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MAIN CONCLUSIONS

e Albania’s gross external debt stock tofalled EUR 7,475.8 million,
around 73.1% of nominal GDP and up by 8.2% on an annual basis.

o By sectorial breakdown, the general government accounts for
around 41% to tofal, the deposittaking corporations 17.3%, other
sectors 18.2%, FDIs 22.5%, and the monetary authority 1% of the
external debt stock.

o By investment instruments, loans and investments in currencies and
deposits dominate external debt stock.

o By maturity composition, around 80.4% of the external debt stock is
long-term debt, up by 0.8 percentage point from the same period
in the previous year.

® Indicators of longterm external debt repayment capacity have
worsened since 2008.

o The ratio of longferm gross external debt to annual exports of goods
and services stood at 211.7%. It stands above the hypothetical
optimal benchmark of 150% since the third quarter of 201 1.

* liquidity adequacy indicators pointed to weak shortterm pressures
arising from the repayment of gross external debt obligations.

o Albania’s foreign exchange reserve level is sufficient to withstand
external negative shocks.
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1. A DETAILED ANALYSIS OF GROSS EXTERNAL
DEBT'

Atthe end of 2015 Q3, Albania’s gross external debt totalled EUR 7,475.8
million, up by around 8.2% in annual terms. The recorded amount of debt
stock increased by around EUR 569.4 million, compared with its stock as at
end-2014 Q3. Current gross external debt is assessed at 73.1% to nominal
GDP?, around 3.3 percentage points higher from the same period a year
earlier. General Government was the main contributor for the expansion of the
Albanian gross external debt.

The central government has the largest share in total external debt stock,
at around 41%. lts share in the total external debt stock increased by around
3.2 percentage points from the some period a year earlier. The central
government's external debt stock amounted to EUR 3.062 million, or nearly

29.9% of nominal GDP.

The gross external debt stock of the deposittaking corporations (excluding
the central bank) amounted to around EUR 1,296.5 million, up around EUR

63.6 million from the previous year.

Other sectors” external debt stock totalled around EUR 1,363.6 million, up
around EUR 31.4 million from 2014 Q3. Its share in the total external debt
stock was around 18.2%, around 1 percentage point lower from the previous
year.

The stock of FDIs — infercompany loans amounted to around EUR 1,678.7
million, up around EUR 21.1 million from 2014 Q3.

At the end of 2015 Q3, around 80.4% of the debt stock was long-term
debt (including FDIs), mainly in the form of loans. Shortterm debt accounted
for around 19.6% of the total debt stock, mainly in the form of currency and
deposits from the depositfaking corporations [excluding the central bank).
General government and the monetfary authority hold only longterm debt,
whereas the deposittaking corporations and other sectors hold a composite
portfolio of long and shortterm debt.

The latest external debt data are as of 2015 Q3. The previous year's data have also been
revised. Starting from 2014 Q1, Financial Stability and Statistics Department at the Bank of
Albania compiles the External Sector Statisfics in compliance with the international standards
laid down in the sixth edition of the IMF’s Balance of Payments and International Investment
Position Manual (BPMO).

Four-quarter rolling sum of GDP.
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A) EXTERNAL DEBT BY SECTORS OF ECONOMY?

The increase in the gross external debt stock was
driven by the deepening of tfofal borrowing from
the public sector in economy (general government
and the central bank). The public sector's debt
stock increased by around 16.9% in annual basis,
and shared about 6.6 percentage points of the
confribution in the annual growth of the gross external

debt.

Confribution of public sector (general government
and central bank) to the fotal gross external debt
stock continues to be higher, compared with the
data in the previous year. The general government
continued to drive the expansion of debt in the public
sector, whereas the central bank increased slightly

Public Sector [p p ) its exposure fo the external debt.

—External debt (%, yoy) !

Source: Bank of Albania.

Over the years, the private sector has played a
dominant role in the dynamics of Albania’s gross external debt stock, except
the period 2009 Q2 - 2010 Q3, and 2014 Q4 to 2015 Q3. The three
categories within this secfor - deposittaking corporations, other sectors and
direct investments - have progressively increased their share in total debt stock.
External debt in the form of intercompany loans of foreign direct investments
had the most rapid growth. At the end of 2015 Q3, the three categories
included in the privafe sector, provided expanding confribution to total gross
external debt, but frending down since 2015 Q1.

mm Central Bank (p.p.) mDirect Investment: Infercompany Lending (p.p.)
mm General Government (p.p.) m Deposit Taking Corporations (p.p.)
—Public Sector (%, yoy) Other Sectors (p.p.)

—Private Sector (%, yoy)

Source: Bank of Albania.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o

¢ According to BPMO, the sectors of the economy include: 1. general government; 2. cenfral

bank; 3. depositaking corporations excluding the central bank; 4. other sectors; 5. foreign
direct investments.
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In a more defailed sectorial breakdown, the external debt stock of general
government historically has had a major share in the fofal debt stock. The
rest of the debt stock has been allocated to the deposittaking corporations
[excluding the central bank) 17.3%, other sectors of the economy 18.2%, FDIs

22.5%, and the central bank 1.0%.
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B) EXTERNAL DEBT BY INSTRUMENTS

Broken down by instruments, investments in the form of other investments*
account for the major share in fofal external debt stock, around 69.8% (around

51% of nominal GDP) at the end of 2015 Q3. This ratio is around 3.7

percenfage points higher than a year earlier. Llong
and shortterm loans have the main share within this
item.

Since early 2008, the share of this instrument in
tofal other investments has trended down in favour of
other investment instruments until the end of 2013.
The share of this instrument to total other investments
represented averagely 69.4%, during 2014,
Since 2015 Q1, the share of loans in total other
investments has frended up. Other investments in the
form of shortterm and longerm loans accounted for
around /2% of total, in the quarter under review.

From years, the stock of FDIs - infercompany loans
showed an accelerated increase, in particular since
2010 Q3, and stabilised at 22-24% in 2014 and
2015. At the end of the period under review, the

4

other unspecified liabilities.

Chart 4 Gross External debt by instruments
(as a ratio to GDP. in %)
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share of FDIs stock - intercompany loans in fofal external debt was around
22.5%, around 1.5 percentage points lower from a year earlier. This fall
represents a shift of new FDIs financing in economy from the debt instruments
to the capital of the companies and to the profits realised in Albania and
further re-invested.

Investments in the form of portolio investments accounted for around 7.8%
of the fofal gross external debt and were estimated at around 5.7% of nominal

GDP.

C) EXTERNAL DEBT BY MATURITY

Broken down by maturity, the longterm debt

" Chart 5 Debt stock by maturity [as a percentage of | has the largest share in the external debt stock
: nominal GDP) - [around EUR 6008.8 million). Longterm debt (which

80T -----mmmmmmmnanee

701
60+

501
40{
3o—§
zo—i
1
gLl L i

4
N N
o O O O
o
e8]

2 O
(O3]

ggggggg
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ffffffffffffffffffffffff 1 . methodologically includes FDIs) accounted for

- around 80.4% of the total gross external debt. Its
share increased by around 0.8 percentage point

; on an annual basis. Since 2014 Q1, the increase
- of longterm external debt has driven the increasing
| . trend of gross external debt. The general government
- and the cenfral bank hold only longterm debt in
| - their portfolio. At the end of 2015 Q3, the short
" term debt amounted to around EUR 1467.1 million,
| . up by around 4% on an annual basis. Shorterm
; debt to fotal external debt stood at 19.6%, and

. was estimated around 14.3% to nominal GDP.

Source: Bank of Abania..  Of the economy hold only shortterm debt portfolio.
These two sectors’ shortterm debt consists largely of
currency and deposits, and trade credits.

D) GROSS EXTERNAL DEBT SERVICE BY SECTOR

The total external debt service (principal plus interest payments) by all sectors
of the economy amounted to EUR 105.5 million, around 2.9% of nominal
GDP, or 1.8 percentage points lower than in the same period in the previous
year. In debt service by sector, principal payments make up the largest portion
of payments. Hence, around 86% of total payments of economy sectors went
for the principal.
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Table 1 External debt service and new gross debt by sectors
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New external debt disbursements for the entire economy amounted o
around EUR 313.9 million. As in the previous year, the general government’s
debt dominated the new debt disbursements, accounting for around 93.1%
of the fofal new disbursed debt for the period. The general government's new
debt was 51.4% higher compared to the same period in the previous year. In
2015 Q3, disbursements in the form of banking system and private sector’s’

debt decreased in annual level.
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2. EXTERNAL DEBT SUSTAINABILITY INDICATORS

The gross external debt sustainability is monitored over time based on two
categories: (al indicators that measure a country’s continuous and UninTerrupTed
repayment capacity fo ifs international lenders; and (b) indicators that measure
the adequacy of liquidity in case of obligation to repay shorterm liabilities.

Table 2 Indicators of repayment capacity and indicators of the adequacy of liquidity

in years

2008 2009 2010 2011 2012 2013 2014 2015Q1 2015Q2 2015Q3
Repayment capacity indicators
i:fses)ex'em' debl/Exports [goods ond 100y 1404 1403 1573 1723 181.0 1844 2055 2044 2117
Gross external debt/Fiscal revenues 140.6 158.7 174.0 210.5 2322 2648 2655 278.5 264.3 289.5
gjg:i'efovemme”‘grossex‘e”‘("deb’/ Fiscal 558 707 800 879 937 982 1015 1093 1023 1186
Liquidity adequacy indicafors
Shortterm external debit to fotal 245 132 13.6 170 20.2 18,6 20.7 20.1 20.3 19.6
Exporls (goods ond - senicesl/Shoterm 510 0 5336 5247 3731 287.0 2062 2442 2421 2404 2407
external debt
';‘;?O“O”O' reserves,/ Short Term external 2052 3483 3420 2263 1770 1749 1525 1643 1617 1835
Nef external debt/GDP 119 121 117 190 195 256 270 269 264 247
S'\e‘iif:’jm'deb‘/ Exports (goods and 402 415 361 560 584 665 765 764 754 715
Exteral debi service,/Exports (goods 39 51 119 69 87 81 98 1001 106 9.5
and services)
External debi service/New debt 206 288 1423 07 913 980 584 640 712 538

disbursements'

Source: Bank of Albania, Ministry of Finance.
! Cumulative annual average.

A) INDICATORS OF REPAYMENT CAPACITY

The export of goods and services represents a direct and continuous source
of foreign currency inflows into an economy. The synthetic indicator that
combines the latter to the gross external debt in foreign currency helps fo
analyse the longferm repayment capacity and potentiality of a country. The
deterioration of this indicator signals a reduction of the longterm repayment
capacity of a country.

The relative ratio of gross external debt to the exports of goods and services
has exceeded the hypothetical optimal benchmark proposed through empirical
analyses by international financial institutions®, which varies depending on
a counfry's institutional development, since 2011 Q3. In the quarter under
review, this indicator stood at around 211.7%, expanding by around 15.9
percentage points annually.

> IMF (2003, “External Debt Statistics: Guide for Compilers and Users”, Infernational Monetary
Fund, Washington D.C. The optfimal theorefical benchmark changes according fo the
institutional development of a country.
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Fiscal revenues flow helps to construct the two other
indicators that measure the solvency of a counfry.
The flows should be sufficient fo cover a cerfain ratio
of the external debt and the central government's
external debt stock. The first indicator monitors the
central government's space to prevent the loss of
the country confidence among foreign invesfors in
fimes of crises. The second indicator monitors the
risk that fiscal revenues may be reallocated from
public expenses in funds for the amortisation of the
external public debt.

The ratio of gross external debt to fiscal revenues
is estimated at 289.5%°. This rafio expanded by
around 11 percentage points from a year earlier,
and by 25.1 percentage points from the previous
quarter. The ratio of the central government's gross
external debt to fiscal revenues registered a similar
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dynamic. The ratio of 118.6% was 13.4 percentage points higher at annual
level, and 16.2 percentage points at quarterly level. Both indicators are
considerably higher than the theoretical levels proposed by the literature of

this field”.

—External Debt/Fiscal Revenues
— Theorefical optimal threshold
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Chart 7 Gross external debt (left) and central government's gross external debt (right]
as a percenfage of annual fiscal revenues

3

A country’s longterm repayment capacity is closely linked to both, the
performance of the economy and the disfribution of external debt service® over
fime. In order to avoid such a phenomenon, an economy should, at any time,
be capable to meet its immediate obligations with respect to the external debt

principal and interest payments.

®  Quarterly fiscal revenues have been annualised through a fourquarter rolling sum.
7 IMF {2000}, 'Debt- and ReserveRelated Indicators of External Vulnerability’, Infernational

Monetary Fund, Washington D.C.

& The country’s longferm repayment capacity improves if the economy grows af a fast pace in
the future and the distribution of external debt servicing is uniform over time. In the opposite

case, a country’s longterm repayment capacity indicators deteriorate.
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B) LIQUIDITY ADEQUACY INDICATORS

An economy's liquidity adequacy, which serves to repay external debt
obligations, is largely affected by the reliance on shortterm external financing.
Albania’s external financing profile has been mainly oriented towards long-term
debt. The annual inflows from the exports of goods and services? managed fo
cover the shortterm external debt entirely.

In the last two quarters, the ratio between the export of goods and services
and the shortterm external debt showed a falling trend. The ratio was estimated
at 240.7% in the quarter under review, around 9.4 percentage points lower
in annual basis. This indicator was reduced during the last two quarters due to
the fall in financial inflow from the export of goods and services. Nevertheless,
the recorded ratio provides evidence of the availability of regular foreign
currency inflows in covering the shortterm external debt.

Chart 8 Shorterm gross external debt as a percentage of total gross external
debt (left) and exports of goods and services [right)
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Foreign exchange reserves availability in covering shortterm external
debt is another important indicator of liquidity adequacy. Against an
incomplete access to international capital markets, the foreign exchange
reserves may help cover shortHerm external debt obligations in cases of

unexpected economic shocks.

Albania’s foreign exchange reserve stock is sufficient to cover the short-
term external debt. The critical benchmark of this indicator is 100%, and the
ratios below this benchmark provide evidence of insufficient foreign exchange
reserve stock'®. Since 2015 Q1, this indicator expanded at an accelerated
annual pace affributable fo the higher foreign exchange assets. At the end of
the period, the foreign exchange reserve sfock covered around 183.5% of the
shorterm external debt.

¢ Stated through a fourquarter rolling sum.
10 According to Guidotti-Greenspan rule. For more information: IMF, “Assessing reserve
adequacy”, 2011.
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Net external debt helps in monitoring the short-
term pressures as a result of expectable obligations |
within the year. The cumulative sum of banks’ net |
foreign assets and foreign exchange reserves is | us0!
subfracted from the gross external debt. At the end
of 2015 Q3, net external debttonominal GDP | 350
ratio was 24.7%, around 1.7 percentage poinfs | 300!
lower from the rafio in 2014 Q3. Nef external debt | 250,
has trended down since 2015 Q2 driven by the | 200,

expansion of the international reserve stock. The | 150,
ratio of nef external debt to the export of goods and | 109,
services was estimated at 71.5% as at end 2015 1 %
: - ; o ——
Q3, decreasing by 2.7 percentage points on an | Y EEEEE NS
annual basis. : NS® 233505
| 6268688685

Chart 10 Net external debt to nominal GDP (leff] and exports of goods and
services (right)

Source: Bank of Albania.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o

The indicators based on regular principal and interest payments flow help to
monitor the pressures on the country’s finances from the service of the external
debt. The level of amortization is closely linked to the maturity of external debt
and to the prolongation of the period, during which temporary concessions
exist with regards to the payments of interest and principal of the debt. A
monitored indicator is the rafio of the relafive size of external debt servicing to
foreign currency inflows from the export of goods and services. This indicator
stood at 8.1% at the end of the quarter, down by around 4.3 percentage
points annually. The fall by around 36% of external debt service by all sectors
of economy provided a key role in this performance. This indicafor’s rafio
stands well below the critical benchmark of 20%, as suggested by international
organisations'!.

T IMF (2003, “External Debt Statistics: Guide for Compilers and Users”, International Monetary
Fund, Washington D.C.
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The ratio of external debt amortization fo new debt disbursements measures
the extent of debt rollover. A ratio below 100% indicates o more accelerated
new external debt disbursements than repayments of old debt. In the case of
Albania, the ratio of external debt rollover has averaged 82.2% since 2008
Q1. This ratio implies the rollover of the amortised debt with new debt with
a factor of 1.2. The ratfio of external debt rollover stood at 24.3% during the
quarter under review. That shows the rollover of the amortised debt with a new
debt with a factor 4.1.

Chart 11 Ratio of external debt service fo export of goods and services (left] and
new debt disbursements (right)

—External debt service/New debt disbursements

—Hxtemal debt service/Exports (G+9) —Threshold for full debt rollover

Source: Bank of Albania.
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Indicators of average maturity performance of longterm external debt stock
show a slight reduction over time of the latter compared to the previous quarter,
by around 6 months. The reduction of the average term to maturity of the
external debt of general government and of private sector provided the main
impact. Thus, differently from the previous quarter, the average external debt
maturity of public sector was extended about two years and eight months. The

Chart 12 Average maturity in years for gross external debt stock by various
secfors of economy
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same frend is registered for the average maturities of the central government
and depositfaking corporations’ external debt. Thus, the average maturity of
central government’s external debt was extended by six months, while that of
deposittaking corporations was extended by around eight months.

Indicators of the average inferest rate performance for the fofal remaining
external debt stock show it has been falling since 2012 Q3. Overall, this
performance has characterised all the sectors, but the more accelerated fall of
the average inferest is materialised in the external debt owned by the deposit-
taking corporations. For this secfor, the average interest is estimated to have
fallen from the 5% peck in 2012, to around 0.2% in the current quarter. The
high share of the shortterm external debt for this sector has contributed fo the
fast fall of the applicable interest rate. In 2015 Q3, the average inferest for
the central government and for the private secfor was estimated at 1.4% and
0.6%, respectively.

Chart 13 Average maturity in years for gross external debt sfock by various
sectors of economy
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