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Dear readers,

It is already �0 years that the Economic Bulletin of the Bank of Albania is 
being published for an audience of business and banking professionals, 
academics and for the public at large. Most of the time, it contains articles, 
surveys and analysis of the employees of the Bank of Albania. Hoping 
that these studies could be used or easily accessed even after such a 
relatively long period from their first official publication, we thought to 
publish this compendium of articles in a unique format.

We want to call your attention in this occasion, that these articles not 
only express the views and conclusions of the authors, but they have to 
be seen placed in the time frame they have been written, with reference 
to the events or to the phenomena analysed.
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rurAl finAnciAl institutions And 
finAncing rurAl economies

Drini Salko*

Keywords
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1. introduction

rural producer’s capacities to receive additional financial 
resources during transition are confronted with many restrictions 
of negative effects on output, farm restructuring, and investments 
to be made. these limitations are a result of mixed factors 
deriving from the expensive and deficient information on rural 
financial markets and a result of a number of specific problems 
incurred during transition. An effective rural financial market 
plays an important role in the development and growth of rural 
productivity. this implies building a financial market to meet the 
typical functions of market economy. mobilizing and allocating 
resources without governmental interference and building an 
institutional framework to provide funds in compliance with the 
demand is also important.

Among both capital resources, domestic and foreign, the 
domestic ones are the most important element. in the majority of 
low-income countries, domestic funds represent a considerable 
part of investment resources. one of the main monetary 
resources to cover a considerable part of rural financing are 
also the savings of this sector.
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2. An oVerVieW on rurAl finAnciAl 
mArkets And operAting institutions

transition countries are mostly confronted with two 
challenges: first, is that the financial sector needs to be radically 
reconstructed by a governmental instrument which would 
collect savings and distribute funds through enterprises in a 
totally independent financial system capable of performing its 
functions within a market economy. And second, its regular 
functioning is a precondition for reorganizing and modernizing 
farmer economies and their efficiency. information asymmetry is 
a characteristic of rural financial markets. this means that while 
performing a credit transaction, the borrower is well aware of 
his willingness and ability to repay the loan on time. 

the credit institution, on the other side, does not know the real 
intentions of the borrower or whether he may change opinion 
after receiving the loan. in these circumstances, the risk exposure 
is high. the low profitability of farms is another problem of rural 
financing that restricts their ability to repay the debt. on the 
other hand, collateral commitments play an important role in 
the farmers’ potentiality to ensure additional financing resources. 
in transition economies, collateral requirements from financial 
institutions to receive rural lending have been frequently high due 
to transitory factors such as: deficiencies in ownership entitlements, 
the lack of land markets, high inflation and insecurity, etc.

 
in addition, banks frequently refuse rural land as committed 

collateral even when ownership entitlement is complete and 
this is because of the lack of a rural market. this has enforced 
the establishment of appropriate institutional models to 
better manage the above risk and be better adopted in rural 
financing. many governments use specialized rural banks as 
their core instrument to credit this sector. in most cases, the 
clients consider these institutions as pseudo-governmental and 
loans received by them as government subventions, not as 
business contracts. in these cases, rural banks continue to be 
government instruments that subsidize farms and the results 
are not so satisfactory1.
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2.1. bAnks And finAncing rurAl economies
 
the reformation and the development of the Albanian banking 

system aims at providing support through bank products and 
services to various sectors of the economy. credit applications 
by private farmers for financing inputs (chemical fertilizers, 
seeds, pesticides, etc) and mechanical appliances have been 
and continue to be ever large and growing. rural credit and the 
supply of financial services have been largely suppressed by the 
bank incapacity to respond to the growing credit demand from 
the new private sector.

in spite of the fact that for rural financing there was a 
specialized institution as the rural commercial bank (rcb), we 
may say that this institution did not work properly to support 
agriculture.

 
the incapacity of the rural commercial bank to extend credit 

is shown in two aspects:

the first lies with the bank incapacity to meet credit demands 
of small farmers. this was because the rcb operated on 
commercial principles and as already known, the cost of 
managing credit to this large number of small clients was high. 
in addition, credit rates made credit cost be high as well. 

the second lies with the limited extension of rural credit from 
the rcb. if we refer to structural data on the structure of credit 
by entity, we see that other sectors, such as trade, construction, 
etc) share a considerable part.

As of end 1996, rcb’s outstanding credit structure indicates 
that credit activity and construction share 64 percent. extended 
credits either by the rcb own funds or by other project funds 
financed by donors and channeled through the bank in most 
cases do not apply to economic activities of farmer economies. 
the deficiency of extending credits to the rural sector is reflected 
in the very high level of non-performing loans. As of end 1996, 
non-performing loans of three state-owned banks shared about 
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33% of total loans extended. the 1997 crisis deepened further 
this negative indicator.

After the ‘90s, in their effort to be provided with commercial 
loans, private farmers have used funds borrowed from 
moneylenders, friends or other relatives as additional financial 
resources.

 According to the survey conducted over years 1993-1994, 
in 25 out of 36 cities, only 2 percent of 648 farmers resulted 
to have used bank loans. Amongst the difficulties pointed out 
by them for receiving bank loans are: high credit rates, the 
bureaucracy in procedures, the short-term maturity, etc. A 
considerable number of farmers have used loans granted from 
relatives or businessmen.

 
besides the expansion of commercial banks (private ones), 

year 2000 was characterized by a strong growth of credit to 
the economy. macroeconomic stability, the increased domestic 
safety, and the improved investment climate made banks raise 
rates of credit to the economy. Almost all banks, based on their 
policies, were interested in lending to medium and large-size 
businesses. even those banks that have lending to small businesses 
in the core of their policy (such as the fefAd bank), focused their 
attention on the urban area clientele, denying credit extension to 
farmer economies. the very few credits extended in this sector 
covered agro-foodstuffs and the establishment of greenhouses.  

 
A bank that has recently started to extend loans to agriculture 

is the “American bank of Albania”. however rural area clients 
of this bank are at a very restricted number and mainly operate 
in low western areas (where the most specialized farmers are 
situated in). 

Amongst the main factors of banks’ non-lending to farmer 
economies are:

• the commercial banks’ lack of institutional capacity, as a 
result of the high cost of small credits. banks consider the 
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activity of farmer economies as small business and lending 
to them as costly, consequently.

• the farms’ small capacity and their insufficient income 
impede the absorption of formal investments in rural sector 
and other sectors related to it.

• the relatively high interest rates (due to the very high credit 
risk premium) are another factor. small farmers can not 
repay commercial term credits provided by the banks. this 
results from the current practice and from the conclusions 
drawn from the survey on the budget of the farm.

• banks do not engage in rural credits for they consider 
farms as not so stable and consistent activities. this is 
an aftermath of farmer families’ moving tendency toward 
urban areas.

• small farmers frequently lack collateral to meet commercial 
bank claims. the non-functioning of land market is a 
relatively large bar to crediting, as land is not yet preferred 
to serve as collateral by banks.

• the lack of bank infrastructure in the rural sector of 
economy is reflected in the non-extension of banking 
business in this sector of economy. the only bank to have 
a wide spread on the entire territory is the savings bank. 
this bank has stopped credit to economy as it is under the 
stage of restructuring and preparing for privatization. All 
other banks mainly operate in tirana and it is only in the 
last two years that they have started to expand their credit 
activity to some other principal cities of the country.

2.2. estAblishing micro-finAnce institutions, 
As VillAge-bAsed AlternAtiVe to support fArmer 
economies

banks’ disinterest in financing farmer economies and the 
structural transformations of the rural sector as a result of the 
economic reforms made the establishment of rural financial 
institutions a necessity. one of the most effective institutional 
models represented by credit co-operative is nominated the 
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savings and loan Association (slA) in our country. their 
experience has been mostly successful. in romania for example, 
the co-operative banks have been successful in providing credits 
to small private farmers. in bulgaria a mutual fund program for 
agriculture developed with the help of eu phare program. in 
Albania, the Albanian development fund and its rural component 
today, the rural financing fund (rff), have been successful.

the experience of transition countries is different. in russia 
for example, the efforts to establish credit co-operatives did not 
bring the expected effect. 

 
the establishment and running of these new financial 

institutions in the rural sector also reflect the various models of 
farm structure. the latter in many transition economies vary in 
size from very big to very small ones (table 1). this may require 
different institutions. large farm applications for credit can 
be covered by commercial banks. on the other hand, small 
farms’ credit demands, having higher transaction and financial 
intermediation costs can be better served by the credit co-
operatives. in hungary, poland or romania similar institutions 
are already functioning and have the tendency to expand.

table 1 rural individual indicator (rii) in some countries, year 19952.
country rii country rii
Albania 94,2 czech republic 22,1
Armenia 81,8 hungary 17,3
latvia 80,2 belarus 15,2
romania 55,2 ukraine 14,1
bulgaria 45,4 russia 12,1
estonia 37,5 slovakia  3,1

source: mathijs, e. and swinnen, J. (1998) “economic development and 
cultural change”.

it is noted that individual farms dominate the Albanian 
agriculture, a direct outcome of the economic reform in this 
sector. rural land distribution to farmers has been a relatively 
rapid process in Albania. this resulted in the establishment of 
an extensively large number of small farms, around 380,000, 
with an average land area from 0.5 to 1.8 hectares per farmer 
family, divided into parcels. this indicator makes most clear the 
necessity for slAs to operate in the Albanian economy, as an 
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adequate financial institution for this structure. these micro-
finance institutions may mobilize the savings of this sector, using 
them for its development. 

 

3. the role of rurAl finAcing funds. the 
estAblishment of the slAs

the rural sector in our country during these years has provided 
additional financing from some resources. here are included 
loans extended by the former-rural commercial bank, from the 
international institutions (various credit funds from donors and 
development projects), as well as individual lenders (informal 
sector). the rural credit project previously implemented by 
the Albanian development fund and currently by the rural 
financing fund is the eldest project with the broadest spread in 
rural areas of the country. this program started to operate in the 
framework of the poverty reduction and growth facility, which 
aimed to relieve the transition period for the poor farmers. later 
it turned into a micro-finance program. the program offered 
a new credit system based on the collaboration between two 
chains: the credit board of the village (cbV) and the credit 
officer. this program extended small loans to farmers who could 
not be supported with bank loans. besides that, farmers and the 
cbVs were trained.

credit extension is based on clear and well-understood 
criteria, on the borrower’s capacities to repay the loan, 
investment potentialities, customer capacities and confidence, 
etc. this project adopted credit schemes based on the farmers’ 
applications for small credits corresponding to the appropriate 
level of the farm. credit ceiling, from some hundreds of us 
dollars extended at the early process is currently at $ 2 000, 
and credits are granted for a period of up to 3 years. in specific 
cases may be extended credits up to us$ 5,000.

the areas of intervention during these years have been the 
districts of elbasan, tirana, Vlora, kruja, gramsh, peshkopi, 
kukës, pukë, has and tropojë.
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for a long time, the main activity for using credits has been 
live animals. this fact related to the areas where the rural 
financing fund extended its activity, to the credit amount and 
the emergency needs of rural families. it is ever-increasingly 
being evidenced a changing ratio in credit financed activities. 
to this period, 53.38 percent of the credit amount is used for 
live animals, while the cumulative average is 61.69 percent. 
thus, it noted a falling tendency of credit use for live animals 
in the favour of other activities, such as green houses, trade, 
mechanical appliances, handicraft, etc, which are more 
profitable activities that significantly influence the development 
of farmer economies.

the extension of new villages around the cities and the 
growing interest to perform investments changed the credit 
demand, in terms of amount, term duration and the type of 
financial activities. credit extension above ordinary ceiling was 
experimented to meet the demand and the project targets. 
only in 1999 were extended 27 credits, from lek 300000 to 
500000.

besides the average credits extended during this term (lek 
94462), the average credits increased by 20 percent compared 
to the average extended in 1998 (lek 78940). this tendency 
went on, prudentially, since the credit guaranty is only moral, 
practically.

based on what was mentioned above, the World bank in 
agreement with the Albanian government approved in early 
2000 the financing of a new project, whose strategic target was 
the achievement of financial stability and the transformation of 
the existing rural micro-credit program into a stable institution 
that would progressively become self-financing. 

the main objective of the new rff project is to establish a 
slA network and support the progressive development of their 
union in consistency with the current law on slAs and based on 
the current system of rcf (rural credit funds, an ngo), as well 
as to expand the area of rural credit intervention, by expanding 
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the network in low land and coast areas as well as by expanding 
the range of financial services provided to farmers.

the project will support the transformation of the rcf into 
a stable system based on slAs. the slAs are organizations 
that will aim at extending loans to and collecting savings of 
members affiliated in. slAs will have a larger democracy, 
autonomy and responsibility than rcfs. being member-owned 
and capitalized organizations, slAs will have a strong initiative 
to maintain the financial stability and to minimize the risk of non-
performing loans. many duties, actually performed by the rural 
financing fund will be progressively shifted to slAs, after they 
have obtained the required training and a greater autonomy 
and maturity. After a maximum period of 3-years, slAs will be 
sustained to establish their union. 

the establishment of a slA network will be realized in two 
ways:

first: establishing slAs through rcf’s transformation into 
slAs. the rff, acknowledging and managing this experience, 
will play a very important role in putting this transformation 
into place. the acquired experience of co-operation and the 
capitalization capacities are good premises for achieving the 
establishment and functioning of these institutions. in addition 
to the technical assistance, the rff extends credits of 11 
percent rate to slAs, which the latter extend to their members 
at 15 percent (the resulting spread covers their operational 
expenditures). upon slAs consolidation and capitalization and 
the establishment of their union, these institutions intend to 
become autonomous from the rff. At the end of 2000, through 
this transforming mechanism, were established the first 18 slAs 
which are still at the phase of consolidation. At the end of 2000, 
farmer economies have received rff loans to us$ 1.8 million, 
out of which 300,000 are slA loans and the rest are loans to 
cover current operational areas of the rcf. What is important 
is that through slAs the farmers have the possibility to receive a 
larger credit amount (the current amount is up to us$ 5,000), 
being ever-increasingly oriented toward financing for investment 
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purposes. some indicators of the rff activity are provided in the 
following table:

table 2  rff operation indicators, in usd ( us$ 1 = lek 140,0).
 31.12.1999 30.06.2000 31.12.2000
indicators    
number of slAs’ members 0 112 505
number of established slAs 0 5 18
number of slAs in process 0 9 3
outstanding loans 2 694 144 2 958 954 2 673 760
number of active assets 5 754 5 415 4 423
Average loan amount 468 534 605

source: rff, Annual report for 2000.

second: establishing new slAs. if the first way presupposes 
the outside village alternative combined with that of the farmers, 
the second way is more original and is based only on farmers’ 
initiative. this process is already at its first steps in our country3.

 
establishing new slAs is another way that assumes special 

significance, considering also the deficiencies of the first 
way. in addition, from the economic analysis of the farmers’ 
budget, it results that in perspective development areas, the 
savings capacity and the ability to repay the credit is higher. 
on the other hand, these areas have a better infrastructure and 
may be considered as urban areas or in the vicinity of urban 
centres. the establishment of new slAs in these areas gains 
priority even for the fact that the rural population of these areas 
there are less premises or willingness to displace toward big 
cities. until end 2000, with the technical assistance of the rff 
were established three slAs in the rural areas. from gross or 
monetary income analysis, it results that farmer families of these 
areas have higher incomes. such areas are believed to include 
those village groups that encircle urban areas with micro-towns 
such as Vorë, maliq, milot, divjakë, novoselë, etc. the latter 
will serve as residences for slAs’ headquarters. on the other 
hand, this will help the increase of banking services provided 
to farmers. slAs may be best and quickly established in those 
areas where co-operation is better developed. similar farmer 
organizations that co-operate in marketing trade, etc., though 
few in number, do already exist. it is extremely important for 
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the establishment of the first slAs to be successful, since our 
farmer first would like to see the example and then act. the 
establishment of new slAs represents the only way for financing 
farmer economies of these areas, considering that the banking 
reform is creating a gap of financial services in the village 
areas.

the current established network of rural slAs, including 
similar institutions established with the support of other projects, 
has reached 30. this is the reason why the review of the relevant 
legal framework has turned into an emergency. the changes 
proposed by the bank of Albania in relation to the supervision 
of these institutions are of primary importance. the draft-law on 
slAs, drafted with the participation of the bank of Albania, is now 
in its final stage and expected to be passed by the parliament. 
the speeding up of procedures for its approval is important 
considering that these institutions are beginning to mobilize the 
savings of their members. 

conclusions:

the banking system deficiency, which led to the liquidation of 
the rural commercial bank, has also led to a paradox situation: 
Although Albania is a rural country, there are no institutions 
specialized in rural financing.

 
the current situation requires the establishment and 

functioning of financial institutions specialized in rural areas. As 
the most adequate model, we propose the establishment and 
functioning of credit co-operatives or otherwise called savings 
and loan associations. only these institutions can establish a 
micro-credit system for the Albanian farmer.

establishing new slAs in rural areas with a clear developing 
prospective will include villages in the vicinity of urban areas or 
small towns with rural orientation. the best areas for establishing 
new slAs are those where farmers’ associations are created. in 
my opinion, it should represent the first example for establishing 
the slAs.
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in the next 2-3 years slAs may be extended only in local level. 
When consolidated, this slAs’ network will naturally require 
the establishment of the first slA unions and their final shifting 
into the most organized form, assuming all the features of an 
institution or a financial intermediary which will be subject to 
the legal, regulatory and supervisory framework of the banking 
system.
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notes

* drini salko, lecturer of “money and banks” in tirana 
university of Agriculture and member of the bank of Albania’s 
supervisory council.

1 As already known, the decision for the liquidation of the 
rural commercial bank was taken after the deterioration of its 
credit portfolio.

2 rii indicator measures the change from state-owned and 
collective farms to individual farms. it is measured as rii= (in 
95-in89)/ (100-in89)(100), where in95 and in89 represent the 
share that individual farms occupy in the total of rural land for 
years 1995 and 1989, respectively.

3 Although newly established slAs, 5 slAs have been 
established in the rural sector.  
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Applying core principles of bAsle 
committee for An effectiVe 

superVision 
Miranda Ramaj*

Keywords
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governors of central banks from g10 group countries 
established at the end of 1974 the basle committee, as a body 
intended to make banking regulations and organize supervision 
practices. this committee does not have a supervisory authority 
and its conclusions do not have any legal power. the committee 
formulates broad supervision standards, prepares guidelines 
and recommendations for the best practices that individual 
authorities may apply in their national system.

the main target of the basle committee on banking supervision 
is:

‘no foreign banking establishment should escape supervision; 
and supervision should be adequate’.

Weaknesses in the banking system of a country, whether 
developing or developed, can threaten the financial stability 
both within that country and internationally. the need to 
improve the strength of financial systems has attracted growing 
international concern. on this basis, the basle committee has 
prepared a document called ‘the core principles for effective 
banking supervision’.
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in developing the principles, the basle committee has worked 
closely with non-g10 supervisory authorities. the basle core 
principles comprise twenty-five basic principles that need to be 
in place for a supervisory system to be effective. the principles 
relate to:

• preconditions for effective banking supervision;
• licensing and structure;
• prudential regulations and requirements;
• methods of ongoing banking supervision;
• information requirements;
• formal powers of supervisors;
• cross-border banking.

these principles are minimum requirements that are 
implemented according to particular conditions of a relevant 
country in spite of its development level.

in drawing up these core principles for effective banking 
supervision the following precepts are fundamental: 

• the key objective of supervision is to maintain stability and 
confidence in the financial system, thereby reducing the 
risk of loss to depositors and creditors;

• supervisors should encourage market discipline;
• supervisors must have operational independence and legal 

power to gather information and the authority to enforce its 
decisions;

• supervisors must understand the nature of the business 
undertaken by banks and ensure that the risk incurred by 
banks are being adequately managed;

• the risk profile of individual banks should be assessed and 
supervisory resources allocated accordingly;

• supervisors must ensure that banks have resources 
appropriate to undertake risks, including adequate capital, 
sound management, and effective internal control systems; 
and

• close cooperation with the supervisory authorities of other 
countries is essential. 
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the bank of Albania, in implementing its role of supervising 
the banking system has drafted a set of prudential regulations. 
commercial banks are required to implement these regulations 
in order to reduce the risk they undertake while exercising their 
activity. 

in drafting the regulatory system, the supervision department 
of the bank of Albania is based on the international experience 
and also on 25 core principles for an effective supervision of the 
basle committee.

treating the core principles of banking supervision, we will 
analyze their implementation in the legal and regulatory system 
of the banking supervision. 

preconditions for effectiVe bAnking 
superVision

principle 1

An effective system of banking supervision will have clear responsibilities and 
objectives for each agency involved in the supervision of banking organisations. 
each agency should possess operational independence and adequate resources. 
A suitable legal framework for banking supervision is also necessary, including 
provisions relating to authorisation of banking organisations and their ongoing 
supervision; powers to address compliance with laws as well as safety and 
soundness concerns; and legal protection for supervisors. Arrangements for 
sharing information between supervisors and protecting the confidentiality of such 
information should be in place.

the law ‘on the bank of Albania’, Article 12 clearly defines 
that the bank of Albania is the responsible authority for the 
banking supervision:

‘the bank of Albania shall be exclusively responsible for 
the licensing and supervision of all banks in the republic of 
Albania.’

the independence of this supervisory authority finds utterance 
in the law no. 8269, dated 23 december 1997, ‘on the bank 
of Albania’, where article 1, paragraph 3 states that: ‘the bank 
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of Albania shall be entirely independent from any other authority 
in the pursuit of its objectives and the performance of its tasks.’

 
Article 3 of the same law defines the bank of Albania 

objectives and responsibilities. paragraph 4 of the same article 
asserts that: ‘The Bank of Albania’s duty is to license or revoke 
and supervise banks that engage in the banking business in 
order to ensure the banking system stability’. 

hence, the legal framework of the bank of Albania to 
successfully achieve the supervision of commercial banks is 
complete.

 
legally sanctioned duties and responsibilities as well 

as international standards on bank supervision are vividly 
expressed in the regulation ‘on the functioning of supervision 
department’. in addition ‘the operational job manual’ describes 
the responsibilities and objectives for each individual engaged 
in banking supervision.

this principle is further detailed in Article 41 of law no. 8365 
dated 2 July 1998 ‘on banks in the republic of Albania’, which 
stipulates that: ‘Banks or a foreign bank branches are subject to 
the supervision performed by Bank of Albania’s inspectors’.

in this context, to provide adequate regulatory support for 
the inspectors, the various adopted regulations concern bank 
and non-bank licensing, liquidity, the required capital, loan 
classification and provisioning, their open foreign exchange 
position, foreign exchange activity as well as market risks.

Article 44 of the law ‘on banks in the republic of Albania’ 
envisages punishments and penalties as well as measures to be 
undertaken against banks or their administrators in case of legal 
infringement, violation of regulations or any other restriction 
found by the bank of Albania’s supervisors.

to fully apply this principle, it is required:
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• the improvement and the completion of all regulations and 
operating job manuals with clear responsibilities and well-
designed targets for everyone engaged in the department;

• necessary legal changes to ensure the legal safety of 
supervisors.

 

licensing And structure

principle 2
the permissive activities of institutions that are licensed and subject to supervision as 
banks must be clearly defined, and the use of the word ‘bank’ in names should be 
controlled as far as possible.

this principle finds expression in Article 26 of the law ‘on 
banks in the republic of Albania’ where the permissive activities 
of such institutions licensed as banks and subject to the bank of 
Albania supervision are clearly defined. Article 6 (3) of this law 
states: ‘no person or entity will be permitted to use the word 
‘bank’ or its derivatives, without being previously licensed by the 
bank of Albania’.

principle 3

the licensing authority must have the right to set criteria and reject applications 
for establishments that do not meet the standards set. the licensing process, at 
minimum, should consist of an assessment of the banking organisation’s ownership 
structure, directors and senior management, its operating plan internal controls, 
and its projected financial condition, including its capital base, where the proposed 
owner or parent organisation is a foreign bank, the prior consent of its home 
country supervisor should be obtained.

Article 2 of the law, dated 2 July 1998 provides the definition 
for the terms, ‘bank’ and ‘bank activity’; permitted for operation 
only on license granted by the bank of Albania.

in chapter ii (from Article 7 to 14) of the law: ‘on banks 
in the republic of Albania’, the bank of Albania is endorsed 
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exclusive authority on bank licensing. more specifically, Article 
10 (2) of the law provides the criteria for the bank of Albania 
granting preliminary permission for bank licensing. in Article 3 
of the same law, it is stated that ‘When the bank of Albania 
decides to reject the preliminary license it explains the reasons 
for doing so’.

 
chapter ii of the same law deals with the bank of Albania’s 

licensing authority and some general requirements further 
expanded in licensing regulations. Approved regulations on 
bank licensing include the regulation ‘on bank licensing in the 
republic of Albania’, the regulation ‘on granting a license to 
non-bank entities to exercise financial activity in the republic of 
Albania’ and the regulation ‘on compulsory requirements to be 
met by foreign bank and foreign bank branch administrators’. 

banks, foreign exchange bureaus and non-bank entities exercising 
financial activity are subject to bank of Albania’s licensing.

the regulation ‘on bank licensing in the republic of Albania’ 
details the:

• the proposed banking organisation ownership structure, 
including the assessment of the shareholders’ activity, their 
reputation, their financial condition and capital base to 
support the bank, if needed. the above regulation and the 
law do not extend on the assessment of the shareholders’ 
direct control, as required by the basle committee 
principles;

• the proposed bank operating plan, its monitoring system 
and its internal structure. the operating plan includes the 
analysis and description of the market place the proposed 
bank intends to occupy, the activity it hopes to perform and 
its ongoing strategy. in addition, it describes the way the 
bank is managed and controlled. 

• the information on bank directors examining whether 
they are morally and professionally appropriate or not. 
the licensing authority must be provided with sufficient 
information to assess the proposed bank’s managing and 
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senior administrators’ reputation, skills and experience. 
the regulation ‘on the requirements to be met by foreign 
bank and foreign bank branch administrators’ contains all 
the bank of Albania’s requirements for the assessment of 
any of the proposed bank directors or seniors.

• the financial project, including capital. the licensing 
authority must decide whether the bank has adequate 
capital to finalise the financial project suggested. the 
minimum capital adequacy, actually required by the 
licensing authority to perform banking activity, is lek 700 
million (or about us$ 5 million);

• the prior consent of the supervisory authority of the home 
country where the bank’s shareholder is a foreign bank. 
When the owner is a foreign bank, Article 4.2.1 of the 
licensing regulation, specifically requires ‘the prior consent 
from the respective supervisory authority for the financial 
activity of the head office of the foreign bank interested …’ 

principle 4
banking supervisors must have the authority to review and reject any proposals 
to transfer significant ownership or controlling interests in existing banks to other 
parties.

in Article 13 (2) of the banking law, the provided cases concern 
those cases when the granted license may be revoked. one of 
these cases included in paragraph (2) is when ‘The owner of 
significant interests in the existing bank’s capital has transferred 
or lost this right without the Bank of Albania’s preliminary written 
consent….’

in relation to the specification of Article 2 (e) of this law 
‘significant or controlling interests’ imply the direct or indirect 
possession of 10 percent or more of the joint-stock capital. As 
stated in Article 17 of the regulation ‘on bank licensing in the 
republic of Albania’, shifting significant ownership or controlling 
interests (10 percent or more) requests the delivery of the written 
permission by the bank of Albania, after having observed the 
bank partners’ consent, previously.
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to grant a similar permission, the bank of Albania requests 
from the proposed bank shareholder, the submission of the 
same documentation as in the case of approving preliminary 
consent for licensing. 

principle 5
banking supervisors must have the authority to establish criteria for reviewing major 
acquisitions or investments by a bank and ensuring that corporate affiliations or 
structures do not expose the bank to undue risks or hinder effective supervision.

bank’s principal investments are permitted only based on 
legal restrictions of Article 30 and 33 of the law ‘on banks 
in the republic of Albania’. this principle finds application in 
the regulation ‘on significant risks’ where the maximum limits 
of bank exposure against a single or a group of beneficiaries 
are set. in the regulation ‘on the participation of banks and 
foreign banks’ branches in the commercial companies’ capital’, 
it is determined that the permitted investment should not exceed 
15 percent of the regulatory capital of banks. investments, 
exceeding 15 percent but no more than 25 percent of the 
regulatory capital must be accompanied with the preliminary 
authorisation submitted by the bank of Albania. based on this 
law requirement, a regulation has been drafted where the 
established criteria concern receiving a similar authorisation by 
the bank of Albania. the regulation is intended to balance banks’ 
free activity through the participation of commercial companies’ 
capital and the obligatory adherence to some supervisory ratios 
to prohibit banks face non-bank or financial risks. 

prudentiAl regulAtions And requirements

principle 6

banking supervisors must set prudent and appropriate minimum capital adequacy 
requirements for all banks. such requirements should reflect the risks that banks 
must undertake and must define the components of capital bearing in mind their 
ability to absorb losses. At least for internationally active banks, these requirements 
must not be less than those set in the basle capital Accord and its amendments.
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Article 1.4 of the regulation ‘bank licensing in the republic 
of Albania’, sets the minimum capital adequacy to commence 
banking activity (lek 700 million). Article 30, of the banking 
law decides banks’ liability to maintain the regulatory capital as 
established by the bank of Albania.

 
the bank’s component elements of the regulatory capital 

are specified in the guideline ‘on banks’ regulatory capital’. in 
the regulation ‘on capital adequacy’, assets and off-balance 
sheet items are classified according to the risk, giving respective 
coefficients, as well. the allowed minimum between the 
regulatory capital and off-balance sheet item average weighted 
by risk is termed adequacy rate. this ratio is fixed at 12 percent. 
if the adequacy rate falls below this limit, banks are forced to 
propose a new plan to reach or return to this required rate.

 
Article 48 of the law ‘on banks in the republic of Albania’ 

specifies that when bank’s capital adequacy is less than 50 
percent of the required rate (thus less than 6 percent), the bank 
must readjust its statement within a six-moth term. if at the end 
of the six-month term bank’s capital adequacy still remains 
less than 50 percent of the required rate, the bank of Albania 
nominates bank’s custody to take over bank management and 
control for no more than 12 months’ term. if the situation does 
not improve, then it proceeds with the process of bank custody 
and bank liquidation after it.

 
banks that have started operation before the approval of 

the regulation ‘on bank licensing in the republic of Albania’, 
dated 31 march 1998 based on decision no. 143, dated 31 
march 1998 of the bank of Albania’s supervisory council must 
complete the capital adequacy to no less than lek 700 million 
within 31 march 2001.

 
principle 7

An essential part of any supervisory system is the evaluation of bank’s policies, 
practices and procedures related to granting of loans and making of investments 
and the ongoing management of the loan and the investment portfolios.
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Articles 28 and 29 of the law ‘on banks in the republic of 
Albania’ specify the legal obligatory documentation that banks 
must maintain on the activity they have carried out. based on 
its internal regulatory acts, the bank creates a set of necessary 
documents to successively proceed with its own activity, which is 
also monitored by the bank of Albania. A component part of this 
documentation is credit papers, including credit policies and 
granting procedures. to track the performance of credit portfolio 
and reserve funds’ provisions for covering the loss from loans, 
the bank of Albania has approved the regulation ‘on loans’ 
classification and reserve fund provisioning to cover the loss 
from loans’ where the specified standards of loan provisioning 
and classification are banks obligation.

to diversify the risk undertaken by banks, the bank of Albania 
has approved these regulations:

the regulation ‘on significant risks’ defines bank’s maximum 
exposure to 20 percent concentration of regulatory capital to 
a single beneficiary or to 700 percent for all beneficiaries that 
exceed 10 percent of the regulatory capital.

the regulation ‘on open foreign currency positions’ and the 
respective guideline, where maximum limits of open foreign 
currency positions are set for each foreign currency in particular 
and for all of them in general. 

principle 8
banking supervisors must be satisfied that banks establish and adhere to adequate 
policies, practices and procedures for evaluating the quality of assets and the 
adequacy of loan loss provisions and loan loss reserves.

pursuant to Articles 28 and 29 of the law ‘on banks in the 
republic of Albania’, which defines banks’ essential documents 
(including procedures and written policies), Article 31 (2), 
underlined banks’ duty to classify and evaluate assets, loans 
provisioning and fix the time when the return on assets will no 
more be accounted.
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during on-site inspections, supervision department inspectors 
perform estimations in accordance with the regulation ‘on 
loan classification and reserve funds to cover the loss from 
loans’, related to bank’s capital adequacy provisioned assets, 
and the regulation ‘on the capital adequacy’ concerning the 
classification of assets and off-balance sheet items average 
weighted by risk.

At the end of on-site inspections, banks are given respective 
recommendations. 

principle 9
banking supervisors must be satisfied that banks have information systems that 
enable management to identify concentrations within the portfolio and supervisors 
must set prudential limits to restrict banks exposures to single borrowers or groups of 
related borrowers.

such principle finds application in Article 30 of the law 
on banks and in the regulation ‘on significant risks’ where 
commercial banks are requested to control their risk exposures 
and not create large concentrations.

during on-site inspections, supervision department inspectors 
make estimations in compliance with the regulation ‘on 
significant risks’, the guideline ‘on interest rate risk management’ 
and ‘on bank liquidity’ guideline. 

 
principle 10

in order to prevent abuses arising from connected lending, banking supervisors must 
have in place requirements that banks lead to related companies and individuals on 
arm’s length basis, that such extensions of credit are effectively monitored and that 
other appropriate steps are taken to control or mitigate the risks.

chapter V (Articles 35, 36 and 37) of the law ‘on banks 
in the republic of Albania’ provides the definition for related 
individuals to the bank: ‘A person related to an administrator 
through marriage or a second blood relation or business 
interests, as defined in the bank of Albania’s regulation (Article 
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35 (b)).’ the terms and conditions for granting credits will be the 
same as for bank customers. 

As far as banks’ related persons are concerned, there has 
been enforced a restriction in the new regulation ‘on the 
classification of loans and provision of reserve funds to cover the 
loss from loans’. if those loans are not adequately collaterized 
or guaranteed, then the amount of non-collaterized loans is 
discounted from the bank’s regulatory capital. 

principle 11
banking supervisors must be satisfied that banks have adequate policies and 
procedures for identifying, monitoring and controlling country risk and transfer risk 
in their international lending and investment activities for maintaining appropriate 
reserves against such risks.

 As previously mentioned in Article 29 (d) of the banking law, 
banks must be equipped with appropriately written policies and 
procedures for identifying, managing or controlling country 
risks, including international risks, unless there is no law or 
specific regulation to address ‘the country risk and the transfer 
risk’. lending activities recently applied by banks in Albania 
are limited to relationships with Albanian customers or those 
establishing relationships with the parent bank in their country. 
investments are limited to Albanian government treasury bills. 
meantime, these activities are expected to expand by international 
community. similar overall requirements, as specified in Article 
29, are currently adequate. 

considering the expansion of bank activity pursuant to this 
principle, it is intended to draft a regulation that will cover 
market risk and transfer risk.

 
principle 12

banking supervisors must be satisfied that banks have in place systems that 
accurately measure, monitor and adequately control market risks; supervisors 
should have powers to impose specific limits and/ or a specific capital charge on 
market risk exposures, if warranted.
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As previously mentioned in Article 29 (d) of the banking law, 
banks must have written policies and procedures to accurately 
identify, manage and adequately control market risks. in Article 
30 of the banking law, the authority to enforce specific limits 
and/or a specific capital reserve for market risk exposures, if 
warranted, is granted to the bank of Albania. to fix these limits 
the supervisory council approved the regulation ‘on market 
risks’. the cases specified concern additional capital quota, 
where applied. this regulation is currently little applicable by 
banks, and this may be due to their limited activity. the new 
recommendations of basle committee on capital adequacy 
foresee involvement and analysis of market risks and off-balance 
sheet items; however, they are still at a study phase. 

principle 13
banking supervisors must be satisfied that banks have in place a comprehensive 
risk management process (including appropriate board and senior management 
oversight) to identify, measure, monitor and control all other material risks and 
where appropriate, to hold capital against these risks.

the above-cited Article of the banking law gives the bank 
of Albania the appropriate authority to practice an appropriate 
assessment of market risk as requested by this principle.

While performing on-site inspections, the supervisors must be 
based on the supervision manual and make a detailed analysis 
of risk management by banks.

principle 14

banking supervisors must determine that banks have in place internal controls 
that are adequate for the nature and scale of their business. these should include 
clear arrangements for delegating authority and responsibility; separation of the 
functions, accounting for its assets and liabilities; reconciliation of these processes; 
safeguarding its assets; and appropriate independent internal or external audit and 
compliance functions to test adherence to these controls as well as applicable laws 
and regulations.

Article 29 of the banking law requires that there must be 
written policies and procedures. pursuant to that, the supervision 
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department has drafted a regulation ‘on the internal audit of 
banks’.

 
this regulation requires from each bank to develop an effective 

independent internal audit system and to make a combination 
of these audits, in order to make sure that banks have a safe 
and sound operation. 

Article 39 (1) of banking law stipulates that banks must be 
assigned an independent and certified accounting expert. in 
Article 41 of the banking law ‘All banks are subject to bank of 
Albania’s performed inspections and audits from independent 
certified accounting experts’.

this principle is legally applied but not yet fully realized, 
as some difficulties exist with the licensing of distinguished 
companies as international experts from the institute of certified 
Accounting experts. 

principle 15
banking supervisors must determine that banks have adequate policies, practices 
and procedures in place, including strict ‘know-your-customer’ rules that promote 
high ethical and professional standards in the financial sector and prevent the bank 
being used, internationally, by criminal elements.

this principle finds application in the banking law, Article 
26 and in the regulation ‘on money laundering prevention’ 
approved by the bank of Albania’s supervisory council 
decisions, dated 3 march 1997 and 16 January 1997. pursuant 
to these decisions, the supervision department estimates at any 
inspection the adequacy of ‘know-your-customer’ practices.

the law made effective in december 2000 ‘on money 
laundering prevention’ requires the establishment of the Agency 
for the co-ordination of the fight against money laundering’ at 
the ministry of finance.
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methods of ongoing bAnking superVision

principle 16
An effective banking supervisory system should consist of some form of both on-site 
and off-site supervision.

 
part of the supervision department is on-site supervision 

division which performs banking supervision. this division includes 
analysts actually serving as data collectors and as centre for data 
processing and preparing reports and analysis.

these analysts compile monthly analysis on the financial 
situation of the banking system, including main indicators and 
supervise the application of established standards by regulations 
on supervision. banks’ full or partial inspections are made on 
previously established schedules. full inspections are exercised 
once a year.

the interval between two inspections is constantly tracked 
through banks reported data on a monthly or quarterly analysis. 
Analysts also accomplish the preliminary data supply for the 
inspectors’ group. the co-ordination of operation between 
analysts and inspectors within these sectors produces bank 
supervision in consistency. 

 
principle 17

banking supervisors must have regular contacts with bank management and 
thorough understanding of the institution’s operations.

 
it has been set a regular monthly contact between bank 

managers made official by the monthly meeting with banks and 
foreign bank branch managers.

more contacts are urged by problems found during on-
site inspections and during the examination of data reported 
from banks. As operating practice, the supervision department 
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presents the problems found during inspections to managers 
before they are made official by the bank of Albania.

before approving new regulations of banking supervision, 
bankers’ specialised opinion is provided and the application of 
these regulations by commercial banks is analysed. 

 
principle 18

banking supervisors must have a means of collecting reviewing and analysing 
prudential reports and statistical returns from banks on solo and consolidated basis.

in Article 38 and 43 of the law ‘on banks in the republic of 
Albania’ banks are required to maintain appropriate data and 
prepare brief reports for the bank of Albania. these reports must 
be prepared on solo or consolidated basis (Article 43). 

 
principle 19

banking supervisors must have a means of independent validation of supervisory 
information either through on-site examinations or use of external auditors.

the law ‘on banks in the republic of Albania’ (Article 39 
and 41) assigns the performing of on-site inspections to bank 
of Albania’s inspectors and external auditors. the current law 
(Article 39) requires the bank of Albania approve the external 
auditors. supervisors’ or external auditors’ validations are 
independent, however supervisors have the legal duty to inform 
the bank of Albania in case of fraud, defects or deficiencies that 
lead to bank losses. thus, in Article 39 of the law, it is clearly 
defined that a copy of the opinion of the certified accounting 
expert on the performed inspection must be sent to the bank of 
Albania.

 
principle 20

An essential element of banking supervision is the ability of the supervisors to 
supervise the banking group on consolidated basis.
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based on Article 43 of the law ‘on banks in the republic of 
Albania’, bank of Albania’s supervisors are provided with a similar 
opportunity to perform the validation of bank’s or foreign bank 
branch financial statement according to the banks’ consolidated 
data. performing on-site inspections of bank branches outside 
the country is conditioned by mutual agreements of supervisory 
authorities of respective countries.

 
this principle is not fully applicable as we have a regulatory 

system on solo basis.

informAtion requirements

principle 21

banking supervisors must be satisfied that each bank maintains adequate records 
drawn up in accordance with consistent accounting policies and practices that 
enable the supervisor to obtain a true and fair view of the financial condition of 
the bank and the profitability of its business and that the bank publishes on regular 
basis financial statements that fairly reflect its condition.

in Article 38 and 40 of the law ‘on banks in the republic 
of Albania’, banks are required to maintain adequate data and 
publish them in their annual report.

from January 1, 1999, banks have been consistently reporting 
to the bank of Albania through using the ‘Accounting manual’.

formAl poWers of superVisors

principle 22

banking supervisors must have at their disposal adequate supervisory measures to 
bring about timely corrective action when banks fail to meet prudential requirements 
(such as minimum capital adequacy ratios), when there are regulatory violations, 
or where depositors are threatened in any other way. in extreme circumstances, this 
should include the ability to revoke the banking license or recommend its revocation.
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chapter Vii, Viii (Articles 44-65) of the banking law provides 
penalty measures and punishments that might be undertaken by 
the bank of Albania in case of violation of law, regulations or 
any guideline included. license revocation is also included in 
these measures (Article 44 (2) (g)). 

 

cross-border bAnking

principle 23

banking supervisors must practice global consolidated supervision over their 
internationally-active banking organisations, adequately monitoring and applying 
appropriate prudential norms to all aspects of the business conducted by these 
banking organisations world-wide, primarily at their foreign branches, joint ventures 
and subsidiaries.

banking activity in Albania is limited. bank branches or 
subsidiaries do not extend outside the country.

for this reason, the activity of bank of Albania’s supervisors is 
limited only in domestic activities. 

principle 24
A key component of consolidated supervision is establishing contact and 
information exchange with the various other supervisors involved, primarily host 
country supervisory authorities.

on 18 January 1999, the governors of the bank of Albania 
and the bank of greece approved a common memorandum on 
banking supervision - memorandum of collaboration.

 
Albania records the operation of three greek banks or 

branches, currently. 
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principle 25

banking supervisors must require the local operations of foreign banks to be 
conducted to the same high standards as are required of domestic institutions and 
must have powers to share information needed by the home country supervisors of 
those banks for the purpose of carrying consolidated supervision.

 
based on Article 4 (1) (c) of the banking law, foreign bank 

branches are licensed by the bank of Albania pursuant to all 
normative acts established by law and regulations. All operating 
banks in Albania, being bank branches or not are licensed as 
banks by the bank of Albania. 

in Article 58 (2) (i) of the law ‘on the bank of Albania’ it is 
permitted the exchange of bank of Albania’s information with 
other central banks or other supervisory authorities. this ensures 
more extensive information and helps to attain a consolidated 
supervision of foreign bank branches and subsidiaries.

* miranda ramaj, chief of licencing office, supervision department.
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Box �. Currencies to be withdrawn from circulation:
dm

frf

itl

nlg

bef

luf

iep

esp

pte

Ats

fim

gdr

introduction

As already known, from January 1, 1999, the european 
monetary system entered its final stage: A unique currency (euro) 
and a common central bank (the european central bank) were 
established. the transition plan toward this phase envisaged 
a 3-year transition period in which economic and monetary 
convergence within the member states will be further extended as 



��

technical preparations for the physical replacement of the member 
countries’ currencies with the new currency will be made.

 
not more than half a year is left when the world will see this 

new currency circulate as the only legal tender in the market. 
from January 1, 2002, the new currency will physically circulate 
in all member countries of economic and monetary union. 
decision-making authorities decided a six-month transition 
period for all member states (from January 1 to June 30, 2002) 
to make the physical replacement.

 
later on, this term shortened in two months. this means 

that from march 2002, the current currency denominations of 
member countries will stop acting as legal tender. this paper 
aims to closely analyse some specific and practical concerns 
related with the physical replacement of these currencies, 
actually circulating in our country.

1. how and when will the physical replacement of these 
currencies be made?

2. Where can this replacement be made?
3. Will it be expensive for the customers and who will pay for 

these costs?
4. What decisions ought to be taken by domestic authorities 

(the bank of Albania and the commercial banks)? 

1. hoW And When Will the physicAl 
replAcement of these currencies be mAde?

the physical replacement will not be made on the same 
calendar for every member state. every country has adopted a 
calendar of its own. however, the date when this replacement 
will initiate is January 1, 2002. the european authorities have 
decided this operation to complete by february 28 (although their 
intention is that this changeover be made within two weeks).

 
thus, from march 1, 2002, itl, dem, gdr, etc., will simply 

remain historical relics. since an enormous quantity of currency 
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will be transported (also considered one of the biggest logistics 
challenges), euro distribution by banks will start in september 
2001. during september - december 2001, banks, on their 
side, will distribute euro denominations in retail shops. Although 
the european central bank has rejected euro distribution for 
customers before January 1, 2002, the very large size of 
this operation has created a kind of fear as to security and 
transportation of this extraordinary large amount of money 
(euro 660 billion). 

As a result, the monetary authorities have requested military 
intervention (besides the security and police forces). excluding 
germany, in all other countries, the customers may change the 
old currency with the new one at every bank agency. in germany, 
banks will replace the currency only for their customers. thus, 
every customer must open an account during this period. this 
measure has been taken to prevent money laundering that most 
analysts believe may enter from eastern european countries. 

Albanian customers, business-persons, foreign exchange 
dealers and other economic agents use and circulate various 
countries’ currencies. most circulating currencies correspond 
to member countries of the european monetary union, which 
will be removing them from circulation to replace with the new 
currency. this means that every bearer of such currency (see box 
1 on currencies to be expelled from circulation), may start their 
physical exchange from January 2002. is it important that euro 
exchange be made according to the fixed terms for member 
countries? no, it is not because euro components are not legal 
tender in our country, (they mainly function as reserve assets 
- thus as savings). so, although the changeover may start from 
January 2002 even in our country, their exchange is expected to 
take up to a 10-year term. (this term is decided as available for 
member countries of the euro area). however, the old currencies 
can be used in no trade transactions, any more.

 
Anyone travelling in one of these states, from march 1 can 

not perform any kind of payment in the old currencies, except 
for euro. 
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this period is most important for the Albanian businesspersons, 
performing trade transactions with one of these states. from 
January 1 onward, all imported goods payments from these 
states will be made in euro, only. As a result, all businesspersons 
must contact with the banks where they hold accounts to receive 
necessary information from them.

how will the physical changeover be made? As already 
known, participating coins in the european monetary union 
have a fixed exchange rate against euro. thus, the itl, the 
dem and other circulating coins have got a fixed exchange rate 
against the euro.
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table 1 bilateral exchange rates
countries exchange rate
germany (dem) 1.95583
france (frf) 6.55957
italy (itl) 1936.27
netherlands (nlg) 2.20371
belgium (bef) 40.3399
luxembourg (luf) 40.3399
ireland (iep) 0.787564
portugal (esp) 166.386
spain (pte) 200.482
Austria (Ats) 13.7603
finland (fim) 5.94573
greece (grd) 340.75

reading the above table means that to buy euro 1 you must 
hand over dem 1.95583 or itl 1936.27. or if you have dem 
1000, you will receive euro 511.3 = dem 1000/1.95583 
when bank exchanged.

 
this is the fixed exchange rate of the euro zone. the bank of 

Albania must take a decision on enforcing all banks to perform 
the exchange, observe this level of exchange rate. if someone 
decides to exchange euro currency in us dollars, euro exchange 
rate (hence, euro component currencies) will be flexible. thus, 
in this case, the customers must follow euro exchange rate 
performance in the market.

2. Where Will the physicAl replAcement of 
currencies tAke plAce? 

in member countries of the euro zone, the physical replacement 
of currencies will be made at banks, financial institutions, Atms, 
post offices or retail shops. bank accounts will be automatically 
exchanged in the new currency (this has already been made); 
equity or debt security entitlements will also be expressed in 
euro, as well.

What about the Albanian citizens holding these currencies 
outside the banking system and/or with banks?
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if these countries’ currencies are bank held, everyone would 
be able to attract the new euro currency, as banks are preparing 
for their physical changeover. 

if someone holds the currencies of these countries as household 
savings, thus not with the banks, their physical exchange at bank 
windows is still enabled.

however, the bank of Albania must officially nominate banks 
(or foreign exchange bureaus), or make public announcements 
to this end. this would evade the possibility for speculations to 
the detriment of unprotected customers. 

3. Who Will pAy the costs?

issuing new currencies has a certain cost as to printing paper, 
etc. According to the european central bank guidelines, the 
physical changeover of the currencies will not be accompanied 
with costs for customers. this process related the national central 
banks of member countries, which are concurrently responsible 
for the issue and distribution of currencies in circulation and 
would normally afford costs.

the physical exchange, in the case of countries outside the 
euro area, must be made in formal agreement between central 
banks. 

this means that the bank of Albania must enter in negotiations 
with central banks of the euro area to contract bilateral 
agreements on the currency exchange. it must be under the 
bank of Albania’s responsibility to decide contractual terms as to 
the hand-over of the existing currencies, reception of new ones, 
their distribution, etc. the bank of Albania must take respective 
decisions to cover the costs from this process. principally, these 
costs must be covered either by the bank of Albania or be shared 
with the commercial banks. it would be pointless for customers 
to cover these costs.
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4. WhAt decisions must the monetAry 
Authorities of the countries tAke?

According to a european central bank decision, banks, 
financial or credit institutions will have the right to furnish bank 
branches, subsidiaries or their institutions outside the euro 
area with the new currency. the bank of Albania must enter 
in contacts with these institutions, in order to coordinate this 
process through formal agreements, ensure a normal transition 
and close the speculation gaps that may be established.

 
the bank of Albania must address the operation of monetary 

exchange by officially nominating banks as exchange operators. 
it must ensure adequate supply with the new currency. this 
requires it subscribes a binding contract with the central banks 
of the euro area to specify the details of this process, and with 
the commercial banks operating in Albania. 

the bank of Albania must also take care, so that this process 
has a smooth transition. this also requires an intensive campaign 
of public awareness, information, details related to this process 
etc.

5. is this process risk-eXposed?

the european central bank and the euro area authorities 
have launched detailed instructions on security problems that 
will accompany this transitory phase. Although the new currency 
denominations go to euro 500 denomination, no problems are 
expected ahead.

there is no reason to believe that this process may bear 
risks for the saving consumers or other economic agents of our 
country. the exchange process does not include an expiry date. 
the central banks of the euro area will have the right to perform 
physical changeover on longer than 10-year term, although the 
current currencies can not be used. this means that the bank of 
Albania in subscribing agreements with these countries’ central 
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banks must envisage physical exchange possibilities on a longer 
term, as well. in essence, this process will be the same with any 
currency exchange, previously experienced in our country (as 
withdrawal of old denominations from circulation).

 
the physical exchange of currencies in circulation may be an 

occasion for money laundering through banks. indeed, that is the 
biggest concern of the european banking system. it may happen 
that banks perform euro exchange for counterfeit denominations, 
actually in circulation. this may be for the long queues that will 
be created at bank windows and the impossibility of bank officials 
to control every unit of the currency requested for exchange.

 
Although such a thing is not so likely to happen in our 

country, the bank of Albania must deliver detailed guidelines to 
be applied by domestic banks and accompany this process with 
a prudential supervision. 

the euro is a new and non-counterfeit currency. however it 
may be exchanged for counterfeit denominations of itl, dem, 
etc., that may be either circulating in our country or enter from 
other countries of the region, where the most circulating currency 
is mainly in dem.

 
Another concern relates to the exchange rate. if customers 

will not be willing to convert their household savings in itl, 
dem or gdr, etc., into the euro, and select usd as their most 
preferred currency in the domestic market, this may set euro 
under depreciating, artificial or speculative pressures. the 
bank of Albania must play a restraining role in this direction, 
through prudentially pursuing the foreign exchange market 
situation and make the necessary interventions to prevent the 
likely speculations. possibilities for speculation may be created 
especially in the informal foreign exchange market.

concluding:

We believe that there is no reason to be worried about the 
physical exchange of other than usd household savings and/or 
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with the banks. this process will have an adequate time spread. 
the bank of Albania must undertake the necessary steps to 
precede this process by a prudential supervision. 

 
the bank of Albania must make the necessary technical 

preparations for this process, deliver the necessary guidelines 
for banks and foreign exchange bureaus, familiarize customers 
with the new currency, etc. the bank of Albania departments 
must highlight the specific matters related to this process and be 
prepared in due time.
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The recent day subject in Albania is concluding free trade agreements with 
the countries of the region. Without endeavouring to analyze the positive 
or the negative aspects of this process, one thing is obviously clear: the 
application of these agreements will lead to growing economic integration 
of the region. Besides benefits, the integration also increases the risk of 
transmitting economic or political problems of one or some countries in 
the region to the Albanian economy. At the same time integration creates 
new market spaces “to be conquered” by Albanian businesspersons 
as well. This process makes necessary the prudent pursuit of economic 
development in the region.   

This paper analyzes the likely effects of FYROM crisis on the Albanian 
economy and the opportunities provided by Kosovo economy.

fyrom crisis

1. bAckground of eVents

the crisis of our neighbour country, that is fyrom, started 
at end february 2001 and is still going on. the political 
crisis’ solution in this country still seems very unclear. fyrom 
government is ever more searching to find solutions for the 
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political crisis, establishing a dialogue with the Albanian factor. 
this has been the essence of all messages transmitted during 
the frequent visits of high American and european officials 
to this country as well as the high level meetings of the eu in 
gothenburg. however, until now, it seems that both ethnic 
communities continue to deepen their division.

fyrom developments have remained in the framework of an 
internal political crisis, without causing any economic turbulence 
even for fyrom, itself1.

2. fyrom mAcroeconomic situAtion, And current 
yeAr forecAsts

According to official reports2 for 2000, fyrom recorded 
progress in the area of consumer price stability. measured by 
the living cost (as agreed in the fyrom arrangement with the 
imf), inflation recorded an annual rate of 6.1 percent. however, 
this indicator was higher than in the previous years and its effect 
was mainly a result of:

•  introduction of VAt (whose effect is given once);
• rise in oil price (fyrom is net importer of power 

resources)
•  rise of prices controlled by the state (public services).
 
however, consumer price stability is considered a successful 

achievement in the sense that core factors generating inflation 
such as: the monetary policy, fiscal policies and exchange rate 
and the formation of wages have been under control. for 2001, 
inflation rate is forecasted to be less than 1.2 percent.

the monetary policy of the national bank of macedonia has 
as its anchor the maintaining of the domestic currency stability 
within the target ratio of dinar 31 per dem 1.

 
the maintaining of this exchange rate is the established 

objective for the current year. its net international assets at the 
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end of 2000 reached at usd 713.6 million (with an annual 
growth of usd 235.5 million only for the past year).

 
upon the removal of credit ceiling, the national bank of 

macedonia shifted exclusively to the application of indirect 
instruments of monetary policy.

external debt as at september 30, 2000 was usd 1,400.8 
usd, while the short-term debt of private sector was usd 42.9 
million. the external debt was estimated at 42 percent of gdp 
(a country with a moderate to average debt level). 

3. crisis And economy
 
until now there is no evidence that the political crisis and 

the military operations have caused any rupture of economic 
balances in the country. fyrom is still included in imf economic 
programs expected to be transformed in the paper of the strategy 
on poverty reduction and growth facility.

 
the crisis may give its effects on the delay of economic reforms, 

such as the consolidation of the banking system, (merger of 
small local banks), closure of loss-generating economic units (4 
such ones are planned to close down during this year, out of the 
list of 40 such enterprises).

About dem 1 billion estimated as household savings of the 
population is not channelled through the banking system3. on 
the other hand, the rate of the monetary exchange is among the 
highest in this country4.

 
in consequence, we do not think that any significant shocks 

may occur in the monetary policies at least for the present (the 
exchange rate of domestic currency against the dem is within 
the annual target set by nbm). until now, it seems unlikely 
that military operations have considerable effects on fyrom 
finances.
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press reports have cited statements of the minister of 
finance that fyrom has the monetary assets5 to purchase new 
armaments, while it is already a well-known fact to the media 
that much armaments are given free of charge by such countries 
as ukraine, bulgaria and greece.

 
fyrom foreign aids6 declared until now are expected to be 

at usd 17 million military aids and about 38 million financing 
to the economy. other financings are expected to be given in 
the framework of the stabilization and Association Agreement 
with the eu, signed on April 9, 2001.

4. AlbAniA – fyrom economic relAtions

concerning the crisis’ diffusive channels from one country 
to another, the literature evidences two of them as the most 
important: financial and trade relations.

traditionally, throughout the whole transition decade, the 
economic and trade relations between both countries have 
maintained very low levels, which may be regarded as negligible. 
fyrom market has occupied the average of 2 percent in 
imports and 2.7 percent in exports. this is accompanied with 
a constant falling tendency for years 1994-1999. (see table 
1). from this viewpoint, it can not be thought of any significant 
influence.

 
table 1 Albania’s foreign trade with fyrom (in millions of usd)

years import export total 
imports

total
exports

ratio to the total in %
imports exports

1994 14.5 6.6 601 141.4 2.4 4.7
1995 16.5 8.0 679.8 204.8 2.4 3.9
1996 19.5 5.6 922 243.7 2.1 2.3
1997 13.2 3.8 693.5 158.6 1.9 2.4
1998 11.3 3.1 811.7 208 1.4 1.5
1999 17.4 4.2 937.9 275.1 1.9 1.5
Average 2.0 2.7

on the other hand, no financial relations exist between both 
countries. We do not have relations of mutual financial liabilities 
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between us, so that they might affect any change in the interest 
or exchange rates. there is no evidence for individual savings 
of Albanians to be listed under scope stock exchange securities 
that would be also affected by the changes of domestic monetary 
and economic circumstances.

 
An evidenced relation in service area consists mainly in goods 

transition toward kosovo. According to talks with customs 
specialists, in the days of closing borders between fyrom-
kosovo, transition flows that increased in our country might 
have caused an increase in budget revenues just because of 
this factor. however, the scale of its operating effect is still 
insignificant. closing borders operated within a short-period 
of time and they are actually re-opened. moreover, closing 
borders might have resulted in an increased fiscal evasion in 
our country, through transiting frauds, while goods may have 
stayed in Albania, avoiding the payment of fiscal duties7.

Another probable effect on our public finances would be 
coping with the emigration of Albanian population from fyrom 
to our country.

even in this case, no significant development has been 
highlighted. 

 
even that small number of emigrants who passed through 

Albanian borders, has been in transit, having as destination 
other countries, such as kosovo and turkey. We think that even 
in the case of a larger deterioration of fyrom situation (the 
most pessimistic scenario), the budgetary charge to maintain a 
large number of emigrants would not result at unaffordable rates, 
considering their preferences to mostly emigrate in countries 
where they have their relatives (kosovo, turkey or other Western 
countries).

from all evidences there can not be drawn any parallel with 
kosovo crisis.
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A short oVerVieW on kosoVo

nAture And geogrAphic position

kosovo covers an area of 10,877 km2 and a population 
of 2.3 million inhabitants and it lies in the central part of the 
balkan peninsula. besides its favourable geographic position, 
kosovo has significant resources above and under the ground, 
an adequate climate and miscellaneous flora and fauna. its core 
natural resource is its cultivated area. Amongst water riches, 
there must be mentioned its thermal resources, whereas coal 
reserves, used as power resource, are estimated at 11.5 billion 
ton. kosovo is very rich in bauxite tint metals, lead, zinc and 
nickel ores. 

prior to conflict economy

in the post World War ii, kosovo, in the framework of the 
socialist federative republic of yugoslavia, mainly represented 
a rural economy. the economic transformation made under 
the structure of central planning brought about industrialization 
and development of extracting industry. thanks to the financing 
ensured from a national investment fund, kosovo’s economic 
activity during 70-80s extended and developed mainly in 
extracting industry, the production of raw material and half 
prepared products (steel, coal, zinc and textiles); however, 
agriculture continued to remain important. mid ‘90s brought 
about a deterioration of the economic situation as a result of the 
misadministration of resources.

in this period, the investment in most profitable sectors of 
the economy shrunk up considerably and unemployment 
reached high figures. industrial sector was either state-owned 
or under social ownership (with enterprises owned by the 
workers) and banks’ lending was based on political motives. 
the ethnic discrimination appeared even in economy, where 
industrial sector employees, especially in key positions were 
of serbian entity, while the Albanian population was forced to 
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either engage in informal economy, in agriculture or emigrate. 
during this period, there were established parallel systems of 
education, health care and social benefits financed by emigrant 
remittances of kosovo, and a parallel tax system. 

current economy

it seems that kosovo economy is making efforts to get out of 
the circumstance created over the two previous decades and 
cope with the heavy consequences left behind by the conflict of 
1999. the economy has found fundamental support in domestic 
enterprises that have been and are being strongly assisted by 
foreign donors.

donors’ assistance together with the domestic savings and 
fund inflows from abroad are actually holding the main burden 
of kosovo’s economic recovery.

 
these funds, upon the termination of conflict, were mobilized 

to reactivate the rural sector or to start the repair of houses, 
of water and power supply network. to ensure the consumer 
price stability at the lack of a domestic currency, it was decided 
to legalize the use of german currency (dem). parallel to this, 
it was offered assistance to establish a payments and banking 
system of kosovo. to the first half of 2000, agriculture is 
believed to have reached at 75 percent of the before war level. 
construction appears as the most active activity, followed by 
some private services, as restaurants, hotels or shops. the 
foreign trade activity is dominated by imports, representing 85 
percent of gdp. As observed from the table below, gdp per 
capita is estimated at usd 750, while expenditures amount at 
usd 1,125 per capita.

 
the large difference between income and consumption per 

capita is filled by emigrant remittances of kosovo, which for year 
2000 amounted to 40 percent of gdp. that amount is nearly 
1.3 times higher than emigrant remittances sent to Albania in 
the same year. 
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the following table displays the levels of some core 
macroeconomic indicators for kosovo and Albania in 2000. 
the figures for imports are particularly high for both countries.

core macroeconomic indicators Albania (2000) kosovo (2000)
gdp 3,734 mil usd 1,421 mil usd
gdp per capita 1,131 usd 750 usd
fiscal balance - 399 mil usd* -103.7 mil usd
trade balance
import
export

-814.3 mil usd
1070.1 mil usd

255.8 mil usd

-1,203 mil usd
1,203 mil usd

--
current account -151.8 mil usd -487 mil usd
individual transfers 438.6 mil usd 569 mil usd
official transfers 94.4 mil usd 147.8 mil usd

source: year 1999, lacking data for 2000.

kosoVo stAtement of current inVestment 
And ongoing prospects

despite the attention paid by international authorities, kosovo 
economy is undergoing a hard situation. the current economy 
suffers from the lack of foreign and domestic investments. 
concerning causes justifying the lack of foreign investments in 
kosovo, we may rank the difficult transition, the lack of laws and 
the risk of other conflict spots in the vicinity areas. foreign media, 
frequently, make unreal reflections on the country situation, which 
paralyzes investors’ willingness or initiative to enter kosovo’s 
market. the intervention of “Alcatel” corporation in kosovo’s fixed 
phone network was welcomed by the Albanian public opinion, 
reviving the hope for the arrival of foreign economic giants, which 
for the moment, seems to have been left in the shadow. 

 
As far as Albania’s investments from businesspersons to kosovo 

are concerned, these are still limited in the small business field of 
restaurants, pizza shops and trade activity. Albanian investors still 
remain insecure to extend their activity in the sphere of industry. 
these investors also face a certain resistance from kosovo 
market, which prefers cheap commodities from east to the more 
expensive goods arriving from Albania. the following summary 
comprises a disclosure on kosovo’s economic sectors where the 
displayed feasibility to generate small and mid-size enterprises 
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(sme) is according to a performed study in 1998. Although, 
this study was undertaken during the pre-conflict period, it is 
supposed that these developments have been very insignificant 
or absent in the recent two years. for this reason, kosovo’s 
domestic economy is still assessed as having need for recovery 
and exploitation of these potentialities that have much to offer. 
the transitory credit unit established by the european Agency 
for reconstruction (eAr) aims at helping smes. other credit 
funds to support pilot projects are ensured by the World bank, 
the eAr and the ebrd. below, there are presented economy 
sectors deemed as interesting for investments.

rurAl business

rural business is ranked the first in the conducted study. the 
need for food articles is particularly emphasised after the 1999 
situation, which is expressed in the highly imported foodstuffs 
from kosovo. owing to the development of individual economies 
and the existence of small rural areas, farms are considered as 
bearers of rural business activity. it is estimated that from common 
investments or those arriving from kosovo Albanians living abroad, 
there may be realized programs from usd 8,000 to 100,000 
providing profit rates up to 30 percent, as the principal investment 
may be paid within 2 or 3 years. some of the following programs 
considered as fit for investments consist in milk processing industry, 
paste, meat, beer and honey prepared products, tinned fruit and 
vegetable, small slaughter-houses, running animal farms of cattle, 
chicken, sheep, goats, pigs, wild poultry and packet foodstuffs. 
from the assessment of post-war opportunities opened to kosovo, 
this country may turn into an exporter of agro-business goods and 
of rural processed foodstuffs to eu countries in the future. 

industry 

industry or manufacturing presents a broad spectrum of 
kosovo activities and over 20 percent of population are 
accounted to engage in it. this sector, comprised of public and 
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private enterprises, seems to have small capacities. to develop 
this sector of economy, the department for trade and industry 
at unmik announced 10 enterprise tenders during 2000.

industry may be treated in 3 main lines, processing industry, 
metal processing industry and the traditional industry.

 
a. the current data on the development of kosovo’s processing 

industry and their comparison to more developed countries 
indicate that kosovo is characterized by a low level of the 
processing industry. to the early ‘90s, kosovo has been able 
to produce chemical fertilizers, alcoholic and non-alcoholic 
drinks, cement and some metal and rubber products to 
partly meet the export needs. Although initially the processing 
industry was regarded as a large capacity industry, it has 
already started to be viewed as an industry varying from 
small to average capacities, in compliance with the technical 
and technological developments that have taken place in 
the world. excluding the above products, which are no more 
produced, the processing industry needs to be expanded with 
other products like chemicals, medicine, pharmaceutical raw 
material; fats and oils; colours, polish products and other 
pigments; oil refined and wood processed products; plastic 
materials, rubber, wood, cellulose, cardboard, etc.

b. metal processing industry must be based on the stimulation 
of small and medium-size enterprises, using the comparative 
priorities of individual supply of raw materials and the 
experience gained over many years. kosovo is mainly rich 
in lead, zinc, cadmium, bismuth, silver, iron-nickel ores, 
etc. 

 
knowing that european largest producers have high demands 

for industrialized products from this industry, it is deemed that 
the kosovo’s industry may aim at meeting these requirements 
in the future, besides the partial or complete fulfilment of the 
country’s needs for such products.

kosovo’s industrial infrastructure in the past has been 
satisfactory. meantime, it is actually aimed to give priority 
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to the rehabilitation and regeneration of this infrastructure, 
exhausted from use in the recent decade. small and medium-
size enterprises are regarded as units which, upon starting 
operation in extracting industry, with modest investments and 
limited labour forces, may make use of the above-mentioned 
metals to produce half-prepared or final products.

 
to have initial production from lead, zinc, bismuth, and 

cadmium, an elementary condition to be met is installing a 
small electrical-inductive furnace of 20 kW capacity.

c. kosovo’s traditional industry is expected to be based on 
the production of soap, washing detergents, package 
paper, glass industry, and porcelain and ceramic products,  
pharmaceuticals etc. special emphasis must be laid on 
regenerating the kosovo’s traditional industries, such as 
textiles, wood processing and building materials industry, 
which have ensured high quality products in the past.

 

construction 

construction has assumed a special importance in the last 
years, since the needs for re-constructing the destroyed or 
abandoned houses or buildings during the armed conflict have 
been large, indeed.

 
to the end of 2000, reconstruction investments are assessed 

to reach at half billion us dollars. According to an assessment 
made by the european Agency for reconstruction, the domestic 
demand for building materials will continue to grow even for 
some other years in kosovo.

Albania’s contribution to kosovo’s reconstruction is materialized 
in the massive exports of wood, ensured from forests of northern 
Albania. feeling unsafe, construction firms or companies from 
Albania did not approach kosovo, despite the large famine of 
the country to develop this activity. kosovo actually recognizes 
the operation of 34 public enterprises and 95 private ones, 
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dealing with the production of tiles, bricks, cement, lime, wood 
processing for furniture, windows, doors, etc.

Also referring to the above study, kosovo’s small building 
enterprises may also be grouped into three different structures. 
the first type consists of enterprises, which have production, 
trade and projection of building material in their portfolios. 
private enterprises exercising construction activity comprise the 
second type, that of mid-size business. if these enterprises attain 
the appropriate efficiency, they may increase their capacities. 

 
the third type of small enterprises is believed to be created 

from the privatization and the restructuring of current social/
state-owned enterprises. the three types of enterprise are 
thought to mostly contribute to the reconstruction of post-war 
kosovo and will be extended in the following lines: execution 
of public works, including high and low buildings, handicrafts, 
maintenance and execution of specialized works (foundation-
geo-techniques, assemblage, isolations, ruins, mining, etc.). 

 

communicAtion

kosovo’s communication assumes a special importance, 
considering disorders naturally arriving after the 1999 
situation. the massive displacement of the population on 
reverse directions from inside and outside kosovo, the goods 
transition and the massive access of international administration 
are phenomena that make necessary the arrangement of an 
efficient communication through road, railway, airline, post 
office, and rtV networks. smes of communication are expected 
to realize goods and passengers’ transition, maintenance of 
traffic infrastructure and of transport vehicles, etc.

tourism 

kosovo’s natural and cultural riches comprise its precious 
tourism resources. kosovo has optimum conditions for the 
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development of winter – mountainous tourism, healing baths, 
hunting, sportive fishing and other water sports. though left 
aside for the moment, tourism may be considered a source of 
income within a not-too-distant future. of priority herewith will 
be the rehabilitation of existing centres and the construction of 
new ones for massive tourism (mainly in brezovica and decan 
localities). confirming tourism in fishing and hunting sports, the 
expansion of hotels and sportive centres and the re-designing of 
the “boro and ramiz” complex in pristine, intending provision of 
possibilities for economic, sportive and cultural manifestation, 
comprise other priorities of tourism activity. tourist agencies can 
play an important role in the revival of tourist activity in kosovo, 
by expanding their activity from selling tickets to providing a 
qualitative tourist offer.

consultAncy ActiVity
 
in view of carrying out consultancy activity in kosovo, an almost 

total contraction has been noticed. the role of consultancy is 
viewed as strongly related to technological transfer, individual 
technical progress and exports perspective. consultancy 
activity with regard to technological transfers within smes is 
viewed as concentrated in the pre-intensive stage of imported 
technology. the consultancy activity in this case consists in 
collecting respective data for different technology producers for 
a variety of products that will be produced at a given period. 
taking into account the demands, this activity may be extended 
in the economic, financial and juridical sphere. consultancy 
services are also very useful in the field of receiving loans from 
various international organizations, foreign creditors or in joint 
investments. 

informAtion technology
 
the generation of smes in information technology is viewed 

as closely connected with the trading of equipment, software, 
their instalment and software creation for business networks, 
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maintenance of networks and computerized education. the 
compilation of special respective software needed to various 
segments and the maintenance and provision of possibilities for 
their application comprise real and very favourable opportunities 
for the establishment of smes.

trAde
 
trade in kosovo has had a dynamic development, mostly 

accentuated, in the two latest years. After the 1999’s conflict, the 
main fiscal Authority operating in kosovo, assessed as rational 
the setting up of a simple and neutral structure of the trade 
regime. this structure was deemed as suitable for stimulating 
economic growth on the side of private sector, accelerating 
construction and for providing suitable conditions for sound 
exports. lacking administrative machinery that would realize 
collection of taxes on income and consumption, the unmik 
introduced the trade regime based on customs, as the main 
source of revenues for the local budget of kosovo.

the main features of this trade regime consist in, first the 
introduction of a uniform customs duty of 10 percent and 15 
percent on sales. this tariff structure was recommended because 
of its simplicity and the low applicable rate. At the same time, 
there were introduced and applied exemptions from customs duty 
for some rural and medical products; second, the foreign trade 
regime did not include non-tariff and quantitative restrictions; 
third, transparent and undiscriminating procedures of licensing 
and registering traders comprise a priority of the system. 

As concerns trade development between Albania and kosovo, 
it took a special leap in the recent two years, by being mainly 
materialized in exports from Albania. from the second half 
of 2000, kosovo was ranked fourth amongst Albania’s main 
trading partners. taking into account the irregular condition of 
customs borders and the great “hunger” of kosovo’s market for 
basic foodstuffs, it is estimated that exports with this country must 
have been some times higher than the recorded figures. exported 
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commodities initially pertained to foodstuffs’ category (grains 
and articles thereof) water, machinery and equipment (mainly 
power supply generators) and products of press industry. 

At early 2000, there was noticed a change of direction for 
these exports. in compliance with the gradual improvement of 
the living conditions and efforts for the economic recovery of 
kosovo economy, Albania’s exports, besides foodstuffs, are 
already being concentrated on miscellaneous articles (room 
furniture) as well as in fuels and mineral products. goods inflow 
in the type of shuttle trade is estimated to be considerable during 
this period. during 2000 fuels and chemical industry products 
gradually replaced room furniture, occupying, till that moment, 
the largest share weight of Albanian exports to kosovo.

the starting of operation of pristine-tirana airline and the 
opening of insig office in pristine, as well as some other trade 
fairs opened for promoting these investments, relieved export 
activity. however, to turn into a strong trading partner of kosovo 
compared to fyrom, Albania lacks many road and railway 
infrastructure facilities as well as sound marketing mechanisms.

until now Albania is faced with an unfavourable situation in 
trade relations with kosovo. Apart from high costs and difficulties 
of transport (missing the durres-kukes road), Albanian exports 
to kosovo are submitted to a considerable fiscal charge. 
strong trade relations between fyrom and kosovo, normal 
infrastructure and the trade agreement between the former 
republic of yugoslavia and macedonia, ensuring to the latter 
the preferable status in trade, made exports from Albania 
have difficulties in finding their way to kosovo. the efforts of 
the ministry for economic cooperation and trade of Albania, 
which has started negotiations for concluding a free trade 
Agreement, comprise a positive development in this direction. 
such a thing would further prevent customs barriers for Albanian 
exports to fyrom and kosovo. on the other hand, the Albanian 
government and the unmik have never started negotiations for 
reducing customs barriers between the two countries. the above 
mentioned difficulties constitute a strong reason for the spread 
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of illegal operations, apart of the high costs they bring to those 
businessmen regularly submitted to customs duties. 

Another unit that is making efforts to strengthen business 
relations between Albanian and kosovo traders is the union 
of trade and industry chambers of Albania. this union, in 
collaboration with the economic chamber of kosovo has 
worked and is working to arrange some meetings between the 
parties, in order to create conditions for the organization of 
some bilateral fairs.

bAnking system 
 
to ensure banking development in kosovo, in november 

1999 the unmik approved two regulations that defined the 
establishment of banking and payments Authority of kosovo and 
some licensing regulations for commercial banks, their control 
and supervision as well. the banking and payments Authority of 
kosovo licenses and supervises all financial institutions, banks 
or non-banks operating in kosovo, holds monetary reserve 
in dem banknotes and coins and yugoslav dinar; ensures 
deposit and payment services in dem until the necessary 
capacities are created in the banking system. operating as 
a bank of government, the bpk takes deposits from unmik 
and other official agencies and makes payments based on the 
main fiscal Authority and other depositors’ orders. Apart from 
safekeeping the currency for security reasons, the bpk has not 
supplied deposit and payment services to enterprises in order 
not to turn into a direct competitor of the banking system that 
is still at its first steps of development. since kosovo’s need for 
establishing a bank network is large, conditions for new bank 
licensing are estimated to be at nearly 3-5 times less rigorous 
than those applied in the region. licensing procedures require 
a grading of commercial bank permitted activities, according 
to capital. banks having dem 1 million as minimum capital 
are permitted to provide payment services and deposit-taking. 
banks that require granting consumer or business loans must 
meet a required minimum of three times as that. Whereas, for 
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banks that require to develop portfolio management activities 
of trading debt or equity securities, the required capital is dem 
5 million. 

kosovo actually recognizes the operation of three commercial 
banks and 10 non-bank financial institutions. commercial 
banks mainly deal with deposit taking and bank transfers, while 
their lending activity is less developed or not developed at all. 
the above-mentioned institutions, which are subordinate to the 
World bank, the ebrd and the eAr, aiming at extending low 
interest loans, play the lending role for the moment. some of 
these foundations extend loans at 7-12 percent rate, while it 
is attempted to create the conditions for providing small loans 
(dem 2000- 5000, or usd 1000-2500) to rural enterprises. 
in this way, it seems that pre-conditions for a mere financial 
market and a somewhat triggering environment are almost 
established. 

 
Another support to the whole region in general, and to kosovo 

in particular, derives from the stability pact adopted in 1999. in 
this framework, it is aimed at encountering emergent problems 
arisen from kosovo crisis, to later concentrate on promoting 
development and stability in the whole south - east europe. 
With all deficiencies and problems it carries over, the attention 
paid by vigorous international organizations to the region must 
be appreciated and made use of in due time.

conclusions

the above disclosure transmits contradictory messages, which 
on one hand reveal the non-so optimistic reality of kosovo 
investments and economy and on the other hand, intend to 
raise the interest of investors and traders to use opportunities, 
and especially the high demands of the country in various areas 
of economy. under these conditions, it is difficult to lessen or 
cover the numerous problems deriving from the current political 
status of kosovo and the fatal shock the country encountered in 
1999. however, it seems that it is just the time to consider the 
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situation from a less pessimistic viewpoint, and to accept that 
kosovo has hope and potentiality to accomplish it.

market economy is one thing and moral or political motives 
are another. based merely on the economic viewpoint, it might 
be said that frequently some courage and initiative is needed 
to cast a glance where others rarely dare, but where profit 
opportunities are plenty. Another viewpoint, which in our case 
might be translated Albania’s and kosovo’s integration through 
the economy or some of its branches, has to be tested, always 
after it is confirmed that the acting on the basis of personal 
interest of all parties has given its own fruits.
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notes

* this paper was prepared and adjusted for publication by dr. selami Xhepa 
and diana shtylla, research department.
1 At the time when this paper was written, there was no economic report or 
index to indicate episodic or other developments of any aggravated economic 
situation in this country. in addition, we lack the data on the domestic economic 
developments. Actually, we lack the data on commercial, budgetary, tourism and 
transit developments, etc. As a result, it would be difficult, at least until today, to 
make an accurate analysis on the likely effects. 
2 speech of the governor of the national bank of fyrom held in the parliament 
on february 2001.
3 southeast europe, eis, february 2001.
4 see: bishev “monetary policy in the balkan region”, Wp, nbrm.
5 public finances recorded surplus in the previous year. it was mainly from the 
sale of telecom shares. (51 percent of the shares were sold out for the cash 
amount of euro 342 million and euro 256 million was investments from matav, 
hungarian company.) see: southeast europe, eis, and february 2001.
6 the guardian, April 2001.
7 the closing border must have been of more effect on kosovo’s economy, as 
the goods transition to kosovo was carried through fyrom, which was due 
to the non-existence of customs barriers between them. Whereas, the applied 
customs tariff, in the case of goods transition through kukes was 20 percent. 
these changes in the transition system must have given their effects even on the 
changing channels of the goods supply of the north-east area of our country 
(from kosovo imports due to the lower prices) in their supply from tirana. see: 
“shekulli” newspaper, march 27,2001.
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introduction

Albania’s tremendous changes occurring at early 90s required 
domestic economy reforms that would enable the transition 
from a central planning to a market system economy.

banking and financial system reforms were a very important 
element in the structural reforms for all countries entering the 
free market economy. these reforms assumed a big significance 
in achieving the macroeconomic stability. Applying an efficient 
framework of monetary management without which it would 
be difficult to realize, is an interactive and evolving process 
that allows the facility of monetary policy restructuring through 
financial sector reforms and the vice-versa. 

our country’s financial system conceived as an entirety of 
three components: the financial instruments, markets, and 
institutions, has been faced with several challenges and difficulties 
throughout its road of development and consolidation in the 
recent decade. the unfavourable macroeconomic and financial 
conditions as well as the undeveloped financial and banking 
institutions at the start of the reform did not suffice it. but, it was 
challenged with many other internal difficulties, mainly deriving 
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from the constant growth of bad loans, the lack of tradition in 
supervision, and the inefficiency in the payments system. these 
difficulties climaxed with the pyramid schemes’ crisis, which 
served as a lightening to destabilize the whole country, and the 
Albanian economy entered the path of total collapse.

considering the heritage and the achieved stage of 
development, the banking system occupies the most important 
share in the financial system of the country.

 
years 1991-1992 marked the establishment of the new 

banking system in the viewpoint of organization according to 
the model of western countries. the legal framework in this 
period allowed the banking system’s transition from one-level to 
two-tier system. the bank of Albania was established as a first 
level bank enjoying all the attributes of a central bank. Whereas 
operating banks in the two-tier system were three state-owned 
banks such as: the national commercial bank (ncb), the 
savings bank (sb) and the rural development bank which soon 
changed its name into rural commercial bank (rcb).

later year developments were characterized by these bank 
reforms as well as by the establishment and expansion of bank 
operations with new private banks. the banking system reform, 
which aimed at improving the efficiency in the banking market, 
besides the initial accomplishment of its restructuring, was based 
on their privatization.

consequently, in mid-2001, there are 13 universal banks, 
operating in Albania and within the year the commercial 
bank of kuwait is expected to start operation. A month ago 
this bank was licensed by the bank of Albania’s supervisory 
council. According to the capital structure, the savings bank 
is the only state-owned bank, whereas the rest are joint-venture 
banks (2), and private banks built on foreign capital (10). there 
are 13 foreign exchange bureaus and 3 non-bank financial 
associations, 36 savings and loan associations operating and 
a number of foundations that are not licensed by the bank of 
Albania but carry out their activity in lending. 
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there were also noted developments in the operation of other 
non-bank financial institutions. Albania already recognizes 
two operating private insurance companies. even the social 
insurance institute is intended to privatize. three investment 
funds have already been licensed, out of which the only one 
that has been active in the collection of privatization securities 
has not started investments yet.

 
Although not yet developed, the money market is operating, 

whereas the capital market is still at a preparatory phase. 
developing premises of these markets base on efforts that have 
already started to be made for adding market operators and 
instruments dealt in it. the privatization of the public companies, 
already recognizing better rates during this year, is the basis for this 
market development.

1. bAnking reform And problems of 
AlbAniAn bAnking system deVelopment

the paper considers the following issues:

• the legal and the regulatory framework,
• the privatization of the banking system,
• the bank of Albania and non-bank financial institutions.
 

2. legAl And regulAtory frAmeWork

the legal and the regulatory banking framework encountered 
constant changes during the recent decade. this is not only 
attributed to improvement but also as a result of the occurrence 
of negative phenomena in this sector.

in April and may 1992 were founded the legal grounds on the 
formulation of monetary policies, establishment of commercial 
banks and the regulation of their operating activity. such bases 
were established with the approval of the law “on the bank 
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of Albania” as the supreme monetary authority authorized for 
the formulation of monetary policies and the arrangement of 
the banking system, as well as with the approval of the law 
on “on banks in the republic of Albania” which defined the 
operating and structuring way of commercial banks. the two-
tier banking system including the bank of Albania as the central 
bank and commercial banks supervised by it were established in 
accordance with both laws.

these fundamental laws experienced considerable changes in 
1966. the financial crisis of 1997 caused by pyramid schemes’ 
insolvency confirmed that even in the legal banking framework 
there were noted noticeable deficiencies that permitted the 
bloom of these pyramid scheme companies.

due to this reason, both laws “on the bank of Albania” and 
“on banks in republic of Albania” encountered noticeable 
changes at end of 1997-1998, which intended enhancement of 
the bank of Albania’s transparency, as the principal monetary or 
supervisory authority, or the strengthening of the banking system 
through adjustments and improving supervision.

besides the legal improvement, during the recent years the 
bank of Albania has significantly improved the commercial banks’ 
regulatory and supervisory framework through strengthening 
the licensing rules or applying standard international norms on 
various banks’ operating indicators.

All Albanian banks or foreign bank branches, private or 
state-owned, or any other financial entities licensed by the 
bank of Albania are equally submitted to the bank of Albania’s 
supervision and audit.

foreign bank branches operating in Albania are allowed 
to be audited even by supervisory authorities from respective 
countries of origin, opening as such the way to the endorsement 
of bilateral agreements with these countries in the area of 
banking supervision, by further enhancing the stability and the 
safety of these institutions.
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the drafting and endorsement of the legal and regulatory 
framework in the banking area is made in agreement with the 
bank of Albania’s strategy for an efficient supervision. the 
strategic target of banking supervision is establishing a safe 
and sound banking system. Achieving this strategic target is a 
dynamic process that requires the meeting of a number of short-
and mid-term targets intending:

• the establishment of a legal and regulatory framework 
converging with the international standards of basle 
committee and eu directives on banking supervision;

• the provision of the rigorous observance and application 
of the legal and regulatory framework,

• the restriction of banks’ excessive risks that may jeopardize the 
depositors.

the achievement of these targets is ensured through:

a. the supervision of new licensed banks (licensing);
b. the regulation of second-tier banks and their constant 

supervision of the rules’ observation;
c. the supervision of the financial performance of banks 

(analyzing banks and banking system performance),
d. the supervision of problem banks (from taking corrective 

measures to revoking their license).

2.2 priVAtizing stAte-oWned bAnks

the privatization of stated-owned banks started in 1995 with 
the approval of the law “on changing state-owned banks to 
commercial companies and allowing their privatization”. this 
process was later followed by other legal acts and regulations. 
these banks, lacking efficiency especially related to credit 
repayment, indicated that initial restructuring steps were not 
adequate and successful. the arbitrary credit delivery and the 
political pressure on their extension, the corruption that started 
to gain moral legitimacy through the payment of 10 percent 
for every loan received and the boom of pyramid scheme 
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phenomenon led the banking system to the verge of insolvency. 
the first measures taken to cope with the crisis of 1997 were the 
government decision for closing the rural commercial bank and 
the bank of Albania’s supervisory council decision to suspend 
the credit extension from the state-owned banks. in 1998, the 
parliament approved the privatization strategy for strategic 
sectors of Albanian economy. An important part of this strategy 
was the privatization of commercial banks with state capital: the 
national commercial bank and the savings bank. 

regarding the national commercial bank privatization, there 
were presented two alternatives: the first was the restructuring 
and later the privatization, or in case of an improbable and 
successful privatization the bank would be liquidated. We hope 
that the successful accomplishment of this process through 
a strategic investor will soon provide its considerable impact 
on the further consolidation and development of the banking 
system in Albania.

therefore, banks’ privatization requires first of all that the 
state resigns its direct governance of the bank institutions and 
take up its role as a regulator and supervisor of banks. 

  
other countries’ experiences suggest that bank transition 

under private ownership is the only way to ensure an adequate 
management that allows the bankers take decisions on credit 
extension independently from the state. this represents the key 
to understand banks’ role during transition.

the private ownership ensures adequate risk and reward 
system, which are the basis of the managing structure of 
businesses in free market economy.

2.2.1 privatizing the savings bank

the Albanian authorities expressed themselves in favour of 
the savings bank’s privatization and this process started since 
some years ago. We can already say that we are nearly at the 
end of this bank’s privatization. 
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i must emphasize that the savings bank’s privatization is 
given a special attention by the government authorities and 
other international financial institutions that closely follow this 
process. to assist this process, there have been endorsed a 
number of legal acts and regulations concerning the approval 
of bank’s privatization program and strategy, its privatization 
formula, bank recapitalization and coverage of losses through 
t-bill issuing. A decision on the savings bank’s privatization 
procedures has also been approved. it is worth mentioning that 
for the first time in the last ten years, the savings bank recorded 
profit in the past year and for 2000 this profit quadrupled, 
establishing a sound basis for the bank’s future prospects.

hence, the bank’s recapitalization before the end of the 
privatization process (unlike the national commercial bank 
that was recapitalized at the time of its privatization) constitutes 
another advantage of the bank and makes it more attractive to 
foreign investors. 

 
the savings bank’s privatization through strategic investors 

aims at the extension of bank’s efficiency and profitability, 
bringing new bank technologies and knowledge, improving 
the level of services and providing new products to bank clients 
according to the modern international banking practices which 
will certainly increase the bank’s reputation and the customers’ 
confidence in it. on the whole, it is recommended that the 
bank privatization be prepared in such a way as to stimulate 
a competitive environment, so that the financial sector is not 
dominated by a few banking institutions, as well as to ensure 
that the privatized institutions be really managed independently 
of the government.

3. current position of the bAnking system 
in AlbAniA

year 2000 is the third consecutive year, during which our 
country’s macroeconomic situation is within the framework of 
mid-term development program.
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the application of this program has ensured macroeconomic 
stability, creating supportive premises for long-term development 
and capacities to prepare developing strategies for specific 
sectors of the domestic economy and to strengthen institutions 
and engage in aspects of priority.

i would consider as most important the following developments 
in the Albanian banking system: developments in the framework 
of implementing the bank of Albania’s monetary policy, extension 
of credit to the economy as well as the improved situation of 
commercial banks.

 
in 2000 the bank of Albania undertook all measures under 

its capacity to accomplish the transition from direct into indirect 
monetary policy instruments. it is a well-known fact that the bank 
of Albania does no longer base on credit ceiling or minimum 
lek time deposit rates to deliver signals to the market. both 
instruments have become “obsolete”. the role of reference 
rate has been already taken by repo rates. in this process of 
exchanging instruments, the bank of Albania acted prudentially 
and succeeded to accomplish its goals. this transition was 
enabled by the attained development of the banking system, the 
relative favourable macroeconomic environment created in the 
country and the safer collaboration with the ministry of finance 
concerning the management of budgetary deficit domestic 
financing.

the attained macroeconomic stability and the need to ensure 
economic growth enabled the bank of Albania’s opportunities 
for the third year successively to ease the monetary policy through 
constant reduction of interest rates. on the whole, interest rates 
on economy decreased. these factors are assessed to have 
influenced the growth of credit to the economy. in 2000 the 
credit supply resulted three times higher than in 1999, the newly 
accorded loans during 2000 almost equalled outstanding credits 
at the end of the year and credit repayment was considerable. 

in 2000 the situation of the Albanian banking system is 
relatively assessed as safe and sound. Amongst the most important 
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developments we may rank the expansion of banking network, 
the changing capital structure of the system, the capitalization of 
the banking system as well as its financial condition.

• the banking system mainly expanded its operation 
outside tirana. Alpha credit bank expanded its activity in 
elbasan and durrës, tirana bank expanded on subsidiary 
in gjirokastra, fefAd bank started operation in fier and 
elbasan, the American bank of Albania established an 
agency in durrës and inside the American embassy.

• the capital structure of the banking system has noticeably 
changed in non-public owners and foreign capital 
representatives. the completion of the national commercial 
bank’s privatization made the state-owned capital in the 
banking system fall from 38.1 percent at end of 1999 to 
13.4 percent at end of 2000. for the same periods, the 
weight of foreign capital in the country increased from 59.8 
to 84 percent. this is a direct indicator of the increased 
foreign investments and relatively higher confidence that 
investors have in the banking system compared to the 
whole economy.

• the level of capitalization of the banking system is very 
satisfactory. the capital adequacy as the straightest indicator 
to measure the capitalization, increased from 8.2 percent 
at the end of 1999 to 41.8 percent at the end of 2000, 
exceeding the permitted minimum of the bank of Albania 
by 3.5 times. this situation is a direct aftermath of bank 
of Albania’s decision1 for increasing the level of the paid 
in capital from banks, and the savings bank capitalization 
from the government.

• it is for the second year in succession that the banking system 
has recorded profit. At the end of 2000 the profit reached 
to lek 5.4 billion or 4.5 times higher than in 1999. the 
adding profit and the commendable capitalization mean 
more credits and investments from banks.

the increased foreign capital (private) presence, the improved 
financial situation, banks’ adequate capitalization, increased 
competition and prospects for a stable economic situation have 
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created the conditions for banks to render a larger contribution 
to the domestic economy in 2001.

4. deVeloping micro-credit institutions 

A very positive development evidenced in Albania in the recent 
years is the presence of micro-credit institutions represented by 
non-bank financial entities and savings and loan associations 
and 3 non-bank financial institutions and 4 credit foundations 
with a credit stock of approximately usd 8 million.

a) non-bank financial institutions perform one or some 
related activities, characteristic of the licensed banks, but 
unlike them they are forbidden to take and collect any type 
of monetary assets from the public at large.

b) legally the savings and loan associations are permitted 
to perform deposit taking, credit delivery and transactions 
with the third parties. it is also sanctioned by law that the 
deposit taking and credit delivery is only carried out within 
the community of members for these savings and loan 
associations.

 
common aspects:

a) the object of their activity is in the areas not covered by 
the banking system. in this way, new actors emerging in 
the market to meet customer demands by concurrently 
increasing the competition complement the system.

b) their clientele comprises mainly individuals from small 
business, mostly in rural areas.

 
their prospect:

the most important thing is that their activity brings a constant 
strengthening of their financial statement, which in a general 
aspect, maintains and consolidates the financial stability of the 
system for many reasons:
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first: although their current number and size is relatively small 
today, their current effect on the overall financial stability may 
be either small or insignificant but the basis of market discipline 
are precisely set in these moments.

second: all legal spaces exist for broader expansion of 
operating activity of these institutions in all areas of the 
country. 

third: i may be more optimistic than the reality, but my 
conviction is that these institutions may serve as a basis where 
future banks can be established. i would consider as very 
important their professional experience in the area and as very 
positive their relationships with supervision right from their initial 
activity.

Arranging supervision:

As above stressed, supervision is exercised on behalf of a 
given right to exercise a certain activity, hence it is justified by 
the granting of the license.

1. for financial non-bank persons licensed by the bank 
of Albania, supervision is exercised on all component 
elements, such as: licensing, arrangement, analysis, and 
on-site inspection. Whereas, for non-bank financial entities 
excluded from the licensing procedure, supervision is 
reduced only to exchanging information and dealing with 
the complexity of problems emerged from the delivered 
information.

2. savings-loan associations. based on the law no. 8089, 
dated 23.03.1996, the bank of Albania’s role was only 
to exchange information. With the amendment to the law, 
which has recently passed in the parliament but has not yet 
entered into effect, the bank of Albania is vested with the 
right to supervise all elements, as it is charged with the duty 
of licensing all these micro-credit institutions. to this end, 
the World bank has a project for supporting the training of 
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the human resources to build the complete framework of 
supervision.

recommendations:

the future perspective for the majority of these institutions is 
positive. personally i share the opinion that there must be taken 
some steps with respect to common organization to precede 
some upcoming phenomena.

first: i believe that it is time to think on how to communicate 
with the same language with one another, with the relevant 
international institutions, the Albanian public institutions, etc. 
in this respect, the common organization in the form of an 
association as that of bankers’ is nothing else but a positive 
aspect.

second: the current world is information. All efforts made 
today are not only to ensure it but concern the cost and velocity 
of data receipt. it is high time to reflect on how to create a 
common information centre where everyone will search and 
receive the information he/she needs. let the credit information 
centre serve as its first department.

We are aware of the fact that the banking system lacks many 
aspects in order to be considered a modern system. to develop 
it, we will face many problems and challenges. given the above, 
the banking system is further expanding and consolidating from 
day-to-day, being presented safe and sound, and with new 
participants added to it, improving mechanisms expanding bank 
products which create constant safety and confidence.

* fatos ibrahimi, bank of Albania’s first deputy governor and director of 
supervision department.
1 see the bank of Albania’s supervisory council decision of march 31, 1998, 
according to which all banks must have a minimum of the paid in capital of not 
less than lek 700 million to the end of march 2001.
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during 2000 and the first quarter of 2001, the financial 
intermediation cost of the banking system by the difference of 
the average weighted interest on the newly posted deposits in 
domestic currency and the average interest on new investments 
in domestic currency had a slight gradual reducing tendency 
monthly. more precisely, from the average of 10.65 percent 
in 1999, it reached to 7.56 percent in 2000, having an 
average reduction by 3.09 percentage points. banks’ financial 
intermediation cost also reduced during the first quarter of 
2001, reaching to 4.67 percent.

from year 1996, the data comparison indicates that 
the banking system financial intermediation cost estimated 
according to the difference is characterized by declining 
tendencies and year 2000 represents the year when the banking 
system reached the lowest level shifting for the first time under 
one-digit figures.

table 1 Average annual spread (in percentage)
years Average annual spread
1996 19.70
1997 16.20
1998 13.83
1999 10.65
2000  7.56
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the difference between the average weighted for domestic 
currency investments (new credits and t-bills purchased in the 
primary auction) and the newly posted deposits in domestic 
currency in the banking system during 2000 oscillated at 9.76-
5.82 percent.

the average weighted rate for the newly posted deposits in 
domestic currency decreased by 3.18 %, whereas the average 
interest of the newly extended credits in domestic currency and 
treasury bill investments in the primary auction decreased by 
6.28 percent. for the first quarter of 2001, these reductions cite 
respectively 0.32 and 1.53%.

 
from the data it results that the reduction of average weighted 

interest for the newly accepted deposits has been lower compared 
to the reducing level of average weighted interest for the newly 
performed investments (for year 2000 by 6.28-3.18 = 3.09% 
and 3 ml 1.53-0.32 =1.21%). 

the narrowing difference between the average weighted 
interest on newly performed investments and newly posted 
deposits in domestic currency is a deriving influence from a 
group of factors, affecting it. Amongst these factors, we may 
highlight:
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• bank of Albania’s policy;
• improvements in domestic banking system;
• commercial banks’ strategies in the area of domestic 

currency toward a more active management of domestic 
currency resources in the market;

• banks’ improving competition;
• improvements towards the rising rate of bank of Albania’s 

transparency and cooperation with commercial banks 
relating to their appropriate understanding of monetary 
policy steps.

 
thus, the bank of Albania during 2000 has worked with 

respect to:

• transmitting monetary policy signals to the market through 
fixed rate in repo auctions. considering it a core interest rate, 
it was intended to reduce market rates in accordance with 
the moving inflation and other monetary developments;

• establishing repo portfolio with such a size so that the 
changing size affects the level of repo rates;

• the remuneration of required reserve, affecting the 
reduction of banks’ financial cost;

• the management of banking system liquidity through the 
anticipation of government and banking system short-term 
needs;

• triggering the development of interbank market;
• more active participation of second-tier banks in the 

market;
• increasing the possibilities and the flexibility of bank of 

Albania’s interventions in the market;
• improving the variety of second-tier bank instruments.

All these have influenced on enhancing market competition 
and on maintaining the economic, financial stability, producing 
effect on reducing the financial intermediation cost in the system, 
reaching the lowest level where the financial intermediates have 
moved appropriately to meet their expenditures and collect 
earnings.
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from bank’s viewpoint, the constant reduction of interest 
spread indicates that these banks have become more active 
in the market also in terms of funds management. second-tier 
banks’ visual track of this difference indicates that in some of 
these banks this trend has been downward, generally with slight 
oscillations at the line of this trend. the declining trend of this 
difference in these banks is an indicator of the rising rate in 
the management of domestic currency liquidity, constituting 
an indicator of the rising efficiency of their work against the 
domestic currency. 

more detailed developments in the level of average weighted 
rate for the newly accepted deposits and new investments are 
presented below:

the average weighted rate for the newly posted deposits in 
domestic currency in the system reached the average of 5.14 
percent for 2000 and 4.69 percent for January-march 2001 
from 8.32 percent in 1999.

such a reduction was affected by:

1. the decrease of the interest rate for domestic currency 
deposits. during 2000, the bank of Albania pursued a modified 
policy in the area of interest rates. the peculiarity lies in the 
form of applied transmission of this monetary policy in the 
market during the year. in the first half of the year, the direct 
instrument of interests was applied, through cutting the required 
minimum for time deposit rates in domestic currency in January, 
march and may 2000. state-owned banks reacted with delay 
to these bank of Albania’s decisions. this delay was reflected 
in changing interest rates for domestic currency deposits even 
for other banks. As a result, the average level of deposit rates 
almost remained the same, decreasing only in may and June. in 
the savings bank, the average level of interest rates reached to 
5.55 percent in June 2000, from 6.82 percent in January of the 
same year.

press and media attack against the savings bank and the fast 
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public reaction by withdrawing deposits, brought in consequence 
the savings bank hesitation to reduce the level of domestic 
currency deposit rates mainly in the first half of the year. under 
these conditions, even other banks that followed with an average 
spread of 2 points higher than the savings bank did not haste 
to move their level of interest rates. the non-functioning of this 
mechanism made the level of average weighted rates for newly 
accepted deposits in the system reduce at low levels during the 
first half of 2000.

in the second half of the year, the savings bank set in motion, 
for the first time, repurchase agreements auctions. the interest 
offered by the bank of Albania for the accepted amount in the 
auction had a declining trend. initially it was 9 percent, whereas 
in the last quarter of the past year, it was stabilized at 6.5 
percent. the bank of Albania influenced the market through the 
management of repo portfolio, making banks reduce interest 
rates.

table 2 the monthly volume of excess reserves invested in repo and average interest 
rate

invested in repo
(in millions of lek)

monthly interest average
(in %)

June ’00 1,150 6,58
August 4,299 6,75
september 6,999 5,37
october 4,999 4,62
november 33,091 5,74
dec ’00 23,216 6,45
January 20,994 5,20
february 34,000 6,10
march ’01 43,000 6,20

this fact comes out clearly in the gradual reduction of the 
average interest on domestic currency deposits after July 2000. 
so, only the savings bank managed to reduce the average 
interest on the newly accepted deposits, from 5.26 percent in 
July 2000 to 4.32 percent in december 2000 and 4.8 percent 
in march 2001. only time deposits had reducing rates for the 
same periods, from 7.87 percent to 6.94 percent and 7.0 
percent.
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i. deVelopments in the structure of the 
neWly Accepted deposits

the level of newly posted deposits is represented either by a 
growing tendency on time or demand deposits. however, from 
their comparison it comes out that the rising tendency in the new 
demand deposits has been higher than that of time deposits 
compared to 1999. thus, changes in the structure of the newly 
posted domestic currency deposits in favour of demand deposits 
affected reduction of their average interest.

table 3 monthly average of the newly posted deposits in domestic currency (in millions 
of lek)
deposits 1999 year 2000 q iii of `01
12-month  3.419 3.580  5.570
6-month  1.288  1.551  2.593
3-month 12.576 14.095 16.616
total 17.283 19.226 24.779
current accounts 14.903 17.362 21.105

in the first quarter of 2001 the tendency is reverse: new time 
deposits have higher growth than the demand ones. A similar 
structure of the new deposits brought about increase of their 
average rates in domestic currency. thus, from 4.18 percent 
in december 2000, this level went up to 4.83 percent, 4.72 
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and 4.51 percent, respectively for January, february and march 
2001.

different banks display a different structure for the newly 
accepted deposits. banks having the largest share in domestic 
currency deposits presented the following structures: 

during 2000 the national commercial bank continues to 
maintain the same structure of newly posted deposits as in 1999. 
the specific weight of current accounts to total newly posted 
deposits, accounts for 78-85 percent of the total of newly posted 
deposits. therefore, even the cost of newly accepted deposits 
stands at very low levels (not more than 3.0 percent).

notwithstanding the above, the composition of newly accepted 
deposits of a higher level of demand deposits indicates the high 
degree of liquidity in lek, making this bank be more exposed to 
risk. 

the savings bank’s structure of the newly posted time and 
demand deposits is presented in table 4:

table 4 the structure of the newly accepted deposits in the savings bank
newly accepted deposits 1999 year 2000 q i of 2001
total 24.3  28.23 34.46
demand deposits 8.77  11.41 13.68
time deposits 15.60  16.82 20.78

for year 2000, the level of newly accepted deposits maintains 
the same tendencies as in 1999. time deposits hold the largest 
weight to newly accepted deposits. new demand deposits 
have been increasing in comparison to the total. even though 
the weight of the newly accepted time deposits is higher than 
the demand ones, the growth at higher levels of the demand 
deposits led to reduction of average weighted rates.

excluding the savings bank and the national commercial 
bank, the rest of commercial banks reflect a gradual reduction of 
average interest on newly posted deposits in domestic currency.
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despite of that, these banks, in total, result with a higher cost 
on the newly accepted deposits, compared to the savings bank 
and the national commercial bank. 

this is expected because of the level of time domestic currency 
deposit rates in these banks, which is above that of state-owned 
banks.

table 5 the average level of newly accepted domestic currency deposits and their 
average weighted interest

year 
1999

year 
2000

q i of 
`01

Average weighted interest rate on private bank deposits 7.2% 6.0% 4.39%

monthly average rate on private bank deposits (in 
millions of All) 3.22 4.35 7.10

As a percentage to the total of accepted deposits in the 
system 10.6% 12.97% 15.54%

these banks’ share to the total of newly accepted deposits 
in the system reflected a rising trend. the declining trend of 
the average weighted interest rate on domestic currency 
deposits and the rising trend of the monthly average on the 
newly accepted deposits confirm banks’ improved competition 
in domestic currency deposit market. 

II. Banks’ performed investments in the system reflected a 
constant decline of the average weighted interest in the banking 
system. from table 6, it is evidenced that this level shifted to 
one-digit figures over the first quarter of 2001.

table 6 Average weighted interest on domestic currency investments (in percent)
year 1999 year 2000 q i of year 01

Average weighted rate on lek investments 18.90 12.70 9.36

Amongst the factors affecting such decline are the investments’ 
structure and the rate of return on domestic currency investments. 
out of their analysis we will also highlight the factor having the 
most significant effect on this decline.
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1. banks’ investment structure according to the risk, would be 
as follows:

table 7 new investments in domestic currency (in millions of All)
year 1999 year 2000 q i of year 01

domestic currency credits  410.30  263.21  219.27
treasury bills 10,861.31 17,232.32 16,193.23
investments 11,271.61 17,495.53 16,412.51

the data represent monthly averages.

banks’ investment structure assessed according to the risk 
has changed in favour of rising investments in government 
securities, treasury bills and new credits. the newly extended 
credit in domestic currency as by monthly average occupies a 
small share compared to investments carried out in the primary 
market of treasury bills. January - march 2001 keeps the same 
tendency. Accordingly, even the effect of lek credit portfolio on 
average weighted level of lek investments is noticeably small.

As in the previous periods of time, lek credit to economy 
continues to be carried out by the fefad bank, tirana bank, 
malaysian intercommercial bank, and Alpha credit bank. the 
fefad bank and tirana bank occupy the main weight. the main 
tendency of credit delivery is mainly from 6-12 month credits 
and from 1-3 year credits.

the national commercial bank and the savings bank 
continue to invest only in the primary market of government 
securities. non-lending to economy by the largest bank of the 
country, which holds over 80 percent of the banking system 
liquidity in domestic currency has made investment in treasury 
bills be considered as potential means to cover the cost of 
interest expenditures and of interest-free assets.

this fact as well as other banks’ increased participation in 
the primary treasury-bill market indicates that treasury bill 
investments in the primary market of securities continue to occupy 
the bulk of bank investments in domestic currency. treasury 
bill investments in the primary market of securities occupy the 
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average of 36.0-40.0 percent of the total accepted deposits. 
banks value treasury bill investments as the easiest way to cover 
the cost of deposit returns.

2. credit rAte effect on domestic currency 
And treAsury bill yield

the average weighted interest on domestic currency credits 
during 2000 continued to stay at high levels. their level 
remained almost unchanged over the first half of the year. they 
had a month-to-month declining tendency only in the second 
half of 2000. 

the average level of credits reduced significantly in the first 
quarter of 2001. According to the structure, the largest decline 
was in interest payables for 6-12-month term and over 3-year 
term.

table 8 Average interest of credits in domestic currency by maturity term (in percent)
december’00 January’01 february’01 march’01

up to 6-month 21.19 23.58 18.92 20.92
6-12 month 23.70 15.11 19.61 16.10
1-3 year 23.70 22.90 20.71 22.19
over 3-year 27.00 15.09 16.30 15.58
Average weighted for the system 23.54 16.63 20.00 17.61

the constant and gradual decline of other market rates, such 
as treasury-bill yield; deposit rates were also accompanied by 
declining interest rates on credit to the economy. these interests 
were the last to record market decline, after almost remaining at 
the same levels for a long period of time. 

this fact as well the rising level of newly accepted deposits in 
domestic currency at public banks comprised positive premises 
that in the future these banks will provide ongoing support to 
the economy through domestic currency loans at higher levels 
than at present. 
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As the share of newly extended credits is small compared to 
t-bill investments in the primary market, the size of impact of 
the credit interest rate on the average weighted interest rate for 
investments is small. therefore, the main tendency of average 
interest on investments is determined by t-bill investments. 

treasury bill yield has been falling. on average level, it 
has been reduced by figures presented in table 9 for the three 
maturity terms. during 2000, the reduction has been more 
significant for quarterly t-bills, while over the first quarter of 
2001, the reduction has been more significant for 6- and 12-
month t-bills.

table 9 treasury bill average yield and change (in percent)
June’00

 (1)
change

(1-12.99)
dec. 00 

(2)
change

 (2-1)
march

(3)
change

 (3-2)
12-month t-bills 14.00 -1.65 12.33 -1.67 11.14 -1.19
6-month t-bills 13.06 -2.11 11.34 -1.72 10.14 -1.20
3-month t-bills 10.73 -4.15  7.83 -2.90 7.57 -0.26

reduction of treasury bill yield in the primary market of 
securities has given its main effect on the decreasing level of 
average weighted interest for lek investments. 

for the first time during the second half of 2000, there was 
rendered interest payment on required reserves held with the 
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bank of Albania, beginning from August 2000 at one third 
of market rates and later in december at half of these rates. 
by means of the required reserve remuneration, the bank of 
Albania intended reduction of investments price, by decreasing 
the intermediation cost of the banking system. 

more precisely, for the period before the remuneration of 
required reserves, the cost of required reserves in domestic 
currency measured by the difference between domestic currency 
deposit and investment rates oscillated at 1.99-2.96 percent.

After the remuneration of required reserves at 1/3 of quarterly 
treasury bill yield according to the recent auction, the cost of 
the required reserve measured by the difference between 
domestic currency deposit and investment rates fell below 1.0 
percent. more precisely, they were 0.44, 0.64 and 0.86 percent 
respectively for september, october and november 2000. the 
rising percentage of remuneration in december 2000, from 1/3 
to 1/2 of the quarterly treasury-bill yield, despite the declining 
tendency of quarterly treasury bills, affected the reduction of the 
compulsory element of the required reserve. After this change, 
the cost of the required reserve measured by the difference 
between domestic currency deposits and investment rates 
continued narrowing, reaching minimum values for december 
2000-march 2001 (0.86 percent).

the remuneration of the required reserve brought positive 
effects on releasing banks’ cost by reducing the non-invested 
share. however, the rate of commercial banks’ transmission of 
this effect to the market was different in invested prices in the 
market of treasury bills and credits. As to lending prices, they 
continue to remain at higher levels even after reductions. the 
spread between credit and deposit rates in domestic currency is 
about 2 times, not being very promoting for the lending market 
development.

unlike credits, the treasury-bill yield had a gradual reduction, 
maintaining narrow differences with deposits. the fact that the 
savings bank is the main market bidder makes the price defined 



97

by demand-supply somewhat disfigured and dictated by its 
ruling position in the market.

for non-public banks, the intermediation cost estimated 
according to the difference for year 2000 and the first quarter of 
2001 reduced significantly compared to 1999. Also for the period 
of January-march 2001, its level maintained the same tendency. 
the reduction has been more significant in new investment rates 
compared to the newly posted deposit rates. despite that, this 
level remains higher than this difference for the system.

table 10 the difference for non-public banks

in percent
Average 

weighted 
for 1999

Average 
weighted 
for 2000

change
2000-1999

q i of 
2001

Average deposit interest rates (1)  7.20  6.06 -1.14  4.39
Average investment rate (2) 20.41 14.18 -6.23 11.49
the difference (2-1) 13.21  8.12 -2.74  7.10

estimAting bAnks’ finAnciAl cost 
According to bAnks’ And the system’s 
finAnciAl result

According to this method, based on banks’ financial result for 
year 2000, the banking system presents better indicators on the 
gross and net margin than in 1999.

the changing figures of these indicators remain positive and 
at good levels even in the first quarter of 2001. from the chart 
it appears that gross and net margins are positive for all the 
months of the year 2000 and for the first quarter of 2001.

table 11 the change in financial result indicators (in millions of lek)
 year 1999 year 2000 q/1 year 2001

interest margin 432.85 735.90 738.6
gross 517.80 1,455.78 1375.1
net 263.25 1,123.71 1024.2
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the fact that the monthly change of interest margin had a 
year on year growing trend indicates that the banking system 
had a rising tendency for interest collections compared to 
expenditures.

on the other hand, even the incomes from other operations, 
with some exceptions, have increased, bringing about growth of 
the monthly (average) change of gross margin year on year. After 
discounting operating expenditures, the change in the banking 
system’s net margin remains at positive monthly averages. the 
periodical increase in their monthly change is either dedicated 
to the increase of interests received or other incomes, while the 
operating expenditures of commercial banks did not reflect any 
significant changes during the year. 

 
the observed trends of these indicators in 2000 continued to 

be maintained even in the first quarter of 2001. 

the estimates of these indicators for separate banks in the system 
indicate improved indicators for year 2000 and on. estimates made 
in the savings bank reflect a positive statement of the monthly 
change for gross and net margin indicators per each month.

for private and joint venture banks, monthly movements of 
gross margin are generally positive for year 2000 and ahead. 
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tirana bank, Alpha credit bank, fefad bank and American bank 
of Albania have good indicators of financial result. net margin 
movements are positive in the aforementioned banks. 

given the above, we may specify that during year 2001 and 
the first quarter of 2001:

• the banking system reached the lowest level of spread:
• passing to one-digit figures,
• maintaining the declining tendency,
• having slight and very smooth oscillations against the 

line of the trend:
• the reduction of average interest for investments (treasury 

bills) is higher than the reduction of average weighted 
interest on the newly accepted deposits in domestic 
currency;

• for January-march 20001, the average weighted interest 
on investments shifted under one-digit figures, reaching for 
the first time the lowest level in the system, 8.33 percent;

• domestic currency investments in the economy continue to 
occupy a small share compared to total investments;

• Although posing a very insignificant effect as above 
stressed, we can not neglect the fact that the level of 
average weighted interest for the newly extended credits 
reduced during the first quarter of 2001 at a higher level 
than the previous periods;

• generally, all banks of the system aim at reducing the 
intermediation cost, endeavouring to maintain lower 
spreads compared to the previous periods;

• indicators, according to the commercial banks’ financial 
result, indicate improvements of every bank operation in 
particular, and of the entire system in general;

• under the conditions when the treasury-bill yield is higher 
than time deposit interest in domestic currency, the type 
of domestic currency investments in treasury-bills relieves 
banks’ job for covering the cost of domestic currency 
deposits. but, on the other hand, it does not promote banks 
to undertake long-term investments in the economy, taking 
over risk.
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* suzana sheqeri, specialist, research department.
1 the data have been made available by supervision department, monthly 
statement of income and expenditures. the financial result includes both the 
activity in lek and in foreign currency.

year 2000 is considered as the initial phase of basing the 
monetary policy on indirect instruments, and in general, it is 
assessed that the bank of Albania’s monetary policy has been 
transmitted to the banking system. 

during 2001, the bank of Albania will expand money market 
operations at a broader scope, intending the rising efficiency of 
these instruments to guarantee the achievement of its principal 
target.

the market intervention through open market operations and 
the stimulation of interbank market will impact on increasing 
the flexibility of monetary policy instruments. through these 
developments, the stabilization of short-term interests and 
liquidity levels will be ensured in the banking system and its 
competition will be further enhanced. 

on the other hand, the economy has premises to be more 
credited by the banking system. An important factor would be 
the foreseen reduction of the budget deficit financing level by 
the banking system resources, providing broader spaces for 
increased financing to the economy. the bank of Albania’s 
monetary program for 2001 has forecasted a growth of the 
stock of credit to the economy by lek 8.1 billion, comprising 
29.6 percent of its current stock.
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WhAt is the economy eXpected to, 
After the terrorist AttAck?
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it’s still early to appropriately anticipate the effects of the 
gravest incident happening in the united states since World 
War ii, when the military-naval basis of pearl harbor in pacific 
ocean was hit. this is so, because after the first reaction, it is 
hard to learn for how long financial markets, consumers and 
businesses will continue to react, and above all at what intensity 
the united states will react against this terrorist act (which 
according to president bush statement is considered equal to 
declaring war against united states), as the rest of the states 
are united and support the united states in their war against 
terrorism.

this war that has already begun according to different 
statements, will be long, difficult, and unlike the traditional war 
scenarios developed until now. the difficulty in anticipation rests 
with the fact that it is an unprecedented case and beyond any 
forecast for the loss it brought about to human lives. however, 
numerous comments and analysis have been made about the 
case by prestigious institutions, such as research institutions, 
universities, central banks, etc. irrespective of several questions 
about the future trends to be tracked by the American and 
the World economy, the following factors must be taken into 
account in order to make a forecast:
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first: What was the position of the world economy and of that 
of the united states on the eve of the terrorist attack against 
both symbols of capitalization in the united states: the World 
trade center, as an economic symbol, and the pentagon’s, as 
a military symbol?

second: What was the immediate reaction of financial markets 
was after the incident, in respect of:

• capital market,
• money market,
• foreign exchange market,
• labour market,
• businesses’ and the consumers’ reaction.

And third: What will be the intensity, the time duration and the 
likely dimensions to be taken by the already commenced conflict 
between the united sates and all other states that support 
international terrorism, with bin laden as a symbol? 

before answering each of the above-mentioned questions, it 
is necessary to consider three things:

a. since the terrorist attack, ongoing economic forecasts will 
encounter many difficulties, because of increased insecurity, 
instability, the consumers’ psychological shock, which will 
undoubtedly be reflected in future forecasts, making it 
more difficult than under normal conditions. considering 
that many financial companies, market analysts, dealers 
and broker companies developed their activity in the World 
trade center (some are already dead and some others 
have experienced the terror of that dreadful event), gives 
the evaluation process a personal dimension.

b. it is important to separate and distinguish between the 
incident’s short- and long-term consequences. As already 
known, immediate consequences were negative on 
consumer, markets and business side; however time has 
to go by to expect the mid-term consequences, which may 
serve as a better basis for future forecasts.
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c. Also, according to the pronunciation of some world finance 
personalities, as the director of the imf, kohler, greenspan 
etc, long term effects will be relatively small.

thus, long-term forecasts will be affected by the most essential 
factors, determining the economic developments such as the 
productivity, the fiscal position of a country, the statement of the 
balance of payments, reflecting the current and capital account, 
inflation and foreign exchange regimes, etc.

We should state that the American economy had given signs of 
descending growth rates since the previous year-end. therefore, 
it was reacted through easing the monetary policy and constantly 
cutting the fed fund rates from 6 to 3 percent currently. After a 
ten-year bloom with a strong economic growth, low inflation, a 
stable-growing currency, reflecting the productivity of the world’s 
largest economy with a low unemployment rate, largely below 
the rest of the world’s, the American economy started to give 
signs of entering into a shrinking cycle of the overall business.

World economy forecasts were not optimistic at the end of 
the first six-month term. indicators reflected clearly a slow-
down of the economic growth in the usA, Japan and european 
economy.

 
the latest forecasts before the terrorist attack indicated an 

economic growth of the American gdp of no more than 1.5 
percent, 4.8 percent decline in industrial output as well as 7.2 
percent decline in high technology products compared to the 
previous year. 

While the industrial output, business activity and business 
investment indicators had declined, the customer expenditures 
resulted at a very close indicator to consumer confidence 
indicator that kept the united states economy suspended, to 
escape from recession. however, michigan university survey 
published on september 13, including the period up to 
september 10, one day before the terrorist attack, pointed out 
a drastic decline of customer confidence. based on the fact that 
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consumer expenditures comprise the backbone of American 
economy, reaching at nearly 2/3 of gdp, the negative impact 
of this process on the economic growth of the country may be 
imagined. irrespective of these indicators, many economists 
believe that the united states could escape a similar recession 
by supporting eased monetary and budgetary policies.

At a more difficult situation was the Japanese economy, 
reflecting evident signs of recession, together with singapore 
and taiwan. the problems of Japanese economy, according 
to several opinions by experts, are sharper than those of the 
united states’ economy, if we abstract from the latest event. the 
Japanese economy, marking the fourth recession in ten years, 
was challenged by the need for structural reforms, especially in 
the banking system, in monetary and budgetary policies. bad 
loans in the banking system continue to be problematic even 
currently.

Adjustments in economic activity are made more difficult, 
taking into account the economic recession, the export decline 
which is a vital component of the Japanese economy and the 
negative effect reflected in the employment rate and income 
level, which in turn affect the level of the aggregate demand. 

the aggregate demand reflects not only the economic 
recession inside the country, but also the decreased demand for 
high technology products by the united sates, which represent 
the main importer of these products. decline of the demand for 
Japanese exports, accompanied with appreciating tendencies of 
Japanese yen, indicate that the Japanese economy will be faced 
with many problems until it comes out of its declining cycle.

Although not at the same rates, the situation was not optimistic 
even in europe. economic indicators did not anticipate crisis, 
nor any dynamism or a satisfying growth potentiality.

 
immediately after the terrorist attack in new york and Washington 

and after the several-day closure of the main usA capital 
markets, such as nyse, nAsdAq AmeX etc., the instant reaction 
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was a decreasing value of shares by all American stock markets 
followed by the main european and Asian stock exchanges. All 
stock market indicators as doW Jones, nAsdAq, s&p, etc., 
underwent an average decline of 10-12 percent.

it must be said that the decline was not as dramatic as 
expected, considering that dow Jones decline in 1987 was 22 
percent and after one day, almost all stock markets began to 
pick up. the noted oscillation in the days to come was within 
the normal margins. it may be noted that capital markets are 
expecting for the shares to be developed in the future, either 
from the political and military viewpoint or from further actions 
and measures to be undertaken in the field of monetary or fiscal 
policy. interest rate cut is also considered as an indirect support 
for capital markets being first supportive to businesses.

to urge the united states economy is not only acted through 
the monetary component but also through fiscal promoters, 
considering the fact that the united sates federal budget is 
forecasted with a surplus of nearly usd 175 billion.

As a first step, the united states congress approved the 
proposal made by president bush, to support military expenditures 
through a usd 40 billion package, and another usd 75 billion 
package will support those branches of the economy that have 
been mostly hit by the consequences of the terrorist attack of 
september 11th. the easing of the fiscal policy may be attained 
by operating not only on the side of expenditures but also on 
the side of revenues, through a further reduction of taxes, a 
promise made by president bush during his electoral campaign. 
According to some analysts, as result of these actions, the 
united states budget may record deficit for 2002, that’s why 
they suggested prudence with the fiscal component, in order to 
prevent long-term negative consequences.

the monetary markets reacted immediately. the federal 
reserve remained open even during the day of the terrorist 
attack, announcing that it was ready to offer liquidity to avoid 
any potential panic in the banking system.
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later on, it was operated by cutting interest rate twice, 
reaching the lowest level of 2.5 percent in 40 years. this easing 
of the monetary policy was for the ninth time in succession from 
the beginning of the year, and constitutes a very aggressive 
monetary policy. before the terrorist attack, many economists 
believed that by easing the monetary policy, the united states 
might overcome the economic shrinkage without falling in 
recession. 

however, hopes and optimism mostly fell after this terrorist 
attack and recession almost became inescapable. other central 
banks as the ecb, the bank of canada, the bank of switzerland, 
etc., acted in the same way. Although more “rigid” than the 
fed with relation to interest rates, the ecb paved the way for a 
expansionary policy, cutting interest rate thrice, from may of the 
current year (from 4.75 down to 3.75 percent). 

other reactions are expected in the future, in terms of easing 
the monetary policy, and according to the forecasts, only by 
spring, of the next year, after leaving the shrinkage phase, the 
monetary policy is expected to change direction in the usA.

the reaction of foreign exchange markets was instant after 
september 11. there was a depreciation of the dollar in all the 
markets, either in relation to the eur that reached usd 0.94 
and has recently fluctuated by 0.91-0.92, or to Japanese yen 
that was 116-117 per usd. however, there was an immediate 
cooperation among the central banks and a willingness to buy 
usd, as well as concrete operations were carried out in europe 
and Japan, where considerable quantities of usd were bought, 
either by the central bank Japan or by the ministry of finance 
of Japan.

 
the Japanese authorities are worried because a weakening 

of the usd will further accentuate the weakening trend of 
Japanese exports, which would further decrease the demand of 
this country, which is presented as the key problem for Japanese 
to overcome the crisis. that’s why the Japanese economy will 
continue to ease the monetary and fiscal policies, even though 
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the interest rates are just a little above the zero to support a 
weakening of the Japanese yen. 

the labour market also had an instant reaction. the most hit 
companies from the terrorist act were air travelling companies and 
those of producing passenger jets. the daily loss of air travelling 
companies recording usd millions enforced them to announce 
massive adjourning from work, which up to now reaches at 100 
thousand persons. many prestigious companies, such as boeing 
and british-Air have advertised many of such announcements. 

but the ones to immediately react against this terrorist attack 
were the consumers. michigan university latest published 
questionnaire on september 24, indicated a further decline 
of consumer confidence, which means a further decline of the 
aggregate demand and ongoing perspective to emerge the 
economy from that general shrinking situation, where it happens 
to be currently, considering that consumer expenditures comprise 
nearly 65 percent of usA gross product. 

on october 7, in the evening, it was announced that the 
british and American military jets started bombardments against 
the military bases and training headquarters in Afghanistan. 
surely, the way these military operations will develop, their 
duration, the intensity and the dimensions they will get will have 
their effects on the development trends of American and world 
economy. here must be also taken into account oil prices, as 
the basic stuff related to military operations, and their effect on 
the world economy. After september 11, we had an immediate 
upsurge of oil prices and later on the meeting of opec countries 
and the analysis of mutual factors reduced crude oil prices by 
usd 23-24 per barrel.

in spite of the above planned analysis, many economists see 
as optimistic the world economy perspective, expecting that 
the emergence of the united sates economy, if evidenced in 
upcoming quarters, will be attained within 2002. today, the 
world economy is valued as more prepared to confront crisis 
situations than in the previous decade.
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low inflation rate, world-wide and sound monetary and fiscal 
policies applied in co-operation with international financial 
institutions serve as supportive factors in this reasoning. so, 
analyzing all above-mentioned facts, the september 11 incident 
will impact on the world economy trends. it may be compared 
to hand full of sand cast in the gears of the world economy 
mechanism, befalling in the most inappropriate instant for this 
economy. 

the terrorist attack of september 11, having a global impact, 
will for sure influence even our country. it needs to be prudentially 
analyzed to take heed of and avoid the negative impacts. 

the Albanian economy is a small economy and its 
communication with the economy of the rest of the world is 
relatively small. its most sensitive channel of communication with 
the rest of the world is the foreign exchange market. this market 
reflected its first reaction after the september 11 terrorist attack. 
After the decline of the usd to 141 lek (that reflected usd reaction 
to eur and other foreign exchanges), the us dollar stabilization 
internationally brought its stabilization in the domestic market. 

to see this incident’s likely impacts on the Albanian economy, 
the balance of payments must be studied, as the basic document 
where such effects are reflected. so, a general suspension 
of demand might have a negative impact over our domestic 
exports, estimated at usd 250-300 million. 

Although this impact may be insignificant, it still can not be 
neglected but must be taken into account even concerning 
tourism, as more related to overall infrastructure and to the 
safety level.

it is still unknown how long this insecurity climate will continue. 
concerning the capital account, it must be taken into account 
that for some time investments may remain in expectation of 
forthcoming developments, some investments may be postponed 
in time, and this is so because of the concentrated attention in 
another region of the world. 
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banking industry in Albania is believed to be untouched from 
this incident, because domestic bank security portfolios occupy 
a very insignificant percentage, approximately 2-3 percent of 
the total bank assets and these investments are mainly in debt 
securities and not in equity securities, which have a higher 
level of sensitiveness and are likely to be influenced by such 
incidents.

depending on business developments in mid-term periods, 
credit risks are not excluded.

thus it is assessed that from the macroeconomic viewpoint, 
the Albanian developments will mostly depend on the domestic 
factors rather than on international developments.

hence, irrespective of the optimistic aspect regarding the 
likely impacts of this terrorist act on the Albanian economy, we 
must take into account the fact that instability and insecurity 
have highly grown everywhere in the world. this requires a high 
level of engagement and co-operation among all responsible 
institutions to intervene in monetary or fiscal area by means of 
respective instruments, if necessary. 

this incident has laid down before all responsible institutions 
the need for a better arranged cooperation and strict application 
of all legal requirements on money laundering prevention to 
intercept the financing resources of international terrorism.

* fatos ibrahimi, first deputy governor of the bank of Albania.
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the approaching termination of 2001 corresponds with a very 
special event for the world international finances and business: 
with euro “introduction” as physical cash. the size of this event 
is really great when remembering that the economic and social 
formations closely connected and interested are just the same 
either from the number or the geographical stretch.

the monetary unification of united europe reached since at 
early 1999 will mark a new development from January 2002, 
becoming a noticeable and tangible reality for all. it seems that 
it is time to start self-education and familiarization with this newly 
expected phenomenon. it is reasonableness to get surprised 
from the reducing basket of foreign currencies in two or three 
major currencies, or more precisely we should not besieged by 
panic when instead of dem, itl or gdr we will hear a single 
word euro.

from this paper or broad public practical interest’s point of 
view, having a bit retrospection in history does not seem so very 
important. Just for curiosity, it would be interesting to mention 
some two or three basic moments bringing the introduction of the 
united europe currency, to further pass on to the interpretation 
of many practical elements as its “virtual look”, importance it has 
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for the Albanian economy, and the bank of Albania’measures 
ahead, etc.

some history 

the first political step to establish the united europe 
corresponds with rome treaty of year 1957 when european 
country leaders agreed on the establishment of common 
european market intending the increase of economic welfare 
and a very close cooperation through peoples of europe. 
meantime, with the passing of years, it was added the 
cooperation and common european initiatives, especially, in 
political area, genuine decisions that preceded the economic 
and monetary unification of eu reached at something a bit later, 
at the beginning of 1986 through the unique Act on europe 
(1986) and european union treaty later in 1992. 

the most important development corresponds to January 
1,1999 when it was started the so-called third stage of monetary 
unification. more precisely, it was decided that the monetary 
policy of euro-countries be common from the moment euro was 
accepted as the common currency to count. the conversion of 
euro component currencies with one other will be made based 
on fixed ratios, from the moment the 11 participating countries’ 
currencies became national expressions, simply.

on January 1, 2001, greece added the number of euro-area 
countries, bringing the number of member countries in 12.

neW euro notes. hoW Will they be?

perhaps not right from the start at January 1, 2002 but in 
the days to come everyone will get the opportunity to own an 
euro note? of what denominations it may be? What will be its 
common features and what is the meaning of used symbols and 
figures stamped on it?

these are natural questions arising right from the start. this 
intuitive curiosity becomes bigger, when, as already known until 
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now, euro results a currency to account and the perception of 
individuals for this type of money is difficult as long as it remains 
intangible and it can not carried in the portfolio.

 
euro designers have tried to maintain balance through each 

country identity and by means of used symbols indicate their 
unification. denominational values of euro coins are 1, 2, 5, 10, 
20 and 50 cent as well as euro 1 and 2 comprise the coin series1. 
the eight coins vary in size, weight, material and thickness.

upon designing the coins it has been agreed that they bear 
a common front, whereas the reverse be national or otherwise 
reflect national symbols2 for every member country. reverse from 
banknotes, coins bear the same front side, whereas the reverse 
side is national, which means that it varies with the countries. 

irrespective of the reverse side, all euro coins are legal tender 
in all member countries of eu.

reverse from coins, euro notes have the same aspect in 
all member states. the whole series is comprised of seven 
denominations eur 5, 10, 20, 50, 100, 200 and 500 (figure 2-
8). inspired from “european epochs and styles” euro notes are 
designed by the Austrian art-designer robert kalina. the seven 
selected architectural styles symbolize seven periods of european 
culture: euro 5 = classicism, euro 10 = romanticism, euro 20 
= gothic epoch, euro 50 = renaissance, euro 100 = baroque 
and rococo, euro 200 = iron and glass Architecture, euro 500 
= the modern Architecture of century XX. Architectural elements 
reflect each epoch typical style and they do not represent real 
monuments.

common elements of each denomination specify the european 
flag additionally to eu 12 stars and the initials3 of the european 
central bank in five linguistic variants, and euro lettering in both 
latin and greek. 

We find the reflection of other symbols such as the bridge 
on the reverse of the euro notes symbolizing the close co-

* A presentation of mr. gramoz kolasi, vice director of bank of Albania’s research department in the workshop 
“euro flowing in circulation and dissemination”.
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operation and harmony existing between the people of europe 
and between europe and the rest of the world. 

in conclusion, it must be said that euro reverse size and 
color of each denomination is to facilitate their identification. 
the higher the denomination, the larger the banknote. on the 
other side, to assist the blind and the partially sighted, there are 
incorporated special distinguishing features.

to further extinguish the curiosity, it has been decided that 
on January 1, 2002, 14, 545 million euro notes be available 
and dispensed according to the states and denominations, 
respectively presented as in figure 9-10.

the further curiosity may be further extinguished by giving 
more details on security features and printing techniques. it has 
been thought on how to provide more detailed explanations, 
but individuals and economic agents at the moment are more 
interested on how they will sound and the measures taken by 
the Albanian authorities in order that the issuing currency be as 
more natural as possible. 

euro And the AlbAniAn economy

the fact that majority of the trade developed with euro area 
countries and the bulk of financial aids and credits launched to 
Albania from eu are in eur, does not represent a new thing. 
in addition, foreign exchange inflows from emigrants working 
abroad will be in eur, as long as most of them are settled in 
greece, italy and germany. in this sense despite the Albanians 
liking of usd, most of foreign exchange inflows, as observed, 
will be expressed in eur. 

in this way, the domestic economy is exposed to a certain risk 
related to eur exchange rate to other foreign currencies as well 
as against Albanian currency, lek. A descending value of eur 
against lek would enforce that for every unit of imported goods, the 
Albanian traders pay less lek(s) and the pressure of import prices 
over the domestic developments is smoother, consequently.
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if the Albanian trader has to pay more than in the previous 
day for eur unit, it is understandable that he will correct all 
retail prices in lek with the tendency to increase them.

Additionally to macro implications, euro flowing in circulation 
may be accompanied with different types of panic. A good part of 
Albanians set in liquid equity (with the banks or at home) is held 
in eur. Although usd is estimated, as Albanians most preferred 
currency to treasury, it still exists the next alternative, that of holding 
them in euro component currencies4. on the other hand, owing 
to the existence of informal economy, it may appear the case 
when many individuals and economic agents (businesspersons 
or foreign exchange dealers) hold a certain quantity of dem, itl 
etc. in these conditions it is not excluded the possibility that bank 
windows be “crowded” at a certain moment, which phenomenon 
at the absence of a previously conceived management may take 
the dimensions of panic, and the consequences may be felt either 
on the financial system stability or government itself.

Although two years have passed from launching euro as a 
currency at accounts, still the majority of persons prefer to say 
that they own dem, itl or gdr. indeed, they do not know that 
their exchange ratios to euro are once fixed for good and there 
is no need to ask in the market on the daily exchange rate of 
gdr to euro. common people lacking knowledge on that may 
turn into a speculative factor, which combined with the likely 
consequences, above explained, may take bigger size.

turning once more to conclusions drawn from the above 
paragraphs, we would evidence that while exchange rate related 
risk has mostly to do with core macroeconomic principles, other 
implications are mainly affected by subjective reasons. As a 
result, to avoid them is absolutely possible and, the bank of 
Albania has for quite some time started the preparations. 

 
WhAt is the bAnk of AlbAniA plAn?

the bank of Albania has considered the remaining term to 
January 1, 2002 as an intensive period for public information 
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and education, especially from september 2001. practically, 
the conceived measure-plan additionally to the information 
campaign also consists in performing some operating actions, 
related to euro issuing in circulation, as well.

 
however, these latter are more technical details, and handling 

them would be part of bankers’ debate. What’s most interesting 
is the public information campaign, whose purpose will be 
establishing an as more appropriate environment as to the more 
natural reception of euro currency from the Albanian reality.

to serve this end, the bank of Albania has understood that 
public information and education campaign will fail, if it (the 
bank) can’t cooperate and share this responsibility with other 
financial institutions in the country, with the bankers’ association 
and media, generally. 

this was the cause that urged the bank of Albania after the 
termination of the first stage5 (to August 31, 2001) commence 
an information campaign6 on euro aspect, security features, 
euro component currencies’ legal expiry dates, etc. the ample 
information on the above characteristics of the new euro 
currency will be available in all Atms of banking system, foreign 
exchange agencies and the rest of financial institutions licensed 
by the bank of Albania. 

to publish the information, both the written and the electronic 
media are invited to give their contribution. during the second 
phase, workshops organized by the bank of Albania with 
detailed explication for the above dealt matters will provide 
great assistance. At the same time, to serve to a broad number 
of interested people, the bank of Albania will be ready to hold 
special issues for visual media. 

the second group of forecasted measures has an operating 
nature and will be intended to ensure that:

• on January 1, 2002 euro be present in Albania as well;
• the conversion of foreign exchange holdings in domestic 
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currencies of euro-area countries will be performed without 
excitement;

• it will be guaranteed control on exchange rate potential 
speculations.

to precede the completion of these three targets, the bank of 
Albania deems that additionally to its operations, it (the bank) 
will also require from the second-tier banks to take measures:

• to ensure sufficient cash funds in compliance with their 
euro holdings in component currencies before december 
30;

• to compile a measures’ plan on how banks will solve this 
question.

the bank of Albania, on its side, will take all measures to 
ensure own funds in cash based on the structure and volume of 
denominations to evade the likely exchange rate speculations.

insteAd of conclusion

the remaining period should not be considered as acceptably 
long, but on the other hand, it should besieged by panic. similar 
facts like the non-existence of an approximate estimation on the 
total amount of euro holdings held by the Albanian economic 
environment and individuals comprise worries nevertheless they 
can and must be exhausted.

 
on the other hand, it must be admitted that in the public 

information campaign every party must play its own role and the 
respective responsibility for the public awareness and education 
must be considered as shared in three, by the bank of Albania, 
financial institutions and media.
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notes

* A presentation of mr. gramoz kolasi, deputy director of bank of Albania’s 
research department in the workshop “euro flowing in circulation and 
dissemination”.
1 euro coin is equal to 100 cent.
2 belgium, luxembourg, netherlands and ireland have decided on one motif 
respectively, king ludwig ii, henry, the great duke, beatrice the queen, national 
symbol of harpsichord. coins minted in italy, Austria and greece have a single 
motif, as well. from coins minted in germany euro 1 and 2 bear the eagle of 
the federation, meantime euro coins 10, 20 and 50 cent inscribe the gate of 
brandenbourgh, and three other smaller-value mints euro 1, 2 and 5 cent, a 
limb from an oak-tree. france, spain and portugal have used three different 
motifs, as germany. 
3 ezb-bce-ecb-ekt-ekp include initials based on 11 official languages of 
eu.
4 domestic currencies corresponding to 12 euro area countries.
5 during this phase, there are expected different informational publications and 
consultations with bankers’ association.
6 this campaign corresponds to the second stage, starting from september 1, 
2001 to december 31, 2001. breaking the campaign in two periods is relative 
to the fact that the european central bank has declared an intensification of its 
information and educational campaign starting from september 2001.
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World And AlbAniAn economy After 
the terrorist AttAcks of september 11, 

2001
Diana Shtylla*
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the terrorist attacks of september 11 in new york and 
Washington are considered as a shock event for the united 
states and for the whole world economy. 

nevertheless, the ensuing period (september 11 and ahead) 
had some distinctive moments that can be divided as follows:

1. the terrorist attack on usA (september 11).

2. the false news on the starting attack of united states against 
Afghanistan (round september 21 and october 1).

3. the starting attack of united states against Afghanistan 
(october 7).

As stock markets represent the most sensitive and perhaps 
the most accurate thermometer of the political and economic 
situation worldwide, the following summary starts the introduction 
of the shock impact, precisely, with a description of stock markets 
around the world.
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A. stock mArkets

1. stock mArkets opened immediAtely After the 
AttAck - september 17, 2001

the decision for not opening markets until september 17 
could not prevent the expected decline in share prices. in the 
first day of activity, Wall street recorded a declining index of 
dow Jones with 7. 13 percent and nyse index by 6 percent. 
the first companies to lose points in the stock markets were air 
companies and the big insurance companies. directly injured 
from the terrorist attack were many financial companies suffering 
considerable material and human losses. A similar attack on the 
united states was unique. moreover, from the type of the attack, 
the American people and policymakers highlighted the feeling 
of patriotism and solidarity. Although anyone could scarcely 
think of an incentive for purchasing shares as inspired from 
patriotic feelings, it was precisely that that happened in the first 
days of the opening of stock markets all over the united states. 
perhaps the reduction of stock prices would have been higher 
at the deficiency of immediate coordination of expansive policy 
of federal reserve and the confidence injected in the capital 
markets through appeals and actions that supported the stocks 
purchase.

 At the same time, looking with optimism the federal 
reserve’s 17 september decision to reduce the money cost 
by 0.5 percentage points made the stock markets in europe 
have a positive reaction recouping within the second half of 
monday all losses suffered at the beginning of it. concretely, 
milan stock market recorded 0.17 percent increase, that of 
paris +2.3 percent, london stock exchange +2 percent and 
that of frankfurt + 2.9 percent.

2. the end of the first Week After re-opening 

 september 21 did not mail good news for stock markets 
all over the world. in the meantime, in new york excavations 
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continued under the World trade center. Various messages 
related to the united states’ attitude to Afghanistan arrived from 
politicians and media. the fear that a merciless attitude of usA 
would instigate the same ferocious and unpredictable stand 
on behalf of terrorists made the stock markets list the lowest 
points at the end of the week. shareholders, scared from what 
might be happening in the next two days (when stock markets 
were closed), hurried to largely sell their shares enforcing the 
stock markets record losses that varied from 5-7 percent at the 
end of the day. As the expectancy of declaring war from united 
states would not suffice that, the european stock markets found 
themselves in front of many technical problems and false alarms 
for bombs or surprise attacks. the idea in that time was that the 
european and united states stock markets had entered into a 
vicious circle that made the losses of one party be constantly 
reflected to the other and vice-versa.

After the lowest point reached in september 21, usA, london, 
paris, Japan, germany, italy stock markets, etc., started a slow 
and insecure recovery, hoping that the suffered losses during the 
previous week would be recouped soon. Anyway, forecasts on 
the date of expected attack from usA over Afghanistan became 
a ruthless factor for the stock markets. so, on october 1 in 
response to expected attacks, nAsdAq lost 2 percent whereas 
milan stock market, 2.2 percent. Almost the same movements 
were noticed in the rest of the stock markets all over the world. 

 
the most sold out shares in the precise moment corresponded 

to high technology and telephone companies. the expected 
attack of usA was not the only cause for the reduction of 
share prices; the further coping with deep financial troubles 
from european and American companies was another cause 
of it. some of the companies to be really put in financial 
difficulties were the british Airways, “klm”, “swissair” and 
“lufthansa”. these companies requested financial support from 
the european commission for transports in brussels. the latter 
did not consider their requirement pretending that no federal 
budget existed for european companies to support them in case 
of financial difficulties. the same scenario was noticed in usA 
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one week before. the difference in this case lied in the fact 
that the congress credited the air companies put in financial 
difficulty with usd 15 million, from which 10 millions were soft-
term credits.

 With the passing of shock moments, stock markets came 
back to normality; surely, the experience of september 11 taught 
them something to learn forever.

b. eXchAnge rAte performAnce

 if taken a fast glance to the exchange rate performance by the 
international markets worldwide, we will come to the conclusion 
that the us dollar began to lose grounds against the euro and the 
Japanese yen (Jpn), british pound (gbp) and the swiss currency 
(chf) from the end of June. the euro, chf, usd revealed signs 
of recovery by the end of August. this phenomenon can be 
explained with the more optimistic messages, arriving from the 
united states economy in this period. the idea that the economy 
potential would enable a fast and stable emergence from the 
difficult situation continued to be spread and believed to the 
moment when the unexpected attack hit the united states.

 in the days that the united states stock markets remained 
closed, foreign exchange markets all over the world priced the 
new values for usd exchange rates to the rest of the currencies. 
it was precisely in these days that, the deceptive news on the 
starting attack of united states against Afghanistan was squeezed 
into the written and electronic media. 

table 1. some currencies’ exchange rates to usd during the lowest point days
 the days with the lowest point of usd currency Value to usd
september 19 euro 1.08015
september 20 Jpy 115.85
september 21 chf 1.587
october 5 gbp 0.6759

While the euro currency was faster, the british pound took two 
days to spin the usd at its lowest point in the last months.
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from 19 september, the usd gradually strengthened to euro, 
although its exchange rate displayed slight oscillations.

 
the current performance suggested a further strengthening 

of the usd or at least maintaining of its current value, although 
the last thing to be mentioned in the forecast corresponds to the 
way these economies, based on each of these currencies, will be 
developed. Almost the same scenario has taken place between 
usd and Jpy currencies, with the only change that the usd 
appreciation was faster than the euro, after september 20.

While the usd appreciated by 3.4 percent to euro between 
september 19 and 25, it gained 6 percent of its value compared 
to Jpy for the same period.

Jpy also reached its top in exchange with euro between 
september 19 and 20, but next months’ developments cited a 
strengthening of the euro currency to the Asian one. the chf 
won over the usd or the euro in the same day and its exchange 
rate to either usd or euro was by 0.630 or 0.692 respectively. 
it must be said that while the usd was slower in reaching this 
point, euro suffered an immediate discount within 3-4 days. 
chf is gradually depreciated to the usd; however it remains 
still stronger from what it has been before september 11. 

related to chf/euro exchange rate, it has been noticeably 
more favourable to chf from what it has been before september 
2, confirming a further depreciation of the euro. 

the gbp started appreciation against the usd from the end of 
may, when 1 usd was exchanged with 0.723 gbp. until today, 
this remains the usd’s highest point during the last six months. 
on october 5, it reached the lowest point of 0.675 gbp, to 
further climb up to the level of the beginning of August.

After its lowest point to gbp on october 5, the euro continued 
its decline against the gbp. the news on the british economy 
is more optimistic from those arriving from the rest of the 
Western europe and germany, especially. As evidenced from 
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the above developments, all powerful currencies worldwide 
reacted against the green currency, leading it to the lowest 
points surprisingly not at the initial moment when the false news 
on the expected war and the guesses on the terrorists’ reaction 
caused fear and insecurity all over the world. from this complex 
picture of international markets, it might be assumed that the 
psychological effect and expectations play a very important role 
in the exchange rate performance.

c. the foreign eXchAnge mArket in 
AlbAniA 

before passing to the consequences that the terrorist attack 
had on the united states currency exchanged in Albania, it must 
be said that the usd did not recognize positive developments in 
two months prior to the terrorist attack. the lek/usd average 
rate in June was 148.55. it was a long time before, since 
october-november, previous year that usd did not record such 
a high rate. 

June recorded the usd’s last strongest point, which started 
to fall against the lek, passing to the average of 147.8 lek in 
June and 143.35 in August. it is understandable that besides 
the seasonal factors, such a situation was amply conditioned 
by the constant weakening of the united states economy, 
faithfully reflected in the usd/euro rate. As it happened in the 
international markets worldwide, the usd also lost ground in 
the Albanian market during these months. the usd exchange 
rate was 126.8 lek in June, 127.2 lek in July and 128.9 lek 
in August. 

the terrorist attack on usA was first of all reflected in the 
instant decreasing value of the usd. in the subsequent fortnight, 
newspapers, released for pubic opinion, published headlines that 
still more added the public mistrust to the green currency. still, 
according to these papers publicity, usd enjoyed “the heavens” 
in the Albanian market, only a few months ago. the psychological 
effects played a negative role in the usd’s performance against 
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the lek. in the second week after september 11, the usd lost 
1.67 percent against the lek, passing from 144 lek/usd to 
141.63 lek /usd (september 21). the following chart presents 
the euro/usd behaviour in the period of september 10-28, 
2001. 

 
As evidenced from the above chart, the lek/usd and 

lek/euro exchange rates during september have generally 
followed the same developments with those of the international 
markets. After this date and after the low exchange rate it had 
in the previous day, the usd appreciated immediately, being 
exchanged at 1.099 euro in the world markets, while the same 
ratio recorded 1.089 in the Albanian market. the usd reached 
its lowest rates to lek. on september 17, 20 and 26, it was 
exchanged at respectively 141.35, 141.37 and 141.21 leks. 
september 20 has also recorded the highest monthly value for 
the euro (130.75 lek), the monthly average for both currencies 
was at 142.89 for lek/usd and 129.83 for lek/euro.

 during the current month the usd oscillated between lek 
142.26 and 140.66 rates. the last figure corresponds to 
october 9 and it was the lowest value attained throughout the 
month. in the meantime, the european currency moved through 
the values lek 126.11 (october 26) and lek 129.7 (october 
5). 
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from these developments it seems that the Albanian foreign 
exchange market has moved in accordance with the international 
exchange market and has reacted to the developments noticed 
in this market.

d. the centrAl bAnks’ reAction AgAinst 
the terrorist AttAcks of september 11 And 
AheAd

“the federal reserve system is open and able to work, whereas 
the discount window is ready to cover the needs for liquidity”. 
this was the only statement released by the vice-president of 
the most powerful central bank in the world in the afternoon of 
september 11, 20011. And it was also the same statement that 
made possible the injection of usd 80 billion in the united states’ 
financial system to the end of this uncommon day. At the same 
time, the managerial authorities of the european central bank 
confirmed the ecb’s readiness to provide the required liquidity 
from the european financial market. the german bundesbank 
from this day acted as the greatest supplier of liquidity and in 
a few days it cleared through its clearing system an amount of 
usd 500 billion. 

one day after the terrorist attacks, finance ministers and central 
bank governors of g-7 prepared a rescuing plan, including 
diminished costs of borrowing, aiming at adding liquidity in 
the market and encouraging the economy. the stock market 
closure during the first week let free way to several suspects and 
speculations regarding further developments in the stock market 
indexes. the prevailing fear and panic would lead to distinct 
prices of equity securities from the massive sales.

 
in this point the pressure exercised on the federal reserve to 

have an immediate cut of interest rates was very high. perhaps, 
the only reason why the envisaged and almost certain reduction 
was not effected was some American experts’ impression that 
such a step, taken at the moment when the united sates were still 
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under the shock of views from the attack and the stock markets 
were not opened yet, would not have the expected impact on 
the financial markets. Apart “When?” the federal reserve also 
made another inevitable question: “What will be happening to 
the rest of the world after we lower the interest rates? 

 
the answer to this question came no later than the beginning 

of the next week, immediately after the fed declared for the eighth 
time during this year, interest rates and money cost reduction by 
0.5 percent, bringing them down to 2.5 percent. the breaking 
news on the reduction of money costs was accompanied with the 
appeal that the federal reserve governor, mr. Alan greenspan, 
addressed to banks to be more tolerant to customers put in 
difficult situation from the terrorist attacks. the federal reserve 
also asked all banks to be ready to credit different persons 
or companies presenting a pressing need for funds. With all 
these measures the federal reserve tried to encourage new 
investments and maintain the Americans’ current consumption 
rate which comprises about 2/3 of gdp. 

While the united states did their best to keep the economy 
in shape, in europe the ecb announced the reduction of the 
refinancing rate by 0.5 percent half an hour after a refinancing 
operation wad made at 4.25 percent rate. referring to the 
comments of a central banker “europe had to tell to the whole 
world that it was on the side of the united states”. perhaps, 
not so amiable questions and comments made on ecb policy 
were attributed to its very prudential stand held to the reduction 
of interest rates, while the federal reserve did not show the 
slightest indecision to follow an expansive policy throughout the 
whole 2001. 

besides the two greatest central banks, the monetary 
authorities of Japan, switzerland, canada and great britain also 
had an immediate reaction to the united states developments. 
immediately after the attack they injected considerable amounts 
of liquidity. the federal reserve entered in swap agreement with 
the ecb, the bank of england and the bank of canada in order 
to relieve the financial markets’ functioning and ensure liquidity 
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denominated in usd. the bank of canada and the national 
bank of switzerland had the same interest rate cut with the fed 
and the ecb. the monetary authorities of england, Japan, 
denmark, sweden, new zealand, hong kong and korea also 
computed interest rate reduction at a later time. 

the first reaction of the central banks was welcomed from the 
international markets and it was considered as a powerful and 
required support to specific economies. to november 6, the 
federal reserve cut twice the interest rate, leading them to 2 
percent rate. At the same time, the bank of england cut short-
term interest by 0.5 percentage points, leading it to 4 percent, 
and the ecb made the same cut with the bank of england 
leading its short-term rates to 3.25 percent. While the central 
banks’ expansive trends are being supported by those that aim at 
promoting the world economy, they are looked with scepticism 
by those that are scared from the incapacity to manoeuvre in the 
long run. the most negative example of it may be the case of 
Japan, finding itself within a prolonged period of recession.

interest rate reductions internationally are expected to be 
reflected in the decreased net earnings from the bank of Albania’s 
foreign exchange reserves deposited abroad the country. 
Additionally to this effect, these cuts are reflected and continue 
to be reflected in deposit rates denominated in different foreign 
currencies and especially in those denominated in usd. 

e. recent eVents impAct on loW- And -
AVerAge- income countries 

further to the recent events the international institutions such 
as the World bank or the international monetary fund hurried 
to perform revaluation of their forecasts addressed to the 
performance of world economy in general and that of countries 
in particular. 

it is clear that the lag effect of the global economy on 
each country depends on the typical features of the country in 



�29

discussion and the latter financial and trade relationships with the 
rest of the world. for this reason the analysis is made separately 
for a group of countries attached either in geographical vicinity 
or other common features of economic development.

for the developing countries2 where our country is included, 
forecasts on gdp growth for years 2001 and 2002 are reduced 
due to their dependency on the economic advance of the 
developed countries. the most direct effects of world crisis over 
these countries are expected to appear in some forms that will 
be analyzed below:

tourism - the insecurity that besieged the world economy 
after the terrorist attack was translated into instant reduction of 
the number of travellers using airlines. the flies in the united 
states and those from usA to europe and between the european 
countries suffered from a tremendous decline of travelling 
demand some weeks after the tragedy. flying tariffs underwent 
a considerable decline, which depriving the air companies from 
profits, served to somewhat fill up the empty lines. Although the 
initial wavering of travellers is already mitigated, the tourists’ 
indecision to undertake tours remains high. perhaps, it must 
take a long time before the tourists’ behaviour comes back to 
normality. 

in the light of recent developments, Albania being part of the 
balkans peninsula remains in the list of the countries presenting 
a not so small risk, and the united states surely did not help to 
mollify the perception of foreign or Albanian visitors. 

in the subsequent months, that is for year-end holidays, it 
may happen that a part of Albanian citizens already european 
or united states residents will not come back to meet their 
families in Albania, because of the insecurity to take long trips. 
According to the balance of payments definition, the services 
these persons buy in Albania (travelling services) are classified 
under the category of exported services, occupying nearly 84.5 
percent of the total. traveller exported services over the first half 
of 2001 reached usd 194 million or about usd 66 million 
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more than the imported services, making the total balance of 
services be positive per usd 18 million. 

if the subsequent months are accompanied with a decline 
in the number of Albanian non-residents visiting the country, it 
may happen that the balance of services deteriorates or loses 
the function it has played until now, as a balancer of current 
account. 

concerning the number of foreigners visiting Albania3, it may 
also decline, however, the above-mentioned category, that of 
Albanian non-residents arriving to Albania to pass summer or 
winter vacations holds the main weight in our statistics.

on the other hand, if a reduction of tourism prices attracts 
more Albanians abroad the country, then the balance of services 
will probably narrow further. so the deterioration may be two-
sided.

 
financial markets: in september the capital market investment 

in developing economies indicated 35 percent decline compared 
to August. 

While the interest rate reduction in usA in 1990 made 
the capital inflows have a considerable access to developing 
economies, the current situation may condition the level of 
lending and the number of countries to benefit from these 
funds.

foreign direct investments, which are regarded as closely 
linked with business cycles in developed countries are likely to 
suffer decline, due to the not so positive performance of these 
countries’ economies. foreign direct investments do not depend 
only on the economic performance of the developed countries, 
i.e., on having or not having capital for investment, but also on 
the sentiment of investors which is not giving goods signs for a 
long time.
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As clearly observed from the above chart, foreign direct 
investments in the country have increased in the last two years. 

if the successive months are accompanied with a decline of 
investor’s confidence worldwide and if the balkans continues 
to be regarded as a hot area of conflicts, Albania’s picture 
will probably change. What is more irksome to this forecast 
is the correlation between foreign direct investments and the 
privatization process. 

While Albania is laying the grounds for the privatization 
of relevant economic and financial entities, the possibility for 
foreign investors to run away, in terms of the number or funds 
they offer, is not good news. 

main commodity markets - A protracted recovery of world 
economy might impede the increase of commodity prices, 
disclosing decline during the recent four years. the decrease 
of these prices was further emphasized after september 11, as 
follows4:

table 2 changes in some main merchandise goods prices
product change in price (september 11 - october 24)
oil -4.5 usd
rural products -(6-8) %
metals -4 %
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the reduction in these prices, while reflecting an advantage 
to the countries importing these products, it creates an unsafe 
situation for the export ones. those countries that might be 
suffering more from the decrease of prices at the moment and 
further in the near future are those economies whose trade is 
based vitally on rural exports or textile originated products. As 
these countries are not big users and suppliers of oil, they do 
not benefit from the oil prices’ decline, while they pay a fixed 
tax on exports’ side. these developments may be regarded 
somewhat positive for the Albania’s trade balance, due to the 
import/export structure presented in this way5:

table 3: Weights of main group prices in Albanian imports and exports
merchandise group as % of total imports as % of total exports
oil (and power products) 8.9 1.9
rural products 16 3.4
base metals and their products 7.7 8.4

taking into account that the import volume is higher than 
exports’ (about 4.2 times) and the above ratios, it is easily 
concluded that the consumer price performance by international 
market means Albania’s benefit on the side of import. 

 trade - a lag in the world economy will mean decrease of the 
export demand and increase of trading costs in the developing 
countries. the most expected countries to suffer from these 
phenomena are countries with developed trade transactions that 
are remote from the markets where they export. the increase of 
the trading costs comes from higher c.i.f., due to higher risk 
perceived. 

Albania’s trade balance is largely conditioned by the trade 
transactions with the eu, with which Albania carries about 77 
percent of imports and 93 percent of exports6. 

talking about an economic lag, the first idea striking your 
mind is the reduction of our partners’ domestic demand for 
goods imported from Albania. 
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 the following table presents the performance of Albanian 
exports to the eu countries during the first nine-month period 
of 2001: 

table 4 performance of exports with the eu countries, year 2001
year 2000 exports in billions of leks change in % (y/y)
January 3,046 27
february 3,811 20
march 3,832 36
April 3,726 45
may 3,684 21
June 3,625 0
July 2,453 -26
August 1,960 -9
september 3,486 12

the year on year comparison is made to evidence the 
explanation of the core performance of seasonality phenomenon. 
thus, it is evidenced that in June, July and August of 2001, 
Albanian exports to eu countries (mainly to italy, greece, 
germany) have suffered a noticeable decline compared to these 
country exports of the previous year. With higher exports than in 
the previous year, september of the current year lags behind the 
growing rate of exports throughout the first months of the year. 
however one month is insufficient for jumping to conclusions. 

 Whether september exports stay at current rates or are lower, 
it might be said to a certain extent that import countries for 
goods made in Albania are passing a period of a downward 
demand for consumer goods. 

it is understandable that the reduction of exports’ rate compared 
to that of imports is not evidenced as a positive development for 
the current account and the balance of payments of Albania. 

emigrant remittances: economic lag, frequently reflected 
in decreased work positions until now has been expected to 
influence on emigrant remittances. Jordan, morocco, tunisia 
that receive emigrant remittances from central America and 
Western europe, and some poor countries of Africa that benefit 
from emigrant remittances from usA are the countries to more 
meet with the decrease of emigrant remittances. Albania, whose 
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current account records about 36.6 percent of the income7 
from emigrant remittances, has emigrants in both, the Western 
europe and the usA.

 

f. emigrAnt remittAnces 
 
in addition to the first quarter that discloses increase 

compared to the first quarter of the previous year, the other 
two quarters give the impression that the world crisis has also 
touched the emigrant remittances. the second quarter is at 10 
percent lower than in the previous year, while the third quarter 
is 20 percent. if the third quarter, usually marking the peak of 
emigrant remittances (on the occasion of year-end holidays) is 
considerably lower than that of the previous year, then we must 
almost surely say that one of the robust items of Albania’s current 
account is shrinking because of the world crises8. however, 
during the fourth quarter of the current year, we must prepare to 
see changes because of euro introduction.

g. ending note 

recently, the frequently met saying through economic 
newspapers and magazines is that “starting from september 
11, the world is not the same”. While the terrorist attacks hit 
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only usA; the effects are expected to fall on the whole world. A 
fact making you believe that forecast is the almost synchronized 
economic performance of usA, europe and Japan during the 
first half of 2001. the instantaneous economic lag in usA and 
europe, the weakening of information and technology sector, the 
crisis in Japan and the deterioration of new markets’ financial 
conditions confirmed more robust global relations than thought 
before 2001. in order to analyze the reaction of the economy 
immediately after the terrorist attacks of 11 september, the 
provided examples were many natural disasters. 

however, it must be admitted that the indirect effects of 
september 11 would have been more different and perhaps 
more serious than those caused by the natural disasters.

As expected, in the first weeks following the attack, the first 
negative reaction appeared in the form of reduced customer 
confidence and private expenditures in usA, weakened business 
trust either in europe or usA and increased insecurity perceived 
by measures worldwide.

however, economists base their forecasts on some strong 
points for a somewhat more optimistic future than the current 
year. first, major economies took adequate support that was 
stronger than expected from their respective governments. it’s 
worth mentioning the measures taken from the united states 
government to increase the government expenditures by usd 
45 million (from which usd 40 million were only to recover the 
damage caused by the september 11 attacks) and the projections 
on curtailing taxes in year 2002. these reductions are expected 
to amount to -1.6 percent of gdp9. second, the economic basis 
worldwide is more robust than those of some previous years 
ago. these bases are reflected in lower inflation rates, stronger 
fiscal positions, more flexible exchange rate regimes and lower 
sensitivity of developing markets externally. third, the terrorist 
attacks are not expected to considerably change the increase of 
the usA productivity. the recent events however indicated that 
the crises could do much more harm to the economy, when they 
find it at a moment of lag. 
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notes

* diana shtylla, specialist, research department.
1 cool nerves at the central banks”, financial times, october 1, 2001.
2 by definition, Albania falls under the group of “transition countries - central 
and eastern european countries and former ussr countries”, but in the current 
analysis ‘developing and transition countries’ appear as a single group against 
the group of ‘developed countries’.
3 from the balance of payments viewpoint, foreign citizens not living in Albania 
and non-resident Albanians are considered the same, however, the division in 
this paper is as to the differences that both these traveller categories bear in the 
way of perceiving the country of residence. 
4 source: World bank report “on the recent event in low and middle income 
countries.
5 source: bank of Albania statistical report data for 2000.
6 the same source, data for 2000.
7 source: bank of Albania statistical report data on year 2000.
8 private transfers (nearly usd 530 million for year 2000) mostly serve to offset 
Albania’s trade deficit (about usd 820 million). 
9 source: hsbc strategies on us fixed income, october 2001.
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1. time series And the importAnce of their 
study

creating time series or otherwise known as data basis 
comprises the first step in time series complexity. the majority 
of time series already has a longer than an 8-year history 
(beginning from year 1992), comprising a rather good basis for 
the analysis and conclusions to be drawn from these analysis.

As it will be noticed in the following, the time series of inflation 
and of other indicators (on a monthly basis), having their 
early origin in 1993, have at present about 93-94 terms, an 
adequate number to come to right conclusions. the main scope 
is that these data are available for analysis and forecast of the 
economic and the financial phenomenon taken under study. 

one of the most important indicators for which the bank of 
Albania is very interested to have as more realistic and compatible 
forecasts as possible is inflation. recently the central bank 
has focused the final scope of performing studies on inflation 
forecasting, on attaining the application of inflation targeting 
regime or “inflation target”. As indicated from other countries’ 
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experience and frequent recommendations left over by the imf 
missions, the adoption of such a regime is carried out through 
time series and conclusions drawn from these analyses.

2. inflAtion performAnce 

to create a clearer idea on the time behaviour of inflation 
figures from the visual viewpoint, the graphical presentations 1 
and 2, where the applicable data have a quarterly frequency, 
would be very useful. the graphical presentation 1 takes into 
account the time duration for the sample of consumer price index 
series over the first quarter 1993 - the fourth quarter 2000. 

A second presentation helps us evidence the evolution of the 
quarterly changes of price index or quarterly inflation (p_cpi) 
stated in percent.

chart 2 helps us recognize in the first view the existence of 
seasonality together with the rare component accompanying 
each time series.

 from the analytical point of view, it would be necessary 
to measure the effect of each season (quarter) after the rare 
component is eliminated. the applicable method is additive 
as the inflation changes contain positive and negative terms. 
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the series of the seasonal coefficients, in our case, contains 
four terms depending on the sign added or deducted from the 
quarterly level of trend respectively. 

 
marked c_cpi, the quarterly changes of inflation series in 

percent would be presented in the equation:

c_cpi = t + s + r   (1)
 
Where t – trend – s- seasonal component r – rare 

component 
for forecasting purposes, it is also needed a cleared series 

from seasonality1.

 thus, eliminating the seasonal component would transform 
the correlation (1) as below: 

c_cpi = t + r  (2)

table 1 seasonal coefficients of inflation series 
sample: 1993:1 2001:4  
included observations: 32
difference from moving Average
original series: p_cpi
Adjusted series: p_cpisA
scaling factors:
1  2.593065
2 -1.084623
3 -1.878914
4  0.370473
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the above coefficients identified by means of the additive 
method indicate that the second and the third quarter, as 
expected, demonstrate a declining trend of inflation rates 
(throughout April – september period). the third quarter is the 
one that retains the most noticeable declines of consumer prices 
over the year. this fact is explained with the structure of the 
goods basket on whose basis the consumer price index (cpi) is 
accounted, where food beverages and tobacco comprise about 
73 percent2. 

in this quarter, domestic products having a bulky disclosure 
additionally to imports (mainly fruit and vegetables) led to the 
reduction of prices by these products. 

the first and the third quarter are characterized by growth 
of this indicator. Anyway, the most noticeable increases are 
evidenced in the first quarter each year.

As evidenced from the chart, the oscillations caused from the 
seasonal effects appear in the years of normal development of 
the economy (’95-’96 and after the second half of ’97). 

in the equation (2) that created the data series on the 
seasonally adjusted inflation it will be aimed to maximally clear 
the data from the rare oscillations.
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this will be attained through the method of sliding averages 
or the exponential flattening. 

concretely for the series p_cpisa, it has been applied the 
method of exponential flattening or forecasting to gain the 
highest compatibility with the series trend. 

We emphasize that this method offers the maximal elimination 
possible of the irregular component but not the total extinction 
of its effects.

if this elimination would be fully attained, then we would have 
to do with an ideal line of the trend. 

Although ideal, this line is not real. As a result it is inappropriate 
for forecasts, as a time series will be always submissive to the 
rare effects, irrespective of how unimportant they will be, they are 
not totally assigned and solely dependent on the time variable.

the data series p-cpissm is already maximally cleared from 
rare effects.

finally, the only residual component in the equation would be 
that of the trend.

p_cpi or p_cpissm(t) = t   (3) 
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the above graphical presentations indicate visually the way 
the time series of inflation (p_cpi) is transformed to its best 
clearing possible from seasonal and rare components.

3. A scenArio for forecAsting inflAtion 

let’s proceed with finding the equation of the trend, i.e., with 
the way how p_cpissm dependant variable is explained by the 
time independent variable. for this, it is necessary to enumerate 
some of the possible forms of time- adjusted- inflation, which 
are somewhat suggested from the graphical presentation of 
time duration in p_cpissm series.
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the suggested forms require the construction of three samples, 
which state the dependency of time- adjusted- inflation on linear, 
squared and cubic forms.

table 2 linear dependence
Variable coefficient std. error t-statistic prob. 
c 9.140330 0.859140 10.63893 0.0000
time -0.263097 0.044092 -5.966956 0.0000
r-squared 0.534566  mean dependent var 4.667684
Adjusted r-squared 0.519552  s.d. dependent var 3.479530
s.e. of regression 2.411813  Akaike info criterion 4.657326
sum squared resid 180.3220  schwarz criterion 4.748023
log likelihood -74.84588  f-statistic 35.60456

 prob(f-statistic) 0.000001

table 3 squared dependence
Variable coefficient std. error t-statistic prob. 
c 8.982488 1.361547 6.597268 0.0000
time -0.236038 0.184632 -1.278426 0.2109
time*time -0.000796 0.005268 -0.151070 0.8809
r-squared 0.534920  mean dependent var 4.667684
Adjusted r-squared 0.503915  s.d. dependent var 3.479530
s.e. of regression 2.450748  Akaike info criterion 4.717172
sum squared resid 180.1850  schwarz criterion 4.853218
log likelihood -74.83333  f-statistic 17.25253

 prob(f-statistic) 0.000010

table 4 cubic dependence 
Variable coefficient std. error t-statistic prob.
c 12.34452 1.741041 7.090310 0.0000
time -1.341020 0.436872 -3.069593 0.0046
time*time 0.079253 0.029621 2.675581 0.0121
time*time*time -0.001570 0.000573 -2.738279 0.0104
r-squared 0.630466 mean dependent var 4.667684
Adjusted r-squared 0.592238 s.d. dependent var 3.479530
s.e. of regression 2.221896 Akaike info criterion 4.547811
sum squared resid 143.1678 schwarz criterion 4.729206
log likelihood -71.03889 f-statistic 16.49241

prob(f-statistic) 0.000002

graphical presentations and the comparative analysis of 
results for the above three regresses confirm that the most implicit 
dependence is the cubic. this is indicated by t-statistic values 
and their respective probabilities. on the other side, such kind 
of sample is r-squared supported, which in the case of the cubic 
dependence takes a value over the average advisory power, 
which compared to other variables is considerably higher than 
them. the value of adjusted r-squared in the case of the cubic 
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dependence remarkably improves by about 10 percentage 
points the better elucidation of time-adjusted inflation. 

if referred to other test criteria supplied from the program for 
the selection of the most appropriate samples, then the basic 
criteria “Akaike info criterion” and “schwarz criterion” assuming 
minimum values in the cubic sample respectively (4.41 and 
4.72) confirm that the cubic sample is the most appropriate.

thus, the equation of the trend would be the following:

c_cpissm (t) = 12.34 – 1.34*t + 0.08*t – 0.0015*t3 (*). 

giving certain values to (t) time variable in this sample, the 
result would indicate the value of adjusted inflation (at the 
deficiency of the seasonality and rare component). As it is 
required an as more real value of the series as possible the 
seasonal effect, which increases or decreases the values of 
adjusted series must be taken into consideration. 

naturally a similar sample might be used to anticipate the 
quarterly change of time adjusted inflation (*) and the seasonal 
one. so, we would be having a result that takes as basis the 
trend (the symmetry that the phenomenon has demonstrated 
throughout the period under study) and the seasonal effect, if 
present.

let’s illustrate everything above-described with an assessing 
forecast on the variable inflation for the second quarter of 2001. 

in this case, the value of the time variable will be given at (t) 
= 34, so from the beginning of the period for which we have 
available data to the end of the period (the first quarter 2001) 
we have 33, hence in the second quarter 2001 the period we 
are trying to forecast, the value of the time variable (t) would be 
t + 1, thus 34. 

p_cpissm (34) = 12.34 – 1.34* (34) + 0.08* (34)2 - 
0.0015*(34)3 
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p_cpissm(34) = 0.31. 

the found value of the trend without the seasonal effect is 
0.31 percent. Whereas considering the seasonal effect of the 
second quarter (-1.08), the quarterly change for the period 
(April –June 2001) will result –0.77 percent [0.31 +(-1.08)].
the value is more than acceptable if we refer to the preliminary 
statistical result, whose estimates take into account the real values 
of inflation series for the period including the first quarter of 1993 
and on. even if the same periods of the previous years are surveyed, 
when the country has almost passed through normal situations, 
we might have similar figures to the estimation (-0.77). 

for example:

• in the second quarter 1995, the announced value of 
inflation was about - 0.65 percent;

• in the second quarter 2000, the announced value of 
inflation was nearly –0.72 percent.  

in the second quarter 2001, the expected value of inflation 
would have been about -0.72 percent, while the announced 
value from instAt reached the figure of 0.38 percent. What 
would be the explanation for this evasion? Will it be really called 
a deviation as long as the estimate without the seasonality is 
nearly equal to 0.31 percent, while inflation figure for this 
quarter is nearly 0.38 percent? do we have the right in the 
long run to presume that the seasonal effects in the performed 
diagnosis have almost been insignificant and why?

 the deviation might have been due to the presence of a 
number of problems:

first, the received sample takes into account only inflation 
dependency from the time variable.

second, the seasonal effects might have been eased thus not 
having a considerable decline in the consumer prices for the 
second quarter, 2001.
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generally this period confirms a significant reduction of 
prices by fruit and vegetable products due to the seasonal 
effect. the aggravated situation in the region and the conflict in 
fyrom caused a significant decline of imports in food products 
(fruits, vegetables and cereals), and significant components of 
the basket feel the seasonal effects at the same time. fyrom, 
considered as one of the major suppliers of these products, 
is estimated to have caused a rather significant decline in the 
market supply, implicating the increase of consumer prices for 
these customer- requested products. so, the consumer price index 
for the merchandise group of fruits and vegetables suffered an 
annual increase by 18.6 percent, fruits, especially, marked an 
annual increase by 6.7 percent and vegetables, by 35 percent. 
so, food, beverages and tobacco items marked for the second 
quarter of 2001 nearly 5.1 percent increase, compared to the 
same quarter of the previous year (instAt);

third, although the applicable method has maximally avoided 
the rare casualty in the model, this does not mean that this 
avoidance has been totally complete. the rare (occasional) 
component has always been present in the time series and will 
surely transmit deviations, even small ones, from the real data. 

it must be stressed that it is not only the time variable (the 
previous trends) and the seasonal effect that might help in 
forecasting a relatively accurate inflation for the future. the 
time factor gives only a likely inclination of it. it is an already 
acknowledged and tested fact that the political events influence 
inflation rates, especially on the rising side. in many developed 
countries, the feasibility of a similar effect is not exempted. 

4. the impAct of politicAl eVents on 
inflAtion

 during the recent decade our country has faced specific 
situations certainly related to political events. Amongst these 
events we can mention the various electoral campaigns 
(parliamentary or local elections and different referendums) 
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and many other political events. the specialists’ opinion is that 
irrespective of the intensity they are developed, they have not 
apparently affected core economic indicators, mainly those of 
inflation. 

excluding the first half of year 1997 when the economy 
faced the phenomenon of the falling pyramid schemes, in the 
majority of other cases the immune system against the political 
developments seems to have worked and their effects might be 
considered momentarily unimportant especially for inflation. 
inflation performance confirms this fact. 

below we will present our effort, explaining that inflation 
changes prior and after the political events have been statistically 
important. in this way, the analytical methods used verify the 
above raised hypothesis from specialists.

to carry out an as grounded analysis as possible we deem 
that inflation time series taken under study must have a monthly 
frequency (month-to-month changes). that choice is based on 
the fact that we are generally interested in the fact whether we 
discern important changes of inflation two months before and 
after the political event, thus we will be considering 5 months 
totally, including the month when the political event has taken 
place or has reached its crest.

for the monthly series of inflation, the already explained 
stages must be followed to find the equation of the trend. 

time period that entail the political events will be further 
intervening in this model one after the other. to shape these 
interventions, qualitative variables or (dummy) indicators will be 
helpful.

the modelling or identification of these effects on inflation is 
attained through the agreement when;

dummy variable = 1, the series values correspond to the 
period of the political event;
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dummy variable = 0, the series values do not correspond to 
the period of the political event but to the rest of the period.

the presentation of inflation monthly data indicates that in this 
series are present both, the trend and the seasonal components 
without exempting the casual component.

the above presentation reinforces the idea that in the monthly 
series of inflation, the dependency between inflation and time 
is of third rank, meaning that the equation of the trend is cubic. 
these results indicate that the regress explaining the inflation 
time correlation is cubic and is statistically important on the 
whole. coefficients are totally important, even at high levels of 
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confidence. r-squared is also high and statistically important at 
the same time. the equation of the trend (omitted seasonality) 
will be:

cpi _ musm =10.72 – 0.52 * time + 0.08 time2 - 4.06e 
– 05 time

Variables can already intervene in this equation one after 
anther according to the time they represent from January ’92 to 
december ’00.

table 5 cubic dependence and (dummy) variables
dependent Variable: cpi_musm
method: least squares
sample(adjusted): 1992:01 2001:05
included observations: 113 after adjusting endpoints
Variable coefficient std. error t-statistic prob. 
c 10.71643 0.411305 26.05472 0.0000
time -0.514910 0.031108 -16.55220 0.0000
time*time 0.008143 0.000633 12.87324 0.0000
time*time*time -4.06e-05 3.65e-06 -11.11469 0.0000
r-squared 0.854112  mean dependent var 1.600844
Adjusted r-squared 0.850097  s.d. dependent var 2.730014
s.e. of regression 1.056987  Akaike info criterion 2.983479
sum squared resid 121.7772  schwarz criterion 3.080024
log likelihood -164.5666  f-statistic 212.7169
prob(f-statistic) 0.000000

the results indicate that generally the political event, 
particularly the pre and post electoral situations and referendums 
do not significantly affect on inflation changes. the coefficients 
are statistically unimportant (t-statistic values do not verify the 
statistical importance of coefficients). 

the contrary happens with high-tension situations of the 
country in general and of the Albanian economy in particular. 
the point herewith is the crisis of year 1997 and kosovo crisis 
in spring 1999. it is statistically evidenced and verified that 
both these hard situations had a significant effect on changing 
inflation. the ‘97 situation priced a considerable growth of 
monthly inflation, while kosovo crisis marked a decline, perhaps 
also due to the large arriving inflows in aids, causing reduced 
prices for the main basket items.
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table 6 cubic dependence and (dummy) variables
dependent Variable: cpi_musm
method: least squares
sample: 1992:01 2001:05
included observations: 113
Variable coefficient std. error t-statistic prob. 
c 9.721167 0.627728 15.48626 0.0000
time -0.461565 0.041930 -11.00798 0.0000
time*time 0.007172 0.000776 9.245203 0.0000
time*time*time -3.51e-05 4.22e-06 -8.330145 0.0000
dummy92 1.279724 0.531025 2.409913 0.0177
dummy94 -0.590168 0.406905 -1.450382 0.1500
dummy96 0.585665 0.307602 1.903967 0.0597
dummy97 2.434477 0.406164 5.993829 0.0000
dummy98 -0.664394 0.414841 -1.601563 0.1123
dummy99 -1.372991 0.413034 -3.324158 0.0012
dummy00 0.037030 0.435231 0.085080 0.9324
r-squared 0.916038  mean dependent var 1.600844
Adjusted r-squared 0.907806  s.d. dependent var 2.730014
s.e. of regression 0.828925  Akaike info criterion 2.554902
sum squared resid 70.08597  schwarz criterion 2.820400
log likelihood -133.3520  f-statistic 111.2834
durbin-Watson stat 0.555027  prob(f-statistic) 0.000000

5. eXchAnge rAte impAct oVer inflAtion

 one of the most important factors estimated to impact over 
future values of inflation series, thus over the expected inflation 
is even the exchange rate. As long as it is an indicator, against 
the changes of which the public, business and banks’ common 
sensitivity is great, we think that it must be treated carefully. 
the fact that imports comprise the majority of trade transactions 
and estimate to be more than three times than exports indicates 
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that in general the economy is first significantly linked with 
the exchange rate. second the exchange rate changes affect 
consumer price changes, logically related to inflation.

it is clearly and graphically observed that exchange rate 
changes in usd are transmitted with one month lag to inflation 
indicator. 

inflation and exchange rate indicators are reflected in monthly 
changes in percent, in the form of a chain. 

the over-evaluation of the inflation usd exchange rate 
correlation will be given on the basis of this reasoning. the variables 
explaining inflation changes will be given in the following:

• inflation of the previous period,
• usd exchange rate of the previous period (lek /usd).

during the diagnosis process of a group of samples (the 
intervention of some reverse lag variables), it was evidenced that 
two of the most appropriate variables are the above mentioned 
ones.

economically and theoretically, this fact already stands. 
the current inflation is mostly related to that of the previous 
period and to the exchange rate, with the same lag. it is vitally 
important to understand that changing effects of exchange rate 
are reflected in inflation, with lag of time. 

table 7 inflation dependence on exchange rate
dependent Variable: cpi_musm
method: least squares
sample(adjusted): 1993:04 2001:05
included observations: 98 after adjusting endpoints
Variable coefficient std. error t-statistic prob. 
c 0.023012 0.059212 0.388644 0.6984
cpi_musm(-1) 0.858569 0.041515 20.68097 0.0000
c_usd(-1) 0.060984 0.013997 4.356909 0.0000
r-squared 0.820023  mean dependent var 0.654973
Adjusted r-squared 0.816234  s.d. dependent var 1.172826
s.e. of regression 0.502766  Akaike info criterion 1.492750
sum squared resid 24.01350  schwarz criterion 1.571882
log likelihood -70.14476  f-statistic 216.4228
durbin-Watson stat 1.933047  prob(f-statistic) 0.000000
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As noticed, both variables are statistically important and 
support the economic theory. inflation changes for the respective 
period follow the same trend with those of usd exchange rate in 
the previous period. the same happens with the previous period 
inflation. it results out of the sample that it is as decisive as the 
usd exchange rate to current inflation. 

 the one-month lag is justified with the fact that it is the 
preliminary variables which prepare the grounds for inflation 
performance in the near future. 

 exchange rates of other currencies (euro components) are 
not statistically important variables of inflation performance in 
a direct way, but they will be needed to prove its correlation to 
indirect variables, as for example to reer.

 the above model excludes the usd current rate. it results 
uncorrelated with inflation of the same period (current). it needs 
a month time to reflect inflationary effects in the economy. 

 the overall importance of the sample (thus, both variables 
are important at the same time) is confirmed by the high values 
of adjusted r-squared coefficient. it indicates that about 82 
percent of inflation variance is explained with the presence of 
two variables with a negative 1- lag in the sample. 

 on the other side, this sample lacks the multi-co-linearity, 
i.e., the correlation between both variables. the analytical 
and the graphical results sustain a complete deficiency of co-
linearity of variables. this means that the value of r-squared 
coefficient nearly at 82 percent is real and is totally dedicated 
to variables. 

table 8 correlation matrix
correlation cpi_musm(-1) c_usd(-1)
cpi_musm(-1)  1.000000 -0.101578
c_usd(-1) -0.101578  1.000000
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6. domestic currency AppreciAtion And 
depreciAtion And their impAct on inflAtion 

naturally a question arises: “is the usd exchange rate (lek/
usd) of the same determining effect, either when the domestic 
currency appreciates or depreciates?”

to give an answer to this question first of all the most important 
periods corresponding to lek appreciation or depreciation must 
be surveyed, second, given the already assigned correlation in 
the model of this section, whose results are presented in table 6, 
the modelling will be realized only by modifying the periods that 
noticeably evidence appreciation and depreciation phenomena 
of the domestic currency.

the 1996:02 to 1996:10 and 1997:09 to 1999:03 are 
regarded as the periods highlighting the domestic currency 
appreciation tendency, by surveying the monthly data. Whereas 
the 1995:01 to 1996:02, 1996:10 to 1997:10 and 1999:03 
to 2000:12 are the periods highlighting the domestic currency 
depreciation tendency.

regression results for both phenomena separately confirm the 
expected fact theoretically and practically. 
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Appreciation phenomenon indicates that inflation exchange 
rate correlation is statistically unimportant, while the reverse 
happens for depreciation periods. this correlation is utterly 
important for high levels of confidence, which is indicative of 
the fact that the speculative factor is robust. 

table 9. Appreciation period 
dependent Variable: cpi_musm
method: least squares
sample: 1996:02 1996:10  1997:09 1999:03
included observations: 28
Variable coefficient std. error t-statistic prob. 
c 0.010998 0.083064 -0.0.132399 0.8957
cpi_musm(-1) 0.933176 0.071594 13.03436 0.0000
c_usd(-1) 0.024831 0.017993 1.380016 0.1798
r-squared 0.873412 mean dependent var 0.829776
Adjusted r-squared 0.863285 s.d. dependent var 0.782471
s.e. of regression 0.289319 Akaike info criterion 0.458382
sum squared resid 2.092635 schwarz criterion 0.601118
log likelihood -3.417352 f-statistic 86.24546
durbin-Watson stat 1.396050 prob(f-statistic) 0.000000

table 10 depreciation period
dependent Variable: cpi_musm
method: least squares
sample: 1995:01 1996:02 1996:10 1997:07 1999:03 2000:12
included observations: 46
Variable coefficient std. error t-statistic prob. 
c -0.071310 0.071487 -0.997528 0.3241
cpi_musm(-1) 0.785848 0.072664 10.81477 0.0000
c_usd(-1) 0.090192 0.017479 5.159986 0.0000
r-squared 0.828191 mean dependent var 0.127665
Adjusted r-squared 0.820200 s.d. dependent var 1.081515
s.e. of regression 0.458593 Akaike info criterion 1.341688
sum squared resid 9.043240 schwarz criterion 1.460947
log likelihood -27.85882 f-statistic 103.6388
durbin-Watson stat 2.405156 prob(f-statistic) 0.000000

7. some conclusions And problems 

1. studying inflation behaviour in time confirms that it is not 
an easy path to reach inflation forecast. one of the problems to 
be taken into account while setting up predictive and explanatory 
models is the log-likeliness of series. notwithstanding that at the 
beginning of this paper a relatively positive evaluation was given 
related to the size of Albanian time series, it is generally estimated 
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that the time series of macroeconomic indicators are considered 
young-aged. in this aspect, inflation series, comprising the 
subject of this study, suffers from this problem. this is a series 
that has suffered the largest shocks from the Albanian economy. 
this fact has made it a series without a sequence. this is one 
of the reasons why the study on inflation performance, which 
will be normally intended to find inflation forecasting models, 
is carried out over the series generated from the monthly or 
quarterly changes of the cpi. this finding enables that inflation 
time series and variables explaining it (the usd exchange rate), 
turn into stationary or stable series, appropriate for analysis and 
forecasts.

the proposed scenario that studies inflation performance 
in time, reflects not only its trend, but also may be used for 
forecasting. this scenario, albeit its good explanatory force, 
unveils some problems related to the fact that:

• the model (scenario) reflects only inflation dependence on 
time variable, meaning that it does not take into account 
other macroeconomic and social indicators, which bear 
an indisputable impact on inflation. however, the building 
scope of a similar scenario is more useful for finding the 
main inflation trend and as such it fits to the quality of a 
“good” model to its best;

• the other problem, which to some extent depends on the 
previous one, relates to the fact for how long this model 
can go with forecasting, i.e., how far does it go in time. 
theoretically it can go very far, as far as allowed by the 
chain of ordinal numbers, i.e., in infinite. practically, the 
more we get away from the published values, the further 
from reality this forecasting model goes. that is why this 
model is available for short-term forecasts, and with some 
reserves, even for mid-term ones.

2. during the last decade, the country and the economy 
have been faced with political events that have influenced even 
the inflation indicator. Which of them, in particular, have “hit” it 
considerably? 
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the presentation of model results studying this phenomenon 
indicates that it is the rather tensioned situations the country and 
the Albanian economy have passed through that have caused 
shocks (changes) statistically important to inflation. concretely, 
we are referring to the 1997 crisis and the spring 1999 kosovo 
crisis, whereas the other situations such as the electoral period 
or referendums have not caused such impacts. the importance 
of this finding lays in the fact that it is reasonable to exclude 
these periods (concretely the spring 1997) from future modelling, 
since they represent shock periods and as such they deform the 
forecasts and analyses. 

3. inflation is an indicator closely related to the exchange 
rate in general and to the usd exchange rate in particular. it 
is an already verified fact that the explaining power of the usd 
exchange rate is significantly higher than that of the european 
currencies or the euro components.

one of the frequently encountered problems in building the 
model is the selection of the lag. the model has provided reliable 
results for lag = (-1) but, the common practice for building such 
models recognizes a bigger lag. in the case of Albanian reality, 
the sensitivity against the changing exchange rate of usd is 
quicker in inflation. it emerges with one month lag. 

4. the phenomenon of domestic currency appreciation 
indicates that the inflation exchange rate relationship is 
statistically unimportant, whereas in periods of its depreciation 
the reverse takes place. this correlation is utterly important for 
high levels of confidence. in fact cases with strong domestic 
currency appreciation periods must generate declining inflation 
and this correlation would turn out to be important, something 
our data do not verify. this fact confirms our market nature, 
which is not a price regulator on the descending side, where the 
speculative element is very strong.

5. seasonal adjustment and the levelling (flattening) of 
series already constitute a very important requirement that must 
be normally applied in such kind of studies. for all above-
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explained reasons this requirement is applied in all variables 
(mean dependent variables and the reverse) of this paper. 
moreover, the european statistics standards are highly requiring 
the application of a seasonal adjustment of time series, because 
in this way they are comparable in time and space.

the above treated problems indicate that studying inflation, its 
behaviour and main determinants is a long way through which 
models of a high explaining and forecasting power are aimed at. 
the above study is an effort to clarify some important moments 
of its behaviour and their explanation is made in an empirical 
way. in the meantime, it will be followed by the introduction of 
some other models that would be modestly called as such and 
would help the central bank forecast inflation, initially for short-
term periods.
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AnneX 1

periods expressed in dummy variables in the model are as 
follows:

DUMMY 92 – includes the period of January `92 – September `92 
DUMMY 9� – includes the period of August `9� – December `9� 
DUMMY 96 – includes the period of March `96 – December `96 
DUMMY 97 – includes the period of April `97 – August `97 
DUMMY 98 – includes the period of September `98 – January `99 
DUMMY 99 – includes the period of March `99 – June `99 
DUMMY 00 – includes the period of August `00 – December `00
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notes

* gramoz kolasi, deputy director, research department. 
evelina Çeliku, specialist, research department.
genti hashorva, specialist, research department. 
1 clearing time series from seasonality and rare component is attained through 
statistical methods included in special softwares i.e. e-views, spss, and sAs 
etc. All analytical processing and graphs included in this paper are processed 
through e-views.4.0. 
2 from the household budget survey in year 2000, “food, beverages and 
tobacco” resulted of 58 percent weight in the consumption of Albanians 
household budget. 



�60

references

Amir D. Aczel (�989), Complete Business Statistics, Yale University Press, 
Boston, U.S.A.
Barro R. (�995), “Inflation and economic growth”, Bank of England 
Quarterly Bulletin, May.
Bernake B., Laubach T., Mishkin F. and Posen A. (�999), Inflation 
Targeting: Lessons from the International Experience, Princeton, New 
Jersey: Princeton University Press.
Fisher S. (�99�), “The role of macroeconomics factors in growth”, Journal 
of Monetary Economics, Vol. �2, pp �85 – 5�2. 
Friedman M.(�960), A Programme for Monetary Stability, New York: 
Fordham University Press.
Green H. William., (�997), Econometrics Analysis, Prentice – Hall, New 
Jersey, U.S.A.
Green J. (�976), “Inflation targeting: Theory and policy implications”, 
IMF Staff Papers, Vol. ��, No. �, December �996. 
Kolasi G., (2000) “Monetary policy regimes and the Bank of Albania 
tendency” the Bank of Albania Economic Bulletin, v.�, no.�, December 
2000.
Kunst R., Luniku R. (�998), “Inflation, its dynamics and its possible causes 
in Albania”, Institute for Advanced Studies, Vienna, WP, No. 57. 
Mytkolli H., Hadëri S. “Inflacioni në Shqipëri – Burimet, prirjet aktuale 
dhe ato të perspektivës”, Ekonomia dhe Biznesi, Buletini Nr.�, Fakulteti 
Ekonomik. 
Bank of Albania Annual Reports of �992 – 2000. 
Bank of Albania Annual Report, Years �992-2000 
 



�6�

monetary policy instruments are born and developed together 
with the establishment and institutional development of the bank 
of Albania, to materialize its role as a compiler and further on as 
an executor of monetary policy in the country.

monetary policy instruments have a 9-year history in our 
country, passing through some epochs conditioned by the stage 
of the bank of Albania development as policy-maker, the banking 
system and the Albanian economy development, on the whole. 
As reflected by many international studies on monetary policy and 
instruments of its application in the early stages of development, 
the monetary policy of a country is developed through direct 
instruments. And gradually, in view of the economic progress 
and development of a country, its economic policies, financial 
market development, the birth and creation of new financial 
institutions, constant knowledge on new financial instruments, it 
is passed over to the so-called indirect instruments of monetary 
policy. monetary policy instruments have also traced the same 
course of development in the bank of Albania, getting through 
four stages, according to knowledge and their application:

• implementation of monetary policy only through direct 
instruments

indirect instruments of monetAry 
policy

Sonila Taçi*

Keywords
- Monetary policy - Indirect instruments - Open market operations - Required 
reserve - Auxiliary instruments -
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• knowledge of some indirect instruments;
• implementation of monetary policy through the combination 

of direct with indirect instruments and,
• finally, leaving aside direct instruments and the implementation 

of monetary policy only through indirect instruments. 

in the different stages of this development process, using one or 
another type of instrument has different dimensions and is made 
in view of monetary policy and its short and mid-term targets, 
within limits allowed by the Albanian economy and its institutional 
development.

in the first part of the article there are mentioned the distinctions 
between direct and indirect instruments. in the second part, 
attention is paid to transition from direct to indirect instruments 
and arguments on monetary policy application totally based on 
indirect instruments are provided. Whereas in the third part, it 
is furnished a simple and a headline description of the range 
of instruments currently used by the bank of Albania and the 
Albanian banking system. 

first pArt 

monetAry policy direct And indirect instruments- 
their distinctions 

the bank of Albania represents the central bank in the country. 
through its policies and to serve its duties defined by the law 
“on the bank of Albania”, it makes efforts to achieve its final 
target, i.e., maintaining the consumer price stability or in other 
words to keeping inflation rate under control. before drafting 
with accuracy the policies it must follow, the bank of Albania 
fixes final targets and instruments with which it will operate to 
achieve the targets set.

through its policies, it strives to reach some targets such as 
inflation control, promotion of economic growth of the country 
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and finally achievement of a balanced account of payments. 
however, it cannot control the achievement of these targets 
directly. in this process, the bank of Albania formulates the 
intermediate targets, such as the growth rate of money supply 
(monetary aggregates). the final objectives are directly affected 
by their behavior. As these intermediate objectives are not fully 
controllable by the bank of Albania, it sets some operating targets, 
such as the increase of the money base, which are controllable 
and may increase or decrease according to instruments selected 
for monetary policy implementation. 

What do we understand by the bank of Albania’s monetary 
policy instruments?

bank of Albania’s monetary policy instruments represent those 
means or mechanisms through which it realizes intervention in 
second-tier banks relationships to ensure that market conditions 
and the rate of currency in economy are in tune with its final 
objective, that is maintaining control of consumer prices and the 
growth rate of economy. 

to implement its monetary policy a central bank can act in 
two manners: directly, using its regulatory power or weight or 
indirectly through its money market impact as issuer of the so-
called “high-powered money”1 or “reserve money”. the direct 
term is referred to a straight correspondence, one by one, of 
the respective monetary policy target with the instrument. to 
illustrate this, it might be mentioned the domestic credit as 
respective target of the monetary policy with the instrument of 
credit ceiling. 

the distinction between monetary policy direct and indirect 
instruments can be noticed in two major directions:

• direct instruments through the respective regulations and 
guidelines determine or limit the quantity or the price of 
the monetary aggregates and credit. As the most typical 
example, it can be mentioned: fixing the minimum interest 
on lek deposits, which represents a case of price fixing and 
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setting of credit ceiling any second-tier bank can serve to 
the public, which is the case of fixing a limit on the amount 
or quantity.

• indirect instruments operate or act through the market, 
affecting the supply or demand for market funds. credit 
ceiling as a monetary policy direct instrument is directly 
tangible on commercial bank balances, whereas the 
majority of indirect instruments mostly affect the central 
bank balance. for example, through applying the credit 
ceiling, the second tier banks are limited on the range of 
balance sheet assets under “credit” item. Whereas related 
to indirect instruments, the central bank itself determines 
the range of balance sheet assets under “loans granted to 
second-tier banks” or “repurchase agreements” etc. 

the impact on the market conditions does not exclude the 
possibility for the central bank to set targets related to the range 
of interest rates or the amount of credit to economy. instead 
of direct control, market mechanisms allow money market 
participants to adapt indirectly to the establishment of these 
parameters. 

indirect instruments also referred as market-applied instruments 
generally differ from second-tier bank reserves by bank or non-
bank transactions with market prices. indirect instruments, which 
are market based, are distinguished from the type of market in 
which they are applied.

 
Although these instruments are termed indirect or market 

based, they contain a minimum regulation base. this is for 
“governing” in the conditions that realize their functioning 
such as: transaction parties, the manner or the form of their 
application (for example the type of auction), the form of realizing 
payment at the moment of closing transaction, etc. Within this 
framework, there are the market forces through which monetary 
policy indirect instruments affect change in the range of high-
powered money. 
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second pArt

pAssing from monetAry policy direct into 
indirect instruments

Approval of the law no. 7559 in April 1992 marked the 
establishment of the bank of Albania as the central bank of 
the country, whose principal responsibility was maintaining the 
domestic currency value through the application of monetary 
policy; bank licensing and supervision, control, settlement 
and governing of the payments system. the bank of Albania 
establishment was accompanied with the development of the 
monetary policy framework and its instruments.

the overall statement of the Albanian economy and the 
developing stage of the financial system in Albania in that 
time could allow monetary policy drafting almost totally based 
on direct instruments and monetary control. the nature and 
characteristics of these instruments matched with the Albanian 
banking system. from the experience of many developing 
economies direct instruments have been liable and successful 
(without any apparent side effect) in the control of credit to 
economy, its distribution and cost, etc. direct instruments make 
it simpler, as it was enough for the central bank to fix limits 
or restrictions and this operation would be directly transmitted 
through respective instructions to second-tier banks. direct 
instruments make simpler the compilation of the monetary 
program, as growth rates of monetary aggregates or credit 
are directly defined or determined by the compilers of the 
program to follow the achievement of the monetary policy 
targets. direct instruments are very suitable for economies with 
less or undeveloped financial markets as these are not realized 
through markets. monetary policy application through indirect 
instruments requires developed financial markets, tradable 
instruments, consolidated banks or financial intermediaries. 
in Albania’s conditions, where the institutional framework was 
undeveloped and tradable instruments (securities) were not yet 
available when the banking system has just entered under the 
two-tier system, where banking and financial education was very 
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low, nothing else could be pretended except for the monetary 
policy application through direct instruments. 

in 1992, the bank of Albania began to operate through fixing 
the deposit rate and the credit ceiling. in the same period it 
began holding the required reserve for second-tier banks and 
the publication of refinancing rate. in June 1992, it published 
the first official release on the credit ceiling. 

According to it all credit institutions exercising bank activity 
must respect the bank of Albania assigned credit ceiling, 
meaning that they had to extend credits by the bank of Albania 
assigned rates for each second-tier bank. the credit ceiling was 
quarterly assigned for each second-tier bank at the beginning 
of the year. for some years in succession, the bank of Albania 
has made the allocation of the credit ceiling for second-tier 
banks in accordance with its monetary program targets based 
on their business-plans, the economy capacity to absorb credits, 
etc., the credit ceiling continued to apply until november 1999. 
After this moment, the bank of Albania applied no restriction on 
second-tier bank credit to the economy.

in the same year, the required reserve was retained at 10 
percent. this meant that second-tier banks would be placing 
10 percent of their liabilities against the thirds with their bank 
of Albania accounts. to have a flexible, practical and good 
functioning of this instruments various improvements have 
been made in the regulatory framework of the required reserve 
time and again. the most important changes consist in the 
application of the weekly average in the remuneration of the 
required reserve and its 5 percent use from second-tier banks. 
these changes, at the end of 1998 and at the beginning of 
year 1999 were made with the good purpose of developing this 
instrument and the provision of some facilities for a fast progress 
of the banking system. Another important change in the second 
half of the year was the remuneration of the required reserve, 
which meant that the second-tier banks would be rewarded 
for their funds booked in the required reserve account. All the 
above changes served promoting development of the banking 
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system and completing the framework of adequate instruments 
for the european integration in the future. 

in the same year (1992), the bank of Albania began to decide 
and publish the obligatory minimum rate on lek deposits. bank 
of Albania’s fixing of interest rate has been made mainly based 
on the inflation rate in economy to ensure a real and positive 
interest rate, meaning that the bank of Albania has taken care 
that household deposits be not corroded from the high range 
inflation in reverse periods. 

through the interest rate policy, the bank of Albania has 
also taken care to serve the promotion of banking system role, 
the encouragement of real investments in economy, constant 
macroeconomic improvements, securities market development 
and the strengthening of the public confidence, especially, in 
and after year 1997, when the high inflation rate enforced a 
37 percent deposit rate. the interest rate applied as instrument 
continued until september 2000 in which year the bank of 
Albania gradually resigned from fixing the interest rate on 6-
month and later on 12-month deposits. 

With the completion of the regulations, lombard and 
refinancing facility took final shape in year 1996. they were 
widely used in year 1997 and the first half of year 1998, which 
was a busy period with liquidity problems for the banking system. 
As the refinancing facility does not exist in the bank of Albania’s 
framework of instruments, the lombard facility is deemed to cover 
long-term needs (quarterly) of banks for liquidity, if the latter 
(banks) are deprived of any other money market possibility.

 in year 1996, repurchase and reverse repurchase agreements 
were introduced for the first time. their scope was to settle short-
term problems of liquidity deficiencies and surpluses in the 
banking system. until July 2002 they have been functioning on 
bilateral procedures. After this period, repurchase agreements, 
whose purpose is the transmission of monetary policy signals 
were completed through auctions, following and approaching 
the european central bank model. 
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After the overall crisis of 1997, with the total recovery of the 
Albanian economy and the ensuing macroeconomic stability, 
with the regaining of public confidence from the banking 
system, its gradual recovery and development, monetary policy 
application through direct instruments was no more serving the 
economic development of the country.  

under these conditions it has been worked for the constant 
improvement of monetary policy instruments not only with 
respect of the introduction of the new instruments but also with 
their ever best functioning as possible. the bank of Albania 
policy reached to that point so as to be only applied through 
indirect instruments, whose complete framework is introduced in 
the third part of this paper. 

What are central bank criteria for fixing a framework of 
instruments?

 one of the main criteria is the instrument capacity to control 
variables the central bank wants to affect, for example, the range 
of reserves and money, credit and interest rates. to be successful, 
the effects of using the instrument must be predictable. the 
instruments capacity to control can increase if the instrument is 
flexile which means that its monetary effects can be changed, 
neutralized, or turn back relatively quick. 

the second criterion is related to the side effects of 
instruments in allocating financial resources. is it possible that 
the application of the instrument may interfere with the financial 
market or cause distortions in the distribution of real resources? 
positive. for example, credit ceiling may be very efficient in the 
control of credit aggregate but this may lead to non-financial 
intermediation, lag of financial market development and in the 
distortion in the financial resource appropriation. 

the third criterion is generally related to what will be the 
contribution of a specific instrument or the entire framework to 
the overall financial development of a country or its financial 
system stability. for example the bank of Albania operations in 
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securities (3- 6-12- month treasury bills) do not only comprise a 
means for controlling the banking system liquidity but also incite 
the financial market development, especially that of short-term 
government securities. 

the fourth criterion has to do with the capacity of respective 
instrument or framework of instruments to be handled in difficult 
financial situations (shocks) in the system or specific banks, i.e. 
the shock of liquidity (the massive deposit draw-downs before 
the due date). in these cases, the refinancing facility has been 
unsuccessful in dealing with problems of special banks. if we 
turn back in time, in the end of 1996 and the first half of year 
1997, we should remember that the Albanian banks have had 
many liquidity problems. the framework of direct and indirect 
instruments used in that period managed to cover the liquidity 
problems of the system.

in preparing the framework of the bank of Albania monetary 
policy instruments, all the above-mentioned criteria have been 
taken into account. however, the good functioning of this 
framework requires the coordination of using each of these 
instruments with the frequency and the using rate of these 
instruments and their effect on liquidity. in this context it comes 
out as necessity to program the money reserve, as it ensures the 
systematic analysis of liquidity users and resources.  

third pArt

 the complete description of the bAnk of 
AlbAniA monetAry policy instruments And their 
prActicAl implementAtion

currently the bank of Albania operates only on monetary 
policy indirect instruments. so, it performs open market 
operations, offers permanent facilities and requests deposit 
money corporations to hold their minimum required reserve at 
their accounts with the bank of Albania. 
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What are the bank of Albania monetary policy instruments?

1. open market operation
1.1 reverse operations
1.2 outright sale-purchase transactions
1.3 foreign exchange operations (can be understood as part 

of outright sale-purchase transactions) 

2. Auxiliary instruments 
2.1 lombard facility
2.2 overnight credits
2.3 overnight deposits
 
3. required reserve

1. WhAt Are open mArket operAtions?

open market operations play an important role in the bank 
of Albania’s monetary policy and are targeted at addressing 
the behavior of short-term rates, manage the liquidity situations 
through adding or lessening the market liquidity and signalize 
its monetary policy. open market operations can be in the form 
of reverse transactions including repurchase Agreements and 
reverse repurchase Agreements and in the form of outright sale-
purchase transactions, including securities or foreign exchange 
operations. it is important to be mentioned that open market 
operations are initiated by the bank of Albania, which decides 
the instruments to be used and the terms of their execution. 

 

1.1 reVerse trAnsActions

these transactions are termed as such as they represent 
transactions composed of two operations. buying represents the 
first operation/selling the security and the second operation or 
the reverse is represented by the repurchasing/reselling of the 
security.
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repurchase Agreements and reverse repurchase Agreements

General 

 repurchase agreements and reverse repurchase agreements 
have been market applicable for the first time in year 1996 in 
the form of bilateral non-periodic agreements between the bank 
of Albania and the second-tier banks. from this year to June 
2000, these have been used as combined with monetary policy 
direct instruments, like the credit ceiling, the minimum interest 
rate on lek deposits for utterly state-owned banks. repurchase 
agreements started functioning through weekly actions organized 
at the bank of Albania in July 2000. 

the repurchase agreement implies an accord through 
which the bank of Albania sells securities and promises to 
repurchase them in the future according to the preliminary 
terms and schedules agreed before hand. this is a frequently 
used instrument to temporary reduce the liquidity in the banking 
system.

the reverse repurchase agreement implies the agreement 
through which the bank of Albania purchases securities and 
promises to resell them in the future according to the terms 
and schedules agreed before hand. this is a frequently used 
instrument to temporarily add the liquidity in the banking 
system. 

Maturity

 based on the maturity term, we distinguish four types of 
repurchase agreements:

• Daily (one-day) maturity. These agreements are realized 
through fast type auctions.

• Weekly (7-day) maturity. These agreements are realized 
through standard type auctions. 

• Monthly (one-month) maturity. These agreements are 
realized through a fast type auction. 
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• Quarterly (�-month) maturity. These agreements are 
realized through fast type auctions. 

 
Participating amount
 
for a participating bank in the auction of repurchase 

agreements, its bidding amount must be minimally lek 5 (five) 
million and over this amount, lek 100 thousand can multiply it. 

in multilateral (diversified) price auctions, the bank of 
Albania governor on the proposal of the monetary operations 
department approves the bidding amount announced in the 
respective auction. Applications are filled according to the bid 
amount to participate in the auction. in case that the bidding 
amount presented by all applications is higher than the proposed 
amount by the bank of Albania, then the applications are filled 
on pro-rata (or partially to a suggested proportion).

in fixed price auctions, applications are filled according to 
the definite amounts proposed by the second-tier banks to 
participate in the auction. 

The price/interest rate 

the bank of Albania monetary operations department 
proposes the fixed interest rate for standard auctions on 
repurchase agreements and the bank of Albania supervisory 
council approves it. this serves as the maximal/minimal rate for 
multilateral price auctions. 

the interest rate for fast auctions refers to the fixed rate for 
standard auctions and is approved by the bank of Albania 
governor on the proposal of the monetary operations 
department.

Collateral assets

As collateral assets to guarantee the obligation of both 
participating parties in the transaction are used the current 
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treasury bills on one-year maturity or with no less than 14 days 
from maturity.

reverse repurchase agreements, developed through 
purchasing auctions, are considered as collateralized loans. in 
this case, the collateral value is 115 percent, thus 15 percent 
more than the operating amount.

other government securities, whether accepted to be used as 
such by the bank of Albania supervisory council decision, can 
be used as collateral assets.

The type of auction 

Auctions for repurchase agreements can be of some types. 
the bank of Albania governor on the proposal of the monetary 
operations department approves the type of auction.

by type of agreement, repurchase or reverse repurchase, we 
distinguish:

• Selling auction (repurchase agreement). In this auction 
the Bank of Albania sells securities and promises their 
repurchase at a later date.

• Buying auction (reverse repurchase agreement). In this 
auction, the Bank of Albania purchases securities and 
promises to repurchase them at a later date.

by the offered price in the auction, we distinguish:

• Fixed price auction. According to this type of auction, 
applications are filled according to a fixed rate decided 
and announced by the Bank of Albania in the sequence 
auction.

• Multilateral (diversified) price auctions. Applications 
are filled according to the interest rate decided by each 
participant on the condition that the interest rate is no 
higher than in selling auctions and no lower than in 
buying auctions from the interest rate announced by the 
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Bank of Albania Monetary Operations Department on 
the respective announcement.

by the time of developing the auction, we distinguish:

• The standard auction. These auctions are organized 
within the next day from the announcement of the Bank 
of Albania Monetary Operations Department on the 
sequence weekly auction. These weekly auctions are 
preliminary fixed (in the respective calendar).

• The fast auction. Fast type auctions are classified in two 
subtypes:
• Fast auctions on repurchase agreements of one-day 

maturity. These auctions are developed two hours 
from the notification of the Bank of Albania Monetary 
Operations Department on daily auctions.

• Fast auctions on repurchase agreements of a monthly 
or quarterly maturity. These auctions are developed 
four hours from the Monetary Operations Department 
on monthly/quarterly auctions.

reverse from the standard type auctions, fast type auctions 
are not previously decided and are developed as many times as 
it is deemed rational from the bank of Albania. their organizing 
scope is mainly the management of liquidity in the banking 
system.

Applicable penalties in case of transgressing terms of the 
agreement.

 
in case one of the parties violates the terms of the agreement, 

the applicable penalties are based on collateral2 rules.

Transaction parties

 second-tier banks represent participating parties in repurchase 
agreements organized by the bank of Albania. 

Procedures for settlement of accounts
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recording operations in auction accounts is of a book-entry3 
form. based on the principal delivery Versus payment, the same 
time transference of treasury bills (securities) and of the lek 
counter value of the transaction is made.

What must be done by a bank to be accepted as a partaker 
in the auctions of repurchase agreements? 

 to be accepted as party in any repurchase agreement, 
second-tier banks must sign a one-year contract with the bank 
of Albania at the begging of each calendar year, which precedes 
the execution of repurchase agreements to be subsequently 
developed through auctions.

What is the functioning of auctions on repurchase 
agreements?

 the bank of Albania before organizing auctions on repurchase 
agreement informs the second-tier banks on the type and terms 
of auctions through sWift, telex, reuters, fax or official letter. 
through this letter banks are notified of the type of auction, 
the date and hour of carrying out the auction, the required 
amount in the action, the interest rate etc. if the auction is of a 
standard type, it will be periodically developed every week on 
Wednesday at 14.00 hrs. bank bids must be submitted to the 
monetary operations department as to an already prepared 
application-form at 13:30 on the day of the performing auction. 
in this application form, banks must write down the name, 
other additional information on the participating amount in 
the auction, the interest rate offered in the case of multilateral 
(diversified) price auctions, etc. 

the auction commission examines bank requirements with the 
beginning of the auction. in case of observing any inconsistencies 
or if they are not filled according to the standard form, the 
respective bank is qualified unfit to participate in the auction. 

for weekly auctions, the commission is comprised of two 
members, representatives of monetary operations and research 
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department respectively. for monthly or quarterly auctions 
on repurchase agreements, the commission is comprised of 
three members, two representatives of monetary operations 
departments and one from the research department. 

in multilateral price auctions, application forms are ranked in 
rising/descending order. All bid forms are automatically notified 
as winners, if the required amount from the banks is smaller 
than the one offered from the bank of Albania. if the required 
amount from banks is higher than the one offered from the 
bank of Albania, then the auction commission has to apply the 
pro-rata, i.e., the ratio between the amount remaining to be 
distributed to the sum of bank bids, whose repurchasing interest 
is equally the same. 

After the termination and the proclamation of winners, the 
auction commission makes the respective notifications on 
auction results for both participants in the auction and the bank 
of Albania managers. the notification of participants in the 
auctions is made through sWift, telex, reuters, fax or official 
paper.

1.2. outright sAle-purchAse trAnsActions

General 

the peculiarity of outright sale-purchase transactions stays 
in their permanent effect on the money market. these are not 
reverse transactions. the selling or buying of securities is not 
accompanied with the reverse operation of their reselling or 
repurchasing. 

these operations are executed on the bank of Albania 
initiative and are aimed at managing the liquidity or interest 
rates. transactions may be in the type of purchasing securities, 
which means that the addition of liquidity in the banking system 
or the selling of securities from the bank of Albania implies the 
attraction of the banking system.
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The subject of transactions

in outright sale-purchase transactions, treasury bills of one-
year maturity and those of no less than 7 days remaining to 
maturity may be sold or purchased. debt securities bearing a 
high liquidity and credibility and accepted as such on the bank 
of Albania supervisory council decision can be also sold or 
purchased in these transactions. 

The proposal 

outright sale-purchase transactions are carried on the 
proposal of the directors of the research and monetary 
operations departments and with the approval of the bank 
of Albania governor. the proposal for outright sale-purchase 
transactions takes advent on the current conditions of money 
market, based on the bank of Albania monetary program 
approved by the bank of Albania supervisory council. 

Transaction procedure

outright sale-purchase transactions may be carried 
through bilateral procedures or fast auctions. the bank of 
Albania governor approves the transaction procedure based 
on the suggested proposal from the monetary operations 
department. 

in case of performing outright sale-purchase transactions, the 
bank of Albania informs the second tier bank it wants to operate 
through sWift, fax, telex or reuters. if this bank accepts to take 
part in the transaction, the bank of Albania sends immediately 
its confirmation to the bank of Albania. After this operation, 
both parties define the conditions and the terms of transaction.

in the case of performing transactions through fast auction 
procedures, the bank of Albania informs all second-tier banks till 
at 10:00 hrs., through sWift, telex, faxed message or reuters 
or through official paper. the announcement should contain 
reference data on the auction and the face value of the treasury 
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bills offered to exchange, their maturity term etc. in a two-hour 
interval from the moment of delivering the notification, the 
second-tier banks must confirm their participation in the auction 
to the bank of Albania. the confirmation contains reference 
data on the auction, the face value of treasury bills required 
/offered in the auction, their selling/purchasing price, their 
maturity term, etc. All participants meeting the completion of the 
nominal value defined by the bank of Albania are considered 
winners of the auction. in the case of participants meeting the 
same terms, the applications are partially filled up according to 
the pro-rata mechanism.

immediately after the termination of the auction, the respective 
commission prepares and delivers notifications on auction 
results to all participants.

Transaction parties 

second-tier banks holding accounts with the bank of Albania 
are considered as counter parties in performing outright sale-
purchase transactions with the bank of Albania. 

Accounting techniques

transaction accounts are settled on the same day with 
the performing auction or after the termination of bilateral 
transaction. shifting the right on the ownership of treasury bills, 
as well as the transference of funds into banks and the bank of 
Albania accounts, is based on the principle of delivery Versus 
payment.

1.3. foreign eXchAnge operAtions, interVentions 

the bank of Albania undertakes full right or swap foreign 
exchange transactions. practically the bank of Albania buys or 
sells foreign exchange, when it aims at intervening to mostly 
soothe exchange rate oscillations. through its government 
relationships, the bank of Albania converts the foreign into 
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domestic currency or sells the government foreign exchange to 
pay the foreign debts. 

2. AuXiliAry instruments 

Auxiliary instruments purpose is to temporarily add or lessen 
the liquidity, to signalize the character of the monetary policy and 
hinder tremendous oscillations in interest rates. they are always 
and exclusively carried on the second-tier banks’ initiative. the 
second-tier banks are the only party of the bank of Albania in 
these transactions.

2.1. lombArd fAcility

General 

the lombard facility has been the bank of Albania’s monetary 
policy instrument for a long time. nevertheless, it has not 
been used in any case during years 2000 and 2001. instant 
changes and improvements of the respective regulation have 
been according to the developments in the deposit money 
corporations and money market. that regulation has been 
reviewed and completed for the last time in february 2001. the 
purpose of lombard facility is not to affect the overall statement 
of liquidity in the banking system but to help second-tier banks 
overwhelm temporary problems of liquidity. representing the 
ceiling rate established by the bank of Albania, such credit rate 
serves as guiding to other short-term market rates. 

 Any second-tier bank can apply for the lombard facility to 
the bank of Albania only after it has previously used all domestic 
capacities for liquidity or the interbank market or repurchase 
agreements. the bank of Albania governor on the proposal of 
the monetary operations and research department approves 
the lombard facility to second-tier bank.
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Maturity 

the maturity of lombard facility is up to three months. this 
facility can be quarterly available to second-tier banks.

The maximum amount

Any second-tier bank applying for the lombard facility in the 
bank of Albania is availed to it to a maximum amount between 
20 percent of the paid-up capital and the 2 percent of lek 
deposits of the applicant bank.

The interest rate

the applicable interest rate on the lombard facility is 6 
percentage points higher than the applicable interest rate on 
repo agreements. currently the applicable interest rate on the 
lombard facility is 13 percent (7 percent interest of repurchase 
agreements plus 6 percent).

Collateral

All eligible values recognized by the respective regulation 
“on collateral” serve as collateral means in the case of the 
lombard facility: 

• treasury bills of no less maturity than the maturity term of 
the facility extended by the bank of Albania,

• domestic and foreign currency deposits. 

Transaction parties

All second-tier banks are bank of Albania’s parties in the 
lombard facility.

Penalties

if one of transaction parties branches the taken over 
obligations, then the forecasted penalties in the regulation “on 
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collateral means” are applied on it. if the second tier bank 
does not return the lombard facility on the due date, it will be 
prohibited to take any other type of credit in the next quarter.

2.2 oVernight credits 

General 

the overnight credit is a totally guaranteed facility, which is 
extended to aid second-tier banks to resolve overnight liquidity 
problems. it also helps to ease oscillations of short-term interest 
rates. the overnight credit is a new instrument approved by the 
bank of Albania supervisory council in february 2001. the 
second-tier banks have not felt the need for using this instrument 
since its access. 

Maturity

such credit facility is matured overnight. the bank, to which 
such facility has been extended, must pay it in the next day.

Credit extension by the Bank of Albania

the second-tier banks, which for any reason, lack adequate 
liquidity for all their payment commitments during a certain 
working day, shall apply for overnight credits to the bank of 
Albania. 

the bank of Albania may automatically extend overnight 
credits, if the second-tier bank’s “reserve” account of a certain 
second-tier bank results below the permissive limit of 95 percent, 
till 5:00 hrs of the current working day.

Maximum amount

A second-tier bank may apply for an unlimited overnight 
facility, on the condition that the requested amount is totally 
guaranteed by securities, thus it is utterly collaterized.
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Interest rate

the interest rate for overnight credits is 2.5 percent higher 
than that of the repurchase agreements approved by the bank 
of Albania supervisory council. the current interest rate for 
overnight credits is 9.5 percent (repo rate 7 percent plus 2.5 
percent).

Collateral

to guarantee the obligation resulted from the overnight credit 
serve:

• treasury bills of no less maturity than the extended loan by 
the bank of Albania,

• domestic and foreign currency securities.

Penalties

if one of the parties violates the duties taken over on this 
credit, the overall rules provided in the regulation “on collateral 
means” will be applied.

2.3 oVernight deposits 

General 

overnight deposits represent a new instrument approved 
on february 2001. since its introduction, second-tier banks 
have constantly improved the use of this instrument. overnight 
deposits represent a helpful instrument for second-tier banks to 
operate with the excessive liquidity, placing it for one day with the 
bank of Albania. overnight deposits also help in the withdrawal 
of liquidity from the banking system and the lessening of vast 
oscillations in short-term rates. the interest rate applied on the 
overnight deposits represents money market floor rate.
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Maturity

overnight deposits are matured within the next day, which is 
an instrument with an overnight maturity. 

The maximum amount

the amount of funds in lek that a second-tier bank is willing 
to place with in overnight deposit at the bank of Albania is 
unlimited. nevertheless, the bank of Albania can refuse the 
second-tier bank requirement to place overnight deposits without 
giving any explanations. the bank of Albania’s refusal depends 
on the market conditions, its monetary program and short-term 
targets related to money market rates.

Price/Interest rate

the interest payable by the bank of Albania to the second–tier 
bank is 2.5 percent annually, lower than the applicable interest 
rate on repurchase agreements approved with the decision 
of the bank of Albania supervisory council. if the applicable 
interest rate on repurchase agreements is 7 percent, the deposit 
rate is 4.5 percent (7 percent of repo4 rate diminished by 2.5 
percent). 

3. the required reserVe

General 

the bank of Albania requires all the deposit money corporations 
to hold the required minimum, either in domestic or foreign 
currency at the bank of Albania account. the required reserve 
as a monetary policy instrument is introduced in year 1992. 
the required reserve rate on the domestic or foreign currency 
deposits is unique, at 10 percent on the whole reserve basis. the 
required reserve system enables the second-tier banks to benefit 
from the average mechanism, meaning that the completion 
of the required reserve is made on the weekly average of the 
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second-tier banks’ reserve account for one-month term. the 
required reserve held at second-tier banks’ account by the bank 
of Albania is remunerable, meaning that the second-tier banks 
will receive interests for funds held, as a required reserve, by the 
bank of Albania. 

• interest rate stability in the money market

the average mechanism in the framework of the required 
reserve aims at contributing to the interest rate stability in the money 
market, giving the second-tier banks the possibility and at the 
same time the facility to soothe or flatten the effects of temporary 
oscillations in the liquidity statement. more clearly expressed, 
the second tier banks can use funds from their required reserve 
accounts to perform daily transactions on the condition that the 
weekly average be no smaller than the required minimum.

• institutions, subject to the minimum required reserve

banks and foreign bank branches authorized for banking 
activity in the republic of Albania conform the respective5 
legislation are subject to hold the required reserve with the bank 
of Albania. 

• Assigning the minimum of the required reserve

a. reserve basis

banks are legally enforced to hold a reserve against lek 
or foreign currency deposits, or in other words against the 
second-tier banks liabilities to the thirds. the required reserve 
is accounted on the basis of lek and foreign currency deposits 
including the securities issued by banks and excluding deposits or 
current accounts held at one-another (banks) as well as the funds 
provisioned for the guaranty of credit letters on the condition 
that these must be closed inside or outside the country.

the second-tier banks report weekly to the bank of Albania 
on the accounting data of the required reserve, according 
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to respective forms. the reserve basis for the month m-1 is 
assigned in month m, according to the delivered data on the 
domestic and foreign currency deposits. the required reserve 
is denominated in the usd or the euro. bank liabilities in other 
foreign currencies than the euro are converted into the usd and 
are presented in the reserve basis form.

b. Accounting the minimum required reserve

second tier banks’ minimum required reserve is accounted 
by applying the rate of the required reserve on the basis of the 
reserve. the rate of the required reserve is unique for all types of 
deposits that constitute the reserve basis (in domestic and foreign 
currencies) at 10 percent. the required reserve in domestic and 
foreign currency is accounted based on weekly information.

the reserve of month m-1 is accounted as weekly average of 
the reserves average weighted with the number of calendar days 
in the month.

Required reserve holdings

a. holding term of required reserve

the holding term for the required reserve is one month. its 
holding term begins from the fifteenth day of the month m to the 
fourteenth day of m+1 on the account of m-1. for example, the 
required reserve for January is paid-up on february 15 and is 
held from february 15 to march 14.

b. holding the reserve accounts

second-tier banks hold domestic or foreign currency accounts 
at the bank of Albania. the lek account is labeled “reserve” 
account and is comprised of the current and the required 
reserve account. banks can make the daily use up to 5 percent 
of the required reserve account; however, they must replace 
this use within the week, provided that the weekly average of the 
reserve account be as much as the required reserve in domestic 
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currency, accounted by the bank of Albania on the 15-th of the 
respective month. 

Required reserve remuneration

second-tier banks’ required reserves held by the bank of Albania 
are interest repayable from the latter after remuneration.

 the remuneration rate for the required reserve denominated 
in lek is as much as ½ of the treasury-bill yield on quarterly 
maturity in the last auction, before the 15-th day of each month 
when it starts holding the required reserve.

the remuneration rate for the required reserve in foreign 
currency is as much as ½ of the libor6 rate on monthly 
deposits denominated in usd and euro on 15-th day of the 
month, when the holding of the required reserve starts. the 
remuneration is made on the same currency with the required 
reserve (usd and euro). the remuneration is performed in the 
day the required reserve operations are passed into account. for 
example, on february 15 starts holding of the required reserve 
for January and the remuneration is payable on the required 
reserve of december held at the bank of Albania from January 
15 to february 14.

Inconsistencies with holding duties of the required reserve

 Any second-tier bank may be found in the situation of not-
meeting the required reserve. the bank does not meet the 
required reserves when:

• After accounting the required reserve, the bank lacks the 
adequate stock in the foreign currency account to meet 
an addition of the required reserve. All days to the supply 
of the required reserve account in foreign currency are 
considered as due days to this duty. for the required reserve 
denominated in lek, the case of the additional reserve does 
not present a problem as it is held in the “reserve” account 
including the required reserve and the current account. 
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 • for the period of withholding reserve in domestic currency, 
the weekly average of the second-tier bank’s required 
reserve accounted and fixed on the 15th day of the 
respective month (at 100 percent). in the case the days 
from the day of falling underneath the 100 percent to the 
end of the week are considered as due days to this duty. 

for not-meeting the required reserve the bank of Albania 
applies the following penalties:

• for not-meeting the required reserve in domestic currency, 
the applicable penalty is for every due day based on the 
recent treasury bill auction on quarterly maturity plus 2 
percent;

• for not-meeting the required reserve in usd and euro 
the applicable penalty is accounted in usd for every due 
date based on the libor rate on the quarterly deposits 
denominated in usd and the last date of the month for 
which the required reserve is accounted, plus 2 percent.

 for euro denominated amounts, the conversion is made 
into us dollars according to the last date exchange rate of the 
month.
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notes

* sonila taçi, specialist, research department.
1 With the term “high-powered money” or “reserve money” it is understood the 
currency in circulation and the second-tier banks’ accounts held in the central 
bank. that is the money on which the central bank has complete authority that 
enables the application of monetary policy through indirect instruments of it.   
2 the regulation no. 111, dated 10.08.1998 “on collateral assets”.
3 book-entry system is an accounting system that permits the transference 
of entitlements (securities) without physically moving the printed papers or 
documents or equity certificates. 
4 repo is the abbreviation for repurchase Agreements.
5 law no 8365 dated 02.07. 1998 “on banks in the republic of Albania”.
6 libor – london interbank offered rate - interest rate offered in london 
interbank market. 
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 euro - the most recent currency 
Fatos Ibrahimi*
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it is for some years since the name of the euro has entered 
in our vocabulary and many of us may think that they know 
what they need to know about it. however, now that the great 
moment of change, that of passing from a concept or an abstract 
currency to a tangible and an obvious currency is approaching, 
it may be better, perhaps, to look at its early origins.

euro received the name in the meeting of the european council 
held in madrid in 1995. its name, as it may be easily understood, 
derives from the name of the continent this currency belongs to 
for three years. the symbol is borrowed from the greek epsilon, 
whereas the parallel lines that cross the symbol represent the 
stability of the currency. Although many people may think that 
euro’s birthday is on January 1, 2002, the idea for establishing 
such a currency corresponds to a long time ago.

the point here is the treaty of rome (1957), where it was 
announced that the goal of europe was to establish a common 
european market. this market would play a tremendous role in the 
way ahead “to an ever closer unification of all european citizens”. 
the above treaty was followed by the Act of united europe (1986), 
which gave birth to the economic and monetary union, or in other 
words set the basis for the common european currency. 
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Although the concept of a similar currency has been 
accompanying us for more than half a century, the birthday of the 
long-expected currency is confirmed on January 1, 1999. from 
that moment, the 11 member countries of eu (12 with greece 
accession on January 1, 2001) were engaged in implementing 
a common monetary policy and adopting a common currency, 
elements of which were all correspondent currencies to member 
countries. Although denmark, sweden and the great britain are 
eu members, they are not participants in the common european 
currency, - a proper explanation should be made here. the three 
countries have the right to follow an independent monetary 
policy, but they are prohibited to intervene in appointing or 
practising the monetary policy of the euro area.

A very good idea might be worthless, if the ways and means 
for its implementation are not provided right from the moment 
of conceiving it. in the case of the euro, the institution that has 
closely linked its existence with this currency is the european 
central bank established on June 1, 1998. these banks, together 
with the central banks of eu member states, which have already 
adopted the euro, constitute the euro-system.

the main purpose of the euro-system is maintaining the 
consumer price stability, which is attained through assignment 
and implementation of monetary policy, performing foreign 
exchange and payments system operations. the euro-system 
is directed from the executive and the managing board of the 
ecb and has taken over the duty of carrying out the monetary 
policy on the euro currency from January 1, 1999. At this point, 
we may briefly depict the stages described by the economic 
monetary union (emu) toward the settlement and confirmation 
of the new currency. 

euro phAses

in June 1998, the european council confirmed the target of 
carrying out the economic unification of europe and appointed 
the president of the european commission, Jacque delor; the 
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chairman of the commission who would study and propose 
concrete steps that would lead toward this unification. from 
the work of this committee it was derived the so-called “delor 
report”, which proposed that the economic and monetary 
unification will be achieved in three distinctive stages:

a) emu first phase 

based on the above-mentioned report, it was decided that 
emu first phase would start on July 1, 1990. this phase ended 
in december 1993 and was characterized by the displacement 
of all barriers for free movement of capital among eu countries. 
during this phase, the committee of central bank governors 
of member countries in eu carried the monetary coordination 
between the european countries. 

b) emu second phase 

the second phase began with the establishment of the 
european monetary union (January 1, 1994). emu was not 
responsible for the implementation of the monetary policy of 
the european union, since it had no competencies to intervene 
in foreign exchange markets of member countries. both 
tasks completed by this institution were: the strengthening of 
collaboration between the central banks of member countries 
in eu; as well as the preparations for establishing the european 
system of central banks for the implementation of a common 
monetary policy as well as for the creation of a common currency 
in the third phase.

on may 2, 1998, the council of the european union decided 
unanimously that the 11 member states of the eu had met the 
necessary conditions for adopting a common european currency 
at the beginning of the third phase, i.e., starting on January 1, 
1999. these countries were belgium, germany, spain, france, 
ireland, italy, luxembourg, netherlands, Austria, portugal and 
finland.

c) emu third phase
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emu third phase is otherwise known as the phase of the 
irreversible fixing of exchange rates between the corresponding 
currencies of each member state participating in the euro basket 
and the new currency. from this date (January 1, 1999), any of 
the currencies corresponding to the 11 member states became 
component of the common currency. this means that 1 dem or 
1 ng is currently exchanged with as much euros as it was fixed 
on the above-mentioned date and these exchange rates will be 
used at the moment when the euro currency will be introduced 
to eu countries and broader. 

forecAsting euro performAnce for countries 
outside the eu

during the period that there were made preparations for 
the third phase of emu, many theories and ideas related to 
the euro’s impact not only on the euro-area, but also on other 
countries outside the eu were at the focus of debate. While the 
advantages of the new currency were numerous, the biggest 
questions would fall on the role it would play in the countries 
outside the eu, which continue to have close financial and trade 
relationships with this area. taking into account that finding a 
valuable formula for all the countries was impossible, it was 
right for economists to conclude that the euro’s impact on any 
country would largely depend on the country’s openness to 
capital markets internationally and the exchange rate policies 
followed by that country, besides the intensity of financial and 
trade relationships with the eu countries.

As trade transactions with the euro area are believed to play their 
greatest role through these factors, the positive consequences of 
implementing the new currency are seen in two directions. first, 
the unification of the currency between the countries of the euro 
area will make them more competitive in the eye of their trade 
partners outside the euro area, which will be facing low import 
costs. second, the economic growth of the euro area is expected 
to follow the implementation of the new currency that will be 
having noticeable effects on the rest of the world, as well. 
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At a first phase that the euro implementation would follow 
(although not in the type of physical money), thus after January 
1, 1999, a gradual weakening of the euro against the united 
states and Japanese currency was forecasted. that would take 
place because the trade transactions between the countries of 
the euro area would be no more developed in the form of foreign 
currency transactions but as exchange between two subdivisions 
of the same currency. At a later time, the euro’s international 
role would be enhanced, increasing in this way the use of the 
currency in international markets. if we made an analysis on the 
current performance of the european currency compared to the 
usd, we would really highlight that it has gradually weakened 
to the “rival” currency during the last two years.

the further performance of the euro/usd ratio has to 
be analyzed in the framework of the economy performance 
supported by each currency. While the european union and the 
whole world is preparing for the euro introduction, economists 
are trying to find a solution to all the problems they think would 
emerge immediately after the euro currency is in the hands of 
customers.

When the euro coins or notes become tangible, long queues 
are expected to be in front of banks and retail shops, while the 
302 million euro citizens will be taken aback in the same way 
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as tourists’ in front of the new currency. millions of products and 
services will be renewed of price.

the operation will be effective for companies and countries 
very remote from the euro area. According to some estimates, 
a quantity of about dem 35 billion circulates outside the eu, 
mainly in the eastern europe.

montenegro is one of those countries that after the adoption 
of the dem as a national currency will be forced to turn to the 
euro, once the german currency stops to exist.

problem (A) - price chAnges Among different 
AreAs of the euro zone

 
one of the problems thought to arise from the euro adoption 

to the euro zone from January 1, 2002 will be the customers’ 
possibility to compare prices among different areas of the euro 
zone. those gaps that different european currencies could hide 
will be more obvious from the moment the wages, prices or 
taxes are accounted in the same currency. 

When prices of goods and services are converted into euro, 
customers will be massively moving from high price areas to 
lower price ones to benefit from purchasing cars, petroleum 
and so forth. What has been scaring the economists today is 
the reaction of trade unions that may protest against the low 
wages in certain areas. According to a forecast performed 
during the first half of this year, economists believe that the costs 
of conversion and the hesitancy of customers to spend may 
retard the economic growth of the euro zone for 2002 by 0.25 
percent. this forecast has not taken into account the events of 
the beginning of september, which means that conversion costs 
may be higher or their impact on the economic growth rates of 
the euro area will be still higher. 

however, the conversion is expected to have positive effects 
that will start to appear as soon as the above-stated area is 
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recovered from the slowdown noticed during the previous 
year. businessmen hope that new coins and notes will facilitate 
mergers and acquisitions between companies and corporations. 
the latter ones, under the reign of the multi-currency system, 
have frequently encountered barriers by the national authorities 
throughout the above-mentioned processes. it is expected that 
the financial services sector, which has suffered a lot from the 
barriers created by regulators, would benefit more from the 
conversion of the currency.

problem (b) inflAtion – deriVed from the upper 
rounding off of prices

Among the economists, it is arisen the concern that the 
new currency adoption will create conditions for inflation rise, 
monetary policy disorder in europe, and the euro depreciation 
against the usd and the Jpy.

Although the prices have been moving on reverse sides in 
different european countries, in the cases when changes are 
made in the number of zeros, there exists the fear that the 
conversion of prices into the euro will provide spaces for upper 
rounding off of prices. 

on the eve of January 2002, what the public expected, as 
stated by the ecb’s director, Vim dojsenberg, was confidence 
in the european currency, which is a test that the united europe 
is not an abstract and remote idea but something real and 
dynamic.

* fatos ibrahimi, first deputy governor of the bank of Albania.
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on January 2002 the euro coins and notes shall be bearing 
a legal exchange rate tender in the 12 member countries of eu. 
euro concentration is effective not only in eu countries but also 
in the rest of the countries, inside or outside europe.

 

 euro in europeAn union

two are the principal characteristics that may be picked in 
this historical process for eu countries. 

the first is that euro shall be introduced physically and not as 
a convention of various operations. thus it will be introduced in 
the form of coins and notes. from January 1, 2002 the euro has 
legal tender in coins and notes.

some member countries in eu began euro production in July 
1999. 11 printing houses accomplish euro production, today. 
two of these printing houses are situated in germany and each 
country has a printing house engaged in printing euro notes, 
except for luxembourg. As greece joined euro zone on January 
1, 2001, its production in the bank of greece started in autumn 
2000.

 euro And its legAl eXchAnge rAte
Neritan Kallfa*

Keywords
- Euro - EU - Core principles -
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euro production began right after some preparatory phases: 
approving configuration and technical specifications (1998), 
printing pilot series (for example, printing small amounts of 
notes in normal production circumstances) (1998) and raising a 
qualitative governing system (1999).

the second is its adorning with power. euro power is termed 
“exchange rate”. through this power, euro shall:

• be accepted from the creditors for the payment of old debts 
by debtors;

• have a denominated value in coin and note;
• be used and received for any exchange operation;
• be worldwide admitted the right of using from any bearer of it;
• be fully convertible in every unit to other currencies, and/or 

in goods or services.

euro origins stem out from the four major principles of eu. the 
european union is set up on these major principles as below:

 
1. the free movement of goods: through customs and tax 

institutions;
2. the free movement of goods: quantitative restrictions;
3. the free movement of capital and the monetary and 

economic unification;
4. the free movement of labour force.

it is the third principle where euro conception is based on. 
this principle is composed of two elements as below:

1. the free movement of capital,
2. the monetary and economic union.

it is the second principle, i.e., the monetary and economic 
union that provided the premises for the application of currency 
in the european union. 

 
(first endeavour): the historic development has its origins in 

year 1969, where the heads of the member states decided to 
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prepare the plan on the monetary and economic union. the 
Werner committee, established on this purpose, concluded that 
the monetary and economic union had two possibilities:

the non-reversible and total conversion of currencies released 
from exchange rate fluctuations, or

the most preferred would be the exchange in a single 
currency.

(second endeavour): Another important step is evidenced 
in the course of historic development in year 1978 with the 
establishment of the european monetary system (ems). the 
system institutionalized the exchange rate mechanism (erm) 
and the european monetary unit (ecu). the exchange rate of 
ecu was fixed against the basket of the currencies of member 
countries of european community. erm operated through 
fixing the value of exchange rate to ecu. As long as these 
values continued to be set on a collective basis, they could 
not be changed individually. At first, it was fixed the value of 
the national currency to ecu and after it, it was determined 
its exchange rate to other currencies of member countries. the 
value moved normally within the band of 2.25 percent and 5 
percent, at maximum. When the value exceeded the forecasted 
limits, the central banks intervened to normalize the situation. 

(third endeavour): the political commitment undertaken by 
the heads of the member countries in year 1972 was the cause 
of re-involving in the agenda of hanover summit in 1988, whose 
consequence was the council meeting in madrid in 1989 to 
decide on this matter. A committee was founded to assist the 
council with decision-making. Jacque delors, the president of 
the committee, headed this committee. the delors committee 
proposed the european monetary union be established in three 
phases.

elements of the first phase consist in the final establishment of 
the common market, the closest convergence of economies and 
the membership of all member countries in erm. in this phase, 
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the juridical support from the treaty was inappropriate. in the 
second phase, it was planned the creation of the european 
system of central banks, (escb) so as to coordinate the 
monetary policies with the formulation of common monetary 
policies for the community. the third phase comprised fixing of 
exchange rates and the delivery of a single european currency, 
whose governing and management would be confided to the 
european system of central banks. from that time, the system 
is conceived as independent, having the achievement and 
maintainance of consumer price stability as the main object. 
but, delors report also planned a central control on the fiscal 
policies of these countries, as long as these policies might have 
impacts and consequences on inflation or interest rates on the 
rest of the countries.

it was the treaty of european union, which set the basis ahead 
the establishment of the european monetary union, fixing the 
commencement of the second phase on 01.01.1994.

first, drafting economic policies of all member countries 
altogether through fixing the target inside the common market 
on the principle of free market economy and free competition. 
here is included the conception of a single european currency 
and the operating object of central bank system, following the 
economic policy of the european community.

second, the duplicated control on the fiscal policy through 
the commission, requiring the diminution of member countries’ 
deficits at forecasted levels.  

the third is the direct arrangement of the fiscal policy by 
placing provisions in the treaty. this marked the establishment 
of the european monetary institute (emi), which was also the 
forerunner of the european central bank (ecb). emi prepared 
the preliminary phase of establishing the system, including the 
preparations for ecu itself (euro today).

the third phase according to the treaty starts no later than 
01. 01.1999. besides the preconditions set for the first and the 
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second phase as assessed from the commission and emi, a 
very important element for passing the third phase was how 
independent the central banks were and up to what point the 
convergence of economies in member countries was. meeting 
these preconditions would mark euro release. it consisted of 
four criteria:

1. Achieving a high standard of consumer price stability 
(average inflation should not exceed over 1.5 percent 
above the average rate of the best three member states);

2. stability in the financial statement of the member country 
governments (budgetary deficit annual rates be less than 3 
percent of gdp);

3. the smooth performance of fluctuation ranges approved 
from erm for at least two years;

4. the stability and convergence of economy reflected in the 
percentages of long-term interests.

the third phase of euro release is marked with the establishment 
of the ecb and the legal power of this institution on the monetary 
policy of european community.

euro coins and notes are made official by the following acts:

1. regulation of the european council (ec) no 1103/97, 
June 17,1997;

2. regulation of the european council (ec) no.974/98, may 
3,1998; 

3. regulation of the european council (ec), no.2866/98, 
december 31, 1998.

in the rest of the countries, the euro is formally conditioned 
by the monetary law and the contractual right of non-member 
countries of the european union.

* neritan kallfa, Adviser to the bank of Albania’s governor.



20�



205

2002

central bankers
teuta baleta
march 2002

bank of Albania’s monetary policy through open market 
operations during 2001
suzana sheqeri
Arta pisha
march 2002

credit risk and credit rating agencies
Aida hysi
march 2002

banking system deposits over the period of 1999-2000
suzana sheqeri
edlira Abazi
June 2002

issues of human resource management at the bank of Albania
ervin fortuzi
June 2002

A central bank compensation program
zhizela balla
June 2002

Arguments on the level of minimum paid-up capital
erjona suljoti
september 2002



206



207

centrAl bAnkers
Teuta Baleta*

Keywords
- Central bank - Central bank staff - Recruiting - Term of office of Governor -

“central bank” is a very early used term. Walter bagheot, 
editorialist in “the economist”, used this term for the first time in 
1873. the central bank establishment as an institution dates back 
still earlier. the first central bank in the world is that of sweden 
established in 1668. the aim of establishing this bank was to fund 
military expenditures. Whereas, the central bank known as activity 
is an invention of XX1 century. the above century is otherwise called 
the central bank century. the central bank number increased 
significantly from 18 in 19002 to 173 in 2001. the world now has 
more than half a million central bankers (535,115 persons)3.
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central banks today are changed into relevant institutions 
for a country’s economy. this has been due to the important 
role they play in four fields, particularly: instigating consumer 
price stability, maintaining appropriate functioning of payments 
systems, supervising the financial sector and managing financial 
crisis.

All current discussions on the role and central bank functions 
on monetary policy, bank supervision, models and forecasts, 
autonomy and responsibility, etc., are aroused from the daily 
operation of central bankers. because of this what would be 
the right number of central bankers in order to successfully 
and effectively meet central bank duties remains a fashionable 
dispute. A similar question can be answered directly and not by 
a single answer. the staff figure is practically an incomparable 
indicator between central banks of different countries.

the main reason is correlative to the central bank functions. 
however, on the whole, we note a standardization of core 
functions of central banks like monetary policy, monetary 
operations, etc. Also, according to the needs or traditions of 
countries, central banks perform other duties as well. the most 
noticeable function is that of banking supervision.

in some countries, this function is under the central bank 
authority; in some others it is not, having no unique model. the 
same way, central banks may be engaged in estimating statistical 
indicators not directly related to monetary policy. functions of 
services are resolved problems in different forms, buying services 
from the third parties or performing them all alone. or in bank of 
Albania’ case, where tirana stock exchange is an integral part 
of the central bank activity, it is almost a unique experience. All 
these had a direct effect on the staff figure of the central bank. 
Additionally to that, it is clear that the number of central bankers 
depends on their efficiency at work. the current changes have 
evidenced three common trends: the number of central banks is 
raising and the number of central bankers is in decline, and the 
governor’s term of office is rising.
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the number of banks is mostly increased due to the introduction 
of new states and the establishment of central banks in those 
states where they have not existed before. Whereas the overall 
number of central bankers has got a downsizing trend as banks 
are trying to economize on costs and/or lose some functions. 
the term of office of governors is rising, as a reflection of 
endeavors to strengthen the central bank autonomy, especially 
the real one.

table 1 some data provided from central banks of some countries

no. country central 
bank staff

staff per 100000 
inhabitants

year of central 
bank establishment

1 china 150000 11.8 1948
2 russia 80700 55.5 1990
3 usA 23056 8.3 1914
4 germany 16074 19.4 1948
5 france 15265 25.6 1800
6 italy 8515 14.8 1893
7 turkey 5500 8.3 1931
8 Japan 5415 4.3 1882
9 spain 3124 7.8 1829
10 greece 3096 29.1 1927
11 romania 2444 10.9 1880
12 belgium 2408 23.5 1850
13 united kingdom 2344 3.9 1694
14 Argentina 2191 5.9 1935
15 malaysia 2124 9.6 1958
16 south Africa 2133 4.9 1920
17 south korea 2078 4.3 1950
18 netherlands 1842 11.5 1814
19 portugal 1828 18.2 1846
20 canada 1539 4.9 1934
21 czech republic 1450 14.1 1993
22 lebanon 1351 37.2 1964
23 sllovakia 1320 24.4 1993
24 hungary 1201 11.9 1924
25 bulgaria 1200 15.6 1879
26 Austria 1121 13.8 1816
27 poland 1118 2.9 1945
28 ecb 1032 1998
29 yugoslavia 1000 9.4 1883
30 Australia 977 5.0 1945
31 ukraina 995 2.0 1991
32 lithuania 884 24.5 1922
33 taiwan 876 3.9
34 israel 846 14.2 1954
35 singapore 842 19.6
36 kyrguz republic 834 5.0 1990
37 Jordan 815 15.8 1963
38 belarus 814 7.9 1990
39 ireland 720 18.7 1943
40 finland 702 13.6 1811
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41 latvia 685 28.7 1922
42 norway 630 14.0 1816
43 hong kong 601 8.3 1993
44 croatia 583 13.5 1991
45 switzerland 583 8.0 1907
46 chili 561 3.7 1925
47 denmark 553 10.3 1818
48 moldova 496 11.2 1991
49 sweden 488 5.5 1668
50 slovenia 384 19.9 1991
51 malta 300 76.0 1967
52 fyrom 284 13.9 1992
53 cyprus 273 35.8 1963
54 estonia 250 17.6 1919
55 bosnia & herzegovina 240 6.1 1997
56 new zealand 199 5.1 1933
57 luxembourg 180 40.6 1983
58 island 114 41.0 1961

source: morgan stanley central bank directory, 2002

however, the overall trend of the shrinking number of central 
bankers is not equally the same for every region. generally, 
newly established banks or those that are under the way of 
institutional development have got the trend to add the staff 
figure.

the only continent to buck the trend is Africa, where three 
quarters of the central banks are still expanding. the same may 
be said for many banks in eastern europe and former soviet 
union.

the central bank of bulgaria, which raised the staff figure 
from 479 in 1992 to 1330 in 1998, has now cut it back to 
1200. similarly, the bank of latvia increased the staff figure 
from 200 in 1993 to 715 in 2000, but it currently employs 685 
persons; the central bank of moldova is also a similar case with 
the first.

the national bank of hungary has got a constant downsizing 
staff since 1993 from 2654 to 1201 persons at present. the 
euro system employs 56,000 people; that’s more than twice 
as many as the u.s. federal reserve, which serves a larger 
economy... “but, europe has too many central bankers and it’s 
time to end the glut.”4
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on the whole, staff figures seem to have got rising trends in 
the first years of operation, reaching a peak, which begins to 
cut back later.

i. bAnk of AlbAniA’s stAff oVer yeArs

A central bank of a country is commonly an autonomous 
institution from the executive. An element of exercising the right for 
autonomy is also its exercising autonomy in policies of recruiting 
central bank personnel. central banks usually have the goal to 
attract highly qualified personnel, capable to successively carry 
out central bank tasks. euro system’s staff collected salaries and 
benefits for 2001 are nearly at usd 4.2 billion5.

on the other hand central banks must be sure that their 
autonomy will not be abused and misused in issues of recruiting 
personnel. for these reasons, the attention must be focused 
in increasing the staff efficiency. to all of these, the attention 
is paid to staff connected aspects and the following of such 
indicators as the staff figure.

An article of “central banking” magazine mentioned the 
bank of Albania as a central bank to have significantly increased 
the staff figure, attracting for the first time the attention on this 
indicator performance for the period of 1992-January 2002.
the bank of Albania average staff figure for the period of 1992 
- January 2001 has been 300 persons a year. based on the 
total staff figure, the bank of Albania is ranked the 125th on the 
descending scale amongst the banks. however its staff figure is 
still very low compared to the average staff figure of a central 
bank of 3148 persons or the median figure of 693 persons. on 
the whole, the evidenced trend, as expected, has been that of a 
rising average staff figure by 5 percent annually. nevertheless, 
this rise has not been equally the same, but it may be clearly 
divided into the following periods:

• during 1992-1997, the bank of Albania had a significant 
increase of its staff figure from 210 to 317 persons. the 
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increase in this period is justified by the fact that the central 
bank was established in 1992 and many of its functions 
were represented by one person or disclosed as work 
positions. during this period, there were taken all necessary 
arrangements to complete the organizing framework, either 
with functions or the appropriate staff.

• during 1998 and 1999, the central bank staff is reduced, 
reaching 272 persons. in both years, there have been 
structural arrangements and staff cuts in the framework of 
the government program to reduce the number of state 
administration.

• during years 1999-2002, it is evidenced a repeated 
scenario of the first period, meaning that there was 
evidenced a rising staff figure for the bank of Albania.

the bank of Albania’s organizational structure, additionally to 
its dividing into departments, sectors, offices, etc., attributive to 
staff and employment policies is also divided into the following 
categories:

• main staff, which includes all persons corresponding to 
departments fulfilling core functions of the bank as that 
of monetary policies and research, monetary operations, 
supervision, etc;

• secondary staff, which includes all those persons 
corresponding to departments fulfilling secondary functions 
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and aid with performing core duties, as that of accounting 
and payments, information technology, legal and human 
resources, etc; and

• support staff, which includes all those persons performing 
service functions to the central bank activity as that of 
cleaning, secretary, transport, etc. the above three groups 
represent the central bank staff in the main office. this staff 
is supplemented by the staff in bank branches located in 
the districts, the printing house and the training center 
for bankers which functioned over the period of 1993-
1998. changes in staff figures are caused by changes in 
all categories.

A typical feature for the central bank staff is the relatively low 
level of main staff, of that group that fulfills the core function of 
the bank. the main staff comprised the average of nearly 1/5 
(21.5 percent) of bank of Albania’s total staff. from 40 in year 
1992, this category currently counts 69 persons, with the largest 
figure of 93 persons in 1997. the ratio of main and secondary 
staff records the average of 1 for the total-examined period. 
the low number of main staff is not necessarily an indicator of 
efficiency in operation. on the other hand, the large number of 
secondary and support staff indicates inefficient governing of that 
part of central bank activity. Additionally to that, measures taken 
to reduce the staff after 1997 seem to have been more tangible 
to that category. so, at the end of 1999 compared to the end of 
1997, there were 31 persons less from the main staff against:

• 14 persons less from secondary staff
• 12 persons less from support staff
• 19 persons less from central bank subsidiaries established 

in districts;
• 19 persons less from the printing house staff
• 5 persons less from the training center staff, as this unit 

was cut as a structure.

on the other hand, the rising number of staff at the beginning 
of 2002 has not taken place only with the main staff category, 
but with other staff categories as well.
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7 persons are added to the main staff category compared to 
the end of 1999, against:

• 33 persons added as secondary staff;
• 19 persons added as bank branch staff located in the 

districts 
• 8 persons reduced the support staff category.

due to this reason, the bank of Albania has an average of 9.6 
central bank employees per 100000 people, a relatively high 
figure, but if compared to many developed countries’ central 
banks, it has an average of 2.1 main central bank staff per 
100000 people, which is a very low rate.
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such a disclosure of figures and performance of central 
bankers in the bank of Albania and their classification is very 
important to determine the midterm strategy in this respect, at 
least. it is clear that the bank of Albania’s strategy to improve the 
quality of work must be focused in developing the core functions 
of central bank activity.

first of all, this requires appropriate supply with staff. 
on the other side, the bank of Albania needs to improve its 
management in other aspects of its activity, aiming at enhancing 
its efficiency. given an unchanged central bank structure, the 
trend for the mid-term at least will be the increase of its staff 
figure. however, it would be in place to arrange ratios between 
different categories. so, more persons must be at the service of 
core functions of the bank or those functions that are important 
for the Albanian environment. practically the concentration of 
central bankers in the future must be considered in such sectors 
as research, analysis or statistics.

in the same way “to remove the charge” resulting from non-
typical functions of the central bank, it would be advisable to 
remove many auxiliary services, which may be provided from 
the third parties or that are not merely adroit to be performed 
by a central bank.

banking supervision represents a delicate aspect. many 
central banks today are renouncing from banking supervision, 
confiding it to other agencies and this movement is accompanied 
with reducing staff. however, it is not advisable that the bank 
of Albania be aggressive in this matter and remove this function 
within a 5-year period, at least. this argument is not the only 
subject matter of this paper; however, it is helpful to stress that 
this sector must be succored by rising staff to meet the activity 
resulted from the rising need for qualitative supervision.

table 2 bank of Albania real staff figures
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

i. main office 113 131 178 221 241 266 229 209 214 238 241

main staff 40 38 66 84 66 93 68 62 70 66 69
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secondary staff 47 53 55 65 82 76 76 62 64 95 95
Auxiliary staff 26 40 57 72 93 97 85 85 80 77 77

ii. local administration 
(branches) 63 61 68 57 57 56 39 37 54 56 56

iii. printing house 48 48 45 45 45 45 31 26 26 26 26
iV. training center 5 4 5 5 5 1

total 224 245 295 328 348 372 300 272 294 320 323
source: bank of Albania, legal and human resources department

ii. bAnk of AlbAniA And some bAnks of the 
region

if we compare the above indicators with some central banks 
in the region operating for the same population with that of 
Albania, we notice that the central bank of Albania has more 
advantageous positions, having the smallest staff figure either 
in absolute value or in relation to the population and a weak 
rising tendency of this indicator. such position reflects the fact 
that the bank of Albania will have a rising staff figure, even 
for some years in response to the consolidation of developing 
functions, especially with regard to their improving quality. the 
enhancement of efficiency must be sought at a later stage.

table 3 bank of Albania and some similiar banks

country population
(in milions)

central 
bank staff

staff per 
100000

change of staff
in % 1996-2001

bosnia & herzegovina 3.9 240 6.1
moldova 4.4 496 11.2 16.4
Armenia 3.3 379 11.4 31.6
croatia 4.3 583 13.5 35.3
fyrom 2.1 284 13.9 45.6
slovenia 1.9 384 19.9 -3.3
Albania* 3.1 320 9.6 -8.0

source: morgan stanley central bank directory, 2002
* bank of Albania

iii. term of office of goVernor

one of the latest trends is a gradual increasing expectation 
for the term of office of governor. in 2001 there were 23 newly 
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appointed governors mostly due to the end of the terms of office 
of previous governors. the average inflow of newly appointed 
governors from 1997 is 27, whose average increased with a 
particularly high change in 1999, when there were appointed 
37 new governors. A quick calculation indicates that the average 
expectation for terms of office of central bank governors is nearly 
6.5 years, and with a rising trend.6

A measuring indicator of central bank real autonomy is the 
changing rate of governors.

this indicator, measured for the first time in september 
19997, stated a very low level of the real autonomy. so any 
governor had 18 months as the average term of office. based 
on the stability that the central bank management had after 
1997, this indicator evidenced a significant improvement. 
the average term of office of governors was raised with 24 
months. however, according to this indicator, the bank of 
Albania is still remote from being really autonomous. the real 
term of office is 28.6 percent, from 84 months term of office 
of a governor. considering the verge that separates the high 
circulation from the low one of the governor, it takes values 
in the interval [0.2: 0.25]. in the bank of Albania’s case, the 
average figure of changing governors in a year is still high, at 
the rate of 0.5.

thus, though the current tendency of the rising term of office 
for governors has been confirmed so far, this term is really and 
legally as much as 1/3 of the common average. this trend has 
been influenced, inter alia, by the enhancement of the legal 
autonomy. Although the real and the legal autonomy are part 
of the total autonomy, the strengthening of the first provides 
premises for rise in the second.

for the period under study, in bank of Albania’s case, it 
may be confirmed that the strengthening of its legal autonomy 
(measured by the index set up by cukierman8) helped in extending 
the real autonomy, even significantly (correlation coefficient is 
0.7 percent).
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table 4 correlation between real and legal autonomy
real autonomy legal autonomy

legal autonomy correlation 0.688 1.000
sig. (2-tailed) 0.000
n 120 120

correlation is important at 0.01 (2-tailed).

iV. conclusions

the rising role of central banks in economy and their autonomy 
consequently is evidenced as a common trend, currently making 
them important institutions for domestic economies and because 
of this, central banks are increasing their efforts to become 
more efficient and be mostly focused in their core functions. 
this common trend is reflected in the number of bankers and 
their quality.

on the whole, the number of the central bankers is increasing 
with the establishment and development of the bank that reaches 
a peak and then begins to cut back with a rising interest to be 
more efficient and focused in core functions of the bank. As 
of this, whether the central banks in developed countries are 
evidenced on downsizing trends of staff figures or low indicator 
per 100000 people which states their higher profitability and 
efficiency at work, less developed countries or the developing 
ones are still on the rising side of the curve. this may be due to 
their completing with functions or developing functions, which 
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may not be part of their normal activity, or due to low technology 
or staff quality.

it is clear that the bank of Albania will follow a similar 
development history. on the whole, at least for the next three 
years, given that no current function is taken off from the bank, 
the staff figure shall evidence growth. the target must be that the 
rising staff might primarily go to those units that have the task to 
enable the performance of the core functions of the bank, not 
to support staff.

nevertheless, it is in the interest of the bank of Albania and 
in the succor of its improving management, to be disrobed from 
secondary activities that could be better ensured as services 
from the third parties.
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the bank of Albania’s monetary policy to october 2000 was 
based on the application of direct monetary policy instruments. 
found under the situation when the constant executive cuts of 
interest rates were not followed by commercial banks, the bank 
of Albania, at the beginning of the third quarter 2000, deemed 
it necessary to re-design the operating framework, deciding to 
base its monetary policy on the application of market instruments. 
repo rate already plays the core rate in the economy. 

the bank of Albania has made systematic improvements 
and changes in the operating framework, pursuing its target 
achievement during 2001. concretely in february 2001, the 
operating framework was completed with permanent facilities 
(overnight deposits and overnight credits), with auctions of outright 
sale/purchase transactions and with the fast repo auctions (daily), 
as well as there were made improvements in the current market 
regulations, whereas, in october 2001 a new structural operation, 
that of monthly and quarterly repo auctions, was approved. this 
made the bank of Albania’s operating framework be expanded 
and based on open market operations, permanent facilities and 
the required reserves. improving and completing money market 
regulations with new elements enhance manoeuvring spaces of 
the bank of Albania’s policy. 

bAnk of AlbAniA’s monetAry policy 
through open mArket operAtions 

during 2001
Suzana Sheqeri*

Arta Pisha
Keywords
- Monetary policy - Operational framework - Repurchase agreements -
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concretely: 

1 passing from multiple-price auctions to fixed repo auctions 
in April helped sending clearer signals to the money 
market;

2 using for the first time the overnight facilities provided by 
the bank of Albania in withdrawing and injecting excessive 
reserves from the system. their application brought interest 
rate stability in the money market, creating a visionary 
corridor for their oscillation within the limits established by 
the bank of Albania. these interest rates are very important 
for signalling the monetary policy; 

3 Approving and later on intervening for the first time with 
structural and settlement operations in the market, enabling 
the sterilization on stable market basis. 

All of these helped the bank of Albania to implement its 
monetary policy, which changed gradually depending on the 
performance of macroeconomic indicators retained from the 
previous year into a neutral and later on to a slight tightening 
policy. 

until march 2001, repo agreements were applied as weekly 
auctions1 with multiple prices and announced amount. the 
interest offered by the bank of Albania was gradually stabilized 
at 6.5 percent. through these auctions, the bank of Albania 
intended to signalize the market about its easing monetary 
policy as well as to ensure information about bank assessment 
on money price in this market. 

in the course of these auctions, it was noticed that their 
systematic frequency helped commercial banks to make a 
planned management of excessive reserves. however, plans on 
these investments met with limited possibilities for investing the 
excessive reserves. this was because banks competed in the 
auction, either for the amount or the interest rate. the withdrawal 
of excessive reserves from the system at predetermined limits by 
the bank of Albania let out unused funds after the auctions. on 
the other hand, a feature of the first half of 2001 was the use 
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by the government of privatization receipts for deficit financing, 
besides other resources, which lessened the government demand, 
causing increase of outstanding liquidity in the market. All these 
made the monthly average of excessive reserves2 oscillate at 
about lek 4.3 billion. 

in the situation of prevailing surplus in the market and limited 
possibilities for investments, commercial banks reduced the 
market rate, starting with the repo rates offered in the auction 
as an effort to win in the auction. the declining average 
rate in repo auctions started to be reflected in other money 
market rates but at different levels of flexibility. so the treasury 
bills yield demonstrated the highest level of flexibility. this 
happened because the system’s reaction was almost strong and 
immediate regarding the reduction of government treasury bills 
yield. commercial banks lek deposit rates reflected a declining 
tendency with a lower degree of elasticity compared to the more 
delayed treasury bills yield from the moment of transmitting 
the signal to the market. Although the lending price generally 
manifested a falling tendency, it was also accompanied by 
increase in separate3 months of this period, reflecting the 
restricted role of lending in domestic currency. the presence of 
these factors in the market impedes the efficient implementation 
of monetary policy instruments. the commercial banks’ reaction 
made them gradually reduce the high spreads between the 
applicable interest rates for lending and interest rates for 
accepting deposits. so for January - march ’01, as a result 
of the reducing price, the monthly average of the differential 
accounted for 10.98 percent, from 15.73 percent in the fourth 
quarter of the year 2000. 

What was noticed during this period was the lack of an 
orienting corridor for interbank market transactions. As a result, 
the level of interests in these transactions was not stabilized. 
the level of interest for the same term transactions moved in 
wide amplitudes, which for daily agreements oscillated around 
5.0 – 6.0 percent and for weekly agreements fluctuated around 
4.95 – 7.2 percent. Although the application of weekly repo 
auctions enforced restrictions to commercial banks, it provided 
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its results in livening-up the interbank activity. A modest increase 
of the interbank market was noticed for the period. the average 
monthly volume of transactions amounted to lek 0.89 billion. 
the low volume of interbank market transactions was conditioned 
not only by the market over-supply, but also by its deficiencies 
for a normal and systematic functioning. 

based on domestic developments of economy, inflation 
indicators and other monetary developments, the bank of 
Albania decided to change its monetary policy attitude from a 
soothing policy to a neutral stance. this corresponds to April-
August 2001. the bank of Albania continued to apply weekly 
fixed-price repo auctions as the main operation of the interbank 
market. so, to decide the repo rate, the bank of Albania was 
based on the resulted average from multiple price auctions that 
were lately stabilized at about 6.5 percent. changing the type 
of repo auctions was aimed at stabilizing the market rates and 
resolving the problems evidenced during the first period. 

Also, the bank of Albania applied for the first time the permanent 
facilities, overnight deposits and credits. the applicable interest 
for these facilities is plus 2.5 percent to the repo rate for overnight 
credits and minus 2.5 percent to the repo rate for overnight 
deposits. the scope of using these facilities was to ensure the 
withdrawal or injection of daily liquidity by commercial banks, 
influencing the stabilization of market movements of daily rates, 
signalizing the overall framework of monetary policy and serving 
as a corridor for daily rates in the market. 

placing a corridor for market rates recorded end of the 
period of the lack of stability in interbank market interest rates 
for various maturities. right from this period the interest rates 
in the interbank market were stabilized, having the corridor set 
forth at the operational framework of the bank of Albania as a 
reference. the interest for daily agreements oscillated by 4.25 
-4.5 percent and for weekly agreements by 6-6.7 percent. 

the changes undertaken by the bank of Albania created 
possibilities to commercial banks to invest all their excessive 
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liquidity planned for weekly maturity, solving the chronic problem 
of the market. in this period, the commercial banks’ requested 
and accepted amount for weekly repo auctions amounted to 
lek 196.3 billion. Among others, it was noticed that besides 
excessive reserves of less than 7-day maturity, in some cases 
banks failed to anticipate the accurate amount of the liquidity 
to be invested in repo auctions. this is so because during the 
weekly repo auction day there are cases when banks are not 
notified of the results of the primary market auction. 

under these conditions banks used the facility of overnight 
deposits offered by the bank of Albania to invest the excessive 
liquidity, having an interest return of 4.0 percent. this facility 
offered by the bank of Albania had a massive application by 
all banks of the system. the total invested reserves in overnight 
deposits reached the amount of lek 191.2 billion. As a result 
of all these changes, the monthly average of unremunerated 
excessive reserves decreased to about lek 0.64 billion. 

the withdrawal of all excessive reserves planned by commercial 
banks to be invested in weekly repo auctions from the bank of 
Albania helped in raising the interbank market activity compared 
to the first period. the average monthly volume of transactions 
reached to about lek 1.6 billion. 
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the decrease of excessive reserves lessened the pressures for 
interest rate reductions in the market. lek deposit rates and the 
treasury bills yield had an insignificant change, demonstrating the 
stabilization of these interest rates. in the meantime, the lending 
price in domestic currency continued to reduce, oscillating from 
one month to the other. As a result, starting from June 2001 and 
onward, for the first time the difference between the credit price and 
deposit rates in domestic currency maintained one-digit figures. this 
marked the period with the lowest spread from year 1997. 

parallel to investment forms of excessive reserves, commercial 
banks used the provided possibilities by the bank of Albania to 
meet liquidity shortages, either the overnight facility or 5 percent 
of the required reserves in domestic currency. the overnight credit 
was applied at a low frequency and in a small amount compared 
to overnight deposit. the bank of Albania reached the amount 
of lek 4.2 billion, whereas the volume of All required reserves 
used by commercial banks accounts for lek 5.3 billion. 

the change in the bank of Albania’s monetary policy stance, 
from easing to neutral, the application of new operations and 
the provision of facilities increased the manoeuvring spaces of 
second-tier banks. the operating framework let it up to the banks 
to decide the level of excessive reserves they must retain. banks 
lessened the statement of excessive reserves at their desired 
rate, decreasing the pressures for the reduction of market rates. 
parallel to this, establishing a fixed repo rate brought about 
stabilization of market rates.

based on the annual inflation rate during the first 7 months 
of 2001, its 5.6 percent rate at the end of July, expectations for 
rising inflation pressures as well as on other macroeconomic 
factors, the bank of Albania decided to raise the repo rate 
by 0.5 percent (50b.p.) the bank of Albania transmitted this 
stance to the market, continuing to use weekly fixed-price repo 
auctions as the main operation. 

the primary and interbank market reaction was immediate, 
since interest rate rise was nearly at the same extent with that 
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signalized by the bank of Albania. the stability created in the 
second period remained a typical feature. in the meantime, the 
increase of deposit rates was gradual and not as obvious as 
in the above markets. therefore, our country’s largest banks, 
such as the savings bank and the national commercial bank 
maintained unchanged deposit rates, while they raised the 
treasury bills yield, increasing the spread between the treasury 
bills yield and the new deposit rates. 

Whereas the rest of the system generally reacted in accordance 
with bank of Albania’s signals, behaving as market competitors. 
these banks increased lek deposit rates, besides treasury bills 
yield rise, maintaining the same interest spreads for domestic 
currency investments and for new deposits in lek. in fact each 
bank’s behaviour reflected the place they share in the market. 

taking into account the overall system, banks reaction was 
almost strong and immediate with respect to the rising yield 
of government treasury bills, feeble and delayed against time 
deposit rates in lek and with an unclear effect on the lending 
price, because of the above-explained reasons. from August 
20, 2001 to the end of the year, the banking system maintained 
low levels of excessive reserves. in the meantime, the end of 
the year was characterized by a low level of excessive liquidity 
caused by the increase of the money demand. in december ’01, 
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the level of participation in repo decreased a lot and moreover, 
banks did not participate at all in the last auction. 

After a long period of non-application, lombard facility as 
the last lending resource offered by the bank of Albania was 
applied only on 31 december 2001 by two commercial banks. 

neW instruments

An instrument applied by the bank of Albania for the first 
time for sterilization, on stable market basis are outright sale/
purchase of securities. the bank of Albania has performed two 
treasury bills sales in June and september ’01 at the amount of 
lek 4.9 billion each. in both cases, the savings bank was the 
buyer. in november 2001, repo monthly auction was organized 
for the first time. lek 2.0 billion was withdrawn from the banking 
system through it. 

the savings bank was the winner. thus, it comes out that the 
operational framework used by the bank of Albania has managed 
to fully transmit its monetary policy to the banking system and 
influence the interbank market of lending and borrowing either 
through increasing the trade volume or through the direction 
of these market interests. commercial banks have reacted to 
the bank of Albania’s monetary policy stance. the change of 
interest rates in the market has been at different levels of flexibility 
and lag conditioned by the domestic market development, the 
structure of financial markets, the place occupied by commercial 
banks, etc. 

the restricted role of lending in domestic currency, materialized 
in the low level of credit market development in domestic 
currency, makes the monetary policy effect on other economic 
agents be modest. repo rates will manage to fully transmit bank 
of Albania’s decisions to the economy after minimizing the 
monopoly position of the savings bank and rising competition 
in the market and a better co-ordination of monetary and fiscal 
authority and developing credit market to economy, and other 



229

similar markets, such as that of securities, of capitals, of fixed 
assets, etc., as potential and important channels in transmitting 
the monetary policy decisions to the economy. 
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notes

* suzana sheqeri, Arta pisha, specialists, research and monetary policy 
department.
1 Weekly auctions of repuchased agreements are of one week maturity and they 
are used to withdraw excess liquidity from the banking system.
2 the average for January ’01 – 20 march ‘01 (until the day when the overnight 
deposit is used).
3 banks that lend the economy in lek and the interest rates applied on credits 
depending on their maturity term changes almost every month. this brings high 
oscillations in the weighted average interest rate of credit in lek.
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living in a highly dynamic environment, where markets 
change per seconds, where the rate of performing operations is 
very high and the transmission of information is very fast, and 
competition and rules of the game are very tough, if planned to 
operate as a financial market investor to enable a positive result 
for business or manage successfully, this requires, first of all, 
credit risk awareness and management. 

credit risk appears since the moment of holding a simple 
deposit and it grows in accordance with the speculative degree 
taken by the form of investment. 

A service offered for knowing and identifying credit risk of 
banks, of securities or insurance companies, of public finances, 
of restructured finances, in other words, of the whole financial 
institutions, but at the same time even of sovereign credit 
authorities of a country, is a rating service provided by the three 
biggest international credit rating agencies, i.e., standard & 
poor’s, moody’s and fitch. 

these agencies have their first footprints at the beginning of 
XX century, offering first elements of credit rating to the investing 
community. the use of symbols and the terminology entered 

credit risk And credit rAting 
Agencies

Aida Hysi*

Keywords
- Credit risk - Rating - Credit rating - Credit rating agency -
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for credit rating by these agencies were considered practical 
right from the beginning of their use and have already taken a 
wide application, as their range is completed, increased and 
enriched, being ever more adjusted to new developments of 
different markets. 

credit rating or classification is realized through using a group 
of letters or a combination of letters and figures. knowing the 
technical language is necessary to read and understand credit 
ratings provided by these agencies for most of the financial 
institutions all over the world, being banks, securities or insurance 
companies or sovereign authorities. 

As a manager of international reserve, the bank of Albania 
is responsible for the management of foreign reserves. bank 
of Albania’s supervisory council approves “the management 
policy of the international reserves” through fixing the criteria 
and conditions for investing debt securities, and the permitted 
credit risk limits to banks and financial institutions with which 
it cooperates for investments, either in the money market or in 
fixed-income debt securities market. one of the conditions for 
investing in debt securities of banks or financial companies is 
credit rating by the above three agencies. 

under these conditions, it is necessary to know the symbols 
and the terminology used by these agencies to understand 
credit ratings and the risk accompanying an instrument, a debt 
security, a bank or a financial institution. 

WhAt does “rAting” meAn?

the three agencies, the fitch, moody’s and standard & poor’s 
define the credit rating of banks or of various financial companies 
as an opinion about creditworthiness of the overall solvency of 
a borrower or of a specific class of financial obligations, or a 
specific financial program (including ratings on medium term 
note programs and commercial paper programs). the rating 
is not a recommendation to purchase, sell or hold a financial 
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obligation, in as much as it does not comment as to market 
price or suitability for a particular investor. 

proViding A “credit rAting”

issue credit ratings are based on qualitative and quantitative 
bases, following a specific methodology in accordance with 
the criteria and profile or selected statistical, mathematical 
or computer pattern the agencies use. they go beyond the 
assessment of reports or indicators expressed in the language 
of numbers, meaning that a rating assesses at the same time 
the invisible strengths and weaknesses of banks and other 
institutions. 

the currency in which the payment will be effected is a key factor 
of analysis. so, the borrower’s capacity to settle the obligations 
in foreign currency is frequently lower than the capacity to repay 
obligations in local currency, due to the capacity of sovereign 
government, which is relatively lower for foreign currency debt 
than for domestic currency debt. 

the three credit rating agencies provide their default risk 
rating in terms of non-repayment capacity of the issue or issuer. 
groups of letters or combinations of letters and figures, which 
contain a well-established denotation, comprise the symbols 
they use for credit ratings.

types of credit rAting

credit ratings can be either long-term or short term. short-term 
ratings are done mainly for those obligations or instruments that 
are considered as short-term in the relevant markets. in the u.s. 
for example, this means obligations with an original maturity of 
no more than 365 day- including commercial papers. 

such a rating is done even to long-term obligations or 
instruments as well (resulting to dual rating), so that debt 



2��

assessment be as accurate and coherent as possible, and under 
constant attention. 

long-term notes are defined through long-term rating.

below are given the definitions of symbols and terms used by 
these agencies for credit rating of financial institutions and a 
summarized table of the various symbols they use. 

long-term issue credit rAtings

investing category

AAA or Aaa 

the highest credit rating 

rating in “AAA” or “Aaa” category denotes the lowest 
credit risk. such a rating is assigned in specific cases, when 
the capacity to timely meet the financial commitments on an 
obligation is extremely strong. this category constitutes the best 
rating assigned by the agencies. 

AA or Aa 

A very high credit rating

the “AA” rating denotes a very low credit risk. it indicates 
a very strong capacity to meet the financial commitments in 
due time. this capacity is not very susceptible to changes in 
circumstances and economic conditions. 

A 

high credit rating

“A” rating denotes low credit risk. it denotes a strong 
capacity to timely meet its financial commitments. however, this 
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capacity is more susceptible to changes in the circumstances 
or economic conditions than the capacity mentioned in higher 
rated categories. 

bbb or baa 

good credit rating 

the “bbb” or “baa” rating denotes that there exists a low 
degree of credit risk. it indicates a sufficient degree of capacity 
for the timely payment of financial commitments, but adverse 
economic conditions or changing circumstances are more likely 
to affect this capacity. this is regarded as the lowest degree of 
investing category. 

speculative category

bb or ba 

speculative 

the “bb” or “ba” indicates that there exists the likelihood 
of credit risk rise, particularly in the case of adverse economic 
circumstances over time. however, the business and financial 
alternatives are likely to enable the fulfilment of financial 
commitments. this category constantly reflects uncertainty 
or major exposure to adverse conditions, which may put into 
question the meeting of commitments. 

b 

Very speculative

the “b” category denotes that currently there exists a 
significant degree of credit risk. however, a limited margin of 
safety remains. financial commitments are currently being met, 
but the capacity for continued timely payments is contingent 
upon a sustained, favourable business and economic 
environment. 
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ccc, cc, c or caa, ca, c 

high degree of nonpayment risk 

nonpayment is currently probable. the capacity to meet its 
financial commitments is totally dependent upon favourable 
business, financial and economic conditions. in the event of 
adverse business, financial or economic conditions, the obligor 
is not likely to have the capacity to meet its financial commitment 
on the obligation. 

“ccc” or “caa” rating is currently VulnerAble to 
nonpAyment; “cc” or “cA” rAting is currently 
highly VulnerAble to non-pAyment. 

ddd, dd, d 

in payment default 

the issue or issuer rated in this category is extremely 
speculative and its value can not exceed the value obtained 
from any possible liquidation or re-organization process. 

so, institutions rated as “ddd” have the highest likelihood to 
continue the activity and recover, and there can be included or 
not the possibility of a re-organization process. 

the institutions rated as “dd” and “d” are in fact undertaking 
formal re-organization or liquidation process. the “dd” rating 
means more likelihood to meet the unsettled obligations to a 
greater extent, whereas the “d” rating represents the lowest 
likelihood to re-pay all obligations. 

the equiVAlence of symbols for long-term issue 
credit rAtings

fitch standard & poor’s moody’s
AAA AAA Aaa
AA+ AA+ Aa1
AA AA Aa2
AA- AA- Aa3
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A+ A+ A1
A A A2
A- A- A3
bbb+ bbb+ baa1
bbb bbb baa2
bbb- bbb- baa3
bb+ bb+ ba1
bb bb ba2
b- b- ba3
b/b+ b/b+ b1
ccc
cc
c
d

ccc
cc

c
d

caa
ca
c
d

nr nr nr

short-term issue credit rAting

relative to the short-term issuer credit ratings, the three 
agencies use different symbols to indicate the degree of credit 
quality. 

standard & poor’s

A-1 

An obligor rated ‘A-1’ has strong capacity to meet its 
financial commitments. it is rated in the highest category by 
standard & poor’s. 

A-2 

An obligor rated ‘A-2’ is somewhat more susceptible to the 
adverse effects of changes in circumstances and economic 
conditions than obligors in higher rating categories. however, 
the obligor’s capacity to meet its financial commitment on the 
obligation is sAtisfActory. 

A-3

An obligor rated ‘A-3’ exhibits AdequAte capacity to meet 
its financial obligations. however, adverse economic conditions 
or changing circumstances are more likely to lead to a weakened 
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capacity of the obligor to meet its financial commitment on the 
obligation. 

b 

An obligor rated ‘b’ is regarded as VulnerAble and as having 
significant speculative characteristics. the obligor currently has 
the capacity to meet its financial commitments; however, it faces 
major ongoing uncertainties, which could lead to the obligor’s 
inadequate capacity to meet its financial commitment on the 
obligation. 

c 

An obligor rated ‘c’ is currently VulnerAble to 
nonpayment and is dependent upon favourable business, 
financial and economic conditions for the obligor to meet its 
financial commitment on the obligation. 

fitch

f1 

strong

indicates the strongest intrinsic capacity for timely 
payment of financial commitment on the obligation. this 
category may be accompanied by “+” to indicate any 
exceptionally strong credit feature. 

f2 

moderately strong

indicates a sAtisfActory capacity for timely payment of 
financial commitment. however, the margin of safety is not as 
great as in the case of the higher ratings. 
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f3 

moderate

indicates an AdequAte capacity for the timely payment of 
financial commitment on the obligation. however, such capacity 
is more susceptible to near-term adverse changes and could 
result in a reduction to “vulnerable”. 

b 

speculative

indicates minimum capacity to meet short-term obligations 
and vulnerability to adverse changes in financial and economic 
conditions 

c

high nonpayment risk

nonpayment of obligation is a real possibility. capacity to meet 
financial commitment on the obligation is solely reliant upon a 
sustained, favourable business and economic environment. 

d 

in default

indicates actual or imminent payment default.

moody’s 

moody’s uses the prime rating system for short-term credit 
rating. 

p-1 (prime-1) 

issuers rated p-1 (or supporting institutions) have a superior 
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ability for repayment of short-term debt obligations. it is presented 
as the highest rating for short-term credit. 

p-2 (prime-2) 

issuers or (supporting institutions) rated prime2 have a strong 
ability to repay short-term debt obligations, however to a lesser 
degree compared to the first category. earnings trends and 
coverage ratios, while sound, may be more subject to variation 
with the passing of time and upon changes of economic 
conditions. 

p-3 (prime-3) 

issuers or (supporting institutions) rated prime-3 have an 
acceptable ability for repayment of short-term debt obligations. 
the effect of industry characteristics and market compositions may 
be more pronounced. Variability in earnings and profitability may 
result in changes in the level of debt-protection measurements 
and may require relatively high financial leverage. 

np (not prime) 

issuers rated not prime do not fall within any of the prime 
rating categories. 

other rAting symbols And cAtegories 

plus (+) or minus (-) 

the ratings from ‘AA’ to ‘ccc’ may be modified by the 
addition of plus or minus sign to show the relative standing 
within the major rating categories. 

numerical modifiers - 1, 2, 3 

moody’s applies numerical modifiers 1, 2 and 3 in each 
generic rating classification from “Aa” through “caa”. the 



2��

modifier 1 indicates that the issuer is in the higher end of its letter 
rating category; the modifier 2 indicates a mid-range ranking 
and the modifier 3 indicates that the issuer is in the lower end of 
the letter rating category. 

r 

An obligor rated ‘r’ is under regulatory supervision owing to 
its financial condition, a period during which the supervisory 
regulators may have the power to favour one class of obligations 
over the others or pay some obligations and not the others.

sd and d 

An obligor rated “sd’ (selective default) or ‘d’ (default) has 
failed to pay one or more of its financial obligations when it/
they came due. 

credit rating agencies assign a ‘d’ rating when they believe 
that the default will be a general default and that the obligor will 
fail to pay all substantially obligations as they come due. ‘sd’ 
rating is given when these rating companies believe that the 
obligor has selectively defaulted on a specific issue or class of 
obligations but it will continue to meet its payment of obligations 
on other issues or classes of obligations in a timely manner. 

n. r. 

An issuer designated n.r is not rated.

‘pi’ rating definition 

ratings with “pi” subscript are based on an analysis of an 
issuer’s published financial information as well as additional 
information in the public domain. they do not, however, reflect 
in-depth meetings with an issuer’s management and are, 
therefore, based on less comprehensive information than ratings 
without ‘pi’ subscript. ratings with ‘pi’ subscript are received 
annually based on a new year’s financial statement. outlooks 
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are not provided for ratings with a ‘pi’ subscript, nor are they 
subject to potential credit Watch listings. 

ratings with ‘pi’ subscript generally are not modified with ‘+’ 
or ‘-’ designations. however, such designations may be assigned, 
when the issuer’s credit rating is constrained by sovereign risk or 
the credit quality of a parent company or affiliated group. 

outlook rating 

rating outlook assesses the potential direction of a long-term 
credit rating over the intermediate to long term. in determining 
a rating outlook, consideration is given to any changes in the 
economic and/or fundamental business conditions. An outlook 
is not necessarily a precursor of a rating change or future credit 
Watch action. 

· positive means that a rating may be raised. 
· negative means that a rating may be lowered. 
· stable means that a rating is not likely to change. 
· developing means that a rating may be raised or lowered. 
· n.m. means not meaningful. 

credit Watch 

credit Watch highlights the potential direction of short- or 
long-term rating. it focuses on identifiable events and short-term 
trends that cause ratings to be paced under special surveillance 
by the analytical staff. 

these may include recapitalizations, voter referendums, and 
regulatory action or anticipated operating developments. 

ratings appear on credit Watch when such an even or a 
deviation from an expected trend occurs and additional 
information is necessary to evaluate the current rating. A listing, 
however, does not mean a rating change is inevitable and, 
whenever possible, a range of alternative ratings will be shown. 
credit Watch is not intended to include all ratings under review 
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and rating changes may occur without the ratings having first 
appeared on credit Watch. 

the ‘positive’ designation means that a rating may be raised; 
a ‘negative’ designation means that a rating may be lowered; 
and ‘developing’ means that a rating may be raised, lowered 
or affiliated. 

dual ratings definitions 

rating agencies assign ‘dual’ ratings to all debt issues that 
have a put option or demand feature as part of their structure. 
the long-term debt rating symbols are used for bonds to denote 
the long-term maturity and the commercial paper rating symbols 
for the put option. 

‘r’ 

this symbol is attached to the ratings of instruments with 
significant non-credit risk. it highlights risk to principal or 
volatility of expected returns, which are not addressed in the 
credit rating. 

examples include obligations linked or indexed to equities, 
currencies, or commodities, obligations exposed to severe 
prepayment risks. 

Withdrawn 

A rating is considered withdrawn when the agency terms the 
information submitted for rating as insufficient or in the cases 
when the obligation is matured, is called (or has a calling 
feature) or is refinanced. 

rating Alert 

fitch provides a similar rating to that of standard & poor’s 
credit Watch. ratings are placed on rating Alert to notify the 
investors that there is a reasonable probability of a rating change 
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and the likely direction of such a change. these are designated 
as: 

“positive”, when indicating a potential upgrade;
“negative’ when designating a potential downgrade; or
“evolving” if ratings may be raised, lowered or maintained. 

rating Alert is typically resolved over a relatively short period. 
concluding this introduction and taking into account the bank 
of Albania’s objectives, the rise in the number and types of 
instruments where it may invest and the financial institutions it 
may co-operate to reach this end, is highlighted as a possibility. 
knowing this language is necessary to read and understand credit 
ratings provided by these agencies for the majority of financial 
institutions worldwide, either banks or security companies. 
knowing, using and updating them may be regarded as another 
possibility for successful management of credit risk relative to 
the bank of Albania’s managed reserve. 

other correspondent central banks use the services offered 
by these agencies depending on the criteria and information 
they require to have under disposal. however, the tendency of 
these banks is that they use credit rating services from at least 
two of these agencies. 

* Aida hysi, specialist, public relations department.
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the performance analysis of deposits accepted by commercial 
banks and their composition as to the multiplicity of types, terms 
and currencies has a specific importance in some aspects. 
Amongst the most important, we would mention the contribution 
they give in creating broad money and its component elements, 
playing an important role in assessing inflation pressures in the 
economy. on the other hand, broad money structure and its 
stability comprise an important resource to credit the domestic 
economy, helping the economic growth of the country. this 
paper deals with banking system deposit performance over 
the years 1992-2001, the factors that have influenced deposit 
performance, the monetary policy followed by the bank of 
Albania, deposit structures as per sectors of the economy and 
the development of deposit market in the banking system. 

i. totAl deposits And their impAct on 
money supply

banking system deposits for years 1992-2002 have recorded 
a growing trend. this is reflected in the stable growing trend of 
total deposits to total liabilities of the banking system.
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the reasons for the increase in deposits consist in:

• improved welfare, bringing about more savings opportunities,
• increased level of bank–depositor cooperation,
• increased number of banks,
• provision of more products and advertisements.

commercial banks’ interest in attracting more savings 
complies with bank of Albania’s strategy for cash reduction in 
the economy and banking system expansion. 

the fact whether economic agents give more priority to 
money as currency for transactions or to savings at a certain 
period, provides the possibility to assess the stability of monetary 
situation. during the periods of inflationary expectations, 
economic units tend to hold high liquid money, whereas the 
improving confidence in lek stability boosts the motivation for 
savings, enhancing the time deposit share to money supply. 

changes occurring in allocation of financial assets, in the 
currency in circulation and in different deposit forms, express the 
motives determining the money demand. these developments 
over the time reflect at the same time the effects of the bank of 
Albania’s policy on the use of instruments for achieving mid-
term targets with respect to broad money growth.
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the performance analysis of financial assets allocation will 
be viewed in the framework of monetary aggregates and the 
contribution they give to the creation of broad money. the basic 
trend of money supply performance in 1992-2001 is presented 
in chart 2. the determinant element of money supply growth is 
mainly focused on All time deposits of m2 aggregate. 

 

table 1 money supply structure in percent 
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

cob 34.39 35.85 39.03 38.99 30.93 36.63 28.52 27.77 30.25 30.26

demand deposits 
in lek 25.28 20.41 15.74 16.15 27.56 9.54 6.43 7.40 7.56 6.10

m1 59.67 56.26 54.78 55.14 58.49 46.17 34.95 35.17 37.81 36.35
time deposits 
in lek 16.55 23.32 26.43 26.17 19.57 35.53 48.24 46.66 42.81 41.23

m2 76.22 79.57 81.20 81.31 78.06 81.70 83.19 81.83 80.62 77.58
deposits in 
foreign currency 23.78 20.43 18.80 18.69 21.94 18.30 16.81 18.17 19.38 22.42

m3 100.0 100.00 100.0 100.00 100.0 100.0 100.00 100.0 100.00 100.00
liquidity
indicator 0.25 0.20 0.16 0.16 0.28 0.10 0.06 0.07 0.08 0.06

deposits in 
foreign currency/
broad money

0.24 0.20 0.19 0.19 0.22 0.18 0.17 0.18 0.19 0.22

the data in table 1 express more clearly the structural change 
of broad money over years. thus:

• 4.13 percentage points reduce the share of currency 
outside banks from year 1992 to year 2001 compared to 
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the19.18 percentage points decline of demand deposits for 
the same period. this has made the liquidity indicator (m1/
m3), as a standard estimator of the available liquidity in the 
economy, from the total of money supply, be downward; 

• 24.68 percentage points increase time deposit share in lek 
to broad money for the period of 1992-2001;

• foreign currency deposit share to broad money does not 
demonstrate any stable trend, due to oscillations presented 
in different years. After year 1998, however, their share has 
reflected a growing trend to money supply aggregate. the 
indicator under analysis is oscillated between 0.17-0.24, 
recognizing a fall of 0.02 points from year 1992 to year 
2001. 

banking system deposit market has generally been upward 
and with satisfactory paces. these have made money supply 
developments in Albania for the period of 1992-2001 be 
characterized by a stable growth of time deposit share to money 
supply, against the declining trend of time deposits in lek, 
excluding year 1996. 

the change in the share of time and demand deposits in the 
broad money has given its effects on the changing structure of 
money supply, in the favour of less liquid assets, thus reflecting 
money supply stability over time. the development of relationships 
between time and demand deposits in domestic or foreign currency, 
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mostly in the favour of lek deposits, confirms the enhancement of 
public confidence in lek’s stability and the increased capacity to 
meet the function of maintaining the lek’s value. 

changes in the ratio between liquid assets against less liquid 
assets are conditioned by the fact that money is used to meet the 
needs for transactions in the economy (currency outside banks 
– demand deposits), for speculative requirements (short-term 
deposits) and for savings motives (long-term deposits).

With the passing of years, the ratio seems to have undergone 
changes in the favour of savings, reflecting the rising confidence 
in the banking system, whereas the currency outside banks and 
demand deposits in lek have decreased their share from 59.67 
percent in year 1992 to 36 percent in year 2001. the level 
of this indicator reflects its not too high degree of correlation 
between the banking sector and the real sector of the economy. 
Although commercial banks have done a considerable work 
to attract businesses, figures indicate that the informal market 
performs a substantial number of transactions. some businesses 
or a part of the public do not prefer to place their money with 
banks, because of the following motives:

• their willingness to escape duty taxes;
• Avoiding the declaration of their money source at banks;
• impediments and delays that they may encounter at bank 

windows, etc.
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the rising motive to savings is clearly expressed in the time 
deposits indicator to total gross domestic production. this ratio 
has increased, from 23 percent in year 1992 to 40 percent 
in year 2001. besides the degree of mobilization of savings, 
this level expresses the increased public confidence in banking 
institutions.

 
bank of Albania’s policy related to lek interest rates has 

played an important role in the performance of time deposits 
of the system. minimum time deposit interest rates are gradually 
adjusted, following inflation movement and other monetary 
and economic developments, so that the real interests remain 
at positive and eligible rates. in this way, household deposits 
remain protected from inflation movements and real incomes 
stay at positive rates.

real interest history is presented with noticeable oscillations. 
most noticeable is the period of July ’95 - march ’97, where 
real interests remained at negative levels and for the rest of 
the period, this level has been positive, moving from + 26.5 
percent to +1.0 percent. real interest accounted on average 
for the whole period is 5.11 percent. omitting the periods when 
real interest reaches extremely positive or negative values, its 
average level accounts for 4.54 percent, whereas gdp real 
value is increased by the average of 6.8 percent for the period. 
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excluding year 1997, which recognized a real negative growth 
of production, this level accounts for 8.6 percent. 

real interest rate or more precisely real return on deposits has 
a significant effect on the volume of real financial savings and 
on the economic growth. 

from the comparison of real interest annual average and real 
growth of domestic production, the effect of the real interest 
rate on the economic growth seems positive. the policy of 
maintaining interests at real positive rates is accompanied by 
the overall growth in domestic production of the country. so, 
starting from october 1999 and onward, the real interests stay 
below the real growth of domestic production of the economy, 
expressing also the bank of Albania’s easing monetary policy 
concerning interest rates.  

Box �.

In general, the situation in year �996 was presented with a rising 
level of deposits in the system and with a low inflation. Under these 
conditions, increasing minimum rates at 6.5 percent for �- and 
�2- month deposits and 6 percent for 6-month deposits was highly 
eligible under the circumstance in which these changes were made. 
The situation Albania happened to find itself in the first months of 
�997 was unpredictable and it is understandable that in the short-
term forecasts of real interests, a year ago no such considerable 
changes were predicted in the core macroeconomic indicators of 
the country. 

However, fast actions were taken on the level of interests to channel 
all accumulations released by this market into the banking system 
to control them, in order to directly serve the main target, i.e. the 
alleviation of inflation rising rates. In fixing the minimum interests 
for this period, the main scope was not their real level, but more 
acceptable levels, which would lead to decrease of inflation rate. 
Thus, to be stimulated were not only those who had the possibility 
to accumulate but also the whole population, and mainly its poorest 
part.
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In �997, �-month deposit rates underwent more change than 6- and 
�2- month deposits. So, they were raised � times, amounting to �8.5 
percent at the beginning of `97, reaching �7 percent in June of this 
year, to be cut � times during the second half of �997, down to 26 
percent at year-end.

After May `97 no more changes took place for 6- and �2-month 
deposits, because the inflation rate for �998 was expected to drop in 
comparison to �997. Thus, holding unchanged the minimal interest 
on �2-month deposits, they would gradually pass from the negative 
to the positive level in real terms.

Quarterly deposits nominal interest rate rise aimed at returning 
deposits to the banking system, raising the absorbing capacity of 
financial assets to be released from the distribution of frozen money 
into accounts of “Populli” and “Xhaferri” funds. 

This was also due to the fact that for the moment they comprised the 
only short-term instrument to respond to the difficult financial situation 
the banking system was undergoing after the significant decline of 
time deposits in the first months of �997. Lek time deposit share to 
broad money went up from �9.57 percent at the end of �996 to 
�5.5� percent at the end of �997.

After this year, the Bank of Albania policy in cutting the minimum 
of deposit rates has followed directly the lending cost reduction, 
helping the recovery and the rise of investments in the economy. 
Annual inflation rate fell from �2.� percent at the end of �997 to 8.7 
percent at the end of �998. Nominal interests underwent five times 
cut during �998, reaching respectively at �0 percent, 9.5 percent 
and 9.5 percent for �-6-and �2- month deposits.

The increase of monetary stability, the rising of confidence in the 
Lek’s stability and low inflationary expectations served as a basis for 
further cutting these rates also during �999 and 2000. Maintaining 
the horizontal dependence on the time factor, they were cut thrice 
in the first half of �999, followed by three other cuts to the end of 
the year. Banking system average weighted interest rate for �2- 
month deposits reached 8.�0 percent at the end of 2000. The same 
interest rate for the �-month deposits accounted for 7.72 percent 
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at the end of the same year. Nominal interests constantly adjusted 
to inflation rate throughout the year made real time deposit interest 
rates fluctuate at reasonable rates.

After October 2000, the Bank of Albania did no longer administratively 
assign time deposit interest rates in Lek. Repo rates were assigned 
as a reference for the market rates. To the end of 200�, the Bank 
of Albania policy related to interest rates has been constantly 
tightened. At the end of 200�, banking system average interest 
rates for �- and �2- month deposits were respectively cut to 7.08 
and 6.�� percent. 

the rising motive for savings, materialized in time deposits 
growth, contains a “speculative”1 element as well. the advantage 
of keeping money in short-tem customer deposits has changed 
the structure of time deposits.

the lek time deposit structure at the savings bank2 
encountered significant changes over the period 1992 –2001. 
in year 1992, the ratio between 3- and 12-month deposits was 
1:92 on advantage for 12- month deposits. At the end of 2001, 
this ratio was displaced to 49.27: 41.77, in favour of 3-month 
deposits.

before 1996 the spreads in lek time deposit rates (3-6-and 
12-month term) were not so high as to arouse displacement 
between maturity terms. in year 1997, allured from high 
interest returns from time deposits, mainly short-term ones, new 
time deposits received in domestic currency noticed a terrific 
increase. Also, demand deposits started a gradual shifting to 
time deposits, where quarterly ones occupied the main share.

these changes led to the rising costs of newly accepted 
deposits (time) measured through weighted average rate on 
time deposits in lek of the savings bank in particular, and of the 
banking system in general.

the monthly average of time deposit rates of the banking system 
rose from 16.47 percent in 1996 to 29.77 percent in 1997.
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in view of maturity terms, the monthly average rate on 3-
month deposits doubled compared to year 1996, reaching 
30.33 percent and the average rate on 12-month deposits went 
up from 16.77 percent to 27.07 percent.

 
even during the years 1997 and 1999, the average weighted 

rate for 3-month deposits was higher than for other maturity 
terms. newly accepted deposits of 3- and 12-month term 
tendency was towards the alleviation of disproportions caused 
by the elimination of large spreads between short and long term 
deposit interest rates. in 1999 the average cost of the newly 
accepted 3- and 12-month deposits accounts for 13.189 and 
12.87 percent, being respectively reduced to 6.3 and 7.08 
percent for 3- and 12- month deposits in 2001.

table 2 performance of deposit structure and average rate of All deposits with the 
savings bank, in percentage 

1 
month

3 
month

6 
month

12 
month

24 
month

share* interest** share interest share interes share interest share interest
1992 1.00 18.00 7.00 25.00 92.00 32.00
1993 0.70 12.00 3.20 18.00 96.00 24.00
1994 0.50  7.00 2.00 12.00 97.50 14.50
1995 2.22 10.50 4.70 13.00 93.08 14.20
1996 0.25 18.00 6.46 15.10 5.03 15.90 88.26 16.60
1997 0.23 19.00 54.54 33.56 3.25 26.41 41.49 26.90 0.05
1998 0.21 12.00 53.71 23.08 5.46 23.08 40.19 23.35 0.05
1999 52.00 14.20 7.00 14.20 41.00 13.80 0.03
2000 50.87  7.57 7.55  7.85 41.59  8.20
2001 49.27  6.85 8.96  7.69 41.77  7.60

*the specific weight in percent of lek deposits by term to total deposits in lek 
**Average weighted interest rate for deposits held with this bank 
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the savings motive in economy is significantly influenced 
by other psychological factors, which have created “panic” 
situations. these factors of unstable nature have exercised a 
temporary negative impact on deposit performance of the 
banking system and have been localized at specific banks. 
in view of their impact on changing the savings motive of the 
public, the bank of Albania changed the level of interest rates 
with the intention to neutralize the negative impact of these 
factors and ensure the normal flow of deposits into the system. 
the banking system has recognized two “panic” situations for 
the period under study, being caused by different factors. 

the first is related to the panic created by the insolvency 
of pyramid schemes. the total collapse of pyramid schemes 
was accompanied, besides the destruction of many economic 
balances, also with social, economic, psychological and political 
consequences. the crisis of confidence in informal market 
institutions and the lack of economic and political stability were 
also felt by formal market institutions. citizens, under the effect of 
the “panic” situation, withdrew deposits from commercial banks. 
under the situation of a political and economic crisis, to interrupt 
further outflow of deposits from the banking system, the bank of 
Albania intervened by raising time deposit rates in the market. 

the second is related to savings bank’s privatization and the 
propaganda on the so-called insecurity of deposits placed with 
this bank at the beginning of 2000. the panic created gave some 
instant negative impacts on the customers’ motive in placing 
deposits with this bank, reflected in the deposit performance 
over 2000. the effect was strongest in the first half of the year; 
however, its influence was also felt during the second half of 
the year. time deposit weight to broad money descended by 
3.85 percentage points at the end of 2000, while currency in 
circulation ascended by 2.48 percentage points.

the banking system deposits behaviour in domestic and foreign 
currency is conditioned, inter alia, even by the maintaining of 
optimal ratios between the lek deposit interest rates and those 
in foreign currency. 
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this behaviour of banking system deposits in domestic and 
foreign currency comes out more clearly, if we analyse the 
specific weight of domestic and foreign currency deposits to the 
total of these deposits.

table 3 Weight in percent of All time deposits and foreign currency deposits to the 
total of these deposit groups 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
time deposits 
in lek 41.03 53.30 58.44 58.34 47.14 66.01 74.16 71.98 68.83 64.78

deposits in 
foreign currency 58.97 46.70 41.56 41.66 52.86 33.99 25.84 28.02 31.17 35.22

total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Average annual 
rate of lek/usd 102.06 94.62 92.79 104.5 148.93 150.64 137.69 143.88 143.61

At first sight, All time deposit weight is presented with a rising 
trend against the falling trend of foreign currency deposits, 
compared to the total time deposits. however, the year–on–year 
performance of All time deposit weight always moves on the 
reverse side to that of foreign currency deposits. more precisely, 
the reduction of All deposit weight in 1996 compared to foreign 
currency deposits, was an outcome of the influence of informal 
market and foreign banks expectation to receive more deposits 
in foreign currency. in 1997 the ratio changed in favour of All 
time deposits, due to their very attractive interests. this ratio 
was maintained in 1998, to change after 1999. starting from 
1999, other factors, besides the bank of Albania’s easing policy 
related to interest rates, have also influenced the rising weight of 
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foreign currency time deposits to those in lek. such other factors 
are as follows: more active operation of foreign banks after ’96-
’97; their greater inclination to take foreign currency deposits; 
vast foreign exchange inflows during kosovo crisis (year 1999); 
commercial banks’ marketing for converting eu currencies free 
of commissions (2000) before the euro introduction on January 
1, 2002.

correlations between deposits in domestic and foreign currency 
and displacements from one side to another are mainly influenced 
by the following factors:

• level of deposit interests in lek;
• level of deposit interests in foreign currency;
• the intercession in this spread3 of the appreciation or 

depreciation effect of the lek in the domestic foreign exchange 
market;

• the degree of monetary stability, mainly related to inflation 
expectations.

concretely high interest rates in lek during 1997 and the 
appreciation of lek to the main foreign currencies led to deposit 
displacement from those in foreign currency to those in lek. return 
on All deposit interest rates have been some times higher than on 
foreign currency deposits. After this year and onwards, the spread 
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between lek interest rates and the interest rate according to parity 
principle was significantly reduced, due to prudential policy of the 
bank of Albania on interest rates and the lek’s stability. 

charts 9 and 10 provide a clearer idea on the nominal interest 
rates of All time deposits and on the accrued interest rate of All 
time deposits, after the nominal interest rates of the main currencies 
are average weighted to lek appreciation and depreciation 
coefficients to the main currencies, accounted on annual basis. 

based on the parity principle of lek interest rates applied by the 
banking system and foreign currency interest rates, we have the 
following situation:



259

• to the end of 1996, interest rates on 12-month deposits 
in lek have almost been under the required level from this 
principle, presenting the greatest advantage of holding 
deposits in foreign currency than in lek;

• during the period of 1997–1998, the level of interest on 3- 
and 12-month deposits has been higher than required by this 
principle. the ratio of lek deposit share to foreign currency 
deposit share changed from 47.14: 52.86 at end of 1996 to 
74.16:25:84 at end of 1998;

•  during the period of 1998-2001, the level of lek time deposit 
interest rates recorded a constant reduction, being better 
adjusted to the market conditions and narrowing the spread 
existing between the nominal rate prevailing in the banking 
system and the accrued one. the ratio of lek deposit share to 
foreign currency deposit share dropped slightly, turning out 
to be 64.7:35.22 at end of 2001. 

• After 2000 and onwards, the spread has been narrowed 
significantly, reaching low rates that have impacted also on 
reducing the growth paces of All time deposits compared to 
those of the previous years. in a certain way, this demonstrates 
the displacement of public preference for holding foreign 
currency deposits to lek deposits, implying growth of domestic 
demand for money and premises for domestic currency 
depreciation in the domestic foreign exchange market. 

 
ii. totAl deposit structure per economy 

sectors And their contribution to deposit 
formAtion

Analyzing the total deposits structure by the contribution of 
the main sectors of the economy helps the identification of 
specific characteristics of these sectors in creating deposits, and 
their contribution to money supply. statistical data reported by 
commercial banks have presented a displacement of deposits 
over 1992-2001 from the public sector to households. the 
ratio of household deposits to total deposits for 1992-2001 
changed, from 35.95 percent to 80.85 percent, while the ratio 
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of the private sector and the public one to total deposits has 
changed respectively from 10.91 percent to 12.75 percent and 
from 53.14 percent to 6.4 percent. Also, the growth rates of 
deposits in the private sector and in the public one are reduced 
as well. 

A specific development changing the conclusion on the 
general trend of household deposit influence on the creation 
of deposits has taken place during 1995-1996. the dynamics 
of total deposits began to deviate from the growing trend of 
household deposits towards the growth of those coming from 
the private sector. 

this deviation was caused by the activity of informal market 
firms. in this period, many citizens withdrew their household 
savings from the banking system and invested them in informal 
market firms, which applied higher interest rates. subsequently 
in the first months of 1996, the lek deposits decreased in the 
banking system for the first time. upon expansion of activity of 
these firms, a new phenomenon was noticed, that of All time 
deposit reduction over the last quarter of 1996 and increase of 
current accounts, mainly on the account of rental firms in the 
same period of 1996. the falling trend of time deposits was 
eased to a certain degree by the opening of time deposits on 
behalf of the presidents of these firms. 
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table 4 deposits by sectors to total deposits in percentage
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

public 
sector 53.14 47.86 33.8 29.24 14.99 15.71 10.72 9.76 7.60 6.40

private 
sector 10.91 7.10 10.45 15.22 47.90 15.09 10.13 11.91 12.80 12.75

households 35.95 45.04 55.75 55.54 37.11 69.21 79.15 78.34 79.60 80.85

the performance of three types of deposits - demand deposits 
in lek, time deposits in lek and foreign currency deposits - 
depends above all on the preferences and characteristics of 
the sector playing a determinant role in their performance by 
groups. 

so, the households play the decisive role in the performance 
of time deposits and have an important share in foreign currency 
deposits, whereas the public sector and the private one play an 
important role in foreign currency deposits and current accounts, 
occupying a significant share. therefore, households have a 
significant effect on determining the time deposits trend, whereas 
the state and private sectors influence mainly the fluctuations of 
the liquid part of money. 

table 5 deposits according to source of creation, in percent 
demand deposits in lek time deposits in lek deposits in foreign currency

public 
sector

private 
sector households public 

sector
private 
sector households public 

sector
private 
sector households

1992 28.24 3.21 7.05 1.64 0.49 23.11 23.26 7.21 5.79
1993 25.11 4.23 2.88 0.54 36.29 22.75 2.33 5.87
1994 16.96 5.20 3.10 1.05 43.10 16.90 4.20 9.60
1995 16.64 7.83 1.99 0.70 42.20 12.60 6.69 11.35
1996 8.53 29.33 2.04 2.78 25.55 6.46 15.79 9.51
1997 8.53 6.69 0.50 0.06 56.01 7.18 8.34 13.34
1998 4.70 3.91 0.38 0.07 0.41 67.32 5.94 5.81 11.45
1999 4.69 3.84 0.74 0.13 1.21 63.02 4.94 6.86 14.58
2000 2.80 6.90 1.10 0.40 0.30 60.70 4.40 5.60 17.80
2001 2.30 5.50 0.90 0.30 0.70 58.20 3.80 6.60 21.80

the changeability of sectoral characteristics of deposits 
performance stems from two factors. first, the different attitudes 
among individuals and businesses in holding money in 
accordance with various sectoral functions of the demand for 
money; and second the needs and facilities to receive credits as 
additional resources or external resources of various financing.
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households’ motive for the addition of money contains either 
the element of meeting their daily expenditures or the savings 
element. the use of financial assets in the private or public sector 
is motivated by transaction purposes and partial coverage of 
financial needs, mainly by loans. 

household deposits. based on household deposits structure 
and their trend, the following is highlighted: 

• time deposits in lek occupy the main share of household 
deposits and bear a growing trend. their share has 
increased by 7.65 percentage points;

• foreign currency deposits, given their share, are ranked 
after lek deposits and maintain a growing trend (by 10.84 
percentage points);

• demand deposits have been constantly downward (by 
18.49 percentage points).

table 6 household deposits by term and currency, in percent
year demand deposits in lek time deposits in lek deposits in foreign currency
1992 19.61 64.29 16.10
1993 6.38 80.59 13.03
1994 5.57 77.25 17.18
1995 3.58 75.98 20.43
1996 5.50 68.87 25.63
1997 0.71 80.18 19.10
1998 0.48 85.06 14.46
1999 0.94 80.45 18.61
2000 1.35 76.27 22.37
2001 1.12 71.94 26.94
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the main changes of shares between household categories 
over years are given the following explanations:

household deposits in lek decreased by 7.11 percentage 
points in 1996 and increased by 11.31 percentage points in 
1997. As above mentioned, the lek time deposit decline in the 
system was an outcome of informal market influence, whereas 
the lek time deposit growth was a result of the policy of interest 
rate raises for lek deposits. 

during 1999 the rising share of foreign currency deposits 
by about 4.0 percentage points to household deposits was 
affected by increased foreign currency inflows from various 
organizations carrying out their activity in our country during 
the kosovo crisis, and by the downward trend of lek deposits 
interest rates. starting from 2000 interest rates on lek deposits 
recognized a constant reduction, reaching the lowest rate in the 
two-tier banking system history. in the last two years, the foreign 
currency deposit share to household deposits recognized 
growth, while the lek time deposits share had a declining trend. 
these slight displacements express that citizens have enhanced 
their preferences for foreign currency deposits. this made the 
individuals prefer to place their income from emigration, which 
recognized the highest level over the last two years, in foreign 
currency deposits. 
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in 2001 foreign currency deposits growth was also affected 
by depositing the eu countries’ currencies free of commissions, 
upon the euro introduction on January 1, 2002. 

private sector deposits. business deposits to total deposits at 
end of 2001 constitute about 13 percent. the total of money 
owned by businesses that passes through the banking system is 
smaller than the financial resources held by households.

compared to total deposits owned by the private sector, 
foreign currency deposits held by businesses have presented a 
high range throughout the whole 10-year period taken under 
study. At the end of 2001 foreign currency deposits occupy 
nearly 52 percent of total deposits of the private sector. Also 
the lek demand deposits are presented with an upward trend, 
from 29.5 percent in 1992, to 43.1 percent at end of 2001. 
performance of demand deposits for 1992-2001 also displays 
an unsteady trend and their level is very low compared to time 
deposits.

table 7 private sector deposit structure, in percent 
years demand deposits time deposits deposits in foreign currency
1992 29.45 4.49 66.06
1993 59.63 7.58 32.8
1994 45.56 8.75 45.69
1995 51.46 4.6 43.94
1996 61.23 5.8 32.96
1997 44.33 0.42 55.26



265

1998 38.57 4.05 57.38
1999 32.22 10.13 57.65
2000 52.82 2.51 44.68
2001 43.08 5.28 51.64

private sector deposits performance over the last 10 years 
displays the following characteristics:

• foreign currency deposits have decreased their share at 
the end of 2001 by 14.42 percentage points compared to 
1992;

• demand deposits share has increased by 13.59 percentage 
points compared to 1992. demand deposits recorded the 
highest share in 1996, by 61 percent, being followed by 
a declining trend of these sector’s deposits after 1996. 
in 2000 they increased considerably, when lending to 
businesses was characterized by high paces compared to 
previous years;

• time deposits in lek occupy a small share to the total. After 
1997 their share recognized a growing trend as a result of 
placement of All time deposits in quarterly deposits during 
1997, when the country’s economic activity recorded a 
drawback and a period of time was needed for its recovery. 
this made certain amount of money be withdrawn from the 
economic circulation and part of it was placed at short-
term deposits. 

• All demand deposits share and foreign currency deposits 
share seem to move on the reverse sides and create the 
idea that a degree of displacement exists between both 
groups. however, without excluding this possibility, we 
stress that demand deposits’ share at end of the year may 
not fully present their right situation. this is so because, 
due to irregular developments in demand deposits, their 
volume increases and decreases within a year, being 
affected by seasonal developments, trade cycle, lending to 
the economy, etc. 

 
public sector is presented with a decreased share of deposits 

in all deposit categories. so, this sector’s share has fallen by 
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25.94 percentage points for All demand deposits and by 19.46 
percentage points for foreign currency deposits. the constant 
decline in this sector’s deposits and the contribution to total 
deposits of the banking system are conditioned by some factors. 
Amongst the most important ones, we would highlight:

• closing down and privatizing a considerable part of this 
sector’s enterprises in 1992-2001.

• organizing and functioning mode of the existing enterprises 
in this sector. being state-owned, their organizing and 
functioning mode guided by public policies makes them 
frequently pass to deficit, becoming businesses on loss 
accounts (as in the case of Albanian power corporation). 
subsequently, they influence the reduction of savings in this 
sector.

•  not so high scale of collecting income from taxes. in many 
cases this process has been hampered by managerial 
problems, which may reduce the public sector’s savings. 

Also, of effect herein are imports and exports, as well as the 
level of expenditures for external or internal debt.

 
cumulative data indicate that deposit developments by sectors 

change obviously. so:

• household deposits reflect a stable growing trend. 
occupying over 80 percent of total deposits, they bear an 
important function in establishing the trend of total deposits 
and money supply.

• deposit growth in the private and public sector is less 
stable. this is due to the fact that these sectors bear a high 
weight in demand deposits. in this way, the role of financial 
resources of both sectors in shaping the trend of total 
deposits is presented as smaller compared to the financial 
resources possessed by households. 

from what above dealt with in points 1 and 2, we would 
highlight that:
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banking system deposits performance has brought about 
growth of less liquid assets, affecting on the reduction of 
inflationary pressures in the economy and enhancement of 
monetary stability. 

deposit structure by maturity terms in favour of those with 
small maturity presents a not so adequate structure of financial 
resources of commercial banks’ lending activity. on the other 
hand, a consequence of this structure is also the high volume 
of interests paid on these deposits. the share of deposit returns 
invested in new deposits comprises an additional resource in 
the fast growth of money supply in the economy. given that 
short-term deposits have a high share, they affect on reduction 
of stability over time for this part of money supply. 

Various preferences and characteristics of economy sectors 
play an important role in the developments of deposits, 
influencing the development dynamics of total deposits. so, 
household deposits have an important effect on shaping the 
total deposits’ trend and even further, on the money supply and 
they should be assessed as a stable group. the other two sectors 
influence mainly the fluctuations of high liquid deposits to total 
deposits and money supply. 

iii. deposit mArket chAnges by commerciAl 
bAnks 

changes in the absorbing capacity of banks in the system have 
been parallel to the banking system reforms, initially with the 
establishment of an adjusted system to market economy in terms 
of form of functioning and later on in terms of its reformation in 
many directions, in order to serve the market economy.

banks’ role stands in absorbing capacities of temporary free 
assets held by the economy thorough banking system channels 
in Albania. this helps to determine the market size in relation 
to informal market. under the conditions when the informal 
market lacks a standard estimate on its size in Albania, the ratio 
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of total deposits to gross domestic product helps us to assess 
the range of banking system financial intermediation. this ratio 
has increased by 37:47 percent for the period of 1992-2002, 
expressing the enhancement of financial intermediation of the 
banking system in the economy. Although lower than in the euro 
area (78 percent), this indicator is comparable to countries in 
transition. of importance in this system is the savings structure 
according to banks, for carrying out the intermediary role in the 
economic development of the country, under the conditions of 
an improving competition.

the market size is determined by the size of each bank and the 
role they play in the effective operation of the market. it depends 
on the number of participants in it, their extension and the level 
of competitiveness among deposit market participants. 

the share of financial resources each bank owns in the system 
is different for different years and is affected by many factors, 
highlighting:

• the period during which the bank exercises its activity in 
the banking system;

• the size and geographical expansion in the country;
• the number of banks in the system;
• the level of competition in the market;
• the quantity and quality of products offered by the bank; 
• facilities in performing different payments conditioned by 

the level of payments system development;
• informal market impact, etc.

the calculation of total deposits share per each bank of the 
system allows us to give considerations related to banks’ work 
for improving the financial potentials with respect to absorbing 
temporary free assets from the economic circulation. until 1996 
the deposit market was dominated mainly by three state-owned 
banks. the market was presented as fragmented. the savings bank 
dominated the household deposit market; the national commercial 
bank dominated about 70 percent of the public sector deposits, 
whereas the rural commercial bank operated in rural areas. 
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in 1993 the public banks owned about 98 percent of the total 
deposit market. the total deposit market has noticeably changed 
after year 19994 and onward, due to the rising role of private 
banks in this market. these banks, being more active in the market 
either from the intensive or extensive viewpoint, have increased 
their share, accounting for about 23.47 percentage points.5 

the panorama of distribution of deposits among banks of 
the system reflects the dominant position of the savings bank in 
absorbing temporarily free assets owned by the economy. 

deposits concentration has been studies also according to 
certain categories in: 

• deposits in lek and in foreign currency;
• deposits by the degree of liquidity, in time and demand 

deposits. 

knowing this structure will allow us to evidence the composition 
of these resources on which banks are based for carrying out 
their intermediary role. 

table 8 specific weight of lek deposits by banks’ ownership, in percent
1993 1994 1995 1996 1997 1998 1999 2000 2001

state-owned 
banks 99.99 99.89 99.72 99.55 99.24 98.26 96.25 82.98 79.61

private or Joint 
venture banks 0.01 0.11 0.28 0.45 0.76 1.74 3.75 17.02 20.39
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concerning the period under analysis, we would highlight the 
following characteristics relating to All deposits distribution by 
banks of the system: 

• public banks own about 80 percent of the All savings of 
the system. this level has had a slight downward trend 
since the creation of the banking system, when their share 
reached about 99 percent. the bank owning the majority of 
All deposits in the system is the savings bank.6 it achieved 
its highest level of All deposits at end of 1998, by about 
88 percent. concerning end of 1999 and onward a slight 
reduction was noticed in their level, down to 79.6 percent 
at end of 2001; 

• private or joint venture banks have gradually increased 
their All savings share, accounting for about 20 percent 
in 2001. the highest growth of All deposits in this banks 
group has taken place in 2000-2001, manifesting also the 
greater interest of these banks in All deposit market. 

reverse is the table of foreign currency deposits distribution by 
banks in the system over the period of 1993-2001. 

table 9 specific weight of foreign currency deposits by bank ownership, in percent
1993 1994 1995 1996 1997 1998 1999 2000 2001

state-owned 
banks 95.98 92.75 91.85 90.75 80.23 74.82 60.35 39.98 34.01

private and Joint 
venture banks 4.02 7.25 8.15 9.25 19.77 25.18 39.65 60.02 65.99



27�

foreign currency deposit market by banks in the system has 
been characterized by:

• A downward trend of public banks market, against the 
growth of non-public bank market. the market share owned 
by public banks has decreased to 61.97 percentage points 
at the advantage of the rest of the banks in the system, 
from 1993 to 2001;

• these changes have become more obvious after 1997 and 
more extended after 1999. 

the rising share of foreign currency deposits to the total of 
foreign currency deposits of the system, owned by private and 
joint venture banks has mainly come from the growth of demand 
deposits compared to time deposits. thus for the period of 
1993-2001:

• demand deposits share has increased by 59.0 percentage 
points;

• time deposits share has increased by 6.71 percentage 
points.

growing paces of demand deposits with these banks seem to 
have been some times higher compared to the growing paces 
of time deposits.
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table 10 specific weight of demand deposits by bank ownership, in percent
1993 1994 1995 1996 1997 1998 1999 2000 2001

state-owned 
banks 99.01 96.33 94.46 95.08 85.86 76.07 68.85 79.39 40.01

private and Joint 
venture banks 0.99 3.67 5.54 4.92 14.14 23.93 31.15 20.61 59.99

table 11 specific weight of time deposits by bank ownership, in percent
1993 1994 1995 1996 1997 1998 1999 2000 2001

state-owned 
banks 98.32 98.98 99.56 99.23 95.81 96.05 91.45 77.57 71.61

private and Joint 
venture banks 1.68 1.02 0.44 0.77 4.19 3.95 8.55 22.43 28.39

in conclusion, we would stress that as a result of the competition 
among banks, the trends, structure and customer preferences 
for the period under analysis have undergone changes. 
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the features presented by the deposit market development 
according to bank ownership, consist in:

• deposit market share of commercial state-owned banks 
has been falling in favour of the deposit market expansion 
of other banks.

• private banks are presented as more active in foreign 
currency deposit market, and also with a rising interest in 
lek deposit market over the latest years.

ongoing reforms in the banking system with respect to 
the savings bank’s privatization, development of a payments 
system that will respond to business requirements in the country, 
implementation of the deposit insurance scheme, larger support 
of the banking system to credit the economy, attainment of an 
efficient interbank market, etc., will help in achieving a banking 
system that will further enhance the level of intermediation in the 
dynamic development of economy. 

 iii.1. concentrAtion in deposit ActiVity

to measure the phenomenon of concentration of the banking 
system in the deposit activity and its change over the period 
of 1992-2001, the concentration ratios and the h index have 
been calculated. on the whole, it is observed that the real h 
index value and its optimal value have a year-on year change. 

 
While the optimal value introduces a declining trend, the real 

h index value seems to have gained a falling trend after 1998, 
being influenced by the growing number of banks and their 
intensive and extensive work. 

table 12 h index values calculated for some deposit indicators

years total
dep.

lek 
dep. 

fX.
dep. 

time
dep.

demand 
dep.

household
dep. 

dep. in 
priv. sect.

dep. in 
public sect.

optimal h-index 
value 1/no

no. of
banks

1992 0.8 0.8 0.8 1.0 1.0 1.3 1.1 1.0 0.33 3
1993 0.4 0.4 0.7 0.7 0.7 0.7 0.7 0.8 0.25 4
1994 0.4 0.5 0.5 0.6 0.6 0.7 0.4 0.8 0.17 6
1995 0.4 0.5 0.5 0.6 0.6 0.7 0.5 0.8 0.17 6
1996 0.5 0.5 0.4 0.5 0.6 0.5 0.7 0.6 0.14 7
1997 0.5 0.7 0.3 0.7 0.4 0.7 0.3 0.5 0.13 8
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1998 0.6 0.8 0.3 0.8 0.3 0.8 0.3 0.5 0.10 10
1999 0.6 0.8 0.2 0.7 0.3 0.7 0.3 0.5 0.08 13
2000 0.5 0.7 0.2 0.6 0.3 0.6 0.3 0.4 0.08 13
2001 0.4 0.6 0.2 0.5 0.2 0.5 0.2 0.4 0.08 13

Albanian banking system during the period of 1992-2001 
evidenced considerable concentrations in some indicators of 
depositing activity. regarding total deposits, demand deposits 
and private sector deposits, the national commercial bank 
has been in dominant positions to the end of 1993. Whereas, 
concerning the household deposits and time deposits, the 
savings bank has been in the dominant position. 

After 1993, private banks started operation in the Albanian 
banking market and they increased intensively after 1996. 
the real values of h-index for lek deposits indicate that the 
phenomenon of deposit concentration in lek is high. the 
banking system remains concentrated, with a slight downward 
trend of this concentration. Although the number of private banks 
has been rising, the savings bank has maintained its dominant 
positions in the lek deposit activity throughout the whole period. 
While the real h index value for foreign currency deposits has 
constantly approached to its optimal value, indicating that no 
concentration exists in foreign currency deposit market. 
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the fact that the lek deposit market continues to remain 
concentrated, whereas the foreign currency deposit market is 
considered as not concentrated, also expresses the greatest 
interest of joint venture banks to mobilize more foreign currency 
savings compared to those in lek. 

based on year-on-year values of this index, it results that the 
trend of concentration phenomenon in depositing activity is 
being reduced, in spite of reverse side movements of certain 
deposit indicators for period 1992-2001.
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iii.2. conclusions

given the above on the deposit activity performance of the 
banking system for 1992-2001, we are of the opinion that:

• practically the public banks’ privatization (the savings 
bank) has been a slow-moving process, not affecting on 
the improvement and efficiency of the banking system, 
reflecting a low level of lending to the private sector of the 
economy.

• the Albanian banking system has generally improved with 
respect to the rising motive for savings, the improved deposit 
structure by terms, and the banks’ interest in providing 
new products to the deposit market. therefore, banks 
are providing new forms of services, such as mastercard, 
eurocard to reliable customers. under the savings account, 
banks offer deposit certificates, applying a high interest 
rate, deposits with free life insurance, interests not only by 
term but also by different amounts within the term. Also, 
they offer negotiable interests, and not only fixed interests 
but also indexed ones, etc.

• private banks’ aggressiveness related to deposit growth is 
generally present also with respect to the expansion of their 
network in the last two years, from both the intensive and 
extensive viewpoint. 

• time deposits have generally recorded a considerable 
effect on the money supply, influencing the stable growth 
over time of the money supply.

• in general, substitution degree of monetary assets has 
declined, indicating improved confidence in the national 
currency due to its stability in the domestic foreign exchange 
market and the low inflation rate (excluding 1997).
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notes

* suzana sheqeri, edlira Abazi, specialists, research and monetary policy 
department.
1 higher preference for three-month deposits is otherwise known with the name 
“speculation”, under the conditions when they are motivated mainly by more 
attractive interest rates and the time advantage of the profitability of these interest 
rates against lower interest rates of 12-month deposits.  
2 the deposit structure analysis has been focused on the savings bank owning 
the main part of All deposits of the banking system.  
3 it is precisely the spread in percentage between the interest rates of deposits in 
All and those in foreign currency the one that determines the profitability in the 
alternative chosen between holding deposits in All or in foreign currency.  
4 the privatization of the national commercial bank has impacted on increasing 
the share of private banks.  
5 national commercial bank is not included. 
6 the savings bank, since the creation of the banking system, has maintained 
the superior position in owning these resources, being the most preferred bank 
for the public in placing All savings deposits. furthermore, as a state-owned 
bank, it is regarded as a reliable one. the establishment of other banks in the 
system increased options for deposit placements.  
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human resource management (hrm) is the main direction 
of work and the reason for the existence of human resource 
division (hrd) under the legal and human resource department 
of the bank of Albania (lhrd). 

there are many definitions on the role, purposes and goals 
of hrm, on the whole. And many of these definitions will be, 
naturally, applied without too much theoretical difficulty even 
in the role they play or should play – in the hrm at the bank of 
Albania. A simple and concise definition on the main goal of 
hrm in the bank of Albania would be “to ensure that from - staff 
relations – to the bank of Albania, both parties earn the possible 
maximum from each-other”.

it is a simple definition for this difficult duty, especially in those 
numerous cases when the interests of the bank of Albania and 
its staff are reverse. for example, the classical contradiction 
between the employee’s interest to work less and be more paid 
and employer’s interest (the bank) to offer as much more work 
and pay less is verified in practice that it cannot be effectively 
resolved only through the legal sanctioning of the 8-hour work, 
the technical supervising of the bank hours, etc. you can forbid 
the employees to get outside the bank edifice during the 8-hour 

issues of humAn resource 
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Ervin Fortuzi*
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work (8.00-9.00 to16.00-17.00), denying them from the typical 
pleasure of Albanians to fill the leisure time with informal talks 
at a bank’s bar, only through an administrative guideline, but 
this would make them replace the pleasure of drinking a coffee 
outside the bank edifice with playing computer games in the 
office. What is really needed in this case is a better management 
of bank working hours from directors, through job descriptions, 
requiring an 8-hour work coordination into working groups, so 
that individual’s work results be directly dependent on a working 
group (this sets the employee under the pressure of colleagues 
connected to terms, quality and the quantity of work), etc., and 
the association of performance evaluation with the pay, making 
the employee really interested in working and not simply staying 
at the old-fashioned and monotonous environments of the 
bank. 

 naturally in finding a balance between the interest of the 
bank and the staff, hrm intends to reach a “golden average”, 
which is never perfect, in fact. 

As indicated from the bank of Albania current practice, the 
above description on the main purpose for the hrm existence 
assigns a difficult duty, which could be hardly attainable only 
through the good knowledge and application of economic 
science of management and direction, the psychology and ethno-
psychology, particularly as one of the many fields of knowledge 
- and not the only one - that a human resource manager or any 
other director or chief having other staff subordinate must use 
to successively perform the duty. hrm has got the employees 
as subject of its work and it is evermore intended that the hrm 
establishes personal contacts of managers and directors to every 
employee. for example, it is very interesting what is recommended 
by a foreign human resource advisor to the bank of Albania 
specialists of this area in particular and the bank of Albania 
managers and directors in general. the advisor recommended 
that when the director addresses to his subordinate for not meeting 
the tasks appropriately, he/she should begin his conversation with 
praise for the good deeds, to further fall on criticisms for the weak 
points observed. criticisms must be so that the employee gets 
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the right message of criticism, that he/she must improve work in 
general and not get, because of lack of tact, the wrong message 
that the superior is fighting him/her, is prejudicing him/her, etc. 
one way of expressing it may be “if you do much more of these 
good things, your job would be much more useful and interesting 
for the bank of Albania”. this would be gentle and polite and 
would have a better effect than simply “improve work!” what’s 
worst uttered with a high and arrogant tone. 

the Albanian psychology that “the dessert is the last served at 
a table” which the bank of Albania superior would instinctively 
aim to practice in his conversation to his subordinate is mistaken 
in hrm. “desserts” in a conversation with the subordinate must 
be said right from the start so that the employee is provided with 
a good predisposition to receive well any criticism or suggestion 
the superior has reserved after “the dessert”. 

of course, there is an unlimited number of comparable 
examples on how a little care on superior’s behalf in relations to 
his subordinate creates such positive effects that otherwise could 
not be obtained. 

hrm good practices are first of all dependent on the good 
knowledge of economic science and the human resources, 
particularly. the success of these practices hangs relatively on a 
large number of criteria, variable from the theoretical knowledge 
of human resources on such “fine” educational factors such as 
the group collective or individual “culture” evermore studied and 
applied at hrm in the West. hrm is evermore evolving from pure 
economic discipline to an interweaving of different disciplines. 
hrm is evermore growing, as an area giving a way to fantasy, 
creative work and unfortunately to speculation - human resource 
directors). these unlimited opportunities for creative work – but 
also a speculation – comprise a cause why the hrm is an area 
that is currently living an explosion in the West.

hrm also has a typical feature that discerns it from other 
directions of the bank of Albania operation: hrm can 
successively meet all the targets, if the bank of Albania directors 
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are well-informed and apply good practices of hrm. therefore, 
the duty of a human resource manager at the bank of Albania 
is to evermore coordinate with other bank directors to transmit 
good practices of staff relations to them. 

employee relations to the bank and colleagues are rather 
arranged by the regulation “rules on work relations for the bank 
of Albania personnel”. this regulation together with the law 
“on the bank of Albania” comprises the main legal basis where 
lhrd and other bank departments base their operation. until 
now this regulation has reflected a good functioning. however, 
some recently evidenced ambiguities in this regulation have 
conducted the need that this regulation be changed or redone. 
more concretely, Article 33, point 1 b of this regulation stipulates 
that “When a bank of Albania employee has completed less 
than one year of work, his/her paid annual payable leave is 
determined in ratio to duration of legal work relations”. this 
definition is unclear and serves as a source for contradictions 
instead of as a solution to them. As it has been written, the 
clause is much more to the advantage of the employee than the 
precedent. new bank recruits having less than a year of work 
in the bank can receive annual payable leave at no less than 
21X/12 days in year (where 21 days is the annual payable leave 
for him/her who has completed a year of work, X represents the 
months of work and the formula is worth for X<12) and the given 
compensation equals a monthly payment (a bonus that must be 
given at the starting point of the annual payable leave– either 
partial or complete – is payable). According to the precedent, 
annual payable leave is totally accorded to those who have 
completed a year of work. subsequently, new recruits lose their 
annual payable leave in the year they have been employed. 
otherwise said X days leave in a year is applied for X days leave 
for every two years indeed. the inconsistency between the legal 
interpretation and the precedent is sufficient for the lhrd (legal 
& human resources department) to undertake the initiative to 
change the regulation. it is precisely this that must be done in the 
months to come, so that the lhrd performs its job as perfectly 
as possible, i.e., the harmonization of bank and staff interests 
based on clear and honest laws and regulations. 
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performance evaluation undertaken once a year is one of 
the most interesting and the most fruitful directions of hrd 
job potentially (human resource division). the essence of 
performance evaluation consists in setting a “mark” to every 
employee for his duties performed throughout the whole year, 
based on a number of common criteria for all staff, consolidated 
in a standard form (performance evaluation is given for every 
employee by direct superior). directly depending on “the mark”, 
on clearly defined limits in the respective guideline, the superior 
proposes an increase of payment for his employee. 

performance evaluation is a relatively new practice applied for 
every bank of Albania employee. lhrd has been working very 
hard for its conception and application, also getting the opinion 
from relevant bank departments or individual staff. however, 
there has been gained a sufficient experience to assess the good 
and bad aspects of personal valuation in the form it’s currently 
performed at the bank of Albania. concretely, based on 
informal talks and formal remarks (verbal), the majority of staff 
considers the process of their performance evaluation by their 
direct superior as subjective. it is interesting to be evidenced that 
the most voiced criticisms on the performance evaluations arrive 
not only from those getting a low “mark” and a not-so-high 
addition of salary, but also from those receiving a good “mark” 
and a high addition of salary subsequently; they all consider it 
subjective and excessive anyway.

there are some reasons for what above mentioned. concretely, 
the used criteria in the standard form of personal valuation, 
although creating a higher flexibility in the estimation of staff 
compared to the existing form, i do think that they are more 
numerous and more complicated than they should be. Also, 
performance evaluation is out of the attention of the employee 
and his superior throughout the year, because the evaluation 
process is actually carried at the end of the year and only in a few 
days. the solution? We must work to prepare a simpler, a more 
straightforward and functional form of performance evaluation. 
the number of criteria must be reduced. these criteria must be 
simplified, avoiding scholastic and unpractical criteria, such as 
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“the capacity to adapt to different situations”, etc, criteria which 
are considered by the hrd as triggering staff’s private opinion 
on performance evaluation as subjective.

the best communication between the superior and his 
subordinate is the kernel of improving performance evaluation 
efficiency, the best way to get an improved “image” of staff 
performance evaluation. more precisely, through contacts with 
bank managers and directors, the hrd aims to instigate them 
to improve communication with their subordinates. performance 
evaluation form will be filled in by the superior at the presence 
of the employee in the future. every criterion will be discussed 
and there will be also suggestions and proposals. it is a very 
simple measure on which the hrd has hung hopes for improving 
efficiency of performance evaluation. it is also intended to put 
the issue to the attention of the personnel, changing it from “a 
matter of one day in a year”, into the performance evaluation 
made throughout the year, through discussions of the respective 
superior to his subordinates, where the dialogue is focused on 
staff performance along the whole year, based on performance 
evaluation criteria.

the bank of Albania centralization decreases performance 
evaluation efficiency. moreover, the superior has the right only 
to propose changes in the salary of his subordinates, based 
on performance evaluation. the governor is the authority that 
changes or approves changes in the salary. sometimes, the 
increase of salary approved by the governor is different from 
the one proposed by the direct superior based on performance 
evaluation. this lowers staff confidence in performance 
evaluations. the solution? the decentralization of competencies 
on increasing the salary is based on the received performance 
evaluation. these competencies must be transferred from 
governor to the direct superior or it might be considered the 
possibility of taking consensual decisions between the governor 
and the direct superior. 

there are many recommendations, sometimes even 
contradictory opinions, on how performance evaluation should 
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be improved. the british advisor, mr. iain thomson, underlined 
in a workshop organized on hrm by the bank of Albania and the 
fsVc on April 11, 12, 2002, that subjectivism is the most diffused 
opinion on performance evaluation in the bank of Albania, and 
also based on the british experience, it must be removed! At the 
same time, the American advisor, mr. david shanon, was in 
the opinion and recommended that the performance evaluation 
should not be removed but, on the contrary, it should be further 
improved, evermore-relating payment to it. 

the above instance indicates that, as to the nature of work 
itself, there are no academic standards for many problems of 
hrm. it is the duty of hrd to adapt those solutions for various 
problems the hrd considers rational and practical.

ethics is mostly neglected by the lhrd. this department 
and the hrd particularly have considered - ethic criteria to be 
met by the bank of Albania staff until now as a much more 
legal category than an object of work of hrm, requesting not 
only legal but also human commitments by hrd managing 
specialists. the current regulation describes many more duties 
and restrictions than rights for the bank of Albania staff. this 
makes conflicts of various reasons of the bank of Albania staff, for 
instance be handled as matters requesting a legal engagement, 
drafting a detailed material on the conflict from the hrd and its 
consignment to superior authorities to set the penalty, briefly a 
solution that does not solve the conflict. in this way, the solution 
for such cases creates an excessive bureaucracy, loss of time 
and reduction of work efficiency for all the staff involved. 

in the future, it will be worked to 1) prepare rules on ethics 
code so that it is more precise and adequate. 2) get the staff 
as much more aware on the ethics code as possible through 
workshops or round talks 3) study the causes leading to conflicts 
and the ways to get away from them (a better coordination 
of work between the different departments will contribute to 
evading ambiguities about the competencies and duties of 
every department, ambiguities which frequently lead to conflicts; 
4) apply new methods on the solution of conflicts, preferring 
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individual human contacts between the parties and the solution 
of conflicts between them, with the intermediation of hrd 
specialists turning back to administrative penalties required 
under the regulation, only in extreme cases. 

in preparing the new ethics code, real ethic problems 
encountered at the bank of Albania during its operation should 
be taken into account. it is very easy to take an ethics code 
from the west, translate and adapt it for the bank of Albania. 
however, such a code will be unreal and non-functioning for 
the bank of Albania. thus, in terms of a similar economy to that 
of Albania, based on cash rather than on bank transactions, the 
statement of assets (equity) on behalf of bank of Albania’s staff 
and further depositing the respective forms at the hrd, and the 
trustworthiness of these statements is, for many reasons, difficult 
to be verified. for these and other reasons, the new ethics code, 
instead of trying to “keep” in these directions the integrity of the 
institution through bureaucratic and non functioning practices 
such as the statement of income (possessions), it should try to 
find ways on how to discourage the staff shouting in the corridors, 
etc. such ethical problems do not exist at the bundesbank or the 
bank of england for instance.

training with the current ways and procedures followed by the 
bank of Albania does not meet the functions it should carry out 
at a central bank.

hrd has turned into a division that only administers tickets 
or other similar procedures related to training inside or abroad 
the country. there are no exact, clear and practical criteria on 
whose basis the hrd applies a filter and not only that – for 
the staff and departments’ applications for training. there are 
no accurate and clear procedures to measure the efficiency of 
training. it is difficult for somebody to contest with arguments the 
disseminated opinion amongst the bank staff that two or three 
days trainings abroad are simply tours – in most cases these are 
considered (short-term trainings abroad) as such by the bank 
staff. 
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not only short-term trainings but also the long-term ones 
are carried out at the absence of any criterion to measure the 
efficiency of training. for example, it is actually impossible for 
the hrd to, based on an elementary logic, forbid an employee, 
who with the permission or recommendation of his superior, 
goes for a second or third master, while his superior has got no 
master degree. important questions “who goes for training” and 
“why” are questions actually receiving formal answers, while 
these questions and many others must be raised at the standards 
of the adequate clear and honest criteria in the framework of a 
strategy for training.

 
hrd has drafted initial proposals to construct a strategy for 

training. they have been handed out for suggestions or opinion 
to relevant departments. for the future, it is suggested that 
based on these initial proposals, a simple and effective strategy 
be drafted on the basis of a software that will mend the kernel 
of currently observed deficiencies. 

the training strategy will resolve the main part of the problems 
but not all of them. the training efficiency will mostly depend on 
the superior-subordinate communication. the simple question, 
apparently simple, the superior must address to his subordinate 
after his returning from the latest training is “What changes 
would you suggest for improving your work at the bank of 
Albania, based on the experience you got from training?”. it will 
have more value than any other strategy, whatever sophisticated 
or academic this training strategy will be. naturally in the future, 
the hrd should encourage the bank directors and managers to 
give more importance to the above communication, so that the 
bank of Albania staff would benefit more from the trainings with 
the homologue institutions in the West. 

 
naturally, lhrd and hrd as well as other bank divisions 

or departments function on the basis of a respective long-
term strategy. these strategies serve at least theoretically as a 
guide to the operation of the division or the department over a 
long-term period. this is actually a very big problem, which is 
simply under the stage of scrutiny. A lot of work with much more 
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input is needed from the bank of Albania managers to fix this 
problem. the main reason for the need to coordinate different 
bank departments’ strategies is that strategies are fruit of a 
tremendous creative work and because of lack of coordination 
among them most of strategies are not applied in practice, a 
fact that reduces considerably the bank’s efficiency. the solution 
is very simple – frequent contacts and straight communication, 
group meetings among directors and employees dealing with 
the compilation of strategies at each division or department. 

every institution functions on the basis of certain standards. 
the lhrd at hrd, like other bank departments and divisions, 
evidences deficiency of appropriate standards and procedures. 
subsequently, many employees mostly lose their time with 
improvising standards that however are temporary and not applied 
by the rest of the staff. the bank of Albania must be aware of the 
unpleasant reality that it is still in the stages of institution building 
and must take the initiative to remedy this problem. for instance, 
the standardization of bank papers was an as much important 
step as it appeared small and insignificant – it avoided chaos in 
conceiving documents that lowered the work efficiency. but this 
is only the first step to be followed by many other very important 
steps. the staff requests for annual leaves, actually taking 
unnecessary time for employees to compile and for the hrd to 
process them (because any requirement addressed either from 
lhrd or other departments’ staff is a “composition”, in a certain 
form and style, and even in uneven dialects to one-another) must 
be standardized. this would relieve the bank staff from extra and 
unnecessary work, leaving them more time to creative work. 
the bank of Albania staff must stop losing time with improvising 
standards for their daily job at the bank. this is one reason - but 
not the only one – for the need of standardization and further 
computerization of bank operation. more laws, standards and 
regulations, especially adequate, clear, simple and practical 
laws and regulations do not necessary mean more bureaucracy! 
on the contrary! it is the constant effort of the bank’s staff to 
improvise standards that mean creative but unnecessary work, 
without long-term results, compromising the idea of creative 
work and thus create more bureaucracy and paperwork. 
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the solution referring to the above is raising a workgroup 
to deal with the problems of bank standardization and 
computerization. this workgroup must do a great deal of 
work, especially that of conceiving the job, delegating the 
implementation of special parts of the project to other bank 
departments or divisions.

Another way to resolve the above problem would be carrying 
out an idea that has been circulating at the bank for a long time: 
the bank of Albania should establish privileged relationships 
with a powerful western bank (i.e., bundesbank, as the 
champion of the perfect organization and standardization and 
the foundation of the european central bank (ecb) where the 
bank of Albania aspires to participate), which should take over 
bank of Albania’s reorganization according to its own image, 
observing the specific conditions of Albania. (if the point is for 
“approach” “twinning” or “patronage” of the bundesbank for 
example, this does not depend on bank of Albania’s good will 
or its maximum commitment to this direction, as it is a condition 
that must be “sourced” from an agreement between the 
government and the eu, that’s why the idea can be expressed 
in another form). 

As highlighted by the british specialist in hrm area, mr. iain 
thompson at the workshop he organized for bank of Albania 
directors and administrators, “in the past, many organizations 
had the tendency to be much more hierarchic, adopting an 
utterly commanding and supervising stand. today, organizations 
are simpler and give more power to the staff. the central bank 
is not a business firm based on profits and here it differs from 
commercial banks. central banks carry out a large number 
of research type activities, normally exercised by the private 
sector. however, central banks are much more hierarchic than 
commercial banks and overcharged with administrative rules and 
regulations”. such thing bears the risk, which is more evident at 
the bank of Albania in fact, that human resource managers - not 
only – be much more engaged with and be more interested in 
implementing the procedures and regulations than dealing with 
the staff and human relations at the bank. 
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staff motivation includes a core element of hrm and 
consequently it comprises, or more accurately it must comprise 
a core direction of hrd work. it is already known that the main 
reason - but not the only one (and in a few cases, however 
interesting, the wage is a secondary reason) – why people go to 
work is the wage. since budgetary restrictions of every institution 
and of the bank of Albania consequently enforce limits up to where 
the wage or rewards can be used as monetary motivation for the 
staff, the non-monetary motivation assumes a great importance. 
it must be stressed that the non-monetary motivation is one of 
the main directions of work for the human resource manager, 
whose success is not so largely dependent on what the manager 
has studied at school about hrm but moreover on the ability 
of the human resource manager to know the staff necessities 
or wills and on his fantasy to conceive and partly implement 
different programs for non-monetary motivation of employees. 
theoretically, these programs may be detached or may be 
part of a long-term plan / strategy, prepared in advance and 
approved in details. drafting a preliminary long-term plan for 
these activities, which is annually renewed at certain periods of 
time, is preferred to special and detached programs conceived in 
a different way each year, because of the preliminary individual 
time planning for each staff member, as it relieves the work of 
the lhrd for the management of activities, etc. more concretely, 
successful practices of developing some cultural-sports activities 
(such as a football match, for instance), celebration of some 
holidays (such as the new year eve), tour travels to or abroad 
the country, etc, exist at the bank of Albania; however, it is an 
important duty for the future to include these activities in a long-
term plan, which is periodically repeated every year, and not 
improvise similar activities year on year. 

the bank of Albania – and its building located in the envied 
address “scanderbeg square”, is as nice from the outside as 
uninhabited from the inside. not only its architecture is over 60-
years, but also the work conditions in it are unfortunately similar 
with the work conditions of 60 years ago. As frequently evidenced 
from foreign visitors at the bank, it (the bank) resembles a far 
west American bank of a century ago. 
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Work conditions comprise a powerful means of motivation 
or demoralization. unfortunately, the current work conditions 
at the bank of Albania demoralize its staff and this is for 1) 
the architect conceiving the edifice, not built around the 
individual and his requirements (the main criteria of modern 
architecture), but the glorification of a certain ideology of the 
time that regardless of what it was, it represented an ideology, 
which raised in cult the group ignoring individual demands; 
and 2) the amortization of the building. thus, the current bank 
building has wide halls – but small workrooms, attractive and 
impressing facade but dark corridors, all these contradictions 
deriving from the designing of the building as “glorifying for 
the community and dispossessing for the individual”. the above 
defects and other deficiencies, such as lack of air-conditioning, 
non-economic office equipments, elevators, etc., are expected 
to be partly mended very soon after the complete reconstruction 
of the bank building.

lhrd role as above mentioned has mainly consisted in 
delivering opinions about the conception of offices and other 
bank environments after the reconstruction, suggestions on the 
need for setting up a restaurant (amid others, with lower prices 
than those of the market), and other recreation environments, etc., 
aiming at making the new offices and new bank environments 
more practical and gratifying. this has been done even after the 
consultations with the bank of Albania staff. 

Actually the contribution of the lhrd, the legal division, 
is determinant in the managing procedures that will enable 
the performance of the complete reconstruction of the bank. 
hrd contribution is finally reduced in its desirable but not 
excessive role of the frequent “sensibility” (at the lack of a 
more precise term), of relevant departments and of the bank of 
Albania Administrators for the very high importance of radical 
improvement of work conditions at the bank of Albania. 

it is a fact that after the powerful and straight intervention of 
the bank of Albania governor, mr. cani, the problem of the 
complete reconstruction of the bank is put under the right way.
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the cooperation with Albanian intellectuals that are actually in 
emigration comprises a new and interesting initiative of the hrd. 
the project consists in identifying Albanian specialists at relevant 
fields, currently in emigration, the creation of database with collected 
data and later on, the use of this database from departments and 
interested staff at the bank. Work conceiving is already terminated 
and there are found the ways how this idea can be practically 
implemented at the bank, aiming that either the bank or its staff be 
treated of one more opportunity, not one more bureaucracy. 

david shanon, former manager of human resources at fed, 
visiting Albania on may 2002 to offer his help for the lhrd, 
when was asked from the bank of Albania lhrd specialists on the 
concrete procedures for processing the ample information of the 
fed, continuously stressed that “again we have software for that”. 
no bank department, no division and no bank employee can do 
his job appropriately and reach the maximum efficiency without 
the help of the information and technology department. such 
help has been great so far, but the adding quantity of information 
to be processed from the lhrd makes necessary bigger assistance 
to resolve this problem from itd to lhrd. the rising aid from itd 
does not merely mean increasing the number or the quality of pc’s 
currently used as typewriters by bank staff. naturally, the first to be 
assisted from the bank is itd and particularly the lhrd, so that 
this department has possibilities to assist other bank departments, 
including the lhrd as well. so the employment of new staff, 
programmers - not only - (the process where the lhrd has crucial 
role) would help the itd with the completion of its role. 

finally, i believe that a considerably high academic potential 
of the bank of Albania staff may be used to a greater extent - the 
main preoccupation of hrd - if the bank a) improves working 
conditions, b) takes measures to complete computerization of 
the bank, for the best management and the standardization 
of the majority of work at the bank currently, asking for more 
improvisation, spending more time and efforts, discouraging in 
this way the staff dealing with creative work. 

* ervin fortuzi, specialist, legal and human resources department.
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1. compensAtions ideAl progrAm And its 
component elements

 compensations ideal program is composed of some 
component elements closely related to one-another. to make 
this program work, it is necessary that all elements function 
appropriately and give the required input to the next element. 
therefore, to create a complete image of compensations ideal 
program, we are first analyzing its components.

1.1. Job descriptions 

 Job descriptions represent a summary of information for every 
work position. this information contains the type, the level of 
responsibility, knowledge and necessary skills, lines of reporting, 
the space of operation, main duties per specific work position 
described in the job description. it is important that these job 
descriptions be contemporarily adequate, thus reflecting the job 
performed in the present, neither in the past nor in the future, 
and not in detail. every unit must review them periodically 
once a year, as by rule, and more frequently, when necessary. 

A centrAl bAnk compensAtion 
progrAm

Zhizela Balla*

Keywords
- Compensations program - Job descriptions - Salary structure - Promotion 
- Performance evaluation - Compensation -
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relevant units must prepare new descriptions per every new job 
and the human resource division must further approve them 
afterwards. new job descriptions are also needed for new tasks 
and responsibilities that reflect a significant change.

Job descriptions should not be confused with the regulations 
or work procedures. regulations describe rules every employee 
must apply during his work relations to the bank, thus it is clear 
that job descriptions are utterly different from the regulations and 
work procedures as they describe the tasks and responsibilities 
of a certain work position and not a group of work positions 
included in an organizational unit. 

to further clarify the concept of job descriptions, we are 
unveiling the contents of a typical job description:

the title of work position – clearly and briefly describes the 
level and the nature of work, thus identifies the work position.

the level and the current payment structure - presents the class 
or the payment interval where the actual job is currently included.

the sector / division - the job is part of.

reporting scale - presents the managerial scale in the 
managing structure where the assigned person of a certain work 
position reports.

 
summary - gives in a clear and concise mode the scope of 

the job.
 
main duties and goals - describes only those duties occupying 

at least 5 percent of the working time of the job described. these 
duties are ranked by priority, the time lines or performance. 
generally, in this paragraph, there must be included from four 
up to ten responsibilities per work position. 

 
the level of necessary factors for performance evaluations- 

these factors are different for supervisory or non-supervisory 
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jobs and are used to relatively evaluate the performance before 
it comes to be classified under the payment structure. some of 
the factors that need to be included in this paragraph are:

• the required minimum of knowledge or skills per described 
job. these requirements must be justified from job 
assignments. 

for non-supervisory positions there must be also included:

• the assigned supervision – the scale of direct or 
indirect control directly exercised from the superior, the 
responsibility taken on by the employee and the review per 
work position;

• the necessary guidance and evaluation from the superior;
• Work complexity-reflects the difficulty and the originality 

during the working process;
• the effect of work position within the organizational unit 

either inside or outside the bank;
• the scale and the purpose of personal contacts either 

inside or outside the bank; 
• physical requirements and work environment giving the 

risks and different difficulties that may exist;
 
for supervisory jobs, there must be also included:

• the relative importance of the sector, department, office, 
program or functions it supervises;

• the level of authority it has been endorsed;
• the level and the scope of personal contacts either inside 

or outside the bank;
• the scale of supervision exercised by the number of 

subordinates.

1.2.  Job eVAluAtion 

Job evaluations consist in setting a relative institutional 
value to any work position systematically and this is focused 
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on the characteristics, contents of job and not on the individual 
performing it.

stages of job evaluation consist in:

• the formulation of contemporary and suitable job 
descriptions is the most important stage. on the basis of 
the information provided by these job descriptions, the 
analysis and evaluations of work positions is made. 

• Analysis per work position consists in analyzing the 
information submitted in job descriptions, based on 
evaluation factors per work position, which must be different 
for supervisory and non-supervisory positions.

thus, the factors used in analyzing non- supervisory positions 
consist in:

• required knowledge to perform the duties in these work 
positions;

• Allowed supervision on these work positions;
• necessary management or direction; 
• complexity of charged duties;
• the impact of duties and responsibilities of the work position 

in the overall performance of the institution;
• level of personal contacts and purposes;
• physical requirements;
• difficulty of tasks.

factors that might be used in analyzing supervisory positions 
consist in the following:

  
• the impact on the organizational unit where these jobs are 

included;
• the rate of reporting or the ranking of work position in 

organizing the chart of the institution;
• the given authority to work position;
• personal contacts and their aim;
• the complexity of supervision allowed to these work 

positions;
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• the level of work positions supervised from the above 
position;

• the number of subordinates supervised from this position;
• relative importance of work positions, where for every 

factor of evaluation, work position analyzed are assigned a 
number of points. based on total points collected, a certain 
wage interval is classified in the wage structure. 

1.3. mArket AnAlysis

market analysis consists in setting a price to jobs in the 
market and in finding completive intervals for payments from 
our institution in this market. this market analysis must be 
periodically performed each year, as it is the main source of 
information over the wages offered by other companies for 
similar work positions in the industry our institution is part of, in 
the banking system or other industries for current work positions 
that exist even at the bank of Albania.

Job descriptions represent the basis for fixing job similarities 
for compared salaries. these jobs collected data consist in 
providing payment intervals offered by other companies. these 
data are further analyzed and compared to the payments 
offered by our institution for these work positions. Analyzing 
the current scale of offered payments from our institution, their 
competitive capacity in the market is also defined and their 
review is undertaken, if necessary. 

1.4. pAy structure

 this structure must be the basis for a fair, impartial and 
competitive compensation for the bank’s staff. it is a combination 
of the inward hierarchy resulting from the relative importance 
of work positions and outward market conditions analyzed 
along the labour market inspection. An ideal pay structure is 
graphically presented as below:
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pay structure is composed of a group of intervals that may 
intersect one-another. to clearly understand pays (salaries) 
falling into different intervals, we must first of all clarify the notion 
“compa-ratio”, that is a comparing coefficient calculated with 
the following formula. 

  the current payment (salary)
compa-ratio = ______________________ * 100%

  salary

this coefficient serves to define the pay position for an 
employee or a related group of employees with an average 
market wage for the same jobs. 

 thus 3 major points, minimum, average and maximum, 
comprise any pay interval in the pay structure. 

 
 the minimum pay is the received salary from an employee 

with an adequate performance.

 the average is the pay of a fully trained employee for his/ 
her work position with an adequate performance for a relatively 
long time. this salary corresponds with the average market 
salary. 
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the maximum is the highest salary for the work positions 
included in the salary interval. 

however, any interval is composed of some other subdivisions, 
apart of the minimum, the average, and the maximum. these 
subdivisions have got a special comparative coefficient (compa-
ratio) and are based on performance evaluations. shifting the 
interval to a higher subdivision, including his/her current salary, 
is based on his or her performance evaluation, thus the pay 
rise of employees within a certain interval is different. the pay 
for new recruits is generally put under the lowest subdivision; 
in view of his training or experience this payment may be set at 
higher subdivisions.

the salary rise is based on the performance evaluation. 
therefore, any employee receives an extra payment in percent 
of his/her salary, based on his/her performance evaluation 
at year-end. this percentage depends totally on performance 
evaluation; however, indirectly it also takes into account the 
work experience as the collected increases in percent of the base 
salary, always based on the performance evaluation, reflecting 
the work experience and can not exceed the maximum limit of the 
interval including the salary. the available budget must always 
be ahead to these increases in percent of the base salary. 

factors conditioning the budget consist in:

• the competitive position of employees in the market;
• the budget of competitive companies for annual increases 

in percent of the base salary;
• overall economic conditions;
• the supply and demand for employees with the same 

experience and skills;
• financial and budget conditions of the institution.

 After approving the total budget for extra payments in percent 
of the base salary always based on performance evaluation, 
every unit is availed of a special budget stated in percent of the 
total fund for staff salaries.
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 the staff may pass from a salary interval to another as a 
result of the three processes listed downward:

1.5. climbing the steps of cAreer

climbing the steps of career consists in being promoted 
in career with much more responsibility and a higher salary 
consequently and this is acceptable only if the employee has 
got an excellent performance in the previous job. employees are 
promoted in office based on an open competition, which might 
be an interview or analysis of the performance of all employees, 
candidates to get a promotion at a higher step of career.

1.6. promotion 
 
promotion implies getting on a higher step of career when 

a job vacancy exists. the vacancy has got higher duties and 
responsibilities than the current job. even this promotion is 
based on the competition though the candidates considering 
training, work experience and performance. 

1.7. reclAssificAtion 

reclassification represents the classification of specific work 
position to a new grade of career, due to the change of duties 
and responsibilities of work position. this reclassification may 
be raised, lowered or remain unchanged in the scale career for 
the work position, whose characteristics change. 

1.8. eXcellent performAnce bonus progrAm

this program must serve as complementary to the increase 
in percent of the base salary based on performance evaluation 
at year-end. bonuses included in this program are accorded for 
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the very high performance and completed tasks exceeding the 
work position. there are two ways of according these rewards:

 
a) bonuses in cash
 
every individual employed from the institution has the right to 

receive bonuses in cash for special contributions rendered to the 
institution, either inside or outside his duties or responsibilities 
specified for every work position. the superior of the unit, where 
the employee works, makes the proposal for the reward. 

b) bonuses for special achievements

A special committee accords these rewards once a year. 
directors of all units at the bank propose this committee to 
reward all the staff (not managerial rank) that has given a 
special contribution to achieving the mission and the targets of 
the institution either directly or indirectly. 

2. the bAnk of AlbAniA current progrAm 
of compensAtions And deficiencies 
compAred to the ideAl progrAm

2.1. Job descriptions 

 the current job descriptions of the bank of Albania do not 
have the appropriate characteristics and qualities to be the basis 
for the rest of the stages of compensations program. frequently 
they do not appropriately describe the duties and responsibilities 
of a certain work place. even their review has not been periodical 
and based on changed duties and responsibilities of a certain 
occupation. consequently, it is necessary that the current job 
descriptions be analyzed in detail by an “ad-hoc” committee 
and be prepared in such a way that they be as contemporary 
as to represent the further basis of the following stages in the 
program.
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2.2. rAnking Jobs by pAy interVAls 

this component is totally absent in the bank of Albania 
compensation program. subsequently, any work position relative 
importance or effect is not yet evaluated or used to classify jobs 
under certain payments intervals. thus, matching a certain job 
with base salary has been arbitrary and not objective until now. 
one of the main disadvantages of this arbitrary correspondence 
is the non-acknowledgement of the contribution offered from 
tasks and responsibilities of different work positions in achieving 
the bank of Albania targets, thus discouraging the staff charged 
with more important tasks and responsibilities to give their 
maximum to the advantage of the institution. 

finally, it must be stressed that this component should be 
included and bear proper importance in the compensation 
program of our institution, regardless of the costs and difficulties 
that may arise ahead. the development of an evaluation 
program for work positions will result in acknowledging or the 
right estimation of the contribution for each work position to the 
achievement of the bank of Albania targets, in the adequate 
classification of occupations in the structure of wages and 
subsequently in the fair compensation of individuals occupying 
these work positions. 

2.3. lAbor mArket AnAlysis

the bank of Albania compensation program lacks this 
element as well. in some cases, there have been collected data 
on salaries offered by the public sector and by commercial 
banks; however, these have been used simply to create an 
idea about the bank of Albania’s salary position to the labour 
market. the comparison of salaries for the same work position 
has been deficient also as a consequence of inadequate and 
outdated job descriptions, which restrain us from finding as 
many comparable work positions as possible. consequently, 
the reflection of labour market data in the level of salaries at the 
bank of Albania and the definition of its position in this market 



�0�

have not been accurate and this fact injures remarkably the 
bank of Albania’s competitive skills to recruit the most capable 
and the most trained staff. 

 Again we stress that the labour market analysis must be given 
appropriate importance. it is necessary that this analysis be 
periodically performed and its results serve to review the wage 
structure. Also, the bank of Albania, after making this analysis, 
must clearly define its strategic position in the labour market, 
always with the intention to maintain its competitive capacity in 
the market. 

2.4. pAy structure 

the bank of Albania current pay and its components are 
shown as in the table below:
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As observed, this structure is composed of the base salary 
and six extra payments on the base salary, while an ideal 
payment structure has only three components: base salary, extra 
payment per performance evaluation and accorded bonuses for 
excellent performance. thus, the current structure of the bank 
of Albania is much more complicated than the ideal one. Also, 
this structure does not base staff compensation on performance 
evaluation. other extra payments are based on different criteria 
and performance evaluation, making compensations as per 
bank employee be mainly based on other factors and not simply 
on the contribution they give to achieving institutional targets. As 
a result, employees are not encouraged for a more qualitative 
job and high performance. 

it is necessary that the criteria for extra payments over the 
base salary, except that of performance evaluation, be used as 
the criteria of performance evaluation and their effect should 
be included in the base salary for these jobs. that simplifies 
the wage structure but at the same time helps in the right 
compensation of staff.

Also, the current wage structure at the bank of Albania also 
lacks the classification of work positions for different wage 
intervals. the deficiency of wage intervals has brought about 
lack of grades in career, so necessary for maintaining the 
inner motivation of staff, the inducement of further professional 
trainings and the enhancement of competition amongst the staff 
for better performance to the advantage of the bank of Albania 
interests. 

the existence of extra payments for annual work evaluation is 
a positive feature of the current wage structure, further motivating 
the staff for the qualitative work. however, its main shortcoming 
stands in the way of evaluating the work performance and in its 
association with the wage system.

first, the performance evaluation program must be revised 
so that the evaluation is as objective as possible and not merely 
serve the extra payments on the wage. 
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second, extra payments must be less centralized and based 
on preliminary budget plans compiled for every unit. 

finally, it is clear that the bank of Albania entire compensation 
program needs a radical change, which is conditioned by the costs 
and psychological impacts on the staff. therefore, it is necessary 
to find intermediate ways, which will  gradually lead to the 
perfection of this program and its component elements. 

reaching the perfection, the bank of Albania will have a 
compensation program that will assist it in meeting the following 
targets:

• fairness and impartiality in the compensations of every 
staff member;

• Attraction, maintenance and motivation of trained staff at 
any grade of hierarchy;

• maintenance of the competitive skills in the labour 
market; 

• elucidation of staff on the existing correlation between the 
personal performance and the bank of Albania targets;

• staff compensation based on their personal performance 
and the contribution they give to the bank of Albania. 

* zhizela balla, specialist, legal and human resources department.
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Arguments on the leVel of minimum 
pAid-up cApitAl

Erjona Suljoti*
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- Capital functions - Initial minimum capital - Albanian banking system - Risk 
level - Profitability -

i. WhAt does cApitAl represent for bAnks?

A bank, as other businesses, needs capital to exercise 
activity. unlike them, the commercial bank must always retain 
a certain amount of capital to amortize the unexpected losses. 
such obligation derives from the specific nature of the banking 
activity.

the capital of a bank performs a number of functions. to 
carry out these functions, it should have structures and size to 
satisfy the regulatory authorities, shareholders and investors 
(including depositors).

Among the main functions of capital, we would mention:

first, the capital absorbs bank losses and its potential exposure 
to various risks it faces during its activity. 

second, it makes other depositors and creditors feel protected 
not only during normal periods of banking activity but also 
during hard financial periods. this means that capital is a factor 
that strengthens the public confidence in any bank and in the 
whole banking system. 



�08

third, the capital of a bank is a source of long-term funds for 
fixed assets, for the banking technique and technology. capital 
is the main source for financing bank’s growth, which is very 
important to be competitive in the banking environment.

fourth, capital serves as an instrument of controlling the 
extension of bank’s activity. if a bank’s assets have a faster 
growth than needed, then the bank will receive signals from 
regulatory authorities to restrain expansion, otherwise augment 
the capital in accordance with the risks taken over.

fifth, capital helps the bank be licensed, organized and 
operate before the deposit flow starts. in the initial period, when 
the public confidence in the bank is still at a relatively low level, 
the only financial resource the bank can operate with is the 
capital. 

referring to all these functions, the initial minimum capital 
and its amount assume a special significance.

ii. Which fActors mAy influence the initiAl 
Amount of the requred cApitAl?

• the macroeconomic situation of the country. the more 
stabilized and healthier this situation, the lower the risk in 
bank operating environment. this means that banks carry 
over less risk in their activity. therefore, such conditions do 
not constitute encouragement for augmenting the capital 
amount.

• the need to have or not to have new banks. this relates 
to the market need to extend the banking system and its 
services. if the market lacks the competition, lacks banks 
and banking services, then this may make authorities 
promote the entry of new banks, operating also through 
a more liberal capital requirement. otherwise, a high 
capital requirement would mean a low return on equity to 
investors, and vice-verse.

• business strength (in terms of capital) reflects the actual 
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possibility of businesses of a country to be able to enter into 
the banking industry. frequently, the national authorities are 
interested in increasing the number of banks with domestic 
capital in the banking system. to realize this preference, 
the real business strengths in terms of capital are taken into 
account. referring to this criterion, and to the preferences 
towards banks with domestic capital, at any case, this 
would not affect on the further augmentation of the capital 
amount. 

• the degree of investors’ interest (domestic or foreign) in 
opening a bank. this factor underlines the idea that the 
investors’ strength (in terms of capital) or power to invest is 
as important as the interest they show in this activity. the 
level of interest of domestic or foreign investors is directly 
related to the profitability indicators (return on equity) and 
the risk taken over by them. if interest is low, then there will 
be operated by holding the capital amount at low levels 
and vice-versa. 

the need to meet international standards, for example, 
different directives from bis or eu. many countries of the region, 
such as croatia, rumania, etc., in the framework of signing 
association agreements to adhere to the eu, have converged 
the minimum capital amount according to the directive no.12 
of 2000. According to this directive, countries signing the 
association agreement must hold a minimum capital amount 
of not less than eur 5 million or usd 4.7 million. generally, 
member countries to eu have eur 18 million or usd 16.5 
million as the minimum capital amount.

iii. the history of this indicAtor in 
AlbAniA oVer yeArs

currently, the required capital in Albania is lek 700 million 
or nearly usd 5 million. the required capital has reflected 
a rising trend over the recent decade. the eu criterion, usd 
16.5 million is 3.3 times higher than the current standard in 
Albania, nevertheless it meets eu criterion for countries that 
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would sign the association agreement. knowing that we aspire 
to be accessed to the eu, converging legislation with that of 
eu member countries presents an important step to this and 
we naturally come to a question: is it necessary to augment 
the required capital amount? the answer is positive, as we do 
not want to step away from the already started integration and 
moreover, we ensure benefits that accompany the augmentation 
of capital. the second question is: is it the due time to augment 
the capital amount? for this, we are going to analyze some 
facts.

table 1 year on year change of minimum capital in Albania
years Amount of minimum capital (in million lek) no. of banks
After 1998 700 14
02.12.1998 700 10
december 1996 350 8
28.06.1996 200 8
1994 100 – 200* 6

*note. in 1994 there were two levels of minimum required capital: 100 million 
leks for Albanian investors and 200 million leks for foreign investors.  

from the history of changing the required capital amount, we 
can directly draw two important characteristics:

l. in Albania, the augmentation of the required capital has 
not restrained new bank licensing requirements and 4 banks 
are added since 1998 (when the required minimum went up 
to lek 700 million). this means that the interest of investors to 
open new banks is affected by factors other than the required 
capital.

ii. We notice that the period of changing the minimum 
required capital amount in Albania is already every two years. 
there are cases when the required capital has changed twice a 
year (as in 1996). during this year the change was undertaken 
to maintain the same rate of the required minimum denominated 
in usd (usd 2 million). in fact this year we have a noticeable 
devaluation of the lek exchange rate to the usd (from 100 lek 
/usd to 170 lek/usd). this devaluation of the lek enforced 
the decision on the augmentation of the required capital from 
lek 200 to 350 million. in 1998, it was established that for 
new banks requiring access in the banking system the minimum 
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paid-up capital would be no less than lek 700 million, whereas 
for existing banks and for those under the licensing approval 
process, the augmentation was decided to take place in some 
stages. initially it was deemed as rational that augmentation 
be met at the rate of lek 500 million. banks would meet this 
obligation within 18 months and later lek 700 million would 
be met for 18 other months. from 1992 until now, we note 
four changes, implying that these changes have been already 
undertaken on the average of every two years and a half. 
however, if we refer to the western countries experience, we will 
notice that the basel accord, about capital adequacy criterion in 
year 1998, specified a date for the application and adjustment 
of this accord for about 4 years, till 2002, while in our banking 
system, as above mentioned, the period for changing the capital 
was 2.5 years.

 
conclusion 1: casting a glance at the history of changing 

the minimum required capital, it is concluded that the frequency 
of growing capital has been relatively high. for this reason, it 
has been assessed that it is still early to change the amount 
of the required capital, because frequent change sets banks 
to insecurity and pressure and makes the application of their 
business-plans difficult.

iV. required cApitAl Amount in AlbAniA 
And in some other countries of the 
region

currently the minimum required capital in Albanian is very 
close to the average of the region, at usd 5.5 million. this 
indicator conveys the idea that it is not the right moment for 
changing the amount of the minimum required capital. the 
share of the required capital as to the total of gdp is higher 
in Albania than in other countries of the region (like romania, 
bulgaria), implying that in these circumstances, changing the 
amount of the minimum required capital is inappropriate. 
financial leverage is actually low in Albania, meaning that own 
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capital allotted to total assets is too small. being the smallest 
in all the compared countries, this indicator suggests capital 
amount augmentation. the size of the banking system in 
Albania is a bit lower than the average of the countries in the 
region (55.5), which means that the banking system needs to be 
expanded. this indicator underlines the fact that the augmenting 
of the required capital would be desirable, so that banks have 
possibilities for expansion.

table 2 comparison of capital indicators for countries in the region

country

Amount of 
minimum 
capital (in 
millions of 

usd)

minimum 
capital 
/gdp

level of 
financial 
leverage

capital 
adequacy

size of the 
banking 
system* 

Albania 5,0 0.05% 6.7 42 50
macedonia 2,2- 8,3* 0.22% 23.3 36.7 38
croatia 4,7 0.02% 11.2 21.3 71
bosnia and 
herzegovina 4,1 0.17% 25.7 32 67

slovenia 4,0 0.02% 14 12.4 79
bulgaria 5,1 0.04% 11.3 41.3 40
romania 4,6 0.01% 8.6 23.8 29
yugoslavia 5,0 1.87% - - -
turkey 11 - 70
Average 4,8 13.27 25.84 55.5

*note: in the case of macedonia there are two levels of required capital for 
banks. the amount of 2 million usd applies to banks conducting banking 
business within the territory, while for banks conducting banking business outside 
the country the required capital amounts to 8 millions usd. 
*the size of the banking system implies total assets in the banking system to gdp.  
source: Annual reports of countries and the ifs Annual report.

conclusion 2: comparing capital indicators, we underline 
that the required capital amount and the size of the banking 
system are close to the average standard of the countries 
in the region; therefore further augmentation of capital is 
inappropriate. even capital adequacy, at 1.6 times higher 
than that of the countries of the region, does not support the 
augmentation of the minimum capital. on the other hand, the 
financial leverage level is half the average of the countries in 
region and far away from the standards of such countries as 
croatia and slovenia (respectively 11.2 and 14 percent), which 
have a more advanced banking system. this fact props the 
augmentation of initial capital amount.
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V. AnAlyzing fActors thAt influence the 
required cApitAl Amount in AlbAniA

V.1. mAcroeconomic situAtion

comparing the performance of macroeconomic indicators 
over years, it is clearly evidenced that the macroeconomic 
environment in Albania has got a stabilizing trend. during 
the recent four years taken under analysis, Albania disclosed 
the best positive developments on macroeconomic indicators 
amongst the compared countries of the region.

given the macroeconomic developments, Albania resembles 
more to such countries like fyrom, romania, bulgaria, while 
it has the lowest inflation among these countries. As a share of 
gdp, investments are lower and the same can be mentioned for 
gdp per capita. As already known, the balkan currently attracts 
a very small percentage of foreign investments and this affects to 
a certain extent the overall macroeconomic developments and 
those of the banking system. this has been an aftermath of the 
extremely aggravated situation with wars and an underlined lack 
of political stability in the region.

referring to our problem, it means that it is not yet the moment 
to augment the capital for such an action would restrain, to a 
certain extent, the banking system from further growth. if we 
refer to foreign direct investments per capita, we would see that 
Albania is ranked the last country in the region. this means that 
it must create more favourable conditions to attract a larger 
number of investors, implying that capital amount augmentation 
is inappropriate. inflation reflects the lowest rate in the region. 
inflation indicators, together with the steady exchange rate, 
express a more favourable and safer macroeconomic situation, 
which does not necessarily require more capital.

table 3 performance of macroeconomic indicators 

indicators years
1997 1998 1999 2000

nominal gdp (in millions of usd) 2,294 3,057 3,676  3,752 
gdp per capita (in usd) 684 906 1,081  1,094 
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gdp growth (change in %) -7 8 7.3 7.8
fdi (in millions of usd) 47.5 45 41.2 143
investment to gdp (in %) 2.1 1.5 1.1 3.8
inflation (in %) 42.1 8.7 -1 4.2
Average exchange rate of All/usd 148.9 150.6 137.7 143.7

conclusion 3: it comes out of the above analysis that the 
created macroeconomic situation does not necessarily dictate 
addition of the minimum capital. Also, the low level of foreign 
investments per capital backs the idea of not changing the 
capital amount.

V.2. the need to hAVe or not to hAVe neW bAnks

 the need to have or not to have new banks is generally 
determined by:

• the banking system magnitude: it refers to some quantitative 
indicators, as for example to the number of banks per 
1000 km2, presenting the geographic expansion of the 
banking system; the number of banks per 100 000 citizens, 
presenting banks’ expansion to provide banking services to 
the population.

• the structure of banking system related to the concentration 
of banking activity. this fact is underlined in view of an 
ever more efficient competition of the banking system’. 
our country has the lowest number of banks compared 
to other countries in the region. should this number be 
allotted to our country population or its surface area we 
will get a more real indicator. even in this case, our country 
is ranked amongst the last three countries of the region, 
after romania and bulgaria and is generally far off the 
average of the region as per banks coefficient per 1,000 
km2. 

table 4  macroeconomic data for countries in the region, for 2000

country

gdp indicators fdi

inflation 
(in %)

Average 
annual 

exchange 
rate to 

usd

gdp in 
millions 
of usd

gdp/ 
per 

capita

real 
gdp 

growth

total in 
millions 
of usd

fdi/
gdp

(in %)

Albania 3,752 1,094 7.8 143 3.8 4.2 143.71
macedonia 3,800 1,885 5.1 181.6 4.6 10.6 65.904
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croatia 18,977 4,227 3.7 827,9 21.9 6.2 8.3
bosnia and 
herzegovina 4,130.4 1,053 5 117 2.8 8 2.1

slovenia 18,169 9,413 4.6 133.3 1 8.9 222.7
bulgaria 11,950 1,459 5.8 999.6 8.4 10.1 2.1
romania 36,691 1,636 1.6 1036 3 45.7 21,708
yugoslavia 267 940 7 - - 85.6 37.5
turkey 77,484 1150 7.6 112 1.3 55 1644.5

source: ifs Annual report for 2000

conclusion 4: these indicators confirm that the banking system 
is not oversaturated; therefore we can say that it is appropriate 
to stimulate the introduction of new banks in the system. from 
this viewpoint, the augmentation of minimum capital would not 
help the attraction of investors.

if we refer to the banking system structure, Albania has a 
banking system concentrated in a single bank. in 2000 the 
assets of the largest bank in the country share nearly 65 percent 
of the total assets of the banking system, whereas, in croatia, 
the three largest banks of the country share 18.8 percent of the 
banking system assets.

conclusion 5: the more concentrated the banking system is 
the more indispensable the enhancement of competition and 
the introduction of new banks in the system will be. this fact 
once more supports the creation of more favourable conditions 
for the entry of investors in the banking market, thus it does not 
sustain the idea for the augmentation of the minimum capital.

V.3. domestic business strength leVerAge (in terms 
of cApitAl)

At the first steps of assigning this rate in our country, it was 
deemed as appropriate to differentiate between the home and 
foreign investors, assisting the domestic or local investors with 
half amount of foreign investors (lek 100 million). this difference 
was made because at that time, no real possibilities were created 
for Albanian businesses to invest in the banking system. this 
indicator was assessed as a stimulus of this activity. later on it 
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was deemed reasonable to remove this criterion, though there 
were other reasons that kept Albanian businesses investments 
away from the banking activity.

conclusion 6: Anyway, under the conditions when Albanian 
businesses are not fully consolidated and do not feel attracted 
by the banking activity, capital amount augmentation would be 
untimely.

V.4. AlbAniAn or foreign inVestors’ interest in 
opening A bAnk

currently, Albanian investors (according to some preliminary 
analysis) do not prefer banking activity as their investment 
alternative, because of the low and gradual return on assets 
from this activity.

A bank investment is a long term investment, frequently 
accompanied with loss in the first years of activity, while such 
investments as trade or construction harvest their profits since 
the first years of activity.

there are also other factors along with the above mentioned 
ones that support the preference of Albanian investors to invest 
in other economy sectors rather than in the banking system. 
the attraction of foreign investors would require the creation 
of favourable conditions with respect to return on assets. Also, 
the capital amount must be so much as to maintain competition 
in the region. establishing a high rate of minimum capital 
would attract foreign investors, who would invest their assets to 
countries that offer more facilities.

conclusion 7: Albania is still in need of new banks and 
lacks interested investors. from this viewpoint, it must stimulate 
the entry of new banks and not their restraint. on the other 
hand, taking into account the performance of public banks’ 
privatization, we notice that there are few interested investors. 
this reinforces once more the idea that the existing amount of 
the minimum required capital should not be augmented.
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table 5 Albania and countries in the region in terms of the banking system’s size

country number 
of banks

number of banks per 
1000 km²

number of banks per 
100,000 inhabitants

Albania  13  0.45  0.37 
macedonia  22  0.87  1.08 
croatia  44  0.78  1.02 
bosnia and herzegovina  63  1.23  1.61 
slovenia  97  4.79  5.03 
bulgaria  35  0.32  0.45 
rumania  40  0.17  0.18 
Average 45 1.23 1.39*

*not included in the average the banks of turkey and yugoslavia.

V.5. country And bAnking ActiVity risk

the required capital amount is directly related to the risk rate. 
currently, Albania, as some other balkan countries, is a high-
risk country. the banking activity, because of its importance, 
requires very prudential preliminary measures, which may 
prevent shocks to the whole banking system and in general to 
the financial one. if we refer to the performance of banking 
indicators (credit quality because it’s a high-risk activity), we 
will notice significant improvements year-on-year.

conclusion 8: compared to the rest of the balkan countries, 
lending indicators state a high-risk position. such a fact is in 
the favour of augmenting the principal amount, laying the 
basis for a sound banking system.

Vi. situAtion in the bAnking system

the attention should be focused on the banking system 
performance. the Albanian banking system profitability is at 
relatively satisfactory levels, somewhat higher than the average 
of the countries of the region (specified as a simple average 
among the countries under analysis). return on equity is the 
highest in the region (at least, compared to the countries that 
have available data in this respect), indicating that banks’ net 
profit against shareholders equity is high. for the two other 
indicators, i.e., return on total assets and net profit to gdp, 
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Albania indicators are ranked in the second place, again 
indicating a satisfactory position.

table 6 profitability indicators of the banking system for countries in the region
country roe roA net profit/gdp
Albania 21.06 2.1 1
macedonia 3.8 0.8 0.3
croatia 15.6 1.3 0.8
bosnia and herzegovina
slovenia 0.8 1.3*
bulgaria 18 2.4 0.9*
romania 12.5 1.5 0.4
Average 14.2 1.5 0.8

* in the absence of data for 2000 the data for 1999 have been used.

if we consider the historical performance of profitability 
indicators, we will notice an apparent improvement from one 
year to the other.

 
table 7  profitability indicators of the Albanian banking system

indicators years
1998 1999 2000 2001

roA -1.8 -0.56 2.1 1.46
roe -82.3 16.4 21.06 21.6
profit/gdp in % -0.7 0.3 1.0 0.7

on the other hand, the banking activity quality indicators, 
compared to other countries of the region, are far from the 
average. Albania represents the country with the least developed 
credit to economy (private sector) in the region. banks do not still 
prefer lending, though it is already known that this is the main 
activity of a bank.

loan portfolio is currently at bad levels and far from the average 
of the region. the conclusion coming out of this is that further 
growth of lending activity must be stimulated. under the conditions 
when lending is a high-risk activity, it may be accompanied with 
capital amount augmentation. 

table 8  indicators of credit quality relative to countries in the region

country non-performing 
loans to total loans

credit to 
economy to gdp

credit to economy 
to total assets

Albania 42.8 5.2 10.4
macedonia 34.8 19.5 33.8
croatia 9.2 37.5 45.8
bosnia and herzegovina 49 73
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slovenia 5 39 53
bulgaria 8.2 18.3 36.8
romania 38.3 9.4 32.2
turkey 22 32.1
Average 23 25 40

table 9  performance indicators of the banking system over the years

indicator (in %) years
1997 1998 1999 2000

non-performing loans to total loans 45.0 41.0 32.7 42.8
credit to economy to gdp 4.5 7.9 8.1 5.2
credit to economy to total assets 9.2 18 16 10.4
size of the banking system (assets/gdp) 49.0 44.7 49.3 50.2
use of financial leverage (own capital/total assets) 6.7 2.8 3.6 6.7
Adequacy capital - -1.3 8.2 42

referring to performance of capital adequacy or financial 
leverage over years, we would notice that in the previous years 
these indicators were at very low levels. this has been as a result 
of high provisions for covering bad loans of the system. After 
1999 we notice the transition of bad loans to loan recovering 
Agency and significant improvement of capital account. capital 
adequacy indicator is at the highest level in the countries under 
analysis.

this fact confirms that the banking system is either extremely 
capitalized compared to the risk taken by banks (there is more 
capital than necessary) or the banks invest in very low risk 
activities. regarding the share of banking system assets to total 
gdp, it is very close to the average of the countries taken under 
analysis but far from the developed countries’ standards (this 
ratio is at 250 percent in western countries).

conclusion 9: referring to profitability indicators, we can state 
that they are at favourable levels, highest amongst the region, 
whereas the banking system performance indicators remain at 
low rates. the existence of a high risk requires more capital.

prudence should be shown, because setting a higher capital 
rate would distract foreign investors, as aforementioned, and 
would also lead to increased demand for establishing other non-
bank financial entities. 
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Vii. AlbAniA And neighbor eu member 
stAtes

in the framework of Albania’s accession to the eu, we have 
referred to the banking system indicators of the eu member 
states. We have chosen italy and greece not only for the fact 
that they are eu members but also because they are our main 
partners.

table 10 banking system indicators for the eu countries for 2000
indicator italy greece
minimum required capital in usd 16,500,000 16,500,000
financial leverage (in %) 6.7 12.3
size of the banking system (in %) 153 128 
number of banks 846
capital adequacy 10.3 14.7*
non-performing loans to total loans 8
total loans to total assets 51.3 45%
total loans to gdp 78 53%
roA 0.79
roe 11.6

* data for 1999.

the minimum required capital for both countries is determined 
by the eu directives, at usd 16.5 million. financial leverage in 
italy is higher than in greece. the size of the system, reflected 
in the ratio of the banking system assets to gdp is some times 
higher than the average of the region and the size of the 
Albanian banking system. the size of the banking system of 
these countries is extremely large, confirming a consolidated 
and advanced banking system.

bad loans to total credit ratio is low, indicating the good 
performance of the banking activity.

the above indicators show that the banking system in these 
countries is highly developed and consolidated, but anyway, 
they show a higher standard of the required capital compared to 
regional countries. the reason why we are providing an already 
known table of the neighbouring countries is to show that we 
really want to augment the initial capital amount. but, is it just 
the time to carry out such a change? is our banking system really 
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able to support and face this change? our banking system is 
still in its infantile stage, therefore it has much to do to reach 
the banking systems of advanced countries and until conditions 
are ripe, parallel to changes, the change of the amount of the 
minimum required capital should also be effected. 

Viii. conclusions And recommendAtions

reasons pro capital augmentation reasons against capital augmentation 
low level of financial leverage frequency of changing the capital amount
banking system risk, bad quality of 
banks’ portfolio 

capital amount and banking system magnitude 
are close to the average of the region

country’s risk capital adequacy is high

Approximation to the eu criteria capital amount is as much as the eu criteria for 
countries that adhere to eu 
improved macroeconomic situation
the need for new banks
the need for enhancing competition in a 
concentrated banking system
domestic business strength in capital terms
the need for attracting foreign investors

in conclusion we would stress that the factors, on whose basis 
is reasoned to set the amount of minimum required capital act 
on both sides. Anyway, there are many more factors that do not 
support the augmentation of minimum required capital.

recommendAtions

1. given the above analysis we deem that for the moment, 
the required capital should remain unchanged.

2. We assess that the operational risk of the banking system 
must be carefully estimated. if the risk rate is increased, the 
other categories of capital may be put into operation.

for example, taking into account that our banking system 
profitability is higher than in other countries of the region, the 
bank of Albania may ask for a more conservative policy on the 
side of banks, in terms of dividend allocation, leaving untouched 
the principal capital amount. 

* erjona suljoti, specialist, research and monetary policy department.
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the bank of Albania monetary policy decisions on changing 
the core market rates are decisive for the interest rate behaviour. 
based on the bank of Albania announcement on changing the 
monetary policy stance, markets ensure the necessary information 
that serves as a signal for changing the interest rates.

financial market development in Albania, with the banking 
sector regarded as the most developed structure, enables the 
bank of Albania monetary policy decisions to be mainly effective 
in money market, thus being limited at a time space of no longer 
than one year.

 the bank of Albania transmission of monetary policy 
decisions has its own features, in different years, conditioned 
by the bank of Albania instruments to transmit decisions on the 
money market developments, the structural changes recognized 
by the banking sector, such as the addition of banks’ number, 
the rising share of private banks to public banks, the addition of 
the active banks’ number in the market, the gradual increase of 
competition by different markets, etc.

hereinafter, we will try to analyze the bank of Albania 
transmission of monetary policy decisions in the money market 
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over different periods, to evidence the developments this process 
has undergone either from the viewpoint of the progress or the 
obstacles that have restrained the enhancement of efficiency of 
this transmission. 

table 1 bank of Albania monetary policy stance for the period of 1997-2002

monetary policy 
signal

core rate 
changing date 

boA main 
applicable 
instrument 

core interest 
change in 
p/p

boA core 
interest rate

year 1997, 8 times changed 

time deposit rates 
for utterly state-
owned banks

tight policy January 30
12- month 
6- month 
3- month 

+3.0
+2.5
+2.0

22.0
21.0
20.0

tight policy march 5
12- month 
6- month 
3- month 

+6.5
+7.0
+6.5

28.5
28.0
27.0

tight policy may 22 3 month +7.0 34.0
tight policy June 27 3 month +3.0 37.0
mitigated policy september18 3 month -2.0 35.0
mitigated policy november 10 3 month -3.0 32.0
mitigated policy november 24 3 month -2.0 30.0

mitigated policy december 3 
12- month 
6- month 
3- month 

-1.5
-2.0
-4.0

27.0
26.0
26.0

year 1998, 5 times changed
time deposit rates 
for utterly state-
owned banks

mitigated policy may 19
12- month 
6- month 
3- month 

-3.0
-2.0
-2.0

24.0
24.0
24.0

mitigated policy June18 
12- month 
6- month 
3- month 

-3.0
-2.0
-2.0

21.0
22.0
22.0

mitigated policy August 24 
12- month 
6- month 
3- month 

-2.0
-2.0
-1.0

20.0
20.0
20.0

mitigated policy october 22
12- month 
6- month 
3- month 

-2.0
-2.0
-2.0

18.0
18.0
18.0

mitigated policy november 12
12- month 
6- month 
3- month 

-1.5
-1.5
-1.5

16.5
16.5
16.5

year 1999, 6 times changed 
time deposit rates 
for utterly state-
owned banks 

mitigated policy february 17 
12- month 
6- month 
3- month 

-1.5
-1.0
-1.0

15.0
15.5
15.5

mitigated policy may 27
12- month 
6- month 
3- month 

-1.0
-1.0
-1.0

14.0
14.5
14.5

mitigated policy June 2
12- month 
6- month 
3- month 

-1.0
-1.0
-1.0

13.0
13.5
13.5
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mitigated policy July 7 
12- month 
6- month 
3- month 

-2.0
-2.0
-2.0

11.0
11.5
11.5

mitigated policy september14 
12- month 
6- month 
3- month 

-1.0
-1.0
-1.0

10.0
10.5
10.5

mitigated policy november 3 
12- month 
6- month 
3- month 

-1.00
-1.25
-1.25

9.00
9.25
9.25

year 2000, 3 
times changed 

liberalisation of time deposit rates 
for utterly state-owned banks and 
passing to use of repo auctions 

mitigated policy January 19 
12- month 
6- month 
3- month 

-0.50
-1.00
-1.25

8.50
8.25
8.00

mitigated policy march 29
12- month 
6- month 
3- month 

-0.50
-0.75
-1.00

8.0
7.5
7.0

liberalization of 
6-month interest may 17 

mitigated policy June 7 12- month 
3 month 

-0.25
-0.50

7.75
6.50

liberalisation of 
12-month interest July 19 

mitigated policy July 27
fixed amount and 
diversified price 
repo

9.00

mitigated policy August 3 
fixed amount and 
diversified price 
repo

-1.50 7.50

mitigated policy August 10 
fixed amount and 
diversified price 
repo

-0.50 7.45

mitigated policy August 17
fixed amount and 
diversified price 
repo

-0.15 7.30

mitigated policy August 31
fixed amount and 
diversified price 
repo

-0.30 7.00

mitigated policy september 7
fixed amount and 
diversified price 
repo

-0.10 6.90

mitigated policy october 5 
fixed amount and 
diversified price 
repo

-0.40 6.50

liberalisation of 
3-month interest october 6 

year 2001 only once changed 
repo and reverse 
repo weekly 
auctions

mitigated policy march 1
fixed amount and 
diversified price 
repo

6.5

neutral policy may 2 fixed price repo 6.5
tight policy August 22 fixed price repo +0.5 7.0

year 2002, 3 times changed 
 repo and reverse 
repo weekly 
auctions 

tight policy march 21 fixed price repo (s) +0.5 7.5
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tight policy April 10 
reverse repo 
on multilateral 
diversified price

+1.0 8.5

neutral policy december 10 reverse repo on 
fixed price 8.5

According to the data of table 1, the bank of Albania has 26 
times signalized the market on the change of the core rate or 
at 4.3 times as yearly average, over the period of 1997-2002. 
from these, 22 times or 5.5 times average a year corresponds 
to the period 1997-2000, in which period, signalizing monetary 
policy stance in the market was realized through the direct 
instrument of time deposit rates on public banks or 4 times only 
or 2 times a year through the indirect instrument of the weekly 
rates. 

the bank of Albania transmitted market signals have been 
released for most of the period under study. years 1997 and 
2002 comprise exemptions from this period, during which 
the bank of Albania monetary policy signals for most of the 
period have been tight. the market was 4 times signalized on 
monetary policy tightening in 1997 and 2 times signalized in 
2002. Although the bank of Albania monetary policy stance 
has been the same for both periods, there have been changes 
between them, lying in the way of transmitting monetary policy 
decisions, the applied instrument, the frequency of transmitted 
signals in the market, the size of changing core rate, which has 
been much higher in 1997, compared to 2002, etc.

the bank of Albania monetary policy stance in both periods 
has been dictated by shocks of the banking sector in these 
periods, more precisely by the financial crisis of year 1997 or 
namely after the fall of the pyramid schemes, helped by the 
weaknesses of the banking sector and the deposit panic in 
spring 2002, which was a pure incident of the banking sector. 
the bank of Albania was positioned in the role of the insurer 
of the financial system stability, aiming at returning the public 
confidence in the banking system. 

the aggressive increase of the core interest rates during 
January-June 1997 indicated that the return of liquidity in the 
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system was efficient. After the insolvency of the pyramid schemes, 
which attracted a large part of deposits, banks quickly reacted 
with the interest rates increase. the applicable instrument 
conditioned the velocity of reaction, regarding the increase of 
the time deposit rates in this period, which was administratively 
obligatory to be applied by public banks. meantime, other banks 
of the system were forced to track changes of interest rates by 
public banks so as to not lose weight in the lek deposit market, 
remaining attractive for the broad public. 

the data of table 2 indicate that monetary policy tightening 
was transmitted by the deposit market at 9.5 percentage points 
on 12-month deposits and 8.5 percentage points on 3-month 
deposits during January-march or about 77.2 percent on 12-
month deposits and about 65.4 percent of 3-month deposits 
during January-march. in April, it was attained full or 100 
percent transmission of it.

table 2 reaction in lek time deposits market (in percent)
12-month deposits 

interest rates
3-month deposits 

interest rates
January – march 1997
key interest rate change +9.5 +8.5
market reaction
January - march +6.86 +5.58
January - April +9.59 +8.51
may - June 1997
key interest rate change +10.0
market reaction
may - July +9.84
september - december 1997
key interest rate change -1.5 -11.0
market reaction
september - december -1.17 -7.99

Worth mentioning for the above period is that deposit market 
was dominated by public banks, at 93.9 percent. however, this 
administrative increase of deposit rates in lek dictated banks raise 
the costs on new deposits taken. banks of the system transmitted 
coverage of the created cost to the primary market of treasury 
bills, leading to a fast and parallel increase of treasury bills’ 
yield. increasing the yield as per maturity terms was consistent 
with the increase of the time deposit rates in lek for the same 
maturity terms. it was higher on 3-month treasury bills, from 
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20.4 percent in January 1997 to 38.22 percent in August1 (or 
17.82 percentage points) and lower for 12-month treasury bills, 
from 22.5 percent in January 1997 to 35.5 percent in August 
1997 (or 13 percentage points). 

table 3 reaction in t-bill market (in percent)
12-month t-bill yield 3-month t-bill yield

January – march 1997
key interest rate change +9.5 +8.5
market reaction
January - march +9.49 +7.80
January - April +9.49 +8.92
may - June 1997
key interest rate change +10.0
market reaction
may - July +8.19
september - december 1997
key interest rate change -1.5 -11.0
market reaction
september - december -0.50 -2.92

unlike the deposit market, the primary market reaction 
of treasury bills is higher within the period of changing the 
core rate, indicating a faster transmission of monetary policy 
tightening to this market. the velocity of deposit market reaction 
is significantly higher compared to treasury bills’ market. 

 
intertwining these trends under loosened or relaxed 

circumstance has affected increase of interest spreads by both 
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markets, respectively. While, the spread between 3-month 
deposit rates and treasury bill yields is expanded to 4.77 
percentage points at the beginning of monetary policy tightening, 
it demonstrates the same behaviour even during the period of 
monetary policy mitigation. the flexibility of the monthly average 
rate is very high this year. meantime, the spread on 12-month 
maturity recorded a rising trend, from 3.4 percentage points in 
January to 7.2 percentage points in december 1997, recoding 
a monthly average of 5.2 percentage points. the profit margin 
on this maturity is apparently very high. 

 either the period of monetary policy contraction or alleviation 
is accompanied with interest spread expansions, disclosing a 
market with low level of competition and the administrative 
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impact on the level of interest rates by the deposit market, in 
lek. 

Also, along with the moving spreads on the same maturity 
in different markets, it is evidenced that profit margin has been 
higher for long-term maturities against a lower margin on short- 
term maturities. maintaining these spreads by profit margin 
per different maturities comprises unmerited profit for banks, 
indirectly increasing the budgetary deficit and the domestic 
debt. 

the credit market in lek displays the same situation, as well. 
Although the spread between time deposit rates and credit 
rates, after increasing the deposit rates was high, banks added 
applicable interests for credits extended in lek, passing a part of 
their cost under credit to economy. the applicable interest rate 
on 6-month to 1-year credits went up from 24 percent in January 
to 43 percent in december (or 19 percentage points), whereas 
the applicable interest rate for over 3-year credits extended from 
15.7 to 21.02 percent (or 5.32 percentage points). 

higher interest rates on 3-month deposits, compared to the 
rest of the maturities were accompanied with higher interest 
rates by short-term maturities, either on the treasury bills or the 
credit market, dictating a fast increase of the budgetary deficit 
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and decrease of profit rates for businesses extended for short-
term periods. 

in general, the bank of Albania transmission of monetary 
policy decisions in 1997 is considered fast and complete with 
one-month lag by all markets and maturities. interest spreads 
for the same maturity terms indicate a high fluctuation on one–
year maturity during the year. this behaviour indicates banks’ 
propensity to gain high profits, whereas the administrative 
form of signalizing monetary policy in the deposit market 
dictates high fluctuation. on the other hand, the savings bank 
dominant position by the deposit market made more difficult the 
competition of other banks of the system in the play of interests 
in the primary market of treasury bills and the credit market in 
lek. 

the second time shock of the banking sector from the 
unexpected creation of the deposit panic conditioned the bank 
of Albania monetary policy decisions in 2002. this situation 
was accompanied with the extension of the currency outside 
banks2, the rise of inflationary pressures3 and the fluctuation of 
exchange rates. the created panic among the ranks of depositors 
created an immediate deficiency of liquidity in the system, which 
was transmitted by the deposit market, since banks affected by 
the panic were not disposed of the sufficient liquidity to cover 
depositor requests in the primary market of treasury bills, as the 
banking system did not meet the government offered amounts 
in the primary market4. 

the bank of Albania intervention was fast and according to a 
measure plan. in the market, it was utterly intervened with indirect 
instruments to provide the market with the required liquidity. the 
bank of Albania changed the position from liquidity attractor to 
liquidity injector, enabling weekly injection to the market. parallel 
to this, there were used other instruments, such as outright 
purchases and sales, overnight credit, lombard facility and 
monthly repo(s). meantime, to increase the cooperation between 
the banks, the application of overnight deposits was interrupted 
in the first ten days of April. the primary market of treasury bills 
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immediately and apparently transmitted the rapid and unexpected 
shrinkage of the deposits stock by the national commercial bank. 
the market could not fulfil government needs for financing. for 
the uncovered part of domestic financing, the bank of Albania 
extended a direct credit, observing the permitted limits for 2002.

 such market intervention, fulfilling the needs for liquidity, was 
necessary to guarantee the system stability. for the time ahead, 
of priority would be the return of the lost public confidence in 
the banks of the system. the bank of Albania increased the repo 
rate, based on the experience of 1997. the bank of Albania twice 
signalized monetary policy tightening to mid-April. Although the 
bank of Albania monetary policy signals were tight as in 1997, 
the comparability of markets’ reaction indicates difficulty in 
some respects. more precisely, interest rates’ increase in 2002 
was not at the same size with that of 1997 and the transmission 
of deposit market decisions was indirectly and administratively 
not obligatory. other instruments, affecting the level of interest 
rates and the number of market players had changed. the bank 
of Albania monetary policy in 2002 was implemented through 
indirect instruments only. in the market, there already existed an 
experience of a market and interbank market oriented corridor 
of interest rate, although not yet fully formulated. 

the completely different forms of transmitting monetary policy 
stance and the flexibility offered by the indirect instruments 
applied, as compared to the direct ones, dictated another form 
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of market behaviour from that of 1997. meantime, this market 
demand for liquidity was higher than the supply. 

the signalizing of the market for monetary policy contraction, 
intertwined with the higher budget demand compared to the 
nominal value of the maturity terms in every auction that took place 
in the previous year, mainly as a result of non-accomplishment 
of privatization receipts, affected the acceleration of the 
increased treasury bills yield for all maturities. increasing the 
treasury bills yield was instantaneous, but not complete. only 
for April, monetary policy signals were transmitted at 81.3 
percent on 12-month treasury bills and at 96.0 percent on 3-
month ones. in may, the rise in 3-month maturity exceeded the 
bank of Albania increase of core interest rate. the treasury bills 
yield rise presents their fastest increase for short-term maturities, 
bringing a flattening of interest rates curve in time, which lasted 
till August. generally, within a two-month period, the bank of 
Albania managed the full transmission of its monetary policy 
signal on short-term, 6-month and 12-month treasury bills.

table 4 reaction in t-bill market (in percent)
repo interest 

rates
12-month t-bills  

yield
3-month t-bills  

yield
march - April 2002
key interest rate change +1.5
market reaction
march - April +1.22 +1.45
march - may +1.31 +1.81
march - september +1.78 +2.31
march - december +3.21 +2.13
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treasury bills yields indicated rising trends in september and 
october, accompanied by stronger increase in september5. 
to the end of the year, the increase of the 12-month treasury 
bills was two-fold of that of the core rate, whereas the 3-month 
treasury bills accounted for 1.42 times higher than that of the 
core rate.

the operation was slower and timely distant from the deposit 
market in lek. banks affected by the phenomenon of deposit 
withdrawal reacted for the first time in may and at a small 
percentage. the savings bank, increasing the deposit interests 
to this range, did not deliver the expected effects on broad 
public reaction. such a thing dictated a second time interest 
rate rise in June. 

table 5 lek deposits market reaction, in percentage points (p/p)
repo rates 12-month deposit rate 3-month deposit rate

march - April 2002
core interest change +1.5
market reaction
April +0.01 +0.06
April-June +0.88 +0.78
April-July +0.99 +1.05
April-december +1.50 +1.07

to the end of July or four months following the delivery 
of market signals, the deposit market reflected the bank of 
Albania signals at a satisfactory level. it is evidenced that the 
bank of Albania monetary policy signals to the deposit market 
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were transmitted at 66.0 percent on 12- month deposits and 
70 percent on 3-month deposits. the bank of Albania marked 
full transmission of its monetary policy decisions to the deposit 
market at the end of the 12- month term or only 8 months 
later, while it was managed to transmit 71 percent on 3-month 
deposits. 

 
however, unlike `1997, the spread between deposit rates in 

lek and treasury bills yield by respective maturities is apparently 
lower and demonstrates a small fluctuation. this spread has 
been steady for the 12- month maturity. Variations of this spread 
during the year have been generally at lower rates and mainly 
expanded during the period of monetary policy tightening. in 
spite of the rising trend throughout the year, it has been moving 
by narrow rates of 2.7 and 3.3 percentage points, again. 

in the meantime, the spread on 3-month maturity is much 
more expanded compared to 12-month maturity, increasing 
from 1.06 percentage points in January to 3.23 percentage 
points in december. its fluctuations have been higher compared 
to monthly average rate for 2002, indicating that banks have a 
tendency to ensure a faster profit under a certain time limit.

 the credit market reaction continued to be weak in relation 
to monetary policy signals. the lack of liquidity in the system was 
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apparently transmitted to the primary treasury bill market, but did 
not bear an impact on credit to economy. besides other factors, 
such as the changing structure of new credits, the not-so-high 
competition, and their concentration in foreign currency, mainly, 
it was conditioned by the fact that banks affected by the shock 
had a low or an almost zero rate of credits extended in lek. the 
transmission at completely different levels of the lack of liquidity 
to the market was conditioned by a low or an almost zero rate 
of credits extended in lek by the banks that were affected by the 
shock, and also by the fact that 75 percent of credit to economy 
is in foreign currency. 

empiric assessments of this paper indicate that in the period 
of monetary policy contraction, markets have got the tendency 
to have a faster and a higher rate of reaction to profit generating 
instruments, against more delayed and gradual reaction of cost 
providing instruments, configuring in the end incomplete and 
non-uniform reactions, with a different “time sphere”.

the transmission of bank of Albania’s monetary policy 
decisions in 2002 from the viewpoint of percentages of market 
reaction is later in time than the one realized in 1997. Anyway, 
as stressed throughout the whole paper, periods are not 
comparable. the core instrument applied in 2002 did not bear 
an obligatory administrative character for banks, but signalized 
the market on the monetary policy stance and each market acts 
according to free market principles.

interest rate behaviour in different markets reflected the 
conditions of each market and the demand-supply level for 
liquidity. perhaps, the transmission of market decisions would 
have been faster and fuller, if the savings bank had no dominant 
position, which though reduced in 2002, constitutes an obstacle 
for placing all market participants under the same positions.

more precisely in 2002, it was evidenced that this bank was 
not much interested in high rise of lek deposit interest rates. 
such a thing deferred this bank’s reaction, and being the major 
bank in the deposit market, it impacted on extending the time 
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for the transmission of monetary policy decisions to the deposit 
market, in general. therefore, even in 2002, the competition 
in this market was not so strong as to make banks more active 
with respect to the velocity and the size of interest rate rise. this 
is evidenced as a factor that deteriorated the transmission of 
monetary policy signals. 

the indirect transmission of monetary policy decisions 
on changing the core rate, intertwined with the use of other 
instruments that influenced the system’s liquidity, has brought 
about a natural reaction of market rates, indicating improved 
efficiency, in spite of obstacles. this is reflected in narrowing the 
spread between deposit rates and treasury bill yields of long-
term maturities, from 5.2 percentage points in 1997 to 3.1 
percentage points in 2002, while for those of 3-month maturity, 
this spread has been maintained at the same levels. 

Anyway, the improved efficiency of transmitting monetary 
policy decisions is evidenced in the fact that till the end of 2002 
the situation created by deposit panic entirely recovered and the 
lost confidence in the largest banks of the system was returned. 
Also, the quantitative targets and the maintaining of price 
stability were successfully attained. these markets succeeded in 
transmitting the signals of the bank of Albania monetary policy 
decisions. 
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notes

* suzana sheqeri, Arta pisha, specialists, research and monetary policy 
department.
1 yields recorded the highest level in August.  
2 march and April were accompanied with a rapid increase of lek 16.4 
billion. 
3 the increase of prices was mainly demonstrated in the level of prices by 
agricultural products, especially, in the districts of Vlora and fier, where the 
phenomenon of deposit withdrawal was more noticeable. 
4 this was an expected phenomenon, as the two banks share included in the 
deposit withdrawal by the treasury bills portfolio, owned by commercial banks, 
accounted for nearly 89.9 percent.
5 not only as a result of higher increase of the government demand than the 
market supply but also as a result of the slow regeneration of the liquidity after 
the massive deposit withdrawals and the cost created by payment of the insurance 
prime to the deposit insurance Agency.    
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1. introduction

this paper dwells on the new salary system of the bank of 
Albania. this redesigning outlines in detail the core part of the 
old salary structure.

the purpose, principles and objectives established by the 
bank of Albania supervisory council on the salary policy of the 
bank of Albania were taken into consideration when designing 
the new system. the new structure is conceptually based on the 
theory called “pay for performance”.

the new structure managed to:

1. eliminate at maximum incomes without any work done, 
presented and accepted.

2. highly protect and strengthen the rights won by each 
member of the bank of Albania’s staff, aiming at a full 
harmonization towards the mutual interests between 
employees and institution.

the main reason to revise the old salary structure is the 
continuous orientation given by the supervisory council to 
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design a new salary policy that would take into account the 
present development rate of bank of Albania as well as the new 
realities of the labor market. Various flaws encountered during 
its application were also a stimulating reason to revise it.

many of these flaws have been noticed also by foreign 
advisers to the human resources and legal department. the 
recommendations made by them have been reflected in all 
cases when possible.

the new salary structure established at the bank of Albania 
aims at achieving the following goals:

1. properly appraise the individual efforts and the contribution 
of the current staff, and link this appraisal with the wage 
allocated to each one. As a result, competition among staff 
members and their motivation for a qualified and better 
professional performance will be higher.1

2. continuously motivate all the staff members and offer them 
opportunities for a horizontal as well as a vertical career. 
everyone would first find itself exactly where he/she can do 
its best, and second, there will be one more reason to keep 
everyone interested in staying to work at the bank of Albania.

3. keep working with boA highly skilled and highly qualified 
employees, through a competitive salary system, being 
comparable with same or similar job positions of the 
present labor market.2

4. Attract the most skillful specialists in the labor market and then 
motivate them for their long-term job relationships with the 
boA, by offering them employment security, fair compensation 
and opportunities for professional performance.3 

2. flAWs And problems of the old sAlAry 
structure 

According to the old salary structure, the general basic salary 
in the bank of Albania was composed of the basic salary and 
some additional elements as illustrated in (table 1):
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table 1 summarized salary table (basic salary plus bonuses) at the bank of Albania 
according to the old structure

total gross 
salary gross salary = basic salary + bonuses

salary 
components

basic 
salary bonuses

salary 
components

basic 
salary

1. bonus 
for work 

experience

2. bonus 
for work 

experience 
at the 

bank of 
Albania

3. bonus for 
department 
classification

4. bonus 
for work 

performance

5. bonus 
for scientific 
qualification

6. bonus 
for job 
position 
hardship

7. bonus for 
participation 
in projects

size of each 
element

depending 
on work 
position

0.4%
for every 
year of 
work 

experience 
but not 

more than 
10%

1% for 
every year 
of work 

experience 
at the 

bank but 
not more 
than 20% 

20% for prime 
departments, 

10% for 
departments 
of second 

importance

up to 20% 
for annual 

work 
performance

1000 leks 
for master 
degree,  

3300 leks 
for phd, 
3850 

leks for 
Associated 
professor, 
4400 leks 

for professor

10% and 
5% for 

different 
job 

positions

up to 
10% for 

participation 
in projects

According to this salary structure, all bonuses - at the best 
case possible - are of a smaller value or equal to the basic 
salary. however, they hardly reach the level of 50-70% of it. 
the fourth, fifth and seventh bonuses that concern the job 
performance are rather insecure. the first, second, third and 
sixth are automatically received. We underline that only a small 
number of staff receives the insecure bonuses.

this salary structure has been used for a relatively long period 
of time and has played an important role in the achievement of 
the bank’s objectives, but it has not yet succeeded in providing a 
suitable and differentiated treatment to the bank’s employees.4

Albeit interventions and continuous changes, flaws are 
apparent, some of which might even be considered as essential 
ones. they are briefly given below with respective arguments.
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one obvious flaw of the old salary structure is found in 
the additional compensation for general work experience 
(compensation 1 in table 1)5.

first of all, the additional compensation on work experience 
for a profession different from the one the employee exercises 
at the boA, is a non-effective labor cost. it does not present 
a fair appraisal and reward based on professional skills and 
qualifications that are essential to the achievement of boA’s 
objectives.

here is an example that explains further this point: “employee 
X is hired at the boA as a human resources manager. previously 
he has worked as a human resources manager at a commercial 
bank, as a financial manager at a private business company, as 
a book-keeper at a medical institution and as a cashier at the 
payment department of another commercial bank.”

While his experience as human resources manager will be 
helpful to him after being hired at the boA, the experience gained 
as a bookkeeper or a cashier would not help him much to perform 
better in the boA. therefore the experience as human resources 
manager should be evaluated as an element related to his job 
position at the boA and should be taken into consideration 
in the analysis of that job position. since the rest of his work 
experience is not classified as helpful for a high performance in 
the boA, it should not be taken into consideration.

second, the work experience in the old salary structure is 
treated as an external motivator and not as an internal one. 
meanwhile, real motivators are only the internal ones. therefore, 
the external motivators must be turned into internal ones, 
whenever possible.

thus, the additional pay taken from such an experience is 
given “for free” - there was no need to demonstrate any value or 
work of any kind. referring to herzberg’s “dual factor” theory, 
if one gets part of his salary for free (as it occurs with the pay 
increase because of overall work experience or experience in 
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the bank), this could lead to job dissatisfaction (extrinsic factor) 
and not to job satisfaction (intrinsic factor).

on the contrary, if the work experience is considered part of the 
job content, for example as an element taken into account in the 
analysis of a job position and as a criterion for promotion, there 
will be a new view of motivation. in the second case, this would 
be converted into and classified as an authentic motivation.

the second flaw of the salary structure in question is found 
in the additional compensation based on the results of work 
performance.

these compensations, according to the old salary structure, 
are given by the governor based on the propositions made by 
immediate supervisors and other senior officials of the bank. 
given the large number of the bank of Albania’s employees 
and the fact that these compensations are allocated based 
on everyday work, such a method cannot be so efficient. this 
is due to the fact that the bank of Albania’s senior officials 
are, first of all, responsible to achieve the bank’s institutional 
(not departmental) objectives and to guide all the bank’s 
operations in an unstable environment, such as in the Albanian 
case. therefore they should focus on the allocation and the 
management of all the bank’s resources and delegate more 
authority to lower management levels.

Allocating the employee’s rewards on work performance 
through delegating the right to managers in charge of 
departments is one opportunity of giving more authority to 
the respective managers. in this way, they will become more 
motivated to determine departmental objectives - arising from 
institutional objectives - as well as to charge duties to their staff 
and evaluate properly their efforts for the accomplishment of 
these duties.

the third flaw of the old salary structure is that it does not 
provide any chances for a horizontal career, forbidding thus (or 
even putting at disadvantage), above all, an adequate motivation 
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of the skilled human resources, which, due to the limited real 
opportunities for promotion, do not have any chances for a 
vertical promotion.

in more concrete terms, certain members of the staff, according 
to the old salary structure, were entitled to a direct pay increase 
based on their overall work experience and experience in the 
bank. no matter what the job performance was, one was still 
entitled to such a right.

if we were to make just a superficial analysis of the whole 
situation, it would be quite evident that a horizontal career is 
provided to everyone and no criteria are required thereof. it is 
enough for an employee to have been paid for a certain period 
somewhere or in the bank. 

however, a thorough analysis would bring forth the fact 
that the career we are talking about does neither rely on nor 
is it explicitly supported by any specific form. it is not difficult to 
understand that because you have been paid somewhere that 
does not stand for a virtue to serve as a criterion for a direct 
annual pay increase. it generates no incomes and it does not 
affect, in any way, other income sources from which one can get 
what is paid to the employee. in the same way, formally, it does 
not help bring incomes to the institution.

in fact, this income is practically considered - under a certain 
light - as worthless. Accordingly, it is not motivating or it could 
be even a harming one. this pay increase goes both to the 
one who has had a high performance and the one of a lower 
performance and who is not as committed as the first one.

no doubt that such a reward system provides everything but 
encouragement to the hard-workers, setting thus an unpleasant 
environment of equality.

this income would make perfect sense only if classified as a 
social element of salary. in other words, when salaries are very 
low, additional pay components are provided, so as to justify 
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their increase at a higher acceptable level. And in such a case, it 
would make sense. however, salaries at the bank of Albania are 
far from being either of a social nature or low. And therefore, 
there is no reason why such an income should be applied.

hence, general work experience does not have any value with 
regard to what we are discussing about. they may be taken 
into consideration only if associated with other job components 
(which add new value), however, aiming simply at offering 
another chance to benefit by comparing everyone’s work with 
that of the others.

A total different meaning must be attached to this increase, 
which could serve as a powerful lever for the benefit of the 
institution and people who are interested. first of all, it should 
aim at: upgrading research works in the bank (being ever 
more dominant in a central bank); providing real opportunities 
and impulses to research development oriented people, and 
enabling a bigger inflow of such skilled human resources from 
the respective labor market.

the fourth flaw of the existing salary structure is the meaning 
and evaluation made on the pay increase to the staff members 
having a scientific qualification.

the old salary structure provided a material reward for the 
scientific qualification, though symbolic. the sum cash awards 
benefited is far from being encouraging. in addition, the meaning 
attached to them does not help a central bank’s job.

A fifth flaw (inherited and which stands out even in several 
recent surveys) of the old salary structure would be the lack of 
a full regular vertical line in the salary system as well as the 
relatively low salaries of above positions in particular compared 
to the same or similar positions in today’s labor market.

if we were to draw a comparison between salaries of various 
managerial positions at the bank of Albania with those of 
the same or similar positions outside, however comparable 
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environments to the bank of Albania, the differences would put 
at a disadvantage the bank of Albania’s managers. in fact, it 
should be the other way round, since the bank of Albania, apart 
from being a unique and constitutional institution, is also very 
important with regard to the object of its activity or the objectives 
to be achieved.

the bank of Albania licenses, supervises and examines all 
commercial banks. besides this fact, senior staffs of these banks 
have higher incomes than their counterparts at the bank of 
Albania. As a rule, the opposite would be acceptable.

the sixth flaw is the lack of an accurate and full classification 
of job positions at the bank of Albania. such a classification 
would provide a more accurate allocation of respective incomes 
in the form of pay rise.

A strange and quite unjustifiable paradox stands out in the old 
salary structure as far as job classification and relevant pay per 
job position is concerned. on one hand, there is a unification 
of those job positions bearing all the central bank’s work load 
(and evidently there is a unification of respective salaries). on 
the other hand, there are “infinite” job positions of the same 
or similar importance they represent in accomplishing a central 
bank’s objectives - and what is more, they are not to be compared 
to the earlier ones - that are treated differently at salary levels. in 
other words, all the bank’s officers (the ones who really perform 
the day-to-day operations of the bank) are given an equal basic 
salary no matter the job description they have (being different 
according to the department profile). nevertheless, maintenance 
staff (according to the job description), drivers or even cleaners 
- being either in the central administration or in the branches 
- are given a different basic salary.

being rather more explicit, there is a differentiation for the 
earlier ones (department classification), in the old salary structure. 
certainly, this is not enough to the today’s development level of 
the bank of Albania, let alone to its near future (considering 
the bank’s mid-term commitments). furthermore, it does not 
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depend on the employee’s job description but on the structure 
he is a member of.

Worth mentioning is the fact that there are almost no criteria 
under which the present classification takes shape or they are 
not sufficient to draw adequate conclusions.

Job development level at the bank of Albania calls for a new 
classification concept that should change the above-mentioned 
situation. A thorough classification, which allows for several 
evaluation criteria (eight from the maximum, two used in the old 
classification), is being processed and hopefully it will be soon 
implemented.

3. WhAt Will be the sAlAry scheme 
folloWing its restructuring?

the comprehensive restructuring of the salary system is deemed 
to be carried out in two stages. this would then depend on 
working out the above-mentioned problems and on establishing 
a more flexible system than the previous one.

the final model reflects a lower basic salary and compensation 
program closely biased by certain work components, recognized 
as important to enable relevant compensations. According 
to this model, the overall gross salary has a smaller, secure 
salary portion and a higher insecure portion (this depends on 
performance ratings). more specifically, the weight of basic 
salary and secure compensations will decrease, while the weight 
of insecure compensations will be increasing. let us see this 
transformation in detail:

According to the old salary structure:

Gross salary = Basic salary + bonuses

basic salary is a fixed amount.
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bonuses in most cases are a fixed amount, not based on 
performance rating

the same structure will be applied to the new one.

the salary scheme according to the old structure is presented 
as follows (scheme 1)6:

 scheme 1. old salary structure at the bank of Albania.

gross salary = basic salary + bonuses

 

from the above scheme, we notice a bigger weight of basic 
salary in the gross salary (compared to the rest) and the low weight 
of compensations over it. We recall that all compensations are 
secure expect one (the performance rating) which is applicable 
only to a limited number of staff. relying on the statistical data of 
the recent years, this compensation bears quite an insignificant 
weight on the overall salary.

referring to the new model, the structure now is overturned 
(i.e. the weight of its components). this is reflected in the 
following scheme (scheme 2):

scheme 2. new salary structure proposed by the bank of Albania.

gross salary = basic salary + bonuses

basic salary is a fixed amount, but ever smaller.

bonus – is an ever less fixed amount, strongly based on 
performance rating, bearing thus an ever significant weight on 
gross salary.

the structure of bonuses is also subject to changes. According 
to the old structure, bonuses were programmed as follows 
(scheme 3):
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scheme 3. structure aof bonuses on salary and their respective weight in the old model.

bonuses = secure bonuses + insecure bonuses

from the above scheme, we notice the considerable weight 
of secure bonuses and the low weight of the insecure ones 
(practically quite insignificant) based on performance rating.

however, the new structure of bonuses is as follows (scheme 
4):

scheme 4. structure of bonuses on salary and their respective weight in the new model.

bonuses =
secure 

bonuses
+

partially 
secure 

bonuses
+

insecure bonuses 
(depending on 

work performance)

An overturn of the old structure occurs here, too. the weight of 
the secure bonuses goes down, whereas the weight of insecure 
ones and performance rating goes up.

hence, we might say that the basic salary and bonuses ratios 
are overthrown in the new structure.

And most important, there is an overhaul of the total salary; 
a downsizing of its secure component and an upgrade of the 
insecure components based on performance rating.

A diagram of the final structure would be the following (table 
2)7:
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table 2 the new salary structure at the bank of Albania

total gross 
salary gross salary = basic salary + bonuses

salary com-
ponents

basic sal-
ary bonuses

salary com-
ponents

basic sal-
ary

1. bonus for 
job classifica-

tion

2. bonus 
for job 

category

3. bonus for 
work perfor-
mance (all 
employees 
excluding 
managers)

4. bonus for 
manage-

rial positions 
(based on 

work perfor-
mance and 

for managers 
only) 

5. bonus for 
work perfor-
mance (for 
all employ-
ees having 
university 
degree)

6. bonus 
for scientific 
qualification

7. bonus 
for partic-
ipation in 
projects, 
research 

and 
activities

size of each 
element

depending 
on work 
position

in process 
(not in the 

implementa-
tion phase 

yet)

depend-
ing on the 
category 
and basic 

salary

up to 20%

0-20% 
(excluding 
administra-

tors)

in process 
(not in the 

implementa-
tion phase 

yet)

similar to 
the old 

structure 
(however to 
be changed)

up to 
10% for 

participa-
tion in 

projects

According to the above scheme, apart from the reduction 
of the size and weight of the basic salary in absolute value, 
there will be an increase of bonuses (to be around 150% and 
more over the basic salary), and there will be only one secure 
compensation (job classification bonus), a partially secure bonus 
that shall be benefited in the same way as the insecure bonuses 
(category bonus), and five other insecure bonuses. the last six 
bonuses depend on performance rating.

most of the new structure is already under implementation. 
meanwhile, its second stage is still under process at least from 
structural outlook, and it aims at giving the new structure its final 
shape.
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4. the highlights of the neW sAlAry 
model

the highlights of the new pay model focus on a new 
classification, leading to the salary structure overhaul and to the 
proper structure itself.

the salary structure overhaul was first preceded by a 
classification and realignment of positions and their respective 
basic salaries. the realignment served only to the structure 
overhaul. in this context, all the positions were classified under 
classes, groups and levels. this realignment is the first highlight 
of the new pay model.

the introduction of class, group and level concepts is made 
for identification and classification purposes. in the old structure, 
there was a vertical classification of positions, without providing 
any single name to a certain number of them while they were 
given the same basic salary or its other components.

in order to make the identification of same position 
alignments easier (as to their importance), the “class” concept 
was introduced. this is a widely used concept for such purposes 
even in other structures (the present classification in the Albanian 
public administration is an example of this). class concept 
in the new structure stands for one or more positions of the 
same importance at the bank of Albania. class is a vertical 
classification of job positions. it is related to the basic material 
evaluation (basic salary) or other evaluations made to the 
positions or the respective position group.

there are ten classes in the new structure. eight of them already 
existed, though not identified through this concept (however, 
they can be easily identified if paying attention to salaries given 
according to the old structure). the last two are realignments of 
the remaining positions of the same type (in total 20 basic salary 
levels), and they are related to auxiliary activities at the bank of 
Albania.
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these two classes were divided into 5 groups (vertical 
subdivision) considering the variety and the big number of 
auxiliary positions (for this matter even those which are not 
regarded as crucial for a central bank), as well as their relevant 
classification (spotted only through the basic salary). this 
realignment enabled the shifting from 20 basic salary levels of 
this type to only 5 of them. this quantity justifies also their low 
significance among all sorts of jobs that are performed in a 
central bank. nevertheless, a further reduction of them is not to 
be excluded.

the introduction of class concept makes the introduction 
of categories8 easier. categories outline a new career style 
(horizontal career) at the bank of Albania. this career was not 
in the old salary structure.

each class is named either based on the highest position 
included in it or on the most outstanding features of the job that 
allows classification.

thus, the basic salary of all employees is linked to classes 
and groups. each class (with no groups) and each group (when 
available) has a definite basic salary, different from the rest.

A vertical (macro) division is found in the level concept. 
different positions are classified under the same level. though 
they cannot be classified under a class or group, they do have 
many features in common that make them stand out in the 
group from other classifications. for instance, there are many 
elements that bring about differences between the position of 
the “governor” and that of the “deputy governor”. however, 
compared to all positions in the bank of Albania, what links 
them is much stronger than what sets them apart. therefore, in 
many cases these positions are identified under a single term 
(administrators). the same logic would apply to other groups. 
“directors of departments” and “deputy directors” have 
almost the same authority in managing departments. Also, the 
elements in common are much stronger than what sets them 
apart, compared to other groups above and below them. they 
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stand prominently out of all lower positions. however, they do 
not have any of the administrators’ qualitative features, and 
consequently cannot be classified under the same level.

in the new structure, there are five (vertical) job position levels. 
there are two classes in each level.

levels were mainly introduced - as it was the case of classes 
or groups -to treat constituent classes of one or each of them as 
a whole in order to achieve specific objectives of the new salary 
structure.

the three above-mentioned concepts suggest a vertical 
division of positions. thus, they provide the ground for a vertical 
career at the bank of Albania. however, this is not possible 
to all. the higher the hierarchy one wants to reach, the more 
difficult the climb. the reasons are easily understandable, since 
there cannot be three directors and eight deputy directors in 
one department. the job description itself does not permit such 
a thing.

the introduction of category is thus the second highlight of 
the new structure. Actually, this is an adoption of a concept 
under the new organizational structure in the bank of Albania 
and not the introduction of a new concept. this is a well-known 
concept widely recognized by various organizations.

category is a division or a classification applicable to 
every position. it allows salary increase after certain periods 
of time, based on work experience and more particularly, on 
performance rating. once one gets the category, the respective 
salary increase is given through the bonus under the same 
name. meanwhile, in case of poor performance, there shall be a 
downfall in categories or even declassification in any of them.

such a division eliminates the two aforementioned bonuses 
(according to the old salary structure) - the one for general work 
experience and the other for bank work experience. the category 
is a horizontal division of each class (or group). As such, it does 
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not offer particular promotion in responsibilities (as it is the case 
of vertical career); however, it offers professional promotion.

the reason why category concept was introduced is a multiplex 
one:

• category excludes totally the two aforementioned bonuses, 
given for free. thus, classification turns out to be a real 
motivation. nevertheless, attention has been paid to the 
fact that the sum cash awards benefited from classification 
should reach almost the same or similar value of what was 
benefited from the two excluded bonuses. consequently, 
the same cash award is not offered for free, but against 
the work done. this practice is far from being based on 
the conception of old structure, when this sum cash awards 
is considered as non-effective cost or as only reducing 
dissatisfaction.

• introduction of categories gives space to another type of 
career that is the horizontal one. this may very well serve 
as a motivation to stay at (or to approach) the bank of 
Albania for all those people who are productive in their job 
positions.

• the performance condition - set in order to move to a 
higher category - will stimulate work at all levels. no good 
performance, no move to a higher category.

introduction of categories offers an additional right, not 
only to a certain group of people but also to the bank of 
Albania’s whole staff. this is the right to make career. the only 
qualitative criterion of which is: high performance. this reflects 
also a commitment of the bank of Albania to upgrading and 
consolidating opportunities for the development of staff skills.

there is a higher flexibility of the salary system, by “breaking 
it up” according to performance rating. hence, we get the 
salary system overhaul based on the “pay for performance” 
requirements.
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the following diagram presents the new structure and 
correspondence among levels, classes, groups and categories 
(table 3)9:

table 3  relation between levels, classes and groups in the new salary structure at the 
bank of Albania
level class group categories
top management 
level

class i no 1 2
class ii no 1 2

low management 
level

class iii no 1 2 3 4
class iV no 1 2 3 4

professional 
service level

class V no 1 2 3 4 5 6
class Vi no 1 2 3 4 5 6 7 8

general service 
level

class Vii group A 1 2 3 4 5 6 7
group b 1 2 3 4 5 6 7

class Viii
group A 1 2 3 4 5 6 7
group b 1 2 3 4 5 6 7
group c 1 2 3 4 5 6 7

the third highlight of the new model is only a “return to the 
origin”. this has to do with the reintroduction of the “chief 
officer” position. the main reason of the introduction of such 
a position is to offer more opportunities for a vertical career 
(besides the horizontal one) to those who do not have chances 
to be nominated in managerial positions and/or have significant 
professional skills. Another reason of the introduction of this 
position is also the fact that in departments with a large number 
of employees it may be necessary to make a rather more detailed 
classification of staff members depending on the tasks assigned 
to them.

the three outlined highlights were related to the re-
configuration of classification leading to salary system overhaul. 
the following ones, however, relate to the structure itself.

As we explained above, the salary scheme is the same as 
the one in the old structure: basic salary plus bonuses. the 
new structure, however, taking into account mainly the bank 
of Albania’s environment development or the obligation to 
accomplish at best duties and responsibilities, (a) reduces the 
basic salary levels, and (b) eliminates, re-designs or changes 
bonuses.
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in the old structure, there were in total 28 basic salary levels, 
and bonuses were then added to them.

• (1) general work experience;
• (2) Work experience in the bank;
• (3) department classification (or division);
• (4) Job performance;
• (5) scientific qualification;
• (6) Job position hardship;
• (7) participation in projects.

the gross salary according to the new structure is made of the 
basic salary plus the following bonuses (table 2):

• (1) Job position classification;
• (2) Job category;
• (3) Job performance;
• (4) management level;
• (5) Job performance (different from the above one);
• (6) scientific qualification;
• (7) participation in projects, research works, and activities.

only the first bonus from all the above ones in the new structure 
is not based on performance rating, while all the others, in one 
way or another, are decisively based on it. hence, we get the 
salary system overhaul according to the “pay for performance” 
concept.

We will now briefly dwell upon each of them.

(1) bonus on job classification is not implemented yet and 
is still under process. this bonus is based on the classification 
of all positions at the bank of Albania, according to the scores 
one gets in eight criteria considered as adequate to make this 
classification. this classification includes and substitutes (by 
entirely improving them) the two bonuses of the old structure: the 
department classification bonus and general work experience 
bonus. such a bonus is a fixed amount and calculated based on 
the scores of each position. there is a possibility that this bonus 
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might suppress completely the basic salary and serve itself as a 
primary criterion in determining the basic salary.

(2) bonus on job category is the second new bonus, already 
implemented. this bonus substitutes the two bonuses of the 
old structure that were obtained naturally and for free. the 
substitution of these bonuses was actually one of the main 
problems to be faced with when designing the new structure, 
since they had quite a considerable weight in the old structure. 
the bonus on category is a fixed amount for each category, and 
different categories have different amounts. this bonus is based 
on job performance.

(3) bonus on job performance and others of the same nature 
have undergone significant changes, and their explanations 
deserve a separate paper. the amount is flexible. the benefited 
sum for a certain period of time depends only on performance. 
below you may just have a brief outline, since it will be dwelt 
upon in a separate paper.

first, this bonus has a different “content”. the content is 
rather more simplified and straightforward, giving more explicitly 
and correctly what is going to be achieved. thus, criteria and 
requirements to benefit this bonus are divided into two groups. 
Also, two forms are provided: one for university graduated 
employees and one for the maintenance staff.

second, this bonus has a different managing “owner”. 
under the old structure, this was given by the governor based 
on the suggestions made by the heads of departments (direct 
supervisors). however, under the new structure this is given by 
the heads of departments themselves (or units of the same levels). 
the latter have the full authority to determine the bonus amount 
based mainly on the accomplishment of the work schedule for 
the performance evaluation period, as well as on other elements 
included in the form.

third, this bonus has a new “target”. under the old structure, 
this bonus was applied to university graduated employees only, 
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whereas under the new one, it applies to the maintenance staff, 
too.

fourth, this bonus has a new “validation period”. under the 
old structure, it was officially repeated once in twelve months. 
however, under the new one, it is repeated every six months (the 
tendency is to actually apply it every month). the purpose is quite 
simple: anticipate the reflection period when poor performance 
is observed.

(4) bonus on managerial levels is a new bonus applied for the 
first time. it is addressed to all levels of management at the bank 
of Albania. this bonus is given by the governor, in cooperation 
with administrators, and it is based on work quality. the amount 
is flexible and based only on performance.

two were the main reasons for its application.

i. the first is the enlargement of the spectrum of the employees 
that are entitled to bonus on job performance, from which they 
are excluded. this seems quite moot as the arguments thereof 
do not seem to be exclusive (exclusive arguments are those 
arguments to which one cannot respond with counterarguments 
of the same qualitative level).

ii. the second is the necessary equal consideration of the 
decentralization put forth as far as bonus on job performance 
is concerned. it is a matter of delegating to the heads of 
departments the right to approve it. such a configuration is 
more than indispensable to particularly stop the behavior of a 
manager, who plays the “good one” at the expense of work. 
upon verification of such a case, the governor may penalize/
criticize him according to his abusive behavior.

(5) bonus on performance (different from the above) is a new 
bonus under process. this bonus shall aim at evaluating the 
performance of a macro level (under the objectives and tasks 
of the bank of Albania). it will be different from the two above-
mentioned ones as far as the object of work set to benefit it is in 
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place. meanwhile, like the two other bonuses, it will be a fixed 
amount and will be based only on performance.

(6) bonus on scientific qualification. there is a diversity of 
ideas about this bonus and its concept. for the time, the amounts 
determined by the supervisory council decision no. 03, dated 
19.01.2000, are still in force. the amounts are fixed and based 
on performance.

(7) bonus on participation in projects, research works, and 
activities. this bonus is the existing one; however, it is designed 
to better specify its purpose. thus, its new concept does not limit 
the variety of activities, which for diverse reasons are not named 
under the word “projects” (the only name that enabled this bonus). 
consequently, every staff member working on a research/study, 
conference or activities (no matter under what name) that require 
overtime work (beyond the daily eight-hour) for more than a 
month, and presenting a specific interest for the institution may 
obtain this bonus. the purpose it was designed is thus preserved 
and not restricted to potential interpretations. At the same time, it 
expands the spectrum of people who can benefit it without putting 
restrictions with regard to the form, presentation or formal name 
of the work that enables this benefit. this bonus is also a fixed 
amount, and it is benefited against the work done.

in the present stage of implementation of the new salary 
structure, an eighth bonus is also to be applied, called bonus 
on maintaining the same level of the present salary. this bonus 
has a purely technical character; however, it is believed to be 
eliminated once the final model of the new salary structure 
is approved. the purpose why this was introduced was to 
equilibrate some aspects of the present stage of implementation 
of the new salary structure.

5. conclusions And obJectiVes

As a conclusion, we might say that the final model of the new 
salary structure allows achievement in practice of the objective 
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undertaken. it designs and breaks up the salary based on job 
performance, as well as on the value attached to each job 
position in a central bank’s hierarchy.

in the future, it’s up to us to better arrange the relationship 
between the basic salary and bonuses, by reducing as much as 
possible the social part of it “at the expense” of the part based on 
performance. this fact allows a better and accurate connection 
of the work done with the salary. by reducing the amount of the 
secure salary and raising the amount benefited from bonuses 
(that must be ever more based on traceable objectives of work), 
there will be a higher commitment to perform a quality work and 
a higher psychological value of the money benefited through 
work, too.

A full vertical structure of the salary model remains another 
task to be fulfilled. this will be done according to the importance 
attached to each job position in the bank of Albania’s hierarchy 
and to the pay offered to each of them in the today’s labor 
market. however, the vertical structure we have today is not 
complete, compared to the respective salary market. salaries of 
various managerial positions at the bank of Albania are lower 
than those of the same or similar positions outside, however 
comparable environments to the bank of Albania. And this 
non-compliance becomes stronger the higher we go in the 
hierarchy.

the vertical structure is improved in the new structure. 
nevertheless, giving the dynamics of the environment, where 
comparisons may be drawn, it will continue to be under our 
focus in the future.

the new salary structure will be based on a compensation 
system that will aim more and more to a performance driven 
pay.
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notes

* roland kajca, head of division, legal and human resources department.
mr. Artur lama and ms. eralda dume have rendered their assistance in preparing 
and presenting this material for publication. 
1 taken from recommendations of mr. david l. schannon and mr. iain thomson, 
former advisors of human resources at the bank of f Albania, sent by the fsVc to 
assist the bank of Albania in relation with the development of human resources 
strategy in the bank.  
2 taken from recommendations of foreign advisors. 
3 recommendations of foreign advisors. 
4 recommendations of foreign advisors.
5 the first and second flaw have been taken from recommendations of mr. david 
l. schannon and mr. iain thomson.  
6 in all schemes the size of quadrates almost matches with the share of each 
component.
7 each element of the new structure will be further detailed. the new structure 
is only partly being implemented.
8 this concept will be further detailed.
9 the presentation of categories indicates roughly the time period which 
conditions the move from one category to the other. it is noticed that the higher 
one gets vertically (the more vertical career) the fewer are the possibilities to have 
a horizontal career. during the discussions on the application of categories it 
was decided that this model be used compared to another which allowed equal 
career both vertical and horizontal for all job positions. the main reason was 
that horizontal career as a concept was also introduced as an opportunity or the 
right to have a career for those employees who could not have a vertical career. 
the adoption of the other model did not consider this aspect. 



�66



�67

bAnk of AlbAniA heAd office 
building, tirAnA

Niko Shtrepi*
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oVerVieW

upon the consolidation of the new Albanian state in ‘20 -’30s, 
along with the urban planning of cities, particularly of tirana, 
the organization and development of public administration 
started to be applied according to most advanced models of 
Western europe.

from this viewpoint, even the Albanian banking system started 
to be conceived and framed according to the financial model of 
the Western countries, so as to be ready to precede the financial 
relations that had arisen and changed rapidly in the state that 
had won the independence a few years ago. during this period 
the first banks were built in the main cities of the country, such 
as in durrës, Vlorë, korçë, elbasan, etc. such buildings, with 
their striking architecture and urban position in the very centre 
of the city, remain to this day the most perfect works in the area 
of architecture and administrative construction.

from this viewpoint, it was deemed appropriate to locate even 
the bank of Albania head office building, due to its importance 
in the financial and banking system, as a central bank, in the 
buildings that would format the central square of our capital, 
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tirana. the bank of Albania’s building is included in a well-
studied urban plan, due to its location. the difference of the 
bank’s facade from the other buildings of kavaja street points 
out the urban environmental variety at the entrance of the central 
square of the capital, presenting a very important administrative 
construction.

the building construction terminated in 1938. Vittorio ballio 
morpurgo, a famous italian architect of that time, designed the 
building plan. its architectonic style corresponds to “rationalism”, 
a trend which flourished in europe during the first half of the 
previous century.

this style is distinguished for its enormous volumes and strong 
lines in the facade. it has been mostly applied in governmental 
buildings, aiming at expressing the strength and power of 
Western governments of that time. in this respect, even the bank 
of Albania’s building is one of the memorable buildings of its 
kind, at that period.

An oVerVieW on rAtionAlism in Architecture

After the World War i, europe had to face big problems in 
reconstruction, accompanied by a demographic boom and, 
consequently, by a large demand for housing. therefore, 
“protorationalism”, which until that time was dedicated to the 
solution of abstract aesthetic problems, emerged. during this 
period, representatives of this trend started to deal with the solution 
of practical problems of production in series, of usage of new 
construction materials, prefabricated ones, in order to provide 
competitive and economically advantageous products. this was 
also the beginning of real “rationalism”, being defined as the 
rational use of environment based on available resources.

the first experiment in these new architectonic forms, which 
introduced structural components of glass, steel and concrete, 
began in industrial constructions and had as a first protagonist 
Walter gropius, who was educated at protorationalist school 
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of architect p. behrens. in 1919 gropius established in Waimar 
“bAuhAus”, on the basis of rationalist experiences, a school 
of architecture and applied arts, which not only gathered the 
famous intellectuals and artists of this epoch such as kandisky 
and klee, but also established the basis of modern design and 
a center of debate on architecture.

the utopists and architects of abstract architecture such as 
tatlin, the neoplasticists such as rietveld, and the painters 
represented by malevic and mondrian were influenced by the 
study of formal perfection, chromatic balancing and abstract 
composition.

bauhaus participated with much success in prestigious 
exhibitions of the time, among which “Werkbund” in stuttgart 
in 1927, where all rationalists projected the prototype area of 
future way of living. for the first time the projects of the futurist 
sant Wlia were executed, from which complete premises of 
modern comfort emerged.

the rationalists’ ideas through german avanguardists 
influenced even the russian architecture of that time (after the 
october revolution).

the rationalists’ ideas still survived and succeeded in being 
executed even by le corbusier, the famous representative of 
this architectonic period, who was trained in bauhaus and who 
initially was completely a utopist, then he was distinguished as a 
consequent developer of methodological programs of design.

While Adolf hitler regards the brilliant experiments of 
rationalists as a degeneration of art, in italy the opposite takes 
place. upon mussolini’s rise to power, architecture and its 
developments are put under control. mussolini launches the 
thesis that fascism is a house of glass, where everything is 
transparent, and on the basis of this principle, almost all the 
existing architectonic trends enter into competition to select and 
provide development opportunities to that trend that represents 
at best his ideas.
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for mussolini the awakening of conscience on golden-years 
rome and the construction of a new glorious society on the 
basis of this bright period were of importance.

in this spirit, it is worth mentioning the establishment of 
gruppo 7 in italy in that period, which was created as a reaction 
against “Academism”. this group, being oriented toward two 
important epochs of art, antiquity and renaissance, carried out 
the actualization process with the modern world architecture.

this ethic and aesthetic philosophy is almost the same as 
mussolini’s ideological philosophy; therefore the modern fascist 
movement emerged in italy, which, by absorbing the necessity 
of something new, ceased from having relationships with former 
artistic movements regarded as chaotic, was oriented to golden 
historical periods of italy and sought the right of absolutism based 
on totalitarism and universalism. it was accepted immediately by 
fascism.

in casa del fascio the whole program of the movement 
is materialized, and it is regarded as the highest stage of the 
civilization process. giuseppe terragni represents and leads 
the italian modern trend based on rational architecture. they 
incorporate the materialization of an individual (mussolini) with 
the ideology solidified by matter. everything is underlined by 
monumentality and ignorance, by personal incomprehensibility 
as human individuals connected to ideological system.

bAnk of AlbAniA heAd office building

the location of this building of rationalism times in the central 
square of tirana, with the name of “skenderbej”, our famous 
warrior of the middle Ages, has fully justified the respect of the 
citizens of tirana and all Albanians.

the building was conceived on a polygonal plan, split in two 
functional sides: the main arched building, where the bank’s 
representative function would be exercised and its operating 
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part. the latter would be constructed on both sides and on 
the backside of the main building, but its construction was 
interrupted by the outbreak of the World War ii.

the main building structure has been set up in the form of 
an arch, constrained by its location in the main square of the 
city. its main entrance includes a grand portal, supported by 
strong columns, involving the entire height of the facade and 
decorated by baked clay mural bas-reliefs in its typical colour, 
giving the building a very dignified appearance, on the whole. 
in the organization and operation of the bank of Albania, the 
two parts of the building were supposed to be accompanied by 
an apartment building for the bank’s employees. its location 
was planned to be as close as possible to the bank.

According to the urban study of those years, it was planned 
that this building, whose the project was designed by morpurgo, 
the same architect, would be constructed next to the Albanian 
parliament (now the puppet theater).

current situAtion

currently, the head office of the bank of Albania consists of 
its main building in the form of an arch and two small annexed 
premises (to be pulled down after reconstruction), being 
constructed in various subsequent periods to face the increased 
number of the employed staff.

the big changes that occurred in the beginning of 90s imposed 
the establishment of prestigious democratic institutions, one of 
which was the central bank of the country. therefore, in April 
1992, the bank of Albania was created, to which, just like its 
sisters all over the world, reliable functions were entrusted for 
the economic and financial development of the country.

Along with the issuing of the national currency, the bank 
of Albania enjoys other privileges, among which the more 
highlighted are the planning and implementation of monetary 



�72

policy and the banking system supervision. regardless of the 
above, what is more remarkable is just the fact that over the 
years the bank of Albania has been growing professionally, and 
it is not an exaggeration if one would state that nowadays this 
institution is one of the avant-garde centres of economic thought 
and research.

due to the specific conditions of big restrictions in the area we 
are facing today, it results that the bank’s daily activity is being 
faced artificial obstacles, which are impacting, in one way or 
another, on the bank of Albania performance. generalizing the 
consequences, we would mention:

1 the building, with its existing total area, cannot afford the 
activity carried out by the central bank.

2 the existing building is amortized, physically almost in all 
its architectonic elements (mainly in the refining of internal 
premises), and morally and physically in its installation 
elements (conditioning-ventilation, information technology, 
functional system of power supply, etc.).

3 it cannot afford the increased number of employees 
and the creation of necessary conditions to conduct the 
bank’s activity according to a typology of updated internal 
infrastructure.

4 it does not ensure a security level in accordance with the 
requirements of the time, in certain premises in particular 
and in the whole building in general.

to solve the above problems, the bank of Albania, along 
with the reconstruction of the existing building, has decided to 
construct a new building as close as possible to the existing one 
(65 years old).

* niko shtrepi, specialist, Administration department.
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Sofika Note*
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1. introduction

over the last decade, a tendency of the central banks to be 
more and more accessible to the public regarding the work and 
decision-making process is noticeably frequent. transparency 
is becoming an essential issue of the central banking, whose 
importance on the monetary policy is a subject broadly treated 
in the academic literature of the central banks. it takes on further 
importance, especially in terms of implementing the inflation 
targeting. transparency is broadly considered important for 
the monetary policy in two main directions: the increase of 
accountability and efficiency of the monetary policy. however, 
attention should be given at all times to transparency, so as to 
avoid its becoming a goal in itself. transparency is and should 
remain a means in achieving the final monetary policy target. 

over the last years, the bank of Albania has estimated the 
importance of transparency on the monetary policy and has paid 
attention to the work for improving its level. this paper presents 
an estimation of the transparency level of the bank of Albania 
today, compared to the other central banks and the transparency 
level of the bank itself before 1997. this is performed through 
a transparency index, similar to the independence indexes. 
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this index shows a considerable increase of transparency for 
the bank of Albania compared to the period prior to 1997, 
and a relatively high level, 8.5 from a total of 15, compared 
to the other central banks, taking into account the economic 
development and the financial system standards in Albania. 

the paper is structured in the following way: the second section 
deals with the importance of transparency for the central bank, while 
the third section deals with the definition of transparency. the fourth 
section suggests the transparency index calculation for the bank 
of Albania. the fifth section deals with the public understanding 
in Albania, as an important dimension of transparency and the 
role of mediators in transmitting the information. finally, the 
conclusions are given in the sixth section. 

2. trAnspArency importAnce 

the economists broadly support the opinion that transparency 
is important to central banks, for two reasons: the increase of 
its accountability regarding the independence and the monetary 
policy efficiency. 

2.1 trAnspArency And AccountAbility

transparency is a factor that contributes to increasing the 
accountability, under the conditions when the independence 
level of monetary policy-making is high. taking into account the 
politicians’ tendency to use monetary policy for their own short-
term interests, it becomes more and more evident over the last 
decades the central banks need a considerable independence 
degree to effectively perform their duty. furthermore, this 
independence should be followed by accountability to the 
society, or at least to its elected representatives. to ensure 
the accountability of a central bank, special agreements are 
established. nevertheless, whatever these agreements for a 
democratic accountability of the central bank are, their impact 
is restricted without transparency, since the information about 
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the central bank’s behaviour is important to argue on its work 
(eijffinger, hoeberichts, 2000). transparency helps the public 
to understand what a central bank does, and why not, it gives 
the public the opportunity to estimate the bank’s performance. 
thus, a central bank should report on a periodical basis about 
the past performance and the future plans of the monetary 
policy. given its own role in increasing the accountability, 
transparency should not be a choice of the central bank. the 
law must establish certain procedures on the explanation of the 
monetary policy operations by the central bank. 

 

2.2 monetAry policy trAnspArency, credibility 
And efficiency 

transparency needs to not derive only from the accountability 
demand towards an independent bank. through improving the 
credibility, transparency raises the monetary policy efficiency 
(issing, 2001). 

transparency ensures the wide support of the public in 
achieving its main goal, making him an ally of the central bank. 
hence, it affects the public behaviour on payments and prices, 
facilitating the achievement of the final monetary policy target. 

the importance of both transparency and credibility is 
justified by the theory of rational expectations. taking into 
account the rational expectations, a fully reliable bank might 
follow a disinflation policy, without originating undesirable 
costs on employment (taylor, 1983; ball, 1991). transparency 
reduces the information asymmetry on the economy situation 
and the perspective of the monetary policy decisions between 
the central bank and the private sector, thus assisting in the 
rising of expectations. most of central banks supervise the short-
term interest rates; however, as it is shown by the theory and 
empiric facts, long-term interest rates are the most important 
for an economy. long-term interest rates reflect, inter alia, the 
expectations on future short-term interest rate as well as the 
uncertainty prime. the market participants shall improve their 
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expectations on future interest rates if the monetary authority is 
more explicit on the factors and conditions that might impact the 
monetary policy. Also, being well-informed about the monetary 
policy might reduce the uncertainty prime on the interest 
rates. consequently, after publication of information, market 
movements precede the actions taken on a continuous basis 
by the central bank and are consistent with them (freedman, 
2002). in this way, transparency shall assist in approaching the 
long-term interest rates towards the rate targeted by monetary 
policy-makers. 

3. trAnspArency definition

transparency is a wide concept not easily to be defined. many 
authors give different definitions on transparency; however there 
are two definitions in the literature of central banking policy: 
geraats (2000) defines transparency of a central bank as the 
degree of providing information on monetary policy process. 
for the monetary policy performance, the public should possess 
the same information like the one the central bank makes use 
of. According to this definition, the more a central bank provides 
information, the more it becomes transparent. this transparency 
definition may be considered as rather wide, and anyone making 
an in-depth study on the transparency issue may realize that 
providing information and being open to the public might not 
be enough to have desirable results for the bank. 

Winkler (2000) goes further in defining transparency. he defines 
it as “the degree of understanding the monetary policy process 
and its decisions by the public”. only providing information 
is not transparency, states Winkler. When the public gets into 
the information provided by the central bank, transparency is 
achieved. Winkler distinguishes three aspects of transparency, 
authenticity, clarification of information, and equal understanding 
of information from both the public and the central bank. 

Authenticity of information implies that information provided 
from the central bank to the public should be equal with the 
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information that circulates within the central bank itself, without 
any intentional changes or shortages. this transparency aspect, 
suggested by Winkler, is to some extent similar to the definition 
presented by geraats.

clear information implies that information should be 
simplified, structured and transmitted to the public in such a 
way that it does not lead to misinterpretation. When information 
is addressed to various audiences, clarification of information 
becomes particularly important.

equal understanding of information implies that information 
provided by the central bank, to become effective, should 
be understood and construed by the public in equal way as 
understood and construed by the central bank itself. this requires 
a certain degree of public education that derives from its own 
interest or from the bank’s activity to encourage this education. 

diagram 1 shows the way of information going out from the 
central bank to the public in every step of the process of the 
monetary policy compilation and implementation, as well as its 
impacts on the public expectations, and consequently on the 
final results of monetary policy. 

interrupted line arrows represent the information the public 
gets from the central bank, which, in order to be transparent, 
must have three aspects: authenticity, clarification and equal 
understanding. dotted line arrows show the public expectations 
and their impact on the achievement of monetary policy. in 
order that the public expectations are as rational as possible, 
the public must get information through all the links of monetary 
policy process. thus, the targets of the central bank, the strategy 
of the monetary policy to achieve these targets and how and 
why the decisions on the bank’s activities are taken, must 
become known by the wide public. the public should have 
the possibility to acquire even the core information on which 
the central bank takes its decision. the mediators, mainly the 
media, carry out the transmission of a great deal of information 
range from the central bank to the public. therefore, they have 
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sometimes a higher impact on the public expectations. the final 
result is the resultant of the central bank’s actions and the public 
expectations. 

4. trAnspArency indeX cAlculAtion 

central bank transparency is a quantitative concept. it is 
not so simple to measure it from the quantitative viewpoint. 
Various economists have tried to quantify transparency through 
indexes whose calculation is based on some questions and their 
respective answers by points. Among the authors of these indexes 
we would mention: eijffinger, de haan, Amtenbrink (1999), 
gros & bini-smaghi (2001), eijffinger & geraats (2003), de 
haan & Amtenbrink (2003). the index designed by eijffinger 
and geraats (2003) is selected to measure the transparency 
of the bank of Albania, since it is more complete and global in 
dealing with transparency in more aspects, while other authors 
concentrate on specific aspects or group of aspects. 
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4.1 methodology of indeX cAlculAtion

in calculating transparency index, eijffinger and geraats 
(2003) see transparency as “extent of information provided by 
the central bank that relates to the process of compilation and 
implementation of the monetary policy”. the authors identify 
some types of transparency where each one belongs to a certain 
link of the monetary policy performance. consequently, they 
determine first the different stages of decision-making process of 
the monetary policy and later the type of transparency pertaining 
to each stage. from this point of view, the authors define 5 types 
of transparency: political (target) transparency, data and models 
transparency, procedural (decision-making) transparency, 
actions transparency and operational transparency. the 
difference among the various types of transparency may be 
seen as an important advantage of the index, leading to further 
analyses on the role of transparency in the decision–making 
process of monetary policy. 

1. political (target) transparency relates to the clear expression 
of the monetary policy targets. it includes the explicit 
definition of the monetary policy final target, the priority 
definition in case there are some targets generating conflicts 
with each other, as well as the quantitative definition of 
the final target. the political transparency is encouraged 
by institutional agreements, such are independence of the 
central bank, its agreements (contracts) and mechanism 
of leaving out the operations of the central bank, as they 
minimize the influence or exaggerated political pressures in 
achieving the target/targets of the monetary policy.

2. economic data and models transparency relates to the 
economic information used in designing and implementing 
the monetary policy. it includes the transparency on the 
economic data used by the central bank, the models that 
are used to establish the economic forecasts or assess the 
impact of its decisions, as well as the internal forecasts the 
central bank relies on. 

3. procedural (decision-making) transparency relates to the 
way the monetary policy decisions are made. this type 
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of transparency is performed through the publications of 
monetary policy strategy1, protocol and nominative votes 
of the decision-making authority. 

4. Actions transparency implies the speed of declaration of 
the monetary policy decisions. in addition to this, it includes 
the decision interpretation and the monetary policy trend or 
potential actions to be taken in the future.

5. operational transparency relates to the implementation 
of action policies by the central bank. it includes the 
estimation on the achievement of operational targets 
of the monetary policy, the information provided on the 
(unpredictable) macroeconomic volatilities that impact the 
transmission mechanism of the monetary policy, as well 
as the assessment of the monetary policy results from the 
viewpoint of its macroeconomic targets. 

the five types of transparency cited above may also be 
disclosed in diagram 1, section 2. to each dotted arrow that 
represents the information transmission from the central bank 
to the public, to each link of the monetary policy process, there 
is a number corresponding with one of the transparency types, 
described above. 

for each of the five aspects of transparency defined above, 
three questions are raised on the type, quantity and quality of 
the information intended to be published. 0 point or 1 point is 
marked, depending on the response. in some cases, there is an 
intermediate assessment of 0.5 point. in constructing this index, 
in the case of our central bank, the opinion of some specialists 
of the bank of Albania was taken into consideration. the index 
calculation includes the year 2004 and the period before 1997.2 
table 1 presents a summary of transparency indexes for the 
bank of Albania, including transparency indexes for the other 
central banks, calculated by eijffinger and geraats. 

 
As indicated in this table, the value of transparency index for 

the bank of Albania is comparable to the index of the other central 
banks. if we analyze transparency according to the subdivisions 
made by the authors, we notice that the bank of Albania is 
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estimated as good regarding the information level about the 
monetary policy targets (political transparency), the decisions 
and potential actions in the future (actions transparency) and 
the estimation of the final and operational targets (operational 
transparency). meanwhile, information magnitude related to 
the data, models and forecasts (data transparency) and to the 
way the monetary policy decisions are made (decision-making 
transparency) shows lower levels compared to the other central 
banks. 

 
the definition from the quantitative viewpoint makes possible 

the comparison among various central banks. to compare 
transparency of the bank of Albania with central banks of the 
countries close to the economic development of Albania would 
be of great interest, but no transparency indexes of these banks 
are available at present. however, considering the bank of 
Albania’s goal towards a close approximation with the models 
of the central banks of the developed countries, especially 
with the european central bank, the ongoing comparison of 
transparency of the bank of Albania with these banks seems to 
be more important. 
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4.2 indeX problems (restrictions in methodology)

While calculating the index of the bank of Albania transparency, 
not only general methodological restrictions (valid for all central 
banks), but also specific problems are highlighted in Albania. 
so, the eijffinger and geraats index, like other similar indexes, 
assesses the transparency only in terms of quantity of information 
given and less in terms of its quality/clarity. it does not take into 
account the understanding of this information on behalf of the 
public or agents, which is an important aspect of transparency 
(Winkler, 2000). so, a high value of this index implies a 
large provision of information, but this does not mean that 
transparency has assisted at maximum in increasing monetary 
policy effectiveness or central bank’s accountability. 

Another drawback of this index is even the inclusion of some 
aspects of transparency that are currently debatable among 
central bankers and economists who deal with the publication of 
nominative votes or minutes of meetings of the decision-makers 
of monetary policy.4 

in assessing the bank of Albania transparency, one of the 
reasons of the low index value in comparison to some other 
central banks is even the lack of information which, according 
to index criteria, should be published. We may provide here the 
example of some time series, which are not published because 
they do not exist. Also, in order to publish certain information, 
a central bank should have a considerable level of confidence 
in its dependence or accuracy. so, for example, a central bank 
should achieve a good accuracy of its forecasts prior to their 
publication, otherwise its credibility might be jeopardized. 

Another problem in measuring the transparency by means of 
this index emerges since it takes into account even the publication 
of information that currently may not be necessary for the 
Albanian public. not all information that is disclosed by a central 
bank has the same importance to the public of other countries. 
this is so because of the level of financial system development 
in Albania and public involvement in it. the assessment of 
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transparency based only on the quantity of information provided 
by the bank of Albania would be incomplete. therefore, it is 
necessary to supplement this assessment even by evaluating the 
public understanding. 

5. public understAnding And the role of 
mediAtors in proViding informAtion 

the degree of public understanding of monetary policy and 
central bank’s role in the country’s economy is an issue of much 
importance for the achievement of the main monetary policy 
objective, i.e., price stability. to analyze the degree of public 
understanding, it may be grouped in two basic categories: 
businesses and consumers. it is understandable that these two 
groups have various levels of interest with regards to what 
happens in terms of inflation, exchange rate and interest rates. 
businesses such as producers/traders, importers, borrowers and 
investors are interested in the three indicators, thus constituting 
the more interested group in the country’s economy in general 
and the bank of Albania activity in particular. on the other 
hand, the consumers may be interested mainly in inflation, 
which measures their purchasing power. Çeliku and nasto 
(2004), by analyzing a survey established for this purpose, 
reach the conclusion that the public knowledge on inflation 
indicators, being listed as the information with more interest 
on behalf of Albanian consumers, has increased. however, we 
could not state that the Albanian public is well informed on 
the bank of Albania and its work. this is also shown by the 
results of a survey on october 2003, when approximately half 
of the surveyed persons did not quite distinguish between the 
responsibilities of the bank of Albania, instAt and the ministry 
of finance in terms of inflation. these results do not come from 
the lack of information, but are due to absence of public interest 
to absorb this information. the lack of public interest is due 
to non-involvement in issues that have to do with exchange 
rate, interest rate. the Albanian consumer is not much related 
with the banking system. deposits with commercial banks are 
more a way of saving than a way of profiting, so mortgage 
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credits, though upward, still remain the choice of a small part of 
population because of insufficient income. on the other hand, 
the effect of understanding on behalf of the public is transmitted 
in monetary policy through expectations, which are not currently 
reflected as much as appropriate. maybe, for the moment, they 
are not so important for the transmission mechanism rather than 
for the increase the bank of Albania credibility. 

the bank of Albania has organized lectures and awareness 
campaigns intending to increase public knowledge on the bank, 
the tasks it has and the role it plays in economy. this is something 
good as long as it is not turned into an end in itself. besides this, 
such incentives are fruitful if a public group is chosen, to whom 
this information may be worth in a near future, otherwise the 
effect of information looses. 

Another important factor impacting on understanding 
on behalf of the public is even the way of transmitting the 
information provided by the bank of Albania. even if the central 
bank provides real and clear information, this information may 
not be transmitted accurately to the public. this is so due to the 
fact that not always the communication of the central bank with 
the public is straightforward, but it is realized through mediators, 
particularly through the media, which, inter alia, is even the 
leader of public opinion. this increases the risks of distorting the 
information, thus weakening the positive effects of transparency. 
As a consequence, it is important to assess how mediators report 
on the central bank’s decisions, because probably they may not 
reflect accurately the central bank’s decisions and the reasoning 
behind them. 

in most cases, the reaction of media on the bank of Albania 
has been encouraged by the latter one. economic articles on 
central bank are noticed mainly when the bank of Albania 
releases any declarations or press conferences. in such cases, 
the newspapers publish the information given by the bank, 
sticking to the material handed out by the spokesman or 
the speech of bank representative. Also, logical mistakes in 
explaining the supervisory council’s decisions do not lack in 
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these articles. furthermore, ordinary press mistakes may also 
be found, bringing about misleading information to the public. 
this is one of the reasons why the bank of Albania is committed 
to organizing the training of journalists on economy. Also, the 
professional analyses and comments in central banking, though 
recently increased, still remain infrequent. 

probably, for the current level of public interest, the intermediation 
quality of media in the central bank’s communication with the 
public may not be a big problem. however, given the increased 
promotion of the public to understand the role and work of the 
bank of Albania, as well as the financial market development 
and the increased importance of public expectations in monetary 
policy transmission mechanism, the media’s role is turned into 
a very delicate issue. 

6. conclusions

central bank transparency is a topic largely treated over the 
last decades. regarded as an element that impacts especially 
on the rise of accountability and increase of monetary policy 
effectiveness, much importance is shown to transparency, 
particularly within the framework of inflation targeting regime. 
An effort was made in this material to assess the bank of Albania 
transparency, including in its concept not only the disclosure of 
information but also the understanding of this information by 
the public. 

 
the first aspect of transparency, the quantity of information 

provided by the bank of Albania, was measured by the 
transparency index of eijffinger and geraats (2003). the index 
values for the bank of Albania calculated for two different 
periods, before 1997 about 2 points, and at present 8.5 points, 
indicate obviously the growth of its level in recent years. the 
transparency index by 8.5 points from 15 is not very low in 
comparison to other central banks, given that the average index 
value on other banks is 10.7 points. this index might have 
been even higher if a part of information had not lacked or 
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had not been qualified as confidential to the bank of Albania, 
information that according to index criteria had to be published. 
to have a higher index value, inter alia, much work is needed in 
terms of ensuring more accurate information, whose publication 
would really provide positive effects. 

 
public understanding is not a slight, but a qualified evaluation 

of transparency. notwithstanding the current level of Albanian 
public understanding, it remains low because of the level of 
our country’s development in general and the financial system 
in particular. public interest in the central bank and its role has 
been increasing, mainly because of its inclusion in this system. 
on the other hand, important for public understanding are 
expectations, which without having where to reflect do not still 
provide their effect on monetary policy.
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AnneX: cAlculAtion of trAnspArency 
indeX for the bAnk of AlbAniA oVer the 
period before 1997 And in 2004

1.a is there a formal stipulation of monetary policy objective 
(objectives), with a clear prioritization in case there are many 
objectives? 

regarding this criterion, the bank of Albania is estimated at 1 
point, since either the formal objective or the priority objectives 
are clearly stipulated in the law no. 8269, Article 3, point 1.5 

the estimation for the period before 1997 is 0.5 points, 
since at that time, though a formal defining of monetary policy 
objectives existed, their priority was not clearly defined. 

1.b  is the main objective quantified? 

the bank of Albania, since 1999 has expressed quantitative 
limits of the final monetary policy objective and has published it 
initially in the annual reports. recently, the expression of price 
stability objective in quantitative terms is promoted more and 
more. the final objective is quantitatively defined in the “mid-
term development plan of the bank of Albania”, as well as in 
the monetary policy document drafted at the beginning of each 
year, which provides the overall monetary policy framework on 
the current year. considering that the publication effect of the 
final objective in quantitative terms is the same, though no legal 
responsibility is there for its quantitative achievement, we think 
that the estimate of 1 point should be given for this criterion.

for the period prior to 1997 the estimation is 0 point, since 
no publication of primary objective was made in quantitative 
terms. 

1.c  Are there clear institutional agreements or contracts 
between the monetary authority and the government regarding 
the central bank independence?
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the bank of Albania has a high legal independence. 
(cani, baleta, 2002). Also, though it is deemed that the real 
independence is lower than the legal one, there has not been 
any case of its compromise by fiscal policies. As a consequence, 
it is deemed that the estimation of the bank of Albania regarding 
this criterion is complete, that is 1 point.6

in the period prior to 1997, the law on the bank of Albania 
did not attribute high independence level to it. therefore, it is 
deemed to put 0.5 point for this criterion. 

2.a Are important economic data on monetary policy 
published? 5 variables are taken into account: money supply, 
inflation, gdp, unemployment rate and the use of capacities, 
on which the time series should be at a frequency of not more 
than three months. 

As concerns to this criterion, the bank of Albania may be 
estimated at only 0.5 points. this is so because only for three 
out of 5 above indicators may be found data, at least quarterly. 
so, monthly data are provided on money supply, which are 
published at the bank of Albania web site. Also, the monthly 
data on inflation and the quarterly data on unemployment are 
disclosed either at the boA web site or at that of instAt. We 
should also stress that the reason of non-disclosure of other 
data has to do with the fact that these data are not available.

before 1997 the estimation for this criterion is 0 points, since 
two out of 5 above variables, inflation and monetary supply 
were published not more frequently than quarterly.

2.b  does the bank of Albania report the formal macroeconomic 
model (models) that it uses in analyzing its policies? 

the bank of Albania is estimated by 0 points for this criterion, 
since no macroeconomic model is published. 

Also, the estimation before 1997is 0 point, since even in that 
period no macroeconomic model was published, furthermore, 
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such model might not have exited.

2.c does it publish its forecast regularly? 

inflation forecasting is regarded as a confidential information 
and as such, the bank of Albania does not publish it. therefore, 
the estimation relating to this criterion is 0 point. 

even in the period before 1997 such information was not 
published, therefore the estimation regarding this criterion is 0 
point.

3.a does the bank of Albania publish a clear rule or strategy 
that describes the monetary policy structure (framework)? 

the estimation of the bank of Albania regarding this criterion is 
complete, 1 point, since the monetary policy strategy is made public, 
starting from final, intermediate and operational objectives and 
how they can be achieved, up to monetary policy instruments.

before 1997 the clear and complete strategy of monetary 
policy was not published. therefore, the estimation for that 
period is 0 point.

3.b  does the bank of Albania publish any detailed report 
on the discussions of decision-making body (or any detailed 
report on explanations, in the event of decision-making by one 
person), within a reasonable time frame? 

regarding this criterion the bank of Albania is estimated at 
0 point, since the minutes of discussions on monetary policy 
decision-making are not actually published. 

the estimation over the period before 1997 is 0 point as well, 
since even in that time the minutes of discussions on monetary-
policy decision-making was not published. 

3.c does the central bank publish how each decision of 
the decision-making body on the level of instrument or on the 
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main operational objective is achieved? (the question relates 
to disclosure or non-disclosure of votes, and if yes, are they 
nominative?). 

even about this criterion, the estimation of the bank of Albania 
is 0 point, since the votes in the process of making a decision 
on the level of instrument or on main operational objective are 
not published.

even in the period before 1997, the votes in the process of 
making decisions on the level of instrument and on the main 
operational objective were not published; as a consequence, 
the estimation is 0 point.

4.a Are the data of decisions on regulations in instruments 
or main operational objective published immediately? 

the estimation about this criterion is complete, that is 1 point, 
since the decisions on changes in monetary policy instruments 
are published on the day the decision is adopted.

unlike at present, the decisions on changes of monetary 
policy instrument were not published on the day the decision 
was made. therefore, the estimation on this criterion for the 
period before 1997 is 0 point.

4.b does the boA provide explanation when disclosing 
monetary policy decisions? 

regarding this criterion, it is considered to estimate the bank of 
Albania to 0.5 point. the disclosure of monetary policy decisions 
is almost always done with explanations or assessments, but we 
can not say that the explanation is always complete and detailed 
and it is not always associated with an evaluation of the future.

before 1997, the bank of Albania did not associate the making 
of a decision (if it disclosed it to the public) with explanations and 
reasons leading to decision making. therefore the estimation 
over this period is 0 point.
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4.c does the central bank publish a clear monetary policy 
trend or tendency after each meeting or a clear possible trend 
on the coming operations (at least, once a quarter)? 

As concerns to this criterion, the bank of Albania may be 
estimated at 0.5 point. this is so, because, notwithstanding the 
above improvements in this direction, the providing of monetary 
policy trend periodically is not compulsory. 

the estimation on this criterion for the period before 1977 is 0 
point, since at that time no trend or clear tendency of monetary 
policy was made public. 

5.a does the central bank explain publicly to what extent it 
has been able to reach its operational objectives? 

currently, the operational objectives of monetary policy 
are net domestic assets and net foreign reserves of the bank 
of Albania. quantitative limits are applied for these objectives 
and their achievement is estimated to each periodic document 
of monetary policy, starting from monthly one, six-month 
declaration to annual report. therefore, the bank of Albania is 
estimated at 1 point for this criterion. 

even though figures could be given on the achievement of 
monetary policy operational objectives, a detailed explanation on 
this issue is lacking. therefore, the bank of Albania is estimated 
at 0.5 point on this criterion for the period before 1997.

5.b does the boA provide information regularly on 
(unexpected) macroeconomic deregulation that impact on 
monetary policy transmission process?

information on macroeconomic deregulation, either 
unexpected or not, is provided at least once a three months in 
the monetary policy reports. but, since their impact on examining 
the transmission is not always estimated and the discussions on 
mistakes in forecasting their deregulation are lacking, the bank 
of Albania estimation is to 0.5 point for this criterion. 
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before 1997, the above type of information was either missing 
or infrequent. therefore, the estimation for this criterion is 0 
point. 

5.c does the bank of Albania provide a regular estimation 
of the results of monetary policy from the viewpoint of 
macroeconomic objectives? 

the estimations of monetary policy results from the viewpoint 
of macroeconomic objectives of the boA are published regularly, 
but the contribution of monetary policy to their accomplishment 
is not explained in a measuring way from the quantitative 
viewpoint. therefore, the estimation for this criterion is 0.5 
point.

even for the period before 1997, the bank of Albania is 
estimated at 0.5 point, since the explanations have not been 
as clear as appropriate, and besides this, even the quantitative 
estimation of monetary policy contribution to achievement of 
macroeconomic objectives was lacking.
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notes

* sofika note, specialist, research department.
1 by “monetary policy strategy” is meant its general framework: final intermediate 
and operating targets of the monetary policy and the way of achieving them, as 
well as the monetary policy instruments.  
2 index calculation for the bank of Albania is presented in the Annex hereto 
attached.
3 the index for the other central banks, the bank of Albania excluded, is calculated 
by eijffinger and geraats, in 2002.
4 blinder, etc (2001) has presented a more detailed discussion on this issue. 
5 According to the law no. 8269, Article 3, point 1, the boA objective is the 
maintaining of price stability. its other objectives are conditioned by the main 
objective.
6 law “on the bank of Albania” Article 1, point 3. 
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introduction

the term “public relation” is first encountered in the address 
of mr. tomas Jefferson to the American congress in 1807. 

basically, the term used by him does not imply public relations 
in itself but international relations. however, since that time 
concepts on public relations have progressed, covering a vital 
area in the daily activity of individuals and of the society as 
well. edward bernays held the first lecture on public relations in 
1923, at new york university. 

public relations should be understood as the outlined and 
well-established efforts to build and maintain at an ever high 
level the relations between the public and the institution, which 
in this case is the bank of Albania. in this framework, public 
relations, carrying out one of the main duties of management, 
care about a further build-up of bank of Albania’s reputation to 
the broad public. in this process they determine how and what 
to state to the public, and what the public feels and says about 
this institution, thus considerably harmonizing the interests of 
both parties. in times of crisis for the institution, as was the case 
of the savings bank, when the clients withdrew an amount of 



�98

lek 17 billion within a short period of time, public relations are 
put in a delicate position. public relations, in few words, should 
be perceived as “the science” which deals with the reputation 
of the bank of Albania, aiming to ensure good behaviour, 
understanding and support of the broad public. 

such a perception on the public relations has had a considerable 
impact on increasing the bank of Albania credibility. 

it is not easy to measure the performance of public relations. 
common people, including experts of this field wonder how far 
the result in this aspect could be measured. 

the success of programs, strategies, activities and tactics 
is related to the measuring of public relations effectiveness, 
through analyzing the “products” or the “output”. 

 
david W. davenport, referring precisely to the measurement of 
effectiveness, states: “the major problem in communicating is 
the illusion that communication is realized”. communication is 
as important as difficult, mostly if trying to make it effective. 

to achieve this mission, the bank of Albania has continuously 
made great efforts and it might be said that certain results have 
been obtained in this respect. Various materials are disclosed 
at the bank of Albania website, while different articles are 
published in the newspapers. this fact leads us to the conclusion 
that our product is understood by many people, has become 
a debating subject for many others and has relatively reduced 
misinterpretations. 

to measure the level of communication with the environment 
and the community and to obtain their assessment and 
classification, we should take into account: 

• What do we do,
• how do we seem,
• What do we state,
• how do we express our statement. (dale carnegie, 1982)
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the efficient communication with individuals and interested 
institutions depends on the degree of resolving these issues. 
indeed, it sounds strange that bankers, whose main weapon was 
continuously the secret, speak about communication. in fulfilling 
this task, the public relations department has transmitted to the 
broad public the role of banks in managing the national economy 
and in promoting confidence to investors and consumers. Why is 
this role so important? it is well-known that the role of the central 
bank (bank of Albania) consists in maintaining price stability, 
aiming at a stable economic growth. the essential issue is to 
enhance the audience confidence in the bank operations and 
decisions. to achieve this target the communication level or 
capacity with the audience should constantly grow. 

to improve the work and quality, investors relations offices 
(iros) are established in some countries, with the purpose to 
prompt communication with the public. however, that is not 
sufficient, because communication with investors (domestic or 
foreign ones) should be ongoing and consistent. they should 
be convinced of the macroeconomic stability, lasting for 
several years from now, since macroeconomic environment is a 
significant precondition for their promising investments. 

communication instruments must be assessed and improved 
while dealing with public relations. it is known that various 
publications or outgoing electronic messages are welcomed by 
the business community and constitute an important instrument 
of communication. Albania has a clear vision, a plan to achieve 
this vision and a group of people capable of following the 
implementation of this plan. the bank of Albania must be able 
to duly respond to the questions of the audience on Albania’s 
economic performance and on the established environment that 
prioritizes the business and the country’s economic growth. 

What does the bank Albania take into account while 
communicating with the public?

the bank of Albania tends to reliably communicate about 
the country’s economic reality and without frustrating slogans. 
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Very few people are interested in listening to explanations in 
academic terms on various economic phenomena, but it is 
known that everybody is curious to know about the expectations 
of the national and world economy. successful communication 
with the public is first attributed to the simple language and 
secondly to institution’s credibility in the public. 

the bank of Albania has clear communication targets, 
aiming to clarify to the public (depending on various groups 
of interest) the impact of bank of Albania’s decisions on the 
economy perspectives. in particular, businesses, their owners 
and managers, knowing the short-term and medium-term 
impact of different decisions, might react in due time to prevent 
their negative impacts so as to increase their profit. 

how efficient is the bank of Albania in selecting the 
communication instruments? Are press releases or educational 
publications sufficient to inform the public about the role and 
duties of the bank of Albania and to transmit to the public its 
messages on the decisions made? 

the principles the work of this institution is based on, 
encourage us to profoundly know the partners, collaborators 
and in general the groups of people or communities we are 
related to, because of our present and future work interests. 
for this purpose, we should know the origin of each given 
community, its composition and interests, to further enhance the 
collaboration values for the benefit of both parties. 

the differentiated work performed in public relations 
field serves to these policies. thus, the bank of Albania has 
implemented various ways of communicating with the public. it 
has performed a differentiated work with the elite of business, 
bankers or researchers of economics, politicians and students of 
economics and the broad public. 

to carry out this important activity, specific tasks belong to 
public relations department. dealing with communication 
issues, this department has focused its efforts on the targeted 



�0�

audience; on setting a time frame for communication, on 
selecting the arguments of interest for the audience, and on 
selecting the proper language and style of communication. 

What is our goal and what should we do?

We should first deeply understand what public relations 
and communication are, and what tasks the specialists or 
departments acting in this field should perform. And finally, 
what is their impact on the results of bank of Albania?

thus, to explain this point we must be aware of the fact that 
we will succeed in achieving the targets, if we make the public 
opinion be with us. 

We should perceive public relations as constant and 
outlined efforts to establish and maintain the goodwill and 
mutual understanding between the institution and its public. 
thus, the major issue is to acquire, through an active work the 
understanding, support and particularly the influence on both, 
the opinion and the behaviour of the broad public. establishing 
relations with the public is a vast and multidimensional task. this 
can be attained first of all by publishing the news and positive 
results, in order to enhance the bank’s credibility and limit the 
damages to its reputation, arising in cases of any possible 
crisis. 

drafting the work stages is important for the public relations 
and communication. We should first conduct an analysis of 
the situation and identify the real problems. further, we should 
define the objectives, the targeted consumer, messages, strategy, 
methods and the budget. 

finally, we should carefully estimate the work performance, 
rightly define the achieved results and come to the conclusions 
for the future. management is a primary factor in achieving the 
results in the public relations field. it is already stated and proved 
that the secret of a successful program of the public relations 
consists in the prudential design of the work in implementing 
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a strategy determined and selected in compliance with the 
institution interests. 

public relations must always be well-informed about the major 
issues, making researches in the fields of interest.

setting the targets in the institution’s program is also very 
important. first, the public of organization, company or 
institution should be clearly determined and classified. in simple 
words, who are those that will buy these products, that will 
benefit from the services or that will play a specific role in the 
institution’s activity? in few words, it is necessary to define the 
target listener or audience of the public relations program. the 
messages transmitted by the institution to the broad public, within 
the designed program, are important too. it is through these 
messages that the institution succeeds in communicating clearly, 
briefly and simply with the public or interested communities. 
thus, they should be compiled in such a way that the audience 
keeps them easily in mind. 

to carry out a successful achievement of the targets, it 
is certainly indispensable to work out an overall plan on the 
institution priorities, which must be implemented.

public relAtions And mediA

there can be no results in the field of public relations, if 
between them and the audience, the media as an intermediate 
significant link, does not function. the public relations program 
includes also vast cooperative relationships with both the written 
media and the electronic one. establishing correct relationships, 
the institution, i.e., the bank of Albania, shows what it is, what 
it can do, what services it can supply to the broad public and 
finally, what the benefits of this cooperation are. 

the cooperation with the media ensures in a very quick and 
effective time the transmission of messages from the institution 
to a large number of people, who daily receive these messages 
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or information through the press, radio or television. these 
messages are a product of the cooperation between journalists 
and experts of these fields. keeping good relations with the 
journalists and the media in general will prompt the experts to 
enhance the cooperation with them and consequently to reflect 
the institution’s activity. 

the bank of Albania attaches great importance to 
communication instruments with the audience and to the internal 
communication as well. the most adequate communication 
means are the bulletins, press releases, articles published in 
the newspapers and magazines, etc. Anyway, they must not be 
overestimated and we should always be seeking for new ways 
of communication. this field includes also the media materials, 
opinions of experts or leaders, who argue and comment the 
work, the deficiencies and the results of the institution. 

it is important to identify the most efficient methods to work 
with in implementing the designed program related to the links 
of public relations with the media. since the planning stage, 
we should take into consideration not less than three methods 
or variants, to which we should account the respective costs. 
We should also take into consideration the fact that not always 
the lowest cost is required. most important for us is to make all 
possible efforts to achieve the targets and not to save money. 
the money saved where not necessary is wasted money. 

We would emphasize that public relations constitute one of 
the most important aspects of work management. they are 
considered as a kind of service without a final product, but 
that support all the operating activities of a business, company 
or institution. public relations must be managed by people of 
high professional skills and are a responsibility of the people 
occupying a certain position within the organization they work 
with. it is interesting to note that from a survey conducted at the 
business school of harvard university it resulted that managers 
of each company, organization or institution spend about 60 
per cent of their work time in dealing with public relations. 
during this lapse of time, they perform such activities as the 
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transmission of company’s message to the media, radio or 
television, the commitment to communicating directly with the 
public, presenting the activity of their institution. 

press releAses, neWspApers, Articles And 
comments

We already know what the effects of a press release are, its 
publication and media reaction. if we have published a new 
announcement, then we should be ready to respond to hundreds 
of telephone calls and e-mails from the public. nowadays 
press releases still remain the simplest and cheapest way of 
communication with the public. 

An announcement in the form of press release is composed 
of one to two pages and is used to attract public attention. it 
is sent to the media, requesting its publication at an earliest 
time possible, otherwise the information loses freshness and the 
value of events.

public relations department has considerably increased 
the number of press releases over the period 2002 – 2004. 
following and reflecting accurately the major issues of the bank 
of Albania, press releases have been quick and have been read 
and welcomed by the public. 

2004 2003 2002
press releases 105* 99 50

105*)forecasts based on the 7-month performance, January-september 2004, 
75 press releases.

the media cover a strategic position for each organization or 
institution, since the information is transmitted through them to 
the large public. 

they have a special impact on the public opinion. Although 
the time coverage dedicated by the media to a certain issue is 
restricted, it again transmits messages of high value for both 
the organization and other interested audiences. We have to 
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bear in mind that the media operates in a harsh competitiveness 
environment. the bank of Albania, taking into account this fact, 
is trying, through its experts and public relations department, to 
establish close and correct relations with the journalists and the 
media in general, creating adequate working conditions and 
putting at their disposal all the materials they are interested in. 

in this framework, the bank of Albania organizes training 
workshops with the journalists.

the Website As An efficient communicAtion 
instrument

today, the values of internet and the information that is 
widely spread through it are regarded to be increasingly of great 
importance compared to the written and visual media. 

netherlands, along with Japan, great britain and india have 
the highest level of newspapers readability in the world, where 
75 percent of families are subscribed in a daily newspaper. 
meanwhile, newspapers are listed in the fourth place as means 
of broadcasting news, after the television, radio and the internet. 
in these countries 9 percent of people prefer newspapers, 17 
percent prefer the internet, and 35 percent prefer the radio, 
while 39 percent prefer the television. According to a research 
conducted by the project for excellence in Journalism and 
columbia school of Journalism, televisions are considerably 
decreasing compared to the other means of news broadcasting. 
(missouri department of higher education’s website, http://
www.dhe.mo.gov).

people’s interest increased due to the acceleration of news 
broadcasting through internet, its low cost and the diversity of 
information provided.

information through internet represents much more interest 
now, in a world where the media are being more and more 
concentrated in a limited number of people. 
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to maintain the credibility as an institution and the credibility 
of information and its activity, the bank of Albania has tried 
and continues to make efforts towards extending information 
to the external environment (institutions or individuals). it is 
oriented towards research, collection, analysis and diffusion of 
information, so that everyone interested has the possibility to be 
informed about the bank’s decisions and activities. 

through the website www.bankofalbania.org initially 
introduced in 1999 and changed this year, the bank of Albania 
successfully communicates with the interested public and each 
of the targeted groups finds the required information. the bank 
of Albania introduced at the end of february 2004 the new 
website www.bankofalbania.org, which is deemed to further 
contribute to communicating with the public. nevertheless, we 
should try to make it always more attractive. 

Analyzing this problem one must start with answering the 
question: is the website a good choice for the institution? how 
and what should we do to have it as diversified and interesting 
as possible?

such an analysis and the resulting conclusions will help to 
establish clear targets regarding the website and to determine 
what its visitors are looking for. 

months number of visitors
January-04 0
february-04 4
march-04 2095
April-04 2653
may-04 3060
June-04 2667
July-04 2691
August-04 2672
september-04 2579

for these reasons, the bank constantly monitors the visitors of 
its website, being attentive in identifying them and their respective 
interests in various kinds of information. 
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the average daily number of visitors on our website (excluding 
weekend days) was 258. there is an upward trend towards a 
stable increase, at an average of more than 20 per month, 
where 70 percent belong to the visitors abroad and to those 
requesting information in english. in may, the number of visits 
to the bank of Albania website increased to 3060 compared to 
2095 in march, thus providing a fact regarding the increased 
interest in the information the bank of Albania presents to its 
website. the highest flow is in the mid-week, and that is related 
to the nature of the information introduced in our website.

the attention for the part in english, particularly the informing 
part and that of statistics, has increased recently. 

based on the interest in publications, the bank of Albania has 
also projected to issue in a near future a “cd-offline”, with its 
publications and other significant parts from the website.

the analysis of visit duration in this site shows that most of 
visitors stop a while (67.90 percent of visitors up to 5 minutes), 
while two significant indicators show visits ranging between 30 
and 60 minutes (7.7 percent) and visits more than 1 hour (5.7 
percent). 

the website www.bankofalbania.org is updated in a programmed 
way. it is mostly organized in two languages, Albanian and 
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english, excluding the cases when, due to information speed, it is 
first published in Albanian. there exists also an ongoing control on 
the accuracy and updating of the materials published. 

information introduced in the website is of different types and 
fields. it includes information of a large scale of use, such as the 
exchange rate, t-bills market interests or t-bills calendar, and an 
overall information on the organization and structure of the bank, 
the monetary policy developments, main activities and decisions 
of the bank of Albania, monthly and yearly statistics of the 
monetary and real sector, a range of publications of the annual 
reports and statements of the bank of Albania, articles, working 
papers, analyses and surveys, press releases of the governor, 
press releases on the supervisory council meetings, etc. 

on-line public relAtions 

the bank of Albania pays particular attention to the on-line 
communication with the public, otherwise known as on-line 
public relations. 

in the rubric “your opinion on…” of the bank of Albania 
website, the visitors have the possibility to give opinions about the 
content of the site and various needs for further information. the 
interested individuals may express their opinions also via on-line 
registration or via e-mail, in the address: public@bankofalbania.
org. (20-30 requests arrive everyday and systematically receive a 
reply). this way of communication provides the rising possibilities 
of a dialogue between the bank and the public, helping in the 
improvement of this site and in the continuous approach with the 
requirements and necessities of the public. 

public ApproVAl

Arthur W. page writes: “…live by the approval of the public… 
as many approvals you might receive, the better you will live.” 
(Arthur W. page, 2002.)
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to serve these relations, the bank of Albania has organized 
the distribution of the questionnaire “bank of Albania, how 
deeply does the public know it”, aiming to find out how far 
does the broad public know this institution and how much does 
it understand the duties and activities of this institution. this 
questionnaire was distributed to be filled in by certain groups 
of population, such as small-size and medium-size businesses, 
big-size businesses, high schools, universities (economics 
faculties), universities (non-economics faculties), pensioners and 
occasional passers-by. 

About 1000 questionnaires were handed over in tirana, 
lushnja, gjirokastra, korça, elbasan and shkodra in proportion 
to their weight vis-à-vis the Albanian population. 

the questionnaire contained 16 questions to identify the 
knowledge degree of the public on the bank of Albania institution, 
its functions as well as the public necessity for supplementary 
information on the banking system and its functioning. 

the analysis of the questionnaire results shows that: 

• 93.04% have heard something about the bank of 
Albania;

• the major part, 77.03% of the interviewed have heard about 
the bank of Albania through written or visual media;

• A good part of the interviewed (63.72%) knows the inflation 
concept, since they correctly construe it. the major part also 
(52.4%) knows that the bank of Albania is the responsible 
authority for control on inflation;

• A considerable part (41.70%) of the interviewed thinks that 
the bank of Albania extends loans (its role and functions 
are not properly known), and the majority does not properly 
know the organization of the Albanian banking system 
(51.71%).

the analysis of the questionnaire results shows also that the 
bank of Albania is largely known by the Albanian public. 
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the articles on the issues covered by the bank of Albania 
have influenced these results. these articles are prepared by the 
bank of Albania specialists or others, who are present almost 
everyday in the Albanian magazines and newspapers. 

About 108 articles of the governor, managers and specialists 
of the bank of Albania were published in the written media over 
the first half of 2004 on different issues of the Albanian economy 
and on the explanation of the decisions made by the central 
bank of Albania. 

168 articles closely related with the issues covered by the 
bank of Albania were published in the written media over this 
period by scholars of economics, professors of universities or 
scientific researchers of the domestic or foreign institutions. 

Word of mouth mArketing And its importAnce

“it is merely an illusion that marketing elements are selling your 
products”, states george silverman, chairman of “consulting of 
marketing” company and author of marketing secrets - through 
Word of mouth.

“the reality is that people are coming to you, not because of 
your marketing activity, but because they have listened about 
you from other sources…”

the reasoning that “the word of mouth” is much more 
efficient than the conventional means of the paid marketing is 
increasingly gaining ground. it remains efficient even in this stage 
in which communication means and promotional campaigns 
are developed. 

Word of mouth, in silverman’s mind is the communication 
among people on the products and services, perceived 
independently of the company itself. 

“Word of mouth” is of particular importance independently 
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of the used terminology. in fact, the best a marketing specialist 
might do is to find people that speak frequently and favourably 
to the right intended people. 

this process is theoretically based on the skills and qualities of 
the staff working in public relations. public relations are mostly 
related to the dialogue, education and credibility. 

historically, marketing trend has always been “the reference 
to the experts”, as the public is becoming more and more 
doubtful about the traditional institutions. many of the supposed 
“independent” annalists result to be paid by businesses or 
institutions. 

each individual in the united states spends on average usd 
800 a year to cover the spots expenditures that businesses 
perform, independently of his/her will. American businesses 
spend usd 200 billion every year for their spots in the media. 
(http://www.aktuelno.com/marketingpr). if this sum would be 
spent for the word of mouth marketing, many of them would be 
much more efficient.

many managers of companies and administrators of 
organizations deem that today surveys and analyses of experts 
are not so important for the name of the company/organization. 
Word of mouth is perhaps the best way of communication. 
people tend to mostly believe the words and rumours than 
multimillion spots and media comments.

the word of mouth marketing is of a low cost and also the 
most common way of communication with the public.

under the current circumstances of a “media shower”, a 
person receives on average about 1000 messages a day. in this 
multitude of information people are led to believe the words of 
those people whom they do trust. 

they are frustrated by the advertising slogans and promotional 
campaigns and need to absorb “disclosed” information. 



��2

references

dale carnegie; how to Win friends and influence people, 
isbn: 0671723650; publisher: simon & schuster Adult 
publishing group, June 1982.

bates, d. to inform and persuade: public relations from the 
dawn of civilization, Apr, fellow prsA, 2002

robert W. buchanan.Jr, charles lukaszewski; measuring 
the impact of your Web site; publisher: John Wiley and sons, 
January 1997.

cutlip, s., center, A. effective public relations (prentice hall), 
cutlip, s. (1994). the unseen power: public relations. A history. 
hillsdale, nJ: erlbaum.

dogjani, l. Analiza e pyetësorit ”banka e shqipërisë, sa e 
njeh publiku atë”? (questionnaire Analysis ”bank of Albania, 
how deeply does the public know it”?), bank of Albania, 2004.

missouri department of higher education’s website, (http://
www.dhe.mo.gov).

newsom,d., Van slyke turk, d., krukeberg, d. this is pr: the 
realities of public relations (Wadsworth). the realities of public 
relations by doug newsom, Judy Van slyke turk and dean 
krukeberg. publisher Wadsworth; July 2003. isbn: 0534562639.

the rise of word of mouth marketing, 17 may 2004, source: 
the holmes report (http://www.aktuelno.com/marketingpr/
details.asp)

uruçi, e. public relations and communication, lecture held 
at ”Aleksandër Xhuvani” university, elbasan, 2004.

* esmeralda uruçi, head of public relations department.
bledar striniqi, head of publication division, public relations department.



���



���



��5



��6

published by the bank of Albania
sheshi “skënderbej”, nr.1, tirana

tel.: 355-4-222230; 235568; 235569
fax.: 355-4-223558

public@bankofalbania.org
printed in 600 copies


