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OBJECTIVE

The primary objective of the Bank of Albania is fo achieve and maintain
price stability. Promoting longterm investments, maintaining the purchasing
power of money, enhancing the efficiency of fund allocation in the economy
and safeguarding the financial stability are some of the benefits provided by an
economic environment characterized by stable prices. Stability is the greatest
contribution by the central bank fo sustain a stable and longterm economic
growith.

In line with its approved Monetary Policy Document, the Bank of Albania
is committed fo achieving and maintaining annual inflation at 3.0% in the
medium ferm. The announcement of the quantitative farget for inflation aims
at anchoring economic agents’ expectations and reducing the risk premiums.

In view of achieving this goal and enhancing its fransparency, the Bank
of Albania prepares and publishes quarterly its Monetary Policy Report.
This Report is the main instrument of the Bank of Albania to communicate its
monetary policy to the public. It provides a thorough assessment of the latest
macroeconomic developments and the factors that are expected to affect the
performance of consumer prices in Albania.

The Monetary Policy Report August 2015 refers to the Monetary Policy
Statement of the Bank of Albania for the first half of 2015, adopted by the
Supervisory Council Decision No 53, dated 6.8.2015. The economic and
monetary analysis in this Report is based on the latest available data as of 24

July 2015.
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1. FOREWORD BY THE GOVERNOR

Economic and financial developments resulted overall consistent with our
medium-term expectations. Deviations from these projections and fluctuations
in some economic and financial indicators over the first half of the year are
estimated fo be transitory. Economic growth is expected fo accelerate during
the year, approaching its pofential and adding inflationary pressures on the
economy. Inflation is expected to rise gradually approaching the 3.0% target
in the medium ferm. In accordance with these projections, and the review of
this report, the Supervisory Council deemed that the monetary conditions are
appropriate for achieving the price stability objective and decided to keep the
key interest rate unchanged, at 2.0%.

* Inflation is expected to rise gradually towards the target over the
next two years.

Annual inflation averaged 1.8% in the second quarter. Significant fluctuations
in inflation, over the first half of the year, reflected the dynamics of unprocessed
food prices. These prices were highly volatile during February - April, also due
fo the floods in some lowlying areas in Albania.

From the macroeconomic perspective, the slow rise in prices reflects the effect
of the weak aggregate demand and relafively low global prices. The effect
from these factors is expected to persist in the shortterm horizon. For 20135,
inflation is expected to average around 2%. Bank of Albania’s projections
suggest that inflation rates will continue to rise further over the next two years
and will see a sustained retum towards our 3% target by the end of 2017.

e Inflation’s return towards the target will be supported by the gradual
recovery of the economy over the coming years.

To alarger extent, forecasts for inflation in the next two years are corroborated
by our projections for a progressive growth of the economy and fuller ufilisation
of production capacities in the years ahead.

The most recent economic data are in line with the above-mentioned
assessments. Economic growth for 2015 is expected fo outpace the rates
recorded in the previous year. According to INSTAT data, in the first quarter,
economic activity grew 2.8% in annual terms. This rate was higher than our
expectations and reflects mainly the growth in investments and nef exporfs.
Indirect available data point to similar growth rates for the second quarter.
The Supervisory Council deems that the second half of the year will

8 Bank of Albania
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see slower growth rates, due to the potential negative effects from
developments in Greece. However, the agreement reached in July
2015 is a sfarting point for the normalisation of the situation there.

Potentially subsequent effects in Albania will concentrate on a temporary
reduction in frade activity and remittances, without affecting the financial
system’s activity. As such, these effects are expected to be transitory.

From the monetary policy perspective, projections for economic growth and
inflation in the medium term assume special importance. The Albanian economy
is projected fo see faster growth pace in the next two years. The balance sheets
of the banking sector and the private sector, the external economic environment
and the overall business climate are expected to improve over this period. These
developments will support the expansion of domestic and external demand.

®  Economic growth will be supported also by favourable financing
conditions.

For a relatively long time, the monetary policy stance has been
accommodative. The continuous lowering of the key interest rate, the forward
guidance by the Bank of Albania for remaining in this territory in the future, the
expected reduction of risk premiums and improvement of banks’ balance sheets
and financial soundness indicators are premises for further easing of financing
conditions for the economy.

The Albanian financial markets continue to be characterised by a good
liquidity situation. Llending inferest rates and government securities” yields are
close fo their hisforic minimum. In response, lek lending has increased, whereas
the costs of servicing the debt o the private and public sectors have decreased.

lending dynamics have been more positive in the second quarter. Thus,
lending to the resident private sector grew 2.4% in annual ferms in May, a
higher rate than that recorded at the end of the first quarter. Credit growth
was driven by the annual growth of lek lending by 7.5%; foreign currency
lending, however, fell 0.7%. From the sectorial perspective, lending to
households continues to record higher growth rates than lending to businesses.

The Bank of Albania expects a gradual improvement of lending for the rest
of the year, and a progressive improvement of it in the next two years. This
improvement will be supported by demand growth, low interest rates and
reduced perceived risk in domestic and global financial markets. In particular,
as government’s demand for financing in the domestic market is expected to
subside, more space will be created for the growth of lending fo the private
secfor.
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e Also, the Supervisory Council deems that the successful
implementation of the measures for reducing the non-performing
loans stock will boost banks’ willingness to lend.

The portfolio of non-performing loans narrowed by 2 percenfage points in
the second quarter, mainly in response to regulafory measures undertaken by
the Bank of Albania at the year start. This is an encouraging signal with regard
fo cleaning the balance sheets of the banking system. However, according to
the approved inter-insfitutional plan of measures, it should be supported with
legal improvements that will prevent the growth of non-performing loans and
provide a ropid solution for them. In this context, the Bank of Albania would
like to draw the attention of all public agencies engaged in this project fo the
need for a swift and rigorous implementation of the commitments we have
jointly undertaken.

*  Achieving Bank of Albania’s objectives will require maintaining the
accommodative monetary policy stance for some quarters ahead.

The increase of the monetary stimuli is consistent with the expectations for
a consolidating fiscal policy during this period. As we have said before, the
fiscal consolidation reduces risk premiums for the country and facilitates the
passthrough of our monetary policy measures to the financial markets.

Based on the available information and on our assessments and projections,
the Supervisory Council deems that the actual levels of the monetary stimulus
will be upheld until at least the first half of 2016. On the other hand, the
balance of risks remains on the down side. The Bank of Albania is closely
moniforing the situation in Greece and its impact on the Albanian economy.

In the event developments there produce a strong, negative and extended
impact on the Albanian economy, the Bank of Albania has the appropriate
instruments and remains ready fo fake additional measures with a view to
achieving ifs objectives.

Concluding, the Supervisory Council reiterates the need for the confinuation
and acceleration of structural reforms. Among others, these reforms should aim
at sustainably improving the business climate, boosting the productivity and
competitiveness of the Albanian economy, promoting domestic and foreign
investments, and enhancing the economic and financial stability in Albania.
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2. PRICE STABILTY AND BANK OF ALBANIA'S
TARGET

The accommodative monetary policy implemented by the Bank of Albania
has aimed at returing inflation fo farget and anchoring inflationary expectations
around it. In concrete terms, this policy aims at: (i) cutting the costs of lending
fo the economy, by boosting demand through the increase in consumption and
investments; (i improving the flow of money of economic agents, by releasing
financial funds that may be also used to increase consumption and investments,
and (iii] keeping anchored economic agents” inflation expectations. Moreover,
an accommodative monetary policy stimulates improvement of the frade
balance and increase in aggregate demand, through the exchange rate effect.

The Bank of Albania has implemented an accommodative monetary policy
over the recent years, in response to the cyclical weakness of the Albanian
economy and below-target inflation rates. The infensity of the monetfary stimulus
has increased progressively, through continous key interest rate cuts and
implementation of liquidity injection operations. In addition, aiming fo enhance
the efficiency of the monetary policy, the Bank of Albania has communicated
its commitment fo uphold the accommodative monetary policy stance for some
quarters ahead.
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The accommodative monetary policy has been reflected in lower costs
of lending to the private and public sectors. In response, lek lending has
increased, whereas the cost of servicing the debt to the private and public
sectors has decreased. The forward guidance for an accommodative monetary
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policy stance has confributed to keeping inflation expectations in control,
decelerating the increase in the real interest rates and stimulating the increase
in private spending. These channels have supported the growth in consumption
and investments, which have formed the main source of economic growth over
the past two years. On the other hand, the accommodative monetary policy
has decelerated the appreciation trend of the exchange rate and confributed to
the improvement in the trade balance.

The transmission mechanism of the monetary policy, however, remains weak,
due to the high risks premiums in both the domestic and external economy.
Aggregate demand is inadequate for the return of the economy to equilibrium,
and overall inflationary pressures are weak. The latest economic and monetary
data also endorse this assessment.

Inflation has been downward in the second quarter, averaging 1.8%. It
decelerated mainly because of lower food prices, due to higher domestic supply
of agricultural output in May and June. From the macroeconomic perspective,
this quarter’s fall in inflation is assessed to have been driven by fransitory supply-
side factors. Core inflation, however, remains low, as the domestic economy
continues to operate below its potential.

Chart 2 Inflation, key rate and target (left); Output gap and core inflation
(right)
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The Albanian economy grew 2.8% in Q1, driven by the growth in investments
and net foreign demand. Economic growth in this period was somewhat higher
than expectations, but it did not alfer the assessments on the negative output
gap and our shortterm and medium-erm projections.

The Albanian economy is expected to pursue an upward trajectory in the
medium-term horizon. Economic growth for 2015 is expected to average lower
than in the first quarter, reflecting also some expected shocks from developments
in Greece, during the second half of the year. However, economic growth
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is expected to rely on a broader basis and improve in 2016 and beyond.
Financial conditions, financial and private sectors' balance sheets, as well as
the external economy are expected to improve, confributing thus to domestic
and foreign demand growth. In 2015, inflation is expected to average around
2% and fo return fo target within the medium-term horizon, consistent with the
expected improvement of economic activity.

In accordance with such projections, the Bank of Albania deems that the
return of inflafion fo target will require maintaining the accommodative monetary
policy stance for some time ahead. Maintaining the actual stance and intensity
of the sfrong monetary stimulus will contribute to boosting aggregate demand,
as well as fo the refurn of the economy to equilibrium and of the inflation to
farget. It becomes even more indispensable in the presence of expectations for
a consolidating fiscal policy over the period, and of a downward balance of
risks.

Bank of Albania 13
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3. FINANCIAL MARKETS AND MONETARY
INDICATORS

The performance of financial markets and monetary indicators reflected the
overall economic developments. Financial markets continue to be characterised
by a good liquidity situation and, in response fo the accommodative monetary
policy, interest rates remain at historic low levels. However, the situation in
Creece is reflected in added volatility in inferest rates in June. lek’s exchange
rate has been overall stable, with a depreciation trend towards the US dollar.

lending standards eased in the second quarter, but credit performance remains
weak. It is affected both by the sluggish credit demand and the conservative
policies and the low risk appetite by the banking system. The expansion of
monetary assets remains low and does not signal for high inflationary pressures.
The structure of monefary assefs continues fo move fowards the extreme of the
liquidity spectrum. During the first half of the year they continued to shift on the
one hand towards current accounts and cash, and fowards overtwo year term
deposits and government securities, on the other.

The Bank of Albania expects a similar situation to continue during the rest of
the year and beyond. Despite fluctuations, interest rafes are expected to remain
at low historic levels, and lending standards are expected to improve. lending
is expected fo pick up slightly during 2015 and improve more significantly in
the next year.

3. 1.FINANCIAL MARKET DEVELOPMENTS
INTERBANK MARKET

Trading volume in the interbank market averaged ALL 7.5 billion in Q2,
down ALL 1.2 billion from Q1. Interbank transactions consist in shortterm ones,
mainly one and seven days. The accommodative monetary policy stance and
the favourable liquidity situation are reflected in downward interest rafes in
this market. Since the last inferest rate cut in January, interbank interest rafes
have remained mainly below the key rafe. They fluctuated less in the second
quarter.! The ovemnight rate averaged 1.92%, down 0.10 percentage point
from the previous quarter. The seven-day rate fell to 1.97% from 2.05% three
months earlier.

Notwithstanding the improvement in the recent years, the interbank market
confinues to have a small share in banking system assets and is characterised

In Q2, the standard deviation of the overnight interbank rate was 0.084 from 0. 194 in Q1.
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Chart 3 Bank of Albania open market operations (left) and interbank
rates (right)
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The second quarter of 2015 was characterised by down-trending yields
across all maturities. Expectations for lower government demand for financing
generated downward pressures on yields. Participation in auctions was
generally high, driven also by the households demand. For more than a year,
the positive difference of yields on securities with the inferest on term deposits
drove households’ higher preference for long-term instruments.
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2 The borrowing volume in the interbank market is estimated fo be around 1.0% of total banking
system assets. The market is segmented and, due fo exposure restrictions, liquidity management
is oftentimes inefficient.
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Yields on 3 and &-month Treasury bills hit their historic minimum rates.®
The yield on 12-month T-bills fell to 3.25% in the first week of July or 0.32
percenfage point down from the previous quarter. Also, bond auctions in April
and May showed upward demand for these instruments, which contributed fo
the fall in their yields. The fix 5-year yield fell by 0.20 percentage point (to
6.45%) whereas the 10-year yield fell by 0.32 percentage point (to 8.93%).
The latter had not fallen since ifs first issue in 2013.

The auction results in June suggest deceleration of the yields" downtrend.
Developments in Greece may have raised market uncerfainties about the
refinancing the Albanian Eurobond in the international market, thus contributing
fo this development.

CURRENCY MARKET

The natfional currency continued fo depreciafe against major foreign
currencies in Q2. The Nominal Effective Exchange Rate (NEER)® depreciated
on average by 3.0% in annual terms. This performance was dictated entirely
by the weakening of the national currency against the US dollar. Depreciating
pressures have been increasingly weakening at the end of the quarter.

Chart 5 Annual changes of the nominal and real exchange rate index,

EUR/ALL and USD/ALL.
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Source: Bank of Albania.

The 3, 6, and 12-month yields stood at 2.77%, 2.97% and 3.25% respectively as of 10
July, from 3.06%, 3.23% and 3.57% respectively as at end of March 2015.

4 In the ‘Medium-term strategy of public debt management 2015 - 2017 the Ministry of Finance
states that a part of the budget deficit for 2015 will be covered by foreign borrowing and
Eurobond ref/'noncing in international markets (Www.finonco.gov.o/). If that materialises,
demand for financing through the domestic market will fall.

The NEER is measured against the currencies of Albania’s five main trading partners, namely
lialy, Greece, Germany, Turkey and China. When NEER increases, lek depreciafes..
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In real terms, lek’s depreciation was more contained (2.0% in annual ferms),
mainly driven by the higher inflation rates at home compared fo those recorded
in euro area countries. The index of pressures on the foreign currency market®
suggests a slight increase of pressures in May and June; however, it remains
within the historic inferval. Foreign currency demand was upward until June. On
the other hand, the higher foreign currency supply seems to be concentrated in
the second half of June, in line with the seasonality of the period.

In bilateral terms, the EUR/ALL exchange rafe averaged 140.6 in Q2. The
Albanian lek depreciated slightly both in annual terms (0.4%) and in quarterly
terms (0.3%). Lek depreciated 24.0% against the US dollar from the previous
year, but appreciated 2.0% in quarterly terms. US dollar developments in
foreign markets have been also reflected in the domestic market.” In Q2, the

USD/AlL exchange rate averaged 127.2.

3.2.DEPOSIT INTEREST RATES AND FINANCING
CONDITIONS®

Inferest rates on lek deposits remain close to low historic levels, albeit
volatile over the first five months of the year. They fell in March and April,
but rose - on average by 0.1 percentage point - in May. Higher interest rates
were applied for maturities up to one year. Conversely, interest rafes on euro
deposits continued fo fall. Over the past two years, they have been falling as
euro inferest rates in international markets were kept low and lending in this
currency confracted.

Interest rates on lek loans appeared more volatile during 2015, and varied
depending on the term to maturity and purpose of use. Medium and long-
ferm interest rates fell slightly, whereas shortterm ones - up to one year - rose
compared to 2014 Q4. The average weighted inferest rate on new lek loans
stood at 8.28% during January - May 2015 from 7.87% in 2014 Q4. It
increased particularly in the last two months. During this period, new loans
were given mainly to finance businesses’ liquidity needs and was concentrated
in a few banks. Interest rates on consumer and longferm investment loans fell,
thus contributing to the performance of loans for these categories.

The index is calculated as a linear combination of the annual change of the infernational
reserve, NEER in per cent and the index of the difference of weighted interests of lek deposits
against US dollar and euro ones. Shares in ithis index are calculated as “reverse disiribution”
of monthly series of each component.

According to the Nominal Index published by the Fed, the US dollar appreciated against the
other major currencies by 15% during August 2014 - June 2015.

The lafest official data related fo inferest rates on loans and new deposits are as of May

2015.
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Chart & New deposit interest rates

Inferest on time deposits, EUR
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Inferest rates on euro loans dropped, especially in April and May. The
average interest rate on euro loans stood at 5.96% in this period, from ¢.31%
in Q1. The drop is reflected in the narrowing of the spread of the 12-month
Euribor index. Banks expanded the margins on Euribor interest since 2013,

Chart 7 Interest rates on new loans
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signalling thus @ more conservative approach to euro loans.

Overall, banks continue to apply easier lending standards on households
while maintaining fight standards for businesses. The lafter are the borrowers
with the highest level of non-performing loans. For Q3, banks expect interest
rates to fall, both for lek and euro loans.
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Box 1 Bank Llending Survey 2015 Q2

Bank lending survey results show lending standards eased for both businesses and
households in 2015 Q2. For small and medium-sized enterprises, lending standardls
eased for investment and working capital purposes. For corporations, lending
standards remained unchanged from Q1. For households, lending standards eased
for house purchase and consumption purposes.

Liquidity situation, capital adequacy, competition in the banking system and Bank
of Albania decisions contributed fo the easing side of lending standards for both
businesses and households. Non-performing loans contributed negatively fo the
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The accommodative lending policy was mainly applied by narrowing the average
margin and extending the loan’s maximum term to maturity .

In 2015 Q2, credit demand was assessed as downward for businesses and upward
for households. Business demand fell at similar rates for both small and medium-sized
enterprises and large corporations. Conversely, households” demand improved
considerablyv. for both house purchase and consumption purbeses.
‘ Chart @ Credit demand [net balance)
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For 2015 Q3, expectations for standards applied to businesses and households
loans are on the easing side. Households credit demand is expected to grow,

whereas business demand is expected fo be low during the next quarter.

3.3.LENDING TO THE ECONOMY

lending fo the private resident sector recorded 2.4% annual growth in
Q2, standing higher than the annual growth rate recorded in Q1 (1.9%).7
Growth rates improved, reflecting the performance of lek lending. Af the same
fime, it was supported by the growth in the portfolio of lending to households.
lending developments appear positive compared to the previous year, but they
remain characterised by low growth rates. From a longerferm perspective,
this performance has been driven by businesses’ low demand for loans and
banks' conservative policies. Irrespective of the shorterm improvement, lending
standards appear volatile; especially for businesses, they remain tight compared

Chart 10 Lending to the economy*
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*The left chart shows the weighted average of bank lending survey resulis for businesses and
households. Tt presents the index of net cumulative balance since 2009 Q4.
Source: Bank of Albania
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fo four years earlier.

lek lending grew 7.5% in 2015 Q2 in annual terms. The positive performance
of lek lending contributed to this portfolio’s share surging to 42.5% in the total,
or 2.5 percentage points higher than in May 2014. Foreign currency lending
contracted 0.7% in annual terms. Foreign currency lending weakened driven
both by the awareness of economic agents about the exchange rate risk,
and the orientation of credit demand for investment purposes in the national
currency. It was favoured by the evident narrowing of interest rates spread

During 2015, the lending portfolio performance was determined by non-performing loans
wrife offs from banks balance sheets, in compliance with the requirements of the regulatory
framework that entered into force at the start of the year. For more, refer to Annual Report
of Banking Supervision. Taking info account these changes, the annual credit growth for the
private appears higher, at 2.7%.

20 Bank of Albania



Quarterly Monetary Policy Report, August 2015

Chart 11 Lending to businesses
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between lek and euro loans.

lending to business grew 2.0%, year on year, in 2015 Q2. The portfolio
of lending to businesses improved driven by both lending for liquidity and
investment purposes. Lending for liquidity grew 2.0%'° against the 1.6% at the
end of Q1, while lending for investment recorded 2.0% annual growth, against
1% in Q1. The analysis of lending by sector shows that portfolio of lending
fo businesses expanded, driven by the financing of the industry and services
sectors of the economy. The outstanding loan for these secfors rose 6.6% and
1.9% respectively, year on year. lending to the construction sector dropped
further, falling 5.0% in annual terms at the end of May.

The second quarter confirmed the positive frend of lending to households,
nofed since 2014 H2. Outstanding loans for households rose 3.3%, year on
year. Positive developments in lending to households are apparently driven by
the easing of lending standards for several years, both in terms of cost and
other lending standards.!" Consumer loans recorded 7.3% annual growth,
against 5.9% recorded at the end of March. Attractive promotions with better
inferest rates and other standards seem to have boosted the performance of
consumer loans. Likewise, formalisation in the labour market is believed to have
confributed fo the increase in the number of households that meet borrowing
criferia. In the meantime, the annual growth of mortigage loans has settled af
the moderate level 2%, conditioned by both sluggish households demand for
house purchase, and marketrelated problems.'?

The analysis of lending to businesses and households by purpose of use is based on data
reported by banks.

""" According fo results from the bank lending survey.

12 According to results from the bank lending survey.
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Chart 12 lending to households
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The Bank of Albania expects lending to perform slightly better in the rest of the
year, driven by eased lending standards, lower interest rates and a more active
role of banks in lending. In particular, the reduction of government's demand for
financing in the domestic market will create more space for increased lending
fo the private sector.
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3.4. MONETARY INDICATORS

Money supply resulted in steady growth in April and May. The broad
money aggregate, M3, recorded 4.8% annual growth in May, against 4.1%
recorded at the end of Q1. The positive performance of M3 continued to be
driven largely by the foreign currency component (6.6 percentage poinfs).
Government financing by the banking sector also gave positive confribution
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in annual ferms (2 percentage points). Private sector demand for financing
confinues fo appear sluggish, providing low contribution to the creation of
money in the economy (1.3 percentage points).'?

The M2 aggregate recorded around 5.4% annual growth in May, against
4.6% in March. The performance of the M2 aggregate reflects mostly the
positive developments in lending to the private sector in the national currency.
The ratio of currency outside banks to the M2 aggregate rose to 30.7% in
May, reflecting the high demand for liquid money.

Chart 14 Deposits
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In May, the fofal stock of deposits'* in banks stood at around 4.2% higher
than in the previous year. In absolute terms, they rose by around ALL 3.6 billion
from March, improving from 2015 Q1. The low interest rafes on deposits
continued to confribute fo deposits shifting fowards a more liquid structure. In
parallel, deposits appear to have moved to over two-years ferm to maturity,
with higher interest rates. The positive performance of deposits in April-May
was driven by the good performance of lek deposits. In annual terms, the total
stock of lek deposits expanded by 3.9%, whereas foreign currency deposits by
4.6%, year on year. Households deposits contributed most to the expansion of
the deposit stock, over this period.

Money supply is expected fo expand fasfer in the remainder of the year.
The creation of money in the economy will be driven mainly by the growth of
lending fo the private sector and foreign currency inflows from abroad. Deposits
will expand mainly in the form of lek deposits; deposits with over two-year term
to maturity will grow even further. The expected monetary developments are
in line with the improvement of the economic activity at home and are not
expected to exercise inflationary pressures over the medium-erm horizon.

The difference between the growth in M3 aggregate and abovelisted confributions rests in
the negative confribution by the residual ifem ‘Other net’.

The analysis of deposits includes deposits with over two years term fo maturity, which are not
included in the calculation of the M3 broad money aggregate.

Bank of Albania 23



| Quarterly Monetary Policy Report, August 2015

4. INFLATION AND ECONOMIC GROWTH

Economic activity posted growth in H1, but inflationary pressures remained
subdued. Annual inflation averaged 1.8% in Q2, standing below Bank of
Albania’s target. low inflationary pressures continue to be determined by the
below-potential growth of the economy, low inflation rates in frading pariner
countries and low inflation expectations.

The contribution of these factors will persist in the shorterm horizon, but
inflation is expected fo return to target within a medium+erm period. This
projection is condifioned by the projections for a progressive improvement of
economic growth rates in the future.

The Albanian economy grew 2.8% in Q1, driven by the rise in investments
and improvement of the balance of trade exchanges with abroad. On the other
hand, private consumption fell, whereas public sector consumption remained
almost unchanged. Growth rates in Q2, are assessed fo be similar to the
previous quarter. Year 2015 is expected to produce higher growth than in the
previous year, but the effects of the situation in Greece may have an impact on
economic activity in HZ2.

In the medium term, economic activity in Albania is expected fo continve the
upward frajectory, reflecting favourable financing condlitions, reduction of risk
premiums at home and improvement of economic and financial activity in the
euro area.

4. 1. EXTERNAL ECONOMIC ENVIRONMENT

4.1.1. GLOBAL ECONOMY

Clobal economic growth slowed down in Q1, mainly as a result of the
contraction of economic activity in some of the developing economies. The
dynamics of some preliminary and indirect indicators in Q2 suggest that the
global economy will continue fo grow gradually, driven by the recovery of
advanced economies.'® Unemployment rates in these countries stopped rising
and many have seen market labour improvement. Inflationary pressures remain
subdued, due to low energy and commodity prices.

> The paragraph refers mainly fo the economic bulleting of the ECB, June 2015 and the PMI
analysis of leading indicators by Markit, June and July 2015.
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Table 1 Selected macroeconomic indicators

GDP change Unemployment rate Inflation rate

Countries Ql-15/ Q4-14 Ql-15/Ql-14 May-15 June-15/ May-15 June-15/ Jun-14
USA 0.2 2.7 5.3* 0.3 0.1
Euro area 0.4 1.0 11.1 0.0 0.2
Germany 0.3 1.0 4.7 0.1 0.3
France 0.6 0.7 10.3 0.1 0.3
United Kingdom 0.3 2.4 5.6 0.0 0.0
Source: ECB, Fed, Eurostat and respective statistics offices.

*lune.

EURO AREA ECONOMY

latest data published by Eurostat'® show that the euro area economy grew
1.0% in 2015 Q1, from 0.9% in 2014 Q4. Economic growth was driven
by the growth in consumption and investments, whereas foreign demand
decelerated GDP growth. Provisional data suggest that the positive confribution
of domestic consumption to GDP formation will continue infto Q2. Preliminary
estimates show that economic activity will accelerate and economic growth
in 2015 will be higher than in 2014. Business and Consumers Confidence
indicators appeared more volatile, taking info account the Greek crisis solution
impasse.

Chart 15 Composite output index and quarterly GDP (left] and business and
consumer confidence indicators and economic sentiment (right)
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Annual inflation rates for April - June ranged 0% - 0.3%, moving away from
the negative rates recorded in Q1. ECB’s mediumterm projection revised up
expected inflation for 2015 (0.3% from 0% projection in March).!”

6 Second estimate for the 1-st quarter of 2015, 9 June 2015.
ECB staff macroeconomic projections for the euro, ECB, 3 June 2015.
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UNITED STATES ECONOMY

The US economy slowed down in Q1, contracting 0.2%. In annual terms,
its growth posted 2.7%. Economic activity in the USA was defermined by
tfemporary factors (adverse weather) that led to contraction of investments and
exports. Indirect indicators in the recent months suggest the return of economic
growth to positive territory in Q2, driven by consumer spending and steady
improvement of the labour market. Inflation confinued to fluctuate in low
levels (0% and 0.1% respectively in May and June|, reflecting the downward
performance of commodities, oil and energy products.

ECONOMIES IN THE REGION

The economy of Italy retumned to positive growth rates in 2015 Q1. The
GDP grew 0.3% in quarterly terms, and O.1% in annual terms, thus technically
leading ltaly out of recession. In the calculation of the value added in the
economy, posifive contribution is noted from all components and sectors of
the GDP. Provisional indicators for Q2 confirm the positive dynamics of the
economy. According fo experts’ forecasts, economic growth will continue
fo gain vigour in 2015. Inflation rates refumed tfo positive territory in recent
months, seeing slight rise.

According to provisional data, the economy of Greece contracted in 2015
Q1, compared fo the previous quarter. In annual terms, economic growth
maintained positive values (0.2%). The confraction in quarterly terms of the
activity [0.2%) reflected mainly the drop in investments. The second quarter is
expected fo be negatively affected by economic agents’ uncertainties about
the conclusion of an agreement between Greece and crediting institutions. At
the time of writing of the present report, an agreement was reached with the
froika (EU, ECB and IMF) to support Greece in exchange for the necessary
structural reforms. The country's economic outlook remains related to political
developments and subject to compliance with commitments taken by the Greek
government.

The economy of Turkey saw the growth rates slowing down in Q1, posting
2.3% from 2.6% a quarter earlier. It must be noted that the weight of contribution
in GDP formation shifted from exports to domestic consumption. Inflationary
pressures remained strong in Q2, although inflation rates fell 107.2% in June
from 7.6% in March. Indirect and confidence indicators diverge and do not
defermine clear trends. However, datfa from industrial output and sales suggest
economic growth will confinue in Q2.

Economic activity in Macedonia continued to grow rapidly even in Q1.
GDP growth was mainly attributable to domestic consumption and less to
net exporfs and investments. Indirect data on production are downward and
suggest that the economy in Macedonia may slow its growth down in Q2.
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After the first three months in negative territory, inflation rafes refurned fo positive
and are showing slight rise in recent months.

Table 2 Economic indicators for countries in the region

Counfries GDP change Annual inflation  Unemployment rate

2015 Q1/2014 Q4 2015 Q1/2014 Q4 June 2015 May 2015
ltaly 0.3 0.1 0.6 12.9
Greece 0.2 0.4 2.8 25.5
Macedonia - 3.2 0.5 27.3
Serbia 0.4 1.8 1.9 19.2
Croatia 0.05 0.5 0.9 17.0
Turkey 1.3 2.3 7.2 Q.4
Kosovo - 3.3 0.4 35.3"
Albania 0.3 2.8 1.4 17.3

- Valve for 2015 Q1;

Valve for 2014 Q4;

- Value for April 2015;

V-Value for 2014.

Source: Statistical institutes and respective cenfral banks.

In 2014 Q4, economic growth in Kosovo recorded 3.3% from 1.4% in
the previous quarter. Growth in consumption and net exports contributed
most, while government spending contracted significantly. In annual terms, the
economy of Kosovo decelerated the growth pace to 0.9% in 2014 from 3.4%
in 2013, mainly due to the fall in consumption and investments. For 2015 Q1,
preliminary indicators are volatile and do not point to a clear frend. The current
account deficit expanded in Q1, as a result of the contraction in government
fransfers and reduction in income flows. At the same fime, the growth in
remittances and FDls has mitigated the above-mentioned developments. Labour
market indicators show upward unemployment, to 35.3% in 2014, from 30%
in 2013. The high share of imported prices in domestic inflation has contributed
fo prices performing similarly to those in main frading partners (euro areal).
Since December 2014, inflation rates have been in negative ferritory. In June,
inflation stood at -0.4% from -0.5% a month earlier.

COMMODITY PRICES IN GLOBAL MARKETS

Commodity prices confinued to fall in Q2. Energy and mefal prices saw
substantial contraction, driven by fensions in Greece and China.

The oil price in global market lost about 44.0% of its value compared fo the
previous year. According fo the European Brent index, a barrel was traded on
average for USD 62 /barrel from USD 54 /barrel in the previous quarter. The
14% price rise was driven by the demand expanding higher than expectations
and the inventories falling in the USA. Nevertheless, expectations for liffing
sanctions against lran and for a potential growth of supply in the market
friggered the fall in prices in the last week of June.

Under the impact of the oil price, the index of commodity prices slumped
34%, yoy. It rose 4.0% in quarterly terms. Food prices trended down (-21.5%,
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yoy), albeit af more moderate pace at end-period.
Adverse weather conditions affected the supply of
agricultural products, dictating a slight rise in food
prices in June.

Given the ample supply, the average oil price for
2015 and 2016 is revised down to USD 60/barrel
and USD 67 /barrel, respectively. In the meantime,
average food prices will remain moderate.

4.1.2. GLOBAL FINANCIAL MARKETS

S <2 g § é S 2 § S The major central banks kept their key interest rafes
R 8 R o 2 8 R B R B unchanged, respectively, the European Central Bank
ZFO'OS”;S;S at 0.05%, the Federal Reserve at O.15%, the Bank of

Source: IME EIA. ;. England at 0.5% and the Bank of Japan at 0-0.1%.

Chart 17 Key inferest rafes of selected central

banks In euro area money markets, Euribor rafes fell further
reflecting ECB's quantitative easing. Since May, the
3-months Euribor has been in negative territory. Libor
rates for the US dollar remained unchanged from
the previous quarter. In capital markets, bond yields
were affected mainly by developments in Greece
and showed upward frend across all categories.
The impasse for an accord with Greece has caused
some concern for financial agents, thus contributing
fo upward yields for many debt instruments in the

market. However, the quantitative easing policy

implemented by the ECB has produced its effects.
EgJE Excluding Greece, the yields are lower than in the

periods before this policy was implemented.

Chart 18 Selected financial indicators in international markets
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In Q2, the euro depreciated against the US dollar and other major currencies.
It gained grounds against the US dollar in the last month and is recuperating the
depreciation due to the beginning of ECB’s policy. In average bilateral terms,
in June, 1 euro was fraded at 1.1213 US dollars, appreciating 0.6% from
May. In quarterly terms, the euro depreciated 1.8% against the green currency.

4.2 .GROSS DOMESTIC PRODUCT AND AGGREGATE
DEMAND

Economic growth posted 2.8% in 2015 Q1, standing higher than our
expectations. Private and public investments and net foreign exports contributed
to economic growth, while Albanian households' consumption fell.

In balance, available information for Q2 suggests that positive growth rafes
will continue. Economic growth for H2 is expected fo be affected negatively by
a pofential decline in exports and remittances from Greece. The overall annual
growth is estimated to be higher than in the previous year.

Economic growth for Q1 resulted as improved; the Gross Domestic Product
rose 2.8% and 0.3%, in annual and quarterly terms. In line with our assessments,
private consumption fell, reflecting the shift of a part of financial resources
fo paying outstanding electricity bills. On the other hand, investments in the
economy and export of goods and services grew.

From the sectorial perspective, the low contribution by the agricultural sector
and the fall in oil production and processing was offset by the high growth of
electrical energy production. On the other hand, the
contribution of the services sector to the value added

the previous year.

In balance, available information for 2015 Q2
suggests that positive growth rafes will continue.'®
Domestic demand is expected to be the main
component of growth, driven by low inferest rafes
in the economy, improvement of confidence in
the economy and milder fiscal consolidation.
Deceleration of exports and remittances from Greece
are estimated fo reduce the economic growth for the

year by around 0.25 percentage point. However,
in our judgement, the economy will record higher
growth rafes than in the previous year.

18 Economic analysis and the assessments of aggregate demand for Q2 are based on updated
fiscal indicators, external frade, credit and deposits until May and confidence indicators for

2015 Q2.
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This projection will depend on the satisfaction of preconditions such as:
improvement of financing conditions and recovery of financial markets risk
appetite; handling, with minimum effects, shocks that may arise from the Greek
crisis; further improvements in the labour market, business climate and domestic
and foreign investors’ willingness.

Box 2 Quarterly Gross Domestic Product, aggregate demand components and
significance for the monetary policy

For the first time, on @ July 2015, INSTAT published the quarterly series of the Gross
Domestic Product (since 2008 in nominal terms and since 2009 in real terms). The
quarterly national accounts were assessed according to the output and expenditure
approaches, in full alignment with the annual accounts methodology”.

Actual and expected assessments of the performance of the economy in this monefary
policy report and future ones will rely on quarterly data on the gross domestic product
(GDP) and its components. For the monetary policy, analysing only the performance
of the GDP but also address other factors affecting it is not sufficient. Depending on
the approach for calculating the GDP, several profiles of macroeconomic analysis
may be constructed, both from the output and expenditure point of view. In this box,
we present synthetically the GDP profile by economic activity and by expenditure
components, underlining the importance of the latter on economic analysis and
forecasting, for an effective monetary policy decision making.

Chart 20 Gross Domestic Product by sector
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In the GDP analysis according to the output approach, the valve added by the
services sector shows an upward frend of services activities. Services account for
highest share in GDP, around 45.4% of the nominal GDP for 2014. In the meantime,
the industry and construction sectors showed higher volatility compared to other
sectors. The uptrend in the indusiry sector is reflected in the higher share it has in
the GDP, from 9% in 2008 to 12% in 2014, whereas the downward dynamics of
construction has reduced its share in GDP, from 16% in 2008 to 10% in 2014.

The GDP according fo the expenditure approach is the sum of final consumption
of goods and services (from households, public administration and notfor-profit
institutions), gross fixed capital formation, net exports and change in inventony". Final
households consumption is the main component. lts average share in aggregate
demand over the past five years was 80%. Gross fixed capital formation has a smaller
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share, at 28%, but is more volatile and has determined the volatility of aggregate
demand. Public administration consumption shared 11% and net exports -20% for
the period 2010 -2015".

Households” final consumption increased on average 1.6% in real terms during
20102015, 0.6 percentage point less than GDP’s growth rates for this period.
The growth rafes in this component fell significantly during 2012, one year affer
the euro area financial crisis, as a result of heightened uncertainties’. Growth rafes
in private consumption recovered in the following two years, being thus the main
confributor to aggregate demand growth, together with the final consumption of the
public administration. The gross fixed capital formation performed more sluggishly
after the crisis. Affer providing negative average contribution for three consecutive
years (2012-2014), it returned to being the main confributor fo aggregate demand
growth in 2015 Q1. Net exports showed higher volatility during the period under
review. Under the direct impact from downward global demand, net exports were
the main component of aggregate demand contributing negatively during 201 1.
In the meantime, one year later, net exports were the main driver of aggregate
demand growth, fo give again the main contribution in 2015 Q1.

Chart 21 Gross Domestic Product by expenditure
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The monefary policy’s effect on aggregate demand may be understood and
monitored,; however, it may not affect selectively different sectors of the economy.
Thus, the analysis and forecasting of expenditure components assumes primary
importance for the monetary policy. For example, the implementation of an
accommodative monetary policy impels households to save less and spend more,
business investments become less expensive (increase in investment, or gross
fixed capital formation) and the exchange rate depreciates, rendering imports
more expensive and exports less costly and (improvement of frade balance). The
publication of the GDP according fo the expenditure approach helps estimate
the effect of the monetary policy on each component, size and duration of the
transmission of the effect. Enriching the database with this information enables a
better planning and monitoring of the monetary policy.
!'By: I. Metani and E. Kristo, Monetary Policy Department.
' "GDP is calculated based on the European System of Accounts (ESA 2010) and System of National Accounts (SNA 2008)
" Enterprises are included in the gross fixed capital formation and change in inventory but they are not included in the final consumption
of goods and services. Households, public administration and non-profit institutions are included in the final consumption in the
economy, gross fixed capital formation and change in inventory.
VThe changes in inventory are not calculated on quarterly basis and according to the annual national accounts they share 2% in the
GDFP for the period QOO?{ 2013. Consumption of non-profit institutions has an insignificant share in the formation of the GDF, at 0.2%
on average, over the past five years.

v The euro area financial crisis is estimated to have affected Albania’s economy and was first passed through the trade channel

in 2011 and through the channel of uncertainties in 2012. The consumers” uncertainty indicator, assessed through the consumers’
confidence survey, rose significantly in 2012, above its long-term average
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4.2.1. OUTPUT BY SECTOR"™

GDP grew 2.8% in Q1, driven by the expansion of manufacturing and
services sectors. Manufacturing contributed by 1.6 percentage points, and
services by 1.1 percenfage points to annual GDP growth?®. Manufacturing
reflected mainly the good performance of the industry. Other activities, such as
'Agriculture, Forestry and Fishing’, 0.4 percentage point and ‘Construction’,
0.2 percentage point also confributed fo the GDP growth. In the meantime,
the annual growth of services decelerated. Higher confribution fo economic
growth was generated by ‘Public administration, Education and Health” 0.39
percenfage point, and ‘Financial and insurance services' percentage point.

Chart 22 Goss Domestic Product by oufput and confidence indicators
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The value added in industry rose 7.6%, in annual terms, after the low 0.8%
increase in 2014 Q4. According to output index data, * Electricity, gas, steam
and air conditioning supply’ marked the highest expansion of output among
the industries, posting 37.4%%'. The processing indusiry?? confribuftion was
low, 1.2 percentage points. The exiractive industry recorded a strong annual

7 On 9 July, INSTAT published the data on the GDP from the
production side and aggregate demand side, until 2015 QI.
he publication of new data, for which the methodology has been improved and information
has been enriched, included the revision of previous series related also to information update.
Data for 2013 are semiinal, those for 2014 are preliminary and for 2015 a first publication
being subject fo future revision. More details presented in Box 3 ‘Quarterly Gross Domestic
Product, components of aggregate demand and importance of monetary policy’.

The component of taxes less subsidies on products contributed O.1 percentage point fo
economic growih.

Amid adverse weather conditions (heavy rainfalls in the Q1), and due fo the structural
reformation of the energy sector.

Output index data point fo the shrinking of output in some of the sub-branches of the processing
industry. The fall in textiles, clothing, leather and footwear, which have the highest share
(30.1% for 2012 -2014) in the processing industry suggests that this industry has had the
highest negative impact on the performance of the processing industry. Being exportoriented
industries, this is also supported by the slow annual growth of exports in some items of fextiles,
clothing, leather and footwear in Q1.
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confraction, 26.9%, contributing therefore to the negative side of the overall
performance of indusiry. The upward trend of confidence indicators in industry
sustains the assessment for a positive dynamics of the sector in Q2.

Chart 23 Contribution by branch to value added in industry and
capacity utilisation rate

—Industry
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Source: INSTAT and Bank of Albania.
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Construction slowed down the annual growth rafes in Q1. Value added
from construction grew 2.8%, after expanding 4.8% and 8.7% in 2014 Q3
and Q4. The positive dynamics in construction is explained mainly by the
realisation of water supply, electricity and felecommunication?® lines and
industrial constructions®.  Moreover, the improved liquidity situation and
confinuation of public investment projects are estimated to have given positive
effect on construction?®. The increase ufilisation capacities and continuation
of public investments in infrastructure signal an improved performance in this
sector in Q2.

23 The approximate value of building permits recorded higher annual growth for this category
of civil engineering works.

Permits were approved mainly for industrial buildings. However, their total number was low
compared fo permits given during 2012 - 2014. Data on building permits and types of
construction are published in quarterly statistical bulletins of INSTAT.

The payment of government arrears for infrastructure works fo businesses realising public civil
engineering works (construction and repair of roads, schools, etc.) continued to be high even
in 2015 Q1. Moreover, the increase in government's capital expenditure in this quarter and
continuation of realisation of infrastructure projects supported by the Regional Development
Fund suggests for continued public investments.
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—Annual chnage — Capacity utilisation rate
—Quarterly change

Box 3 House market prices*

The house prices rose 2.3% in Q2 compared to the previous year, whereas the
rental prices fell 0.4% in real terms. Despite shortterm fluctuations, house and rent
prices remain below the average of the last five years. Price fo rent ratio rose 0.3
percentage point from Q1 and reflected the rise in house prices in Q2.** The
frend of this index over the last five years has been slightly downward, dictated by
the more pronounced fall in prices versus rents.

Chart 25 House Price Index and pricetorent index

Annual change

——House Price Index —Rental price Index
—Moving average 4Q —Moving average 4Q

The quarterly dynamics of the price index in Q2 reflected the improved consumer
confidence and eased standards for morigage loans. Moreover, according to the
bank lending survey, banks reported upward households demand for house purchase
loans in Q2. On the supply side, the higher number of building permits in the last
year signals for added investments for new houses.
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The analysis of house and rental prices is based on respective information only for Tirana.
** The price-forent index is used to signal in advance the overheating of the house market.

The value added in the economy from agriculture, forestry and fishing was
positive. It rose 1.9% annually, after contracting 2.5% in 2014 Q4. However,
growth rafes in agriculture, forestry and fishing ranged below the average rate
4.2%, driven, among others, by the effects of floods on agricultural output in the
south of the country, during Q1. In Q2% and following, the sector is assessed
fo contribute positively to economic growth, as a result of improved agricultural
infrastructure, better financial support from the banking system, and facilitating
government policies” .

Chart 27 Contribution by branch to value added in services and
capacity ufilisation rafes in services
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Partial data for the quarter point to a higher growth of exports for some of core category of
agricultural products (such as vegetables and medicinal herbs) during April and May.

In the framework of the continued implementation of measures infroduced by the government
fo boost the development of agricultural and agro-processing sectors.
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Services continued fo slow down their activity for the second consecutive
quarter. In Q1, branches of services generated value added standing 2.5%
higher in annual terms. The performance of the sector reflected mainly the
slowdown in frade, hotels and restaurants and fransport?, to 1.2% Decelerated
frends were also present in other branches, except for financial and insurance
activities. Value added in this branch rose significantly contributing 0.8
percenfage point fo the services sector. This sector’s outlook for Q2 suggests
it will continue the upward trend. The improvement of confidence in services
and assessment for a higher utilisation of production capacities suggest that the
activity will improve.

4.2.2. AGGREGATE DEMAND

Aggregate demand growth in Q1 was driven mainly by the increase in
investments and improvement of the frade balance in the exchange of goods
and services with nonesidents. On the other hand, households’ spending
was down. Domestic demand expanded at slower rates, whereas the positive
contribution of net exports was upward from 2014 Q4.

Preliminary data suggest that growth rates will continue in Q2. The structure
of growih is assessed as balanced, impacted positively by growth of domestic
demand and narrowing of net exports deficit.

Aggregate demand grew in Q1, affributable to domestic demand (1.9
percentage points| and real net exports (2.8 percentage points).?? Compared
fo last year, the contribution of domestic demand to GDP fell 0.6 percentage
point. It slowed down mostly due to consumers’ downward consumption of
goods and services. By contrast, the two-digit growth of gross fixed capifal
formation supported the growth of domestic demand and was ifs main
confributor. Judging from survey results, the accumulation of inventories in Q1
made positive confribution fo aggregate demand growth in the considering
quarter.°

Confidence survey data suggest the economy will continue the uptrend in
Q2. The Economic Sentiment Indicator (ESI) remains above the historic average.

26 This branch shares around 37% of the value added in services, as expressed in current prices
for the period 2009 - 2014. Volume turnover data point to a more significant slowdown of
whole sale frade.

29" The contribution of ‘change in inventories and statistical discrepancy’, which is calculated as
the difference of two GDP values calculated according fo the two approaches, output and
expenditure, is -1.9 percentage points in Q1.

0 According to INSTAT methodology, the change in inventories is not estimated during quarterly
GDP calculations, but statistical discrepancies are added fo this item is added.
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”””” Chart 28 Structure of aggregate demand (confributions in annual change of
GDP) and ESI (longterm average =100)
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Source: INSTAT and Bank of Albania.

4.2.3. PRIVATE CONSUMPTION AND INVESTMENTS

Private consumption fell 1.2% in annual terms in Q1, reflecting the shift
of financial sources to paying energy bill arrears, and consumers propensity
fo save.®! Sources of financing private consumption
were supported by the growth in remitiances and
consumer credit.

ffffffffffffffffffffffffffffffffffffffffffffffffffffffffff

Chart 29 Private consumption and confidence in the |
frade sector

suggest low but positive contribution to aggregate
demand growth in Q2. The improvement of
consumers’ confidence and of confidence in the .

. . . Source: INSTAT and Bank of Albania.
services secfor suggests that consumer spending will ==-====---=--m-mmomomom e e e
increase in Q2.
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A more defailed breakdown of shortterm indicators | 5
and value added by sector enables the assessment | 6
of households' consumption by main groups of the | a
classification.®? The decline in consumption was | 2
reflected to a large extent in the confraction of | o |
consumer spending for durables. On the other hand, ! 2
spending for non-durables and services was up. 4
| v

Shortterm indicators  of private  consumption 8

39 Based on the results of the specific section of the consumer confidence survey for Q2, the

main reasons for saving were unceriainties for the future and posiponement of consumption at
a later time. Thus, 46% of interviewed consumers save to have funds available for unexpected
events and 39% to spend in the future.

Private consumption is classified in four categories by duration and purpose of use: (i) durables,
which include goods that may be used for longer than 3 years [e.g. fumiture items, household
appliances, vehicles, efc.), (i) semi-durable goods , which may be used from 1 to 3 years
[clothes, footwear, efc.), il non-durable goods, which may be used for a short period, usually
less than 1 year (food, fuel, energy, etc.] and (iv) services.
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Investments surged 14.1% in Q1, following the
7.3% and 7.8% increase in the two preceding
. quarters.  This component provided the main
change . confribution to aggregate demand growth in Q1 by
3 percentage points. Positive developments were
. supported by growth in foreign direct investments,
. construction sector, and public investments, as well
" as easing of standards of lending for investment
. purposes. Building permits for non-esidential and
- civil engineering purposes, which correlate to
performance of investments in consiruction, were
- up in Q1. The hike in imports of machineries and
. equipment, af 22.5%, during the period made
. positive contribution to the gross fixed capital
. formation. Moreover, inflows of foreign direct
" investments soared 48.7% in this period.

”””””””””””””””””””””””””””””””””””” Investments are expected to provide high
contribution to aggregate demand growth in Q2 as
well, due fo the improvement of business confidence
and increase in production capacity ufilisation. The

11% growth in imports of machineries and equipment for April - May suggests
the positive confribution by this component fo gross fixed capital formation.
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Chart 32 Shortterm indicators of private investments in Q2

annual
chonges
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Source: INSTAT and Bank of Albania.

4.2.4 PUBLIC SECTOR DEMAND AND FISCAL POLICY

Fiscal stimulus, calculated through the annual change of primary deficit, was
slightly positive in the first five months of the year. Primary balance sheet, albeit
positive, was around ALL 0.7 billion lower from a year earlier. On the other
hand, overall budget deficit has been downward, due to the reduction in
inferest expenses. Data until May show an increase in income. This growth

exceeded the growth in budget expenditure. These -

indicators were reflected in the narrowing of deficit - Chart 33 Orientation of fiscal policy, proxied by the
T annual terms change in the primary deficit*
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Budget expenditure, in the first five months of
2015 amounted fo ALL 161.7 billion, increasing
3.3% in annual terms. The main part of this increase
was aftributable to the sharp growth in capital
expenditure, by around 26.3% in annual terms®®.
Current expenditure amounted to around ALL 132
billion, slightly up from the same period a year
earlier. The payment of arrears for the first five
months of year amounted to ALL 12.1 billion, with
an annual growth of 6.5%.%4 Given that the arrears
allocation in the previous year was concentrated
after the first quarter, the impact of the payment
of arrears on the growth of expenditure in the
successive period is expected fo be negative.

B A Primary deficit excl. arrears,
moving sum (PD/GDP+PD/GDPH1)

*The fiscal sfimulus is proxied by chon%es in the ratio of primary deficit
or a 12-month penod to'the GDP, compared to g yeqr ear ier.!
Positive changes in th 105 ratios show g posmve fiscal shmulus
whereas negative differences signal for fiscal consolid cmon :
Source: Ministry of Finance, INSTAT and Bank of Albania
calculations |

*

3 Capital expenditure grew by 26.3 in annual terms, but this part reflects the statistical effect of
the low comparative base. The increase in capital expenditure confributed by around /1%
fo the growth in total expenditures. The remained part was equally divided between current
expenditure and payment of arrears.

Around 60% of arrears planned for the whole year were paid unfil May. Of which, around

43% consist in the payment of arrears in infrastructure, while around 34% of tax arrears.
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Chart 34 Annual change in total quarterly expenditure by contribution of main
items (left) and share of main expenditure items to tofal expenditures (right) .
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Budget revenues amounted to ALl 151.9 billion in the first five months of
year, with an annual growth of 5%. The division of this confribution between
fax revenues and nondax revenues was almost equal. Revenues from profit
tax3®, social and health insurance contributions®® and excise 7, which in
annual terms increased by 24.3%, 13.3% and 11.2%, respectively, provided
the main contribution fo the growth. This performance was offset by the annual
shrinking in revenues collected from the “Value Added Tax”, which accounts
for the main part in the revenues from taxes and customs. Non-tax revenues®®
grew by around 39.3% in annual terms, contributing by 2.4 percentage points
fo the growth in total revenues.

Budget deficit in the first five months of 2015 sfood ot around AlL 9.8
billion, narrowing by around 17.8%, compared fo the same period a year
earlier. Budget deficit was mainly financed through foreign resources. Domestic
borrowing amounted to ALL 11.7 billion, in this period. A part of the borrowed

funds is reflected in the increase of the balance of Government's account at the
Bank of Albania.

Since 1 January 2015, after the legal amendments, profit tax on deposits in the banking
system increased at 15%, from 10% prior fo this date.

% The Guideline of the Ministry of Finance, No. 23, dated 09.01.2014 "On the collection of
obligatory health and social insurance contribution” entered info force on 1 January 2015. This
Cuideline lays down the raise of minimum wage upon which are calculated the obligations
for the declaration of the selfFemployed persons and of the persons not employed of the family
that work and live with the selfemployed person. This increase, in addition fo the enhanced
effectiveness of tax administration, led to the surge of revenues from health and social insurance
contributions.

Excise revenues reflected the increase of the applied rate on fuels, and the base effect of the
previous year. In 2014, increased tax on imported goods from excise started fo be applied.
Because businesses had anticipated this phenomenon at end-2013, excise revenues stood
at low rates in 2014 Q1.

Non-ax revenues reflected the sharp growth from budget institutions, which reveal the sale of
license for supplying the 4G service by one of the mobile telephone operators.
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Chart 35 Annual change in budget revenues by contributions of main items (left)
and annual changes in main revenue items [right)
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Chart 36 12-month moving sum of deficit (leff) and its financing instruments, in ALL
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4.2.5. EXTERNAL DEMAND AND EXTERNAL TRADE

Real trade deficit in goods and services narrowed in 2015 Q1. The annual
reduction by 15% shows a continuation of the trend started during the previous
quarter. The performance of net exports is assessed to have provided a positive
confribution by 2.8 percentage points to the annual growth of the aggregate
demand. The annual growth in real exports of goods provided this considerable
impact. In the light of the results for 2015 Q1, our projections for 2015 are
revised upward. These results signal a slight positive contribution of the external
sector fo increase of aggregate demand.
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Chart 37 Contribution of net exports to aggregate

demand
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égofe demand [in p.p.)

. The data on net exports for 2015 Q2 include
- only frade in goods for April and May. Trade deficit
" in goods in these two months narrowed by around
3.3% on an annual level, determined by the fall in
imports by 5% annually.

The value of export of goods was reduced by
around 6.6% annually, mainly due to the fall in exports
in the category “minerals, oil and electrical energy.
The halving of oil export compared fo a year earlier
provided the main confribution in this category. On
the other hand, the electrical energy export widened
ot accelerated paces. Given the unfavourable
conjunciures of prices in infernational markets, of base
metals, the export under ‘Construction materials and
mefals’ fell. On the other hand, exports of agricultural

products were around 33% higher in these two
months, compared fo the same period a year earlier. The export of re-exporting
industries products decreased. Nevertheless, the export of these products broken
down by months fell annually in April and increased slightly in May.

Chart 38 Import and export orientation by item (in ALL million)
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Import was down by around 5.0% compared to the same period a year
earlier. The confraction by around 32.6% in imports of goods included in
‘Minerals, fuels, and electric energy’, broadly determined the dynamic of imports.
The favourable energetic situation succeeded fo cover the domestic demand for
electrical energy, thus confributing to the fall in fotal imports. By contrast, the
import of ‘"Machinery equipment and spare parts’ increased by around 7.5%,
in annual ferms. The positive performance of this item is closely related fo the
performance of the gross formation of fixed capital in Q2. Imports of goods are
directly related fo the production in textile indusiry of re-exporting character were
up by around 4.7% in annual terms, during the period under review.
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By geographical orientation, exports continue towards the markets of laly,
Kosovo, Spain and Malta. The origin of imports remains more diverse, with
the EU countries having historically the major share in the total imports (59.2%
during the first five months of 2015). In April -May, trading activity with Greece
was down, in ferms of both imports and exports.

Box 4 Balance of Payments 2015 Q1

Albania’s net current account balance recorded a deficit of EUR 230 million in
2015 Q1. Current deficit narrowed by around 15.3% annually, after five quarters
of deepening trend, and was estimated at 10.1% of the nominal GDP. By item of
the current account, the improved balance of net exports and the higher secondary
income compared fo the same quarter a year earlier, contributed to the narrowing
side. Primary income deficit continued the deepening trend for the sixth successive
quarter, by confributing to the narrowing of the annual current account deficit. In
structural terms, measured by the national gap between savings and investments,
the public sector played a major role in the formation of the current deficit.

Net inflows in the capital account increased to EUR 26 million, from EUR 22.5
million in the first quarter of the previous year. Net inflows in the financial account
decreased by around 10.1% annually, financing 77.8% of the current account
deficit. Foreign direct investments grew by around 53.4% in annual ferms, and
completely financed the current deficit. On the other hand, other net investments
recorded a positive net surplus by around EUR &6 1.2 million, mainly impacted by the
increase of domestic assets invested abroad. On contrary, net portfolio investments
decreased by around EUR 94.1 million. Breakdown of current deficit financing,
according fo debtcreating and non-debt creating flows, reveals a more pronounced
support for the second type of financing.

The overall balance of payments resulted in increased foreign reserve assets by
around EUR 111.8 million. At the end of March, the stock of foreign exchange
reserve was around EUR 2.4 billion, sufficient fo cover 5.3 months of imports of
goods and services and 192% of the shortterm foreign debt.

Table 3 Balance of Payments indicators

2013Q3 2013Q4 2014Q1 2014Q2 2014Q3 2014Q4 2015Q1

Curren’t occount (in EUR billion) -191.0 -337.0 271.5 -341.0 -313.2 -377.5 -230.0
-22.9 63.7 21.3 19.5 64.0 12.0 -15.3

/ CE/DP (%) -8.2 -13.4 -11.7 -12.8 -12.6 -14.5 -10.1
Goods and services -395.4 -518.9 -396.2 -473.3 -462.8 -536.0 -365.6
Expors, f.0.b. 861.3 808.7 608.8 752.0 838.8 7571 624 4
Imports, fo b. 1256.8 1327.6 1005.0 1225.3 1301.6 1293.1 990.0
Travel - net 26.1 34.0 21.8 10.6 32.0 66.0 43.6
Primary income 22.2 0.0 20.6 43.3 -48.7 -47.0 49.3
Credit 40.2 33.4 28.7 257 28.3 27.8 22.9
Debit 18.0 334 493 69.1 77.0 74.8 72.3
Net FDI income 6.2 6.9 -30.4 -47 .1 -56.2 -38.6 -52.0
Secondary income 182.3 181.9 145.3 175.6 198.3 205.4 184.9
Credit 216.5 213.5 172.6 204 .4 230.6 2441 216.1
Debit 34.2 31.6 27.3 28.8 32.3 38.8 31.2
Net remittances 152.5 140.1 118.2 137.5 165.1 171.0 146.0
Capital account 15.0 18.2 22.5 22.4 20.7 21.1 26.0

Fmoncml account -70.9 -226.1 -199.1 214.5 206.1 -285.9 -179.0

78.4 -16.2 57.2 -18.3 190.7 26.5 -10.1
/ éDP (%) -3.0 9.0 8.6 -8.0 -8.3 -10.9 7.9
Direct investments -307.0 -231.2 -168.0 -150.4 -253.4 2294 -257.9
Porffolio investments 6.2 -18.1 14.5 14.0 -12.4 104.7 Q4.1
Financial derivatives 0.0 2.4 0.0 0.0 0.0 0.0 0.0
Other investments 195.4 18.6 5.2 -100.6 Q4.2 -122.2 61.2
Reserve assets 34.5 /.1 -40.3 22.5 154.0 -38.9 111.8
Errors and omissions 105.1 92.7 499 104.2 86.4 70.5 25.1

. 1759 31881 2490 3187 2925 35641 204.1
Source: Bank of Albania.
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4.3. CYCLCAL POSITION OF ECONOMY

Albanian economy continues to be characterised by spare capacities, which
generate low inflationary pressures. Our projections suggest a gradual but
progressive recovery of growth rafes towards the potential, and a closure of the
negative output gap in 2016.

Notwithstanding the growth in the first quarter, Albania’s economy continues
fo be characterised by spare capacities in the labour and capital market. The
presence of spare capacities in the economy was reflected in the stillhigh
unemployment rate (17.3%) and the capacity utilisation rate, which remains
below the hisforical average. Cyclical weakness of the economy restricts the
rise of wages and production costs, and mainfains profit margins of businesses
af low rates.

In Q2, the increase of capacity utilisation rate and the preliminary indicators
suggest for a more infensive use of production capacities and continuation of
the economy cycle improvement. Our projections show the progressive growth
of the economy and the gradual closure of the negative output gap during the
next year. Inflationary pressures deriving from the demand and the domestic
economy are expected to increase gradually, confributing to the return of
inflation to target in the medium-term horizon.

—Capacity utilisation, {ra)
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Box 5 Exposure of the Albanian economy against developments in Greece *

The long negotiations of Greece with its international creditors posed difficulties fo
the Greek economy. Affer the regular failures to agree on the proposed reforms and
affer the result of the snap referendum by the Greek Government, the uncertainty
related to the economic and financial future of Greece increased considerably.
The Greek Government, due fo the panic at home, decided to limit withdrawals
to EUR 60 per day from commercial banks, fo close banks and the Athens Stock
Exchange indefinitely and imposed capital control at home. The developments in
the last weeks were reflected in the increase of the fluctuation in euro area financial
and capital markets.

On 13 July 2015, following the negotiations, the finance ministers of the euro
area and Greece agreed in principle on a package of a support programme
for Greece, conditioned on certain reforms that Greece should implement. After
the announcement on achieving the agreement, financial terms and conditions in
markets improved; commercial banks reopened, albeit the withdrawal limit per
person and policies on capital control and closure of stock market remained in
force. The solution of crisis in Greece is expected to end in the coming months
and the economic situation fo return to normality. Nevertheless, we deem that the
Albanian economy will perceive a direct impact on the real economy during the
second half of year.

Notwithstanding the low direct exposure, situation in Greece is assessed to reduce
our economic growth in the second half of 2015. The exposure of Albanian
economy to Greece is progressively reduced, over the last years, affer the economic
and financial crisis in 2008. Banks with Greek capital in the Albanian banking
system share 15% of the total banking system compared to 25% at the end of 2008.
Foreign Direct Investments stock from Greece was around 26% in 2013, down by
I percentage point from 2008. Share of remittances from Greece is assessed fo

have dropped from 45% of total in 2008, to around V4 of total in 2014. At the
same fime, due fo the geographical diversification of Albanian exports, the share
of exports to Greece fell. Goods exports to Greece lowered from 8.8% fo total in
2008, to around 3.5% in 2014.**

The direct channel of crisis” impact on Albania is expected to be more related fo
the real sector, in the form of shocks on exports and on remittances than fo the
financial sector. * * * The Bank of Albania has conducted a preliminary assessment
of the potential impact of their reduction or limitation on the economic growth pace
in the second half of year.

The analysis of goods exports shows that nearly half of our export to Greece
consists in infermediate goods. This fype of goods is not expected to be substantially
impacted by the current situation in Greece, as their exchange is regulated under
long-term agreements. On the other hand, the export of consumer goods, which
is regulated under shortterm agreements, will be the segment that will temporarily
suffer from the economic and financial difficulties in the neighbouring country.
Consequently, the exports of goods fo Greece may be halved. Export of services
is closely related to the profile of the export of goods. Services of fransport,
communication and security are expected to be in parallel impacted by the export’s
shock with Greece. For that reason, we deem that a similar shock to that of goods
export is applicable for the export in services. Further, due fo the introduction of
limits on banks and on the capital movement, remittances from Greece may be
interrupted during the last two quarters of the year.
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Taking into consideration only the direct effects of the above-stated channels, our
models of projection suggest that the economic growth in Albania will be reduced
averagely by 0.25 percentage point in the current year.

*

By: R. Hoxholli and E. Kika, Monetary Policy Department
** These are preliminary estimations based on the surveys of the Bank of Albania.
*** |afest data show that the Albanian banking system is neither exposed to Greek public

sector, nor to Greek privafe groups.

Chart 40 Contfribution by food and nonfood
categories to annual headline inflation 4.4, INFLATION
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. The fluctuations in inflation during 2015 H1 were
- mainly driven by the fluctuations in food prices.
" "Unprocessed food” item defermined the direction
- of inflation fluctuations during this half of year. The
" increase of prices of items under this cafegory in
. February - March was stopped during May and
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- June. As a result, the confribution of this category to
headline inflation fell from 2.3 percentage points in
April, to 1.3 percentage points in June. The increasing
satisfaction of demand through the domestic supply
was the main factor contributing to this development.
‘Unprocessed foods' contributed 0.2 percentage
777777777777777 Source: INSTAT and Bank of Albania calculations.!  point o the formation of annual headline inflation.

After the new fiscal adjustments in the prices of some

of these items, in Q2, the prices in this category sfarted o fall.
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‘
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I Nonfood item contribution —Total
Food item contribution

The category of ‘goods af administered prices’ confributed only 0.1
percentage point to inflation formation in Q1. Other categories resulted to have
had a negative total contribution to headline inflation. Rental prices frended
down during Q2, and the relevant contribution to headline inflation frended
on the same direction. Also, ‘Nonfood consumer goods' continued to see
a downward trend of inflation, at the same time showing a high volatility of
confribution to headline inflation.
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Table 4 Contribution of key items to annual inflation (p.p.)
2013 Q2 2013 Q3 2013 Q4 2014 Q1 2014Q2 2014 Q3 2014 Q4 2015Q1 2015Q2

Processed foods (pp) 0.3 0.1 0.1 0.1 0.2 0.1 0.2 0.3 0.2
Bread and grains (pp)* 0.1 0.1 0.0 0.1 0.1 0.1 0.1 0.0 0.0
Alcohol and tobacco (pp) 0.2 0.1 0.1 0.3 0.3 0.3 0.3 0.3 0.3
Unprocessed foods (pp) 2.0 1.5 1.5 1.6 1.3 1.5 0.8 1.7 1.8
Fruit (pp) 0.4 0.8 0.5 0.7 0.7 0.2 0.4 0.5 0.8
Vegetables (pp) 1.5 0.5 1.1 0.9 0.6 1.2 0.2 1.1 0.9
Services (pp) 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.1 0.1
Regulated prices (pp) 0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.1 0.1
Fuels and energy (pp) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Housing (pp) 0.1 0.0 0.3 0.3 0.2 0.1 0.1 0.1 0.1
Nonfood consumer goods 0.3 0.4 0.2 0.2 0.2 0.2 0.0 0.4 0.3
Durable consumer goods (pp) 0.1 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0
Consumer Price Index (y-oy, %) 2.2 1.5 1.5 1.9 1.6 1.7 1.3 1.9 1.8

Source: INSTAT and Bank of Albania.

*The table presents some of the main items.

4.4.1. LONG-TERM COMPONENTS OF INFLATION

The cyclical weakness of the Albanian economy continues fo dictate the
low inflation, being reflected in low increase of wages, production costs and
core inflation. In Q2, core inflation and nontradable inflation of the CPI were
0.3% and 0.4%, respectively.®” The slight increasing frends of the above-stated
components of inflation noted at the beginning of year did not confinue in the
second quarter. Over this period, core inflation and nonradable inflation reduced
gradually, affributable fo the fall of prices in some services. On the other side, the
slowdown of longferm inflation was accompanied by the reduction of shortterm
components, which are affected by the supply-=side shocks or the developments
in international market. Hence, annual non-core inflation was 4.9%, while the
inflation of tradable goods resulted af relatively low historical rates (2.7%).

NN W
w__o__ 9 __ o __

_a

o
[

—Net nontradable inflation —Tradable inflation
—Core inflation —Non-core inflation

Qo

Source: INSTAT and Bank of Albania's calculations.

" Core inflation is the simple average of two measurements: with permanent exclusion of the
same ifems of the basket; with reduced average. Non-radable inflation and tradable inflation
refer fo the change of CPl of relevant sub-baskets, where non-tradable sub-basket consists
mainly in services and good, while the fradable sub-basket consist only in goods.
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The abovestated developments in the longterm and domestic trend of
inflation reflect the sfill low and unstable intensity of demand-side pressures,

during 2015 H1.
PRODUCTIVITY, WAGES AND [ABOUR COSTS*

Unit labour costs (ULC) decelerated their increasing pace (5.9%) in Q1. This
slowdown reflected the stability of negative tendencies of labour productivity
(LP) index and a lower reduction of the real average wage. The annual change
of Industrial Producer Price Index (IPPI) recorded gradual deepening of negative
pace [0.9%) in the same period. The performance of the above indices shows
the presence of weak inflationary pressures from wages and production costs
in non-agricultural sectors of economy.

4.4.2. IMPORTED INFLATION

ffffffffffffffffffffffffffffffffffffffffffffffffffffffffff

Chart 42 Annual average changes of productivity,
labour costs and production* Inflationary  pressures originating from  frading

partners positioned in the down side in 2015 Q2.

9]
—LP_economy [excl. agriculiure) M
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components, Imported Inflationary Pressures Index
(IIPI)*? increased by 4.7% in annual ferms, from
*Note: To show the indices' trends, their annual changes ore: 66% in Q1. The performonce of IIPI ]mphes a

flattened by ogﬁgl#ng the moving average in four terms. | ) ) )
,,,,,,,,,,,,, source: INSTAT and [Bank of Albanid’s caleulations.; slower increase of external inflationary pressures.

L 2507 60

| 200! N ; . Given the low inflation rates in the European Union
| se T }4'0 " members, the pressures for high prices from abroad
W:_g},i“/ 120 were originated by nonEU countries (such as Turkey
0.0 F et ™ 1"7‘7‘ A 1 00 - and Serbia). The Import Price Index *' increased
50 .o | only by 1.6% in annual terms, the lowest rate since
:28 : - the end of 2013. The Albanian lek depreciation in
" 200! 91 terms of the NEER index, by around 3.0% had a key
| B0 cseogesso oo ==2%0 | rolein transmiting the external prices’ performance
0bo8020R03090080%0 - in the domestic inflation. As a result of these two

In historical ferms, the confribution of imported inflation to headline inflation
remains low. This phenomenon is affributable to the integral impact of primary
commodities’ low prices in infernational markes.

40 Indicators of labour productivity and unit labour costs are proxies calculated by the Bank of
Albania, based on data of shortterm statistics 2014 Q4 (INSTAT). They include: employment
index, turnover and wages fund, for non-agricultural activity. The average wage index is
calculated as the ratio of wages fund index to employment index, (excluding agricultural
sector and the selfemployed persons). In real terms, the average wage index is deflated by
Consumer price Index (CPI).

41 ltis a proxy of imported inflation pressures, comparable fo fradable inflation of Albania’s CPI
basket. Import Price Index is based on the inflation rates of “Food, beverages and tobacco”
for 18 major countries, and “Goods” (i.e., not only “Food”) of Bulgaria, Germany, Greece,
ltaly and Turkey. Some goods marked annual price rise, while the import share with respective
countries has increased. This has led fo increase in the final value of the indicator (weighted
average of above-mentioned CPls with their monthly import shares).

42 |IPlis calculated as the annual increase in Import Price Index and INEER index for the respective
month. Imported inflation pressures impact inflation with a 1-3 month lag.
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Chart 43 1IPl and contributions of its components {left]; contributions of imported
inflation and domestic inflation to annual headline inflation (right)
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Source: INSTAT and Bank of Albania's calculations.!

4.4.3. INFLATION EXPECTATIONS#®

Inflation expectations stood below the target and below their longterm
average. Different measurements from surveys show that shortterm expectations
of consumers and businesses stand the lowest historical rates in 2015 Q2.4
Medium-erm inflation expectations, measured by the surveys with financial
agents, have the best anchoring index at the Bank of Albania’s 3% target, and
close fo their longferm average.

Chart 44 Inflation expectations from different economic agents
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The quarterly dynamic of expectations’ measurements appears different
for various agents of the economy in 2015 Q2. Inflation expectations of

45 The analysis on inflation expectations is based on the resulls of the quarterly businesses and

households survey and the monthly financial agents” expectations survey.
4 2 and 3 standard deviations, respectively, under the relevant historical average.
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financial agents were revised upward. Oneyearchead inflation stood ot
2.3%, around 0.4 percentage point higher from the previous quarter. Medium-
ferm expectations stood at 2.5%, up by 0.5 percentage point, approaching
considerably fo the longterm average (3%), for the first time since 2013 Q3.
Inflation expectations of consumers were revised down in the second quarter,
continuing the downward trend of the last four quarters. Currently, consumers
expect inflation to be 1.3%, one year ahead, lower than the historical average
of 2.1%. The expected oneyearahead inflation for businesses remained
unchanged from Q1, at 1.5%, 0.7 percentage point below the longterm
average.
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MAIN MACROECONOMIC INDICATORS

Monetary developments and inferest rates 1.

Gross domestic product, price indexes and labor market 2.
Balance of payments, reserves and exchange rafe 3.

Fiscal balance, domestic debt stock and external debt 4.
FINANCIAL SECTOR 1

Sectoral balance sheet of Bank of Albania 1-1

Monefary survey of Bank of Albania 1-2
I-3.a
1-3.b

Monetary survey of deposit money banks 1-4
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Monetary survey of depository corporations 1-7
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Counterparts of monetary aggregates 1-8.b

lek denominated deposits by sector 1-9
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Balance of payments 2-1A

Balance of payments 2-1B

Exchange rate 2-2

Export by commodity groups 2-3

Import by commeodity groups 2-4

Gross external debt 2-5

FISCAL SECTCR 3

Fiscal indicators regarding consolidated budget 3-1
Domestic debt stock by instruments 3-2

Real Sector 4
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Producer price index and construction cost index 4-2
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NE MILIONE LEKE, FUND PERIUDHE
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IN MILLIONS ALL, END OF PERIOD

SECTORAL BALANCE SHEET OF DEPOSIT MONEY BANKS/ LIABILITIES 1-38

1-3B BILANCI SEKTORIAL | BANKAVE PARADEPOZITUESE/ DETYRIMET

NE MILIONE LEKE, FUND PERIUDHE
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IN MILLIONS ALL, END OF PERIOD

MONETARY SURVEY OF DEPOSIT MONEY BANKS 1-4

1-4 PARAQITIA MONETARE E BANKAVE PARADEPOZITUESE

NE MILIONE LEKE, FUND PERIUDHE
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I-14 KREDIA PER INDIVIDET SIPAS QELUMIT TE HOUSEHOLD LOANSS BY PURPOSE
PERDORIMIT DHE MONEDHES ! AND CURRENCY' 1-14
MILONE LEKE, FUND PERIUDHE INMILLIONS ALL, END OF PERIOD

!OUVCE !Gﬂ! Ol !!ama

1)Te dhenar e kredisé nuk pérfshijné interesat e pérllogaritur. 1) Data on loans do not include accrued inferests.
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1-19 NORMAT E INTERESIT PER BONOT MATURITY BREAKDOWN OF
E THESARIT SIPAS AFATIT! TREAUSURY BILLS YIELDST 1-19
INE PERQINDJE IN PERCENTAGE

!U/lmlf !0”!0 e ! qiperise !ource: !Oﬂ! Ol !!on/a.

1) Pérfagésojné normat mesatare 16 ponderuara 1& periudhés. 1) Weighted average interest rates.
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1-20 SISTEMI | PAGESAVE NDERBANKARE INTERBANK PAYMENT SYSTEM 1-20

|
|

1-21 SHPERNDARJA RAJONALE E NUMBER OF ATM & POS
TERMINALEVE TE ATM & POS TERMINALS BY REGION 1-21
FUND PERIUDHE END OF PERIOD

1-22 NUMRI | LLOGARIVE TE NUMBER OF CUSTOMERS
KLUENTEVE NE BANKA ACCOUNTS WITH BANKS 1-22

!UHH’H !GH!G e l! giperise. !!OU!CG !an Ol ania.
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