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QUARTERLY REVIEW OF ALBANIAN ECONOMY, THIRD
QUARTER 2005, JUNE 2005

|. GOVERNOR’S SPEECH

The nine-month period of 2005 was characterized by positive highlights
with regard to economic growth and macroeconomic stability. The economic
activity has generally moved in line with the directions projected by the country’s
development program. This estimation is based on a series of indicators such
as: the evident growth of sales volume; growth of fiscal revenues; expansion
of exports; reduction of unemployment rate and increase of employment. A
significant development highlighted during 2005, which contributed to the
consolidation of economic activity is the better support of economy by credits
from the banking system. The major part of credit was extended for financing
the production activities as well as trade. The economy was underpinned also
by the neutral monetary policy followed by the Bank of Albania, which has
contributed to maintaining interest rates at low historical levels.

Based on the available data, Bank of Albania estimates that the economy
showed evident growth rates during the nine-month period. In particular,
the economic activity marked an evident progress in the second quarter,
showing a revitalization of production in all the sectors of economy. Further
to the consolidated dynamics of the Albanian economy, the growth of
production is mainly supported in the sectors like “Electricity, water and gas”,
“Transport and telecommunication” and “Construction”. At the end of June,
the unemployment rate reached 14.3 per cent, marking a decrease of 0.5
percentage points compared to the previous year. According to Institute of
Statistics (INSTAT), the Albanian economy created, in the course of one year,
13.4 thousand of new job vacancies in the private sector, which continues to
remain the engine of the economic growth.

Balance of payments showed a positive result of EUR 11 million fill June.
Capital flows have been sufficient to cover the current deficit, which amounted
to EUR 145 million, during the first semester of the year. The deficit in trade of
goods and services has been the primary source of current deficit. The capital
and financial account has registered net inflows of about EUR 197 million,
while the foreign reserves of monetary authority increased by about EUR 7
million during this period. Like previously, the high trade deficit is for the most
part financed by the current inflows in the form of emigrants’ remittances and
by capital and financial inflows in the form of grants, public and private debts,
and direct investments.

The economic growth is underpinned by the stable macroeconomic
environment, expressed in the low inflation, the observance of monetary
values projected in the budget deficit and a monetary situation maintained
under control. At the end of September, annual inflation was 3.1 per cent,
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practically the middle-point of Bank of Albania target, while average annual
inflation was inclined to move to the lower limit of this target. In response
to the economic and monetary developments, inflationary pressures and
expectations remain under control even for the periods to come. During the
third quarter, inflation rate is conditioned on the contribution of “Foodstuffs
and non-alcoholic beverages” and “Transport” groups. The third quarter of the
year was characterized by a considerable rise of oil price in the international
markets, representing a real challenge to the economic activity worldwide.
However, amortised by the exchange rate appreciation, the price rise in the
domestic market, has been almost two times lower. Considering the low share
of fuels in the consumer commodity basket in Albania, oil price impact on
inflation was low, while no increase of commodity costs due to oil price rise
was applied.

The consolidation of macroeconomic stability has contributed to controlling
inflationary pressures. The main indicators of the budget program are met in
general. According to the Finance Ministry data, till the end of September, 97.5
per cent of the projected revenues were collected and about 96.4 per cent
of the projected expenditures were performed. In addition, the budget deficit
and its domestic financing have generally resulted within their expectations.
However, during the third quarter, a slowdown of income flows was attributed
to the long post-electoral process. On the other hand, this period is being
accompanied also by a concentration on government borrowing, which,
though it has met the annual limits, has created difficulties in managing the
liquidity situation. Bank of Albania estimates that strengthening the fiscal
management as well as meeting the criteria of maintaining macroeconomic
stability should remain a constant priority for the fiscal policy.

Macroeconomic developments and inflation maintenance at low levels are
also favoured by monetary situation. After the last cut of core interest rate in
March, Bank of Albania has followed a neutral monetary policy. During the
third quarter, there was a slowdown of money supply growth rates compared
to the rapid growth of money supply in the first half of the year. The annual
growth rate of M3 in August dropped down to 15.4 per cent from 18.3 per
cent it was at the end of June. Under the effect of the narrowing of interest rate
differences between Lek and foreign currency, and of the seasonal growth
of inflows from remittances, the money supply structure was shifted towards
foreign deposits, while the time structure resulted relatively stable.

The performance of net foreign assets of the banking system in August
was satisfactory, with a growth of USD 112.7 million compared to June. Till
August, the credit balance increased by about ALL 31 billion; this growth was
about 60 per cent higher than the credit balance growth over the whole year
of 2004. The intense lending activity was accompanied by the improvement
of all credit indicators; its ratio to the broad money reached the level of 18 per
cent, while the credit share to GDP the level of 11.8 per cent.

The growth of credit to the economy, the concentrated financing of budget
deficit and the slowdown of deposits flow, brought about the decrease of

Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

banking system liquidity during the third quarter, contributing to increasing
pressures on Treasury bills yield. Under the conditions of a privatised banking
market and of a relatively undeveloped Treasury bills market, Treasury bills
yield marked an increase, which was not in compliance with the situation
and the basic macroeconomic factors. For managing this situation, Bank
of Albania has carefully assessed its operational frame and its forecasted
position in the foreign market, aiming at maintaining monetary equilibriums.
In July, Bank of Albania changed the direction of monetary operations, with
the purpose of meeting the short-term needs of the system for liquidity, by
performing reverse repurchase agreements.

Meeting the temporary needs of the market with liquidity as well as financing
the budget deficit from the Bank of Albania through short-term direct credits
to government have aimed at smoothing the pressure on Treasury bills interest
rates, with a special emphasis on preventing their further increase. Meanwhile,
the second half of October was accompanied by a normal situation and
a decline of Treasury bills yield. Due to the narrowing of the interest rate
difference during this year, emigrants’ remittances were channelled in the
banking system mainly as foreign deposits. Under the conditions of a flexible
exchange rate regime, this phenomenon has restricted the spaces for the
seasonal presence of Bank of Albania in the foreign exchange market. The
characteristic activity of Bank of Albania in the foreign exchange market, at
the end of summertime, has been restricted over this year.

These factors led to the temporary deviation of some monetary indicators from
the expected values. Generalising the monetary developments performed in
the 2005 summer, we may conclude that the monetary situation management
from Bank of Albania was efficient and this is proved by the improvement
of liquidity situation during September-October and by the smoothing of
pressures on inferest rates.

In spite of the generally positive developments highlighted during the nine-
month period, the Albanian economy has to face some challenges of structural
nature, and their solution would constitute a significant contribution to the
consolidation of economic growth rates. The exacerbated energy situation
constitutes a constant concern for the Albanian economy. The intensity of this
crisis and the sensitiveness of Albanian businesses to such a situation, would
also condition the achievement of the economic growth target of 6 per cent
for year 2005. The situation becomes more challenging under the conditions
of price rise of oil and energy in the whole region. The combination of these
factors may constitute a risk, which may extend its influence even in the next
year.

In this context, looking forward in the future, Bank of Albania estimates that
we have to work for finding a sound solution to this problem, to extremely
minimize the dependence of our economy on the subjective factors, including
weather conditions. The improvement of business climate in the country
requires, inter alia, the implementation of the projects relating to the increase
of alternative energy resources in the country.
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Il. ECONOMIC DEVELOPMENTS AND INFLATION

[1.1 ALBANIAN ECONOMY PERFORMANCE

The Albanian economy was characterised by a satisfactory performance
throughout 2005. The growth of sales volume, of fiscal revenues and of
credit to economy proves that there is an increase of economic activity in
the country. Total sales of economy marked an annual increase of 21.54
per cent during the second quarter. In addition, sales increased by 30.9 per
cent in comparison with the first quarter of the year, the highest increase of
the last three years, indicating a production revitalization in all the sectors of
economy.

The sectors that have marked higher growth rates, on an annual basis,
are “Electricity, water and gas”, “Transport and telecommunication” and
“Construction”. However, the highest share in
economy sales is covered by trade and service
sectors, estimated at 42 per cent of total sales,
followed by industry sector, at 26 per cent. As a
L reo P kM result, these sectors gave their major contribution
to the annual growth of economy sales during
the second quarter of the year, by 7.4 and 5.8
percentage points, respectively.
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projected investment funds increased three times
compared to the same semester of the previous
year. After the “the period of quiet” in the first
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Agriculture sector

Agriculture sector' production is expected to increase by 4.7 per cent this
year. In particular, agroindustry branch is expected to increase by about 12
per cent, the highest increase compared to the other branches of agriculture.
Production in the agriculture branch is expected to increase by 3.1 per cent, this
being supported by the positive weather conditions, the growth of investments
in greenhouses and the extension of planted surfaces. Animal products are
expected to mark the highest increase in agriculture branch, estimated at 3.8
per cent compared to the previous year. The production growth in this branch
comes as result of rentability increase compared to the previous year.

Based on the data of agroindustry survey conducted for the first semester of
2005, the agroindustrial production increased by 15.7 per cent compared to
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the same period of the previous year. This is the highest increase (semester by
semester) of the last four years.

Table 1 Agroindustrial Firgt sameagiar ‘04 Firet pamasiar ‘05 Chenge (in %)
production performance  Tatal 13.0 15.0 15.7
during the first semester  haet and by-products 1.3 1.5 17.32

Fish congervation 0.3 0.4 59,85
Fruits-vegaiobles procassing 02 0.1 -17.84
il 1.1 1.1 -2.04
Mk ared by-prodhuchy 29 3.0 378
Flowr and breod 4.0 4.6 1597
vty 0.5 0.4 19,24
Aleoholics 1.3 1.5 12.30
Worter aind refreshiment drinks 1.4 1.8 2398
Tobocco ol 0.5 385.71
Cibar 0.0 0.0 &b.&7

Seyrce: Misighey of Agricubune ond Food

Investments in agroindustry sector during the first semester, increased 2.3
times in comparison with the first semester of the previous year. This was due
to the growth of investments financed by foreign credits, about 29 times,
and to the growth of investments financed by bank credits, about 2 times in
comparison with year 2004. These investments are mainly concentrated in the
districts of Tirana, Shkodra and Dibra. According to relevant activities, there
was a growth of investments in flour industry, in production of a variety of
juices, in processing meat and in conserving fruits and vegetables.

Table 2 Investments in First sarmnasar First sarnsstar 105
agroindusty during the first By owned capftal 5724 241, 7
semester (in millions of ALL) By fareign cradits B.1 ey
By bark credik 8.7 1430

Tiodal &59.1 13346

Spawca: Ministry of Agriculium ond Food
Industry sector

Industry sector was characterised by positive developments during the first
semester of 2005, contributing positively to the performance of total sales of
economy. Sales in this sector increased by 12.14 per cent during the first half of
2005, in comparison with the same period of 2004. More in detail, branches
of extracting industry, processing industry and “Electricity, water and gas”
marked an increase during the second quarter, after a decrease noted in the
first quarter. Processing industry marked the highest annual growth during the
first half of the year, but continues to represent a small share in total industrial
sales. In the processing industry, sub-branches of plastic production, mineral
manufacturing, metal processing and paper industry increased particularly.
The extracting industry increased by 18.4 per cent during the first semester,
influenced mainly by the growth in the extraction of energy products.

Table 3 Performance of Share to the total Sales '05/'04
industry sector in the first  Total industry 100 12.14
semester of 2005 (in  Extracting industry 7.2 18.43
percentage)  Processing industry 65.1 10.26

Electricity, water and gas 27.7 14.9

Source: INSTAT
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Energy sector

Energy sector developed in an equilibrated manner during the eight-month
period of 2005. Household and non-household consumers were supplied
with electricity by 1.2 per cent more, while energy imports and exports resulted
pratically equal. However, within this period, the second quarter knew a
significant improvement of the situation. During the second quarter of the
year, sales index of “Electricity, water and gas” marked an annual growth of
34.6 per cent and a growth of 9.5 per cent in comparison with the previous

quarter.
January — August'0d  January — August'05 Anrwal che Table 4 Data on electricity
- J.lll'lu[l:}h'«l'l-. {GWH) e E supply and consumption

Total supply 4353 4,841 .6

Praduclion 3,954 4,081 2.7

Imparts IPB e 45.4

Todal conswmplion 4 353 4,441 (..}

Ezports 02 581 2.1

Housshold consumptian 1,485 I, 450 2.3

Man-household

Consumiplion 101% 1082 4.3

During January-August 2005, the supplied
quantity of energy in the country increased by 6.6 Chart 5 Quantity of imparted ond exported
per cent, in comparison with the same period of anergy for years 2004 and 2005 (in GWH)
2004. The domestic production covered 87.5 | '
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Although the energy consumption by
households declined on an annual level by 2.3 per cent, it continues to
represent the main share (57 per cent) in energy consumption. On the other
side, the energy consumption by non-households, for the eight-month period
of this year, increased by about 6.3 per cent, in comparison with the previous
year.

Transport sector

After the decrease of the sales index of transport during the first quarter of
the year, this sector highlighted satisfactory developments during the second
quarter, marking an increase of this index by 25.34 per cent. This is the highest
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increase on a quarterly basis, since the fourth quarter of 2001. In comparison
with the second quarter of the previous year, sales index increased by 30.57
per cent, contributing by 3.66 percentage points to the total increase of sales
index of the entire economy.

The work volume in sea transport marked an increase of 9 per cent, during
the eight-month period of this year. Imports in ports marked an increase of 5
per cent, while exports lowered to 2.1 per cent. Ports of Vlora and Saranda
marked a more significant growth of work volume during the eight-month
period of the year, but they represent only 13 per cent in terms of share in
the work volume of four ports of the country. The work volume in Durres Port
represented during this period about 80 per cent of work volume. Railway
transport marked a decline of the passengers’ number and of the volume of
transported goods. Work volume decreased respectively by 13.2 per cent for
goods and by 23.6 per cent for passengers, in comparison with the same
period of the previous year.

During the first semester of this year, air transport increased by 27 per cent
in terms of flights” number, in comparison with the same period of the previous
year. Investments in transport sector during the first six months decreased by
31 per cent, compared to the first semester of 2004.

[1.1.2 Fiscal sector

According to the Finance Ministry data, till the end of September, 97.5
per cent of the projected revenues were collected and about 96.4 per cent
of the projected expenditures were performed. Budget deficit, till the end of
September, was about ALL 18.9 billion, from ALL 21.4 billion being projected.
The domestic financing of deficit till September amounted to ALL 15.2 billion,
compared to the level of ALL 13.5 billion being projected, exceeding the plan
by 12.5 per cent. While the foreign financing of deficit reached the level of
48.4 per cent of the projected value.

During the third quarter, there was a slowdown of income flows, bringing
also a slowdown of budget expenditures. The main reason behind the decrease
of fiscal revenue collection was the long post-electoral process. This period
is being accompanied also by a concentration on government borrowing,
which, though it has met the annual limits, has created difficulties in managing
the liquidity situation. Bank of Albania estimates that strengthening the fiscal
management as well as meeting the criteria of maintaining macroeconomic
stability should remain a constant priority for the fiscal policy.

Table 5 Growth rates of Jen.-Sap.  Jon-Sep.  Jen.-Sap. Jun—ﬁm Jon.-Sep.  Jon-Sep.
fiscal indicators (1] 01,400 o0 04,03 08,10

(in percentage)  Income 13.7 4.3 17.7 IE.E %.8 7.8
Expanditures 4.5 1.4 7.4 8.3 8.1 6%

Copital expendiiures 223 268 185 4.8 42 B.E

Deficit ns7  ®e 082 (12.1) 2.4) 0.6

Soron; Minity ol Fingrca
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Budget revenues

Chart & Main fiscal indicators,
during January-September 2005, compared

to the same period of 2004. The level of fiscal = s
revenues, at the end of September, reached
about ALL 130.8 billion. Customs tax resulted
about ALL 9.5 billion, achieving the expected
level of the budget projected in the beginning of
the year, respectively by 99.7 per cent.

Value Added Tax constitutes the main source of
fiscal revenues. During the nine-month period there
is noted that the growth velocity of VAT revenues
is 8 percentage points lower than the average B Todal Income = Tainl Expendiboms — Defict
growth of this level in the last three years.

Saurce: Mirighy af Fnores

Jul-Sept Jul-Sept Jul-Sepl Jul-Sept  Averoge Faclual plan Table 6 Growth rates of
021 03702 0403 05/04 0205 Sgp ‘05 income during 2002-

Tedal income 12 99 143 &1 104 §7.5 2005 (in percentage)
T reanues 184 358 162 B4 19.8 T

From tox ond customs 18.2 40 &8 8.0 1.7 0.4

Added value tax 143 53 17.4 104 11.8 0.4

Prokit tax 21.0 08 315 a7 15.7 113.%

Excise 46 210 428 0117 2000 8.9

Tax an pamanal inosme 5.0 4.2 4.7 105 13.4 P5.4

Customs iox 72 1.6 [0.1] 1.4 25 89.3
il 401 7845 12 224 870 10B2

govarnmant

Independent budget revenuas

iconrbutione] 122 95 183 73 1.8 98.2

Mon-fox revenues 233 7 1.9 0.8 (100 B7.4

Scawcn: Minidry of Finonca

The period of July-September 2005 was Chart 7 Budget income siruchere

characterized by a slowdown of velocity in the lin millians of ALL)

work of tax authorities. Total income increased by o

6.1 per cent in comparison with the same period
of the previous year, representing the lowest level = ==
of income growth in the last four years. L
Excise revenues and revenues from local un

government have shown the best performance
of income. Meanwhile, compared to the same o

period of the previous year, non-tax revenues
i

decreased by 10.8 per cent. o amm mov o aemy s e
lTu.--md Cislorg Reverdies W] Crmwsmmimmasnd Resaamise
Budget expenditures W kindith and Socinl Insrncs Aesness [ san T Ravarsns
Source: Mirigy af Fingres
Budget expenditures during the nine-month 2005 dora reler 1o the T-menth of the yecr
period of the year were ALL 161.8 billion, representing about 96.4 per cent
of the level projected for this period. Personnel expenditures, which constitute
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~ about 27 per cent of current expenditures and 24

Chart B Structure of budget expenditures per cent of total expenditures, were performed
(in percentage) at 99.7 per cent. Capital expenditures, even

though considerably increased during January-

100w
September of this year, continue to be below the

hr% projected level, reaching 80.4 per cent of the

- plan. From capital expenditures, expenditures
covered by the domestic and foreign financing

7% were performed at 99.3 and 57.6 per cent,
respectively.

%

. In comparison with the same period of the

9 mOn mwel e o mes o previous year, total expenditures increased by
3.4 per cent during the period of July-September
2005. During this quarter, expenditures of
Source: Minisiy of Finarce personnel and those of contributions for social

* 3005 dote refier 1o the F-menth of the year . .
insurance marked the highest growth inthe current
expenditures. Meanwhile, operative expenditures
for maintenance and those for interests reduced, being below the projected
level. Capital expenditures marked a retrenchment during this period, but their
behaviour over the years is irregular, which indicates that the performance of
these expenditures is considerably influenced by the performance of specific
projects. In the capital expenditures, the increasing share of the domestic

financing against the foreign financing notably prevailed.

B Currant Expandiures B Copital Expand iures

Table 7 Growth rates of JulSapt  JukSept  Jd-Sept MulSapt Awemge  Foctual plon
expenditures during 2002- — Ua-?; mﬁ u‘?ﬁ mﬂ mﬂ %E
; il expenditures . - - :
2005 (in percentage) o ltures 133 103 1G854 00 101 .4
Fersonre! 0.9 0.5 158 1.2 A T
Pasgmanil 0.2 1.2 14.3 1.4 73 150,32
Sociol inmurorce corfrioution 3.4 11.¥] 13.7F 0.7 6.5 6.2
In tierenats 1.7 245 49 3.8) 2 aon7
[romrmstic 8.9 123.5] 743 H.-ll 14.3 1.2
Famign 723 (44 (24 2 94 1332 0.3
jve mppenditures dor

CIperofive g 340 A 141 58 104 1123

Expenditures far social secudty and
Experdires | 187 205 49 92 7.9 9.6
Copital spanditures 20 (1048 130 57 m' 804
Diormestic finorcing @2.0] 127 349 (29 99.3
Porsion Bnanding 430 P23 @08 (128 15 ;'1 576

Source: Minkstry of Firanos

Fiscal deficit

Budget deficit, during the nine-month period of the year, was approximately
88.9 per cent of the projected level. The domestic financing, which represents
the main share in the financing of deficit, was performed at 112.5 per cent of
the plan, while the foreign financing was performed at only 48.4 per cent.

During the period of July-September 2005, the deficit marked a decrease
of 8.6 per cent in comparison with the same period of the previous year.
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SlSepl JulSsp dukSesl WSepl Aweroge Fecluol e Table 8 Growth rates of
03,02 05,04

020 04,03 02-05 Sep 05 deficit during 2002-2005 (in
Deficit 87  (73) 08 B4 {20 BB® percentage)
Ciamestic francing [&1.5) 63 4.3 [8.5] 341 1125
Foseign finoncing 1499 (735 (193 7 120 4B

Souroe: Mimisiry of Finance

[1.1.3 Labour market

During 2005 labour market continued to preserve the best performance
demonstrated at the end of 2004, where labour indicators showed a strong
upward trend. Thus, the number of employed personsincreased by 10 thousand
people, compared to the second quarter of the previous year. The employed
persons in the non-agricultural private sector increased by 5400 people,
being an important indicator for the revitalization of economic activity.

004 apgs  lable 9 Labour market
P02 MM @) @l @l @ @ @il indicators (in thousands of
Tosal labour forces (in thausords) 1147 1093 10BO 1081 1080 108 1087 1086 persons)
H’fﬂr‘“‘" emplored paaons (in g91 937 919 921 922 931 931 B
usands)
i} puiblic sichor 188 1B4 1FF 179 17 176 176 1754
jil nun-ugm:uhuml prvate secior 140 209 204 208 F11 213 213 2134
ii) ogriculbural privobe sacer f44 514 534 534 514 543 547 54T
B. Unemnploymend [in thousands)
1] total unamgloped parsons 1755 1458 141 140 158 157 154 155
iil bereficiaries of unemployment 122 11 117 123 12 1 115 118
paymant
., Linamplepmant degaes (in % 151 152 14% 148 144 144 144 143

Soaorca: IMNSTAT, Conjunclures, Seplember 3005

Labour market did not experience any change in its structure, during
2005. Thus, the public sector, though there was a reduction in the number
of employed persons, continues to represent 19 per cent of the total number.
The non-agricultural private sector represents 23 per cent and the agricultural
private sector 58 per cent of all the labour
forces® The most important changes during this

quarter emerged in the unemployment figure. Chart § NMumber of unemployed persons
Unemployment declined by 0.5 percentage in the last three years (in thousonds]

points in comparison with the previous year. In

the second quarter, the number of unemployed - I [ e

persons decreased by one thousand people,
leading the unemployment rate to 14.3 per
cent. Another indicator showing this fact is
also the number of the persons who benefit an
unemployment payment. This number decreased = 1= : i ™
further by 1.1 thousand persons in comparison |

with June of 2004. ' ' —

WEEN s MG EERE iead Ao AEMOE asin

L]

The improvement of employment indicators
seems to have been accompanied by the growth
of revenues. Data on the salary structure in the Saurce: Insfitute of Stafistics, Conjucture
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public sector, during the second quarter of 2005, indicate that the average
public salary increased by 2 per cent, compared to the average of the first
quarter of 2005. In annual terms (quarter by quarter), the average public
salary increased by almost 10 per cent.

However, labour market data continue to have distortions in the indicators,
which are due to the effect of certain phenomena such as: uncontrolled
migration of population which brought about a continuous change of the ratio
between rural and urban populations, as well as the continuous presence of
a relatively large black market.

[I.1.4 Foreign sector

Current and capital transactions of the country with the rest of the world
were almost balanced during the first semester of 2005. During this period,
an overall balance of payment of EUR 11 million was registered. The deficit
in trade of goods and services has been the main source of current deficit.
The latter amounted to about EUR 145 million during the first semester of the
year. Capital and financial account recorded net inflows of about EUR 197
million, while foreign reserves of monetary authority increased by about EUR
7 million, during this period. The continuous deficit in trade of goods during
the last years is compensated by the current inflows in the form of emigrants’
remittances and by capital and financial inflows in the form of grants, public
and private debts, and direct investments.

Chaort 10 Bolance of poyments for the period Current account

of @1'04-G2°05 (in millions of EUR]
Current account of Albania during the first

- semester of 2005 was EUR 145 million or about
ﬁ 10 per cent higher than the deficit recorded in
- ~ the first semester of the previous year. The major
= "'_,_,-/" _!'--- e part of current payments have covered imports of
v - I | -"i ; . goods (64 per cent) and those of services (34 per
S { —_ cent), while current revenues came mainly from
1o . the private transfers (37 per cent), services (35
R ' per cent) and exports of goods (20 per cent).
200 - — :
3 3 3 1 g g Trade of goods represents the major part in
 Curreesd Acrount the current transactions volume of the country
- i S s Prancial § Lapital Accourdt—yyith the world. The overall trade volume of the

first semester of 2005 was about EUR 1.2 billion,

from which about EUR 900 million were payments
for imports and EUR 260 million revenues for exports. The annual growth of
imports for the first semester was 14 per cent, while exports increased by
11 per cent. The coverage of imports by exports continues to be low. The
major part of imports are represented by intermediate goods, while imports
of capital goods marked a significant increase in comparison with the first
semester of the previous year. These developments are an indication of good
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performance of the processing industry and of investment performance in
the country. The Albanian exports continue to demonstrate a low degree of
diversification, being mainly represented by re-exports. The European Union
countries continue to be the main source and destination of foreign trade.

Trade of services represents a smaller volume compared to trade of goods.
The transactions volume in services, for the first semester of 2005, was about
EUR 930 million or 20 per cent higher than the one of the same period of
the preceding year. Services account is closed in a deficit of EUR 43 million.
Tourism services represent the subgroup with the highest revenues and
expenditures in the category of services. These services have provided about
70 per cent of revenues and have represented about 60 per cent of overall
payments for services. Tourism activity represents

not only one of the main sources of service _
Chart 11 Current sccount for the period

revenues, but also one of the main sources of of G1'04-G2°05 i millions of ELR]

revenues in foreign currency for the Albanian
economy. For the first semester of this year, u
the tourism revenues were 17 per cent higher
than the revenues of the previous year, due to
the increased number of foreign tourists and to o

[ |

the growth of their daily expenditures. However, * - B g =y
during the last two years there was a growth of = '™

expenditures of the Albanian tourists outside the =~ ™

country, which led to a narrowing of the positive = ™

balance of this category. -

T R T T
o i] &
Category of revenues has recorded a surplus - -
a1 CGoods el
of about EUR 66 million. Revenues from work of i — Creert Aot B knoome

seasonal employees represent the main source

of revenues, while expenditures for external

debt interests are the main item in terms of expenditures. Current transfers
have registered even for this semester a strong positive balance, serving as a
counterbalance of trade deficit in goods and services. Emigrants’ remittances
have amounted to about EUR 420 million, representing about 76 per cent
of overall volume of transfers, while the rest of transfers were ensured by
government transfers as technical assistance.

Capital and financial account

Net inflows in the capital and financial account, during the first semester of
2005, amounted to EUR 200 million. The surplus in the capital and financial
account during the last years has financed the current deficit even in this
period. Either the capital account or the financial account marked net positive
inflows, respectively by EUR 50 and 150 million. Although positive capital
inflows are translated into a growth of financial liabilities stock of the country
against the rest of the world, the positive aspect of these developments consists
in the fact that Albania relies rather on direct investments than on long-term
foreign borrowing. Foreign direct investments for this semester amounted to
about EUR 100 million, while foreign borrowing about EUR 80 million. Direct

Bank of Albania 19



volume 8
number 3
September 2005 | Economic Bulletin

investments of this period have been more oriented towards new investments
in comparison with the previous year, when privatisation revenues ensured
the major part of these investments. Financial claims of Albania to the world,
represented mainly by portfolio investments and by deposits of resident
banks with non-resident banks, marked an increase of about EUR 26 million.
Financial assets stock in the form of portfolio investments, at the end of the
period, amounted to EUR 164 million, with a semi-annual increasing flow of
EUR 48 million. Foreign assets owned by the banking system in the form of
deposits abroad, have decreased by about EUR 37 million. Also, cash foreign
assets were estimated as decreasing. In the structural composition according
to currencies, cash foreign assets in US dollar represented 39 per cent and
those in Euro 53 per cent. Foreign assets inflows in the form of financial
capital marked an increase of foreign reserves of the monetary authority by
about EUR 11 million. The level of gross foreign reserves, at the end of the
period, was estimated at EUR 1 billion and 72 million, being sufficient to
cover 4.6 months of imports of goods and services.

Table 10 Performance of Sem. 04 Saim. 1-05
balance of payments (in 1. Current sooount -131.8 -145,2
millions of EUR) A, Goods 5515 40,2
A1, Imports -FROLS -R05.0
A2 Exports 239.0 2648
B. Sarvicas &1 -42 8
B.1. Imparts -3jaa.F 4540
B.2. Exports 382 6 4412
. Incorma 57.5 65.%
1 Chgflows -11.4 -14.5
.2 Inflows aa.9 B0.4
[r. Cusrent iransders 3483 4719
2. Copital pooount 48.5 50.1
J. Fimancial account 202.0 146.4
4, Growth of reserves 1097 6.4
5_Met erors and omissions 13.9 44 7
& Overall balanes 1087 b8
Chart 12 Annual inflotion [1.2 INFLATION PERFORMANCE DURING
(in percentoge) THE THIRD QUARTER
ST

Annual inflation marked a gradual growth
during the third quarter, showing a different

i
L o a

¢ llll,—-_}"-'“ﬂ—-f AT ..'-"'ll ~ / performance compared to the same period of the
2% | e .__R;.J’I =~ previous year. Annual inflation increased from
- f/ SIS I S S SR W O 1.8 per cent in July to 3.1 per cent in September.

Y However, inflationary pressures and expectations

- remained under control. Thus, inflation has been
B EEE i1 5}l§ l E‘-T;.Ej 5553{};] E.! 3;53 H'—'g.j within the two-to-four per cent targeted range of
2-'- X . JE Bank of Albania, during the third quarter. The

— acrood illtion -~ Lipper Limit 4% average annual inflation rate did not experience

——Lower Limit 2% — Mowing Averoge (annucl) any change during the third quarter, ranging
between 2.2 and 2.3 per cent.
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2001 2002 9003 200 2005 Table 11 Annual inflation

Jaruary 2.2 6.5 0.0 33 3.3 rate (in percentage)
Fi:bn,lul‘r 1.5 ¢.G 1.1 4.4 1.8

March 2.9 7.5 1.3 4.0 1.4

Agril 3.0 8.5 2.3 3.7 1.3

Py 2.5 4.6 2.5 2.6 20

Juma 4.0 3.7 2.5 2.9 29

July 5.4 4.2 a0 a1 1.8

August 4.1 55 3.0 2.7 23

Saptember 3.5 5.3 2.5 2.0 3.1

Cictobar 1.8 2.8 2.9 2.0

Ierwarmibear 2.8 3.7 3.4 2.2

Clecamber 3.5 1.7 3.3 2.2

Ayerage al 52 22 3.0 22

Sowrpe: IMSTAT

Inflation rise during the quarter came as a result of avoidance of the
seasonal decline in prices of foodstuffs, this being combined as well by the
inflationary pressures caused by oil price rise, particularly in August and in
September.

[1.3.1 Inflation performance and its constituent groups

During the third quarter of this year, annual inflation experienced some
changes in both magnitude and direction, compared to the same period of the
previous year. Compared to the previous year, annual inflation performance
is determined by the contribution of “Foodstuffs and non-alcoholic beverages”
and “Transport” groups. Unlike the last year, the first group has marked
positive annual inflation rates, while the second group has almost doubled
the annual inflation rate®.

“Foodstuffs and non-alcoholic beverages” group changed the behaviour
during the third quarter of 2005, without contributing to the decline of annual
inflation. lts contribution to the annual inflation during the third quarter is
zero, while last year it contributed to the decline of
annual inflation by 1.2 percentage points. The main
reason of this behaviour is the presence of a weaker
seasonal effect during summertime, being reflected

Chart 13 Main manebary indicalors

B3 Aar il Crroarh woming alecien eschongs mie
R PR, 71 RS

in the gradual decrease of domestic foodstuff supply = I“L,"ﬂ IIHH ERIRRERRR :
. AP : S R P ALY s oot
during the quarter. The inflation rise of this group ' & ¥ '\H i i
has also reflected the imported inflation. Foodstuff = ms | I-./"'J " R ‘J/‘ :
prices in Greece, from where most of these products "' w0 Nl
_ . . L am TITE e
ore‘lmporred, morkegl h|gb prices, unu§uo| for this i ;’i 3 i ti ;i gi gi IH!EHE”E!E!H!E.
period. In total, the inability of domestic supply to o Gt 3 SR
satisfy the market demands and the introduction of " . I e
imported products with higher prices, have resulted 1z |rh"-._"1 - I" 75

in the general increase of prices. = TR im
m_r—‘ﬂl'u"'r“" l'\‘_\rl' L Illll-l.w"‘-n.
u‘*—'k

“Rent, water, fuels and electricity” group was **
inclined to move to lower values than the previous BEE
year. R
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Table 12 Inflation of Annuad  Condribution Annugd  Contribution  Hoby®™ Aemual  Girescs™ Arrual
“Foodstuffs and non- inflotice ‘D4 ippl  Inflotion ‘D5 lep!  inflation 05 irdiatian 05
alcoholic beverages”  Apr L ol -23 -1.0 0.2 -0.1
group and its share to total ~ May +1.1 0.5 A7 0.3 0.2 -0.4
inflation Jurs O 0.3 1.4 0.7 02 -0.5
Judy ErA| O -1.4 0.7 02 0.
Auiggast 14 04 0.0 0.0 02 1.3

Seprembe e -1.2 1.5 0.6

Table 13 Inflation of “Rent,
water, fuels and electricity”

* Source: ISTAT; website: hitp:/ferws. istot it
** Sourcs: Ganersl Secrelorial of Maticnol Shatissical Service; wmbeite; Bio: e, slofislics.ar

However, this group continues to give its main contribution to total inflation.
Inflation of this group represents about 65 per cent of total annual inflation
during the third quarter. In September, annual inflation of “Rent, water, fuels
and electricity” group marked 7.7 per cent from 6.9 per cent it was in the
previous month. The increase of the rent price and imputed rent to 3.3 per
cent, has affected this figure, as a result of the new school year period, which
brought about an increase of demand for housing and accommodation.

Annual inflafion ‘04 Contribufion [pp]  Annual inflation ‘05 Contribution (pp}

group and its share to total =l 1.0 2.5 77 1.8
inflation | %4 0.0 23 r2 1.8

Mune 7.7 2.3 71 18

August 9.7 2.4 6.9 1.8

Saptermbar 10.4 2.5 7.7 2.0

During the third quarter of this year, and in particular in August and in
September, there was a significant oil price rise in the international market.
This fact caused the increase of operators’ sensitiveness to oil price rise
worldwide, being demonstrated in subsequent increases of its price during
August-September even in the domestic market. As a result, “Transport”
group marked the highest growth since September of the previous year, while
the “Services to personal assets” subgroup* increased by 12.2 per cent. The
contribution of this group to inflation rate was
0.7 percentage points during this quarter. The
low share of this group in Consumer Price Index
is not big enough to become directly decisive for

Chart 14 Annual inflation of feur main groups
of CPI basket (in percentoge)

N II 1 By important changes in inflation rate. Also, the Lek
b 1 | appreciation versus the Euro and US dollar in
wd W [ W — | .. .
| LR v e L I"’ | “~ annual terms has eased the transmission of this
" ' s NI LV L 7 effect to inflation.
A L-
e e e med s T e T mmwer ] )
Paxcin . or s cchcic bavegat R, Wtas, Pnh ol fravce Contributions of other groups have been
' - . fluctuating in a moderate manner during this
: | [ ™ quarter. Despite their small share, the education
A, .I L ( \ h-u_gd payment increase affected the inflation increase
a1 [ Y L - Y '-._HI | : during this quarter. The other groups of basket®
. . v 1 Kl % have influenced, in general, the decline of annual
oA ol . . . . ..
. v o . inflation rate, thus smoothing the price rise in the
T " it Coimand e @bOVe-mentioned groups.
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[1.3.2 Macroeconomic environment and consumer prices

Macroeconomic environmentinthe country has by and large been favourable
with regard to keeping inflation under control. It has been characterized by
a satisfactory performance of sales in economy?, by a stable situation in
the labour market and by the maintenance of the annual appreciation of
Lek against Euro and US dollar. Moreover, the economy has not suffered
a shock as regards the demand, while the oil price shock, which acts on
the demand part, has considerably depreciated due to a strong Lek. Under
such circumstances, this quarter was not characterized by significant structural
changes in the fluctuation of different groups of consumer goods basket.

Demand factors

e Fiscal policy and fiscal indicators

During the first three quarters, fiscal indicators
have been withinthe forecasted levelsinthe budget
program. Budgetary revenues and expenditures
have not exceeded the ceiling set for the period.
Until September, they were respectively met to
the extent of 97.5 per cent and 96.4 per cent
of the plan, thus, causing the budget deficit be
within the forecasted parameters. Hence, fiscal
policy has given a significant contribution to the
maintenance of macroeconomic equilibriums.
However, the budget deficit concentration during
the third quarter caused liquidity problems to the
banking system and increased the interest rates
fluctuation in the market. This fact highlights the
importance of the comprehensive observance
of forecasted budgetary indicators in the
maintenance of macroeconomic equilibriums.

*  Monetary policy and monetary indicators

During the third quarter, the monetary policy of
the Bank of Albania has had a neutral direction.
After a long easing period of the monetary
conditions in the economy, the Bank of Albania
has aimed at the stability of interest rates in the
market. However, as a result of a sudden change
in the liquidity situation, during the third quarter
the interest rates have experienced noticeable
fluctuations. Although the situation has caused
difficulties with regard to the operation of the
liquidity administration, the monetary indicators
equilibriums have not displayed considerable
deviations and were not reflected in inflation. The
ratio of currency outside banks to M3 has been
relatively stable, while the growth of monetary

Bank of Albania
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supply has corresponded to the economy needs for monetary assefs. In
general, monetary policy has not given impulses to inflation increase.

*  Other indicators of domestic demand

Domestic demand has marked a rise during the second quarter of the year.
The sales index of the economy has had an annual growth of 21.6 per cent.
Compared to the previous quarter this index grew considerably to 31 per
cent, proving the revitalizing of the economic activity after the first quarter.
Moreover, the Retail Trade Index has recorded a growth of 9.4 per cent
compared to the previous quarter. Nonetheless, considering the performance
and dynamics of the inflation indicators, it is assessed that the demand growth
has not caused inflationary pressures to the economy.

Supply factors

*  Exchange rate and the imported inflation

The appreciating tendency of Lek against Euro and US dollar remained
apparent even during the third quarter of 2005. Although with a more
moderate annual dynamics, Lek marked an average annual appreciation of
1.4 and 1.0 per cent against the American dollar and Euro. The exchange rate
appreciation is one of the main factors in easing and absorbing the inflationary
pressures in the country, in particular those of the imported inflation. External
stability, as well as the favourable developments in the exchange rate, has
limited the external shocks over the price performance. On the other hand,
the exchange rate stability states the confidence in the Lek value and indicates
low inflationary expectations in the economy.

Table 14 Annual inflation Minrch Jurs July August Saptember
in partner countries and  (Greace® 2.9 3.3 39 a7 3.9

changes in the exchange  Italy™* 1.9 1.8 2.1 2.0
rate (in percentage) for  LEESELR =31 =10 1.8 2.4 1.4
2005  LEE/USD 2.8 -1.2 0.0 33 -1.0

* Saurce: General Secretariat of Mohicral Stalsfeal Service of Geeeos; =ubsite: bep: fewes slalislicag
** Sourcec [BTAT; website: Fito: Swww isiat.it

[1]

Chart 17 Annwal chonges in the prices ol -ngril::u|rur|;||
products, foodstufts and tatal inflation

PP , e B . Performance of domestic agricultural
30 - . product
15 7 The forecasts of the Ministry of Agriculture
L 4 with regard to the domestic agricultural product
5y 7 for 2005 indicate an annual growth of 3.1 per
:‘Il' . cent. This growth is underpinned by the good
an ] weather conditions, spread of sown areas,
15 4 I growth of the yield and the increase in the
20 4 number of greenhouses. The performance of
? domestic agricultural product is a significant
A factor in determining the inflation rate since the
:"’"QF ﬁf|Uhu||m|I:|Eﬁn-nl|:d'ﬂ|p:hﬂ'ftmgﬂs agricultural products constitute around 43 per
Tatal Infiatian cent of the consumer goods basket.
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*  Production prices index

During the second quarter of 2005, the Chert 18 Annual changes of PPI

production prices have undergone less rapid and CPl for 2007-2004
growth paces, which were not reflected in the
consumer prices. Compared to the second @ %% %
quarter of the previous year, the production B avAY) f A &%
prices increased by 4.0 per cent, while compared 'ﬂ'._ SRR '_F,-:'"“'"" l'i!-m rllr'\x}‘{l R
to the previous quarter they increased by 1.2 by FQ'I;- ) | Y 7
per cent. Growth was observed in all sectors of = ',II \ ;f | III.'~,| | I"-Jr"lll -
roduction’. l{/' | e ~ R
produc PR A L L Saas il
. Oil prices - A%
The increase of oil prices in the international E! g 1 j j 3 3 i j 2 3
market is one of the main concerns for the j § i
importing economies, wherein our country is part
— Annual changs PRI ——|nflakicn

of. However, the reflection of the direct effect over
the inflation growth, or of the indirect effect, by
increasing the cost of goods and services using

this input — has been less considerable in our

country. The small share this product® holds in Chart 19 Annwal change of ol prices

the consumer basket, as well as the appreciation and the exchange rote in percentage]

of Lek against the US dollar, has hampered the e

full transmission of oil price rise in the domestic ol .-"'
market. Nevertheless, along with the exacerbated 5 \]\.
energy supply situation, it remains a factor being " If'“‘\ Wr 1'5_":;" h
continuously the focus of monetary policy. g _/ f-—
bt ;ﬁ""-n-,__h Yot
o .-}l,_-_a"llll

*  Unemployment and salaries

The stable situation in the labour market, -
along with the modest rise of salaries in the public g 5 5 EEB L] ;5 2 E'E E 5 %‘EB L] 5’5 55’
sector, has not generated inflationary pressures
in the economy. The labour market during the
second quarter of 2005 did not experience
significant  changes.  Unemployment  rate
remained unchanged, while the average salary
in the public sector increased by 2 per cent compared to the first quarter of
the year’. Minimum salary and unemployment salary remained unchanged.

— Ol price Im the domestiic market
—— il price im the intkernaticral madet
Exchaomge rote LERAUISD

1. MONETARY DEVELOPMENTS AND FINANCIAL MARKETS

1.7 MONETARY POLICY OF THE BANK OF ALBANIA

Macroeconomic developments and inflation rate expectations conditioned
the maintenance of an unchanged core interest rate during the third quarter.
Nonetheless, the monetary conditions have been under the influence of
external factors, whose effect has led to the deviation of monetary indicators
from the forecasted performance. Assessing the monetary situation and other
factors influencing on inflation as being under control, the Bank of Albania
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has maintained an unchanged monetary policy. After the last decrease of core
interest rate in March, the Bank of Albania has followed a neutral monetary
policy, by employing its operational instruments in managing liquidity and in
reducing short-term fluctuations of interest rates in the markets.

The increase of cash in circulation, beyond
expectations, and the concentration of
government’s domestic borrowing were followed
by the aggravation of the liquidity situation in the

Chart 20 Cora interast rate
(in percentage)

1300 system. Moreover, as a consequence of tightening
the difference of interest rates during the year,
e workers’ remittances have been channelled in
I 3

800 i = the banking system, mainly as foreign currency
rpieid e deposits in commercial banks. Bank of Albania
— has been considerably active in the money
am Yy ) markets by using both short-term and long-term
£09 e instruments in order to maintain the monetary
. conditions equilibriums. In July, Bank of Albania
5 55-_ 38} E’ 38} E'E 352 E’ 3 3 chonged the direction of monetary operations,
g g 8 g 8 & 8 with the purpose of meeting the short-term needs

& o8 5 5 5

of the system for liquidity, by performing reverse
repurchase agreements. Simultaneously, the
financing of the budget deficit by the Bank of Albania through short-term direct
credits to the economy prevented the volatility of Treasury bills interest rates
and it limited their increase as well. These factors led to the non-observance
of the objective concerning the net domestic assets during the third quarter.

The average quantity of the injected liquidity info the system during the
third quarter fluctuated to the level of ALL 1.5 billion. The continuous liquidity
shortfall in the system and the growing tendency of the Treasury bills interest
rates of all maturities, conditioned the intervention of the Bank of Albania
through its long-term instruments. In the second half of September (at the
end of the quarter), the Bank of Albania injected ALL 3.5 billion by means of
outright purchase Treasury bills having commercial banks as partners.

The absence of Lek appreciation pressures during the summertime brought
the need of reconsidering the forecasted position of the Bank of Albania in
the foreign exchange market. The purchases in the foreign exchange market,
which generally characterize the end of summertime, have been considerably
limited over this year. The purchases of the Bank of Albania in the foreign
exchange market have increased the money supply in Lek to the extent of ALL 3
billion, and have partly improved the system liquidity. Under these conditions,
the liquidity situation turned quietened and the pressures of increasing the
Treasury bills interests were lessened. Currently, the quantity of the injected
liquidity through reverse repurchase agreements is ALL 1 billion.

Under the conditions of minimising the pressures against the bills
interest rates and the risk the lack of liquidity in the system may cause, the
performance of some monetary indicators has resulted beyond the projections
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of the monetary program. Net domestic assets indicator (NDA) of the Bank
of Albania has exceeded the objective level of ALL 59 billion, by about ALL
15.2 billion, while the level of net international reserves (NIR) at the end
of September was USD 51.1 million below the objective level of the Bank
of Albania. However, the forecasting excess of both indicators in total (with
opposite directions) eases the potential influences on other macroeconomic
indicators, in particular on inflation.

Decambear 04 March 05 June 05 July ‘05 Avgust ‘05 Seplernber ‘05* Table 15 Meeting the

Mat International Resarves fin millions of LISD) quantitative objectives by
Objective 942 1073 1,087 N7 1148 1,178.7 the Bank of Albania
Cuirrand 1,105 1,107 1,098 1105 1103 11375
Diflerence 163 a5 11 <12 A5 51,1
Met Domestic Assels fin billions of ALL)

Objactive 77 &1 &0 &0 By o9.0
Current &1 £3 &4 &5 & 4.1
CiBerence -18 -B 4 5 7 15.2

Met Domastic Credit to the Govemment {in billlons of ALL
Oibjactive 284 282 298 299 3010
Currant 285 ZBH 294 278 299.2
Diflerence = =4 =l = 1.8

* Operolive daka

1.2 PERFORMANCE OF MONETARY AGGREGATES

The third quarter was characterized by a significant slowdown of money
supply growth rates compared to the rapid growth of money supply in the
first half of the year. Annual growth rate of M3 aggregate fell to 15.4 per
cent in August, compared to 18.3 per cent recorded at the end of June. The
slowdown of the money supply pace was mainly reflected in its Lek component,
M2 aggregate, whose demand reduced as a result of the fall of Lek deposits
interest rates. On the other hand, the highest effect of Lek annual appreciation
had a negative impact on the increase of foreign deposits, which, though at
quite high levels, were in fact below their actual
increase. Under the influence of low Lek interest
rates and affected by the growth of seasonal Chart 21 Parformance of monatary
inflows from remittances, the foreign currency oggragetes annual rotes
structure of money supply shifted to foreign | am -

A
deposits, while the time structure has resulted as i il
a relatively stable one. AT/ A
i o I-'. : il .'... .
o b o, A y. _'__.-'&
The monetary indicators with the most LT x‘“ﬂ,\!‘ e At i
accelerated growth during July — August were = '™ ;'ﬁ.#ww—'ha'--‘“—f
foreign deposits, recording a growth of ALL 14.1 -
billion or 10.4 per cent. Their annual growth by
30.5 per cent in August represents the highest ™™g s s s s sesssasasasszs

annual growth level of this indicator in the last j il j i il j j il i j il j 3 % i 3‘

three years. The annual effect of the exchange

it ; M3 Cumancy outsice Banks
rate appreciation .hos Weokej-ned the growing = -  Degenth in Fomgn Curency
tendency of foreign deposits annual rates.
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Estimated in fixed exchange rates, the real annual growth of foreign deposits
in August was about 33.6 per cent, in comparison to 29.0 per cent in June.

The growth of foreign deposits during July — August was mainly underpinned
by the high growth of time deposits, which have represented about 71 per
cent of total foreign deposits growth. Apart from the strengthening of foreign
currency flows during the summertime, the positive performance of foreign
deposits was also favoured by the reduction of Lek — foreign currency interest
rates spread, which increased their attractiveness in relation to the savings
instruments in Lek. The most accelerated growth of foreign deposits compared
to other monetary indicators was reflected in the growth of their share in money
supply. At the end of August, the ratio of foreign deposits to M3 aggregate
reached its historical maximal level of 26.8 per cent, recording an increase of
1.7 percentage points compared to the level recorded in June.

Lek deposits contributed negatively to the
growth of money supply during the period of July

— August, recording a fall of ALL 1 billion or 0.4

per cent. The annual growth rate of Lek deposits
also experienced a significant fall, decreasing to

{  11.5percent, comparedto 14.7 percentin June.
;f,.a This performance has reflected the considerable

: %__ '_\p__/-*’f""!' _ decrease of Lek household deposits by ALL 1.5
e billion, while Lek deposits of other sectors have
,H_,_,.l'-,-"""-“v-'!*'"-f showed a normal performance. The withdrawal
-t of Lek deposits by households has resulted as a
consequence of a sudden decrease of interest

Chart 22 The rotio perormance
of currency deposits to M3

:E H\ -EE::':' ;EF;PPHEE:";EEEM;:— """ v raftes by a number of banks in the system. The
é‘; 3§§§ gé; gé; gé; Igé; ¥ flow of deposits withdrawn by the banking

— Depasit in Forsign Currancy / M3 system is estimated to have partly shifted towards

Trand of Ratie Dapoaits in Forsign Cumancy £ M3 investments in Treasury bills'® and the rest in
foreign currency deposits.

The structure of Lek deposits with regard to
Chort 23 Ratio of CoB to M3 ond terms has had a significant growth as to the

average real inferest rate (right scale) share of demand deposits. During July — August
Lek demand deposits marked an increase of ALL

by n  19.0 billion, compared to the decrease of ALL
s -\ a  20.0billion of Lek time deposits. This increase has
n w come as a result of changes in the classification
e S -1 l,-“'fﬁxk_,f " a of Lek deposits by Raiffeisen Bank''. The growth
l e A M-"\M Loy a  of Lek demand deposits was reflected in the
1] P ey, et o % = considerable growth of M1 aggregate. Annual

= BR "’:.Lﬁh ' growth rate of this indicator for the period July
2 — August experienced an increase from 25.8 per
} cent to 30.1 per cent.

3
F

The fall of Lek deposits interest rates has not
exerted a significant influence over the liquidity

28 Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

equilibrium of money supply. The growth of currency outside banks by ALL
4.7 billion (3.4 per cent) for the period July — August, resulted in conformity
with the seasonal performance of this indicator, as a response to the growing
needs of the economy for liquid monetary assets. After its considerable growth
in June, the annual growing rate of currency outside banks turned to the
normal levels, decreasing to 9.0 per cent in August.

The ratio of currency outside banks to M3 in August resulted to be 25.1 per
cent, marking an increase of 0.6 percentage points from the beginning of the
seasonal effect at the end of May. It represents a slighter increase compared
to the growth of this ratio in the same period over the previous years. It
demonstrates the same continuous paces of the return of currency into the
banking system, despite the low interest rates.

August 2-manth charge Benual harga  Table 16 Performance of
2005 Absolute Percertogs Ahsolute Perceninge  Monetary indicators in July-
Curmancy culside banks 140.5 4.7 1.4 1.6 9.0 August (in billions of ALL)
Total deposits 419.1 13.1 a2 a2.9 L)
- in Lak 2690 -1.0 0.4 7.8 11.5
- in 'Fnrq]gn CLIMEnCy 150.1 14.1 10.4 251 0.5
Demand deposss 113.5 23.0 25.4 2.7 a0.3
- in Lak 52.9 18.% 44.0 3.8 138.7
- in foreign cumency 53.6 4.1 8.3 re 17.3
Tirne degasity 2057 -10.0 -3 202 r
- in Lak 19 -20.0 -a.r £ -a.2
- iin fareign cumaney Pb.5 10.0 1.4 272 k|
b1 0.4 23.5 13.3 46,4 3o
2 409.5 ar 0.e 39.4 10.6
W3 BER.& 17.8 g4 74.5 15.4
Ionetary bose 183.9 3.4 1.9 13,5 i

1.3 DOMESTIC DEMAND
[11.3.1 Net foreign assets

The performance of net foreign assets in Chert 24 Contribution of ret forsign

the banking system during August has been assats growth to anaval growth of M3
satfisfactory, with a growth of USD 112.7 million

compared to the month of June. Excluding the
exchange rate effect'?, the increase of these
assets is USD 106.1 million. This period has been ' g |
characterized by the lowest contribution of these - Al

assets to the annual growth of money supply = am: \ﬂ.\ . i v I"IH-H"'.I'
from the beginning of the year, reaching 14 per 'ﬂrf'-ﬁ . ||I “'ﬂ'x_
cent in August. The decrease of this contribution = ## v Ty i

is partly explained by the fall of annual growth |.,."I ™

rate of net foreign assets in Lek. The largest part = =™
of contribution to the annual growth of money s U1 Do 0] b 2 Demmon 2 L 51 [l 51 im0 Do (1 oo 85
supply has been given by the annual growth of

net domestic assets during the third quarter.
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Generally, the period July — August was characterized by a growth in
foreign currency deposits; nevertheless, this year knew higher growth rates
compared to the previous year. This performance of foreign currency deposits,
influenced by foreign currency inflows, as well as by the fall of Lek interest

rates, has created spaces for the growth of net

foreign assets of commercial banks. Moreover,

Chart 25 Lavel of net foreign ossets the decrease of foreign currency liabilities during

of the banking systam this period influenced the net foreign assets to a

larger extent. The growth of net foreign assets of

commercial banks over the period is estimated

1,390 at about USD 98.1 million. Calculated as a fixed

rate, the growth of these assets is USD 97.1
e million.

= The growth of net foreign reserve of the Bank
sx - - of Albania over the period July ~August resulted

to be USD 14.6 million. This is a result of the
- disbursement increase of foreign credits (IMF,

Docemaw 17 Jura 3 ek 13 Jew [ Dewrmdas fd Jumas
IDA). Calculated as a fixed rate', the net foreign

Commarcicd Borks B Bonk of Albania reserve of the Bank of Albania has grown by USD
9.1 million.

[11.3.2 Government demand for money

The budget deficit for the period July-August marked a considerable growth
estimated at ALL 13.5 billion. Over this period, the deficit grew by ALL 6.7
billion, nearly ALL 2.2 billion more than the deficit increase during the same
period in the previous year.

Overcoming the fiscal deficit was enabled through the new borrowing of
about ALL 4.4 billion and the use of the government’s deposit funds by ALL
2.3 billion. The Bank of Albania has financed the budget deficit by ALL 2.0
billion, in order to avoid the interest rate fluctuations in both the interbank and
Treasury bills market. This financing was in the form short-term direct credit.
The rest of the domestic financing has been provided by the issuance of two-
year and three-year government bonds. This issuance during the period July
— August was ALL 5 billion in two-year bonds and about ALL 2 billion in three-
year bonds.

The growth of domestic borrowing by ALL 9 billion has compensated the
decrease by ALL 4.6 billion of the Treasury bills level, purchased in the primary
market. The Treasury bills portfolio of commercial banks has decreased by
ALL 4.1 billion during July — August. A decrease of ALL 0.3 billion has also
been noticed in the institutions’ portfolio. On the other hand, individuals
have increased their Treasury bills portfolio by ALL 0.9 billion. The Bank of
Albania has not experienced movements in its portfolio over July-August, but
has grown it by ALL 3.5 billion over September, as a result of operations in
the secondary market.
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[11.3.3 Credit to the economy by the banking

system Chart 26 Cumulative performance of budget

deficit financing (in billians of ALL)
Year 2005 has been characterized by positive

developments in crediting to the economy. The | 4,
credit balance has grown by ALL 31 billion until

the month of August; a growth of about 60 per L 11 I L
cent higher than the growth of credit balance =

throughout 2004. The vigorous crediting activity =~ "] ‘a1 | 11 111 - ”
has brought the growth of the share that the = ? I“I e " |i u il ll

=

crediting to economy holds against M3, reaching @ o
the value of 18 per cent at the end of August. = = - . : R
Moreover, the ratio of credit to GDP estimated § E E i E E g E E i E E g E E i E E
at 11.8 per cent has recorded an evident growth,

being reflected in the progress of all indicators
related to crediting.

2
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2005 Table 17 Peformance of
e B - TR July August  some main credit indicators
honey supply [in billions of ALL) 4167 4484 5072 5216 5418 5453 55%.4
Diamestic credit [in % to M) 8 F1A 489 S8 4FF S04 493
Credit to gowermiment l:'ln *% 1o Mﬂ] 615 &0.2 55.1 S84 522 524 51.
Cradt to econamy (in % o M3] $3 113 138 152 177 178 180
Cradil bo sconamy (% o holol nssats) 1ns 137 4% 177 208 210 215
Credit bo CCONOmTY m o GDF",I 5.7 4.8 2.0 mne 1m2 114 1E
Tesal depasite [% ta GOP) 477 434 477 4BE  AT4 4TS 4BY
Cradifdapaosite rabia lin %) 125 157 190 203 34 24 24

The growth of credit balance over July-August is about ALL 5 billion,
reflecting a decrease of credit growth rates, compared to the first half of
2005. This decrease has come partly as a result of seasonal factors and partly
as a result of an unusual credit growth in June. In particular, the slowdown
of credit balance growth is the outcome of the temporary growth that the
short-term credit experienced during June. This
fact is also based on the level of the new credit

extended during these months, which has almost Chart 27 Annual credit grawth rates

been at the same levels as the previous periods lin percentage]

of the year. Moreover, the appreciation of Lek = H
against Euro and US dollar has resulted in the b o : - i"’

decrease of foreign credit value by ALL 0.8

billion, so further decreasing the growth pace'. = ™ .'-";"i : ;
¢ "'-,, ny
Credit in Lek recorded an annual growth of = ws £ X '..-'j /ﬁ“
135 per cent at the end of August. Credit in ' R S T ‘_',:ﬁ_;"'
Lek is experiencing a relatively better growth = A T Ty
compared to the previous years, reflecting a 1‘-""‘;""‘*,.}
more considerable commitment of banks fo @ " ® IEEEE R NN
crediting in the domestic currency. Nonetheless, 5 :E ¥ i 5 ‘; 3 :E ¥ 1 } ‘E 3 :E 31 }
the monthly growths of such credit have known a
Tl Crogil Cradit in Foreign Currency = = LEK Cradit

significant fall compared to the second quarter.
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The high growth rates of crediting in Lek have also resulted in the growth of its
share in total credit. Credit to individuals continues to reflect the same growth
rates as in the first quarters of 2005. This form of credit gets the main impulse
by Lek credit to individuals; its annual growth rate is about 3 times higher than
in the previous year.

Table 18 Credit balance 2004 2005
indicators to the fotal (in 2002 2008 C3 Q4 QG2 July August
percentage) Credit bolonce (in billlens of ALY 38,7 507 &1.0 700 799 95.% 977 10097

Sharl-tanm credil 518 440 339 3.0 340 337 344 328
hid-term credit J001 333 372 30 35 337 ML AT
Lang-tarm eredit 161 207 28% 300 3.4 237 338 3251
Cradit b individwals 183 245 308 30,4 31.0 308 314 324
Credi to the privole sacior 81.7 FhaS &¥.2 &F.4 &R0 692 484 6RO
ALL 213 198 17 200 200 22% 232 234
Foraign cumancy f1.F B4 Ba 80,0 EQ0 SF1 AAB Ths

During the months of July and August there was granted a total of about
ALL 20.7 billion of new credit. In monthly terms, the new credit is almost at
the same level as in the other months of the year and about 70 per cent more
than in the same period of the previous year. Around 50 per cent of the new
credit granted during the month was short-term credit. 29 per cent of this
form of credit was granted in Lek. Credit to individuals represents only 25 per
cent of the total granted credit. Compared to the previous quarter, the same
structure of granted credit has been maintained, with regard to both currency
and maturity term.

Table 19 New credit 2002 3003 2004 2005
indicators to the total (in Jondug  JonDec Q-1 G2 Aug  Jan-bag
percentage) Newoedt[nbilionsof ALl 626 926 486 997 218 328 106  7ad

Shar-larm cradil 44.F &3 a4 .7 425 541 471 490 453

Mid-sarm credit 13 222 22.0 225 21,2 310 3aw 92

Larg-larm cradil 48 T4 13.3 149 247 N5 IR 21.5

ALL 208 308 A3 24 304 328 260 0.9

Farsign curmency 416 413 48,5 474 4P6 &72 F40D &9.1

The months of July and August have not marked changes in the share of
credit by sectors, compared to the two previous quarters. At the end of August,
the trade sector continued to represent the major part of credit allocation,
recording 19 per cent of the total. Meanwhile, the processing industry sector
has reflected a decrease of its positions.

Table 20 Performance of 2005
credit balance indicators by 2002 2003 2004 TI T2  huly August
sectors (in percentage fo the  Agriculhure, hunting and shdeulhure 0.8 1 1.5 1.5 1.5 15 14
total)  Processing Industry 17 17 170 147 1546 151 151
Construction BA& 10 2B 112 102 112 1o
Trade, repairing of vehicles and household 0 94 293 204 1901 190 190
opplmnces
Hokals and restauronts & & B3 52 47 AT 4,4
Real asiate 2.1 13 9.8 147 135 134 130
Cihar 18.1 19 302 30,0 343 351 361
Tiodal 100 100 1060 100 100 100 100
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[11.4 FINANCIAL MARKETS, INTEREST AND EXCHANGE RATES
[11.4.1 Performance of liquidity

The growth of domestic credit, accompanied by the slowdown of bank
deposits flow over the third quarter of the year, was reflected in the decrease of
excess liquidity level in the banking system, in a few cases, recording negative
values. On average, the daily liquidity level in this period resulted to be ALL
1.07 billion, while in the previous quarter the banking system calculated at an
average ALL 7.05 billion of excess liquidity per day. In the previous year, this
indicator recorded the value of ALL 5.49 billion or ALL 4.43 billion more than
in the third quarter of this year.

The beginning of July resumed with the weekly
organization of repo auctions for the liquidity Chart 28 Liquidity lavel
withdrawal. In the sequel, in order to supply the {daily averoge, in billions of ALL)
liquidity needs, were mainly organized auctions
of reverse repurchase agreements with weekly
maturity, for the average value of ALL 1.44 billion. 2t

Apart from them, with the purpose of injecting t . ' |
. . . . . 5q Pl 1
liquidity permanently and regulating its structure at ] : ;" L

in the market, were organized transactions for . |
outright purchases of government securities. 20 -

A e—

These operations, as well as the growth of Lek N
deposits during September'® have influenced :
the improvement of liquidity situation, and the 2a

. . ey Qe JATI QR JAE Gl QR QM GiiE QE Gl Glag
beginning of October has marked positive values

mm ke ighl Dapasta

with regard to this indicator. w1 marrh Raga = Excms fassr
= Waekdy Rapo [Riraps)  —— Glouriey R
= Dty ol Covamight Lot

The average level of overnight deposit in the
third quarter has amounted to ALL 0.72 billion or ALL 0.26 billion more than
in the previous quarter and ALL 0.48 billion less than in the previous year.
Overnight credit has been rarely used (by an average of ALL 0.04 billion) and
daily needs for liquidity have been mainly met in the interbank market.

The daily average volume of total crediting in the interbank market, in the
third quarter has resulted to be ALL 1.56 billion, from ALL 1.35 billion in
the previous quarter and ALL 0.55 billion in the previous year. The average
volume of crediting between banks stands over the average level of liquidity
for the period, thus being an indicator of its non-symmetrical distribution.
Crediting has been mainly in the form of overnight and weekly transactions.
The average volume of overnight transactions has grown to ALL 0.84 billion
from ALL 0.75 billion in the previous quarter and ALL 0.39 billion in the
previous year.

[11.4.2 Interest rate performance

During the third quarter of 2005, the monetary policy applied by the Bank
of Albania has been neutral. The core interest rate has remained at the lowest

Bank of Albania 33



volume 8
number 3
September 2005 | Economic Bulletin

historical levels. Nonetheless, during this period,
there were noticed pressures of interest rates

hert 2 bt e i 1
Chert 29 Core in rate and inferes increase in the interbank market, primary market,

perfarmance in the morkets (in percentogel . '
Lek deposits market, bonds market, credit market

- _/_...,_\___\_‘_‘1-_ Ze - # increase in the markets was the change of the
i i - - i

- liquidity situation of banks. In the Treasury bills
10 .

1 of less than a year term, etc.
1343 + 3 S F F F
::ul:: ,-—"__“\:‘%A______ The main factor that has influenced the interest

primary market it was observed a fall of liquidity

Y ssssEssmpossazszazassss  offered by banks, which has also resulted in the
3 ; Bl §§ i E B3 }g i E B3 }é B i‘ L3 ¥ increase of Treasury bills yield. In a few cases,
: : 4 - government demand for the financing with
— 12 month T-hils yieid Treasury bills has remained unaccomplished.
— 2-yoor bands Chvarnight Infarbanking mea et

12 manth deposlls briemsl = Con iremal mis In the interbank market, overnight borrowing

interests increased, following almost 4 years
of their continuous decrease. The growth of liquidity demand in the market
and the inferest increase of overnight deposits by the Bank of Albania'
have influenced, inter alia, this increase. In contrast, the interests of weekly
borrowings showed a downward trend, mainly owed to the interest cut of
overnight credit by 0.75 percentage points'’. The interests’ corridor narrowing
of supporting facilities has also caused the tightening of spread between
overnight and weekly interests in the interbank market.

Table 21 Interest quarterly Sept 2005 ol [y a3
change in the markets  new Itarast rate 5,00 035 0.00 0,00
(in percentage points)  |mierhonk mmrket

Interbank monkel cvamight inferest 437 026 -0.74 +2.10
Irierbank Mmoozt 'M:-I:IH!.' irerest 4.9 L33 024 0.38
Prirnary maros|

A-manth T-kills yield 6,73 085 018 +1.67
d=month T-hills yield B.&4d 0.71 .11 +2.25
12-moandh T-bills yiald D13 084 -0.35 +2.34
Bonds morket

2-vaar bords viald .70 -1.15 025 #2.10

In the primary market, it was noticed an increase of Treasury bills yield, in
all terms, where the largest increase was experienced in the 12- month terms.
The increase of Treasury bills yield was a result of the reduction of banks’
demand in the primary market'® and of the increase of government borrowing
in this market. Considering that this volatility encourages the insecurity in the
money market and the cost of government debt, the Bank of Albania has
aimed at lessening the upward pressures through the injection of liquidity
into the banking system by means of reverse repo'? auctions. Moreover, it
has provided direct credit to the government by reducing the speculating
operations in the market.

In the Lek deposits and credit?® market there was an increase of deposit
interest in all terms and an increase of credit interest for terms up to one
year.
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August 2005 G 2005 (12 2005 Q3 August'05-June ‘05 Table 22 Interest quarterly

USD deposits change (in percentage
1 - manth 1.83 0.22 0.04 o.o%  points)
3 - manth 13 0.24 00w 0.0%

& - manth 23 022 .13 Q.08

12 - menth il 022 013 0ar

24 - manth 315 0.37 04 0,01

Eurg deposits

1-maonth depasis 1.57 .02 001 0.01

3-manth deposits 1.82 .00 -0 .08

d-morth deposits 1.83 Q.04 ouar A0, O
12-manth deposts 1.91 -0.07 031 40,30

The increase of deposit inferests is expected to encourage depositors to put
their savings in the banks, which would as a consequence bring about the
deposits growth. According to operative data, the effects of this growth have
been present in September.

In August 2005, the real interests of 12- month Lek time deposits reached
2.07 per cent, compared to 0.96 per cent at the end of the second quarter
and 3.53 per cent in the previous year, influenced by inflation fluctuations
and the change of nominal interests.

At the present, banks have also started to offer the acceptance of deposits
up to 3 years. This would enable the investment of depositors’ savings in
longer terms, and it will provide a closer connection between these deposits’
interests and the long-term credit and government bonds interests.

In Lek credit market, the average weighted interests have had an upward
trend for credits less than a year and a downward trend for credits over a year?'.
The increase of Treasury bills yield, short-term and long-term expectations for
the interest rates performance, the change of crediting structure, scale of risk,
etc., have influenced the increase of short-term interests.

In the foreign deposits market, as in the Lek deposits market, it has been
noticed an increase of interests in all terms, except for 24-month deposit
interests in US dollar and 6- and 12-month deposit interests in Euro.

Avgust 2005 Q1 2005 Q22005 Q3° August ‘05-June ‘05

LUED degasits

1 - menth 1.83 0,22 .04 Q.09
3 .« manth 213 0.24 0.9 0.09
& - menth 2.3 0.22 013 Q.08
12 - manth .79 022 013 07
24 - manth 3.15 0.37 014 20,01
Eurg deposhs

1-month depasis 1.57 .02 001 0.01
3-month deposts 1.82 Q.00 -0 0.08
d-month deposits 1.83 Q.04 ouar A, 06
12-manth deposits 1.91 -0.07 031 -0.30
24-month deposits 3 O Q.73 -0.33 Q.33

What has influenced here was the increase of core interest rate for more
than once by the Fed, within the third quarter; the increase of LIBOR and
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EURIBOR interests in the international markets,
the increase of competitiveness in the markets,

Chaort 30 Perfformonca of overoge waightad ;
etc.

depasit interest in foreign currency

The foreign currency credit market has been

110

om iy characterized by the fluctuations of interest

;; LA . from one quarter to another. In August 2005,

v A ’"". [ | [ { 1 1 o the average weighted interests of USD credits

ray .

ok T T f reached 8.71 per cent compared to 8.1 per cent

. A J-"‘h e | PR h Fs at the end of the second quarter and the inferests

s xj'«,___. = |'Jr s .

saom - - : . of euro credits reached 5.8 per cent compared

| s § ; s g ; 153 § to 5.63 per cent at T.he .end of the second
i g 2 g g quarter. However, considering them separately,

according to terms, in the USD and EUR credit

— fynrage waighhed inenest rote (lotal) withew® 2-pear USD depesilts . )
market there were noticed cases of increase and

— fAyarage waighhed inlerest rate (folal) withews 2-pear ELR dapasits

Chaort 31 Perfarmance of overage weighted
credit imterasts in foreign cumancy

decrease of these interests as a result of the policy
applied by banks, the scale of risk according to
the kind of credit, the change of creditors’ share,
competitiveness, etc.

l11.4.3 Exchange rate

The beginning of the third quarter of 2005

- LA | presented Lek’s appreciation trends and then
Aty il A ,1 \ continued with its depreciation against the main
e '.HI I'u'lﬁ.llll I i | ,l 1"-\_,- ,""C"k}ﬁ'i;-ﬁ‘f currencies. On average, during the quarter, Lek
SOV AT ' 71 appreciated by 1.5 per cent against the US dollar
¥ TR ] 'Ilrllu and 1.7 per cent against the Euro, on an annual
oo I | I.l ! . .

' ¥ =TT B basis. The seasonal effect of summertime has

AR . . . .

AN VU VRS S USSP VUSSR N, N S NN N S N N, not been con5|der0b| ewden’r thS ear, resu|‘r|n
T EE R R R Y e o
i g g ;’ g in a decrease of the Lek appreciation rates, in

= = = = particular compared to last two years. Bringing

— U500 Credt avernge weighisd inferast rohe
— ELIR Credit ceanage weighted interest rale

Table 24 Quorfer/y annual

the seasonal pressures under control mainly
owes to the reduction of Lek
interest rates difference.

- foreign currency

Q32003 GF2004 G32005
change average? of Lek gk s -13.10 -15.12 -1.56
exchange rate |k f ELIR 0.7 e ) .75

Until mid-August, Lek has continued to present the same appreciation
rates against the Euro, noticed since the beginning of the year. After this
period, Lek was positioned in the depreciating direction. With regard to the
US dollar, though there have been fluctuations, the Lek’s depreciating trends,
which continued over September, were outstanding. The higher demand for

tourism outside Albania seems to have favoured the growing demand for
foreign currency. Moreover, the pre- and post-election situation appears to
have influenced on the public behaviour and its decisions for keeping foreign
currency.
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On the otherhand, the continuous tightening of
the difference of Lek and foreign currency interest

: . Chart 32 Lek exch rate parf
rates does not anymore constitute a sustainer sREnangs parammance

to Lek appreciation, which has resulted in the =~~~ o _ R
growth of foreign deposits over the quarter. At m ™
the end of September the levels of Lek exchange 1o
marked 123.41 Lek/EUR and 102.6 Lek/USD. ™ '1'\0/“ fix Pl Hﬁﬂ i

W
2 L
- 1 .
T _.I_ ERRY A
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! Agriculture sector includes branches of agriculture, agroindustry and fishery. Agriculture
branch includes subbranches of agriculture and animal farming.

2 Unlike the first two sectors, on which data can be considered within statistical standards,
for the third sector the figure should be taken with reserves. It does not express the moves
that may happen during the quarters of the year (in fact the value remains unchanged
throughout the year) being utilizable only at yearend, where results of Survey of Standard
Living Measurement, on which its relies, are announced.

3 Annual inflation of this group increased from 3.3 per cent in September 2004 to 6 per
cent in September of this year.

4 Annual inflation of this subgroup for July and August 2005 is respectively 8.8 and
10.3 per cent.

5 “Communication”, “Hotels, cafés and restaurants”, “Clothing and footwear”, efc.

¢ Index of Sales for all the economy recorded during the second quarter an annual
growth of 21.6 per cent.

7 The price index of extracting industry grew by 4.8 per cent, the processing industry by
3.7 per cent, and the production, distribution of electricity, gas and water by 7.4 per
cent.

8 Subgroup “Services to personal vehicles”, where oil price has a share of 1.6 per cent
in the CPI basket.

? The rise of salaries followed the decision of the Council of Ministers for the salary
increase in a few sectors of health and education.

10 The Treasury bills individual portfolio in July — August grew by about ALL 1 billion or
twice as high as its growth over the same period in the previous year.

" The policy of non-extending the Lek time deposits of individual clients of Raiffeisen
Bank at the end of the maturity term caused their re-classification as demand deposits.
The influence of this re-classification for the months of July and August was about ALL
18.2 billion.

12 Net foreign assets of the fixed EUR/USD exchange rate system.

13 The difference is an outcome of the appreciation of Euro against US dollar by 1.4 per
cent for the period July — August, which implies a higher value of investments in Euro
expressed in USD.

' During the previous quarter, the depreciation of Lek against the USD influenced the
growth of credit balance by about ALL 0.8 billion.

15 Operative data.

16 In July 2005, the Bank of Albania decided the overnight deposit interest to be 1.75
percentage points below the core interest rate, thus, causing the interest increase by
1.25 percentage points.

7In July 2005, the Bank of Albania decided the overnight credit interest to be 1.75 per
cent above the core interest rafe.

'8 During the third quarter, the government demand for liquidity in the primary market was
met to the extent of 97 per cent compared to 131 per cent in the previous quarter.

1% The Bank of Albania used both kinds of repos (fixed and multi-rate) depending on
the situation.

20 See Q3* August ‘05-June ‘05 in the table.

21 See Q3* August ‘05-June ‘05 in the table.

22 Minus indicates the Lek appreciation against foreign currency.
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