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ECONOMIC DEVELOPMENTS DURING THE FIRST
SEMESTER OF 2005

|. GOVERNOR’S SPEECH

During the first half of 2005 the Albanian economy is characterized by
positive developments within the expected parameters. The economic activity
in Albania has been revitalized throughout a slight improvement of the world
economy, which has continued to develop at a moderate pace during the first
half of 2005. The American economy was one of the crucial driving forces of
the world economy, while the economic situation in the euro area and Japan,
even though it is improving, continues to remain fragile. The growth of the
world economy is being accompanied by a growth with regard to the trade
exchange volume. Moreover, the negative developments of oil price and the
instability of exchange rate have not been reflected with their full amplitude in
the internal economy.

Considering the developments in specific sectors, the fiscal indicators as
well as the rapid growth of credit to the economy, it can be said that this
period has been assessed as favourable for the country’s economy and the
achievement of development objectives. In general, the most vital sectors
of the Albanian economy, at the beginning of 2005, have registered a
satisfactory growth compared to the same period of the last year. The annual
growth rates of these sectors have been increasing, thus showing a long-term
trend of the development of the economy. The sectors that have marked the
highest annual growth in terms of sales are construction, trade, services,
agriculture and agro-industry, while the transport and industry sectors have
performed almost the same volume of sales compared to the first quarter
of the last year. The positive developments of the economic activity in the
country are accompanied by a further improvement of labour market. This
improvement has been shown in the increased number of the employed
persons compared fo the same period of the last year. The unemployment
rate of the first quarter of this year has marked the lowest rate of the last
seven years.

During January — March of this year, the current account resulted in a
deficit of USD 56.2 million, thus indicating a slight worsening compared to
the same period of the last year. While the rates of imports, exports of goods
and services remained almost similar, the high volume of imports resulted
in a deep current deficit. The trade deficit of USD 363 million as well as the
deficit of USD 40 million in the service category is covered by the inflows of
current transfers, mainly private ones. The inflows of the capital during the
first quarter were sufficient to cover the current deficit, thus resulting in a
positive level of the overall balance of payments of around USD 13 million.
The appreciation of Lek against USD and Euro has lead to the decline of price
of goods and foreign services, while this appreciation has not threatened our
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exports competitiveness, because of the structure of exports oriented towards
re-exports.

Despite the electoral campaign of 2005, Bank of Albania estimates that the
fiscal situation has been kept under control. The fiscal developments during
the first half of 2005 were moderate and the indicators have not surpassed
the projected level for this period. According to the Finance Ministry data, up
to the end of June there are 98.3 per cent of the revenues collected and 97,7
per cent of the expenditures planned. As a result, the budget deficit by the
end of June was about ALL 9.4 billion out of ALL 10.2 billion projected. The
budget deficit for this period was mainly financed by domestic sources, while
the foreign financing was 50 per cent of the projected amount.

The first half of 2005 is characterised by low inflation rates. The annual
inflation has known a downward trend during the first half of the year, thus
reaching the 1.3 per cent in April, while in May and June they evidenced an
increase of inflation up to 2.9 per cent. The average annual inflation has been
continuously within the targeted band of Bank of Albania, having stabilized at
2.25 per cent in June. The orientation of fiscal and monetary policies towards
maintaining the macroeconomic stability as well as the positive developments
in various groups of consumer goods, within a favourable macroeconomic
environment, has made possible the inflation rate control. The balance of
demand and supply factors has not resulted in inflationary pressures during
this period. The modest rise of salaries, oil and administered prices is
compensated by the effect of disinflation factors, such as the sustained level of
domestic demand, the controlled monetary situation, the stable appreciation
of Lek and the growth of domestic agricultural production.

The Bank of Albania monetary policy was generally a smoothing policy
during the first half of the year. This tendency was more pronounced during
the first quarter of the year, thus decreasing by 0.25 percentage point of the
core interest rate at the end of March, while during the second quarter of
the year the monetary policy has been gradually taking a neutral stance. The
easing of the monetary policy has been reflected in the continuous decrease of
interest rates in the financial markets. This decrease was more pronounced in
relation to the medium-term maturities, thus affecting the curve of Lek interest
rates towards its levelling. The easing monetary policy of Bank of Albania is
followed by a decrease of demand for monetary assets. The main source of
monetary expansion during this period was crediting to the economy, unlike
the past years when this function was performed by the government loan or
the foreign inflows. The credit balance increased by an average of ALL 3.7
billion per month, during January — March of 2005, thus indicating by the
end of the period a total increase of ALL 18.7 billion. This level is the same
as the credit growth during 2004. The positive developments of crediting
to the economy from the banking system have considerably influenced the
improvement of all macroeconomic indicators of credit.

The continuous consolidation of macroeconomic stability during the recent
years constitutes a sound foundation for the development of the Albanian
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economy for the rest of year 2005. The Albanian economy has all the
premises for a development within the scheduled framework. However, during
the last few weeks there has been noticed a movement of monetary funds
from the banking channels in the economy, as a result of the seasonal factor,
payment of the frozen funds in the pyramid schemes and the uncertainties that
characterise in general the pre and post-electoral situation. Therefore, we are
carefully following the latest developments of liquidity, especially those related
to the financing of the budget deficit.

In favour of guaranteeing the stable development and the maintenance of
the macroeconomic equilibrium, we believe that these developments will be
temporary and the normal management of income will be recuperated very
soon with the creation of the new Albanian government. Bank of Albania
remains greatly committed towards observing the indicators of economic and
financial development in the country for year 2005 and, in this context, we
hope that there will be also the commitment of the competent authorities.

At the same time, Bank of Albania takes this opportunity to call on all
the economic institutions for observing the fiscal obligations based on the
applicable rules and regulations. On the other hand, Bank of Albania will aim
at preserving the monetary conditions in the economy in line with the inflation
targeted range of 2-4 per cent, thus aiming at the same time at developing
the financial market, improving the payment infrastructure and increasing the
financial intermediation in the economy. Bank of Albania estimates that to
achieve the goal of developing the country, the cooperation and the support
of all the responsible institutions in the field of economic policies is a crucial
factor for preserving the progress of economic structural reforms.

. ECONOMIC DEVELOPMENTS DURING THE FIRST HALF
OF 2005

1.1 WORLD ECONOMY

The world economy has been growing with the same moderate pace
even during the first half of 2005. The positive performance of the American
economy has been one of the main factors giving the impulse to the world
economy. The economies of the euro area and Japan have had a better
performance compared to the previous period, but the economic situation
in these countries continues to remain fragile. China’s economy continues
to grow with rapid pace, stimulating the economic activity even in the rest of
Eastern Asia.

The world economic activity for this year has been based on the positive
performance of the service sector compared to production sector. The
increase of costs in the production sector due to oil price rise, has affected
this asymmetry. The high oil price continues to be one of the crucial problems
of the world economy.
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Table 1 Some indicators of GOP-1Q  Unemgloyment role Pl
the first half of 2005  |J5a= a8 5.0 [hure) 2.5 {lune)

Euro orea 1.3 B8 (Mol 1.5 (o)

France 1.8 10.2 (o) 1.5 {May)

Garrary 1.1 11.7 [kura| 1.9 uane)

Iraly 02 7.8 (Maonch) 1.B Uuna)

Uniled Kingdam 21 4.4 (March] 1.2 {ay)

Japan 0.8 4.4 [Agril) 0.2 {May)

China 9.4 . 2.7 [March)

Souwrce: Manthly Bulletin of Cendrol Evropeon Bork and Eurostot.
* Tha dot for #ae Amanican ecoramy o foken from the American Depadman of Laobour and American
Dremaa rtenart of Trada,

The American Economy. The American economic activity marked satisfactory
growth rates even during the first half of 2005. The real growth rate of GDP
during the first quarter was 3.8 per cent. The growth of the American economy
indicates the growth of consumer expenditures, exports and investments. The
consumer expenditures are supported by the improvements in the labour market
conditions as well as by the positive developments in the housing market.
Taking into consideration the revitalization of inflationary pressures, the USA
central bank, the Federal Reserve, has continued to tighten the monetary
policy “with diligence”. In the meeting of 30 of June, FOMC increased for the
ninth time in succession the core interest rate, leading it to 3,25 per cent.

The Euro area economy. The economic developments during 2005 are more
positive for the economy of the euro area. According to the first estimations,
the GDP growth in the euro area was 0,5 per cent during the first quarter,
from 0,2 per cent it was during the fourth quarter of the last year'. The GDP
growth has come as a result of the growth of exports, at a time when the
domestic demand has not increased, while the investment growth has been
lower than that of the previous period. In the euro area the core interest rate
continues to be 2 per cent since June 2003. The low interest rates continued
to have a driving impact on monetary expansion and credit. The level of
inflation (according to Harmonised Consumer Price Index) in May dropped

down by 1.9 per cent after a three-month period
during which this indicator was at the level of 2.1
Chart 1 Performance of exchange rote EUR/USD per cent. During this period the salary increase

was moderate, without exerting any inflationary
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Source: Bloomberg - The increase of interest rates in the USA has made
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the investors be under the effect of the expected

yield rather than the American economy deficits. Chart 2 Perdormance of crude ol price
per barrel in LSD

Oil Price. The oil price has continued to

increase during the first half of 2005, thus **
exceeding the highest price reached in October . ™
last year. In April 2005 price for a barrel of crude __.,r""rf e L"'.I ,.h"._l
oil? exceeded USD 57. Qil price rise during the =o- A L . LR Y
past few years has come as a result of the growth ’)-'ﬂ‘- LA __.”NI
of demand and the tightening of supply for oil. ' #* .""r '
The rise is estimated to have had a moderate o
effect on the world economic activity as well as
on inflation. 25
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1.2 ALBANIAN ECONOMY DURING FIRST S Cource: Hloomber com
HALF OF THE YEAR
The Albanian economy is characterised in Chart 3 Performance of sales in the economy
general by a good performance and estimated during 1Q ‘01 - 1Q 05

within the expected parameters during the first half
of 2005. Considering the sales in the economy,
the developments in the respective sectors, the
performance of fiscal indicators as well as the
rapid growth of credit to the economy, it can be
said that this period has been favourable for the
economy of the country. According to the data
from VAT, which are considered as approximate
indicators of the performance of the production
in various sectors of the economy, the first quarter
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53gzeenessagaasss
of 2005 has shown an increase in comparison 2533 BB FIIabEER
with the first quarter of the last year. The first sty s Consiruchion == Trods slc.
quarter of this year has experienced the highest Transport === Other — Tatal

percentage of sales for this quarter in the last Source: INSTAT

four years. The sectors that have shown the highest percentage of sales, on an
annual basis, are “Construction”, “Trade”, and “Other Services”. Meanwhile,
the sectors of transport and industry have performed almost the same volume
of sales compared to the first quarter of the last year.

The income from VAT recorded an annual growth of 8.9 per cent during the
first five-month period of the year, showing at the same time a growth in the
trade exchanges in the country. The credit to economy has shown an annual
growth of 50 per cent. Together with the shift of the loan structure towards the
production sectors, this development shows a wider utilization of the financial
potential of the country towards supporting the needs for the development of
the country. The first quarter of the year has shown a higher competition of the
Albanian exports, which is reflected in the annual growth of 16.1 per cent of
the exports during this period. In addition, the total number of the employed
persons grew by 12,000 compared to the first quarter of 2004. Based on these
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data and taking into consideration the limitations they show for giving a clear
opinion about the development of the economy, especially the quantitative
aspect, Bank of Albania believes that the Albanian economy has shown signs
of growth during this period. However, the expected information during the
months to come will help us create a reliable and clearer opinion on the
development of the economic activity.

1.2.1 Production performance according to the sectors of the economy
Agriculture

According to the Ministry of Agriculture and Food, the agricultural
production is expected to grow fo the degree projected at the beginning of
the year, by 4.7 per cent. The weather conditions are in general estimated as
favourable for performing the expected production. Due to the late springtime
the domestic production is introduced in the market later than the other years,
but summertime has been favourable for the development of the agricultural
production.

During the first half of 2005 it has been noticed a growth in the surfaces
planted with vegetables, forage crops and cereals. According to the survey
of the agro-industry, the agro-industrial production has increased by 11 per
cent during the first quarter of 2005 compared to the first quarter of the
previous year. During the first half of 2005, 40 new entities, of which 35
have started their activity, have been registered in the agro-industrial sector.
The total number of the employed persons in agro-industry has not changed
compared to the same period of the previous year.

Table 2 Agroindustrial ’
production during the first W05 'If?'u Eﬂ“m
quarter of 2005 (in billions Agroindustial production &8 11
of ALL)  heot and its by-products 0.6 23
Consaroad products 02 a2
Wil and ts by-products 1.2 4
Flour and breod 22 25
Baverages Oudh 10
Werter ond rafrashmant drinks 0.7 24
Cibar oF 24

Sipurce: Minishry of Agriculiure and Food

Energy

The production of energy has been relatively at satisfactory levels during
the first half of 2005. The quantity of the produced energy during this period
has been 3.200 GWH or 4 per cent higher than the same period of the
previous year. The exported quantity of electricity during this period is 2 times
higher than the one exported in the same period of 2004. Non-household
consumption has shown a growth of 7 per cent compared to the same period of
the last year, while household consumption has dropped down by 3 per cent.
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Table 3 Data on electrici
&M - &M= Change Corsumption par KWH ty

2004 2005 {in parcentoge) 2005 supply and consumption

Preduction 3,133 3,259 4%

Imparis 34 412 1%

Supply 1,447 3,471 % 100%
T 264 512 fa% 13.95%
Liniraes 1,263 1.221 -3% J3.24%
Housshold consumption 1,145 1,107 -3% JO15%
Mon-howsehald consumption o4 a3 T 20 39%

Source: Ministy of Industrs and Erargy

Transport

The sales index in the transport and telecommunications sector showed
an increase of 6.6 per cent during the first quarter of the year compared to
the first quarter of the previous year. The sea transport marked an increase
of 6 per cent during the first half of this year. Imports in the main ports of
the country increased by 7 per cent, while the exports, which are 10 times
lower than imports, decreased by 0,4 per cent. During the first half of 2005,
the railway transport of goods decreased by 20 per cent, while the railway
transport of passengers decreased by 24 per cent. The air transport marked
an annual increase of 15 per cent during the last 10 years. During the first
half of 2005, the air transport continued to increase, which is reflected in the
increase of 27 per cent of number of flights as well as the increase of 22 per
cent of the number of passengers.

Investments in the transport sector decreased by 31 per cent during the
first half of this year compared to the same period of the previous year. This
decrease is due to the reduction of domestic investments, which were 33 per
cent less than the same period of the previous year. Meanwhile, even the
foreign investments decreased by nearly 27 per cent.

Construction

During the first quarter of 2005, sales in
construction sector were about 34 per cent higher
than in the first quarter of 2004. The annual
growth for the first quarter of this year represents
a positive development for the construction
sector, especially taking into consideration the
lack of annual growth in the first quarters of
the two previous years. Construction cost index
increased by 3 per cent in the first quarter of this
year. In this index it is noted an increase in the
total direct expenditures. The items that have
shown the highest annual increase, respectively
8.8 per cent and 9.7per cent, are salaries and
transport. Furthermore, it is noticed that the
projected income has decreased by 1.5 per cent,
thus reflecting the increase of construction costs.

Chart 4 Sales in constroction sectar
and annual growth by quartess
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=
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The investments in construction sector, from both the private and government
sources, have shown an increase during the first quarter of this year. Thus, the
funds projected for investments during the first quarter increased by 55 per
cent. Investments for housing construction, which increased by 30 per cent,
take the main share in this increase. Furthermore, there is a considerable
increase even in the engineered construction. The number of construction

permits increased considerably during the first
quarter of the last year and a major part of them

Chort § Number of construction parrmits e : )
is given for housing construction.

accarding lo lypes of canstruction

1800
1,000 [1.2.2  Labour Market
e
1,30 According to statistics from INSTAT?, the labour
1200 force for the first quarter of 2005 has decreased
R by 1000 people, compared to the end of the last
o year. Meanwhile, compared to the first quarter of
4= 2004, the labour force has increased by 7000
! l people. This increase has been reflected in the
' @108 G008 QR0E G403 u'.m COOd OO0 Qdd Q.05 increase O]c The number Of fhe employed persons
by 12000 people, and in the decrease of the
BHousing corstuclions B Other coratnuclions number of the unemployed persons by 5000
Sourcn: INSTAT  people, in annual terms.

Among all the employed persons, 19 per cent are employed in the
government sector, 58 per cent in the agricultural sector and 23 per cent in
the non-agricultural private sector. This distribution structure of the employed
persons according to sectors remained unchanged during the last year and
the first quarter of 2005. The number of unemployed persons, during the first
quarter, has decreased by 1000 people. Compared to the first quarter of
2004, the number of unemployed persons has decreased by 5000 people.
The unemployment rate by the end of the first quarter is estimated at 14.3 per
cent, thus being the lowest rate registered during the last seven years.

Table 4 Indicators of labour 2004 2005
market (in thousands of ol Gl el Qo G
people) Tt Il force 108 1081 1080 1088 1G9&7
A. Toral employed persons e | 717 531 i) |
| Gavarnmant secher 17g 179 177 174 174
i) Mon-ogricuturnl privote sactor 206 204 211 213 213
is} Agricubund private sechar 534 534 534 547 547
B. Uremrgploymrent
i| Total unamployed parsons 141 140 158 157 154
il Barelficiaries of unemployment paymend 1.7 123 1% 11 143
. Linamployment rote [in peroentoge) 145 148 14.4 14.4 143

Sourcs; INSTAT, Canjunciure, June 3005

The average public administration salary has increased by 3 per cent
during the first quarter of 2005. This increase includes the salary increase in
some groups of education employees. The minimum salary, the payments of
the unemployed people and the average economic assistance per household
have remained at the same level as at the end of the last year. In annual
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terms, the average public administration salary has increased by 7 per cent
and the payment to the unemployed people by 10 per cent.

[1.2.3 The fiscal sector

The fiscal indicators have in general been below the projected level during
the first half of this year. According to the data from the Ministry of Finance,
by the end of June, around 98.3 per cent of the revenues were collected and
97.7 per cent of the intended expenditures were performed. As a result, the
budget deficit, by the end of June, has amounted to 9.4 billion out of 10.2
billion of Lek that it was planned. Compared to the same period of the last
year, the revenues and budget expenditures have increased by 8.7 per cent
and 9 per cent, respectively. The budget deficit for this period is being mainly
financed by domestic sources (ALL 7.3 billion), while foreign financing was 43
per cent of the projected amount.

Table 5 Development of the

Fyeroge
M99 MDD SMTDT M0 AM0S BI04 BMUDS Lo e main fiscal indicators (in

Totod income 176 154 10 214 43 75 87 123 cceniage)
To revanues 9.6 308 58 277 485 110 88 187
Reverwes fom locol governments 4.3 410 364 325 7423 180 52 570
Inclapssr cert fudget rrennus 42 160 25 317 149 &5 111 123
Mor-hx revarues 616 252 ITF 78 89 N7 D4 5
Toted axperdiorn 196 12 34 B7 88 44 S0 83
Current expanditurs 129 00 48 225 MNa 77 73 &)
Capital aspenditure 776 39 398 314 10 30 225 154
Creficit 245 18 137 349 -9 42 120 A7
Damestic finoncing 2646 85 167 140 102 146 177 1.3
Foreign financing 230 493 555 500 304 345 40 128

Sourcac Minislny of Finorca

Budget revenues

During the first half of this year, the budget

revenues were about 8.7 per cent higher than the Chart & The structure of budget income
same period of the last year. The total revenues fin billions of ALL — manthly dota)
were ALL 93.4 billion, of which 61.8 billion have "

been collected from taxes and customs, 17 billion 4+

from the independent budget and the rest from = 1]

o R

S ek A i

being close to that level. Revenues from VAT, 5 1 j 3‘ 1
excise and customs have been lower than the E h
projected level, while the contrary has been

the local governments and other sources. :‘ o
i
With exception of the revenues from the local
governments, the revenues of other categories .
have been below the projected level, however :
- :
5 5

observed with the revenues from income tax and "lor and costems e SR from locel gsemment
] Irajmpeanucesnd Qudget resmraies | Pdon-hoe reeseres
from vehicles tax. Source: Mty ol Finprce
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The income from the taxes continues to be the main source of budget
income, thus representing around 91 per cent of total income. The structure
of income has not showed significant changes compared to the same period
of the last year.

Table 6 Income from taxes Ta annual

and customs (in billions of June:  dmmonih plon - Fact (n %) plan (in %)
ALL — progressive data)  Tebal LER] 250 o8
Tietae e et B4.8 B5.2 e 47
WAT 285 29.4 9 43
Income hox 2.1 a.0 113 57
Excisa bom 7.9 8.3 75 43
Perscnal income fox B 3.4 78 41
Mational fox and others 4% 4.3 Fi] 40
Cuigair fom 5.9 .1 P& Ja
Yehicles tox 2.1 1.0 206 7

Source: Minkstry of Finorce

_ Budget expenditures
Chart 7 The strudure of budget expenditures

lin billions of ALL — menthly data) Budget expenditures, during the first half of

2005, were estimated at ALL 102.9 billion, thus

performing the planned expenditures at 97.7

per cent. The current expenditures have been

it performed at 102.9 per cent and they represent
87 per cent of total expenditures for the first

PE B semester of 2005. Unlike the last three years, the
performance of capital expenditures improved
considerably during the first semester of 2005,

§34

being 22,5 per cent higher than the previous
year.

® Currant expenditures 1 Copital axpenditures However, these expenditures have been
Saurce: Miristey of Finoecs performed ot 80.1 per cent. The concern in
this regard seems to be the capital expenditures
financed from foreign sources, which were performed only at 61 per cent
of the plan, while the expenditures financed from domestic sources were
performed at 100 per cent. Expenditures on interests and social security have
remained within the projected level, so being performed at 92.8 per cent and
98.8 per cent, respectively.

Table 7 Composition Morch &-— mainith Foct  To anmal

of current expenditures _— i E 1;:: 1$ g[:]g ‘{?
; o ofal ependiunes . . . .

(progressive datg ALl Cumnt espectres 20 897 B2 1028 4682
Fersonnel 12.0 2d5 .5 10001 44 5]

Iittirezd 7.0 132 14.2 2282 4405

Crormestic &.B 123 12.9 94,93 45.01

Famign 0.3 0.9 1.2 70,71 338

Mtainfenorce - cosolive sspandilunes 4.5 1.0 9.5 11542 SD2S

Subremntizns 0.& 1.7 1.2 143.74 563123

Expriditures an social securty and athars 12.F 2452 p 98,74 A7 4G

Expendtures far local budget a0 80 45 1240 45.57

CHbar axpandihures 23 50 48 10482 48.4F

Sowrca: Ministry of Finonce
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[1.2.4 External sector

The balance of payments closed with a positive balance during the first
quarter of the year, thus being reflected in the growth of foreign reserves of
Bank of Albania. Current account, during January — March of this year, resulted
in a deficit of USD 56.2 million, revealing a slight worsening compared to
the same period of the previous year, but with an evident tightening of deficit
compared to the fourth quarter of 2004. The volume of current transactions
increased by 26 per cent compared to the first quarter of the previous year.
While the growth rates of imports and exports of goods have been almost
similar, the high volume of imports has resulted in a deepened current
deficit. The trade deficit of USD 363 million and the deficit of USD 40 million
pertaining fo the service item are covered in the largest part by the inflows of
the current transfers, mainly private ones. The net capital inflows, during the
first quarter, reached USD 60 million and were sufficient to cover the current
deficit. At the same time, in our balance of payments it was recorded an
increase of foreign reserves by USD 13 million.

Current account

During the first quarter of this year, a volume of current transactions of
about USD 1.7 billion was performed. The major activity in the category of
current fransactions continues to be that of merchandise trade, followed by the
exchange of services. The current expenditures for this period were estimated
at USD 860 million, of which 60 per cent were intended for the financing of
imports of goods and 30 per cent for the financing of services purchased from
the foreign residents. The exports of goods during the first quarter of this year
were three times lower than the imports, while the exports of services financed
about 90 per cent of the expenditures of the residents for services abroad. The
current transfers have continued to register positive net flows, thus serving as
balancing power for the high expenditures for purchasing goods and services.
The current transfers account was USD 297 million by the end of the first quarter,
or 33 per cent higher than the one in the first quarter of the previous month.

The trade exchanges in goods continue to be characterised by a high
demand for imports and by limited exports, which, however, have registered
continuous increase throughout the last quarters. Consumer’s goods represent
about one third of the imported goods, while the major part of imports comes
as intermediary goods. The increase in the imports of capital goods is a good
indicator for the performance of investments in the country. The exports have
continued to be dominated by the re-exports, which during the first quarter of
the year have represented about 80 per cent of total exports.

During the first quarter of the year, the residents have spent about USD
300 million for services insured by the non-residents and have earned about
USD 260 million for providing these services to the non-residents. “Travel”
or “Tourism” category continues to be the item that registers the highest
inflows and outflows among the different types of services. During this period,
the non-residents have spent in Albania about USD 200 million. A positive
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development in this regard is the increase of the number of non-resident
travellers by about 15 per cent compared to the same period of the last year.
In line with the revenue growth from tourism, expenditures of the residents for
travels abroad have increased as well. This phenomenon led to the tightening
of the surplus of travel services.

Table 8 Balance of payments Q-04 C4-0 @1-05
(in millions of USD) 1. Current account [A+B+C+D) 458  -167.3 -54.2
A Trade of goods =31 7.9 -509.8 -3463.0

A1 Impors of goods -454,4 -671.5 -a321.5

A2 Expors of goods 134.5 1&1.7 158.5

B. Trade of sardoss 12.2 -38.1 -3

B.1. lmports of services =08 2 2R3 =301.7

B.Z. Exports of services T4 261.1 2647

. lncome 375 42.4 4.4

., Qublen -5.3 -B.& -5.0

C2 Irflow 43 8 51 514

. Currant ranafens x4 338.2 2973

01, Crutflow =17.3 -30.3 -34.8

Cr2, Indbor 2377 J68.5 J32.1

2. Currend account and finondal eccound (E+F) 45.0 18B.8 Al

E. Copial scacunl 34 37 44 6

F. Fimancicl account a 151.8 13.4

3. Met ermors and orissiors =10.2 am 28

4. Owvergll belanoe 14.9 60.4& 12.F

5. Grawlh af reseres -14.9 -60.4 -12.7

Capital and Financial account

Like the capital account, the financial account also resulted in positive net
flows during the first quarter. The common balance evidenced USD 66 million,
of which USD 47 million have come as capital flows and USD 19 million
as financial flows. The last ones were due to the increase of the financial
obligations of the country to the world by USD 64 million and to the increase
of the assets of residents abroad by USD 44 million. The increase of residents’
obligations is mainly represented by the inflow of foreign direct investments
in the country. The last ones, during this quarter, are estimated at USD 54
million, thus being higher than the investments of the same quarter during the
last year. During this period, Albania has increased the stock of its external
debt by about USD 22 million, meanwhile the cut of debt burden as a result
of the principal and interest settlement, has been USD 10 million. During the
first quarter of this year, the portfolio investment of residents abroad increased
by USD 56 million, reaching the level of USD 200 million. The inflows of
foreign assets as financial capital were reflected in the increase of foreign
reserves of the monetary authority, by about USD 13 million. The level of
foreign reserves by the end of the period was estimated at USD 1 billion and
350 million, which is sufficient to cover 4.9 months of imports of goods and
services compared to 4.6 months in the first quarter of 2004.

1.3 INFLATION PERFORMANCE DURING THE FIRST SEMESTER

The first quarter of 2005 is characterised by low inflation rates. The annual
inflation decreased gradually during the first part of the year, thus reaching
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the level of 1.3 per cent in April; meanwhile May and June registered a slight
increase of inflation up to 2.9 per cent. While there are fluctuations in the
annual rates, the average annual rate for each month of this period was
maintained within the 2 — 4 per cent targeted range. The average inflation
showed downward trends during the first four months of the year, thus
remaining stable at 2.25 per cent during the two subsequent months.

2001 2007 2003 2004 aggs  Table 9 Annual inflation (in

January 2.9 8.5 0.0 3.3 33 percentage)
Fabruary 1.5 7.4 1.1 4.4 1.8

March 29 15 1.3 4.0 1.4

Agril 3.0 6.5 2.3 a2 1.3

May 245 4.4 28 2.4 20

Juirea 4.0 ar 2.4 29 2.9

July 3.4 4.7 4.0 4.1

August 4.1 55 3.0 2.7

saplember 3.5 5.3 2.8 2.0

Ciciober 1.8 5.8 ) 2.0

Mersambar 24 ar 34 22

Dacambar 3.5 1.7 3.3 23

Ayerage 3.1 52 22 3.0 243

Souroes IMSTAT

The good harmonisation of fiscal and monetary
policies as well as the positive developments in
various groups of consumer goods, within an
appropriate macroeconomic environment, has

Chart 8 Annual inflation (in percentoge)

made possible the control of inflation rate. -
The interaction of the demand and supply @ *™
factors has not resulted in inflationary pressures ' \\\_ -------- o B NN whateta
during this period. The modest increase of _:x-':’"-'-“-::":f"'_ Ty | ?‘—“r{-__
LR, -kttt O bbbt e
salaries and the rise of oil price and administered W a

prices at the beginning of the year have exerted = == IVATEE TR ESREEE TR I U R R RS
pressure on the increase of consumer prices. The

effect of these factors has been balanced by the :m’;' B 'i E 5% 33 ; ‘E T 3388 1;-
stable level of the domestic demand?, the stable é ; i ri j ; i E j 5
performance of the Lek exchange rate and the Anowal inflafion: L ower Bt 2%

domestic agricultural production. —Lipper limit 4% — Maving ovamge (onnuck)

[1.3.1 Inflation performance and its constituent groups

The developments in the annual inflation rate during the first half of 2005
can be divided into two periods. During February — April, the consumer price
index marked a downward tendency, dropping below the level of 2 per cent.
After April, the annual inflation rate increased, thus reaching the level 2.9 per
cent by the end of the first semester of the year.

The fall of foodstuff prices and especially the agricultural products have
continued to exert pressure, like the last year, on the decline of consumer prices
during the first five months of the year. The “Foodstuffs and non-alcoholic
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beverages” item has marked negative inflation

Chart 9 Confribution of fhe main groups in annual rates, except for the month of June. During
the annual inflation (in parcentage points) the first five months of the year, the contribution of

32 this group to the annual inflation rate was around
— 0.6 percentage points, thus being lower than
the contribution of 0.6 percentage points for the
same period of the last year. Unlike the last year,
the inflation of this group registered a turning
point in June with a positive inflation rate of 1.6
per cent, thus contributing to the total inflation
: : rate by 0.7 per cent. This development reflected

£ 3- g i E— 2 S temporary deflation of the offer, as a result of

£

the substitution of the greenhouse products with
cornfield. The greenhouse agricultural product,

B
3
g
£

o Feszad b s g P -alenholic beweeoges [ Rent, wolker, f.ek . ) ]
Tranapent - Commuricofion which is present in the market over the whole

Dcure
Fedinary 4

B Holels, on'és, reglounnis Anngal infation

year, the decline of foodstuff prices in the trading
Source: |MSTAT and Bonk of Albanio estimales

partner countries like ltaly and Greece, as well
as the appreciation of Lek against the euro have reduced the inflationary
pressures of the goods included in this group.

Tab/g IOénnuc/ inflation Annual Contribuli " | Cantribution Ialy®  Greec"*
rate of item “Foodstuffs and [ —— (g} Inflakion’D5 loel Annual Annual
non-alcoholic beverages” (in Inflation’0S  Infletion’05
the Counf‘ry and Obl’OCId) and Jﬂl'lul:ll'!' 3.2 1.4 0.7 0.3 0.5 0.6
contribution of inflation of ~ Febmuary &7 1.2 -1.2 0.3 4.2 -0.9
this group to overall inflation March 23 1.0 1.7 0.7 0.2 -1.4
Agrll LA 0.1 2.3 -1.0 001 0.1

ay 1,1 -,5 .7 0.3 40,2 .4

June .7 -0.3 1.4 Q.7 0.5 0.5

* Source: INETAT; website: hitpswww mstalif,
* Bource: Zerernl Soormorat of Motianal Stefishical Serdce of Gresce, Bene/dwsw stotstosogr.

Another important factor in estimating the annual inflation rate profile
during the last two years is the performance of administered prices. This factor
has been present even during the first half of the year. The rise of electricity
price by 25.7 per cent in January was indeed an increase to the annual
inflation of the “Rent, water, fuels, energy” item by 15.2 per cent. The average
contribution (2.3 percentage points) of this item to the total figure of inflation
during this semester was almost the same as the one of the first semester of
the last year (2.0 percentage points).

During the second quarter of 2005, the annual inflation of the “Rent, water,
fuels, energy” item has been decreasing, thus reflecting the decrease of rent
prices and imputed rent. The subgroup “Rent” and “Imputed rent” has preserved
its annual inflation norm of 2.3 per cent for the period April ‘05 — June 05.

Table T1 Annual inflation Annal Inflotion’@4  Contribution fpp]  Annual Infletion’05  Contribution jap)
rate and contribution of the  january 37 0.9 15,2 38
“Rent, water, fuels, energy” February B.5 20 2.8 2.4

item to overall inflation  ppasch B3 19 . 2.4
Al 11.0 2.3 7.2 1.8
Py 10,0 23 7.2 1.8
ke 27 23 7.1 1.8
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Another group, whose development is conditioned by the administered
price fluctuations, is the “Communication” group. The changes made
during the last year to the fixed telephony prices, have affected the annual
inflation of the first half of this year. During the first quarter of this year, the
“Communication” group contributed to the decrease of annual inflation rate
by 0.5 percentage points, while during the second quarter the contribution
of this group increased. April marked the end of the effect of the decrease of
telephony prices a year ago®, so making the further contribution of this group
to overall inflation be insignificant.

Oil price rise, though it constitutes a potential cost in the Albanian market,
has transmitted weak inflationary pressures in the consumer price index. The
inflation of “Transport” group, during this period, was lower than the rates
registered over the most part of the last year. The annual inflation of this group,
during the first semester, marked the highest rate in April (3.3 per cent). During
January — June, this group has given an average contribution to the overall
inflation rate by 0.13 percentage points.

Chart 10 Confribution of other groups to

During the first half of 2005, the other the annual inflation [in parcentage points)

groups of basket are not in line with the price | @1, as0m
performance. Their effect on the inflation rate is  gus- —
small. The highest inflation was registered in the = .- \
groups mainly composed of goods and services - : ' : =
with administered prices, such as “Health” and \ To0m
“Education” but also in the other groups like N — .
“Alcoholics and tobacco”, “Goods and various = ™% | : :
services”. Groups like “Clothes and Footwear”, @ o= - ; ‘. -
“Furnishing, equipment and maintenance”, u-m-l - - : [ : | s
“Entertainment and culture” have continued to | gam! L H | ; H ; —
register negative inflation rates. “Hotels, cafés and e Mommy® BB AR ES mE
restaurants” have registered slower growth rates. ' mmbdan-aleshalic bewmmpes and tobara
These groups have contributed overog.ely to the i:h‘f‘i‘:_:ﬂm -'CED'.'::: I
annual inflation by 0.05 percentage points.
Chart 11 Annual Inflation of four main groups
af ICP baskat [in percentoge)

[1.3.2Macroeconomic environment and . .

consumer prices r|"'.I ok
by )
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in general stable during the first half of 2005. e if ! Il"}"l..-"h“"i oy 'b_‘_,_-"

The prudential monetary policy and the lack
of inflationary pressures from the supply and
demand factors have made possible the control
of the inflation rate. The inflationary impulses
stemming from the increase of salaries, the
rise of oil price and of administered prices, are
balanced by the developments in the exchange
rate and the better performance of the domestic
production.
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Demand Factors

*  Fiscal policy and Fiscal indicators

The fiscal policy and fiscal indicators did not have strong deviation from
the approved budget. During the first five months of this year there has been
noticed a tendency of increasing annually budget expenditures. However, the

increase of current and capital expenditures has been within the projected
level and in line with the other macroeconomic objectives. The increase of
current expenditures has also been affected by the increase of salaries in the
public sector, an increase that has not caused inflationary pressures during

the first half of 2005.

Chart 12 Annual growth of budget expenditures
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* Monetary policy and monetary indicators

The monetary policy, through the control of
monetary aggregates, has a long-term impact on
inflation. It also has a medium-term impact on the
economic activity through the control of interest
rate. During the first half of 2005, Bank of Albania
has cut the interest rate by 0,25 percentage points,
thus bringing it to 5.0 per cent. The easing of the
monetary policy has contributed to further stimulating
the credit to economy. However, low inflation has
maintained the real interest rate in positive terms.
It has contributed to establishing an appropriate
equilibrium between the increase of monetary
aggregates (as a result of credit increase) and the
required increase of liquidity in the economy, thus
failing to inject uncontrolled impulses of inflation.
In addition, the falling trend of the ratio between
currency outside banks and monetary supply has
been maintained during the first half of this year. In
May this ratio resulted to be 24.5 per cent.

* Other indicators

Retail trade index®. During the first quarter of
2005, this index did not change considerably, thus
following the seasonal model of the economy, which
shows a slowdown during this period. The retail
trade index decreased by 2.5 per cent compared to
the same period of the previous year. The behaviour
of this index can be interpreted as a stability of the
domestic demand, thus affecting the demand to
keep under control the inflationary pressures.

Demand factors

* Domestic agricultural production

During the last year the domestic agricultural production marked a strong

increase. The growth of the production has come as a result not only of a

Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

good harvesting year, but also due to the increase of investments in building
greenhouses, whose products were present in the market even during this
semester.

*  exchange rate and imported inflation

One of the determining factors of inflation in the country is the exchange
rate. Lek has shown an appreciation trend against the two main currencies
— Euro and USD. During the first half of the year the same characteristic has
been preserved, but at a smoothing pace of Lek appreciation. The tourist
season and summertime are accompanied by high foreign currency flows
(mainly Euro) and by the rising demand for Lek, meaning its appreciation.
The favourable performance of the exchange rate has managed to amortize
the inflationary pressures that are transmitted in the country by the imported

inflation.

Jonuory Februany March Al May June Table 12 Annual changes in
Greace® 4.0 3.1 2.9 3.4 3.z 3.3 inflation in the main trading
Iraly™ 1.8 1.8 1.7 1.9 1.7 partners and changes
ALLFELIR 5.3 4.8 3.1 1.8 2.3 -1.0 in the exchange rate (in
ALLAIED -6.8 -4 -7.8 -B.9 -7 -1.2 percentage)

* Zaurce: wabiile of Genaral Sacrelarie? of Mofianal Slatislical Sarvice of Geaaca hilp S, shafislics gr,
** Snurca: website of ISTAT, hpes favan shat i,

A small and open economy to the foreign market such as Albania is
inevitably affected by the imported inflation. Imported inflation is a combination
of the developments in the consumer prices of partner countries with the
performance of the exchange rate. The main trading partners of our country,
ltaly and Greece, have registered low inflation rates. The low and stable
annual changes of consumer prices in these countries, accompanied by the
Lek appreciation against the Euro, have resulted in a decrease of imported
prices denominated in Lek.

Imported inflation has not exerted strong inflationary pressures. Furthermore,
the cheapest prices of imported goods have exerted a competitive downward
pressure on the prices of goods in the country.

Box Imported inflation

As a result of lack of data on import prices, a simple calculation is made to evaluate
the performance of imported inflation during January ‘02 — May ‘05.

The major share in the Albanian imports consists of imports from Italy and Greece,
respectively by 31.6 per cent and 15.7 per cent of total imports. To evaluate the
performance and impact of imported prices (in terms of local currency) on inflation in
the country, the import price index was established, taking into consideration imports
from ltaly and Greece. The import price index was established in two steps:
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Padormance of imparted inflation in the cauntry * A foreign price index was computed as a
and the neminal exchange rate [Fght axis) weighted average of consumer price indexes of ltaly
B : iwm  and Greece with the respective weights;
W .y‘\ iwm  *  This index was translated into Lek terms, by
P | 3 e ;
it ) multiplying with the exchange rate Lek/Euro for
T ) .
\'.*-’rf"}" A b Tl L e January '02 — May ‘05.
s - |! A
I i N ../ um  The chart below indicates the annual changes of
A -':.'ll \"\ NOTAL iy imported inflation, of domestic inflation and the
o _:f | | -\'\:,-'L l(_/r #m  exchange rate of Lek against Euro.
— I RT3

Imported inflation has not exerted inflationary

Wi [ BV 3659 44 JER  pressures in the country. Of course, this conclusion

ii i i i 3 i i i 2 i i i 2 must also be corrected with the characteristics of

the local market, especially with the degree of

Imngrerted irdlation Dienastic isflatian —LER/ELIR competition in it. However, it illustrates the fact that the

combination of inflation in the partner countries and of

the exchange rate performance has not encouraged

inflationary pressures in the country. As stated in the periodical reports of Bank

of Albania, the continuous appreciation of Lek versus the Euro has prevented the
external inflationary pressures.

*  Producer price index’.

From the analysis of Producer Price Index, it results that production prices
have recorded an increase for more than a year. However, the rising tendency
in the first link of merchandise trade is not reflected in the final price, paid by
the consumer. The lack of transmission of costs can be explained by the rising
of competition in the retail trade segment.

. Other Indicators
Unemployment - salary. According to INSTAT
data, thefirstquarterofthisyeardid notbring about

Chart 14 Annual changes of PP and CPI
(in parcantoge)

i ; significant changes in terms of unemployment
1457 I.f'*-,,-"'-"'-_f‘-I M e Tafe and the general level of salaries. The
1% * | I u'll unemployment rate slightly decreased to 14.3
% II". o II \ sos g Per cent, while the average salary level in the
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AT A T o T N/ E in the public sector has come mainly as a result
i III"-."' MR TAY, 1a  of the increase of salaries of some groups of
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employees in the health and education sector.
On the other hand, the minimum salary, the
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Oil price. Like in the previous year, this factor has not influenced the
inflation in the country. Oil price rise in the international market has not been
fully transmitted in the domestic market, because of a variety of factors such
as: the appreciation of our currency against USD, the decrease of domestic
demand (by 23.5 per cent® compared to the last quarter of 2004) and the
small share” occupied by the “Transport” item in the consumer goods basket.
On the other hand, oil price during the first quarter of 2005 increased by an
average of 2.6 per cent compared to the same period of the previous year.

IIl. MONETARY DEVELOPMENTS AND FINANCIAL MARKETS

1.1 MONETARY POLICY OF BANK OF ALBANIA

The monetary policy of Bank of Albania has been in general a smoothing
policy during the first half of 2005. This tendency was more pronounced
during the first quarter, thus finalising the cut by 0.25 percentage points of the
core interest rate on 30" of March. Meanwhile,
during the second quarter Bank of Albania
has followed a more neutral monetary policy. Chart 15 Caore interast rahe
This policy has been in line with the dynamics
of inflationary pressures in the economy. The ..
factual inflation rates were relatively low, while = . ;
the monetary indicators have shown stability, @ &g | : .
thus contributing to give an optimistic picture on 75 ]

ET U L i :

the inflation forecasting.
as

bl L

The effect of the cut of core interest rate is o5 y R

shown clearly in the deposits interest rates. ' ., e S
Meanwhile, the reaction scale of Treasury bills as: -t 5 E s B s s s s 8
rates has resulted to be close to the indicated cut. E 2 g g gE ¢ 3- ﬂ E2E 5 g % i g
The cut of interest rate of deposits by commercial ' '

banks was more pronounced for the mid-term

maturity, thus contributing to the levelling of the

interest rate curve.

Maturity Tirres chaspeos e Govemmaent security feld  Table 13 Reaction of interest
3-month (1.14] [220]  rates in the banking system
&-manth (1.32| I09]  (in percentage points)
12.manith (1.71] (0.32]

24-manth [2.28] * (.30

Ciparative dita for the pariad 30 March — 8 Jy.
*Changes for the period 30 March — 1 July

The smoothing monetary policy of Bank of Albania is followed by the
increase of demand for monetary assets. The main source of monetary
expansion, during this period, is the crediting to economy, unlike the other
years when this function was carried out by the government loan or the foreign
inflows. Low inflation rates during this period have enabled high growth rates
of monetary aggregates in real terms. The annual growth of real M3 has kept
the same trends as the last two years.
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In the money market, the interventions of Bank of Albania have been limited
in withdrawing liquidity through the repurchase agreements with a fixed and
very unlimited price. Bank of Albania has eased the functioning of monetary
markets through the supporting instruments, mainly the use of overnight
deposits. The development of monetary operations has created the conditions
for transmitting the monetary policy signal and it has been accompanied by
the decline of interest rates in the monetary markets. The monetary policy of
Bank of Albania has also enabled the meeting of its quantitative objectives.

Table 14 Meeting of Decamber 04 Jonuory '05 February 05 March 05 April ‘05 Moy '05
quantitative targets of Bank Fat intarmaticnal reseraes of Bank of Albama (in millkens of LISD)

of Albania  Cibjactive o417 a5 1,020.0 10727 10773 10820

Currarly 1,105.2 1,108.8 1.108.7 1.107.4 1,109.0 1,104.4

Diflerence 1463.5 123.5 9.7 24,8 .7 224

Met domestic essets of Bank of Albanio [in billions of ALL|

Cibsjective 790 731 &7.2 61.3 414 41.9

Curreritly a1.40 .4 56,5 543 5é.1 aF.0

Diference 180 147 10.7 3.9 5.5 -4.9

Met domastic credil to govarmmeant [in blllions af ALL)

Dhbjactive 2846.4 288.2 2ER.9 .7 2937 293.7

Currarthy 2857 2859 2BR9 2B7 8 2904 291.3

Diference 0.7 -1.3 -1.0 -A.9 -3 -4.3

1.2 MONETARY AGGREGATES

The monetary developments, during the first half of the year, have been in
line with the trends designed in the monetary programme. As expected, the
growth rate of monetary supply increased, being consistent with the positive
developments of the economic activity in the present period as well as with
the increased volume of money retained by the economic agents for financing
their transactions. In addition, the growth rate of monetary supply during this
period has reflected also the positive developments towards the deepening of
financial intermediation in the country and the consolidation of confidence

in the banking system. As a result, there is a
higher increase of less-liquidity monetary assets

Chart 1& Perfformance of annual rotes and especially that of time deposits in foreign
of monetary oggregates currency.
- A
- ATA : : The annual growth rate of monetary supply
I."'“’ﬁ'.ll"-"' 'll in May was 15.8 per cent, from 13.1 per cent
e / \ in December. The growth of monetary supply

h increase of foreign deposits and the maintenance

k\_ L I.-"'_"—\-\._ flllnv.
T *‘““1"___" -'l:"IF“W.’-_-I during this period is being supported by the faster
/ Ay

"™ i of a moderate upward trend of M2 aggregate.
The contribution of credit to the economy to
et s = =B =3 = x = generating monetary assets in Lek has been

increasing, while the government demand for
money has been almost at the same levels as the

g
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Mi o — Curmancy cutside Banks previous year. The developments in the time and
— Depoaits in Lek —— Depasits in Foneign Cumrency
currency structure of monetary assets suggest
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that their trends have been maintained and consolidated as previously.
During the five months of the year, the ratio of currency outside banks to
M3 has registered a significant decline, dropping down to its minimum level.
Meanwhile, the ratio of foreign deposits to monetary supply has always been
increasing.

The indicator of currency outside banks was the component with the slowest
increase in the monetary supply. Its annual growth rate, during January —
May, increased slightly from 10.3 per centto 11.6 per cent, thus following the
same upward tfrend of M2 and M3 aggregates. The slowest rising tendency
of currency outside banks compared to the other components of monetary
supply is accompanied by the significant decrease of the ratio CoB/M3. By
the end of May, this ratio dropped down to 24.4 per cent, thus marking
a decrease of 2.7 percentage points compared to December, and of 0.9
percentage points compared to May of the last year.

The continuation of the falling trend of this index

is mainly attributed to the positive developments Chart 17 The ratic of CoB o M3 and

in the payment infrastructure, which have the overage real infarest rate

been accompanied by the increase of banking

services used by the public. At the same time, the - .

maintenance of real interest rates at stable positive = [ -

levels has supported investments in the financial @ ™™ | AW

assets in Lek, thus serving as premises to maintain = *% § /| ", / "

the equilibrium of the liquidity infrastructure of @ am A i

monetary supply. 2% L A 'u.H -
1d%

The rising trend of M2 aggregate and the .. .
continuation of channelling the currency outside 1 'i 5 E Ei E T E T E
banks in the banking system are reflected in the i ; i 5 E
acceleration of growth rates of Lek deposits. The

—CaB F M3 fyverage real irenest rofe [rght scole)

annual growth rate reached 14.6 per cent from
12.9 per cent it was in December. The upward Saurce: Bank of Abonia
performance of Lek deposits has shown mainly

the higher contribution of time deposits from households, whose growth

constitutes 67 per cent of the general growth of deposits during January —

May. Moreover, the Lek deposits from the private sector and the demand

deposits from households have evidenced high growth rates, thus impacting

positively on the performance of Lek deposits.

The time structure of Lek deposits has known an increase of the share
of demand deposits, which in turn is influenced by the shifting of the
deposits of government sector, from time deposits into demand deposits'®.
This development has defined also the performance of M1 aggregate,
whose annual growth rate reached 24 per cent in May from 19.4 per
cent it was in December. As a result of lack of this shifting, the annual
growth rate of M1 aggregate would result to be 20.1 per cent in May,
thus representing a more moderate upward trend than the one of broader
currency indicators.
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Table 15 Performance of My Five month change Annucl chonge
monetary indicators in May 2005  Absolde  Percenfoge Absalule  Percenfoge
(in billions of ALL)  Curmency outside barks 130.7 -7.4 -5.4 13.6 1.6

Totol depasits 402.5 334 2.0 594 17.3

- iin lek 270.5 17.2 &8 34.5 14.6

- in foreign curmancy 132.0 14,2 14.0 4.5 132

Demand depaosits ay.2 11.4 15.0 2.5 3.7

- in lak 42.5 7.8 2.3 20.0 BB.&

- in foreign cumency 445.7 3.9 .0 2.8 5.8

Tirne daposits anaa 21.8 7.5 369 13.3

-in lak 2280 2.4 4.3 14.5 &8

- iin fareign currency 85.3 123 14.% 23 35.5

M1 173.2 0.4 0,2 335 24,0

ha2 4012 .4 2.5 48.1 13.4

A3 5332 26,0 31 2.9 15.8

Monetary Basa 174.5 | 2.3 209 13.6

The first half of the year has shown a significant increase of the contribution
of foreign deposits to the increase of monetary supply. Their annual growth
rate by the end of May reached 23.2 per cent from 17.1 per cent it was in
December. This growth of deposits in foreign currency has indicated mainly the
depreciation of the Lek exchange rate during January — May'', and as a result
the negative effect of Lek appreciation decreased considerably from -9.2 per
cent in December to -3.5 per cent in May. In real terms, the annual growth
rate of foreign deposits has known a stable performance, thus recording a
high level of 27.6 per cent in May.

The main contribution to the growth of foreign deposits has been given
by the time deposits and those of households, which represent respectively
76 per cent and 73 per cent of the overall growth of foreign deposits during
January — May. The highest growth of time deposits in foreign currency from
households is assessed to have been influenced by the continuity of high
foreign currency flows from the remittances, the increase of confidence in
the banking system and the most favourable interest rates in US currency.

The fastest growth of foreign deposits compared

Chert 18 Pedormance of foreign to the component in Lek of monetary supply is
deposits rotia to M3 accompanied by the increase of their share in
. the M3 aggregate. By the end of May, the ratio

of foreign deposits to monetary supply reached

1o - N _15':; 24.8 per cent, thus recording an increase of 1.5
EEa) .._J'/\'-'-,rv.-'-_h“"'-"\.?;" - percentage poinfts compared to the same period
/"vj-_;_a--”'- of the previous year.

. .'—A'\'M‘""’J.
-h 'I
_ 1.3 DOMESTIC DEMAND
BEEEEREREEE

i E E | § 3 I11.3.1 Net foreign assets

—Depesis in toregn curmency § M3 .
— Trend of ratic daposite in foreign cumency / M3 The banking system has preserved a stable

Sorrn: Bank of Alanin | POSHION during the first part of the year. Under
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the influence of depreciation of Euro against the

USD, the level of net foreign assets registered a Chart 19 Annual contribution af NFA growlh
decrease of USD 76.5 million, while measured b M3 grawth

by fixed exchange rates they resulted to have

increased by USD 12.8 million during the period
of January — May. -

THD%

The net foreign assets of Bank of Albania, I'\.. el
during the first five months of the year, have = wm S ; [T |
registered a decrease of USD 46.5 million. In l"‘*-ﬁ.‘_.."'hl'. |I v
the absence of the interventions from the Bank @ s I'uu.r"ﬂ'l e [
of Albania in the foreign exchange market and |.f'r 'w-,w-"r-h""|I
in the presence of the low inflows and outflows = _ ‘
from other sources, the decrease of net foreign beall DecOl lore( Dec@E buse03 Dee03 Jore D4 DecOf oy O
assets during this period is totally affected by
the depreciation of Euro against the USD. This
depreciation has reduced the value of the foreign
reserve portfolio in Euro denominated in USD,
thus affecting negatively the net foreign assets of Chort 20 Pedarrmance of net foreign ossets
Bank of Albania by USD 60.5 million. of the banking system in millions of LISD)

Saurce: Bank of Albonia

Net foreign assets of commercial banks e
have also decreased by USD 30 million. The
significant acceleration of crediting in foreign
currency during the first half of the year could @ ume :

not be entirely financed from the foreign deposits .

growth in commercial banks, thus posing the use i

of a part of their foreign assets as a necessity. &= ‘ III | : 11 d
. i

Cocymibe: 17 Jura 0 Dascwrebar 31 Jerm T Dacarber 4 Mom 24

[11.3.2 Government demand for monetary

assets mCammarcial Banks B Bark of Albania

Source: Bank of Msenia
Government demand for money, during the

first five months of 2005, had a similar performance with that of the last
year. lts relative contribution to the increase of monetary supply has continued
to remain low and below the projected level. The fiscal accounts of the
government show an increase of budget deficit during this period, marking a
cumulative level of ALL 4.7 billion by the end of May. This performance has
reflected, on one hand, the financing by ALL 7.7 billion and the increase by
ALL 3 billion of government deposits in Bank of Albania, on the other hand.

The banking system has satisfied nearly 56 per cent of the needs for the
financing of the government until May, increasing the portfolio of securities by
ALL 3.3 billion. This increase is entirely reflected in the increase of commercial
banks portfolio, while Bank of Albania portfolio has remained unchanged
from the last level of 2004. The structure of commercial banks portfolio is
oriented towards the long-term issues of government, with the decrease of
the portfolio of Treasury bills by ALL 6 billion and the increase of government
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Chert 21 Pedormance of the cumulative financing
af fiscal deficit (in billions of ALL)
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Table 16 Performance of
some main indicators

Money supply [in billions of ALL)

Domestic credit {in % of M3)

- Credit ta goweramert [in % of M3)

- Cradit to economy [In % of M3)
Cradit o economy (in % of todal assets)
Cradit bo econary (in % of GDPY

Rofio credit/depasits [in %)

Chart 22 Rotio of total eredit ta M3 (in perceniage)
and annual growth of fotal credit
[in parcentage, right scale)
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bonds portfolio by ALL 9.3 billion'2. The other
part of the loan of ALL 2.5 billion is financed by
individuals and institutions, respectively 1.8 and
0.7 billion ALL.

11.3.3 Credit to economy

The credit balance has increased by about
ALL 3.7 billion per month during January — May
2005, thus totalling by the end of the period to
ALL 18.7 billion. This level is the same as the
increase of credit during the 2004. The positive
developments of crediting to the economy from
the banking system have positively influenced the
improvement of all macroeconomic indicators of
credit.

2004 2005
2002 2003 ok | M-I May
4167 44B4 4582 5072 5333
0B 715 95 GBY 494
415 402 571 851 527
$3 113 124 138 164
NS 137 146 169 195
57 6B 74 90 109
135 157 147 190 220

In annual terms the credit to economy marked
an increase of 59 per cent by the end of May.
This increase has come mainly as a result of the
increase of credit with maturity over one year,
which has contributed by about 79 per cent
to the total increase. In addition, it has been
noticed that the long-term loans have gained
ground on a continuous basis compared to the
medium-term ones, thus indicating an increasing
commitment of banks towards long-term maturity
investments.

The main contribution to the increase of the
total credit continues to be given by the increase
of credits in foreign currency (about 71 per cent),
which also represents 79 per cent of the whole
credit portfolio. As a result of Lek strengthening

against the Euro and its depreciation against the USD'3, for January — May
2005, the credit in foreign currency has increased by ALL 1.1 billion.

However, during the first five months of 2005, it has been noticed a high
annual growth of credit in Lek', which contributes further to the increase of
total credit. The positive rates of credit growth in Lek are dedicated to the
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increasing commitment of banks to provide services for meeting the demands
of the customers (57 per cent). This fact is shown in the high annual growth
of credit for this group, around 72 per cent. In total the loan to individuals
constitutes 30 per cent of the loan portfolio.

2002 2003 G104 G204 G-3°04 G404 May 05 Table 17 Indicators of the
Credit bolonce credit balance fo total credit

fin billions of ALL] Ja.7 507 3.4 5&.8 &1.0 700 (in percentage)
Short-tarm cradit 53.8 440 41.6 35.4 339 34,0 32.2
Mediumeierm credit ol 333 354 378 K. 34.0 34.5
Lang-tarm credit 161 207 23.0 6.8 78.9 300 33.2
Credi fo househaolds 183 24.5 26.0 29.3 an.A ans ana
Cradi ko privates sechor 817 755 74 FO.7 &9.7 a9 .4 &9.2
LEE 213 194 17 17 17 195 21.0
Fonaign cusrancy 3.7 aD.4 a3 B3 a3 BO.5 7.0

The first five months of 2005 showed the decreasing preference of
commercial banks to credit the trade sector, and their expectations to finance
the construction sector and real estate business.

2004 2005 Table 18 Performance of
] G3 G4 Moy credit balance according to
1 lﬁq'll:'.hhm,. |1'.|'|‘Il'ﬂ ond sikioudturs LHE 1.0 0OF 1.2 1.6 1.5 1.5 fhe main bronches Of fhe
2 Peocessing industey 170 170 189 184 182 170 182 o0
3 Comstructian bd 100 RS 10 102 ¥8 113
4 Trade, sahides mpoirieng ond hewseheld fenilune 404 340 304 235 21.% X3 189
5 Hotels ond resiaurants &0 40 F1 83 B3 43 350
& Faol wlale 21 130 137 148 1546 98 143
T Other 181 190 203 230 242 302 328
Todal 100 103 100 103 1000 10a 100

During the period of January — May of 2005, it has been extended
about 42.3 billion ALL or 13.4 per cent less than the same period of
the previous year. This fact shows that the increase of credit balance
comes mainly as a result of the orientation of banks towards long-term
maturity investments. In addition, unlike the preceding year, banks have
committed around 60 per cent more towards the credit with maturity over
one year, thus decreasing considerably the financing of the economy with
short-term credit.

Only 30 per cent of the new credit is extended in Lek, while the rest in foreign
currency. This structure of crediting has remained unchanged compared to
the previous year.

According to the sectoral distribution it has been noticed that the trade
sector has absorbed about one-fourth of the new credit granted for the whole
period. However, this level is less than half of the credit extended to this sector
a year ago. The other part of credit is mainly absorbed by the production
sectors (about 21 per cent), construction sector (8.2 per cent) and real estate
(12.2 per cent).
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1.4 FINANCIAL MARKETS AND INTEREST

Chart 23 Daily level of excess liquidity in RATES
tha banking system {in billions of ALL)

1o [T

I11.4.1 Liquidity performance
o

During the first half of 2005, a considerable
= level of excess liquidity has characterized the
banking system, which was due to the growth
of Lek deposits in the first months of the year.
The average level of excess liquidity during the
first half of the year amounted to ALL 7.9 billion,
i % compared to ALL 5.0 billion in the same period
I d } of the previous year and to ALL 5.2 billion in the

Lood IUTRGd IO T AW T L II.'H"“'".E;.H i ;ﬂ. Second hol{ O'F 2004.

Wankly repos Ciiarthly repos
= Cvernight depasits wboess reserses

The increase of excess liquidity was noticed
mainly in the first quarter of the year, when an
- increase of deposits in Lek is repeated as a result

Source: Bank of Albanio

Chart 24 Duily volume of craditing in of the return of currency outside banks info the

the interbank market {in millions of ALL) system. By the end of the second quarter, the level

. e Of liquidity decreased by around ALL 4.0 billion.
- I . During the first quarter of this year, the excess
e . T iquidity withdrawal is made mainly by the weekly
1 | wee  auctions of repo with a predetermined interest
! | ' w rate, in contrast to the previous year when, apart
- ‘ - ] L.:-: from this instrument, its withdrawal was performed
| _l with structural operations (outright purchase and
- H ! | l H 7 weekly repo). The average level of investment
m! Nu—l ' <= in weekly repos has registered the amount of
. S H ALL 6.2 billion, compared to ALL 3.5 billion in

BTN A G ST AR WS R s s usst i the first half of 2004 and ALL 3.1 billion in the
— Winakly —Cwernight second half. Occasionally it has been applied
Scurce: Bock of Albanka |50 the weekly repo.

The overnight deposit facility is used regularly as a mean for investment of
liquidity. The overnight deposit has registered on average the amount of ALL
0.67 billion during the first half of 2005 or ALL 0.17 billion and ALL 0.18
billion less than the second half of the last year. The overnight loan is used
rarely and in small amounts.

The short-term needs for liquidity are supplied in the interbank market,
which is dominated by overnight transactions. During the first half of the year,
the volume of transactions in the market has increased, compared to the last
year. The average level of overnight loans increased to ALL 0.69 billion, from
ALL 0.48 billion in the first half of 2004 and ALL 0.37 billion in the second
half of the same year. The average of weekly loans resulted in ALL 0.49
billion, from ALL 0.27 billion in the first half of 2004 and ALL 0.18 billion in
the second half of the same year.
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The primary market is characterised by the increase of demand from banks
to invest in government securities. The supplied amounts from the banks in
the primary market have surpassed at all cases the amounts demanded from
the government. For the first time in April, three-year securities were issued, a
demand that was afforded by the banking system. The Treasury bills market
has resulted in a creation of liquidity, because the matured amounts were
higher than the new investments, which has exerted pressure on the further
decrease of inferest rates in this market. However, the decrease of Treasury
bills portfolio by ALL 5.3 billion during January — June is compensated with the
increase of the two-year and three-year bonds portfolio by ALL 10.8 billion.

[11.4.2 Interest rates

During the first half of 2005, the core interest rate reached the lowest
historical levels, of 5.00 per cent. This interest rate, compared to the other
countries, is shown below:

Allarg Euro greg US4 Table 19 Core interest rate,
5.00 2.00 325 July 2005 (in percentage)

During the first half of 2005, the markets
responded to the smoothing monetary policy of Chart 25 Performoncs of Lak interast rates
Bank of Albania by decreasing the interest rates

in the interbank market, the Lek deposits market, ="

Treasury bills market, government bonds market 121 = ﬁ“‘-.,
and the credit market. o R Vs Oy
0 : T
By the end of the first half of the year, yield of 22— o B N
Treasury bills and government bonds dropped to 5z -’ b S e S5 :

the lowest historical levels, while the interests of ' ;;
time deposits in Lek reached the lowest levels in the . . S
last 13 years. Despite the fluctuations of interests in A ) [ L Bt 1 o 8 e et R
the interbank market, especially during the period
the required reserve is kept, during the first half of
2005 this market evidenced a significant decrease eerbeank infonsst e

of interest rates reaching the lowest historical Cors inersst ral
levels's. Source: Bank of Albanic

12 manth daposts wanast
2 ymar bonds
— 12 manth T-kil yisld

In the credit market in Lek, which is characterised by huge fluctuations of
interests from a month to another, the end of May resulted in a decrease of
interest rates, except for the six-month maturity credits. In fact, the average
weighted rate of credit has shown a downward trend from March 2005.
The interest rates movement in this market was influenced by the cut of
core interest rate, the enhancing of competition in the banking system,
degree of credit risk, change of loan structure from a month to another,
the huge differences between the minimum and maximum interests in the
credit market, etc.
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Table 20 Interest rates

in Lek during May 2005,
their sixx-month and annual
change in percentage points

Core inlerest raka
Irerbank markal
d-month deposits
d-manth deposts
12-manth deposis

Yield of 3-month T-bills
Yield of &-month T-bills
Yield of 12-month T-hills
P-year hands

Cradits in Lak fseighted oweroge interast rota|

+« Change fram  Change from
hora 05" gcumber 04 Jun T4
5.00 075 -1.00
2.50 0.92 077
345 D83 .24
4.4 -1.00 -1.69
4 B5 114 -1.67
5.04 .03 .74
&40 -0.82 .78
4.79 a3 29
7.55 -1.45 2.43
13.41 0.30 £0.86

* The dota of deposhs ord credits in Lek reder b Moy 2005

As it can be observed in the table below, the interest rates in Lek have
decreased compared to the end of the last year and to the previous year.

During the first semester of 2005'¢, real interest rates of 12-month deposits
in Lek fluctuated at an average level of 3.35 per cent from 3.75 per cent

Chart 26 The weighted overoge rate
of credit in Lak {in parcentoga)
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Saurce: Bank of Abanin

during the second semester of 2004. This level
has been influenced by the continuous decrease
of nominal rates and the low inflation rate during
this period.

In the foreign deposits market, interest rates have
been generally characterized by upward trends.
During the first half of 20057, nominal interest
rates in USD increased remarkably at all maturities,
while interest rates in Euro were, in overall, stable.

The performance of foreign interest rates has
been affected by the developments of LIBOR and
EURIBOR rates in the international markets, by a
tightening monetary policy of FED and a neutral
monetary policy of ECB, and by the competition in
the banking system.

The decrease of interest rates in Lek and the
increase of inferest rates in foreign currency have
contributed to narrowing the spread between
them. The narrowing of spread has reflected the
stability in the market, a reaction to the monetary
policy signals, a low inflation rate, as well as the
Lek strengthening during the first half of 2005.

Interest rates of credits in foreign currency have
shown a different trend for the two main currencies.
At the end of May, the weighted average interest
rate of credits in USD increased by 8.39 per cent,
compared to a 7.78 per cent increase in June
2004 and 7.79 per cent at the end of 2004. The
weighted average interest rate of credits in Euro
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May 05  Chonge from Decamber “04 Chonge from June ‘02 Toble 21 Interest rates

usD of foreign deposits (in
Irterest rode, 3 2.07 +0.38 +1 32 percentage points)
Inferest rate, & 330 +0.42 +1.4

Irerest rmda, 12 2.95 +0.48 k1 .ﬁ?

ELIR

Irferest mie, 3 .77 +0u02 +0.13

Irferast rate, & 1.81 +0.03 F0. 14

Irteast mde, 12 1.94 -0.03 +0,14

decreased to 7.89 per cent from 8.62 per cent in June 2004 and 8.17 per
cent at the end of the year.

Interest rates of credits in foreign currency have
been mainly affected by their performance in the Chart 28 Waighted averge inferesl rates for
international markets, however, the specifics of 12-month deposits in foreign currency

the lending market in the country (competition,

concentration, risk, etc.) have brought about @ **
volatile rates from a month to another. 1 ; i S ’_/
12%

i
1%

P& i
1.5 EXCHANGE RATES - \_/ I'Ln'lﬂl'nw /
: P\J'\;_q___

The value of the domestic currency against the = "™
Euro and USD has fluctuated at narrow levels. @ @
During January - June, Lek appreciated by 1.9 sm
per cent against the Euro and depreciated by ST e e SR e e
10.9 per cent against the USD. Nevertheless, 50 ELR
nominal effective exchange rate, which takes in
account the relevant volume of foreign trade,
shows a slight appreciation of Lek by 0.6 per
cent during this period.

Source: Bank of Albanio

The main factors that affected the Lek Chart 29 Spread of interest rotes LEK-LUSD

appreciation during the last two years have and LEK-EUR for 12-month fime deposits

showed a declining trend, while short-term factors ", =
influencing the exchange rate, like the growth of
the foreign currency supply from tourism and - / 7%
remittances, have balanced the effect of demand L I,—F" \J \\_,_"’
forimported goods. Increases of foreign currency . .’x.." \f H:\ -
supply and introduction of domestic agricultural i T ' ' W '
production, by the end of the first half of the year, ""'“Q:
had only temporary effects on the exchange rate 1 \\\_I\I: e
performance. \
B B

Exchange rate performance of domestic Taell ArlR g2 Decld Sordd g 00 Decl Jped gl Dl Aoei

currencyversusforeign currencieshasbeensubject  LEKEURspmod  — LEK.LISD soreod

of international exchange market developments
as well. The performance of the ratio EUR/USD
in the international market in favour of US dollar is mainly reflected as a
depreciation of Lek against the US dollar and as a slight appreciation of

Saurce: Bank of Abanio
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Lek against the Euro in the domestic market. This

Chart 30 Exchonge rote parformance development was dictated by the domination of

during 2004 and 2005 [ALL/EUR, left scole) US dollar versus many currencies of the leading
economies in the international markets. In overall,

T ' ' """ US dollar appreciated against the major part

X of the other currencies, included the European
i II q“a':;.\u h‘ l,"lI l'III\J.‘FH"r"'M ‘H,.:H'h‘rﬁli
1l .Llll.l hﬁ\‘ \ '.f“‘v | # M lﬂi'ﬂl

currency. Under these conditions, domestic
exchange market developments are estimated
as having positive effects on maintaining the
W/ equilibriums of trading conditions with partner
countries, which use in their economies the Euro
- or another currency that has been subject of the
45 USD appreciation. At the end of the first half
wa of the year, Lek was exchanged at the levels of
~LEK/ELR (left] —LEK/USD [right) 123.9 ALL/EUR and 102.8 ALL/USD, against
the respective levels of 126.4 ALL/EUR and 92.6
ALL/USD, at the beginning of the year.

Saurce: Bank of Abanio

IV. ECONOMIC DEVELOPMENTS DURING 2005

Economic developments during the first half of the year show that the main
guidelines and basic forecasts of the economic development program have
been materialized. The first indicators of the year suggest that the Albanian
economy has grown and macroeconomic stability is further consolidated. The
low inflation during the first part of the year, the positive trend of balance of
payments, the monetary stability in terms of stable ratios of monetary aggregates
and exchange rate, indicate that the main objectives of the program have
been achieved. The continuous consolidation of macroeconomic stability over
the last years is a good basis for the development of the Albanian economy
during 2005. Also, the Albanian economy is being supported increasingly by
credits from the banking system, making a better use of financial capitals.

Bank of Albania will aim at preserving the monetary conditions in consistency
with the inflation targeting, aiming at the same time at developing the financial
market and crediting to the economy.

Table 22 Main 002 2003 2004 2005
macroeconomic indicators  Manatary indicotors [in parcentogal
GOF growth 4.7 &.0 6.0 &.0
Annual TP [overaga) 532 2.4 29 3.0
Mominal GOP (in billions of ALL) 430.0 £85.1 TRON as57.3
Faraign seches (s o parcantage af GOF)
Trode balonce -25.8 -24.8 -F29 -22.2
Current boloncs 2.7 B2 .0 1.0
Facal indicalan e o percenlage of GOM
Fiscol deficit -f,
Dameslic borrowing .
hMaonetary indicatons in percentoge
W3 growth 7
Cradit greath 1o aconomy 32.
1

Irferest rates of 3-manth T-bills
Sourne: [MF, Minstey of Finonica, ond Bank of Albonio.

4.7 4.3 -4.9
r % 27

28.5 31.3 47.1

¥
2
L] 2.5 124 ¥.8
1
i I 6,1 =
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In overall, the picture of macroeconomic projections for the rest of the
year did not change from that part in the beginning of the year. Albanian
economy is expected to grow by 6 per cent during 2005, with an inflation rate
estimated within the 2-4 per cent targeted range.

Fiscal sector

The 2005-fiscal budget proposes a moderate performance of fiscal policy,
with an emphasis on its positive contribution to maintaining macroeconomic
stability in the country. During 2005 budget expenditures are projected to be
29 per cent of GDP, from which capital expenditures 5.9 per cent of GDP.
The projected level of budget income is almost the same as the one of the last
year, 24.1 per cent of GDP.

The contribution of the 2005 budget to fiscal consolidation consists in
keeping the budget deficit at the level of 4.9 per cent of GDP. The domestic
financing, which is projected to be about 2.7 per cent of GDP, will back
up the main part of this deficit. The financing of domestic borrowing of the
government from the banking system is projected to be ALL 15.7 billion or 1.8
per cent of GDP, while the rest is expected to be backed up by households
and other private entities.

Monetary sector

The main objective of monetary policy for year 2005, included in the
monetary program, remains maintaining annual inflation rate within the 2—4
per cent targeted range. This objective will be achieved through controlling the
growth of money supply, bringing it close to the nominal GDP growth, under
the assumption of a stable performance of the velocity of money circulation
in the economy.

Controlling monetary aggregates serves as an intermediary instrument for
controlling inflation. Bank of Albania will aim at maintaining the growth of
money supply during 2005 at the level of 9.8 per cent. Despite the decrease
of nominal interest rates in the economy, the low inflation has preserved real
interest rates on stimulating levels for money channelling in the banking system.
The low level of currency outside banks is a result of long-term declining
tendency, a characteristic period in a stabilizing economy.

As a result, it is expected a lower growth rate for the indicator of currency
outside banks, whose annual growth is expected to decrease to 4.8 per cent
by the end of the year. The expected return of currency into the system will be
reflected on the satisfactory growth of Lek deposits. The annual growth rate of
Lek deposits is expected to be 10.8 per cent at the end of the year, compared
with the initial projection of 10.6 per cent. The foreign currency structure of
money supply is expected to shift towards the foreign component. The annual
growth rate of foreign deposits is projected to be 13.7 per cent at the end of
the year, supported by stable foreign currency inflows from remittances and
the increasing trend of interest rates in US dollar.
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Albanian economy is projected to benefit credits at the level of ALL 33.8
billion during 2005. In terms of GDP, credit balance to the economy is
projected to increase by 3.9 percentage points, compared to 2.5 per cent
of GDP in 2004. The credit balance in Lek is projected to grow by ALL 12.2
billion, being 36 per cent of the growth of total credit balance. The domestic
financing of budget deficit for year 2005 is projected at the level of ALL 23.3
billion, from which the banking system will cover the amount of ALL 15.7
billion or 1.8 per cent of GDP. A lower growth of net claims of the banking
system to the government, compared to crediting to the economy, shows that
there is a better effectiveness in managing the funds of the banking system.
For year 2005, annual growth of net foreign assets of the system is projected
to be ALL 11.6 billion.
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' The specialists of European Central Bank estimate that a part of this growth is a statistical
effect. It is estimated that the effect of adjustment according to working days has affected
the underestimation of GDP for the fourth quarter of 2004 and its overestimation for
the first quarter of 2005.

2 US light crude.

3 The estimation of Ministry of Labour and Social Affairs on the number of the employed
persons during the first half of 2005 is missing.

4 Estimated based on the performance of sales and retail trade index, published by
INSTAT.

5 The decision taken in April ‘04 to reduce the price by 28.5 per cent after being increased
in December "03.

¢ Source: INSTAT.

7 Source: INSTAT, Producer Price Index.

8 Source: INSTAT, Conjuncture, January — March 2005.

? The weight of this group in consumer goods basket is 4.8 percent.

10 The effect of this shift is about ALL 4 billion. It relates to the shifting of funds of
pyramid schemes from the time deposits in Lek into current accounts, with the purpose
of distributing them further to the creditors.

""" Lek exchange rate against the Euro and USD, combined with the weight these
currencies take in the foreign deposits, depreciated by around 2.6 per cent during
December-May.

12 The increase of government bonds portfolio is due to the increase of 2-year bonds
by ALL 7.3 billion and to the issue for the first time of 3-year bonds at the level of ALL
2.0 billion in April.

13 For the period of January — May 2005 Lek appreciated by 2 per cent against the euro
and depreciated by 8 per cent against the USD.

' At the end of May, credit balance in Lek doubled compared to the same period of
the previous year.

15 The lowest historical levels have been 2.36 per cent for overnight loans (end of May)
and 5.23 per cent for weekly loans (middle of June 2005).

16 Data until May 2005.

'7 Data until May 2005.
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