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Abstract
The financial threats of the pension system and the aging of the population are noteworthy 

in all countries of the world, that is why experts are constantly working to alleviate the men-
tioned problem.

Pension indexation is an accepted practice around the world. The majority of countries use 
the inflation method for pension indexation, in order not to decrease the purchasing power of 
older people, in spite of increasing in prices.

The accessibility and structure of pension systems in the world vary widely according to 
various dimensions: the number of participants in the system, the replacement rate, the type 
of financing, and others. It is clear that the design of the pension system greatly affects on the 
number of participants in it.

The paper aims to analyze the pension models of developed countries, analyze their advan-
tages and disadvantages.
Keywords: population aging, indexation, pension system

Introduction
In 21st century, almost every country rec-

ognizes the social rights of people and fights 
for the protection and expansion of these 
rights. While talking on the social protection, 
we should pay attention to the pension insur-
ance system, because it is the most important 
part of the state and ensures to maintain dig-
nified old age.

According to the data of the united na-
tions, the number of elderly people (60 years 

and older) will consist of 21% of the world`s 
population by 2050. Exceeding the number 
of pensioners over the number of able-bodied 
people negatively affects the pension system 
and, accordingly, the social situation of the 
country. Exceeding the number of pension-
ers over the number of people able to work 
has a negative effect on the pension system 
and accordingly on the social situation of the 
country. As a result of it, the state is forced 
to increase the social costs, what causes an 

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
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economic crisis, that’s why it is necessary to 
develop a mechanism of accumulative pen-
sion insurance.

Today there are many large pension sys-
tems in the world, which are the guarantors 
of carefree old age and they have become 
one of the largest investors as well: they own 
shares and bonds of the largest companies 
around the world.

Pension systems have been developed and 
improved in parallel with the development of 
humanity, the main purpose of which was 
to replace the average income on per capita 
during the working age in such a way that it 
would improve the living conditions.

Therefore, pension replacement rate has 
become a measure for evaluating the system 
of a particular country. The replacement rate 
in the pension system of developed countries 
is within 60–80%, in developing countries 15–
30%. In the contemporary period, the develop-
ment of pension policy is still a major compo-
nent of debate in many countries of the world. 
Many developed and developing countries are 
still in the process of establishing of pension 
system, the goal of which is to ensure adequate 
retirement income, fiscal sustainability of pen-
sion costs and more effective response to de-
mographic changes of the population.

Literature review
Pension funds, investment flows, ratios 

and the general pension system have a great 
influence on the economic growth of any 
country of the world and therefore this issue 
is in the center of attention of many research-
ers and economists research.

Martin Kavinsky and others (2012) paper 
reviews various types of protection mecha-
nisms of pension system of selected central 
European countries. He reviews both the 
mandatory and voluntary retirement markets, 
identifies existing and possible threats in the 
existing framework, which may harm the social 
security. The paper comes to an end with a gen-
eral evaluation and policy recommendation.

Olivia Mitchel and others (1995) in their 
paper discuss pension systems in the long-
term perspective of the economies of devel-
oping countries, aims the restructuration of 
fiscal policy.

The paper aims to evaluate the income 
system and labor market by defining the 

goals of a well-functioning pension system, 
as well as outlining the risks, which should 
be taken into account while developing a sus-
tainable pension system.

In the study of Fisnik Morina and oth-
ers (2022), authors aim to analyze the impact 
of pension assets investments on economic 
growth of selected non-OECD countries by 
taking into account gross fixed capital forma-
tion, inflation, public debt and others. In order 
to conduct econometric analysis in the study, 
authors rely on the secondary data, published 
in annual reports of OECD, world bank and 
IMF. Based on the econometric results of this 
study, authors conclude that investing the as-
sets of the pension fund had a positive effect on 
economic growth of OECD selected countries 
(2002–2018). The authors, through the scien-
tific paper, provide new scientific evidence to 
the governments and policy makers of these 
countries how to develop appropriate strategic 
investment policies to ensure economic growth 
and efficiency in capital markets.

Considering that, most of non-OECD 
countries are developing and transition econ-
omies, the importance of this study is that 
authors with the empirical conclusions em-
phasize the importance of pension fund in-
vestments in global financial markets and the 
effect of these investments on the economy.

James Stavely and others (2016) review 
the influence of pension system structure on 
private savings and through them on the to-
tal foreign assets of the country. The paper 
presents the model of two countries, which 
studies the relationship between the size of 
pension guarantees and between the choices 
of workers portfolio.

According to the authors, a large number 
of pension costs is connected with the inter-
national debt, long share positions and short 
debt positions.

Pension System Models
Based on the results of various research-

es, we can say that the structure of pension 
system effects on the country`s foreign as-
sets and private savings, on the dynamics of 
international flows of capital. Many devel-
oped countries, including USA, Canada and 
Italy has debt liabilities, which are compen-
sated by capital assets.

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
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Chart 1. Number of assets according to the countries

Source: statistics of pension systems of the countries – https://stats.oecd.org

Chart 2. Assets in relation to GDP in 2001–2021

Source: statistics of pension systems of the countries – https://stats.oecd.org
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Funded and private pension schemes ac-
cumulated significant assets to fund future 
pension benefits around the world. Pension 
assets consisted of 58.9 trillion US Dollars in 
OECD by the end of 2021, 50.1 trillion US 
dollars in 2022 and 55.7 trillion US Dollars by 
the end of 2023. The indicator of 2021 is 7% 
more than the indicator of 2020, in 2022 the 
assets were reduced as we see, but in 2023 it 
was still increased with 11% (OECD Pension 
Markets in Focus, 2023). The amount of as-
sets in funded and private pension plans var-
ies between countries. Seven countries owe 
more than 90% of the total pension assets of 
OECD. The largest pension market within 
OECD belongs to United States with 40 tril-
lion US Dollars assets, what is 63.9% of OECD 
assets, which is followed by Japan and Great 
Britain, accordingly with 6.1% and 5.8%. To-

gether, these three largest markets amount 
more than three-quarters of global pension 
assets. Great Britain overtook Canada and 
became the third largest market with total as-
sets, which consisted of 3.2 billion US Dollars 
by the end of 2023. Australia is the fifth largest 
pension market (after Canada), 22nd largest 
pension market with 4.4% of assets. Australia 
also has the highest ratio of pension assets in 
relation to GDP with 145%, it is behind only 
the Netherlands, Switzerland and Canada 
(Gray, 2024).

Pension assets have grown up rapidly over 
the past couple of decades in relation to GDP 
too, what underlines increasing the signifi-
cance of retirement savings around the world.

Chart shows that, in 2001–2011, assets 
in relation to GDP were increased with 59% 
and in 2011–2021 – up to 64%.

Chart 3. Nominal growth rate of contributions into pension plans, 2022

Source: statistics of pension systems of the countries – https://stats.oecd.org

From a nominal point of view, pension 
assets have been increased in all reporting 

jurisdictions over the past couple of decades. 
This growth was especially rapid in such 

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
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countries, which have young funded pension 
system, such as Estonia (31%), Latvia (33%), 
Slovakia (54%), Turkey (48%). Asses growth 
has been slowed down in Estonia (14% per 
year on average), in Latvia (17%), in Slovak 
Republic (10%) during the last decades. It 
has already been slowed in Turkey, but still 
remained more than 30%. Please have a look 
on the chart to see more clearly (OECD Pen-
sion Markets in Focus, 2023).

In 2023, the retirement portfolio, which 
consisted of 60% global stocks and 40% glob-
al bonds, was 16,6% on average. Over the 
past two couple of decades, capital allocation 
was decreased from 51% of the year 2003 to 
42% of the year 2023.

After a strong performance in 2021, as-
sets earmarked for retirement fell in 2022 

in most OECD countries. 1 Altogether, 
these plans held USD48.1 trillion of assets 
at end‑2022, 15.6% less than a year before 
(Table 1). The decline in pension assets was 
widespread and visible in 32 out of 38 OECD 
countries. The sharpest drops occurred in 
the Netherlands (–20.7%) and the United 
Kingdom (–20.2%), with eight other OECD 
countries experiencing a drop in the value of 
assets between 10% and 20%, including the 
United States (–15%). As a result of these 
declines, there was no OECD country where 
pension assets exceeded twice the GDP at 
end‑2022, unlike at end‑2021 when Den-
mark (233%), Iceland (219%) and the Neth-
erlands (213%) did (OECD Pension Markets 
in Focus, 2023).

Table 1. Assets in asset-backed pension arrangements at end‑2022 (preliminary)

OECD countries % change
in USD 
million

% GDP data coverage

Australia –1.5 2 087 259 131.2 all available plans
Austria –11.3 32 990 6.9 all available plans
Belgium –12.2 36 550 6.2 21% of available plans
Canada –6.0 1 551 508 77.4 55% of available plans
Chile 4.4 174 792 57.7 all available plans
Colombia –0.5 71 785 23.6 all system
Costa Rica –0.1 26 684 36.1 all system
Czech Republic 4.4 26 527 8.8 all system
Denmark –8.5 766 796 191.1 all system
Estonia –8.4 5 032 13.0 all system
Finland –5.7 154 477 54.3 88% of available plans
France (1) 197.2 236 145 8.4 27% of the system
Germany –10.1 275 299 6.7 all available plans
Greece –1.4 1 934 0.9 all available plans
Hungary –2.6 7 468 4.2 all available plans
Iceland –1.4 48 592 183.2 99% of the system
Ireland –11.3 146 222 27.3 all available plans
Israel –3.6 307 330 61.7 all available plans
Italy –3.9 230 396 11.3 all system
Japan –1.1 1 258 225 30.0 all available plans
Korea 14.7 268 287 15.8 45% of the system
Latvia –5.5 6 794 16.3 all system
Lithuania –4.7 6 231 8.7 all system
Luxembourg –17.2 1 706 2.0 all available plans
Mexico –0.2 269 095 18.4 90% of available plans

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
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OECD countries % change
in USD 
million

% GDP data coverage

Netherlands –20.7 1 543 016 153.7 all available plans
New Zealand 5.1 78 423 32.0 all system
Norway –5.0 44 004 7.8 all available plans
Poland –16.5 35 798 5.1 81% of the system
Portugal –11.3 39 844 15.6 91% of available plans
Slovak Republic –2.3 16 069 14.0 all system
Slovenia –2.8 4 232 6.7 all system
Spain –9.2 166 388 11.8 all system
Sweden –8.2 561 147 98.7 all available plans
Switzerland –7.1 1 148 286 137.5 90% of the system
Türkiye (2) 79.1 23 019 2.9 all available plans
United Kingdom –20.2 2 402 270 88.7 all available plans
United States –15.0 34 003 885 133.5 all system

Total (3) –15.6 48  064 506 81.3 96% of available plans

Source: statistics of pension systems of the countries – https://stats.oecd.org

In contrast, pension assets grew in 24 out 
of 32 reporting jurisdictions from outside the 
OECD area. The aggregate growth in pension 
assets across these 32 jurisdictions was 4.7%. 
Asset-backed pension arrangements were in-
troduced relatively recently in a number of 
non-OECD jurisdictions. For example, Geor-
gia, which had one of the largest increases 
in pension assets (48.5%), introduced man-
datory pension plans in 2019. These newly 
introduced plans, in Georgia and elsewhere, 
are gaining new members and benefit from 
growing amounts of contributions. These 
contributions exceed benefit payments that 
have just or not started yet and offset poten-
tial investment losses (OECD Pension Mar-
kets in Focus, 2023).

Pension assets trends are usually stip-
ulated by a number of factors, such as the 
number of participants, having a retirement 
plan, contributions, benefits, which these 
plans pay to retirees and fulfillment of finan-
cial pension plans. Participation in funded 
or private pension plan can be mandatory, 
voluntary (or  encouraging). Employers may 
be required by law to establish a retirement 
plan for their employees, who will be obliged 
to join this plan (e. g. Finland, Norway, Swit-
zerland). The legislation does not obligate 
employers to draw up the plan for their em-
ployees in Denmark, Netherlands, Sweden. 

Some countries of Latin America and Europe 
don`t ask the employers to draw up the plan 
for their employees, but they require from 
their employees to join private pension fund, 
selected by them (for example, Chile, Colom-
bia, Mexico). Some countries use soft coer-
cion to motivate their employees to take part 
in the plan to join automatically (Estonia, 
Lithuania, New Zealand, Poland, Turkey and 
United Kingdom). Auto-join rates are lower 
in Poland (11%) and Turkey (13.4%), where 
there is a lack of trust in plans. However, 
more people are involved in sponsored pen-
sion plan than 10 and 20 years ago.

Many countries contribute the idea of in-
vesting in retirement savings. Considering 
this fact, pension funds in different countries 
make pension contributions in financial cap-
ital markets, which positively affects their 
financial indicators. Investing in pension as-
sets in international capital markets can di-
rectly stimulate the economic growth of those 
countries by providing more funds for invest-
ment. Also, these pension assets investments 
have a positive effect on private capital mar-
kets in terms of better capital allocation and 
overall efficiency of institutional investors. 
These investments in the pension systems of 
these countries can directly increase the effi-
ciency of companies in various sectors of the 
economy and improve governance.

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
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Let us review the pension systems of sev-
eral countries:

Pension System of USA 
(Lebedeva, Feiguine, 2015)

America is considered an example of a 
successful pension system – the US govern-
ment is doing everything possible in order to 
provide the citizens of the State with a dig-
nified old age after termination of employ-
ment. The current system was created and 
launched in 1935. Over a few decades the sys-
tem was improved, refined, reformed, but its 
essence remained unchanged. The pension 
legislation of the country has been developed 
in such a way that citizens living here have 
equal rights after retirement. In the United 
States, it does not even matter whether the 
applicant is an immigrant or a resident of the 
State. However, there are nuances in this sys-
tem as elsewhere.

There are 3 levels of retirement insurance 
in the United States:

•	 Public, which is guaranteed by the 
government;

•	 Corporate, which is financed by the 
employer;

•	 Private, which is the employee’s per-
sonal bank accounts, mutual aid funds 
and insurance companies.

By using all these systems, citizens can 
get adequate retirement protection and USA 
government can solve several important 
tasks simultaneously:

–  Guaranteed minimum retirement pro-
tection for all citizens of retirement age;

–  Ensure healthy competition between 
federal public and private entities of pension 
insurance;

–  Ensure that the employer competes 
with the best specialists for the opportunity 
to offer the best pension insuranc;

–  Promote citizens to take care of their 
safe old age from the very first years of their 
careers;

–  Allow older generation to bequest their 
saved retirement savings to their descen-
dants;

–  Provide a strong domestic investment 
resource.

State provision is based on insurance pen-
sion contributions that are part of the social 
insurance system. There are more than 43 

million retirees in the united States – almost 
13% of the total population. Contributions 
in state pension fund is done in equal shares 
with 7,65% by the employer and employee, 
but only within 65,4 thousand US Dollars per 
year. The self-employed persons pay – 15,3% 
his and employer`s share simultaneously. 
About one-fifth of these funds go to health 
insurance for retirement period.

While calculating the pension, the length 
of service, amount of insurance premium and 
inflation indicators are taken into account. 
Average monthly state pension in USA is 
$1100-$1200.

In the United States, all citizens have a 
right to conclude the contract with non-state 
owned enterprises. People open an individu-
al pension accountin such companies. Con-
tributions are made on a voluntary basis. 
The procedure for opening and keeping these 
accounts is also strictly regulated by US law. 
During the entire period of accumulation of 
funds, taxes are not paid on them, however, 
after their withdrawal and closing of the ac-
count, income tax is deducted from the accu-
mulated amount. As a rule, pension accounts 
are being opened in commercial and savings 
banks, mutual aid funds, insurance compa-
nies. Accounts can be moved from one place 
to another at any time. Also, at the request 
of the account owner, he is able to make in-
vestment decisions himself (or plan the most 
profitable placement of accumulated funds) 
or entrust account management to financial 
institutions. After reaching the retirement 
age, a person has the right to receive a pen-
sion, withdraw all the money, spend it on 
treatment, tourism or give it to descendants. 
However, in this case, payments are stopped 
and the pension account is closed.

Pension System of United Kingdom 
(Lebedeva, Feiguine, 2015)

Pension system of United Kingdom is 
based on the combination of public and pri-
vate elements. It includes three types of pen-
sions: basic state pensions, state pensions and 
private pensions. The British pension system 
is one of the oldest in the world (Bozio et al., 
2010). Meanwhile, a constant effort is being 
made to increase the effectiveness of its struc-
ture. British people, who have reached retire-
ment age are entitled to receive a state pension 
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(65 year is for men and 60 year is for women). 
The main source of this type of pension is the 
pension contributions of employees. The size 
of the basic state pension is set by the govern-
ment and is indexed according to the inflation 
rate. Over a long period of time, the size of the 
basic pension was independent of the employ-
ee’s income and length of service. Currently, 
after the reform, the basic pension is 20% of 
the employee’s average salary, calculated over 
the entire period of employment. Unlike state 
basic pensions, private pensions are funded by 
contributions made equally by employers and 
employees. Herewith, state pensions are not 
compulsory. Employees have the choice of par-
ticipating in either public pension programs 
or private pension programs. In the country, 
a trend has been clearly identified, according 
to which employees prefer the second option. 
Thus, the size of the state pension is currently 
no more than 30% of the total amount of pen-
sions paid to British people. Therefore, in case 
of refusal to participate in the state pension 
program, the employees are obliged to partici-
pate in any other private pension program. In 
the modern United Kingdom, the list of such 
programs is quite large. In particular, there are 
collective and individual programs. Collective 
programs assume that a certain scheme should 
be applied to the entire company’s personnel. 
Individual schemes assume that the individu-
al employee should independently decide on a 
contribution transfer scheme in order to build 
up a subsequent private pension. Pension 
contributions are paid either to the accounts 
of private pension funds or to the accounts of 
insurance companies, which offer programs 
for personal and professional retirement pro-
tection. Recently, the UK government has im-
plemented a pension reform, which resulted in 
the introduction of the so-called stakeholder 
pensions. The reform was intended to further 
increase the role of the sponsored scheme. 
It is a form of financed investments, such as 
participation in mutual investment funds. Par-
ticipation in mutual schemes is voluntary for 
individual employees, but it is mandatory for 
most employers. The pension reform makes 
the number of pensions paid by British people 
more dependent on the following factors: the 
choice of mutual investment fund, the overall 
state of the economy, trends in the develop-
ment of the financial market.

Pension System of Norwegian
(The Norwegian Social Insurance Scheme. 

2022).
The Norwegian Pension Fund can be sin-

gled out from the world’s pension systems, 
which is distinguished by successful invest-
ments, its assets in 2017 exceeded 1 trillion 
dollars. Half of this amount is the income 
received from investments. Perhaps it is dif-
ficult to imagine that twenty years after the 
first revenues of the company, its assets, 
which were obtained from oil sales, would ex-
ceed 1 trillion dollars. This indicator is even 
more impressive when it`s calculated on per 
capita. The population of Norway is less than 
5 million, accordingly, it consists of 200 000 
dollars on per capita. For comparison, the 
assets of the fund are equal to the economy 
of Mexico and about 70 times larger than the 
economy of Georgia. The amount of pension 
contributions in Norway is 5% of salary. This 
indicator is considered the lowest in Europe. 
There is the question, how the Norwegian 
manages to save for such a high pension:

1. First of all, pension contributions are 
not only accumulated, but they are also in-
vested to increase cash flow. The average in-
come from such investments over the past 
years was more than 13%.

2. The main source of pension contribu-
tions in Norway is “Black Gold”. This is the 
country, which produces and sells the oil. The 
country gets a lot of income from this, what is 
wisely spent by the government of the coun-
try: invests in a pension fund. The funds are 
then invested around the world.

The Norwegian Pension Agency owns 
shares of such companies as they are: “Goo-
gle”, “Nestle”, “Microsoft”, “Apple”. Also, the 
fund owns the assets of real estate (Nadi-
radze, 2020).

In Norway, more than 23% of the popula-
tion is 60 years old. This indicator is increas-
ing every year, but you won’t hear any com-
plaints from older Norwegians about their 
difficult living conditions. On the contrary, 
people here are waiting for retirement, be-
cause they know that this will be the best time 
of their life. Country has high social benefits, 
what gives the elder people a dignified old age.

The retirement age in Norway, a country 
with a fairly liberal and transparent system, 
which attracts citizens of other countries is 
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considered to be one of the highest ages in 
the world and is 67 years old. However, life 
expectancy in Norway is almost 90 years. 
Mainly, it is merit of the government – so-
cial programs, employment of retired people 
and possibility of providing good income, 
high-quality medical service does its job. 
How can a small country with five million 
people have such an opportunity? It is sim-
ple: Norway has the largest pension fund in 
the world, which is generated by huge profits 
from oil and gas exports.

In Norway, the pension consists of a com-
bination of three parts:

–  Basic pension – its calculation is not de-
pended on the total contributions and is based 
only on the pensioner’s length of service;

–  The special pension is depended on 
the actual income of the pensioner, so called 
”retirement points”. People whose annual in-
come does not exceed six average monthly sal-
aries earn the most. If the person has exceed-
ed this limit twelve times or more, then the 
special pension is not paid at all. In this case, 
the state considers that, with such a salary, a 
citizen should be able to collect a substantial 
amount of money for a comfortable future;

–  Benefit package – this part is charged 
to people with a very small pension, if the 
total sum of the latter and the benefit itself 
does not exceed more than 1,94 times of the 
average annual salary.

There are also benefits for pensioners 
in Norway. The government is particularly 
proud of the availability of free medicines, 
which is considered a significant achieve-
ment in the mountainous terrain of this state 
(Yalçın, Uluç, Karaçam, and Etik, 2022).

Pension System of Turkish
(Yalçın, Uluç, Karaçam, and Etik, 2022)
Turkey is a developed Asian country, which 

provides its citizens not only with a high stan-
dard of living, stability and significant sala-
ries, but also with a very good pension.

In accordance with the changes made 
today, women are required to retire at age 
58 and men – at the age of 60, this is the 
minimum retirement age for which certain 
pension parameters must be observed – 
working days.

In order to receive a pension on the terri-
tory of Turkey, it is necessary:

–  Reaching the retirement age;
–  Official employment for a period of at 

least 5 years and regular pension contribu-
tions.

There are hree typesof pension:
–  Salary-based, contributions are made 

by the employer;
–  Individual (entrepreneur) – contribu-

tions are made by him;
–  Civil servants (public officials) – con-

tributions are made by the state.
Turkey has Bireysel emeklik sistemi 

(BES), what means private pension system. 
According to this system, even those who 
do not work can receive a pension. In order 
to take part in this program, it`s necessery 
agreement with a bank or insurance compa-
nies and monthly deduction. Programs differ 
in the amount and duration of contributions. 
The amount can be withdrawn after 10 years.

If a citizen of the Republic of Turkey lived 
and worked in another country, then he is not 
entitled to receive a pension, he can apply 
for a pension in Turkey only after paying 3.5 
USD for each day of missed work experience.

Maximum pension in the republic of Turky 
is 3500 Turkish Lira. As a rule, such pension 
benefits are received by the pensioners work-
ing in the government sector (mayors, heads 
of administration, ministers, etc.). A foreigner 
has the right to receive a Turkish pension only 
in case of payment of the necessary social con-
tributions, but it should be noted that foreign 
residents are not allowed to make contribu-
tions in the state pension fund.

If they want to receive pension in Tur-
key, they should transfer 32% of salary in a 
private fund. Making contributions to such 
funds and applying for accumulated pension 
can only those foreign residents, who have a 
residence permit in Turkey.

The following benefits are available for 
pensioners:

–  Buy the medicines at a discount of 90% 
from the full price;

–  Free access to state gyms and clubs.

Pension system of Georgia 
(Urotadze, 2016)

After gaining independence, Georgia in-
herited the Soviet Union’s pension system, 
according to which the amount of pension 
was calculated in the amount of 55% of the 
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average salary of the last or the last 5 years 
of the retired person`s work. The goal of this 
model of the pension system was for the em-
ployee to maintain the conditions of life that 
he had before retirement. The existing sin-
gle-pillar pension system, which was spread 
in Georgia till 2019, had significant short-
comings. But the main reason, what caused 
the need to establish the second pillar of the 
pension system is the demographic problems 
that Georgia is facing.

From January 1, 2019, the Law on ac-
cumulating pension system came into force, 
which provides for:

Participation in the accumulated pen-
sion scheme is mandatory for all employees 
except for non-residents, who, according to 
August 6, 2018, had not yet reached the age 
of 60 in the case of men, and 55 in the case of 
women. Participation in the scheme is volun-
tary for self-employed persons and employ-
ees, who were 60 years old for men and 55 
years old for women on August 6, 2018.

2% of the accrued salary will be trans-
ferred to the individual pension account of 
the participant in the agency for the benefit 
of the employee participating in the pen-
sion scheme. In addition, the employer and 
the state contribute 2% of the accrued sala-
ry each to the participant’s individual retire-
ment account.

2% of the accrued salary is transferred to 
the individual pension account of the employ-
ee participating in the state pension scheme, 
until the total amount of the employee’s ac-
crued salary does not reach 24,000 GEL per 
year. After that, the state transfers 1% of the 
accrued income to the employee’s individu-
al pension account until the total amount of 
the accrued salary exceeds 60,000 GEL an-
nually, after that, the state treasury will no 
longer make contributions to the employee`s 
individual pension account. Participants of 
the self-employed pension scheme who are 
treated as self-employed will contribute 4% 
of taxable income into an individual pension 
account, and the government pays an addi-
tional 2%. Participation in the accumulated 
pension scheme ensures a financially secure 
and dignified old age of the scheme partici-
pants after retirement. The amount accumu-
lated in the individual pension account of 
the participant is the unconditional and un-

touched property of the participants, which 
is protected by law and is not subject to sei-
zure, deduction, any other means of debt 
collection (INCASSO) or enforcement. The 
amount accumulated in the individual pen-
sion account of the participant is subject to 
transfer by inheritance. Pension assets will 
create a significant investment capital base 
in the country in the near and medium term, 
which will be crucial for the development of 
the capital market in Georgia and at least 
80% of which will “work” on the growth of 
the Georgian economy and provide a signif-
icant acceleration of the economic growth. 
The beneficiary of the said development will 
be every citizen and resident of Georgia, re-
gardless of whether he participates in the ac-
cumulation pension scheme or not. (Georgia 
Pension Agency).

Conclusion
Based on all of the above, we can conclude 

that, in the 21st century, where the ratio be-
tween capable of working and retired popu-
lation is decreasing day by day, it is necessary 
to develop a system that will improve the so-
cial background. Private pension scheme of 
savings is such system. As we have already 
seen in the countries discussed above, the 
accumulation system works perfectly and 
provides the population with a dignified old 
age. Also, the number of participants in these 
schemes is increasing day by day, and accord-
ingly, the number of assets is also increasing.

It is necessary for pension funds to de-
velop a strategy for regulating asset manage-
ment in order that investments of pension 
assets were profitable, liquid and less risky.

The pension reform investment strategy 
enables the public sector to focus on correct-
ing the external influences and on fighting 
against property. It is also important to de-
velop a long-term investment strategy and 
not just make short-term plans.

Retirement activities are an area of grow-
ing interest from regulators. The government 
has a large influence on pension schemes, as 
they seek new ways to finance investments, 
which is required to overcome systemic is-
sues. The government must manage to im-
plement appropriate measures to maintain 
positive impulse and well-funded retirement 
income for investors.
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Countries should encourage corpora-
tions, provide more methods for real and fi-
nancial investment, provide more financial 
products and improve the investment envi-

ronment for the efficiency of capital markets. 
These changes will encourage public and pri-
vate pension funds and financial markets to 
have a positive and efficient relationship.

References

Devdariani, D. (2015, December). World models of pension systems in the context of Georgia. 
Retrieved from: URL: https://idfi.ge

Fisnik, M. Simon, G. (2022, August). The impact of pension fund assets on economic growth 
in transition countries, emerging economies, and developed countries. Quantitative Fi-
nance and Economics 6(3): 459–504. Retrieved from: URL: https://www.researchgate.
net/publication

Gray, J. (2024, February). Global pension assets recover to pass US$55trn; UK now 3rd larg-
est market. Retrieved from: URL: https://www.pensionsage.com/pa

Kawiński, M. Stańko, D. Rutecka, J. (2012, October). “Protection mechanisms in the old-age 
pension systems of the CEE countries,” Journal of Pension Economics and Finance, – Cam-
bridge University Press, – Vol. 11(4). – P. 581–605. Retrieved from: URL: https://ideas.
repec.org

Lebedeva, L. Feiguine, G. (2015, August). The Pension Systems in the Group of Seven Coun-
tries, Mediterranean Journal of Social Sciences – 6(4). Retrieved from: URL: https://www.
researchgate.net

Meloyan, L. (2013). The role of social insurance in protecting the population from social risks. 
Retrieved from: URL: https://bsu.edu.ge

Mitchell, O. Fields, G. (1995, October). Designing Pension Systems for Developing Countries. 
Retrieved from: URL: https://www.researchgate.net

Nadiradze, G. (2020, February). Norway’s pension fund assets are 70 times larger than Geor-
gia’s economy, how pension systems work in Europe. Retrieved from: URL: https://www.
bpn.ge/article/64979

Norwegian Ministry of Labour and Social Inclusion (2022, January). The Norwegian Social 
Insurance Scheme. Retrieved from: URL: https://www.regjeringen.no

Urotadze, J. (2016). Pension policy of Georgia and world experience. Retrieved from: URL: 
https://press.tsu.ge

Urotadze, J. (2016, July). Pension systems: development trends and expectations. Journal of 
young researchers, – No. 3. Retrieved from: URL: http://jyr.tsu.ge

Viceira, M. (2010). Pension Fund Design in Developing Economies, Harvard Business School, 
Retrieved from: URL: https://scholar.harvard.edu

Yalchın, U. Uluch, Sh. Karacham, D. and Bashak, E. (2022, May). Regulation of State and Sup-
plementary Pension Schemes in Turkey: Overview. Retrieved from: URL: https://uk.prac-
ticallaw.thomsonreuters.com

Statistics of countries’ pension systems: URL: https://stats.oecd.org
Indicators of pension funds: URL: https://www.worldbank.org 

submitted 12.04.2024;
accepted for publication 29.04.2024;
published 23.05.2024
© Tsintsadze A., Tsetskhladze S.
Contact: tsetskhladze.sophiko@bsu.edu.ge

https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s
https://ppublishing.org/edition/the-european-journal-of-economics-and-management-s


European Journal of Economics and
Management Sciences 2024, No 2

ISSN 2310-5690

LOCAL FINANCE AND DECENTRALIZATION. THE CASE OF LOCAL GOVERNANCE IN ALBANIA14

ppublishing.org

Section 2. Economics, organization 
and management

DOI:10.29013/EJEMS-24-2-14-24�

LOCAL FINANCE AND DECENTRALIZATION. THE 
CASE OF LOCAL GOVERNANCE IN ALBANIA

Natasha Hoda 1, Majlinda Velçani 1, Parashqevi Draçi 1, Blerina Sadiku 1

1 Public Department, Faculty of Political Sciences and 
Law, Aleksander Moisiu University, Durrës

Cite: Hoda N., Velçani M., Draçi P.,  Sadiku B. (2023). Local Finance and Decentralization. 
The Case of Local Governance in Albania . European Journal of Economics and Management 
Sciences 2024, No 2. https://doi.org/10.29013/EJEMS-24-2-14-24

Abstract
The financial situation of local government units in the Albania, even though it has im-

proved compared to the decades ago, is still delicate and full of challenges for the future. 
Financial resources, without neglecting the capacity building of the local administration, are a 
key factor to the expanding of the decentralization between the central and local government. 
With decentralization we will understand the legal transfer of authority and resources from 
the central government to the local government, which changes the way in which services 
are offered and how they respond to citizens’ requests. The local government gets more de-
cision-making power, which means it gets more responsibility. Otherwise, decentralization 
can be defined as the more responsibility and more functions, and for this to be realized, the 
funds are needed and these funds must be used efficiently. The purpose of this paper is to 
present the current situation of the local government in Albania, to highlight the importance 
of the expansion of decentralization and to emphasize the impact of the funding sources in 
the increasing of the independence and decision-making of the local government. In Albania, 
local government is currently organized at two levels, Counties and Municipalities, based 
on the new territorial division that was made in 2015, our country has 12 counties and 61 
municipalities. The financing sources of the Local Government in Albania consist of transfers 
from the central government, from its own income and other sources from different donors 
through competing projects. The increase of the local financial autonomy, with the aim of 
increasing the financing of the local government units’ own functions, should be aimed the 
increasing of the their own income, especially from the real estate tax, increasing the share 
of joint taxes, lobbying for benefited from national taxes (such as VAT or Income Tax) as well 
as the increase in the efficiency of the use of resources.
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The challenge of the local government is to ensure a sustainable development of the regional 
economy, providing high-level services for the community, on the other hand, to keep taxes at a 
relatively low level in order not to discourage individuals and businesses under the jurisdiction. 
Finding the optimal ratios in this regard constituted a challenge in itself. On the one hand, the 
local government is faced with the many difficulties in terms of the rural development, on the 
other hand, it is faced with the relatively low funding sources or the otherwise fiscal imbalances 
or inconsistencies in the balance of the resources and responsibilities between the central and 
local governments. The strengthening of local government and the decentralization of powers 
should be seen in terms of increasing the efficiency of local government. This paper shows that 
the activity of the local government in Albania performed below thenexpectations as a result 
of the poor funding, but also as a result of the poor resources management.
Keywords: Local government, decentralization, financial resources, efficiency, taxation, 
taxes, capacity building

Introduction
Albania with a communist past, before the 

90s, power was centralized, everything was 
decided by the central government, and there 
was no freedom of thought or action, and fur-
thermore, there was not posibile to dicuse 
about local decision-making or decentraliza-
tion. After the 90 s, with the change of the sys-
tem, democracy began to be implemented and 
the organization of local government and its 
functions changed. During this period, the or-
ganization of power was made with two levels 
of central government and local government. 
The local government was organized in two 
levels, where the first level was the communes 
and municipalities, while the second level was 
the Counties. In this period there were 308 
kommunes, 65 municipalities and 12 coun-
ties. This organization of local government in 
Albania continued until 2015. The new terri-
torial division that was made in 2015, created 
61 municipalities and 12 counties while the 
kommunes no longer exist. From 2015 and 
currently, the local government in our coun-
try continues to have two levels, the first level 
of the municipality and the second level of the 
counties. The 61 Albanian municipalities are 
distinguished by the variety of characteristics 
of some aspects, such as demographic diver-
sity, economic diversity, cultural diversity, 
geographic diversity and socio-economic fac-
tors that exist within their jurisdiction. The 
long period of turmoil in Albania is having an 
impact on the growth rates of the economy as 
a whole, it also resulted in the implementa-
tion of various processes related to the local 
government and this impact is not positive. n 
relation to this issue, the Institute for Munic-
ipalities of Albania in its 2022 report states: 

“Albania is going through a long period of 
turmoil accompanied by numerous problems 
that have made it very difficult to strengthen 
local finances” (Local Government in Alba-
nia. 2022).

Finance is immensely important in the 
running of organizations or governments. 
Local governments need financial resources 
to carry out their constitutional responsi-
bilities as regards providing social services 
as well as mobilizing available resources for 
effective rural development and good gover-
nance at the grass root level (Olu Ojo, Paper, 
2009). The financial resources of the local 
government are necessary to carry out all 
the functions defined by law, with the aim of 
increasing well-being of the individual/citi-
zens. Setting a satisfactory tax package on the 
one hand and increasing the quality of ser-
vices and the involvement of citizens on the 
other hand, it is a challenge in itself related to 
finding the optimal level of local government.

The activity of the local government in 
Albania is financed by several sources such 
as income from its own local sources (taxes, 
fees, income from the use of assets at the dis-
posal of municipalities, etc.), income from 
unconditional intergovernmental transfers 
(general unconditional transfer and the sec-
toral one for the functions transferred in 
2016), income from conditional intergovern-
mental transfers (conditional transfers from 
line ministries in function of the exercise of 
delegated functions), income from separat-
ed taxes. Qualified human resources, healthy 
finances, as well as the reduction of depen-
dence on the central government, especially 
in decision-making, constitute a necessity 
for the realization of the mission and vision, 
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which are related to the existence of local 
government units that represent the level of 
government as close as possible to the citi-
zens or community in remote rural areas. 
The existence of government units as close as 
possible to the citizens constitutes a necessity 
to recognize and solve the many and differ-
ent problems faced by different areas of the 
country and therefore for regional and rural 
development.

Capacity building for the local govern-
ment remains an issue that requires a solu-
tion, first of all in the perspective of increas-
ing the efficiency of the use of funds as well as 
avoiding informality in the local taxes collec-
tion and fees with the aim of increasing rev-
enues from the local units’ own sources and 
expansion of the decentralization. Power de-
centralization of power is a necessity for any 
democratic state, the decentralization means 
the legal transfer of authority and resources 
from the central government to the local gov-
ernment, which changes the way services are 
provided and how they respond to the citi-
zens’ demand.

The decentralization of governance in Al-
bania started after the 1990 s, while we still 
cannot say that administrative or fiscal au-
tonomy has been achieved, but we can say 
that the reforms that took place after the 90s 
are the cornerstones for the decentralization 
of the local government. One important mo-
ment for the decentralization of local gov-
ernment is the European Charter of Local 
Self-Government, ratified in 1998, as well as 
the Law on the Organization and Functioning 
of Local Government, approved in 200. Some 
foreign organizations that operate in Albania, 
such as The World Bank, the Organization for 
Security and Cooperation in Europe (OSCE), 
the United Nations Development Program 
(UNDP), the Swedish Institute for Public Ad-
ministration (SPIU), etc. have continuously 
emphasized the improvement of local gov-
ernment decentralization by emphasizing to 
increase capacities as necessary for efficiency 
in the use of financial resources, efficiency in 
the provision of services, regional develop-
ment and the creation of economic regions.

The financial autonomy of local govern-
ment in Albania still remains a challenge. 
Governments generally do not have sufficient 
financial resources. Local authorities in Alba-

nia do not have adequate financial resources 
according to their own and joint functions. The 
local government units are still very depen-
dent on the financial assistance of the central 
government, especially the small local govern-
ment units, which face great difficulties. The 
local government in Albania actualy deal a se-
ries of the difficulties and challenges regard-
ing the provision of financial resources and 
well-trained human resources to carry out 
its own and joint functions otherwise called 
delegated functions. Local government units 
should lobby to make separate taxes such as 
VAT, corporate profit tax as part of their fi-
nances as well as to increase the percentage 
of profit from Income Tax. The dynamics of 
the development of the local government 
with the aim of expanding decentralization 
should go in sync with the dedication for 
necessary changes to the existing laws. The 
increase of transparency, the increase of the 
accountability of local government in rela-
tion to the community, the increase of the 
involvement of citizens and interest groups 
in the decision-making on the level of the lo-
cal government, are the main pillars related 
to the improvement of the decentralization 
process of local public finances. The Local fi-
nance, among others, addresses issues relat-
ed to decisions about incomes, expenditures, 
financial management, the process of the lo-
cal budgeting and accountability in general. 
Local governments can make a huge differ-
ence when it comes to increasing the quality 
of life por the comunity in both urban and 
rural area, reducing inequalities across soci-
ety, enhancing relations between people and 
public institutions and providing a platform 
for the voices of minorities (UNDP United 
Nations Development Programme Local gov-
ernance and development0.

The aim of the paper, objectives, 
methodology and research questions

The purpose of this paper is to present 
the current situation of the local government 
in Albania, to highlight the importance of the 
expansion of decentralization and to empha-
size the impact of funding sources in increas-
ing the independence and decision-making 
powers of the local government.

The objectives of this research are: (a) To 
highlight the challenges that the local govern-
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ment faces, (b) To present the importance of fi-
nancial resources and their good management 
in the realization of the functions of the local 
government. (c) To highlight the importance 
of raising the capacities of the local adminis-
tration in increasing the efficiency of the use of 
resources. (ç) To present the importance of lo-
cal governance in promoting the development 
of the local economy. (d) To emphasize the im-
portance of strengthening local finances and 
increasing fiscal autonomy.

The research questions raised and an-
swered throughout this paper are:

(a) Does the local government of Albania 
have financial autonomy? (b) Is the expan-
sion of local government decentralization a 
necessity? (c) Should the capacity building of 
the local administration seen as a necessity 
for good management as well as for making 
decisions in accordance with the numerous 
climatic and technological changes that hu-
manity is facing?

(d) Are there differences between local 
units that are located in different territories 
within the country in terms of resources and 
meeting the needs of citizens? (e) Are debt 
instruments used by the local government in 
Albania as a possible source of liquidity?

The methodology of this research consist 
on use of the secondary data method, refer-
ring to the scientific literature of different 
authors, statistics of the state institutions es-
pecially Finance Ministry, foreign organiza-
tions located in Albania as well as non-profit 
organizations. The most relevant cornerstone 
scientific literature related to the subject was 
“The dilemma of fiscal federalism: grants and 
fiscal performances around the world” (2002) 
written by Jonathan Rodden, which is widely 
cited from most of scientific researcher, Effi-
cient Financial Management for Local Gov-
ernments written by Olu Ajo, “Public Value 
ManagementA New Narrative for Networked 
Governance” written by Gerri Stoker, etc. The 
other important sources of secondary data 
for realization of this paper are datasets from 
the Ministry of Finance, Local Finance, and 
United Nations Development Programme 
(UNDP). The Important data sources to anal-
ise the local finace dificelties are provided by 
Ministy of Finance, CO-PLAN Institute for 
Habitat Development as well as Institute for 
Municipalities of Albania.

Rishikim literature
The local government in different coun-

tries of the world is made up of different lev-
els or formats of organization, and it is im-
portant in the perspective of being as close 
as possible to the community and in its func-
tion. In the entire democratic world, the ex-
pansion of decentralization is an important 
issue, as well as the participation of the com-
munity in the decisions they take for the use 
of resources and accountability on a large 
scale. Regarding this, Gerry Stker in his 2006 
paper expressed: “In a democratic system, 
the participation of all is not required; rath-
er, its defining characteristic is its openness 
to all. Democracy is more than a safety valve 
to protect basic rights and liberties. It has the 
potential to provide the basis for learning, 
to drive the search for collective solutions to 
complex and shared problems” (Gerry Stok-
er, 2006. p. 15).

Local governments can go beyond the 
minimum public hearing requirements to 
meaningfully engage all community mem-
bers in budget decisions that affect them (Ka-
tie Hannon Michel, Cesar De La Vega Tina 
Yuen, 2018).

The expansion of decentralization, in-
creasing the responsibilities and functions 
of the local government cannot be dealt with 
separately from local finances, which include 
broad issues related to what will be done, 
when it will be done, with what funds, with 
what human resources, etc. Regarding what 
local finances are, what issues they deal with, 
in the book published in 2009 by UN-HAB-
ITAT expresed: “Municipal finance is about 
the revenue and expenditure decisions of 
municipal governments.

It covers the sources of revenue that 
are used by municipal governments –tax-
es (property, income, sales, excise taxes), 
user fees, and intergovernmental transfers. 
It includes ways of financing infrastructure 
through the use of operating revenues and 
borrowing as well as charges on developers 
and public-private partnerships” (UN-HAB-
ITAT. Copyright © United Nations Human 
Settlements Programme 2009).

Borrowing or issuing debt instruments 
is an opportunity to cover capital expenses 
in the framework of local government activ-
ities, but the local administration must be 
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very careful in the efficient use of borrowing 
and must respect the time of debt repayment. 
Regarding the importance of borrowing using 
debt instruments, the authors Freire, Maria 
E. Marcela Huertas, and Benjamin Darche 
have sead: “The use of debt instruments by 
local governments needs to be assessed with 
care, as imprudent borrowing lead to fiscal 
indiscipline and macroeconomic imbalances” 
(Freire, Maria E. Huertas, and Darche, 1998).

If the local government, in finding fi-
nancial resources, will be inclined to seek as 
much income as possible from government 
transfers and not try to increase its own in-
come from taxes and local fees, to increase 
the efficiency of the use of existing resources, 
this will make it more and more dependent 
on the central government. Rondden says 
about this addiction: “This dependence on 
revenue either through shared taxes or mon-
ey transfers from the central government, 
reduces the incentive for local governments 
to act in an economically efficient manner” 
(Rodden J., 2002). Decentralization is often 
viewed as a shift of authority towards local 
governments and away from central govern-
ments, with total government authority over 
society and economy imagined as fixed. At-
tempts to define and measure decentraliza-
tion have focused primarily on fiscal and to 
a lesser extent policy and political authority 
(Rodden J., 2004).

Large cities and metropolitan areas are 
different than smaller urban or rural munic-
ipalities, in large part, because of the size of 
their population, the high degree of concen-
tration of population, and the presence of a 
heterogeneous population in terms of social 
and economic circumstances (The World 
Bank Institute Washington, D. C. The Centre 
for Urban and Community Studies Universi-
ty of Toronto 2001Tony Mazi and Keith Ja-
cobs Book 18 February 2008; Freire, 2001).

Urban policies are complex and have a big 
impact on the many aspects of community 
life and their treatment is very complicated. 
Regarding urban policies, the authors Tony 
Mazi and Keith Jacobs express themselves: 
“It is commonly accepted that the study of 
urban politics has become increasingly com-
plex and fragmented, characterised by a shi, 
ft away from formal local government struc-
tures to a diverse range of public, private and 

voluntary agencies” (Tony Mazi and Keith 
Jacobs, 2008).

The analysis of ‘multi-level’ local gover-
nance in contemporary urban societies there 
fore requires a need to focus on informal re-
lationships as well as formal institutions, ac-
knowledging the role of a multiplicity of actors 
and their interactions within partnership and 
network structures (Gerry Stoker, 2006).

While decentralization legislation and 
policies exist in many countries, fiscal re-
sponsibilities have remained centrally con-
trolled. In many cases, local governments 
are not financially equipped to manage their 
services. On the other hand, continued fiscal 
centralization is often justified by weak ca-
pacities at the local level (UNDP United Na-
tions Development Programme Local gover-
nance and development).

Nawdays, the 61 municipalities of Alba-
nia and the respective Administrative Units 
have more responsibilities than ever. There 
are 42 functions and types of the administra-
tive and public services, for which local units 
need serious budget support from the gov-
ernment transfer (Institute for Municipali-
ties of Albania).

Finance is very important in the running of 
organizations or governments. Local govern-
ments have a number of functions to carry out. 
As such, its finances need to be efficiently man-
aged and judiciously utilized (Olu Ojo, 2009).

Local authorities do, however, appear to 
vary considerably in their capacity to play a 
catalytic role in the formation of multi-or-
ganizational partnerships and to, more gen-
erally, function as suppliers of community 
governance and promoters of community 
development (Joe Wallis and Brian Dollery, 
2002).

Monitoring local fnances is an essential 
step towards assessing subnational govern-
ments’ fnancial capacity to exercise the re-
sponsibilities assigned to them and to design 
effective and effcient development policies 
(OECD and United Cities and Local Govern-
ment (UCLG) Report, October 2016).

The current situation and 
the problems that need to be 

addressed immediately
Financial resources and their good man-

agement constitute the cornerstone (catalyst) 
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for the effective functioning of local govern-
ment.

In Albania, the financial situation of local 
units presents challenges for the future, even 
though it has been improving but at a very 
low rate, so remains to be done alot in this di-
rection with the aim of expanding decentral-
ization, development of regions and growth 
of the quality of life of the residents. After 
1990, the most important administrative re-
form in the country is the administrative-ter-
ritorial division of local government units in 
the Republic of Albania, where based on Law 
No. 115 of 2014, out of 373 (308 communes 
and 65 municipalities) local government 
units remains only 61 municipalities. This 
reform eliminated the unnecessary fragmen-
tation with the aim of increasing efficiency 
and effectiveness in the services providing 
and improving local fiscal autonomy for the 
local gonvernance.

Today, more than ever, municipalities 
have a considerable number of copmetencies 
and responsibilities to serve citizens accord-
ing to their needs and in a democratic man-
ner. The competences have been continuous-
ly accompanied by financial support from the 
Central Government, which considers the de-
centralization agenda very important in the 
process of good governance and European 
integration (Ministry of Internal Affairs. In-
tersectoral Strategy for Decentralization and 
Local Government 2023–2030).

The strengthening of the local finances and 
the decentralization of the local government is 
not an easy process and which addresses the 
several issues. In this framework, we consider 
increasing the capacities of the local govern-
ment units with the aim of increasing the effi-
ciency of the use of existing resources as well 
as creating new opportunities for financing, 
such as the use of borrowing to finance cap-
ital investments within the permitted legal 
framework, and increasing the amount of the 
benefit of the local government from nation-
al taxes. Another important point is the con-
solidation of local revenues, i. e. the revenues 
provided by local taxes and fees, as well as the 
improvement of fiscal administration.

Strengthening the public finance man-
agement system at the local level remains 
another important issue in the framework 
of strengthening local finances and fiscal 

decentralization. Municipalities in Albania 
have several sources of funding in order to 
carry out its functions and competencies 
defined in the law that regulates the orga-
nization and operation of local government. 
These funding sources, in general terms, in-
clude: a) income from local sources (taxes, 
fees, income from the use of assets available 
to municipalities, etc.); b)revenues from un-
conditional intergovernmental transfers; 
c)revenues from intergovernmental transfers 
conditional on the exercise of delegated func-
tions; d) income from taxes shared with the 
central government, as well as income from 
mining rents, income from labor income 
tax, income from road circulation tax, from 
the transfer of property rights. Based on the 
configuration of the legal system for local fi-
nance in Albania, local government units are 
allowed to borrow money for capital invest-
ments from financial institutions as well as 
from the central government, but currently 
only a very limited number of municipalities 
acesed to financial institutions and and the 
use of debt instruments when there is a lack 
of funds cannot even be mentioned.

There is an discrepancy in the legal basis 
regarding the use of the income provided by 
the separate taxes, specifically based on the 
law no. 68 of 2017 “On the finances of local 
self-government” in article 4, point 4, it is 
mentioned that the revenues from the taxes 
allocated are used autonomously by the mu-
nicipalities, so the municipalities must de-
cide what they should use these revenues for, 
while according to law no. 9975 of 2008 “On 
national taxes” emphaziz that municipalities 
must use the income provided by mining 
rents only for investments. The improvement 
of the legal framework related to the above 
issue, the increase of local capacities as well 
as the increase of the efficiency of the use of 
income remain issues that require immedi-
ate solutions. Since 2015, based on the law 
on local finances, they should benefit from 
2% of the total income from income tax, but 
this was achieved in the first half of 2021, but 
only for 6 municipalities out of 61 the mu-
nicipality that our country has. The data for 
the first six months of 2021 show that these 6 
municipalities received in quantitative terms 
about 258.1 million ALL from personal in-
come tax (PIT) (www.financatvendore.al).
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In relative terms, about 19.4% of the in-
come tax was absorbed by the municipality 
of Tirana (about 50 million ALL), followed by 
the municipalities of Durrës (6.7% or about 
17.2 million ALL), Elbasan (4.9% or about 
12.7 million ALL), Shkodër (4.8% or about 
12.3 million ALL), Fier (4.4% or about 11.4 
million ALL) and Vlorë (4% or about 10.4 
million ALL). Together, the 6 mentioned mu-
nicipalities received about 44% of the income 
tax distributed to the municipalities (Co-Plan 
December 2021, Separate Taxes Report – 
Personal Income Tax).

Property tax revenues calculated about 
20% of local self-government revenues in 
Albania and remain low compared to other 
countries in the region.

For Albania, the income is about 0.3% of 
GDP, the average of 0.7% for the region, from 
about 0.4% of GDP for Bosnia Herzegovina 
and Kosovo, to 0.5% of GDP for Macedonia, to 
1.0% of GDP for Serbia and to 1.3% of GDP for 
Montenegro. Montenegro and Serbia are clos-
er to the EU average of 1.6% of GDP. Compared 
to OECD member countries, this average var-
ies from 0.9% of GDP, from 2–3% in continen-
tal European countries and 1–7% of GDP in 
industrialized countries (Ministry of Internal 
Affairs. Intersectoral Strategy for Decentraliza-
tion and Local Government 2023–2030).

The separate taxes in Albania are ap-
plied to the income on the circulation of cars, 
from the transfer of ownership rights, from 
the rent of exploitation of mineral resources, 
and in a certain percentage from income on 
personal income taxation. Revenues from al-
located taxes remain low compared to coun-
tries in the region. Revenues from the shared 
tax in Albania are estimated at 0.1percent of 
GDP, at 0.5 percent in Macedonia, at 1.0 per-
cent of GDP in Bosnia, at 1.3 percent in Mon-
tenegro, and at 2.3 percent of GDP in Serbia. 
Albania transfers in favor of the local gov-
ernment about 10 million euros, Macedonia 
about 42 million euros, Montenegro about 
63 million euros, Bosnia about 99 million eu-
ros and Serbia about 1.087 million euros.

Compared to the data for the countries of 
the region, Albania has the lowest level of un-
conditional transfer and sectorial grants. The 
total transfer from the central government 
in Albania is 1.6 percent of GDP, in Monte-
negro it is 2.0 percent of GDP, in Bosnia it 

is 2.5 percent of GDP, in Macedonia it is 2.8 
percent of GDP, in Serbia it is 2.9 percent of 
GDP, and in Kosovo is 5.9 percent of GDP.

Based on the relief of Albania, almost 50% 
of the municipalities have hilly and moun-
tainous territory and consequently have poor 
access to infrastructure and communication, 
these and other factors constitute a weak point 
of local democracy. If we are going to aim for a 
wide decentralization of the local government, 
it must be given competences but also accom-
panied by finances. The expansion of the fiscal 
instruments to create new spaces for the local 
finances is one of the many challenges that the 
local government must overcome. Just as it 
became possible that six municipalities from 
2021 onwards (the municipality of Tirana, 
Durres, Elbasan, Fier, Vlore and the munici-
pality of Shkodra) benefits in total 44% from 
the income distributed to the municipalities 
from the tax on the income from work, they 
should lobby strongly to increase the percent-
age of the profit from this source, as the cur-
rent law has set it at 2%.

Meanwhile, in the framework of strength-
ening their finances, municipalities should 
lobby to benefit from other common nation-
al taxes such as tax on corporate profits, Val-
ue Added Tax (VAT) or other taxes, and they 
should increase efficiency, in order to realize 
the collection of existing local taxes at the rate 
of 100%. The availability of financial resourc-
es is a prerequisite for the exercise of functions 
and powers for the 61 municipalities in the 
country. In addition to financing through rev-
enues from their own local sources, allocated 
taxes, unconditional and conditional trans-
fers, municipalities have the right to access 
funds in terms of borrowing (short-term and/
or long-term), but only for the financing of the 
capital expenditures orthe re-financing of an 
existing loan. Based on Law no. 9869/2008 
“For local government borrowing”. Access to 
external financial resources (borrowing) is 
also an indicator for the financial autonomy 
of municipalities in terms of income (either 
in the form of short-term and/or long-term 
loans) according to the OECD. The law gives 
municipalities’ access to the loans for capital 
expenditures, but a very limited number of 
municipalities use this resource, for example, 
at the end of 2022, only four out of 61 munic-
ipalities have active loans in the local banking 
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system, and specifically the municipality of 
Korce, Vlore, Elbasan and Lezhe.

Referring to the chart below (chart no.1), 
it is clearly seen that in the total sources of 
financing of the local government, the largest 

percentage is the funds that the central gov-
ernment transfer to the local government in 
the form of transfers. While its own income, 
provided by local fees and taxes, has been in-
creasing but at a very low rate.

Chart 1. Total revenue by funding sources 
(P. S: for the year 2023, the data expected to be published in April)

Source: Authors’ processing based on data taken to (www.fnancatvendore.al)

Local income still remains at a low level 
compared to the public income or the Gross 
Domestic Product. Specifically, for the year 
2022, the local income is about 4.79% of the 
public income and about 1.34% of the Gross 
Domestic Product. Compared to the trend of 
a year ago, in relation to the public revenues, 
they have decreased by about 0.43%. Local 
revenues have had the same downward trend 
in terms of gross domestic product, where 
from 1.41% in 2021 they have reached 1.34% 
in 2022 or about 0.07% less (Ministry of Fi-
nance and Economy. May, 2023).

Referring to the data in chart no. 1 of the 
total local financial resources, over 60% is 
occupied by the funds that the central gov-
ernment gives to the municipalities. In nom-
inal terms, the role of municipalities in gen-
eral governance and the financial resources 
available have increased from year to year 
and account for about 6% of GDP, the con-
tribution of income from their own local 
sources is estimated to be relatively low and 
below potential, since still there is a problem 

with the collection of local fees, so the mu-
nicipalities do not manage eficently available 
fiscal space. In order for local finances to be 
strengthened, the largest part of the income 
in the total local income should be taken by 
the income provided by the municipality it-
self, while currently over 60% of it comes 
from the central government in the form of 
conditional transfers and unconditionally. 
The dependence that the municipalities have 
created on the state budget is harmful since 
the local government, in facing the challeng-
es, manages to finance less than half of the 
expenses with its own resources. The difficul-
ty of financing or the dependence on the bud-
get of the central government is even greater 
if we add the debt that the local government 
has to the central government, financial in-
stitutions or third parties such as Albanian 
Energy Emetation Organization, etc. Debt, 
which keeps on increasing and therefore has 
led some municipalities to be at a critical 
point in terms of finances. This dependence 
leads the municipalities to not fulfill all their 
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responsibilities towards the residents with-
in their jurisdiction and therefore makes it 
impossible for the municipalities to “walk on 
their own feet”. The informality, on the other 
hand, makes the local government less effi-
cient in collecting local fees and taxes, and 
therefore weakens local finances and increas-
es dependence on the central government.

The municipalities of Kavaja, Tirana, 
Vlore, Pogradeci and Malsi e Madhe have the 
largest debt, where the debt of each of these 
municipalities reaches more than 10% of the 
total local tax.

The problem with the debt of the local 
government lies in the fact that this debt is 
mainly taken by the central government and 
that this debt is constantly increasing. But 
the debt of the local government also con-
sists on the outstanding liability to the third 

parties, as is the case of the obligation to the 
Albanian Energy Emetation Organization, 
for unpaid energy. The municipalities of 
Durrësi, Lezha, Kamza, Belshi and Fieri also 
have problematic debts. Some of them are 
in the serious economic difficulties, unable 
to make investments, while two of them, Ka-
vaja and Vora, are considered at risk of the 
bankruptcy.

Referring to the chart below (chart no. 2), 
which compares the expenses incurred with 
own funds and financed by the conditional 
transfer for the last four years, a slight in-
crease in coverage from own funds for 2020 
and 2021 can be observed, while in 2022 we 
see a decrease to 4.3%. While the expenses 
financed by the conditional transfer, which 
is mainly for the delegated functions, are de-
creasing on average from year to year by 6%.

Chart 2. Expenses of LGUs according to the source of financing

Source: Authors’ processing based on data taken to (www.fnancatvendore.al)

Municipalities are faced with the finan-
cial difficulties in order to realize of the re-
sponsibilities they have in the framework 
of the realization of their functions, and as 
a result there is currently a fiscal imbalance 
or otherwise inconsistency in the balance of 
resources and responsibilities between the 
central government and the local governace. 
The amount of the expenditures made by 
the local governance for the year 2022 com-
pared to the total Gross Domestic Product is 
3.01% of it, while compared to the public ex-
penditures it is 9.39% (Ministry of Finance 

and Economy. May 2023 “Annual Report 
2022 Local Public Finances”). While in all 
the countries of the region, local governance 
expenses are over 5% of GDP, with the ex-
ception of Kosovo, where these expenses are 
4% of GDP. If we refer to the countries of the 
European Union, local governance expenses 
are about 15% of GDP or 45% of state bud-
get expenses. Referring to the above figures, 
the responsibilities that the local government 
has, as well as the expansion of decentraliza-
tion with the main purpose of strengthening 
the local governance, the increase in the per-
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centage of local governance expenses, both in 
relation to the state budget and in relation to 
the PPB, constitutes of a challenge that must 
be solved.

Referring to the data of the Ministry of 
Finance for 2022, some municipalities are 
in financial difficulty, specifically the munic-
ipalities of Dimal, Cerrik, Vore and Kavaje, 
while eight other municipalities have finan-
cial problems, such as the municipalities of 
Poliçan, Dibër, Tropojë, Pogradec, Devoll, 
Libohova, Delvinë and Peqin (Ministry of Fi-
nance and Economy, Year 2022).

The municipalities and various organiza-
tions such as the Association of Municipali-
ties, etc should lobby for an increase in the 
percentage of the local government expenses 
compared to GDP, even though from 2015 
onwards the percentage has been increasing, 
but the rates of growth are very low. Decen-
tralization requires an expansion of compe-
tencies and not an increase in the conditional 
transfers that the central government gives 
to the local governance, as this makes local 
decision-making even more dependent on 
the central government.

Conclusions and recommendations
Every government or organization, no 

matter how big it is, needs funding sources, 
so finances are important for the functioning 
of government units. On the other hand, not 
even a government has enough resources to 
fulfill its obligations to the community and to 
carry out all its functions, therefore the pru-
dent and efficient use of existing resources is 
a necessity.

The local governance in Albania faces 
numerous challenges, challenges which vary 
from one municipality to another depending 
on the geographical position where the 61 
municipalities perform their functions in the 
service of the community within their juris-
diction. The local government is still in need 
of financial resources even though no govern-
ment level in the world has enough financial 
resources. But if we add the lack of qualified 
human resources, which is characteristic in all 
municipalities in rural areas, then the efficien-
cy of using existing resources is at relatively 
low levels. An issue that requires an imme-
diate solution for municipalities is integrated 
and systematic management, which makes it 

possible to adapt in real time to different sit-
uations with a focus on local economic devel-
opment. The municipalities should involve 
partners, donors and civil society and the 
community to ensure that local reforms are 
viable and credible and should be more trans-
parent. Increasing community participation 
in decision-making at the local government 
level, which currently leaves much to be de-
sired, will enhance better performance in pro-
viding social services that are truly local in 
nature and meet the developmental needs of 
local communities. To make local government 
work for the people requires an integrated ap-
proach to local governance reform aimed at 
local economic development. Efficiency and 
effectiveness in the use of resources, increas-
ing the quality of services to citizens and in-
creasing the level of development of the local 
economy should be at the center of the activity 
of each municipality.

In the framework of the response to the 
challenges of European integration and 
the absorption of funds from the European 
Union with a focus on the sustainable de-
velopment of the local economy through the 
adaptation of the territorial reform in the 
country, the specialization and increase of 
the human resources capacities of the mu-
nicipalities constitutes an important prereq-
uisite. Municipalities should minimize the 
informality in order to increase the income 
provided by the local fees and taxes. If the lo-
cal government in terms of securing financial 
resources will be inclined to seek as much in-
come as possible from government transfers 
and not try to increase its own income from 
taxes and local fees, to increase the efficien-
cy of the use of existing resources, this will 
make it even more dependent on the central 
government. Referring to the current situa-
tion local finance characterized by a low level 
of decentralization. In general, lack of finance 
resources are presented as the reason for the 
poor performance of the local government, 
but experience has shown that the poor man-
agement of finances against the lack of funds 
is the cause of the failure to realize the expec-
tations of the local government’s activity. The 
local government units in Albania should pay 
attention to the soundness of the finances, 
they should evaluate the budget planning 
process considering the sources of funding 
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for investment expenses and they should 
evaluate their possible fiscal capacities. The 
improvement of the legal framework related 

to local government finances should be part 
of the agenda of the central government and 
local government.
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Introduction
Unexpectedly in a scholarly field that 

crosses to a great extent on the publishing 
and consuming of books and journals, there 
is generally little written work on academic 
creation. Considering consistent research ac-
tivity in the natural and mechanical scienc-
es, this is something of an absence. A con-
sequence of this, in our view, is that details 
about how research is truly conducted and 
the complications experienced in the process 
are less revealed in the organization and so-
cial investigation fields. In this respect, our 
attempt is a walk to some degree into the 
clouded. Specifically, our topic is the path by 
which research ideas are transformed into 
something with exchange value. For past the 

fundamental stride of persuading someone 
to make the journal, there is a long chain of 
tasks that must happen for a tangle of ideas to 
comprehend its final shape. We have to start 
by revealing a shift that has been happening 
over the course of recent decades. In the ear-
lier days, academic work generally flowed 
into the published printed copy form. How-
ever, in the later twentieth century, we have 
witnessed an explosion of the media through 
which scholarly investigations are best rep-
resented. There are two components of this. 
The first is the wide accessibility of data and 
software tools available to researchers. This 
has increased the pace at which a given idea 
can be developed and pursued. The second 
is the emergence of modern media, such as 
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video tapes, as a tool for disseminating schol-
arly ideas. All of these media have differing 
economies in terms of the quality of academ-
ic output, and we suspect this is an under-
explored subject. As one of our respondents 
stated: “In the earlier days, you basically 
wrote everything you could in a paper with a 
specific end goal. Now it is a lot more compli-
cated, you’re able to tailor the quality of what 
you’re doing binding in the result” (Julia Va-
leiras-Jurado, Edgar Bernad-Mechó, 2022).

Research methodology
The research commenced with an exten-

sive review of existing literature across sev-
eral databases and academic journals. The 
focus was on identifying studies related to 
academic creation, digital tools in research, 
the application of AI, blockchain technology, 
and Lean Six Sigma in the service sector, and 
the impact of influencer marketing on con-
sumer behavior. This review helped establish 
a theoretical foundation for the study, high-
lighting gaps in the literature and emerging 
trends in academic and service innovations.

Analysis and results
The term ‘artificial intelligence’ (AI) refers 

to the ability of a digital computer or com-
puter-controlled robot to perform tasks com-
monly associated with intelligent beings. AI is 
relevant to service as this ability can be used 
to facilitate learning, reasoning, understand-
ing, perception, and learning by machines. AI 
is currently used in a wide range of fields and 
is already affecting the way services are de-
livered and received. One major issue facing 
services today is the need to achieve person-
alization. As the needs and wants of consum-
ers become increasingly heterogeneous and 
competition between companies intensifies, 
the ability to tailor services to an individual 
consumer becomes more important. This can 
be seen emerging in the use of ‘smart agents’. 
Smart agents are software entities that car-
ry out some set of tasks on behalf of a user 
or another program with some degree of in-
dependence. They can carry out these tasks 
with little or no interaction with the user and 
exhibiting an element of learning. In terms 
of the consumer, smart agents can seek out 
and evaluate service options, make decisions 
about these options, and act upon these de-

cisions. This is an example of where AI can 
automate a task usually carried out by a hu-
man and in the case of an agent acting on 
your behalf, is a primitive form of outsourc-
ing a service. As AI progresses, smart agents 
will grow in sophistication, their decisions 
will become more accurate and resemble that 
of a knowledgeable human, and they will be 
employed in a growing number of service 
contexts. Another way services can achieve 
personalization is through the gathering and 
analysis of data about the consumer in order 
to make service options more relevant to that 
consumer (https://www.sciencedirect.com/
science/article/pii/S1475158522000388). 
AI is the most efficient means by which to 
carry out such data analysis, being capable 
of learning from patterns in the data and 
applying knowledge gained from the anal-
ysis to make relevant decisions. This is ex-
emplified in the use of data mining and rec-
ommendation systems. Data mining is the 
process of discovering patterns in large data 
sets involving methods at the intersection of 
machine learning, statistics, and database 
systems. It is an essential process where in-
telligent methods are applied to extract data. 
Data mining has an extensive list of methods 
but some of the most common are decision 
trees, clustering, and association rule learn-
ing. These methods can be used to gather and 
deduce information about a consumer from 
a database. A recommendation system uses 
this information about the consumer to make 
suggestions to them about what service op-
tions would be best for them. This again is 
an area with huge potential for AI develop-
ment. Currently, recommendation systems 
base their suggestions on a generalized set of 
rules about what is usually a good option for 
a consumer with certain data. This is known 
as content-based filtering.

The phase of IoT 2.2 draws on experience 
from research and industry to explore the 
evolving applications of IoT and their likely 
impact. The Internet of Things (IoT) has been 
identified as the next big technology shift, 
with predictions of billions of devices becom-
ing connected over the coming decades. The 
sheer scale of IoT presents both a big opportu-
nity and a big challenge in terms of how it can 
be deployed to deliver maximum benefit. A 
commonly cited example is that of ‘smart cit-
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ies’, where vast sensor networks will monitor 
and control civic infrastructure in real-time 
for an enhanced level of efficiency and service. 
In consumer markets, IoT is being applied to 
develop ‘smart home’ systems that learn user 
behaviors and automatically adjust the home 
environment to suit. While the vision and 
hype surrounding IoT is indeed very grand, 
there has been rather limited exploration as 
to how the technologies underpinning IoT can 
be integrated and applied in a manner to ef-
fectively achieve the grand visions. This ‘bot-
tom-up’ approach involving the development 
of specific technologies and methods is where 
research can make a significant difference. In 
this phase, there are three papers represent-
ing the state-of-the-art in three specific areas 
of IoT deployment, and one paper addressing 
the implications of IoT from a consumer in-
formatics viewpoint. The paper by Tae-Hyun 
Kim et al. provides an excellent example of 
taking an existing technology and adapting 
it to the IoT space for enhanced service. The 
authors’ previous work had focused on the 
development of NFC technology for use in 
mobile phone-based transportation ticketing. 
The convenience and automation provided 
by NFC was seen as a good match to the IoT 
ideal, but the practical implementation of an 
NFC system for a city-wide bus network was 
limited by the requirement for readers to be 
wired to a power source and back-end check-
ing systems to ensure correct operation of 
readers at each bus stop. With IoT-style vision 
in mind, the authors proposed a new system 
utilizing power-efficient Bluetooth Low Ener-
gy (BLE) beacons as virtual bus stops, remov-
ing the need for physical infrastructure apart 
from beacon installation at bus stops.

Blockchain technology has become very 
popular since the initiation of cryptocur-
rency, mainly due to its element of security 
and reliability. Blockchain is an innovative 
technology which acts as a digital ledger to 
record transactions across several comput-
ers in such a way that the information stored 
cannot be altered retroactively. Gupta and 
Brar (2017) state that blockchain is an in-
formation infrastructure that is established 
for a transaction involving value. There are 
three key elements to the technology which 
Gupta and Brar highlighted: integrity, trans-
parency by means of traceability, and secu-

rity. This technology is globally accessible 
and has the potential to improve services in 
developing countries where banking services 
are limited. Blockchain enables services to 
process their transactions on a decentralized 
network rather than a central one, which may 
be an effective approach for mobile banking 
services and for mobile check-out services in 
retail stores, whereas computerized trans-
actions may process transactions without 
any automatic human intervention. Block-
chain can also offer complete traceability and 
transparency for products and their custom-
ers, especially in the food industry.

Six Sigma is a highly analytical, data-driv-
en methodology and a process to reduce vari-
ation in process output by identifying the 
cause of the variation and controlling the 
process. By combining Six Sigma’s rigorous 
focus on standardizing process with Lean’s 
focus on reducing effort and resources, Lean 
Six Sigma provides a solid framework to im-
prove any process.

Lean Six Sigma is a methodology that 
links a series of tools and methods into one 
framework with the aim of improving the 
speed and quality of a process. This is done 
by identifying and eliminating variation, de-
fects, and waste. Lean Six Sigma has been 
used widely in industry with success and is 
now making inroads into the service sector.

In response to these growing market 
pressures, Lean thinking has provided ser-
vice organizations with a new way to look at 
their operations. Lean thinking establishes a 
mindset and a set of tools to create sustain-
able change by exposing and solving prob-
lems. It is focused on creating value for the 
customer, whilst using the minimum amount 
of resources.

Lean thinking has come a long way since 
the establishment of the Toyota Production 
System almost 70 years ago. It has evolved 
from manufacturing to product development 
to operations and now to the services indus-
try. As pressures continue to increase from 
the customer and competition, service pro-
viders are looking for ways to improve the 
way they work to become more efficient and 
effective (Ferreira M., Lopes B., Granado A., 
Freitas H., 2021).

Consumers have also become frustrated 
by botched personalization attempts where 
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they are served inappropriate offerings or 
where their information has been misinter-
preted. In one survey, 44% of consumers said 
that they would become repeat buyers, and 
33% spend more, with companies that do 
well at personalization. On the other hand, 
50% of those polled also expressed that they 
would be annoyed by ads from retargeting 
campaigns. 59% of UK consumers avoid 
brands that have poorly targeted promotions 
and 38% of American internet users have 
expressed distrust in how their data will be 
used by companies. This demonstrates that 
while consumers appreciate relevant offer-
ings, there is a fine line between an effective 
use of personal data and an intrusive one.

Big data and personalization are a dou-
ble-edged sword in that they represent 
significant value to both consumers and 
producers; however, there are privacy im-
plications and a backlash when firms get 
it wrong. With the capture of detailed con-
sumer data, it is harder for firms to retain 
privacy standards and data breaches such 
as the 2017 Equifax breach pose a threat to 
consumer privacy. Studies show that there 
is a disparity between people’s stated will-
ingness to share information and their feel-
ings once their privacy has been violated. It 
can be difficult for consumers to foresee how 
their information will be used and what val-
ue the exchange will hold for them. If they 
do not see a clear benefit to themselves, they 
may resent the degree of personal informa-
tion that firms are now capable of gathering 
(e. g. through data mining) (Spilker, H. S., & 
Colbjørnsen, T., 2020).

Personalization is the provision of indi-
vidualized service or product to meet spe-
cific consumer needs. This has long been a 
practice in offline services, such as financial 
advising or where the service is provided by 
direct human contact. However, the term is 
relatively new to the field of marketing, and 
its latest meaning is significantly broadened 
by digital technology. Marketers now seek 
to provide personalized content to a wide 
range of consumer groups. This is being tak-
en even further with the emergence of big 
data as companies now have the capability 
to store vast amounts of information about 
individual customers and have the means 
to profile them individually. At its best, per-

sonalization is a service that is rendered to a 
specific individual, as when a web page pro-
vides an individualized assortment of news 
stories or assesses an individual’s physi-
cal state to then provide health advice. At 
a minimum, it entails the customization of 
mass-produced offerings, as when a music 
streaming service has a recommendation 
engine that serves up targeted playlists for 
different kinds of listeners. Big data enables 
thorough customer analytics so that firms 
can accurately tailor offerings to segments 
or even to individual buyers.

Conclusion
It is in the spirit of addressing this is-

sue that we have encouraged the stepping 
back from the delivery processes into a re-
discovery of the core nature of the service, 
the consumer that it takes place for, and the 
context in which it is being utilized. Step 
through the various chapters and note how 
many different ways this same basic mes-
sage is being redelivered. Step back, try to 
understand, and only then act. This seems 
rather obvious for any form of marketing or 
product development, but in the world of 
services characterized by lower skilled oper-
ation on behalf of the customer, there is a 
tendency to leap to assumptions on what the 
output should be and how this can be more 
efficiently delivered.

First and foremost, we hope that it is ap-
parent to the reader that much service and 
public policy provision today is designed 
from production function assumptions. Ser-
vices are a series of processes to deliver a 
functional output, and the core focus in op-
erational improvement has been to try and 
make these processes as efficient as possible. 
Step into any government department, hos-
pital, bank, or airline and ask them what they 
are trying to do, and the answer will invari-
ably be some derivation of doing the same 
thing better. This is problematic because effi-
ciency in process execution to deliver a stan-
dardized output only saves time and money 
for the customer if the output itself is what 
they want! Often these same customers are 
not deeply satisfied with what they receive 
and are invariably left feeling that services 
are all too similar and there is plenty of room 
for improvement.
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Abstract
This study explores the development possibilities of pilgrimage tourism in Uzbekistan, a 

country with a rich spiritual heritage and significant potential as a destination for religious 
and spiritual travelers. Utilizing a mixed-methods approach, including surveys, interviews, 
and document analysis, the research examines visitor demographics, motivations, economic 
impacts, and stakeholder perspectives on challenges and opportunities in the sector. Findings 
indicate a strong foundation for pilgrimage tourism, driven by a diverse visitor demographic 
and a shared interest in sustainability among stakeholders.
Keywords: pilgrimage tourism, cultural heritage, sustainable development, economic 
impact, demographic characteristics of visitors, marketing strategies, preservation of 
religious places

Introduction
The development of pilgrimage tourism 

in Uzbekistan provides a unique opportuni-
ty to stimulate economic growth and cultural 
exchange using the country’s rich historical, 
cultural and spiritual heritage. Located in the 
heart of Central Asia, Uzbekistan is home to 
a number of ancient cities that played a cru-
cial role in the spread of religions and cultures 
along the Silk Road, including Samarkand, 
Bukhara and Khiva. These cities contain many 
architectural wonders and sacred sites of great 
importance to various religious traditions, in-
cluding Islam, Buddhism, and Christianity.

Uzbekistan’s strategic location and pres-
ence of its venerable shrines make it a poten-
tial center for pilgrimage tourism. This type 
of tourism not only serves the spiritual needs 
of individuals, but also promotes intercultur-
al understanding, promotes peace, and stim-
ulates local economies.

Despite this potential, pilgrimage tour-
ism in Uzbekistan is still in its infancy, with 
the country only beginning to unlock its po-
tential as a leading destination for religious 
and spiritual travelers. The introduction of 
new policies to promote tourism, investment 
in infrastructure and marketing shows a 
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growing recognition of the value of pilgrim-
age tourism. However, in order to fully real-
ize this potential, it is necessary to solve the 
problems related to infrastructure, access, 
preservation of sacred places and ensure the 
sustainability of tourism development.

This study aims to explore the possibili-
ties for the development of pilgrimage tour-
ism in Uzbekistan, examines the current state 
of the sector, identifies key opportunities for 
growth, and addresses issues that may hin-
der development.

Through an in-depth analysis of the po-
tential of pilgrimage tourism in Uzbekistan, 
this study informs strategic initiatives that 
will help position the country as a leading 
destination for spiritual and religious trav-
elers, thereby increasing its visibility on the 
global tourism map.

Research methodology
The contribution of Uzbek scholars to the 

development of Islamic religion and science, 
their scientific and spiritual heritage, their 
role in the formation of Islamic civilization in 
Central Asia, their rich history and the hos-
pitality of their people are the basis. to de-
velop travel tourism in the country. Famous 
pilgrims such as Ismailini, Chor Bakr, Chash-
mai Ayub, Shahizinda, Ruhabad, Imam Al-
Bukhari, Bahauddin Naqshband, Ghur Amir, 
Khoja Ahrur, Pahlavon Mahmud, Hazrat 
Imam, Zangi ata, Sultan Saadat, Hakim at-
Tirmizi are proof of this opinion. . There are 
world-famous pilgrimages and shrines in the 
country, the visit of which is equivalent to a 
small pilgrimage of Islam. In particular, in 
Central Asia, visiting the tomb of Qusam ibn 
Abbas in Samarkand is equated with visiting 
the Kaaba. In order to facilitate pilgrims in 
Uzbekistan, mobile applications on holy sites 
and pilgrims have been developed (Jurak-
honovich, Khashimov Sherakhon, 2020).

According to Mirzahid Koriyev, pilgrim-
age sites in Namangan region, which is one 
of the richest areas for pilgrimage in Uzbeki-
stan, need to be improved, repaired and re-
constructed based on world standards (Kori-
yev, Mirzohid, 2023).

According to the research conducted by 
Dzhafarova Nigina Alisherovna and Abdura-
khimova Sevara Tulkin, Uzbekistan is famous 
not only for pilgrimage, but also for its ac-

tivists who lived and worked in the Islamic 
world. According to the Global Muslim Trav-
el Index (GMTI) rating for 2019, Uzbekistan 
entered the top ten popular countries among 
the member countries of the Organization of 
Islamic Cooperation. In addition, a number 
of projects were implemented to increase 
the role of religious tourism in Uzbekistan. 
The first international forum on tourism “Zi-
yarat” organized in Bukhara on February 21-
23, 2019 was one of them, in which Mr. Peter 
Debrin, an expert of the General Directorate 
of Sustainable Tourism of UNESCO, partici-
pated. There were more than 120 leaders of 
influential organizations in the Islamic world, 
religious figures from more than 30 regions. 
There are more than 7,000 tangible cultural 
heritage objects of different regions and peri-
ods in Uzbekistan, including historical centers 
in Bukhara, Samarkand, Khiva, and Shahrisa-
bz, which are included in the UNESCO World 
Heritage List. Of course, this creates favorable 
conditions for the development of pilgrimage 
tourism as one of the promising directions. 
Also, on May 24, an international scientif-
ic-practical conference was held on the topic 
of “Revival of pilgrimage tourism at the inter-
section of the Great Silk Road” in cooperation 
with the State Committee for Tourism De-
velopment, Samarkand State University and 
“Silk Road” International University. Tourism 
took place in Samarkand. According to the 
Tourism Committee, the number of tourists 
from Muslim countries to Uzbekistan in 2018 
increased sharply compared to 2017. For ex-
ample, the number of arrivals from Malaysia 
has increased by 66%, while for Indonesia this 
figure is 88% (Djafarova Nigina Alisherovna, 
Abdurakhimova Sevara Tulkin Kizi. 2020).

According to Gulnara Gulyamova’s re-
search, Uzbekistan has a high potential for 
the development of various types of tourism. 
According to the Ministry of Tourism and 
Culture Development of the Republic of Uz-
bekistan, indicators of tourism development 
in our country are growing steadily in 2016-
2019 (Fig. 1). In 2016-2019, the number of 
tourists who came to our country increased 
by 3.2 times and reached 6.7 million peo-
ple. Despite the financial, organizational and 
economic measures taken to improve the sit-
uation in 2020, 1.3 million tourists visited 
our country, that is, the number of visits 
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decreased by 5 times. 2021 was a period of 
tourism recovery, 1.9 million foreign tour-
ists visited Uzbekistan during the year. De-
spite the fact that the number of tourists who 
came to the country increased by 2.7 times 
compared to last year and reached 5.8 mil-
lion people, in 2022 the figure of 2019 was 
not reached. In 2020, the closure of external 
borders completely stopped the arrival of for-
eign tourists. In addition, the introduction of 
quarantine restrictions across the country 
has almost stopped domestic tourism. As a 
result, the direct income from the export of 
tourism services in our country decreased 
more than 4 times compared to 2019 (Guly-
amova, Gulnora. 2023).

In addition to the method of theoretical 
analysis and scientific abstraction, the ques-
tionnaire method was also used in the re-
search process.

100 foreign tourists aged 18 to 65 par-
ticipated in the survey conducted by the re-
searcher. Analysis and results were formed 
based on their answers. In particular, the 
survey investigated the motivation of visi-
tors, the average cost and its distribution, 
and the main problems for interested parties.

Analysis and results
Research shows that pilgrimage tourism 

attracts the over-60 demographic segment, 
which is interested in spiritual and cultural 
exploration. The main motivation for visit-
ing shrines was found to be spiritual enrich-
ment (60%), followed by cultural exploration 
(25%). This creates a solid foundation for the 
development of pilgrimage tourism around 
Uzbekistan’s rich spiritual heritage and cul-
tural landscapes.

Table 1. Demographics and motivations of visitors

Demographic characteristic in percent (%)
Age 18-30 25%
31-45 years old 15%
46-60 years old 20%
People over 60 years old 40%
Motivation for the visit in percent (%)
Spiritual enrichment 60%
Cultural research 25%
Academic studies 10%
Other 5%

*the table was compiled by the author based on the results of the survey

Table 2. Economic Impact of Pilgrimage Tourism

Element Average cost per visitor ($)
Accommodation 600
Food and drinks 150
Local transport 50
Souvenirs and other purchases 75
Total 875

*the table was compiled by the author based on the results of the survey.

An economic impact analysis has shown 
that visitors spend a large amount in various 
categories, particularly accommodation and 
food. On average, visitors spend $875 per 

trip, indicating that pilgrimage tourism can 
be an important source of income for local 
hotels and restaurants, especially in areas 
surrounding pilgrimage sites.
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Table 3. Situations identified as the main problem

Situations Cases identified as the main problem (%)
Infrastructure development 75%
Marketing and advertising 60%
Conservation of the tourist area 85%
Sustainable tourism practices 80%

*the table was compiled by the author based on the results of the survey

Stakeholders identified a number of 
problems in the development of pilgrimage 
tourism. Among them, preservation of tour-
ist areas (85%) and infrastructure develop-
ment (75%) were noted as the main prob-
lems. These problems require careful repair 
planning and investment to avoid damaging 
the cultural and natural assets that attract 
visitors to Uzbekistan.

There is a great potential in the develop-
ment of pilgrimage tourism in Uzbekistan, 
but it is necessary to solve problems such 
as the preservation of infrastructure, areas 
without damage, and the introduction of 
sustainable tourism practices. Together with 
strategic investments and targeted market-
ing efforts, the development of sustainable 
tourism offers (Collins-Kreiner, N., 2020), 
can make Uzbekistan a leading destination 
for pilgrimage tourism globally. It can also be 
noted that there are still problems that pre-
vent the development of pilgrimage tourism 
in the country. Including:

As for the language, there are still few 
people who speak English outside the capital. 
Foreign visitors may have difficulty in simple 
communication. This can be a communication 
barrier, especially for the older generation who 
want to stay in rural areas for a long time. This 
can cause discomfort and misunderstandings 
for the locals. In Uzbek culture, it is customary 
to offer food and drink to any guest. If com-
munication is poor, guests may reject the hos-
pitality of the locals and offend them.

Encourage public-private partnerships 
between local tourism operators and inter-
national travel agencies. Promotion of joint 
venture business relations between local and 
international tourism enterprises. To pro-
mote regional tourism by developing tour-
ism routes and destinations based on special 
interest and culture, especially including 
countries such as Afghanistan, India, Iran, 

Kazakhstan, Pakistan, Tajikistan and Turk-
menistan.

Pilgrimage tourism increases the demand 
for jobs in various sectors. Countries that are 
popular with tourists increase demand for 
local goods and services, such as agricultur-
al products. It is a major area of tourism job 
creation (Djuraeva D. D., Berdiyeva Z. M., 
2016), with increased tourism demand cre-
ating jobs in areas such as public and private 
infrastructure, airport facilities and hotels.

Sustainable development of pilgrimage 
tourism includes ensuring environmental 
protection. Pilgrimage and religious tourists 
often visit culturally and environmentally 
sensitive sites, and their visits can have both 
positive and negative effects on the site.

Conclusions and suggestions
The development of pilgrimage tourism 

in Uzbekistan creates a great opportunity to 
use the country’s rich cultural and religious 
heritage for economic and social benefits. 
The study found that interest in pilgrim-
age tourism is primarily characterized by a 
younger and more diverse demographic of 
visitors concerned with spiritual enrichment 
and cultural exploration. Economic analysis 
shows that significant spending by visitors 
increases the industry’s ability to stimulate 
the local economy and support small busi-
nesses. Stakeholders identified several de-
velopment challenges, including the need for 
improved infrastructure, better protection of 
tourist destinations, and overcoming cultur-
al and language barriers. More importantly, 
there is a strong inclination towards sustain-
able tourism practices among visitors and 
service providers, which points the way for 
future development in line with global sus-
tainability trends.

Strategic marketing efforts, partnerships 
with international organizations, and the de-
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velopment of culturally sensitive tourism of-
ferings are critical to entering the global pil-
grimage tourism market. In addition, solving 
the identified problems through inclusive 
planning and policy development can make 
Uzbekistan a leading destination for pilgrim-

age tourism. By creating an environment that 
values the preservation of religious monu-
ments and promotes sustainable and respect-
ful tourism practices, Uzbekistan can leverage 
pilgrimage tourism for long-term cultural, 
economic, and environmental benefits.
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Abstract
The article examines the importance of the development of small and medium-sized enter-

prises (SMEs) as a key element of economic growth. The author emphasizes that the intensifi-
cation of SME development contributes to the competitiveness of the economy, the creation of 
new business structures and the promotion of innovative projects. Particular attention is paid 
to analyzing the peculiarities and prospects of SME development in different countries, such 
as the United States, China and Kazakhstan, in order to identify important trends affecting the 
structure of the economy and the overall economic potential of the country.
Keywords: SMEs, economic growth, competitiveness, innovation, developing countries, 
developed countries, USA, China, Kazakhstan, economic potential

Introduction
Small and medium-sized enterprises are 

considered one of the key factors of economic 
growth, due to the accumulation of innova-
tive functions, high flexibility and the pos-
sibility of accelerated adaptation to external 
changes, and the testing of various manage-
ment models in practice of a particular mar-
ket. The development of small and medium–
sized enterprises is one of the strategically 

significant tasks within which economically 
developed countries create their own sup-
port institutions aimed at stimulating the 
activities of small and medium-sized enter-
prises (hereinafter referred to as SMEs). This 
is due to the fact that the intensification of 
the development of small and medium-sized 
enterprises leads to an increase in the com-
petitiveness of the economy, the creation of 
new largest business cells and the promotion 
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of innovative projects, the achievement of 
socio-economic goals. The relevance of the 
study of the features and prospects of the de-
velopment of small and medium-sized enter-
prises in developing countries is due to the 
fact that, depending on the state, its legisla-
tion, the conditions created and the support 
measures taken, the sectoral composition 
of small and medium-sized businesses is 
changing, which affects the competitiveness 
of the enterprise. the economy in a number of 
key areas creates additional prospects for the 
development of market participants, leads 
to an increase in not only quantitative, but 
also qualitative effects from entrepreneurial 
activity. The purpose of the work is to con-
duct a comparative analysis of the features 
and prospects of the development of small 
and medium-sized enterprises in developed 
countries using the example of the econo-
mies of the USA, China and Kazakhstan.

Method
The materials for this study were open 

statistical data, scientific articles by domestic 
and foreign authors; information published 
in media sources describing the features and 
current state of small and medium-sized en-
terprises on the example of the USA, China 
and Kazakhstan. The research is based on 
methods of analysis, synthesis, comparison, 
generalization, comparison, abstraction, ob-
servation, inductive and deductive methods.

Results
Small and medium-sized enterprises 

(SMEs) in developed countries play an im-
portant role in the economy. They contrib-
ute to the competitiveness of the country by 
using minimal resources and enhancing the 
capabilities of human capital. SME support 
is becoming a key aspect of economic and so-
cial development. Investments in SMEs not 
only contribute to economic growth, but also 
to innovation. Complexities such as the com-
plexity of the business environment and the 
introduction of new rules may slow down the 
growth of SMEs, but digital technologies can 
enhance their importance.

The general characteristics of SMEs in 
developed countries are related to:

–  the prevalence of the SME sector in 
the GDP structure (which is also indicat-

ed by studies by D. Senneris, N. V. Kvashi, 
A. V. Kozlova; D. A. Pletneva, V. I. Barkha-
tovk, K. A. Naumova; K. A. Smirnova, etc.);

–  the presence of a fairly extensive and 
variable systems of support measures, on 
the quality, accessibility and total number of 
which the degree of increase in the number of 
SMEs depends;

–  high participation of SMEs in the or-
ganization of employment of the population 
– in developed countries this figure exceeds 
50–60% (this is indicated by M. V. Krylova, 
D. A. Molev, Zhi Tan, E. H. Clyde);

–  high innovation, investment and 
patent activity (also noted in the study by 
K. G. Stefan);

–  the focus of SMEs on certain leading in-
dustries and sectors of the economy, the choice 
of which is dictated by the specific features of 
the economy of a particular country and the 
created stimulating conditions (indirectly 
confirmed in the work of S. P. Zemtsov and 
A. A. Mikhailov) (Gridneva, E.E. et al., 2021).

The key differences in the field of SMEs in 
developed countries are related to the specific 
contribution to the development of the econo-
my, the distribution by sector, the availability 
of specified benefits, the tax regime, and the 
increase in the number of small and medi-
um-sized businesses. Comparative analysis 
shows that the more extensive the existing sup-
port programs and the more accurate the clas-
sification of SMEs, the more organizations get 
access to benefits. An important difference is 
the vastness of the classification of enterprises 
into micro, small and medium-sized, the pres-
ence of a variable system of factors taken into 
account. If in China, according to the standard 
classification, an average enterprise can have 
a staff of up to 1,000 people, then the United 
States and Kazakhstan are significantly inferi-
or in this indicator by two and four times, re-
spectively, which complicates the possibilities 
for obtaining benefits from companies (Zhou 
Shi, 2022). However, in the United States, this 
factor is offset by the high flexibility of criteria 
that take into account the industry composi-
tion and other specific features of a particular 
business entity, which expands the possibility 
of obtaining benefits. There is no such practice 
in Kazakhstan (Zaitseva, A. S., 2021). In addi-
tion, it is important to have a single body that 
develops preferential programs and interacts 
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with SMEs at the state level. There is no such 
body in Kazakhstan, which negatively affects 
the possibility of receiving direct or indirect 
support. The most developed system of ben-
efits for small and medium-sized enterprises 
is represented in the United States, since the 
country has many distinctive preferences that 
are not typical for other countries (for exam-
ple, the mandatory share of SMEs in govern-
ment orders, amounting to 23%; integration 
of SMEs into the country’s defense complex) 
(Garcia-Martinez L.J. et al., 2023).

Despite the existing conceptual differ-
ences, there are common prospects for the 
development of small and medium–sized en-
terprises for all countries, related to:

–  participation in preferential sup-
port and expansion programs, accelerated 
achievement of set performance indicators 
due to this, the entry of an increasing num-
ber of SMEs into economic processes, inte-
gration into territorial agglomerations;

–  digitalization of external and internal 
business processes, the introduction of in-
formation and communication technologies 
in the activities of small and medium-sized 
businesses to improve the efficiency of the 
economic process;

–  creation of internal ecosystems and in-
tegrated products, system solutions. And al-
though such measures are now in most cases 
considered at the level of the largest business 
structures, small businesses have every op-
portunity to scale these trends to their own 
business processes;

–  diversification of industry composi-
tion and the penetration of small businesses 
into uncharacteristic sectors of the economy 
of individual developing countries. In the 
long term, this leads to the inclusion of small 
businesses in complex economic systems, be-
coming a condition for development and ac-
cumulation of experience.

Table 1. Assessment of the development prospects of small and medium-sized businesses 
in the USA, China and Kazakhstan

A country Description

USA Small and medium-sized enterprises (SMEs) play an important role in most 
economies, especially in developing countries1. However, access to finance is 
a key constraint to SME growth. Despite this, SMEs continue to innovate to 
achieve high levels of radical innovation.

China SMEs make up the vast majority of enterprises in China and are key to its 
economic development. About 50% of the country’s tax revenue and 60% of 
China’s GDP comes from SMEs3. In 2023, the total number of micros, small 
and medium enterprises in China exceeded 52 million.

Kazakhstan In Kazakhstan, the number of operating SMEs is 1,153,595 units. They 
contribute 24.9%4 to the country’s GDP. However, SMEs in Kazakhstan need 
increased funding, as well as targeted, innovative solutions to continue stim-
ulating the economy and creating jobs.

Note: Compiled by the authors

Discussion
The analysis of the prospects for the de-

velopment of small and medium-sized en-
terprises in developed countries indicates 
their closely interrelated nature, which ap-
pears as a combination of many perspectives 
at the business level as a set of measures to 
improve efficiency. An additional stimulating 

factor is the shift of the specific features of 
the economic activities of individual entities 
towards innovation-oriented areas of activity 
due to their priority nature at the level of ac-
tively promoted state reforms.
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