by each, and to contrib-
ute to providing tertiary educational institu-
tions with the extra funding they need, many
countries are turning to the main direct ben-
eficiaries of higher education, the students, to
invest in their own futures by paying tuition
fees which may also improve the quality of
teaching and the management in universities,
and reinforce student motivation.

In SEE countries there are insufficient links
between the education arena, the economy
and the labour market and not enough atten-
tion is given to the estimation of the future
trends and needs of the labour force, which
causes problems in providing education and
skills programmes compatible with the skills
and occupations sought on the labour mar-
ket. The high proportion of workers with fixed
term contracts limits the incentives for both
firms and employees to develop skills. Insuf-
ficient opportunities for education are not the
principal reason why many adults do not en-
gage in learning: evidence on barriers to par-
ticipation suggests that under-investment in
adult learning is due more to the demand side
than to lack of supply of learning opportu-
nities. Many adults are simply not interested.
This may be because they are not aware of
the need for training or because of lack of
information, lack of incentives, or a perceived
lack of returns. SEE countries should develop
flexible and clear pathways through adult
education and lifelong learning to increase
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employability and assure easy entry into (or
return to) the labour market.

Market forces alone can never be relied
on to produce a fair or equitable society. The
state must be committed to the reduction of
poverty and inequality, and in order to do so,
it must maintain a transparent and equitable
system of social protection that relies on a
foundation of universal coverage and non-dis-
crimination. It is necessary to strengthen the
social safety net through improved targeting
and monitoring of social welfare programmes
and social assistance, empowering civil society
in the provision of social services, decentrali-
sation of some social services and the better
design of employment policy measures.

A primary aim of policy must be to get
people into work - or back into work. For
most people most of the time, dependency
on state assistance cannot provide a satisfac-
tory alternative to employment - in terms of
either psychological satisfaction or material
well-being. The opportunity of paid employ-
ment is among the simplest ways of escaping
poverty and dependency. It is desirable, wher-
ever possible, that people are found (or find
themselves) jobs in the formal sector. Not only
are such jobs more secure, in general, but they
also offer more opportunities for training and
the acquisition of skills. Furthermore, they will
increase the tax base and, in some measure,
allow a reduction in indirect labour costs.

The low employment rate, or rather an
increase in unemployment, currently - par-
ticularly in the conditions of economic crisis
- represents one of the main priorities for eco-
nomic policy in South-East Europe. There is
clearly a strong association among poverty,
education, employability and long- term un-
employment. In the majority of the countries
the problem of long term unemployment -
those who have been waiting for more than
one year - is not diminishing. The task is to
reduce both the flows into long-term unem-

ployment and the stock of people already out
of work for more than a year. The problems
faced by many of the long-term jobless are of-
ten multi-dimensional and frequently include
low levels of education and of motivation.
SEE countries have a range of active and
passive measures to assist the unemployed.
The employability of the long-term unem-
ployed should be enhanced and social exclu-
sion reduced through participation in work
related activities. The key ingredient to boost-
ing employment in the course of the crisis is to
promote the upgrading of the skills of laid-off
workers and those at risk of lay-off through
new training programmes designed together
with employers’ representatives and through
incentive schemes for companies and indi-
viduals. There is also a lack of timely evalua-
tion to assess the true effectiveness of policy
measures on the labour market. This could be
addressed through the introduction of new
techniques (tracking studies) for collecting
up-to-the-minute data about their impact.
The economies of South East Europe have
suffered from the impact of the global reces-
sion more than most other regions around
the world (Mitra et al., 2009). However, while
some countries within the SEE region have
been very deeply affected, others appear to
have been relatively lightly touched by the
crisis. While GDP fell significantly in 2009
in Romania (by 8%), Albania escaped rela-
tively unscathed with positive, albeit reduced
growth in the worst recession year. The ef-
fects of the crisis on the economic and social
situation in SEE have been deeper than most
analysts thought at the end of 2009 (Bartlett
and Monastiriotis 2010). However, countries
in South-East Europe did make some recent
progress on structural and institutional re-
forms. Let us hope that the whole region will
live in peace, stability and security, that the
institutions will be more powerful and ori-
ented towards ordinary citizens and that with
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adequate cooperation and collaboration of
government, citizens, private and public sec-
tors the future of South East countries will
be bright, characterised by wisdom, respon-
sibility and prosperity as well as by adequate
trade-offs between equity and efficiency.

In further analysis it would be useful to
broaden some issues that have been just
touched on by several contributions to the
book, such as equity vs. efficiency in health
care and protection that was tackled in the
report for Moldavia and nicely analysed by
Shakarishvili (2006). Furthermore, it will be

valuable to provide deeper analysis of eg-
uity and efficiency in pension insurance,
mentioned in the report for Bulgaria, but
excellently explained by Grosh et al (2008).
Finally, there is an open (or everlasting) issue
of equity and efficiency in the tax system,
shortly explained in the Serbian report, but
also analysed in the classically famous book
by Musgrave (1985) and recently by OECD
(2010). Succinctly, there are more open is-
sues related to the trade-off between equity
and efficiency than there are researchers
willing to analyse them.
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