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gent Sejko*
oPening aDDress

your Excellency Prime Minister, 
dear governor Hamza and senior central bank representatives, 
your excellencies ambassadors, 
dear guests, friends and colleagues, 

i am delighted to welcome you to the annual conference of 
the Bank of albania organised in cooperation with the south 
east european studies at oxford. it is a pleasure to see that this 
cooperation brings together old and new partners. 

this has been a tough year full of challenges for the albanian 
economy, consequently for the work of the Bank of albania. the 
full recovery of economic growth and its further improvement in 
the future are and remain one of the top priorities of our work for 
the year. 

the prolonged crisis has impelled us and homologous institutions 
across the world to review many of the economic axioms, which we 
had taken for granted for a long time. 

it is not by accident that the main topic of the conference focuses 
on the causality and solutions for long-term problems we are facing 
during this period. 
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over the five year period, the albanian economy has been 
growing in positive territory, yet, below its potential. this is a global 
phenomenon in the post-crisis period, extending across south east 
european economies, which have experienced even lower growth 
rates. 

i hope that during this conference we will have the opportunity to 
analyse in depth the reasons behind this situation, sources that feed 
it and the difficulties it imposes on the business model and financial 
intermediation. Furthermore, it would be useful to discuss on the 
options available to policymakers and the way out of this situation, 
which, i believe, is a temporary situation rather than a long-term 
economic equilibrium. 

the Bank of albania has been actively using two main instruments, 
the monetary policy and the macro-prudential policy, to give its 
contribution for a swift and systematic closure of the negative 
output gap in albania. the Bank has continued to implement an 
accommodative monetary policy lowering the key interest rate to the 
historic 2% level. 

notwithstanding the scepticism that has accompanied this process, 
the lowering of the key interest rate is reflected in a wide range of 
interest rates in the financial market, including those on loans and 
government securities. the fact that the economy continues to 
grow below its potential does not necessarily reflect the absence of 
an effective transmission channel for the monetary policy. We are 
more and more convinced that, above all, we have a weak aggregate 
demand, which is not generating the much needed stimuli for the 
recovery of the economic activity. 

recent data, however, render us more optimistic. the real sector 
is showing signs of constant recovery, corroborated by some positive 
developments in the external economy. i would like to underline that 
a clearer prospect of the political and economic situation in greece 
will have a positive impact over the upcoming period. the Bank 
of albania has been continuously monitoring the developments in 
our southern neighbour, aware of the various risks that could spill 
over in the albanian economy. But, thanks to the precise and duly 
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interventions, especially in the banking sector, these risks never 
materialised. 

the constant easing of the monetary policy seems to be reflected 
especially in investment indicators, with the domestic and foreign 
ones showing significant improvement over the first half of the year. 
on our side, we are happy that these investments were not made 
only due to public sector interventions. there was also a substantial 
component by the private sector. this leads us to believe that well-
studied projects by the investors, coupled with an increasingly sound 
and pro-investment business climate, will serve as main drivers for 
the economy towards not only higher but also more sustainable 
growth in the near future. 

in accordance with the best contemporary practices, the Bank 
of albania has endeavoured to enhance the transparency in its 
communication with the public, not only about the actual decisions 
but also about our forecasts. the Bank of albania has constantly 
conveyed to the economic agents the idea that the monetary policy 
will remain accommodative and will sustain the revitalisation of the 
economy. as a result, we hope that the forward guidance on the 
monetary policy stance of the Bank of albania will be adequately 
understood by all market agents and the public. 

Banks and entrepreneurs should use this opportunity to boost 
their activity, assured that the central bank will continue to sustain 
and support their activity. 

in addition to the monetary policy easing, the Bank of albania has 
paid special attention to the reform in the financial sector and the 
prudent supervision of the banking sector. the Chair of the Board of 
governors of the Federal reserve system, ms. Yellen, in a statement 
not long ago leaves no doubt about the necessity of reforms in the 
financial sector, i quote “... a sine qua non for sustained economic 
recovery following a financial crisis is a thoroughgoing repair of the 
financial system.” 

From that perspective, in cooperation with the Parliament, 
government and other public regulatory entities, we have undertaken 
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a series of legislative and regulatory initiatives, aimed at creating 
incentives for the recovery and assurance in lending. 

thanks to the reforms we have undertaken during this year, we 
have started to reap the first positive results regarding the situation 
of the non-performing loans. 

as a result, the ratio of the non-performing loans fell for the 
first time after almost seven years of continuous rise. the write off 
of loss loans, as i have explained in previous statements, was the 
finalisation of joint inter-institutional efforts. During this process, 
we have been assisted and overseen also by important international 
financial institutions such as the World Bank and the international 
monetary Fund. 

Beyond the non-performing loans issue, the banking system 
continued to be well capitalised, liquid and financially sound. the 
issue of non-performing loans will require some more time to 
resolve, but this should not keep us from the recovery of the credit 
activity at home. For as long as the positive performance of the other 
above-mentioned indicators continues, the banking sector has room 
and the potential to credit convincing projects and investments. 
in my judgement, it is important to administer with courage and 
persistence the prevalent perception that non-performing loan have 
forced banks to adopt a very conservative approach to lending. 

to permanently address this problem, additional measures have 
been taken and will be taken in the future. i would like to briefly focus 
on the latest initiative in this regard: a coordinated plan between the 
Bank of albania, government of albania, association of Banks, and 
international monetary Fund, consisting in two main pillars: 

the first pillar relates to the drafting and completing the 
legislation that regulates lending from the moment of concluding 
a contract until the final repayment, including disputes among the 
parties. these changes aim at making more precise in legal terms 
all procedures related to banking activity, bailiff services, borrowers 
and other relevant state institutions. 
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the second pillar is related to the regulatory framework of the 
activity of the banking system, therefore, related to the day to day 
activity of the Bank of albania and the banking system. We have 
identified the regulations that will be subject to amendments. in 
addition to the objective for creating higher flexibility in relation to 
certain aspects of the activity in the treatment of the credit portfolio, 
we will aim at adopting a new concept: the “background check 
(biography)” of the client in relation to bank borrowing. We believe 
that this new element will help banks assess the borrowing potential 
of each client. 

in addition to what i said above, it is a fact that, recently, lending 
in the national currency has seen positive growth over the months. 
this phenomenon, among others, has been accompanied with a 
positive side effect at a higher speed and intensity in the monetary 
policy pass-through in the economy. 

dear guests,

as i pointed out, at the beginning, economic activity at home 
remains in a positive trajectory, but it has not yet reached the level 
we wish it were. research at the Bank continues to confirm that the 
albanian economy has unutilised potential and that the closing of 
the gap remains the main challenge for policymakers. interventions 
through both the monetary policy and macro-prudential elements 
insofar have not succeeded to definitively close the gap. i listed 
these facts intentionally as the conference of this year is called “Do 
crisis change economic fundamentals?” these interventions are 
the main actions central banks are allowed by the legislation, and 
recommended by the most modern theory. 

if these interventions fail to introduce a long-term positive 
equilibrium for the economy, then a question arises naturally: what 
else should be done? 

the answer is in the phrase “structural reforms”. While the phrase 
may have often been speculated, the truth firmly confirms: only 
the willingness to project and undertake courageous and visionary 
reforms is the golden key to success”. 
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this fact was strongly emphasised in the final statement of 
the ministers of Finance and central bank governors of 24 most 
developed nations, (Financial Committee of the imF) in the annual 
meeting of the imF organised earlier this month in lima, Peru. a 
secure sustainable long-term growth requires timely-implemented 
and well-sequenced structural reforms which remain critical to raise 
productivity, potential output, and living standards; they should 
bolster confidence in the economy and reduce social inequality. 

Concluding, i would like to underline the support of the Bank of 
albania for a series of reforms undertaken recently as part of the 
medium-term agreement between the government of albania, the 
Bank of albania and the international monetary Fund. 

similarly to the rest of south east europe, albania needs a new 
path, in which investors will be able to see again profit opportunities. 
it is vital for all of us, for the region to detach itself as fast as possible 
from the perception as an irrelevant geographical area, fragmented, 
with insignificant human, financial and economic potentials. We 
should do anything it takes, at any cost, to restore once again the 
trend and vitality this region showed before the crisis.

Thank you! 

* gent sejko, governor, Bank of  albania.
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Edi rama*
oPening aDDress

Just as the birth of Christ serves as the dividing line for the two 
phases of human history, the same major financial crises serve as a 
separation line between different economic eras.

although nobel laureate Paul samuelson said that what we really 
know about global crises is that we actually know very little, today 
we can say with certainty that dealing with the recent crisis tested 
the implementation of all possible options, policies, conventional 
and non-conventional ones for policy makers around the world, 
in countries rich or poor, in developed countries or in developing 
countries.

in the vocabulary of economists there is always the expression that 
financial crises are all the same, but no one looks like the other. the 
manner and speed with which the last crisis expanded, as a domino 
effect, has defied all traditional views on the self-correcting nature 
of financial markets, and has brought in the foreground, since many 
years now, the debate on the role of finance in economic growth.

the World Bank report on south eastern europe, where we are 
included, says that probably no other region in europe is sensitive 
anymore to the euro crisis than countries of eastern europe, with 
very serious challenge for these small economies. growth prospects 
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of the region depend largely on external factors, including the 
recovery of external demand, particularly in europe, and stabilization 
of international energy prices at current levels.

in fact, after a decade with high rates of economic growth, the 
region of southeast europe was affected severely by the economic 
and fiscal crisis in the euro area. economic activity in eastern europe 
is suffering from weak domestic demand, high unemployment 
rate, and from the banking systems being loaded with many non-
performing loans.

the World Bank report also says that structural challenges continue 
to be the answer to finding growth in eastern european countries. 
in this almost vicious circle lies in a new model of growth based 
primarily on regional economic integration, on a comprehensive 
and intelligent economy beyond the boundaries that separate today 
the region, by defining and even condemning them as economies 
too small to be self-sufficient. Beyond the way how it was born and 
spread, the crisis induced also the implementation of some specific 
policies that were unprecedented in the national and international 
level.

monetary authorities in developed countries were the first to 
apply aggressive monetary incentives, by reducing interest rates and 
then using unconventionally their own balance sheets in order to 
inject liquidity. at the same time, decline in production due to the 
crisis brought the need for countercyclical fiscal policies of such 
dimensions that could not even be imagined prior to the crisis.

nowadays, the developed world is dealing with the analysis of the 
success of unconventional instrument, such as quantitative easing. 
the Federal reserve, Bank of england and the european Central 
Bank recently are trumpeting the success of this instrument, in a 
world that is still troubled financially, and whose cycles mark both 
large growth and loss. the crisis showed that market players were 
not prepared to manage the system that they themselves created. it 
taught us that the financial market cannot correct itself by market 
forces, and that central banks should play an even more important 
role in overseeing the health of the financial system.
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national authorities should be aware that in an integrated financial 
system the power of their local policies is marginal. therefore, 
coordination of financial supervision across countries and between 
different sectors of the economy is very important in maintaining 
financial stability in an integrated global system which, as indicated 
by the latest crisis of refugees, puts us face to face with developments 
that were unpredictable and unimaginable until a short time ago. the 
crisis has highlighted the fact that international economic cooperation 
and integration have become necessary since no country has been 
able to handle the new challenges in isolation from other countries, 
given the nature of contamination that all these challenges have.

For the first time at the Vienna Conference on 27 and 28 august, 
the one that followed the Berlin last year, the countries of this 
region made a common step to show up with joint plans, in view 
of the internal integration of their economies, and in view of their 
integration to the wider european region.

this first step is expression of both the awareness being shaped in 
the region that this is a situation that cannot be overcome partially, and 
no country can afford it isolated from the other, and of the conviction 
that is being created in the european union that the concerns of 
countries in our region are necessarily linked to the fate of the region 
as a whole, and that the performance of each of our countries is very 
important to the performance of all countries together.

i believe that in this regard, the government has a merit and its 
role to play because this is a new approach with an aim at making this 
region a much more attractive destination for investments where, 
when someone takes up to invest, they don’t just invest in albania 
or in another country in the region, but in a wider economy than the 
economy of each of the countries.

We are all witnesses to the extraordinary transformation that has 
occurred in the past two decades from every aspect both in the region 
and in albania, as well as to a very deep restructuring process of the 
economies of the region in view of an organic transformation across 
the continent, and simultaneously under the inevitable pressure of 
globalization.
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the road to eu membership has contributed as a unique 
attraction to target reforms and structural transformation that 
couldn’t be targeted without this path, and which would even be seen 
as unnecessary, not only to promote economic growth by opening 
and expanding markets, but also by creating the basis in terms of 
legislation and drafting of special economic policies in view of a goal 
that is as aware as it is an inevitable pressure of the transformation 
process that globalization imposes.

Foreign investment in the first quarter of this year, as the Bank 
of albania has certified, have reached 258 million euros, thus 
making a jump of 90 million euros compared with the same period 
last year. only foreign companies are 30% more recorded in 2014 
than a year earlier. in the first half of this year exports marked 
an increase of 11.9% compared with the same period a year ago. 
But these encouraging signs are not enough. We are aware that 
although albania withstood the financial crisis and, as the governor 
underlined, withstood successfully also the threat coming from 
an escalation of the crisis in the neighbouring country, providing 
positive growth rates and financial stability, the crisis has highlighted 
the physiological weaknesses of a system that had actually exhausted 
the space for further growth.

the overall economic growth rate, before the first stages and after 
the crisis, was halved thus reflecting the situation in the eurozone 
and the difficulties in the energy sector. What we are observing 
constantly, and which should make us all not just reflect - because i 
believe that the phase of reflection is guaranteed, - but act in a more 
unified way, is the fact that the crisis actually brought fully to light 
the businesses of domestic production with all their weakness as 
non-formalized structures that do not guarantee a normal ongoing 
and ambitious accreditation of the banking sector.

in fact, today we are at a time when despite the substantial progress 
made in relation to bad loans – we should not forget that bad loans 
have only increased for 7 years in a row and touched the ceiling of 
25%, which constituted both a serious threat and the highest peak in 
the whole region exhausted by the crisis, today we have reached the 
lower level of 20%.
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it is very clearly that in order to go below, a structural strengthening 
of the businesses in albania is required, a transformation of the 
mentality and of the way businesses in albania are structured and 
ready to access banks, because actually we are at a crossroads in this 
regard.

Banks are ready with liquidity, but domestic business is not ready 
to be up to the challenge of being well-structured and to motivate 
with credible projects their lending requirements.

in fact i believe that despite, i guess, the naturally imperfection 
of responses that we have chosen to answer the questions in front 
of which the crisis has put us, albania has entered the process of 
redesigning the model of its economic development and of the 
transformation of its economy’s nature, aiming at an economy that 
is oriented by a much more sustainable domestic production and by 
exports.

the trade sector, as well as the manufacturing sector have 
consistently increased their influence on credit for businesses, while 
it is very clear that there are two sectors that are regarded as attractive 
to the financial sector; agriculture and electricity.

Despite major structural changes that have happened in all these 
years, it is still clear to everyone that agriculture is one of the most 
important sectors of the albanian economy, and actually the sector 
with the largest contribution to the national economy by 22%. 
therefore, seeing this sector as a strategic sector, as a sector with 
great potential of internal transformation and for transforming the 
country’s economy, we are focused on promoting systematic and 
aggressive growth, production development and formalization of 
businesses in the agricultural sector, and the increase of production 
capacities through financial investment, as well as through training 
and development of human capital.

in fact we are on the eve of opening a new innovative program in 
agriculture, thanks to the support, not only moral, of the governor 
and of Boa, but also to the understanding with second level banks 
to create the conditions for a much broader access to credit for 
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investment in agriculture starting from next year, by establishing a 
state guarantee fund for them.

however it is clear that economies are very complex and very 
dynamic systems developed by social systems and behaviours 
of people who populate these systems, and if we want to give an 
example, we can see this clearly in this new transformative phase 
determined by the operation against informality. Figures of only 45 
days are impressive, not in terms of success, but in terms of a large 
quantity of data in order to analyse in depth in what social system 
and system of behaviours we have lived for years in relation to the 
economy, and what transformation can bring to the economy the 
social transformation of this behaviour system, in relation to the 
obligation of everyone to contribute according to what the law has 
established, in relation to their income.

on the other hand it is very clear that the financial crisis has 
taught us how important it is for a country to focus on policies 
aimed at sustainable and long-term growth based on reliable sources 
of growth. our economic model of many years was based on two 
sources, although it was clear that they would not be there for a long 
time, remittances and the boom in construction. meanwhile, reliable 
sources of growth remain largely unaddressed and unused by long-
term development policies.

however, today it is clear that wherever we look, the convergence 
towards the eu remains the main subject of every model and every 
method to ensure long-term growth and sustainable economic 
growth.

on the other hand we believe that today, since it is Boa’s annual 
conference, is the day to say that Boa continues to play successfully 
an extremely important role. it continues to be a very strong 
guarantor of a financial stability that, despite threats, has proved 
to be stable and on the other hand continues to be a very reliable 
reference point, which is not very common in a country like ours.

Finally i want to emphasize that as a government, we support 
and will support on an ongoing basis every effort that would lead to 
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further lowering the level of bad loans, as a need to repair the defects 
and deficiencies in the system of lending.

But at the same time, as i said, other factors also need to act 
harmoniously, primarily businesses, in order to modernize and to 
restructure in view of more demanding requirements of banks when 
it comes to crediting.

however reforms take time, and visible results require hard work, 
sacrifices and a challenging level of patience over time. We have 
started an operation in a broad front, and i believe that we are still at 
a time when the operation continues, and we cannot ask the patient 
to run.

But what is certainly true is that we are creating conditions to 
address the high potentials of growth that our country has, not 
merely as a country but as a key point in the region, and in view of 
the awareness that it is such not only here but also in other countries 
of the region, for an integrated market, in order to not only increase 
the welfare level of our nation but also to be tomorrow much more 
protected from threats of openness and globalization which, as 
the recent financial crisis showed, are much stronger - though not 
immediate, but escalating in time - for the most vulnerable areas in 
terms of their structure and in terms of their economy as it is the 
area of our region.

Many thanks for the invitation!

* edi rama, Prime minister of  albania.
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Othon Anastasakis*
oPening aDDress

governor and friends, thank you very much for having us here 
again. this is the fifth Conference that we are jointly organizing with 
the Bank of albania and naturally, it is a great pleasure for us to be 
here, from oxford. We feel that this is a very welcoming and familiar 
environment to which we always like to come back. 

i would like to start by pointing out that that our partnership 
between seesoX and the Bank of albania has been really 
rewarding; it has been fruitful and rich in output, in discussions, in 
thinking about issues such as growth and reform, the role of albania 
in the region and europe, and in addressing wider political economy 
themes. i have to add here that our “cousin” programme in oxford, 
the Political economy of Financial markets (PeFm) plays a vital 
role in this partnership. indeed, many of our speakers today are 
associated also with PeFm. 

For seesoX, it is essential to link with a major institution such 
as the Bank of albania, a most prominent financial actor who has 
an outward focus and matters in the region. this is also the central 
institution of a country that has a meaning in international politics 
today, a world of global powers and multilateralism. small european 
states, such as albania, have a real impact, not just in the regional or 
european setting but in the global context. at seesoX, we have 
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been involved in a big project on global Balkans, touching on issues 
such as diasporas, energy, migration or the influence of global players 
such as China or russia. albania is an open economy, an open 
society, a democracy with a special geopolitical significance and, as 
such, it has a lot to say about our current world architecture, and this 
is something which we, at seesoX, are very keen to explore. 

i would also like to add that through are cooperation with the 
Bank of albania, seesoX has become a true friend of albania, 
in that we really care about the image of the country in the uK 
and in europe and aim at contributing to the understanding of your 
country abroad. the albanian Prime minister, edi rama, was one of 
our keynote speakers having delivered the seesoX annual lecture 
two years ago, where he engaged spontaneously with our students 
and scholars in a full amphitheatre at st antony’s College.   

our mission is also about educating and interacting with young 
scholars and students, the elites of tomorrow. and in that sense, i 
would like to stress how pleased i have been this time in tirana because 
i had the opportunity to deliver a lecture at the university of tirana, 
the Faculty of economics. i was very fortunate to connect with young 
students of this country who were very bright and well informed and 
showed a keen interest on current affairs and the scholarly debate. i 
could see that they were really committed to seeing albania being a 
firm part of europe, to becoming a better society and to engaging with 
the academia abroad. this left me with a very positive image of students 
in tirana who can contribute to the country’s progress, if there are 
enough opportunities for them to show what they can do here. 

Finally, i would like to express my gratitude to the governor sejko 
for hosting us here. i am sure that this is going to be an excellent 
conference. this has been the experience of our past joint events so 
far in tirana and oxford. i expect that this conference will produce 
original and important insights on the current thinking about economic 
policies. i would like to wish us all good luck and a very good conference. 

Thank you!

* othon anastasakis, Director of  south east european studies at oxford (seesoX), 
st antony’s College
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session i: 

has the eConomY ChangeD in 
the Post-Crisis PerioD?

Changes and challenges in the policy transmission 
mechanism and economic behaviour in the face of  

recent developments in European and global markets.

Moderator: gent SEjkO
governor, Bank of  Albania
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Anita TulAdHAr*

Post-Crisis aDJustment anD 
Challenges in southeast euroPe

good morning everyone, 
Thank you governor!

thank you Bank of albania for inviting me to this conference to 
present views on this important topic of the post crisis challenges in 
south east europe. it is a great privilege. 

seven years after the crisis, the recovery in the region has still 
been very uneven and growth prospects have not been very strong, 
thus creating a lot of challenges for convergence to the euro 
area levels. even as the economies are adjusting, there are lots 
of shocks that emerging economies are once again facing. under 
these circumstances, i think it is very important that we are able to 
focus on this issue. i would like to focus my presentation today on 
adjustments that have been taking place in the south east european 
countries, in the region, with a bit more focus on the Western Balkan 
economies and to discuss the medium-term challenges and policy 
priorities. 

as i just mentioned, growth in the region has been much lower 
compared to the pre-crisis era. 
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in Chart 1  we see the growth rates in the Western Balkans as 
well in the new [eu] member states in the pre-crisis period versus 
the post-crisis. Whereas in the pre-crisis period, we have had very 
strong growth reflecting growing integration and strong capital flows 
in the region, in the post-crisis period we see that growth is lower. in 
particular for Western Balkan countries, it has been underperforming. 

this is also worrying because the prospects for recovery in the 
near term, in general, are really limited because the potential growth 
has been revised down and the medium-term prospect for growth 
is now much lower than what we had in the pre-crisis period. this 

Chart 1 Average Real GDP Growth

Sources: Penn World Table; WEO; and IMF sta� calculation.
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is partly to be expected given that, in the pre-crisis period, the 
capital flows, the drivers of growth, were not sustainable. But, this 
underscores the challenges that are being faced. 

the capital flows, now in the post-crisis period, have been much 
lower. in particular, bank lending in the region has declined and there 
is a circular decline in the capital flows in the region. the region as 
a whole has performed relatively well to withstand the shocks from 
the greek crisis and spillovers from there. nevertheless, i think, 
more recently, with the shocks and the volatility in the emerging 
markets, once again the pressures for outflows are evident. 

Chart 3 Capital �ows
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so, how has the economy been adjusting? let me first focus on the 
external adjustment. What we see is that, with external financing drying 
up, the current account has adjusted very sharply, in particular in the 
Baltics and in Central and eastern europe. the Western Balkans, in 
comparison, have adjusted relatively, i mean they have higher current 
account deficits, which largely reflects the fact that the savings in this 
region have been lower than in the rest of new member states.

What is the composition of the adjustment in the external 
accounts? this has been through: reduction in consumption or the 
increase in savings which is given by the blue bars in this chart and   
reduction in investments. 

Chart 5 Post-Crisis Change in Average Private Net Saving-Investment 
(S-I) Balance (Percentage points of GDP)

Note: Pre-crisis=2006-08 and post-crisis=2009-13. 
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so, there has been a sharp drop in private investments as well as 
increase in savings. now the way of looking at this is also through 
looking at the decomposition of growth. in this chart, we see a 
comparison of the new member states versus the Western Balkans. 
as i just mentioned, on the right side we can see that reduction 
in investment growth in particular has been much stronger in 
the Western Balkan states. this reduction is also the main factor 
contributing to the lower potential growth. on the relative scale, 
we can see that net exports have given a much larger, positive 
contribution. however, if you look at this further down, you see 
that growth in general is still weaker in the Western Balkans relative 
to new member states. this is partly a reflection of the fact that 
for other new member states supply chains are probably better 
integrated, so the exports’ performance has been better, which is not 
the case for Western Balkans. the other factor that actually results 
in this positive contribution is that imports are actually contributing 
positively. there is a big decline in imports as well. 

one of the reasons why investments are not declining as sharply 
in the new member states is the absorption of the eu funds, the eu 
structural funds that have helped to offset some of these pressures. 

one of the reasons we believe that exports have not been able to 
do as well and have not been able to adjust in the post-crisis period 
is that the structure of investment was less favorable to the tradable 

Chart 7 Foreign Direct Investment Flows by Sector

Source: IMF, World Economic Outlook. 
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sector. a lot of capital flowed in in the form of FDis in the pre-crisis 
period. But, these flows went, to a large extent, to the non-tradable 
sector. 

Basically, where do we stand now? What is the indicator that we 
use? at the imF, we have an external debt sustainability analysis that 
looks at the current account balance and compares it to a level that is 
stabilizing for external debt. When we compare the two, what we see 
is that the red bar shows the countries where, there is still a gap with 
the debt-stabilizing level. Whereas in the pre-crisis, or at the height 
of the crisis, a lot of countries still have this gap, more recently we 
see that this has corrected. 

so, the external adjustment for most of the region has been 
completed. on the other hand, the quality of the structure of this 
can still be improved with higher savings and higher investment, in 
order to facilitate longer-term growth. 

let me now turn to the domestic side. here, what we see is that on 
the fiscal aspect there was a lot of pressure, while fiscal vulnerability 
has increased, as growth decreased, the revenues dropped, and 
deficits and debt rose rapidly. this is not obviously to see that the 
adjustments do take place. given the financing constraints, there was 
a lot of structural adjustment that took place on the fiscal side as well. 
What we see is that the adjustment was hampered by some inflexible 

Chart 8 Gap between Debt-Stabilizing and Actual Current Account 
Balance (Per cent of GDP)
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budgets. in the pre-crisis period, particularly in the Western Balkan 
states, there was a lot of increase in expenditures that were linked to 
pensions, items that are basically pre-committed, that are mandatory 
expenditures that give them less flexibility. as a result, what happened 
is that most of adjustments burden fell on investment. 

there is a forthcoming paper from the imF that looks at the 
composition of the budget structures and adjustments that took 
place since the crisis. in particular, i want to focus on south east 
europe on the right side that shows that large part of the adjustment 
took place on the expenditure side and also large burden of this fell 
on investment. 

Chart 9 Public sector vulnerability

Sources: World Economic Outlook; and IMF sta� calculations.
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generally, more effort is still needed on the fiscal positions. We 
have used our public sector debt sustainability analysis tool to see 
where the debt is, where the fiscal balances are relative to the debt 
stabilizing level.

here again similar  analyses show the countries where adjustments 
needs are still there. it shows that this is still an incomplete process. i 
think the policy implication is there, fiscal space is limited, adjustment 
is needed, but it should pay more to the growth and enhancing the 
efficiency of adjustment.

turning to the private sector balance sheet. looking at the debt 
overhang in the private sector  , we see that there is a recent analysis 
that was done to also look at the gap between what is the private 
sector actual debt ratio versus a more optimal level of fundamentals 
consisting private debt ratio. What was shown by this research is 
that in the post-crisis period there is still a significant private sector 
debt overhang in the balance sheets. a flip side  of these is that you 
can see it in the banking system as well. the nPls ratio in south 
east europe is particularly very high, which calls for more action 
to address this challenge through structural reforms, aimed at, for 
example, bankruptcy law, contract enforcement, debt resolution 
mechanism, in order to facilitate higher investment.

Chart 11 Gap between Actual and Fundamentals–Consistent 
Private Debt-to-GDP Ratio  (Per cent of GDP)

Note: For Romania and Poland, the most recent data are as of 2012.
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lastly, in order for adjustment to be less painful, it requires 
institutions to be more flexible. one of the reasons perhaps recovery 
has been more prolonged in the region is that the transition process 
is still incomplete and a lot more institutional reforms are still needed 
relative to other new member states. 

Just to summarize, i think there are still adjustment needs on the 
public balance sheet as well as on the private balance sheet. Policy 
should be addressing crisis legacies, where the focus should be on 
the efficiency of public fiscal adjustment as well as balance sheet 
repair and addressing nPls.

Chart 12. CESEE: NPL, 2014 
(Percent of total loans).
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Finally, to boost potential growth, even though the external 
adjustment is more or less complete, the structure is improved 
through greater savings as well as through more formalization of 
savings instruments, which can then facilitate greater investment. 

Thank you very much!

* anita tuladhar, mission Chief  for albania, imF
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Othon Anastasakis*

From Crisis to Crisis: the unCertain 
state oF the euroPean union

my brief presentation deals with the diagnosis of the present 
situation in europe and how the region of south east europe is 
affected by the current climate. today’s european union is a 
more unstable environment than in the past, and is tormented by 
multiple crises. to start with, the impact of the eurozone crisis 
years is still felt across europe, despite the recent return to growth 
rates. on top of this, the increasing waves of migration threaten 
to set european disintegration into motion. the migration issue 
is, at the moment, the most risky crisis in europe threatening to 
hurt major eu achievements, as well as the unity and solidarity of 
the european project. We are watching daily the waves of migrants 
in different parts of europe from the aegean sea to the Western 
Balkans and Central europe and knocking on the doors of Western 
europe -germany, austria and sweden. to complicate matters 
more, europe is confronting a further danger in its neighbourhood 
to the east and the south, in ukraine, syria and north africa, a 
geopolitical crisis that threatens the security of the continent and 
brings back memories of cold war with russia. so, just as europe 
seems to be coming out of the longest economic crisis in its history, 
it is confronted with additional risks to its existence. 

But is the eurozone crisis completely over? While it may seem 
that the euro has survived and is irreversible, it is not necessarily 
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unbreakable. a reminder of the euro vulnerability came with the 
July 2015 near exit of greece from the eurozone, pointing to the 
difficulties that greece still faces in its effort to remain within the 
euro, and the potential ramifications for the rest of the club. Without 
doubt, the most positive news, following a long period of eurozone 
vulnerability, is that we are seeing a slow recovery, which varies 
from country to country. With the exception of greece which is 
still the only country trapped in recession, all the other european 
countries are back to growth. some favourable conditions have 
helped, including the fall of oil prices, the quantitative easing, or 
the very important role of the european Central Bank as a security 
mechanism, all of which have, in their ways, contributed to this 
economic recovery. 

But, we cannot claim with certainty that the period of economic 
susceptibility is over as shown by the persistent high unemployment 
in the countries of the southern economic periphery. in fact, there is 
an unequal picture between the dynamic economies of the advanced 
north and the weaker economies of the south. in addition in the 
whole of europe, there is a concern with deflation which reminds 
us of how Japan in the 1990s was fighting with persistent low 
inflation and low rates of growth. and while the devaluations and 
the fiscal consolidations may have corrected some micro-economic 
imbalances in many countries of europe, the sustainable growth 
potential is still missing. limited fiscal expansion is affecting the 
growth potential negatively. this economic pattern has its political 
ramifications in national politics. mainstream parties are being 
threatened by the rise of alternative political formations and the 
dangers that populism places to the political centre. the parties of 
the nationalist right are becoming increasingly prominent in post-
eurozone crisis environment, to which the new migration complexity 
is adding further strain and where far right parties are the ones that 
are actually benefitting more from the environment of unsustainable 
growth and rising migration. 

southern european politics are particularly affected by the long 
period of economic slowdown and the policy of “ordoliberalism” 
imposed by germany on them. this raises the question as to 
whether greece is the odd one out, or whether the greek crisis 
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is part of a wider problem of european economic incompetence 
and geographic discrepancy that will continue to affect the 
continent. as far as greece is concerned, i would not hold high 
hopes about the third memorandum that was adopted in July, 
because it is recessionary, and shows no prospect of an imminent 
return to growth. But we need to look at the cases of spain and 
Portugal, because both of them have been presented to us as 
positive examples of how austerity and structural reforms can 
lead to recovery, an argument which in my opinion is not fully 
justified. one needs to ask whether the reform process in both of 
these countries has led to the diversification of their economies. 
seeing that the investments, for instance which are taking place in 
spain, do not go to high value added activities, but they continue 
to go to poorly paid sectors, basically in tourism, one cannot be 
hopeful that a different growth model has been adopted. With 
unemployment so persistent, emigration and brain drain are 
becoming regular trends, and the educated youth is moving to the 
better economies of the north or other parts of the world where 
job prospects are better. the political implications of such socio-
economic outcomes are substantial and in all southern countries, 
the mainstream domination of centre-right and centre-left politics 
is being challenged by the emergence of new parties and the 
substantial rise of the left. elections in greece, spain and Portugal 
are showing that new politics are emerging in these countries with 
potential implications for wider europe.

in a german dominated eu, guided by a growing inter-
governmentalism and less so by federalism, it seems that all countries, 
large or small, are beginning to matter. the outcomes of national 
elections or the formation of one or the other type of government 
in every country affect the eu as a whole. Beyond the vulnerable 
european south, the region of Central and eastern europe is having 
an increasingly worrying impact in europe, seeing how the challenge 
of migration is being internalised by governments and societies there; 
the populist governments in Poland or hungary are contributing to a 
more convoluted political picture of europe. 

so what are the lessons from the multiple crises which europe is 
suffering from?
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at first, we observe that the european union has a difficulty 
predicting crises. it is a club of countries, which can be very 
complacent when times are good and can be in denial when the 
problem is approaching. this happened both with the eurozone and 
the migration crises. so much so, that when that problem erupts 
then one notices that there is very little level of preparedness. 

the second point is that the eu is slow to react when the crisis 
comes which is a manifestation of the institutional weakness of 
the eu to address crises. We have seen that when the eurozone 
crisis erupted, the imF was called to help. the same applied to the 
migration crisis, when the existing institutions are unable to reach 
a common approach and to convince all member states that they 
should share the burden. 

thirdly, the intergovernmental method is becoming prominent 
but in a nationalistic way, whereby countries are resorting to 
solving matters in a short-term and piecemeal way. it is a kind of 
“nationalistic inter-governmentalism” which dominates the eu, 
which is not able to bring together all the different national points of 
views. greece and italy are worried about continuing austerity and 
the rise of immigration on their territories as first entry points. spain 
and Portugal are struggling with their internal coalition politics and 
the rise of new political formations. Central european countries are 
becoming very uneasy with the waves of immigrants and the threat 
to their cultural identities. Britain is battling its eu referendum; and 
northern economies are worried about how their economies are 
affected by the weaker eurozone states as well as how their welfare 
systems are affected by the rising numbers of asylum seekers. the 
causes and threats are common to all the countries of europe, the 
answers and reactions are national and fragmented. 

i believe that the problems we are seeing are here to stay. the 
impact of the euro area crisis will continue to affect the meagre 
recovery of the eurozone and it will require careful economic 
management to stabilise the situation. migration is a problem 
that will continue as long as syria continues to be a war territory 
of different agendas of the various global players. the solution 
will require a european response to the issue and not fragmented 
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nationally competitive responses. and relations with russia require 
careful handling in order to avoid a return to cold war conditions. 

this is an environment which affects the less advanced Western 
Balkan states which have recently become importers of external 
crises. the Western Balkans is a region which is still the soft 
underbelly of europe. it offers ground for mild competition between 
russia and the eu in the energy and the FDi domains. the Western 
Balkans is a route for all those migrants coming from the conflict 
areas in the middle east and elsewhere. and it can be a ground for 
jihadist infiltration. For all these reasons, the region needs to be well 
anchored in the eu. and that’s why it makes sense for the local elites 
to continue with the process of accession and eventual membership. 
the Western Balkans has often been referred to as “the unfinished 
business of the eu”, because this is the only region which is not yet 
part of the eu but which is an uncontested part of europe. While 
we know that accession is not going to happen within the term of 
the current european Commission, the plan is to keep the process 
alive through a gradualist approach. and we have to hope that the 
europe where the Western Balkans will enter eventually, will still be 
the union of solidarity and integration, and that the current multiple 
crises will be an opportunity to strengthen the edifice. 

Thank you!

* othon anastasakis, Director of  south east european studies at oxford (seesoX), 
st antony’s College
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Adam Bennett*
remaKing the BalKan eConomY

as othon has already mentioned, this seminar provides a good 
opportunity for me to introduce you to our latest book, which is 
literally hitting the streets as we speak. i have not yet obtained a copy 
myself, but it has just been published.1

given that the title of the conference is “Do crises change economic 
fundamentals in see?” i think that the answer to that is “yes, clearly 
they do” in the light of the global crisis both within the region as well 
as outside the region. this book is an attempt to re-examine what 
has been happening in south east europe (see), starting from the 
beginning of the transition twenty five years ago. on the basis of this 
review, we draw some conclusions about how the economic model 
for the region needs to adapt. as othon has mentioned, this book 
has four authors: russel Kincaid who used to be at the imF and now 
is associated with seesoX, Peter sanfey, who was with the eBrD 
and has come here before, the late max Watson, who, othon has 
already explained, sadly died while the book was being written, and 
of course myself (also a former imF official and now an academic). 

the structure of the book is as follows: the first chapter looks 

1  economic and policy Foundations for growth in south east europe, remaking 
the Balkan economy, by adam Bennett, russell Kincaid, Peter sanfey and max Watson, 
Palgrave macmillan, 2015.
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at overall macroeconomic developments in see since the onset of 
transition, and explores the scope for reform in labour markets. 
in the second chapter, we look at progress in structural reforms 
in more detail and also analyse the evolution of public opinion 
and political support in south east europe for economic reforms, 
support for the market economy and for the democratic process. 
the third chapter assesses the conduct of fiscal policy and progress 
in undertaking institutional reforms in the fiscal area, including the 
use of fiscal rules and fiscal councils. the fourth chapter considers 
the scope for the use of macro-prudential tools in south east europe 
and their effectiveness in controlling and better targeting financial 
conditions. Finally, the fifth chapter examines the implications 
of the on-going changes in the eu’s institutional and regulatory 
architecture for see countries, either in or on the periphery of the 
european union. 

now as i only got fifteen minutes, i am not going through the 
whole book because i do not have time. Plus, if i did, one wouldn’t 
have the incentive to buy the book.

i am going to concentrate now on what is in the first chapter, 
which really sets the scene for the rest of the book. this will give you 
a flavour of what the book is all about.

When we look at the history of transition in the book, we show 
it as having three distinct phases. the first phase during the 1990s, 
which we label as the transition phase, we also characterize as the 
“Valley of tears”, reflecting the V-shaped adjustment resulting 
from the initial steep decline in output as the earlier communist and 
socialist systems were dismantled followed by the recovery in output 
as modern economic and political systems were put in place. this 
V-shape was also exacerbated by conflict in the former Yugoslavia 
in the first half of the 1990s. in a mathematical sense the index of 
output at the end of this period was not much higher than at in the 
beginning and therefore the average growth rate during this period 
was negligible. however, the quality of the output at the end of the 
period was in a sense much greater than it was in the beginning, 
because it reflected the region’s restructuring toward a modern 
market economy.
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the second phase, which we call the boom period here, we 
describe as the “sunlit uplands” where the fruits of the sometimes 
painful transition process finally began to appear. this boom, as we 
know all too well, got out of control and led to the bust phase from 
which the region is still even now struggling to escape. We call this 
period the “Wilderness Years”. the average growth of see went 
back down to almost negligible rates during 2009-14. 

looking at the three phases, initially, a number of countries in the 
first phase had very high rates of inflation as they tackled monetary 
overhangs and old soviet bank balance sheets largely comprising 
non-performing loans, while at the same time getting used to 
running independent Western-style monetary policies, which was a 
new thing for these countries. By the end of the first phase, however, 
inflation was brought under control and kept low during the boom 
era. moreover, even in the bust period that followed, inflation 
remained relatively low. so, inflation was not really a problem in 
this third phase. the problem was rather the very low growth rates. 
it has proved extremely difficult to bring growth back to a more 
appropriate pace for the region. 

What we saw during the run up to the boom was a very significant 
savings gap. investments rose steeply in the run up to the boom, but 
savings were actually falling. and this difference of course gave rise to 
a very large current account deficit in the external balance of payments. 
this investment rate exceeded 30% of gDP for the region during this 
period. such a high rate of investment is normally a warning sign, 
because its means that investments are probably being undertaken 
where the marginal rates of rates of returns are likely to be getting very 
low or even negative because more profitable projects have already 
been undertaken. such a situation usually precedes a financial crisis, 
because it means that many of the investments servicing the loans that 
are backing the deposits in the banking system may go sour. as we 
have already heard, a lot of these investments in see were not going 
into sustainably remunerative areas such as exports. a large share was 
instead going into real estate development, hotels, property and into 
what economists call non-tradable goods. this set the scene for a 
classic boom-bust scenario, because when domestic demand contracts, 
these non-traded sectors are the first to get hit with recession.
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When the global economic crisis hit, the foreign capital that 
was flowing in to the region and financing a fairly large current 
account deficit suddenly dried up. this forced investments down 
and narrowed the gap in the current account deficit, but didn’t 
completely eliminate it.

now, in this period during the run up to the crisis, there was 
quite a lot of foreign direct investment. Foreign direct investment is 
normally regarded as a good and benign form of foreign financing 
because it is stable, brings know-how with it and doesn’t reverse 
easily. however, quite a lot of these foreign direct investments, in 
parallel to those financed by bank loans, were going to real estate 
and other non-traded goods sectors. in that sense, it was not really 
creating a very stable economic development model. 

moreover, as the boom got increasingly out the control, bank 
loans financed by cross-border bank financing reached dangerously 
high levels. a lot of these foreign financed loans were going into 
mortgages and other consumer loans and so on. again this was 
creating a very dangerous situation. of course, when the crisis hit 
these short-term capital flows dried up to almost zero. and this 
forced a dramatic contraction of domestic demand and thereby of 
output in the region. 

that the situation did not get much worse owes much to what 
became known as the Vienna initiatives, an effort to prevent a 
major capital retrenchment led by the major international financial 
institutions engaged in the region. the Vienna i initiative involved 
the imF and the eBrD sitting down with the main commercial banks 
that were lending in the region. the region was seriously exposed to 
these banks, because the banking system was (and remains) foreign 
owned. therefore, the region was very sensitive to a change in 
sentiment in western financial markets, which occurred very, very 
severely in the wake of the sub-prime crisis in the usa. as a result 
of this change in sentiment, there was a very high risk that a lot of 
money would be withdrawn. the region was faced not just with a 
stop of capital inflows, but a wholesale reversal with money actually 
being pulled out of the region. so these international organizations 
sat down with the banks most exposed to see and tried to persuade 
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them to maintain their exposure to the region in return for a 
commitment from a number of countries in the region to which they 
were most exposed to agree to enter into imF arrangements in order 
to give confidence to commercial banks that they would put their 
affairs in order. the Vienna i initiative period of 2009-11, succeeded 
in containing outflows as banks broadly maintained their exposure. 

however, by mid-2011, the region was hit by another intensification 
of crisis with the euro area getting into further difficulties and moving 
back into recession. at this point, it was being very hard to continue 
to persuade the banks to maintain their exposure. You can’t freeze a 
balance sheet indefinitely like that. these two institutions now turned 
to work more closely with home country supervisors to try to prevent 
them from making matters worse by forcing banks domiciled with 
them to withdraw from the region by unduly intensifying prudential 
requirements. the second Vienna ii initiative was not surprisingly 
less successful than the first in preventing a net withdrawal of funds 
during this period. measured in terms of gDP, a total equivalent to 
about 20 percent of see gDP was withdrawn from 2009 through 
2014, mostly during this second phase.

so this is a pretty challenging environment for south east europe 
to regenerate growth. the effect of this was that the domestic 
credit expansion crashed, all the way down to zero in the immediate 
aftermath of the shock in 2009. it then recovered to some extent 
during 2010 through 2012, as domestic deposits managed to partially 
make up for the loss of foreign resources. then, with the worsening 
of the eurozone crisis and the expiry of the Vienna i initiative, the 
stop in the supply of foreign bank resources to the region turned 
into a gradual withdrawal. Domestic credit growth moved back 
into negative territory. in such an environment when banks are not 
lending, it became very difficult for the region to grow. 

one of the reasons why they were not lending was the serious and 
intensifying problem of non-performing loans. this problem was 
not confined to see. the euro area as a whole has a very serious 
non-performing loan situation in euro area banks’ balance sheets, 
especially in the euro area’s southern members. this explains why 
the euro area itself is struggling to grow. this is in sharp contrast 
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to the united states of america: even though nPls rose sharply 
after the subprime crisis erupted in 2008, they were very aggressively 
resolved, utilizing more efficient bankruptcy law and debt write-
down procedures, with the residue moved off balance sheets for 
debt collection agencies to deal with, and so positioned the banks to 
begin lending again relatively quickly. this is one of the reasons why 
the us economy is growing and the euro area is not, and one of the 
reasons why see is still struggling to get back anywhere near to the 
strong growth rates the region enjoyed prior to the crisis. 

another aspect to the story is of course the developing fiscal 
situation. We have already noted that the current account of the 
balance of payments, which was very strongly in deficit on average 
during the boom period, was reduced quite considerably in the 
ensuing bust period. this contraction in the current account deficit 
was wholly due to the reaction of the private sector. the deficit on 
the private sector financial balance (which is basically the difference 
between what the private sector earns (after taxes) and it spends on 
consumption or investments) was very, very large during the boom 
period—some 10 percent of gDP. But then, when capital flows 
stopped, the private sector deficit was reduced to practically zero 
as spending was slashed. the slack in demand was partially taken 
up by fiscal policy. By contrast to the private sector balance, the 
average fiscal deficit in the run up to the crisis appeared negligibly 
small. this impression was, however, quite misleading. one of the 
problems, which is discussed in more detail in the third chapter of 
our book, is that fiscal balances in south east europe were flattered 
by unsustainably strong revenues, based on levels of domestic 
spending which could not be maintained. as policy makers became 
concerned about the strength of the boom in see, they began to 
look at fiscal positions in underlying terms. and then they began to 
see that the underlying balance (which corrects for abnormal effects 
of the economic cycle) was actually much worse than the headline 
balance suggested. if fiscal authorities had acted sooner to strengthen 
their positions during the boom period, they would have created the 
“fiscal space” to accommodate the inevitable downturn. But by the 
time they realized there was a problem, it was too late. it is fair to 
say that, politically, it is not always an easy task to argue the case for 
running fiscal surpluses, when the government is flush with funds. 
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But if they had done so, they would have been in a better position 
to deal with the crisis when it finally hit. Following the onset of the 
crisis, there was a significant deterioration in fiscal balances, which 
was more or less equal to the remaining current account deficit, 
given that the private sector balance had been reduced to zero (the 
current account balance is, by definition, the sum of the fiscal and 
private sector balances).

Flexibility of the exchange rate affords an additional policy 
instrument compared to fixed exchange rate regimes. For those 
countries in see that had flexible exchange rates—including 
albania—this policy did help by making it (slightly) easier to restore 
international competitiveness and so help rebalance the growth 
model from domestic to external demand. the majority of countries 
in see were either pegged to the euro, had adopted the euro, were 
euroised, or were so exposed to potentially adverse balance sheet 
effects that significant changes in the exchange rate versus the euro 
would be more damaging than beneficial. But a few countries, in 
particular romania, serbia and albania, had floating exchange rates 
and this did allow them to adjust during the crisis. Countries with 
fixed or quasi-fixed exchange rates, which saw a significant erosion 
in competitiveness in the run up to the crisis, were unable to restore 
their competitiveness after the crisis. Countries with more flexible 
exchange rates, by contrast, were able to achieve some improvement 
in competitiveness. in the case of serbia, however, this nominal 
gain was largely eroded by inflation. For the other countries without 
flexible exchange rates, efforts to improve competitiveness had 
to focus on what is known as “internal devaluation, or intense 
downward pressure on wages and prices. this explains why there 
was no resurgence of inflation in see during the bust period. 

in this environment of low growth, in the wake of the crisis, 
unemployment in see inevitably remained high, although there are 
quite significant differences between countries in the region. this 
story is true for total employment, youth unemployment and long-
term unemployment. unemployment has encouraged workers to go 
abroad, and is partly a reflection of the level of the unemployment, but 
also a reflection of the relative per capita gDP between their home 
country and their hosts in the eu. the countries with the lowest 
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per capita gDP in relation to the rest of europe had the strongest 
incentive for workers to go abroad to earn money. migration is, of 
course, one way of reducing unemployment domestically and it also 
helps to avoid the problem of the loss of skills (because workers that 
go abroad retain those skills in their jobs abroad). the problem for 
the region is to get these workers—and their skills—back to region 
when the time comes for their repatriation. 

sending workers abroad has brought substantial remittances in 
return, for a number of countries and especially for Bosnia, montenegro, 
serbia and albania. remittances are good for the balance of payments 
and they also help support people in the region with higher incomes. 
But they do have one important drawback, which they share with 
systems of welfare support. While a strong welfare system can help 
improve living standards for those at home, such systems can also 
discourage people from bothering to look for a job. 

Chapter 1 of the book concludes by drawing on a study by imF 
staff, who looked at the problems in the labour market in see, by 
comparison with the rest of Central and eastern europe, as well as 
with Western europe. they looked at a whole variety of factors which 
could explain the relatively high unemployment rate in the Western 
Balkans. What they found was that the traditional “institutional” 
variables that could explain this, including the size of state-funded 
social benefits, unemployment benefits, etc., i.e., the kind of things 
that you might expect to cause problems for the labour market, do 
not in fact appear to be wholly out of line in the Western Balkans 
compared with the rest Central and eastern europe and the Baltics 
(CeB).

 
nor are higher rates of unemployment in see fully explained by 

“labour cost” factors. While the level of minimum wage in albania 
is identified as a possible problem, in general, only two countries in 
the region, Bosnia and Bulgaria, are shown to have significant and 
potentially adverse labour cost issues, by comparison to the rest of 
CeB. 

What the imF study identified as being the biggest problem for 
countries in the region relating to unemployment is what they have 
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called here “structural” factors, including things like the business 
environment and, as we have already discussed above, the effect of 
remittances on job search incentives. they’ve also identified what 
they call a relative lack of accumulated foreign direct investments 
(FDi) in the region. While there were quite strong FDi inflows into 
the region in the boom years in the run up to the crisis, much of this 
FDi went into the non-traded goods sector, rather than into export 
oriented sectors where the know-how transfer would have been 
most useful. moreover, a number of countries in see missed out 
from FDi in the 1990s either because they were involved in conflict 
or were late starters. this meant that the accumulated know-how 
that comes with foreign direct investments wasn’t coming in during 
that first phase and was significantly lacking in the Western Balkans 
compared with the rest of CeB. the message here is that structural 
reform remains an important area for see to focus on, in order to 
regenerate growth and in particular to regenerate the labour market. 
Well, i’m not going any further because time is running out. But i 
would encourage you all to buy the book and read it carefully!

thank you!

* adam Bennett, Deputy Director of  PeFm & associate of  seesoX, st antony’s 
College
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Altin Tanku*

the neW normal anD the 
Challenges For BanK oF alBania’s 

monetarY PoliCY

my presentation today would focus the discussion on the impact 
of the post-crisis economic development trends on the albanian 
economy, and to consider the impact and challenges of these 
developments on Bank of albania’s monetary policy. therefore, i 
will try to focus particularly on the specific developments that affect 
the monetary policy decision-making process. 

the post-crisis period has been marked by significant disruptions 
to economic trends. slower economic growth and financial 
intermediation, persistent low inflation, and a different composition 
of growth and financing sources are among the most distinguished 
changes. along with exogenous shocks from abroad, these changes 
have imposed new challenges for the Bank of albania and its policy. 
the most important challenge relates to the fact that the characteristics 
of past and current events is eroding the efficiency of the monetary 
policy transmission mechanism and therefore the beneficial impact 
that the continuous expansionary policies implemented by the Bank 
of albania could have.

as previously mentioned, the recent economic outlook indicates 
that growth forecasts are on the down side. the economy seems to 
be stuck in a new and less desirable equilibrium. During these last 
couple of years, the albanian economy has been growing at a rate of 
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around 2-3%. meanwhile inflation has been persistently low around 
2%. these are not satisfactory figures for the albanian economy! 
it is reasonable to aspire to get back towards the growth path on 
which we used to be before the crisis. therefore, it is important to 
understand why the economy is stuck in this new equilibrium and 
to explore the reasons behind the sluggish economic response to 
economic stimulus provided by the central bank. the rest of my 
discussion will focus on the analysis of few important aspects of 
recent changes, which can shed light on the issue. 

i would like to start by drawing your attention to the drivers 
of economic growth before and after the crisis. Chart 1 shows 
how the albanian economy and its composition of growth have 
changed after the crisis. it can be easily seen that consumption and 
investments have contracted in response to slower growth, and 
pessimistic expectations. the contribution of the foreign sector of 
the economy has grown faster and has partially offset what has been 
lost in consumption and investments. this is quite different from 
what we expected at the beginning of the crisis. it was believed at 
the time that economic hardships in our main trade partners would 
hit foreign demand and result in lower export growth. however, 
the foreign sector grew, in the subsequent years, supported mainly 
by exports of minerals and oil. moreover traditional textile and 
foot wear re-exports, which were originally directed toward italy 
and greece have diversified and expanded beyond these traditional 

Chart 1 �e Economy of Albania – A Snapshot

Source: INSTAT
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markets. export growth has also contributed to the increase of 
foreign financing for investments in the albanian economy. these 
developments, however, have some important implications on the 
monetary policy efficiency. 

these two particular trends of the external sector are welcome but 
simultaneously they introduce a new challenge for authorities while 
intensifying an old one. the first challenge relates to the larger share 
of minerals and oil in total exports, and therefore their significant 
contribution to export growth relative to the rest of commodities. 
this trend exposes our economy to negative effects on terms of 
trade. reliance in such commodities makes our economy more 
vulnerable to negative global demand and supply shocks and 
in particular economic developments in other emerging market 
economies which are either large consumers or produces of these 
commodities. Whatever developments occur in those economies 
will have a significant effect on their demand and supply for 
commodities, in particular minerals and oil, and subsequently will 
affect their prices. this, in turn, will impose additional challenges not 
only in terms of economy’s growth rate but also of the exchange rate 
of our local currency. 

the second one is related to foreign capital inflows. heavier 
reliance on foreign financing is dangerous, and will get more so, 
as we are now approaching the phase in which at least some of 
developed economies like the us will potentially engage in policy 
reversals. the us economy has outperformed other developed 
countries and the Fed is widely expected to begin raising interest 
rates up. the tightening monetary policy in the us is likely to reduce 
the availability of capital market financing for emerging economies. 
it is very likely that the swedish riksbank will also increase its rates 
very soon. When policy rates in advanced economies increase, they 
may affect the willingness of foreign financing institutions to invest 
in the albanian economy. 

in addition, global demand and supply for commodities and their 
prices are also responsive to the value of the us dollar and Fed 
monetary policy decisions. global demand and, therefore, the prices 
of minerals and oil are very volatile in international markets and 
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this increases both the number and volatility of potential shocks to 
our economy. altogether, these developments exert more pressure 
on Bank of albania’s monetary policy and expose its policy rate to 
foreign sector developments more than before.

Currently, the policy rate of the Bank of albania is at its all-time 
low and could see further reductions in the near future. Following 
the nature of its inflation targeting regime and a flexible exchange 
rate policy, Bank of albania has embarked on a long period of 
expansionary monetary policy. in response to inflation, economic 
growth and declining credit growth, the policy rate has been 
reduced from 6.25 to 2 per cent (see Chart 2). the policy response 
is based not only on the theoretic and empirical research conducted 
internationally for developed and developing countries, but mainly 
on the results of empirical research conducted by the Bank of 
albania itself.

several Bank of albania research projects have focused on the 
interaction between growth, inflation and interest rates. the results 
of this body of research is summarised in a set of empiric forecasts 
and macro-econometric models used by the Bank of albania.1 this 
research converges to the conclusion that there is a significant 
relationship between the interest rates, the monetary policy rate (the 

1 this research is also published in the Bank of  albania Working Paper series and 
in several edited volumes dedicated to Bank of  albania monetary policy.

Chart 2 Monetary Policy

Source: Bank of Albania.
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weekly rePo rate of the Bank of albania) and other interest rates of 
the economy, resulting in faster credit growth, larger consumption, 
and new investments in the economy. in this respect, monetary 
policy is documented to contribute to accelerated economic activity, 
faster economic growth and rising inflation. 

Yet, despite the persistent stimulus of the current expansionary 
monetary policy, the economy is still stuck into this new, less 
desirable equilibrium.2 although our economy is growing, the 
growth rate is not close to the pre-crisis levels. the real growth has 
been on a falling trend and a portfolio3 of Bank of albania models 
indicate the presence of a negative and deepening output gap for the 
period 2010-2014. 

growth analysis based on several studies including Kota (2007), 
Çeliku (2014), Çela & skufi (2014) and Yzeiraj & abazaj (2014), 
indicate that the albanian economy is under performing. all studies 
converge to the conclusion that the output gap in the recent years has 
been negative and growing (referring to 2014 data). Chart 3 shows the 
output gap as a weighted estimate of the models referred above. Data 
2 it is worth mentioning that in addition to monetary policy measures, Boa has also 
implemented a set of  macro-prudential policies and introduced macro-prudential 
regulation to increase the growth of  credit in the albanian economy. however, this 
would be discussed extensively in the following session. 
3 these models include simple trends, filters, and more structural models looking 
at the production function. Celiku et. al. 2016, provides a comprehensive summary 
of  these studies and estimations based on their methodologies. 

Chart 3 Economic Growth and Output Gap

*Figures for 2015 and 2016 are forecasts.
Source: Bank of Albania (based on Celiku et. al.).
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for the 2015-2016 period represent forecasts of the Bank of albania 
based on the same models. it shows that the output gap will continue 
to be negative this current year and in 2016. this narrative indicates 
that the transmission mechanism is not performing as expected or 
forecasted by our models. although interest rates in all maturities 
have tracked the reduction of the monetary policy rate, this has not 
been very helpful in reviving optimism and increasing spending in 
consumption and investments in the economy. eventually, charts 2 
and 3 suggest that the effectiveness of the transmission mechanism 
has somehow decreased. 

in my opinion, the main problem with the reduced efficiency of 
the transmission mechanism relates to the potential balance sheet 
effects and low consumer confidence on economic developments. 
Currently, both enterprises and households feel the burden of 
outstanding debts (close to 1/5 of which is rated as underperforming 
loans), and do not plan to take on additional debt in the near term 
future. this fact is confirmed by Bank of albania’s monetary policy 
and financial stability surveys, indicating problems with the demand 
side of the economy. on the other hand, despite a favourable 
liquidity position and abundant domestic financing resources (as 
shown by bank deposits data), the supply side remains constrained 
as well. even the supportive macro prudential regulation introduced 
by the Bank of albania has not eased supply side restrictions.

the supply side problems reflect not only problems related to the 
large share of non-performing loans on outstanding assets but also 
potential regulatory and macro-prudential regulations originating 
mainly from the home authorities. the latter factor and the reduced 
interest from eu-based financial groups in the region (as indicated by 
european investment Bank surveys) have become indirect obstacles 
that prevent the efficient functioning of the interbank and money 
markets. Due to all of the reasons mentioned above, the effect of 
lower interest rates has not been fully transmitted to the economy 
and has thus impaired the efficiency of the transmission mechanism. 

additional and indirect evidence of this inefficiency is obtained 
from Bank of albania’s empiric analysis with regard to money and 
exchange rate. We observe that the growth of monetary aggregates 
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in response to these low interest rates is not as fast as it is predicted 
by our money demand models. the same could be said for the 
exchange rate. Despite the fact that the current exchange rate is in 
line with observed fundamentals including relative growth, inflation, 
and interest rate differential, and monetary aggregate developments, 
the stability of the exchange rate in the face of persistent trade and 
current account deficits, is potentially reflecting the observed gap 
in money expansion as concluded by the Bank of albania macro-
econometric models. 

Both these gaps (in money and the exchange rate) are not direct 
objectives of monetary policy per se, but we know that they are 
very much related to inflation, which is the primary objective of the 
Bank of albania. Faster money growth or depreciation could have 
potentially contributed to higher inflation. in the absence of this, the 
weak reaction of aggregate demand to falling interest rates has been 
driving prices down. headline inflation has suffered a persistent 
drop from its 3 per cent objective, but even sharper effects are found 
in the core inflation data. the core inflation indicator dropped to 
an average of less than 0.5 per cent in 2013 and is expected to fall 
near 0 in 2015, despite a slight increase in 2014. at this moment, the 
Bank of albania forecasts expect an increase in headline inflation for 
2015 reflecting higher inflationary pressures from cost push factors. 
aggregate demand developments will bear small impact on inflation 
as reflected by the general trend of core inflation forecasted for the 
2015-2016 period in Chart 4. 

Chart 4 In�ation Developments

*Figures for 2015 and 2016 are forecasts.
Source: Bank of Albania Calculations and INSTAT.
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the upward trend of headline inflation in the short term remains 
below the Boa target. Despite Bank of albania estimates for 
inflation returning to its objective in the mid-term period, inflation 
is forecasted to be below the objective in 2016. these results are 
in line with the previously-discussed analysis that challenges are 
emanating from two main sources, the lack of optimism in the 
albanian economy and the balance-sheet problems for households 
and enterprises. the lack of activity on the demand side, coupled 
with the “passive” approach undertaken by the banking system in 
the post-crisis period, is preventing financial and money markets 
from operating fully and efficiently. 

however, it would be incorrect to conclude that monetary policy 
has been unsuccessful. Despite of the low inflation and the presence 
of positive output gap, it is very important to observe that market 
rates have followed and reflected monetary policy rate changes. this 
is expected to yield additional effects in the future given the time lags  
in the transmission mechanism. But, the above-mentioned problems 
have prevented this from producing higher credit growth, faster 
consumption and investments as the origin of current problems lies 
beyond the current level of interest rates.

Chart 5 Interest Rates

Source: Bank of Albania.
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in fact, credit growth has reduced sharply following the crisis, 
as shown by Chart 6. however i would like point out a positive 
development. Credit in the domestic currency, the albanian lek, has 
seen its share growing consistently and considerably by almost 20 
per cent since 2008. the reduction of interest rates has encouraged 
a shift of the preference for credit away from foreign currencies. 
this indicator has grown at a satisfactory pace vis-à-vis the pre-crisis 
period, and as such is contributing to a much needed rebalancing 
in the composition of credit in economy. Despite the positive 
impact from the financial stability point of view, this is in itself an 
achievement for the monetary policy since it increases the base of 
influence of Bank of albania’s policy rate. 

Chart 6 Credit Composition and Growth

Source: Bank of Albania.
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until the last point, the discussion has focused on the potential 
change in elasticities due to the impact of changes in agents’ behaviour 
and expectations. But, there are additional developments which 
impose an indirect impact on monetary policy and the transmission 
mechanism. one of these aspects is the persistence of the crisis and 
the on-going pessimistic expectations that relate to it. this is another 
problem that must concern the Bank of albania and its policy 
decision making. a long lasting crisis can bear negative implications 
by shifting problems from the aggregate demand to the aggregate 
supply side. Persistence can cause an unwanted reduction of the 
output gap, due to the decline of potential output, which will slowly 
adjust to current output level rather than vice versa. low domestic 
demand and pessimistic expectations have been accompanied by 
lower rates of capital utilization and persistent unemployment, and 
recently by idle financial capital (liquidity available at commercial 
banks which is not channelled into credit and investments). this 
results in idle factors of production, which if left out of the market 
for prolonged periods tend to deteriorate or be lost together, a 
process known as “hysteresis” in economic terms. this imposes a 
direct constrain over the long-term growth of the economy. it also 
means low profits and reduced income from these factors. Chart 7 
shows the savings-and-investments balance. it indicates that starting 
from 2008 there is a persistent drop in investments in the albanian 
economy. this drop is mostly due to private savings in albania. this 
decrease in private savings is only partially offset by foreign savings; 
therefore, total savings show a clear downward trend. this is an 
unfortunate development and not only will it impose a challenge for 
future growth, but also for monetary policy. as it was mentioned 
above, foreign capital flows are volatile and react to exogenous 
shocks in global markets in response to interest rates and prices 
of commodities and in this respect they become a challenge for 
monetary policy. the performance of private investment highlights 
one last reason for concern. Chart 8, shows the composition of private 
financing. the yellow line represents total domestic financing while 
the red line shows the banking system portion of private investment 
(representing credit for investment financed by commercial bank 
credit). there is a gap between the two lines as portrayed by the blue 
bars in the respective chart. 
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if we look carefully in Chart 8, we notice that this gap has a 
general tendency to expand from 2008 to 2015. the chart indicates 
that private investments growth is being supported increasingly 
by alternative financing sources rather than the banking system. 
in this respect, alternative financing of private investments in the 
albanian economy reveals yet another potential challenge for the 
Bank of albania’s monetary policy. if more financing of private 
investments takes place outside the banking system than the credit 
channel would be less effective and the reduction of the policy rate 
will have a smaller impact on credit expansion. it thus makes it more 
difficult for the central bank to implement its monetary policy with 
its traditional tools. all together the increase of foreign financing, 
financial stability concerns, possible loss of output potential and the 
rise of alternative financing impose indirect threats to the efficiency 
of monetary policy and its ability to control economic sentiments 
and economic decision making of the private agents in the economy. 

Faced with these challenges, the Bank of albania has emphasised 
that its monetary policy will continue to support the low interest rate 
environment in order to bring optimism and increase consumption, 
investment and growth in the economy with its monetary policy. 
however, this commitment is not the only policy measure taken by 
the Bank of albania. as you might recall this morning in the address 
to the Conference by the Prime minister and the governor, the 

Chart 8 Investment and Financing

Source: Bank of Albania calculations based on INSTAT and �nancial market data.
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authorities are undertaking a set of measures, which have a positive 
impact on investments and economic growth. these measures 
foresee important legal and regulatory changes that address important 
problems of collateral execution, legal conflict resolution and fiscal 
issues related with nonperforming loans. they target mainly banking 
supervision and financial stability issues, but simultaneously they 
will provide additional incentives for credit growth, which in turn is 
expected to improve the monetary policy transmission mechanism 
and the effectiveness of the Bank of albania monetary policy. 

in conclusion, i would like to summarise that this “new normal” 
has forced the economy to change and adjust to current market 
conditions and, this has imposed new challenges to monetary policy. 
therefore, the Bank of albania’s strong reaction to revive economic 
activity and meet its inflation objective has been compromised by 
a less efficient transmission mechanism. our analysis indicates that 
this inefficiency is caused by the economic and regulatory conditions 
that define this “new normal”. the size of outstanding debt, and 
in particular that of non-performing loans, in the households, 
private sector and banks’ balance-sheets; pessimistic expectations; 
regulatory constraints in home markets; and finally the banking 
groups perception of the region, act as strong demand and supply 
restrictions for credit expansion. they impact directly the efficiency 
of the bank lending channel. in addition, the search for alternative 
sources of financing has increased the share of alternative (nonbank) 
financing in private investments. this tendency can potentially lessen 
the influence of the policy rate on credit expansion and indirectly 
reduce the efficiency of the transmission mechanism. 

the long-term impact of the crisis represents probably the most 
important consequence and the most significant challenge for 
monetary policy. this impact is among the most debated issues of 
our time. the main concern is the unknown effect of this prolonged 
crisis on the long-term productivity and potential growth rate. the 
ability to recover the lost human and physical capital is beyond 
the reach of monetary policy and its instruments. therefore it is 
important to understand the reasons behind the lost efficiency of the 
transmission mechanism and try to mend existing problems as soon 
as possible, while maintaining monetary conditions accommodative. 
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in this process the central bank is studying all potential alternatives 
and preparing itself to introduce additional instruments to boost 
economic activity by the use of alternative expansionary policies, 
subject to a thorough understanding of current problems, and future 
developments. 

Thank you very much.

* altin tanku, Director of  the research Department, Bank of  albania
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has the FinanCial 
intermeDiation moDel 
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Challenges of  reconciling financial intermediation, 
financial stability, banking supervision and 
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director of  South East European Studies at Oxford 
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Charles Enoch*

a neW Business moDel For BanKs in 
the light oF the gloBal FinanCial 

Crisis

Thank you very much Othon, for the introduction, and thank you very much 
to the Bank of Albania and the organizers that invited me to come here to this 
exciting conference. 

in my presentation, i will speak on: a new business model for 
the banks in light of the global crises. my first point is to say that 
the views here are mine and not necessarily those of the imF, its 
management or its executive Board. 

my topic is whether the financial intermediation model has 
changed since the global financial crisis (gFC), and how financial 
stability and supervision policies should respond. this topic raises a 
range of state of the art questions for which there is not necessarily 
yet a fully agreed view. i would draw you attention to table 1. 

Table 1 global Bank retrenchment from Emerging Markets since 2009
Deal Data Banking operations / assets for sale selling firm

Year Value (mil 
usD) name Country name Country

latin america and the Carabbean
2009 n.r. Credit Card Portfolio argentina Citigroup inc usa
2012 n.r. Banco suquia sa argentina Credit agricole sa France

2011 n.r. JP morgan Vastera 
argentina srl argentina JP morgan Chase & Co usa

2011 76.8
CiBC Bank & trust Co 
Cayman ltd, CiBC Bank 
Co Bahamas ltd

Bahamas Canadian imperial Bank 
of Commerce / Canada Canada
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2015 45.0 Banco standard de 
investimentos sa Brazil standard Bank group 

ltd s.africa

2009 18.7 Credit Portfolio Chile Banco santander sa spain

2010 n.r. Corporate & Commercial 
Bankin operation Chile royal Bank of scotland 

group PlC Britain

2010 n.r. scotiabank Colombia sa Colombia royal Bank of scotland 
group PlC Britain

2012 1,229.0 Banco CorpBlanca 
Colombia sa Colombia Banco santander sa spain

2012 801.0

Banco Davivenda salvadore 
no sa, Banco hsBC Costa 
rica sa, Banco hsBC 
honduras sa 

Costa rica, 
honduras hsBC holdings PlC Britain

2010 25.0 ecuadorian Branch assets 
& liabilities ecuador lloyds Banking group 

PlC Britain

2013 2,233.8 hsBC Bank Panama sa Panama hsBC holdings PlC Britain
2009 85.1 aBn amro Paraguay Paraguay Banco santander sa spain
2010 n.r. Credit uruguay Banco uruguay Credit agricole sa France

2012 n.r. uruguayan operations uruguay lloyds Banking group 
PlC Britain

2013 0.3 galval agente de Valores 
sa uruguay grupo Financiero 

galica sa argentina

2009 1,050.0 Banco de Venezuela sa 
Banco universal Venezuela Banco santander sa spain

middle east, africa and the Cis

2015 n.r. egypt loan & Deposit 
portfolio egypt Bank of nova scotia 

/ the Canada

2014 n.r. Banking Business / Jordan Jordan hsBC holdings PlC Britain

2009 324.6

societe ivoirienne de 
Banque sa, union 
gabonaise se Banque sa, 
Credit du Congo, societe 
Camerounaise de Banque 
sa, Credit du senegal

senegal Credit agricole sa France

2013 2,106.4 Barclays africa ltd s.africa Barclays PCl Britain

2014 177.0 united arab emirates retail 
banking operations u.a.e Barclays PCl Britain

2011 16.5 royal Bank of scotland nB 
uzbekistan CisC uzbekistan royal Bank of scotland 

group PlC Britain

source: Bloomberg, llP.

Deal Data Banking operations / assets for sale selling firm

Year Value (mil 
usD) name Country name Country

emmerging europe
2014 n.r. Credit agricole Bulgaria Bulgaria Credit agricole sa France
2014 18.9 Banco Popolare Croatia dd Croatia Banco Popolare sC italy
2011 69.1 equa Bank as Czech Banco Popolare sC italy
2013 n.r. atF Bank JsC Kazakhstan uniCredit spa italy

2011 n.r.
Banque societe generale 
Vostok, DeltaCredit Bank, 
rusfians Bank

russia societe generale sa France

2011 n.r. expoBank llC russia Barclays PCl Britain
2012 158.0 Cetelem Bank llC russia BnP Paribas sa France
2013 n.r. Certain russian assets russia societe generale sa France

2010 84.9 millenium Bank as turkey Banco Commercial 
Portugues sa Portugal

2012 3,542.5 DenizBank as turkey Dexia sa Belgium

2013 n.r. turkey Consumer Banking 
Business turkey Citigroup inc usa
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2012 n.r. Bank Forum JsC ukraine Commerzbank ag germany
emerging asia
2015 n.r. Banking Business / india india hsBC holdings PlC Britain

2015 n.r. Banking Business in india india hsBC Bank oman 
saog oman

2010 50.5 royal Bank of scotland 
ltD/ Pakistan Pakistan

Banco santander sa, 
rBs group PlC, 
Kingdom of the 
natherlands

2012 n.r. Banking Business / 
Pakistan Pakistan hsBC holdings PlC Britain

2014 n.r. Banking Business in 
Pakistan Pakistan hsBC holdings PlC Britain

2010 n.r. rBs Philippines inc Philippines
royal Bank of 
scotland group PlC, 
rFs holdings BV

2014 n.r.
trust Business of 
Deutsche Bank manila 
Branch

Philippines Deutsche Bank ag germany

2012 113.3 retail Banking and Wealth 
management Business thailand hsBC holdings PlC Britain

source: Bloomberg, llP.

the picture is of a widespread global bank retrenchment from 
emerging markets since 2009. this goes across all emerging markets; 
it shows that major banks have withdrawn from emerging markets 
over the past six years, even from large emerging markets. the 
picture is of pervasive withdrawals, not just from emerging markets 
that are known to be particularly weak or particularly problematic 
but from all. so, even relatively strong emerging markets have seen 
withdrawals of commercial banks. and not only has this happened, 
but it also keeps on happening, and it is a continuing process. in 
the last year i have been working in latin america. in Brazil, hsBC 
announced in 2015 that it is withdrawing from retail business. 
around the region there is an expectation that there will be more 
withdrawals, including from amongst major household names. this 
trend of fragmentation of the international financial system has 
been receiving increasing attention recently: there was a study of 
this fragmentation of the world financial system, for instance, in the 
october 2014 edition of the imF’s global financial stability report. 

so, how are the banks withdrawing? there are a number of ways, 
as shown in the table. one way is by selling their businesses. if they 
can actually get out, make some money because someone wants 
to come in, it is a better solution than just walking away. so, the 
banks are selling their businesses--but that is only one part. some 
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banks are withdrawing just from particular types of business, such as 
retail. thus, in a number of places they stay in the wholesale market, 
which arguably is cherry-picking their areas of involvement and not 
helping the development of the host country so much, but they 
are withdrawing from the retail business. or they are downsizing. 
it is not shown in the table, but in a number of cases there has 
been a deliberate contraction in the market share-or maybe not 
even a contraction in market share because, if the whole financial 
sector is contracting, then maintaining a market share involves a 
downsizing and reflects a view by the banks that it wishes to have 
less involvement in that economy. 

another element which now has become very significant in cross-
border political relations is the cutting of cross-border correspondent 
banking relations (CBrs)—i.e. the withdrawal of banks which are 
not located in the country, but which have previously been providing 
correspondent banking facilities. now they are no longer prepared 
to do this. another extreme case of withdrawal is cutting trade lines, 
when the banks really have no wish to be involved in a country. 
there are cases being reported of such cutting of trade lines. this is 
normally related to the existence of uncertainty about payments from 
a country, perhaps because of awareness that correspondent banking 
relations are being cut. at the moment smaller countries are facing 
more withdrawals than larger countries, and are more affected. if 
one only has one or two banks in a country, for example, or one 
or two providing correspondent banking relations, then the impact 
of an individual foreign bank withdrawing is much greater than if it 
were a marginal foreign bank with a relatively small market share; 
however, almost all emerging market economies are, to a greater or 
lesser extent, being affected. 

now, why does this happen? is it that the business model changes, 
or is it the cost of prudential compliance or aml/CFt (anti-money 
laundering/combating the financing of terrorism) compliance that 
drives banks out? 

let us look at the how the business model has changed. the gFC 
weakened many global banks. some of them are no longer with us, 
some are being absorbed by others, and some survived in a weakened 
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state. a number of banks were thrown into difficulties not due to 
problems initially in host country emerging markets but in their home 
countries: the us, the uK, the netherlands, austria, switzerland, 
italy, spain, greece and others as well. in each of these countries 
there were big problems at home, and the banks became much weaker 
than before. in pressing for withdrawals, the supervisors may have 
reinforced what might have been the banks’ intentions. Basically, 
good prudential supervision practice for a weakened institution is: 
go to your core business, maintain your core business, and preserve 
that. in that connection some banks considered that core business 
means home business, and overseas business is not core, and 
therefore should be downsized. Certainly, weakened banks needed 
to address the situation, and they chose to de-lever and reduce assets 
rather than expand activity. this was a route through which the shock 
that originated in north america and Western europe has spread 
to emerging markets. it takes a long time for this process to work 
through, and the process is probably not yet ended. 

additionally, banks are nowadays much more aware of the risks. as 
it was shown in the earlier presentations in this conference, there was 
a rapid credit boom in Central, eastern and south-eastern europe, 
and throughout emerging markets. the music was playing, there 
were new lending opportunities, growth was good, and there was not 
much awareness of, or attention paid to, the risks. the general feeling 
was that if indeed there was risk, the bank would be able to get out 
quickly. nowadays, however, bank headquarters are very much aware 
of risk, and are not so sanguine. all major banks have compliance 
departments, and risk committees are inherently much more cautious 
than before. also it is no longer an end in itself for a bank to be fully 
global. some banks used to boast that they operated in 180 countries 
and 35 major regions. “Wherever you go, you will find us.” this was 
considered a big selling point and that is not the same now. all the 
major global banks now operate in fewer countries than before. even 
if they maintain a presence, it is less of one than earlier. 

Clearly, therefore there is a change in business model. Banks 
themselves are looking at where they are, and this is reinforced by 
external factors that impinge upon them. these external factors are 
not necessarily designed to get banks to withdraw from emerging 
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markets, but this may be an unintended consequence. there are two 
major factors in this regard: the reform of the regulatory agenda, and 
aml/CFt enforcement. 

after the gFC, countries embarked on major programmes of 
prudential regulatory reform. For instance, in the eu there has been 
work that culminated in a number of directives and other outputs. 
importantly also there has been work in a number of multilateral fora, 
such as the Financial stability Board. they have done a lot of good 
work to strengthen the global financial system, to prevent or mitigate 
any financial crisis in the future. this work should serve to improve the 
resilience of the financial system, and should underpin the global recovery 
in due course. in the us in particular the recovery is already evident. 

however, one element of the regulatory reforms is that banks 
incur substantial additional costs, no doubt at least in part reflecting 
recognition of the quasi costs hidden in explicit or implicit public 
sector subsidies to banks. Banks were lending, and they knew that if 
something went wrong, the public sector would pick up the costs. so, 
the regulatory reform agenda is bringing private costs and social costs 
closer together; this is valid, but it does imply higher costs for the banks. 

in this regard, Basel iii and the various associated regulations 
require that banks hold higher capital, and higher quality capital, and 
at least in the short run this has a cost. i am mainly talking about 
banking, but this has a similar impact also on non-banks, for instance 
the insurance companies. For the insurance companies the eu has, 
after many years of deliberation, passed an overhaul of the regulatory 
framework, known as solvency 2. other countries are following the 
eu framework and passing solvency-2-type regulations. amongst 
other elements, it requires more transparent accounting, so making 
risk transparent and again raising the cost of doing business. 

in the united states the new regulatory framework was set out in 
the Dodd Frank bill. this incorporates elements of extraterritoriality, 
in that any bank that does business in the united states is subject to 
compliance requirements and penalties for its activities worldwide. 
indeed, some of the actions in the united states have been against 
foreign banks which have us presence and, since every major bank 
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has a presence in the united states, us laws will have universally 
applicability amongst major banks. 

one additional element is in prospect on the prudential side. 
this is the concept of total loss absorbing capacity (tlaC). as 
the international regulatory bodies move on from prescribing 
higher supervisory prudential standards to looking at recovery and 
resolution, the principle that in the future failing banks should not 
receive public finance means that structures have to be devised so 
that failing banks are able to resolve themselves. they will need to 
have the ability to cover losses greater than their capital—i.e. be 
able to “bail in” additional assets. thus regulators have determined 
required levels of loss absorbing capacity, which will be another 
buffer that banks need to build and that will become part of the cost 
of doing business. a bank’s tlaC relates to its size and its assets, 
and therefore again may serve to deter expansion. 

 aml/CFt is the other factor to which bank withdrawals 
from emerging markets is often ascribed. in the last few years, 
requirements on countries to meet aml/CFt requirements have 
been substantially raised. it is a higher bar than earlier, and is intended 
to be more risk focused. so, originally countries could comply with 
aml/CFt requirements by satisfying the oeCD checklist on 
transparency. that may now not be the case. instead, one is looking 
closely at the requirements of FatF. in that area there has recently 
been clarification. FatF is specific on what is wanted and what is 
not. FatF recently issued a statement that banks have to know their 
customers (so-called KYC). however, this does not mean banks 
must know their customer’s customer (KYCC). also, insofar as 
banks have some aml/CFt concerns, their responses should be 
proportionate to the risks. it is not intended for instance that entire 
countries should be shut out because there are perceived problems 
with a very small number of the customers in that country. 

Partly related to aml/CFt issues, bilateral pressures are one 
more element behind banks’ withdrawal from global banking: 
the us Department of Justice has been levying exemplary fines, 
frequently on issues that have little to do with banks’ prudential or 
aml/CFt policies—for instance there have been heavy fines for 
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violating sanctions on iran. some countries may legitimately be able 
to say such fines have nothing to do with business in their country. 
however, that is not a full answer. if one is a compliance officer in 
a bank and one sees that the Department of Justice has the power 
to levy a billion dollar fine, that has to be in a bank risk assessment. 

i turn now to the impact of bank withdrawals. What happens? 
Bank withdrawals can potentially be bad especially for small 
countries because if the withdrawing bank has a significant market 
share, and the overall market is not very large, it is harder to quickly 
adapt. For countries with a small number of dominant of foreign 
banks, such as albania, where at the outset of the crisis one foreign 
bank had more than half of the banking system, the situation can 
be particularly problematic. this has been the case in a number of 
transition economies, where there had originally been a dominant 
state savings bank which in the process of the transition was sold 
to a foreign bank. there are a huge number of benefits in such a 
sale that it brings in capital and new technology and management 
practices, but if it withdraws there is vulnerability. 

such withdrawals can have a significant macro impact. one area 
hit is credit growth, if the credit provided by the withdrawing bank 
cannot be substituted by an alternative institution. additionally, there 
can be a significant impact on remittances. a number of countries are 
highly dependent on the flow of remittances. remittances depend on 
correspondent bank relationships (CBrs). if banks withdraw from 
providing CBr services, this can have a major impact on the flow of 
remittances, and thus a significantly impact on the economy overall.

so, what is happening to address this problem? major economies 
together with the international financial institutions came together in 
the so-called Vienna initiative, to try to persuade the banks to dampen 
the withdrawals. the first stage worked fairly effectively. Banks were 
asked not to withdraw, or to withdraw only slowly, and to be careful 
from where they were withdrawing. in exchange, the banks were given 
assurances that the countries involved were adjusting. after time, 
however there was a limit as to how far this process could go. these are 
private banks, making private banking decisions, and one cannot ossify 
a banking structure of very different conditions of 5-10 years ago. 
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so what is the extent of withdrawals? When a bank withdraws 
by selling its business in a country, this is obvious. however, what 
has recently come to the fore now, the withdrawal of CBrs, is often 
a hidden but potentially very significant element in the financial 
relationship between a country and the rest of the world. the World 
Bank was mandated by the g-20 to collect information on this trend 
world-wide. it produced its results in november 2015. it had some 
interesting findings, but response rates were relatively low, so it is 
still hard to get a comprehensive picture. 

meanwhile, national and international bodies are being lobbied for 
clarificatory statements, for instance the us authorities and FatF. 
thus the recent FatF statement, as a result of lobbying by various 
national and international bodies, clarified that banks had to KYC; 
they did not have to go beyond, to KYCC. it remains to be seen how 
much impact that statement will have.

there are difficulties for policy makers in addressing this issue. 
as already noted, commercial banks are making decisions based on 
what they see as their own commercial best interest. no national or 
international bodies are empowered to stop this. also, the authorities 
are fragmented, whether one is looking at emerging markets, or at 
developed markets. the united states, for instance has, a particularly 
fragmented authority structure; each agency has its own autonomy. so, 
the Federal reserve may not have the same position on de-risking as the 
us treasury, which may operationally not have the same as the oCC, 
which does not have the same as the Department of Justice, which in 
turn has not the same as the Congress. each of these has its own role 
and responsibility. agencies have to follow their own legal mandates. 

What should one do if there is withdrawal of global banks from one’s 
country? one solution is to try and find replacement banks. in this 
connection there may be a role for Chinese or middle eastern banks. in 
some places what is happening is that european and northern american 
banks are withdrawing, and being replaced by banks from elsewhere. 
maybe this reflects the global world as it is. europe has a smaller share 
of world trade, therefore a smaller share of financial markets, and the 
Chinese banks are globalising. a second option would be to facilitate 
the expansion of domestic institutions. in some countries indeed this 
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conjuncture provides a positive opportunity. earlier, foreign banks 
were welcomed, and domestic banks could not at that time provide 
much competition, but now domestic banks might have their chance. 
let them expand. Whether that is feasible and desirable depends 
on the strength of the domestic banks and the extent of domestic 
competition. the risk, however, is of increasing oligopolisation; if there 
are only very few domestic banks and they are expanding as foreign 
banks withdraw, then they can solidify in an oligopoly structure. again, 
referring to Brazil, which is a mega economy, when hsBC withdrew, 
its business was bought by the second biggest Brazilian bank, which 
thereby significantly increased its market share. there are now only 
three banks dominating the Brazilian market. as foreign banks go out, 
it is not clear whether this is what the Brazilian banking system needs. 

taking a regional, or sub-regional, approach may be helpful in 
generating economies of scale. this is an emerging trend in some 
regions. this present conference is perhaps an aspect of increasing 
focus on the region. if there are issues with a faraway country, say 
the uK, what about coordinating with one’s neighbour? albania is 
a medium sized country. Countries around it are small, but albania 
plus Kosovo plus montenegro plus Bosnia together become a 
significant presence. how could this work? a long-term example 
could be scandinavia. all countries in that region are very open 
looking. all are members of all relevant international bodies. But 
there is an additional bond between sweden, norway and Denmark, 
with additional banking sector mous between them, and even with 
the Baltic countries, and a high degree of cooperation—even cross-
border ownership of banks in a few cases. a more recent example 
is from Central america. as the global banks went out from Central 
america, the major Columbian banks went in to the sub-region 
together. also in West africa, as international banks withdraw, eco 
Bank, from togo has expanded, and is now present in 27 countries. 
also, the three major moroccan banks have undertaken significant 
expansion throughout West africa. so there is ample scope for 
institutions even from small countries to establish a regional presence. 

such bonding can have a number of advantages. First, it can 
get the financial system going, for instance to reduce the risk of a 
credit squeeze; second, peer pressure can get banks to converge on a 
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higher standard, for instance as regards accounting practices. indeed, 
a pre-condition for regional integration may well be a high degree of 
harmonization across the region; insofar as this is a race to the top, 
to reach a higher standard, this can be a significant additional benefit. 
Conferences like this can be very useful to foster this sort of process. 

there may of course be weaknesses within the region, and 
integration could potentially lead to spillovers of such weaknesses. 
Clearly, greek banks caused challenges for countries where greek 
banks were present, while greece itself had problems. essentially, 
within a region, there is scope for diversification of risk. additionally, 
regional harmonization can reduce the cost of compliance for 
global or regional banks. harmonizing accounting systems for 
instance means that banks operating cross-border do not have to 
learn what for example is country X’s accounting system, because 
it is the same as the home system. the more one moves to the 
international accounting standard and other operational elements of 
doing business-- even technical details such as operating hours—
and the more these are harmonised--in the case of this region, to 
eu standards, accounting, and directives--the less are the costs of 
doing business across the region. indeed, such harmonization may 
increasingly be a requirement for doing such business.

it is therefore not in a country’s interest to lag in adopting the 
regulatory reform agenda. even if one does not wish to move ahead 
quickly, many others are. suppose that one country intends to adopt 
international accounting standards by 2017, and the other in 2019. 
that is a big two year gap. a two year gap of doing business means 
everyone has to be double regulated, which doubles the cost. 

turning back to FatF, and fulfilling the FatF requirements. if 
FatF is enquiring about activities, prompt responses are helpful. 
For structural changes in the context of aml/CFt concerns, 
mexico is an example. it is vulnerable because of the high share of 
foreign banks. Corresponding banking is also a big issue there. in 
this context innovations improving the domestic financial system 
can help. atms in every corner reduce the amount of cash being 
held. increasing the use of credit and debit cards can further help 
to “de-cash” the economy, making it less vulnerable to aml/CFt 



80

activity, and increasing the efficiency of the financial system overall. 
all this can add to the potential profitability of banking. it reduces 
the cost of banking and the risk of aml/CFt problems, because it 
is much easier to see if there are problems in the cash economy if 
not everybody is dealing with cash. if the vast majority of legitimate 
transactions are carried out through the atm, or through credit 
and debit cards, then it is easier to identify the others. these are 
structural changes which are helpful to introduce anyway.

so, to continue this theme, there are domestic measures that can 
serve to strengthen credit growth. if a country loses banks, what can 
it do to get credit growth in the region in the light of new business 
model? there was a conference which took place last year in slovenia 
for which the original thinking came from the former governor of 
Bank of albania, mr Fullani, who came to the imF in 2010 and 
told us that the dominant bank in the country was threatening to 
downsize or withdraw. it turned out that this was an issue across the 
region. a number of the countries here were also in that conference. 
improving the macro stance, and improving the transparency of the 
country, can help to get credit going. strengthening the banks through 
raising the capital levels, appropriate provisioning, and limiting nPls 
show that the financial system is dramatically changing. increasing 
transparency and predictability for creditor rights, and improving the 
ease of doing business, are also helpful. these points come up again 
and again when foreign investors consider activities here. the more 
that countries take measures in these areas, the more credit growth 
is likely to resume. and diversification from the banks can also help. 
the whole of europe is dependent on banking. other parts of the 
world encourage the development of capital markets, and that may 
be possible on a regional basis. maybe each individual market is too 
small to really take off. london, Frankfurt, and new York are highly 
efficient capital markets, but they focus only on the internationals. 
there may be scope, in line with developments in other parts of the 
world, to work together within the region to bring about a second 
tier regional capital market to help stimulate growth in the region in 
the face of the changes of the business models of the banks.

* Charles enoch, Deputy Director, Western hemisphere Department, imF, 
and seesoX.
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gillian Edgeworth*

anChoring CaPital FloWs amiDst 
gloBal unCertaintY

i would like to talk a little bit today about financial intermediation, 
financial globalization and emerging markets over the course of the last 
4-5 years, how it has changed, why it has changed, the drivers behind 
that, and the implications for this part of the world. my first point is 
that the size and the nature of capital flows to emerging markets over 
the past few years have changed quite significantly, we think. 

this is one chart, which captures that. When i think about capital 
flows, i tend to divide them in three of four categories. FDis being, if 
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it is going to the tradable sector, the most beneficial and the stickiest 
form of capital, as well as the least likely form of capital to reverse. 
When i think about the more likely forms of capital to reverse, i 
think about portfolio flows. so, on aggregate, between 2001 and 
2009 net portfolio close to emerging markets globally were negative. 
there were about usD 230 billion of outflows. that corresponded 
with a region of the world producing consistent current account 
surpluses over that period. Between 2009 and 2013, we saw inflows 
of usD 850 billion. essentially, we saw much more inflows in the 
last few years than we have seen in the history of emerging markets. 
this is quite significant for financial stability. 

We’ve seen similar trends in terms of foreign bank exposure. 
i think Charles [enoch] has detailed extremely well how strong 
relationships between foreign banks and banks in emerging markets 
seems to be breaking down, but when you look to the Bis data 
there seems to be foreign banks still allocating money to banks in 
emerging markets, at least in some emerging markets, but probably 
with less ties, less commitment, less foreign ownership than was the 
case in the past, certainly, than was the case in Central and eastern 
europe in the lead up to 2008. 

i want to make three points here. One is that part of this is a 
natural catching up process as emerging markets play a larger role in 
the global economy. it is only natural that they account for a larger 
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portion of global capital flows. But, the pace of that catch up i think 
is very important. Second, i think these trends are becoming a little bit 
more problematic to the extent that over the course of the noughties 
what we have was an emerging market region, which went against 
the textbooks. 

so, what the textbook tells us should happen to the extent that the 
em as a whole was running a current account surplus. if i strip out 
China from emerging markets right now, what we have is a very quick 
shift from current account surplus in the last decade back into current 
account deficit. that means that emerging markets as a region are 
much more reliant on foreign capital inflows today than was the case 
in the past. and i think my third point here is probably very obvious, 
the push factor, in particular for this portfolio flows, i think over the 
course of the last few years was the unconventional monetary policy 
in the developed world. so, it was Qe1, Qe2, Qe3 and part of what 
the eCB is doing right now as well. there is a lesson to be learnt 
from that i think. if we question whether that money was well spent 
or not, part of analyses that i have done at least, suggests that money 
did find itself in the non-tradable sector, at least some of it, and did 
generate some imbalances in some emerging markets. essentially, 
i guess what was happening was that, this is a generalization but 
we think that portfolio flows were financing growth in non-tradable 
sectors, because in particular in the course of the last couple of years, 
global trade growth has slowed significantly and we are not getting 

Chart 3 EM V DM: Foreign bank exposure (USDbn)
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growth in tradable sectors and emerging markets were doing the best 
to continue to post pretty decent growth rates. 

this chart is designed to capture that. What you see here is a 
very simple metric of the size of the tradable sector relative to its 
five-year average versus a metric of balance of payments stress. if 
central banks across the emerging markets these days had to step in 
and use reserves to cover a year’s current account deficit and a year 
of reversal of portfolio flows, how much of the reserves would they 
need to use. What we have here is a very sharp differentiation across 
emerging markets right now. thus, we have what we tend to call the 
low yielders or those economies which are forced to pay very low 
levels of interest rates to issue debt these days. those economies 
have seen a large rebalancing in their tradable sector. so, despite 
the slumping global trade they have somehow managed to maintain 
higher export growth, than they have seen in the non-tradable 
sector. those economies are also economies that are less vulnerable 
to balance of payments stress. But, if we look at the number of larger 
emerging markets such as indonesia, south africa, and Brazil, a lot 
of capital flows, of portfolio flows that ended up in these economies 
weren’t used to the most efficient extent. 

What does all this mean for the Balkans? Probably the Balkans 
have a lesson to teach emerging markets more broadly to the extent 
that the risk is over the course of the next few years that emerging 

Chart 4 Di�erentiating vulnerabilities across EM
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markets are forced to undergo some of the deleveraging that the 
Balkans and the newer eu states had to undergo in the last four 
to five years. From that perspective, if there are negative spillovers 
from em more broadly into the Balkans and into the new eu states, 
to the extent that bank deleveraging, at least some of it has occurred, 
it creates a little bit of a caution, compared to where we were back 
in 2008. What does that mean for the new model of financial 
intermediation in the Balkans going forward? this is a very personal 
view but i would argue strongly against a return to a model or about 
credit growth, where it means access to deposit growth, funded by 
foreign financing.

in the first place, i think it’s unlikely that those capital flows 
materialize. if they do materialize, i think the lessons of the last 
five years for Central and eastern europe are that there needs to 
be a more aggressive regulatory approach this time around. When 
i say that i mean things like higher liquidity requirements, foreign 
liabilities, higher capital adequacy requirements, arguably, as foreign 
liabilities grow, tougher domestic measures in terms of loan to 
deposit ratios, loan to income ratios, a ban on fx funding if we do 
see credit escalate again. my bias is to say that we are not going to see 
these flows return at least not over the next 2-3 years. if my theory 
is correct and my concerns surrounding capital flows to emerging 
markets materialize, as unconventional monetary policies around the 
world begin to be unwound, emerging markets enjoy much less in 
terms of foreign capital flows going forward.

the question that is probably the most appropriate when i think 
about financial intermediation in this region is: how to maximize 
the limited pool of foreign capital still positive that the region will 
be able to attract going forward. Put in another way, how do we 
ensure the maximum amount of capital flows to the private sector 
to support growth in the region? this comes down to what has been 
mentioned many times before and there are people who understand 
this much better than me, the nPls issue in the region seems a 
very obvious hurdle, to credit growth. it also comes back to the fact 
that healthy financial intermediation requires healthy fiscal solvent 
balance sheets. it does require some progress and structural policies. 
there’s a lot of hard work being done in the region on fiscal policy 
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right now. i looked at the imF’s forecast this morning. albania is on 
track to bring its budget deficit within 3% of gDP for the first time 
that i could find in the imF’s records, in 2017. this should bring 
benefits. and albania’s not alone. there are other countries in the 
region with an imF program that i think are surprising to the up 
side, right now, also.

But it probably needs to go beyond that and to think about 
the role of the soes, to think about the amount of population 
and the workforce, etc. so, for me, i guess when i think about 
financial intermediation in this region, i think there are considerable 
challenges, but there is still a lot of progress to be made. i think the 
risk is that the burden of the adjustment falls on domestic policy 
going forward rather than success or an ability to attract very large 
capital flows.

Thank you!

* gillian edgeworth, senior member of  st antony’s College, PFem, & Wellington 
management.
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Aneta krstevska*

FinanCial intermeDiation: What 
has ChangeD During the Crisis?

the last global crisis affected economies around the globe through 
different channels, in multiple ways, therefore imposing specific 
challenges to the policy makers. in this framework, many economies 
faced a weaker financial intermediation by the banking systems that 
in the economic literature is found to be a usual consequence of 
the crisis (Calvo et al. (2006), Claessens et al. (2009)). regarding 
the driving factors, Bijsterbosch and Dahlhaus (2011) found that 
slowdown in lending after crisis period in many cases was combined 
with a decline in economic activity, financial stress, high private 
sector indebtedness or reliance on foreign capital flows.   

this analysis will focus mainly on financial intermediation in the 
south-eastern european countries (see), trying to provide answers 
on the questions: what has changed during the crises period and 
what are the reasons for these changes? Furthermore, the analysis 
highlights the experience of the national Bank of the republic of 
macedonia (nBrm) in dealing with these issues. 

regional oVerVieW 

starting from the regional perspective, in the last couple of years, 
after the acute stage of the crises, in most countries of the region 
there is some continuation in the financial intermediation deepening, 
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although on a much slower pace comparing to the previous period. 
in dynamic terms, regarding the credit relative to the gDP or the 
credit growth rates, in most of the countries (except montenegro), 
there is some pick up comparing to the acute stage of the crises. 
But, credit growth rate in the last couple of years is not even close 
of what we had in the pre-crises period, although, one can argue 
that the credit growth rates in the pre-crises period were pointing to 
excessive credit growth.

What happened during the crisis period was that deterioration 
in the external environment was transmitted to the domestic 
economy resulting in declining in both supply and demand for loans. 
hence, what actually changed during the crises regarding financial 
intermediation and generally speaking about the economies of the 
region? First of all, there was a slowdown in sources of financing 
regarding both deposits growth and the foreign liabilities of the 
banking sector from abroad. the slowdown in deposits was mainly 
related to the economic downturn, but also uncertainties during the 
crises period, pointing to the weakening of the other side of financial 
intermediation regarding mobilization of deposits.  thus, it is not 
only about intermediation on the side of the credits but also on the 
side of deposits, as well. in addition to that, there was a slowdown 
of liabilities from abroad pointing to the lower availability of funding 
mainly from the foreign parent banks. this is a kind of explicit form 
of deleveraging that countries of the region have experienced. 

Chart 1 Financial intermediation – a regional overview

Source: National Central Banks.

4,8 4,2

-0,2 -0,4

7,6

-1,5

5,2
23,5

-20

0

20

40

60

80

100

120

ALB BIH BUL CRO MKD MNT SRB TUR

Credit growth y-o-y
in %

2006-08 2009-10 2011-14
-15,0
-10,0
-5,0
0,0
5,0

10,0
15,0
20,0
25,0
30,0

ALB BIH BUL CRO MKD MNT SRB TUR

Credits in % of GDP
(annual change) 

2007-08 2009-2010 2011-14



89

in addition to that, some of the countries in the region were facing 
different types of implicit form of deleveraging from banks from 
abroad. Currently, this is pointing to the fact that the banking system 
in the region should focus, especially in the current period, mainly 
on strengthening the funding from the local sources of financing.

What do we have as a result of these developments with regard 
to the sources of financing? Chart 2 shows that, in the last couple 
of years, in most of the countries in the region there has been an 
increase in the loans to deposit ratio, pointing to the better use of the 
available funds in the banking sector. 

Chart 2 What has changed during the crisis: slowdown in 
sources of 
nancing...

Source: National Central Banks.
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Chart 3 What has changed during the crisis: credit risk under 
concern…

Source: National Central Banks.
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another important change, is that the credit risk became under 
very high concern for all regulatory authorities in the countries of 
the region, although, especially in the last year, there were some 
movements towards decline of the non-performing loans (nPls) 
ratio. however, the nPls ratio in the region is ranging from 11-
20%, which is still relatively high.

it is worth mentioning, however, that in some of the countries 
like macedonia and serbia the nPls are very well covered by 
impairments, around 100% coverage. another important change 
during the crises, which is related to the previous two factors, is the 
deterioration of the profitability in the banking sector in most of the 
countries, during the crisis period, with some gradual improvements 
in the latest years (chart 4). actually, this deterioration in profitability 
in many countries, including here macedonia, reflected different 
aspects of the banks’ lending strategy. 

however, what is important to mention in this general picture 
is that capital adequacy ratio and liquidity position of the banking 
sector across the region are quite solid and stable, pointing to the 
soundness of the banking sector. 

Chart 4 What has changed during the crisis: …resulting with lower 
pro	tability, although quite solid CAR and liquidity of the banks

Source: National Central Banks.
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maCeDonian Case

overall, the macedonian banking sector fits in this general picture 
for the region; however, there are some additional specifics of the 
banking intermediation. 

at the beginning, it is important to mention the positive change 
regarding the currency structure of the lending that, in the last 
couple of years, has been mainly in favour of the local currency. 
this change has been primarily led by the changes on the side of 
deposits. actually, during the crises period we had the process of 
the de-eurozation, mainly due to higher interest rates on deposits in 
the local currency and therefore higher return on instruments in the 

Chart 5 Financial intermediation – Macedonian case: Positive change 
in the loans’ currency structure

Source: NBRM.
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local currency, as well as the overall uncertainties in the euro area, 
especially after 2011. this change in the currency structure on the 
side of deposits was reflected also on the side of the loans. now 
we have most of the loans extended in the local currency. this is 
especially important for a country like macedonia with peg exchange 
rate and additionally this change is in favour of the improvement of 
monetary policy transmission mechanism. 

another change that we have been noticing in the last couple of 
years, is the fact that there is a change regarding the structure of 
loans by sector, mainly turning in favour of the household sector. 
this is something that is going on in line with the concentration of 
the credit risk by sector, which is mainly linked to the loans to the 
corporate sector. on the other hand, the overall risk perceptions 
about households sector by the banks probably are at a much lower 
level, considering their granularity.

moving towards the monetary policy, one important issue in this 
context would be: what is the contribution of the monetary policy 
regarding the improvement in financial intermediation process that 
was obviously impaired during the global crisis? First of all, during the 
crises period like in many other countries, the monetary policy of the 
nBrm was accommodative, with declining rates of the main policy 
instrument, currently set up at 3.25%, which is historically lowest 
level. having in mind relatively low inflation and stable exchange 

Chart 7 Accommodative monetary policy

Source: NBRM.
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rate, there was a room to implement the accommodative monetary 
policy that was supportive to the credit growth. in addition to that, 
we have taken several steps towards relaxing of the other monetary 
policy instruments, including the reduction of the interest rates 
in the deposit facility we have available for the banks. During the 
crisis period we noticed that the banks showed high preference for 
liquid assets, not only for government instruments but also for the 
deposit facility of the central bank, especially on seven-days deposit, 
since these are risk free investments. By this gradual reduction of 
the interest rates on deposit facilities we sent a clear message to 
the banks that they should use these instruments mainly for fine-
tuning purposes and not like a regular investment opportunity for 
them. Currently, the interest rate for this deposit facility is quite low, 
slightly above zero, anyway we still have interest by the banks for 
this instrument, still pointing to the fact of the risk aversion of the 
banks. 

in addition, it is worth to mention that during the crises period 
we had a wide use of reserve requirements ratio. it was a relaxed 
in several steps, in a couple of ways. the first point was to make a 
differentiation of the ratio in favour of domestic instruments, thus 
we had decreased the requirements ratio for domestic liabilities 
and increased the requirements ratio for the foreign currency 
instruments, hence definitely supporting the positive trends that we 
had regarding the de-euroization process. other types of changes 
in the reserve requirements ratio were in favour of the long-term 

Chart 8 Accommodative monetary policy

Source: NBRM.
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savings instruments and savings by the households, somehow 
stimulating the intermediation on the side of deposits. additionally, 
we had a kind of a non-standard use of the reserve requirements 
ratio during the crises period that started from 2013 and it will be 
valid until the end of 20151. thus, for limited period of time we 
have no reserve requirements for loans extended to the export and 
energy companies, thus supporting the recovery of the economy, 
and especially important sectors of the economy, contributing to the 
overall lending to corporate sector, since that is the area in which we 
registered some slowdown. 

What are the banks saying about lending conditions to the corporate 
sector? Based on the answers from the bank lending survey of the 
nBrm, we note that after the acute period of the crises further on 
the banks reported for some relaxation of the lending conditions to 
the corporate sector, overall. this relaxation started especially in the 
last couple of years, after 2013. on the other hand, the relaxation for 
lending to households, started earlier, in the summer 2010. importantly, 
this relaxation to corporates is mainly related to declining interest rate, 
followed by the relaxation regarding the amount and maturity of the 
loans and non-interest revenues, but less in collateral requirements.

it is true that banks reduced interest rate for loans to the private 
sector of the economy both for the corporate and households. 

1  at the end of  2015, it was prolonged for two years more.

Chart 9 Lending conditions for corporates

*Negative net-percentage - easing of credit standards
Source: Bank lending survey, NBRM.
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however, they have reduced the interest rate much strongly on 
the side of deposits, therefore, widening the interest rate spread, 
especially in the last couple of years, in favour of banks’ profitability. 
this is the issue that is raising questions regarding the efficiency 
of the banking sector, competition, intermediation on the side of 
deposits and banks’ business model.

the efforts about nPls resolutions are necessary for probably 
all countries in the region. the stipulations in the new credit risk 
regulation of the nBrm, which came into force in mid-2013, 
support nPls restructuring as well as the sale of foreclosed assets by 
the banks and so far there is some success regarding to restructuring 

Chart 10 Banks’ interest rate spread   

Source: NBRM.
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Chart 11 NPLs restructuring   

Source: NBRM.
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that is obviously shown on chart 11. in addition, it is important to 
mention that our analysis have confirmed that in most of the cases (in 
60-70%) this is a successful restructuring. it is important to highlight 
that the nPls of macedonian banking sector are at quite moderate 
level. there was a jump at the beginning of the crises, anyway in 
the last couple of years they remain at stable level of around 11%. 
however, we already undertook some measures regarding the 
resolution of nPls on a more sustainable base.

         

table 1 shows the ranking of the countries of the region according 
to the global Competitiveness report of the World economic 
Forum, for 2015. these rankings are according to the soundness of 
banks and ease of access to loans. the ranking is based on the surveys 
of the economic agents, so it is mainly based on their perception. it 
is difficult to explain the differences between the countries (without 
information about countries’ specifics), but what is common for the 
region is that the ranking regarding soundness of the banking sector 
is much better comparing with the ranking regarding the ease of 
access to loans. this points to the fact that perception about the 
soundness of the banking sector is much better and, in general, it is a 
really valid conclusion considering what has been mentioned above - 
the capital adequacy ratio and liquidity position are generally strong, 
there was no systemic banking crises across the region, besides the 
turbulences in the external environment and besides the fact that in 
many banking sectors across the regions there is very high presence 
of foreign (especially greek) capital. thus, generally speaking, the 

Table 1. Access to loans

Soundness of banks Ease of access to loans

country ranking 2015 country ranking 2015
MKD 44 MKD 56
TUR 51 TUR 65
CRO 67 CRO 105
ALB 80 SRB 120
SRB 112 BIH 125
BIH 122 ALB 127

Source: Global Competitiveness Report 2015-16, WEF.



97

banking sector across the region is quite stable and sound, but 
there is a need for improvement in the quality of banking services, 
efficiency and competition in the banking sector. 

ConCluDing remarKs

some of the concluding remarks have been already mentioned 
above. it is necessary to add that economic recovery that is on-going 
in the region definitely builds support regarding further strengthening 
of the financial intermediation, on both deposits and credits. also, 
central banks could play a proactive role in strengthening financial 
intermediation. at the nBrm we had positive results in this view, 
however it is worth mentioning that we are speaking of a period 
in which the monetary policy is accommodative and we can take 
into account that maybe sooner or later this situation can change. in 
addition to all these elements, there is a need of further restructuring 
and reform in the banking sector in view of further strengthening 
the financial intermediation. anyway, we should take a look at the 
broader picture. in spite of many years of the transition, the financial 
system in macedonia is mainly bank based (which also generally 
holds for the other countries of the region). Bank lending is still 
the main source of financing to the private sector, while the stock 
exchange did not undertake the role of alternative financing source 
of the private sector. in addition, we are still missing some important 
institutions in the financial infrastructure, starting with the agency 
for dealing and trading nPls of the banks and other institutions 
that can provide alternative financing sources for the private sector. 
thereby, we can speak of easing the access to loans but we need to 
have in mind the issue of easing the access to finance in a broader 
sense. 
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natasha Ahmetaj*

Changing FinanCial 
intermeDiation, anD imPliCations 

For FinanCial staBilitY anD 
suPerVision

i’d like to start with a phrase that is familiar for everyone, although 
it may have a negative connotation, i.e. the “great depression”. it was 
widely used in the last decade whenever an economic downturn was 
experienced. But, in the last years, that phrase is highly competing with 
another phrase, which is becoming equally known the “great recession” 
referring to the last financial and economic crises. this means that 
the last crisis have been as important as the great depression for the 
financial system and the economies all around the world. 

actually, the financial crisis and economic crisis are closely 
correlated, as one crisis is transmitted to the other, regardless of 
which starts first. the same correlation was noted in the last crises, 
when although all the economies around the world felt signs of the 
crisis, its origin was actually narrower, arising from the financial 
system. if we go deeper down in the financial system, the crisis 
originated from the financial intermediation sector. 

in the international economic domain, financial intermediation 
is actually no longer equal with the banking system. this leads to 
another essential difference of the last crises against the previous 
crises. While the origin of the crises was in financial intermediation, 
the source was not always a bank. so, often the crisis originated from 
another financial intermediator, a non-bank financial institution. 
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in albania, however, we still use the two terms, financial intermediation 
and banking system, interchangeably, because the difference between 
the two is still very small. however, albeit having a very small share, 
we should not leave out of focus other non-bank institutions of the 
financial system, which, although having a small share, are becoming 
increasingly significant actors in the financial setting in albania. Yet, we 
are in a very comfortable and safe position to approximate the financial 
intermediation system to the banking system, as the banks are the ones 
that have the largest share within this system. 

having said this, we need to bear in mind that another actual 
concern in the international financial world is the so-called shadow 
banking. given the high stress and tight requirements for the baking 
system from the regulator, intermediation activities are shifted 
inreasingly from the banking to the non-banking sector, also known 
as the “shadow banking’’. this is becoming another global concern.

the non-banking sector has to be better regulated and controlled 
with the same attention and diligence as the banking sector. albania, 
however, is in a favourable position in this regard, as we learnt the 
lesson at the cost of advanced economies. so, i think we will be 
better prepared in managing developments in this sector in order to 
prevent them from becoming a concern to the economy. 

next, i would like to focus on the albanian intermediation system 
and point out some changes and developments to that system in the 
post-crisis period. 

to describe a system that is still developing and to understand its 
features, we need to analyse the factors that determine its development 
trajectory and profile. there are many factors that influence the shape 
and the stage of any financial system, but i would like to focus on those 
groups of factors that are most representative of this system in albania.

there are five groups of factors that are accepted as adequate 
perspectives in this analysis: system structure, legal and regulatory 
ambit in which this system operates, financial cycle and balance sheet 
quality of financial agents, level of integration in the international 
financial markets and, lastly, so-called extraordinary events.
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let us see them in greater detail. 

the main indicator is the first group of factors, the structure of 
the financial system. the chart below briefly presents the albanian 
financial system, in three blocks: type of operating institutions, 
markets and supporting infrastructure

Financial system 2011 2012 2013 2014 1h 2016

Bank of albania

Banking sector 84.7 89.6 90.5 91.7 92.7
non-bank 
institutions 2.5 2.7 2.5 2.7 2.7

slas and their 
unions 0.7 0.8 0.8 0.8 0.8

albanian 
Financial 
supervisory 
authority

insurance 
Companies 1.5 1.6 1.6 1.7 1.8

Pension funds 0.01 0.02 0.03 0.04 0.05
investment funds 1.21 3.7 4.5 4.8

Financial 
intermediation 89.41 95.93 99.13 101.44 102.8

the first, and the main block, is about the institutions within 
albanian financial system. the following describes the first block in 
greater detail. unlike for the first block, not much may be said for 
the second block. markets in albania have still a long way to go. in 
capital markets, only government securities are traded. the equity 
market in albania is not functioning. We have an interbank market, 

Determinants of FINT

Structure of 
�nancial 
system

Legal and 
regulatory 

environment

Financial 
cycle and 

balance sheet 
quality of 
�nancial 

agents

Level of 
�nancial 
system 

integration in 
the 

international 
markets

Extraordinary 
events
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but it is not very active. Yet, trading in the foreign exchange market 
is competitive. 

referring to the third block, supporting infrastructure, we have 
good payment systems for both domestic and foreign currency 
payments. We have a credit registry in place that is not very advanced, 
but one of the current plans of the Bank of albania is to review and 
replace it with a more advanced registry. 

turning to the first block, the structure of the financial 
intermediation shown in the table, i would say that financial 
intermediation in albania continues the positive trend, as the ratio 
of assets of the system to gDP has always been growing. this means 
that this sector is becoming increasingly important for the albanian 
economy. also, the banking system within this block is evidently in 
a dominant position. 

But, i would like to point out a change in it. unlike the period 
before the crises, a new player, i.e. investment funds has entered in 
the system. it is expanding rapidly, so it needs to get addressed, to be 
in the focus of the supervisory authority. the non-banking sector in 
the system already has a 10% share, the highest level compared with 
the previous years. 

thus, this overview of the structure and development of the 
financial intermediation system in albania shows a system wherein 
new types of financial agents are entering, with their share increasing 
rapidly and creating new roles in the economy. therefore, additional 
attention should be paid to them by the regulators. the second 
important determinant of the development of our system is the legal 
and regulatory framework. 

under this topic we should consider the strength of the supervising 
authority, the power it has to interfere in the market, the power it 
has to impose ruling the system and the sources available to it, to 
play its role. We can certainly say that our central institutions are well 
equipped and there is no significant weakness identified in this regard. 

the other aspect of this topic is the supervision power itself. 
how strong the supervision authority is to orderly regulate the 
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entry and exit of the market. in albania, we do not face problems 
for entering the market; yet, we do have problems regarding the 
orderly exit of any distressed market agent. that is a very valid point. 
importantly, the Bank of albania has already started to address 
several projects with international support. We are working now 
to draft the resolution law, which addresses the orderly market 
exit. We have not suffered from these issues so far, because the 
crises did not put us in front of any insolvent institutions, but 
the world suffered a lot. Various countries managed to save the 
public interest only through instruments using tax payer funds. 
albania, however, has the chance to reflect and draw lessons from 
the experience and at the cost of advanced economies. so, we are 
preparing in case it happens, to ensure that taxpayers will not be 
affected, unlike other international bodies that have been obliged 
to it. 

another very important point here about the legal framework of 
our system is how well defined the relation is between the borrower 
and the lender. We have to say we have a strong contract between 
the parties. after the crises, we have seen some positive changes 
in terms of increasing the transparency of the contract in light of 
protecting the consumer rights. We may say the situation is good, 
and even better than before the crises. 

the last but not least issue of the regulatory framework is the 
reporting system: how good and reliable it is. We have a good 
and reliable reporting system. the Bank of albania is one of the 
three agencies producing statistics, very good statistics, but we 
are not happy with the infrastructure. We are investing in that 
aspect in order to be in full compliance with the international 
standard of reporting.

the third determinant aspect is the financial cycle and balance 
sheet quality of the system. the full view of this aspect for albania 
is shown in Chart 1.
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regarding the financial cycle in Chart 1, we notice that the positive 
trend continues. the system keeps expanding although at a lower 
rate of growth. therefore, we do not have a problem in this regard, 
although the trend sloping up is somewhat slower than it was before 
the crises. 

the second point, the quality of assets, is our daily concern. in other 
words, we have a high level of nPls. in albania, the nPls have some 
specific characteristics. First, it is still among the highest in the region. 
this is not a good thing to say, but it’s true. second, the nPls reflect 
our concern for the high portion of unhedged loans. as you may see in 
the second graph of the chart, the nPls in foreign currency loans are 

Chart 1 Financial system’s weight to GDP (%)
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higher than in domestic currency loans. this is a concern experienced 
across all the banks. that is why the trend in the system is that borrowing 
is increasingly more oriented toward the domestic currency than to the 
foreign currency, which has been heavily used before the crises. 

We also have another concern to point out again; we have a 
different level of nPls for corporates and households. the nPls 
level is much higher for the corporate segment, and firms in albania 
are in net debt to the banking system; they have more loans than 
deposits within the system. the opposite is true for households, 
which have not only lower nPls but also a net creditor position; 
they have more deposits than loans in the system. the forth aspect 
is the level of system integration.

it is very important for the financial system working capacity to be 
integrated in the international markets. there are three indicators to 
measure the level of integration that we may use for our purpose here. 
the first one is the high presence of foreign banks in albania. around 
86% of our banking assets belong to foreign investors and this is a good 
level of integration. another indicator is the significant presence of the 
foreign currency within our balance sheet. We can see that more than 
50% of both assets and liabilities are in foreign currency. our position to 
non-residents is another indicator that is slowly having a different shape 
now. We can see in Chart 4 that, in the last year post crises, the assets that 
we have with non-residents are increasing continually versus liabilities 
that we have to non-residents and the gap between the two is expanding. 

Chart 3 Balance sheet position in FC (%)
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the last group of determinant factors 

the last group of determinant factors is usually called extraordinary 
events.

What are the extraordinary events marking the albanian system 
after the crises? First, the crises itself and second, the implementation 
of the single supervisory mechanism in november 2014. Both 
of them are very important events, because they introduce many 
changes in our system. 

Chart 4 Position toward Nonresidents (%)
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the crises have changed the authority’s role. now the central 
bank is talking about systemic risk, systemically important banks, 
financial stability, which were not the concern before the crises. it 
has also introduced significant change in the system itself, in the 
market. For example, in the period after 2004, we always agreed 
to say that foreign banks used to be the source of know-how, of 
growth for albania, and that was the case. But now we are talking 
about potential deleveraging, about risk strategy of parent banks that 
may create a problem in our market, contingency plans from parent 
banks, etc. the role of foreign banks now in albania is not the same 
as it used to be before the crises taking into account that what is a 
significant for a bank in albania is not equally significant for the 
parent group 

the other extraordinary event is the implementation of the single 
supervisory mechanism (ssm). What will its impact be on albania? 
around 53% of the assets of our banking system will fall under the 
jurisdiction of that mechanism, which might have some consequences 
or challenges for our market, for our system; however, i’m sure there 
will be positive effects. For example, positive spillovers, because the 
implementation of the single supervisory mechanism (ssm) on the 
eu banking system means more or better financial stability for that 
country, thus only positive effects may spill over from them. 

the second and very important effect: lately we signed the 
memorandum of understanding with the european Banking 
authority, which will allow our people to be part of colleges of 
supervisors. this will be a very good and important development 
for two reasons: it will be a training school for our staff; and, it 
will be a very good source of good and timely information. last 
summer, during greek uncertainties, we suffered from this lack of 
information and, by taking part in these colleges; we will not have 
this problem anymore. 

last but not least is that being part of the ssm jurisdiction for 
at least seven of the banks in our system, means that those banks 
will have better reporting and will be more in compliance with the 
rest of the group, which means less cost of operation and reporting 
for at least seven banks in albania. one of the main concerns that 
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continues to be present for albania is deleveraging. the strategy of 
any of albanian parent banks may happen not to be in line with our 
national economy interests. this is what needs to be under the focus 
of our central authorities and addressed in case it happens to come 
true. 

lastly, all we said today was related to the post crises effects. 
Yet, the crisis is on our table and i’m sure the professors are still 
thinking the same question: why did the economies fail? everybody 
may have answers, we have our answers, or at least i believe that the 
answer for albania, and this it is my personal belief, maybe because 
we forgot to control the growth rate for credit and maybe this is the 
mistake that other countries with lower nPls did not. or, maybe it 
is time to think about so-called malinvestment. my belief is that we 
are not in the position of overinvestments. i am saying this because i 
know very well that the part of nPls stock is composed by not-yet-
finished investments, so i may call them malinvestments.

Thank you!

* natasha ahmetaj, second Deputy governor, Bank of  albania.
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goVernors’ Panel: 

misunDerstanDing/
misJuDgment Vs. realitY

Emerging Europe seems to have lost its attractiveness and 
confidence in the post crisis period. Have recent regional and 
global developments altered the fundamentals of  the business 

in emerging Europe or the fundamentals in the foreign 
partners? what is the correct policy response?

Moderator: Charles EnOCH, 
deputy director, western Hemisphere department, IMF

and SEESOX

* summary of  contributions to the governors’ panel 
discussions on misunderstanding/misjudgment vs. reality.
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ladies and gentlemen, i am very privileged to be here chairing a 
very-high level panel of very eminent colleagues here: gent sejko, 
governor of the Bank of albania, turalay Kenç, Deputy governor, 
Central Bank of the republic of turkey, giuseppe Parigi, head of 
international relations Directorate of the Banca d’italia and on Bedri 
hamza, governor of the Central Bank of the republic of Kosovo. 

i think it could be very exiting from all these countries of the 
region to hear their prospective. 

the title of this session itself raises a lot of questions; it is quite 
a leading one: “misunderstanding/misjudgment vs. reality”. are 
people here over-depressed? has the region over lost its confidence? 
We have heard a lot about the fall of direct investments, slower 
growth etc. this morning. is that the new reality which we want to 
adjust, or is it that the fundamentals are stronger, the good things 
which are going on, that one should adopt, one should stress the 
positive that people see in the new reality. 

i think we will have one or two rounds of discussions of my 
colleagues in the panel, and then there should be the opportunity 
for questions from the floor, either to individual panelists or to 
everybody. to start my first question is: Do you have any initial 

Charles Enoch*
summarY oF Panel Questions



112

comments on “is there a misunderstanding of the reality”? or are we 
unnecessary depressed? What are the greatest things going on here, 
some of the positive elements for the region? is there that more 
could be said about these positive elements?

i have a second question for the panellists. each of them is a central 
banker, and i was myself a central banker before i went to the Fund. 
i was at a conference some years ago, where the Fund actually had 
a group of europeans talking to arab central bankers about the role 
of central banking in the modern world. i was explaining how the 
Bank of england had closed department after department. since i 
arrived, we had an exchange control department, we had a registrar’s 
department and basically in the end it became very narrow. it’s just 
basically a monetary policy committee deciding on the interest rates. 
that has changed since the global financial crises for a number of 
reasons the central banks have, in some ways, been able to do more 
than other agencies, and monetary policy has more of a role than 
might have been expected. Quantitative easing is not everything. 

i would be interested to hear from each of the four panellists - 
has there been a rethinking of the role of central banks? What is 
the role of central banks? We are talking here about health reform, 
education reform, which is excellent, but the central bank is not a 
health agency. as you just mentioned, it is a Pr, it is to lobby for 
it, to explain it. What is the role of central banks in each of the 
countries now in taking progress forward?

* Charles enoch, Deputy Director, Western hemisphere Department, imF
and seesoX
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gent Sejko*

summarY oF ContriButions to the 
goVernors’ Panel

i would like to start with a positive note and emphasize that the 
albanian economy has weathered the global crisis well and withstood 
it successfully. Despite negative developments in the global 
environment and in our immediate trading partners, the albanian 
economy did not experience recession or large price fluctuations 
during the global economic downturn. Yet, developments had a 
significant effect in terms of growth rates, which shrank from 6-7% 
to below 1.5%. 

the global economic downturn was preceded by a period of 
sustained and high growth rates supported by credit and fast expansion 
of financial intermediation and development of the nontradable 
sector. Following the crisis, both factors shrank and so did economic 
activity. growth has picked up, however, and last year it stood at 2%, 
while we seek to reach the level of 2.5 - 2.7% growth in 2015. most 
important, nonetheless, is the upward positive trend of growth. our 
analysis indicates that to boost further economic activity, we need to 
attract more foreign direct investments (FDis). the domestic market 
does not provide enough capacities to support the higher growth 
rates that we really need to have. the expansion of economic activity 
would largely benefit from foreign investments in new industries, in 
particular in the tradable sector. the alternative financing that would 
boost growth would be FDis. albania received significant FDis 
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inflows, especially in the financial and banking services, in the pre-
crisis period. the banks that operate in albania today gave a successful 
impetus to growth, and had a positive impact on the development 
of the domestic market. apart from aiding financial market with 
know-how and capital, foreign banks contributed positively to the 
entire economy by providing strong financial support to economic 
activity. When foreign banks entered the albanian market more than 
10 years ago, they started a process of rapid financial intermediation, 
and provided the economy with ample credit. soon everybody was 
following suit, resulting in increased market competition and fast 
credit growth. this, in turn, caused faster increase in consumption 
and investments in other sectors. other industries were growing as 
well and as a result FDis flowed in telecommunication and other 
sectors of the economy.

that was a development that spanned the entire region. at that 
time, investors, especially the large european and international ones, 
considered the entire southeast european region as a whole and 
assessed it to be a profitable and attractive market. investors were 
much more focused on the region, its eu integration perspective and 
the perception of economic prospects was very positive. 

although it was not generated in the region, the crisis would 
make its presence felt. it was an imported crisis of course, but it 
took advantage of the already existing vulnerabilities that our model 
of growth had created. it burst in 2008 in the us and through its 
spillovers effect started to spread, becoming a sensitive issue for 
every market worldwide. the impact of the shock would not be felt 
right way, and the economy glided peacefully for another couple 
of years on the support of higher fiscal expansion. it was generally 
believed that our economies were probably not sufficiently integrated 
with the international markets and were, therefore, immune to the 
crisis. We used to believe that it was likely the crisis would spare 
the region. unfortunately this proved not to be true. the effects of 
the crisis eventually would be felt and, because of it, our economy is 
still suffering in terms of low investments, consumption and credit 
and economic growth, as well as in terms of undershooting inflation, 
which during the last three years has been below Bank of albania’s 
target. however, there is significant potential for faster economic 
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growth. several sectors, especially the tradable ones, can benefit from 
faster credit expansion, increased productivity and overall structural 
reform. growth potentials remain high in the region. southeast 
european economies possess the same comparative advantages as 
before, and across the same sectors. 

in terms of the financial market, i would like to emphasise 
what was mentioned earlier today, that the banking system and the 
financing sector have remained stable and sound in face of the global 
crisis. Banks have adequate capital, and ample liquidity to run their 
business profitably and to support the economy. the money is there, 
the potential is there, the capacities to support growth are there. 
What is missing is the aggregate demand from the real economy. 
Demand for investments and consumption has been weak. Demand 
for credit is very low as well, due to the heavy burden of existing debt, 
unperforming loans and pessimistic expectations in the economy. 
though there are some ongoing projects, the expansion of credit 
remains slow as the financial sector is facing difficulties in identifying 
serious and healthy investment projects. We hope that the positive 
effect of the recent structural reforms undertaken by the government 
and several legislative and regulative amendments with regard to the 
resolution of non-performing loans will help to overcome most of 
the existing problems and will introduce the much needed optimism 
and increase confidence in the albanian economy. 

the central bank has been pursuing active monetary and 
macroprudential policies– by following a very accommodative 
monetary policy and by trying to incentivize bank lending. there have 
been clearly positive results, though not always at the desired level. 
We need higher than 3% growth, in order to have a prosperous and 
converging economy. are we going to reach that growth? are the 
reforms going to have the expected results? 

Bank of albania’s monetary policy has been successfully and 
fully transmitted to all market rates in the economy, including bank 
lending rates. the speed and the extent of policy intervention reflect 
several factors beyond developments in the real economic activity and 
inflation. one should also keep in mind that the Bank of albania is 
also in charge of preserving financial stability. in this respect, the high 
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level of nPls remains a problem that needs careful consideration 
and its resolution has to be managed properly. We need to find an 
equilibrium situation between credit expansion and the resolution of 
non-performing loans. however, credit expansion and credit quality 
reflect neither price nor bank stability problems. on the one side, we 
have a very good, very robust financial system, with ample liquidity 
and adequate capital; on the other side, we currently face a very weak 
demand for financial intermediation. the situation reflects first and 
foremost pessimistic expectations and outstanding debt burden in the 
households and private sector balance sheets. 

the crisis revealed a fundamental problem in the domestic 
economies of the region, which increased the probability of contagion: 
the unbalanced path of the absorption growth model on which the 
region had relied on. Fast credit expansion, especially unhedged 
foreign exchange loans in support of consumption and investments 
in the nontradable sectors, were simply unsustainable. in albania, this 
became evident even before the crisis, leading to a countercyclical 
policy response. When the crisis hit, we had already begun to undertake 
certain reforms in financial markets to curb the fast growth of foreign 
currency lending, and increased the policy rate to cool down excess 
demand. Following the crisis, and financial market developments, 
the central bank lowered the policy rate, implementing a very active 
accommodative monetary policy. in the meantime we undertook 
several macro- and micro-prudential measures to incentivize lending 
and encourage economic growth. however, there is a significant 
hangover, which prevents the revitalization of credit investments and 
growth.

therefore, in order to incentivise serious business projects, it is 
important to increase foreign direct investment inflows. this is why 
we consider structural reforms as vital to insure continued economic 
growth. albania has undertaken several structural reforms, such as 
the pension reform, energy reform, and fight against informality in 
addition to some legal reforms related to the financial sector, including 
the Deposit insurance agency. these reforms are undertaken 
simultaneously and sometimes, when they are all carried at once, 
especially during a crisis period, they are even more painful and harm 
economic optimism. this is why we need to be able to prioritize the 
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reforms that are more crucial for providing growth and attracting 
foreign direct investments. We are well aware that we need to improve 
swiftly the legal system, fight corruption, formalize the economy, and 
so on. i fully agree with the colleagues that some reforms take time to 
materialise and yield the expected positive effects. But, if we manage 
to prioritize our goals, i am sure that results will follow. 

it is important at this stage to have a continued communication 
with the public. this is very crucial not only to the successful 
implementation of the reform but also to lessen or contain potential 
negative side effects in the short run. For example, we are currently 
undertaking reforms to reduce informality in our economy. i believe 
we should explain to the public why high informality is harmful not 
only to the society overall, but also to individuals and businesses that 
operate in it. in order to build proper expectations, the public should 
be well informed that these reforms yield longer-term results.

however, as governor hamza also underlined, the success of 
reforms depends largely on political consensus and political stability. 
Whatever reforms we undertake, whatever progress we seek, would 
be nullified unless we have political stability. the political stability 
in the region is very fragile and this stability is an advantage for the 
countries where foreign direct investors are really counting.

the bottom line is that we need to boost growth, and reforms are 
necessary to achieve and sustain faster growth. the potential is there, 
but remains unexploited due to the lack of confidence, which influences 
negatively investors’ sentiment and private consumption. We all 
know economic developments are correlated to each other. this has 
the potential to build into a falling spiral of growing unemployment, 
reduced personal income and private consumption and investments, 
leading eventually to further pessimistic expectations. alternatively, in 
a very optimistic economic environment, higher income expectations 
boost consumptions and investments, which generate additional 
economic optimism. so, i would say that all the reforms should aim 
to change this mentality, to change this environment, and to bring 
back renewed optimism. this is what the Bank of albania is doing 
and this is why our monetary policy and macro-prudential measures 
have been expansionary and supportive of credit expansion. 
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Before moving on to the question regarding the role of central 
banking i would like to stress that the country cannot be viewed as a 
separate entity. We live, we operate and we interact economically in the 
entire southeast european region. We share the same development 
trends, the same investors and have many other economic synergies 
in the region. We must exploit and further increase these synergies 
with the neighbouring countries. smarter and better coordination 
will expand economic potential of the region. synergies in markets, 
products and reforms will generate and spur better and faster 
economic growth in the region. this will make the entire region more 
attractive for FDis from our traditional partners and beyond, and 
will increase investment opportunities. in the near future, it is crucial 
for the region to coordinate efforts, create an increased synergy, and 
adopt a common approach.

We can turn to the banking sector for a very vivid example of 
regional cooperation. the crisis has changed the perception of the 
region and has challenged the business model of some banks, which 
are currently finding it not very profitable to operate in the region 
and would like to benefit from mergers or acquisition with larger 
institutional partners. this is a crucial problem faced by all countries 
in the region, which would be addressed optimally through continued 
cooperation. What we have observed nowadays is that large financial 
institutions are pursuing deleveraging policies as there is simply not 
enough interest to invest in the region anymore. Previously, our 
financial markets benefited from the entry of large financial groups. 
in albania, we were lucky that large financial groups chose to invest 
in our financial system via green field investments, privatizations or 
mergers and acquisitions. We conducted a successful transformation 
of the banking system before the crisis and were satisfied of their 
presence in the country. these investments gave a positive and 
significant impact on the expansion of financial intermediation and 
the development of the financial market in albania. they played a 
crucial role in fuelling the fast growth in the pre-crisis period. 

however, now that these banks are challenged by economic and 
financial developments in their home markets as the euro area is 
confronting economic and financial stability problems, large banks 
are under deleveraging policies in our region. Banks are still lending, 
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but not as much as is required for economies to keep on growth. 
their focus has shifted and this is reflected in their business model. 
the region needs a different business model, one that is focused 
on common cooperation and that can make good use of domestic 
savings by converting them in domestic financing. in the open 
market, if a corporation’s business model does not guarantee long-
run profitability, it is best that a reasonable and orderly strategy, well 
arranged with the supervisory authorities in the country, is found so 
as to allow a stronger focus on core business and operations. mergers 
and acquisitions will be a possible strategy on which the sector will 
rely in the future. 

on the one hand, we have financial institutions, which have lost 
interest in the region and see benefits of unloading their business 
to other interested parties. the central bank, as a regulator, would 
certainly prefer this process to bring in well-established credible and 
reputable institutions, with clear business and developments plans for 
the region. as regulators and supervisors, we must make sure that 
this process contributes to the development and the stability of our 
financial markets and the economy itself. however, the interest of 
such institutions in the region is low for the moment, and is expected 
to remain so until growth rates recover their pre-crisis level, and 
private sector demand for credit improves. on the other hand, this 
is not going to happen unless new and willing financial institutions 
enter the market. the question faced by authorities is whether we 
should wait until such reputable institutions show an interest to 
enter our markets, or progress as soon as possible and letting less 
well-known financial foundations that might have expressed the 
interest in the financial system but do not have the expertise and 
the proven credibility of traditional banking groups. recently, 
some financial foundations have shown an interest in entering the 
banking system, but we do not have enough information to judge 
efficiently, and we are not 100% convinced whether they will be 
able to play the role of banks; or whether they have the professional 
capabilities, the experience, the financial capacity, the willingness and 
the determination to fulfil their business plans in order to support 
economic activity and simultaneously preserve the stability of the 
institution and the financial system in general. 
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in addition, we must consider the stability, the seriousness, or the 
professionalism of these institutions in line with our goals. Can they 
deliver on their promises, are they transparent? these are questions 
we are facing every day. 

there are also other institutions that do not face strategic decisions 
about leaving the region but are not really willing to play their role 
and comply with their stated objectives and business plans. in this 
case, as regulators, we would prefer to find a similar solution by sales 
or acquisitions. in my opinion, there is no easy and unique answer to 
this dilemma. given the diversity in size, market share and balance 
sheet structure, profitability and systemic importance of banks in our 
markets, the best solution would be to adopt and consider a case by 
case scenario. 

last but not least, this does not depend only on domestic 
developments. Developments in eu, the home market of financial 
groups that operate in our region can have dire consequences for 
our financial systems as well. they might force the central banks of 
the see region to face the prospect of bankruptcy financial groups 
operating in their countries. this leads to a third, and more difficult, 
decision of dealing with a dysfunctional financial institution. a very 
recent example is the greek crisis during the summer. During the 
period, we were faced with a difficult situation with banks with 
greek capital and as one would expect, this was creating a very 
stressful situation not only for us but the entire region as well. We 
were communicating daily with the macedonian governor, the greek 
governor, the serbian governor; practically with all the governors 
of countries that have greek direct investments in their banking 
sector. the question was whether there would be a greek exit from 
the euro or not. and if there had been a greek exit, we might have 
to face a situation where we would have to take these banks under 
administration. the problem at that moment was such that we had 
to take a decision. We were also having doubts on when the correct 
moment to take this decision was. if we waited patiently, then it 
might have been too late and the situation might have deteriorated. 
if we took it too early, we might have created some other negative 
consequences in terms of transparency. We had discussions with mr 
mario Blejer, our adviser and someone with a large experience, on 



121

what indicators and triggers would tell us the right moment when we 
need to act. his opinion was that there are no triggers, and that we 
simply had to sense it. We had to judge institution by institution and 
we only had our judgement to rely on.

Finally, let me turn to the debate on the role that modern central 
banks occupy in a country, i believe that sometimes the expectations 
of the public are much higher than real competencies and powers of 
this institution. they expect the central bank to achieve objectives 
and take on duties that are not under its responsibility. according 
to our law, achieving and maintain price stability in the country is 
the responsibility of the central bank. in line with this objective, we 
have lowered the policy rate and have injected ample liquidity in 
the market. the policy rate is actually at its minimum historic level 
and we might ease further our monetary policy if that is deemed as 
necessary. this policy has contributed to reducing interest rates in 
financial markets across all instruments. 

however, our efforts go beyond these traditional central banking 
instruments. as i mentioned earlier, we have prepared a package of 
macroprudential regulations in order to incentivize banks to increase 
credit to the economy

as a responsible and accountable institution, we are reconsidering 
and rethinking our role in the current economic situation, and we are 
continuously studying and discussing the use of innovative policies 
and instruments. We are well aware of our limitations. in our weekly 
monetary policy committee meetings, we have been rethinking our 
role over and over. 

We have thought about additional instruments and opportunities 
to inject liquidity in the economy and provide additional funding for 
investment projects, in particular for the competitive sectors. We 
have also considered adapting changes to our regulatory framework 
to allow for this to happen. above of all, we have to cooperate with 
the government and other authorities to bring necessary changes in 
the legal framework and remove institutional obstacles that prevent 
the resolution of nonperforming loans and collateral execution. last 
but not least, we have to analyse all the structural reforms undertaken 
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so far and try to evaluate their appropriateness, their results and their 
potential social costs. 

this current prolonged global recession has challenged the 
traditional consensus of economic principles. traditional policies 
are not proving very helpful in reviving economic activity therefore 
flexibility is crucial in the process of reform implementation. We have 
to be flexible and smart enough to evaluate what is efficient and what 
is not. We may initiate something and continue with it as long as it 
is efficient. once a reform or an initiative, being it an institutional, 
legal, regulatory, or economic one, is assessed as inefficient, we need 
to quickly adapt and seek other opportunities. the most important 
thing is to achieve the results and fulfil the objective. From the central 
banking point of view, there continues to be space we can operate in 
and this is what we are discussing and currently thinking about.

Concluding my speech, i would like to re-emphasise the important 
role of foreign direct investments for our economy and our region. 
this new equilibrium in my opinion remains a challenge for us 
because the current equilibrium of low growth and low inflation does 
not provide the best incentives for FDis. Foreign direct investments 
bring fresh capital and provide new opportunities to exploit our 
unutilised resources, and they trigger new optimism in the economy. 
the central banks are working hard and doing everything they can in 
terms of monetary policy and financial stability. they are relying on 
traditional policy tools as well as innovative tools, and simultaneously 
have initiated legal and regulatory reforms that are deemed as necessary 
to secure well-functioning markets and increase the efficiency of and 
market resolution mechanisms. however, it must be understood that 
our role, as the central bank, goes toward the establishment of an 
environment, which supports economic growth and increases welfare 
of the country. the fundamental sources of the long-term growth 
and prosperity lie on the successful implementation of structural 
reforms. We are well aware that we have a lot of hard work in front 
of us in this direction. We do hope that our policies will provide the 
right incentives for the banking system to provide more loans and for 
the private sector to increase their investments and consumption. at 
the same time we hope to contribute to optimistic expectations and 
at the same time guaranty a healthy and stable financial system. We 
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will pursue our price stability objective and we will also be careful 
to preserve financial stability. We believe in this specific moment 
of time, under the current developments, financial stability has to 
be considered as a primary responsibility of the central bank on par 
with its price stability objective. in this respect, we have to be very 
careful and very keen on monitoring and managing the stability of the 
financial system in general but, mainly of the banking system, because 
95% of the financial system in albania consists of banks. 
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ConCluDing remarKs

it seems that we are at the end of the conference. after a long 
working day, i hope each panel was interesting. For me it was the 
first conference in the position of the governor. i have followed all 
the conferences of the Central Bank before and i have always found 
them very well tailored. today we have contributed to enriching 
these past experiences with new information, additional analyses, 
new experiences and innovative ideas. i would like to thank all 
the distinguished participants. First of all, the colleagues from the 
university of oxford, that came here to help and direct this one 
day conference of the Bank of albania. We have had a very good 
cooperation with the university of oxford and we witnessed even 
today it has been a fruitful one. i would also like to thank the esteemed 
participants from the central banks of italy, turkey, Kosovo and 
macedonia and all the other friends, colleagues and participants. as 
central bankers, we share here our concerns, the headaches that we 
face every day and i personally believe that in such occasions we 
refresh our ideas and draw helpful suggestions for our future decisions. 
it is a good recap that helps us to continue working in the future 
and will help us in the decision-making process. this is especially 
true since we had the privilege to share the experiences with precious 
colleagues coming from much larger countries with experiences that 
are often much more difficult than ours. i can guarantee you that 
our discussions today will be very helpful for our work at the Bank 
of albania. i would really thank everybody for participating and for 
their significant contribution to this conference. Personally, i feel 
very satisfied with today’s proceedings. thank you!.

* gent sejko, governor, Bank of  albania.
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Bedri Hamza*

summarY oF ContriButions to the 
goVernors’ Panel

in the period before 2008, when the financial crisis started, which 
later developed in an economic crisis, the region’s countries were 
in a situation of relatively satisfactory political stability, developing 
structural reforms and experienced a relevant economic growth. 
after this period, despite the fact that not all the countries of the 
region are entirely integrated in the economy of the euro area, in 
the same way we shared the good experiences, we had to share the 
difficulties that the economies of the euro area were facing too, 
which are the primary partners of all the countries of the region. 
it would have been implausible that while these countries and 
developed economies have a financial and economic crisis, we do 
have a growth of investments from potential investors in our region.

Despite the many similarities that the economies of the countries 
of the region have, there are some distinctions between them as 
well, which were highlighted during the last crisis too. Kosovo, as a 
small country, with a young economy, suffered less during the crisis 
compared with other countries, including those of the region.

the banking sector in Kosovo remains stable with a good quality 
of the credit portfolio, well capitalized, liquid and profitable. non-
performing loans are at a relative low, representing only 6.8% of the 
overall credit. they are well provisioned, covered at 116%. according 
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to the last data in september, this year lending activity grew by 7.8%, 
the greatest growth of the last years, which was financed from a 
steady growth of the deposits collected inside the country. all banks 
exceed the normative request as far as capital adequacy and the 
financial leverage are concerned. overall, we can say that in Kosovo 
the banking system is healthy. this is also determined by reports 
from respectable and trustworthy institutions in this field, such as 
the international monetary Fund and the World Bank. Kosovo has 
marked an important progress at access to credit, where according to 
the report “Doing Business” of the World Bank, Kosovo is ranked  
28th for this indicator.

however, the banking sector faces difficulties; thus to have a 
greater financial intermediation with more favorable conditions 
from the banks, as well as a more adequate climate for economic 
growth, i consider that we should treat these segments:

the institutions of Kosovo must perform their duties to support 
the further development of financial intermediation, which are mostly 
related to the legal infrastructure, like the contract implementation, 
the growth of the numbers of private executors, as well as the 
issues related with property rights, which represent a segment quite 
challenging to resolve. apart from the legal aspect, the cultural aspect  
is important as well, since people hesitate to buy foreign properties 
so the banks are faced with a number of non-liquid mortgages, which 
are hard to sell thus to compensate for overdue loans. 

enterprises need to improve as well, in the sense that they need 
to have financial statements correctly disclosed so that it will serve 
the banks as a trustworthy source of information about the financial 
performance of the enterprises. they need to improve the aspects 
of corporative governance as well, so that they may transform in 
serious partners of the banks.

interest rates in Kosovo have been relatively high. three, four 
years ago, the average interest rate was around 14%. luckily, 
with competition growing in the banking system, the interest 
rate has decreased. Currently the average interest rate in Kosovo 
is somewhere around 7.9%, which is the average for the region’s 
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countries. most of the banks in Kosovo are from european union 
countries, from austria, germany and slovenia. in the past, these 
banks have carried the brunt of the market, but with competition 
growth and the introduction of new banks, the leverage of these 
banks has been diminished. From 77% in 2010, currently these 
banks cover 66% of the market, which speaks for a competition 
growth and an improvement of the credit standards.

as far as the macro-fiscal sector is concerned, we may truly say 
there have been positive developments.  Kosovo’s budget in the last 
years was a balanced budget. in the last period, budget deficit has 
always been smaller than 2%. it’s relevant that the public debt in 
Kosovo continues to be low, at 12% of the gross Domestic Product 
(gDP), which is the lowest in the region.

however, Kosovo faces difficulties as well. trade deficit is relatively 
high and stays above 35% in relation with the gDP. unemployment 
is high, somewhere around 30%. these two indicators show the 
responsibility that we must continue with structural reforms: in 
particular, we must move to endorse more those enterprises that 
deal with merchandise production in Kosovo, with the goal of 
substituting imports and creating the possibility of exports’ growth.

Kosovo’s economy is very dependent on remittances. it has been 
lucky that even with a crisis in the euro area, Kosovo’s diaspora have 
been concentrated in economies that have shown more stability, such 
as germany, austria, switzerland and the scandinavian countries. 
as a consequence, we haven’t had a decrease in remittances in these 
years; instead we have had a continuous growing trend. however, as 
Pm rama rightly said, in the future we must think for those to be 
replaced and at one point or the other, we must consider that we will 
have a decrease of these remittances.

have we dealt with these issues correctly? in most of the region’s 
countries, related with the factors that have affected the decrease 
of economic growth, which have represented difficulties for the 
economic development in our countries, i think there is the possibility 
to do more. especially, we must be careful about the stability. i 
mentioned the credit growth in Kosovo at 7.8%. it as a relatively 
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positive indicator, however, it doesn’t tell us enough about the state 
and the dynamic of the financial sector, in which loans not only must 
grow, but they must grow healthily. apart from non-performing 
loans, which represent a risk for the financial stability, the public 
debt in most of the region’s countries has reached the point where 
realistically it may be required a higher economic growth to generate 
enough revenue so that we may cover debt payments. therefore, i 
am a proponent that nations should be more careful as far as public 
debt financing is concerned and that they must keep the public debt 
at manageable levels.

in collaboration with the international monetary Fund, as a result 
of the stand-by agreements, in Kosovo we have approved the fiscal 
regulation. this with the goal to protect the budget equilibrium, 
since we don’t have a traditional monetary policy as a consequence 
of having unilaterally adopted the euro as our official currency. 
to safeguard the nation’s liquidity, it is necessary that the budget 
deficit has to be affordable. to safeguard the nation’s liquidity, the 
government’s banking balance has remained on average over 4% in 
the last years.

in the future i think that we should not wait just the overcoming 
of the crisis by the developed countries. in any case, we as well must 
perform the duties that are in front of us. in this sense, we need to 
create preconditions and favorable policies to attract investments, 
especially in the fields where we have comparative advantages, such 
as the energy and mining sectors in Kosovo, and then to support 
small and medium-sized enterprises, which lately have seen progress 
also through concrete actions for the fondation of the guarantee 
fund for loans that will become functional next year, so that these 
sectors may be drivers of economic growth.

i think that the region must ensure political stability, national 
and international. it’s a fact that the region in the last years is more 
characterized with political themes than economic growth themes. 
rule of the law continues to be one of the central points that need 
further improvements. an important factor is the infrastructure 
as well, which although has shown extraordinary improvements in 
the region overall and in Kosovo and albania especially, still has 
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space for further advancement. this shows that investments in 
infrastructure must continue for in the near future this investments 
may serve as a continuous support of economic growth and of 
international collaboration between our countries.

the human capital quality and work productivity represent 
another important segment. We are talking about a great number of 
youths, but realistically we need for the quality to grow, for reforms 
in the education system and for producing cadres that match the 
needs of the market economy. We don’t need an overproduction of 
degrees, we need a production of cadres that are ready to work and 
contribute especially in the private sector, which must be everyone’s 
focus, where workplaces are generated and where economic growth 
is created. i want to say that the volume of the human capital is not 
enough to generate economic growth, instead it is needed a higher 
attention to grow the quality of the human capital as a precondition 
for growing work productivity.

all that said, the issue of structural reforms remains as much as 
important as the other issues discussed. Kosovo, as a young country, 
and starting from 2009 when it became a member of the international 
monetary Fund (imF), has conducted three programs with the iFm 
and we are now at the fourth. i believe that being in a program 
with imF offers many advantages. thus, fiscal discipline and the 
continuation of the reforms’ process are safeguarded. however, the 
imF, and also others donors and countries included in one way or 
another in the reforms’ process, sometimes with their projections, 
with their propositions, they don’t have a complete picture of the 
events and developments that must happen or are already happening 
in the region. let’s take the case of the highway in Kosovo, the 
nation’s road. apart from the governmental aspect, the national 
one, i wanted to talk about the economic aspect as well. many of the 
experts i met expressed the position that this was a project without 
feasibility, which the practice has argued as wrong. i want to say that, 
the countries’ governments, the countries’ appropriate institutions 
must have the responsibility and ownership upon the reforms and 
there must be an adequate decision-making. We in Kosovo, when we 
have had to take the decisions, we had the appropriate analyses and 
estimates, and we acted by taking the decisions which turned out to 
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be the right decisions at the right time. today, the trade exchange 
Kosovo – albania has grown more than 100%. that means that the 
road, a part of the already mentioned aspects, is also very important 
for the economic growth of Kosovo and for a very easy access 
of Kosovo’s businesses to the sea ports of Durrës and shëngjin. 
however, there have been cases when we have not been careful and 
decisive enough and as a consequence we’ve not acted right by, as 
it is the case of the energy sector. We are talking about a major 
project for the economic growth of Kosovo, as it is the building of 
power plants. We can’t talk about a stable economic growth if we 
don’t have an adequate electric energy supply. apart for the need to 
supply the country’s economy adequately with electric energy we’ll 
have the advantage to build these electric energy capabilities also for 
export, which would improve our trade balance. We consulted with 
many partners, took advices from many of them, and today after 
eight years, we are still almost at the starting point. We have not 
started to build the new energetic capabilities. therefore, we need 
to understand that reforms are a necessity for us, to have ownership 
upon the reforms, to have adequate analyzes and consultations from 
the experts, as well as to be careful to safeguard the macro-fiscal 
stability of the country. in a meeting with the representative of the 
relevant institutions when it came to the negotiations’ developments, 
i said it clearly that against several factors including the political ones, 
the road will be made. there, i highlighted that the road will be made 
with our money, that the country will not go bankrupt and that we 
will safeguard the macro-fiscal stability. i believe still today that if we 
don’t feel the need to have structural reforms and if we don’t feel 
ownership on those reforms is hard to move forward.

in the framework of the engagements to ensure a stable macro-
economic climate and to be able to ensure the economic growth 
of the country, undoubtedly the Central Bank has a very important 
place. since we are restricted, as far as the traditional instruments 
of the monetary policy are concerned, this as a consequence of 
using the euro as official currency, our main focus is to have a stable 
financial system, which we have achieved through the approval of 
qualitative laws and regulations, process in which our international 
partners have given an extraordinary contribution as well, especially 
the international monetary Fund.
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our first objective has been the licensing of banks in Kosovo, 
thus creating the possibility that new banks may enter to develop 
the competition in this sector. meaning, that may enter those banks 
that actually have a good reputation, juridical subjects that don’t 
put at risk the financial stability and don’t risk depositors’ trust in 
the banking system. in addition to the licensing process, we have 
dedicated great attention to the supervising role of the banking system 
as well. together with the international monetary Fund we have 
developed the supervising manual based on risk and we have started 
implementing with success this new supervisory methodology. all 
this has been oriented so that we have banks that are healthy, but at 
the same time able to support the economic growth of the country. 
thus our focus is to have a strong banking system, healthy, to grow 
competition, but competition with healthy banks and then this to 
be positioned in support of the real sector, the private sector where 
economic growth is really generated.

right now, in Kosovo’s banking system operate ten banks, of 
which 8 are of foreign ownership and 2 of local ownership. We 
remain open to create the possibility for other banks to enter, but 
always respecting the principle to license only banks able to safeguard 
the financial stability and to support economic growth. While 
licensing new banks or while reviewing requests for merging, we 
must be careful about the proposed management as well, including 
here aspects such as structures, qualifications, credibility, experience 
in the banking system, trustworthiness, their business plan, financial 
strength, capital provenience etc. these are complex issues that really 
must be analysed in detail. We have had a case in Kosovo where a 
foreign bank bought two smaller banks. and that bank that bought 
the two smaller banks developed well, and nowadays is the third 
bank in Kosovo as far as size goes, so it’s a positive story. We must 
keep in mind competition’s reduction as well, because, if one of the 
biggest banks in one of the economies of our countries declares that 
it wants to buy two or three other banks, then we have a reduction 
in competition and this reduction may bring a situation where a bank 
dominates the market, dictates the conditions of the market, interest 
rates and so on. in all our activity as a Central Bank, we respect 
meticulously the principles of the free market, hence we have an 
open licensing policy, through which we offer the opportunity to 
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* Bedri hamza, governor, Central Bank of  the republic of  Kosovo.

new actors to enter in the market and the constant development 
of competition. however, we must not forget that our primary 
objective is the safeguarding of the financial stability. in this context, 
the licensing policy must be careful so that banks that do not meet 
the conditions of being healthy and trustworthy in the market may 
not enter, since they may bring much more harm than benefit to the 
financial system and to the economy.

in conclusion of this discussion, i want to underline again that we 
should continue with the reforms. reforms are very necessary. We 
need to strengthen law enforcement. of course the stability of the 
financial system has a special importance. i think all the countries 
of the region need balanced budgets. they need to keep the budget 
deficit under control. Possibly to keep the public debt under control, 
and in fact some of them need to decrease it. to protect the budget’s 
structure because if we analyze the budget’s structure, in most of 
our countries most of the budget goes for operating costs and that 
has made the governments expensive while the participation of 
capital investments is relatively low. We need a higher and more 
stable economic growth. let’s take the case of Kosovo, where the 
economic growth in the last years is somewhat over 3.4%. as a 
percentage it may be acceptable, but if you take into account the 
low base of the economic development surely not only Kosovo, 
but all the countries of the region need an economic growth around 
7% so that they may absorb the labour force. as far as the latter is 
concerned it is necessary to have more investments in improving 
the quality of the labour force so that we can ensure a higher rate of 
work productivity. this way, all the institutions must do their duty 
with the goal to move forward toward progress. it wasn’t easy in the 
past, the situation isn’t easy today, but we must trust in our goals and 
we must work toward our primary objective, which is to create the 
preconditions for a greater economic development. 
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Turalay kenç*

summarY oF ContriButions to the 
goVernors’ Panel

i will start with a positive note, on the positive growth rate in the 
region, despite several problems including balance sheet issues that 
certain regional countries are facing. 

looking forward, a significant development for the region is 
going to be the economic recovery in europe. so, for a while, for 
the first time, the regional countries are enjoying a sort of recovery in 
europe. let us hope that this recovery will be firm and will increase 
in the forthcoming quarters and years. in turkey, we significantly 
benefitted from the recovery in europe. exports to european 
countries increased considerably. i think that this is the case with 
certain countries in this region. 

it is therefore a welcomed development and let us hope that it 
will continue. the eCB seems to be keen on the quantitative easing 
programme. they will continue at least until, and perhaps beyond 
september 2016. that will make sure that the recovery in europe 
will probably be firm and increase over the quarters and over the 
years.

the second welcomed development for the region is the drop in 
global oil prices and the global commodity prices in general.
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let us take these exogenous spillover effects. looking ahead, what 
the countries in the region should realize is that there has been a 
strong emphasis on structural reforms, at global, regional, continental 
and individual level. let me start with the global level structural 
reform agenda. at the g20, we have been discussing structural 
reforms for some time, since 2013, during the russian presidency, 
and we elaborated the structural reform agenda during the australian 
presidency. During the turkish presidency, we also worked on and 
specified certain implementation issues. the aim is to increase the 
global gDP by 2% over a five-year period . so it is going to be a 
significant contribution to global growth over five years. Certainly, 
that has been the case with international organizations such as the 
imF and the oeCD. they also strongly advocate structural reforms 
for both, the global economy and individual economies. 

For example, at the european union level, there has been strong 
emphasis on structural reform. so, it is quite clear now that the potential 
growth of the european union should be increased through structural 
reforms rather than through other means. this has been quite clear, 
and even the eCB spoke about the need for structural reforms, for 
stronger governance of structural reforms at the eu level. that is quite 
significant. We know that one of the issues of the european union 
is the governance structure. the european union has been good at 
introducing good measures, but when it comes to the implementation, 
to the governance of those issues, they lack. But this time, there is some 
emphasis on the governance structure of structural reforms. this is a 
positive development to look forward and going forward.

at the individual level, we see that several countries have already 
adopted extensive structural reforms, for example, mexico, india, 
and China. they either adopted or will adopt them soon. in turkey, 
also we have a very big structural reform agenda, which is waiting a 
new government to implement it. that should be the way forward 
for the countries in the region to adopt structural reforms, to 
increase their potential growth, which has been badly affected by the 
developments, since the outbreak of the global financial crisis. 

in terms of the position of the countries in the region within the 
global spectrum, i would say the following: a few years ago, you 
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would say this region probably looked the weakest spot. right now, 
however, most countries are more or less in the same situation, 
facing balance sheet problems, growth slowing down, and strong 
need for structural reforms. the picture is not much different when 
you look into different regions. the latin america, for example, 
looked very promising a couple of years ago. right now, they have a 
big issue in their hand to increase their potential growth, increase the 
cyclical growth. the same applies to asian economies. they looked 
really promising a couple of years ago. right now, markets talk about 
vulnerabilities of asian economies. most countries face more or less 
the same situation, at this point in time. Whoever is going to adopt 
structural reforms is going to have a government touch. 

to answer the question on the ownership of structural reforms, 
i concur with mr anastasakis. ownership is very important when 
it comes to the structural reforms. after all, we are talking about 
not really first generation of structural reforms, but we are talking 
about second generation of structural reforms. the first generation 
of structural reforms is mainly related to providing independence to 
central banks and to other institutions and fiscal discipline. this sort 
of things mostly does not require a fiscal spending. But, the second 
generation of structural reforms is really related to innovation, 
infrastructure, and education. these are mostly domestic issues and, 
therefore, the ownership of structural reforms is very important. 

usually, countries should own those reform items that they like 
to carry out; however, there is nothing wrong with getting help 
from international institutions. they have the knowledge, they have 
the expertise, and they have exposure to countries, which have 
implemented those structural reforms. there is an international 
emphasis on structural reforms. there are institutions that have been 
established and will be established. so, getting some help, sharing 
knowledge is a good way to implement these structural reforms. 

as mentioned earlier, the role of central banks in pressing ahead, has 
expanded drastically to include basically financial stability objective. 
this is something new which central banks did not address in the 
past. i should, however, say that if you see the history, you will see 
that central banks used to take care of this financial stability objective. 
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the financial stability objective is now very important for 
central banks. Central banks try to achieve this objective either by 
contributing within financial stability committees, like in turkey, 
germany and other countries, or individually, like in the uK through 
a new committee within the central bank. that means central banks 
are now using new instruments, new policies to achieve financial 
stability as well as price stability or macroeconomic stability in the 
case of some other countries. 

this means that central banks now are dealing with regulations, 
which, i must say, takes them a lot of time. this is some general 
change within the policy making setting for central banks. 

there is also some specific change for central banks in emerging 
market economies. now market interest rates had been very low 
due to unconventional policies in advanced economies. these low 
market interest rates are not really in line with emerging markets 
economies equilibrium interest rates. 

there has to be a new instrument or a new policy to fill the gap 
between market interest rates which are imposed on to emerging 
market economies and their equilibrium interest rates. this is quite 
interesting, time to time, countries have faced low interest rates 
environment due to financial repression or similar policies. For 
example, right after World War ii most european economies and, 
to a certain extent the us economy, faced low interest rates. Central 
banks made sure that interest rates were low because of the very high 
debt to gDP ratio of some european and us governments. During 
that time, central banks implemented what are called macro prudential 
policies these days, but they were never called macro prudential 
policies then. if you look into the german or French central banking 
history, they used what they call quantitative measures to provide 
credit growth or provide credit to certain sectors or to provide less 
credit to certain sectors such as consumer credit growth was one of 
the main issues in the states. i think, time to time, the roles of central 
banks do differ. 

turning to the banking sector, i think that banks have been going 
through really uncertain times not because of deleveraging process 
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that we imposed on them because of the global financial crises, but 
especially in europe, because public opinion is quite against banks, 
in europe at least. as a result of that and as a result of the financial 
global crises, at the FsB, at the g20, the whole global financial 
system was overhauled. and the banks have implemented so far only 
a fraction of those reforms, so there is a long way to go for banks to 
complete each item of that global financial reform that FsB member 
countries adopted. Perhaps we need to wait on banks for having 
more certain times, at least from financial regulation point of view.

to sum up my thoughts, i would say that the economic recovery 
in europe is visible thanks to the eCB policy. they waited for 
some time and in the end they had to step in perhaps to carry out 
quantitative easing just like, the Bank of england and the Bank 
of Japan had implemented.  so it’s a positive development in this 
continent, but going forward, i think we shouldn’t overlook the 
importance of structural reform; that should be very forward. other 
positive news would be that unfortunate geopolitical developments 
hopefully will finish soon. 

Thank you!

* turalay Kenç, Deputy governor, Central Bank of  the republic of  turkey.
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giuseppe Parigi*

summarY oF ContriButions to the 
goVernors’ Panel

as i am the last of the panellists and many things have been already 
said. i just wanted to recapitulate and also put it in perspective. i 
would like to show and discuss on the fact that if we compare the 
two periods, before and after the crisis, both in the region, and in 
other areas of the world, we can see that this region faced some 
fundamental problems, i.e. structural problems. in the first period, 
when everything was all right, such problems were not tackled in a 
sufficient and effective way. 

in the second period, when the problems surfaced, they showed that 
these vulnerabilities, these structural problems were still there and were 
hampering, and are still hampering growth. in a sense, it is like running 
in a race but having used some stimulants at the beginning. initially, 
you run very fast because you are under the effect of the stimulants. 
then you suddenly find out that stimulants are better not to exaggerate 
with. so your training may not be sufficient and you have to train 
more. likewise, there is this need for more structural reforms, which 
is also the case for countries like italy. more structural reforms means 
everything broad range of things, not only economic reforms, but also 
that a country has to change a lot of its fundamental characteristics.

this has also to do with the legal framework. take for instance 
the issue of the nPls. how to tackle the nPls at the legal sphere? 
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italy, for instance, is a country where the nPls ratio is about 10%, 
quite high. the Bank of italy estimated that italy had the same legal 
framework as, for instance France or germany, this ratio could 
have been halved. this is why, last august, the italian Parliament 
passed some laws in order to increase the efficiency in dealing with 
bankruptcy procedures, with law enforcement, and so on and so 
forth. it is also true that we should not be limited to the economics 
sphere, but also take into account the institutional setting, the legal 
framework. about institutions, comparisons by the World Bank 
show exactly the needs of every country including italy as one of 
the countries that needs to move faster in this field. this is why our 
government is still very much involved in the business of improving 
our setting and enhancing a lot of reforms, also at institutional level. 

this is also part of the debate at the g20 level. the structural 
reforms constitute a sort of a paradox, because they are probably 
mostly medium to long run phenomena, which produce their expected 
positive effects, only after some years. actually, for most of these 
reforms, literature suggests that there is some evidence showing that 
the initial effects may be even negative for the economy as a whole. 

so, in this regard, we need some support demand in the short term. 
this is exactly where problems arise, because, in many countries, 
including italy, the fiscal rule for this support is not there, or it is 
very, very limited. one thing that can be done, - and this is a task of 
the government, - is to devise properly combined and well-timed 
reforms. take for instance public debt; it is a problem for almost all 
countries. Public finance has to be dealt with care, in the sense that 
the composition, the quality of the measure of the reforms is crucial. 

one of the main issues in public expenditure is to increase 
efficiency. measures that lead to the growth lending are to be 
preferred. this point is part of the debate at international level and 
it is a very highly debated. on the one hand, there are supporters of 
the supply-side approach that means just structural reforms. on the 
other, there are supporters of the demand-side approach. as a matter 
of fact, in this setting, the monetary policy alone cannot deliver the 
results. monetary policy may help, but it has to be accompanied, a 
sense, by government action.
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this is a medium to a longer-term process. in the meantime, we 
have to consider also the fiscal dimension. the social dimension is 
to inform, but there is one thing talking about structural reform in 
general, or reform being dictated from abroad. We are seeing that 
the stronger countries in the organization professing reforms to the 
weaker countries that are already doing it. the question is: how can 
you make the countries feel they have the ownership of reform? 

the ownership is particularly important. on the ownership 
question, take the case of italy for instance, which in my opinion, is 
a clear example. if you refer to the situation in 2011, when it had to 
solve the debt crises, italy was on the verge of bankruptcy. Basically, 
european institutions in a sense imposed their way the market. 
they imposed on italy the need of taking some steps on the reform 
path. so we changed the government, there was a technocratic 
government; we undertook some hard reforms, hard from the social 
point of view, pension reforms, increased taxation, etc. What we can 
say now is that there was no strong increase in populist movements 
as was the case in other countries. some of these movements were 
more vigorous, but nothing so serious. What we have seen in the last 
months is an increase in confidence, which seems to be back and 
this certainly has to do with government actions and reform efforts. 

at the beginning, we might have had a problem with ownership, 
but now the ownership is clearly an italian issue. it is true, however, 
that sometimes the help of international institutions is really 
necessary. to add another dimension to our discussion, when we 
talk about growth, we should also take into account the necessity to 
change the growth model. 

take for instance what is happening in China. it has reached a 
point probably where they realize, they could not go on with the 
same model based on investment and export, i.e. the so called the 
export- led model. therefore, they are trying to change this model. 
But this is not easy, it is not without costs. What we are seeing is 
a decrease in the growth rate and this is clear because you, a 10% 
growth rate cannot last forever. so we have to accept that even an 
economy like China’s cannot grow at such high rates forever. the 
growth rate will eventually be lower and consequences must be taken 
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into account. these consequences are clear: commodity prices are 
falling due to lower demand for raw materials; deflation pressure, 
etc. 

referring to other areas where the problem of changing the model 
has not been tackled yet, we can think of latin america or Brazil for 
example, which are still suffering. there are different forces at work 
now. one is to put your house in order. moreover, germany has to 
go on along the path of reform, but when you tell this to germans 
they immediately say that they have reduced their debt. 

regarding the role of central banks in taking progress forward, i 
may say that for italy this is a very difficult question because italy is 
part of the euro area and the Bank of italy is part of the european 
system of the Central Banks. at the Bank of italy we are also 
thinking about and being heedful to what other central banks in the 
euro area are doing. monetary policy is part of the common decision 
applicable across the euro area, but now even supervision is going to 
be unified at european level. in a sense, we are losing our weapons, 
so we are rethinking the role of central banking in such situation. 
of course, we are on the front line for regulations, because we take 
part in the meetings of the FsB. We are also engaged in trying to 
shape the monetary policy decision, at euro area level. We also work 
to apply the decision in italy, trying to explain this decision and 
functioning of this unified monetary policy, to our country. From 
that point of view, we are trying to understand exactly what our role 
will be in the future and try to find out ways in order to increase 
the efficiency of monetary policy and of the means of the monetary 
policy transmission.

as we approach the end of this conference, i would like to 
polish off what has already been said, by emphasising that structural 
reforms are important, and growth is important. again, i would 
like to underline, to strongly support the view also of the short 
term. We do not have to lose the view of this problem because the 
ownership question is linked to political support as well. Basically, 
without political support, no structural reforms can be implemented 
or approved. this is also very important. the other element i want 
to stress is cooperation. international cooperation or coordination, 
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if you like, at g20 level is clearly one of the main objectives and the 
turkish presidency has done a lot in order to stress the importance 
of coordination. i hope that in the future this will be further 
strengthened. But cooperation is also crucial at regional level. think 
about the problem we have in europe, for instance with the migrant 
crises. Coordination is the other element: structural reform, growth 
and coordination because without any of these three elements you 
cannot get the results that you want.

* giuseppe Parigi, head of  the international relations Directorate, Banca d’italia.



144



145

thank you governor sejko. it’s been a tradition with the seminars 
with seesoX that we summarize in generally 10 points, the thrust 
of findings of the seminars. this used to be done by the late max 
Watson with great flair. i’m afraid i probably won’t be able to match 
his talent but i’ll do my best and i think i have approximately 10 
points, you can count them and tell me if i got it right. 

this seminar was based on the question: “Do crises change economic 
fundamentals”? and i think the evidence is a resounding yes. the prime 
minister is likening this crisis to the equivalent of the birth of Christ, at 
least, as regards economics and financial fundamentals, although one 
could argue that ethics, in particular business ethics, needs to change 
as well. so, what are these fundamental changes? First there has been a 
marked and sustained reassessment of risk. this has led to large scale 
deleveraging from all emerging markets including south-east europe 
although the Vienna initiatives did help lessen that in the initial phases. 
secondly, a new less ambitious banking model is developing. global 
banking is no longer a virtue in itself. thirdly, there has been a wave 
of global regulatory reforms as well as profound changes to the global 
financial architecture, including what you just heard in the role of 
central banks. Fourthly, this is the especially case of changes in financial 
architecture and especially important in european union which is the 
big neighbour and the future home of south-east europe. 

Adam Bennett

ConCluDing remarKs
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another point, the political environment has worsened, the 
migrant crises which is a result of the chaos in the middle east has 
shown a lack of consensus in europe on strategy. eurozone politics 
especially regarding greece has become rather toxic. and there has 
been a rise in far right and far left politics. as the ancient philosopher, 
heraclitus, said “the world is always changing”- this is true with 
or without crises. We just hear about the effect of the Chinese 
slowdown. the effects it is having on the commodity markets and 
the effects it is having in turn on exporters of commodities, oils and 
minerals and how this is going to effects the geopolitical relationship 
between the consumers of raw materials and the producers of raw 
materials.

We are in a different world now than what we were before the crises. 
so how must south-east europe respond to these developments? 
Well first the region’s economic model needs to adapt toward a 
more export-oriented structure. second, structural reform remains 
imperative, even though the political appetite for difficult reforms 
may not be strong in the climate of low growth. third, local finance 
needs to bring itself off from the dependence on foreign capital but 
beyond growing a liquid deposit base this may also call for a more 
regional dimension for banking groups as well as the developments 
of other financial markets such as bonds and equities. 

the region as well as the eurozone must work to reduce the stock 
of non-performing loans, as these will weigh heavily on the credit 
supply and the prospect of growth until they are resolved. Finally, 
policy makers and political leaders must keep the show on the road, 
and maintain the momentum for reform and for integration with the 
european union, which, however dysfunctional it may seem today, 
remains the only alternative for south-east europe. 

Thank you!

* adam Bennett, Deputy Director of  PeFm & associate of  seesoX, st antony’s 
College.
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