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The available data and indices on the 
social sector point to the existence of 
significant space for improvement in 

the quality of social sector related services 

across the Western Balkans region. This is in 
terms of both additional financing requirements 
and the need for improvement in effectiveness 
and efficiency. 

The purpose of this report is to provide ‘food 
for thought’ for policy and strategy discussions 
among WBIF stakeholders about the potential 
to expand the use of the WBIF in the social 
sector. 

Since its establishment in December 
2009, the Western Balkans Investment 
Framework (WBIF) has proved a very useful 
framework to enhance cooperation among 
beneficiaries, bilateral donors, International 
Financial Institutions (IFIs) and the European 
Commission (EC) in the Western Balkans. In 
so doing, it has increased the effectiveness of 
the financial and technical assistance provided 
to the region. The WBIF works by pooling 
grant resources in order to leverage loans for 
the financing of priority infrastructure in the 
Western Balkans. Its scope was expanded in 
2011 to include private sector development 
and to provide a small facility for conducting 
sectoral studies. 

Investment projects should support any sector 
that contributes to the economic, social and 
environmental development of the Western 
Balkans. So far, the majority of projects have 
been in the sectors of transport, energy and 
environment. Of the 123 grants (total value 
!220 million) that have been approved to date 

by the WBIF Steering Committee, the social 
sector accounts for 23 grants and 17% of their 
total value.  

It is broadly acknowledged that investing in 
human capital, primarily through better access 
to health care, lifelong education, employment, 
housing and other social services, paves the 
way for growth and social cohesion. At the 
same time, projects in the social sector face 
a number of specific challenges, which make 
their financing more difficult:

 Investment in social sector projects is in 
general given less priority as their link 
with economic growth is more difficult to 
demonstrate;

 There is a lack of quantifiable marginal 
cash flow that could be pledged or ‘ring-
fenced’ as collateral for loans;

 Social sector projects are rarely suited 
to being exclusively funded by loans. 
All or part of the funding has to be 
concessional;

 It is more difficult to leverage grants with 
loans and public sector resources than 
with private ones through PPPs; and 

 The success of these projects is closely 
linked to the quality of the legal, regulatory 
and overall policy environment. 
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1 The total of grants and loans amounts to !2,567 billion

In comparison with the EU: 

 Unemployment is much higher;
 Public spending on education (expressed 

as % of GDP) is lower;
 The primary education completion rate is 

generally lower as is school enrolment, 
especially in terms of tertiary education. 
There are fewer repeat students in both 
primary and secondary education, which 
may imply poorer standards in grading;

 Public spending on health is lower, while 
private spending on health is higher. 
Overall health expenditure per capita in 
PPP terms is significantly lower; and

 Rural populations of Western Balkan 
countries show lower access to sanitation 
facilities. Life expectancy is significantly 
lower and the mortality rates for children 
under the age of five are significantly 
higher.

Social sector deficiencies also translate into 
competitiveness deficiencies, as evident from 
the ranking of Western Balkan countries in the 
2011 Global Competitiveness Index (GCI). 

In general, governments in the region have 
recognised the need for investment in the 
social sector. However, the capacity of the 
governments to make these and other related 
investments are constrained by a number 
of factors, in particular the fact that most 
countries already have high total government 
expenditure. 

This implies that there is a substantial need 
for external financing, particularly for capital 
expenditure in this sector. However, the level 

of expenditure is less important than improving 
the structure, effectiveness, and efficient use 
of funds. There is an urgent need to improve 
labour skills (in terms of matching labour force 
skills to market needs), increase productivity 
and focus on higher value-added products 
and services. Last, but not least, alignment 
with EU/international norms is crucial. Policy 
alignment with the EU (Europe 2020) is a key 
issue that should be taken into account when 
looking at grant funding in the social area.
 
WBIF financiers are active in the region in 
this sector. The report identifies 147 projects 
approved since 2007 that can be considered 
to be of a social nature, funded by the EC, 
the Council of Europe Development Bank 
(CEB), European Investment Bank (EIB) and 
the World Bank (WB) in the Western Balkans. 
The total value of these projects amount to 
approximately !3.7 billion1 and the breakdown 
across sub-sectors is 54 educational projects, 
28 health projects, 11 social infrastructure 
projects, 43 social policy projects and 11 
judicial infrastructure projects. 

Of the 147 projects, 19 have a regional 
character, 70% are investment projects 
and 30% are Technical Assistance (TA). A 
comprehensive listing of all 147 projects is 
contained in Annex 1.

Sources of finance for social sector projects 
in the Western Balkans include: the EC 
Instrument for Pre-Accession (IPA), which 
provides grants and loans from the CEB, EIB 
and the WB. Further details on the programmes 
and policies are provided in the report.
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Main challenges arising – sector related

The most important challenge is 
the need to put in place sectoral 
strategies to guide investments. 

Data on social sector projects financed in 
the Western Balkan countries indicate that 
while individual projects are well designed 
and address genuine needs, they may reflect 
specific country and sectoral circumstances, 
as well as the particular expertise and policy 
orientations of the individual IFIs or of the 
EC. The data also highlights some of the 
demographic and policy issues facing the 
countries, for example ageing populations, 
skills gaps, lack of research and innovation 
where the priority investment requirements can 
really only be determined as part of a much 
broader strategic approach to the individual 
sectors. The fiscal and social demands on 
governments in the region, particularly in view 
of the ongoing economic crisis, places even 
greater pressure on the need to ensure that 
scarce resources are targeted in a strategic 
and coordinated manner in order to yield the 
best results possible. Thus comprehensive 
sectoral strategies need to combine policy 
reforms with capital investments.  

A review of various reports and documents 
prepared by IFIs and other relevant 
organisations points to a number of common 
challenges in financing investments, 
particularly in the sectors of education, 
health and social housing. 

With regard to educational projects, a recurring 
recommendation of ex post evaluation reports 
on projects is that to increase their relevance 
and external coherence, preference should 
be given to projects embedded in broader 
education policies. If one concentrates on 

policies, a key challenge is how to adapt 
education systems to the needs of the 
twenty-first century, moving away from formal 
education to lifelong learning and skills 
development, as well as anticipating the impact 
of the ongoing demographic transition on the 
demand for education. While the availability 
of lifelong learning needs to be substantially 
boosted, closing the skills gaps in the region 
requires a fundamental change of approach 
so that education and training systems 
refocus their attention from schooling inputs 
to learning outcomes. Policy instruments 
have to be designed to measure the skills that 
students and adults have, give more flexibility 
to schools and local authorities and encourage 
them to ‘spend smarter’, addressing sector 
inefficiencies 

Regarding health projects, the review confirms 
that projects should also be seen in the context 
of a wider set of health services in the region. 
The focus of any project appraisal should be 
whether investments being financed contribute 
to a cost-effective improvement in the health of 
the people for whom they are designed. They 
should also be part of a clearly articulated health 
strategy aimed at improving the efficiency 
and/or the quality of health care delivery, 
including the sustainability of its financing. 
There is a need to shift from the narrow idea 
of public sector health as reflected in the 
institutions focusing on hygiene and sanitation 
towards a new public health that focuses on 
the main population health scourges of the 
time, including non-communicable diseases, 
mental health and injuries. It is also essential 
to anticipate pressure on long-term care that 
will result from an ageing population. 
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Social housing challenges in the Western 
Balkans are severe: lack of access to piped 
water and sanitation, chronic under-investment 
and inadequate maintenance of buildings, low 
level of new housing production, massive ille-
gal housing construction, numerous displaced 
persons still in need of a long-term solution, 
the difficulty or inability to ensure adequate 
heating in the dwelling. There is a real dan-
ger of a housing underclass emerging, which 
includes young people, whose participation 
in the labour market depends largely on their 
ability to settle. The success of social housing 
projects depends largely on the quality of fis-
cal, financial and real estate policies. Policy 
challenges include a more efficient use of 
public resources in this sector, the transition 
from a highly centralised and subsidised sys-
tem of housing finance to a system driven by 
private initiative and the real cost of housing 
services to consumers, as well as encouraging 
the competitive provision of housing services. 
Here again the impact of ageing populations 
should be anticipated as this will increase de-
mand for new housing services characterised 
by specific needs in terms of accessibility, de-
sign, infrastructure, technologies, etc. 

In view of strengthening social integration, a 
number of projects have been designed to 
address the roots of exclusion of vulnerable 
groups, for example migrants, displaced 
persons and minorities. Of note in this 
respect are a number of projects aimed at 
ensuring the access of Roma to education, 
employment, health care and social housing 
services. Experience shows that, to be 
successful, these projects need to be part 
of integrated strategies such as the EU 
Framework for National Integration Strategies 
up to 2020, including the identification of 
appropriate and cost-effective policies and 
programmes enhancing integration, as well 
as a monitoring and evaluation framework. 
For example, projects can be designed to link 

cash transfers to the registration of children in, 
and their actual attendance of, schools. 

Only a few projects have been designed to 
improve the delivery of social security and 
other social services to the populations 
of the Western Balkan countries. The main 
challenge here is to improve the quality, 
performance and effectiveness of social 
safety nets; systems presently in place have 
impressive targeting overall but a low coverage 
and provide low average transfer amounts. In 
other instances, social transfers are high but 
not properly focused as is often the case with 
war veterans. Incentives need to be introduced 
for ‘active inclusion’ and investing in human 
capital by providing additional benefits linked to 
school enrolment and attendance for families 
with school-age children (conditional cash 
transfers programmes). It is also important 
to create a unified registry of beneficiaries of 
social assistance programmes, among others, 
to avoid overlapping programmes. 

Very few projects so far deal with another 
type of social service, namely labour market 
interventions, for example efforts aimed at 
improving both policy design and delivery 
of retraining services and reintegration into 
labour markets for workers who have lost their 
jobs. It is an area which the recent crisis has 
made more important. 

Pension reform will be vital to the overall 
socioeconomic environment in the region. The 
key challenge here is ensuring fiscal, financial 
and social sustainability, while anticipating the 
consequences of an ageing population. This 
in turn requires capacity building of social 
security institutions, creation of a unified 
beneficiary database and of a central registry 
of records and collection of wage histories, as 
well as the development of mechanisms for 
effective oversight and control. 
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Main challenges arising – financing sources and structures

A second group of challenges arise 
in terms of financing sources and 
structures. The appropriate blending 

of concessional and non-concessional 
financing structures is a key issue for 
social projects that are more reliant on grant 
financing than loan financing. Determining the 
appropriate level of blending between grants 
and loans, reflecting the public/private nature 
of the benefits resulting from these projects 
and the mix of cash-flow versus non cash-flow 
benefits accruing to the legal entity (person 
or institution) once they having obtained the 
financing is a complex task. In general, weak 
or inexistent cash-flow generation is translated 
into the need for grant financing or at least 
lower leverage in the relation between grants 
and loans. 

Having in mind the scarcity of public funding 
sources, as well as the limits imposed by the 
current fiscal crisis and the limited development 
of the local currency capital markets in the 
Western Balkan countries, another issue 
concerns the feasibility of public private 
partnerships (PPPs) in supporting social 
sector projects. Whereas they appear as an 
attractive way to involve private investors in 
the financing and provision of specific public 
goods, in particular infrastructure services, 
PPPs are, in reality, relatively difficult to 
implement, even in advanced economies. 
They require an appropriate legislative and 
regulatory framework as well as specific 
expertise, which cannot be put in place 
overnight. PPPs are just emerging in the 
Western Balkans and further efforts are 
required to develop sufficient expertise. The 
elusive character of the incremental cash flow 
makes it even more difficult to set up PPPs in 
the social sector, with the exception perhaps 

of some more specialised health services for 
which specific payments can be levied. 

There is an increasing recognition all over 
the world that social entrepreneurship 
and social enterprises are likely to play an 
increasing role in the achievement of social 
goals. What defines social enterprise is the 
use of entrepreneurial drive and a market-
driven business model to address key social 
or environmental issues. In the EU and in 
the Western Balkan countries, as in the rest 
of the world, the social economy sector has 
become increasingly market driven due to 
constraints on the public social budget and to 
efficiency considerations in the public sector. 
The recent economic and financial crisis has 
increased this trend. In this context, social 
enterprises are likely to play an increasing 
role in the pursuit of social goals, including 
the conception, implementation and funding of 
social sector projects, and deserving of support 
from national governments and European 
and international organisations. The concept 
of social entrepreneurship is not yet very 
developed in the Western Balkans although it 
is gaining more attention through the efforts of 
the Regional Cooperation Council (RCC).

Investment lending versus sectoral 
approach is an important issue for social sector 
projects in the Western Balkans. This has an 
impact in terms of what is being financed and 
how conditionality is defined. Traditionally, 
the IFIs and the EC have concentrated on 
‘investment lending’ supporting specific 
projects in the social sub-sectors of education, 
health and social housing. In this context 
the funds being lent or granted have been 
disbursed for construction costs or for the 
procurement of specific furniture, equipment, 
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teaching materials, drugs or specialised 
services, including training, directly related 
to a specific social sector infrastructure, such 
as schools, hospitals or other health centres, 
or particular blocks of social housing or 
penitentiary facilities. However, in some cases, 
conditionality is not exclusively linked to the 

content and the management of the specific 
project being financed, but to broader policy 
reforms so that some of these operations can 
genuinely be seen as sectoral operations 
supporting the overall sector reforms in the 
context of a sectoral approach. 

Experience of the new EU Member States (NMS) and OECD countries

It is useful to compare the current 
situation in the Western Balkans in 
terms of social sector quality and 

investment to that of the NMS as they moved 
towards EU membership. 

It appears that public spending on education 
in NMS increased during the accession 
period in comparison with the pre-accession 
period, both expressed as a % of GDP and 
as a % of total government expenditure, 
indicating the recognition in the NMS of the 
importance of investing in education, partly to 
be able to compete with the EU labour force 
once integrated. In contrast, the Western 
Balkan countries currently spend a lower 
percentage of their GDP on education. In 
terms of indicators of education quality, 
primary education completion rate increased 
in all NMS during the accession period, and 
was higher on average in NMS at accession 
time in comparison to the current situation 
in the Western Balkans. In terms of primary 
school enrolment, the current situation in the 
Western Balkans is on average somewhat 
better in comparison to the situation in NMS 
in the eighties and early nineties. In terms of 
tertiary school enrolment, it is currently higher 
in the Western Balkans on average, than in 
NMS after accession. The current average 
level of health expenditure per capita in PPP 
terms is actually comparable to the average in 
NMS upon their accession. This may indicate 

that the main issue in the health sector is 
not so much the volume of resources, as the 
efficiency of spending in the health sector in 
the Western Balkans. 

The report also reviews a range of new 
formulas that have already been tried in various 
OECD countries in addressing complex social 
needs, in particular social integration, poverty 
alleviation and the provision of education, 
health, social housing and other social 
services to the population, including the most 
vulnerable groups. Social entrepreneurship 
and social enterprises for example flourished 
in some OECD countries, in particular in the 
USA, but work mostly at the local level on a 
rather small scale. 

PPPs deserve a special mention in the context 
of reviewing the experience of NMS and/
or OECD countries, particularly in the social 
sector, as they have to be tested first in more 
advanced market economies before they can 
be transposed to transition countries such as 
NMS or the Western Balkan countries. For PPPs 
in the social sector, it is crucial to have strict 
regulation and monitoring, as this area affects 
basic human rights and needs, especially 
since in a market-oriented partnership the 
poor and vulnerable are not usually the focus 
of the private partner. Consequently, while 
the popularity of PPPs in the social sector 
is on the rise (especially in the developing 
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countries, starting with the health sector, 
resulting from prioritised development goals of 
the Millennium Development Goals – MDGs), 
PPPs in this sector must be approached with 
maximum care, as their success is conditional 
upon comprehensive planning and hands-on 

monitoring by the public sector. This may 
pose a problem, especially in developing or 
transition economies such as those of the 
Western Balkans, with weaker/less capable 
public sector partners. 

Some implications for financing social sector projects in the Western Balkans 

1. Building the intellectual case for a higher level of social sector project financing 

Attention to the social needs of the 
population and investment in social 
infrastructure are of vital importance 

for the balanced development of the Western 
Balkan countries. Indeed, these social needs 
and related infrastructure may not be given the 
necessary degree of priority in national policies 
in the face of vested interests. There is a real 
need for support from external financiers. 
Financial incentives from WBIF financiers 
could be coordinated more effectively, and 
might help national governments to focus 
more effectively on social policies.

Keeping in mind the crisis, which has widened 
and exacerbated the existing gap between the 
need and means for social inclusion, one of the 

first tasks of the WBIF should be to sustain, if 
not expand, its level of activity in the social 
sector, using moral suasion if necessary to 
persuade governments in the Western Balkan 
countries to change their approach. To give a 
more solid basis to this suasion, the intellectual 
case for financing social sector projects needs 
to be strengthened. As shown in the report, 
important elements can be found in the 
various reports already prepared by several 
WBIF partners. In addition, the new window 
within WBIF for sectoral studies could provide 
a valuable opportunity for WBIF financiers and 
beneficiaries to undertake specific, tailored 
studies to guide the choice of investments in 
the different areas of the social sector.

2. Adopting a more strategic approach 

The review of challenges in education 
and training, health, social housing, 
exclusion, social services delivery 

and pension reform covered by this report 
clearly shows the need for projects in the 
Western Balkan countries to be designed 
into the framework of sector strategies. With 
the EC proposal to move to sector-based 
programming in the framework of IPA 2 and to 
make even greater use of loan/grant blending 
mechanisms such as the WBIF, it seems that 
the moment is right for the introduction of a 

more strategic approach under the WBIF in 
its support for reforms and investments in the 
social sectors in the Western Balkans. This 
does not mean that all IFIs have to adopt a 
specific sectoral approach in each of the 
Western Balkan countries, but all investment 
loans should be consistent with such a 
sectoral approach and contribute through 
their design and/or conditionality to its 
achievement. The report includes specific 
recommendations on how this approach could 
be implemented in the various social sectors. 
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The prevailing crisis situation 
only increases the need for more 
systematic combinations of loans 

and grants in support of investment and 
technical assistance components of social 
sector projects. With the borrowing capacity of 
the Western Balkan countries more and more 
constrained for fiscal reasons, leveraging 
with concessional or grant resources will be 
more necessary than ever. What matters 
most, however, is consistency in the pursuit 
of policy reforms that would enable the 
Western Balkan countries to achieve as much 
as possible in terms of the effective delivery 
of social services and poverty alleviation with 
possibly fewer resources. This also means 

that sometimes the proper balance between 
investment and technical assistance is as, 
or even more, important than the balance 
between market related and concessional 
resources. Institution building and capacity 
development are the key to success in the 
complex fields of education, health, social 
housing and other areas involving the delivery 
of social services. The capacity to design and 
implement projects or programmes involving 
significant policy reform and which benefit 
from a strong local and/or national ownership 
is something that can only be home grown. 
However such capacity development can 
greatly benefit from appropriate financial and 
technical support from the WBIF. 

3. Better blending of loans and grants, financial and technical assistance

4. Better consistency with the EU enlargement strategy

The most recent Communication from 
the Commission to the EP and the 
Council on the Enlargement Strategy 

and Main Challenges 2011–2012, recalls that 
the Commission ‘emphasises employment 
and social policies in its policy dialogue and 
encourages enlargement countries to set 
clear and realistic targets in these two areas 
and to better prioritise social spending’, adding 
that ‘the European Platform against Poverty 
and Social Exclusion should be taken up as 
appropriate’. It also highlighted that ‘little real 
investment has occurred in the social sector 
and that cooperation with international donors 
faced obstacles in strategic planning’. The 

Commission has proposed, among others, 
to develop a Western Balkans Platform on 
education and training, based on the open 
method of coordination, to allow for the 
participation of all enlargement countries. 
This will enhance dialogue on key policy 
challenges and contribute to securing effective 
implementation and monitoring. The countries 
of the Western Balkans have also been invited 
to participate in the centralised activities of the 
EU’s Lifelong Learning Programme. These 
countries should utilise these opportunities 
with the support of the relevant financing 
instruments such as IPA and possibly WBIF.  

5. Consistency with Europe 2020 Strategy 

The Europe 2020 Strategy for Smart, 
Sustainable and Inclusive Growth can 
provide the Western Balkan countries 

with a framework to anchor policy reforms 
and to mainstream an enhanced attention to 
reforms in the social sectors, which need to be 

associated with economic reforms and which 
will not happen without adequate financing. 
There is a definite convergence between the 
three pillars of the Europe 2020 Strategy and 
the financing of social sector projects.
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6. Be innovative and involve the private sector and NGOs in implementing social  
 sector projects

However, although Europe 2020 points to the 
general direction in which the EU is heading 
by the end of this decade, the Western Balkan 
countries cannot simply transpose Europe 
2020 targets and policy objectives into their 
development strategies, for its goals are far 
removed from what is realistically achievable in 
the region. Countries can emulate the strategy 
individually, and some have already embarked 
on this path. However, given the shared 
challenges faced by SEE and the nature of the 

strategy’s governance for reform, coordination 
between countries is imperative and essential. 
As at EU level, a strong case can be made 
for a regional, Western Balkan dimension 
to Europe 2020 both in terms of setting 
regionally relevant targets and in establishing 
benchmarks and monitoring implementation. 
The RCC has been mandated to facilitate the 
development of regional targets for a Europe 
2020 approach in the Western Balkans and 
this should be supported by the WBIF. 

The social sector and more 
specifically social inclusion projects 
have some features that make 

them most appropriate for the involvement 
of NGOs. These types of projects are quite 
often the sum of several small or even tiny 
projects requiring a deep level of involvement 
at the point of delivery, while also demanding 
organisational and social skills. This is clearly 
out of reach for a large-scale institution such as 
a bank, be it public or commercial. However, 
finding ways to link the financial capacity and 
experience of a financial institution with the in-
the-field experience of focused NGOs remains 
a major challenge.

More generally, attention should be given to 
the financing of ‘social entrepreneurs’ and 
‘social enterprises’, i.e. entrepreneurs and 
enterprises who recognise a social problem 
and use market-based business principles 
to organise, create and manage a venture 
to achieve social change. While a business 
entrepreneur typically measures performance 
in profit and return, a social entrepreneur 
focuses on creating social capital.

Another formula is social services delivery 
through ‘community based projects’. 

These are projects that supply services 
to vulnerable individuals and families to 
reduce or escape poverty and exclusion and 
lead to a fuller and/or more satisfying life. 
Most decisions on how to run a subproject, 
including responsibility for its implementation, 
rest at the community level, either with local 
government or civil society (again NGOs and 
local social entrepreneurs). In the context of 
the EU countries and to a certain extent the 
Western Balkans, quite often it is not the lack 
of funds available (ERDF funds or IPA funds) 
but the lack of organisational knowledge 
and/or the lack of basic skills to deliver 
administrative requirements that hamper 
access to these funds. Here again, NGOs 
could play an increased role, and to a degree 
are slowly doing so. Such a role is essential 
in helping local groups to tap these financial 
resources. Linking the work of these NGOs 
with local communities and the financial 
strength and expertise of financial institutions 
would unleash an enormous potential for what 
could be called ‘social leverage’ as opposed 
to mere financial leverage. The WBIF should 
examine innovative ways to support such an 
approach.
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7. Broaden the scope of social 
projects addressed within the 
WBIF
Traditionally, social sector projects 

are meant to encompass primarily projects 
in the areas of education, health and social 
housing and obviously areas such as social 
inclusion and the integration of minorities (e.g. 
the Roma). It would be worthwhile considering 
other areas where support could be provided, 

for example for active employment policies 
(e.g. a more effective delivery of retraining 
and labour market services), social security 
reforms, including reforms aimed at ensuring 
the long-term viability of pension systems. At 
this stage the WBIF would not be in a position 
to finance projects in these areas, but it could 
promote studies in these crucial issues, as 
well as supporting policy research/awareness-
raising network(s) on these issues.
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