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1
I. CAUSES AND CONSEQUENCES OF REAL EXCHANGE RATE APPRECIATION IN ALBANIA

A, Introduction

1. Against a background of an appreciating real exchange rate over the past eights years,
Albania’s trade deficit, at 25 percent of GDP in 2001, has remained large even in comparison
with other transition countries. The smaller current account deficit, at 6.3 percent of GDP,
reflects significant private inflows (remittances). While imports have averaged during 1993-
2001 around 30 percent of GDP, broadly consistent with the needs of a small growing
economy such as Albania, exports remain low at around § percent of GDP.

2. These features have raised concerns that a lack of competitiveness may undermine
Albania’s external sustainability, in particular by impeding the development of a strong
export base. In principle, a real appreciation and an initial decline in net exports are
consistent with the general experience of transition economies, especially in the context of
strong external inflows and a subsequent pick-up of growth and investment domestically. In
line with this experience, so far, Albania’s trade deficit has been accommodated by large
external inflows. However, over the medium term these inflows will taper off, and Albania’s
ability to import goods critical to the development process will depend on progress in
expanding its export base.

3. In the context of such sustainability concerns, the key questions and conclusions of
this chapter are as follows:

e What is the extent of real appreciation? While, overall, the evidence supports the
existence of a significant appreciation, its extent varies strongly across the various
indicators.

* What are the main causes of the observed real appreciation? Although data
limitations do not allow disentangling the various causes, the appreciation is in line with
several structural and, in principle, beneficial changes that are part of the transition
process. These factors are reductions in price distortions, high productivity growth, large
external inflows, and cautious monetary policies.

¢ How has the real appreciation affected the trade balance? Tentative econometric
analysis suggests that the impact of the appreciation on the trade balance has probably
been small: while the real exchange rate may have impacted imports, its effect on exports
has likely been weak. It appears likely that large financial inflows (such as private
remittances), which have put upward pressure on the exchange rate, have also had a direct
impact on import demand. The impact on the trade balance of the other factors behind the
appreciation is mixed.

! Prepared by Ivanna R. Vladkova Hollar.



+ What factors explain Albania’s lackluster export performance? The weak response
of exports to exchange rate changes and informal evidence obtained from discussions
with businesses suggests that non-price factors, including deficiencies in the business
climate, have played a dominant role. Furthermore, in addition to its small size, the low

commodity and gcographic diversification of Albania’s export base is a significant source
of vulnerability.

B. Indicators of Competitiveness

4. The extent of the real
appreciation experienced by
Albania since the early 1990s
differs significantly across
alternative indicators. The
literature identifies a large
number of indicators of
c:ompc—:titiveness,2 but data
constraints prevent us from
focusing on but a few relevant
indicators: the CPI-based rcal :
effective exchange rate, the 7 4 o
relative price of nontradables to & ‘ ‘
tradables, and a limited dollar
wage comparison. Figure 1

Figure L. Albania: Indicators af Real Appreciation, 19%4-2001
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relative price (“internal”) measure of competitiveness. With the exception of the pyramid
scheme crisis-related dip in 1997, the CPI-based REER shows a sustained appreciation,
closely matching the trend appreciation in the nominal exchange rate post-1997. The relative
price measure shows initial appreciation (through mid 1995}, followed by a real depreciation
through 1997, when the trend reverses. The subsequent appreciation registered by this
mcasure is not as pronounced as the CPI-based REER appreciation.

5. Divergence between the two measures in Albania could reflect measurement
problems in the classification into tradables and non-tradables—a non-trivial one being the
issue of goods with administered prices. Given the theoretical construct of tradables as goods
whose prices are anchored by world prices, it is unclear whether one can make that claim in
the case of administered prices. Thus, the relative price is shown in Figure 1 as both
including and excluding goods with administered prices. These problems suggest that the
REER might be a more reliable measure of competitiveness in the Albanian context.

% See Turner & Golub (1997), Clark, ef al., (1994), Marsh & Tokarick (1994) for a review.



6. The two measures could also diverge due to other reasons, which can be illustrated by
decomposing the CPI-based REER measure. Assuming a single trading partner, the CPI-
based real effective exchange rate can be written as:

{1-a)

CPInr CPIr

REFER = .
CPI »cpryt—9

E

where E is the bilateral nominal exchange rate, CPIxt and CPINT* are the price indexes for
non-tradables domestically and abroad, respectively, and o and B are the weights of non-
tradables in the domestic and foreign CPI, respectively.

If we assume that o = £ , i.e. that the weights of non-tradables and tradables in the CPI are
the same across both countries, the percent change in the REER’ can be written as:

REER = E +aCPIyp+( - @)CPIp —aCPly ~(1-a)CPIy =
= E+a(CPINT— CPIp) - a(CPINy ~CPIp) +CPL.—CPI} =
= a[(cﬁINT — CPI;) - (CPINg —CEIT )]+ (E+CPIy-CPIT )

Assuming that the law of one price holds, so that the percentage change in price of tradables,
expressed in a common currency is the same at home and abroad, i.e., that

E+CPI T Cﬁ]’; ~ 0, allows the last term to drop out. In this case, as long as domestically

the ratio of non-tradables to tradables prices rises faster than the ratio abroad (the term in the
square brackets above), we observe a real appreciation and both measures of real
appreciation—the CPI-based REER and the ratio of non-tradables to tradables prices—move
together. However, in Albania, the real appreciation has been more pronounced if measured
by the CPI-based REER, which can occur the non-tradables to tradables price ratio moves
faster abroad, and/or if tradable prices exhibit some rigidity. The former case could arise if
trading partner relative price movements dominate those in the home country.* In the latter
case, the law of one price would not hold and the CPI-based REER could rise faster than the
nontradable to tradables price ratio if the observed nominal appreciation was not reflected
fully in domestic tradables prices.

3 Increases represent an appreciation. The » symbol represents a percentage change.

* This case represents a variation on the Balassa-Samuelson effect (explained in Section C
below) and requires that trading partner productivity grows more rapidly in the non-tradable
sector.



7. Labor costs (wages) across countries are generally the most irnportant5 underlying
cost determining competitiveness. A meaningful series of unit labor cost-based REER
cannot be constructed from available data, but a limited comparison of dollar wages can
reveal something about Albania’s relative cost-competitiveness. Krajnyak and Zettelmeyer
(1997) provide an insightful way of comparing competitiveness using dollar wage data. The
gap between the actual and equilibrium wage gives a measure of competitiveness. They
estimate an equilibrium dollar wage as a function of productivity, consistent with what a
country can “afford” based on its human and physical capital. Specifically, they model the
equilibrium dollar wage as a function of scaled GDP, share of agriculture in GDP (higher
shares denotes lower degree of development and lower productivity), and a human capital
variable based on the average level of secondary school education.

8. A comparison with -
Bul garl a Suggests that wa ge Figure 2; Average Monthly Dollar Wages

costs may be relatively high in 180,00 N

Albania. Average dollar wages 160.00 — e

in manufacturing appear to be oo L TR = _
catching up to dollar wages in 100,00 | ﬁ;';;::a ‘_
Bulgaria: the gap narrows from €0.00 | D Romania
US$20 in 1998 to US$15 in 40.00

2000 (Figure 2). Given 2o .

Bulgaria’s relatively higher 1998 1999 2000

GDP per capita and s;_]:;e: INSTAT, IMF (2002), and staff estimates

significantly lower share of

agriculture in output, one can infer a relatively higher productivity and equilibrium dollar
wage. With actual dollar wages tending toward equalization, one can tentatively conclude
that this may put Albania at a relative cost-disadvantage.

C. What are Potential Causes of the REER Appreciation?

9. While real appreciation may have a negative impact on the trade balance, it could be a
response to beneficial adjustments. In assessing real appreciation one should ideally
distinguish between potential misalignment of the actual real exchange rate from an
equilibrium vaiue and an equilibrium adjustment of the real exchange rate in response to
structural changes in the economy. The task of estimating an equilibrium real exchange rate
1s, however, not easy in the context of a transition economy (see Krajnyak and Zettelmeyer,
1997, for example). We, thus, abstract from making this distinction and focus on factors that
could potentially cause equilibrium appreciation of the real exchange rate.

10.  We identify four main causes of real appreciation over the 1992-2001 period:
(i) initial price liberalization, which began the process of introducing the market mechanism

5 . . .
‘Wages also represent the most divergent input cost across countries.



in price determination and resource allocation; (1) Balassa-Samuelson productivity and
growth effects; (1i1) the transfer effect of foreign aid and inflows, and private remittances;
and, (iv), stabilization policies in response to the 1997 pyramid crisis. While it is difficult to
empirically disentangle the effects of the four causes on the real exchange rate given data
limitations, we present tentative evidence of the presence of these effects.

Initial price liberalization effect

11.  The CPl-based REER appreciated rapidly between mid-1992 and 1994, as a number
of administered prices were removed, reducing price distortions. The liberalization of
nontradables prices produces an increase in nontradables prices as they adjust to equilibrium,
a rise in the CPL, implying a real appreciation.

12 Evidence suggests that
changes in the CPI as a result of Figure 3. Albania, CPL-based REER, 1992-1994
price liberalization were

transmitted almost fully to the real

120

effective exchange rate (Figure 3). 100
In August 1992 the government 80
eliminated price controls for all 60 -

items other than essential and
monopoly-controlled goods
(approximately 25 percent of the
household consumption basket at
the time), and raised prices on a
number of controlled products in
order to reduce budgetary
subsidies. This produced a 46 percent increase in the CPI, and a 37.6 percent real
appreciation over July 1992. A range of administered prices were increased in January,
February, July and September of 1993. Prices of other subsidized goods (wheat, and notably
bread) were also increased during 1993, bringing them closer to their cost-recovery levels. In
addition, by mid-1994, energy prices were allowed to increase. Between 1994 and 1999, a
large number of goods and services registered cumulative price increases in excess of 200
percent, among which petroleum, hair cuts, electricity, transportation, health (dental)
services, and education (foreign language instruction).
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Balassa-Samuelson differential productivity effect

13, The Balassa-Samuelson effect provides a second explanation for a real appreciation
that is not associated with a deterioration in the trade balance. The theoretical argument for a
Balassa-Samuelson type real exchange rate appreciation holds both in the context of
differential productivity growth domestically (between tradable and nontradable sectors) and
vis-a-vis advanced economy trading partners. Domestically, productivity increases are
assumed to be larger in the tradables sector. As productivity rises in tradables, wages
increase; assuming pressures to equalize wages across sectors {a key assumption of the



Balassa-Samuelson model), prices tend to rise faster in the nontradables sector where
productivity growth is lower. This supply-side story generates a relative price increase even
without a change in demand. If preferences shift in favor of nontradables (such as services) as
incomes increase, this demand-side effect will further reinforce the supply-side effect on
relative prices.

14.  Figure 4 below illustrates the expected impact on relative prices in terms of a two
sector model. Case 1 shows a real appreciation (an increase in the price of nontradables
relative to tradables) as a result of supply-side changes. The higher productivity growth in
tradables is shown as a larger outward shift in the Production Possibilities Frontier (PPF) that
is skewed towards tradables. Assuming unchanged preferences in the proportion of tradables
and nontradables in absorption, the economy moves from point A along the ray from the
origin to point B. At point B, the relative price ratio of nontradables to tradables is higher. In
Case 2, the same supply-side effects are enhanced by the additional impact of shifting
preferences. The ray from the origin shifts down to denote higher preference for consuming
nontradables. In this case, as we move from point A to point B, the relative price ratio of
nontradables to tradables increases further. Note that in both cases the change in relative
prices will have no adverse impact on the trade balance.

Figure 4: The Balassa-Samuelson Effect With and Without Changes in Preferences

Case 1 Case 2
T Pnt/Pt (post productivity growth) T Pnt/Pt {post praductivity growth & preference shift)
NS ~ :
A D A ’
‘\
\\ ‘\
¥ b
‘\ \\
Y nt/Pt (original) % nt/Pt (original)
A LY
L] A
NT NT
15.  The literature on real exchange rate movements in transition economies has generally

upheld the contribution of the B-S effect to the observed appreciations. Halpern and Wyplosz
(2001) estimate a panel regression for 1992-99 using data on the Czech Republic, Estonia,
Hungary, Lithuania, Latvia, Poland, Romania, Russia, and Slovenia, and find that for a

10 percent productivity increase in tradables (industry), the relative price of nontradables to
tradables increases 2.4 percent in the short run and 4.4 percent in the long run. In addition,
they find that a floating exchange rate strengthens the Balassa-Samuelson effect: they argue
that if the exchange rate is free to absorb some of the equilibrium real appreciation through
nominal appreciation versus a relative price adjustment, then the effect is bound to appear

faster.
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16.  As private sector wage and productivity data for Albania are very limited and
somewhat unreliable, formal testing of the Balassa-Samuelson hypothesis is not feasible. We
can, however, tentatively test whether the two main assumptions of the Balassa-Samuelson
effect hold for Albania, with the caveat that wage and productivity data are only available
since 1997. One of the key assumptions of the Balassa-Samuelson hypothesis is wage
equalization across sectors. The first panel of Figure 5 compares private sector wages for
services and manufacturing. While both have been increasing over the period, the ratio of
manufacturing to service sector wages has remained approximately close to unity. The second
panel tests another key assumption: faster productivity growth in tradables (manufacturing).
The unavailability of a longer time series makes the interpretation of the series difficult,
especially in the presence of a crisis year (1997) in the sample; however, relative productivity
appears to exhibit an upward trend since 1998.

Figure 5: Albania: Evidence for a Balassa-Samuelson Effect

Albania: Relative Wages in Manufaetyring and Services { ’ Relative Productivity, Manufacturing/Services, 1997=100,
|
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Sources: INSTAT and Fund staff estimates

Foreign inflows: transfer and resource effects

17.  Large financial inflows and the associated pattern of consumption can be expected to
have a compressing effect on the domestic tradables sector (Figure 6, below). If inflows are
spent on tradables (Case 1), then domestic production of and demand for nontradables remain
the same, and, consistent with a small country assumption, the increase in demand for
tradables does not affect tradables prices. Under this scenario, relative prices remain
unchanged, domestic production remains at point A, absorption moves to point B, and the
trade deficit increases by the amount of the inflow (the vertical distance between A and B).
However, insofar as inflows generate some increase in demand for non-tradable goods, the
spending effect will create appreciation pressures (Case 2). Production and consumption of
non-tradables increases. The increase in demand for nontradables will raise the relative prices
of nontradable, creating relative disincentives for domestic tradables production.
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Figure 6: Transfer Effect of Foreign Inflows
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Foreign inflows (official grants, loans, private remittances, FDI) into Albania over the

transition period have been large, fluctuating between 20 percent and 32 percent of GDP (see
Table 1). Donor-specific data on grants (Table 2) suggest that, in Albania, an effect on
nontradable prices is likely, as large shares of inflows are dedicated to the public sector and
nontradables services, such as public administration reform, education, health, and the
environment. In addition, information on disbursements of medium and long-term loans over
the past 5 years provides evidence on spending within non-tradables such as public
administration (2.5 percent of total disbursements), and health® (3.6 percent of total

disbursements).
Table 1: Alabania, Foreign Inflows, 1994-2001
In US dollars, Millions In percent of GDP
Net Private Financial ' Net Private  Financiat
Offictal Transfers Inflows, Official Transfers Inflows,
Year FDI Grants Loang 1/ (Remittances) Total FDI Grants Loans  (Remittances) Total
1994 64.9 160.7 80.7 264.4 570.8 33 8.1 4.1 133 28.8
1995 89.0 231.0 102.6 300.0 722.6 37 9.5 4.2 124 29.8
1996 97.0 208.1 131.0 425.0 §61.2 3.6 77 49 15.8 2.0
1997 415 715 66.8 250.1 4358 1.8 34 29 10.9 19.1
1998 445 953 110.0 4400 680.8 1.5 31 36 14.4 226
1999 50.8 3689 130.1 326.7 §76.5 1.4 10.0 35 8.9 238
2000 1426 1i5.6 103.1 438.5 799.9 3.8 31 28 1.7 214
2001 203.7 124.9 88.7 542.6 359.9 5.0 3.0 2.2 13.2 234

1/ Medium and long-term Ioans, excluding IMF credit

® The caveat that health spending may include imports of medicine, etc. applies.
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Table 2: Sectoral Distribution of Financial Inflows
(Grants) from the EU

EU Programs in Albania, 1991-2001 1/

Allocalion

Percent

Euro mn of total
Agriculture 49.2 11.15
Education 224 5.08
Environment 54 1.22
Health 23.0 5.21
Local Community Development 39.1 8.86
Private Sector Development 14.8 3.35
Public Admin. Reform 86.4 19.58
Transport 159.5 36.15
Water 41.4 9.38
441.2 100.00

1/ Excluding special programs.

19.  Asisclear from Table 1, a large share of financial inflows over the transition period
represent remittances from Albanians working abroad, mainly in Italy and Greece. The
expected effect of remittances on the tradables sector is similar to the effect shown in

Figure 6, although it involves a productive resource transfer (through an outflow of labor) as
well as a spending effect (Figure 7). As labor flows out of the labor force, the PPF shifts
inward. If we assume that the non-tradable goods sector is relatively more labor-intensive
than the tradable goods sector, this effect amplifies the increase in the relative price of
nontradables to tradables (the economy moves from point A to point B).

Figure 7: Remittances: Transfer and Resource Effect
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Post-1997 stabilization policies

20.  Monetary and fiscal policies post-1997 have likely also promoted the real
appreciation. Albania’s transition experience of generally strong growth and successful
inflation stabilization was interrupted in 1997 with the collapse in pyramid schemes,” when
real GDP fell by estimated 7 percent, and inflation in the first half of 1997 rose to 28 percent.
The subsequent stabilization efforts appear to have boosted confidence in the currency. To
illustrate, between January (when the first pyramid scheme bankruptcies were declared) and
June 1997, the lek depreciated 62 percent against the US dollar; by December 1997, the lek
had already appreciated 17 percent from its June level. By February 1999, the nominal
effective exchange rate had returned to its pre-crisis level.

21.  Asacrucial part of stabilization efforts, monetary policy was relatively tight during
1998 and 1999.° Figure 8 attempts to identify periods of a tight monetary policy through the
behavior of the BoA’s monetary policy instrument, and the effect that it has produced on
demand for demestic currency deposits relative to foreign currency deposits. In the absence
of private capital flows, the effects of interest rate changes on the exchange rate are
transmitted through currency substitution. The second panel of Figure 8 shows a relatively
rapid growth of domestic currency deposits,” which could be attributed to high (10—

15 percent on 3 month deposits) real interest rates. The nominal exchange rate appreciated,
and, once inflation was brought under control, real appreciation closely followed the pattern
of nominal appreciation.

22.  Inaddition, it can be argued that fiscal policy, although on a consolidating path, may
have also put upward pressure on the exchange rate through higher expenditure combined
with a relatively high propensity for spending on nontradables. Noninterest government
expenditure as a share of GDP rose from 17.7 percent in 1998 to 19.1 percent in 1999 and
again to 19.4 percent in 2000.

D. Price Competitiveness and Trade

23.  While Section C identified the four main factors which have likely contributed to the
real appreciation experienced by Albania, not all factors are associated with a deterioration in

7 See Jarvis (1999) for a comprehensive review of Albania’s experience with pyramid
schemes.

8 Until 2001, the Bank of Albania (BoA) relied on minimum deposit rates as direct
instruments of monetary policy. During the first half of 2001, the BoA has moved to using
indirect monetary policy instruments through the repo rate, engaging in repo and reverse-repo
transactions in T-bills to withdraw or inject liquidity.

® The currency composition of deposits shifted dramatically: domestic currency deposits
recovered from a low of 62 percent in May 1997 to 76.5 percent in December 1998.
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Figure 8. Albania: Minimum Deposit Rates, Deposits, and Exchange Rates
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the trade balance. Consequently, the transmission channel merits further attention. The real
appreciation resulting from price liberalization and Balassa-Samuelson productivity growth
effects does not affect the trade balance, as the relative price changes serve to maintain
equilibrium in the market for nontraded goods. In contrast, a real appreciation due to foreign
inflows or tight monetary policy is generally associated with a worsening trade balance. In
both cases, the change in relative prices would tend to shift demand toward tradables while
creating disincentives for their domestic production. The resulting trade deficit is met by
foreign inflows or, in the case of tight monetary policy—currency substitution. In addition,
the change in relative prices may have differential effects on the components of the trade
balance (exports and imports). Consequently, the transmission channel merits further
attention.

24.  This section focuses on econometric estimation of the link between the real exchange
rate and trade performance, examining the effect of real appreciation on the trade balance, by
modeling its impact on exports and imports. The Error Correction methodology (ECM)
employed in this section focuses on exploring both the long-run relationship between trade
variables and the REER, and short-run movements in export and imports. We estimate export
and import equations for Albania, using quarterly data from Q4 1993 to Q2 2002.

25.  Imports appear to be somewhat sensitive to the REER. Real imports'® are modeled to
depend on standard determinants: a measure of price competitiveness (CPI-based REER) and
a measure of domestic demand (real domestic GDP).!! Table 3 presents the regression results.
The long-run relationship appears generally well-behaved, with both the REER and real GDP
correctly signed.'? The error-correction model indicates that imports do not respond to short-
run movements in the REER.

26.  Real exports are modeled to depend on the CPI-based REER, as an index of price
competitiveness, and on real foreign demand. Given the changes in external geo-political and
domestic socio-economic conditions which have likely impacted the path of trade variables,
we also model exports as a function of risk perception. We employ a quarterly average of the
monthly International Country Risk Guide (ICRG) Risk Rating System, which assigns a

1® Nominal trade series for Albania are deflated by WEO trading partner import and export
deflators.

1 While we acknowledge that foreign inflows (particularly aid and remittances) may have
had a direct impact on imports, we do not include inflows in the import equation, mostly due
to data concerns: a reliable quarterly series on aid and remittances is difficult to construct.

12 The short-run responses of imports to real GDP do not appear correctly signed. The
absence of National Accounts for Albania precludes us from placing a large degree of
confidence in the quarterly GDP data series.
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numerical value a range of risk components, grouped into three categories—Political,
Economic, and Financial." The total risk points for each risk category are further combined
to produce a Composite risk rating, such that the higher the number of risk points awarded,
the lower the perceived risk, and vice versa.

27.  The REER docs not appear to play a significant role in the long-run relationship.
However, the negative and significant coefficients on the lagged changcs in the REER
suggest that, in the short run, exports may be sensitive to movements in the real exchange
rate. Table 4 presents the regression results from the estimation of the export equation. The
coefficient on real foreign demand is significant, positive, and implies a high income
elasticity of exports. The risk index enters the long-run relationship with a counter-intuitive
sign, as 1t seems to suggest that an reduction in risk (an increase in total index points) has a
negative impact on exports. In the short-run, the coefficients on the lags of changes in
composite risk are significant and positive, suggesting that exports respond to short-run
changes in risk perception. 4

E. Nonprice Factors and Vulnerability Concerns

28.  Asadeterioration in price competitiveness does not appear to be a major factor
behind the evolution of exports, we turn to an examination of the nonprice factors that might
affect and prevent the expansion and diversification of the export base. Poor physical and
financial infrastructure, nontransparency of laws and arbitrariness in their application are
potential factors that can affect Albania’s export capacity, as it appears that the problem is
supply- rather than demand-related. 13

29. Insufficient structural reforms may have affected the size and diversification of the
export base. To illustrate, significant declines are seen in exports of mineral products (copper
and chrome), the share of which in total exports declined from approximately 10 percent in

¥ Each Risk Category is made up of a number of Risk Components. For example, Political
Risk is made up of several sub-components, among which are government stability, external
and internal conflict, corruption, law and order, and quality of bureaucracy.

'* A number of different specifications were estimated to test the robustness of all
coeflicients. The most robust result is that foreign demand plays a significant role and that
the elasticity of exports to foreign demand is high. The coefficient on the REER is less robust
and in some specifications, appears to have a marginally significant and negative long-run
effect on exports.

'3 Tt must be noted that infrastructure-related factors can have an impact on imports as well:
anecdotal evidence suggests that due to difticulty in transportation and storage infrastructure,
in some areas it is more cost-efficient to import agricultural products from neighboring
countries than to distribute domestic production to those markets.



Table 3: Albania. Import Equation, 1993:Q4 - 2002: ()2

Long Run Relationship Coefficent/ T-stat
Log(REER) 032 *
[1.71941]
Log(Real GDP) 269 *
fr1.2721]

Error Correction:
Adjustment Coefficient -1.53 *

[-3.18566)
D{Log Real Imports{-1)} 0.36

[ 1.22213]
D{Log Real Imports(-2}) 0.08

[ 0.46354]
D(Log REER(-1)) 0.28

10.31057]
D(Log REER(-2}) 0.37

[ 0.45295]
D{Log Real GDP(-1)) 224

[ 1.06885]
Di(Log Real GDP(-2)) -4.39 *

[-2.37338]
Dutnmy for 1997 -0.27 ™

{-1.84683]
Adj. R-squared 0.59
Observations 35

Constant omitted from table
T-statistics in [ ]
* denotes significance at standard signficance levels
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Table 4: Albania, Export Equation, 199304 - 2002¢)2

Long Run Relationship
Log(REER)

Log(Real EU GDP)

Log (Total Risk Index)

Error Correction:
Adjustment Coefficient

D(Log Reat Exports(-1}}

DiLog Reat Exports(-2))

D(Log Real Exports(-3})

D(Log REER(-1))

D(Log REER(-2))

D(Log REER(-3))

D(Log Real EU GDP(-1})

D(Log Real EU GDP(-2))

D(Log Real EU GDP(-3))

D(Log Total Risk Index (-1))

D{Log Total Risk Index (-2))

{Log Total Risk [ndex (-3))

Dummy for 1997

Adj. R-squared
Observations

Coefficient/T-stat
0.25
[0.57548]

4.93
[4.25175]

2.03
[ -3.82436]

0.98
[-5.72959]

022
[-1.48677]

©.18
[-1.18654]

-0.10
[-0.72916]

-2.63
[-4.28301]

-1.24
[-2.26200]

-1.91
[3.40514]

-7.86
[-1.41610]

-1.63
[-0.23874]

-8.30
[-1.27027]

2.08
[ 2.83346]

2.25
[2.72247}

161
[ 2.56948]

-0.09
[-0.78720]

0.63
34

Constant omitted from table
T-statistics in [ ]

* denotes significance at standard signficance levels
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1996 to approximately 2 percent by 2001. The observed decline appears to be related to
delays and problems in the privatization process of mines.

30.  The quality of the business environment leaves Albania behind comparator countries
across a variety of commonly-used indicators. Albania has registered some improvements in
governance, reflected in improved rankings on the Corruption Perceptions Index (Table 5);
nonetheless, it ranks 81* out of 102 countries in 2001, and ranks last out of a smaller set of
relevant comparator countries. EBRD’s rankings in terms of progress in transition show a
serious comparative deficiency in the development of competition policy, banking reform,
and commercial law (Table 6). An EBRD-compiled combined measure of qualitative
assessments of the business environment'® places Albania last among SEE countries in 2002.

31.  While the small size of the export base is an important risk to sustainability, its lack
of commodity and geographic diversification represents an important vulnerability. Lack of
diversification in the export base can introduce excessive volatility in response to both
external and domestic shocks. In comparison with its main trading partners, Albania’s
exports are poorly diversified in absolute terms; in 2000, Albania’s export base consisted of
only seven three-digit SIC commodity groups, contrasted with Macedonia at 20 commodity
groups, and advanced transition economies at an average of 30 commodity groups.'” In
addition, the largest two commodity groups (textiles and footwear) make up over 60 percent
of all exports; both textile and footwear exports represent re-processing activities, which are
subject to the same shocks. While the low diversification can be simply explained by
Albania’s small size, it nonetheless remains a risk.

32.  Low commodity diversification is accompanied by low geographic diversification. As
of 1999, exports to the EU stood at 93.6 percent of total Albanian exports. Furthermore, over
65 percent of Albania’s exports go to a single market: Italy. Such geographic concentration
1s unique among Albania’s competitor countries (see Table 7).

The narrow commodity and geographic focus of Albania’s exports is likely to result in higher
volatility of its exports. Table 8 examines the volatility of exports in Albania and comparator
countries. (iven the large cross-couniry variation in the mean level of exports and the
underlying GDP over 1998-2001, volatility is measured by the coefficient of variation, which
standardizes dispersion by dividing the standard deviation by the mean of exports in each
country. Albania’s exports indeed seem to exhibit the highest volatility relative to the
selected comparator countries.

' The combined measure of qualitative assessment of the business environment encompasses
seven areas: finance, infrastructure, taxes, regulation, judiciary, crime, and corruption. See
EBRD, Transition Report 2002.

' Data on exports by three-digit SIC codes for comparator countries comes from the UN
COMTRADE database.
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Table 5. Corruption Perception Index

1999 2000 2001

Country Rank 1/ Score2/ Rank1l/ Score2/ Rankl1/ Score2/
Estonia 27 5.7 27 59 29 5.6
Hungary 31 5.2 32 52 33 49
Lithuania 30 38 n.a. n.a. 36 4.8
Bulgaria 63 33 32 35 45 4.0
Poland 44 4.2 43 4.1 45 4.0
Croatia 74 2.7 51 37 51 38
Slovak Republic 53 37 52 35 52 37
Latvia 58 34 57 3.4 52 37
Czech Republic 39 4.6 42 43 32 37
Turkey 54 36 50 3.8 64 32
Macedonia 63 33 m.a. n.a. na. n.a.

63 33 08 2.9 77 2.6

84 . . .
73 2.6 74 2.6 93 2.1

Source: ‘Iransparancy International
1/ Rank is out of 99 countries in 1999, 90 countries in 2000, and 102 countries in 2001.
2/ Score of 10 indicates "highly clean”, whereas score of 0 indicales "highly corrupt”,

Table 6. Progress in Transition, Selected Indicators

Trade and foreign Banking Reformand ~ Commercial Law:
exchange system Competition Policy Interest Rate Effectiveness and
Country liberalization Development Liberalization Extensiveness

£3E
21

Bulgaria 4+ 2+ 3

Croatia 4+ 2+ 3+

Czech Republic 4+ 3 4-

Estonia 4+ 3- 4-

Georgia 4+ 2 2+ 3

Hungary 4+ 3 4 4-
Latvia 4+ 2+ 3+ 4-
Lithuania 4+ 3 3 4-
Macedonia 4 2 3 4-
Moldova 4+ 2 2+ 4-
Poland 4 3 3+ 3+
Romania 4 2+ 3- 4

Slovak Republic 4+ 3 3+ 4-

Source: EBRD Transition Report 2001
Key: Higher numbers indicate greater liberalization or greater improvements in institutions.
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Table 7: Geographic Diversification of Exports, 2001

Exports to EU (share of Largest trading partner Second Largest Trading Partner

COUNTRY total exports) (share of total exports) (share of total exports)
Albania 89.9 Ttaly (65.3) Greece (16.5)
Bulgaria 55.2 taly (15.1) Germany (9.6}

Czech Republic 68.2 Germany (39.3) Slovak Republic (7.4}
Estonia 60.0 Finland (28.5) Sweden (11.9)
Hungary 74.4 Germany (36.0) Austria (7.8)

Latvia 61.3 Germany (16.7) UK (15.7)

Lithuania 47.8 UK (13.8) Latvia (12.6)
Macedonia 42.4 Yugoslavia (29.7) Germany (18.4)
Poland 69.3 Germany (34.4) France (5.4)

Romania 67.9 Ttaly (25.1) Germany (15.6)

Source: IMF, staff estimates

Table 8: Coefficient of Variation of Exports, 1998-2001

Country Coefficient of Variation
Albania 0.176
Lithuania 0.171
Romania 0.154
Estonia 0.134
Bulgaria 0.133
Poland 0.128
Hungary 0.121
Czech Republic 0.068
Latvia 0.063
Macedonia, FYR 0.048

F. Summary and Concluding Remarks

33.  Albania has experienced a sustained real appreciation since 1992, which appears to
have been brought about by largely beneficial developments: price liberalization, productivity
growth, external inflows, and a successful stabilization policy. The pace of appreciation has
slowed in the last few years, and a real depreciation in 2002 has brought the REER back to its
January 2000 level. This real depreciation is, however, unlikely to have a significant positive
impact on export performance, as limited econometric evidence suggests that exports respond
marginally, if at all, to the REER. Instead, they respond strongly to real foreign demand, and
to short-run changes in perceived economic, business and political risks. Albania appears to
suffer less from a declining price competitiveness than from the repercussions of delayed
progress in structural reforms, and lingering problems in governance and infrastructure.
These factors appear to contribute to the small size and lack of diversification of the export
base, rendering exports more vulnerable to various domestic and external shocks.
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II. THE INFORMAL SECTOR—IMPEDING ECONOMIC DEVELOPMENT?!

“The improvement of fiscal administration is considered of special importance by the government both
to overcome the challenges for the country’s long-term development and European integration and to
secure the financial resources that are necessary for the implementation of the GPRS. The main
objectivef...| of the reform of the fiscal administration will be ... [to] increase budget revenues by
expanding the taxable base and reducing the informal economy ... "

Government of Albania (2001:59)

A. Introduction

1. In the National Strategy for Socio-Economic Development (NSSED or GPRS;
Government of Albania, 2001), the Albanian authorities—in collaboration with key
stakeholders—have elaborated a comprehensive development strategy and defined their
principal social goals, After some initial delays, the strategy’s implementation phase is
currently being prepared, as line ministries are engaged in costing and prioritizing the
projected policy measures. The identification of fiscal resources required to execute the
envisaged (social) priority investments has highlighted the urgent need to reinforce efforts to
formalize economic activities in order to ensure the timely implementation of the
government’s poverty-reduction measures.

2. Given Albania’s legacy of half a century of misguided economic policies, which have
left the country with widespread poverty, a decrepit public infrastructure, and weak public
institutions, Albania’s policymakers are currently faced with an enormous—but certainly not
unique—challenge to simultaneously raise tax revenues and improve public services. As
Alesina (1999) succinctly noted, “improving government performance to achieve social goals
means switching from a tax-evading economy with no infrastructure and with mistargeted
safety nets to a tax-paying formal economy with relatively small but efficient social safety
nets. However, many of these reforms are not likely to be successful without a reduction in
corruption and bureaucratic inefficiency” (p. 229). This chapter will try to develop proposals
aimed at moving the economy, which is currently characterized by a high degree of tax
evasion and poor public services, to a superior state with opposite characteristics.

3. While there exists a considerable literature on informal sectors in transition
economies, very little research has been done to estimate the size and composition of
Albania’s shadow economy and, implicitly, the likely extent of fiscal evasion—which is
mainly due to data reasons. One notable exception is a recent study by Schneider (2002),
which uses a method combining the physical input (electricity), currency demand, and model-
based approaches to estimate Albania’s shadow economy. With the caveat of “unreliable
figures” (cf. footnote in Table 5, p. 14), he estimates that around one-third of total economic

! This chapter was prepared by Jan-Peter Olters.
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activities in 2000 were informal.? This figure is comparable to the one used by the Statistical
Institute (INSTAT) when calculating official GDP figures.” The Albanian media, however,
have periodically suggested that the size of the informal economy could in fact be
considerably larger.*

4. Section B defines the “informal economy” and summarizes the microeconomic costs
of, and benefits from, informal businesses. The Section, while briefly touching upon the
discussion regarding the conceptual links to corruption and organized crime, will survey the
literature on the effects of economic informality on a country’s growth potential. Section C
will sketch out a research agenda aimed at estimating the relative size of Albania’s informal
economy. Section D will conclude with a discussion on possible policy measures to facilitate
the formalization process.

B. The Informal Sector and Economic Development

Defining the informal sector

5. There is a large literature and some debate on the correct definition of the informal
economy, a thorough discussion of which exceeds the scope of this chapter.® In the following,
the informal sector will be defined as the sum of principally legal, taxable, but undeclared
commercial activities that should be included in the calculation of national output and are
either excluded or—as in Albania——(partially) estimated. This description, resembling the
one proposed by Pommerehne and Kirchgéissner (1994), has the advantage that it includes all
activities that, with the right economic policies, could be integrated with the formal sector
(and measured GDP).°

* According to Schneider’s (2002) estimation method, the size of Albania’s informal sector is
comparable to those in Lithuania (30.3 percent), Croatia (33.4 percent), Bosnia and
Herzegovina (34.1 percent), Romania (34.4 percent), and Bulgaria (36.9 percent).

3 INSTAT’s estimate is based on a survey method analyzing the economic activities of small,
medium, and large enterprises in different sectors of the economy.

4 In its December 16, 2002 issue, the daily newspaper Dita, for instance, mentions on page 1
that 50-60 percent of the Albanian economy is informal, with smuggling of imported goods
being the principal component (“Ekonomia, 60 pérqind informale™).

> For an in-depth discussion on the benefits and limitations of alternative definitions, see,
e.g., Schrage (1984) and Thomas (1992).

® The above definition of the informal market excludes an explicit discussion on organized

crime, largely because this is viewed as a problem more for the public prosecutor than the

government’s economic policymakers. In the Albanian case, an important media outlet in
(continued...)
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6. As stated above, the participation in the informal economy represents a violation of
the legal norm {even if the activities per se are legal). The flip side of private “underground”
activities tends to be public corruption, whereby (poorly paid) officials accept bribes in
exchange of protection or other favors to the detriment of the state. In recent years, a rather
extensive literature has developed showing that, in a system rooted in bribery and corruption,
economic incentives are distorted “as government officials and favored private individuals
receive a larger share of public benefits or bear a lower share of the cost of public goods”
(IMF, 2000:130), which results in lower private investments, lower government revenues,
while increasing inequality and poverty; sec Mauro (1995), Tanzi and Davoodi (1997, 2000),
and Gupta et al. (1998), with the key arguments being nicely summarized in Tanzi (1998).
The large majority of recent studies confirmed the existence of a negative correlation between
corruption and growth, thereby stressing the crucial importance of improved “governance” as
a core element in successful economic reform programs.

Reducing the size of the shadow economy: when and why?

7. While the task of reducing the informal sector is demanding, the overall environment
in 2003 is uniquely favorable. Following the successful “stabilization” phase (1998-2001)"
and reduced political tensions following realignments in the interim year 2002, Albania is
starting its—delayed—socio-economic “development” phase with a full congruence of (i) the
PRGF-supported program; (i1) the major World Bank programs; and (iii) the government’s
remaining political mandate, covering the period up until mid-2005. Concomitantly, the
European Union (EU) has invited Albama to start negotiations on a Stabilization and
Association Agreement (SAA), which are sct to begin in early 2003.® In this context, the
government will start to implement complementary reforms designed to accelerate the
country’s politico-economic integration with the EU.

8. The greatest risks that could ultimately thwart the realization of the country’s two
principal long-term goals—sustainable development and European integration—originate
from existing economic interests and, hence, the internal resistance to a government program

Italy has recently alluded to such a connection (and this can have an impact on the country’s
ability to attract foreign investment). The following analysis, however, will abstract from
related questions; for comprehensive discussions, see, for example, Altvater and Mahnkopf
{2002) and Naylor (2002).

7 See, e.g., IMF (2002, 2001a) and Treichel (2002). The economic stabilization program was
required to address the socio-economic crisis caused by the disastrous collapse of the
pyramid schemes in 1997; see Bezemer (2001) and Jarvis (2000).

¥ On October 21, 2002, the European Union invited Albania to begin negotiations under the
SAA (EU, 2002:6).
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that aims at (i) improving governance; (ii) broadening the tax base; and (ii1) integrating
informal activities with the official segment of the economy. Containing and reversing the
growth of the informal sector represents a major political challenge, all the more so since the
increase in “social” welfare (which will follow a decreased level of informality) has to be
achieved at the expense of “private” benefits of those participating—in whichever form—in
the informal economy.

9. This relation is summarized in Figure 1, which shows a stylized flowchart of a dual
economy with formal and informal sectors, in which tax receipts pay for the provision of
public goods, to which the “free-riding” enterprises have partial access. Moreover, the
informal enterprises are able to offer their goods and services at relatively lower prices as
(i) they do not contribute to social security, implying that firms’ effective labor costs are
lower than in those paid by licensed enterprises; and (i1) they do not pay taxes. The
companies operating in the shadow economy, however, need to “protect” their position and
tend to pay—in lieu of taxes—bribes to (poorly paid) public officials, thereby detrimentally
affecting the integrity and efficiency of the government and its ability to provide public
services at a sufficient level and in an acceptable quality—which, in turn, reinforces
incentives to remain in the sub-optimal equilibrium with “too small” a government.

Figure 1. The Stylized Dual Economy
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10.  The dual equilibrium interpretation of large informal economies in developing and
transition economies—which is particularly applicable to the Albanian situation—has been
advanced by Loayza (1997) and Johnson, Kaufman, and Schleifer (1997). In both papers, it is
argued that, with the “wrong” policies, an economy could be caught in a “vicious circle”
(Alesina, 1999) and converge to an equilibrium with a large informal sector, a weak tax
collection rate, low tax revenues, and poor public services—reinforcing economic incentives
to (continue to) operate informally (Figure 2). Given that enterprises in the shadow economy
do not have (full) access to public services, this sector is less productive than the formal one,
specializing in low value-added activities. Hence, the two equilibria can be ranked in terms of
efficiency. However, with the adequate policies, the economy can be “forced” to an
equilibrium with a high degree of tax discipline and an effective government providing a
sufficient amount of valued public services (which will be the focus of the remainder of this
chapter).

Figure 2. The Vicious Circle

/——b Large infomal sector \

Inefficient government Difficult tax collection

Poor public services Low tax revenues

k Low expenditures 4—/

11.  Placing the discussion on the growth implications of a large informal economy in a
“dual equilibrium” framework implies that an economy requires an impulse to find the
virtuous path toward the “superior” outcome, combining both the government’s political
commitment for reform and the economic agents’ recognition of a changed overall
environment. The start of negotiations on an SAA could perceivably represent a sufficiently
momentous event to permit the implementation of difficult policy measures that are necessary
to reverse the trend increase of economic informality. The implicit challenge relates to the
need to have these measures implemented at the expense of—typically well-connected-—
vested interests. Looking at the experience of other countries, it is thus not surprising to see a
possible relation between efforts to join the EU and a decline in informal activity. For
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example, when taking the informal sector estimates by Johnson, Kaufmann, and Shleifer
(1997) and re-arranging them according to the countries’ status vis-a-vis the EU, it becomes
evident that a decline in the relative size of shadow economies is observed in countries that
were expected to join the EU in the “first wave” in 2004; see Table 1.

Table 1. Transition Economies:; Estimated Size of the Informal Sector
{In percent of GDP; unless otherwise indicated)

1995 Population 1990 1993 1995
(in million)

EU accession countries* 17.4 20.7 15.5
Czech Republic 10.3 6.7 16.9 11.3
Estonia 1.5 19.9 24.1 11.8
Hungary 10.2 280 28.5 29.0
Latvia** 2.5 12.8 31.0 353
Lithuania** 37 11.3 31.7 21.6
Poland 38.6 19.6 18.5 12.6
Slovak Republic 5.4 7.7 16.2 5.8

Other transition countries* 15.8 35.8 41.8
Azerbaijan 7.7 219 51.2 60.6
Bulgaria 8.4 251 29.9 362
Georgia 54 249 61.0 62.6
Moldova 4.4 18.1 34.0 357
Romania 22.7 13.7 16.4 19.1
Russia 148.1 14.7 36.7 41.6
Ukraine 51.7 16.3 33.0 48.9

Source: Johnson, Kaufimann, and Shieifer (1997:183).

* Weighted according to population (IMF, 2001b).
** Initially not regarded as a "first round” accession country.

12, While the figures do not define causality, the implication of the uniform trend reversal
in the relative size of the informal market in prospective EU accession countries during the
mid-1990s would be consistent with the “dual equilibrium” framework. Several economists
(see, e.g., Hofreither and Schneider, 1989} have long argued that the existing incentive
structure in economies with large informal sectors, resembling the “prisoner’s dilemma”
discussed in game theory, prevents economic actors from sudden (unprovoked) changes in
their conduct. Individual participants in the shadow economy—whether in form of a worker,
consumer, voter, or tax-payer—benefit from the status quo as it increases net wages and
maximizes, subject to the household’s budget constraint, the consumption of private goods.
Analogously, firms profit from relatively lower labor costs, regulations, and tax obligations,
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thereby improving their competitiveness in the marketplace. As a result, elected politicians
would not want to propose a reform that reduce their voters’ economic advantages. Hence,
from a microeconomic viewpoint, there is only an incentive to formalize economic activities
if the corresponding costs are more than compensated by (1) {the expectation of) an
accompanying tax cut; (ii) improvement in available (and generally valued) public goods;
and/or (iii) other tangible benefits (such as possible EU membership).

13.  According to the above argument, firms’ rational decision on whether to (fully)
operate in the formal economy hinges on the tradeoff between benefits of having
(unimpeded) access to public goods—and/or other benefits listed above—and the private
costs of paying taxes and complying with regulations (net of the concomitant risk of detection
and penalty). Subsequently, policies aimed at formalizing the shadow economy need to
jointly address the “free rider” problem, which allows informal enterprises to benefit from (a
certain number of) public goods without contributing to their provision, and a “coordination
failure” dilemma a la Cooper and John (1991), according to whose succinct characterization
“mutual gains from an all-around change in strategies may not be realized, because no player
has an incentive to deviate from the initial equilibrium™ (p. 4). If the starting point is a sub-
optimal equilibrium (in this case, one with an inefficient public sector providing an
insufficient amount of low quality public goods), enterprises are willing to register their
activities and comply with the laws and regulations only if they feel sufficiently sure that their
respective competitors will comply as well. Otherwise, the cost of compliance will continue
to exceed its benefits.

14.  The trade-off between “public goods™ and “private costs” explains, to a large extent,
the development of a large parallel economy and, equally importantly, the difficulty in
reversing the trend—as the benefits that tax-paying entetprises perceive to derive from
publicly provided goods and services, relative to the costs of tax compliance and net of the
expected cost of being caught, are too limited, reinforcing institutional incentives toward a
(continued) withdrawal from the formal sector and aggravating the tax department’s task of
ensuring tax compliance. Subsequently, with an even higher degree of fiscal evasion, public
spending will need to be curtailed further.

15.  Whereas informal markets in OECD countries are caused by excessive regulations
and high tax rates, their relative increase need not necessarily be inconsistent with higher
growth rates in the official economy.’ By contrast, many developing countries—and, in
particular, transition economies—tend to be constrained by inefficient governments
(including tax collection agencies) and weak public infrastructures. The causality between the
entrepreneurs’ valuation of (productive) public services and their incentives to go
underground has been modeled by Loayza (1997), showing that the informal sector increases
in relative size if (i) taxes are increased; (ii) enforcement is decreased; (iii} a larger share of

? See, e.g., Adam and Ginsburgh (1985) for Belgium or Fichtenbaum (1989) for the U.S.
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the budget is spent on goods to which the informal market has access as well; and (iv) public
services, relative to private ones, become less productive. Assuming utility-maximizing
behavior by households, Loayza’s (1997) model shows that (consumption) growth rates are
hence positively related with the degree of the formality in the economy.

C. The Informal Economy in Albania

16.  While a detailed and reliable estimation of the size and composition of Albania’s
informal market may not—given the limited nature of data even on formal activity—be a
feasible exercise at this point (but defines a future research agenda),'° this section examines
several macroeconomic indicators to highlight the severity of the situation in Albania. As
mentioned in the introduction, current estimates of GDP incorporate an assessment of
informal activity at about one-third of total output. However, data on tax collection suggest
that this tentative assessment could well be on the low side. Figure 3, for example,
summarizes the key differences in tax revenue collections among several countries in the
region. Whereas even the relatively poorly performing transition countries in South-Eastern
Europe managed to collect tax revenues, including social contributions, of around 30 percent
of GDP in 2001, the corresponding figure for Albania stood at roughly 20 percent,
notwithstanding the gradual—but consistent—improvement in tax collection since 1997.
Still, only a relatively small fraction of the loss in enforcement capacity experienced in 1991~
92 could be recovered.'* As Figure 4 indicates, the reason for the considerable difference in
performance is not caused by the level of tax rates levied in Albania (which are comparable
to those in neighboring countries) but by differences in tax collection efficiency. Pervasive
smuggling, underreporting on invoices, falsification of balance sheets, and a general
weakness in (tax) law enforcement have, thus far, defined limits to domestic revenue
collection and, subsequently, the government’s ability to provide public goods at an adequate
level (and in a satisfactory quality). The weak revenue performance can, in part, be explained
by “parallel” payments. In its 2002 Transition Report, the European Bank for Reconstruction
and Development (2002) includes a table on the frequency and extent of the “bribe tax”

' For a discussion on the indirect methods used to approximate the size of shadow
economies, see, e.g., Feige (1989) and Schneider and Enste (2000a). Johnson, Kaufmann, and
Shleifer (1997), Lacké (2000), and Schneider and Enste (2000b} provide estimates for other
fransition economies.

"' The comparable figures are: Croatia 37.3 percent, for the Czech Republic 36.2 percent, for
Romania 28.3 percent, for Slovakia 30.2 percent, and for Yugoslavia 37.8 percent.

2 The very steep drop in tax revenue collection in 1991-92, by about 25 percentage points of
GDP, was caused by the economic collapse and social anarchy following 48 years of
communism and isolationism (for a comprehensive analysis of the early transition years, see,
e.g., Blejer et al., 1992).
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Figure 3. Tax Reverue Developments
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Figure 4. Tax Collection Efficiency
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(Table 2). The 3.3 percent ratio of average bribes to annual firm revenue in 2002 put Albania
on the second worst place of 26 transition countries—below Azerbaijan and Georgia

(2.7 percent) and just above the Kyrgyz Republic (3.7 percent). Not surprisingly, the
generally ineffective and—at times—arbitrary administration in the customs and tax
departments has been identified as a principal deterrent to (foreign) investment. The
combination of low revenue collection, average tax rates, and high “tax bribes” is consistent
with the a large shadow economy.

Table 2. Frequency and Extent of the "Bribe Tax"

Percentage of firms making Average bribe tax as a percentage
bribes frequently of annual firm revenues
1999 2002 1999 2002
Albania 46.7 Jo4 1.7 33
Bosnia and Herzegovina 205 224 21 0.9
Bulgaria 23.0 32.8 1.3 1.9
Macedonia 33.0 227 1.4 0.8
Slovenia 7.7 7.1 1.0 0.8

Source: EBRD (2002:28).

17.  These macro data allow for a very rough and preliminary approximation of the
estimated size of Albania’s informal market. Assuming that the share of the informal sector
relative to GDP in Bulgaria 1s approximately correct (see Table 1) and given an effective tax
burden of around 50 percent,” the 10 percentage point difference in the tax collection rates
between the two countries (see Figure 3) would imply that the majority of economic activities
in Albania is, in fact, informal.

18.  While recent monetary data seem consistent with this supposition, their interpretation
is not straightforward. Informal economic activities tend to be cash-based, and the demand
for cash, relative to overall output, 1s frequently used to approximate developments in the
informal sector of the economy—particularly if the demand for cash increases at a pace faster
than considered justified by economic fundamentals. In this context, an increase in the
demand for cash by 5 percentage points of GDP, between 1998 and 2001, could be taken an
indicator of such development (see Figure 5). However, further—and more in-depth—studies
would have to (i) separate the demand for cash from the aftermath of, and the behavioral

¥ For houscholds, the average income tax rate is about 18 percent, with employee
contribution to the social security institute representing roughly 12 percent. If, of the
remaining 70 percent, three-quarter is consumed, another 11 percent will be paid in VAT and,
correspondingly, 7 percent for excise. The remaining 2 percent would reflect other taxes.
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changes stemming from, the pyramid schemes in 1997; (i1) identify the relation of cash
holdings and deposits in light of the large drop in real interest rates during this period; and
(iii) include estimates of circulating foreign cash into the equation. Given Albania’s income
level, together with the circulation of a considerable amount of foreign cash, the per capita
amount of domestic cash, both over time (Figure 5) and relative to neighboring countries
(Table 3), is very large and, a priori, would seem to support the supposition of an informal
sector that is larger than the official estimate.

Figure 5. The Relative Importance of Domestic Cash
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Table 3. Average Holdings of Domestic Cash
Albania Bulgaria Macedonia Slovenia
{per capita, in U.S. dollars}
Average holdings of domestie cash
in 1999 192.3 [22.5 68.5 3193
in 2001 276.8 178.5 102.2 284.6
{U.S. dollar based, Albania =100}
Per capita GDP
in 1999 100.0 119.0 144.7 778.4
in 2001 130.0 125.1 123.6 666.3

Source: IFS and, for the Albanian and Macedonian GDP figures, IMF country reports.
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19.  Inlight of limited data resources, the most promising method of estimating both the
size and composition of the informal market in Albania appears to be the analysis of the
discrepancy between the consumption of particular commodities and their taxation. To
illustrate this point, take, for example, the market for cigarettes. Despite some considerable
improvements at customs (see Figure 6), available information indicates that more than two-
thirds of the cigarettes smoked in Albania are smuggled into the country. The difference
between registered imports (2,425 metric tons in 2001) and estimated consumption (around
8,000 tons; see Prislopeanu, 2002) represents a retail value of approximately Lek 28 billion'
{or more than 4% percent of 2001 GDP). Even with—regionally very low—cigarette excises
(Lek 11 per banderole in 2001) and a 20 percent VAT rate, the budget lost, in this market
alone, at least Lek 8.6 billion, or 1.5 percent of GDP.

4

Figure 6. Registered Cigarette Importation
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1993 1994 1995 1996 1997 1998 1999 2000 2001

Source: Albanian authoritics.

D. Formalizing the Shadow Economy: Recommended Measures

20.  Albania’s informal sector clearly represents a considerable share of economic
activities, thereby jeopardizing the realization of Albania’s medium-term goals of socio-
economic development and European integration. While budgetary revenues, relative to the
performance of Albania’s economy, is weak, formal private sector activities are discouraged
by (i) strained taxpayer relations and poor public services; (ii) inadequate tax enforcement;
(iii) excessive permit and licensing requirements; (iv) the existence of a competitive
disadvantage relative to informal market participants; and (v) a weak public infrastructure.

' With the weight of 1 cigarette being 1 gram and the average retail price Lek 100 per pack.
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21.  Tomove Albania away from this “sub-optimal equilibrium” requires concerted
efforts. The government’s principal challenge, at this stage in Albania’s development phase,
lies in the adoption of measures aimed at improving “governance” and strengthening of
public institutions, including the customs and tax administrations. A successful strategy
would have to stand on two pillars—viz., (i) providing better “public goods” (that is,
improving governance, the quality of public services, and taxpayer relations, accelerating the
implementation of NSSED investments, and ensuring progress with the SAA negotiations);
and (ii) the development of a credible anti-evasion action plan.

22.  In Albania’s case, it 1s not high tax rates per se but, to a large extent, the ineffectual
and discretionary application of tax laws and governmental regulations that has created the
conditions under which the shadow economy is growing. Consequently, the government
needs to find a way to raise public awareness of the government’s increasing commitment to
resolutely addressing fiscal evasion (which, in itself, should help to improve tax discipline)
while improving taxpayer relations. The authorities could achieve this, for example, by
hosting a series of workshops (or brainstorming sessions) charged with enhancing the
comprehension of (i) the amount of foregone tax revenues; (ii) the main channels used to
bypass the tax and customs directorates; and (iii) effectiveness of possible policy measures
aimed at closing the loopholes. Undoubtedly, “fighting evasion” is a very broad and rather
ambitious goal, with the public’s expectation of actual improvements being low as long as
they are not underpinned by practical steps to address the issue commodity by commodity,
tax by tax, and problem by problem. Apart from the finance ministry and the tax and customs
departments, several other parties have strong interest in improving the situation, most
important of which are the formal enterprises experiencing a distinct cost disadvantage in the
marketplace vis-a-vis their informal competitors. Their advice should thus be actively sought
in any discussion on a detailed anti-evasion strategy.

23.  Whether one takes a particular excise commodity (cigarettes, fuel, coffee, or alcoholic
beverages) or a specific tax, the formal enterprises that are active in these markets would, in
ali likelihood, respond very positively to an invitation to engage in a direct dialogue with the
finance ministry and the tax and/or customs directorates to (i) identify the main source of
leakages; (i1) discuss the related weaknesses in public administration; and (iii) propose policy
measures to remedy the situation. Also, the commercial banking system—together with the
customs and tax directorates—could support efforts to identify ways for facilitating cashless
customs and tax payments, either through the use of direct deposits (say, directly at the point
of entry at the border), bank-guaranteed checks, or the increased use (and acceptance) of
credit cards.

24. At the end of such a consultative process, the resulting policy proposals, together with
a firm timetable, should be publicly presented as a comprehensive anti-evasion strategy,
thereby (i) increasing public awareness of the government’s commitment to address this
problem in a serious, comprehensive, and forceful manner; (ii) bolstering efforts in securing
both higher revenue levels; (iii) supporting the government’s objective in implementing key
medium-term policy goals as, for instance, identified in the NSSED; and (iv) starting to
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change the widespread perception of evasion being an “acceptable” way of doing business by
communicating the costs to the country as a whole, including its effect on the prospect for
eventual EU membership.

25. By (i) fragmenting a big problem in a large number of smaller ones; (ii) sensitizing
the public that there is indeed a serious and credible commitment by government to make
substantial progress (which, in the context of the starting negotiations on an SAA, is a very
convincing period of time to make such an announcement); and (iii) explicitly requesting
private-sector input, the government should be able to build a momentum that, over the short
to medium term, secures higher tax receipts while strengthening the government-business
relationship. At the same time, businesses will benefit from fairer competition, improved
public services and, possibly, lower tax rates in the medium term, as will Albanian citizens
from the realization of NSSED investments and a generally more responsive and effective
government. The favorable overall environment, and the prospect for progress in the process
of European integration, gives the government and additional—and very important—impetus
to underpin, with concrete actions, the efforts to increase governance and reduce the size of
the informal market.
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Table 1. Albania: Basic Indicators, 1992-2001

1992 1993 1934 1995 1995 1997 1998 1999 2000 2001
{Percent change}
Real GDP 12 9.6 5.4 8.9 9.1 =70 840 73 TR 6.5
Retail prices (period average) 2269 85.0 226 18 123 21 209 04 0.0 kN |
Retail prices (during period) 2365 309 156 6.0 17.4 424 &7 -1.0 4.2 15
[in percent of GDF}
Saving-investment balence
Foreign saving 1/ 571 287 143 5.7 8.1 121 6.1 12 .0 6.3
Demestic saving -51.9 -15.5 kX 8.3 6.4 39 9.9 9.6 126 13.1
Public 2/ =219 -14.1 -10.6 -6.7 4.0 56 -5.2 =58 -8 -12
Private -30.6 L5 14.2 150 154 125 15.1 154 146 143
Investment 52 132 17.9 180 155 16.0 16.0 16.8 19.0 134
Public 40 5% 26 .4 43 4.0 52 14 6.5 1.3
Private 1.2 37 23 58 10 120 10.8 a4 125 121
Fiscal seclor
Revenues 235 25.7 24.5 241 183 169 203 213 224 230
Expenditures 3/ 44.0 X9 k] 4 0.8 3032 294 0.7 32.7 314 315
Domestically finsnced deficit 20.0 LA e b.& 10.6 105 6.4 52 32 31
COverall deficit 0.3 144 124 10.3 11.7 126 104 114 2.1 .53
Monetary indicators
Broad money grewth (in parcent} 5.0 406 518 43,8 185 207 223 120 19.9
Growth 1n private ssctor cradit (in percent) 614 159 30.5 19.0 147 226 194 431
Velocity of circulation . 368 2.8 22 1.97 L1z 19z 1.7 18 1.5
(In milliens of LS, detlars)
Enternal sector
Current account balamee -i04 45 -8 -58 -168 -199 -93 -126 -157 -134
(in percent of GDFP} =147 3.7 -39 -4 -6.2 =87 =32 3.4 42 <33
Official transfers kxli] 320 15l HIE 7 77 29 139 1 128
(in percent of GDP} 45.5 26.1 a1 49 P2 34 2.9 38 2.8 3.9
Currant aceount balanee 4f 434 =365 -17¢ =176 =245 =176 -187 ~265 =261 -259
{in percent of GDP) =511 -7 -14.1 213 a1 -12.1 -6, 1.2 =10 -6.3
Trade balance -454 450 460 -474 -692 =519 -62{ -663 -§i4 1027
(in percent of GDP) -54.0 -39.9 2232 -18.6 =237 =207 =204 -18.0 =217 <250
Gross Misrnational rserves T2 147 204 240 x5 k3 34 485 608 137
{in months of imports of goods 14 23 32 15 ER| kR 4.2 ER ] 4.4 4.6
and nonfactor services)
Memarandum ftents:
Nemiral GIF {in biflions of feke) 53.2 1253 187.9 2047 281.% 34137 460.6 506.2 53192 590.2
Neminal GDT (in billions of U.S. dollags) 07 1.2 0 2.4 7 2.3 30 k) 38 4.1

Topulation and Secial hdicators

Poputation (in millions} 32 32 32 32 33 33 33 34 3.4 3l
Urban populstion (percent of total population) a7 4] 4240 43 44 45 46 46 -
Life sxpactancy at birth 72 3 T 71 72 T4
Infant moriality (per 1,000 tive births) 33 35 28 kv] 26 23 M 18

Sources: Albaman autherities; and Fund staff estimabes &nd projections.

1/ Current aeeount excluding net fuctar services and olficial {cansters.
2/ Revenue {excluding granta) minus current expenditure.

3/ Comamitment basis, excluding foreign financed investment.

4/ Excluding official transfers.
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Table 2. Albunia: GDP by Secior of Origin, 1992-2001 1/

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

(In millions of leks at current prices)

Gross domestic product 50,698 125,335 184,303 220793 280,998 341,716 460,631 506,208 539210 390,238
Industry 8,547 17,361 23,110 26,943 34,309 42351 55,047 68,338 70,928 77,648
Agriculture 27,490 68487 100,749 125435 144825 191,265 250,705 188,310 193,584 201,777
Construction 3,867 11,344 17,720 23,620 31,360 38,423 58,037 45,053 52,104 61,058
Transpottation 1,519 3,875 6,211 8,115 9,006 9,362 14,024 45,558 51,337 59,631
Other services 9,275 24,268 36,603 43,680 61,498 60,311 82,817 158949 171,257 190,124

(In millions of leks at constant 1990 prices)

Gross domestic product 11,235 12,399 13,331 15,106 16,478 15,325 16,548 17,748 19,125 20,367
Industry 1,894 1,705 1,671 1,771 2,012 1,899 1,978 2,396 2,516 2,679
Agriculture 6,092 6,726 7,284 8,246 8,493 8,578 9,007 6,602 6,866 6,963
Construction 857 1,114 1,281 1,553 1,839 1,723 2,085 1,580 1,848 2,107
Transportation 337 381 449 533 52% 420 504 1,597 1,821 2,058
Other services 2,055 2,383 2,646 3,003 3,606 2,705 2,975 5,573 6,074 6,560

(Percent change over previous period)

Gross domestic preduct -1.2 9.6 8.3 13.3 9.1 -7.0 8.0 73 7.8 6.5
Industry -51.2 -10.0 -2.0 6.0 13.6 -3.6 4.1 6.4 5.0 6.5
Agriculture 185 104 83 132 3.0 1.0 5.0 3.7 4.0 14
Construetion 7.0 30.0 15.0 21.2 124 -6.3 21.0 15.0 1740 14.0
Transportation -15.40 13.0 18.0 18.7 -0.9 -20.5 20.0 15.0 14.0 130
QOther services 9.0 16.0 11.0 13.5 20.1 -25.0 10.0 12.9 9.0 8.0

(Share of GDP at constant 1990 prices)

Gross domestic product 100.0 100.0 106.0 100.0 106.0 100.4 100.0 100 100 100
Industry 16.9 13.9 12,5 11.7 12.2 124 12.0 13.5 13.2 13.2
Agriculture 54.2 54.6 54.6 54.6 515 56.0 54.4 37.2 359 34.2
Construction 7.6 2.1 9.6 10.3 11.2 11.2 12.6 8.9 9.7 10.3
Transportation 3.0 i1 34 L] 32 27 3.0 9.0 9.5 10.1
Other services 18.3 15.4 19.8 19.9 21.9 17.7 18.0 3t4 31.8 322

Sources: Ministry of Finance; and Fund staff estimates.

1/ Given the very limited production-side data, these estimales are based mosily on demand-side
developmients, and should be treated with caution. There are significant discrepancies between data
in this table and some production-side data, e.g., for agriculture.



Table 3. Albania: Registered Private Enterprises (still active in 2001)
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by Activity and Date of First Registration, 1992-2001

Legal Status
Fhysical ~  Private Albanian Joirk. Foreign
Persons Company Venture Compamy Total
1592
Agtiviry Lotal
Agticuliure 44 17 2 63
Tndustry 457 108 13 7 590
Construction 2 el 7 3 s
Service 1,271 Rir] 10 1! 1,342
Transpart 510 28 12 1 561
Trade 3,200 443 233 8l 3,959
Total 5,504 715 284 118 66531
1993
Activity Total
Agricnlnre 262 47 7 316
Tndusiry 905 404 66 50 1,425
Construciion a4 31 32 15 402
Bervice 2,416 149 3l H 2,627
Transport 1,440 39 32 19 1,950
Trade 6,437 3056 473 242 £,204
Total 11,394 2,036 &1 357 14,978
1994
Activiry Taolal
Agricuiiure 504 12 15 2 633
Tndustry 1,334 783 165 97 2,579
Construction T 687 57 3§ B39
Bervice 4,816 533 57 58 5,264
Transport 4,254 169 54 45 4,522
Trade 12,966 2,154 T4 454 16,314
Total 4,150 4,238 1,088 69] 30,168
1393
Activity Totzl
Agriculure 544 159 n [ 772
Indusiry 1,775 L125 234 124 3258
Constnzetion 96 270 ™ 55 1,195
Service 5,745 466 2 94 6,391
Transport 5,332 251 62 5t 5,697
Trade 15,507 3,274 957 618 20,357
Total 28,003 6,286 1,432 9 37,670
1996
Activity Total
Agriculiure 577 238 % 10 &51
Indugiry 3,073 1,491 306 171 4,041
Construction 125 1,217 S 62 1,494
Service 6,940 583 114 134 7,871
Tranaport 6,171 315 75 53 6,616
Trade 17,608 4,191 1,14 761 7537
Turtat 33,494 B,135 1,725 1,193 44,547
1997
Activity Totel
Agrienihin: 586 256 8 1 881
[ndustry 2,2 1,626 358 196 4,418
Canstruction 130 1,298 ] 71 1,597
Service 7,452 B4 117 152 B505
Transport 6,402 335 T 54 6,872
Trade 18,605 4,531 1,178 803 25,118
Total 35,416 B30 1,853 1,202 47,391
1958
Aclivity ‘Lotal
Agricubiure 605 72 is 13 925
Trdustry 1472 1,798 07 246 4,973
Copstrucdion 134 1,465 16 83 1,798
Service £,242 &Bf 132 159 9,419
Transpon 7,180 381 &l 60 7,702
Trade 20,650 5017 1,283 855 27,808
Total 39,283 9,819 2,654 1,416 2,572
1599
Aduvity “Lulal
Agricelture 430 288 38 13 967
[ndustry 2,668 1,878 426 254 51
Canstritetion 148 1,533 120 20 1,891
Service 3,827 958 138 156 10,087
Transpart 8,153 415 BE 81 &817
Trade 22,082 5318 1,514 883 29,604
Total 42,608 10,394 2,120 1,467 56,589
2000
Activity Total
Apriculture 418 249 38 14 569
Tndusiry 2,999 2,003 431 246 5,699
Copstruction 160 1,627 118 93 1,998
Service 4,816 1,153 143 173 1,287
Transport ¢.441 500 93 63 10,097
Trade 25,112 5,752 1,541 13 33n0s
Total 48,146 11,336 2,164 1,509 63,155
2001
Activity Total
Apriculiuye 534 303 26 7 890
Industry 2,940 1,945 387 223 5495
Congiruction 142 1,639 40 23 1,954
Bervice 9,387 1,164 124 159 0,834
Transpont £,453 474 &9 42 9,038
Trade 23,113 5544 1,097 BO8 30,362
Tedal 44,589 11,069 1,793 1,122 58,573

Source: Albanian Instifute of Statistics.

STATISTICAL APPENDIX
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Table 4. Albania: Production of Selecled Industrial Products in the State Sector, 1992-2001

Froduoct Unit 1992 1993 1494 1965 1996 1597 1998 1559 2000 2601
Energy
Crude il 000 tons 585 S8 535 521 488 360 365 325 314 e
Narural gas il m3 102 82 52 23 23 18 7 14 11 1a
Gasoline 000 tons 45 46 39 45 a7 15 2l 28 24 2
Diesel 000 tens 116 148 m 166 s 57 " 65 72 4
Petrolemn Q00U Lons 41 2% 20 Pl 26 11 1 1 2 &
Capper coks 100 tons 72 o4 e &9 63 34 5% 43 46 45
Eleetric chergy 000 kwh 3357 3,482 3,504 4414 5,926 5,184 5,065 5,396 4,707 3,684
Firewood i, mst 437 35 33 2 1} . 0
Mining
Chromium are {00 tans 3L 281 223 243 236 157 150 7B 57 7
Rich chratnium ore Q00 Lms 56 B2 107 129 114 g4 B2 &3 46 f2
Chromium aancentrate Q00 tons 40 33 11 k2| 30 22 20 7 3 A
Carbonic ferrochrome 000 ions 2 35 34 45 32 31 k) pa] 9 &
Cnpper 000 tons 240 239 178 258 148 25 55 4 a ]
Copper cancentrate (0G tons 8 14 G 7 1 0 Z 1 0 &
Blister copper 000 s 2 2 2 3 1 4 b3 0 0 G
Tignite 000 tons 26 133 120 &1 A9 32 49 13 21 |
Coai concentrats 03 tons 7 51 0 4 0 [ 4 1} a [t}
Manufacturing
Mineral processing
Rolled wrougth sicel 000 tons 0 % 17 19 21 21 0 20 a a
Copper wires and cables 000 tong L} 1 [1} 4 0 0 1] i} i} 2}
Chemical
Phosphate fertertilizer 000 tong 22 4 i 14 n 27 12 ] g 0
ALrinumiara nitrdle 0O tuns 2 5 & L a 4] o 0 o ]
Rulfuric acid 090 tona 1 3 4 [} 0 1} 0 0 ¢ a
Building material
Cement 000 tang 157 158 240 218 203 1] #4 06 180 k]
Bricks mil pieces 90 69 40 14 i} 22 20 26 2 ]
Tilex il pieces 3 3 1 4] a Q 0 0 1] 0
Faper 600 tona 1 1 o 0 0 0 0 0 [1} Q
Durable consumer gonds
Ceramic kitchen mil leks 16 9 & 0 0 0 0 i} i} ]
Eleetric lamps mil pieces 0 0 a 4 0 L] 0 Q o i]
Furniture il leks 21 194 152 26 12 1 3 2 ]
Carpet mil 2 25 [ 4} i} 0 0 1} [} 0
Wall carpet mil m2 10 1) q i} L} 1} ) 0 0
Textile
Tolal clothes mil ml ] 9 . 1 2 2 1 ¥ 0
Tutal tissuas mit ml 2 1 2 5 1 2 0 [} 0
Knitwear mil preces a 4 3 [} . i} 0 i i} 0
Shoss mil pair 5 2 1 3 2 2 1 ! ]
Non durable consumer goodz
Cigarefles Q00 tons 1 1 1 1 5 0 0 1 L 4]
Soap 000 tong 2 2 2 2 1 [
Fnodstuffs
Bread Q00 lons 263 138 32 20 147 87 B a 0
Sugar 000 tons 1 0 4] 1 1} ¢ a ] Lt
Fish 000 tons i 0 9 0 . ] 0
Vegetable oil 000 tons k) a 3 3 4 1 3 i} 0
Cheese 00 tons 1 1 [} 0 4 & 7 a 0
Maceroni 000 tons 10 & 4 1 2 2 q a 0
Beer 000 bl i8 5 T2 83 B8 20 62 138 7
Wine oD bl 12 9 5 B 12 17 61 9 0

Sonrce: Tnstitule of Swiistics,



Table 5. Albania: Quarterly Changes of Construction Cost [ndex, 1993-2002

(Ln percent}
Sharein 1933 1954 1995 1996 1957 1358 1995 2001 2002

the fndex o o Q & ] Q 2 ® Q4 Ql 2 2 Qo 2 2 0 * Q 2 &8 e u Q2 @
Tolah mde. 120.0 48 34 1.5 23 0.2 &6 3.4 18 L1 L1 L1 b2 4.6 44 02 2.2 21 29 i3] 0.2 -1 0l [
Direct expenses Y 4.5 3l 0.9 11 [2X i Lo 10 al X 13 oo 69 42 o3 ia 4 4 1.5 4.3 18 el 03
Minterrals 5.8 22 33 L3 0.3 nz 19 13 0.3 0.2 02 21 oo 0.5 45 ol 2.7 33 335 as &4 24 ol 03
Construclion 2.8 0 30 -3 0.2 no B4 13 0.3 9.2 [i¥-3 21 Lo 4.4 47 o1 Fa:3 34 335 aE 4,3 26 6.l o)
Electricity ia 93 1.2 -1 17 74 04 inl 0.1 [:X] 2.2 EA [ 5% EX 203 54 02 12 ] a.l 0.3 ag 3.4
Hydro-sanitary 24 48 15 04 13 158 5.9 22 04 LX) 26 a1 3 0.5 11 ol 14 26 3l Ein| 4.5 0% .1 o3
Basic Salaty 48 FIA (4 44 88 s 54 £3 0.8 93 L6 0z Rid] 3.0 35 13 5.2 37 33 £3 a1 04 0.3 1.1
Trmnspant expenses 22 4.3 -k4 -1 0.3 16.2 53 433 o4 Al L7 Q1] oo -4.0 PXiy zl -5 59 29 0.3 11 kR 00 oo
Machinery expenses LE i1 105 4.2 14 4.9 15.1 0.5 0.2 03 o &4t &0 -0 02 02 0o L7 a2 i3 0.6 -3 00 oo
Complementary expenses 81 4.5 4.6 0.4 A 9.5 49 102 0 6.5 1.3 12 50 10.3 ne 0.4 -T4 14 17 2.2 6.0 1.3 oo 25
Anticipated profit 123 4.5 71 2% 2.6 4.7 r24 130 64 3.7 22 A1 1.5 1 8.6 0.1 B.S 6.0 8.l 0.5 .2 2z L) 34
Sstup ofyard 4.7 4.5 4.5 =365 5 403 3.0 36.0 7.6 &3 19 24 [ -24.7 3 21 03 0y 4.3 0.0 K &1 0o 00
VAT 12 237 6 23 4% e 87 0.2 324 02 LS L1 &0 0s oo 0.0 o oo LAY 00 0.0 4.0 oo 00

Sewree: Tratbsnae of Siatistics.
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Table 6. Albania: Consumer Price Subsidies, 1992-2001 1/
(In millions of leks)

1992 1993 1594 1995 1996 1997 1998 1949 2000 2001

Childwear 3 0 0 0] 0 0 ] 0 0 0
Cereals 296 0 0 ] 0 0 0 0 0 0
Meat 38 0 ] 0 0 0 0 0 0 0
Flour 0 0 0 0 o 0 g 0 0 0
Fertilizer 44 0 0 0 G 0 0 0 0 0
Other 1,381 2,608 1,942 1,933 1,922 2,080 1,712 2,071 1,515 1,556
Firewood 800 338 0 ] 0 0 0 0 0
Coal 28 8 ¢ 0 0 0] 0 0 0
Kerosene 225 53 0 o} 0 0] 1] ] 0
Heating 56 51 0 @ 0 0 0 0 0
Passenger Transport 342 357 420 300 167 187 220 210 205
Railway transportation of goods 154 150 75 42 413 310 370 360 360
Drinking water for rural areas 70 147 142 30 45 129 55 135 70
‘Water for irrigation 400 171 287 120 150 170 180 0 0
Medicine 310 329 400 750 0 1] 1] 0 0
School books 152 239 285 280 200 250 263 280 276
Funeral expenges 71 99 94 100 135 101 103 160 160
Student treatment enterprise 300 345 370 370 385
Homeless 230 300 670 220 510 0 100
Total price subsidies 1,762 2,608 1,542 1,933 1,922 2,080 1,712 2,071 1,515 1,556

Sources: Ministry of Finance; and Fund staff estimates.

1/ The total figures may not match the budget numbers as some subsidies were included under operations and maintsnance.
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Table 7. Albania: Agricultural Production, 1992-2001 1/

(In millions of leks)

1992 1993 1994 1995 1896 1997 1998 1599 2000 2001

(At eonstant 2000 prices)
Total gross agricultural production 134,815 149,309 157,504 177,660 181,310 160,753 166,702 170,633 177,713 180,236
Crop production 71,284 80,386 77,401 87,564 91,099  TIRIT  BL463  BLTI0 84371 834l0
Grains 7,056 12,992 11,760 11,340 7,59 10,875 11,063 7,616 9,548 7,902
Maize 4,524 5,104 5,597 6,264 6,206 5,649 5,484 5,974 5,974 5,751
Polatoes 3,160 4,040 3,560 5,360 5,280 5,068 5,800 6,476 6,440 6,548
Vegetables 39,550 40,600 41,300 47,950 54950 40,061 42322 42718 43400 45500
Tubacco 4,680 5,070 1,482 2,223 2,457 3,081 2,886 2,847 2,418 1,404
Sunflower seeds 2i0 140 70 112 105 154 182 189 203 189
Sugarbeets 276 1a2 360 402 444 305 334 239 252 231
Thistic barley 420 280 630 511 224 259 224 20 231 210
Soyhean 300 150 20 24 45 30 15 180 90 120
Dried beans 3,475 3,197 2,502 3,475 3,475 2,780 3,155 3,614 3,503 3,072
Fodder 155 558 620 403 394 373 388 409 487 AR
Forages 7,478 8,093 9,500 9,500 9,925 9,180 $610 11235 11,825 11,875
Fruits and olives 8,747 10,009 10,599 12,629 12,728 13,701 14448 14515 15916 16662
Apples, pears, peaches, figs 2,652 3,284 3,510 4,040 4,532 4,259 4,095 4,235 5,062 4,976
Cirrus 313 838 819 239 189 18% 139 158 164 176
Grapes 3,969 4,242 4,620 5,828 6,206 7,088 7,172 7,392 8337 8,93
Olives 1313 1,645 1,950 2,522 1,801 2,065 3,042 2,730 2355 2,574
Livestock 54,784 58914 69,204 V7,467 77,483 69,235 70,751 74,408 77,426 80,164
Meat 27,180 28,360 600 34520 34,620 31,200 34,740 33300 33,600 34,170
Wool 284 314 323 352 314 284 294 254 333 323
Milk 25,092 27,495 32,931 19,700 42792 34834 35301 3TI87 38868 40385
Eggs 2,158 2,210 2,280 2,280 2,512 2,696 3,176 3,312 4,240 4,866
Honey T 35 TR 178 2435 221 28D 315 3RS 420

{At constant 1994 prices)

Total gross agricultural preduction 71,163 78,667 83,780 94,670 97,095 85,286 38,644 91,496 95,219 96,798
Crop production 37,679 42,306 41,438 46,977 48,991 41,853 43,946 44,825 46,218 45,938
Grains 3,150 5,800 5,250 5,063 3,350 4,855 4,539 3,400 4,263 3,528
Maize 2,652 2,992 3,281 3,672 3,638 3312 3,215 3,502 3,502 3,371
Potatoes 2,370 3,030 2,670 4,020 3,560 3,801 4,350 4,857 4,830 4,911
Vegetables 19,775 28,300 20,650 23,975 27475 20,021 21,161 21,364 21,700 22,750
Tobacca 1,920 2,080 608 912 1,008 1,264 1,184 1,168 992 576
Sunflower seeds 105 70 35 56 53 77 91 95 102 95
Sugarbeets 138 &1 130 201 222 153 167 120 126 116
Distic batley 213 140 315 256 112 130 112 102 116 105
Soybean 140 70 2 11 21 14 7 R4 42 56
Dried beang 1,750 1,610 1,260 1,750 1,750 1,400 1,589 1,820 1,764 1,547
Fodder 85 306 340 221 216 206 212 224 267 333
Fotages 5,384 5,827 6,840 6,840 7,146 6,610 6,919 8,089 8,514 8,550
Fruits and clives 3,846 4,447 4,820 5,285 5,217 5,525 5,897 5,879 6,375 6,631
Apples, pears, peaches, figs 1,360 1,684 1,800 2,072 2,324 2,184 2,100 2,172 2,556 2,552
Citrus 645 665 650 190 150 150 110 125 130 140
Grapes 1,134 1,212 1,326 1,665 1,773 2,025 2,049 2,112 2,382 2,553
Olives 707 886 1,050 1,358 970 1,166 1,638 1,470 1,267 1,386
Livestock 29,638 31,914 37,522 42,409 42,887 37,508 38,801 44,792 42,626 44,229
Meat 12,684 13,468 15,680 16,296 14,756 14,560 14812 15540 15680 15,946
Wool 249 7 281 34 272 247 255 255 28% 28]
Milk 15,300 16,765 20,080 24,208 26,093 21,240 21,525 22,675 23,700 24,625
Bggs 1,349 1,381 1,425 1,425 1,570 1,685 1,985 2,070 2,649 3,041
Honey 56 28 36 140 156 176 224 152 308 336

Sources: Ministry of Agriculture; and Fund staff estimates.

1/ These estinates are based on Ministry of Agriculture data with some items that should properly be classified as inputs {e.g., manure,
new trees) excluded from the autput figures,



-47 - STATISTICAL APFENDIX

Table 8. Albania: Area Under Cultivation, Production, and Yields
of Selected Agricultural Crops, 1992-2001

1992 1993 1994 1995 1536 1997 1993 1999 2000 2001

{Tn thousands of hectares)

Grains 104 155 170 141 125 136 141 109 1% 100
Maize 63 73 75 69 66 61 37 55 53 32
TPotatoes 9 L0 il 12 12 12 Il L1 L 1
Vegetables 29 32 30 36 36 ic N 31 33 34
Tobacco 13 13 6 & 7 8 7 7 & 4
Sunflower seeds g 2 I 1 L 2 2 2 2 2
Sugarbests 4 2 2 2 2 2 2 1 1 L
Distic barley 4 3 4 3 2 3 P4 2 1 L
Seybean 3 L 0 o 0 0 [} 1 a o
Dried heans 21 20 2% 22 24 22 21 3 23 19
Fodder 5 15 12 il 11 L& 1% ¢ 1 11
Forages 160 162 1R& LR9 147 134 &1 158 165 154

{In thousands of quintals)

Grains 2,533 4,672 4,230 4,080 2,710 3,884 3,951 2,720 3,41¢ 2,820
Maize 1,561 1,758 1,930 2,160 2,140 1,948 1,891 2,060 2,066 1,983
Potatoes 785 1,010 90 1,340 1318 1,260 1,430 1,619 1,604 1,637
Vegetables 5,646 5,800 3,900 6,850 7,850 5,500 6,048 6,104 6,350 6,500
Tobacoe 125 136> k1 57 63 58 4 13 63 36
Sunflower secds 34 17 14 13 15 22 26 7 % 27
Sugarbests 465 268 104 670 F40 504 357 399 420 385
Distic barley 56 403 9% 73 32 37 32 29 23 30
Soybean 20 1] 1 2 3 2 1 12 [ 8
Drried brans 250 230 188 250 230 200 277 260 252 221
Fodder 47 (§:43 200 130 127 121 125 132 157 lea
Forages 20910 32,370 38,000 38,004} 19,700 35,700 38,440 45,00 47,300 47,500
{Quintals per hectare)
Grains 24 30 5 29 22 28 78 25 3l 13
Majze 25 23 PH 30 30 29 EE] 37 36 16
Potatoes 83 93 81 L 106 110 127 141 140 146
Vegetables 192 179 182 182 197 189 197 195 193 194
Tabacco 1a 10 [ 9 9 10 11 Ll Il L
Sunflower seeds 4 8 g 13 13 15 16 17 13 L5
Sugarbeets 129 12t 188 329 349 304 308 klik] D 289
Distic barley 14 13 24 22 13 15 19 §:] % 15
Soybean 5 8 B 12 17 13 14 19 13 18
Dried beans 12 22 H e il ] L} I 9 t
Pudder 9 12 17 12 12 12 13 13 13 14
Forages 187 200 204 263 235 239 264 285 187 289

Sources: Ministry of Agriculture; and Fund staff estimates.
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Table 9. Albania; Production and Yields of Selected Fruits, 1992-2001

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

{In thonsands of trees)

Appies, pears, peaches, figs 2,867 2,867 4,065 4,061 4012 4,107 4,009 3,875 4,179 4294
Citrus 305 305 174 407 361 296 275 266 305 302
Grapes
Pergola 2,233 2,21 2,867 3,126 3,370 3,665 3,497 3,706 3,856 3,045
Vineyard (in hectares) 6,193 6,193 4,545 4,342 4,345 4,121 4,306 4,380 4,613 4,878
Olives 2313 2,313 2,646 2,799 3,084 3,209 3212 3,200 3,256 3,246

(In thousands of tons)

Apples, pears, peaches, figs 34 42 45 52 58 35 53 54 [} (%]
Citrug 13 13 13 4 3 3 2 3 3 3
Grapes k1] 40 44 55 39 67 i34 70 79 85
Pergala 27 28 28 38 40 45 40 41 46 45
Vineyard H 12 17 18 19 22 28 29 33 43
Olives 20 25 30 19 28 x) 47 42 36 40

{Yield in kilogram per roat}

Apples, pears, peaches, figs 12 15 11 13 14 13 13 14 16 15
Citrus 42 44 35 9 8 10 k] 9 9 9
Grapes
Pergola 12 13 10 12 12 12 11 11 12 n
Vineyard 2z 2 16 40 4% 55 66 66 71 i
Olives G 1t 1 14 9 10 15 13 11 12

Solrces: Miniatry of Agriculture; and Fund staff estimates.
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Table 14, Albania: Production and Yields of Selected Livestock, 1992-2001

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

{In thousands of units}

Stack 5371 6,489 TI7 7,766 7414 7,703 7,865 8,139 8446 8579
Cattle 566 G55 20 840 806 771 705 720 728 719
Pigs 90 9 98 160 98 97 LK) 81 103 106
Sheep 1,232 1,415 1,630 1,736 1,453 1,372 1,395 1,435 1,448 1,448
Goats B58 248 1,100 1,150 895 840 764 795 800G B2
Poultry 2,518 3,359 3,662 3,900 4,108 4,566 4,862 5023 5,291 5422
Beehives 1§ 20 27 40 54 57 56 67 76 a2

{In thousands of units)

Production
Meat, total (tons, live yield) 91 96 112 116 105 104 106 m 112 114
Cattle 43 44 51 56 59 59 5B 61 63 62
Pigs 186 18 20 20 9 10 0 10 10 10
Sheep and goats Kt} 30 37 37 33 31 32 as 35 37
Poultry k) 3 4 4 4 4 5 5 4 5
Wooal {toms) 3 3 3 4 3 3 3 4 3 k)
Mitk, tota] ({iters) 612 671 203 964 1,044 850 861 908 948 984
Cow milk 486 537 644 791 895 708 722 78] 807 840
Sheep milk 55 59 73 g2 70 68 72 74 70 72
Goat milk 70 s 23 96 79 74 67 73 71 2
Eggs (million) 270 276 285 285 34 337 397 414 530 608
Haney {tons} 0 0 4 450 705 633 805 206 1.076 1,183
(Yield per unic}
Average live weight (kg.)
Slaughtered cattle 127 17 209
Slaughtered pigs 9% 92 78
Number of calves bom per 100 cows 79 79 :¥
Number of calves bom per sow 9 ¢ 8
Milk (liter per head)
Cow 1,647 1,720 1,870 1,750 1,710 1,763 1,801 1,906
Sheep 47 43 49 47 47 50 51 51 45 50
Goat B6 BR 92 83 85 £ 88 89 89 92
Woel from sheep (kg.) 2 2 2 2 2 1 1 1 2 1
Eggs per chicken 113 113 118 109 168 102 103 103 129 143

Sources: Mmistry of Agricultare; and Fund staff estimates.
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Table 11. Albania: Consumer Price Index, 1992-2002

(December 1993 = 100)

Average Fnd-of-Period
Percent change Percent change
from previous from previons
[ndex period Index period
1992 49.1 226.0 764 236.6
Q1 284 46.1 k) ) 9.7
Q2 370 30.5 394 4.2
Q3 56.2 516 654 66.1
Q4 T4.9 313 T84 16.8
1993 909 250 1000 0.9
Q1 84.2 124 858 124
Q2 B5.5 16 854 -0.5
Q3 9.2 10.2 972 139
Q4 96.6 5.7 100.0 2.8
1994 111.4 2.6 1158 5.8
Q1 103.4 38 1044 44
Q2 115.7 12.0 mnL7 127
fo%] 1122 30 1116 52
Q4 114.1 1.6 1158 38
1995 120.0 7.8 122.8 6.0
Q1 119.8 50 1209 4.4
Q2 121.8 L7 120.2 0.7
Q3 1172 -3.8 1184 -15
Q4 1213 15 122.8 37
1996 143.7 127 1442 174
Q1 127.4 30 1294 54
Q2 me a5 1317 1.7
Q3 1382 4.8 141.6 7.5
o4 1437 4.0 144.2 1.8
1997 180.2 332 204.8 42.1
Ql 158.9 16.6 176.0 2.1
Q2 1776 11.8 184.5 49
Q3 184.0 16 186.4 1.0
Q4 200.3 8.8 204 8 %9
199% 2174 206 2228 a7
Q1 2153 1.5 2182 6.6
Q2 2202 23 2175 =03
Q3 2147 -25 2171 -0z
Q4 2194 22 2226 2.5
1992 218.3 04 2203 -1.0
Q1 2235 1.8 2226 0.0
Q2 220.0 -1.6 2162 -29
Q3 213.0 =32 213.0 -13
o] 216.5 16 203 34
2000 2183 0.0 2296 4.2
Q1 2199 1.6 21759 -1.1
Q2 2189 0.5 2163 0.7
03 212.3 30 2150 0.6
Q4 2222 4.7 2296 6.8
2001 2274 4.1 2283 -05
[} 2242 0.9 2248 -2.1
Q2 225.0 04 2259 0.5
Q3 2225 11 2217 -19
04 377 6.8 2283 3.0
20021/
9]} 101.4 55 101.5 1.5
Q2 99.8 16 982 32
Q3 930 -1.8 98.7 0.4
Q4 100.0 2.0 102.1 35

Sourees: Institute of Statistics; and Fund staff estimates.

1/ New weights were mitroduced in Q1 2002, with December 2001 = 100
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Table 12. Albania: Population, Labor Force, and Employment, 1990-2001

{In thousands, annual averages)

1950 1991 1992 1993 1954 1995 1996 1997 1998 1594 2000 2001
Total papulation 3,293 3,260 3,190 3,167 3,202 3,249 3,283 3324 3,354 3,373 3401 3087
Of which:
Male 1,709 1,682 1,617 1,606 1,623 1,647 1,624 1,629 1,650 1,662 1,677 1,540
Female 1,584 1,578 1,573 1,562 1,579 1,602 1,659 1,625 1,704 1,711 1,724 1,547
Of whicl:
Nonworking age population 1/ 1,349 1,389 1,396 1,406 1,418 1,431 1,433 1,463 1,467 1,462 1462
Working age population 1/ 1,904 1,871 1,794 1,762 1,784 1,R1R L.B50 1,861 1,888 1,911 1,939
Male 1,000 1,003 962 9535 856 974 981 028 D45 457 971
Female %04 868 832 806 B28 843 86D 933 943 954 968
Inactive and dependent population 2/ 119 187 179 141 143 145 148 568
Labor force 1,585 1,654 1,614 1,621 1,642 1,672 1,702 1,301 1320 1,305 1,282 1,244
Of which:
Male 812 877 ) B&9 B&9 885 k91 794 803 1 779 730
Femule 773 777 762 752 iz 787 811 507 517 514 53 514
Of which:
Emigrant workers 3/ 0 110 200 32 295 295 428
Domesiic labor force 1,585 1,544 1,414 1,382 1,347 1,377 1,274 1,301 1,320 1,305 1,283 1,244
Darmestic employment 1,434 1,434 1,020 987 1,083 1,145 1,116 1,107 1,085 1,065 1,068 1,063
Of which:
State seclor 4/ 905 a17 640 408 327 285 239 226 213 201 191 18%
Apriculture seotor 5/ 520 457 318 486 515 584 761 761 761 761 761 761
Private sector 0 ao0 62 92 241 265 116 120 111 103 114 113
Total unsmployment 151 140 394 a1 262 171 158 194 235 240 215 181
Of which:
Receiving benefits 33 55 295 107 51 46 38 31 25 23 22 14
Unemployment rate (in percent) 6/ 95 89 279 217 195 124 12.4 149 17.8 18.4 16.8 14.5
Of which:
Receiving benefits (in percent) 21 36 208 7.7 ER 33 3.0 14 1.9 L.E 1.7 11

Sources: Institule of Statistics: and Fund staff estimates.

1/ Working age includes men 15-39 and women 15-34 years old.

2/ Tncludes disabled, full-time students of over 15 years old, and military,

3/ According to the Institute of Stalistics, wornen comprise about 5 percent of total emigrants.

4/ Includes budgetery and public enterprises' employees and state farms.
5/ All agriculture sector employment is private after 1992,

&/ Percent of damestic labor force,
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Table 13, Albania: Employment and Wages in Budgetary Institutions, 1992-2001

(End of period)
Employment Monthly wage Price % change Nom. % change Real wage index
In thousands In leks Percent Index Index Percent
change Dec. 95=100 change
1992 207.1 2,879 - 764 236.6 329 . 529 e
1993 185.4 4,738 64.5 100.0 30.9 54.2 64.5 66.5 25.7
1954 167.8 6,962 46.9 115.8 15.8 79.6 46.9 84.4 269
1995 156.0 8,745 256 122.8 6.0 100.0 25.6 100.0 18.5
1996 151.0 10,491 20.0 144.2 17.4 120.0 20.0 102.2 22
1997 150.0 10,491 0.0 204.8 42.1 120.0 .0 71.9 -29.6
1598 135.0 13,234 26.1 222.39 3.7 151.3 26.2 835 16.1
1999 128.4 13,195 0.3 2203 -L.0 150.9 -0.3 84.1 0.7
2000 122.1 15,078 143 229.56 4.2 172.4 143 92.2 9.7
2001 120.1 17,251 14.4 237.66 35 197.3 14.4 102.0 10.6

Sources; Albanian authorities; and Fund staff estimates.
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-53 - STATISTICAL APPENDIX
Table 14. Albania: Fiscal Accounts, 1993-2001
(In millions of leks)

1493 1594 1995 1596 1957 1998 1999 2000 2001
1. Total revenue 3L,17¢ 43,849 53,715 51,341 57,554 93,515 107,809 120,588 135,484
Counterpart sales revenus 4,476 4,194 2,468 266 256 137 155 Q [+
Tax revenue 22,736 35,965 39,679 42,884 46,298 72,572 83,530 104,098 114,294
Turnover tax / VAT 4,991 4,959 5,587 9,076 15,655 28,771 28,794 338,107 41,149
Income tax 4,582 4,140 3,979 4,787 3,592 6,400 10,331 14,346 18,521
Personal income tax 1/ Q 571 633 637 814 1,167 3,119 4,590 6,300
Small business tax 590 824 870 755 385 91N 1,188 1,641 1,974
Profit tax 3,992 2,745 2,477 3,395 2,393 4,323 6,033 8,115 10,248
Social security contributions 3,208 6,384 9,245 12,688 13.143 15,828 18,157 20,053 22,506
Praperty tax 0 kkV) 435 376 293 304 181 190 2
Customs duties 3,642 6,260 5,231 7,708 8,960 12,615 11,450 13,548 12,795
Excise tax 4,348 9,495 13,404 4,947 2,168 4,910 6,961 0,153 9,544
Other taxes 1,965 4,396 3,748 3,302 2,487 3,744 6,656 8,702 9,777
Nontax revenue 3,957 3,690 11,568 8,151 11,040 20,806 24,124 16,490 21,190
Profit transfer from Bank of Alban 1,250 400 5,926 3,359 8,067 16,400 17,591 10,225 10,912
Income from budgetary institutions 1,105 2,054 3,965 2,735 1,834 3,326 5,332 4,841 5,569
Other 1,602 1,236 1,677 1,597 1,139 1,080 1,181 1,424 4,709
IL  Current expenditure 38,582 52,125 58,026 72,493 86,370 117,604 131,545 134,361 142,653
Petsonnel 10,120 15,442 18,438 22,980 25,544 28,336 31,184 33,240 41,208
Wages 8,586 12,045 14,692 17,418 20,377 22,048 24,208 23,820 32,940
Social security contributions 1,534 3,397 3,746 5,062 5,167 6,288 6,976 7,420 8,268
Interest 2,941 4,405 4,984 8,571 18,779 36,086 34,938 29,572 23,620
Operations and maintenance 7,589 10,585 12,231 12,482 13,565 18,537 19,499 19,294 15,741
Subsidies 2,443 2,225 1,304 1,110 1,551 2,308 2,706 5,247 7,778
Social security 7,302 10,821 13,999 20,342 20,133 24,329 34,437 37,402 43,502
Unemployment insurance 4,756 2,367 2,504 2,163 2,204 1,621 1,450 1,919 1,881
Social assistance 1,390 4,156 3,698 3,795 4,274 6,168 6,360 6,661 6,938
Ex-political prisoners (restilution) 395 713 500 500 20 0 . .
Subsidies for homeless 0 0 Q 300 500 220 510 100
Bread/Energy Compensation 494 862 230 0
Enterprise restructuring 1,152 544 139 250 - 4]
Interest cost of bank restructuring 0 0 y] 0 461 1,025 1,886
IN. Capital expenditure 11,853 6,134 19,108 12,752 13,751 23,789 34,127 35,062 43,397
Investment 11,853 16,134 19,108 12,752 13,751 23,739 34,127 35,062 43,397
Of which: Foreign financed 6,722 9,661 7,893 3,792 7.231 13,199 17,158 16,327 19,442
IV. Totai expenditure (E1+111) 50,435 68,25% 77,134 85,245 100,621 141,393 165,672 169,423 186,050
V. Fiscal balance, cash -19,265 -24.410 -23,419 -33,904 -43,027 -47,878 57,863 48,835 -50,566
V1. Financing requirement 19,265 24,410 23,419 33,904 43,027 47878 57,863 48,835 50,566
VI Domestic financing 12,543 14,27G 14,877 3,334 36,884 25,666 27,389 26,155 28,265
Privatization revenues 916 2,200 309 546 910 133 906 8,975 12,686
Qther 11,627 12,070 14,568 30,288 35,974 29,533 26,483 17,180 15,580
VIl Externat financing 6,722 10,140 8,542 3,670 6,143 18,212 30,474 22,680 22,360
Foreign loans and grants 6,722 10,277 8,585 3,792 7,231 19,623 31474 23,679 23,118
Development (gross) 6,722 9,661 7,893 3,792 7.231 13,199 17,158 16,327 19,442
Budget Support and others [ 6l6 692 ] ¢] 6,424 14,316 7,352 3,677
minus; amortization ¢ 137 43 722 1,088 1411 1,000 998 818

IX. Arrears 180 -1,121 -298 0
X. Owverall fiscal balance, commitment basi -19,425 -23,290 -23,121 -33,904 -43,027 47,878 -57,863 -48,835 -50,566

Sources: Ministry of Finance; and Fund staft estimates.

1/ Smail amounts collected in 1992 and 1993 are included under the small business tax.
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Table 15. Albania: Central Government Expenditure Shares, 1993-2001
1993 1994 1995 1996 1997 1998 1999 2000 2001
{In percent of total expenditure)
Current expenditure 718 896 75.2 835.0 80.3 83.2 77.4 793 76.7
Personne] 19.4 238 239 27.0 254 20.0 187 209 221
Wages 16.2 16.1 19.0 210 20.3 156 144 16.2 177
Social security contributions 32 7.7 49 59 5.1 4.4 43 4.5 4.4
Interest 7.1 92 6.5 10.1 18.7 255 2101 17.5 12.7
Operational and maintenance 14.9 189 15.9 146 115 131 L4.4 137 g5
Subsidies 5.1 3.5 1.7 13 1.5 1.6 1.2 32 4.2
Social security 14.4 17.5 18.1 239 200 17.2 16.5 185 214
Unemployment insurance 83 X 32 25 22 11 0.9 1.3 1.0
Social assistance 43 6.1 4.8 4.5 42 4.4 4.0 i3 37
Ex-palitical prisoners (restitution) ¢4 12 0.6 0.6 03 0.0 0.0 0.0 0.0
Subsidies for homesless 0.0 0.0 0.0 04 0.5 0.2 0.3 0.0 0.1
Interest cost of bank restructuring o e 0.0 0.0 0.0 0.0 03 0.6 1.0
Capitul expenditure 222 236 24.8 150 137 168 226 207 233
Of which: Foreign financed 110 142 10.2 44 7.2 9.3 15.3 2.6 10.4
{In percent of GDF)
Current expenditure 3ls 296 258 258 254 25.5 253 4.9 24,2
Personnel 79 749 812 82 75 6.2 6.1 6.5 1.0
Wages 6.6 53 6.3 6.4 6.0 48 4.7 5.1 5.6
Social secutity contributions 1.3 2.6 1.7 .8 1.5 14 1.4 L4 14
Interest 29 30 22 3.1 5.5 7.8 6.9 5.3 4.0
Operational and maintenance 6.0 6.2 5.4 4.4 4.0 4.0 4.7 43 27
Subsidies 20 12 0.6 0.4 0.5 0.5 04 10 13
Social security 5.8 58 62 72 59 53 54 538 74
Unemployment insurance 33 1.2 1.1 0.8 0.6 4 03 0.4 .3
Social assistance 1.7 2.0 1.6 1.4 1.3 1.3 1.3 12 1.2
Ex-political prisoners (restitution) G0 0.0 0.2 02 0.1 0.0 0.0 .0 0.0
Subsidies for homeless 0.0 0.0 0.9 04 0.5 6.2 0.1 0.0 0.0
Interest cost of bank resturcturing 0.0 0.0 0.0 0.0 0.1 0.2 03
Capital expetditure 9.5 8.6 8.5 4.5 4.0 5.2 74 6.5 74
Of which: Foreign financed 5.4 5.1 35 13 2.1 2.9 5.0 3.0 33
Total expendirure (11 + IIT} 40.2 363 343 303 29.4 ang .z 314 315
Memorandum item:
Expenditure on defense affairs and services 32 2.3 2.1 1.7 13 1.] 1.2 1.0 1.1

Sources: Ministry of Finance; and Fund staff estimates.
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Table 16. Albania: Tax Revenue Shares, 1993-2001

1993 1994 1995 1956 1957 1998 1999 2000 2001

(In percent of tutal tax revenus)

Tax Reverme 100.0 lo0.0 100.0 100.0 100.¢ 100.0 100.0 100.0 100.0
Turnover tax / VAT 21.3 13.8 14.1 21.2 333 39.6 355 36.8 6.0
[ncome tax 15.8 11.5 10.¢ 112 7.8 8.8 12.0 14.0 16,2

Personal incume tax 1/ 03 1.6 16 LS 1.8 16 36 4.7 55
Small business tax 25 23 22 18 0.8 13 1.2 16 1.7
Enterprise profits tax 17.0 7.6 6.2 7.9 52 6.0 7.2 7.8 9.4
Sacial security contributions 16.4 17.8 233 29.6 284 21.8 217 19.2 19,7
Property tax 0.0 1.9 12 0.9 0.6 0.4 0.0 0.0 i
Customs duties 15.5 17.4 15.7 18.0 19.4 17.4 [ER 13.0 11,2
Excise tax 18.5 264 26.2 115 47 6.8 8.4 82 83
Other taxes 34 122 9.4 7.7 54 5.2 £4 83 8.6
(In percent of GDP}

Tax Revenue 187 19.4 17.7 15.3 13.5 15.8 16.6 19.3 19.4
Turtover tax / VAT 4.0 27 23 3.2 4.6 6.2 59 7.1 7.0
Income tax 37 22 1.3 1.7 1.1 14 2.0 2.7 31

Personal income tax 1/ 0.1 0.3 0.3 0.2 02 0.3 0.6 0.9 1.1
Small business tax 0.5 04 04 0.3 0.1 0.2 .2 03 0.3
Enterprise profits tax 32 15 1.1 1.2 0.7 0.9 1.2 15 1.7
Social security contributions 31 s 4.1 4.5 38 34 3.6 37 38
Property tax 0.0 0.2 0.2 0.1 0.1 a1 0.0 Q.G 0.0
Customns duties 29 34 2.8 2.7 26 2.7 23 25 22
Bxcise tax 35 5.1 4.6 1.8 0.6 1.1 1.4 17 1.6
Other taxes 16 2.4 1.7 1.2 0.7 0.8 1.4 16 17

Sources: Ministry of Finance; and Pund staff estitnates,

1/ Small amounts collected in 1992 and 1993 are included under the small business tax.



Takle 17, Albania: Exchane Rats, 1992-2002
(T leks per ULE. dollar)

1952

1953

1954

1995 1996 1997 1998 1903 2000 2001 2002
Period ‘Bad of Period End of Feriod End of Perind End of Period End of Feriod Ead of Feriod ‘Bnd of Period End of Period End of Period Ead of Periad End of
Average Period Average Periad Average Period Averge Period Avenge Period Average Feriod Average Feriod Average Perind Average Period  Average Feriod  Average Period
Jan 5887 5950 F08.60 1100 10247 100.68 95.15 94.26 9550 9719 1i1.19 12808 15264 15289 139.93 139.60 136,62 13967 141,24 14243 14018 142,68
Feb. 74.50 78.57 1225 §12.00 103.013 10H 50 9376 92.69 964 9782 129.50 14413 157.11 156.51 14048 J1.10 139.52 13997 142.84 143.25 141.57 140.75
Mar. £2.24 83.10 11213 "7 10247 100.52 93128 93.40 L) 100.52 145.10 148.50 160.23 160.17 14233 14770 140.81 14105 144 33 14886 141,96 14381
Apr. 8373 2459 10986 107 80 101.95 100.64 9323 92.65 10359 104 .64 147.90 14833 139.89 158.73 14472 14415 14244 14482 14548 145.01 144.06 14437
May 8343 #1.00 10701 10600 100.04 9BES 9256 92.67 nzas 109.35 160,71 1750 157.0¢ 15421 14142 135,95 14737 4401 146.53 149.04 14481 146.08
Fun. BO8T 7698 107.03 10760 96.75 93.26 92,18 91.72 110.57 117 18046 178.74 154.05 15075 F3740 13688 14075 13962 14855 14858 142.93 139.75
Tul. 112.60 7702 106.05 10430 9137 9043 90.50 90.32 1106 21 172.20 14517 15046 14816 13555 135.09 140 60 14148 147.85 145.39 13828 138.16
Aug. 1H.81 7738 10238 10190 86.92 B6.60 91.57 9275 108.76 108.03 159.53 15559 149.36 149.92 13287 135.70 14358 147.01 14325 142.93 138.06 140.10
Sep. 94,74 8199 10694 10040 84.64 84.72 94.43 9332 10849 107.79 14899 14740 148,62 1616 13536 13410 14338 14595 14267 141.65 139.21 138.89
Ol %617 9628 9944 9950 8725 8372 220 91335 10849 10481 14744 143.7 12267 141.08 13253 133.93 143,00 14995 14139 140.85 138,59 138,10
Mov. 9119 96.53 10023 101,00 920 04.63 9242 9216 9965 10041 143.24 14458 14190 141.21 13439 13548 14835 14936 140.16 138.81
Dec. [2:9:4:) 9870 100.72 9268 9512 U39 A3 9424 10230 103.67 144.01 149.14 14088 140.53 13531 135.20 146,08 142.64 137.04 13655
Vear BR.A6 9870 10555 9855 9536 9539 92.99 9424 104.76 103.07 149.61 149.14 15123 10358 13769 13520 1437 142.64 143.49 136.55

Sonrces: Bank af Albaniz; and Fund staff calculations,
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Table 18. Albania: Deposit Interest Rate Structure, 1996-2002 1/

(Percent per annum)

From: 1-Apr-96 24-Apr-96 -Tan %6 21-Aug-9%6 2 Feb-97 5-Mar-97 26 May-57 1-Jul-97 18-Sep-97 13-Nov 87 24-Nov.07 ADec-47
To: L-Apm-96 24-Tun-%6 21-Aug-96 1-Feb o7 A Mar-97 25-May-97 30-Run-97 17-Sep- 97 12-Nov-97 23-Nov-97 A Dec 47 25-May-0%
Miniomum deposit rates: 2/
12-month ot depositg 15.0 160 7.0 19.0 2Z0 285 285 it 25 x5 85 270
G-momch time deposins e 50 16.0 185 20 o0 2.0 =0 28.0 %0 B0 6.0
I-month time deposita 125 150 16.0 185 205 b2 M0 o as0 20 3.0 260
From: 25-May-9% 19-Tunv-98 24 -Aug-98 121-001-38 12-Nov-9% 17-Feb-99 I May-3%  15-im-59 T899 148099 3-Nov-99 19-Jan-00
Te: 19.Jun-98 24-Aug-98 23 Oer-98 12-MNow-38 17-Feb-5% 27-May-29 15-Rm-99 F-Jul 9% 14-52p-92 3-Nov-6% 10-Tan-00 9-Mar-00
Minimum deposit Tates: 2/
12.memth 1ime deposits 4.0 21.0 0.0 180 1635 150 140 130 10 100 o0 85
Broarh fims deposita “no 2.0 200 180 165 155 145 135 115 AUE] 9.3 83
J-month tims dzposita 4.0 .0 n.o 180 165 155 145 135 115 s 9.3 £.0
TFrom: 1-Jan-09 1-Feb-00 29-Mar-00 1-Mar-00 1-Apr-00 17-May-00 1-May-00 7-Jun-00 1-Jul-08 1-Aug00 1-8ep-00 1-0ci-00 1-Nov-00 1-Deg-00
Ten 31-Jan-00 28-Feb-00 17-May-00 31-Mar-00 30-Apr-00 F-Tun00 31-May-00  30-Tun-00 3 -Tul-00 31-Aug-00 30-Sep00 31-Der-00 20-Nov-00 31-Des-00
Minimum deposil rates: 2
12-mowch e deposita 80 8.0 18 75 -
6-month time deposita 75 -
J-month tinve deposila 70 T 65 6.5 65 6.5 -
Actual average depont Tales 3/
2-monch time depasita £8 X} 8.6 26 8.6 33 T8 7.8 %2 1 78 77
6.menth timo deposity 8.5 89 E& ES LR 81 8.2 82 22 19 TR 15
J-mowdh ritie dapositg o 82 81 1.1 8.1 1.8 T4 74 73 7z 6.9 69
From: 1-Tan-D1 1-Feh-01 1-Iar-01 1-Apr-i 1-May-1 1-Tun0) 1-Tui-01 1-Aug01 1-Sep-01 1-Dct-01 1-Nov-0t 1-Dec-01
To! 31 -Tan-01 28-Feb-01 31 -Mar-01 30-Apr01 31:-May-01 30-Rum-01 I-Td-01 31-Aug0l 0-Sep-01 31-0c1-01 30-Nov-in 3-Dec-01
Actual averags depos rarss
12-month time deposits 173 TS kAT 768 e .68 169 ™ ki 172 7. .76
G-month time deposis 752 7.61 7.5 T4 1M 7.4 14 113 126 TR 7.29 137
Z-momth time deposits 6.9 6.84 690 E87 68 46.87 6.87 6.85 £.58 (2.1 661 6.93
From: 1.Jan-02 1-Feb-02 1-Mar-02 1-Apri2 1-May.02 1-Jun-01 1-Jul-2 T-Aug02 1-Sep-02 1-Oct-02 1-Nov-02 1-Dee-02
To: F1-Jan-02 28-Feb-02 31-Mar-02 30-Apr-02 31-May-02 30-hmn-02 M-Td-02 3-Aug-02 M-Zep-02 31-Oer-02 30-Nev-02 31 -Dec-02
Achef averags dipodit rates
12-monih tims dsposits 77 775 ] 176 864 B.63 274
G-mionch tits daposite 3 73 739 139 7.78 7.5 221
J-month time dsposita 6.53 6,54 6.91 6.97 728 T.69 7.56

Bouree: Bank of Albania

1 For depoaits in leks; intersar razes on foreign currency deposits ere sot in line with rates in major European countried,
Y From April 1, 1996, the BOA set the minimum deposit Tates, unil kst wers phased ot during 2000.
M Awerage deposr rates ovs caloulated as a simpls anithmetic average.
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Table 19, Albania: Monetary Survey, 1993-2002

{In billions of lek)
1993 19%4 1995 1996 Lagy 1973 199% 2000 2001 002
o Qz ] o] QL 3] L) v, L4} ® Q3 o] Ql o a3
Stocls, end-period
Broad mancy 504 T0E 1974 L1346 1985 395 505 2644 2799 929 W54 299.8 3ns 281 179 470 I625 3934 3924 3954 4074
Cutrrncy LB.0 276 413 47.3 727 €83 630 720 745 £12 814 85.6 920 292 948 o1,z 106.3 s 1247 1323 130.7
Deposite. 324 43.1 65,5 6.7 1258 171.2 185.3 924 2003 2115 o k] 213 2158 1789 24332 2458 2561 2743 2678 262.7 706
Ltk depagits 221 98 455 718 9.5 130.9 1406 1443 146.9 1583 1552 157.2 1567 1653 1706 174 1778 186.2 1816 17189 1852
Forex deposits 12 123 0.1 EER] 263 40.3 4.9 48.1 515 RER S 56.7 571 63.0 656 7i.5 T4 TR 83.1 262 BLY L4
Net forcign azscis -28.9 215 535 334 68.3 820 BB.D Mo LoL.L 100.0 %7 024 1218 1304 1467 1472 1556 12856 159.2 L5378 1656
Bank of Albanie -36.9 -36.6 121 202 214 359 37 4L 46.7 463 470 52.5 63.6 s 7.9 7] B4 86.0 521 4.5 .8
Commercial banks 81 15.1 211 3z 365 471 49.3 34 544 EEN] L7 49.9 58.2 356 66.7 649 2.0 72.6 671 614 88
Net domestic 8ssets. 792 923 720 el 130.3 156.5 L62.5 1704 178 1925 1964 1972 185.7 1973 1911 199.8 2088 2349 352 373 Z41.8
Claims on coniral gevernmest (net) 733 7.6 740 7.4 175.5 L.l 1825 137.2 2012 2022 072 076 153 2160 2123 2172 pRIN ] 2338 2352 36T
Claims oo Ftate cotcrpriscs and foms 24 25 al 29 28 2.2 19 0 L7 156 1.6 1 X4 1l .6 0.7 0.6 05 0.6 oL @l
Claims on the private sector 4.3 iz L&) 1.0 149 164 163 16.6 163 184 LN 2.2 s nz 253 219 74 00 12 255
Orher ftems {net} -0 S0 -135 <258 =323 -36.7 -a5.2 203 Rira] 213 Rrkx:1 G313 4.7 1.3 436 335 Relik 4.0 288 30.9 -03
Memorandum items:
Contribution to cumuletive growth of
‘broad money during the year
Broad money 750 40.6 5L 43.8 285 w6 46 164 ey 223 09 24 LX) e 3.0 5B s 9.9 42 0.5 XS
NFA V [+ 4.6 (2] 177 20 74 2.1 46 15 71 24 08 T4 [X] 50 sl kAl 8.6 0z 4.2 L8
N4 Uf 3.9 5.9 3.2 2.2 19.5 132 23 58 7.2 15.0 La L6 0.9 1.7 -1.8 ¥ as 114 0.4 0.2 LE
Claime on centrat government (net) - 8.3 7.1 251 246 ldd 1.5 24 49 .y 02 20 .2 43 02 09 1.6 48 a7 L1 L5
Claims on state enterprises and farms 0.1 0.9 03 03 00 043 Eir 4.2 -0.5 0.0 0.0 LK} 02 0.1 04 ol 4.2 L] .1 -0.1
Claims on the privaie sector . 54 0.3 24 13 Lo 06 06 0.7 038 9.5 1.0 18 1.8 03 05 £l L6 LX) Ls 2.1
Other items (nzt) B P 1.9 -4 -LLE 4.1 Lral 0.6 7 20 12 95 -l4 42 4B 2.2 [1%:3 32 EX <13 -1.7 -1.7
12-month percent change
Broad moncy 150 an.6 sta 400 -8 20.6 233 a5 4.2 223 (A7) 134 114 120 144 157 163 19 L6i 4.0 124
Lf which:
NEA 1 151 146 12 7.7 .0 AR 243 FL ¥ pak] 204 122 84 205 0.4 486 437 26.1 pIN 8.6 7z 75
Claims on gevernmem 28.3 26.0 351 226 124 .t 18.1 1LE 146 129 12.5 108 10 6.8 2.5 4.6 3 3l B 9.6
Ciaims on st coterpriscs and farms .7 1132 147 -k56 -£7 -24.6 218 -293 10 270 -173 -17.7 Are -6E.0 -53.8 5.0 -48.0 -2 -37.2 -394
Claims on the private sector - 614 0. 271 150 147 33 156 14.00 113 122 211 335 %] 63 280 -L.2 34 4.7 32 623

Sources; Bank of Albanisy upd Fund swiTestimates.

1/ Reflects 1he ene-aff adjusm ent 1o the monetary euthoritics’ Becoums follewing the commersiel bank debt dral ef Scptember 1995; NFA wis raised and ND A decreased by equivalent anounts.
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Table 20, Albania; Balence Sheet of the Bank of Albania, 1993-2002

(I billion of lek)
1943 194 1995 1996 1997 1998 1959 2000 2001 2002
1] Q2 Q3 Q4 [4]] 02 B 9] +]} Q2 (41} o Q [#2] Q
Stocks, end period
Reserve motiey 304 421 539 614 920.9 299 877 3 98.7 109.2 1088 1182 1242 1288 1253 1351 1357 1521 15%.6 162.8 161.0
Cutrency 183 284 427 503 4.1 69.6 67.1 4.6 76.6 829 B6.4 88.5 5.3 1014 93.0 1044 109.2 13 1293 1355 1342
Curreney outside banks 18.0 76 418 4718 n3 683 65.0 720 4.5 813 B34 856 90200 9.2 94.% 1012 1062 1181 1247 1327 130.7
Commestial bank cash in vaulis 0.3 [t} 08 25 14 1.1 21 26 21 1.6 A0 29 33 pv] 3.2 33 9 23 4.6 28 35
Deposit momiey banks deposits 121 138 112 1.1 16.8 203 206 19.7 2.0 264 24 227 289 274 3 30.6 26.6 30.8 30.3 72 26.8
Required mserves s 42 57 4T 12.0 17.0 136 45 6.3 58 6.1 62 &6 [ %) 7.4 16 77 79 9.3 5 B9
Excess reserves 2.6 94 55 19 438 33 290 152 159 0.6 163 16.5 23 0.7 199 231 189 29 21.0 13.8 17.8
Net foreign assets -16.9 -36.6 13.1 20.2 313 35.9 38.8 42.6 467 470 47.0 5235 63.6 FEd 7.9 2223 84.7 B5.G 92.t 943 95.8
Foreign assets 176 226 45.8 51.0 852 5.0 6.3 £5.1 714 1 31 733 847 923 100.8 1023 105.1 164.9 HIe 1152 1HE9
Foreign linbitities 545 59.3 336 368 5.9 351 515 225 47 4.1 26.1 208 211 205 09 20.0 204 18.9 1.3 208 2.2
Mzt domestic nssets 67.3 8.7 40.8 Nz 59.6 340 489 3.7 520 62.3 61.8 38.7 60.6 1.0 454 528 51.0 5.2 67.5 3.3 4.2
Net credil to government 224 347 303 44.9 104 615 61.9 388 3.0 65.9 7.3 67.0 737 724 757 709 546 0.0 7.7 735 68.4
Claints on deposil money banks 1/ 30 34 33 14 14 46 31 6.0 2.6 59 4.2 (33 44 13 5.6 -1.9 1.1 6.7 16.5 133 1.4
Other itams (net) 41.9 40.5 -1.9 211 -18.3 -18.1 -16.1 -131 136 4.5 -10.3 -14.9 -l7.5 168 238 -16.2 -l4.6 -10.6 -14.8 -85 -15.6
Memomandum items:
Confribution to commulative growth of
reserve money during the year
Reserve money t09.5 385 28.1 14.0 43.1 -1.2 2.4 49 2.8 21.6 .5 17 136 17.8 -2.7 49 5.4 18.1 49 1.0 5.8
NFA 2 i.6 1.0 40.1 131 18.1 5.1 3.2 T4 120 123 0.0 5.1 15.2 2.7 6.3 B2 0.0 11.0 4.0 5.6 71
NDA 2/ 108.2 315 -12.0 0.8 36.0 £.3 5.5 -2.5 -2.2 %3 £.5 -3.3 -1.6 4.9 5.0 =33 4.6 11 0.8 14 -3
Met credit to government 40.7 10.9 165 458 -2 £.2 9.6 5.0 -1.7 18 1.0 11 59 26 -12 £.1 -1.8 11 23 -1.1
Claims on deposit meney banks 1/ " 14 £0.3 0.1 6.7 3.4 -1.6 16 -2.2 14 -1.6 0.6 -14 4.2 £.1 -2.5 0.2 4.2 15 4.3 31
Other ilems {net) 2/ 45 226 5.7 225 0.2 2.2 5.6 50 2.6 0.7 4.9 7.3 £.7 -13.1 5.1 4.7 -1.0 28 5.2 <33
Reserve raoney growth (12-month change} 109.9 385 ®1 14.0 481 Rt 27 120 4.2 216 4.1 17.9 258 17.8 152 215 2.3 18.1 274 20.5 18.6
Ratio: Broad money b reserve money 17 17 20 25 232 27 29 28 2.8 27 27 27 25 25 27 26 27 26 25 24 15

Sources: Bank of Albania; and Fund stalf estimates.

1/ In Jamuary 1496, 2 1.7 biilion lek bond was issued to the BOA to cover its 1oan to the NCB; the BOA no longer has & claim on the NCB.

2 Reflects the one-off adjustment to the monetary authorties’ accomnts following the commereial bank debt deat of September 1995; NFA was mised and NDA decreased by equivalent amounts.
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Table 21. Albania: Net Foreign Asset Posttion of the Rank of Albania, 1993-2002

({In millions of U.5. dolkars, end of period}

1953

1954

1995

1596

1867 1998 155¢ 2000 2001 2002
Q1 Q2 Q3 Q4 a @ L] LY.] o] Q2 Q3 Q4 Q1 qQ: Q@ Q4 Ql (474 4]
Net forsign asses -200.7 -2865 1154 1539 1792 1879 2077 1238 4.9 3.8 829 3152 3147 kDR 3440 404.6 467.0 6.6 528.1 570.9 G008 6029 6428 o631
Fortign asgets 152.0 209.6 469.2 109 SR8 545.5 574.0 610.2 B15.0 519.7 4454 497.4 4921 486.7 451.1 546.6 613.2 657.8 651.0 Nnag BT TALE TReT7 8054
Grold 1/ % 3l 22 58 5.5 54 54 5.6 5.8 38 3B 59 3.8 3.8 56 54 54 3.0 4.% 5.0 49 42 X 51
Cah by veults ae 0.0 0.0 2.0 1.3 23 2.3 a1 (%1 490 38 21 1.5 0.6 %) 03 13} L% ] 0.0 % 1.9 55 5.0 0.2
Diebosils
Demand deposits 7.0 4.3 39 9.6 334 s kxR 320 ki) 311 To4 654 .7 M7 43.8 666 6.1 ne 7 28 T4 160 154 51
Time deposits 140.4 197.9 2369 267.7 7.5 ®0.9 51.0 2R8.3 860 FrrAt 813 s 346 2711 253.6 2748 3247 3774 2077 o 198,80 1721 1n4.90 T
Equily participalion 1.7 1.7 0.0 0.0 [13)] (2] a0 a0 0o 107 35.1 350 970 1063 103.1 1144 1315 116.6 22 3244 3758 457.3 556.7 616.2
Reserve pogition in the Fund 0.¢ 0.0 2.0 0] on [31] 00 00 oo 4.5 45 4.6 4.6 435 4.5 44 44 4z 4.2 43 4.2 42 4.4 44
SDR heldings 0.0 3 a1 4.3 0.6 ni 573 592 611 615 6.5 780 768 273 ®0.2 ®0.7 6.0 825 T3 B43 815 ne 79 833
0.5 Treagury Bill gollatecal 2250 250 25.0 5.0 25.0 125.0 250 250 0 00 00 o0 128} 0.0 0 .o o 0.0 [iki} oo 0.0 LX)
Forsign liabilities 451.7 496.1 149.7 570 3596 BTH 366, 386.4 3801 LLyA 162.5 1822 1774 184.7 1471 142.0 151.2 1412 1329 1428 1368 139 1469 1433
Tremand deposits liabilitisa 55 ) LEH fr o [ 0.0 no o0 oo a9 no 0.0 0.l .0 0.0 0.0 0.0 LX) 0.0 a.e iti] me ne e
Forcign benks credin 55 3 199 53 407 398 N4 5968 61.7 559 564 618 58T 353 358 513 38.6 N5 496 519 5316 536 &2 &3
‘Non-residents deposisls 7.6 J0.B 08 oo 0o LX) 040 LX) LX)} LXi} [T} no 00 0.0 150} 0.0 oo oo o o oo [} 0.0 00
Crverdus obligations ¥Ts2 414.% 090 [0} 0.k [iXH} iK1} o0 3941 382 2z 382 &I 322 .o L1503 120} 0.0 0.0 0.0 0.0 0.0 0.0 0.0
30-year honda [er foreign exchange claima 2250 40 230 258 50 2250 5.0 250 oo .o 0 LU £2.0 124} 0.0 0.0 11} 0. ['Li] 1%1] Lo} Lo}
Eatermal public debt after the debt deal 155 17K 144 156 156 156 [} 09 no ko no 2.0 L0 L2y .o 0.0 0.0 0.0 oo [iXi} 0.0 [}
Additional leiters of crodit arrears 48 e 243 ni 34 34 0.0 0o 0o oo 00 0.0 0.0 [120] o £.0 12} 0.0 (L] LX) L} 0.0
‘Liahilitics to the TMF 305 52.7 2 5.1 55.0 538 602 628 644 688 679 82.1 805 508 L) 0.7 926 297 33 B39 832 RO3 RSE 8.0

Source: Bank of Albania.

L/ Valued st SDR 33 per outice,
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Table 22. Albania: Structure of Bank Deposits by Currency and Depositor, 1993-2602

(In millions of leks)
19593 1994 1995 1996 1997 1598 1999 200 2000 2002
a @ ® ™ a @ o o @ @ @ Q @ @ o a @
Total depasits 32,365 40,148 65543 106,732 125821 134,600 147,135 158,074 171,202 185,541 192,413 200,291 211,537 211,983 214276 219,777 228,865 243,157 5806 256235 274344 267,786 252,665
Dontestic currency depasits 2,115 29,844 45464 72831 89,495 99,039 111,382 119,369 130,940 140,648 144,264 146,804 158326 155240 157,180 156732 165261 170,621 173409 177,840 126,199 181,565 178,933
Of which:
Stede enterprises T80 7962 10909 9,103 9,853 7345 9590 9061 8227 7191 7264 6951 K30 141 8066 6411 801 2,059 7,964 7,543 6,202 7,55 7,850
Private sector 1,647 2,801 5501 34,215 8500 5560 536 5714 138 8579 0723 9968 15793 12250 12,8 13,849 15881 12,840 1398¢ 4787 17,332 16257 17,310
Households 12,487 19,081 28984 29454 71,102 83,167 95,895 104,594 115355 124,878 127,277 129,884 134,402 135572 136335 136472 141,357 149722 151436 155510 I6%164 157,752 153764
Fureign cumency deposits 10,248 13,304 20080 33,906 36,326 35,561 35753 3RJ04 40,262 44833 4R140  :3AR7 53,210 56,734 51,077 63,045 63,604 7256 TA07 7895 RR12S 86201 83,732
Of whicl:
State enterprises 7,231 6315 8260 6300 8,041 9120 9768 9919 10,351 10,696 11470 10,563 10,049 10905 10,710 11,273 10,025 12,500 12,268 11452 10,301 0,13 1112
Private sector 1/ LI 2338 4382 16854 10497 B934 R956 0860 9,905 13,542 15,032 14,139 11,447 13,704 12,297 14,224 12,823 14,482 16,045 17,313 17,908 17,938 15,818
Households 1,388 4,061 7438 I0152 16,789 17487 17,025 18925 19507 20,655 21,647 28,788 31,715 32,125 MO0 W HME 40,756 45 245 44 082 40,629 59,916 58,130 57,802
Memorandum itein:
Domestic/total deposits (percent) 683 6.2 69.4 682 713 736 5.7 755 T6.5 738 750 3 48 732 734 713 712 0.2 0.5 65.4 51.9 67.8 68.1

Sources: Bank of Albania; and Pund staff estimates.

1/ Incomplete reporting through March 1993,
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Table 23. Albania: Distribution of Deposits in State-Owned Commercial Banks, 1993-2001

December 1993 December 1994 December 1903 Decamber 1996 December 1957 December 1998 December 1402 Drecember 2000 December 2001
Milliens Percenl Millioms Percent Millicna Percent Miltiona Percent Miltions Percent Millicena Percent Millions  Percend Millions Percent Millions Farcent
of leks of 1otal of leks of total of leks of total of ks of total of Teks. of total of leks of todal of leks of tatal of leks of total of leks of total
Total 1/ 32,365 106 43,148 100 65,543 100 106,738 100 125310 100 171,406 106 211,535 100 228,865 100 74,468 100
Of which:
Mational Commercial Bank (NCB) 2/ 16,728 51.7 16,860 39.1 24,562 315 61,932 38.0 27,420 21.8 20,920 122 22 426 10.6
State enterprises/famis 4,152 924 12,505 86.0 16,132 25.6 .
Joint ventuns 415 9.4 186 5.9 453 24
Private sector 1,354 574 2,375 524 5,948 315
Houssholds 807 57 1,594 69 2,029 10.3
Savings Bank (SB} 12,696 92 20,401 473 32,002 48.83 34,599 325 65,704 522 136,406 9.5 160,974 76.1 162,550 7.0 178,263 4.9
State enterprises/farms 463 3.0 495 34 R64 4.6 .
Jomt ventures L] G0 0 0 0 0.0
Private sector 41 14.5 1,082 pak: s 2219 4.1
Heuseholds 11,892 837 12,824 §1.8 28,919 194
Kurat Commereial Bank (RCB) 2,556 19 4,108 9.5 5941 o1 6,644 8.2 371 20
State enterprises/farms 791 51 634 44 901 48
Joint ventures 8 1% a3 49 7 09
Private seclor 275 11.7 35 7.6 416 4.5
Houaeholds 1,482 10.4 3,004 134 4619 12.7

Source: Bank of Albania.

1/ Including private banks.

2 Reflecting its privatization, the deposit stock of the Mational Comvercial Bank was included wmtil September 2000.
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Table 24, Albania: Credit provided by State-Owned Banks, 1993-2001 1/

1993 1994 1993 1596 1997 1998 1999 2000 2001

(In miflions of leks, end of period)

Total credit 6,851 5,228 11,315 13,094 12,507 12,607 9,751 7,377 934
Of which:
Public enterprises 2,587 2433 3,136 3,752 2,832 2830 1,686 876 154
Frivate 4,264 6,796 8,179 9,342 10,075 9,776 8,079 6,499 780
National Commercial Bank 3/ 2,862 3.2R0 3564 3,889 2,080 1,525 1,526
Of which:
Public enterprises 1,646 1327 1,522 LU78 831 431 418
Private 1,210 1,953 2,042 2,711 1,259 1,094 1,107
Savings Bank 1,044 1,669 2,850 4511 9,454 9,705 8225 7377 934
Of which:
Public enterprises 337 890 1,147 2,159 2,001 2,400 1,268 876 154
Private 656 979 1,654 2,352 7453 7,305 6,972 6,499 780
Rural Cemmercial Bank 2,995 4,067 4,475 4,693 1,373 1,377
Of which:
Public enterprises 604 523 524 414 0 0
Private 2,322 3,544 31851 4,279 1,373 L3rr A
Memorandum iterms {In percent)
Total credit
12-month percent change 74.9 4.7 22.6 9.8 -1.4 -2.3 -227 -24.3 -87.3
Ratio to GDP 5.5 4.9 5.0 4.7 38 27 L9 14 0.2

Sources: Bank of Albania; and Fund staff estimates.

1/ Exchndes pre-June 1992 loans to state enterprises, farms and agricultural cooperatives for which the govenunent assumed responsibility.
2/ Before liquidation, March 1998,
3/ Reflecting its privatization, the credit stock of the National Commercial Bank was included until September 2000.



- 64 -

Table 25. Albania: Nonperforming Credits of State-Owned Banks, 1993-2001

STATISTICAL APPENDIX

1993 1594 1995 1996 1997 1998 1999 2000 2001
(In millions of leks, end of period)
Total 926 2,452 3,442 4,516 0,049 10,064 8181 7,650 223
Of which:
State 186 253 315 418 1,625 1,638 a7 901 2
Private 740 2,197 3,127 4,098 7,424 8,426 7.264 6,749 221
National Commercial Bank 1/
Total 364 939 1,250 1.517 1,048 1,229 1,179 1,214
Of which:
State 135 228 284 334 545 293 280 259
I'rivate 230 711 473 1,183 503 916 893 915
Savings Bank
Total 243 360 465 566 7,271 7,860 7.002 6,436 223
Of which:
State 0 0 I 57 1,080 1,345 &31 601 17
Private 243 360 464 509 6,190 6,515 6,371 5,835 2212
Rural Corrnercial Bank 2/
Total 119 1,133 1,598 2,231 1,377 1,377
Of which:
State 52 27 31 27 0 0
Private 267 1,107 1,567 2,204 1,377 1,377
Memorandum ilems:
Ratio of nonperforming credits to:
Commercial bank deposits 29 5.7 53 4.2 7.2 5.9 ERY 33 HDIV/(
Total claiins on stale enterprises
and the private sector 134 253 inz 3le 57.1 56.9 41.1 31 H#DIV/D!
deposits 32365 43148 65543 106738 125820 ¥I1406 211535 HHHEHE
claims 6500 9700 11400 14304 15835.1 17692.1 19889.7 246206

Sources; Bank of Albania; and Fund stafl estimates.

1/ The Mational Commercial Bank {currently, the BKT) was privatized in 2000.

2/ Before liguidation, March 1998,
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Table 26. Albania: Balance of Payments, 1994-2001

1994 1595 1996 1997 1998 1999 2000 2001

{In millions of TS, dollars)

Current account ~282 -176 -249 -281 -193 =270 =271 -260
Trade balance -460 414 -692 -519 -621 -B46 -821 -1,027
Exports 141 205 228 167 205 275 255 365
Imports 601 679 921 685 826 1121 1,076 1,332
Services (net) 1 -87 2 18 .12 -11 &6 111 225
Of ‘which : Interest due 42 6 11 1 13 11 10 12
Private transfers 264 300 425 250 40 327 439 543
Capital account 181 01 167 83 o4 219 319 279
Official transfers 161 118 77 71 89 139 111 125
Direct invesiment 65 89 97 42 45 51 143 204
Other capital inchiding shorl-tent flows -98 -87 -120 -81 -88 -44 -6 -131
Official medium- & long-term loans (nef) 2/ 54 21 113 46 53 72 71 81
New borrowing 60 82 119 53 62 80 Y g9
Muliilateral loans 2/ 15 32 42 16 31 54 60 54

‘World Bank 13 20 29 15 24 28 40 34

EBRD 0 4 7 Q 1 0 2 2

Other 0 8 6 1 ] 25 18 18

Bilaterai loans 45 50 77 37 31 26 19 34

Gther loans 0 0 [} a a 0 o] 0
Amortigation 2/ -6 0 -5 -8 -9 -8 -9 -7
Errors and omissions 3/ 57 ] 106 206 105 28 33 106
Net balance = I+II+IL -4 35 25 9 i1 223 & 128
Finanecing requirement = - IV 44 =35 =25 -2 -11 23 -80 -125

Available financing 44 3% -25 -9 -11 23 -80 -125

Change in net reserves (increase = -} -35 -26 -43 -27 -71 -83 -111 -131
Change in gross reserves, {increase = -) -57 -36 -33 -31 -78 -101 -123 -129
Use of Fund Resources (net) 22 10 -8 4 7 17 12 -1

Fund (Credit Tranche) 1] [ 0 12 g 0 j\] 0
Fund (ESAF) 2 11 0 a 8 21 19 12
Repayments to Fund a -1 -8 -8 -1 -3 -7 -14

BOP support 206 21 13 14 54 a6 29 4
Bilateral ] 3 11 9 17 46 k] 4
Multilateral 20 18 2 5 37 50 24 ]

Changes in sarrears (increase = +) 4/ 5/ 6/ -50 -422 5 4 -13% 5 2 -32

Overdue debt forgivensss 6/ 7/ ] 393 0 ] g 0 a 10

Debi service relief (rescheduling) 6/ 8/ 109 0 0 0 145 s ¢ 23

Finaneing gap ] 0 0 0 0 0 Q 0

Memorandum items:

Gross usable reserves 204 240 275 306 384 485 608 737
(months of imporis of poods and 29 x7 4.0 38 3.7 3B 4.1 4.6
non-{aclor services)

Trade balance (pezcertt of GDP) 8/ -23.2 -19.6 -25.7 <227 -20.4 -18.0 -21.9 -25.8

Current account {percent of GDP) -14.2 -7.3 92 -123 -6.3 -7.3 -7.2 -6.3

Current account excl. factor services {percent of GDF)

Debt service (percent of experts of goods

any non-faclor services) 21.5 23 6.9 73 8.4 38 36 19
Extemnal debt {percent of GDP) 9/ 56 32 31 38 33 30 3 29
Merchandise exports (percent growth) 26.5 4.9 11K 271 229 342 7.1 193
Merchandise imporis (percent graowth) -02 13.0 356 -25.6 20.6 13.5 14.8 23.7

Sources: Ministry of Finance, Bank of Albania, donoes, and Fund staff estimates,

1 New methodolopy introduced in 2000 for the calculation of tourism services. 1999 tourism services revised {staff estimate based on new methodology) to
allow for inter-year comparisons in the 2001 Article TV consultation,

2/ Excluding IMF.

3/ The large errors and omissions in 1997 reflects incomplete data for the first half of the year as a result of the crisis.

4/ The figure for 1994 includes the elimination of arrears on medium-ierm debt to Paris Club creditors and the seitlement of bilateral clearing account arrears
(to GDR) with Germarny.

5/ The figure for 1998 comesponds to the clearance of arrears to Russia and Italy as aresult of an assumed new Parig Club rescheduling. The stock of amears
is subject to reconciliation with Russia and Italy.

6/ The figures for 2001 correspond principally to the clearence of arrears to the Turkish Expori-Impart Bank in May 2001 (USD9.4 million in overdue
intexest forgiven; USD17.6 million rescheduled at 6M Libor+0.5%, 15 years maturity, 5 years grace) and the Turkish Central bank in December 2001
{USD0.S million in penalty interest forgiven; TTSDS.1 million rescheduled at 60 Libort,5%, 15 vears maturity, 5 years prace; 20 equal semi-annual

7 Debt Torgiveness in 1995 corresponds to commercial bank debt restructuring under the Brady deal.

8/ The Ggure for 1994 corresponds fo the rescheduling of Pariz Club debt in December 1993,

9/ Exeludes imports (official transfeas) related to the Kosovo erisis.

10/ Includes arrears. Estimates revised to reconcile the data recently provided by the authorities.
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Table 27. Albania: Commodity Composition of Exports
SITC Classification, 1994-2001
SITC Description 1994 1995 1996 1997 1998 1959 2000 2001
Category
(In percent of total exports)
0-1  Food, beverages, tobaceo 9.3 7.5 8.9 11.0 9.6 54 6.6 5.8
and live animals
2 Crude materials, except fuel 282 247 16.9 208 19.2 76 8.6 7.5
3 Mineral fuels, lubricants 32 2.4 4.1 1.7 1.2 2.2 1.9 1.5
and related materials
4 Amnimal and vegetable oils and fats 04 07 22 0.0 0.2 0.1 0.0 0.0
5 Chemical products 2.3 1.2 1.4 1.5 0.4 03 0.7 1.1
6 Manufactured goods 100 14.1 138 12.0 93 83 1.8 12.7
7 Machinery and transport 0.7 14 L7 57 2.8 57 L9 32
equipment
8 Miscellaneous manufactured 459 45.6 51.1 46.8 573 70.2 68.5 683
articles
9 Miscellaneous trunsactions and 0.0 1.8 0.0 0.0 0.0 0.1 0.0 0.0
commeodities not classified
according to kind
{In millions of US dollars)
Total (SITC 0-9)
Balance of payments estimates 1/ 141 2035 229 167 205 275 255 305
Reported by INSTAT 141 201 211 140 207 352 261 305

Sources: Ministry of Foreign Trade; Customs Department; Bank of Albania; Institute of Statistics (INSTAT); and staff estimates.

1/Bank of Albania estimates for balance of payments purposes (including adjustments for freight, insurance and simuggling) have not yet been
revised to reflect recent updates by INSTAT.
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Table 28. Albania: Commodity Composition of Imports
SITC Classification, 1994-2001

SITC Description 1994 1995 1996 1997 1998 1999 1/ 2000 2001
Category

(In percent of total imports)

0-1 Food, beverages, tobacco and 253 255 314 24.0 235 255 19.8 17.9
live animals

2 Crude mafterials inedible, 1.8 2.1 1.5 1.7 2.0 4.2 1.4 13

except fuels

3 Mineral fuels, lnbricants 9.4 8.6 2.5 32 3.8 38 9.0 99
and related materials

4 Animal and vegetable oils and fats 2.5 2.4 2.5 3.1 32 1.7 1.9 1.4
5 Chemical products 7.3 7.2 59 7.3 9.2 7.2 6.9 6.7
6 Manufactured goods 12.6 15.6 i8.3 23.8 24.8 22.6 24.0 238
7 Machinery and transport 28.8 220 22.6 214 16.3 17.7 21.6 243
equipment
8 Miscellaneous manufactured 123 16.1 147 15.5 17.1 17.2 154 147
articles
9 Miscellaneous transactions and 4.0 0.4 04 0.0 0.0 0.0 0.0 0.0
commodities not classified
according to kind

(In millions of US dollars)

Total (SITC 0-%)
Balance of payments estimates 2/ 601 679 921 685 826 938 1076 1332
Reported by INSTAT 601 650 939 633 839 1158 1094 1329

Sources: Ministry of Foreign Trade; Customs Department, Bank of Albania; Institute of Statistics; and staff estimates,

1/ Exchuding Kosovo-related imports.
2/ Bank of Albania estimates for balance of payments purposes {including adjustments for freight, insurance and smuggling) have not yet been
revised to reflect recent updates by INSTAT.
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Table 29. Albania: Direction of Trade, Exports (f.0.b.), 1994-2001

1994 1995 1996 1997 1998 1999 2000 2001

{In percent of total exports)

Industrial countries 90.1 833 89.5 89.7 94.5 96.1 94.7 93.3

Germany 4.8 6.1 6.9 6.9 57 6.6 6.6 55

Ttaly 51.8 51.5 57.9 494 60.1 69.5 70.6 71.0

Greece 10.4 9.9 13.0 20.5 19.8 13.5 12.7 127

France 2.1 2.3 2.0 1.9 1.2 0.6 0.8 0.7

Japan 1.4 0.7 03 0.1 0.1 0.0 0.1 0.0

Anstria 2.4 0.9 1.1 1.5 1.6 1.7 0.7 0.2

Belgium-Luxemburg 43 4.1 1.3 0.5 1.5 0.9 0.6 0.1

Netherlands 0.1 2.1 2.9 5.6 a9 0.0 a1 0.1

Switzerland 0.6 1.0 0.6 0.5 0.3 0.9 0.3 1.5

United States of America 11.0 34 1.2 1.5 1.7 0.4 0.9 0.7

Other 1.2 12 2.3 1.3 1.8 2.0 1.3 0.8

Regional countries 2.6 6.3 3.0 1.7 1.2 1.4 35 4.3

Bulgaria 0.6 0.1 0.0 0.0 0.0 0.0 0.0 0.0

Romania 0.1 ¢.0 0.1 0.0 0.1 0.0 0.0 0.0

Czechoslovakia 1/ 0.4 0.3 0.2 0.1 0.2 0.1 0.1 0.2

Hungary 0.2 .1 0.1 0.2 0.0 0.0 0.0 0.0

Poland 0.0 0.0 0.1 0.2 0.1 0.0 0.0 0.0

Turkey 1.1 6.2 31 0.9 0.5 0.3 0.7 1.0

Yugoslavia 1/ 0.2 0.0 8.0 03 0.3 1.0 2.7 3.1

Other countries 7.3 10.1 6.9 8.6 4.1 2.5 1.8 2.4
Memorandum iterns: {In millions of US dollars)

Total exports
Balance of payments estimates 2/ 141 205 229 167 205 275 255 305
Reported by partner countries 3/ 175 238 306 259 280 273 282 350

Sources: Albanian Customs Department; Bank of Albania; Institute of Statistics; and staff estimates.

1/ Includes data for the successor states to the Republic of Czechoslovakia and the former Socialist Federal Republic of Yugoslavia, respectively.
2/ Bank of Albania estimates for balance of payments purposes (including adjustrnents for freight, insurance and smuggling) have not yet been
revised to reflect recent updates by INSTAT.



=69 - STATISTICAL APPENDIX

Table 30. Albania: Direction of Trade, Imports {f.c.b.), 1994-2001

1994 1995 1996 1997 1998 1999 2000 2001

{In percent of total immports}

Industrial countries 77.0 798 79.6 84.8 844 827 79.1 774
Germany 59 51 5.3 4.2 3.8 5.6 6.1 5.9
Italy 37.4 31.9 40.2 45.8 43.8 339 352 31.9
Greece 23.7 247 20.2 26.0 28.4 241 26.4 258
France 1.9 1.3 3.0 12 11 2.0 1.5 0.9
Japan 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Austria 1.4 2.1 1.1 1.5 1.4 1.8 1.1 0.3
Belgium-Luxemburg 1.2 1.6 2.5 i1 1.1 1.5 0.9 0.7
Netherlands 0.9 0.8 0.8 0.8 0.8 23 0.8 0.8
Switzerland 1.2 0.9 1.9 1.6 1.5 2.1 1.2 0.9
United States of America 12 1.3 1.6 0.2 03 24 1.5 1.1
Republic of Korea 0.2 0.0 0.0 0.0 0.1 0.0 0.1 02
Cthers 2.0 4.1 2.4 2.4 2.1 6.9 4.3 8.4

Selected Regional Countries 14.8 13.4 11.8 9.0 8.1 9.8 10.3 11.2
Bulgaria 8.2 T3 3.8 2.7 2.8 2.5 2.4 2.0
Romania 0.6 0.7 2.4 0.3 0.4 0.7 0.6 0.9
Czechoslovakia 1/ 0.5 0.5 Q.5 0.3 0.3 0.4 0.1 0.5
Hungary 0.8 0.7 0.8 1.0 1.1 1.0 1.0 1.1
Poland 0.1 0.1 0.1 0.1 0.0 0.1 0.1 0.1
Turkey 4.6 4.1 4.2 4.4 34 5.1 5.3 6.1
Yugoslavia 1/ 0.0 0.0 0.0 0.2 0.1 01 0.8 0.5

Developing countries 2.1 0.6 1.2 0.3 1.0 0.6 1.5 2.3
China 1.1 0.3 0.2 0.1 0.2 0.2 1.3 2.0
Bgypt 1.0 0.3 1.0 0.2 0.8 0.4 02 03
Morocco 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other Regional & Developing Countries 6.1 6.2 7.4 59 6.5 6.9 9.1 9.1

Memorandum iterns: (In millions of US dollars)

Total imports
Balance of payments estimates 2/ 3/ 601 679 921 685 826 938 1,076 1,332
Reported by partmer couniries 4/ 682 916 1,195 753 792 964 961 1,219

Sources: Albanian Customs Department; Bank of Albania; Institute of Statistics; and staff estimates.

1/ Includes data for the successor states to the Republic of Czechoslovakia and the former Socialist Federal Republic of Yugoslavia, respectively.
2/ Exciuding Kosovo-related impaorts in 1999.

3/ Bank of Albania estimates for balance of payments purposes {including adjustments for freight, insurance and smuggling) have not yet heen
revised to reflect recent updates by INSTAT.

4/ From Direction of Trade Statistics, IMF, for reporting countries.
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STATISTICAL APPENDIX

1994 1995 1996 1997 1998 1999 2000 2001 2002 1/
(In millions of U.8. dollars; end of period)

Toatal 1iol 783 838 868 996 1096 1158 1181 1105

Multilateral i19 182 208 221 304 419 492 523 625

EBRD 0 5 10 9 9 8 8 9 10

EIB 0 0 0 0 1 15 27 35 46

IDA 65 109 137 148 220 296 345 366 452

DB 0 0 ] 0 1 1 2 5 6

IFAD I 2 3 5 8 12 13 15 18

IMF 2/ 53 66 54 56 62 80 89 84 83

OPEC 0 0 1 2 4 6 7 8 9

Bilateral 113 145 170 183 218 211 214 259 368

Paris Club 104 128 142 144 164 145 142 150 214

Pre cut-off 45 47 41 32 27 20 18 17 56

Austria 8 9 8 6 4 3 2 1 1

Britain 0 0 0 0 ¢ 0 0 0 0

France 19 20 17 13 10 8 5 4 4

Germany 14 15 13 11 10 8 5 7 6

Italy 2 2 2 2 1 1 6 5 5

Netheriands 1 1 i 1 I 0 0 0 0

Russia 0 0 0 0 0 0 0 0 40

Post cut-off 4y 81 102 112 137 125 124 133 157

Austria 2 4 6 5 5 5 4 4 4

Germany 19 31 40 46 58 50 50 53 63

Italy 39 44 56 61 74 71 69 76 90

Non-Paris Club g 17 28 39 55 66 72 105 155

China 0 0 0 2 2 2 2 2 41

Greece 0 0 0 0 11 1t 11 12 13

Japan § 11 9 17 21 31 29 26 28

Kuwait ; 7 12 13 15 16 15 16 20

Norway 0 0 3 3 3 3 11 28 26

Sweden 0 0 4 4 4 4 4 4 4

Turkey 0 0 0 0 0 0 0 23 23

Aurrears 869 455 461 465 474 465 452 399 112

Convertible currency 130 133 134 134 134 134 131 o1 36

Budgetary 56 59 60 60 60 60 57 21 17

Bilateral (USD) clearing accounts 74 74 74 74 74 74 74 71 39

Non-convertible currency 3/ 4/ 168 168 168 168 171 171 160 161 23

Commercial 5/ 473 52 52 52 52 39 37 34 33

Cumulative Overdue Interest 98 102 106 111 117 121 124 113 0
Memorandum items:

Total debt (percent of GDF) 56 32 31 38 33 30 31 29 24

Total arrears {percent of GDP) 44 9 17 20 16 13 12 10 2

Sources: Ministry of Finance, Bank of Albania; and staff estimates.

1/ As at end-September 2002,

2/ PRGF (formerly ESAF) and ordinary resources.

3/ Consists of bilateral clearing accounts in rubles, These are converted using official cross-exchange rates.

4/ Excludes transferable ruble arrears the value of which is subject to reconciliation and rescheduling agreements yet to be agreed with creditors,
5/ Includes debt to commercial banks, arrears on spot and money market transactions, financial lines, confirmed and unconfirmed letters.

6/ Overdue and penalty interest calculated as part of 2001 and 2002 rescheduling agreements with Turkey, Russia, Greece {private creditors) and China,
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Albania: Summary of Tax System at End—August 2002

Tax

Nature of Tax

Deductions and
Exemptions

Rates

1. Taxes on Income,
Profits and Capital
Gains

1.1 Taxes on Individual
Income

1.1.1 Personal Income
Tax (PIT)

1.1.2 Small Business
Tax (SBT)

A schedular tax on
employment income and
other specified sources
of worldwide income of
Albanian residents and
Albanian income of
nonresidents.

Physical persons which
pay Small Business Tax
(SBT), are not subject of
PIT.

A tax on all small
businesses with an
annual turnover of less
than 8 million leks.

The first 14,000 lek of
monthly wages are exempt.
Also exempt are: state
unemployment benefits,
pensions and other transfers,
and self-employment income
of farmers, Direct dividends
for participations of more than
25 percent are exempted.

The tax does not apply to
agricultural activities.

Monthly Wages (lek) rate

14,001-30,000 5 percent
30,001-60,000 10 percent
60,001--80,000 15 percent

80,001-100,000 18 percent

100,001-125,000 20 percent
125,001-150,000 23 percent
over 150,000 25 percent

10 percent flat rate on other income
subject to tax (e.g., interest income,
dividends, and royalties paid to Albanian
residents), 15 percent where such
payments are made to non-residents.
Revenues from lottery games and casinos
20 percent.

Income from transfer of right to
ownership on immovable property
(in percent of total sale price; in million

of leks)

0-2 0.5 percent
2-4 1 percent
4-6 2 percent

Over6 3 percent

Fixed fee for all businesses with an
annnal turnover of under a threshold of
2 million leks, depending on nature of
business and category of the district the
business is conducted. A tax rate of 4
percent is levied on the annual turnover
between 2—8million leks.
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Albania: Summary of Tax System at End—August 2002

Tax

Deductions and

Nature of Tax Exemptions

Rates

1.2 Taxes on

A tax on worldwide Foreign tax credit. No

A flat rate of 25 percent applies to

Corporate income of domestic domestic double taxation of income of all corporations.
Income corporations and dividends.
Albanian incomc of
foreign corporations in
Albania. Loss
carryBforward for
3 years.
2. Social Security
Contributions
2.1 Ewmployer All public and private Social insurance: 30.7 percent of gross
Contributions employers are liable. wages of employees, between a floor and
Social insurance a ceiling (set at 9,403 leks and 47,015
contributions fund leks per month).
pensions, maternity Health insurance: 1.7 percent of the same
benefits, unemployment base.
insurance, sickness
benefits, and
employment injury
insurance. Health
insurance contributions
fund subsidies to
medicines, and some
other medical costs.
2.2 Employee All employees are liable. Contribution rate on gross wages
Confributions {between the same floor and ceiling as
apply to employers' contributions):
Social insurance: 9.5 percent
Health insurance: 1.7 percent
3. Property Tax Local tax is levied on Property of international Building tax is levied per square meter
buildings located in organizations; buildings letat  (in lek):
Albania. The tax is controlled rents. public buildings: 2
administered by local residential bldgs: 3-6
government. communal services: 20
production bldgs: 50
commercial bldgs: 100
Discount of up to 10 percent of tax due, if
paid before the due date.

4. Domestic Taxes on
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Tax

Nature of Tax

Deductions and
Exemptions

Rates

Goods and Services

4.1 Value Added Tax

A general tax on
domestic consumption,
implemented as a tax on
(i) imported goods (tax
base includes import
duty) and (11) the supply
of goods and services by
registered taxpayers
(with turnover of 8
miflion leks per year or
more). Registered
taxpayers receive a
credit for tax charged on
their inputs.

{a) Standard exemptions
consist of financial services;
leasing of land and buildings
{apart from hotels etc, vehicle
parks, and leases for less than
2 months); national currency
and postal stamps; supplies for
health, educational, religious,
nonBprofit organizations etc.;
and supplies to diplomatic and
consular missions.

{b) Medicines and medical
equipment and certain
supplies in connection with oil
exploration are exempted.

20 percent.

Exports of goods and services, and
supplies relating to international transport

are zero—rated.

4.2 Excise Tax

The tax is levied on
domestie production and
imports of:

(a) tobacco and tobacco
products

{h) alcoholic drinks

(c) soft drinks and
mincral water

{d) coffee

(e} oil byBproducts

Exemptions: ethyl alcohol
used in production of
alcoholic drinks for export;
liquid gas used for household
consumption.

Levied either as a percentage rate or a per
unit stamp, depending on the commodity.

Tobacco
Beer
Soft Drinks
Mineral Water
Coffee
Perfumes and deodorants
Gasoline up to 89.9 octane
Gasoline 90 octane and more
Unleaded gasoline
Diesel
Kerosene
Lubricant oils and grease
Sailor, Mazut
Oil, bitumen, toluol, xvlol,
solvent
Other oil by-products
not mentioned above

Excise Value per banderole:
Cigarettes: lek 11 per pack

Raki

Valued up to lek 400 per liter

Valued over lek 400 per liter

60 percent
50 percent

5 percent

5 percent
20 percent
50 percent
77 percent
90 percent
90 percent
50 percent
&0 percent
50 percent

5 percent

20 percent

90 percent

Lek 40
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Tax

Nature of Tax

Deductions and
Exemptions

Rates

5. Import Duties

Imports are subject to
duty according to their
classification in the
8—digit Harmonized
System.

Major exemptions are for:
(a) goods imported under
government agreements, and
where the duty exemption is
explicitly stated in the
agreement;

{b) certain imports of
contractors in oil exploration
{c) humanitarian aid.

Lek 350/1iter

Wine
Valued up to lek 300 per liter Lek 50
Valued over lek 300 per liter

Lek 150/liter

Alcoholic drinks
Valued up to lek 400 per liter

Lek 80/liter
Valued over lek 400 per liter

Lek 400/liter

The tariff nomenclature contains 4 tariff
rates (0, 2, 10, 15).

6. Other Taxes

6.1 "National and
Local Taxes"

6.2 Solidarity Tax

A variety of taxes and
fees including port
charges, consular fees,
TV and telephone
licenses, driving license
fees, hunting license
fees, hotel tax (for
foreigners), airport
arrival and departure
tax, business registration
tax, stamp duties, etc.

A tax on legal entities
and small businesses;
fixed amount per
taxpayer

Various, under the different
taxes.

Small business taxpayers
engaged in ambulatory
activities in market places
approved by the concerned
organs of local governments.

Various fixed fees and flat rates

Monthly rates.

State enterprises registered for VAT
100,000 leks

Subsidiaries of VAT registered state
enterprises 5,000 lek

Joint ventures (enterprises with joint
state-private capital) 50,000 lek
Private companies registered for VAT
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Deductions and
Tax Nature of Tax Exemptions Rates

e
-

=

5,000 leks
Small businesses in cities 2,000 leks
Small businesses in villages 5,000 leks

,flges-Kukes A temporary set of taxes 1 percent surcharge on all imports
instituted to help finance 3 Lek per liter on gasoline, benzine, and
road construction benzoil

30,000 leks a year from registered VAT
taxpayers




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

