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Chapter 3 

Overview of the Macroeconomic Stabilisation Process 
in Albania 

3.1 Introduction 
The transition process from planned to market economies for Eastern European 

countries has been painful and difficult. For some countries, such as, Poland, and 

Hungary, this process has been successful and for some other countries such as 

Rumania and Bulgaria less successful. These countries not only inherited an economy 

weakened by stagnation, inefficiencies, and distortions, and incapable of change, but 

also the very institutions so common in Western Europe and so necessary for a 

modern economy had to be invented from scratch. While the old institutional 

(communist) environment had already been destroyed, the necessary new institutional 

(market) environment had no yet been put in order, thus creating a vacuum. Like other 

countries, Albania's centrally planned regime collapsed during the 80's. Despite a 

common legacy of planing, Albania started out under much worse circumstances. The 

country only opened its borders in 1991, which was much later than the other 

countries. It had a primitive economic structure, highly misallocated resources in 

production, and a totally obsolete capital stock, even by the standards of centrally 

planned economies. These disadvantages for Albania were derived from the self-

imposed isolation that characterised the Albanian regime. It was the country that from 
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1944 until late 1990 experienced one of the most centralised political and economic 

regimes in the world. That regime was characterised by very strict central planing and 

self-imposed internal isolation, which eroded the country's economic productive base. 

Economic activities were controlled by the state through total control on the 

production level, on prices and upon wages. The persistent large current account 

deficits were financed by aid from the USSR until 1961 and China until 1978. 

Afterwards, the external position came under increasing pressure until 1990 when 

Albania became dependent on emergency food aid. Therefore, Albania started the 

1990's with a very disordered economic structure, very unfamiliar with the market 

process, and significantly low quality of life, the lowest in Europe. The GDP per 

capita in 1991 was only US$ 346. By that time the real GDP had dropped by almost 

half of its level of 1989 and monthly inflation reached double-digit levels. Under these 

initial conditions, which were worsened by the chaotic change of regime, new 

authorities began implementation of a profound reform program in mid-1992: wide-

ranging monetary, fiscal, and structural reforms which included the liberalisation of 

price and exchange controls, greater budget discipline, a tightening of the money 

supply, and a floating exchange rate. 

Exceeding all expectations, the policy framework drove the country until 1996 

into notable macro-economic stability and growth, ranking Albania among the 

countries with a very successful stabilisation process. Annual output, for instance, had 

increased by 8 % on average during the years 1993-1996, while yearly inflation hit a 

low level of 7 %, and unemployment, which had reached over 30% of the labour 

force, fell to 17% by the end of 1995. Conditions changed in the beginning of 1997, 

when the country fell into political and economic crises. 

The fast expansion of output and the declining path of inflation for four years 

in a row were the two striking features of Albania's stabilisation program. For other 

transition countries, the stabilisation process and the expansion of output were moving 

more slowly. While the Bulgarian economy did not register positive growth until 

1994, the Albanian economy started growing within matter of months from the 

beginning of reforms. The inflation path followed the same pattern. The scope of this 

chapter is to analyse the macroeconomic stabilisation process until 1996 by 
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highlighting the weak points of the reform. Why did Albania make such fast progress 

in its stabilisation reform? What were the main factors that helped the economy to 

rebound and inflation to decrease to such low levels? Were these achievements 

sustainable? 

In order to answer these questions, we identify and analyse the policies behind 

the recovery of the country and compare the outcome with outcomes in other 

countries, in particular with Bulgaria as an example of failure and Poland as an 

example of success of the stabilisation process. In the second section, we analyse the 

process of structural reform and its impact on economic activity. In section three, we 

discuss the sustainability of this high and fast output growth and the importance of 

institutional uncertainty, which can be seen as one of the factors that brought the 

country into crisis in the beginning of 1997. In section four, we analyse in detail the 

fiscal and monetary policy followed by the government as the main factor that brought 

inflation down in the last four years, by highlighting the problems that already existed 

with respect to the sustainability of fiscal deficit and growth. In section five, we 

analyse the "unfinished business" of financial sector reform. The conclusions follow 

at the end. 

3.2 Economic Growth: A Promising Start 

In Albania, a high level of output growth immediately followed the deep decline of 

output from 1990 to 1992. During 1993 -1996, the real GDP grew much faster in 

Albania than in other transition economies. Poland started its transition in 1980 but 

did not achieve positive growth until 1991. Bulgaria was much later in opening up the 

country to the market economy than Poland (but earlier than Albania) and it took more 

than four years for the country to show positive growth. 

Table 3.1 - GDP growth for Albania, Bulgaria and Poland 

Countries 1990 1991 1992 1993 1994 1995 

Albania -10 
Bulgaria -9.12 
Poland -11.6 

-28 
-11.6 

-6.9 

-7.2 
-7.3 

2.6 

9.6 
-2.4 
3.8 

9.4 
1.4 
4.9 

8.5 
2.6 
6.1 

Source: EBRD Report 
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Albania was the last Eastern European country to open its borders to the rest of the 

world but was the first country which showed remarkable growth in the very next year 

after the stabilisation programs started to be implemented. We try to provide insight 

into the causes of Albania's regional economic growth by looking at the development 

of each sector of production and composition of output. 

First of all, the very low starting base was followed by the collapse of 

production in the state owned agricultural and industrial sectors during the first years 

the country opened its borders (1989-1992). Albania came out of the socialist period 

much poorer than Bulgaria and Poland. As already indicated in the transition 

economics literature (Fisher, Sahay and Vegh, 1996), the initial conditions are very 

important in determining the level of output growth. Growth tended to be higher in 

poorer countries such as Albania. This means that when starting from a very low base, 

where the economy is completely paralysed and extremely poor, any effort in making 

the economy move would give a positive result. 

Figure 3.1 gives the Albanian real GDP in billions of local currency during the 

years 1989 - 1996. This graph clearly shows us that in 1996 the GDP had not yet 

reached the levels of the year 1989. 

Albanian Real GDP in level 

1990 1991 1992 1993 1994 1995 1996 

Years 

Figure 3.1 - The real GDP in levels in local currency (constant prices 1990) 

The main directions of the developments of GDP growth in Albania are given 

in figure 3.2 and figure 3.3. 
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The Change of Real GDP by Sectors ol Production 
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Figure 3.3 - The changing composition of output 
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Figure 3.2 clearly shows that agriculture, construction, and other private services led 

output growth, while industrial production started to have positive growth only in 

1995. With the continuing contraction in the largely state-owned industrial sector, 

agriculture's share of GDP increased over time as shown in figure 3.3. 

During the communist regime, agriculture held a big share in total production 

as Albania being a predominantly agricultural country. Before the transition, 

agricultural production was repressed by highly concentrated cooperatives and the 

revenues from the agricultural sector were used to finance subsidies to unprofitable 

industrial enterprises. The spontaneous dismantling of cooperatives and the break 

down of the distribution system, combined with uncertainty about the new ownership 

structure caused agricultural production not to recover quickly in 1990-1991. 

Afterwards, when the stabilisation program was implemented, agricultural output 

responded well to the economic policies of land privatisation and liberalisation. The 

early privatisation of agricultural production led to a quick supply response. However, 

land privatisation resulted in a highly fragmented farming structure. The agricultural 

focus switched from crop production to livestock (Table 3.2). So this production 

recovered strongly. 

Table 3.2 - Composition of the Agricultural Production 

Years 1992 1993 1994 1995 1996 

Crop Production 52.8 49.8 45.1 44.9 45.3 

Fruits and Olives 5.7 5.6 5.7 6.2 6.3 

Livestock 41.5 44.6 49.2 48.9 48.4 

Total 100 100 100 100 100 

Source: Ministry of Agriculture 

These changes in the pattern of production were related to the drastic structural 

changes that saw the collapse of large-scale farming and its replacement by many 

small farms, together with severe damage to the irrigation system. From the starting 

stage point of view this can be seen as a positive development. The small farms took 

over the production of livestock product from the large farms. 
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Intuitively, with the very high level of foreign food aid in 1991, 1992 and 

1993, one would expect that the agriculture production would have been completely 

destroyed, while on the contrary its production expanded to high levels. Actually 

much of the agricultural production was for self-consumption. Albania was not a 

significant trader of food products, therefore the loss of foreign markets did not, as in 

case of Poland or Bulgaria, lead to surpluses and relatively depressed domestic food 

prices that offset the removal of food subsidies. On the contrary, the breakdown of the 

large farm system in 1991 led to serious food shortages that had to be compensated for 

by international food aid. The goods from foreign aid were carefully priced on the 

domestic market to avoid creating disincentives to the recovery of agricultural 

production. On the other hand, the government tried to be very careful in imposing 

trade restrictions. There were only a few export restrictions or taxes levied to key 

products. Excise taxes were imposed on cigarettes, tobacco and alcoholic beverages 

(with the aim for generating government revenues), and import tariffs on food varied 

from 7 to 40 percent. The higher tariffs were applied to import products, competing 

most directly with domestic production, thus giving some price support for producers. 

However, there were no quantitative restrictions on imports, so protection levels for 

Albanian agricultural production were still very low. 

The recovery of agriculture in Albania cannot be explained by a migration of 

the labour force to rural areas. On the contrary, there has been internal migration to 

urban areas, putting these areas under severe pressure as people previously compelled 

to live in mountain areas migrated back to the cities. This is a process that many 

Eastern European countries have experienced. 

The industrial sector first showed positive growth in 1995. Public activities, 

such as industry and mining, remained stagnant until 1996, having negative 

contributions to overall growth. The industrial sector was particularly hit by a 

weakening of foreign demand, which was initially attributable to the break up of the 

CMEA. Moreover, companies in Albania, like in other transition countries, had 

traditionally been presented with a whole set of inconsistent objectives such as 

centrally directed output and marketing targets and directives to create more jobs and 

help in the development of the region. Therefore, the demand shift due to 
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liberalisation forced the enterprises to concentrate on the main objective: the efficient 

and profitable production and sale of high-quality products. The inability of the 

managers to adjust to the new management requirements, the very old technologies 

inherited from the past, and the cut in subsidies from the government forced many 

manufactories to stop producing. Only a few existing industrial structures attempted to 

adjust to the market economy, but they showed limited flexibility because of financial 

funding restrictions'. 

Consequently, changing ownership, by transferring assets to private hands 

became a necessity for growth in industrial production. Therefore, privatisation of the 

enterprises in small and large scale was the only starting solution for success of the 

stabilisation of the economy. Improving the management of state owned enterprises 

was not a viable alternative. Together with the collapse of many state-owned heavy 

industry sectors, small-scale privatisation moved rapidly in the early 1990s. 

Privatisation of retail shops was virtually complete by 1996. The small-scale 

privatisation was organised through selling the enterprises to the ex-owners (the 

owners of these entities before the nationalisation of the property) or, in case of shops, 

they were sold for a nominal fee after being taken over by people working there. The 

method used for privatising these small entities, were auctions where the priority was 

given to the ex-employees. This early privatisation fostered competition and helped to 

ensure that price liberalisation resulted in price competition rather than an opportunity 

for state enterprises to exploit their previous monopoly power. But that was not 

enough for a long run success. Strategic industries and utilities were yet state owned 

and the government had faced a formidable challenge, to make the leap from small-

scale privatisation to privatising strategic industries and the utilities. A mass-

privatisation program which would place industrial assets in private hands was going 

to be implemented, while actively seeking joint ventures for mining, energy, 

Perotti (1998) explains theoretically that in the presence of a rigid production structure, unenforceable 
contracts and high adjustment costs, a contraction in credits policy to achieve a macroeconomic 
stabilisation, would subtract more liquidity than enterprises can generate internally. The trade arrears 
would suffocate even good firms due to unenforceable contracts. The result would be that even 
potential restructurer firm instead of choosing for restructuring would have endogenous incentives to 
extend credit to doubtful buyers, gambling on a looser future monetary policy. 
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telecommunications but most enterprises providing public services would continue to 

be in state hands. 

Taking into account the fulfilling of the needs of the poor part of the 

population through an income redistribution policy, it was judged that the 

privatisation vouchers, distributed by the government, had to be transferable and 

tradable. But the mass privatisation was moving very slowly, due to limited 

institutional capacity, to carryout all projects simultaneously. Anyhow, in 1996 the 

private sector production accounted for over 85% of GDP. Agriculture, construction, 

road transport, retail trade, and the food industry were in private hands. While private 

sector activity spread rapidly, the almost completely state owned industrial sector was 

decimated, accounting for 11.5% of GDP in 1995, down from 40% in 1990 (Figure 

3.3). The almost entirely privatised agricultural production early on in the reform 

process led to expansion of this sector to 55 % of GDP in 1995 up from 37 % in 1990. 

By looking at developments in the industrial sector, we can find one of the 

reasons why Albania experienced growth much earlier than Poland and Bulgaria. 

Albania is a more agriculture-orientated country, while Poland and Bulgaria are rather 

industrial-orientated countries. While agriculture's share in GDP for Albania was 55% 

in 1995, for Bulgaria it was only 11% and for Poland 6%. Since agricultural 

production has shown to be more flexible towards structural reforms compared to 

industrial production, the fast growth of agriculture could quickly compensate for the 

decline in industrial production and record a positive growth in total. 

The service and construction sectors were the first to recover after the opening 

up of the country. They have been the booming sectors for all Eastern European 

countries. In Albania, the recovery in services has been driven by the supply of public 

sector services (including water, transportation, health and education) and by the 

private services. The provision of public services had improved as the state increased 

its efficiency by targeting the use of its resources. At the same time, services provided 

by the private sector increased almost from zero, thus demonstrating Albania's 

significant entrepreneurial assets. Their fast development resulted from concentration 

in tourism-related services. This predominance is likely due not only to high returns 

from trading, but also to low returns from other forms of economic activity that are 
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driven down by institutional uncertainty. Trading is simply less vulnerable to this 

uncertainty than are more long-term productive decisions. This helps explain the 

predominance of trading in most new entrepreneurial activity in Albania during the 

transition. 

Figure 3.2 shows that the construction sector is the fastest growing sector. The 

very low level (almost non-existent) of infrastructure and the high demand for new 

buildings, inherited from the past, were the sources of the boom in this sector. While 

the infrastructure recovery was covered by the government and funded by World Bank 

sources, the housing construction expansion, which needed less funding, was covered 

by domestic private firms. 

3.3 Is Output Growth Sustainable? 

The recovery of output during the first years of transition was a good start for the new 

market oriented economy. The fast privatisation of land certainly played a key role, 

achieving consequently a fast marketisation of agricultural output. In the process, the 

government also implemented initial steps towards the construction of a basic rural 

infrastructure, and supported the poor in urban and rural areas mainly by providing 

subsistence levels of purchasing power through a very decentralised policy. However, 

although output had quickly recovered, this was only an initial response to more 

efforts put on production through privatisation. Growth would be constrained by the 

fragmented structure of farming, its low technological base and inadequate access to 

credit and to input and output markets. Too little was done with the possibilities for 

expanding productive capacity due to the lack of support for increasing productivity 

research. At the same time, the development of rural credit was far behind the level it 

should have been. Furthermore, the very large share of average household income (80 

to 100% of the $30-70 per month) spent on food indicates that economic growth was 

constrained by weak domestic demand, creating the necessity for agricultural activity 

to become more export orientated. 

Growth was dominated by the service sector and small enterprises rather than 

industry. Economic growth is very sensitive to the institutional and political 

uncertainty caused by transition. The small local enterprises are outsiders to the 
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political process and try to protect their assets by allocating them to projects that are 

less susceptible to institutional uncertainty, investing in less specialised capital 

(physical and human), which can be moved more easily from one activity to another. 

This discourages dynamic gains from innovation, since innovation is most likely to 

thrive when specialisation is encouraged. Thus, small local enterprises are more likely 

to put their resources to less efficient use in the face of low credibility. 

Further, the growth of service and construction sectors depended heavily on 

the availability of official or private transfers from abroad and the availability of these 

transfers depended on the political and economic stability of the country. Indeed, the 

fast growing economy broke the trend in the beginning of 1997. The lack of a healthy 

financial market, efficient payment mechanism, simple legal framework to enforce 

financial discipline, and enforcement of the free-exit law of the markets (i.e. 

bankruptcy law) became the main boundaries. They became the main cause for putting 

the economy back to the dislocation in which it is at the moment. 

Until now we showed the impact of the structural changes, through the 

expansion of agricultural output, on the total growth up to 1996. Other parts of the 

economic reforms had a big impact on growth and the whole stability of the economy. 

The reforms helped growth through the increase of exports as a result of export 

liberalisation and removal of barriers. In addition, the careful fiscal and monetary 

policies followed by the government created stabilisation in the economy and low 

inflation. These reforms had a big impact on attracting official and private inflows 

from abroad, which financed the expansion of growth until 1996. 

Corruption and institutional uncertainty are important factors that affect 

economic growth. Albanian government was characterised by a high level of 

corruption, which was a sign of bureaucratic discretion and was, therefore, likely to be 

related to institutional uncertainties. Corruption lowers private investment, thereby 

reducing economic growth. Bureaucratic inefficiency affects growth indirectly (by 

lowering the investment rate) or directly (for example, by leading to misallocation of 

investment among sectors) [Easterly 1993]. In the Albanian case, corruption was one 

of the very crucial factors that caused the turning point for growth and the whole 

economic stability of the country. 
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The next important factor to ensure long-run positive growth was political 

stability. Having very polarised political powers, as in the Albanian case, increases the 

overall uncertainty about changes in the government, which has a big impact on future 

growth of the private sector. Poland experienced several free democratic elections, 

which produced significant changes in the party structures of governments but had not 

led to drastic changes in the economic course. Albania on the other hand experienced 

only one free democratic election and the political situation was so polarised that a 

significant change in party structure of the government would lead to drastic change in 

the economic course and would have a large impact on long run growth. Having such 

political institutional uncertainty prevented Albania from showing big success in 

attracting foreign direct investments, which are particularly sensitive to this. 

3.4 Stabilisation Policies: Liberalisation, Fiscal, and 
Monetary Policies 

At the start, the transition countries could choose between two types of liberalisation 

reforms. The first type is rapid and comprehensive liberalisation reform, which 

implies simultaneously freeing up 90 percent of prices, eliminating most trade 

barriers, abolishing state trading monopolies, and making the currency convertible for 

current transactions. The second type is liberalising gradually over time. All three 

countries of interest followed the first type of policy. The second type of liberalisation 

reform was more suited for countries that opened their borders at an earlier time, such 

as Hungary. 

The outcome from applying the first type of policy was not the same for three 

countries. While establishing the liberalisation reform, Bulgaria faced strong interest 

group pressures for continued protection and state support to enterprises which 

brought later somewhat of a reversal. The group pressures were not so strong in the 

case of Poland and Albania, so these countries could move to later stages of 

stabilisation with better outcomes during the first years. The introduction of 

liberalisation policies involved the release of the monetary overhang that had 

accumulated under central planing. All three countries experienced high inflation rates 

and a huge output decline in the first years of the reforms (Figure 3.4). 
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Figure 3.4 Inflation rates for Albania, Bulgaria and Poland 

This burst of inflation was associated with the huge currency depreciation. Capital 

flight and long repressed demand for foreign goods placed continued pressure on 

exchange rates, which accelerated domestic inflation through rising import prices. 

Until this point, as shown in the above figures, the three countries experienced similar 

consequences but then their trends diverged. The attempts by the three countries to 

regain control resulted in quite different experiences. Poland shows to be a very 

successful stabiliser. Albania showed big successes until 1996 and then, beginning in 

1997 the picture reversed (not shown in the figure). Bulgaria failed to stabilise the 

economy and experienced considerable inflation during the whole period. We next 

discuss the Albanian fiscal and monetary policies and compare them with the case of 

Poland and Bulgaria. 

Back in 1992, the start of the stabilisation program was an emergency for the 

country. The authorities of Albania faced two options in choosing the nominal anchors 

in their disinflation program, either money-base stabilisation or exchange rate-base 

stabilisation. As already shown in the economic literature of developing countries, 

exchange rate-based stabilisation programs are more effective and more credible from 

the point of view that people follow the change in exchange rates every day, while 

they cannot follow very easily the change in money growth. Therefore enterprises and 
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households can rebuild their real money balances more easily under a fixed exchange 

rate regime. However, in order to apply the fixed exchange rate regime, the Central 

Bank needs to have enough foreign exchange reserves to protect the currency from 

depreciation. Constrained by the very low levels of foreign exchange reserves 

holdings available in the Central Bank, and also by uncertainty about the equilibrium 

exchange rate of the lek, Albanian authorities' decision was to pursue a floating 

exchange rate policy, keeping money as a nominal anchor . The exchange rate was 

therefore freely determined in the informal market consisting of a number of licensed 

private dealers, foreign exchange bureaus, and unlicensed street vendors. The central 

bank was trying to deepen the market by encouraging the passive (a notional interbank 

market exists and closely follows the informal market quotes) and inexperienced 

commercial banks to play a more active role. 

Wage and credit controls were additional nominal anchors in addition to the 

monetary policy. These extra anchors were a necessity for Albania and other transition 

countries irrespective of the initial conditions at the start of their reform programs. 

Liberalising prices and wages at the same time would draw these economies into a 

price-wage spiral, causing hyperinflation, because the fixed monetary policy would be 

under severe demand pressures. The success of Albania's disinflation efforts is 

consistent with the view of Sahay and Vegh (1995), that a nominal wage anchor is 

essential to the success of a money-based stabilisation program in transition 

economies. They point out that "it is through higher wage bills (early directly through 

bank credit or indirectly through state subsidies) that most of the money supply makes 

its way into socialised economies". Therefore, if both prices and wages are liberalised 

before effective monetary instruments are in place, the economy will essentially be 

left with no nominal anchor. After gaining some stability in reducing inflation and 

having effective monetary instruments, the government did not intervene in the setting 

of private sector wages anymore, except for setting the minimum wage at US$ 24 per 

month. The wage ceilings for state-owned or private enterprises were removed as 

2 Actually, in the beginning the central bank tried to control the exchange rate but soon it ran out of 
foreign reserves, as a result of lack of the credibility of the domestic currency at that time. The fact that 
the exchange rate had been chosen artificially in the past made it very difficult to determine its 
equilibrium level. 
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well. In other words, the government's role in production and employment and its 

interference in pricing and resource allocation were sharply reduced. 

The Albanian authorities aim, which held the same for Poland and Bulgaria, 

was to build a very credible stabilisation policy by applying a very tight and well 

combined monetary and fiscal policy. The link between deficits and inflation in its 

first stage of the stabilisation is quite direct. In the absence of secondary securities 

markets, open-market operations are not an important monetary policy tool in such 

countries. Since government borrowing from the Central Bank expands the supply of 

the base money, the rate of growth of the money supply is taken to depend primarily 

on the size of the fiscal deficits. With the rate of inflation being determined by the rate 

of growth of the money supply, the link between deficits and inflation follows. The 

Albanian government, different from the governments of countries like Bulgaria and 

Russia, followed very tight monetary and fiscal policies, which kept the inflation 

down. The introduction of a strong financial discipline in the economy and the 

adoption of a market economy were both needed to control economic imbalances. 

On the fiscal side, as in other transition economies, combating the erosion of 

revenue was the major challenge in Albania. Albania immediately tried to be fast and 

efficient in the strict implementation of tax law and customs reform, which quickly 

provided an alternative source of income (appendix, Table 3.8). With the introduction 

of tax reforms the old practice of differentiation of the corporate profit tax was 

replaced by a new uniform tax system that was neutral across different sectors of the 

economy. During the old system the corporate profit tax was individually determined 

for different economic sectors, and depending on the sector profitability it sometimes 

reached 80 percent. Within the new neutral system introduced in the beginning of the 

1990s, the tax burden and the degree of centralisation of income in the budged 

decreased significantly. This was a positive tendency since the old practice centralised 

a very large share of the taxable profits of more profitable sectors (agriculture) and 

through the redistribution process it redirected revenues to loss-making companies. 

The rest of the budget revenues relied on excise and turnover taxes. Until 1996, 

substantial progress in improving the tax administration system was achieved. In 

particular, a tough set of sanctions against corrupt practices was introduced. However, 
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during the turmoil following the collapse of the pyramid schemes almost all of the 

custom offices were destroyed, contributing to a dramatic decline in the collection of 

tax revenues. 

Expenditures however were less flexible; transition imposed a significant 

amount of expenditures in social safety needs and banking reform . The most 

important feature of the reform in the government expenditure structure was a sharp 

fall in subsidies. Some other structural expenditures that were reformed were mainly 

wages, leaving a large amount of transfers to households (pensions) fairly intact. 

Sustaining large or growing government expenditures through non inflationary 

funding was possible for Albania through mainly high growth returns and external 

financing, and for Poland through sources like stable tax revenues. Bulgaria did not 

have such access to external financing and at the same time kept expenditures high 

despite slowly declining revenues. Only by cutting them time after time just enough at 

the right time did it avoid dangerous surges in inflation until 1995. This is one of the 

reasons why Bulgaria, unlike Albania and Poland, had sustained moderate inflation. In 

contrast to a typical stabilisation program, in Albania capital expenditures were not 

reduced. Capital expenditures had gone only to investments in machinery and 

equipment, which served as the main mechanism to attract foreign financing for the 

deficit. 

The central bank has to play an important role in stabilisation. Since monetary 

policy had no economic relevance in the old system, the necessary institutions, policy 

instruments and markets have had to be developed from scratch. Moreover, credibility 

of monetary policy had to be earned and the reputation had to be established. From the 

second half of 1992, the newly created central bank was able to start controlling 

money and credit growth, as rapid cuts in the fiscal deficit made it possible to curb 

central bank credit to the government (appendix, Table 3.9). Tight fiscal policy was 

essential to monetary control since central bank credit to the government remained the 

major source of domestic deficit financing even after the introduction of treasury bills 

in mid-1994. Bringing inflation under control required a reduction in the growth of the 

It was very crucial to start the banking system reform as soon as possible. The long run cost of not 
reforming the banking sector is much higher than the corresponding fear of short-term inflation and 
unemployment. 
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money supply. Restraint over the expansion of money and credit was based on 

reductions in the domestic financing requirement of the budget and strict limitation of 

credit to public enterprises . 

The claim of central bank being independent by law, and its first aim of not 

letting prices vary, made the stabilisation process successful in keeping inflation 

down. At the same time commercial banks, by law, did not have obligations to make 

forced investments in government and other specified securities. The monetary policy 

was initially concentrated in implementing bank-by-bank credit ceilings, liquidity 

ratios, and direct central bank lending. Albania could keep control on credit ceilings 

even though, as we will see later, the amount of bad loans in commercial banks have 

been increasing over time. 

The set of interest rates was used as an indirect active monetary policy. They 

were determined mainly by official guidelines which were set to keep deposit interest 

rates positive in real terms but not at very high levels. A high and unsustained real 

interest rate would be a sign that the stabilisation program lacked credibility. A high 

interest rate implies high future rates of return, which means that in the long run there 

would be an eventual need to monetize a larger amount of enterprise debts, which is 

the antithesis of stabilisation. A successful stabilisation program that succeeded in 

reducing inflationary expectations would be expected to go hand in hand with low real 

interest rates at an early stage. The same holds for real interest payments on domestic 

debt issues. The persistence of high real interest rates would indicate failure. Bulgaria 

is a typical case where the high real interest rates on domestic public debt issuance put 

the economy under inflationary pressure. The rudimentary state of the domestic debt 

markets in Bulgaria exacerbated inflation rates since in many cases the only 

alternative left was to finance the deficit through printing money . 

In Albania, the demand deposit rates and lending rates were liberalised 

respectively in July 1995 and January 1996. Real interest rates on both deposits and 

lending have been positive since the first quarter of 1993. However, given the 

4 The inflationary pressures emanate mainly from government budgetary deficits, defined broadly to 
include enterprise deficits that are either a direct or indirect burden to the state. 
5 See Budina (1997) for a more detailed analysis of the Bulgarian domestic debt issue. 
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imposition of bank-specific credit ceilings and the inability of local banks to lend 

commercially, banks' interest rates did not provide a good approximation of the cost 

of finance in 1996 and afterwards. Apart from remittances, the main source of finance 

for the private sector had been the informal credit sector, initially in the shape 

individual money lenders and later in the form of complex pyramid schemes, whose 

effects in the economy will be discussed in chapter 4. 

Another key factor in the successful early reduction of inflation following 

price liberalisation was the virtual absence of indexation in Albania. In the absence of 

indexation, relative price adjustment took place and the economy returned to low 

underlying inflation within one or two months of major price adjustments. Indexation 

makes the economy less flexible and increases the costs of curbing inflation in several 

key ways: (i) needed wage differention based on productivity is more difficult; (ii) 

public sector wage indexation often gives rise to additional demand for indexation, 

e.g., for pensions, unemployment benefits, and social assistance paid by the budget. 

Such automatic increase without regard to the fiscal situation makes it more difficult 

to control the fiscal deficit; (iii) widespread public sector indexation can generate 

présure for indexation of private sector, rents, etc.; and finally, (iv) with sticky prices 

and wages it takes considerably longer than the one or two months observed in 

Albania for price shocks (e.g., increases in administered prices, depreciation of the 

currency) to be absorbed by the economy (McNeilly and Gachnang 1998). 

The well co-ordinated fiscal and monetary policy during the first years of 

transition (1993-1996) helped the increase of official and private transfers from 

abroad by inducing positive perceptions in individuals. People realised that they were 

able to predict visible economic variables such as the exchange rate and inflation. The 

mishandling of these transfers, however, by allowing investments in pyramid 

investment schemes caused the big shock in the beginning of 1997. The same fiscal 

and monetary coordination had also benefited official and commercial inflows, which 

were almost exclusively tied to the maintenance of a stable macroeconomic 

environment and a prudent strategy for contracting new debt. The relatively stable 

market-determined exchange rate, reflecting Albania's access to concessional external 
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resources and transfers from abroad, made it possible for inflation to be stable and on 

low levels. 

The result in Albania was that money-based stabilisation appeared to have 

succeeded in reducing inflation. The average monthly inflation was brought down to 

2.3% in 1993, and then 1.1%, even though such a low inflation existed with a high 

fiscal deficit (12% of GDP in 1995) and a large trade deficit. Starting from a fiscal 

deficit of 43% of GDP in 1992, and reducing it to 11.8% in 1995, shows that Albanian 

authorities had been undertaking drastic fiscal reforms. It also caused a sharp, though 

short-lived, contraction in output at the beginning of the program. The disinflation 

reform was associated with an huge decline of output in 1992, which of course was 

not caused only by the macroeconomic policy chosen but mainly by the huge 

structural changes after the collapse of the previous regime. Output expanded only in 

the second year after the beginning of reform, especially in agriculture. The land 

privatisation reform, official foreign financial support, and private transfers from 

abroad had a much stronger effect in increasing output than macroeconomic 

stabilisation reform had in decreasing output during the second year of the reform. 

The trade liberalisation in its early stage, on the other hand, which was 

implemented at the same time as monetary and fiscal reform, helped in supplying the 

market with goods. Trade liberalisation meant that relative domestic prices quickly 

responded to the world price signals. The inflow of private transfers increased the 

demand for goods on the market by also increasing purchasing power beyond the level 

of domestic family income. The availability of imports reduced the excess demand for 

domestic goods, which as a result did not fuel inflation. 

It must be mentioned, however, that the high level of the fiscal and trade 

deficits shows that the success achieved in the short run implied living with the 

internal and external imbalances shown in the following figures. 
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Albanian Fiscal Deficit (as % of GDP) 
Albanian Trade Balance (as % GDP) 

Figure 3.5 The Fiscal deficit Figure 3.6 The Trade Deficit 

Albania was and still is overwhelmingly dependent on imports for its survival. The 

private and official transfers helped in covering the trade deficit. The current account 

with transfers included was balanced by 1996, which helped in maintaining a stable 

exchange rate in the face of a high trade deficit. On the other hand, mainly external 

financing and domestic debt issuing has financed the high fiscal deficit. The way of 

financing the Albanian fiscal deficit was very crucial in choosing the optimal strategy 

of debt management. In the next chapter, we perform a more detailed analysis to test 

the sustainability of Albanian fiscal deficits. 

External support to the program was crucial since Albania had no access to 

private international markets and, even if it had access, would not have been able to 

afford it. External financing with concessional terms was used to support fiscal policy 

rather than service the pre-1992 commercial bank debt. In the aftermath, this policy 

was very successful because it avoided enormous payments that could have suffocated 

the start-up. Bulgaria and Poland also enjoyed debt restructuring deals that had 

positive impacts on their fiscal deficits, since renewed capital markets access led to 

growth recovery prospects. However, an important difference is that whereas rapid 

and credible reform efforts in Poland have magnified the debt agreement benefits 

within the country, the weak and controversial reform process in Bulgaria impeded 

recovery prospects and prevented Bulgaria from enjoying the full benefits of the debt 
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restructuring deal6. Domestic financing was done initially by credit to the government 

from the Bank of Albania and then in mid-1994 treasury bill auctions were organised. 
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Figure 3.7 - Albanian External and Domestic Debt as a Percentage of GDP 

Finally, Albania's macroeconomic stability appeared to depend greatly on its capacity 

to attract external resources, both official resources and workers' remittances. Of the 

two dominant type of flows, the sustainability of workers' remittances was the first 

one to become the source of uncertainty and hence, the eventual source of delaying 

implementation of policies. First, they were not 'capital-flows' but rather transfers, 

which then could have been determined by cultural/political/family ties rather than 

pure economic management. These would later become subject to fraud from the 

Ponzy schemes. Second, the situation of a large proportion of Albanians abroad is still 

unclear. There is a large probability that either the Albanians will settle down abroad 

with their families, and as result the transfers start to decline (Latin American 

experience), or the countries where the majority of the Albanian emigrants work will 

change their social policies and decide to reduce the maximum number of emigrants, 

which will also reduce the level of remittances. The size of the official transfers, on 

the other hand, depends very much on the stability of the economic and political 

performance of the country. The international institutions are willing to support 

See Budina (1997) for a more detailed analysis. 
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reforms under the conditions that their transfers help to maintain a stable 

macroeconomic environment and political stability. Otherwise, these sources can dry-

up as well. 

3.5 Reform of the Financial Sector 

Stabilisation of the macroeconomic situation is a necessary but not sufficient 

condition for successful systemic change. Privatisation as well as enterprise and 

banking restructuring, are actions that need to be taken at the same time. For this, 

economic and political stability is needed, which was somehow assured until mid-

1996. Successful enterprise restructuring is also critically dependent on the financial 

discipline of well-functioning banks. This implies that early action to achieve a 

reasonable degree of efficiency in the banks was necessary. 

The financial reform in Albania started early by first creating by law a two-tier 

banking system in the beginning of 1993, which did not exist before. The two-tier 

banking system was, however, not really implemented. According to the Banking law, 

the Bank of Albania would play the role of Central Bank. When looking at their 

accounting system, however, the account of Central Bank and National Commercial 

Bank were, in 1995, still not separated from each other. There was a push to modem 

regulation but without making up for the right accounting system needed to cope with 

it. This resulted on the banking system working very inefficiently. Furthermore, while 

the National Commercial Bank (NCB) held all the bad loans inherited from the past 

and no deposits or very little, the savings bank was specialised only in savings 

mobilisation but did little in lending. NCB and Rural Commercial Bank (RCB) were 

heavily burdened by non-performing loans. There was a deterioration of financial 

management, especially at RCB. Therefore, restructuring these banks was necessary. 

But the main problem for restructuring was the re-capitalisation of these banks due to 

the large amount of bad loans and resulting losses. This came about because of the 

inexperience of the staff in dealing with credit expansion and also the incentives of 

banks to extend credit to bad firms, gambling ex-post for government bailout. There is 

a broad discussion in the economics literature on how to deal with the bad loans in the 

transition countries. It is shown in this literature that the main aim is to establish a re-
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capitalisation contribution contingent on measures taken by the banks to obtain hard 

budget constraints. The Saving Bank (SB) had no problems with bad loans due to its 

very limited loans. There was a need by the SB for improved transfer services through 

establishing itself as a major lender. However, none of these needs were met until 

1996. The lack of progress in restructuring and in privatising the three state-owned 

banks provided a growing source of friction between the Albanian government and the 

international financial institutions concerning the terms of financial policy 

implementation, and at the same time made more room for speculation in terms of 

dealing with the huge influx of private transfers. Only in December 1996, the 

government approved a branch restructuring strategy. Most of the NCB's and RCB's 

branches were transferred to the SB. The latter could decide whether to incorporate 

them in its branch structure or liquidate them. 

The entry of foreign financial institutions into Albania, on the other hand,had 

been slow. Ninety percent of the foreign govemment-owned (Italo-Albanian) bank's 

business was trade related, earning fee income from cash transfers from abroad and 

letters of credit. The scope of expansion activities was very limited by the problems 

encountered to date, including inadequate infrastructure, slow decision making by a 

complicated bureaucracy, and the poor condition of the Albanian partners. Foreign 

banks avoided undertaking any domestic banking business. 

The depth of bank intermediation was low, with broad money equal to 50% of 

GDP in 1995 (appendix, Table 3.9). Large foreign exchange transactions through the 

banking system continued to be difficult and costly. Only short term lending was 

available from the banking sector, which was actively financing the public deficit. 

Financial intermediation did not yet work properly in regulating the financial flows 

within the private sector. These financial flows, within the private sector, had been 

almost zero because of the very strict limits to bank lending imposed by laws aimed at 

gaining internal stability (the aim to stop lending money which would never come 

back). Most of the transactions remained cash-based, and were done through the fully-

liberalised street market. The lack of financial intermediaries was actually becoming 

the main constraint on expansion of capacity, including purchases of assets, and future 

expansion of growth. 
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In other words, the actual flow of funds in Albania has been simple and 

through the informal market intermediation. On the one hand, private external 

resources, workers' remittances, had financed the domestic private sector and hence 

the recovery of supply in agriculture and small services. These inflows had induced 

demand, as a large proportion of workers' remittances went first into consumption 

rather than production. On the other hand, official external resources had mainly 

financed the public sector and hence its ability to provide basic infrastructure, public 

administration, and other services while only a small fraction of them financed actual 

private projects. In fact, the domestic financial sector had only channelled domestic 

savings from the private sector to the government via the Savings Bank's purchases of 

T-bills. 

External Off ic ial and Pr ivate T rans fe rs 
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Figure 3.8 The external official and private transfers for Albania 

Figure 3.8 shows that, while the official transfers from abroad were drying up, private 

transfers were increasing over time, thus becoming the main source of funding for 

decentralised growth. This resulted in financial intermediaries losing control of private 

transfers which were relatively high, leaving space for fraudulent 'private foundations' 

to take advantage of these transfers for speculation. 

Since the transition began, a number of investment funds have operated in 

Albania, taking deposits from households. In the absence of a properly functioning 
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banking system, such funds constituted the only intermediary between recipients of 

remittances from abroad and small Albanian entrepreneurs who had difficulties in 

obtaining credit. Until 1995 the interest rates they offered were higher than those of 

state banks. In early 1996 more funds entered the market, offering higher rates, and 

very quickly competition between the funds raised rates to unsustainable levels (up to 

40-50% per month). It was obvious that these funds behaved as "pyramids", i.e. they 

used new deposits to finance interest payment on old ones. 

In conclusion, reform of the financial sector was a crucial step for success. The 

absence of a properly functioning banking system has been one of the key institutional 

deficiencies that have brought Albania to its emergency situation. The lack of trust in 

the state-owned banks, the inability of these institutions to develop modern banking 

services, and the lack of bankruptcy law as a sufficient condition for protecting 

depositors in case of bank failures, have provided fertile ground for the development 

of informal financial markets and for the establishment of the pyramid finance 

schemes. Their progressive collapse has now plunged Albania into political and 

financial crisis. 

From December 1996 to February 1997 most funds collapsed. The funds are 

estimated to have collected the savings of a large percentage of Albanian households. 

As of August 1997, four big funds continued to operate, offering lower interest rates 

than they did during the crisis. None of the pyramid schemes are taking deposits, 

however. 

3.7 Conclusions 

Albania is a country, which until 1996 experienced the highest growth level among all 

transition countries. The level of GDP in 1996 did not, however, reach that of 1989. 

The main sectors, which showed remarkable growth, were agriculture, construction, 

and services. The growth experience consisted, however, more of level changes rather 

than productivity increases. The fragmented structure of farming and the very low 

level of productivity are indicators showing that the growth rate could not be sustained 

in the long run. 
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There are several factors that stand behind this success which can be listed as 

follows: (i) An almost complete early price liberalisation which helped in bringing out 

the monetary overhang inherited from the previous regime; (ii) An early complete 

privatisation of agricultural sector, retail and external trade which encouraged 

competiton and helped that price liberalisation resulted in price competition rather 

than an opportunity for state enterprises to exploit their previous monopoly power; 

(iii) Official and private external transfers supported the financing of the fast recovery 

of the domestic production; and (iv) Tight fiscal and monetary policies followed by 

the government which helped in reducing and maintaining low levels of inflation. 

Stabilisation reforms did succeed in reducing inflation but the low inflation 

existed with internal and external imbalances. The issue is the one of achieving 

macroeconomic stability and quickly shifting factors of production to the most 

efficient uses. Fiscal deficits and trade deficits were still high for the size of the 

economy however. 

Albania's macroeconomic stability and economic growth appeared to depend 

greatly on its capacity to attract external resources, which are a source of uncertainty 

in the future. Private transfers are the first source of uncertainty, since they depend on 

the settlement of emigrants abroad. Official transfers, on the other hand, represent a 

temporary financing and have the tendency to be reduced over time in hopes that the 

country itself will be able to sustain stability with its own resources in the long run. 

Reform of the financial sector can be seen as unfinished business where more 

work had to be done. The accounting standard and the supervision system were far 

behind developed to be able to follow the changes on the modern regulations already 

established. Further, the overriding importance of rapid financial reform for the 

transition process was not understood at the outset. Therefore, the typical reform 

sequencing did not give top priority to financial market reform. With hindsight this 

has been identified as the single most important sequencing error (Nuti and Portes 

1993). Stabilisation of the macroeconomy is a necessary but not sufficient condition 

for successful systemic change. 

The institutional uncertainties become more important as the transition is 

ending, Albania slowly approaches more "normal times", and private sector 
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development becomes central. In other words, once a certain degree of 

macroeconomic stabilisation has been accomplished, the institutional environment 

becomes the more important determinant of growth in transition countries. The 

absence of a properly functioning banking system has been one of the key institutional 

deficiencies that have put Albania in crisis. 

Having very polarised political powers, as in the Albanian case, increases the 

overall uncertainty about changes in the government, which has a big impact on future 

growth of the private sector. Virtually no progress with structural reforms was made 

during 1997, as governmental and parliamentary activity came to a standstill during 

the collapse of the pyramid schemes and the ensuing social unrest. 
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Appendix 

Table 3.3 - The Main Economic Indicators, Albania. 

The Main Economic Indicators 
Years 1990 1991 1992 1993 1994 1995 1996 

Albania 
Real GDP (% change) -10 -28 -7,19 9,56 9,39 8,58 9,1 

Industry (% change, const, prices) -14,2 -41,9 -51,2 -10 -2 2 7,3 
Agricult, (% change, const, prices) -5,4 -17,4 18,5 10,4 10,3 10 8,1 
Constru, (% change, const, prices) -12 -30 7 30 15 11 8,2 
Oth, serv (% change, const, prices), -8,4 -16,8 5,6 15,6 12 7,7 13,6 

Sector production as % of GDP 100 100 100 100 100 100 100 

Industry 39,8 32,1 16,86 13,9 12,4 11,6 11,3 
Agriculture 37 42,5 54,2 54,6 55,1 55,8 55,4 
Construct, 6,63 6,61 7,6 9,1 9,5 9,7 9,7 
Other serv, 16,4 18,87 21,2 22,5 22,95 22.8 23,3 

Gross Domestic Savings/GDP 21 -20,4 -76,9 -38,2 -16,8 -7,8 Na 

CPI Inflation % (EOP) 0 104,1 236,6 30,9 15,8 7 17,4 
Exchange rate (lek/$) 8 25 102,9 98,7 95,4 94,7 103,7 
Total Unemployment % eop 9,5 9,6 26,46 29 19,5 13,1 12,4 
Employment in agriculture (% of tot 36,84 37,04 38,81 42,07: 43,93 na Na 
emp) 

Trade Balance (Mln US$) -150 -308 -454,1 -489,8 -459,7 -474 -692 

Export (Mln US$) na 73 70 112 141 205 229 
Import (Mln US$) 281 521 602 601 879 921 

Trade Balance (% GDP) -7,14 -27,0 -67,27 -43,76 -25,42 -21,62 -25,53 

Fiscal Balance -3,7 -43,8 -21,67 -16,05 -12,87 -11,8 -12 
Domestic financing 43,86 21,38 9,97 6,95 7,06 10,5 
External Financing 0 0,3 6,09 5,92 4,89 1,4 

Fiscal Deficit with inflation -3,7 -30,7 -11,81 -14,02 -11,95 -11,50 Na 
adjustments 

Table 3.4 - External Balance of Albania 
External Balance 
Years 1990 1991 1992 1993 1994 1995 1996 
Current Account Balance (Mln US$) -121,5 -261,7 -394,9 -321,0 -239.2 -154.4 -246..5 
Current Account Balance (% GDP) -5,78 -18,80 -14,46 -5,59 -8,25 -5,70 11.1 
Private transfers (Mln US $) 15 27,6 148 230 265,7 300 425 
Official transfers (Mln US$) 32.4 39.2 43.8 44.3 26.6 2.5 
Foreign Direct Investment (Mln US$) 0 0 32 45 65 89 97 
Change in Reserves (Mln US$, 163 222 -71 -75 -57,1 -36,0 -40 
negative = increase) 
Terms of Trade Index (1993 = 100) 107,94 100,00 100,98 101,70 
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Table 3.5 - The Main Economic Indicators, Bulgaria 
Years 1990 1991 1992 

Bulgaria 
1993 1994 1995 1996 

Real GDP (% change) -9,1 -11,7 -5,7 -4,2 1,4 2,5 -10.5 
Industry ( % change, const, prices) -21 -6.4 -6.2 6 -5.4 -6.3 
Agricult, (% change, const, prices) 4.3 -14.8 -30.2 9.5 14.5 -16.1 
Constru, (% change, const, prices) 
Oth, serv (% change, const prices), 

Sector production as % of GDP 
Industry 37.4 40.5 35 32.1 32.7 30.2 

Agriculture 11 14.3 11.7 10.3 12 13.4 14.6 

CPI Inflation % (EOP) 50,6 500 79,5 63,9 121,9 32,9 310.8 
Exchange rate (leva/$) 2,84 21,81 24,49 32,71 66,02 70,7 487,4 
Total Unemployment % eop 1,7 11,1 13,3 16,3 12,8 11 12.6 

Trade Balance (Mln US$) -32 -212 -885 -17 120 209 
Export 2734 3956 3727 3935 5345 4880 
Import 2330 4189 4612 3952 5224 4703 

Fiscal Balance na na -7.2 -10.9 -6.3 -5.7 -11 
External Financing 4.6 -0.4 1.2 -2.1 -2.5 
Monetary Sector 18.3 34.9 15.8 -0.8 33.3 
Other Domestic Financing -15.7 -33.6 -10.6 8.7 -19.8 

Table 3.6- The Main Economic Indicators, Poland 
Years 1990 1991 1992 1993 1994 1995 1996 

'oland 
Real GDP (% change) -11,6 -7 2,6 3,8 5,2 7 6.1 
Industry ( % change, const, prices) -8 2.8 6.4 12.1 9.7 8.7 
Agricult, (% change, const, prices) -1.8 -12.7 6.8 -8.3 10.7 0.7 
Constru, (% change, const, prices) 
Oth, serv (% change, const prices), 

Sector production as % of GDP 
Industry 40.2 34 32.9 32.2 29.9 27.1 

Agriculture 11,8 5.8 6.7 6.6 6,2 6,4 6.0 

CPI Inflation % (EOP) 585,8 60.4 44.3 37,6 29.4 21.6 18.5 
Exchange rate (lek/$) 0,95 1,1 1,58 2,13 2,44 2,47 2.66 
Total Unemployment % eop 6,3 11,8 13,6 16,4 16 14,9 13.2 

Trade Balance (Bin US$) 0.1 0.5 -2.3 -0.8 -1.809 -8.2 
Export 12.8 14 13.6 17 22.8 24.4 
Import 12.7 13.5 15.9 17.8 24.7 32.8 

Fiscal Balance -6.7 -2.3 -2.2 -1.8 -2.3 
External Financing -0.2 -0.4 -1.9 0.3 -0.2 
Monetary Sector 8.5 7.1 5 0.5 1.4 
Other Domestic Sources -1.6 -4.4 -0.8 1 1 
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Table 3.7 
Poland 

• Total External debt to GDP ratios for Albania Bulgaria and 

Table 3.8 - The Fiscal Accounts for Albania 
Fiscal Accounts, 
Share of GDP 

1990 1991 1992 1993 1994 1995 1996 

Total Revenue 
Tax Revenue 

Turnover tax 
Income tax 
Personal Income tax 
Small business tax 
Enterprise profit tax 
Social Security contributions 
Property tax 

Import duties and export taxes 
Excise tax 
Other taxes 

Non-tax Revenue 
Profit transfer from Bank of 
Albania 
Income from budgetary 
institutions 
Counterpart sales revenue 
Privatization Revenues 

Other 

Current Expenditure 
Personnel 

Wages 
Social Security contributions 

Interest 
domestic 

foreign 
Operational and Maintenance 
Subsidies "' 

to enterprises 
price subsidies 

transfer to Agricultural Bank 
Social Security 
Unemployment insurance 
Social assistance 
Ex-political prisoners 
(restitution)  

46,8 
42,2 
23,4 
13,0 
0,0 
0,0 

13,0 
5,8 
0,0 
0,0 
0,0 
0,0 
4,6 
0,0 

31,5 24,7 28,2 26,9 26,7 
26,8 16,4 18,2 19,1 17,7 
13,8 4,7 4,4 2,9 2,7 

3,7 3,1 4,1 2,4 1,9 
0,0 0,0 0,0 0,3 0,3 

0,0 0,4 0,6 0,5 0,4 
3,7 2,7 3,5 1,6 1,2 
8,7 3,4 2,8 3,7 4,1 
0,0 0,0 0,0 0,2 0,2 

0,6 3,0 3,2 3,7 3,0 

0,0 2,5 3,8 5,5 4,6 

0,0 0,6 1,7 2,6 1,8 

4,7 7,4 8,2 5,9 7,2 

0,0 0,0 1,1 0,2 2,9 

18,5 
15,3 

3,2 
1,7 
0,2 
0,3 
1,2 
4,5 
0,1 
2,7 
1 

1,2 
3 
0 

1,0 0,5 0,1 1,0 1,2 2,2 0 

0,0 2,8 5,8 3,9 2,4 1,2 0 

0,0 0,0 1,1 0,8 1,3 0,2 0,3 

3,7 1,3 0,4 1,4 0,7 0,8 0 

43,3 56,1 42,3 34,0 31,1 28,8 25,5 

8,3 11,3 10,6 8,9 9,0 9,1 9,1 
7,0 9,3 8,8 7,5 7,0 7,2 7.2 

1,3 2,0 1,8 1,3 2,0 1,8 1.8 

0,0 0,0 1,3 2,6 2,6 2,5 
2.0 
0.2 

3.1 
2.9 
0.9 

10,2 10,8 10,1 6,7 6,2 6,2 4.4 

15,7 20,4 8,0 2,2 1,3 0,6 0.4 

13,9 17,9 4,5 0,0 0,1 0,0 

1,8 2,5 3,5 2,2 1,1 0,6 

0,0 
8,6 12,1 6,6 6,4 6,2 6,8 7.2 
0,0 0,0 3,2 3,7 1,3 1,3 0.8 

0,0 0,0 0,5 1,9 2,2 1,9 1.4 

0,0 0,0 0,0 0,2 0,4 0,2 0.2 
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Brad/Energy compensation 
Enterprise Restructuring 

Other 

Capital Expenditure 
Investment 

o/w foreign financed 

Net Lending of External loans 

Total Expenditure 

Fiscal Balance, commitment 
basis 
Arrears: external and to 
enterprises 
Fiscal Balance, cash basis 

Financing Requirement 
Domestic Financing 

External Financing 
Foreign Loans 

0,0 0,0 0,3 0,4 0,2 0,0 0.0 
0,0 0,0 0,0 1,0 0,3 0,1 0.0 
0,6 1,5 1,8 0,0 0,0 0,0 0.0 

18,8 6,1 4,2 7,2 6,9 9,7 4.5 
18,8 6,1 4,2 7,2 6,9 9,7 
0,0 0,0 0,0 2,7 3,1 2,1 

0,0 0,0 0,0 3,2 2,6 0.0 0,0 

62,1 62,2 46,5 44,4 40,5 38,5 30.3 

15,4 -30,7 -21,9 -16,2 -13,6 -11,8 -11.9 

11,6 -13,2 0,2 0,1 -0,7 -0,1 0 

-3,7 -43,9 -21,7 -16,1 -14,3 -11,9 -11.9 

3,7 43,9 21,7 16,1 14,3 11,9 11.9 
3,7 43,9 21,0 10,0 7,7 7,1 10.5 
0,0 0,0 0,3 5,9 5,9 4,9 1.4 
0,0 0,0 0,3 5,9 5,9 4,9 1.4 

Source IMF 
Notes: 
1/ Small amounts allocated in 1992 and 1993 are included under the small business tax 
2/ Includes transfer of amortization. 
3/ Includes the road tax, and small taxes and fees previously classified as non-tax revenues. 
4/This figure only includes operational and maintenance expenditures. These figures differ 
from IMF Budget data because the latter includes part of price subsidies under this category. 
5/ Includes transfer to the State Agricultural Bank of 8 million leks in 1990. 
6/ Energy compensation started in March 1994. In 1995 the amount corresponding to 
budgetary employees is included under the wages category. 
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Table 3.9 - Monetary Indicators for Albania 
Monetary data 1990 1991 1992 1993 1994 1995 
Broad Monev (% of GDP) 33,13 69,40 56,75 43,92 40,88 50,64 

M2 Domestic 32,44 68,48- 43,25 34,95 33,30 40,82 
Foreign Currency Deposits 0,69 0,93 13,50 8,97 7,58 9,82 

Total Net Domestic Credit 56,22 112,33 62,67 41,91 55,42 41,12 
Credit to Government -3,87 46.71 39,91 27,88 25,99 28,80 
Credit to Non-Government 60,10 65,62 22,76 14,03 29,43 12,32 
Credit to private sector 

Velocity of Broad Money 3,02 1,44 1,76 2,28 2,45 1,97 
Nom. Inter. Rate 6-m Dep. (eop) 25 19 12 11,5 

Total Net Domestic Credit 56,22 78.62 34,16 36,62 51,50 39,75 
adjusted 

Credit to Gov. -3,87 4,55 2,58 4,93 6,34 10,18 
Credit to Non-Gov. 60,09 6,40 1,47 2,48 7,18 4,35 

Broad Monev (real growth rate) 104,38 23,77 -48,16 20,44 39,60 
M2 Domestic 105,94 -4,39 -45,87 23,28 38,14 
Foreign Cur. Dep. 31,03 2105,01 -55,50 9,34 46,00 

Total Net Domestic Credit 94,92 -15,55 -55,21 71,14 -16,40 
Credit to Government -1276,96 29,33 -53,21 20,64 24,87 
Credit to Non-Government 6,53 -47,50 -58,71 171,48 -52,83 


