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INTRODUCTION

This is the thirtieth issue of the Bank of Albania’s Financial Stability Report 
(hereinafter “the Report”), which is published half-yearly. The Financial Stability 
Statement, whose half-yearly release is a legal requirement, prefaces the Report. 
The purpose of this Report is to identify and assess risks to the financial system 
of the Republic of Albania and its infrastructure, and it assesses the ability of 
the financial system to absorb these risks. This Report equips public authorities 
to be able, in a timely manner, to identify relevant measures for corrections, as 
necessary.

In producing this Report, we have used data available to the Bank of Albania, 
and information from other authorities supervising the financial market. We 
have also used information and analyses from public and private, national 
and international financial institutions. The data and analyses primarily cover 
developments over the first half of 2023 (hereinafter “the period”). Overall, 
unless otherwise stated, expectations for the economic and financial outlook 
extend through a period of up to 12 months.

The stability of the financial system has been assessed based on its performance, 
from its activity, and taking into account the risks arising from the system’s 
interaction with the overall internal and external economic environment. In order 
to assess these risks, this report analyses the latest developments in international 
financial markets, and in advanced and regional economies. We have also 
assessed their impact on the financial system and the banking sector in Albania. 
In order to assess the developments and risks related to the Albanian economy, 
the Report assesses the economic growth indicators, balance of trade, overall 
price levels, exchange rates and fiscal indicators. Also, by analysing the 
performance of employment and income, and by referencing specific surveys, 
it evaluates the financial situation of enterprises and households, and the impact 
on the solvency of borrowers in the banking sector. The Report also presents 
the results of the stress test, which assesses the banking sector’s resilience 
against macroeconomic and financial shocks, expressed in terms of capital 
and liquidity adequacy.

The Financial Stability Report is compiled by the Financial Stability Department 
and is approved by the Supervisory Council of the Bank of Albania.
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NOTES:

As of the end of June 2023, the classification of banks in the Albanian 
banking sector is as follows:

I. According to the marginal contribution of each institution to systemic risk 
in Albania1 banks are classified as: 

•	 Systemically important banks: National Commercial Bank, Credins Bank, 
Raiffeisen Bank, and OTP Bank Albania.

•	 Other banks: Intesa Sanpaolo Bank Albania, Procredit Bank, First Investment 
Bank Albania, United Bank of Albania, Union Bank, American Bank of 
Investments, and Tirana Bank.

II. According to capital origin, banks are classified as: 

•	 Banks with foreign capital2: Raiffeisen Bank  (Austria); Intesa Sanpaolo 
Albania (Italy), National Commercial Bank  (Turkey), OTP Bank, Albania  
(Hungary), Procredit Bank  (Germany); First Investment Bank, Albania  
(Bulgaria). These banks share around 65% of the banking sector’s total 
assets.

•	 Banks with Albanian capital: Credins Bank, Union Bank, American Bank 
of Investments, Tirana Bank, and United Bank of Albania.  These banks 
share around 30% in total assets of the banking sector.

III. According to the expansion of geographical network. Banks showing an 
expansion of their network abroad are, the National Commercial Bank and 
Credins Bank with their respective affiliates in Kosovo.

Regarding the analysis used in the Report, it should be taken into account that:

(1) The terms “loan” and “credit” are used interchangeably in this Report. 
Likewise, the terms “enterprises” and “firms,” and “households” and 
“families” are used interchangeably.

(2) In this Report, outstanding credit refers to the balance of the account 
“relations with clients”, as reported by banks in the balance sheets of 
the period under review. It includes outstanding credit granted by the 
banking sector to non-financial private and public, resident and non-

1 For more information on the index and determining banks with systemic risk consult the 
Methodology “On determining banks with systemic risk and the relevant capital buffer”, on: 
https://www.bankofalbania.org/Financial_Stability/Macroprudential_policies/Instruments_
of_Macroprudential_Policy/test

2 A bank is classified as having foreign capital, whenever the foreign capital amounts to more 
than 50% of the bank’s paid-in capital.
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resident entities. Outstanding credit is affected by non-performing loans 
(NPL) which have been written off from banks’ balance sheets in the 
period under review. Hence, outstanding credit that is analysed in the 
Financial Stability Report is a different concept from that of “credit to the 
economy” that is addressed in the monetary policy reports.

 “Credit to the economy”, in addition to credit by banks, includes the 
credit by non-bank financial institutions. Also, the value of this credit 
includes only credit to the resident private sector and its value is not 
affected by the NPL’s write off from banks’ balance sheets, as these 
loans have already been obtained by the economic entities and have 
affected their economic value; their later write off does not change this 
fact. The differentiation in these concepts on credit should be considered 
when interpreting the relevant analysis of credit indicators (growth rate, 
quality ratio, allocation by sector, by currency, etc.) in various reports 
of the Bank of Albania.
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FINANCIAL STABILITY STATEMENT FOR 2023 H1

Pursuant to provisions under Article 69 of Law No. 8269, dated 23 December 
1997 “On the Bank of Albania”, as amended; and Article 8 of Law No. 
9962, dated 18 December 2006 “On banks in the Republic of Albania”, as 
amended; to inform the Assembly of the Republic of Albania and the Council of 
Ministers, and promote awareness among financial institutions and the public 
at large of the situation in the Albanian financial system and potential risks to 
its stability, the Bank of Albania (BoA) releases this periodic statement. This 
statement is an integral part of the Financial Stability Report for the same-stated 
period. The Financial Stability Report and the Statement prefacing it assess 
the exposure of the banking sector to risks arising from its interaction with the 
external and internal economic environment, real economy agents, financial 
markets in Albania, as well as operational risks in the activity of the banking 
sector. Furthermore, these risks are assessed by means of the stress testing 
exercise and placed vis-à-vis the financial situation of the banking sector to 
assess its resilience.

The Bank of Albania deems that in 2023 H1 (hereinafter ‘the period’), 
operations of the banking sector were stable. Overall, deposits and loans grew, 
but at a quite slower pace than in the previous periods, reflecting the impact of 
the significant appreciation of lek exchange rate.  Amid higher interest rates, 
credit quality declined slightly. Overall, the exposure of the banking sector to 
risks appeared contained, but both market and credit risks needs to be on a 
continuous monitoring 

Banking sector’s resilience to withstand risks is assessed as robust, as 
capitalisation indicators remain at adequate levels, while financial performance 
improved considerably. Economic developments during the period were 
positive, affected by the good performance of consumption and investments, 
and particularly by the improvements in the current accounts of the balance of 
payments. Economic growth was accompanied by a fall in unemployment and 
an increase in both employment and wages.

Fiscal policy maintained a consolidating trend under the significant growth in 
fiscal revenues. Inflationary pressures have been declining, though inflation 
rate remained above the Bank of Albania’s target, increasingly reflecting the 
contribution of domestic economic factors. The Bank of Albania continued 
the normalisation of monetary policy, by highlighting that its further reaction 
will reflect the development in the determinant factors of inflation. Risks to the 
economic and financial developments in Albania remain present. These risks 
relate to the uncertainty stemming from the geopolitical developments and 
international markets, the performance of inflation, and the impact of market 
risks. Against this backdrop, it remains important that economic policies aim 
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at safeguarding the macroeconomic stability, while financial institutions and 
supervisory authorities undertake the necessary actions to enhance the resilience 
of the financial system.

In more concrete terms, the developments over the period showed that:

Global economic activity expanded over the period, with the main 
contribution from services and consumption, as production and supply 
chains recovered, despite the continued tightening of financing conditions 
in most countries. Inflationary pressures have been declining driven by the 
fall in commodity, energy and food prices. However, they have remained 
above the target levels of central banks, which continued the normalisation 
of monetary policy, by maintaining tighter financing conditions.  Volatility in 
the financial and securities markets was high, thus arising a resilience-related 
concern for the economic agents and financial institutions.

The economic performance in the euro area has been similar to that of the 
global economy.  Economic expansion was slow and has been supported by 
the good performance in the services and transport sectors. Labour market has 
been relatively tight and the growth in income, though somewhat mitigating 
the dampening effect of inflation, has mostly spotlighted the contribution of 
domestic factors on price hike. As a result, inflation rate remained above the 
European Central Bank’s target, which has continued with the normalisation of 
monetary policy. This rate was followed by the overall increase in interest rates 
in the market and financial products.

The Western Balkans economies expanded, but at a relatively low average 
rate, up to the first quarter of the year. The good performance in net exports 
(supported by tourism services) and investments have impacted this trend. Fiscal 
indicators improved significantly. Despite the decline in inflationary pressures, 
inflation rates remain above the targets of central banks. Under the normalisation 
of monetary policy, interest rates have been increasing, whereas credit growth 
has slowed down. Credit quality remained stable across the region, and non-
performing loans stand at relatively low levels. However, the surge in interest 
rates may drive credit quality to moderately decrease. Overall, regarding future 
developments of the global economy, uncertainty remains high. This is dictated 
by the persistence of inflationary pressures, the tightening of financial conditions 
and the escalation of the war in Ukraine. These factors will continue to weigh 
on consumption and investment, driving the global economy to expand at a 
slower pace. In parallel, forecasts are becoming more and more difficult due 
to the appearance of numerous structural impacts resulting from the climate 
change and the technological developments.

The Albanian economy continued to expand during the period. The 
annual growth rate of Gross Domestic Product (GDP) was 3.2% as at end of 
2023 Q2. From the sectoral perspective, economy showed a broad-based 
growth. The sectors of production and services contributed by 1.9 and 1.1 
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percentage points, respectively, in the annual growth rate. On the demand 
side, the final consumption of the population, investments of private sector and 
the narrowed current account deficit supported the economic activity. Positive 
developments, as the rise in employment, the fall of unemployment rate and 
the increase in wages characterised the labour market. Fiscal policy remained 
on the consolidating side throughout the period, as fiscal revenues grew at a 
higher pace than expenditures. Inflationary pressures have been declining, but 
inflation rate persisted above the Bank of Albania’s target. Accordingly, the 
Bank of Albania continued the normalisation of monetary policy, by increasing 
the policy rate to 3%, in March 2023.

In financial markets, the interest rates, overall, have decelerated 
considerably the increasing speed, while recoding a fall across certain 
segments compared to the previous six- month period. Despite the increased 
volume of issuance during the period, the average yield on government debt 
securities declined. In 2023 H1, the issuance of the domestic debt securities 
of Government amounted to around ALL 230 billion. The whole issuance was 
dominated in the domestic currency. This volume was higher compared to the 
previous six-month periods, mainly due to the increase in the issuance of long-
term securities.

During the period, the weighted average yield on all maturities of securities 
issued in lek reduced by 0.3 percentage point, reaching at 4.4%. By maturity 
term, the average yield on short-term securities reduced by 0.3 percentage 
point to 4.1%; while the average yield on long-term securities reduced by 0.7 
percentage point to 5.1%.  The bidders’ offer was high and in most cases it 
has met the government’s borrowing needs. The fall in yields in most securities 
has led to a reduction in the Government debt and has reflected the investors’ 
expectations for a gradual decline in inflation rate. The volume of transactions 
carried out in the secondary markets of securities remain low. During the 
period, the volume of financing transactions in the interbank market grew 
considerably. The increase of the volume of one-week transactions provided 
the main contribution in this regard. The interest rates on interbank transactions 
increased slightly, by closely following the performance of the policy rate and 
reflecting the monetary policy decisions of the Bank of Albania. In line with 
the performance of foreign currency flows in the balance of payments, with a 
pronounced contribution of inflows from tourism services, the lek exchange rate 
appreciated considerably and in a fast manner during the period. The Bank 
of Albania has continued to hold auctions for euro purchasing, pursuant to the 
scheduled published priority, to increase the foreign reserves.

In the residential real estate market, prices increased as the demand 
remained stable. According to the tailored-made survey of the Bank of Albania 
with the agencies of real estate and construction companies, it results that sales 
have been high compared to the two previous six-month periods, while the 
number of properties sold has declined. The continued increasing bank credit - 
though at a slower pace from the previous six months - supported the demand. 
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During the period, banks eased the overall conditions on this credit. Demand 
from non-residents was present, remaining relatively stable in the last two years.

Overall, assessments show the supply has fluctuated during the period, though 
in short terms it has remained stable. Outstanding credit for construction has not 
shown significant changes during the period. Construction costs as expenses 
for energy, construction materials and wages picked up. The Survey shows that 
the Fischer House Price Index at country level rose by 11.6% in semi-annual 
terms, returning to the average level of the previous year. Prices of houses in 
Tirana have shown the same performance. Reports of agents on the conducted 
transactions show that the share of transactions for which the selling price is 
equal to the asked price has trended upward. Also, rent prices increased. 
Agents maintain a positive attitude regarding the performance of the housing 
market in the short term, and remain optimistic about its performance in the 
longer-term horizon.

The core infrastructure for the clearing and settlement of payments continued 
to operate effectively and securely. AIPS and AECH recorded a considerable 
growth in both the number and value of transactions in lek processed through 
them. The number and value of banks customers’ payments increased compared 
to the same period of the previous year. Meanwhile, payments by cards have 
become the main instrument in payments and have increased considerably 
in terms of both number and value. In the first half of 2023, the values of 
payments processed in the new AIPS-EURO have known a significant increase. 
This system processes payments denominated in the euro only for clients within 
Albania. In turn, benefits in the form of reduced costs of these payments for the 
users of the system, have been augmented.

Indicators on the financial situation and debt burden of enterprises and 
households have displayed no significant changes. During the period, 
interest rates on loans to enterprises increased, while the lek exchange rate 
appreciation has contained the increasing rate of this loan and has somewhat 
changed its composition by sector. Loan demand form enterprises appeared 
somewhat subdued while the needs for liquidity and to refinance debt, as 
interest rates went up, bolstered this demand.

In the second quarter, banks tightened the overall terms and conditions on new 
loans to enterprises, particularly on risky loans. Nevertheless, banks reported 
optimistic expectations about the overall demand for loans from enterprises 
for the rest of year. According the Bank of Albania’s survey, most enterprises 
reported financial profits during the period, but the performance of sales and 
financial result is assessed somewhat weaker than in the previous six months. 
Expectations of enterprises regarding the performance of investments and the 
activity continue to remain optimistic, despite the problems related to finding 
the market, the increase in production and labour costs, as well as finding of 
qualified staff. The share of borrowing enterprise declined slightly during the 
period. The debt burden, in the form of debt/equity ratio and in the form of 
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its servicing to the income of the enterprise, is estimated at affordable levels 
for most of enterprises, and with no significant changes from the previous six 
months. Nevertheless, enterprises expect a deceleration of loan demand in the 
second half of 2023. In a longer-term view, statistics of financial accounts up 
to 2021, show that enterprises in years have narrowed the debtor position to 
the banking sector. Enterprises, to finance the activity, preferred other sources, 
amid which the increase of liabilities (in the form of foreign direct investments) 
to non-resident sector is more pronounced. Households maintain a pronounced 
positive balance between their financial assets and liabilities.

Credits from domestic financial corporates account for most of households’ 
liabilities, but their value is many times lower than the value of deposits with 
banking sector.  Loans to households expanded during the period despite the 
continued increase in the average interest rate. The need for consumption and 
real estate purchase supported the loan demand. Banks expect this demand to 
remain stable in the next period.

In the second quarter of 2023, banks maintained the credit terms and conditions 
unchanged, though they increased the loan rejection rate mainly due to the 
factors related to the history from the credit registry and the level of disposable 
income. Results from the Bank of Albania’s survey show that, despite the 
fluctuations, the share of borrowing households and their creditworthiness do 
not show considerable changes from the previous period.  Households assess 
that their creditworthiness has been reduced due to the surge in prices, but less 
than in the previous six months.  Despite the more optimistic expectations on 
their creditworthiness in the next six months, households expect their demand 
for loans to decline in the second part of year due to the increase in interest 
rates.

During the first half of 2023, the share of financial system assets to Gross 
Domestic Product (GDP) fell by around 4 percentage points, to 92.1%. 
This performance reflects the fact that the annual GDP growth rate was higher 
compared to the performance of the balance sheet of the financial system, 
when the effect of the exchange rate appreciation is also factored in. Banking 
sector was the main contributor to this decline by almost 4.3 percentage 
points. Within the financial system, the banking sector continues to dominate 
accounting for almost 91% of total assets. The exposure of the banking sector 
to the non-banking sector remains low and stable, while the sensitivity of the 
non-banking sector to the activity of the banking sector remains high, but has 
declined slightly during the period. The Bank of Albania regularly monitors 
correlation indicators within the periodic assessment of systemic risks. 

The balance sheet of banking sector contracted slightly during the period, 
under the reducing statistical effect of the lek exchange rate appreciation. 
Total assets declined by around ALL 14 billion or by 0.7%. By asset items, the 
fall in the reported value of treasury and interbank operations mainly contributed 
in this performance, coupled with the contraction of credit, where the use of 
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foreign currency is relatively higher. On the other hand, the banking sector 
increased investments in securities and reduced provisions for assets. On the 
liability side, the main reducing impact of the lek exchange rate appreciation 
was felt in the reported value of deposits and capital. In annual terms, the 
total balance appears expanded, by around 3.2%. Despite the impact of the 
exchange rate effect, the share of assets and liabilities in foreign currency to 
the total balance has remained stable, at 50-52%. The net creditor position 
of the banking sector to non-residents remained close to 20%. The banking 
soundness index indicates a slight improvement in the position of the sector 
during the period, mainly on the back of the good performance of the financial 
result. In a longer term, the performance of this index reflects the improvement 
of the activity of the banking sector in terms of asset quality, capitalization and 
liquidity.

During the period, outstanding credit declined slightly, while it increased 
somewhat in annual terms by 2%. The annual growth rate of credit, adjusted 
for the reducing effect of the lek exchange rate, would have been around 
7%. Loans to households and loans in lek, showed a good performance. 
Loans to residents also were up, though accounting for a low share in the 
total outstanding credit. Outstanding stock of unhedged foreign currency loans 
decreased during the period in annual terms. This fall is noted in both absolute 
and relative values, even more when this portfolio is stated in the original value 
(foreign currency).

The fall in the unhedged foreign currency loans to enterprises granted mainly 
for business development and trade provided the main contribution in this 
performance. Unhedged foreign currency loans to households, mainly oriented 
towards real estate purchase, increased slightly. The new loans granted during 
the period were close to the average level of the last year. They reflected a 
better performance of the loan flow in foreign currency, while the loan flow 
in the lek did not change. Overall, during the period, banks have been more 
cautious in granting new loans, as their rejection rates for applicants, both 
enterprises and households, have increased. Over the last few years, the ratio 
amid sectors in the flow of new loans has continued to increase in favour of 
that for households. This loan was used mainly for the purchase of real estates. 

In terms of deposits, those denominated in lek grew by around 0.6%, while 
those in foreign currency contracted by around 2%. Compared to the previous 
year, deposits by lek and foreign currency grew by around 3%, respectively. 
The deposits growth rate, corrected for the reducing effect of the lek exchange 
rate appreciation, would be 5% during the period, and 15% from the previous 
year. The slower growth of deposits in lek reflected the expansion in the current 
accounts of enterprises and households. Meanwhile, the performances of demand 
and time deposits have compensated each-other. The growth in foreign currency 
deposits, dominated by deposits in the euro, reflects the growth in time deposits 
of households and current accounts in both sectors. Interest rates on new deposits 
have continued to increase, though remaining lower than the average interest 
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rate on the overall stock in lek and foreign currency. Flows of new deposits 
denominated in foreign currency grew considerably during the period.

Indicators on the capitalisation of the activity appear on adequate levels, while 
financial results improved considerably. During the period, capital adequacy 
ratio rose by 0.2 percentage point, to 19%. The fall of risk-weighted assets 
provided the main contribution in this regard, while regulatory capital contracted. 
These changes reflect to a considerable extent the diminishing effect of the 
lek exchange rate appreciation. The financial leverage ratio increased slightly 
during the period, remaining above the minimum requirement of the regulatory 
framework.

In order to meet the best standards in the field and strengthen the sustainability 
of banking activity, the Albanian legislation lays down certain requirements 
for improving the capital structure of banks. These requirements mainly refer to 
macroprudential capital buffers for regulatory capital instruments and eligible 
liabilities. In certain cases, yhey are translated into higher requirements on 
capital values against the current values, which should be met in a period of 
some years.  At the end of the period, data show that the banking system, overall, 
records a sufficient capital surplus to meet the current demands.  Nevertheless, 
the fall in the regulatory capital and the increase in capital requirements to banks  
drove to the reduction of this surplus in the last 12 months.  Bank, to strengthen 
capital positions during the period, increased reserves from retain earnings, 
while augmenting the use of subordinated debt. Thus, maintaining sufficient 
net capital surpluses available to meet the expected levels of the above capital 
requirements, at the bank level, is important to ensure their implementation as 
defined in the regulatory framework.

The net result and profitability indicators of the banking sector have recorded 
a robust increase compared to a year ago, mainly as a result of the significant 
growth in net interest income, and concentrated in foreign currency business. As 
at end of 2023 H1, the accumulated net profit of the banking sector amounted 
around ALL 15 billion, almost twice as high as the profit realized in the previous 
year. The increase in profit is reflected in higher average profitability indicators 
of the banking sector, where the return on assets (RoA) was 1.6% and the return 
on equity (RoE) 16%, against 0.7% and 7.2%, respectively, in the previous 
year.  The increase in net interest income reflected the increase in interest 
income (from loans, investments in securities) at a more rapid pace than that of 
expenses for interests (deposits, loans received).

Non-interest income were also upward, reflecting a better performance 
of investments in financial instruments. The considerable reduction of losses 
from investments in financial instruments impacted positively the net result of 
banks.  Meanwhile, the growth in total provisions, mainly due to the increase 
in provisions for credit risk, had a negative impact on the financial result of 
the baking sector. The much better performance of income compared to the 
increase in operating expenses improved the coverage level of the latter.  
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During the period, the operating expenses to income ratio fell sharply, to 53%.

Overall, the Albanian economy and the domestic financial system displayed 
a good resilience against the risks of the period, but challenges remain 
present. Inflationary pressures - on the back of coordinated economic and 
monetary policies and a more adequately balanced prices in international 
markets - have been declining, but the inflation rate persists above the Bank of 
Albania’s target.
 
The lek exchange rate appreciation reflected the extraordinary performance 
of tourism, though it generated fluctuations in some financial indicators.  
Nevertheless, the Albanian economy and financial system performed in a 
stable manner, even in the context of high interest rates. In national level, the 
geopolitical developments still maintain a high uncertainty level.

Asked for the assessments on the risks to their activity, banks evidence 
- alongside to those related to inflation and international developments - 
also other risks related to the speed of exchange rate fluctuations or cyber 
protection. Meanwhile, banking sector should maintain a prudential monitoring 
on its exposure to real estate market and maturity gaps between assets and 
liabilities, as well as to the impacts from movements in interest rate. Pursuant to 
the macro-prudential policy, the Bank of Albania is working on strengthening 
the regulatory framework with a view to the interaction of bank activity with 
the real estate market. To this end, it is important that economic policies aim 
at safeguarding the macroeconomic stability, while financial institutions and 
supervisory authorities maintain a prudential monitoring of developments in 
the financial activity and undertake the necessary actions for enhancing the 
resilience of financial system and avoiding risks to financial stability.

In terms of specific risks to banking sector activity, it is estimated that: 

During the period, credit quality declined slightly. The stock of outstanding 
non-performing loans increased slightly, reaching at the level of the previous 
year, around ALL 37 billion, while the non-performing loans ratio was up to 
5.2%. The fall in quality is noted in the category of short-term loans, in business 
sector, in the credit portfolio denominated in the domestic currency and in 
foreign currency loans unhedged against the exchange rate. The expansion of 
the stock of non-performing loans is related to the reclassification of performing 
loans towards the less performing classes and to a lower volume of write-offs 
and repayments of non-performing loans. Nevertheless, the new flows of non-
performing loans reduced compared to the previous year, due to the increase 
in their level of repayments. The provisioning coverage ratio for non-performing 
loans increased slightly during the period, to 65%, as a result of the greater 
growth in the stock of provisions as a ratio to the expansion of outstanding non-
performing loans. Collateralisation of loans appears at good levels and slightly 
up during the period.  By type of collateral, only the loans collateralised in the 
form of real estate recorded an improvement of credit quality.
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The liquidity position of the banking sector remains at good levels and 
the liquidity indicators continue to remain notably above the regulatory 
thresholds. Compared to the previous six months and previous year, banks 
own a somewhat higher volume of liquid assets as a ratio to both total assets 
and short-term liabilities. During the period, the negative gap between short-
term assets and liabilities increased. Meanwhile, the difference between the 
average maturity of assets and liabilities, decreased, mainly affected by the 
reduction in the average maturity of assets.

Overall, the exposure of the banking sector to market risks remains 
contained, but prudential monitoring of these risks is needed. During the 
period, the exposure of the banking system to direct and indirect risk from the 
exchange rate has been declining. The foreign currency position has been 
reduced in terms of regulatory capital and is determined by the narrowing of 
the open position at systemic banks. Even the indicator that reflects the indirect 
exposure to exchange rate risk for this group of banks stands below the average 
value of the banking sector. The exposure of the banking sector to direct interest 
rate risk has decreased during the period, remaining significantly below the 
upper regulatory limit. The banking sector is more exposed to interest rate risk 
for positions in lek, those with variable interest rates and medium-term maturity.

In view of possible continuous increase in interest rates and the impact of higher 
rates on borrowers’ credit worthiness, banks should remain attentive regarding 
the possibility of interest rate risk transfer into a credit risk. At the same time, the 
rise in interest rates may also affect the fall in the value of securities portfolio, 
which are classified as disposable for sale. The tailored-made stress-testing 
exercises on vulnerabilities suggest that the existing outstanding capitals of 
banks are sufficient to withstand the effects of a further increase in interest 
rates, by assumed scenarios. It is crucial that banks test their resilience against 
unfavourable interest rates movements, carry on the measures that actively 
manage balance sheet positions which are vulnerable, and act to strengthen its 
sustainability when necessary.

The results of the stress-testing exercise support the assessments on the good 
financial position of the banking sector, though evidencing the increased 
vulnerability to the assumed stress scenarios. The Bank of Albania conducts 
stress-testing exercises on a regular basis, in order to assess the banking 
sector’s resilience against shocks from the real economy or financial markets 
in the medium-term horizon. The stress tests on capital adequacy or borrowers’ 
solvency shows the degree of resilience of individual banks in terms of capital, 
and aims to identify their ability to withstand assumed shocks on economic 
growth, credit, exchange rate, and interest rates.

Overall, the tests carried out for the end of 2022 and extended across the 
2023-2025 period, indicate that the banking sector is resilient to the assumed 
macroeconomic shocks. In addition, results show that specific banks are more 
vulnerable against assumed shocks. In conclusion, the Bank of Albania assesses 
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that the financial system and the banking sector have continued to perform in 
a stable manner in the first half of 2023. However, the uncertainty surrounding 
the international developments, the vulnerabilities originating from information 
technology advancements, and the exposures to credit and market risks, still 
pose challenges to the Albanian economy.

As a result, it is necessary that in the medium term banks strengthen the overall 
control systems and enhance investments to guarantee the sustainability and 
safe use of the technologies they employ. In the shorter term, it is pertinent 
for banks to preserve and strengthen the capitalisation levels of the activity, 
pursuant to the regulatory requirements to meet the eventual financial losses as 
signalled by stress test exercises.

As always, the Bank of Albania will carefully monitor the developments in the 
banking sector and in the macroeconomic and financial indicators. The Bank 
of Albania, through closely communicating with banking industry, the other 
public authorities and with the international financial institutions, will act in a 
proactive manner to safeguard the macroeconomic and financial stability in 
Albania.
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1. MACROECONOMIC DEVELOPMENTS

1.1 FINANCIAL STABILITY MAP

The financial stability map shows an overall contained and declining level 
of risks from the macroeconomic environment. There is a mitigation of the 
overall level of risks related to the developments in the domestic economy, the 
government sector and the external environment, compared to the previous 
year, while the assessed risk levels from households and enterprises sectors 
remained almost at the same level. Regarding the activity of the banking sector, 
overall risks has been declining, with the exception of risk from “liquidity and 
funding” which was slightly up.

RISKS IN THE OVERALL ECONOMIC ENVIRONMENT

Risk from the “domestic economy” is rated as 
“average” during the period, as a result of the 
positive performance of Gross Domestic Product 
(GDP), reduction in the external debt and the effect of 
the appreciation of the domestic currency exchange 
rate. At the same time, inflation risk remains above 
the average level, but it trended downward as a 
result of the slowdown in price surge.

Risk from the “external environment” has mitigated 
compared of the previous year, declining below the 
‘’average‘’ level. This performance is related to the 
drop in unemployment rates in the countries where 
most of the Albanian immigrants work and live, 
and the drop in oil prices during the period, which 
have balanced the risk increase from the economic 
slowdown of trading partners and the significant rise 
in short-term interest rates across international markets.

During 2023 H1, the risks 
monitored by the Financial 
Stability Map have been at 
contained levels and overall 
downward.

Compared to the previous 
year, the internal and 
external economic 
developments, as well as 
the governments sector, 
contributed positively to this 
progress. Risk levels from the 
households and enterprises 
sector have remained almost 
unchanged.

Risks related to the banking 
activity are under control, 
when the improvement of 
financial performance and 
the stability of capitalization 
levels have maintained good 
levels of risk tolerance.

Chart 1 Financial Stability Map

*Risk is assessed as: low for scores 0-3 in the map, average for 
scores 4-5, moderate for scores 6-8 and high for scores 9-10. The 

closer to the center, the lower the risk.
Source: Bank of Albania.
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RISKS RELATED TO THE ACTIVITY OF AGENTS IN THE REAL ECONOMY3

Risk from household and enterprise sectors is rated as “low”, without crucial 
changes from the previous year. In regard to households, the deepening of 
the negative gap between borrowing ratio to GDP, and its long-term average, 
has increased the risk rate, but this was balanced by the improvement of the 
credit quality indicator and the growth of remittances. The risk from other factors 
related to this sector, such as the unemployment rate, households’ expectations, 
has almost remained unchanged. In the case of enterprises, the deepening 
of the negative gap of borrowing ratio to GDP has also contributed to the 
increase of risk from this sector, but this was balanced by the improvement of 
the financial situation index, while the indicators of the enterprises’ expectations 
and the quality of their portfolio, have remained at the same levels of the 
previous year. Risk from “Government” is assessed as “low,” and mitigated 
during the period as a result of the increase in the share of TAX revenues to 
GDP (as quarterly flows) the contraction of the public debt ratio to GDP and 
positive values in the budget balance in the first two quarters of 2023.

Chart 2 Annual change of the risk rating by sector

Source: Bank of Albania.
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GOVERNMENT- JUNE 2023 CAPITAL AND PROFITABILITY - JUNE 2023 

RISKS TO THE ACTIVITY OF THE BANKING SECTOR 

Risk  from “Capitalisation and profitability” is assessed as “low”, and 
downward compared to the previous year, mainly as a result of the increase 
in interest income to assets and the further decline in non-performing loans 
ratio. Risk from “funding and liquidity” remained at the “average” level, slightly 
increasing during the period as a result of the slowdown in the growth of 

3 Assessments have been conducted based on the latest published official data, 2022 Q3.



Financial Stability Report, 2023 H1 Financial Stability Report, 2023 H1

22Bank of Albania

households’ deposits. The risk associated with the banking sector structure 
is assessed as “average” and downward compared to the previous year, 
dictated mainly by the improved indicators of the concentration in bank credit 
and financing sources of the banking sector.

1.2 EXTERNAL MACROECONOMIC ENVIRONMENT

Global Economy has grown positively during 2023 H1, but at a slower pace 
and unevenly across regions and sectors of the economy. During the first quarter 
of the year, global economic activity continued to recover steadily from the 
consequences of the pandemic and the war in Ukraine, positively affected by 
China’s economic reopening and the strengthening of the US labour market. At 
the same time, the decrease in energy prices and finding some kind of balance 
despite the consequences of the war in Ukraine helped the recovery of global 
production and supply chains. Activity was dominated by the recovery of the 
services sector and consumption, while the performance of the manufacturing 
and trade sectors remained more subdued. The performance of macroeconomic 
indicators shows for a slowdown of the activity in the second quarter of the 
year, affected by the weakening of production and investments, as well as the 
further tightening of financial conditions in most countries.

Inflation on a global scale slowed down due to the drop in energy and food 
prices, whereas inflationary pressures have, overall, remained above the target 
aimed by central banks, driving the latter to continue with the normalization of 
monetary policy. This is what the US Federal Reserve, the European Central 
Bank and the Bank of England have done. As expected, the increase in 
policy interest rate was accompanied by an increase in financing costs and 
a slowdown of lending. The public debt cost increased as well, whereas the 
public investments narrowed, more noticeably in countries with lower capacities 
for revenue collection. In fulfilling their mandate for controlling inflationary 
pressures, central banks are paying attention to the effects of monetary policy 
normalization on the balance sheets of the financial system and real economy 
agents.

As a matter of fact, the volatility was high in international financial markets 
during the period. The bankruptcy of several local banks in the US, including 
the Silicon Valley bank, and the bankruptcy of Credit Swiss in Switzerland in 
March 2023, significantly increased concerns regarding the banking sectors 
soundness. The relevant authorities in the US and the Switzerland intervened 
in a timely manner, supporting the liquidity of the markets and facilitating the 
receivership and absorption of troubled banks. As a result, markets avoided 
panic and largely recovered losses in assets values, though uncertainties remain 
present.

Global economic activity has 
expanded over the period, 
with the main contribution from 
services and consumption, amid 
the recovery in production and 
supply chains and despite the 
continued tightening of financial 
conditions in most countries. 
Inflationary pressures have 
been declining following the 
drop in commodities, energy 
and food prices. However, 
they remained above the target 
levels of Central Banks, thus the 
normalization of monetary policy 
continued, leading to tighter 
financial conditions. Volatility 
in the financial and securities 
markets was high, thus by raising 
concerns about the financial 
resilience of economic agents 
and financial institutions.

In regard to the future 
developments of the global 
economy, uncertainty remains 
high. This is dictated by the 
persistence of inflationary 
pressures, the tightening of 
financial conditions and the 
escalation of the war in Ukraine. 
These factors will continue to 
weigh on consumption and 
investments, causing the global 
economy to expand at a 
slower pace. Forecasting the 
performance of global economy 
is becoming more and more 
difficult due to the evidence of 
numerous and structural impacts 
resulting from the climate change 
and technological developments.

The economic performance of 
the euro area has been similar 
to that of the global economy. 
Economic expansion was slow 
and has been supported by 
the good performance of the 
service and transport sectors. 
Labour market was relatively 
tight, and the growth of income, 
even though has somewhat 
mitigated the eroding effect of 
inflation, has further emphasized 
the contribution of the domestic 
factors supporting it. As a result, 
inflation rate remained above 
the European Central Bank 
target, which continued with the 
normalization of monetary policy. 
The latter was followed by the 
overall increase in interest rates in 
the market and financial products. 

Despite the uncertainties, the 
economic growth of the euro area 
is expected to rebound by the 
end of the year. Interest rates will 
remain relatively elevated, as the 
presence of inflationary pressures 
may lead to further tightening of 
monetary policy.
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Currency prices in foreign exchange markets have reflected the market’s 
reaction in regard to the pace of normalisation of the central banks’ monetary 
policy and the expectations on the economic recovery in specific regions.  The 
euro has generally continued the appreciation against the main currencies, 
such as the US Dollar, the British Pound and the Swiss franc, but depreciated 
against the currencies of the developing countries.

Commodity and food prices and declined considerably compared to  
the previous year, affected by the weakening of global demand and the 
normalization of supply chains. Despite this, inflationary pressures on food 
prices remained high, especially in recent months when the possibility of 
Russia’s withdrawal from the Black Sea agreement that allowed safe export of 
Ukrainian grains to international markets grew. In the energy markets, the price 
of natural gas fell during the period, reflecting: the decrease in demand for gas 
in Europe, following the provision of target reserves and measures to replace 
the Russian gas. In the oil markets, the weakening of global demand for oil, 
exceeded OPEC+’s quota, resulting in further declines in oil prices during the 
period.

In the short-and-medium term experts expect a further slowdown of the 
economic activity for the remaining of 2023 and during 2024, driven by the 
tightening of financing conditions and rising borrowing costs, as well as from 
the weakening of consumption and investments as a result of the eroding of 
purchasing power. According to the IMF4, the economic growth of advanced 
countries is expected to slow down to 1.5% for 2023 (from 2.7% in 2022) 
and 1.4% in 2024, while the growth of emerging regions is expected to 
remain at 4% during this year and 4.1% in the upcoming year. Inflation rates 
are expected to continue to decrease during the next period, but at a different 
pace amid regions, affected by the pace of monetary tightening, the level of 
exposure to volatility in currency exchange rates and the price in commodities.

The IMF forecasts that the global inflation will fall on average to 6.8% in 2023 
and to 5.2% in 2024, (from 8.7% in 2022), remaining above the target levels 
of central banks in most countries. The short-time economic outlook remains 
surrounded by high uncertainty, influenced by risk mainly related to the future 
dynamics of inflation, the economic costs as a result of monetary tightening and 
the escalation of the war in Ukraine. Short-term risks seem to be developing ias 
structural changes are vecoming ncreasingly vulnerable to the world economic 
outlook, related to climate change and technological developments.

EURO AREA

The euro area economy grew at a slow pace during the first half of 2023. 
There was no increase in the activity in the first quarter of the year, mainly 
reflecting the decline in domestic demand and consumption, but it improved 
4 The IMF forecasts that the global economy will slow down at 3.0% in 2023 and in 2024 

(from 3.5% in 2022) (World Economic Outlook, update).
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moderately in the second quarter. This was dictated by the recovery of the 
service sectors, while the performance in the manufacturing and construction 
sectors was negatively affected by the drop in demand and the tightening of 
financial conditions, deepening the divergences among sectors.

Experts forecast that this trend will extend into the third quarter and the GDP of 
the euro area will continue to grow slowly supported by stable demand in the 
service sector, especially in tourism and transport, falling energy prices and 
stable conditions in the labour market. The increase in employment and income 
in the euro area has mitigated the decline in purchasing power as a result of 
the surge in inflation. These factors are expected to balance the weakening of 
global demand, the decline in private consumption and the ongoing tightening 
of financing conditions. Despite the normalization of supply chains, the growth 
in exports from Europe is expected to be subdued due to the weakening of 
external demand and the appreciation of the euro.

The average inflation rate declined steadily reaching 5% in June (from 6.1% 
in May), mainly due to the drop in energy prices, while food inflation persists 
to be high. The external factors of inflation have mitigated during the period, 
while the effect of internal factors, such as the growth in income, is becoming 
more and more dominant in its dynamics. In regard to the labour market, 
conditions overall remained stable and the unemployment rate stabilized at 
6.5% in May, down by 0.2 p.p compared to the previous year. Employment 
dynamics were positive, but the differences across sectors are becoming more 
and more notable.

Developments in the European financial markets reflected the actions of the 
European Central Bank’s monetary policy and the expectations regarding the 
inflation progress. However, with the exception of some short-term volatilities 
driven by issues in the banking sector in the US and Switzerland, values 
and spreads remained generally stable over the period. At the same time, 
the monetary policy transmission is reflected in increased deposit rates and 
further tightening of lending standards to households and enterprises. During 
the period, loan interest rates increased while the demand for credit continued 
to moderate, increasing the probability of its quality worsening.

According to the latest forecasts published by the ECB, the expansion of 
economic activity in the euro area is expected to remain weak in 2023 
Q3 and begin to rebound further in the next quarters. In the short term, the 
economic outlook of this region will continue to be affected by the issues that 
remain present in the supply chains, inflation stability and the high level of 
uncertainty related to war in Ukraine. In the longer term, the growth is expected 
to be driven by the strengthening of external demand, while energy and food 
prices are expected to show lower volatility.
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On the other hand, the transmission of monetary tightening in the real economy, 
in parallel with the discontinuation of fiscal support schemes, is expected to 
suppress domestic demand in the medium term. Despite the decline, inflation 
in Europe is expected to remain elevated for a long time, for this reason the 
ECB remains engaged in its mission to bring it back to the targets, while 
safeguarding the economic and financial stability in the region.

Table 1 Selected macroeconomic indicators for the U.S. and euro area
GDP change (annual %) Annual inflation (annual %) Unemployment (annual %) Government debt (% of GDP)

2023* 2023 Q1 23 Q2 March ‘23 June ‘23 March ‘23 June ‘23 2022 Q4 2023 Q1

USA 1.8 2.0 2.4 5.0 3.0 3.5 3.6 120.2 118.6

Euro area 0.9 1.1 0.6 (0.3): 6.9 5.5 6.5 6.4 91.5 91.3

Germany -0.3 -0.3 -0.1(0.0) 7.38 6.8 3.0 3.0 66.2 65.9

France 0.8 0.9 0.9 (0.5): 6.7 5.3 7.0 7.1 111.8 112.4

Italy 1.1 2.0 0.6(-0.3) 8.1 6.7 7.8 7.4 144.4 143.5

Greece : 2.1 : 5.4 2.8 11.4 11.1 171.3 168.3
Source: ECB, Eurostat, *-IMF Assessment (July 2023), Economic Analysis Office; Bureau of 
Economic Analysis (US Bureau of Labour Statistics.);’’: “- “: no available data.  
** In brackets are the quarterly GPD growth.

THE WESTERN BALKANS

The economic growth of the Western Balkans was 1.7% in 2023 Q1 (from 
1.6% in the previous quarter), supported by the good performance of net 
exports and investments. In annual terms, employment increased in the first 
quarter, but unemployment rates fluctuated between countries, increasing in 
some of them. The expansion of economic activity and the increase in prices 
contributed to the increase in budget revenues from taxes and to the improvement 
of the fiscal balance in all countries. This progress has resulted in the reduction 
of public debt in relation to GDP, however Albania and Montenegro continue 
to hold the highest values, 63.3% and 66.1%, respectively.

The stable growth in the exports of services, the increase of remittances and 
the reduction of the trade deficit, in the external sector, contributed to the 
improvement of the current account at the end of the first quarter. Inflationary 
pressures in the region mitigated, dictated by the slowdown in the inflation of 
energy and food prices. Inflation rates decreased to single-digit values in most 
countries, but remained beyond the target levels of central banks, so the latter 
implemented further increases in the key interest rate.

Lending activity continued to expand in all countries of the region, but 
at a slower pace. Non-performing loans ratio has been overall stable. The 
increase of interest rates is expected to negatively impact the credit quality in 
the medium-term, but this effect is estimated to be moderate.

Up to 2023 Q1, the Western 
Balkans economies expanded 
but at a relatively low average 
rate. The good performance 
of net exports (supported by 
tourism services) and investments 
have impacted this trend. Fiscal 
indicators improved significantly. 
Despite the decline in inflationary 
pressures, inflation rates remain 
above the target of central banks. 
Under the conditions of monetary 
policy normalization, interest rates 
have been increasing whereas 
credit growth has slowed down. 
Credit quality in the region 
remained stable, at relatively low 
levels. However, the increase in 
interest rates may drive the credit 
quality to moderately decrease.
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Table 2 Key macroeconomic and financial indicators for the Western Balkan 
countries.

GDP (real, annual %) Unemployment 
(in %)

Credit growth (% 
annual)

Non-performing loans 
ratio (in %)

2022 Q4 2023 
Q1 2022 2023p 2022 

Q4
2023 

Q1
2023 

Q1 2023 Q2 2023 Q1 2023 Q2

Bosnia and Herzegovina 1.9 1.1 4.0 1.5 14.3 13.3 4.5 3.9 4.2 :
North Macedonia 0.6 2.1 2.1 2.0 14.2 13.4 7.6 6.5 2.8 :
Montenegro 3.3 6.1 6.1 3.0 14.9 15.8 11.1 8.5 5.6 5.5
Kosovo 3.6 3.9 3.5 : : : 15.2 15.1 1.8 1.9
Serbia 0.5 0.7 2.3 1.9 9.4 10.1 5.1 1.3 3.0 :
Albania** 4.4 2.7 2.9 4.8 11.0 11.4 3.3 1.7 5.1 5.2

Source: European Commission, respective central banks. Explanations f- Forecast of ECFIN for 
January, 2023; ‘:’ no available information; “*”:  data refer to November 2022; “**”: data 
refer to December 2022.

1.3 MACROECONOMIC ENVIRONMENT IN ALBANIA

THE REAL SECTOR AND THE LABOUR MARKET
The Albanian economy continued to expand during the period, and the 
annual growth rate was 3.2% at the end of the second quarter of the year5. 
From a sectoral perspective, economic growth was broadly-based, with the 
service and manufacturing sectors contributing by 1.9 and 1.1 percentage 
points, respectively to the annual growth rate. The data for the period show 
that the growth came mainly from the activities classified as “construction”, 
“real estate” followed by the sector of “public administration, education and 
health” and that of “entertainment and leisure”6. From the demand perspective, 
expansion in economic activity was broadly based, underpinned mainly by the 
investments of the private sector, government final consumption and narrowing 
of the current account deficit. Economic sentiment indicator rose, signalling for 
improved confidence in the industry, construction, trade and consumer sectors.

Employment grew by 2.7% in annual terms. This trend reflected the increase 
in the total number of employed persons in the private sector, mainly in the 
services and agriculture sectors. As a result, the unemployment rate fell to 
10.7% from 11.1% in the previous year. Unemployment rate for the 30-64 
age group is 7.7%, or around 1.0 percentage point lower compared to the 
previous year, while unemployment of youth (aged 15-29 years) increased to 
22.3%, recording an annual growth of 2.1 percentage points.
 
The wages continue to increase in the public and private sectors. In annual 
terms, the average growth rate in wages7 reached to 17% during the second 
quarter of the year, reflecting the growth of wages in the private and public 
sectors, more sensitive in the case of the latter. In the private sector, wage 
growth has spread across all sectors, but has been more pronounced in the 
services sector.

5 Annual GDP growth in 2023 Q1 was 2.8%; while in the second, third and fourth quarter of 
2022 it was about 3.2%, 4.9% and 4.4%, respectively.

6 These sectors grew respectively by about 15%, 12%, 5% and 12% in annual terms.
7 Average monthly gross wages.  

The Albanian economy continued 
to expand during the period, and 
the annual growth rate was 3.2% 
at the end of the second quarter 
of the year 

From a sectoral perspective, 
economic growth was broadly-
based, with the service and 
manufacturing sectors contributing 
by 1.9 and 1.1 percentage 
points, respectively to the annual 
growth rate.

On the demand side, economic 
activity was supported by the 
private sector investments, final 
consumption, and narrowing of 
the current account deficit. The 
latter is dictated by the strong 
performance of net revenues from 
tourism services.

The labour market was 
characterized by positive 
developments such as the 
increase in employment, the 
decrease in the unemployment 
rate and the increase in wages. 
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MONETARY AND FINANCIAL DEVELOPMENTS

Inflation performance was downward during the period. In the second quarter 
of the year, the average annual inflation rate was 4.6%, compared to 6.5% in 
the first quarter. This performance reflected the decline in imported inflation, as a 
result of the drop in prices in global markets and the significant appreciation of the 
domestic currency. On the other hand, the stable economic growth, the positive 
developments in the labour market and the increase in wages contributed to the 
increase of contribution of internal factors on inflationary pressures. Hence, the 
Bank of Albania continued with the normalization of the monetary policy, which 
was materialized with the increase of the policy rate at 3.0%8. According to the 
statement of the Supervisory Council of the Bank of Albania at the end of the period, 
inflation is expected to decline during 2023 and return to the target in 2024 H1.

During the period, fiscal policy was consolidating. 
At the end of June 2023, the budged balance had a 
positive surplus of around ALL 46 billion, compared 
to the surplus in the previous year, of ALL 15 billion. 
In terms of GDP, the fiscal surplus was estimated at 
2.5% of GDP, from 1.5% in the same quarter of the 
previous year. The expansion of the fiscal surplus in 
annual terms was due to the increase of revenues, 
from taxes and customs, by around ALL 41 billion 
or by 15%. On the other hand, expenses increased 
by around ALL 10 billion or 4% and were oriented 
toward the current ones. The increase in the positive 
surplus of the budged balance, unmatched with the 
forecasts, has maintained the consolidating trend of 
fiscal policy and the positive impact on controlling 
8 During the period, the latest decision to increase the policy interest rate was of March, when 

the policy interest rate increased by 0.25 percentage points, at 3.0%. 

Fiscal policy remained 
consolidating throughout the 
period, at a time when fiscal 
revenues grew at a higher pace 
than expenditures.

Inflationary pressures decreased, 
but inflation rate remained above 
the Bank of Albania’s target. For 
this reason, the normalization 
of the monetary policy by BoA 
continued during the period 
which led to the increase of the 
policy interest rate at 3%, in 
March.

Chart 3 Annual GDP growth

Source: INSTAT.
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the inflation. On the other hand, Law on budged provides for a much smaller 
budged surplus, and compliance with this provision will require spending at an 
accelerated pace at the end of the year. This is a structural problem that fiscal 
policy has been facing for a long time and which is determined by several 
factors. Addressing it in a consistent manner would signal an improvement of 
realization of public expenditures and an increase of their efficiency. Also, it 
would enable a better distribution of liquidity in the interbank market.

EXTERNAL SECTOR

The strong performance of net income from tourism, contributed to the 
improvement of current account surpluses. During the second quarter of the 
year, the current account stood at around EUR 0.2 billion, narrowing by around 
2% in annual terms. This trend was impacted positively by the expansion 
of positive surpluses in services (mainly in tourism) and secondary income, 
while the expansion of the trade deficit in goods, by around 22%, and the 
primary income performance contributed negatively. More specifically, exports 
of services increased by 32%, at around EUR 0.8 billion, where the main 
contribution was given by travel services and those for processing physical 
inputs owned by others. In the second quarter, travel services recorded a 
positive net surpluses at around EUR 0.4 billion, as revenues from travel services 
reached EUR 0.9 billion and increased by 29%, annually. These revenues 
reflected the increase in the number of visitors but also an increase in their 
expenses in our country. The import of goods expanded by 9%, focused on 
those for “machinery and equipment”, “vehicles’, and “base metal”, which 
have reflected the developments in construction and infrastructure. The primary 
income account reached a deficit of around EUR 0.07 billion, reflecting the 
main contribution of the performance of investments outflows, despite the better 
annual performance of revenues inflows coming from seasonal and boarder 
labour. In the case of secondary income, the positive surplus expanded by 
14%, as a result of the increase in inflows of remittances. For the second 
quarter, these flows were at around EUR 0.23 billion, increasing annually by 
20%.

The external debtor position of Albania has continued to expand at a rapid 
pace due to the increase in net liabilities of the private sector. At the end 
of 2023 Q2, Albania’s financial assets and liabilities to non-residents were 
EUR 11.3 and 20.9 billion, respectively, while the net position expanded by 
about 16% in annual terms. This deepening of the debtor position is related 
to the significant increase in liabilities related to portfolio and foreign direct 
investments9. The latter amounted at 12.4 billion by the end of 2023 Q2 and 
were about 23% higher compared to the previous year.

9 The changes in the exchange rate also contributed to the expansion of the net value of the 
country’s external position expressed in the European currency (Euro). 
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1.4 FINANCIAL POSITION OF ENTERPRISES AND 
HOUSEHOLDS 

1.4.1 FINANCIAL POSITION OF ENTERPRISES

The main sources of financing the activity of private non-financial corporations 
(enterprises) continue to be foreign investments and households capital. Loans 
from financial institutions ranks as the fourth largest source of funding leaving 
behind only the general government sector. Compared to the financial assets 
of enterprises, which at the end of 2021 were around ALL 1,550 billion, the 
claims of this sector towards financial institutions, which include those in the form 
of currencies and deposits, capital and quotas in investment funds, consists of 
about 25% of the total. Loan from financial institutions accounts for about 12% 
of the total liabilities of the business sector, calculated at ALL 3,660 billion. 
Official data show that the speed of growth of enterprises liabilities to the 
household sector and to non-resident sector is significantly greater compared to 
the growth of loan stock. Between 2017 and 20121, the net debtor position 
of enterprises to the financial sector narrowed to ALL 35 billion from ALL 140 
billion. A significant decline in both loans/deposits and liabilities/claims ratios 
of enterprises against depository financial corporations has been observed. 
This performance relates to the fact that the expansion of outstanding loan given 
to enterprises during these years has been smaller than the growth of deposits 
and other claims of enterprises against financial corporations, such as shares 
and quotas in investment funds. The same trend has been observed in the 
deposits and loans to enterprises over the course of 2022 and in 2023 H1, 
which signals a further narrowing of the debtor position of enterprises and its 
net exposure to the financial corporations sector.

Chart 6 Current account and direct foreign 
investment

Source: Bank of Albania and INSTAT.
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During the last years, enterprises 
have narrowed their net debtor 
position to the banking sector. 
Other sources are preferred 
for the financing of the activity, 
where the increase in liabilities 
(in the form of foreign direct 
investments) to the non-resident 
sector stands out.

During the period, interest 
rates for loans to enterprises 
increased, while the appreciation 
of the lek has restrained the 
growth rate of this loan and 
has somewhat changed its 
composition by sectors.

Enterprises’ demand for loan is 
somewhat weaker and is driven 
by the need for liquidity and 
the need to refinance debt, as 
interest rates increase.

During the second quarter, 
banks tightened the overall 
terms and conditions on new 
loans to enterprises, especially 
for high risk loans. However, 
banks’ expectations for the 
overall demand for loans from 
the enterprise sector for the 
remainder of the year appear 
optimistic.
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The dependency of the enterprise sector on foreign sources of financing 
continued to grow and the net position to non-residents expanded by 18% 
annually until the end of 2023 Q1. During the last two quarters, until March 
2023, the expansion of the debtor position of enterprises and households, 
within which the highest share is accounted by the enterprises sector, has 
determined almost the entire change in the debtor position of the country vis-a-
vis the rest of the world. At the same time, the general government sector has 
narrowed its debtor position, reducing liabilities in the form of external debt. 
The expansion in the debtor position of enterprises reflects the rapid growth of 
foreign direct investments, especially since 2022.

By the end of 2023 Q1, the sectors with the largest stock of foreign investments 
were the energy, gas and steam sector (EUR 3.1 billion), the quarrying industry 
sector and the finance and insurance sector. In addition to these sectors, which 
continue to attract investments from abroad, strong growth has also been 
observed in investments in real estate activities that are currently estimated at 
around EUR 1.2 billion. This rapid growth in foreign investments in the real 
estate market combined with the recovery of credit to the construction sector as 
well as the strong growth in loans granted to households for the purchase of 
real estate, signals for a significant growth in demand and supply as well as 
growth of pressures on the prices in this market.

Chart 8 Financial assets and liabilities of the 
non-�nancial corporate sector to counterparties

Source: Bank of Albania.
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Chart 9 Claims and liabilities of enterprises to 
nancial corporations (FC)

Source: Bank of Albania.
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The appreciation of lek during the period has 
influenced the slowdown of the reported value of 
credit to enterprises and has somewhat changed 
its sectoral composition. Thus, the overall stock of 
outstanding loans to enterprises, in lek, remained 
almost unchanged compared to the previous year, 
meanwhile, the loan in lek increased by 4% and the 
loan in Euro increased by 9%. The growth of credit 
for the sector of private non-financial corporations 
or enterprises was smaller than the growth of the 
economy during 2018-2023, with the exception 
of 2020. This performance has caused the debt 
burden (loans) from the financial system of domestic 

Chart 10 Change in the net external position of the 
economy by sector

Source: Bank of Albania.
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Chart 11 Net external position of non-nancial 
corporations by instruments

Source: Bank of Albania.
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Chart 12 Loans to enterprises to Gross Domestic 
Product

Source: Bank of Albania and INSTAT.
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Chart 13 Number and the average size of loans to 
enterprises

Source: Bank of Albania.
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Chart 14 Credit to enterprises by currency 
(contribution, p.p.)

Source: Bank of Albania.
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enterprises to GDP to fall at around 20% in the middle of 2023, from 25% at 
the end of 2017.

During 2022, there was a significant increase in loans to the sectors of 
construction, trade, energy, gas and steam, as well as the accommodation and 
food services sector. During the first half of 2023, the rapid appreciation of the 
exchange rate of lek has impacted the contraction of loans to manufacturing 
industry, the energy sector, trade sector as well as the information and 
communication sector, and increase in loans to transport, construction and 
other services.

Since 2016, the average number of loans to the enterprises sector has remained 
relatively stable, fluctuating between 29.000 and 30.000. In average terms, 
a loan to an enterprise amounts around ALL 16 million, from ALL 12 million in 
mid-2019. The increase in the average value of the loan was affected by the 
contribution from loans for the purchase and development of real estate and 
loans for business development. By purpose of loan use, credit to trade amount 
averagely at around ALL 9 million, credit for business development amounts at 
around ALL 20 million, and credit for the purchase and development of the real 
estate amounts at around ALL 30 million.

The structure of loans to enterprises by purpose has generally remained the same 
over the last few years. The stock of loans to enterprises is dominated by loans 
for the purchase of equipment and real estate by 28% and 27%, respectively, 
as well as by the overdraft loans and loans for opening a new business, sharing 
25% and 17%, respectively. Since the beginning of 2020, the growth of loans 
to enterprises has been affected by the growth of loans for working capital and 
the loan for the purchase of equipment, while during 2022, the growth has 
been determined by the increase in outstanding overdraft credit. Throughout 
this period, the loan for the purchase of real estate was the main contributor to 

Chart 15 Increase of loans to enterprises by 
purpose (contribution, p.p.)

Source: Bank of Albania.
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Chart 16 Loans to enterprises by sectors 
(contribution, p.p.)

Source: Bank of Albania.
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the expansion of credit to enterprises. The outstanding loan in the euro granted 
to enterprises to purchase real estate grew by around 20% during 2021 and 
at an average pace between 5% and 10% from the beginning of 2022 to mid-
2023. The loan granted for the same purpose in the lek, increased as a similar 
pace during 2021-2022, but contracted during 2023 H1.

The overall interest rate of new credit to the enterprises sector increased during 
the period, reaching 6.4%, from 5.8% at the end of 2022. The most significant 
increase was registered in the rates for new loans of 1-to 5-year maturity and 
in those on new loans with more than 5 years maturity. The interest rates for 
these loans at the end of the period were 6.1% and 6.6%, respectively, from 
an average of 4.7% and 5.1% in 2022. Interest rates on new loans in lek 
continue to remain higher than interest rates on new loans in euro, but during 
2023 H1, a significant narrowing of the average interest rate spread in lek 
and that in euro, is noted.

Enterprises’ demand for loans during the first half of the year was driven by the 
need for liquidity or to refinance debt. The demand was somewhat weaker, 
under the conditions of the effects of the increase in interest rates. Banks estimate 
that10 the demand for loans from large enterprises has been stronger than the 
demand from small and medium-sized enterprises, while expectations for the 
overall demand for loans from the enterprises sector remain optimistic for the 
remainder of the year.

During the second quarter of the year, banks have tightened the overall terms 
and conditions on new loans to enterprises. The tightening was shown in the 
form of higher requirements on commissions and margins, especially for loans 
with a higher risk than the average level, as well as through higher collateral 
10 “Lending activity survey published at: https://www.bankofalbania.org/Monetary_Policy/

Surveys_11282/Bank_Lending_Survey/

Chart 17 Interest rates on new loans to enterprises

Source: Bank of Albania.

  

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

12/
19

02/
20

04/
20

06/
20

08/
20

10/
20

12/
20

02/
21

04/
21

06/
21

08/
21

10/
21

12/
21

02/
22

04/
22

06/
22

08/
22

10/
22

12/
22

02/
23

04/
23

06/
23

%

ALL- CL ALL < 1year ALL 1-5 years
Lek > 5 years EUR- CL EUR < 1year
Euro 1-5 years EUR > 5 years ALL-EUR spread

Chart 18 Performance of the factors that determine 
the enterprises’ demand for loans

Source: Bank of Albania.
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requirements and the reduction of the loan size. According to banks, the 
tightening of lending terms to enterprises is related to the increased perceived 
risk and the lower risk tolerance of banks. On the other hand, competition in 
the banking system is assessed to have impacted the mitigation of lending terms 
and conditions. 

In the first quarter and second quarter of the year, banks have reported a 
decrease and increase of loans rejection rate for enterprises. The increase in 
the rejection rate or the decrease in the loan approval rate during the second 
quarter is determined by almost all factors considered by banks, such as: 
the income from the conduction of the activity and the savings of enterprises, 
banks perception on the risk related to the financial situation and the sectorial 
perspective where the enterprises operate, the lack of or inadequacy of 
collateral as well as the status of current loans.

1.4.2 SOLVENCY AND EXPECTATIONS FOR THE FUTURE

According to the survey “On the financial situation and debt burden of 
enterprises”,11, despite around 94% of enterprises have reported profit during 
the period, sales and financial performance are estimated to be somewhat 
weaker than in the previous six months. The expectations are optimistic for 
2023 H2, and all three groups of enterprises (small, medium-sized and large) 
expect an increase in both their sales and financial result.

11 This is a six-month survey, which is carried out with a sample of 1,352 enterprises of different 
sizes spread across the country and that carry out their activity in the main sectors of the 
economy. The sample is selected and periodically reviewed by the Institute of Statistics based 
on the registrars used by the enterprises’ questionnaires.

Chart 19 Performance of credit terms and conditions  
to enterprises

Source: Bank of Albania.
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Chart 20 The change in the applications’ rejection 
rate and the factors that have impacted the banks' 

decisions

Source: Bank of Albania.
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According to the survey of the 
Bank of Albania, the vast majority 
of enterprises have reported 
profits during the period, but 
the performance of sales and 
financial results is estimated to 
be somewhat weaker than in the 
previous six months. Expectations 
remain optimistic, although there 
are issues related to finding the 
market, increasing production 
and labour costs, as well as 
finding/keeping qualified staff.

The share of borrowing 
enterprises has slightly decreased 
during the period. 
The debt burden, in the form of 
the debt ratio to capital, and 
in the form of its service to the 
income of the enterprise, is 
estimated at affordable levels 
for most of enterprises, and with 
no significant changes from the 
previous six months.

Enterprises expect their credit 
demand to slow down during 
2023 H2.
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By size, the main difficulties for small enterprises consists in finding a market, 
while medium-sized and large enterprises report as their main difficulty the 
increase of production and labour costs and finding/keeping qualified staff.

The share of enterprises that have a loan to repay has fallen slightly. Around 
39% responding enterprises declare that they currently have a loan to pay. 
This share decreased by 1 p.p. compared to the previous six months and with 
2 p.p. compared to the previous year. Around 90% of enterprises consider 
their level of borrowing to be adequate. Borrowing is denominated in the 
domestic currency for 59% of small borrowing enterprises, 60% of medium-
sized enterprises and 49% of large enterprises; while the rest is in foreign 
currency or combined.

The “debt/equity” ratio has been declining for all 
three groups of enterprises compared to the previous 
six months. The total value of the loan is about 
approximately half the value of the enterprise’s equity 
for around 83% of total borrowing enterprises and 
almost at the same level of the value of equity for 
around 9% of them, whilst the remaining of 8% declare 
that the value of loan exceeds the value of equity. 
This ratio was higher across small enterprises and 
large enterprises, where 21% and 17%, respectively 
declare that this ratio is equal to or exceeds the value 
of the equity. At sectoral level, the debt burden also 
decreased for all branches of the economy where 
companies conduct their activity. The highest loan/
capital ratio resulted in the construction sector, where 
24% of enterprises declared that this ratio is equal to 
or exceeds the value of the equity.

Table 3 Share of enterprises with an equal/higher value of debt to equity
Share of enterprises with an equal/higher value of debt to equity, by sectors

  Industry Services Construction Trade
2021 H2 23% 25% 24% 22%
2022 H1 21% 21% 25% 22%
2022 H2 22% 29% 26% 25%
2023 H1 10% 20% 24% 18%

Source: Bank of Albania.

Most of enterprises report that the debt service cost has remained unchanged 
during the period. Most of borrowing enterprises (around 72%) declare that 
the debt repayment amounts up to 20% of their income. The share of these 
enterprises has slightly increased by 0.4 p.p compared to the previous survey. 
The rest of responses resulted in net positive balances, for all sizes of enterprises, 
showing an increase of this expenditure as a ratio to income. This ratio has 
decreased in semi-annual terms for small and medium-sized enterprises, and 
increased for large enterprises.

Chart 21 Enterprises that declare a change in 
the loan instalment during the period

Source: Bank of Albania.

Increased
Decreased
Net balance

Small
Medium-sized
Large

2022 H2
2023 H1
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Regarding plans for borrowing in the next six months, enterprises responded 
that the loan demand is expected to remain on the positive side, but downward 
compared to the previous six months. Thus, around 47% of responding 
enterprises reported “no possibility” of bank borrowing in the next period. This 
share, has increased for all three types of enterprises, while the share of those 
who claim different degrees of security (“there is a little possibility”, “a lot of 
possibility” or “it is certain”) that they will ask for a loan in the second half of 
2023 has decreased.

1.4.3 FINANCIAL POSITION OF HOUSEHOLDS

Households maintain a markedly positive balance between their assets and 
their financial liabilities. By the end of 2021, the total assets and liabilities of 
the household sector were ALL 2,500 billion and ALL 320 billion, respectively. 
Loans from the domestic financial system represent over 80% of the financial 
liabilities of the household sector. As a ratio of the financial assets of this sector, 
loans account for 10-11% of the total. As a ratio to the savings in the form of 
currency and deposits, loans to households are 5 times lower, and this ratio 
has been stable over the last ten years.

Deposits in the banking sector account for the largest share in the assets of the 
household sector, followed by the capital invested in non-financial corporations 
or domestic enterprises. The financial sector is both the main creditor and debtor 
of the household sector. During the period, loans to households from financial 
corporations increased by 8% in annual terms, while deposits increased by 
1%. As a result, the positive spread between deposits and loans has narrowed 
slightly.

During the period, loans to households have slightly 
slowed down the growth pace, reaching ALL 260 
billion, at the end of June. The main contribution 
to the annual increase in loans to households was 
given by the expansion of about 8% of outstanding 
loan granted to households for house purchase, 
while credit for consumption expanded by 7% in 
annual terms. The sharp growth of loans granted 
to households for house purchase compared to a 
more modest expansion in other loans to households 
has resulted in an increase in the share of credit for 
housing to 67% of the total loans to households, from 
62% in mid-2019. The stock of loans for consumption 
increased as a result of the annual increase by 12% 
of loans for non-durable goods, which mainly include 
loans for services and goods that are consumed for 

Households maintain a 
pronounced positive balance 
between their financial assets and 
liabilities. Loans from domestic 
financial corporates account for 
the vast majority of households’ 
liabilities, but their value is several 
times lower than the value of 
deposits with the banking sector. 

Credit to households expanded 
significantly during the period, 
despite the continued increase in 
the average interest rate. 
The demand for loans is based 
on the need for consumption and 
the purchase of real estate, which 
banks expect to remain stable 
in the upcoming period. During 
the second quarter of the year, 
banks maintained the lending 
terms and conditions unchanged, 
but they increased the rejection 
rate of applications mainly due 
to factors related to the history 
of the borrower, and the level of 
disposable income.

Chart 22 Annual growth of loans for consumer and 
Real Estate (RE) loans to households, by original 

currency

Source: Bank of Albania.
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a period shorter than one year. Loans for the self-employed account for around 
2% of the total loan to households, upward by 13% in annual terms, and about 
3 times higher compared to 2021. As a ratio to GDP, loans to households 
slightly increased at 12%.

The average interest rate on new loans to households rose to 6.5% at the end 
of the period, from 6.1% in the previous six months and 5.2% in the previous 
year. In regard to loans for house purchase with maturity over five years, the 
average interest rate increased at 5.1% from 4.5% in the previous six months, 
and previous year, respectively. The increase in this interest rate began to 
be obvious in mid-2022, while during 2019-2021 it fluctuated around an 
average of 4%.

The growth of loans to households was followed by an increase in the number 
and average value of loans. For example, during the last three years the number 
of loans for housing granted to households increased by 5.6 thousand units or 
by 19%, to 35.3 thousand units, while the average size of the mortgage loan 
increased by 16% to around ALL 4.4 million. In relative terms, as a ratio to the 
number of households, the number of mortgage loans increased faster than the 
number of consumer loans to the number of population between 20 and 70 
years old.

Chart 23 Annual growth of loans to households, 
contribution in p.p.

Source: Bank of Albania.
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Chart 24 Interest rates on new loans to households

Source: Bank of Albania.
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Households’ demand for loans is supported by the 
current and expected need for house purchase and 
consumption. According to the banks’ assessment, 
since the beginning of 2022, the increase in interest 
rates, developments in the housing market and, to a 
lesser extent, consumer confidence have affected the 
curbing of the loans’ demand for both consumption 
and house purchase, but the indicators improved 
during 2023 Q2. Banks expect that households’ 
demand for consumer loans and house purchase 
loans will continue to remain stable during 2023 
Q3.
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Chart 25 Number and average size of consumer 
loans

Source: Bank of Albania.

  

Chart 26 Average number and size of loans for 
house purchase

Source: Bank of Albania.
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Chart 27 Indicators of loans to households

Source: Bank of Albania and INSTAT.
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Chart 28 The performance of households’ loan 
demand

Source: Bank of Albania.

-100

-50

0

50

100

Q
1 

'1
7

Q
2 

'1
7

Q
3 

'1
7

Q
4 

'1
7

Q
1 

'1
8

Q
2 

'1
8

Q
3 

'1
8

Q
4 

'1
8

Q
1 

'1
9

Q
2 

'1
9

Q
3 

'1
9

Q
4 

'1
9

Q
1 

'2
0

Q
2 

'2
0

Q
3 

'2
0

Q
4 

'2
0

Q
1 

'2
1

Q
2 

'2
1

Q
3 

'2
1

Q
4 

'2
1

Q
1 

'2
2

Q
2 

'2
2

Q
3 

'2
2

Q
4 

'2
2

Q
1 

'2
3

Q
2 

'2
3

Ba
la

nc
e,

 %
 n

et

House purchase - Current House purchase- Expectations

Consumer loans - Current Consumer loans - Expectations

Chart 29 The performance of the factors that 
determine the households’ loan demand

Source: Bank of Albania.
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The overall terms and conditions of loans to households slightly eased during 
the first quarter of the year and remained unchanged during the second quarter. 
Margins on average (risk-free) loans continued to ease since 2022 Q4, while 
margins on risky loans were tighter during the first half of the year compared to 
the end of last year. Compared to the previous periods, during the first six months 
of the year, banks reported easier standards on the demand for collateral as a 
ratio to the value of the loan, which may have further encouraged the increase 
of loans to households for house purchase. 

The easing of lending terms and conditions is based on increased competition 
in the banking sector as well as on the individual policies of some banks to 
reduce margins, in response to the increase in reference interest rates on loans. 
During the second quarter of the year, banks reported a lower approval rate 
for loan applications, due to attention paid on the progress of applicants’ 
disposable income and their financial statement history.

Savings in the form of currency and deposits continue to account for the main 
share of the financial assets of households, followed by investments in the 
form of capital in private sector enterprises. By the end of 2021, household’s 
investments in these two forms amounted ALL 1,260 and ALL 980 billion, 
respectively. During 2023 Q1, the household’s deposits in banks decreased 
by around ALL 16 billion, whilst at the end of June they were around ALL 1,200 
billion. This decline is related to the decrease in the reported value of the stock 
of foreign currency deposits, due to the appreciation of the exchange rate of 
lek. Deposits in lek and investments in government securities, mainly in T-bills, 
provided a positive contribution to the expansion of the financial position, 
while investments in pension and investment fund remained at the levels of the 
previous six months.

Chart 30 Performance of credit terms and conditions  
to households

Source: Bank of Albania.
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Chart 31 Performance of the factors affecting the 
terms and conditions of loans to households

Source: Bank of Albania.
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1.4.4 SOLVENCY AND EXPECTATIONS FOR THE FUTURE

Despite the fluctuations, the share of borrowing households and their solvency 
do not display significant changes from the previous period. The results of the 
survey “On the financial situation and debt burden of households” for12 2023 
H1, show that around 24% of households had at least one loan to repay at 
the time of survey. This share decreased by 1 p.p. compared to the previous 
half-year, but increased by 2 p.p. compared to the previous year, below the 
average historical indicator of 27%. Around 70% of households declared that 
the loan repayment accounts for less than 30% of the monthly income13 and this 
indicator decreased by 1 p.p. compared to the previous year. Around 45% of 
borrowing households declared that their solvency “has not changed” during 
the period, while the rest reported a deterioration in their solvency, although 
more mitigated compared to the previous six months. Most households attribute 
the decline in their solvency to the considerable increase in prices in Albania. 
The index of expectations on solvency for 2023 H2 shows a similar trend, 
which signals more optimistic expectations of households compared to the last 
six months and the previous year.

12  The survey, for 2023 H1, was conducted on a sample of around 1205 households and the 
response rate was 88%.  The sample is selected and periodically reviewed by the Institute of 
Statistics based on the registrars used by the of households’ questionnaires.

13 Up to 10% of income” for 26% of borrowing households, “10-30% of income” for 46% of 
households.

Chart 32 Households’ assets and liabilities by 
instrument

Source: Bank of Albania.
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Chart 33 Households’ savings 

Source: Bank of Albania.
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Results from the Bank of 
Albania survey show that, 
despite fluctuations, the share 
of borrowing households and 
their solvency does not represent 
significant changes from the 
previous period.

The share of households that have 
a loan to repay has decreased 
during the period, but remains 
above the level of the previous 
year.

Households assess that their 
solvency has weakened due to 
the increase in prices, but at a 
lesser extent compared with the 
previous six months. Expectations 
for solvency in the next six months 
are more optimistic.

Households expect their demand 
for credit to weaken during the 
second half of the year due to 
rising interest rates.
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Households expect a slowdown in their loan demand in the rest of the year. 
Around 59% of respondents declared that they “do not expect to take a new 
loan during the next six months”. The share of those who declare that they 
consider the possibility of obtaining a new loan at varying degrees of certainty14 
has decreased by 3 percentage points compared to the last six months and by 
6 percentage points compared to the previous year. In the group of households 
planning to get a new loan, around 57% are “new borrowers”, who have 
no unpaid loans at the time of the survey, and this share increased by about 
2 percentage points compared to the previous six months, but decreased by 
3 percentage points compared to the previous year. The decrease in annual 
terms of the value of the borrowing planning index signals a further slowdown 
in the loan demand of households in 2023 H2. This trend is expected as 
interest rates on loans are going up, due to the normalization of monetary 
policies for the lek and the main foreign currencies.

14 The given alternatives are: “little possibility”, “a lot of possibilities” and “certain.”

Chart 34 Solvency for the previous 6 months 
and the next 6 months

Source: Bank of Albania.
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Chart 35 New borrowing planning/rollover index 
and households planning to borrow

Source: Bank of Albania.
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2 MARKETS AND PAYMENT SYSTEMS

2.1 EQUITY MARKET, INTERBANK MARKET AND FOREIGN 
EXCHANGE MARKET

2.1.1 SECURITIES MARKET

Despite the increase in the volume of the issue during the period, the average 
yield on debt securities of the Albanian Government was lower than in the 
previous six months. The primary debt securities market is dominated by 
Government debt securities and all debt issuance for the first half of the year 
was denominated in the domestic currency. The issue of short-term securities 
are dominated by 12-month T-bills, whereas 2-year bonds account for the 
largest share in the long-terms securities. In the first six months of the year, there 
were around ALL 230 billion securities issued. This volume was around 35% 
higher compared to the previous six months and 17% higher than the same 
period in the previous year. During the period, the average (weighted) yield 
for all maturities of securities issued in Lek decreased by 0.3 p.p., reaching at 
4.4%. The issues of short-term securities continue to have the largest share in the 
volume of securities issued, accounting for around 66% of the domestic debt.

During the period, around ALL 150 billion were issued in short-term securities, 
and this amount was about 18% higher compared to the previous two six-month 
periods. Issuances in securities with 12-month maturity were around ALL 140 
billion and accounted for 61% of the total issuance of the period. Issuance of 
12-month bonds was up for the period and the volume was about 20% higher 
compared to the previous half-year and 16% higher compared to the same 
half-year in the previous year. The volume of 3- and 6-month maturities accounts 
for a small share of domestic debt, and during the period, approximately ALL 

5 and 6 billion were issued, respectively, at a level 
comparable to the volume of the previous six months. 

The volume of long-term bonds issued during the 
period was about ALL 80 billion, or about twice 
higher compared to the volume of the previous six 
months. Compared to the same six-month period of 
the previous year, the issued volume was 18% higher. 
With the exception of securities with a maturity of 15 
years, all securities with a long-term maturity recorded 
an increase for the period. 2-Year bonds continue to 
constitute the main share of long-term issuance, with 
around 35% of the volume of long-term debt. The 
issuance of 2-year bonds was about ALL 27 billion, 
or 37% and 17% higher compared to the previous 
two six-month periods. The issuance of 3-year bonds 
tripled compared to the previous six months at the 

Despite the increase in the volume 
of issuance during the period, the 
average yield on Government 
debt securities was lower than in 
the previous six months.

The issue of the Government’s 
domestic debt securities in the 
first half of the year amounted 
around ALL 230 billion, and the 
entire issue e was in the domestic 
currency.

This volume was greater 
compared to the previous two 
six-month periods, mainly as a 
result of the increase in long-term 
security issuances. 

Yields have declined for most 
securities, reducing the cost of 
government debt and reflecting 
investors’ expectations for a 
gradual decline of the inflation 
rate. 

During the period, the average 
(weighted) yield for all maturities 
of securities issued in lek 
decreased by 0.3 p.p. reaching 
at 4.4%. By maturity, the average 
yield for short-term securities 
decreased by 0.3 p.p. at the level 
of 4.1%; while the average yield 
on long-term securities decreased 
by 0.7 p.p. at 5.1%.

Investors’ bid has been high and 
in most cases it has covered the 
Government’s borrowing needs.

Volumes traded in the secondary 
securities market remain low.

Chart 36 Weighted average interest rate (yield) on 
debt securities (in %)

Source: Bank of Albania.
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level of ALL 14 billion, while 5-year bonds quadrupled to the level of ALL 19 
billion. 7 and 10-year bonds years doubled to the levels of ALL 9 billion and 
ALL 6 billion.

The weighted average yield on short-term securities during the period was 
4.1%, or 0.3 p.p. lower compared to the previous six months. Compared 
to the same six months a year ago, the average yield was around 2.2 p.p. 
higher. The main impact on this performance was given by the performance of 
the yield for 12-month T-bills, which during the period reached at 4.2%. The 
yield for 12-month T-bills has been downward during the period, from the level 
of 5.3% in the first issuance of the year, to the level of 3.1% in the last issuance 
in June 2023. Interest rates for 3 and 6 months T-bills increased by 0.4 p.p. 
at the levels of 2.9% and 3.8%, respectively. Investor demand for short-term 
debt securities was high and in most cases has met the government’s borrowing 
needs.

In the first half of the year, the weighted average yield for long-term securities 
fell by 0.7 p.p. at 5.1%. The yield of long-term debt securities decreased 
during the period, with the exception of 10-year bonds. The weighted average 
yield on this debt security increased by 0.5 p.p. at the level of 7.1%. The 
7-year bonds recorded the sharpest decline of their yield, by 2.1 p.p. at the 
level of 5.4%. 

Yields on 3- and 5-year securities decreased by about 1.1 p.p. each, at 4.7% 
and 5.1%, respectively. The yield on 15-year securities decreased by 1.8 p.p. 
at 6.9%, while the interest rate on 2-year securities was 4.7%, down by 0.2 
p.p. compared to the previous six months. The decrease in yields reduced the 
cost of borrowing for the Government and has reflected investors’ confidence 
in the sustainability of the gradual decline of the inflation rate. Despite the 
reduction in interest rates, investors have shown high demand to invest in long-

Chart 37 Volume and weighted average yield on 
T-bills in the primary market

Source: Bank of Albania.
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Chart 38 Volume and weighted average yield on 
bonds in the primary market

Source: Bank of Albania.
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term securities, and in 90% of cases they have met the Government’s needs for 
domestic borrowing.

In June 2023, the Albanian Government was introduced to the international 
capital market with the issue of a new 5-year bond, with a value of EUR 
600 million and a 5.9% coupon, for which the investors’ demand was quite 
high. Compared to previous years’ issues, this yield was higher, as a result of 
the increase in interest rates in the international markets. However, the bid of 
foreign investors for Albanian government securities was about twice as high 
as the requested amount, thus showing the high confidence of foreign investors 
in the domestic economy.

Trading volumes in the secondary securities market remain low. Securities 
transactions between banks for their portfolios account for about ¾ of the 
total transactions in this market, including transactions between banks for their 
clients. Aiming at developing this market, the model of market-makers has been 
operating for a few years now, offering daily quotes of benchmarks with 3- and 
5-year maturities. Daily quotation of benchmark securities enables calculation 
of the yield curve, which serves as a reference for other debt securities in the 
market, and the price of securities. The yield curve at the end of the period 
appears shifted downwards reflecting the general decrease in the interest rates 
of the securities for each maturity, while its slope has slightly decreased.

Chart 39 The volume and interest rate of 
borrowing in the international market

Source: Ministry of Finance and Economy.
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Chart 40 Yield to Maturity (YTM) 
on 31.12.2022

Source: Bank of Albania.
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2.1.2 THE INTERBANK MARKET

During the period, the interbank market recorded a higher volume of transactions 
and an increase in the interest rates. The volume of transactions increased 
by 30% during the period and it doubled compared to the previous year. 
Interest rates in the interbank market reflected the increase in the key interest 
rate announced by the Bank of Albania in March by 0.25 p.p., and fluctuated 
near the level of the key interest rate. 

The increase in the volume of interbank transactions 
is related to the increase of around 40% in 1-week 
transactions, which account for about 88% of the 
volume of interbank borrowing. During the period, 
about ALL 1,400 billion were recorded in 1-week 
transactions. Compared to the same six-month in the 
previous year, the volume of 1-week transactions 
doubled. The 1-day transactions carried out during 
this six-month period fell by 50% at around ALL 60 
billion, however, compared to the previous year, 
they were about 30% higher. The volume of 1-day 
transactions accounts for about 4% of the total volume 
of transactions performed during the period. 

The rest of the transactions are represented by the 
3-month transactions, which account for about 6% 
of interbank transactions. They increased about 3 
times compared to the previous six months. During 
the period, the Bank of Albania continued to carry out regular operations by 
injecting liquidity through one-week reverse repurchase agreements, which 
represent its main instrument. Likewise, injections with 3-month maturity have 
been present, but at a lesser extent.

2.1.3 FOREIGN EXCHANGE MARKET 

The first half of the year were characterized by a relatively rapid appreciation 
of the lek against the euro, supported by the positive developments in the 
balance of payments, in the form of net foreign currency inflows from tourism 
and foreign direct investments. At the end of the period, the exchange rate of 
the euro was ALL 106.4, and this represented an appreciation of the lek by 
almost 7% compared to the previous six months, and by 11% compared to the 
previous year. The appreciation of the lek accelerated at the end of the period, 
reaching around 3% in June.

During the period, the volume 
of financing transactions in the 
interbank market increased 
significantly. The increase of 
1-week transactions provided the 
main contribution in this regard. 
The interest rate on interbank 
transactions increased closely 
following the progress of the key 
interest rate and reflecting the 
monetary policy decisions of the 
Bank of Albania.

Chart 41 Volume of transactions and interest rates 
in the interbank market

Source: Bank of Albania.
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The exchange rate of the lek has 
significantly appreciated during 
the period against the main 
foreign currencies, reflecting 
the positive developments in the 
foreign currency inflows of in the 
balance of payments.

The Bank of Albania has 
continued to hold auctions for the 
purchase of the euro, pursuant to 
the published schedule in order 
to increase the foreign exchange 
reserves. 
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Lek, also appreciated significantly against the US 
dollar. At the end of June, the average lek/ US 
dollar exchange rate was ALL 99.1, reflecting an 
appreciation of the lek by 9% compared to the 
previous six months and by 13% compared to the 
previous year. During the period, the Bank of Albania 
has continued to hold auctions for the purchase of the 
euro, pursuant to the published schedule in order to 
increase the international reserve.

2.2 THE REAL ESTATE MARKET

In the residential real estate market, demand has 
appeared to be stable. Based on the data on the 
real estate market survey and the developments of 
house prices, the data reported by banks and other 
administrative data, it is assessed that:

Demand has remained stable in the market, as real estate trading agents report 
a good performance regarding the volume of sales and a decline in the number 
of unsold properties. Demand from non-residents has remained stable in the 
past two years, accounting for around 14% of purchases during the period. 
On the other hand, demand in this market could have been negatively affected 
due to higher interest rates.

New loans to households for real estate purchases increased at a slower pace 
compared to the previous period. Its outstanding value amounted ALL 170 
billion, increasing by 3.5% during the period and by 8.4% compared to the 
previous year. During the period, banks have eased the overall terms and 
conditions on this credit. Its quality remains high since the non-performing loans 
ratio fell to 2%, from around 2.3% in the previous six months, and 2.7% in the 
previous year. At the end of the period, the stock of loans collateralised with 
real estate was over ALL 370 billion, or ALL 30 billion higher than the level of 
six months ago. Around 44% of loans collateralised with real estate are held 
by the household sector.

The supply indicators for residential buildings appear more volatile during the 
period, although relatively stable in a longer term period. According to INSTAT 
data, since the beginning of 2020, the number of construction permits for 
residential buildings has increased on average by 23 units per quarter, or 
by around 13%. The number of residential buildings with three or multiple 
floors (aka apartment buildings) has increased by 6 units or around 16%. The 
residential plot surface has increased on average by 21 thousand m2, or by 
around 17% per quarter. Whereas the surface for residential buildings with 
over three floors has increased on average by 13 thousand m2, or by 20% 
per quarter.

Chart 42 Exchange rate in the domestic foreign 
exchange market

Source: Bank of Albania.
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The Bank of Albania’s survey on 
the residential real estate market 
shows that prices increased as 
demand remained stable. 

Real estate agents report that 
sales during the period have 
been higher compared to the two 
previous six-month periods, while 
the number of unsold properties 
has decreased.

Demand was underpinned by 
bank credit, which continues to 
increase, albeit at a slower pace 
compared to the previous six 
months. During the period, banks 
eased the overall terms and 
conditions on this credit. Demand 
from non-residents was present, 
remaining relatively stable in the 
last two years.

Overall, supply (in the form of 
construction permits) has been 
more volatile during the period, 
experiencing a steep increase in 
the second quarter of the year. 
In the medium term, the share of 
plots of residential houses and 
residential buildings with three 
floors and up, has remained high 
and stable.  Outstanding credit 
for construction has not shown 
significant changes during the 
period.

Construction costs has gone up as 
expenses for energy, construction 
materials and wages increased.

Against this backdrop, the Survey 
shows that the Fischer House 
Price Index at country level rose 
by 11.6% in semi-annual terms, 
returning to the average level 
of the previous year. The same 
trend was observed for residential 
property prices in Tirana. 
Agents report that the share of 
transactions for which the selling 
price is equal to the asked price 
has increased. Rent prices has 
also gone up.

Agents remain positive regarding 
the performance of the housing 
market in the short term, and 
optimistic for the longer-term 
horizon.
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As regards the performance of the number and surface area of construction 
permits in the first two quarters of 2023, it is noticeable that after a stagnating 
performance in the first quarter, the number of construction permits granted 
in the second quarter has increased substantially by around 88 units, or by 
around 25%. The number of residential buildings with three or multiple floors in 
the same quarter, has increased by 57 units or around 124%.

The increase in the share of construction permits for residential buildings is even 
more conspicuous when analysed according to the surface area. In the second 
quarter, the building area for residential buildings increased by 295 thousand 
m2 or by 125%, and it increased by 265 thousand m2 or by 164% for 
residential buildings with three or multiple floors. For both cases, the increase 
was noticeably higher than the quarterly average growth rate, as previously 
shown.

The longer term analysis shows that the number of 
construction permits for residential buildings in relation 
to the number of the overall construction permits has 
gone up from around 70% at the beginning of 2020, 
to around 84% in the second quarter of 2023. In 
the structure of construction permits for residential 
buildings, the share of permits for residential buildings 
with three or multiple floors rose by around 27.5% in 
the second quarter, but it remains close to the medium-
term average of around 24%.  In terms of surface 
area, the share of permits for residential buildings 
to the overall construction permits is around 81%, in 
contrast to the medium-term average of around 76%. 
Whereas the surface area for residential buildings 
with three or multiple floors accounts for 91% of the 
residential building surface area, almost as much as 
the medium-term average.

The performance described above shows that in the past years the major part 
of permits for residential buildings was granted to one to two-floor buildings, 
which consists of a more selected market segment and with values that are 
relatively higher than the market average. Nevertheless, when analysing 
construction permits and the surface area of buildings for general public use 
(i.e., building residences with three or multiple floors), they have experienced 
a stable performance as they account for the major share in the total of surface 
approved for the construction of residential buildings. In the same line with the 
performance of supply, the share of loans for construction to outstanding loans 
to enterprises has remained unchanged from the previous period, accounting 
for around 18% at the end of the period. The construction costs measured 
calculated according to the Construction Cost Index, continued to rise.  The 
annual difference in the overall index was 5.3%, while the expenditure items 
with the highest increase recorded were other costs (+7.5%), energy expenses 

Chart 43 Fischer House Price Index 

Source: Bank of Albania.
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(+6.3%), expenses for materials (+5.9%) and wages (+4.4%). Credit given for 
construction did not experience significant changes over the six months, as it 
increased by 3.3% compared to the previous year.

Given the above-listed developments, real estate trading agents and representatives 
of construction firms have reported higher selling prices compared to the previous 
six months. The average house prices, calculated according to the Fischer 
House Price Index15, for successful sales during the period, increased by 11.6% 
compared to the previous six months and remains almost the same compared 
to the previous year. The index of sales prices in Tirana increased by 13.3% 
compared to the previous period, remaining at the level of the previous year as 
well. In the second half of the year, the share of transactions where the purchase 
price for the sold properties was equal to price requested by the seller, increased.

15 This index is built based on a specific survey. This survey is published in full on the website 
of the Bank of Albania (www.bankofalbania.org). 

Chart 44 Data on the number of construction permits 
for residential buildings 

Source: INSTAT.
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Chart 45 Data on the surface area of construction 
permits for residential buildings

Source: INSTAT.
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Chart 46 The sale transaction price compared to 
the requested price

Source: Bank of Albania.
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Chart 47 Credit quality for real estate purchase

Source: Bank of Albania.
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According to the agents, rent prices have increased during the period.  The 
overall demand for rent is reported higher compared to the previous six months. 
Data on rent demand and prices is derived primarily from agents that operate 
in Tirana. Entities’ assessments of the market situation and prices in the housing 
market remain generally positive for the short term and longer term.

BOX 1 SUMMARY OF RESULTS FROM THE “REAL ESTATE MARKET” SURVEY 
AND HOUSE PRICES INDEX FOR 2023 H1

Data on the developments of prices and the situation in the real estate marked 
is assessed through the field survey of a sample of 230 entities, whose main 
business is the trading of real estate. The selected entities are real estate agents 
and construction companies whose sales represent about 75%-80% of the 
turnover of the entire population. The Bank of Albania compiles the questionnaire 
and realises the data entry and processing, while the Institute of Statistics performs 
the field interviews, the main processes of sampling and the physical check of 
the filled-in questionnaire. In addition to the data on performance of the Fischer 
House Prices Index, for Albania, aforementioned in this report, the data from 
the survey shows that:

General assessment:  The assessment of agents for the overall situation of the 
market was more positive compared with the previous period. Responding to the 
question “How do you assess the market situation compared with the previous 
period (six-months)?” the net balance of responses was 14%, with particularly 
optimistic responses from coastal areas. The balance value for this question is 
notably more positive than the long-term average. The same indicator assessed 
only for entities that reported sales was significantly more positive during the 
period, with a net balance of around 23%.

Number of new listed properties by agents has remained almost unchanged 
compared to the previous period. The net balance of those reporting an increase 
of the number of listed properties and those that report a decrease was around 
-0.6%, or very close the neutral level. The number of unsold properties, both for 
residential and commercial buildings has been declining for several consecutive 
six-months.

Average sale period: The average time of sale for a property at the national 
level climbed to 10.6 months from 9.9 months in the previous period, returning 
to the value of the previous year. All three areas have reported a very similar 
average sale time, 10.5-10.9 months. In Tirana, the entities interviewed reported 
no significant changes, while coastal areas and other areas have reported an 
increased sale time than in the previous six months.  

Financing through bank credit: A considerable number of residential and 
commercial properties which were sold were purchased with a bank loan. 
According to agents, in a similar vein with the previous period, around 40% of 
both residential and commercial buildings sold by them are purchased with a 
bank loan. Around 85% of these properties were mortgaged with up to 60% 
of the property’s value.
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During the first six months of 2023, around 14% of 
properties sold were purchased by non-residents, of 
which 2/3 are EU citizens. Recently, there is a decline 
of the share of non-resident buyers, whom accounted 
for 1/3 of sales realised by agents in 2022.

Expectations for the future appear positive despite 
several uncertainties related to the situation. Agents 
have positive expectations about market performance 
in the territory they operate in the short-term future 
and are optimistic for a longer-term period (up to two 
years).

Chart 48 Buyers’ residence for the sales realised 
by period

Source: Bank of Albania.
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2.3 PAYMENT SYSTEMS

The core infrastructure for the clearing and settlement of payments in the domestic 
currency continued to operate in an effective and safe manner, thus supporting 
the financial stability and the implementation of monetary policy. As regards 
the processing activity, the AIPS system cleared around 70,000 payments 
accounting for ALL 7,340 billion. The number of transactions is equivalent to 
the previous six months, but it increased by over 20% compared to the number 
of transactions recorded in 2022 H1.  In the small value payment system 
(AECH), 650 thousand payments were cleared, with an average value per 
transaction of around ALL 145.000. The number of transactions has continued 
to increase over the years; meanwhile the decline in the average value per 
transaction shows that the use of the AECH system by the general public has 
increased. Compared with the first half of 2022, the activity of the AECH 
system registered an increase both in volume and value, by 14% and 11%, 
respectively.

This period experienced a sharp increase in the number and value of payments 
carried out through the AIPS-EURO system. This infrastructure has attracted the 
public despite being quite recently implemented. Since the beginning of the 
year until the end of June 2023, this system cleared around 110 thousand 
payments at a value equal to EUR 1.900 million. Compared with the first half of 
2022, the activity of the AIPS-EURO system registered a considerable increase 
both in number and value, by 90% and 40%, respectively. This system is an 
additional mechanism operated by the Bank of Albania in order to monitor that 
market segment of payments in Euro.

The core infrastructure for 
the clearing and settlement 
of payments in the domestic 
currency has continued to operate 
safely and efficiently.

The value and number of 
transactions in the payment 
systems has increased during the 
period.  The volume of activity in 
the AIPS-Euro system experienced 
a steep increase. Use of cards 
as means of payment has also 
expanded.  
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Chart 49 Performance of AIPS and AECH in 
2022 H1 and 2023 H1

Source: Bank of Albania.
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The use of cards as payment instruments has continued to expand and they 
currently represent the main payment means. During the first half of 2023, a 
total of 19 million payments were carried out, with a total value of ALL 2,900 
billion. The annual increase in the volume and value of payments was 17% 
and 7%, respectively. Card payments have the main share in the number of 
payment instruments, accounting for 60%. This share has increased during the 
past years. The number and value of payments carried out with cards during 
the first half of the year was up by 21% and 6%, respectively, compared to 
the previous year, as the use of cards as means of payments continues to 
increase in the past years. On the other hand, the number and volume of credit 
transfers in non-paper form (internet banking, mobile banking) have increased 
considerably.

Chart 50 Performance of payment instruments in 
number and value 

Source: Bank of Albania.
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Chart 51 Performance of payments for customers in 
the AIPS - EURO system throughout 2022  

Source: Bank of Albania.
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3. FINANCIAL SYSTEM

During the first half of 2023, the share of financial 
system assets16 to Gross Domestic Product (GDP) 
dropped by 4 percentage points, at 92.1%. This 
performance reflects the fact that the annual growth 
rate of GDP was higher compared to the growth of 
the financial system balance. The banking sector 
has provided the main contribution to this decline by 
almost 4.3 percentage points. Within the financial 
system, the banking sector continues to dominate by 
around 91% of total assets.

Table 4 Share of the financial system segments to GDP* over the years (in %)
Albanian Financial 
Supervisory 
Authority

Bank of Albania Albanian Financial Supervisory 
Authority Financial  intermediation

Financial system Banking 
sector IFJB SLAs and 

Union
Insurance 

companiesi
Pension 

funds
investment 

funds  

2011 86.1 2.6 0.8 1.5 0.0   91.0
2012 89.1 2.7 0.8 1.6 0.0 1.2 95.4
2013 91.4 2.6 0.7 1.6 0.0 3.7 100.2
2014 92.7 2.8 0.8 1.8 0.0 4.6 102.7
2015 91.9 2.7 0.7 2.0 0.1 4.7 102.0
2016 95.5 2.8 0.6 2.0 0.1 4.5 105.5
2017 93.2 2.9 0.5 2.0 0.1 4.7 103.4
2018 88.8 3.2 0.6 1.9 0.1 4.2 98.8
2019 87.2 3.9 0.6 2.0 0.2 4.0 97.9
2020 97.8 4.2 0.7 2.4 0.2 4.2 107.5
2021 95.5 4.1 0.7 2.2 0.2 4.2 107.0
2022 88.0 3.8 0.7 2.0 0.3 1.9 96.7
2023 85.4 3.8 0.7 2.0 0.3 2.0 94.2

Source: Bank of Albania, Albanian Financial Supervisory Authority.
* The shares are calculated using nominal GDP at current prices according to INSTAT.

The exposure of the banking sector to the non-banking sector remains low 
and stable, while the sensitivity of the non-banking sector to the activity of the 
banking sector remains high, although it has declined slightly during the period. 
The Bank of Albania regularly monitors the correlation indicators within the 
periodic assessment of systemic risks.

16 The financial system consists of the banking sector and the non-banking sector.

Chart 52 Share of �nancial system segments to 
total �nancial system assets, June 2023

Source: Bank of Albania, Albanian Financial Supervisory Authority.
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3.1 BANKING SECTOR

3.1.1 MAIN DEVELOPMENTS IN THE BANKING SECTOR

The balance sheet of banking sector contracted slightly during the period, 
due to the statistical effect of the lek exchange rate appreciation. In annual 
terms, the growth rate of the banking sector’s balance sheet decelerated to 
3.2%.  Since around half of the banking sector’s balance sheet consists of 
instruments dominated in foreign currency, the statistical effect of the domestic 
currency appreciation against other main currencies was considerable during 
the period. During the period, the value of assets denominated in lek fell by 
around ALL 13 billion or by 1%, standing at ALL 1,863 billion at the end June 
2023. The contraction in assets was driven mainly by a decline in treasury 
and interbank transactions, which amounted to ALL 30 billion, whereas the 
stock of credit declined by ALL 3 billion. The decline in “Treasury and interbank 
transactions” was engendered by a reduction of ALL 30 billion in “Relations 
with the central bank’’ and a shrinkage of ALL 20 billion in the level of deposits 
with banks and other financial institutions, mainly non-residents. The contraction 
of the provisioning funds contributed to the slight expansion in assets level 
during the period. The activity of the banking sector has been stable and has 
supported the economy with financing.

Table 5 Structure of banks’ balance sheets and annual change, June 2023

Assets % of assets Annual 
change, % Liability % of liability Annual 

change, %

I Treasury and interbank 
transactions 26 1 I Treasury and interbank 

transactions 7 5

II. Customer transactions (credit) 38 2 II. Customer transactions (deposits) 81 3

Of which: public sector 1 - Of which: public sector 1 -

Of which: private sector 37 2 Of which: private sector 79 3

III. Securities transactions 34 6 III. Securities transactions 0 7

IV. Created Reserve funds -2 -10 IV. Other liabilities 1 8

V. Other* 3 3 V. Permanent sources 11 3

Of which: Subordinated debt 1 8

Of which: Shareholders’ equity 10 2

Total assets 100 3 Total liabilities 100 3
Source: Bank of Albania.
* “Other” in the balance sheet refers to “Other assets”, “Fixed assets” and “Accrued interests”.

The balance sheet of banking 
sector contracted slightly during 
the period, due to the statistical 
effect of the appreciating 
exchange rate of lek. By assets 
items, this performance was 
mainly driven by the fall in 
the reported value of treasury 
and interbank transactions, 
coupled with the contraction of 
credit, where the use of foreign 
currency is relatively higher. 
On the other hand, the banking 
sector increased investments in 
securities and reduced provisions 
for assets. On the liability side, 
the main reducing impact of the 
lek exchange rate appreciation 
was felt in the reported value of 
deposits and capital.
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Although assets and liabilities in foreign currency have increased faster than 
those in lek, the growth in the balance of foreign currency has been hindered 
by the appreciating effect of the lek exchange rate. Thus, the share of foreign 
currency items to the total balance has remained almost unchanged. At the 
end of the period, assets and liabilities in foreign currency accounted for 52% 
and 50% of total balance, respectively, and these ratios have not changed 
during the period. In absolute terms, banks reported similar levels of assets 
and liabilities in foreign currency, of ALL 960 billion and ALL 940 billion, 
respectively, thus maintaining the balance of the foreign currency activity within 
the banking sector. As regards assets in foreign currency, lending activity and 
interbank investments remain the most important items, while during the last 
three years there has been an increase in the share of investments in securities. 
In terms of foreign currency liabilities, the structure has been more stable over the 
years, and is dominated by deposits in foreign currency. The aforementioned 
items have determined for the most part the sensitivity of the banking sector 
toward exchange rate fluctuations.

Chart 53 Performance of assets in foreign currency (left) and liabilities in foreign 
currency (right)

Source: Bank of Albania.
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In annual terms, foreign currency assets contracted by 1%, whereas foreign 
currency liabilities expanded by 1%.  However, when adjusted to the exchange 
rate effect, these changes would be +10% and +13%, respectively. The 
statistical effect of the exchange rate of lek was negative during the first half of 
the year, and more so during the second quarter, when it affected the reduction 
of the reported value of the foreign exchange balance of the banking sector 
by around ALL 60 billion. On the assets side, the strengthening of the domestic 
currency has had a greater impact on the main balance sheet items such 
as treasury and interbank transactions and transaction with clients (of ALL 20 
billion). On the liability side, the depreciating effect of the exchange rate of lek 
on the reported value of foreign currency deposits was around ALL 50 billion. 
The depreciating statistical effect of the exchange rate has also impacted that 
part of the banking sector’s capital which is in foreign currency, with a value 
of around ALL 14 billion.

Despite the impact of the 
exchange rate effect, the share 
of assets and liabilities in foreign 
currency to the total balance 
has remained stable at 50-52%. 
The net creditor position of the 
banking sector to non-residents 
remained close to 20%.
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Chart 54 The effect of the exchange rate on the equivalent value in lek of the 
main items of assets (left) and liabilities (right)

Source: Bank of Albania.
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Deposits and own funds continue to be the main funding source of the 
banking sector’s activity, as relationship with non-residents has not changed 
significantly. Deposits and own funds account for 92% of total liabilities, and 
this structure has been stable during the period. Reliance on external funding 
sources remains low and has further decreased during the period compared to 
the previous year, as a result of the fall in banks’ liabilities to non-residents. The 
decrease in liabilities was driven mainly by the contraction in the stock of loans 
borrowed from banks and non-resident financial institutions. The latter accounts 
for a considerable share in the structure of liabilities to non-residents, of around 
30%. On the other hand, own funds to non-residents trended downwards in the 
5-year timespan due to the contraction of subordinated debt to non-residents 
and structural changes in the banks’ capital.

During the period, “other liabilities” fell as the “dividend payable (to non-
residents)” was repaid in December 2022. The decrease in assets of non-
resident entities came from the contraction in the form of current accounts with 
banks and financial institutions. At the end of the period, claims to non-residents 
accounted for 21% of total assets, while liabilities to non-residents accounted 
for only 2% of the total balance sheet. The net credit position did not show 
any changes in neither absolute nor relative terms compared to the previous 
six months and the previous year, remaining at 19% of the total assets of the 
banking sector.
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3.1.1.1 Banking Soundness index 

The banking soundness index shows that the overall situation of the banking 
sector improved during the period. The banking soundness index17 as 
calculated using the latest data of the period resulted at 0.394, improving 
slightly compared to the previous six months. This development was mainly 
driven by the improvement of the profitability indicator, as a result of the 
increase in the return on assets and the profitability of the banking sector. The 
activity capitalization sub-index has also improved slightly during the period, 
whereas the assets quality and liability sub-indexes have not changed. The 
efficiency indicator became weaker compared to the previous six months due 
to the increase in the share of activity expenses over the period.

As compared to the same period of the previous year, the banking soundness 
indicator improved considerably its 4 out of 5 sub-indexes. With the exception 
of the asset quality sub-index which was 0.38, as it reflected the slight increase 
of the non-performing loans ratio. However, the contribution of this sub-index on 
the aggregate risk level has been declining over time, since the non-performing 
loans ratio has fallen considerably in the past years. Regarding the group of 
systemic banks, the index indicates a notable improvement compared to the 
previous year, whereas as compared to the previous six months the improvement 
is a bit less pronounced. These banks show improvement in four sub-indexes, 
in particular the improvement of the profitability indicator, which shows the 
increase in return on assets and net interest margin.

17 An increase in the index indicates a deterioration of the financial situation and vice versa.

Chart 55 Liabilities to non-residents

Source: Bank of Albania.
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Chart 56 Net position with non-residents*

*The vertical black line (right) represents the period of 
transformation of the NCB Kosovo branch in subsidiary.

Source: Bank of Albania.
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The banking soundness index 
indicates a slight improvement 
in the situation of the sector 
during the period, with the main 
contribution from the good 
performance of the financial 
result.

In a longer term, the performance 
of the index reflects the 
improvement of the activity of 
the banking sector in terms of 
assets quality, capitalization and 
liquidity.
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The banking soundness indicator shows that banks with foreign capital have 
performed better compared to banks with Albanian capital. Banks with 
domestic capital have improved their profitability and assets quality, whereas 
the other indicators, particularly liquidity and efficiency have recorded less than 
satisfactory levels compared to the two previous periods. Overall, during 2014-
2023, the aggregated banking soundness index indicates an improvement of 
soundness in the banking sector and increase in sustainability of the entire 
banking sector. This improvement affected assets quality and the level of 
liquidity and capital. At the same time, the sensitivity of the index to profitability 
levels has become more important starting from 2020 Q1.

3.1.1.2 Capitalisation of activity

CAPITAL ADEQUACY 

The capitalisation of the banking sector continues to remain adequate and 
increased slightly during the period. The capital adequacy ratio registered 
19% in June 2023, from 18.8% in December 2022.  This indicator stands 
above the minimal level required from each bank of 12%. Banks with European 
capital report a higher capital adequacy ratio.
 

During the period, the capital 
adequacy ratio rose by 0.2 
percentage point, to 19%.

The fall in risk-weighted assets 
provided the main contribution 
in this regard, while regulatory 
capital contracted. These changes 
reflect to a considerable extent 
the diminishing effect of the lek 
exchange rate appreciation.

The financial leverage ratio 
increased slightly during the 
period, remaining above the 
minimum requirement of the 
regulatory framework.

Chart 57 Banking Soundness Index*

*The higher the value, the higher the risk. The breadth of each 
dimension means its contribution to risk.

Source: Bank of Albania.
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Chart 58 Banking Soundness map*

*Away from the centre means increased risk, in a 0 to 1 range.
Source: Bank of Albania.
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The slight increase of the capital adequacy ratio during the period was 
negatively affected from the fall in the regulatory capital of banks (by [-0.1pp]) 
and was positively affected by the contraction of the risk-weighted assets (by 
[+0.3pp]). At the end of the period, the regulatory capital of banks recorded 
ALL 180 billion, or down by around ALL 1 billion compared to the end of 
2022. This performance was determined mostly by the expansion of negative 
credit spreads (the diminishing effect of the appreciation of the exchange rate 
of lek). In annual terms, the growth pace of the regulatory capital was slower 
compared to the previous year due to the fall in the value of paid-in capital in 
foreign currency; the diminishing effects of the appreciating exchange rate of 
lek; and the structural changes in the banking sector.

The retained earnings of previous periods have contributed to the growth 
of regulatory capital, as this contribution has been positive over the years. 
Risk-weighted assets have recorded a decline in semi-annual terms, falling to 
ALL 940 billion. This decrease is mainly related to the fall of risky assets for 
credit risk, for the exposure to supervised institutions and those with high risk. 
A decrease was registered in risk-weighted assets for market risk related to 
exchange rate risk, whereas operational risk has remained unchanged. As a 
ratio to total assets, the share of risk-weighted assets appears stable at 51%. 
Risk-weighted assets by risks continue to be dominated by credit risk-weighted 
assets (87%), while market and operational risk-weighted assets account for 1% 
and 11% of the total, respectively.

59 Capital Adequacy Ratio

Source: Bank of Albania.
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Chart 60 Capital Adequacy Ratio of groups by 
importance and origin of capital

Source: Bank of Albania.

18.8%
19.4%

20.9%

16.3%

12.0%

13.0%

14.0%

15.0%

16.0%

17.0%

18.0%

19.0%

20.0%

21.0%

22.0%

2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

Systemic banks
Non-systemic banks

European banks
Albanian banks



Financial Stability Report, 2023 H1 Financial Stability Report, 2023 H1

59 Bank of Albania

The financial leverage ratio18 in June 2023 slightly increased at 8.6%, from 
8.4% compared to the end of the previous year, as a result of the decline 
in the total value of exposures. Banks have maintained a financial leverage 
ratio above the required regulatory level of 5.75% on an individual basis. The 
analysis on specific group of banks shows that the financial leverage ratio is 
mainly determined by systemically important banks. Banks with foreign capital 
have the highest level of financial leverage ratio.

18 On 1 January 2022, regulation No. 63/2020 “On the leverage ratio of banks” according 
to which the financial leverage ratio is calculated as the ratio of the bank’s Tier 1 capital to 
the bank’s total exposure on the reporting date.

Chart 61 Contribution of capital adequacy items 
(in percentage points)

Source: Bank of Albania.
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Chart 62 Annual contribution on the regulatory 
capital growth by components (in percentage points) 

Source: Bank of Albania.
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Chart 63 Performance of �nancial leverage by 
components

Source: Bank of Albania.
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The surplus capital and fulfilment of regulatory requirements on macro prudential 
capital buffers.

In order to meet the best standards in the field and strengthen the sustainability of 
the banking activity, the Albanian legislation has adopted certain requirements 
for improving the capital structure of banks. In certain cases, these are translated 
into higher capital requirement values against current capital values, which 
should be met within a period extending over multiple years. In order to meet 
these requirements, banks have increased reserves from retained earnings 
and the use of subordinated debt up to the extent stipulated in the regulatory 
framework. More specifically, in compliance with Regulation “On macro 
prudential capital buffers”19, banks are subject to the capital conservation buffer 
(CCoB); the countercyclical capital buffer (CCyB); the buffers for systemically 
important banks (SIB) and the systemic risk buffer (SyRB). The capital conservation 
buffer for 2023 is 2% for all banks of the sector, while the effective buffer 
for systemically important banks varies from 0.5% to 1.5% depending on the 
systemic importance of the bank.

The countercyclical capital buffer is 0%, and by the end of this report, the Bank 
of Albania has not announced buffers for systemic risk.  In December 2022, 
banks have started reporting the fulfilment of the “minimum requirement for 
regulatory capital instruments and eligible liabilities - MREL”20. Banks subject to 
MREL requirements shall also fulfil the macro prudential capital buffers, as well 
as adequately manage the values of the Common Equity Tier 1 (CET1).

By taking into consideration the above buffers, as well as specific buffers that 
some banks in the sector have, the limit of the required capital adequacy ratio 
ranges between 16% and 19% for systemically important banks, and 14% and 
16% for other banks. According to end-of-period reporting, adequacy rates for 
systemically important banks and other banks remain above the aforementioned 
regulatory levels. However, attention shall be paid to additional requirements 
comping up and to planning in order to fulfil them.

Currently, at the sectoral level, the net capital surplus available to meet the 
requirements on macroprudential capital buffers and MREL are adequate. 
From the calculation of all capital requirements according to the data reported 
for the first half of 2023, the banking sector results with capital surplus. The 
performance of the capital surplus is dictated by the performance of the banks’ 
profit, the performance of the elements of the Common Equity Tier 1 Capital, 
as well as the expected capital requirements (i.e., MREL and macro prudential 
capital buffers). The capital surplus or the available capital reached ALL 36 
billion by the end of the period, remaining almost unchanged. However, in 
19 Regulation No. 41, dated 5.6.2019, “On macro prudential capital buffers”.
20 Five banks are subject to meeting the “minimum requirement for regulatory capital instruments 

and eligible liabilities” (MREL), in accordance with the requirements provided for in regulation 
No. 78, dated 16.12.2020 of the Supervisory Council of the Bank of Albania. The bank 
is obliged to meet the minimum requirements for regulatory capital, the minimum requirement 
for MREL, which until December 2023 is 1.5%, and the macroprudential capital buffers.

In order to meet the best 
standards in the field and 
strengthen the sustainability of 
banking activity, the Albanian 
legislation lays down certain 
requirements for improving the 
capital structure of banks. These 
requirements refer mostly to 
macroprudential capital buffers 
and minimal requirements on 
regulatory capital instruments and 
eligible liabilities. In certain cases, 
these are translated into higher 
requirements on capital values 
against current values, which 
should be met within a period 
extending over multiple years.

  
At the end of the period, data 
show that the banking system, 
overall, records a level of capital 
surplus which is sufficient to meet 
current demands. Nevertheless, 
this surplus reduced in the last 
12 months, as regulatory capital 
shrank and capital requirements 
on banks increased. 

In order to strengthen capital 
positions during the period, banks 
enlarged reserves from retained 
earnings and have extended the 
use of subordinated debt.

Furthermore, maintaining 
sufficient net capital surpluses 
available to meet the expected 
levels of the above capital 
requirements, at the bank level, 
is important to ensure their 
implementation as defined in the 
regulatory framework.
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annual terms, the capital surplus necessary to fulfil the new requirements has 
shrunk by around ALL 10 billion. The performance of available capital was 
determined by an increase in capital requirements and developments in the 
regulatory capital21.

Furthermore, maintaining sufficient net capital surpluses available to meet the 
expected levels of the above-stated capital requirements at the bank level, is 
important to ensure their implementation as laid out in the regulatory framework.

Chart 65 Capital surplus for the banking sector and macroprudential capital 
buffers by groups of banks, June 2023

Source: Bank of Albania.
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In order to strengthen capital positions during the period, banks have enlarged 
reserves from retained earnings and have extended the use of subordinated 
debt. Systemically important banks determine the performance of the capital 
surplus of the banking sector, given that these banks own more capital 
compared to other banks. At the end of the period, the capital surplus for these 
banks was ALL 15 billion, or ALL 2 billion less than the surplus in the previous 
six months, and it accounted for around 3% of risk-weighted assets. The 
contraction of capital available to systemic banks is related to a higher level of 
macroprudential capital buffers, whilst they are also subject to complying with 
MREL. Despite the decline in the level of available capital, these banks report 
satisfactory profits and, consequently, the capital adequacy rate is high, which 
enables them to comply with the regulatory requirements in force, so long as 
they act cautiously regarding their profit distribution policy. Other banks, at the 
first half of the year, result with a higher capital surplus than systemic banks, as 
a result of the lower level of regulatory requirements that apply to them. In June 
2023, this capital surplus was ALL 20 billion, or up by ALL 1 billion compared 
to the end of 2022.  

21 The performance of regulatory capital in June 2023 was determined by the expansion of 
negative creditor spreads.
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3.1.1.3  Financial result 

The net result and profitability indicators of the banking sector have recorded a 
robust increase compared to a year ago, mainly as a result of the considerable 
growth in net interest income. The accumulated profit of the banking sector 
at the end of June 2023 recorded a profit of ALL 14.7 billion, from ALL 6.5 
billion in the previous year. The increase in profit is reflected in higher average 
profitability indicators of the banking sector, where the return on assets (RoA) was 
1.6% and the return on equity (RoE) 16%, against 0.7% and 7.2%, respectively, 
in the previous year. The banking sector has recorded a significant growth in 
net interest income, since revenues from interest increased considerably more 
than expenses for interests. Also, the banking sector reported an increase in 
revenues from other activities, as a result of a decline in losses from financial 
instruments.  On the other hand, activity expenses and expenses for provisions 
have risen, negatively impacting the banking sector’s profit. Income from 
commissions continues to remain stable and has become an important source 
of income for the banking sector in recent years.

Net income from interests grew by ALL 9 bln compared to the previous year, 
climbing to ALL 33.2 bln. The annual growth by ALL 9 bln in net interest income 
is related to the increase in income from the activity in foreign currency, whereas 
the increase in the income from the activity in lek was positive, albeit lower than 
in the previous year and much lower compared to the net income in foreign 
currency. Net interest income grew due to an increase in interest income (by 
around ALL 11 billion, as they reached ALL 39.5 bln), as it increased at a 
higher pace than interest expenses (ALL 2 bln).

Interest income  collected from customers was around 30% higher than in the 
previous year and reached about ALL 22 billion, while interest collected from 
investments in securities reached ALL 14.4 billion, also about 24% higher 
compared to income in the previous year. The growth in interest income 
was also reflected by the higher net interest margin, which reached 4.2% 
from 3.3% in the previous year, although the denominator of this indicator 
and average income-generating assets increased by around 6%. Non-interest 
income collected by banks during the period rose to ALL 4.6 billion, reaching 
ALL 7.1 bln, as the banking sector reported a decline of losses from financial 
instruments, which registered ALL 1 billion during the period. Income from 
commissions have not recorded considerable changes compared to the 
previous year.

The net result and profitability 
indicators of the banking sector 
have recorded a robust increase 
compared to a year ago, mainly 
as a result of the significant 
growth in net interest income.

The growth in net interest income 
reflected the increase in interest 
income (from loans, investments 
in securities) at a faster pace than 
that of expenses for interests (for 
deposits, loans received).

Non-interest income was also 
upward, reflecting a better 
performance of investments in 
financial instruments.

The considerable reduction 
of losses from investments in 
financial instruments impacted 
positively the net result of banks.

Meanwhile, the increase in total 
provisions chiefly on account 
of the increase of provisions for 
credit risk, had a negative impact 
on the financial result of the 
banking sector.

The improved performance of 
income compared to the increase 
in operating expenses improved 
the coverage level of the latter.
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Table 6 Income and expenses of the banking system (ALL bln)
  June 2023 June 2022
  IN ALL In FX Total Total
Income from interest 20.7 18.8 39.5 28.8
Expenses for interest 4.3 2 6.3 4.1
Net interest income 16.4 16.8 33.2 24.7
Non-interest income 4.7 2.4 7.1 1.9
    fines and commissions 3.8 3.8 7.7 7.2
    loss or profit from financial instruments 0.6 -1.5 -0.9 -6.3
Non-interest expenses 16.4 5 21.4 19.2
Provisions (net) 1.8 0.3 2.1 0.2
   for loans 2.2 0.7 2.9 1.3
   for other financial assets -0.4 -0.4 -0.8 -1.0
Uncommon items -0.3 -0.1 -0.4 -0.6
Income taxes 2.5 0 2.5 1.3
Rezultati neto 0.7 14 14.7 6.5

Source: Bank of Albania.

The coverage of activity costs by banks’ income has 
improved since operating expenses increased at 
a much lower rate than income. Compared to the 
previous year, activity’s expenses increased by ALL 
2 bln to around ALL 21.4 bln. During the period, the 
ratio of operating expenses to income fell sharply, to 
53%. In 2023 H1, loan loss provisions significantly 
increased compared to the previous year, to around 
ALL 2.9 billion. At the same time, the banking sector 
continued to report reversal of provisions for other 
financial assets. In total, expenses for provisions 
increased from an insignificant amount last year to 
ALL 2.1 bln at the end of this period.

The improvement of the financial result was also 
reflected in a notable improvement in the distribution 
of the RoA values, by banks assets, since during the 
period, over 20% of banking sector’s assets is held 
by the bank with a RoA in the range of 2-3%, from an average of less than 10% 
recorded in the first six months for the years between 2020- and 2022. Most 
of banks report a RoA ranging from 1-2%. 

Chart 66 Financial result components ALL billion

Source: Bank of Albania.
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3.1.1.4 Loans

Outstanding loans have dropped slightly during the period. This performance 
was driven by a reduction in the in lek equivalent of the credit portfolio 
denominated in foreign currency. At the end of the period, credit stock reached 
ALL 710 billion, of which ALL 350 billion are loans in foreign currency.  In 
relative terms, credit registered a slight decline by 0.4% compared to the 
previous six months. The contraction of new loans to enterprises for short-term 
purposes affected the fall in outstanding loans over the period. On the other 
hand, the fastest increase during the period was recorded by the portfolio of 
loans in lek (5%) and loans to households, which expanded by 4%, mainly in 
the form of loans granted to households in lek.
 
In annual terms, banks’ loan portfolio increased by 2%, driven by loans to 
households, long-term loans, and loans in lek. Loans to households expanded 
at a particularly high rate during period, and the annual change at the end of 
June reached 8.1%. Loans in lek expanded by 5.9%, whereas those in foreign 
currency stated in lek shrank by 2.5%.

By including the statistical effect of the exchange rate, which was negative by 
around ALL 40 billion, the annual change of loans in foreign currency would 
be calculated at 8.6%, and that of overall loans around 7%.

Chart 67 RoA by banks' share in the assets of 
the sector

Source: Bank of Albania.
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Chart 68 Pro�tability indicator and net interest 
margin

Source: Bank of Albania.
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During the period, outstanding 
loans fell slightly, while it grew 
somewhat, by 2%, in annual 
terms. In both cases, this 
performance reflected mainly the 
diminishing statistical effect of the 
exchange rate of lek. By adjusting 
for this effect, the annual growth 
rate of loans would have been 
7%.

Loans to households and loans in 
lek showed a good performance. 
Loans to non-residents were also 
considerably up, though they 
maintain a small share in total 
outstanding loans.

Credit restructuring and writing 
off lost loans from banks’ balance 
sheets have continued to take 
place, but their volumes have 
been much smaller than previous 
periods.
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Table 7 Loans by maturity, sector and currency
  ALL bln Share (%) Change  (%)

  06/23 06/23 06/22 6-month annual

ALL 365 51 49 5 6

Foreign currency 348 49 51 -5 -2

Public sector 19 3 4 -23 -26

Enterprises 433 61 63 -1 0

Households 260 36 33 4 8

Short-ter 185 26 25 -3 5

Medium-term 95 13 14 1 -4

Long-term 433 61 61 1 2

Loans 713 100 100 0 2
Source: Bank of Albania.

Banks have continued to restructure loans and write 
off lost loans from the balance sheet, but respective 
volumes indicate that they have fallen significantly. 
The value of restructured loans over the last six 
months was around ALL 2 billion, or 1% of the flow 
of new loans for the period and 4.2% of the non-
performing loans stock. The portfolios affected by 
credit restructuring consist of loans to business sector 
in foreign currency, particularly loans granted to the 
construction sector. The extension of maturity term 
was the main form of restructuring requested by 
clients and approved by banks.

The annual flow of restructured loans has been 
reduced significantly in the past two years. Thus, the 
value of restructured loans in 2023 H1 was equal 
to 28% of the value of credit restructured during the 
same period in 2021. During the first half of 2023, 
banks have continued to write off lost loans from their balance sheets, and their 
value amounted to around ALL 1 billion. During the last twelve months, around 
ALL 3 billion of lost loans were written off, and 2/3rds of this volume consisted 
of loans granted to domestic businesses. The value of written-offs, in the latest 
period, was as much as 2.4% of the overall outstanding non-performing loans 
in the banks’ portfolio at the end of June 2023, whereas in the preceding six 
months this ratio was equal to 6.1%. 

Chart 69 Credit performance by sectors, 
contribution in p.p., 6-months change

Source: Bank of Albania.
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LOANS TO NON-RESIDENT ENTITIES

Loans to non-residents grew at a faster pace than outstanding loans during 
2023 H1, although its share to the total loan of the banking sector remains 
low.  At the end of June 2023, loans to non-residents were around ALL 30 
billion, or 4.2% of outstanding loans of the banking sector. The credit stock for 
non-resident entities grew by around 3% compared to the end of 2022, and 
by 17% compared to the previous year. The increase in the stock of foreign-
currency-denominated loans to enterprises, which represents the major share 
of the stock of loans to non-residents, provided the main contribution to the 
expansion, in annual terms, of loans to non-residents

UNHEDGED FOREIGN CURRENCY LOANS

Unhedged foreign currency loans has continued to drop, which is noticeable 
when expressed in the original currency as well. During the period, the stock 
of unhedged foreign currency loans shrank by ALL 15 bln, or 12%. In annual 
terms, the decline was 9%. The indicator adjusted for the exchange rate effect 
recorded a decline by 5% during 2023 H1. The stock of unhedged foreign 
currency loans has diminished somewhat faster than the stock of foreign currency 
loans and total loans. Consequently, the share of unhedged foreign currency 
loans to outstanding loans has come down, reaching 32% and 16%, from 
34% and 18%, at the end of 2022. The absolute and relative decline in value 
of unhedged foreign currency loans indicates that the exposure of the banking 
sector toward the indirect exchange rate effect has decreased, representing a 
positive development toward protecting both borrowers and the stability of the 
banking sector.

Chart 70 Six-month change in outstanding credit 
by composing elements

Source: Bank of Albania.
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Chart 71 Annual growth of Credit by foreign 
currency

Source: Bank of Albania.
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Outstanding stock of unhedged 
foreign currency loans decreased 
during the period in annual 
terms. This fall is recorded both 
in absolute and relative values, 
noticeable even when this 
portfolio is stated in the original 
value (foreign currency).

The main instigator in this 
performance was the decline in 
the unhedged foreign currency 
loans to enterprises granted 
mainly for business development 
and trade.  Unhedged foreign 
currency loans to households, 
which is mostly oriented towards 
real estate purchase, rose slightly.



Financial Stability Report, 2023 H1 Financial Stability Report, 2023 H1

67 Bank of Albania

The contraction of outstanding unhedged loans is related to the decline in the 
outstanding loans to enterprises, whilst the unhedged loans to households have 
increased. The major share of outstanding unhedged loans in foreign currency 
consists of loans in the euro (over 90%), and the stock of this portfolio has fallen 
throughout the period. Loans to enterprises, which shrank by 24% during the 
period, accounted for more than half of the unhedged stock. By sector, real 
estate accounts for the main share of unhedged foreign currency loans by 67%, 
followed by loans for trade by 19%.

Unhedged loans to households grew by ALL 1.2 bln, or 2% during the period, 
and by 12% in annual terms. This growth is related entirely with developments 
in the stock of loans for investments in residential real estate, which rose by 4% 
during the period and by 17% in annual terms. If this indicator is expressed in 
the euro, which accounts for over 90% of the unhedged foreign currency loans, 
the growth in semi-annual and annual terms of this portfolio would have been 
12% and 30%, respectively.

This performance of unhedged foreign currency loans for real estate to 
households may have been affected by the developments in the foreign currency 
market, which have reduced the monthly repayment of foreign currency loans 
for households earning income in lek. Despite the enlargement of the stock 
of unhedged loans to households granted for real estate purchases (which 
accounts for 60% of the outstanding unhedged loans granted for the purchase 
and development of real estate), the total amount of outstanding loans accorded 
for this purpose has not changed due to the contraction by around 2% in the 
respective loan portfolios for the business sector.

Chart 72 Performance of unhedged foreign 
currency loans

Source: Bank of Albania.
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Chart 73 Unhedged foreign currency loans for real 
estate and its quality

Source: Bank of Albania.
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NEW LOANS 

New loans granted by banks during 2023 H1 were around ALL 140 billion, 
or up by 3% compared with the previous year. As compared to new loans 
accorded during 2022 H2, this time around, new loans declined by 2%. By 
currency, the rising flow of new loans is related to new loans in the euro, whilst 
the flow of new loans in lek has remained unchanged compared to the previous 
year.  The flow of new loans to enterprises, semi-annually, fluctuated ALL 90 
- 110 billion, whereas in the second half of the year, the flow of new loans 
has risen compared to the first half. Almost half of the new credit accorded to 
the business sector takes the form of overdraft, whereas the remaining part has 
been equally divided between acquiring equipment, working capital and real 
estate purchases.

Overall, during the period, banks have been more prudent in granting new 
loans to enterprises and households, as the rejection rates to these applicants 
have increased.

Over the last few years, the ratio between sectors in the flow of new loans 
has continued to increase in favour of new loans to households. New loans 
to households during the first half of the year was up by 2% compared to 
the previous year. This rise in this indicator was driven by the increase in 
the flow of new loans to households for real estate purchases. On average, 
this type of credit represents around 53% of the overall flow of new loans to 
households. 

Chart 74 New loans to enterprises (left) and households (right) by purpose of use

Source: Bank of Albania.
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New loans granted during the 
period were close to the average 
level of the last year. It reflected a 
better performance of the credit 
flow in foreign currency, while the 
credit flow in lek did not change.

Overall, during the period, banks 
have been more prudent in 
granting new loans to enterprises 
and households, as the rejection 
rates to these applicants have 
increased.

Over the last few years, the 
ratio between sectors in the flow 
of new loans has continued to 
increase in favour of new loans to 
households. This loan was used 
mainly for the purchase of real 
estates.
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The weighted interest rate on all types of new loans 
granted over the period, has gone up. At the end 
of 2022, it rose to 6.2% from 5.8%. The main 
contributor to this rise was the higher weighted 
interest rate on new loans in Euro, which reached 
5.7% at the end of the period, compared to 4.8% 
in the previous six months. The interest rate on new 
loans in Euro shows a clear upward trend since the 
beginning of 2022, whereas the interest rate of 
new loans in lek has been more volatile and on a 
downward trend since its peak of 7.5% recorded in 
October 2022.

Chart 75 The performance of interest rates on new 
loans

Source: Bank of Albania.
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BOX 2 THE PERFORMANCE OF THE NUMBER OF LOAN APPLICATIONS 
AND THE ANALYSIS ON LOAN REJECTION RATE IN ALBANIA FOR THE 
FIRST HALF OF 2023

During 2023 H1 (1 January 2023 - 30 June 2023), banks reported that they 
considered a total of 60,872 loan applications, of which 8% from the enterprise’s 
sector (2,533 applications from “small and medium-sized enterprises” and 2,194 
applications from “other enterprises”),* and 92% from “households sector” 
(56,055 applications). Compared to the previous period, this distribution has 
remained unchanged and has shifted in favour of enterprises, compared to the 
previous year.

Total number of loan applications screened by banks has decreased by 5.5% 
compared to the previous six months, springing mostly 
from “small and medium-sized enterprises” (by 21.6%) 
and households (by 4.9%), whereas the category 
of “other enterprises” has marked an increase by 
2.1%. Compared to the previous year, the number 
of applications has also decreased by 7.9%, for all 
three categories of customers, but the decline is more 
pronounced in the number of applications from “small 
and medium-sized enterprises”.

From the total applications screened during the period, 
around 24% of them were rejected by banks. This 
rate has continued to increase resulting around 3.7 
percentage points and 5.8 percentage points higher 
compared to the previous six months and the previous 
year, respectively. The increase in the rejection rate 
of banks in 2023 H1 has been recorded across the 
three categories of customers, more pronounced in the 
category of “Other enterprises” which includes mainly 
large enterprises.

Chart 76 Number of evaluated applications and 
rejection rate analysis 

Source: Bank of Albania.
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The rejection rate of loan applications from banks with 
domestic and foreign capital has edged up, including 
all three categories of customers. It is noted that during 
the period, both groups of banks were significantly 
inclined to refuse loan applications from large 
enterprises, whereas being more accepting toward 
“small and medium-sized enterprises”, refusing only 
7% of total applications from banks with foreign capital 
and 9% from banks with domestic capital. As regards 
households, the two banking groups have maintained 
opposing approaches. Therefore, banks with domestic 
capital have refused only 6% of applications, as 
foreign-capital banks appear less interested toward 
this segment, refusing 33% of applications.

Overall, from the above analysis, it may be concluded 
that the progress of applications reviewed by banks 
during 2023 H2, indicates a large-base moderated 
loan demand from both households and enterprises, 
and a more restricted attitude from banks regarding 

lending. This is expected given market interest rates and the need for a more 
detailed analysis of the solvency of borrowing applicants.

* This group includes mainly large enterprises and any other type of enterprise not classified 
as “small and medium-sized enterprises”.  

Chart 77 Rejection rate of loans, by domestic and 
foreign banks

Source: Bank of Albania.
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The performance of deposits 
during the period was notably 
impacted by the diminishing 
effect of lek exchange rate 
appreciation. Deposits in lek 
grew by 0.6%, while those in 
foreign currency contracted 
by around 2%. Compared to 
the previous year, deposits by 
currency grew by around 3%.

Nonetheless, the performance 
of deposits in foreign currency, 
when expressed in the original 
currency, indicates a significant 
rise by around 5% during 
the period and almost 15% 
compared to the previous year.

The slower growth of deposits in 
lek reflected the expansion in the 
current accounts of enterprises 
and households. Meanwhile, the 
performances of demand and 
time deposits have compensated 
each-other.

The growth in foreign currency 
deposits, dominated by deposits 
in the euro, reflects the increase in 
time deposits of households and 
current accounts of both sectors.

Interest rates on new deposits 
have continued to increase, 
though remaining lower than 
the average interest rate on the 
overall stock of both lek and 
foreign currency. The flow of 
new deposits in foreign currency 
during the period have risen 
considerably.

3.1.1.5 Deposits

The performance of deposits during the period was notably impacted by the 
diminishing effect of lek exchange rate appreciation. Thus, at the end of the 
period, the growth rate of deposits was around 3%, whereas their value was 
around ALL 1,500 billion. Deposits in lek grew slightly during the period, by 
0.6%, and they were 3% higher than in the previous year. Whereas deposits 
in foreign currency contracted by around 2% during this period, and increased 
by 3.1% compared to the preceding year.  In absolute value, the change 
in deposits in lek and foreign currency during the period registered ALL [+4] 
billion and ALL [-17] billion, respectively, whereas as compared to the previous 
year, they expanded by around ALL 21 bln and ALL 24 billion, respectively22. 
When expressed in the original currency (i.e., when adjusted for the exchange 
rate effect) deposits in foreign currency grew by around 5% during the period, 
and by 15% compared to the previous year. 

Structure of deposits by term, sectors and currency has remained, overall, 
unchanged, but in the last few years there is an increase in the share of current 
accounts, deposits of enterprises and deposits in foreign currency vis-a-vis time 

22 The statistical effect of the exchange rate variation on the equivalent value in lek of foreign-
currency deposits was calculated at ALL -60 billion for the first half of the year and ALL -90 
billion for the last 12 months up to June 2023.
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and demand deposits, households’ deposits and 
deposits in lek. The volume of deposits by term is 
distributed almost equally between current accounts 
and time deposits, which account for around 43% 
of the total, whilst households’ deposits and foreign-
currency deposits account for 80% and 53% of the 
total stock of deposits, respectively. The deceleration 
in the growth of deposits from a record rate of 12% 
at the end of 2021 and beginning of 2022, to 6% at 
end of 2022 and 3% at 2023 H1, is on account of a 
slowdown in current accounts, households’ deposits 
and deposits in lek and foreign currency. For all the 
group of deposits that are denominated entirely or 
partially in foreign currency, this slowdown is directly 
related to the statistical effect of the appreciation of 
the lek exchange rate.

Chart 79 Structure of deposits by term, sector and currency

Source: Bank of Albania.
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Time deposits expanded by around 5% in annual terms and have continued 
to make a substantial contribution to the growth of total deposits. The stock 
of demand deposits reduced by 6% during the first half of the year, and 
by 8% compared to the previous year. The drop in demand deposits was 
engendered by the contraction in demand deposits of households in domestic 
currency. As interest rates have risen relatively fast, the moderate growth of 
time deposits accompanied by a slower pace in the growth of current accounts 
and a contraction in demand deposits, suggests that depositors have a rising 
preference for time deposits, which started in the first half of 2022 and has 
continued during the first half of 2023.

The moderate growth by 3% of deposits in lek reflects the expansion in current 
accounts of enterprises and households, the contraction of demand deposits 
and increase of time deposits. Until the end of the period, the current accounts of 

Chart 78 Deposit growth by currency (contribution 
in p.p.)

Source: Bank of Albania.
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enterprises and households reached ALL 80 bln and ALL 190 bln, respectively, 
up by 9% and 5%, each, compared to the previous year. Demand deposits in 
lek shrank by 7% during the period, and this value was offset by the expansion 
of time deposits.  Almost the entire stock of time deposits in lek valued at ALL 
350 billion, is made up of households’ deposits, which expanded by around 
1% in both semi-annual and annual terms.

Chart 81 Performance of deposits in ALL by term and sector 
(contribution in p.p.)

Source: Bank of Albania.
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Chart 82 Performance of deposits in EUR by term and sector 
(contribution in p.p.)

Source: Bank of Albania.

 (10)

 (5)

 -

 5

 10

 15

 20

 25

 12/
17

 03/
18

 06/
18

 09/
18

 12/
18

 03/
19

 06/
19

 09/
19

 12/
19

 03/
20

 06/
20

 09/
20

 12/
20

 03/
21

 06/
21

 09/
21

 12/
21

 03/
22

 06/
22

 09/
22

 12/
22

 03/
23

 06/
23

p.p.%

Househ (c.a.) Enterp (c.a.) Ind (demand)

Other Enterp (time) Ind (time)

FX deposits

 

During the first half of the year, when expressed in the original currency, 
Euro deposits grew by 15% due to the strong expansion of time deposits of 
households and enterprises. At the end of the period, time deposits in Euro of 
households and enterprises were up by 55% and 20%, respectively, compared 
to the previous year, whereas total deposits in Euro grew, annually, by 19% 
and 12% for each sector. The growth of deposits in Euro during 2023 H1 was 
fairly low compared to the previous six months, and almost on par compared to 
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2022 H1. Deposits in Euro of households and enterprises rose by ALL 110 bln 
and ALL 210 bln, respectively, whereas the previous year recorded respective 
growths of ALL 180 bln and ALL 260 bln. In the same vein with the seasonal 
progression of deposits, the second half of 2023 is expected to see a steep 
growth of deposits in Euro, particularly in the sector of households.

Table 8 Stock and changes in deposits in Euro

  Stok deri 
në ‘06/23 HI 21 HI 22 HII 22 HI 23 From ‘12/22 up to 

06/23
From ‘06/22 up to 

‘06/23
  EUR mln Change in EUR mln Change in %
Current accounts 3325 355 292 298 142 4 15
   Public sector 89 -2 4 -6 47 112 87
   Private sector 1,301 139 145 88 88 7 16
   Households and 
others 1,935 217 142 215 8 0 13

Demand deposits 1217 109 41 53 -18 -1 3
   Public sector 1 -1 0 0 0 0 10
   Privatre sector 52 -4 1 10 11 26 65
   Households and 
others 1,164 114 40 43 -29 -2 1

Depozita me afat 2862 86 107 283 218 8 21
   Public sector 9 -3 0 19 -22 -70 -27
   Private sector 232 22 32 73 9 4 55
   Households and 
othersë 2,620 67 76 191 231 10 19

   Other 124 73 -68 6 23 23 31
Total deposits 7528 623 371 640 365 5 15
Private sector 1,585 157 177 171 107 5 19
Households and others 5,718 398 258 450 210 3 12

Source: Bank of Albania.

The first half of 2023 was characterised by a further growth of interest rates 
on deposits (for both sectors and for all three key currencies) and an increase 
in the flow of new deposits, particularly in the euro. At the end of the period, 
the weighted interest rate on new deposits in lek of households and enterprises 
were 1.2% and 1.5%, respectively, whereas the rates on new time deposits in 
Euro reached 1.0% and 0.7%.

The rise in the interest rates on new time deposits has started to impact the 
interest rates on time deposits with a maturity below and above 2 years, by 
increasing them as well. Regarding time deposits in lek with over two years 
maturity, this rate has gone up from 2.5% at the beginning of 2022 to 2.7% 
at the end of the period. Whilst, the weighted interest rate of time deposits of 
households in Euro with over 2 years maturity, reached 1.3% from 0.9% at 
the end of 2022. In 2023 H1, the average monthly flows of new deposits to 
households were, respectively, ALL 18 bln (lek deposits) and ALL 180 bln (new 
deposits in Euro). New flows of deposits in lek are comparable to the average 
monthly value of new deposits during 2022 H1, whereas the monthly flows in 
Euro were around ALL 40 million higher.
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Chart 84 New deposits and interest rates on the stock and new deposits in lek 
to households

Source: Bank of Albania.
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Chart 85 New deposits and interest rates on the stock and new deposits in 
Euro to households

Source: Bank of Albania.
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3.1.2 RISKS TO THE ACTIVITY OF THE BANKING SECTOR

3.1.2.1 Credit risk

Credit quality provided by the banking sector deteriorated slightly during the 
period. The expanded credit stock in the classes of “sub-standard loans” and 
“lost loans” provided the main contribution to the deterioration of credit quality. 
Also, the lower lost loans write-off from banks’ balance sheets, the slowdown 
in re-payment of non-performing loans coupled with the transfer of performing 
loans to lower-performing classes have driven to this performance in credit 
quality. However, compared to the previous year, new flows of non-performing 
loans were lower as a result of the increase in the level of their repayments. The 

Credit quality declined during 
the period.  The stock of non-
performing loans increased slightly, 
reaching the level of the previous 
year, while the non-performing 
loans ratio increased to 5.2%.

The decline in quality was observed 
in short-term loans, in the sector of 
enterprises, in the loan portfolio in 
domestic currency and in foreign 
currency loans unhedged against 
the exchange rate.

The expansion in the stock of non-
performing loans is related to the 
reclassification of performing loans 
towards the less performing classes 
and to a lower volume of write-offs 
and repayments of non-performing 
loans. However, compared to 
a year ago, new flows of non-
performing loans have decreased 
as a result of the increase in the 
level of their repayments.

The coverage ratio of non-
performing loans with provisions 
rose slightly during the period, 
to 65%, as a result of the higher 
increase in the stock of provisions 
as a ratio to the expansion in the 
stock of non-performing loans.

Collateralisation of loans 
appeared at good levels and 
slightly up during the period.  By 
type of collateral, only the loans 
collateralised with have recorded 
an improvement in credit quality.
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non-performing loans ratio (NPLR) increased by 0.2 percentage point, at 5.2%, 
as at end of the period. Non-performing loans stock expanded by around ALL 
1.3 billion, while it stood at ALL 37 billion at the end of June.

Compared to the previous year, credit quality has improved slightly both in 
terms of the level and relative size of non-performing loans. The stock of non-
performing loans recorded a slight decrease, while the NPLR fell by 0.12 
percentage points. Banks have reported improved credit quality for medium-term 
loans, loans to households and foreign-currency denominated loans. During 
January 2015 - June 2023, around ALL 80 billion lost loans have been written 
off from banks’ balance sheets. In the last 12 months, the written off lost loans 
amounted close to ALL 3 billion, mainly represented by loans to enterprises in 
the domestic currency. Within the non-performing loans portfolio, banks have 
reported a fall in the outstanding loans for the “sub-standard” class, whereas 
the “doubtful” class has expanded compared to the level of the previous year. 
“Lost” loans continue to have the main share in the stock of non-performing 
loans with around 47%.

Medium-term loans, loans to enterprises and lek-denominated loans have the 
highest values of non-performing loans ratios. As at end of June 2023, the 
non-performing loans ratios for these types of loans were 7%, 6% and 6%, 
respectively. Banks have continued to create provisions for non-performing 
loans, and the provisioning level has been upwards. Since the increase in 
the stock of provisions in annual terms was higher than the decrease in non-
performing loans, the coverage ratio of non-performing loans increased to 
65%, from 63% recorded a year earlier.

Chart 86 Non-performing loans ratio and provisioning 

Source: Bank of Albania.
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Chart 87 Contribution to the semi-annual change of the 
non-performing loans stock

Source: Bank of Albania.
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Complementary indicators of credit quality23  suggest that the banking sector 
has recorded a higher number of new non-performing loans over the past 12 
months. This is expected to be reflected in the weakening of credit quality 
indicators. Until the end of June 2023, the flow of new non-performing loans 
was equal to 2.2% of regular loans, from 2.1% and 1.8% recorded in the 
previous six-months and the previous year, respectively. This rate has recorded 
the maximum of 5% in 2019, and a temporary increase at 3% in 2021 H1. 
On the other hand, the “bankruptcy rate” that shows the rate by which the 
lost loans are accumulated compared to the overall loan portfolio, recorded 
1.2%, increasing compared to both the end of the previous six months and the 
previous year. The rise in the bankruptcy rate, in the last twelve months, signals 
a higher exposure to credit risk. The recovery rate of non-performing loans fell 
to 10%, from 16% in the previous year. This performance shows a slowdown 
in bank’s ability to recover non-performing loans.

23 The assessment of credit quality and credit risk may be completed through the analysis of 
some complementary indicators of credit quality, as: a) the flow rate of  non-performing  loans  
b)  bankruptcy  rate  and c)  the  recovery  rate  of  non- performing loans which respectively 
measure : a) the flow of non-performing loans during the period against the outstanding 
regular loans at the end of the period, b) the flow of new lost loans during the period against 
the overall outstanding loans at the end of the period (except for lost loans) and c) the flow 
of new non-performing loans that have been reclassified to performing classes against the 
outstanding non-performing loans at the end of the period.

Chart 88 Flow rate of non-performing loans and 
bankruptcy rate

Source: Bank of Albania.
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Chart 89 Recovery rate of non-performing loans

Source: Bank of Albania.
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The quality of foreign currency loans unhedged against exchange rate 
fluctuations has declined slightly compared to the end of the previous six months, 
but is comparable to that of a year ago. NPLR for this portfolio rose at 4% as 
at end-June 2023, compared to 3.8% and 4%, in the previous six months and 
the previous year, respectively. The increase in the stock of non-performing 
loans and loans for trade and consumption, has affected the deterioration in 
the quality of unhedged loans.  Unhedged loans granted for investments in 
real estate continue to account for the main share24 in the outstanding loans 
unhedged from the exchange rate fluctuations, although the quality of this loan 
has improved over the last year (the NPLR decreased to around 4 .4%, from 
5.2% a year earlier).

In loan portfolio categories unhedged against exchange rate fluctuations, loans 
for “trade” recorded the fastest growth of the NPLR. The NPLR for this type 
of loans reached at 2.6% in June 2023, the highest level recorded since 
December 2021. In the portfolio of loans unhedged against the exchange rate 
fluctuations, the NPLR for consumer credit rose to 6.5% from 2.8% in the previous 
year. The quality of foreign currency loans unhedged against exchange rate 
fluctuations by currency, appears improved for the euro-denominated portfolio 
and shows a significant decrease for the stock of loans in the USD25.

Loan collaterization26  remains at good levels, while it rose to 79% during the 
period, compared to 74% in the previous year. Loans collateralised with real 
estate have the main share, or account for around 67% of collateralized loans, 
and 52% of overall outstanding loans. Collateralized loans stock expanded by 
3% compared to the previous year.

24 Around 73% of total.
25  In June 2023, the NPLR for EUR unhedged loan portfolio fell to 4.1% from 4.4% in the previous 

year while the USD one increased significantly to 3.2% from 0.4% in the previous year. 
26 Collateral in the form of real estate (residential, commercial or land), cash etc.

Chart 90 NPLR for loans unhedged against exchange 
rate �uctuations, by currency

Source: Bank of Albania.
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Chart 90 NPLR for loans unhedged against exchange 
rate �uctuations, by currency

Source: Bank of Albania.
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Chart 92 Outstanding loans and non-performing loans ratio by 
collateral

Source: Bank of Albania.
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Credit quality for the residential real estate collateralized loan category 
improved over the period, while the other categories recorded a decrease in 
credit quality27. Loans collateralized in the form of cash continue to maintain 
the lowest level of NPLR. Meanwhile, the share in non-performing loans stock 
for this type of loans to the total non-performing loans is rather low. Outstanding 
non-collateralized loans decreased over the period to the level of ALL 150 
billion. The share of non-collateralized loans against the overall outstanding 
loans fell to 21% from 26% in the previous six months. The quality of loans 
across this category has improved considerably in the last two years, and NPLR 
recorded a slight increase by 0.1pp to 5.4%.

3.1.2.2 Liquidity risk

The liquidity risk in the activity of the banking sector remains contained. The 
main liquidity indicators, both in lek and foreign currency, continue to be 
notably above the minimum regulatory ratios. Liquid assets grew at a faster rate 
than short-term liabilities and the main indicator of liquidity risk improved slightly 
compared to the levels of the last two six-month period.

However, during the first half, banks reported a deepening of the negative 
gap between assets and liabilities for maturities up to 3 months compared to 
the level recorded in the previous six months. In historical terms, the size of this 
gap has remained almost unchanged, compared to the levels recorded in the 
last 3-4 years. The overall gap between assets and liabilities, has remained 
almost unchanged, at around 5% of the overall assets of the banking sector. 
The average maturity mismatch between loans and deposits has narrowed, as 

27  During the period, The NPLR of loans collateralized with real estate (commercial), increased 
to 5% from 4.8%, The NPLR of loans collateralized with “land” increased to 9.5% from 9.3%, 
and The NPLR of loans collateralized with “other collateral” increased to 5.9%, from 5.2%.
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the average maturities of loans has decreased, whereas the average maturity 
of deposits has increased, resulting in a widening gap between the two. 

Deposits remain the main funding source of lending activity of banks, covering 
above twice the loans volume of the sector, but the performance of general 
deposits has been shown to be weaker than the performance of loans. At the 
end of the period, the “loans/deposits” ratio was 47%, or slightly higher than 
the previous six months, as the contraction of general deposits converted into lek 
was somewhat stronger compared to the contraction of the outstanding loans. 
The loan/deposit ratio showed different trends for lek and foreign currencies 
due to differential rates of credit and deposit expansion in each respective 
currency. During the period the “loans/deposits” ratio for lek rose to 52%, from 
50% and the “loans/ deposits” ratio in foreign currency fell to 43%, from 45%.

Compared to the previous six months and previous year, banks own a somewhat 
higher volume of liquid assets as a ratio to total assets and short-term liabilities. 
At the end of the first half of the year, banks owned a volume of liquid assets 
of around ALL 550 billion. This value represents around 30% of the total assets 
in banks’ balance sheets and this ratio has increased slightly compared to the 
previous six months and the previous year. This performance is related to the 
fact that liquid assets have contracted less than total assets in six-month terms, 
and have expanded faster than total assets in annual terms. The ratio of liquid 
assets to short-term liabilities, which is subject to the minimum limits, according 
to the relevant regulation on liquidity risk management 28 increased to the level 
of 42%, from 41% and 40% the previous six months and the previous year.

Liquidity ratio for the euro currency has shown a significant improvement, 
increasing from 21% to 24% compared with the previous year. This increase 
came as a result of a 6% increase in the stock of liquid assets, while short-term 
liabilities remained unchanged.
28 Banks need to hold liquid funds to cover 15% of short-term liabilities in lek, 20% in foreign 

currency, and a total requirement of 20%.

The liquidity position of the 
banking sector remains at good 
levels and the liquidity indicators 
continue to remain notably above 
the regulatory ratios.

Compared to the previous six 
months and the previous year, 
banks own a somewhat higher 
volume of liquid assets as a ratio 
to total assets and short-term 
liabilities.

However, during the first half, 
banks reported a deepening of 
the negative gap between assets 
and liabilities for maturities up 
to 3 months compared to the 
level recorded in the previous 
six months. This deepening was 
offset by the contraction of the 
gap in the basket of maturities 
up to 3 months to 1 year. During 
the period the average maturity 
mismatch between assets and 
liabilities decreased, mainly 
affected by the shortening of the 
average maturity of assets.

Chart 93 Average residual maturity mismatch between 
assets-liabilities and loans-deposits

Source: Bank of Albania.
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Chart 94 Maturity mismatch between assets and 
liabilities*

*Off-balance assets and liabilities are also included.
Source: Bank of Albania.
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During the period, the bank’s balance sheets show a decrease in assets with 
a residual contractual maturity up to three months, while their liabilities for 
the same basket remain unchanged. The negative gap between assets and 
liabilities for this basket29 has increased to 26% of total assets, compared to 
22% to the previous six months. That continues to remain the largest negative 
gap for the whole horizon of maturities. At the same time, the negative gap for 
maturities 3 months up to 1 year, has recorded a contraction of a similar size.

Despite these developments, the size of the overall gap between assets and 
liabilities remains limited close to an average of 5%, as a ratio to total assets. 
The overall gap across all maturities continues to be positive and has recorded 
no notable changes compared with the previous periods, due to the stability in 
the positive positions for longer-term maturities. During the period, the average 
maturity mismatch between assets and liabilities has decreased to 23.3 months 
(from 24.6 months), and this performance is mainly due to a 1.1 month 
shortening in the average maturity of assets. On the other hand, the average 
residual maturity mismatch between loans and deposits narrowed significantly, 
from 44.4 to 47.8 months, due to the decrease in the average residual maturity 
of loans from 52.7 to 56 months. For several six- month periods in a raw 
the banking sector has not reported the use of funding lines from the parent 
banking groups.

3.1.2.3 Market risks 

EXCHANGE RATE RISK 

The exposure of banking sector to direct exchange rate risk decreased during the 
period. The open foreign currency position of banks was short and accounted 
for 5.5% of the regulatory capital, considerably below the 30% upper limit 
of regulatory capital defined by the respective regulation. This position has 
fluctuated between 5-6% in the first half of the year, from an average of 8% 
recorded for the year and the first half of 2022. The performance of the overall 
indicator was determined by the performance of the indicator for systemic 
banks, for which the short net open position in foreign currency accounted 
for 8.4 % of the regulatory capital. Compared to the previous six months, this 
indicator increased by 2.8 p.p., but it was 4.0 p.p. lower from 5.6% in the 
previous year.

Non-systemic banks have a long net open position in foreign currency 
accounting for 0.7% of their regulatory capital. Overall, non-systemic banks 
show a low and stable exposure to exchange rate fluctuation.

29 Calculated as the ratio of ‘mismatch between assets and liabilities’ to ‘total assets’ for each 
basket of residual maturity. Off-balance sheet items are included in the value of assets and 
liabilities.

During the period, the exposure 
of banking sector to direct and 
indirect exchange rate risk has 
declined.

The decrease in the open foreign 
currency position is determined 
by the narrowing in the short 
open position of the systemic 
banks. The indicator that reflects 
the indirect exposure to exchange 
rate risk of this group of banks 
stands below the average value 
of the banking sector.
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The exposure of the banking sector to indirect exchange rate risk, as measured 
by foreign currency mismatch index30 decreased during the period. This index 
at the end of the first half of the year accounted for15.4% of banking sector 
assets or 1.1 p.p. lower than at the end of last year. The main contribution 
to this decrease came from the reduction by around 4% in loans in foreign 
currency to residents. The performance of this index decreased for the group 
of systemic and non-systemic banks. The index reflects a lower exposure for 
systemic banks of this group compared to the banking sector as a whole. 
In 2022 H1, the indirect exchange rate risk indicator for systemic banks 
decreased by 0.9 percentage points, reaching 12.5% of the group’s assets. A 
year ago this indicator represented 12.1% of the assets of systemic banks. The 
index of foreign currency mismatch for the group of non-systemic banks has a 
higher value and shows a larger exposure of these banks to indirect exchange 
rate risk. As at end of 2023 H1, this index fell at21.2% of the group’s assets, 
and this value was 1.9 p.p. and 3.4 p.p., lower from the previous six months 
and previous year, respectively. 

30 The foreign currency mismatch indicator measures the hedging rate of the banking sector’s 
liabilities with assets set off by resident credit in foreign currency. A low value of this indicator’s 
ratio to assets shows a low exposure to movements in the exchange rate. Meanwhile, the 
indicator increases and decreases based on the level of exposure. For the calculation of the 
exchange rate indicator, refer to the Financial Stability Report 2016 H1.

Chart 95 Open foreign currency position to regulatory 
capital for the sector and groups

Source: Bank of Albania.
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Chart 96 Performance of Indexes components for the 
banking sector

Source: Bank of Albania.
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INTEREST RATE RISK 

During the period, the exposure of banking sector to direct interest rate risk 
decreased. The weighted total net position of interest rate exposures in banks’ 
balance sheet at the end of period was at 2.2% of regulatory capital, or around 
0.7 p.p. and 1.7 p.p. below the level recorded in the previous six months and 
the previous year, respectively. The maximum regulatory limit for this indicator 
is 20% of regulatory capital. The main factor affecting this performance was 
the weighted difference of assets and liabilities with a variable interest rate (VIR) 
which fell by 0.7 percentage points, at 0.2% of regulatory capital, compared 
to the previous six months. The weighted difference of assets to liabilities with 
fixed interest rate (FIR) remained unchanged at 0.2% of the regulatory capital. 
Compared to the previous year, the indicators for fixed interest rates (FIR) and 
for variable interest rates (VIR) were around 1.0 p.p. less.

The indicator of the weighted net position fell for both systemic and non-systemic 
banks. For systemic banks, this indicator decreased to the level of 2.5% of regulatory 
capital, while for non-systemic banks it fell to 1.6% of regulatory capital. For systemic 
banks, the indicator decreased due to a lower exposure to assets and liabilities with 
fixed interest rate (FIR). At the end of 2023 H1, this index was equal to 0.2% of 
regulatory capital of the group, or 1.7 p.p. lower than the previous six months.

The exposure indicator to variable interest rates (VIR) fluctuations for systemic 
banks was equal to 2.4% of the regulatory capital, without marking any changes 
compared to the level reported at the end of 2022. Non-systemic banks, which for 
more than a year, have recorded a negative position31 regarding their exposure to 
fixed interest rates (FIR) fluctuation, shifted to the right side, equal to 0.3% of their 
regulatory capital.  On the other hand, their exposure to the fluctuation of variable 
interest rates (VIR) decreased by 2.2 p.p., reaching at 1.3% of regulatory capital.

31 Negative position shows that fixed interest rate assets are higher than fixed interest rate 
liabilities in the banking book.

The banking sector’s exposure to 
direct interest rate risk decreased 
during the period, remaining 
significantly below the upper 
regulatory limit.

The banking sector is more 
exposed to interest rate risk for 
positions in lek, those at variable 
interest rates and for medium-term 
maturities.

Considering the possibility 
of a continued rise in interest 
rates and the impact of higher 
rates on the creditworthiness of 
borrowers, banks should remain 
cautious about the possibility of 
transferring interest rate risk to 
credit risk.

Chart 98 Weighted total net position in bank’s 
balance sheets against regulatory capital. in %

Source: Bank of Albania.
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Chart 99 Performance of net position for �xed interest 
(FIR) and variable interest (VIR) rates according to 

banking groups

Source: Bank of Albania.
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The main contribution to the exposure to interest rate fluctuations continues to 
be given by the net position in the domestic currency, which at the end of the 
period reached at 2.3% of regulatory capital. This indicator increased slightly 
compared to the end of the previous six months and the previous year. For 
the European currency, liabilities recorded higher values compared to assets 
sensitive to interest rate fluctuations. This resulted in a negative interest value of 
0.4% of the regulatory capital.

In the position presented by maturity, is observed, a significant deepening of 
the negative position of exposures to medium-term maturities. The exposure 
remained negative and at the end of period, the indicator reached its highest 
level in the past 7 years, amounting to 8.0% of regulatory capital. The 
indicator of the weighted net position for medium-term instruments deepened 
by 2.3 p.p. compared to the level of the previous six months and the previous 
year, and represents the highest exposure by term of maturity   until the end 
of the period.

The exposure of the long-term maturity basket remains positive, as the value 
of long-term maturity assets is higher than the value of banks’ long-term 
liabilities. The relevant indicator is equal to 7.7% of regulatory capital and 
fell slightly compared to the level of the previous year. For instruments with 
short-term maturity, the weighted net position of interest rates according to 
the banking book is positive and equal to 2.5% of regulatory capital. This 
indicator increased by 1.7 p.p. and 1.0 p.p. compared to the previous six 
months and the previous year, affecting the growth of the value of the overall 
indicator.

 

Chart 100 Gap by currency as a share of regulatory 
capital, in %

Source: Bank of Albania.
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Chart 101 Weighted net position by maturity as a share 
of regulatory capital, in %

Source: Bank of Albania.
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The indirect risk indicator to interest rate change32  does not signal an increase 
in risk compared to the previous period, and this performance is related to the 
rising interest rates on loans and deposits. The spread between these rates 
fluctuated in the range of 4.3-4.8%. The interest rate on loans and deposits 
maintained the upward trend observed the previous year, but at a slightly 
slower pace. The weighted interest rate on loans to households and enterprises 
reached 6.3% at the end of May 2023, the highest level recorded in the past 
5 years. However, the interest rate spread did not record significant changes 
as a result of the performance of the weighted deposits rate in the period under 
review. The weighted interest rate on deposits began to increase starting from 
the first quarter of 2022, while in January and May 2023 reached at 1.6%, 
the highest value recorded in the last 10 years.

The spread between interest rates on loans and deposits has expanded for the 
euro and has remained almost unchanged for the lek. At the beginning of the 
year, due to the stronger increase in interest rates on loans compared to those 
on deposits, the spread between interest rates on loans and deposits in lek rose 
to 5.5%, but remained below the maximum values of the previous six months. 
At the end of the first half of year, the spread in lek fell to 4.7%, as a result of 
the decrease in the interest rate on loans in lek. The spread in euro increased 
compared to the previous six months by (3.9%) and at the end of the period 
stood at 4.7%, equalling the spread in lek. This performance is due to the higher 
increase in the interest rate on loans in euro compared to that on deposits. The 
spread in the domestic currency, compared to the same period in the previous 
year, decreased by 0.4 p.p. while that in the euro increased by 1.4 p.p.

32 This risk refers to the impact that the change in the interest rate has on banks’ clients. For 
example, despite the fact that the increase of the interest rate may have a positive impact on 
bank’s balance sheet (due to positive value of the net position between assets and liabilities 
sensitive to the interest rate), this increase will have a negative impact on the solvency of 
bank’s borrowers when the loans is granted with variable interest rates (indirect risk). However, 
it is assumed that this effect will be offset to a greater extent if, on the contrary, we have an 
increase in the interest rate on deposits. 

Chart 102 Loans and time deposits weighted interest 
rates and interest rates spread, in %

Source: Bank of Albania.
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Chart 103 Spread of weighted interest rates of loans 
and time deposits by currency, in p.p.

Source: Bank of Albania.
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Given that the weighted net position of banks is primarily driven by variable 
interest rate instruments, an increase in interest rates, which is often accompanied 
by the increase in the volatility of spreads, can lead to adjustments in the 
weighted net position of banks in terms of maturities, currencies, and specific 
instrument types., which requires banks to pay increased attention to the impact 
of these factors on the creditworthiness of borrowers with variable interest rate 
loans, as well as taking measures to mitigate the risk related to the interest rate 
fluctuations in credit risk management.

3.1.3 BANKING SECTOR RESILIENCE

3.1.3.1 Stress test exercise in terms of capital adequacy 

Results of stress test exercises in terms of capital adequacy realised for the 
period 2023-2025 show that the banking sector is resilient against possible 
macroeconomic shocks, but particular banks are highly sensitive to assumed 
scenarios. Stress testing exercises are carried out periodically, to assess the 
banking sector’s resilience against shocks from real economy and financial 
developments. Stress test on capital adequacy shows the resilience level of 
individual banks in terms of capital and the sector as a whole to assumed shocks 
to economic growth and unemployment, credit portfolio, exchange rate and 
interest rates levels.

The exercise is conducted by applying three 
scenarios: the baseline scenario; the moderate 
scenario; and the adverse scenario, for the period 
up to the end of 2025. The baseline scenario 
assumes positive economic growth over this time 
frame, accompanied by a positive increase in 
lending and a decrease in unemployment. In 
the moderate scenario, the economic growth 
is assessed to be positive over the time frame 
of the exercise, but at a lower growth rate than 
the baseline scenario. In the adverse scenario, 
however, the hypotheses are more extreme and 
initially include a positive growth rate, followed 
by an economic contraction. Assumptions in the 
moderate and adverse scenarios were coupled 
with relevant assumptions on depreciation of lek 
exchange rate, increase of interest rates and a 
decrease of lending pace up to zero increase of 
credit stock. These developments are reflected in the deterioration of the credit 
portfolio quality, for both households and enterprises.

Results of stress testing 
creditworthiness conducted for the 
period 2023-2025 show that the 
banking sector remains resilient to 
possible macroeconomic shocks.

However, sector sensitivity has 
increased and it is estimated that 
particular banks may need to 
strengthen their capital positions 
in event of extreme assumptions.

Chart 104 Projections on the key macroeconomic 
indicators (GDP)

Source: Bank of Albania.
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Chart 105 Projections on the key macroeconomic indicators – (top), and the new 
macroeconomic indicators –  (bottom)

Source: Bank of Albania.
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Also, the parameters of the other macroeconomic indicators included in the 
exercise, reflect a fall in housing prices by the end of the exercise period under 
the most unfavourable scenarios, along with an increase of unemployment rate. 
These assumptions affect the level of capitalization of individual banks and the 
overall banking sector, mainly during 2025.

Chart 106 Projections on credit portfolio by relevant models to enterprises and households

Source: Bank of Albania.
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In terms of capital adequacy, the results of the stress test exercise show: 

- At the end of the first financial year, the CAR of the banking sector 
remains well capitalized, regardless of the scenarios. The capital 
adequacy rate registers 20% in the baseline scenario, and drops to 
19% in the adverse scenario. Nevertheless, taking into consideration 
the additional regulatory requirements33, developments in particular 
banks evidence the need for capital injection during the period of the 
exercise.  The number of banks that need capital injection reaches up 
to three at the end of 2025, and these banks account for around 19% 
of the sector’s assets. In this case, the need for additional capital is 
assessed to amount up to around ALL 6.7 billion (or 0.3% of GDP).

- At the end of the second exercise year, the CAR of the banking sector, 
following the adverse scenario, falls to approximately 15%, remaining 
sufficiently capitalized. Nevertheless, particular banks may need 
additional capital until the end of the exercise period. In more concrete 
terms, the number of these banks increases to seven by the end of 
2025, and the share of their assets accounts for around 55% of the 
banking sector’s assets. In this case, the need for additional capital is 
assessed to amount up to around ALL 23.2 billion (or 1.1% of GDP).

- At the end of the third exercise year, the CAR of the banking sector falls 
below the minimum regulatory level of 12% in the adverse scenario. 
However, in the adverse scenario for 2023 and 2024, the banking 
sector shows a stable capitalization, reaching at a CAR of around 19% 
and 15%, respectively.

In this scenario, for banks, of systemic importance, 
the capital adequacy ratio decreases to around 
11%, while for other non-systemic banks it falls to 
10%. Likewise, the group of banks with foreign 
capital show a capitalisation ratio of 12.8%, 
remaining capitalized, while banks with domestic 
capital are estimated to be undercapitalized. The 
main contribution to the fall of capitalization in the 
adverse scenario at the end of 2025 is given by 
the following items: “Loss from loans” and decline in 
“other income.

33 In addition to requirements on macroprudential and microprudential requirements, in accordance 
with Regulation 78/2020 “The minimum requirement for regulatory capital instruments and 
eligible liabilities - MREL” banks shall also fulfil the minimum MREL levels starting from 2022.

Source: Bank of Albania.
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Source: Bank of Albania.

Chart 108 ontribution of the main balance sheet’s items in  CAR change in 
adverse scenario
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Chart 109 Contribution in CAR in adverse scenario, for Systemically Important Banks - SIBA (top) 
and Other Banks (bottom)

Source: Bank of Albania.
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Chart 110 Contribution in CAR in adverse scenario, for Banks with foreign capital (top) and 
Albanian capital (bottom)

Source: Bank of Albania.
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Nine banks appear under-capitalized by the end of 2025 in this scenario, 
accounting for around 65% of the sector’s assets. In this case, the need for 
additional capital is assessed to be three times higher than at the end of the 
second year of exercise, amounting up to around 3.4% of GDP.

At the conclusion of the exercise, the analysis shows that banking sector is 
resilient to macroeconomic shocks, its sensitivity has increased due to the 
increased sensitivity of individual banks to the assumed scenarios. Under the 
conditions of the most extreme scenario and over a three-year period, the 
assumed need for capital injections could reach a maximum weight of around 
3.3% of GDP, a higher value than that estimated in the previous year.



Financial Stability Report, 2023 H1 Financial Stability Report, 2023 H1

90Bank of Albania

3.2 NON-BANKING SECTOR 

3.2.1 NON-BANKING SECTOR PERFORMANCE

All segments of the financial system, except banks, recorded an increase in 
activity in the first half. In 2023 Q134, almost all financial entities of the non-
banking sector reported an expansion of their activity compared to the previous 
quarter.  In annual terms, only investment funds slowed down. Investment funds 
reported a lower level of assets as a result of the contraction of investments in 
government’s bonds. 

The non-banking sector is still primarily shaped by non-banking financial 
institutions that are under the supervision of the Bank of Albania. Followed by 
investment funds and insurance companies that are authorized and supervised 
by the Financial Supervisory Authority. In addition to these two segments, 
savings and credit companies (SLAs) and pension funds operate in the local 
financial system, respectively supervised by the Bank of Albania and the FSA. 

There are currently 38 NBFIs, 16 SLAs and 1 Union, 
12 insurance companies, 15 investment funds, 
and 6 pension funds operating in the market. Non-
banking sector’s assets account for around 9% of 
the total assets of the financial system and around 
9% of GDP. The non-banking sector is mainly driven 
by the activity of non-banking financial entities with 
insurance companies coming in second.

Non-bank financial institutions reported expansion 
of activity, increase in profit and good level of 
capitalization. Lending is the main activity (41%), 
followed by payment and transfers (19%). NBFIS 
have mainly financed the sector of other service 
activities and that of wholesale and retail trade (20% 
of the total loan stock to enterprises), followed by 
construction (11%). Credit to households accounted 

for 54% of total loans while 46% was granted to enterprises. Loan quality 
decreased during the period, where the RKP rose to 14.9%. Albanian capital 
accounts for around 81% of paid equity of the non-bank financial institutions. 
NBFIs reported a positive financial result (around ALL 3 billion) at the end of the 
period, increasing by ALL 0.5 Billion compared to the previous year’s level. The 
capitalisation of these entities’ activity remains high.

Savings and credit societies maintained their assets’ level unchanged. In this 
segment the quality of the loan portfolio remained unchanged compared to 
the previous year, with the NPL at 4.8%. Investments in loans and investments 
in banks in the form of time deposits have the main share in the investment 

34 The database for non-banking sector institutions belongs to the first quarter of 2023.

During the first half, all segments 
of the financial system recorded 
growth of the activity.

Non-bank financial institutions 
continue to remain well 
capitalized and possess a high- 
quality loan portfolio for lending 
institutions.

The exposure of the banking 
sector to the non-banking sector 
remains low and steady, while 
the sensitivity of the non-banking 
sector to the activity of the 
banking sector remains high but 
appears slightly lower, compared 
to December 2022.

Chart 111 Non-banking sector structure

Source: Bank of Albania, Financial Supervision Authority.
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portfolio of SLAs, by 76% and 15 %, respectively. Agricultural sector attracted 
the largest funding (22%), followed by the wholesale and retail trade sector 
(16%). By the end of the period, the SLAs had a positive net profit.

Insurance companies and pension funds expanded their activity driven by 
the increase in gross written premiums and investments in government debt 
securities.

The non-banking sector continues to maintain a balanced position of financial 
assets and liabilities35. Debt securities and loans represent the main items of 
SLAs’ assets, while capital and shares in investment funds and loans represent 
the SLAs’ liabilities. The non-banking sector has narrowed its net credit position 
compared to the end of the previous year, influenced by the increase in 
liabilities from capital and shares of investment funds and other active accounts. 
Within the non-banking sector, investment funds, and insurance companies with 
pension funds have a net negative (debtor) position, while the other financial 
intermediaries (non-bank and SLA) have e net positive (creditor) position. For 
the sub-sector of investment funds and insurance companies with pension funds, 
debtor position amounted to 6% of total assets as at end of 2022 Q1.

Credit and debt securities continue to occupy the greatest weight in the assets 
of financial institutions other than banks. Debt securities account for around 
25% of the financial assets of non-banking sector, while loans and currency 
and deposits account for 28% and 23% respectively. These ratios differ across 
entities of this sector. Debt securities in investment funds account for around 
83% of their assets, while loans have the highest share with around 50%, in the 
assets of other financial intermediaries. Both insurance companies and pension 
funds, have the most heterogeneous distribution of assets, into: currency and 
deposits (37%); debt securities (26%); insurance and pension schemes (15%); 
35 The analysis of assets and liabilities of non-banking sector is based on the data of financial 

accounts for the first quarter of 2023.

Chart 112 Net position of non-banking sector by entity 
in years

Source: Bank of Albania.
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Chart 113 Assets, liabilities and net position by entities 
of non-banking sector (March 2023)

Source: Bank of Albania.
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and capital and shares in investment fund (10%). By instrument, non-banking 
sector has a net debtor position for the capital and shares in investment funds, 
in insurances and pension schemes, whilst it has a net creditor position for debt 
securities and currency and deposits.

3.2.2 RISKS AND EXPOSURES BETWEEN BANKING AND NON-
BANKING SECTORS

The exposure of the banking sector to the non-banking sector remains low 
and stable, while the exposure of the non-banking sector to the activity of the 
banking sector remains high, but has declined during the period. The exposure 
of the non-banking sector on the side of banks’ assets is represented by loans 
granted to non-bank financial institutions. Financial intermediators (non-banks 
and SLAs) are the segment with the highest financing stock from the banking 
sector during the first quarter of 2023, with a loan stock of ALL 20 Billion, 
followed by insurance companies and pension funds with rather low loan 
values. Banking sector’ total financing stock amounts to around ALL 20 billion, 
somewhat lower compared with the end of 2022, and accounts for only 1% 
of the banking sector’s balance sheet.

The sensitivity of the non-banking sector to the activity of the banking sector 
remains high, but downward compared to December 2022. Claims of non-
banking sector to banks are in the form of placements (current accounts, demand 
and time deposits). Stock of funds in banks, during the period, amounted to 
around ALL 50 billion, or 27% of total assets of the non-banking sector. The 
largest holdings near the banking sector, accounting for 60% of the total, are 
held by other financial intermediaries (non-banks SLAs), and these holdings 
have slightly increased compared to the end of 2022. As a ratio to their 
assets, insurance companies and pension funds have the highest exposure to 

Chart 114 Net position of non-banking sector by 
instruments across years

Source: Bank of Albania.
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Chart 115 Non-banking sector interconnection with 
banking sector (March 2023)

Source: Bank of Albania.
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the banking sector, as their placements in banks account for around 37% of 
their assets.

Investment funds have decreased the sensitivity to developments in the banking 
sector, as the placements in the form of currency and deposits in banks have 
decreased. The non-banking sector has narrowed its net creditor position to the 
banking sector, reaching ALL 34 billion, from ALL 36 billion reported at the end 
of 2022. The contracted net position mitigates the sensitivity of non-banking 
system to the activity of the banking sector. Insurance companies and pension 
funds have the highest net creditor position, since they have more claims 
toward the banking sector as compared to liabilities, followed by the other 
financial intermediaries. The Bank of Albania regularly monitors the exposure 
of non-banking sector to the banking sector, in the framework of the regular 
assessment of systemic risks and for monitoring the fulfilment of intermediate 
objectives of macro-prudential policy.

The results of the contagion risk testing exercise show that some segments and 
entities of the non-banking sector are at risk in case of shocks originating from 
the banking sector and specific banks. Exercising the resistance test to the risk 
of contagion thanks to the interconnection (due to financial exposures between 
each other) in the financial system, shows that the banking sector as a whole 
is protected from shocks that may come from the non-banking sector, even in 
case of failure of all the topics of a segment taken together. On the other hand, 
non-banking financial institutions and SLAs show high sensitivity to the banking 
sector, as extreme shocks to the banking sector have the potential to lead to 
bankruptcy of most entities or the entire relevant segment.

For insurance companies, pension and investment funds and their management 
companies, the exercise shows minimal risk on both sides of the shock, meaning 
that shocks in one sector do not result in failures of significant magnitude in 
entities in the other sector. This result is explained by the fact that, although the 
exposures of these segments to banks are high in relation to their own assets, 
their capital is at sufficient levels to absorb losses caused by subsequent shocks.
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4. SYSTEMIC RISKS AND MACROPRUDENTIAL POLICY 

This chapter includes the risk performance assessment and methods for 
monitoring risks which, due to unexpected developments, banks’ perception 
and the interconnection within the financial system, may become systemic risks. 

4.1 THE MACRO-PRUDENTIAL MAP OF SYSTEMIC RISKS

Systemic risks in the banking sector and the financial system are analysed in the 
context of intermediate macroprudential objectives and according to the latest 
analysis of the Bank of Albania relate to the excessive growth of loans for the 
purchase of real estate, especially in the private sector, the rapid increase in 
real estate prices; foreign currency concentration in the banking activity and 
the short-term gap between assets and liabilities. According  to  the  analysis  
of  the  Bank  of  Albania,  these  risks  are mitigated by the following factors: 
the reduction of stock and the share of unhedged loans in foreign currency; b) 
high levels of liquid assets on banks’ balance sheets; and c) the inhibiting effect 
of rising interest rates on credit demand.

The rapid growth of loans for real estate purchases, adjusted for exchange 
rate effects has reached double-digit levels. This happened amidst rising living 
costs, increasing interest rates, and potential decreases in borrower solvency. 
The banking sector, as well as households themselves, have recognized this 
risk. As a result, the Bank of Albania has intensified its focus on conducting 
specialized analyses and developing macroprudential tools to manage the risk 
and ensure financial stability in the real estate market.

4.2 THE PERCEPTION OF THE BANKING SECTOR ON THE 
SYSTEMIC RISK 

The survey of banks on their perception of systemic risks shows that, in addition 
to the risk of inflation and the external environment, banks also perceive risks 
related to exchange rate fluctuations. Survey results on the perception of 
systemic risks by the banking industry in Albania, suggest a new ranking and 
assessment of the main systemic risks during 2023 H1, driven by the rapid 
increase of inflation ,rising interest rates as well as the developments in the 
external environment and exchange rate fluctuations.

The survey of banks on their 
perception of systemic risks 
shows that they consider 
inflation in the country as 
the main risk, but this risk is 
perceived as more mitigated 
compared to the previous 
period.

The risk of external shocks is 
indeed ranked as the second 
highest systemic rick in the 
country, and the assessment of 
rising interest rates as a risk has 
increased as well.

Banks have also incorporated 
the risk associated with the 
speed of exchange rate 
fluctuations into their risk 
assessment for the first time.
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Chart 116 Bank assessment of main systemic risks

Source: Bank of Albania.
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The banking sector continued to assess the risk of inflation as the main systemic 
risk in Albania during 2023 H1, but the perception on this risk has eased. 
Geopolitical and macro-financial developments in the external environment, 
like the ongoing war in Ukraine, high global inflation, the rapid increase 
in interest rates, etc., have made banks more cautious in regard to external 
shocks. These factors are seen as the second most significant systemic risk in 
the banking industry. The “other risks” category, which mainly covers cyber-
attacks, is still considered an important risk. The increase in these attacks has 
heightened bank’s awareness of the risk, leading them to take concrete actions 
to enhance their defence systems. 

The normalisation of the monetary policy within Albania and abroad, as a 
response to address the rising inflation, seems to have exacerbated banks 
concerns regarding the risk of fluctuating interest rates and its consequences 
on their portfolios, thus, the importance level of this risk has been assessed as 
upwards.

For the first time since 2018, the “risk arising from exchange rate volatility” was 
included in the list of the most important systemic risks of the period. Until now, 
the evaluation of this risk has been limited, but the rapid appreciation of the 
lek, particularly against Euro, is now being recognized by banks as a potential 
source of risk. This risk marked a significant leap from previous periods.

Despite the current challenges, the satisfactory capitalisation and liquidity 
situation, which enables banks to absorb shocks, lead to banks’ confidence in 
the future sustainability of financial system to be ‘sufficient” and upwards for the 
short-term (up to 1 year) and unchanged in the medium-term future (1-3 years).
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5. THE MACROPRUDENTIAL POLICY OF THE BANK OF 
ALBANIA

The Bank of Albania continued to implement the requirements provided for in 
the Regulation “On macroprudential capital buffers”36 (Regulation 41/2019), 
and follow banks’ quarterly reports in order to assess the degree of fulfilment of 
these requirements. Since 2020, banks have started to fulfil their annual buffers 
of 0.5 p.p. in compliance with the requirement on capital conservation buffer 
(CCB), and capital buffers for systemically important banks (SIST), announced 
once a year, at the end of March.

The countercyclical capital buffer (CCyB) is used to mitigate or decelerate 
the excessive growth of credit, and to enhance banks’ resilience when the 
credit market is overheated. Although this instrument is active, the buffer rate 
for Albania has remained unchanged at 0%, since the credit gap to GDP has 
remained in the negative territory.

With a view to support the decision on the countercyclical capital buffer, the 
Bank of Albania takes into consideration the performance of some additional 
indicators as well, such as: loans for real estate, house price index, the credit 
intensity indicator and the early warning indicators (EWIs). Overall, the banking 
sector, supported by a satisfactory initial capital position, has been able to 
fulfil these requirements. The BoA recognizes that fulfilling these requirements 
as well as the new ones related to resolution37, will continue to contribute in 
strengthening the resilience and the soundness of the banking sector. 

36 The buffers applied currently are: capital conservation buffer (CCB), countercyclical capital 
buffer (CCyB) and capital buffers for systemic banks (SIST). For more information visit: https://
www.bankofalbania.org/Financial_Stability/Macro-prudential_policies/Instruments_of_
Macroprudential_Policy/Instruments_and_Decisions/

37 The requirements laid out on the Regulation No 78/2020 “The minimum requirement for 
regulatory capital instruments and eligible liabilities.”

Chart 117 Lending to the economy/GDP ratio gap

Source: Bank of Albania.
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Chart 118 The performance of the early warning 
indicator

Source: Bank of Albania.
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During 2023, the Bank of Albania has worked to complete the regulatory 
framework related to the implementation of instruments with the borrower as a 
subject. To this end, the draft-regulation “On data reporting, the identification 
and monitoring of borrowing and real estate investments indicators,” has been 
compiled and distributed for opinion. This regulation aims to standardise the 
methods used by banks to identify, monitor, and report the borrowing standard 
indicators, and their exposures to real estate. It also lays down the methods 
banks may use to implement critical values and thresholds of debt-to-income 
ratio indicator, debt-to-equity ratio and debt-to-income ratio, and provides the 
right of the Bank of Albania to use these indicators as macroprudential policy 
instruments, by applying upper and lower limits over their values, if needed.

The consultation process with the banks regarding this draft law has been 
concluded, and it’s currently in the process of being submitted for review to the 
Supervisory Council of the Bank of Albania. The approval and implementation 
of this sub-legal act is expected to be an important step toward the alignment 
of the macroprudential framework of Albania with the practices adopted by the 
European Union.

Another key instrument adopted with various degrees of success by the 
macroprudential authority is the systemic risk buffer (SRB). SRB is the only 
macroprudential capital buffer provided in Regulation 41/2019, but not 
currently implemented by the Bank of Albania. According to the latest directive 
issued by the European Union on capital requirements, the systemic risk buffer 
may be used to mitigate and prevent all systemic risks unable to be addressed 
by other instruments.

The regulation stipulates that the Bank of Albania may implement the SRB when 
the banking sector exposes developments and events of a structural and non-
cyclical nature, which may risk the stability of the entire financial system or a 
certain part of it. The SRB may be adopted over all banks or only some of them, 
over all exposures or part of them, without limitations as regards the jurisdiction 
of exposures, and in similar or different degrees at each bank.

During the period a methodological manual on how to use SRB was revised, 
which includes the conditions for determining the risk indicators, the formulas 
for extracting the threshold values, and the method for calculating the amount of 
SRB. The methodology addresses the use case of SRB to address the high-level 
structural systemic risk of euroization/ dollarization, but in a similar form. SRB 
can be used to mitigate or avoid risks related to: banks’ exposures in a particular 
market, maturity gaps, etc. With the publishing of this methodology in 2023, 
the Bank of Albania aims to enhance the transparency of its macroprudential 
policy, as well as make banks aware about the technical aspect involved in the 
potential implementation of this key macroprudential instrument.
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