Bank ot Albania



volume 8
number 3
September 2005 | Economic Bulletin

If you use data from this publication, you are requested to cite the source.
Published by : Bank of Albania, Sheshi “Skénderbej”, No.1, Tirana, Albania
Tel : 355-4-222230; 235568; 235569;

Fax : 355-4-223558

E-mail: public@bankofalbania.org

Printed by: Printing House of Bank of Albania
Printed in: 640 copies

2 Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

cC O N T E N T S

Quarterly review of Albanian economy, third quarter 2005, June 2005 7
I. Governor’s Speech 7
I. Economic developments and inflation 10
lll. Monetary developments and financial markets 25
Economic developments during the first semester of 2005 39
I. Governor’s Speech 39
Il. Economic developments during the first half of 2005 41
lll. Monetary developments and financial markets 57
IV. Economic developments during 2005 68
External sector developments of the Albanian economy during the

first semi-annual of 2005, 5 October, 2005 72
I. Current account 72
lI. Capital and financial account 74

Assessment of financial situation of the Albanian banking system for the
second quarter of 2005, August, 2005 77

Bank of Albania statement on the financial system stability in Albania, July 29, 2005 80

Speech of Governor of the Bank of Albania, Mr. Ardian Fullani

on the occasion of the signing of the Agreement on the field of Banking

Supervision between the Bank of Albania and the Banking and Payments

Authority of Kosovo, Pristine, July 6, 2005 84

Speech of the Governor of the Bank of Albania, Mr. Ardian Fullani
at the meeting on the operation commencement of the Automated Electronic
Clearing House System, Tirana, July 22, 2005 86

Speech of the Governor of the Bank of Albania, Mr. Ardian Fullani
at the workshop “Experiences of the Bulgarian National Bank in its road towards

the ESCB”, organized in cooperation with the Bulgarian National Bank and the GTZ
Office, Tirana, September 5, 2005 88

Interview of the Governor of the Bank of Albania, Mr. Ardian Fullani
Given to Voice of America: “The Bank of Albania is a responsible and
an independent institution” Washington, 24 September, 2005 90

Speech of the Governor of the Bank of Albania, Mr. Ardian Fullani
at the High Level Conference organised by EBRD, “Workers” Remittances
in Transition Economies: Main Issues and Policy Implications”

London, September 28, 2005 92
A few words on Deposit Insurance 99
A comparative approach between the statistics standards of the Bank of Albania

and the SDDS project standards of the International Monetary Fund 109
Bank of Albania news during July-September 2005 141

Legal events, during July-September 2005 144

Bank of Albania management, September 30, 2005 146

List of all entities licensed by the Bank of Albania 147
Banks and branches of foreign banks 147
Non-bank institutions 150

Financial institutions not licensed by the Bank of Albania to conduct of their activities
according to the Supervisory Council decision No. 26, dated 29.03.2000

“On exemption of some institutions from applying the provisions of law No. 8365,

dated 02.07.1998 “On Banking Law in the Repu%lic of Albania” 152
Foreign exchange bureaus 153
Unions of savings and credit associations 158
Representative offices of foreign banks 158

Bank of Albania



volume 8
number 3
September 2005 | Economic Bulletin

Quarterly review of Albanian economy, third quarter 2005, June 2005

Table T Agroindustrial production performance during the first semester 12
Table 2 Investments in agroindusty during the first semester (in millions of ALL) 12
Table 3 Performance of industry sector in the first semester of 2005 (in percentage) 12
Table 4 Data on electricity supply and consumption 13
Table 5 Growth rates of fiscal indicators (in percentage) 14
Table 6  Growth rates of income during 2002-2005 (in percentage) 15
Table 7 Growth rates of expenditures during 2002-2005 (in percentage) 16
Table 8  Growth rates of deficit during 2002-2005 (in percentage) 17
Table 9 Labour market indicators (in thousands of persons) 17
Table 10 Performance of balance of payments (in millions of EUR) 20
Table 11 Annual inflation rate (in percentage) 21
Table 12 Inflation of “Foodstuffs and non-alcoholic beverages”

group and its share to total inflation 22

Table 13 Inflation of “Rent, water, fuels and electricity” group and its share to total inflation 22
Table 14 Annual inflation in partner countries and changes in the

exchange rate (in percentage) for 2005 24
Table 15 Meeting the quantitative objectives by the Bank of Albania 27
Table 16  Performance of monetary indicators in July-August (in billions of ALL) 29
Table 17 Peformance of some main credit indicators 31
Table 18 Credit balance indicators to the total (in percentage) 32
Table 19 New credit indicators fo the total (in percentage) 32
Table 20 Performance of credit balance indicators by sectors (in percentage to the total) 32
Table 21 Interest quarterly change in the markets (in percentage points) 34
Table 22 Interest quarterly change (in percentage points) 35
Table 23 Interest quarterly change (in percentage points) 35
Table 24 Quarterly annual change average of Lek exchange rate 36

Economic developments during the first semester of 2005

Table 1 Some indicators of the first half of 2005 42
Table 2 Agroindustrial production during the first quarter of 2005 (in billions of ALL) 44
Table 3 Data on electricity supply and consumption 45
Table 4 Indicators of labour market (in thousands of people) 46
Table 5 Development of the main fiscal indicators (in percentage) 47
Table 6  Income from taxes and customs (in billions of ALL — progressive data) 48
Table 7 Composition of current expenditures (progressive data — in millions of ALL) 48
Table 9 Annual inflation (in percentage) 51

Table 10 Annual inflation rate of item “Foodstuffs and non-alcoholic beverages”
(in the country and abroad) and contribution of inflation of this group

to overall inflation 52
Table 11 Annual inflation rate and contribution of the

“Rent, water, fuels, energy” item to overall inflation 52
Table 12 Annual changes in inflation in the main trading partners and changes

in the exchange rate (in percentage) 55
Table 13 Reaction of interest rates in the banking system (in percentage points) 57
Table 14 Meeting of quantitative targets of Bank of Albania 58
Table 15  Performance of monetary indicators in May (in billions of ALL) 60
Table 16 Performance of some main indicators 62
Table 17 Indicators of the credit balance to total credit (in percentage) 63
Table 18  Performance of credit balance according to the main branches of the economy 63
Table 19 Core interest rate, July 2005 (in percentage) 65
Table 20 Interest rates in Lek during May 2005, their six-month and annual

change in percentage points 66
Table 21 Interest rates of foreign deposits (in percentage points) 67
Table 22 Main macroeconomic indicators 68

External sector developments of the Albanian economy during the first semi-annual of
2005, 5 October, 2005
Table 1 Balance of Payments (in millions of EUR) 76

A comparative approach between the statistics standards of the Bank of Albania and
the sdds project standards of the International Monetary Fund
Table 1 The SDDS dimensions and their monitorable elements 111

4 Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

Quarterly review of Albanian economy, third quarter 2005, June, 2005

Chart 1 Performance of economy sales during 1 Q’01-2" Q’05 10
Chart 2 Contributions of sectors to sales of economy (in percentage points) 10
Chart 3 Annual change of sales index for construction sector (right axis)

and of construction cost index (right axis), in percentage 11

Chart 4 Quarterlyrate of saleschangein “Trade, hotels and restaurants” sector (in percentage) 11
Chart 5 Quantity of imported and exported energy for years 2004 and 2005 (in GWH) 13

Chart 6 Main fiscal indicators, January - September 2005 (in millions of ALL) 15
Chart 7 Budget income structure (in millions of ALL) 15
Chart 8  Structure of budget expenditures (in percentage) 16
Chart 9 Number of unemployed persons in the last three years (in thousands) 17
Chart 10 Balance of payments for the period of Q1°04-Q2°05 (in millions of EUR) 18
Chart 11 Current account for the period of Q1°04-Q2°05 (in millions of EUR) 19
Chart 12 Annual inflation (in percentage) 20
Chart 13 Contribution of the main groups fo the annual inflation (in percentage points) 21
Chart 14 Annual inflation of four main groups of CPI basket (in percentage) 22
Chart 15 Annual growth of budget expenditures (left axis) and annual inflation (right axis) 23
Chart 16 Performance of monetary conditions 23
Chart 17 Annual changes in the prices of agricultural products, foodstuffs and total inflation 24
Chart 18 Annual changes of PPl and CPI for 2002-2004 25
Chart 19 Annual change of oil prices and the exchange rate (in percentage) 25
Chart 20 Core interest rate 26
Chart 21 Performance of monetary aggregates annual rates 27
Chart 22 The ratio performance of currency deposits to M3 28
Chart 23 Ratio of CoB to M3 and average real interest rate (right scale) 28
Chart 24 Contribution of net foreign assets growth to annual growth of M3 29
Chart 25 Level of net foreign assets of the banking system 30
Chart 26 Cumulative performance of budget deficit financing (in billions of ALL) 31
Chart 27 Annual credit growth rates (in percentage) 31
Chart 28 Liquidity level (daily average, in billions of ALL) 33
Chart 29 Core interest rate and interest performance in the markets (in percentage) 34
Chart 30 Performance of average weighted deposit interest in foreign currency 36
Chart 31 Performance of average weighted credit interests in foreign currency 36
Chart 32 Lek exchange rate performance 37
Economic developments during the first semester of 2005
Chart 1 Performance of exchange rate EUR/USD 42
Chart 2 Performance of crude oil price per barrel in USD 43
Chart 3 Performance of sales in the economy during 1Q ‘1 — 1Q ‘05 43
Chart 4 Sales in construction sector and annual growth by quarters 45
Chart 5 Number of construction permits according to types of construction 46
Chart 6  The structure of budget income (in billions of ALL — monthly data) 47
Chart 7 The structure of budget expenditures (in billions of ALL — monthly data) 48
Chart 8  Annual inflation (in percentage) 51

Chart 9 Contribution of the main groups in the annual inflation (in percentage point) 52
Chart 10 Contribution of other groups to the annual inflation (in percentage point) 53
Chart 11 Annual Inflation of four main groups of ICP basket (in percentage) 53
Chart 12 Annual growth of budget expenditures (left axis) and annual inflation (right axis) 54
5

Chart 13 Main monetary indicators 4
Chart 14 Annual changes of PPl and CPI (in percentage) 56
Chart 15 Core interest rate 57
Chart 16 Performance of annual rates of monetary aggregates 58
Chart 17 The ratio of CoB to M3 and the average real interest rate 59
Chart 18 Performance of foreign deposits ratio to M3 60
Chart 19 Annual contribution of NFA growth to M3 growth 61

Chart 20 Performance of net foreign assets of the banking system (in millions of USD) 61
Chart 21 Performance of the cumulative financing of fiscal deficit (in billions of ALL) 62
Chart 22 Ratio of total credit to M3 (in percentage)

and annual growth of total credit (in percentage, right scale) 62
Chart 23 Daily level of excess liquidity in the banking system (in billions of ALL) 64
Chart 24 Daily volume of crediting in the interbank market (in millions of ALL) 64
Chart 25 Performance of Lek interest rates 65
Chart 26 The weighted average rate of credit in Lek (in percentage) 66

Bank of Albania



volume 8
number 3
September 2005 | Economic Bulletin

Chart 27 Real interest rates for 12-month demand deposits in Lek 66
Chart 28 Weighted average interest rates for 12-month deposits in foreign currency 67
Chart 29 Spread of interest rates Lek-USD and Lek-EUR for 12-month time deposits 67
Chart 30 Exchange rate performance during 2004 and 2005 (ALL/EUR, left scale) 68

Assessment of financial situation of the Albanian banking system for the second
quarter of 2005, August, 2005

Chart 1 Share of groupbanks by total assets (June’05) 77
Chart 2 The asset structure of the banking system as by June’05 77
Chart 3 The liability structure of the banking system 78

Speech of the Governor of the Bank of Albania, Mr. Ardian Fullani
at the High Level Conference organised by EBRD “Workers” Remittances in Transition
Economies: Main Issues and Policy Implications”, London, September 28, 2005

Chart 1 Funding of trade deficit by workers’ remittances 93
Chart 2 Worker’s remittances (inflow in million of USD) 94
Chart 3 Western Union commission rates in Albania 94

A few words on Deposit Insurance

Chart 1 Financial means of the agency 102
Chart 2 Changes in DIA’s capital and earning in LEK 102
Chart 3 Portfolio by currency 103
Chart 4 Allocation of insured deposits in % 104
Chart 5 Structure of insured deposits in % (except Raiffeisen Bank) 104
Chart 6  Structure of individuals deposits by percentage 105
Chart 7 The coverage ratio 105
Chart 8  The coverage ratio for specific banks 31 December, 2004 106

6 Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

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

|. GOVERNOR’S SPEECH

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

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

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

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

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

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

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

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

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

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

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

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

1.1 ALBANIAN ECONOMY PERFORMANCE

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

The sectors that have marked higher growth rates, on an annual basis,
are “Electricity, water and gas”, “Transport and telecommunication” and
“Construction”. However, the highest share in
economy sales is covered by trade and service
sectors, estimated at 42 per cent of total sales,
followed by industry sector, at 26 per cent. As a
" » result, these sectors gave their major contribution

Chart 1 Padiormance of economy soles
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projected investment funds increased three times
compared to the same semester of the previous

year. After the “the period of quiet” in the first
quarter, the second quarter knew significant

Chart 3 Annual change of soles index for
eanstruction seclor [fight axis) and of construction
cost index [right axis], in percanioge
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Agriculture sector

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

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

Table T Agroindustrial Flest samegies '0d Firet pamasiar ‘05 Chonge (n %}
production performance  Tatal 130 150 15.7
during the first semester  Meal and by-produchs 1.3 1.5 17.32

Fish corservotion .3 0.4 3985
Fruits-vagelobles precassing 02 0.1 -1 7.8
]| 1.1 1.1 -2.04
Mille ond by-products a9 3.0 3.78
Flour and breod 4.0 4.6 1597
Swesats 05 0.é 19.24
Alcohalics 1.3 1.5 12.30
Warter and refreshment drinks 1.4 1.8 2398
Tobocco (i} | 0.5 38571
Cribar o0 0.0 b7

Souror: Mirisiey af Agricubuns ore Food

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

Table 2 Investments in Firat aarnester 04 Firsl sarnestar 05
agroindusty during the first By owned caplal B3R 4 241.7
semester (in millions of ALL) By fareign cradits B.1 roe
By bark credit FB.T 1&63.0

Tl H59.1 13348

Sowrcn: Ministry of Sgriculturs ond Food
Industry sector

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

Table 3 Performance of Shara to the 1atal Sales 5,704
industry sector in the first  Tatal industry 100 12,14
semester of 2005 (in  Exdradling indusiry 72 18.43
percentage)  Precessing industry &5.1 10.26
Elaciricity, worter ond gas 27.7 14.%

Souroa: IMSTAT
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Energy sector

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

quarter.
January - August'Dd January - August'0S Anrmal che Table 4 Data on electricity
- M[Gwl-. [GYWH} e rﬁ supply and consumption
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Tiotal consumption 4 353 4 &l G.6
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Man-househald

CorELmEion 1oy a3 6.3

During January-August 2005, the supplied
quantity of energy in the country increased by 6.6 Chart 5 Guantity of imparted and exported
per cent, in comparison with the same period of energy for years 2004 and 2005 (in GWH)
2004. The domestic production covered 87.5 | '@
per cent of energy supply, unlike the eight- @ .,
month period of the previous year, when this
production covered 91 per cent. Meanwhile,
the imported quantity of energy increased in
comparison with the period of January-August
2004, ensuring 12.5 per cent of energy supply,

instead of 9 per cent provided in the previous

year. The same dynamics prevailed in terms of |I | I I
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in comparison with only 7 per cent of exported
energy during the eight-month period of 2004.

Although the energy consumption by
households declined on an annual level by 2.3 per cent, it continues to
represent the main share (57 per cent) in energy consumption. On the other
side, the energy consumption by non-households, for the eight-month period
of this year, increased by about 6.3 per cent, in comparison with the previous
year.

Transport sector

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

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

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

[1.1.2 Fiscal sector

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

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

Table 5 Growth rates of Jon-Sap.  Jon-Sep.  Jon-Sep. Jon-Sep.  Jon-Sep.  Jon-Sep.
fiscal indicators oo 01,00 021 03z 0a 03 05,0a

(in percentage)  Incame 13.7 4.3 17.7 12.B ¢.8 7.8
Espandtaras 4.2 1.4 7.4 8.3 .1 6,9

Copilal expendityres 222 268 185 4.4 42 B8

Dreficit 57 w9 182  (131) 2.4) 0.6

Semrca: Minidy ol Finaros
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Budget revenues

Budget revenues were about 7.8 per cent higher
during January-September 2005, compared
to the same period of 2004. The level of fiscal
revenues, at the end of September, reached
about ALL 130.8 billion. Customs tax resulted
about ALL 9.5 billion, achieving the expected
level of the budget projected in the beginning of
the year, respectively by 99.7 per cent.

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

Jul-Sept Jul-Sept Jul-Sept
02/01 Q302 0403

Todal incams 1.3 2% 143
Tax remanues 184 358 162
From fox ond customs 8.2 40 &8
Added valus hax 14.3 53 174
Prolit bax 21.0 08 3.5
Excize 48 210 428
Tax on pasanal income 35.0 4.2 4.7
Customs iox 72 1.6 @]
Rewenuves from local

govarmeman 40,1 2B4.5 1.2
Independent budget revenues

(contribusticne} 12.2 25 183
Mon-tox revenues 232 7.4 1.8

Sowrcn: Miniry af Finonon

The period of July-September 2005 was
characterized by a slowdown of velocity in the
work of tax authorities. Total income increased by
6.1 per cent in comparison with the same period
of the previous year, representing the lowest level
of income growth in the last four years.

Excise revenues and revenues from local
government have shown the best performance
of income. Meanwhile, compared to the same
period of the previous year, non-tax revenues
decreased by 10.8 per cent.

Budget expenditures

Budget expenditures during the nine-month

Jul-Sept  Averoge Foclual plan
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Chart & Main fiscol indicators,
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Table 6 Growth rates of

05/04 205 Sep ‘05 income during 2002-
&1 104 @75 2005 (in percentage)
a4 19.H ooy
a.0 1.7 0.

104 1.8 0.4
o7 15.7 1135
1.7 2000 8.9
105 13.4 5.4
i.4 25 593
22.4 ar.0 1082
73 1.8 Q8.2
nos 0.0 BT .4
Chart 7 Budget income structure
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— e EE 5t EE EE E —
B BRI E BAER B H
s
i3
in
1T 1% ol o] 5T 1011 I8 oy
B Tax end Cuslors Reverues B o] Gersemment Bevarie
[ Haalth end Sedal Inssrance Revenses T Man-Tox Revarsns

Source: Mirigry al Fingres
= 2005 date mefier ho the P-month of the year

period of the year were ALL 161.8 billion, representing about 96.4 per cent
of the level projected for this period. Personnel expenditures, which constitute
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about 27 per cent of current expenditures and 24

Chart 8 Structure of budgat expanditures per cent of total expenditures, were performed

(in parcantage) at 99.7 per cent. Capital expenditures, even

- though considerably increased during January-

September of this year, continue to be below the
hr projected level, reaching 80.4 per cent of the
plan. From capital expenditures, expenditures
covered by the domestic and foreign financing
i were performed at 99.3 and 57.6 per cent,
respectively.
e
- In comparison with the same period of the

W HOl o el M ol previous year, total expenditures increased by
3.4 per cent during the period of July-September
2005. During this quarter, expenditures of
Source: Minighy of Finance nersonnel and those of contributions for social

* 2005 dale refer to the P-month of the year . .
insurance marked the highest growth inthe current
expenditures. Meanwhile, operative expenditures
for maintenance and those for interests reduced, being below the projected
level. Capital expenditures marked a retrenchment during this period, but their
behaviour over the years is irregular, which indicates that the performance of
these expenditures is considerably influenced by the performance of specific
projects. In the capital expenditures, the increasing share of the domestic

financing against the foreign financing notably prevailed.

B Curmant Expanditums Copital Expanditunes

Table 7 Growth rates of hdSept  hdSapt  hdSept JulSept Awernge  Foctuol plon
expenditures during 2002- _— u;nﬂ; Hﬁ ﬂ"';ﬁ “!i-l W—J_FI; hﬁ"ﬁ
; ool expendiirss .
2005 (in percentage) Curvont - 133 03 108 A 100 1A
Fersonnel 0.9 0.5 158 112 F 9T
Perrman! 0.2 1.2 14.3 .4 73 T3
Sccial insuronce: contribution 3.4 (1.9 137 .y 6.5 F6.2
Inbiresits n.z 245 49 .8} 23 ae.7
Domesfic 8% (238  Fa3 (4.4 14.3 ¥i.2
Famaign o Fi3 [24.4) 2.4 B4 132 70,3
ﬁ:-illﬂ l'.l]:umlilum

\rianance . | » O 08 140 458 104 112.3

Expenditures for social security
athar | 18.7 Mo (149 *2 re 0.4
Copitel sxpendiiunes 0 10 130 &7 0 80.4
Diomestic financing {220 127 349 29 5.7 79.3
Famign Snandng 420 Ban 208 (28 &0 L

Fiscal deficit

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

During the period of July-September 2005, the deficit marked a decrease
of 8.6 per cent in comparison with the same period of the previous year.
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SASapl JulSep JulSepl RdSepl Mwsoge Feclualples  Toble 8 Growth rafes of
o2 030z 4403 0504 0205 Sap 05 deficit during 2002-2005 (in
Dieficit a7 (7.3 {0.8) [8-6] (2.0 BB.¥ percentage)
Criamastic Trancng [&1.5) 2063 4.3 [8.5] a5.1 1125
e [t 1499 {735 (193 P 12.0 48.4

Sourpe: Miristry of Fimanca

[1.1.3 Labour market

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

2004 gpgs  Table 9 Labour market
PO0F 9003 @) @l @il @ @i @l indicators (in thousands of
Tl kabour farces fin Hhousonds] 1147 1093 1060 1081 1080 108 1087 1086 persons)
A. Total amployed pamcrs fin 991 937 1% 921 22 931 931 w3
thousonds)
i} public sechor 188 B4 179 17® 177176 176 1754
ii] non-agricutunal private secior 140 P09 2086  IE I 213 313 Z13A
iif) ogriculburnl privohe sechor fdd4 504 534 B34 534 547 R42 54D
B. Unemployment [in thousands)
i} tartal unemployed persors 1755 1458 141 140 158 157 156 155
il bereficiaries of unemplayment 12,3 " 1.7 1232 12 1 1s 1.5
pagment
., Unamployment degees [in % 181 152 145 148 1448 144 144 143

Sourca: IMSTAT, Conjunclure, Ssplember 005

Labour market did not experience any change in its structure, during
2005. Thus, the public sector, though there was a reduction in the number
of employed persons, continues to represent 19 per cent of the total number.
The non-agricultural private sector represents 23 per cent and the agricultural
private sector 58 per cent of all the labour
forces? The most important changes during this
quarter emerged in the unemployment figure. Chart & Mumber of unemployed persons
Unemployment declined by 0.5 percentage in the lost three years (in thousonds)
points in comparison with the previous year. In
the second quarter, the number of unemployed =, . I I -
persons decreased by one thousand people,
leading the unemployment rate to 14.3 per : :,\
cent. Another indicator showing this fact is _ \
also the number of the persons who benefit an .,
unemployment payment. This number decreased = 1= i — 1o
further by 1.1 thousand persons in comparison T |
with June of 2004. T ' B
HEEESD AEEEgE MG HeEE  esEn pESGe FEMGE D

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

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

[1.1.4 Foreign sector

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

Chart 10 Bolance of poymants for the pariod Current account

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

x semester of 2005 was EUR 145 million or about
- 10 per cent higher than the deficit recorded in
- the first semester of the previous year. The major
= . part of current payments have covered imports of
P ; goods (64 per cent) and those of services (34 per
= cent), while current revenues came mainly from
L the private transfers (37 per cent), services (35

=0 per cent) and exports of goods (20 per cent).

i

= 3 3 i 3 g g Trade of goods represents the major part in
-_':”m'a':;;"ﬂ e+ Contt Accouns ‘rh.e current transactions volume of the country
e ans e e e e with the world. The overall trade volume of the

first semester of 2005 was about EUR 1.2 billion,

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

Trade of services represents a smaller volume compared to trade of goods.
The transactions volume in services, for the first semester of 2005, was about
EUR 930 million or 20 per cent higher than the one of the same period of
the preceding year. Services account is closed in a deficit of EUR 43 million.
Tourism services represent the subgroup with the highest revenues and
expenditures in the category of services. These services have provided about
70 per cent of revenues and have represented about 60 per cent of overall
payments for services. Tourism activity represents
not only one of the main sources of service
revenues, but also one of the main sources of
revenues in foreign currency for the Albanian

Chart 11 Current account for the period
of @1'04-G2°03 (in millions of ELUR]

economy. For the first semester of this year, =

the tourism revenues were 17 per cent higher m '

than the revenues of the previous year, due to - | '
the increased number of foreign tourists and to + ™7 | -7
the growth of their daily expenditures. However, ! . =
during the last two years there was a growth of - I
expenditures of the Albanian tourists outside the = -

E

-
o

oo

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

balance of this category. e
I R T R R A

= : i =
Category of revenues has recorded a surplus oo -
1. = T e
of about EUR 66 million. Revenues from work of b —Corart Acccrt B knoomes

seasonal employees represent the main source

of revenues, while expenditures for external

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

Capital and financial account

Net inflows in the capital and financial account, during the first semester of
2005, amounted to EUR 200 million. The surplus in the capital and financial
account during the last years has financed the current deficit even in this
period. Either the capital account or the financial account marked net positive
inflows, respectively by EUR 50 and 150 million. Although positive capital
inflows are translated into a growth of financial liabilities stock of the country
against the rest of the world, the positive aspect of these developments consists
in the fact that Albania relies rather on direct investments than on long-term
foreign borrowing. Foreign direct investments for this semester amounted to
about EUR 100 million, while foreign borrowing about EUR 80 million. Direct
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investments of this period have been more oriented towards new investments
in comparison with the previous year, when privatisation revenues ensured
the major part of these investments. Financial claims of Albania to the world,
represented mainly by portfolio investments and by deposits of resident
banks with non-resident banks, marked an increase of about EUR 26 million.
Financial assets stock in the form of portfolio investments, at the end of the
period, amounted to EUR 164 million, with a semi-annual increasing flow of
EUR 48 million. Foreign assets owned by the banking system in the form of
deposits abroad, have decreased by about EUR 37 million. Also, cash foreign
assetfs were estimated as decreasing. In the structural composition according
to currencies, cash foreign assets in US dollar represented 39 per cent and
those in Euro 53 per cent. Foreign assets inflows in the form of financial
capital marked an increase of foreign reserves of the monetary authority by
about EUR 11 million. The level of gross foreign reserves, at the end of the
period, was estimated at EUR 1 billion and 72 million, being sufficient to
cover 4.6 months of imports of goods and services.

Table 10 Performance of Sem_ 104 Sam, 1-05
balance of payments (in 1. Current mocount -131.8 -145.2
millions of EUR) A Goods -551.5 5402

AL Imports -To0LE SR05.0

A2 Esports 239.0 264 8

B. Sarvicas =61 =42 8

B.1. Impaorts -Jaa8.7 -4B4.0

B.2. Expors 389 & 4412

C. Ineama 57.5 659

.1 Outflenws -11.4 =145

.2, Inflows B89 B0.4

0. Currenit irsnsters 2583 471.9

2. Copital mooount 48.5 50.1

3. Fimancial account 2020 1464

4. Growth of reserves -109.7 6.8

5. Mef erors and omissions 13.9 44,7

&, Owerall balamsss o7 b.&

Chart 12 Annual inflation [1.2 INFLATION PERFORMANCE DURING
[in percentage) THE THIRD QUARTER

Annual inflation marked a gradual growth
during the third quarter, showing a different
performance compared to the same period of the
previous year. Annual inflation increased from
1.8 per cent in July to 3.1 per cent in September.
However, inflationary pressures and expectations
remained under control. Thus, inflation has been
within the two-to-four per cent targeted range of
Bank of Albania, during the third quarter. The
average annual inflation rate did not experience

—Annudl Intlation == Upper Limit 4%
—Lower Limit 2% Mowing Awaroge (annual) any change during the third quarter, ranging

between 2.2 and 2.3 per cent.
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2001 2002 03 04 2005 Table 11 Annual inflation

January 2.2 6.5 0.0 33 3.3 rate (in percentage)
Februgry 1.5 7.8 1.1 4.4 1.8

March 29 F.5 1.3 4.0 1.6

Agril 3.0 4.5 2.3 3.2 1.3

Py 2.5 4.4 2.8 2.6 &0

Juma 4.0 3.7 2.8 29 29

July 5.6 4.2 4.0 A1 1.8

August 4.1 55 3.0 2.7 23

saplember [ 5.4 2.8 2.0 3.1

Cictohar 1.8 a8 2% 2.0

Permimibear 2.5 3.7 3.4 2.2

Decembar 3.5 1.7 4.4 23

Fuerage 3.1 52 2.2 3.0 2.2

Sourpe: IMSTAT

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

[1.3.1 Inflation performance and its constituent groups

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

“Foodstuffs and non-alcoholic beverages” group changed the behaviour
during the third quarter of 2005, without contributing to the decline of annual
inflation. Its contribution to the annual inflation during the third quarter is
zero, while last year it contributed to the decline of
annual inflation by 1.2 percentage points. The main Chart 13 Cantribution of the main groups
reason of this behaviour is the presence of a weaker te the annual inflation (in percentage points)
seasonal effect during summertime, being reflected = **
in the gradual decrease of domestic foodstuff supply  + as +—
during the quarter. The inflation rise of this group
has also reflected the imported inflation. Foodstuff
prices in Greece, from where most of these products
are imported, marked high prices, unusual for this 1=
period. In total, the inability of domestic supply to | . =
satisfy the market demands and the introduction of '
imported products with higher prices, have resulted
in the general increase of prices.

SESLFEALAERNAE EREEIES ERTELET
“Rent, water, fuels and electricity” group was = o s bavernget

inclined to move to lower values than the previous = mTmmgar 0 B, ke, fusls ond snergy
Jear —Anreal nfation Hotm's, cofés ond restouront
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Table 12 Inflation of Annuel  Corritution Annued  Corfribifion  Holy® Aeanual  Gressce™® Annual
“Foodstuffs and non- inflotice *0d ippl infgtion ‘05 Ipp}  inflation 05 inflorian 05
alcoholic beverages”  fpr a1 o 24 14 0.2 0.1
group and its share to total Moy +1.1 =5 -0y 03 0.2 0.4
inflation 4= o7 03 1.4 0.7 0.2 0.5
July 41 LI =14 0r -2 o.r
Augst 1.4 Y 0.0 0.0 0.2 1.3

Sepharmber el -1.2 1.5 0.6

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

* Source: |STAT; websiin: hitp: /e isiof it
** Boures:; Genersd Sacreihorial of Matione ShafeSicnl Service; wmbeite; o/ e, sictislics ar

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

Arnuol inflafion ‘04 Contribufion [pp]  Annual irflation ‘05 Cantribution (pp)

group and its share to total Apel .o 25 7 18
191919y 10.0 93 7.2 18

Rune 2.7 23 FA | 1.8

Ruly ER 2.4 .7 2.0

August 2.7 2.4 LR 1.8

Saprleenbar 10.4 2.5 .7 2.0

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

Chart 14 Annual inflatian of fowr main Groups
of CPl basket (in percantage)

oo = important changes in inflation rate. Also, the Lek
YRV : - appreciation versus the Euro and US dollar in
. ™ HNE 7w annual terms has eased the transmission of this

effect to inflation.

Contributions of other groups have been
fluctuating in a moderate manner during this

q +

' h quarter. Despite their small share, the education

' I : i -,_.J,_h_f payment increase affected the inflation increase

! ' Y0 Y L, during this quarter. The other groups of basket®

_: | r ) % have influenced, in general, the decline of annual

b LA inflation rate, thus smoothing the price rise in the
T e ™ it G ks GboOve-mentioned groups.
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11.3.2 Macroeconomic environment and consumer prices

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

Demand factors

*  Fiscal policy and fiscal indicators
During the first three quarters, fiscal indicators
have beenwithintheforecasted levelsinthe budget
program. Budgetary revenues and expenditures
have not exceeded the ceiling set for the period.
Until September, they were respectively met to
the extent of 97.5 per cent and 96.4 per cent P
of the plan, thus, causing the budget deficit be @ " ﬁ\ ;
T
f
I|

b1
within the forecasted parameters. Hence, fiscal = s : g
(4 ,:’:% /’*.., s A
L N Ay
'|

Chert 15 Annual growth of budget expenditures
(left axis) and annual inflation (right axis)

policy has given a significant contribution to the
maintenance of macroeconomic equilibriums.

', .
However, the budget deficit concentration during | [ AT .
the third quarter caused liquidity problems to the = ™ v .
banking system and increased the interest rates @ w0 e
fluctuation in the market. This fact highlights the AR EREEERE I EEENEEEERNE
importance of the comprehensive observance § 4 AL

of forecasted budgetary indicators in the — Butiper smporditures — Inflafan

maintenance of macroeconomic equilibriums.

*  Monetary policy and monetary indicators

During the third quarter, the monetary policy of
the Bank of Albania has had a neutral direction.
After a long easing period of the monetary
conditions in the economy, the Bank of Albania
has aimed at the stability of interest rates in the
market. However, as a result of a sudden change
in the liquidity situation, during the third quarter
the interest rates have experienced noticeable

Chaort 16 Perfformonce of monetary condifions
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i . ) D Rl vl Corpaci® LB Bervminal afacivm sachongs mreisELS
fluctuations. Although the situation has caused ' . -
difficulties with regard to the operation of the @ = e
Ly 1
liquidity administration, the monetary indicators =~ =-_" [ " LT Tt
g . ) i, oy S ;
equilibriums have not displayed considerable - .L‘td._—_hhﬂ'_ " Wity
deviations and were not reflected in inflation. The | = =T
_ ) BnnonERREBREEARAREEE
ratio of currency outside banks to M3 has been HISBIEHBHEE s r r sy 13 113
relatively stable, while the growth of monetary Curmcy ovisida bk £ M3 1Z-pmreh Tl i
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supply has corresponded to the economy needs for monetary assets. In
general, monetary policy has not given impulses to inflation increase.

e Other indicators of domestic demand

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

Supply factors

*  Exchange rate and the imported inflation

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

Table 14 Annual inflation hgrch Juna July August Saptembear
in partner countries and  (Greaca® 2.9 3.3 3.9 a7 39

changes in the exchange  Inaly*® 1% 1.8 4. 2.0
rate (in percentage) for  LERJELR 3.1 -10 1.8 2.4 1.4
2005  LEK/LISD -7.8 -1.2 0.0 -2.3 -1.0

* Sauren: Genenal Secreanat of Mational Statisfcal Serice of Greecs; wubsite: Fep. fws alalitlicag
** Souroac |STAT; website: WtoSwees isiatit

Chaart 17 Anrueal I:hl;lﬁgus ir o prices -|;|-| g ri::ull‘ur:ﬂ
products, foodsiufls and total nflation

26 +ams : . R . Performance of domestic agricultural
W Ji'l i"ﬂl". : HHTITIT T, product
15 1T Q'“""'-.,kﬂ:* \ T The forecasts of the Ministry of Agriculture
M / w II"*. NI Th with regard to the domestic agricultural product
T H, "I.- e e for 2005 indicate an annual growth of 3.1 per
2 :J';Iu'_a """""" '. '~. P _r_u cent. This growth is underpinned by the good
i % Iill' weather conditions, spread of sown areas,
a5 -'-./I.V',J' ¥ I growth of the yield and the increase in the
a0 ¥, 4 number of greenhouses. The performance of
? I ; i E I ; i ? IR ; domestic agricultural product is a significant
& & & factor in determining the inflation rate since the
:Hm.lnﬂﬁn.ulmlumw agricultural products constitute around 43 per
Tatal Indlaficn cent of the consumer goods basket.
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*  Production prices index

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

production prices have undergone less rapid and CPl for 20072004

growth paces, which were not reflected in the

consumer prices. Compared to the second '@ '¥% ™

quarter of the previous year, the production BN VAV IR ARrY o~
] . ] |28+ - . FURIR I R | i "II' A

prices increased by 4.0 per cent, while compared FREF any Ir-h\_f,.n.L J R ﬂ -

to the previous quarter they increased by 1.2 - by F‘;}'I I \PRLE | ll,."ll -

per cent. Growth was observed in all sectors of \ -V-If | III.'~, | ‘-xl,'
roduction’. Lk Vel BN | T

P AL .
*  Oil prices o %

The increase of oil prices in the international %
market is one of the main concerns for the j i
importing economies, wherein our country is part
of. However, the reflection of the direct effect over
the inflation growth, or of the indirect effect, by
increasing the cost of goods and services using
this input — has been less considerable in our
country. The small share this product® holds in
the consumer basket, as well as the appreciation
of Lek against the US dollar, has hampered the = ™

i |
Juna
wriza
[ursriza
b i
Juna
ko
[urasriza
i ]
Juna

— Annual changs PRI —Inflafian

Chart 19 Annuwal change of ol prices
and the exchonge rote [in percantoge)

full transmission of oil price rise in the domestic " Fay
market. Nevertheless, along with the exacerbated " A YR i
f | L]
energy supply situation, it remains a factor being a £ -’:;_'_-F—-ﬂ'":_-_ N _:”__
continuously the focus of monetary policy. ki PR T i
1 _-\_\_\_\‘\"\-\.:__.-'5' ¥
- B

e  Unemployment and salaries

The stable situation in the labour market, -t ‘ - L L
along with the modest rise of salaries in the public % i ﬁ %g; LR B § ig i E %3’3 541 5\'3’
sector, has not generated inflationary pressures
in the economy. The labour market during the
second quarter of 2005 did not experience
significant  changes.  Unemployment  rate
remained unchanged, while the average salary
in the public sector increased by 2 per cent compared to the first quarter of
the year?. Minimum salary and unemployment salary remained unchanged.

— il pricer In the domesfic market
------ Ol price Im the infernaboral moarket
Eschonge role LEESUSD

1. MONETARY DEVELOPMENTS AND FINANCIAL MARKETS

1.7 MONETARY POLICY OF THE BANK OF ALBANIA

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

The increase of cash in circulation, beyond

expectations, and the concentration of
Chart 20 Cora intarast rate

: government’s domestic borrowing were followed
(in parcantoge]

by the aggravation of the liquidity situation in the
1600 system. Moreover, as a consequence of tightening
the difference of interest rates during the year,

e workers’ remittances have been channelled in
B0 ;r —y the banking system, mainly as foreign currency
m o i deposits in commercial banks. Bank of Albania
—n has been considerably active in the money

s W markets by using both short-term and long-term
500 - PO M s instruments in order to maintain the monetary
- _ _ conditions equilibriums. In July, Bank of Albania
E E_ 352 E‘ 352 zé_ 383 E‘ 3 % chonged the direction gf monetary operations,
i & i & i & i with the purpose of meeting the short-term needs

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

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

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

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

Decambar {04 Manch 05 June 'G5 Juby "05  Awgust 05 Beplesnber 5%
Mt International Resarves (in milliong of LIS0)

Dibjective F42 1,073 1,087 17 1148 1. 178.7

Currant 1,105 1,147 1,098 1105 1103 11275

Diflerence 143 a5 11 =12 45 31,1

Met Dameslic Assets fin bilians of ALL)

Cibjactive Fik's &1 A0 &0 e 520

Curment &1 53 Y| &5 Fits] .1

Diference -18 -8 4 5 Fi 152
Mat Domaestic Credit io the Governmaent [in billiors of ALL)

Cibjactive TRE 02 298 9% g

Curran 285 ZBA8 294 298 2799.2

Diflerence | -4 adf =1 =18

* Diperolive daka

1.2 PERFORMANCE OF MONETARY AGGREGATES

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

structure of money supply shifted to foreign @ m
deposits, while the time structure has resulted as
a relatively stable one. =
e i ___;——".h-h'q\

The monetary indicators with the most b e
accelerated growth during July — August were = '™ '8’
foreign deposits, recording a growth of ALL 14.1 -
billion or 10.4 per cent. Their annual growth by
30.5 per cent in August represents the highest "™ & 5 5 5 5 5 5 5 @ 3
annual growth level of this indicator in the last 1 iid 1 11 i
three years. The annual effect of the exchange d i H
rate appreciation has weakened the growing had )

LEK Draposits

tendency of foreign deposits annual rates.
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Chart 21 Parformance of monalary
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Estimated in fixed exchange rates, the real annual growth of foreign deposits
in August was about 33.6 per cent, in comparison to 29.0 per cent in June.

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

Lek deposits contributed negatively to the
growth of money supply during the period of July
— August, recording a fall of ALL 1 billion or 0.4
per cent. The annual growth rate of Lek deposits

Chart 22 The ratio perormance
of currency depasits bo M3

1 also experienced a significant fall, decreasing to
b i 11.5percent, comparedto 14.7 percentinJune.
- : I,:'j_.a This performance has reflected the considerable
- _M%___ xw;':.ﬁf# _ d.eC?reose 91‘ Lek househ.old deposits by ALL 1.5
billion, while Lek deposits of other sectors have
- showed a normal performance. The withdrawal
" of Lek deposits by households has resulted as a
consequence of a sudden decrease of interest
rates by a number of banks in the system. The
i i i flow of deposits withdrawn by the banking
— Deposits in Forsign Cumancy / A3 system is estimated to have partly shifted towards
Trand of Ratie Depoity in Forsign Cumency / M3 investments in Treasury bills'® and the rest in
foreign currency deposits.

BhnnnonnnRRARRERONOR

H}g?‘gii‘gi*ii‘gigii‘gigﬂgg

The structure of Lek deposits with regard to

Chort 23 Ratio of CaB to M3 ond terms has had a significant growth as to the

average real interest rate (right scale) share of demand deposits. During July — August
Lek demand deposits marked an increase of ALL
19.0 billion, compared to the decrease of ALL

] b |

mw \\t. : a  20.0billion of Lek time deposits. This increase has

o - m come as a result of changes in the classification

e N { /\'\f')-u;._ a of Lek deposits by Raiffeisen Bank''. The growth
\ A » of Lek demand deposits was reflected in the

m h— \"\‘—m_ _A_RH“"T‘”‘-"”'*-.- - = considerable growth of M1 aggregate. Annual

am B e growth rate of this indicator for the period July

3
i

— August experienced an increase from 25.8 per

———— BEESEBEESI X33 EF D
;Iiiiiiijiijgggjiij} cent to 30.1 per cent.
- Aol IrorctFate lighi scoed The fall of Lek deposits interest rates has not

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

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

August 2-month charpe Benual changa  able 16 Performance of
2005 Absolute Parcertogs Ahsolute Percerdmgs  Monetary indicators in July-
Currarcy outside borks 1405 4.7 3.4 1.6 9.0 August (in billions of ALL)
Tokal deposits 419.1 14.1 ol a9 7.5
- in Lak 249.0 -1.0 -0.4 278 11.5
- lin fnrq]nn CLIMancy 150.1 14.1 10.4 5.1 0.5
Demand deposis 113.5 230 254 42.7 603
- in Lak 59.9 18.% 44.0 348 138.7
- in fareign cumeancy 53.4 4.1 B ra 17.3
Tienma degasits 3057 -100 -1 0.2 7
- in Lak 20910 =200 -a.r B -3.2
- in fareign cumancy 6.5 10.0 1.6 272 J%.3
M1 200.4 23.5 13.3 46,4 an.1
hi2 409.5 ar 0e 394 10.4
W3 BEQ.& 17.8 3.3 T4.5 15.4
Monetary bose 1839 3.4 1.9 13.5 19

1.3 DOMESTIC DEMAND
[11.3.1 Net foreign assets

The performance of net foreign assets in Chert 24 Contribution of net fersign

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

compared to the month of June. Excluding the
exchange rate effect'?, the increase of these
assets is USD 106.1 million. This period has been ' gqes |

characterized by the lowest contribution of these Yo P T
assets to the annual growth of money supply & sm. ' A -t -k
from the beginning of the year, reaching 14 per k'*"‘x,-" v [ hfi ¥
cent in August. The decrease of this contribution  # AT

is partly explained by the fall of annual growth v

rate of net foreign assets in Lek. The largest part @ =™
of contribution to the annual growth of money
supply has been given by the annual growth of
net domestic assets during the third quarter.
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Generally, the period July — August was characterized by a growth in
foreign currency deposits; nevertheless, this year knew higher growth rates
compared to the previous year. This performance of foreign currency deposits,
influenced by foreign currency inflows, as well as by the fall of Lek interest

rates, has created spaces for the growth of net

foreign assets of commercial banks. Moreover,

Chart 25 Level of ret foreign ossets the decrease of foreign currency liabilities during

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

larger extent. The growth of net foreign assets of

commercial banks over the period is estimated

| 3 at about USD 98.1 million. Calculated as a fixed

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

The growth of net foreign reserve of the Bank
of Albania over the period July —~August resulted
to be USD 14.6 million. This is a result of the

disbursement increase of foreign credits (IMF,

IDA). Calculated as a fixed rate'3, the net foreign

Cornmerciol Bosks B Boric of Albania reserve of the Bank of Albania has grown by USD
9.1 million.

E]
i
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[11.3.2 Government demand for money

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

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

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

system Chart 26 Curmulotive performance of budget

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

developments in crediting to the economy. The
credit balance has grown by ALL 31 billion until
the month of August; a growth of about 60 per
cent higher than the growth of credit balance
throughout 2004. The vigorous crediting activity i | ; ..[IJ
has brought the growth of the share that the traxadBli
crediting to economy holds against M3, reaching T
the value of 18 per cent at the end of August. : o RREE oo
Moreover, the ratio of credit to GDP estimated Yy FE L IR R Y E % § ¥ E i E %
at 11.8 per cent has recorded an evident growth, E

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

W Bt O Banks B indivichials M lrwibatians

Table 17 Peformance of

2005
02 2003 2034
(&) &2 luk Augue  some main credit indicators

honey supply [in billions of ALL 4167 4484 ST SH6 5418 5453 55%.4
Damestic cradit in % to M3] o8 TS5 489 4A3  AR9 M4 4R12
Credit b gowernmant (in % o 3] 415 602 551 534 512 524 51
Cradif to economy (in % 1o M3| 3 113 138 152 1AF 11w 18D
Cradit ho sconony (% o telal assate] 1S 137 149 177 X8 210 2145
Credit o eoonomy (3 o GOF) a7 4.8 g0 100 112 114 118
Tatal depasits [% to GOF) 422 434 ATZ  4BE  4T4 475 4BF
Cradit/dapasite ralio fin %) 125 157 19.0 2003 234 24 24

The growth of credit balance over July-August is about ALL 5 billion,
reflecting a decrease of credit growth rates, compared to the first half of
2005. This decrease has come partly as a result of seasonal factors and partly
as a result of an unusual credit growth in June. In particular, the slowdown
of credit balance growth is the outcome of the temporary growth that the
short-term credit experienced during June. This
fact is also based on the level of the new credit
extended during these months, which has almost Chart 27 Annuel credit growth rotes
been at the same levels as the previous periods lin percentage)
of the year. Moreover, the appreciation of Lek =
against Euro and US dollar has resulted in the !

decrease of foreign credit value by ALL 0.8 - !
billion, so further decreasing the growth pace. = ™* A : ;I'
e \ o
Credit in Lek recorded an annual growth of & w4 “ ,..-f /-N
135 per cent at the end of August. Credit in ' i . - ;F_,.f"d
g T, ~
Lek is experiencing a relatively better growth = IIL"-. I it &

compared to the previous years, reflecting a
more considerable commitment of banks to = " m 'E 3830 .5 I 313333333
crediting in the domestic currency. Nonetheless, é j ] by § 5 i 31 _% ‘; 3 j 31 _%
the monthly growths of such credit have known a

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

Table 18 Credit balance 2004 2005
indicators to the total (in 2002 2003 CE Q4 O G2 by August
percentage)  Credit balence (in billons of ALL) 387 5007 &1.0 700 799 95% 977 10097

Fhart-tamm credit 318 440 335 M0 MO 33T 344 2B
id-term credit 3000 333 372 380 M5 330 ML 3y
Lang-barm eredit 161 27 289 300 31.4 231 338 351
Credi fo individwals 183 245 308 3045 31.0 308 314 324
Cradit ba the privole secior 81.7 This 4&%2 474 470 &R2 4846 &BO
ALL 213 1%.4 17 200 200 22% 232 234
Fomeign curmency fd.d o d04 B3 a0 &80 A0 MAB 0 Todb

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

Table 19 New credit 002 2003 2005

2004
indicators to the total (in Jarcfug  Jon-Dee GH1 0 G2 Awg  Jan-fug
percenfage) MNewoudtlinbllionsof ALl 626 ¥24 686 997 218 328 106 734

Sharkdemn cradil 4.7 43 a4.f G425 5401 471 490 4%.3
Mid-tarm cradit 13 222 22.0 225 212 310 339 2
Larg-lurm cradil 48 T4 13.3 148 27 N% 17 215
ALL 208 308 1.3 J24 304 328 260 T
Fareign comancy 416 4148 ad.f af4 afrs &67/2 f40 o¥.1

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

Table 20 Performance of 2005
credit balance indicators by 2002 2003 2004 4, 12 huly August
sectors (in percentage to the  Agrieulhure, hurting and shiculhre 0.8 1 1.5 15 15 1.5 14
total) Precessing Indusry 17 17 170 1&F 1546 151 151
Construchion B& 10 28 11.2 102 112 11.0
Trads, rapairing of vehicles ond househcld — n 5, 293 204 190 190 19.0
opplsnces
Hobals and restounonts & & B3 52 47 47 4.4
Real astale 2.1 12 2.8 147 135 134 130
Ciher 18.1 1% 302 301 343 3570 361
Tioial 100 130 1460 100 100 160 100
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1.4 FINANCIAL MARKETS, INTEREST AND EXCHANGE RATES
I11.4.1 Performance of liquidity

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

The beginning of July resumed with the weekly
organization of repo auctions for the liquidity Chert 28 Liquidity level
withdrawal. In the sequel, in order to supply the {daily average, in billions of ALL)
liquidity needs, were mainly organized auctions
of reverse repurchase agreements with weekly " —
maturity, for the average value of ALL 1.44 billion. 2t ; demend |; L)
Apart from them, with the purpose of injecting A} : ‘mm |
liquidity permanently and regulating its structure we

ap b -—‘?-.- !

|
1

_men

] .
in the market, were organized transactions for NS A
outright purchases of government securities. ru-.- I (R

These operations, as well as the growth of Lek
deposits during September'® have influenced .|
the improvement of liquidity situation, and the aa
beginning of October has marked positive values VT R A A A e nh Rt g ne
with regard to this indicator. = T ':'a.l:;.:.m_'.h Y U —
ey ol Gramight G

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

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

II1.4.2 Interest rate performance

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

there were noticed pressures of interest rates
Chort 29 Core interest rate and intenes! P

parformance in the markets (in parcentogel increase in the interbank market, primary market,

Lek deposits market, bonds market, credit market

ra of less than a year term, etc.

1243

a - hﬁ s The main factor that has influenced the interest

- _FE—HH_:;_- - :.‘:_“:_r__:%;j,-‘ increase in the markets was the change of the

80! ' : ' . liquidity situation of banks. In the Treasury bills

i primary market it was observed a fall of liquidity
CUREHEEIEBEEEIZI33I2L00H offered by banks, which has also resulted in the
3 _i Bl ;g i E k3 }g 1 E 83 !‘é i f L3 ¥ increase of Treasury bills yield. In a few cases,

- : s ) government demand for the financing with
12 month T-hils yield Treasury bills has remained unaccomplished.
— 2-yner bandk Charnight Inferbanking market

12 manth daposis irarest — Core inenest rote In the interbank market, overnight borrowing

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

Table 21 Interest quarterly Sepd 2005 al o a3
change in the markets  new Indnrast rate 5.00 0,35 0.00 0.00
(in percentage points)  |rierbank ket

Inferbank miorket cwamight inferast 4.37 023G 074 +2.10
Imierbiank morkoet w:nuH!,l irderest 4,90 .33 .24 .36
Prienary mados|

A-manth T-kills yield f,73 0,85 LB +1.47
d=monih T-bills yield B.&4 S F1 .11 +225
12-month T-kills vald 213 0,94 -0.35 +2.34
Bonds morket

2-yaar bonrds viald a0 1.15 25 F2.10

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

In the Lek deposits and credit?®® market there was an increase of deposit
interest in all terms and an increase of credit interest for terms up to one
year.
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Bugust 2008 G 2005 G2 2005 G5 August ‘O5-June ‘05 [able 22 Interest quarterly

S0 degasits

change (in percentage

1 - menth 1.83 0.22 0.04 008 points)
3 . marth 213 0.26 0.09 0.09

& - merth 2.3 0.22 0.13 0.08

12 . manth 2.7% 0.22 0.13 017

24 . month 315 0.37 0.14 0.01

Eura daposits

1.manth depasits 1.67 0.02 .0.01 0.01

I-morith deposits 1.82 0.00 -0.01 0.08

d-morih deposits 1.83 .04 ooz ), O
12-manlh deposts 1.91 -0.07 0.31 .30

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

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

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

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

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

August 2005 QN 2005 Q22005 QF° August ‘05-June ‘05

LIED degasits

1 - mearth 1.83 0.22 04 Q.09
3 = morth Z.13 0.24 [111}') 0.0%
& - manth .41 0.22 013 Q.08
12 - manth > (.22 013 017
24 . maath 315 0.37 014 001
Euro deposits

1-manth depasits 1.467 .02 0.1 0.01
A-morth deposirs 1.82 .00 - 0.08
d-morth deposits 1.83 .04 o.ar 0,0
12-menlh depossts 1.91 -0.07 31 40,30
24-morth depogits o, e Q.73 a3 0.33

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

Chart 30 Performanca of overage weighted the increase of competitiveness in the markets,

dapasit interest in lorsign curency efc.
I R . i The foreign currency credit market has been
Mo — T - ' characterized by the fluctuations of interest
:; | [ T 111 L T [ _ from one quarter to another. In August 2005,
- |1', g [ | | —fi7 the average weighted interests of USD credits
LIow T = 1= reached 8.71 per cent compared to 8.1 per cent
= = | 1 1 1 1 1 1 ] 1 L
s T ﬂ\U\ b, o "'qu ¥ at the end of the second quarter and the interests
B —— P e L= I "LIIJ,.-"' CRATALA .
T A R TR T S ' . of euro credits reached 5.8 per cent compared
L to 5.63 per cent at the end of the second
A EBIRERIRER R LD gy e
; ; ; | ; quarter. However, considering them separately,

__ Awaroge waighted intarsst e (o) withoes Z-pear USD - according to terms, in the USD on.d EUR credit
— Awnrage waightad intarest roie (toal] withow Z-ysar ELR depesis - MArket there were noticed cases of increase and
decrease of these interests as a result of the policy

applied by banks, the scale of risk according to
the kind of credit, the change of creditors’ share,
competitiveness, etc.

Chart 31 Perfarmaonce of average weighted
cradil interests in foreign currency

I1.4.3 Exchange rate

The beginning of the third quarter of 2005
presented Lek’s appreciation trends and then
continued with its depreciation against the main
currencies. On average, during the quarter, Lek
appreciated by 1.5 per cent against the US dollar
and 1.7 per cent against the Euro, on an annual
basis. The seasonal effect of summertime has
not been considerably evident this year, resulting
in a decrease of the Lek appreciation rates, in
particular compared to last two years. Bringing
IS0 Cormlll crvawcage walghvind Inkerast i the seasonal pressures under control mainly
— EUR Credit cvarage wakghted intarest rate owes to the reduction of Lek - foreign currency

interest rates difference.

Table 24 Quarfer/y annual oF2003 32004 2005
change average® of Lek gk s 115 1310 -15.12 -1.56
exchange rate | gk f ELIR 079 B -1.75

Until mid-August, Lek has continued to present the same appreciation
rates against the Euro, noticed since the beginning of the year. After this
period, Lek was positioned in the depreciating direction. With regard to the
US dollar, though there have been fluctuations, the Lek’s depreciating trends,
which continued over September, were outstanding. The higher demand for
tourism outside Albania seems to have favoured the growing demand for
foreign currency. Moreover, the pre- and post-election situation appears to
have influenced on the public behaviour and its decisions for keeping foreign
currency.
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On the other hand, the continuous tightening of
the difference of Lek and foreign currency interest
rates does not anymore constitute a sustainer
to Lek appreciation, which has resulted in the

Chort 32 Lek sxchonga rofe performance

13 THe
growth of foreign deposits over the quarter. At = 18
the end of September the levels of Lek exchange mmﬁ“‘h (i s
marked 123.41 Lek/EUR and 102.6 Lek/USD. ol i o .Ju l .HW.I# Fll‘l T ::
Ph G ; o
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' Agriculture sector includes branches of agriculture, agroindustry and fishery. Agriculture
branch includes subbranches of agriculture and animal farming.

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

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

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

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

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

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

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

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

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

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

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

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

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

15 Operative data.

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

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

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

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

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

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

22 Minus indicates the Lek appreciation against foreign currency.
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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 to 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.

IIl. 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 T Some indicators of GOP- 1@  Unemployment ol Pl
the first half of 2005 LisA* 3.8 5.0 [hune} 3.5 {lune)
Evro aresa 1.3 B.E Moyl 1.8 {hday)

R 1.8 10.2 (Mo 1.5 {May)

Garrmary 1.1 11.7 [kire] 1.7 Hune)

Irally 0.2 7.8 (March| 1.8 Lung)

Uniled Kingdam 2.1 4.4 (March| 1.8 ey

Japan 0.8 4.4 [April) 0.2 {May)

Chirg 9.5 . 2.7 {March)

Source: Manthly Bulletin of Cendrol Evropeon Bonk ond Eurosio:.
* Tha date for S Amancan sconamy are fakan from the Amancan Dapafmant of Labour and Amanican
Dsparbenert 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 rofe EUR/USD per cent. During this period the salary increase

was moderate, without exerting any inflationary

'_:-I\f " 1 1
7l pressure.
L | M
132 rll-llI 1.1 I‘" 1
- RN A Exchange Rate
A 'w',- Wl Wy The euro area currency is depreciated in
127 _|"I L nominal terms as well as in real terms during
i, 7 1 2005. At the beginning of June, the ratio between
] ¥ " . )
a b I"ﬁu . .-.,,""” rl"., . euro and currencies of 23 main trade partners
Wl YA . ""“-' marked a decrease of 2.8 per cent against the
. " average of 2004. The political debates on the
i3 } % 2 3 P 0§ ! EU constitution as well as the vo’re.ogoins’r it in
- =48 g § § % = = = France and Netherlands have negatively affected
= = B ; the performance of the currency in the euro area.

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 Performance of crude oil price
par bamel in LSD

Qil Price. The oil price has continued to
increase during the first half of 2005, thus
exceeding the highest price reached in October oy Y
last year. In April 2005 price for a barrel of crude A I“-I /i
oil? exceeded USD 57. Qil price rise during the  az: A T S L Y
past few years has come as a result of the growth ;-""“-" L _.f—'"'J
of demand and the tightening of supply for oil. ' #% [~ '
The rise is estimated to have had a moderate o
effect on the world economic activity as well as

on inflation. 35
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1.2 ALBANIAN ECONOMY DURING FIRST
HALF OF THE YEAR

Souron; Bloombery.com

The Albanian economy is characterised in Charl 3 Performance of sales in the economy
general by a good performance and estimated during 13 01 - 1G 05

within the expected parameters during the first half
of 2005. Considering the sales in the economy, "= 12
the developments in the respective sectors, the ' x(fﬂ!t
performance of fiscal indicators as well as the 3 : | I \l‘
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 w0
indicators of the performance of the production P
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in various sectors of the economy, the first quarter LR BEBEE A28 38 3 E 32
of 2005 has shown an increase in comparison E¥3oBEaEIITEES
with the first quarter of the last year. The first e ndusty s Congtruchion === Trods eic.
quarter of this year has experienced the highest Transpeort s Cher — ol
percentage of sales for this quarter in the last

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.

]
o

Source; IMETAT

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 to 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 I
production during the first 1@ 05 1[?-. Eﬂﬁm
quarter of 2005 (in billions Agroindustrial production 4B 11
of ALL) ot and its by-products L6 23
Consarmed products 02 B2
hille and s by-products 1.2 4
Flewr and breod 22 25
Beverages 0ué 10
Waoter ond refrashment drinks oF =24
Citbar oF 28

Sourte: Minighy 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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c - Cansumpdion Table 3 Data on electricity
m-l guh;ﬁ Change fin m:m supply and consumption

Preduction 3,133 3259 4%

Irmpors A4 412 1%

Supply 3,447 36T % 100%
Exports 264 512 Pl 13.95%
Lo 1,243 1,231 -3 J3.28%
Houssheld consumption 1,145 1,107 ) A0.15%
Mon-household consumption a5 g22 1 22.39%

Source: Minbfry of Industry and Erangy

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

Chert 4 Soles in constrection sachar
and annual growth by quarens

growth for the first quarter of this year represents ® e

a positive development for the construction N T
sector, especially taking into consideration the ) II wm
lack of annual growth in the first quarters of ' 4 s | BB
the two previous years. Construction cost index Il tam
increased by 3 per cent in the first quarter of this 3 == g- ' 1 B
year. In this index it is noted an increase in the = e E
total direct expenditures. The items that have ﬁ L | i N H .
shown the highest annual increase, respectively i
8.8 per cent and 9.7per cent, are salaries and : e
transport. Furthermore, it is noticed that the . o
projected income has decreased by 1.5 per cent, ESESsHEBRBEEE E T3z

thus reflecting the increase of construction costs. GEEGNEEEOEEIEEE Siu::u INSTAT
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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

Chart 5 Number of construction permits e i _
is given for housing construction.
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1,000 ; force for the first quarter of 2005 has decreased
04} r ' by 1000 people, compared to the end of the last
i I year. Meanwhile, compared to the first quarter of
! ' 2004, the labour force has increased by 7000
e, : - I people. This increase has been reflected in the
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Saurce: IMSTAT  people, in annual terms.

According fo statistics from INSTAT?, the labour
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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 2008
market (in thousands of G Gl el Qv GH
people) Tehd lebour forca 1080 1081 1040 1088 1087
A. Tofal employed persons me 271 w12 | 31
| Gavernmant sacioer 17 e 177 | 7 174
i} Hun-ug"u:'..l'h.ru“:l'nmmzl‘u' 206 2048 211 213 213
I8} Agricubunal privans secior 534 534 534 542 542
B. Ursmpkogmend
| Total unemployed parsons 141 140 158 157 154
il Baraficiaries of unemploymant payrment 1.7 123 12 11 143
C. Unamployment rate [in percaniaga) 145 143 14.4 14.4 143

Source: IMSTAT, 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

Faverage
Citial DAl Al ol ol i 'B'D5  main fiscal indicators (in

Tod ircome 176 154 10 214 143 75 B7 123 cceniage)
Tom rervrues 98 308 58 277 485 110 88 187
Reverwes bom lorol governmants 4.3 410 364 325 2423 180 52 570
T pa— 42 140 25 A7 149 85 110 123
Nor-fos revnues 616 -252 3ITF 78 89 -HT D6 5
Tond anpercdtem 194 12 34 BF7 98 44 90 83
Curment empanditure 12¢ 00 48 z@5 1 77 73 &)
Captal aspenditurs 776 39 398 314 11 30 225 158
Diefcit M5 18 137 249 92 4F 120 AT
Damestic fincrcing 2646 B85 167 -0 102 146 177 13
Farnign financing 230 493 555 500 304 345 40 128

Seroic Minidy of Finonce

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 incoma
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 @ s+

from the independent budget and the rest from = &/

the local governments and other sources.

(P
"I
With exception of the revenues from the local
governments, the revenues of other categories
have been below the projected level, however
E E i E Y

S D A B

being close to that level. Revenues from VAT, 3 ! ! s
excise and customs have been lower than the

-

.I'-'hr:l'rll.

projected level, while the contrary has been

observed with the revenues from income tax and Blox ond cosbert reueuss WAivancus from locel gereemmant
. Iradepaarediard budged resmrues Moo revanas
from vehicles tax. Sonarens Wisiatey ol Finance
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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 anmual

and customs (in billions of dune  bemotttplon  Focl (n 3 plen (in %}
ALL — progressive data) Takal §3.4 950 F8
T reve e 84.8 B5.2 ¥ a7
VAT 28.5 274 7 45
Income tox | 8.0 113 57
Excisa b i) 8.2 5 43
Personal income fo 3.3 3.4 T8 43
Mafional fox and others 49 6.3 78 40
Cughorms box 5% .1 P Ja
Vehicles tox 21 1.0 208 w8

Sourca: Minkstry of Finonce

Budget expenditures
Chart 7 Tha strudiure of budget expendituras

(in billigns of AL — monthly data) Budget expenditures, during the first half of

2005, were estimated at ALL 102.9 billion, thus
i - performing the planned expenditures at 97.7
per cent. The current expenditures have been
performed at 102.9 per cent and they represent

. BE 87 per cent of total expenditures for the first
. BB 5| semester of 2005. Unlike the last three years, the
. I I performance of capital expenditures improved
considerably during the first semester of 2005,

IRERER £

j ¥ 4 E ,}, 381 being 22,5 per cent higher than the previous
3 year.

3 0B ®

® Current expenditures 1 Copital axpenditures However, these expenditures have been
Saurce: Mty al Finsncs. performed at 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 ek i é— manih Foct  Ta anewal

of current expenditures _— B _“::: Iﬁ g g 4%
rogressi ta —in spanditures o 3 c :

(progressive dofa ALl Cumsnt sspadnes 420 BT B2 0B 4857

Personnel 120 Zd.4 244 10007 44 51

Inehigrct 7.0 132 142 92032 44 0%

Diomestic 6.8 123 129 #4.%3 4501

Faraign 0.3 0.9 1.2 70.71 2381

Fainfenance - operative smpendiunes 4.5 1.0 95 11562 2025

Subremntions 0.& 1.7 1.2 143.74 63123

Expenditures an sodial security and athers 127 242 a5 PETS A7 46

Expendures far looal budget 30 8.0 45 12420 4557

Cber axpandilure 2.2 50 48 482 4847

Soaurca: 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 to 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 transactions 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

Bank of Albania



volume 8
number 3
September 2005 | Economic Bulletin

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 4-04 Q1-05
(in millions of USD) 7. Currant account [A+B+C+0) -45.8 14673 -54.2
A Trade of goods =379 -50%.8 -343.0

A1 Imgorts of goods -5 4 67 1.3 -a21.5

A2 Exports of gocds 134.5 1&1.7 158.5

B. Trade of services 12.2 -38.1 -37.0

B.1. Imports of services 2082 2092 =301.F

B.2, Exports of services T4 241.1 2047

. lncome 375 42.4 444

L T 5.3 -B.& -5.0

2. Irflonw 42 8 al 314

[, Current branafers 234 382 297.3

01, Crutflon -17.3 -30.3 -34.8

02, Indlers 2377 368.5 332,

2. Current occownt and finondal eccount (E+F) 5.0 166.8 a0

E. Capital sccourn a4 37 464

F. Fimancigl ocoount a 151.8 13.4

3. Met errars and amissians -10.2 ae.1 2.8

4. Owargll bolonce 14.9 Gl.& 12.F

5. Grawth of raserves =14.9 &l.& 127

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.

Table 9 Annual inflation (in

2001 20012 2003 2004 2005
Jaruary 2.2 &5 0.0 3.3 33 percentage)
Fabruary 1.5 1.4 1.1 4.4 1.8
March 29 15 1.3 4.0 1.4
Agril 3.0 4.5 2.3 3.2 1.3
May 25 Iy 2.8 2.6 20
Jura 4.0 .7 2.4 29 29
July 3.4 4.2 4.0 a.1
FAugust 4.1 5.5 3.4 2.7
Saplember 3.5 5.3 2.8 2.0
Ciclaber 1.8 58 29 20
Moreairbar 2.8 a7 J.4 22
Decambar 1.5 1.7 343 2.2
FAyerapge 31 52 22 a0 23
Sourper IMSTAT
The good harmonisation of fiscal and monetary
policies as well as the positive developments in o
various groups of consumer goods, within an Chart 8 Annual inflation {in percentage)
appropriate macroeconomic environment, has
made possible the control of inflation rate. -
The interaction of the demand and supply = *™
factors has not resulted in inflationary pressures .o \\\ ---------- LT T EETR IR

during this period. The modest increase of ERRRP nca Ht___.._-: - :\'_“_'____'."—1;-(_:73
salaries and the rise of oil price and administered = 14 ' o

prices at the beginning of the year have exerted = =
pressure on the increase of consumer prices. The

effect of these factors has been balanced by the o : 2 1 E *¥ts ; E *¥ 3 ; i'
stable level of the domestic demand?, the stable ; i fg j ;g i E j i
performance of the Lek exchange rate and the Anruscl irfatice: —Leowren Bt 2%

domestic agricultural production. «—Lipper limit 4% —Mawing ovarsge (snnuel)

11.3.1 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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in the last three years (in thousonds)

Economic Bulletin

beverages” item has marked negative inflation
annual rates, except for the month of June. During
the first five months of the year, the contribution of
this group to the annual inflation rate was around
— 0.6 percentage points, thus being lower than

iy #e the contribution of 0.6 percentage points for the
- H L, Same period of the last year. Unlike the last year,
™ the inflation of this group registered a turning
- LY @e  point in June with a positive inflation rate of 1.6
- h o . per cent, thus contributing to the total inflation
r— rate by 0.7 per cent. This development reflected
14 - e atemporary deflation of the offer, as a result of
i the substitution of the greenhouse products with

HEEESl HEEEa ro ] Firatd e AR AW 0N

Eauroe: Ingitute af Sofeics, Canjuctuns

Table 10 Annual inflation
rate of item “Foodstuffs and
non-alcoholic beverages” (in
the country and abroad) and
contribution of inflation of
this group to overall inflation

Table 11 Annual inflation
rate and contribution of the
“Rent, water, fuels, energy”

item to overall inflation

cornfield. The greenhouse agricultural product,
which is present in the market over the whole
year, the decline of foodstuff prices in the trading
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.

Amod Contibufion Amwal Condribution H':ﬁ ﬁm

Irflaticn’ 0 (ppl  Infation 05 (op) Inflation’05  rdlstion'DS

Japuary 3.z 1.4 07 0.3 0.5 0.4
Fabruary 2.7 1.2 1.2 0.5 0.3 0.5
March 2.3 1.0 1.7 .7 )2 -1.4
Agril o 0.1 2.3 1.0 01 o1
My 1.1 .5 L7 0.3 £.2 .4
Jume 4.7 0.3 1.6 ay A5 0.5

* Saurce: INGTAT; website: hitpz/fwww i'lu'll:rl.i'l.
4% Sources Cemeenl Seorolonod of Mobionol Stefisioal Sendoe of Gresce, Fep: e siotishosogr

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.

Annval Inflation’0d  Confribution (gp]  Annual Infletion'dS Centribidion (pp)

January & LR 152 o
February B.5 2.0 2.4 2.4
Parch B.3 1.9 7.9 2.4
Al 11.0 2.9 gy 1.8
Py 10.0 2.3 7.2 1.8
kine 7 23 EA 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.

Chort 10 Confribution of other groups to

During the first half of 2005, the other the annwal inflation (in percantoge paints)
groups of basket are not in line with the price = o ' ' ' v s amom
performance. Their effect on the inflation rate is  ns- L. - : : p—
small. The highest inflation was registered in the = - \
groups mainly composed of goods and services = - e
with administered prices, such as “Health” and \ A0%
“Education” but also in the other groups like @~ o = -
“Alcoholics and tobacco”, “Goods and various | "#* v v
services”. Groups like “Clothes and Footwear”, = o ' : A
“Furnishing, equipment and maintenance”, r--:ﬂ-l - = 050N
“Entertainment and culture” have continued to ' pam: ; ; ; | oo
register negative inflation rates. “Hotels, cafés and fommpdd Plmen(f Mech@l  ApSd My lmd
restaurants” have registered slower growth rates. ' s tion-olcshalic bemmges and koo
These groups have contributed averagely to the i;llll'l:lli-?ll'::lﬁ;-:ln -IGM::I-I; ol narvionn

annual inflation by 0.05 percentage points.

Chart 11 Annual Inflation aof feur main groups

af ICP basket [iny purl:ztnf:lg:l:'
[1.3.2Macroeconomic environment and

consumer prices : I|"'.I :'._
by N

The macroeconomic environment has been @ * Iu'lk'i'l IIul"l"'| I'F’bﬁl"'..thI = |] ,-"'““--III"._
in general stable during the first half of 2005. @ i hw o : “V II_,_,_ﬂ'ﬂI
The prudential monetary policy and the lack = v .
of inflationary pressures from the supply and f'wﬁq.dﬁ_,h:khf:m m_hfwnﬂ,,,ﬂ'mmm
demand factors have made possible the control \
of the inflation rate. The inflationary impulses @ b . ."Iml
stemming from the increase of salaries, the @ *i ”'ky.-‘ LAY [ A
rise of oil price and of administered prices, are ' "h'l || Y oot |'rl' l"'ﬁ"w_l |
balanced by the developments in the exchange : I'\._.n_.’H v ;"JIILJLl ™
rate and the better performance of the domestic L SNSRI . S——
production. JE— TR T p——
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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
[left cxis) and annual inflation {rFght axis)
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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 fo 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.

Januory Februony Amron Al May June Table 12 Annual changes in
Greacs® 40 al 7.8 3.4 3.2 3.3 inflation in the main trading
Ira by 1.8 1.8 1.7 1.9 1.7 partners and changes
ALLFEUR -5.3 -4.8 3.1 1.4 23 -1.0 in the exchange rate (in
ALLAIED -8.8 74 9.8 0.9 74 -1.2 percentage)

* Source: wabsile of General Secretarice of Mofianal Sloliiical Service of Greacs hilpc! s, shafisfics, g,
** Enurce: webslle of ISTAT, hHpe/faww stot. if.

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 ltaly 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 info consideration imports
from ltaly and Greece. The import price index was established in two steps:
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Performance of imparted inflotion in the cauntry * A foreign price index was computed as a
and the naminal exchange rate (right axis) weighted average of consumer price indexes of ltaly
WA . . . - m and Greece with the respective weights;
T . This index was translated into Lek terms, by
i multiplying with the exchange rate Lek/Euro for
January ‘02 — May ‘05.
s + - ..
The chart below indicates the annual changes of
A T imported inflation, of domestic inflation and the
- exchange rate of Lek against Euro.
1800
Imported inflation has not exerted inflationary
L Py RUE, SUE 4% g JEM  pressures in the country. Of course, this conclusion
3’ £ i i 3’ £ i i 3’ £ i i 3’ £ must also be corrected with the characteristics of
the local market, especially with the degree of
Irnprorted irdlation Dioervectic inflafion —LER/ELR 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
Chart 14 .ﬁ.nn!ml changes of PP and CPI Unemployment - salary. According to INSTAT
lin percantage] data, thefirstquarterofthisyeardid notbring about
st ™ significant changes in terms of unemployment
% fﬂ-ﬁ. f I'f-gm rate and the general level of salaries. The
12% - | y I"-.J unemployment rate slightly decreased to 14.3
o+ s || Y sy PeT cent, while the average salary level in the
P T o & public sector increased by 3 per cent compared
;- - I". I| -'.\_.!r' s ,r'“. “ , 4% & to the previous quarter. The increase of salaries
Y T S E in the public sector has come mainly as a result
i "'"Ir MR VAV, " 1m  of the increase of salaries of some groups of
™Y employees in the health and education sector.
e e e e a e ey On the other hand, the minimum salary, the
E 3 1 I E i i E i i payment for the unemployed people, as well as
the average economic assistance per household,

drrual chengas FFA Banud flabian

remained unchanged.
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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.

Il MONETARY DEVELOPMENTS AND FINANCIAL MARKETS

LT 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. Chort 15 Caore inferest rote
This policy has been in line with the dynamics
of inflationary pressures in the economy. The ..
factual inflation rates were relatively low, while

o '
the monetary indicators have shown stability, @ gg: - - i
thus contributing to give an optimistic picture on ' 75 —

the inflation forecasting. e
85
. Y L
The effect of the cut of core interest rate is o5 y

shown clearly in the deposits interest rates. ' ., o o
Meanwhile, the reaction scale of Treasury bills +as -t AR S i s s s s 8
rates has resulted to be close to the indicated cut. E E g : ¥ EE E 3 EZE 2 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.

harurity Tima dapasits Govarnment securibyyield  Toble 13 Reaction of interest
3-moarh (1.14) 201 rates in the banking system
#-manth (1.32) 09 (in percentage points)
12-mondh (1.71] [0.32]

24-monh [2.28} * (300

Opareiva dota for the pariad 30 Mareh — B Joly.
*Chorges lar 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 Jonuary 05 February 05 March 05 April 05 Maoy 05
quantitative targets of Bank MHat international resenes of Bark of Albara (in millians of LISD)

of Albania  Objective 941.7 9853  1,0200 10727 0773 10820

Currarly 1,105.2 1,108.8 1,108.7 1,107.4 1. 709.0  1,104.4

Diference 1435 123.5 mr 348 .7 228

Met domestic ossats of Bank of Albanio {in billions of ALL

Cibjective 7.0 7l &7.2 &61.3 414 51.9

Currarihy al.0 6.3 26,5 ad.3 Sé.1 a7.0

Diflerence -18.0 =167 0.7 1.9 5.5 -4.9

et domestic credil e govarmeant (in balllans of ALL)

Chjactive 2B6.4 2882 2899 .7 2737 295.7

Currarily 2857 28549 ZBB9 2BT.8 2004 291.3

DiHerence 0.7 -1.3 -1.0 -3.9 -3.3 -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 16 Parformance of annual rotes and especially that of time deposits in foreign
of monetary aggregales currency.

The annual growth rate of monetary supply
in May was 15.8 per cent, from 13.1 per cent
in December. The growth of monetary supply
during this period is being supported by the faster
increase of foreign deposits and the maintenance
of a moderate upward trend of M2 aggregate.
The contribution of credit to the economy to

¢ %= & =® ® @ =® ® =m = generafing monetary assets in Lek has been
; i ; 5 ; i ; 5 ; i increasing, while the government demand for
money has been almost at the same levels as the
M3 Currancy cartside Banks previous year. The developments in the time and

— Deposits: im Lok —— epaosits in Foreign Cumency

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 trend 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 ratio of CoB io M3 and

in the payment infrastructure, which have the average real interest 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 | *™* ," x_w.l

assets in Lek, thus serving as premises to maintain = 4~ A '“.M -

the equilibrium of the liquidity infrastructure of & am - A

monetary supply. 2% R = .."\.L -
Jé%

The rising trend of M2 aggregate and the

]
x
'3
o
i)
(]
e |
baw 0H
o
]

continuation of channelling the currency outside .i P31 P
banks in the banking system are reflected in the i E 5
acceleration of growth rates of Lek deposits. The
annual growth rate reached 14.6 per cent from
12.9 per cent it was in December. The upward Saurce: Bank of Alonio
performance of Lek deposits has shown mainly

—CnB ¥ M3 #nerops real renest rote [rghs scole)

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 monsh change Arescl change
monetary indicators in May 2005  Absolie  Percemtoge  Absclute  Percentage
(in billions of ALL)  Currency eutside banks 130.7 7.4 -5.4 12.6 1.6

Total depasits 402 5 334 2.0 594 17.3

« fin lek 2705 17.2 .8 34.5 14.6

- in foreign curmancy 132.0 16.2 14,0 4.9 3.2

Demand deposits A9.2 11.4 15.0 2.5 337

- i ke 42.5 7a .3 0.0 BB

= iin foreign cumency d44.7 39 2.0 2.6 5.8

Tirna deposits anaa 21.4 7.5 369 133

- in lek 2280 2.4 4.4 14.5 &8

- in fareign currency 453 12.3 16.% 223 35.5

1 173.8 0,4 0.2 33,5 24,0

b2 4002 .4 2.5 48.1 13.4

M3 533.2 26.0 8.1 729 15.8

Monetary Basa 174.5 4,1 2.3 pilk 134

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 Pedermance of foreign to the component in Lek of monetary supply is
depesits rofia to M3 accompanied by the increase of their share in
i the M3 aggregate. By the end of May, the ratio
_+ of foreign deposits to monetary supply reached
- s ::: 24.8 per cent, thus recording an increase of 1.5
- P e TR percentage points compared to the same period
oy _r-':_,.-'_--"'.._.-' il .
P of the previous year.
¥ ol T
o !
_ 1.3 DOMESTIC DEMAND
"¢ 3 ¥ & & 8 3z ¥ B 3 B
; ! E E 5 ; j £ E k ; 11.3.1 Net foreign assets
;Eﬂ;g:;ﬂi 1 e ':;iu"ﬁnmfm The banking system has preserved a stable

Soecn: Bank of Asaia | POSTION 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 contribubion of NFA growlh

decrease of USD 76.5 million, while measured ta M3 growth

by fixed exchange rates they resulted to have
increased by USD 12.8 million during the period
of January — May.

TR

The net foreign assets of Bank of Albania, b el
during the first five months of the year, have = wm . [ A
registered a decrease of USD 46.5 million. In S f '
the absence of the interventions from the Bank @ :u Wl |
of Albania in the foreign exchange market and ¥ '
in the presence of the low inflows and outflows = _
from other sources, the decrease of net foreign bl DecOl Jere02 Dol buse03 Dee03 JoreDd DeeOd Moy 06
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 Chart 20 Perfarrmaonce of net foreign assets
Bank of Albania by USD 60.5 million. of the banking system (in millions of LISD)

Saurce; Bank of Albania

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 @ me

not be entirely financed from the foreign deposits

growth in commercial banks, thus posing the use .
of a part of their foreign assets as a necessity. am H J-” l I
ol ] | I

Cecamiber 07 Jura 13 Cecarsber 33 S Dacoriler =4 Mooy

I11.3.2 Government demand for monetary

assets D Cammgrgial Banks B Bark of Alhania

Source: Bank of Alenia
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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Chart 21 Padormance of the cumulative financing
af fiseal 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 to govesniment fin % of M3)

- Credit to sconamy (in % of M3)
Cradif fo =gl [l'n % of todal n.l-md::l
Cradit to econary (in % of GDF

Rotio credit/deposits (in %)

Chart 22 Retio of tatal credit to M3 (in percentage)
and anrwal growth of tetol credit
[in percantage, rght scale)

L. L
188 i
148 il
14 d_.__,.-' T Wi
I‘--.-
L _‘/-’/- a0
el
™ AT b
.-"--'| -J:.—""
L e i
FLY m

- 8 g & =
2 T T T T T T S T

— CraditM3 Cradit aemugl growth

Sourge: Bonk of Albanin

bonds portfolio by ALL 9.3 billion'?. 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
002 3003 g gl May
4167 4484 4582 5072 5333
F0LE a1 &%.5 6.8 &9 .4
§15 602 571 551 527
93 113 124 138 164
15 137 146 169 195
57 &8 74 90 109
13.5 15,4 14,7 190 F20

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 @2°04 @-3°04 G404 May'0S Table 17 Indicators of the
Cradit bolomos credit balance to total credit

fin billions of ALL) Ja.7 =O.7 3.4 5&.8 &1.0 70,0 887 (in percentage)
Snort-tarm onedit S3.8 440 41.% a5.4 3.9 34,0 2.2
Medivm-derm credit o 333 354 aza arz 34,0 345
Lanig-barm cradi 161 0.7 23.0 258 289 300 332
Credit to households 183 245 26.0 293 08 306 s
Cradil bo privaba secher 81.7 755 74 f0.7 &9.2 &%.4 £2.2
LEK 213 194 17 17 17 19.5 21.0
Faraign cusrancy f37 8D.4 a3 B3 83 BO.5 8.0

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
Q1 @QF 44 G4 Moy credit balance according to
1 Iﬁq'h:l.ﬂ'l..m,. I'ILI'I'.I'E Ill'd sibiodhums 0.8 1.0 0% 1.2 1.4 1.5 1.5 fhe moin bronches of fhe
2 Proceming induaty 170 170 14% 184 182 171 142 economy
3 Corstructian B4 100 .S 10F 102 %8 11.3
4 Trade, wahices repoirieg ond househoeld femilune 404 340 A4 F15 1% B3 1A%
5 Hobels ond resigunants 60 &0 Ff1 83 B3 43 50
& Raal eialn 81 130 137 148 1546 98 143
7 Other 181 190 203 20 242 302 328
Tadal 100 103 100 100 100 100 100

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
the banking system {in billions of ALL)

I11.4.7 Liquidity performance

h During the first half of 2005, a considerable
w 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,
L “  compared to ALL 5.0 billion in the same period
1 } of the previous year and to ALL 5.2 billion in the

O AR S USRI TURH TUTEH VR ...':.-l-\.l."i-\.l.l'.-l-l::.u AT S L second half Of 2004.

o'Wankly repos Merthly repos
m Chvernighd d its m b . Lo .

't lepasits wCacess reserves 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 Daily volume of credifing in of the return of currency outside banks into the
the interbank markat (in millions of ALL) system. By the end of the second quarter, the level
- ue Of liquidity decreased by around ALL 4.0 billion.
1430 ) nALT

I During the first quarter of this year, the excess
1. T |iquidity withdrawal is made mainly by the weekly

e N

rate, in contrast to the previous year when, apart

‘ wee  auctions of repo with a predetermined interest

from this instrument, its withdrawal was performed
-

H | _t ! \ e with structural operations (outright purchase and

! ! weekly repo). The average level of investment

1 'Iw—h k L <za in weekly repos has registered the amount of

: S I ALL 6.2 billion, compared to ALL 3.5 billion in

MO TR M TG T (TS RS TR (o e wasemem the first half of 2004 and ALL 3.1 billion in the

—Wieakly  —Owemight second half. Occasionally it has been applied
3curce: Bork of Albania g[so the weekly repo.

—————

21
)
1]

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 interest 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.

[I1.4.2 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:

Alsarg Fur arnsa 54 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 Cheat 25 Parformancs of Lak Inersst noks
Bank of Albania by decreasing the interest rates

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

Treasury bills market, government bonds market 122 — ﬁh"“‘*.,
and the credit market. nai R W T
e : : = —
By the end of the first half of the year, yield of = e

Treasury bills and government bonds dropped to  s:
the lowest historical levels, while the interests of ! s.
time deposits in Lek reached the lowest levels in the |, : S N—
last 13 years. Despite the fluctuations of interests in 1 A ), [t ] Pt 0 kB A 8 e [t e
the interbank market, especially during the period
the required reserve is kept, during the first half of
2005 this market evidenced a significant decrease Ieferbeank intarse! ot

of interest rates reaching the lowest historical Cors infersst rat
levels'®. Source: Bank of Abanic

12 manth dapeats eanes!
2 year bonds
—— 12 manth T-hil ywsld

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 irlerest raka
Interbank markat
d-month deposts
d-manth deposts
12-manth deposis

Yield of 3-month T-hills
Yield of S-month T-hills
Yield of 12-month T-hills
P-year bands

Cradits in Lak feweighted owernge interast rmba|

« Change fram  Change from
bura 05" pgcumber "0 Jure: T4
5.00 075 -1.00
2.50 0.52 077
3.65 0,83 1,24
7y -1.00 1.9
4 B5 1.14 .67
5.04 .03 1.76
B.40 0.82 -1.78
&6.79 1.3 2.2
7.55 -1.45 2.43
13.41 20.30 .84

* The dota of deposhts omd credits in Lok reder fo 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 Lek in parcentoga)
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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 2005'7, 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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Moy 05 Change from Decamber ‘04 Chonge from Jume ‘048 Toble 27 Interest rates

D of foreign deposits (in
Irvterest rode, 3 207 +0.38 +1.32 percenfage poinfs)
Irferest mie, & 2.30 +0.42 +1.45

Irferest rode, 12 295 +0.68 F1.4%

EUR

Irrerest rmie, 3 .77 +0.02 +0.13

Irferest rade, & i.B1 +0.03 F0.14

Inferest node, 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 Waightad avenge inteseel rotas 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. um ; gt '
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Euro and USD has fluctuated at narrow levels. @ @
During January - June, Lek appreciated by 1.9 wm
per cent against the Euro and depreciated by ST S e e e e e
10.9 per cent against the USD. Nevertheless, UsD 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.

Saurce: Bank of Albanio

The main factors that affected the Lek Chort 29 Spread of interest rates LEK-USD

appreciation during the last two years have ond LEK-EUR for 12-morth time deposits

showed a declining trend, while short-term factors yom S
influencing the exchange rate, like the growth of —,
the foreign currency supply from tourism and o L -'f-“\l\,_,a— 708
remittances, have balanced the effect of demand TN T
forimported goods. Increases of foreign currency ey \ ﬁﬁ\\ -
supply and introduction of domestic agricultural a1 7 '-,‘__M_ :
production, by the end of the first half of the year, ”““'Q;,H
had only temporary effects on the exchange rate 1 ‘\,\ e
performance. \
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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 Albanin
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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 scola) US dollar versus many currencies of the leading
economies in the international markets. In overall,
e : : " US dollar appreciated against the major part
- ’ : : :: of the other currencies, included the European
ﬁ"-. [ 'HL\“-, LY L i currency. Under these conditions, domestic
e II I*’“i.{?}q;:'wﬁy:xfl ' i'i* TN o exchange market developments are estimated
) "JI ™ .:..e. as having positive effects on maintaining the
i ; #  equilibriums of trading conditions with partner
\ : : countries, which use in their economies the Euro
w  or another currency that has been subject of the

TAZAZAZAAIZATL AL ENATS Y o ,
?fg;ggﬁa.- = = --isggggégfgi USD appreciation. At the end of the first half
eonRen TomeEnT of the year, Lek was exchanged at the levels of
“LEK/ELIR (et} —LEK/USD [right} 123.9 ALL/EUR and 102.8 ALL/USD, against
the respective levels of 126.4 ALL/EUR and 92.6

Saurse: Bank of Alanio ALL/USD, at the beginning of the year.

V. 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 20005
macroeconomic indicators  Manatary indicotors (in parcertoge]

GOF grawih 4.7 6.0 &0 é.0
Annwal TP foveroga) 53 2.4 9 4.0
PFominal GOP fin killions of ALL) 630.0 &95.1 TEO a57.3
Feraign sechor (a5 o percantage of GOP)
Trade: balance -25.8 =248 -E29 -22.2
Current balancs 2.7 B2 F.0 7.0
Fucal indicalors |os a parceriags of GO
Fiscol deficit 6.9 4.7 -,
Dlomestic borrowing 3.2 2.7 1
Monatory indicptons (in percentoge)
P33 growth L 2.5 12,
Crsdi grovadh 1o aconamy 32.1 2B.5 31

Irrterest rafes of 3-month T-bills 11.2 7.3 B,
Soure: IMF, Minisiry of Finonca, omd Bank of Albordo

-4.9
27

9.4
47.1
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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 fo 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 stafistical
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.

'S 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.

1> 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).

1 Data until May 2005.

17 Data until May 2005.
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EXTERNAL SECTOR DEVELOPMENTS OF THE
ALBANIAN ECONOMY DURING THE FIRST SEMI-
ANNUAL OF 2005, 5 OCTOBER, 2005

The overall balance of payments for the first semi-annual of 2005 resulted
in a surplus of EUR 11 million. The capital inflows have been fully adequate
to cover the level of the current deficit.

The main highlights in the external sector of the Albanian economy may be
summarized as follows:

* Infensive activity in the external sector, expressed in the increase of
income and current expenditures.

* Deepening of current and trade deficit.

* Reduction of inflows as foreign direct investments.

* Decrease of the level of private borrowings, compared to the previous
year.

* Increase of domestic claims to non-residents, mainly expressed in the
increase of portfolio investments with abroad.

* Simultaneous increase of foreign assets and liabilities and increase of
the monetary authority foreign reserves.

|. CURRENT ACCOUNT

Current fransactions during the first half of 2005 are estimated at about
EUR 2.8 billion or 23 percent higher than the previous year. Trade exchanges
in goods and services lead the volume of Albanian current transactions with
the world. During this period, more than 93 percent of current expenditures
have been used for the purchase of goods and services. About 41 percent of
current income has entered in the form of current transfers, while the services
and exports of goods provided respectively 33 percent and 20 percent of the
income. Net factor income increased by about 26 percent, however, they
could not reduce the high trade deficit (goods and services). As a result, at
the end of the semi-annual, current account had a deficit of EUR 145 million,
with an annual growth of 10 percent.

l. 1. FOREIGN TRADE

Even during the first half of 2005, it was noticed a growing trend of the
Albanian trade activity in international markets. At a level of EUR 1.2 billion,
the general trade volume was estimated to be 14 percent higher compared
to the same period the previous year. Trade exchanges in goods during this
period held about 41 percent of the current transactions volume. The Albanian
economy and the domestic market remained import oriented, estimated to be
3.4 times higher than export. Domestic demand continued to push the import
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increase, while the exports positive performance has not been sufficient to
narrow down the trade deficit. Import expenses were about EUR 905 million,
EUR 114.5 million or 15 percent higher than in 2004. The income from the
export of goods increased by 11 percent, reaching the value of EUR 265
million.

At the end of the semi-annual, trade deficit reached the value of EUR 640
million or 16 percent higher than that of the correspondent period in the
previous year. The rising high deficit of foreign trade draws the attention
towards policies that aim at replacing imports and inciting exports.

Intermediate goods continued to represent the overwhelming part in the
structure of imports, having a share of 46 percent of the total. Their ongoing
volume increase implies a positive performance of the domestic processing
industry. Moreover, the performance of capital goods is estimated as promising,
a positive indicator to the investments level, renovation of technological basis
as well as productivity of the private sector. At the end of this semi-annual
this item resulted with the highest growth pace compared to the other items
(27 percent). We also noftice that the consumer goods continued to maintain
a considerable weight in total imports, about 32 percent; such a weight has
easily decreased compared to the first semi-annual of 2004.

Re-exports (exports with orderer’s material) were the main contribution to
the rise of Albanian export; such exports remain predominant in the Albanian
exports, by holding 67 percent of their overall volume. However, it is worth
emphasizing the growing tendency of the domestic export, in particular
during the second quarter, by remaining within the seasonal tendencies that
characterize the performance of this export item. Export income for active
manufacturing was estimated to be 5 percent higher than the income during
the first semi-annual of the previous year.

l. 2. DEVELOPMENTS IN OTHER ITEMS OF THE CURRENT ACCOUNT

Service trade, under rising paces even during this period, is becoming more
and more a crucial integration element of Albania with other countries. Trade
service transactions reached to EUR 925 million and were estimated to be 20
percent higher, compared to the first semi-annual of 2004. Service account
closed with a negative balance of EUR 43 million, being higher than the
negative balance of EUR 6 million, recorded at the end of the first semi-
annual of 2004. This deficit has been mainly due to a negative balance in the
“Other Services” item against a surplus noticed in this item the previous year,
as well as a surplus narrowing of “Travel” item.

Movements in the services account were significantly influenced by the
performance of services in “Tourism” (Travel), which contributed considerably
to the inflows and outflows of this item, respectively 72 and 61 percent of the
total for this semi-annual. Actually, the tourism activity continues to represent
to the Albanian economy, one of the main sources of foreign income.
According to Bank of Albania estimations, the export in tourism during the first
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semi-annual of 2005 generated about EUR 319 million income flows, which
is about 21 percent higher than the value of export of goods. Income from
tourism were estimated to be 17 percent higher than this period in the previous
year, mainly influenced by the increasing flow of foreign citizens and emigrants
visiting the country as well as a slight increase of evaluating coefficients of
daily expenses. During the first semi-annual of 2005, the number of foreign
citizens entering the country increased by 9 percent compared to the same
period in the previous year.

An accelerated activity was noticed in services of tourism, which displayed
increasing annual rates. Albanian residents spent in their travels abroad nearly
EUR 298 million or 70 percent of the total workers” remittances. Increase of
Albanian traveller’s expenses abroad was higher than the income growth,
causing the narrowing of the positive balance of this item from EUR 28 to 22
million in the first semi-annual of 2005.

“Other services” item resulted in a deficit of EUR 19 million, different
from the surplus of EUR 11 million during the first semi-annual of 2004. The
current year deficit has been mainly due to the expenses increase in “Culture
and business services” items.

Albanian economy benefits foreign income from the work of seasonal
workers and investments of foreign reserves of the banking system in financial
non-resident institutions, and at the same time it pays the external debt interest.
Net transactions result on income remained positive even during this semi-
annual and it was estimated at about EUR 66 million.

Work income compared to the first semi-annual in the previous year, rose
to about EUR 9 million, by reaching the level of EUR 47 million. A growth was
also recorded in the interest income from investing our foreign reserve in non-
resident institutions, while interest income received from portfolio investments
in resident institutions abroad, were lower than the previous year.

At the end of the first semi-annual, current transfers balance was estimated
at about EUR 472 million or 28 percent higher than that of the first semi-
annual in the previous year. Albanian workers’ remittances remained the main
contribution to the income of this item (about 76 percent). During this period
these transfers reached to EUR 424 million, which is 24 percent higher than
those of the same period in the previous year. These transfers represent the
main source of trade deficit financing (in goods and services) with more than
50 percent. Worker’s remittances (EUR 424 million) were also associated by
state transfers, mainly in the form of technical assistance (EUR 18 million),
which were estimated to be decreasing (28 percent).

II. CAPITAL AND FINANCIAL ACCOUNT

Even during this semi-annual, net capital flows recorded EUR 201 million,
fully enabling current deficit financing and contributing to the increase of
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foreign reserve. Behind this positive figure, there were inflow capital transfers
of EUR 50 million and the financial account positive balance of about EUR
151 million. Compared to the first semi-annual of 2004, capital and financial
account net position was estimated at around EUR 54 million lower. Let us
remind that during the first half of 2004 high capital flows were recorded
owing fo privatisation.

Capital transfers during this period, grew by around EUR 1.5 million, while
financial account positive balance was estimated to have decreased compared
to the previous year (by about EUR 56 million). Financial account position
during this quarter was defined as an increase of Albania’s financial liabilities
held with the world (by about EUR 177 million) and an increase of our assets
held abroad (around EUR 26 million). However, compared to the first semi-
annual in the previous year, financial liabilities net flow was estimated to be
lower, about USD 78 and Albania’s financial claims to the rest of the world
were also set at a lower level (EUR 22 million).

The increase of financial liabilities to the world during this semi-annual
was mainly due to capital inflows in the form of direct investments (EUR 96
million) and borrowings from abroad (by EUR 77 million). Foreign direct
investments were estimated at EUR 79 million lower than the same period in
the previous year where more than 60 percent of FDI’s flow entered in the
form of privatisation.

During this semi-annual, the granting of long-term loans and loan facilities
from abroad, which remain another important factor in the growth of Albania’s
financial liabilities to the world, was EUR 26 million lower: state borrowing
had a slight increase of about EUR 1.2 million, while unlike the previous year
where it was noticed the private sector presence in long-term loans, during
this semi-annual loan disburse of this sector was lower (less than about EUR
27 million).

External debt services in the form of principal and interest amounts were
estimated at about EUR 25.5 million, equivalent to 10 percent of export of
goods.

On the other hand, Albania’s financial claims to the rest of the world grew
by EUR 26 million. Assets growth was mainly determined by the increase in
portfolio investments of resident units abroad, while banking system assets in
the form of deposits abroad have been decreasing.

Financial assets stock in the form of portfolio investments, amounted to
EUR 164 million with an increasing semi-annual flow of EUR 48.1 million.
Regarding the structural composition by denomination, 47 percent of portfolio
investments were in US currency, 52 percent in EUR and 2 percent in British
pound. Foreign assets held with the banking system in the form of deposits
abroad, decreased to about EUR 37 million. 56 percent of deposits held with
the banking system was in US dollar and the other part in Euro (40 percent)
and the British pound (3 percent). Cash foreign assets were estimated to have
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been decreasing. In the structural composition by denomination, cash foreign
assets denominated in US dollar were 39 percent, EUR 53 percent and the
British pound 8 percent.

Inflows of foreign currency assets as financial capital were reflected in the
growth of foreign exchange reserve of the monetary authority, by about EUR
11 million. By the end of the period, the level of gross foreign exchange
reserve was estimated at EUR 1.72 billion, a sufficient level to cover 4.6
months of goods and services import.

Table 1 Balance of Payments | BALAKICE QF FAYRMERTS

o i millian ol ELR
(in millions of EUR) @1 2004 G7 P004 23 2004 G4 2004 37 2005 37 2005

Currant Acccund, nin, -A6F PaFs JBASE GIRESS 4481 -TO0S0
Marchondiss: Exports, fab 10%.10 12990 12156 12500 12146 14333
Marchondize: Impoets, fob AR TE 42375 450087 51440 3444 50507
Trade Balances -I53.68  -R3ABS  -IER2F P40 -2T4RE -361.079
Sarvises: Credi I76.54 204.07 22381 301.12 2001.65 23746
Sarvines; Dabil SlsEFT -2MET 22504 F03a 2R RT STAT
Income: Credil 34.21 470 55.7% %30 3928 41.11
I Dabd -4.42 -7.03 501 -&.77 -4.03 .50
Frivote Linneguined Transhers 16625 17654 24446 24234 21028 24330
Oifficial unreguired Trans., nie 11.48 13.63 .13 1B.49 1.0 Godds
Copitel Accaunt 252 .34 4 853 3552 458
Finoncial Account 1627 1B3.67F <1524 1072 2237 12397
Drired Iivendlmanl, fak 2800 138.08 58.75 4258 43.23 0234
Portofolio Investment, nia =106 3.33 ¥8.23 9587 4285 522
Other Captal, nin -B&T 4228 17222 144.02 21.58 FRAL
Met Errory ond Oimissions =133 (1239 &4 .86 1559 -B8.04  -36.68
Owveral| Balonce 11.83 b7.B8 7808 4589 267 1.37
Resaren orel Relaled Beerm

Reservm Assals -11.83 -F7.B8 -7806 -45.89 .67 -1.37
Lise & Frumedl Craehl and Laans 4.78 1,0 483 0,00 443 .00
famorancem ems

Total Change in Reserve Assats 207 p448 B4R 9514 15.75 asay
of which: Rewaluaticn - 340 L PO | F A £ T 1 . Y

% nof included use of Fund Credt and Loars
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ASSESSMENT OF FINANCIAL SITUATION OF THE
ALBANIAN BANKING SYSTEM FOR THE SECOND

QUARTER OF 2005
AUGUST 2005

The second quarter of year 2005 evidenced
an increase in total assets of the banking system
by ALL 21.9 billion, accounting for 4.8 per cent,
compared to ALL 28.5 billion or 6.7 per cent of
the previous quarter.

As regards the peer-groups, G3, G2 and G1
experienced an asset growth of ALL 10.4 billion,
ALL 8 billion and ALL 3.5 billion, respectively.
The G3 banks continue to mainly affect the total
assets growth of the system, though a decreasing
trend compared to the previous quarter is
evidenced.

The asset structure of the banking system
shows the considerable decrease of share in
the item “Treasury and Interbank Transactions”,
by 12 percentage points compared to the
same period of the previous year. The banking
system evidenced an increase of lending and
securities transactions, respectively by 6.3 and 5
percentage pointstothe total assets. Furthermore,
the system assets structure shows a considerable
growth in fixed assets, by 28 per cent compared
to the same period of the previous year, which
indicates an expansion in the banking network
with new branches and agencies.

During the second quarter of 2005, the
credit balance of the banking system marked an
increase of ALL 18.8 billion or 23.5 per cent
compared to ALL 10.1 billion or 14.4 per cent of
the previous quarter. Besides the largest banks,
this increase is also an attribution of the small
and medium banks of the system.

Chart 1 Share of groupbanks by total ossets
[Jure'015)

[iens 5% 194 7%,
W prwtss LR il T4 400
Zaurce: Bank of Abanio

Chart 2 The assst structure of the banking systerm
% by June 05

B Triesmiume end Interbank Oparctiora
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Source: Bonk of Abanio

The growth of credit balance by ALL 18.8 billion is many times higher
than the increase of the loan by ALL 3.3 billion outstanding during the
second quarter of 2004. Meanwhile, the new credit during the second
quarter is almost comparable with the one extended in the same period of
the previous year. The common analysis of the trend of these two indicators,
explains the shift of the lending activity from the short term to medium and

long terms.
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For the contribution of the group of banks in the
credit balance growth during the second quarter,
G3, G2 and G1 groups are assessed as having
contributed by ALL 11.7 billion, ALL 4.9 billion
and ALL 2.2 billion, respectively. ‘Bad loans/
(gross) credit balance’ indicator, which estimates
the effectiveness of credit portfolio management,
resulted to be 2.4 per cent compared to 3.5 per
cent in the previous quarter. This decrease is
explained by the upward trend of the loan portfolio
e (by +18.8 per cent), versus the downward trend

o of the non-performing loan portfolio (by —-17.5
Treasurm and Imerbonking Clparations per cent). The loan structure, according to its
Cipartices with Cliars: quality, evidenced an improvement relative to the

I7 Cemr Lickiirns one in the previous quarter.

B Frmaman R )
saurce: Bank of Afanio The limited exposure of the banking system to

the credit risk is also highlighted by the low values

in the indicator “non-performing loans/total outstanding (on net basis)”. This

ratio is 0.8 per cent compared to 1.3 per cent it was during the first quarter.

Furthermore, the banking system capacity to cover the potential looses of the

lending activity with capital, implies an improvement in the second quarter,

due to the rising trend of the regulatory capital (+8.4 per cent), versus the

decrease of net non-performing loans (-29 per cent).

The banking system continues to experience a good performance as well
as in the second quarter of 2005. The net profit follows the positive series of
the previous periods, and is estimated to be around ALL 1,879 million, that
is about ALL 442 million higher than the first quarter of 2005 or about ALL
533 million higher than the same period of the previous year. The net profit
at the end of the first semester of 2005 is estimated at about 65 per cent of
the net profit reported by the end of year 2004. This implies a good basis for
the effectiveness indicators, for the second half of the current year. Net profit
growth on absolute basis is evidenced not only by quantitative factors such
as the increase of the interest-bearing assets, about 2.85 per cent, but also
is evidenced by the improvement of qualitative factors relative to the previous
periods, such as net interest margin (NIM) or the return on average assets
(RoAA).

A more analytic point of view shows that the main elements that influenced
a higher net profit are net interest income, net other activities income and
the overhead expenses. The first two elements had a positive impact but the
last one, the overhead expenses, had a negative impact on the net banking
system result. This last factor should be considered as a necessary condition
for the enlargement of the banking system, for its further consolidation in the
future.

The second quarter continues to know further increase of the shareholder
capital levels in the banking system, amounting to ALL 30.4 billion.
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The shareholder capital of the system marked an increase of ALL 4 billion
compared to the previous quarter. The system indicator is mainly influenced
by the group of medium banks (G2) estimated at about ALL 2.1 billion and
the group of large banks (G3) at about ALL 1.3 billion, while the contribution
of small banks (G1) is estimated at only ALL 0.4 billion. The essential element
of the shareholder capital — paid-in capital — continues to keep the main
weight (nearly 73 per cent) in the shareholder capital of the system, with
a contribution of ALL 1.3 billion in this quarter comparable with the one
evidenced in the previous quarter. Capital adequacy ratio for the banking
system in the second quarter is estimated at 20 per cent or 1 percentage point
lower than in the first quarter. The decrease of capital ratio is due to higher
growth of assets classified according to risks (about ALL 17 billion or 15 per
cent) than the growth rates of regulatory capital (about ALL 2 billion or 8.4
per cent). The second quarter consolidates the downward trend of capital
adequacy ratio mainly due to the growth of investments the banks perform in
higher-risk activities.

Capital adequacy analysis according to the groups of banks in the system
continues to distinguish the group of small banks G1 with the highest value of
the ratio (42%). Small banks continue to have limited expansion on high-risk
activities, while medium and large banks marked credit growth, so highlighting
levels of capital adequacy ratio, respectively of 18 per cent and 16 per cent.
During the second quarter, the banking system continues to have liquid assets
at a level of more than 20 per cent of total assets and the ratio of short-term
assets against short-term liabilities is estimated at 97 per cent.

1) The second quarter marked 20 per cent for the ratio “liquid assets/
total assets” of the banking system, which means that on average banks are
capable to cope with a shrink of 20 per cent of their balance, in case a
deposit out-flow happens, before strained to sell their not-liquid assets, which
have higher costs for banks.

2) The indicator of short-term assets against short-term liabilities for the
banking system is estimated at 97 per cent in this quarter or 3 percentage
points lower than the previous quarter. The decline of the indicator is due to
higher growth rates of short-term liabilities (10 per cent or ALL 16.6 billion)
rather than the short-term assets (7 per cent or ALL 11.2 billion).

The operational data from the Bank of Albania linking liquidity marked on
a continuous basis an excess liquidity from banks, even though its average
level is lower than the previous quarter. The declined level of liquidity is due
to the increased financing of government debts during the second quarter.
In order to manage the liquidity in the system, the Bank of Albania made
use of the main instrument of the market (weekly maturity repo) and some
commercial banks made use of overnight loans to supply their needs, while
others invested in the overnight deposits their excess liquidity.

Finally, the Albanian banking system showed a stable financial situation
during the second quarter of the year.
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BANK OF ALBANIA STATEMENT ON THE FINANCIAL
SYSTEM STABILITY IN ALBANIA
JULY 29, 2005

Pursuant to the Law No. 8269, dated 23.12.1997 “On the Bank of Albania”
and in view of to the obligation to draw the attention of the Government
Authorities, of the financial market and its operators, and the public, on the
potential risks that may threaten the stability of the financial system, particularly
of the Albanian banking system, the Bank of Albania issues the following
statement:

The Bank of Albania does not observe any element or development that
may threaten the stable progress of the banking and financial system, in the
subsequent months.

However, like in the past, the Bank of Albania uses this opportunity to raise,
in addition to the identification of potential risks, other issues that serve the
progress of the banking system in its everyday operations and that assist for a
better functioning of the financial system, overall.

1. The Bank of Albania observes that in the first part of 2005, positive
developments in the banking system were highlighted, accompanied with
more tangible and higher benefits for the bank’s customers and the economy
in general. More specifically:

* In order to fulfill the market demand, the lending activity is extended
and associated with new lending products. According to its maturity, a
better loan structuring is performed. The good current loan quality as
well as the stable environment, represent a safe basis for maintaining
this quality in the future;

* The downward trend of the interest rates has created the appropriate
circumstances for a better support of the financial and banking system
to the economic development of the country.

* The Bank of Albania has further consolidated the payment system with
the introduction of contemporary payment instruments, especially debit
and credit cards issued by the banking system, as well as with the
implementation of AECH system. The banking system is being extended
across the country through opening of the new branches and agencies.
By the end of June 2005, the total number of bank branches and
agencies reached 110 and 108, respectively.

2. During the last period, the activity of the Deposit Insurance Agency
has been further consolidated. The deposit insurance fund growth managed
by this agency is being accompanied with an enrichment of its investments.
The Deposit Insurance Agency aims at reviewing its legal framework in order
to improve its current instruments and better know the financial condition of
the insured institutions and to enhance its role throughout their operational
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activity. In view of the legal obligations, the Bank of Albania has supported
the development needs of this institution.

3.  During the first half of 2005, new developments were also highlighted
in terms of the enrichment of the variety of the financial institutes. We mention
the growth in the number of insurance and reinsurance companies, and the
founding of the first non-public pension funds. These developments, which
are expected to continue, should be accompanied with the enrichment and
the consolidation of its regulatory framework as well as with the strengthening
of their supervisory function.

Among the main financial indicators of the banking system for the last
period, we may mention:

Indicator Dacesnbar "04 May ‘05
Copitel odequacy 21.63%  21.00%."
Sharshalder copial (i millions of Lek) 25949 50 28,087.87
Met cutcome (in milllons of Lak) S 10611 2,583.04
Mew credit [in millions of Lak| Qe F245F 4229800
Bad lean, net /' net loon 1.43% 0.75%
Bad koan, gross | total bolonce 0.69% 0.51%

* End of march 2005
** Im English thiz assassmant is krown oa “Finenciol Sacior Assessmant Progeom® (F5AF

During the first half of 2005, the foreign experts submitted the financial
system to a professional assessment? as part of a global program organized
by the World Bank and International Monetary Fund. The assessment is not
limited to only knowing the state of the financial system and its ability to manage
different types of risks and develop in a stable way, but is also extended to the
ability of the authorities in supervising this development in accordance with
the best international standards. The final report is not published yet, but the
preliminary results of this assessment for the banking system and its supervisory
authority, are positive. The recommendations of this report will be part of the
further development plan of the banking system, in the near future.

Despite these facts, Bank of Albania stresses on the following topics, which
need a greater and periodic assessment from all of the banking system
players.

The fast growth of credit, under the conditions of stronger competition, puts
the Albanian banking system toward the real risk of credit malfunctioning, if
banks lose the ability to identify the high-quality borrowers, which are able to
provide stable incomes from the financial support. Apart form applying the
procedures for “loan approval”, banks should also put as soon as possible
in place the proper structures, which are responsible for monitoring these
loans. Likewise, it is necessary that banks must show conservative behaviour
in loan provisions, at first signs of borrower’s difficulty to repay loan. In this
way, each single bank and the system as a whole, might avoid the deepening
of problems arising from the quality deterioration of the loans, providing so
stable financial outcomes.
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In this framework, Bank of Albania is responsible for putting as soon
as possible into operation the Credit Register, with the assistance of the
international financial institutions.

In the environment of the competition growing, it is being noted an increase
of the staff movements, especially high-qualified staffs, toward banks and
financial institutions which provide better job conditions. Even though this
is a natural development, the Bank of Albania requires each bank to do its
best for keeping and motivating its staff. The objective of providing better job
conditions to the staff does not only mean the material awarding based on
the professional performances, but also the opportunities that the institution
must provide for training, for professional upgrading, for promotions and
benefits, etc. So, if these opportunities are not entirely used, some banks
might experience an increase in their operational costs and a worsening of
their services quality toward the public, thus having a significant negative
impact in their market position and in their financial outcomes.

These repeated resignations of the staffs at a time when a real attempt
to motivate it is lacking, are considered from the Bank of Albania as an
incapability of the management, which will affect the overall estimation of the

bank.

lt's significant that an open and periodic conversation exists between the
most important players of the banking market and monetary and supervisory
authority. Within their respective legal responsibilities and aware of their
roles, the Parties should assure that this communication helps the constructive
discussion of the relevant topics, concerning the implementation of monetary
policy and supervisory regulatory framework. In this way, a better equilibrium
would be reached between the monetary and supervisory authority from one
part and the most important banking system players from the other, thus
avoiding the one-way movements in the policies and instruments used by both
parties, in order to signal the forthcoming obijectives of their activities.

The second half of the year, represents the period of time when the reviewing
of the existing Law No. 8365, dated 02.07.1998 “On Banking Law in the
Republic of Albania” should be terminated. The project will be submitted
to a wide discussion within the banking industry and all other institutions,
which have an important role in the development of the financial market. The
project is designed with the assistance of the international financial institutions
and includes the best international practices in the field of the development
and supervision of banking systems. The Bank of Albania requires the support
of the Government and the Parliament, in order for this project to be reviewed
and approved within the year 2005.

The begining of the next year, represents the period during which by law,
is projected that the implementation and the effectiveness of the International
Accounting Standards/International Financial Reporting Standards will be
applicable for the commercial banks as well. The Bank of Albania, uses once
again the opportunity in this statement, to require banks and other financial
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institutions, which play a role in the effective implementation of the above
mentioned standards, to build up a strategy regarding the realization of this
role and the achievement of their objective. The Bank of Albania stresses the
need fo institutionalize a mutual proces of discussion, where the institutions
might discuss the problems emerged during the preliminary stage and the
implementation of these standards, for a better understanding of the problems
and for their stable and synchronized solution in time.

The Bank of Albania belives that during the period of time till the end of
year 2005, the banking and financial system will continue to demonstrate a
normal conduct of its activity, in the ongoing progress toward its consolidation
and stability.
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SPEECH OF GOVERNOR OF THE BANK OF ALBANIA,
MR. ARDIAN FULLANI

on the occasion of the signing of the Agreement on the field of Banking
Supervision between the Bank of Albania and the Banking and Payments

Authority of Kosovo
Pristine, July 6, 2005

| would like to take the opportunity on this occasion of the signing of the
Agreement on the Banking Supervision to say that | really feel excited for
being here in Pristine today. It is my first visit since | took over the position as
Governor of the Bank of Albania and | would like to assure you that it will not
be the last one.

There are many reasons that pushed me to make this commitment today in
front of you, and among them, | would like to focus on the necessity that our
two institutions, the Banking and Payments Authority of Kosova and the Bank
of Albania should raise the level of cooperation and reciprocal assistance.

During this last period, | have personally attended meetings not only at the
central banks of our region, but | have also met with senior representatives of
the interested international institutions. | have found everywhere an atmosphere
of understanding and support, particularly with regard to the initiative for a
greater cooperation between the region’s central banks.

| would like to focus a bit more on this point, as | consider that it represents
one of the relevant directions to which we should pay more attention in the
future. The agreement that we signed today is a supporting evidence in this
direction and based on the conversations | had with Mr. Svetchine, the UNMIC
officials and with Mr. Kosumi, | can say that they have shown their goodwill
and commitment as regards cooperation in this field.

More specifically, we have established contacts with all the central banks of
the region, up to the high levels of representation and | have realized that in
every case they have expressed their readiness to further intensify the regional
cooperation in this context. On the other hand, in the contacts with relevant
international organizations such as the European Commission, World Bank, as
well as the European Central Bank and many of the members of the European
System of Central Banks, | have widely discussed this issue and | have found
their total support in relation to the specific problems that characterize the
economic and financial development of our region. At present, there exist
many opportunities that we should use in a wise manner, since a collective
action from our part would greatly improve the image of the region in front
of the international community and it would make our final aspiration for EU
membership easier to achieve.

On the other hand, | think that we should benefit from the work in group
for yet another reason. Regardless of the different levels of the countries’
developments and despite many other geopolitical factors, | hold the opinion
that in the fields of economy, the banking sector, structural reforms, finance
and markets, we show the same symptoms and to a certain degree, priorities
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converge. This is why | think that foreign assistance will be more effective. This
is why | think that the several projects that may be prepared by the foreign
donors would be more effective. | think that the region will show more or less
the same progress without creating wide contrasts which — according to a
long-term perspective — could emerge as serious problems.

| hope that the agreement we sign today will only be the first step in the long
road towards the comprehensive cooperation between our two institutions.
Personally, | consider the fields of payments, research, human resources
and statistics as other areas of reciprocal interest. Cooperation should be
concrete and should serve to the adoption of better standards, as well as
to the exchange of opinions with regard to various matters related to the
regulatory framework.

As regards the Agreement of Understanding in the field of Banking
Supervision, | would like to emphasize the fact that a standard model which
is in compliance with the European directives and the Basel Committee has
been adopted. This is a concrete and appropriate common commitment with
regard to cooperation in the field of supervision. It is worth mentioning that
both parties, among other things, will extend their cooperation in the field of
organizing common events as well as various training programs of mutual
interest.

Personally, | think that the Bank of Albania has already developed
its supervisory and analyzing capabilities to a satisfactory level, and as a
consequence, | think that our assistance in this field will be useful. At the
same time, | think that in the Banking and Payments Authority of Kosovo, as a
more recent institution, these capabilities are being developed at a satisfactory
pace and | believe that its staff holds many practices and findings that they
could offer to their colleagues at the Bank of Albania.

At the conclusion of this short speech please let me express once more the
great pleasure that this visit gives me. | avail myself of this opportunity to assure
my Kosovar friends that they will always find in me and in the Bank of Albania
an open window not only for hospitality, but also an infinite opportunity for
cooperation, assistance and devotion.

Thank you once more.
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SPEECH OF THE GOVERNOR OF THE BANK OF
ALBANIA, MR. ARDIAN FULLANI

at the meeting on the operation commencement of the Automated Electronic

Clearing House System
Tirana, July 22, 2005

IMPLEMENTATION OF THE CLEARING SYSTEM IN THE BANK OF
ALBANIA

Good day to everyone,

| would like to thank you for your presence in this plain ceremony on
the occasion of the operation commencement of the Automated Electronic
Clearing House System — AECH. As | have already stated last November,
when we gathered for the project implementation commencement, | have the
pleasure to express that the Bank of Albania kept its promise of accomplishing
this important project on time.

The establishment and putting this system into function is the second
significant step taken by the Bank of Albania, co-financed by the World Bank,
in cooperation with the commercial banks, towards the growth of efficiency in
the banking system and the payment system.

After a year of operation of RTGS system, the infrastructure expansion of
payments with the automated clearing system, AECH, creates the necessary
conditions for the confrontation of our economy’s growing needs. AECH
system relies on the best international standards and practices. Accomplished
by means of contemporary technology investments, the system shall enable
the significant reduction of small value payments processing time, as such
increasing the popularity of banking payments, and offering a better service
to bank clients.

The extension of equipment, computer programs, regulative basis and
operation procedures, which are an integral part in the system, on its
whole have comprised the Bank of Albania and the commercial banks
operating in Albania. For this reason, the role and contribution of banks
during the implementation process, has been assessed to be very significant.
Transparency and inclusion during all the project has led to reflection in
a serious commitment and joint decision-taking by all Banks. Obviously,
in order to be entirely successful, this project should be followed by an
awareness campaign of the public and utilities which would lead to a wider
use of the payment instruments. In this context, it is foreseen the organization
of a meeting with the directors of commercial banks and of the Albanian
Banking Association, representatives of utilities and other interested parties,
as well as with the media’s assistance, aiming at promoting the wide use of
this system.

It is a great pleasure for me, as the head of the Bank of Albania, to observe
that this project was finalized on time accomplishing all the objectives set,
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thanks to our fruitful cooperation, and media’s assistance with all the difficulties
and complexity that such a project has presented.

| believe that this mechanism is a very crucial part of the system that we
are establishing towards the reduction of cash in the economy and also the

reduction of informal economy.

On this occasion, | would like to express my congratulations and thank you
for your support and contribution to the progress of this project.

| wish you success in your work!
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SPEECH OF THE GOVERNOR OF THE BANK OF
ALBANIA, MR. ARDIAN FULLAN|

at the workshop “Experiences of the Bulgarian National Bank in its road
towards the ESCB”, organized in cooperation with the Bulgarian National

Bank and the GTZ Office
Tirana, September 5, 2005

Dear participants,
First of all, | would like to say good morning to all of you.

Today’s meeting with our Bulgarian friends takes place in the context of
several activities that we have recently organized with a clear focus on the
future challenges related to the integration process. | am pleased that the
fall season of this year starts with this activity and first of all, | avail myself of
this opportunity to extend my gratitude to the representatives of the Bulgarian
National Bank, the GTZ and to my friend, Professor Bolle.

Since the very first days of my appointment to this position, | have publicly
declared that Bank of Albania’s institutional preparation in its road towards
the ESCB remains our main challenge. Meanwhile, in all the meetings that
| have had with the representatives of the regional central banks, as well as
with high officials from Brussels and the ECB, | have underlined the idea that
the future of the EU will be both more prosperous and unproblematic if the
countries on its periphery look not only towards Brussels, but also if they start
looking to each other. We — the central banks of the region — should represent
an example in this direction.

As pioneer institutions of progress, the central banks of the region should
cooperate with each other in order to expand the road for a further political,
social and economic integration.

| believe that the chances for a rapid and secure process of European
integration could be accelerated if we will have — among others — a healthy
and safe financial and banking system, which should be able to promote the
economic development of the country. Nevertheless, in order to materialize
the objective for the approximation of their model with that of the EU member
states, we hold the opinion that the central banks of the transition countries
have more difficult “homework” than the classical responsibilities carried out
by a central bank. Speaking in more concrete terms, this has to do mainly with
the challenges related to the development of markets, with the unification of
different norms and standards and with enhancing credibility in the country,
thus aiming at the creation of an atmosphere that inspires confidence to
foreign investors.

Even though they have passed into the consolidation stage, our banking
systems still remain fragile, and as such, they require greater commitment and
care. Regardless statistical developments, the scale of financial intermediation
is relatively low, whereas time after time the shadow of shocks on the economic
equilibrium shows up itself in different countries. Future changes will not be
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simple at all, but all of us together, by exchanging experiences and necessities
for change, will build a safer environment, which | hope will make future
challenges somewhat easier.

Granting independence to central banks represents one of the most relevant
steps in the financial system reform in the countries of our region, as an
important precondition for maintaining inflation under control and becoming
an ESCB member. However, our endeavors for the consolidation of the
institutional and real independence should be coordinated carefully by taking
into consideration the specific features of our economies in transition, and not
as a mere implementation of what may seem to be a successful model for the
ESCB countries.

In this framework, | consider today’s meeting as very important, since
the Bulgarian economy and the Bulgarian National Bank have been going
through substantial reforms in the context of EU accession. | believe that the
challenges that we have faced and those that we will face in the future are
more or less the same with those experienced by the Bulgarian authorities,
including the Bulgarian National Bank.

As a consequence, | think that the bilateral cooperation between our banks
carries a high potential, and in the name of my institution, | avail myself
of this opportunity to offer maximum guarantees with regard to the fruitful
development of these relations.

Passing into a multilateral framework, | will return once more to the idea
that focuses on the institutionalization of the inter-regional cooperation
between central banks. If we look to the meetings organized with some of
the regional banking authorities, the initiative on regional cooperation has
been welcomed, but | also believe that time has come to carry out concrete
measures towards this cooperation. Based on my personal experience, not
as governor but as a banker, | hold the opinion that it would be appropriate
to establish a club of regional central banks. The regular meetings of this
club would certainly enable the exchange of experiences and the further
strengthening of our cooperation.
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INTERVIEW OF THE GOVERNOR OF THE BANK OF
ALBANIA, MR. ARDIAN FULLANI

Given to Voice of America: “The Bank of Albania is a responsible and an
independent institution”

Washington, 24 September, 2005

Voice of America: Mr. Fullani, you have just signed the project on the
administration of currency reserves with the World Bank. What shall Albania
benefit from this project?

Ardian Fullani: This program is part of my vision for the Central Bank. To
the accomplishment of this vision, | would like to express my sincere thanks
to the World Bank, which assisted us during our eight-month cooperation to
the finalization of the agreement signed today (Friday). This is an expression
of an outstanding close bilateral cooperation with the World Bank. This
cooperation bears a significant importance for other projects as well, such as
Real Time Gross Settlements (RTGS), Automated Electronic Clearing House
(AECH) system, which is now finalized and it shall be a very sound foundation
for the “utility” payments. This payment system via banks and undoubtedly,
by increasing the number of credit cards, shall be an encouragement to the
perfection of the payment system, fight against the informal economy and at
the same time, it shall influence the reduction of cash circulation in economy.
By means of this agreement with the World Bank, in two to three years,
Albania shall not only benefit the administration of that part administered by
the World Bank, but at the finalization of this project, it shall be technically
and administratively capable of administering its currency reserve under
contemporary principles, itself.

Voice of America: Budget deficit remains challenging to the Albanian
finances. A few days ago, the Government approved a decision to reduce
the small businesses taxes by half. Did the Albanian Government consult any
of the international institutions and your institution before reaching such a
decision, and what shall be the impact over the Albanian budget deficite

Ardian Fullani: Albania is part of Monetary Fund program and we are
present here (in Washington) together with the Minister of Finance, to discuss
all issues related to fiscal policy and monetary policy of the Bank of Albania.
Evidently, this new initiative shall be taken into consideration by the new
program, compiled in cooperation with the Monetary Fund, and at the same
time, all possible calculations shall be made for next year budget. What is
important is that the Ministry of Finance and the Bank of Albania should
further enhance their cooperation to the establishment of one or more new
instruments for the administration of domestic debt. Regarding the decisions
it takes, the Government has a wide consultation and all these (expected)
effects shall be subject for discussion here with the (World Bank) in order to
have a better grounding for the next year budget.

Voice of America: Mr. Fullani, the Albanian press has recently published
sceptical articles regarding high interest rates of Treasury bills. How does
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this issue relate to your initiative to liberalise the Treasury bills market for
commercial banks?

Ardian Fullani: The message we give, and it was quite evident in the
Statement of the Bank of Albania a few days ago, is that we all have to realize
that now, we do have a private market; we now have what we had hoped for.
In the first days of my assignment as a Governor, | stated that year 2005 and
on, shall be different from year 2004, because there is a different market. At
least 60 percent of a state-owned market, such as the Savings Bank, now is
privatised. There is a bank with private features, which, above all, has its own
principles of consolidation and achievement of good financial results.

Voice of America: Has the change of the political majority and the ministers
in the economy sector affected your work, as an independent institution?

Ardian Fullani: | believe that the Bank of Albania is a consolidated,
independent, responsible, and above all, a vigilant institution. | emphasize
vigilant, for the care that we provide to the market. If there is an increase
of Treasury bill yields, it implies that the market is acting as it should in a
private manner. If there are “distortions”, manipulations, or disproportions
regarding the monopoly or competition role, these are issues to be carefully
looked at, and we are paying a special attention to them. Pursuant to the
law, the Bank of Albania is an independent, well-organized institution, with
its foremost objective of maintaining price stability. Changes have always
been considered in the cooperation context and such a concept derives from
me and the institution | represent; the concept of cooperation is crucial and
essential to the Central Bank, it is a modern concept. Being an independent
institution, it should be at the same time, a responsible and collaborative
institution, with the Government, Ministry of Finance, Ministry of Economy
and other ministries, in order to achieve the main goal, macroeconomic and
financial stability.
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SPEECH OF THE GOVERNOR OF THE BANK OF

ALBANIA, MR. ARDIAN FULLAN|

at the High Level Conference organised by EBRD
“Workers” Remittances in Transition Economies: Main Issues and Policy
Implications”
London, September 28, 2005

KEY POLICY ISSUES FOR REMITTANCES IN TRANSITION
ECONOMIES: A VIEW POINT FROM A RECIPIENT COUNTRY

Remittances these days can easily classify as one of the most important
sources of finance assisting the convergence of developing nations, to the
point of overshadowing conventional funding like bank credit. The flow of
remittances worldwide goes beyond 100 billion USD per year, with developing
countries being recipients of more than 60 percent of this considerable
amount. Remittances’ estimations in these countries often exceed trade
inflows, or foreign financing and investment. Therefore, they have become
an important device for channelling funds and resources from developed
countries toward countries in need. Moreover, remittances, like foreign direct
investments (FDI), are regarded as very stable and safe capital flow, helping
developing countries to achieve sustainable high growth rates.

In recent years, we have seen a growing awareness about emigrants’
remittances as an important financial source for development. This issue was
included in the G8 meeting agenda of 2004 and in the spring meeting of
IMF and World Bank earlier this year, emphasizing the growing significance
of migration, and with it, of migrants’ remittances, calling for intensification of
efforts to improve and identify their causes, as well as to establish an environment
that could enhance the impact of remittances on development process.

Let me briefly give you our (Albanian) experience with remittances and some
suggestions to improve their ingress and effectiveness in the economy.

During 90s, Albania experienced a massive migration movement abroad,
which soon became a crucial financial source for the new market economy.
According to some studies (Barjaba, 2004; INSTAT, 2002; Kule et al, 2002,
2002), since 1990, nearly 800,000 Albanians may have left the country
either permanently or temporarily. Some more recent estimations show that
the number of Albanians living abroad may have reached 1 million. This is
a considerable figure for a small country like Albania with just 3 million of
inhabitants. As a result, exodus phenomenon has aftracted a great deal of
attention in political and economic circles.

Remittances role in the economy has grown considerably over time.
We can appreciate their weight easier if we put them against some main
economic indicators. However, before doing that | want to say a few words
on data reliability of remittances. It is very difficult to carry out an accurate
estimation of remittances in Albania bearing in mind that a large share does
not go through formal (official) transferring channels, therefore escaping the
official registration of capital flows. The Bank of Albania traces only that part
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of remittances that goes through the official network, which includes banks
and money transfer agencies. Remittances sent unofficially such as, cash
brought by emigrants or their friends during their visits to Albania, need to be
estimated.

Transition experience so far has shown that high trade deficits were not just
financed through official capital flows, which undoubtedly have played a key
role, but also through remittances that have increased financing opportunities
within current account. During the period 1994 — 2004, out of 6.3 billion
USD current transfers that entered the country, 5.8 billion is estimated to be
contribution of Albanian emigrants.

In principle, capital and remittance inflows

depend on expectations about economic Chart 1 Funding of rode deficat
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rates offered by pyramid schemes, reaching a
historical peak level in 1996. A considerable
drop in the volume of remittances was recorded
during 1997 and 1999, a period characterized

by a political and social unrest.! With the retyrn =~ ### 3 EARI213908 8 3 03 2 818 1008 1 3038 5 0 4
of serenity remittances inflow picked up again. - m:d;":;;g:mﬁw

Source: IF, Bork af Albenia

The Bank of Albania estimations indicate that total workers’ remittances has
reached around 1,028 million (one billion) of USD or 13.5 percent of GDP.
This is twice as high as revenues from export of goods, which makes “labour
force” our main country export. Furthermore, remittances are estimated to be
three times higher than foreign direct investments (FDI) inflow and its value
exceeds by far official aid from abroad.

| want to concentrate a bit more on the mechanism of transfers and on the
ways remittances are used.

In the case of Albania, as in many other developing countries, remittances
enter the country by either formal or informal means. The most recent surveys
show that only 22.6 percent of emigrants prefer to use official means, whereas
77 .4 percent turn to unofficial channels — in most cases by themselves.

The official network includes the commercial banks and money transfer
companies, the activity of which is regulated and supervised by BoA. Money
transfer companies (Western Union and Money Gram) have played a significant
role in transferring remittances from the beginning of their activity in the 90s.
Their wide geographical extension throughout the country covering also

Bank of Albania 93



volume 8
number 3
September 2005 | Economic Bulletin

many rural areas has complemented adequately

Chort 2 Worker's remitionces the rather slow expansion of the banking sector in
(irflow in millions of LISD) facilitating money transfers.

Pond [
I —— Lately, the official network has gained
200y I —— considerable grounds over the informal ways in
I — terms of total transfers carried out. The volume of
Mn: remittances channelled via official means in 2004
s, I—— is estimated to have been around 46 percent
[ of the total, as opposed to just 12 percent - the
'm= average for the period 1994-1996. It seems the
554 —— official network has earned Albanian emigrants’

0 0 @m0 3w o o sw w0 mo wwo o frustfortransferring their money. The development
of the financial system in Albania it's a key factor
in explaining the movement of transfers toward
official means. Thus, only during 2004, there have
been 30 new branches and banking agencies
opened throughout the country. Nevertheless, the
unofficial flows remain still high, accounting for more than half of the total
volume.

W Taial
Channalad frough the banking
Saauraec Bank of Alsanip

Banks and licensed agencies, despite being safer, are more expensive than
the alternative unofficial means to the point of inducing many emigrants to
stick to the latter means. In a comparative study of Manuel Orozco, 2003
looking at transfer costs across different countries, show that banks appear to
charge less than money transfer companies. These latter tend to be costlier
because of higher transfer charges and disadvantageous exchange rates they
face. Moreover, some research shows that transaction costs of transferring
remittances via money transfer companies in the South-Eastern Europe are
higher than the region risk. Banks becoming aware of this comparative
advantage, have intfroduced lower transfer charges while offering at the same
time new financial products and services to encourage and aftract savings
of this segment of clients. However, | retain
that although banks have the opportunity to be
Chart 3 Wastern Union commission cheaper than money transfer companies, remain
rotes in Albania quite bureaucratic and less flexible compared to
chorge money transfer agencies, not to mention their
268 inadequate geographical coverage of rural
areas where more than 60 percent of population
lives. Therefore, despite recent promising
developments, banks have not gained much
market share of remittances in Albania.
50

T
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N oo o o oo The results obtained by a survey? on

I I I I I I I I l l I I I remittances carried out recently also show that,

the banking system still remains less preferable
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Principol amawunt USCY family members or relatives - only 15.2 percent

of emigrants show interest in using banking
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system. Some of the reasons influencing migrants’ decision for (not) choosing
banks to transfer their money were:

* Geographical proximity of Albania and Greece (Albanians residing in
Greece and ltaly travel to Albania frequently, on average 2 to 3 times
a year, transferring money themselves).

* Insufficiency of emigrants’ families to the banking system. Empirical
measures have shown that while a considerable number of emigrants
have become familiar with banking in the resident country (74.4 percent
of them hold their savings in the banks of their country of residence),
the corresponding families in Albania appear to be less familiar with
the banking system in Albania. Only 45.3% of Albanian families hold
a bank account.

At this point, some policy implications are evident: improving population
awareness of banking services, encouraging expansion of banking throughout
the country and facilitating possibilities of money transfers. BoA, is in process
of designing a public communication strategy that aims at brining the public
closer to banking products and services, including transfers. The flow of
remittances may also raise if the fiscal burden of financial transfers is reduced.
Enhancing competition by increasing the number of participants in the market
would also push transfer commissions down. Here, the government has to
incite the establishment of other companies as well as apply the reduced
taxes. Another way of amplifying competition in the sector is by pressing on
price tfransparency.

Remittances, as mentioned earlier, are also affected by economic and
financial situation in beneficiary country. International experience brings
many examples to illustrate this point. After a constant growth of remittances
in Philippines, as a result of improvements in the investments environment
in the early 90s, they became very shaky as the financial crisis affected the
Asian countries at the end of the 90s. Likewise, Turkey after experiencing a
stable growth of remittances during the 90s, saw a drastic fall as the financial
crisis broke out in 1999-2000. However, an interesting observation in these
cases is that, the fall of remittances and their volatility were lower than those
of private capital flows. Remittances seem to react less to economic ups and
downs compared to other capital flows displaying considerable stability over
time (Ratha, 2003). In this context, countries with high remittance percentage
relative to other capital flows could be more immune to capital drain during
crises.

Remittances are not simply expression of emigrants’ fondness to assist
their families in adverse situations. They also represent an important financial
source that augments capital inflows and investments in economy. Remittances
may have a positive impact not only on the volume but also on the quality
of investments. Migrants and/or their relatives being more familiar with the
local economic and social environment could make a better use of the capital
brought into the country than foreign investors. Nowadays this is not just a
theoretical inference. A growing number of emigrants that fled during 90s,
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are returning and trying to set up their own small or medium size businesses,
bringing in not just funds but also a lot of know-how.

However, there is always another side of the coin. Remittances inflow might
have negative effects as well. If the recipient country remains dependant on
money transfers, it will encourage further migration of labour by reducing the
effectiveness of investments of domestic and foreign investors because of the
unstable labourforce. What's more important, if remittances go mainly for
financing imports, their impact in the development of the domestic economy
drops significantly. | fear Albania is one of these cases.

Remittances are being mainly used to secure dailyfamily needs andto improve
lifestyle, as well as to construct or reconstruct houses, and to finance traditional
family ceremonies. Only a small portion goes into banks as savings deposits.
In fewer cases, remittances have been invested in real estates, manufacturing
or services and agricultural sectors. This distribution of remittances alleviates
poverty but does not lead to new job creation via investments, which would
prevent new emigration by generating local opportunities. Being utilised little as
resources for the economic and social development of the country, remittances
may have led to individual, family or local dependency.

During the first stage of transition in Albania policies for optimising the
administration and utilisation of workers’ remittances for developing purposes
have been completely lacking. A few sporadic measures have aimed at
driving workers’ remittances into official channels and improving savings and
investments incentives of emigrants in the country but have been by and large
inadequate.

More recently, the Albanian government has taken a more attentive
approach toward remittances and their potential contributions in financing the
growth and development of the country. With the assistance of the European
Union by means of CARDS program, and the support of the International
Organization of Migration (IOM), this year the Albanian government has
compiled two important documents regarding migration and remittances
issues, called: National Strategy of Migration and Action Plan. The main
objectives are: (i) the review of remittances flows and (i) the identification of
political constraints and institutional and regulatory framework that influence
these inflows, in order to:

*  increase the volume of remittances;
*  help shifting them into formal channels; and
*  enhance their use in support of country’s economic growth.

Bank of Albania role in achieving these objectives consists primarily in
maintaining the macroeconomic and financial stability, which constitute
important preconditions for the success of any policy related to workers’
remittances. Emigrants will be more willing to send and invest remittances if
inflation is kept under control and exchange rate and financial conditions are
reasonably stable.
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Furthermore, the Bank of Albania in cooperation with other governmental
and non-governmental institutions has been considering some more concrete
measures in order to enhance the role of remittances in the economy. | would
like to mention a few of them:

First: improvement of statistics on remittances. Reliable data regarding
remittances is a key ingredient in designing and assessing policies about
enhancing their developing role. The Bank of Albania has continuously
stressed the importance of accurate estimation of capital inflows in the form of
migrants’ remittances. Assisted by IMF missions, it has been working to bring
the methodology closer to the international standards in defining remittances.
Also, there is a close cooperation with our main partner countries Greece and
ltaly, as the main destinations of the Albanian emigrants, to harmonise our
methodologies in order to improve the accuracy of remittances’ estimation.

Second: Bringing workers’ remittances into formal channels. The high
portion of remittances that goes through unofficial channels asks for actions to
make official channels more appealing in terms of efficiency, safety, cost and
anonymity. Although, | mentioned earlier that emigrants seems to have more
access to banking that their families back home, their relation with the banks is
still difficult due to language problems (most often the forms are in the native
language of the resident country) and in many cases excessive document
requirements to open a bank account. Regulatory authorities in respective
countries could be of help in this respect. Also, Albanian banks may receive
Albanian workers’ remittances via “banking correspondent institutions” in the
resident country and microcredit and microfinance Albanian organizations
which could serve as local agencies to handle this process.

Third: Directing workers’ remittances toward country’s development needs.
Usually, emigrants are out of the main focus of banking services, since this
category of clients is considered to have unstable jobs. Nonetheless, there
exists opportunities to offer financial services to emigrants too. Among others
| could mention here: linking of workers’ remittances with investments for
example by channelling remittances flows toward microcredit loans or projects;
also, supporting of emigrants’ contribution and emigrants societies in the
development of the country. Remittances could also help approaching rural
areas population to the banks. If the recipient families also decide to keep
remittances in their bank accounts this could assist economic development as
more funds are available to be lent to private sector. Microcredit programs
and qualitative improvements of banking infrastructure, in concert with
introduction of new financial instruments that would attract more remittances,
are also important.

Finally, I would like to express my sincere appreciation to those involved in
this conference which provides us a valuable support in our efforts to improve
effectiveness of remittances utilization in our economies. | am confident that
the distinguished speakers from various institutions, who are present in this
conference, would share further helpful ideas and suggestions (we already
heard some very interesting ones in the previous discussions), thus ensuring
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the formulation of sound measures to be incorporated in our policies on
remittances. And | strongly hope this exchange of experiences and expertise
will continue in the future and contribute to producing adequate human,
infrastructure, and institutional capacities to transform remittances from
potential into real driving forces for the development of our countries.

Again, my highest consideration for this activity and,

Thank you for your attention!

Notes

"Year 1997 represents a year of chaos for the Albanian economy and society, as a result
of the collapse of pyramid schemes and 1999 the year of Kosovar crisis.

2 A survey carried out with the assistance of the International Organization of Migration
(IOM) in Albania and CARDS project. The questionnaire period comprises April-June
2005.

Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

A FEW WORDS ON DEPOSIT INSURANCE*, **

What is deposit insurance? In simple words, it is the protection of depositors
when the bank is not able to pay.

In such cases the depositinsurance system, if it exists, and has been previously
institutionalized, compensates the depositors. The amount of compensation
or insurance differs from country to country. In many countries, in fact, in most
developed countries, deposit insurance is a crucial and essential actor of the
financial insurance net (safety net player) — which supports the stability of the
financial system.

The primary connections of this insurance net are the legal regulative system,
the strict system of supervision and internal decision-taking authorities, as

well as the banks examination mechanism, mainly exercised by the Central
Banks.

Under the position of the lender-of-last-resort, the Ministry of Finance might
also grant its assistance.

If the above mentioned connections of the financial insurance net are not
able to prevent a bank from being incapable of paying (insolvent), - something
which in fact is rare to occur in a sound banking system, - the deposit insurance
system becomes an actor as the last source for depositors. In general, deposit
insurance systems focus their attention on the utmost protection of depositors.
This is since these depositors are not able to assess the bank where they have
invested or want to invest their savings, due to their limited knowledge of the
financial activity and the financial banking operations.

The primary goal of the insurance scheme is the protection of small depositors.
Banks are obliged to be members of the deposit insurance scheme and pay
the insurance premium according to the law applicable to that country. Thus,
if a bank is unable to pay (insolvent), we would have enough funds worth of
compensating the depositors; as a result the insurance scheme is funded by
the bank itself and the beneficiary is the depositor (its client). For the most part
of the depositors, the coverage amount enacted by the law covers almost all
the deposited funds, always according to the coverage amount actual limit.
Therefore, if a bank is not able to pay, the deposit insurance is able to prevent
the panic unrest or at least the effect of upheaval; thus, contributing to the
maintenance of the financial system stability.

In our country, the coverage amount is up to ALL 700.000 or its equivalent
in a foreign currency. Basic characteristic is that this limit is calculated on the
aggregated amount of the total deposits per depositor. The legal administrator
of deposit insurance in Albania is the Deposit Insurance Agency DIA.
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SOME WORLD HISTORY

Since the 19th century, the economic developments or instabilities have
often led to crisis, upheavals or collapse in the banking system or in some
big banks. Failures and in particular the small depositors losses apparently
ask the need to prevent such losses or facilitate the collapses’ consequences
when they occur.

As a result, the need of regulating and supervising the deposits and loan
financial institutions is becoming more and more severe.

In the second half of the 20th century, it was understood that the banks and
the world banking system are closely connected and interdependent, and as
such their examination could not be limited to the national state borders. For
this reason it was established the known-as Basel Agreement which represents
the first agreement on rules and principles of international banking.

The second effort was the establishment of financial legal institutions in
order to initially facilitate the losses in some of the countries and later on, in
the end of the 20th century, in most countries.

In the light of facts, regardless of the legal initiatives from particular countries
to compile the necessary regulations for the savings deposit insurance, it is a
surprise that the infroduction of deposit insurance schemes held in banks was
established only after a relatively long time and it was the banking crisis in the
USA, which reached catastrophic dimensions leading to failure of more than
10.000 banks, the one that minimized the trust in the banking system, caused
panic by forcing crowds of people leave their banks.

Right at this time, the USA took the initiative to protect the depositors in
a legal institutional level by making deposit insurance mandatory by means
of establishing one institution to enable the deposit insurance called FDIC
(Federal Deposit Insurance Corporation).

Later on, deposit insurance schemes and their institutions were established
in different European countries, such as in Germany 1974, Spain 1977,
France and the Netherlands 1980, Great Britain 1982, Belgium 1985.
Nevertheless, these systems were very different from each other. In some of
them, there was a state scheme, and in others private ones; membership was
mandatory or voluntary.

What is observed is that there are significant changes in different schemes
regarding products, calculations and premium payment in the insurance
scheme.

In the mid 90s, after a long preparation of work, Western Europe undertook
other steps regarding the deposit insurance. Directives no 94/95 EEC entered
in force on 1 July 1995. The new Directive enabled the collection of deposits
to be stipulated by their insurance.
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This Directive determined that there should be at least one deposit insurer
in every country.

In the end of 1995 the last countries of Eastern Europe, Hungary, Czech
Republic and Poland established their institutions of deposit insurance.
This period corresponds with the time when under the recommendation of
international financial institutions such as World Bank and International
Monetary Fund, Albania started the preliminary work for the establishment of
the deposit insurance institution, which was finalized on 29 March 2002 when
the Albanian Assembly approved law 8873 On Deposit Insurance.

WHAT IS DEPOSIT INSURANCE AGENCY AND THE SETTINGS WHERE IT
WAS ESTABLISHED?

Deposit Insurance Agency in Albania, as an institution having an entirely
public character, was established in October 2002 as enforced by law
8873 date 29.03.2002 On Deposit Insurance approved by the Albanian
Assembly and enacted by the President of Albania, in an economical and
banking environment bearing minimal risk for the insurance fund. However,
the possible changes in the banking sector combined with a few weaknesses
in the regulative system created in medium terms a less safe surroundings.

Being a member of prestigious international organisms, such as IADI
International Association of Deposit Insurers centered in Basel and
headquartered in BIS (Bank of International Settlements) as well as EFDI
European Forum of Deposit Insurers, the agency is intensifying its efforts in
developing and enhancing the activities of deposit insurance to contemporary
international levels.

The relatively conservatory nature of funds administration, prime capital
investment from the state budget and banks for the deposit insurance fund
raise, as well as the insurance premium cashing from Banks, are all factors
which affect the risk minimization and the financial system stability in the
country.

Support to the financial system stability and the administration of hard times
is a responsibility of different institutions which are actors in the financial
system insurance net, and DIA plays a very crucial role in this net. Its mission
is to protect the depositor from failure of the bank where his money has been
deposited in, compensate the deposits in the established level and according
to the provisions of the law, and help the country’s financial system stability.

lts vision is fo enhance the public trust in the banking system, in particular,
and the national financial system on the whole.

lts goal is to focus the attention on the utmost protection of depositors
through offering the deposit insurance scheme to people, thus performing
their savings insurance.
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OBJECTIVES

* Improvement and perfection of deposit insurance deposit scheme of
the banking system.

* Improvement and perfection of the existing legal basis.

* Improvement and perfection of deposit compensation procedures.

* he establishment of a computerized program for the insured deposit
compensation, and in its function the feasibility study for the project and
the software purchase which would facilitate the payment procedures
in the compensation phase.

* Thissoftware requires the development of a system capable of managing
the individual phases of the compensation process separately and easy
to be used and modified.

MEMBERSHIP

Chart 1 Financial means of the ogency

Members of the Deposit Insurance Agency
Mavaunl it Ruairedi of ALL

are all banks, which are actually licensed by the

i Bank of Albania and perform banking activities
.500.000 ¥ in the Republic of Albania. They are the Savings
J— — Bank, National Commercial Bank, ltalian-
- Albanian Bank, Dardania Bank, American Bank
el - of Albania, ProCredit Bank, Tirana Bank, Branch
1000000 - f..#""- of the National Bank of Greece, Branch of Alpha
— i Bank, Commercial Bank of Greece, International
Commercial Bank, United Bank of Albania, First
2 ° = ° o Investment Bank, Credit Bank of Albania.

G £ E .E £ .E £ |

In case a new bank or branch of a foreign

bank applies for license at the Bank of Albania to
operate in the territory of Albania, at the same fime it
applies for the deposit insurance. With the beginning
of its activity, the deposits deposited in it, shall be
insured according to the respective law.

Finorciol meons of the ogemoy

Chart 2 Changes in DIA's copifol
and earming in ALL

In its investments portfolio administration,
Deposit Insurance Agency, as a public institution,
is guided by the principles of responsibility and
transparence.

Financial means of DIA are:

first, the state budget contribution  with
400.000.000 ALL;

second, primary contribution of newly licensed
banks;

third, insured banks premiums; and

fourth, earnings from their investment.
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The Agency is responsible for the efficient administration of funds and in
accordance with the accepted standards of risk management. This is achieved
by investing the financial means of Deposit Insurance Agency in securities of
the Albanian Government, as well as of the governments and institutions of
other countries, the currency of which is deposited in insured banks. Financial
means of Deposit Insurance Agency in December 2004 compared to
December 2003 had an increase of 58 percent. In June 2005 DIA’s financial
means reached 2.480.000.000 ALL and its earnings in the same period were
439,918,794.65 ALL, marking an increase of 47% compared to the same
period in the previous year.

The objectives of DIA’s administration policy regarding its financial means
are to establish a portfolio with the following terms:

1. zero risk.
2. maturity ferm, from the moment of purchase, not more than a year.

3. high liquidity.

PROGRESS OF INSURED DEPOSITS

Total deposits of the banking system in the end of June 2005 were ALL
414 billion, which compared to end of June 2004 marked an increase of 20
percent. In this total of deposits 81 per cent constitute the individual deposits,
with the respective amount of ALL 336 billion, whereas the insured deposits
reach the amount of 178 billion lek&, which expressed in percentage represent
around 53 per cent of individual deposits. Deposits in lek represent the most
part of individual deposits and the currency deposits only 29 percent. For
the one-year period June 2004 — June 2005 it is noted an increase of 7 per
cent in currency deposits, and a decrease of 3 per cent in Lek deposits, a
phenomenon which might be explained by the decrease of interest rates in
Lek deposits.

Individual deposits, during this one-year

period marked an increase of 16 percent, and Chart 3 Partfolio by currency
the insured ones 14 percent. Deposits over ALL
700.000, dominate by holding around 75 per ?.13%

cent of the total in individual deposits.

Whereas the depositors who have deposits up
to ALL 700.000, dominate by holding 82 per
cent of the total number of depositors, marking
an increase of 9 per cent compared to June
2004. An influence on the growing trend of the
small depositors’” number might be the existence
of deposit insurance scheme. In the banking
market, Raiffeisen Bank continues to have a - ’;‘H&
dominant role, by holding 64 per cent of the = USD
insured deposits in the system.
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Denomination December 2004 June 2005
Total deposits in the system (1) 375,843,000 414,000,000
Total individual deposits in the system (2) 309,871,406 336,436,214
Total insured deposits in the system (3) 167,250,478 177,508,204
Ratio (3)/(2) in percentage 54 53

STRUCTURE OF INSURED DEPOSITS

Chart 4 Allocation of insured depasits in per cent In the insured deposits structure of the banking
system, as well as in the total deposits structure,
Raiffeisen Bank continues to represent the biggest

Oiher Bonks  holding.

This bank holds 64 per cent of total deposits.

-\NH—\-"\-._
. : THE STRUCTURE AND NUMBER OF
e DEPOSITS BY COMPENSATION LEVELS AS
e et DEFINED BY THE LAW
Oy Banks
Raitivisan Bank The law “On deposit insurance” determines

the deposits compensation levels, with a maximal
level of ALL 700,000, and insuring:

100 per cent of deposit up to ALL 350,000 and 85 per cent of the part over
ALL 350,000.

Noting the deposits structure by compensation levels as defined by the law,
it is observed the domination of deposits over ALL 700,000 (seven hundred
thousand), the amount of which marks around 74 per cent of the total amount
in individual deposits.

Since the Deposit Insurance Agency is in
its third year of activity, and the depositors’

Chart 5 Structure of insured daposits in per cent acquaintance with the insurance scheme is not

{ewcept Raiffsisen Bank) in a high level, it is noticed the lack of portfolio

allocation of their deposits. The opposite of this

Bk
ot ™ .E-:-LEH phenomenon is present in the countries having a
w 14 ] . . .
u ™ 1% aks  long practice in the insurance schemes.

The analysis of the number of individual
deposits, according to compensation structure,
shows that the small depositors, whose deposits
reach up to ALL 700,000 (seven hundred
thousand) mark the biggest holding with 77 per
cent of the total number of depositors. This is
in line with the objective of the law, which is to
protect at first the small depositors, who are more
exposed to lack of economic information risk.
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CHARACTERISTICS OF THE PREMIUM RATE

According to Article 24 of the Law “On Deposit Chart & Structure of indviduals
Insurance”, for every insured bank, the annual deposits by percenioge
insurance premium rate is 0.5 per cent of the
arithmetic average amount of insured deposits,
registered at the end of every business day for the
last quarter of the year. The Deposit Insurance
Agency has the right of lowering the premium
rate to 0.1 per cent, only if its financial resources
amount to not less than 5 per cent of these
deposits’ average (at present this ratio is 1.4 per
cent). Along with its insurance policies, Deposit
Insurance Agency might increase the premium bl b 350
rate up to 0.7 per cent, when it is deemed that _%&ﬂ?&
the risk sustained by the banks is considered too
high. In both cases this is achieved by proposing
statutory acts, which are approved by the

Supervisory Authority.

It is applied the 0.5 per cent non-based risk Chart 7 The coverage rafio
premium, the same for all insured banks. \

g Py

COVERAGE RATIO AT THE END OF 2004, - ] -

AND SOLVENCY FOR SPECIFIC BANKS. g o8 L
ae
The coverage rate is a significant indicator to ;}: E:; I-“'r

the deposit insurance scheme. This indicator is .

similar to the provision funds established to face e f%ﬁ:j'!?iﬁ##}:fiﬁﬁgﬁ

the risk and it is calculated as the ratio between

the agency’s financial means and the total

. Tha cerarage ralic
deposits.

This indicator is advantageous because it is
easy to be calculated and it is meaningful in the fund exposure scale to risk,
though it does not provide information on the risk that the agency faces from
the concentration on the banking sector or crediting capacities of the member

banks.

During 2005 Deposit Insurance Agency increased its revenues from
contributions of new banks, deposit insurance annual premiums, as well as
from its investment policies (in accordance with the provisions of the Law
“On Deposit Insurance”), an increase which has implied the growth in
coverage ratio. This ratio expresses the ratio between the Deposit Insurance
Agency financial means and the total insured deposits. The coverage ratio in
December 2004 was 1.2 per cent in comparison to 0.9 per cent at the end of
2003. This coverage ratio in June 2005 reached 1.4 per cent compared to
1.1 per cent of the same period in the previous year.
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The financial situation of the Deposit Insurance

Chart 8 Coverage raotic of the end of 2004, Agency at present allows coverage of every bank
and ml""";"":'l" for specific banks in the system in case of failure, as presented in
12040 b per cer] the following graphic:

T Deposit Insurance Agency in its third year of
s activity is able to entirely compensate the insured
depositors of the above mentioned 8 banks from
s eie1 16 present in the system.
Ll 8]
— COMPENSATION, DIA'S PRIORITY OF
! I I OBJECTIVES

B OMORTE AAR AR POR WASIAE RS CH DR CBN CH PR OER B . . .
One of the obligations of Deposit Insurance

Agency is the compensation of insured deposits

according to the level and procedures as defined
by the law, not later than three months from the day of intervention of the
Supervisory Authority in the insured bank.

In function to this process Supervisory Authority, Bank of Albania approved
two proposed instructions by the Deposit Insurance Agency; instruction “On
the admission procedures of banks in the deposit insurance scheme” and
the instruction “On DIA’s relations with the insured banks”. Together with
their respective annexes, these instructions were distributed to all insured
banks. The instruction annexes “On DIA’s relations with the insured banks”
contain information on the deposit and depositor, and such information shall
facilitate the compensation in a short time, with no difficulties, in case of any
possible failure of one or more than one bank. In order to accomplish the
compensation process there is the need of creating a computerized program
in accordance with the provisions of the law “On deposit insurance”, defining
in this way the priority of our institution’s objectives.

In this way, the computerized program of the compensation process shall
easily perform the accomplishment of all clauses in article 6, “Compensation
of the insured deposit”, starting from:

- the aggregation of all client’s deposits in one,

- determination of credit surplus and the calculated interest from the day
of intervention,

- the exchange in lek of all deposits insured in a foreign currency,
according to the official exchange rate as determined by the Supervisory
Authority in the day of intervention,

- detailed data storing for every depositor, in order to avoid incorrect and
deceitful data.

According to article 7, compensation of insured deposits is performed by
the Agency within a short period of time, but at any case not later than three
months from the day of intervention. The Agency compensates the insured
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deposit by acknowledging the ownership over it, as well as according to the
compensation levels.

The computerized program that we aim to implement shall check all the
data received from banks, in order to satisfy the requests for the deposit and
depositor.

It shall enable the intervention in case of subsequent amendments in some
articles of the law, such as the article on the calculation procedures of the
insurance premium, or the change in the increase of the insurance premium.

Protection of depositors’ interests as the final goal of the activity of our
institution, developments of the banking and financial system in Albania,
observance of western countries best practices aiming at our country’s
integration in the European community, makes the application of modern
procedures and techniques indispensable and easily executable.

GENERAL INFORMATION
What does the Deposit Insurance Agency insure?

Deposit Insurance Agency in our country, provides the savings insurance of
individuals and small depositors.

The agency insures savings deposits in lek and other currency, deposits
which are not used for commercial purposes.

Thus, the savings deposited from individuals in an insured bank in the form of:

time deposits in Lek,

time deposits in foreign currency,
demand deposits in Lek,

demand deposits in foreign currency,
deposit certificates in Lek,

deposit certificates in foreign currency

are insured according to the law.

The above mentioned types of deposits are insured for both resident and
non-resident depositor. Resident is considered anyone who has resided in
Albania for at least one year.

What does not DIA insure?

Uninsured deposits are mainly commercial deposits, the main function
of which is the execution of settlements, transfer etc. More concretely they
comprise the deposits of private companies and businesses, the accounts
of which are used for production, trade, servicing activities, deposits of
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governmental and non-governmental organizations, the part of deposits over
ALL 700,000, deposits used for criminal purposes, deposits belonging to the
insured bank’s shareholders, bank’s administrators, auditors and accounting
experts of the insured bank, deposits of every depositor with preferential
interests, deposits of people having obligations to the insured bank, deposits
held with the branch of the insured bank out of the ferritory of the Republic
of Albania, deposits deposited on the day of bank’s liquidation, and other
similar deposits.

Who bears the cost of deposit insurance?

The client or the depositor is not charged for the deposit insurance. The
compensation expenses of the Agency are mainly covered by the banks, but it
might also be granted a loan, or be financed by the state budget.

What is the coverage amount?

According to the law, the agency pays the deposit’s principle and the
current (aggregated) interests from this deposit per depositor, to the day of
intervention, up to ALL 700.000.

Can the coverage amount be increased?

According to the principle that insurance is applied per depositor per bank,
this amount can be increased. There are two possibilities for such an increase:
the deposit in more than one Bank and the increase in the number of deposit
holders (depositors).

If a person deposits the money in more than one bank, the coverage amount
might be increased to the maximum limit per bank.

If a depositor/family member puts the money in different deposits held by
each family member, the total insured deposits per family shall be increased.

Note

* The views expressed in this paper are those of the authors and do not necessarily
reflect those of the Bank of Albania.

** Silva Seiko, Head of DIA.
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A COMPARATIVE APPROACH BETWEEN THE
STATISTICS STANDARDS OF THE BANK OF ALBANIA
AND THE SDDS PROJECT STANDARDS OF THE
INTERNATIONAL MONETARY FUND*,**

ABSTRACT

The purpose of this material is to compare the existing practice of the
statistics dissemination at the Bank of Albania and the SDDS standards, as
well as to identify the standards deviations. The evaluations expressed in this
material are the views of the statistics’ specialists of the Bank of Albania and
the respective SDDS specialist at the International Monetary Fund and they do
not necessarily express a final evaluation.

The first section of the material takes a glance on the work of the Fund
regarding data dissemination and it describes the requirements of the SDDS
standard. The second section describes the existing data dissemination
practices at the Bank of Albania, compares them to the standard and identifies
the possible deviations. Finally, section 3 lists a number of responsibilities that
the units generating statistics at the Bank of Albania need to assume in the
context of Albania’s membership in the SDDS.

ACRONYMS:

SDDS — Special Data Dissemination Standards.

GDDS — General Data Dissemination System.

DQAF — Data Quality Assessment Framework.

DSBB — Dissemination Standards Bulletin Board.

NSDP — National Summary Data Page.

ROSC — Report on Observance of Standards and Codes.
BoP — Balance of Payments.

lIP — International Investment Position.

1. DEFINITION OF THE SDDS

I.T A GENERAL FRAMEWORK ON THE DEVELOPMENT OF STATISTICAL
DATA DISSEMINATION

Special data dissemination' standards (SDDS), based on countries’ best
practices, were set by the International Monetary Fund in 1996, for those
countries participating in the international financial markets and those
applying to participate in them. Given that the existence of similar standards
while compiling the statistical data enhances transparency and facilitates the
macro-economical policies monitoring, the implementation of the SDDS is
deemed to improve the functioning of financial markets. By means of the SDDS,
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investors are provided with control instruments on each link of statistical data
dissemination and the IMF enables their quality monitoring. As a consequence,
investors’ reliability and their interest for the country implementing the SDDS
increase. Various empirical studies show that participation in the SDDS,
decreases one country’s lending cost and it has a positive effect over the
evaluation of the country by the listing crediting agencies. Observing the
accomplishment of certain aspects of the SDDS by member countries, Allum
and Agca (2001) came to the conclusion that the improvement of statistical
data compilation has a positive effect over the authorities” decision-taking
process and the public debate over them.

A country subscription to the SDDS is made on voluntary basis, but it
requires its commitment in order to meet the standards and provide the IMF
will all necessary information regarding data dissemination. Member countries
to the SDDS publish this information in the IMF web page, in its electronic
bulletin (DSBB) and they have provided a web site connection to the data,
called “National Summary Data Page” (NSDP). Today, there are 61 member
countries part of SDDS, out of which 17 are countries in transition? and those
which have overcome this phase.

Apart from the SDDS, International Monetary Fund has established another
set of standards, the General Data Dissemination System (GDDS), aiming at
developing the statistical systems as a basis to data dissemination. In the fifth
review of the Fund’s data standards initiatives, the purpose of the GDDS is
defined as follows:

(1) Encourage member countries to improve data quality;

(2) Provide a framework for evaluating needs for data improvement, setting
priorities in this respect, and mobilizing technical assistance; and

(3) Guide member countries in the dissemination to the public of
comprehensive, timely, accessible, and reliable economic, financial
and socio-demographic statistics®.

The GDDS is focused on improving statistical systems, whereas the SDDS is
focused on the dissemination of data used by financial markets. In comparison
with the SDDS, the GDDS could be implemented for all countries without
exceptions, and it is considered as an intermediate link to the membership in
the SDDS, since its aim is to increase transparency for the existing practices of
the member country and strategy compilation for their development in order to
accomplish the SDDS standards. Until currently, four* countries participating
in the GDDS are members of the SDDS. In order to monitor the practices of
these countries, reports on the observance of standards and codes (ROSC)
are used, which are undertaken for the member countries to the SDDS and the
GDDS. The ROSC assesses not only the data dissemination practices against
the SDDS/GDDS, but also the full range of statistical practices governing the
production of specific macroeconomic datasets.

Regarding the assessment of countries’ practices for statistical data
dissemination was established the DQAF system (Data Quality Assessment
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Framework), which covers every aspect of the data production cycle. Despite
its main function as a basis to the ROSC, the DQAF could be easily used by
national agencies themselves, which disseminate statistical data to assess their
performance against their standards and to identify the existing shortfalls®.

I.T WHAT DOES THE SDDS CONTAIN?

The SDDS contains four data dissemination dimensions and to which of
them the elements described in Chart 1 could be monitored.

Dimenslons:  Elements of dimanrslons: Table T The SDDS
1.1. Cowerage dimensions and their

1. Data 1.2, Timeliness™ monitorable elements
1.3. Pariodicty

2 Aoosss by 2.1, Advonos publication of a calendar fer daha dissemination.

tha public 2.2, Simultoreous releose of doto to all inferested parties,
3.1. Disseminotion of the lerms and condsfions under which official

sinfistics ore prodiscad, induding those reloting fo the confidentiality
of individuwally identifiable informaficn.
3. Infegrityof 3.2, |deatificakion of iremal govemment oooess 1o dota befors release.
the data 33,  |denfification of minisherial commaeniory on the occosion of siofistical
releases,
34, The provision of mformation about revision and odvorca notice of
majar changes in mathadology.
4.1. The disssminafion of documaniafion on mathodology and sounces
4, Guaaliry of used in preparing siafistics.
the dab 4.2, The dissamination of companant dekail, reconciliotions wilth ralsled
doifn, and siotistical fromewods that suppaort cross-checks ond provide

oszurancs of reasonoblanes,

The SDDS comprises the most important data in assessing the
macroeconomic policies. The categories of these data include four sectors of
the economy: fiscal sector, real sector, financial sector and the external sector.
A comprehensive statistical framework is used for each sector, respectively:

* national accounts for the real sector, where as a reference point is used
“The System of National Accounts”, IMF, 1993,

* government’s accounts for the fiscal sector, where as a reference point
is used “Government Finance Statistics Manual”, IMF 2002,

* analytical data on banking and financial system, where as a reference
point is used “Monetary and Financial Statistics Manual”, IMF 2000,

* balance of payments data for the external sector, where as a reference
point is used the fifth edition of “Balance of Payments Manual”, IMF

1993.

In each of these sectors are identified two categories of data; category of
base data and category of encouraged data, which the member country is not
obliged to apply in order to accomplish the SDDS standards. To monitor the
observance of the SDDS standards, the categories of base data are analyzed
under the dimensions described in table 1. Another characteristic of the SDDS
worth to be mentioned is the impossibility of one country to observe for some
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time one of the standards, such as, for instance, the standard relating to
timeliness or periodicity for certain categories of data (possibility of tolerance).
Through this possibility, a member country is given time to adopt its own
practices being within the SDDS framework.

II. STATISTICS STANDARDS OF THE BANK OF ALBANIA
VERSUS THE SDDS

Starting from 1999, Albania is a member of the GDDS, being a pilot
country in the project. During all this time, the statistical processes at the
Bank of Albania, Ministry of Finance and INSTAT have undergone important
developments as to transparency and quality, human resources qualification
and assistance to users. Regarding data dissemination, the ROSC mission
visited Albania in May 2000 and left a number of tasks, including the
compilation of a national accounts system, improvement of the legal
framework and coverage of economic activities, in particular statistics-related
of the real and external sector, as well as the efficient use of sources of
information. During this period, many important steps have been taken to the
improvement of the statistics at the Bank of Albania, owing to the continuous
support and cooperation with the IMF experts. Another step to be taken is
the assessment of data dissemination practices for the financial and external
sector, based on the elements presented in table 1, and the areas which need
further improvement.

II.T FINANCIAL SECTOR STATISTICS

Base categories of the data in this sector are the banking system analytical
data, the central bank analytical data and interest rates. In Annex 1 are
summarized the SDDS dimensions in relation to these categories, their
monitorable elements according to the requirements of the SDDS standard
(on the left of the table) and the actual practice at the Bank of Albania.

i)  Data

Monetary and financial statistics in Albania cover other deposit corporations
(savings and credit associations and commercial banks) and the Bank of
Albania. The data relating to the banking system are released monthly, as a
rule, 40 days from the last reference date for the first 11 months of the year
and within two months from the reference date for December. The data on
savings and credit associations are updated quarterly.

The data on the central banks are released monthly, and as a rule, within
10 days from the reference date.

The interest rates published by the Bank of Albania include the interest
rates for the indirect instruments of the Bank of Albania monetary policy,
interest rates of government’s securities in the prime market and the interest
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rates for loans and new deposits of the banking system in lek, usd and euro
per every maturity and in total. The interest rates of indirect instruments and
government’s securities in the prime market, are released on the day when
they are changed or on the day of their emission, while the interest rates for
loans and the banking system deposits are published monthly, 40 days from
the end of reference month.

First, regarding the coverage and periodicity, it could be said that for all
categories our practice is in conformity with the SDDS standards. Moreover,
the quarterly update of savings and credit associations’ data to the analytical
data of the banking system, does not imply a deviation from the SDDS standard
since this standard requires only the coverage of commercial banks.

Regarding this dimension, the timeliness in the compilation of the banking
sector indicators constitutes a deviation. This timeliness derives from the
banks’ impossibility to report sooner, which is mostly observed at the end
of the year. However, in such a case it could be used the above mentioned
tolerance possibility, for as long as the reporting time from the commercial
banks is reduced. Concerning the central bank accounts, the compilation is
made and released in due time.

i)  Access by the public

The monitorable elements with respect to this dimension are the advance
and simultaneous information access by all parties.

The first monitorable element of this dimension relates to an advance
publication of a calendar specifying the date (given in a fixed or interval form)
in which the statistical data are to be published. Such a calendar is useful to
the users out of the institutions, because it enables them to plan their time and
activities. The standard provides that the calendar has to be published at least
three months before the date of data release specifying the interval (within five
days) in which the data shall be released or its due date. In a second step, a
week before the date of data release, the set date of release has to be made

published.

Currently, the publication of such a calendar is not a practice to any of the
data categories of the financial sector. The calendar may be published in the
Bank of Albania web page orinthe DSBB, and in one of the periodic publications
of the Bank of Albania, for instance, the monthly report (bulletin).

Another monitorable element regards the simultaneous release of statistics
to all interested parties’. In this respect, the release refers to the first data
publication, regardless of the publication means. This element is necessary in
those cases when the access to the statistical information provided to a party
in advance, could cause the latter benefits to the detriment of other parties.
As to the monetary and financial statistics and the interest rates, the release is
made possible by publishing the statistical information in the Bank of Albania
web page.
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i) Integrity of the data
With respect to this measure, the guide on the SDDS8 refers to it as:

“To fulfil the purpose of providing the public with information, official
statistics must have the confidence of their users. In turn, confidence in the
statistics ultimately becomes a matter of confidence in the objectivity and
professionalism of the agency producing them. Thus, transparency of practices
and procedures is a key element in creating this confidence”.

This measure regards the transparency of practices and procedures for the
data release.

The first elements deals with the dissemination of terms and conditions
under which official statistics are produced, including those relating to the
confidentiality of individually identifiable information. More concretely, there
is a comprehensive regulative basis for the financial sector statistics which
regulates the information collection, processing, dissemination and storage.
In most cases, the relevant laws and regulations could be referred to through
the Bank of Albania web page.

The Law “On the Bank of Albania” explicitly gives the right to the Bank of
Albania to produce and disseminate the financial sector statistics. Moreover,
the law on the commercial banks and the law on savings and credit associations
oblige them to report the statistical data to the Bank of Albania. The Law
on the Bank of Albania provides that, every institution, juridical or physical
person shall be required to report to the Bank of Albania (Article 27, the Law
on the Bank of Albania), but there are not any specifications if the opposite
occurs (for instance, the penalties awarded to those entities which do not meet
this requirement).

The Bank of Albania ensures the confidentiality of the individual data as
provided by the Law “On the Bank of Albania”, “The Code of Ethics of the
Bank of Albania” and “The Regulation on Transparency and Confidentiality
at the Bank of Albania”.

Apart from the law provisions, there are procedures which prevent the
release of individual information. These rules prevent the illegal information
release, such as, for instance, by providing the database, by limiting the
number of personnel consulting the individual data, etc. Something to be
considered is the indirect release of individual information. Regarding the
regulative protection, the Law on the Bank of Albania and the aforementioned
regulations provide the confidentiality of the individual data, by prohibiting
the Bank of Albania personnel release or transfer the individual data to a third
party, for any purposes. Nevertheless, the regulative basis needs to specify
“the prevention of confidential information indirect release” (as an illustration
could serve the case when a bank has a predominant position over a certain
instrument which enables the information disclosure even when these data are
in an aggregated level).
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The second element regards the identification of the internal government’
to access the data before release. By means of this element it is aimed at the
protection of the statistical data from the government influence, being fully
transparent with the public on the list of units which enjoy the right of using the
data before their release. Concerning the monetary and financial statistics,
none out of the compiling agencies — the Bank of Albania, enjoys this right.

The third element relates to the identification of ministerial commentary
on the occasion of statistical releases. Given that the government may not
objectively assess the statistical data, in particular, in those cases when they
relate to its responsibilities, the standard provides the identification of the
commentary source on the data. For the monetary and financial statistics
there are not any ministerial commentary regarding the data released.

The last element of this dimension relates to the provision of information
about revision and advance notice of major changes in methodology. The
users of the statistics need to be informed on the practices of the data revision.
Moreover, they need to know whether these are preliminary or final data.

As a rule, the revisions of monetary and financial statistics are a
consequence of the balance sheets revision of commercial banks after the
auditing performed by the external auditors or by the on-site supervision by
the Bank of Albania. In the monetary statistics, the changes are included in
the following publication. Consequently, the data are considered to be final
when they are published and, if needed, they are revised. Since, there is not
an approved policy on the revision of the data yet, their revision cannot be
known in advance. The revision documentation, which includes the reasons
of changes, the measure of changes, etc., though it is regularly maintained
by the Monetary and Financial Statistical Office, it is not published along with
the data.

iv)  Quality of the data

The quality of the data is the most complicated dimension to be measured,
since the pressure to meet another element, such as coverage or timeliness,
results in consequences over the quality of the data.

First, the documentation on the concepts, coverage, classification,
registration methods, sources of information and statistical techniques, must
be published. The differences between the international standards must be
published, too.

Regarding the monetary and financial statistics there is comprehensive
information on the approach of compiling the statistical indicators.
“Methodology of the monetary and financial statistics, BoA, July 2003”, which
is the methodological basis to the compilation of the monetary and financial
statistics, and the analytical metadata for the compilation of the indicators
are published in the Internet. It could be concluded that there are not any
deviations from the international standard'®.

Bank of Albania



volume 8
number 3
September 2005 | Economic Bulletin

Concerning the interest rates, their calculation methodology is in conformity
with the regulation “On the indirect instruments of the Bank of Albania
monetary policy” approved upon the decision no. 08 dated 07.02.2001,
published in the Bank of Albania web page.

The calculation methodology of the government securities interest rates is
stipulated in the agreements on “The issuance of long-term government bonds
in the form of registration, dated September 25, 2002” and “The issuance of
treasury bills in the form of registration, dated July, 8 2002".

The second element relates to the dissemination of component detail,
reconciliations with related data, and statistical frameworks that support
cross-checks and provide assurance of reasonableness.

The publication of the monetary and financial statistics indicators is
performed according to a framework as stipulated in the “Manual on Monetary
and Financial Statistics, IMF, 2000”. According to the latter, the criteria on
the monetary and financial statistics are provided within a short period of
time. Moreover, the data series of the Bank of Albania are published in the
“Monthly Statistical Report”.

1.2 EXTERNAL SECTOR STATISTICS

In accordance with the manual and the first module of the SDDS, compiled
by the International Monetary Fund in 1996, the main categories of the
external sector statistics were: the balance of payments, international reserves,
foreign trade, international investment position and the exchange rates.

In the second review of this standard, December 1998, was supported the
proposal on the augmentation of the external debt, as a statistical category
to be compiled within the external sector framework. Later on, in the third
review in March 2000, the International Monetary Fund decided on a three-
year transition period (until the end of March 2003) for the statistics quarterly
reporting of the external debt, as a mandatory category of the SDDS standard.
These statistics must be released with a lapse of no more than one quarter
and cover the external debt of the general government, monetary authority,
banking system, private sector and other.

Currently, the Bank of Albania compiles and disseminates the data on
these categories: the balance of payments, foreign trade, exchange rates and
international reserves, while it is far off the meeting of the SDDS requirements
for the compilation of the international position and external debt statistics. As
regards the international reserves statistics, the Bank of Albania disseminates
only the monthly data on the net foreign assets, which include the monetary
authority assets and liabilities, published by the Sector of the Monetary and
Financial Statistics and the change of the net foreign assets in the framework
of balance of payments statistics, published by the Sector of Balance of
Payments.
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Meanwhile, during the second review of the SDDS in March 1999, the IMF
approved the inclusion of a new dissemination module on the international
reserves statistics — the data module on the international reserves and liquidity
in foreign currency, and it determined a transition period ending at the end
of March 2000. After the end of this transition period the member countries
compiled the data according to this module. This database became operative
in October 2000 and it included the data from the monetary authority and
the government, too.

In the context of the membership to the SDDS, the Bank of Albania must
compile such a module and set the respective inter-institutional contacts (with
the Ministry of Finance) to the accomplishment of this mission.

Annex 2 presents, in a summarized way, the SDDS dimensions relating to
the three categories of the external sector, which are closer to the requirements
of this standard: the balance of payments, foreign trade and the exchange
rates.

i) Data

In principle, the Balance of Payments of Albania covers all transactions
between residents and non-residents, although some illegal activities are not
covered. The balance of payments data are compiled in millions usd and
they are classified according to the table structure of the balance of payments
and the definitions of the standard components listed in the IMF Balance
of Payments Manual, BPM5'!. These components are classified into three
main categories: | — Current account, comprising goods and services, income
and current transfers; Il — Capital account involving capital transfers, where
included are debt forgiveness and other transfers; Ill — Financial account with
the financial claims and liabilities of Albania to non-residents, divided into
international reserves and financial transactions.

The current account balance is equalized by the net capital and financial
account balance. The statistical table of the balance of payments is based on
the principle of double entries and the offsets are included in the “Errors and
Omissions” item, according to the recommendations of the IMF Balance of
Payments Manual, BPM5. Moreover, the periodicity (quarterly) and timeliness
(not more than a quarter from the reference period) are observed for the data
release and dissemination.

Due to insufficient or weak source of data are made estimations for several
units of the external sector. For the balance of payments, adjustments are
made in the customs data relating to import and export, import evaluation
on the contraband goods and electricity, as well as evaluation of imports on
f.o.b. basis. Evaluations are also made for the compilation of some kinds
of services, worker’s remittances and foreign direct investments. However,
there are not any seasonal adjustments for the financial data Currently, work
is being done to improve the sources of data in order to provide a wider
coverage of the balance of payments statistics.
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The exchange rates at the Bank of Albania are disseminated in accordance
with the SDDS requirements regarding the data dimension. The current
methodology of the official exchange rate calculation has been implemented
since May 31, 2003, upon the approval of the Instruction “On the calculation
method of the exchange rate at the Bank of Albania”. According to this method,
the exchange rate is calculated on the quotation average of six banks and
four exchange bureaus, while the previous one calculated the average rate of
the performed transactions from six banks and four exchange bureaus. The
volume increase of the operations and the spread narrowing in quotations
caused the second method to lead to a real exchange rate, less costly and in
conformity with the world practice. The exchange rate of the usd against the
lek is calculated on the aforementioned quotations, while the exchange rate
of other currencies is calculated as a cross rate of the usd/lek exchange rate
with the currencies exchange rate against the usd, at 12.00 of the respective
day.

Foreign trade, in the form of statistics and statements relating to the
merchandise trade, is compiled and released by the Bank of Albania and the
Statistics Institute (INSTAT) based on the monthly information received from
the Directorate of General Customs, which reports the total of the customs
statements during the period. The data are entered upon the completion of
the customs statement. The information source is the same for both agencies
for the compilation of these data. INSTAT publishes the monthly data on the
external sector in lek, according to 21 commodity groups of the Harmonized
System'? and 30 countries. Imports are published in c.i.f. value and the
exports in f.0.b value. The Bank of Albania refers to the balance of payments
methodology by publishing the goods imports and exports in f.o.b. value
in millions usd. Regarding the type of goods to be included or excluded
from the commercial import and export, the Bank of Albania observes the
methodological standards, defined by Eurostat, UN and IMF.

With regard to the estimation of imports in f.o.b. value, imports in c.i.f.
value are exempt from the insurance and transportation costs. The coefficients
for the goods insurance and transportation costs are provided through the
foreign trade research. Moreover, the Bank of Albania uses estimation for the
contraband or non-registered imports.

i) Access by the public

Currently, there is not an advance publication of a calendar for the Balance
of Payments. The compilation of a policy for the establishment and publication
of such a calendar is to be made.

The first introduction of the public to the balance of payments data and the
foreign trade statistics is the publication of the quarterly press statement along
with the tables. The publication of trade statistics according to 21 commodity
groups and countries is made monthly, two months after the reference month.
Within three weeks from the press release there is the electronic release and
its publication in the Bank of Albania web page, in the database and the
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statistical report, which is disseminated in a hard copy according to the users’
list. Upon request (only after the publication date of the statistics) the users
may have access to the published data in the standard format, electronically
or in hard copy. Actually, the balance of payments and the foreign trade data
are accessible by all parties simultaneously.

With regard to the exchange rate, the requirement for the simultaneous
release of data is met through the publication of the exchange rate in the
Bank of Albania web page and in Reuters (NBAL) web page of the institution.
Similar to the other statistics, the practice of an advance publication of a
calendar is not applied.

i) Integrity of the data

The compilation of the Balance of Payments data is made pursuant to
Article 27 of the Law “On the Bank of Albania”, according to which the Bank
of Albania compiles the Balance of Payments of the Albania, organizes and
directs the statistical system of this balance of payments. In this context, the
compilation of the foreign trade statistics by the Bank of Albania derives from
its obligation to compile the balance of payments of the Albania. For the
collection of information in compiling the BoP and the foreign trade statistics,
and with regard to the confidentiality in the data dissemination, the legal and
regulative basis supporting this sector is the same as the one used for the
financial statistics and it is published in the Bank of Albania web page.

There is no governmental units” preliminary access or any commentary over
the published data. Relating to the adjustments in the balance of payments
statistics, though final when published, they are continuously subject to
adjustments due to changes in the preliminary evaluations, changes in
methodology, and additional new sources of information or improvements of
the existing ones. Similarly and for the same reasons there may be adjustments
and revisions in the foreign trade statistics. The adjusted tables are released, but
not the documentation on the respective adjustments history. Moreover, there
are not any reliable adjustment policies which would determine an accurate
revision calendar, and the users’ information on the external sector statistics
regarding these revisions. In the context of the improvement of the balance of
payments statistics dissemination, the compilation and implementation of this
policy remains a task.

The Law “On the Bank of Albania” entitles it to calculate and publish the
official exchange rate of the country. With regard to this statistical datum,
governmental units do not have prior access to the publication. As to the
adjustments to these data category, their dissemination is final upon the first
publication instance.

iv)  Quality of the data

The Balance of Payments of Albania is compiled pursuant to the “Balance
of Payments Methodology”, which is based on the standards of the “Balance
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of Payments Statistics Manual, IMF, Fifth Edition, 1993". It contains technical
details in compiling the balance of payments statistics, basic concepts and
definitions of the balance of payments items, as well as orientations on the
information sources being used. This methodology is widely used by the
sector, but it is not published.

In this context, in order to meet the SDDS standard requirements, the
methodology must be published after the changes and amendments through
the years have been displayed, and room has been left for any changes
in the future. The publication of deviations of this methodology from the
international standards relating to these statistics is recommended.

With regard to the publication of detailed data, the balance of payments
statistics are detailed to the point where the comprehensiveness of information
sources permits. Further details are expected upon their extension. In the
Balance of Payments Statistical Bulletin and the aggregated series, published
in the Bank of Albania web page, are presented detailed data and time series
for the last four quarters and for at least the last 10 years.

Foreign trade statistics are compiled based on the recommendations in
the “Balance of Payments Statistics manual, IMF, Fifth Edition, 1993”, and in
accordance with the details given in the “Balance of Payments Compilation
Guide, IMF, 1995”. The data compilation is based on the methodology
determined in the “International Merchandise Trade Statistics: Concepts and
Definitions” (1998).

The methodology on the exchange rates calculation is published in the Bank
of Albania web page. With regard to the working procedures, work is being
done to enable the electronic entering and compilation of the commercial
banks quotations and the rates in the international market, at the moment
of calculation. The presence of the exchange rates time series in the Bank of
Albania web page, in the “Monthly Statistical Report”, enables their control.

1. TASKS AND ISSUES TO BE SOLVED

Aiming at the improvement of the data dissemination in order to achieve
the SDDS standards, below it is given a list of tasks deriving from the existing
deviations:

*  Completing the law on penalties in case of non-reporting from the
entities for statistical purposes.

* Upgrading the regulations on the prevention of the indirect data
dissemination and the limited access to individual data. Introduction of
the personnel to the transparency rules.

* Creating the necessary conditions for the statistics compilation of the
external debt IIP.

* Compiling the statistics of the international reserve according to the
“International Reserves and Foreign Currency Liquidity” module.

Bank of Albania
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*  Updating the compilation methodology of the balance of payments, its
approval and publication.

* Listing, publishing and reviewing the regulations regarding the terms
and conditions in which the statistical data are collected, processed
and disseminated.

* Reducing the reporting time of the commercial banks, and setting due
dates for end year.

* Increasing transparency for the stafistics revision by publishing
calendars, documentation commentary associated to the adjustment.

* Extending the coverage of the monetary and financial statistics to the
other financial institutions.

* Advance publication of statistical publication calendar produced by the
Bank of Albania.
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ANNEX 1: FINANCIAL SECTOR

Notes:

1. The tables are given according to the breakdowns of table 1.

2. The presented estimations are made by the authors; some preliminary
consideration are taken from the SDDS unit of the International Monetary
Fund. In order to have the real estimations, the International Monetary
Fund needs to be contacted.

3. In the third column of the tables below, the symbol “v” implies that the
existing practice is in accordance with the SDDS standard, while the
symbol “X” implies that the existing practice is not in accordance with

the SDDS standard.

) ANALYTICAL ACCOUNTS OF THE BANKING SECTOR

Data: coverage, perodicity and fimeliness
Chur Proctica
The onaolyical cccounts of the bonking sector are
dissaminoted through the “Moneiory situofion®, in
million lek. The data cover the commercial banks
operating in the territory of Albania and the Bank of
Albania.

The desta ineluds:

(1] The monetory aggregates: (o) M1, which
comprises money in circulotion and the demand
deposits [cument accounts and the demond deposits)

5005 Requirameants

Characteristics of covarage: of non-bonk resident sectors, (local govermment,
nonfinancial public enlerprizses, ather nanfinancial
The stondord reguires o @ minlmum  the enterpriges, other finoncal instifulions and other

ivehement af: the monetery aggregates, domestic
loan braken down inte the general government/ the
rast of the resident sactors or general government/
nanfinancial public enerprises/ privole secter or
public seclor/ private sector; ond the external
pasition of the bonking seclor given in gross or net
beasls,

Periadicity: Manthly.

Timeliness: One manth,

Bank of Albania

rasident sactors); (b) M2, which comprises M1 ond
time deposits of non-bank resident sectors; and [
M3, which comprises M2 ond currency deposits of
non-pank resident seclors. (2) Met claims to central
gavernment [including daims to government, such o
barrowings, securities ond other occounts; and
labilities to the govermmert, such as loon deposits
and other accounts).

(3] Domestic loan to resident seclors divided info
claims ta local government, caims to nonfinancial
public enterprises, cloims o ather nanfinancal
enterprises, caims to other financial institutions and
cloims to other resident sectors.

(4] The external position of the banking sechor in gross
besis (including the monetary gold end assets and
licbalities of the Bank of Albania ta the IMF),

M::nrhhl

Mat later than 40 days after the end of the reference
rmamth for the data of the first eleven manths of the
vaar and within 2 manths from the reference date for
December,

v

X
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Access by the pulblic
Ciur Proctice

30035 Reguirements
Advance relenss of the publicofion calendar:
A lecst o guarter in odvance, the poricipofing
mambars must onnounca the publication date or it
due date. A period up 1o 5 business days could ba
identified, during which the publication B mode,
provided that the exoct dote s onnounced o week
price o the publicotion day.
Simultonecus releoss of doto to aoll pories: The
standard recommends the simultoneous releose of
date to oll interested porties. In this cose, the
publication does not refer to the ministdes or
gavernmental agancias.
Simulhanecws relaase refers 1o the first instonce when
the dolo & accessible by oll wsers ot any kind of
format (document, floppy disc, elecironically, efc.]

volume 8

Mot oy,

The data are simultanecusly released to all interested
parties in the Bank of Albanio web poge. Information
is also given in the Bank of Albamio monthly bulletin.

Indegrity of the dota

5005 Raguiremants

Publication of terma and condifions, under which the
statistics ore produced and dizseminated, incleding
the protection of individeal information:

Terms and condilions may refer o Issues, such os,
the relofionship batwean the statistical unit and ona
depariment ar ministry in which it tokes port. For
instance, they might refer 1o the dependency [in the
budget or human resources aspect] of the ogency
producing the slalishes an an exemal autharity, o
the independence (in choosing the slofistics
methadalogy  and  decisions  related  fo the
publication of statistical results). Maoreover, the ferms
and canditions may refer o the requirements 1o the
agency to publish the data collected oz o protection
from the poliical pressure fo hide certoin resulfs,
gualificotion and terms of reference of the siotistics
direclor, and the revision ol stefistical programs by
independent  expert  groups.  Ancther  issue
concerming the conditions, in which the slofisticsl
ogencies apergte, refars to the procedures and
processes  related  to  the  individusl data
confidertiality. These procedures cover various
issues, vorying from the compuler security to the
mchange of informotion  betwesn  slofisticol
agencies.

Identification of the government access prior to data
publicatian:

In order to be protected by the influences of the
outharities out of the ogency publishing the data,
the standerd recommends the listing of persons ar
officiols with cerfain positions in the government, bt
out of the dodo compilation agencies, which hove
acoess bo the daoba prior to the publication, and the
reporting of on accessible colendar, This proctice is
recommended in order to grant full fronsparency o
avery prior access by the government, deemed os
necessory.

Bank of Albania

Owr Practice

The compilation of monetory ond finoncial stotistics i
in accordance with the “Monetory ond finoncial
startistics mathodalogy, Bank of Albania, July 2003°.

The individual dota confidentiolity is provided by
Article 58 af the Law Mo, B249 “On the Bonk aof
Albania® in 1997, where 1 Iz stipuloted that the
odministrators, employess and ogents are prohibited
to relsase or tronsfer the informaotion goined during
their employment ot the Bank of Albania to a third
party or use and let the information be uvsed for

personal purposas.

The indwviduol date confidantiality Is also provided by
the Regulafion ™"On  the tronsparency and
confidentiality of the Bank of Albonia®, approved
upan the Degslon Mo, 53, dated June 21, 2000 of
the Bank of Albania Supervisery Coundil.

The Lows and Regulolicrs are published in the Bank
of Albania web poge.

Mane out of the Bank of Albenio enjoys the right of
using the maonetary and finoncial stofisics indicotors
prior to their publication.
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Identification of ministeriol commentary relofed to
the statistical doa:

Considering thot the government may not ohjeclively
osaess the statistical dato, in partiodlar I those
coses whan they ore directly rmeloted fo s
responsibiliies, the standord  provides  the
identificofion of the commentary socurce ovar the
data.

The provision of informofion obowt revision ond
advance natice of major changes in methodolagy:
Essentiol information regarding the daota revision
might be the one reloted to the observed policies
and the extent of previous revisions. The odjustments
are rmade in order to reflect the amendments or
chonges concaming differant ospects of the
stafistical methodology, such as:  fundamental
concepts and definitions; sources of information;
evaluotion methods. The odjusiment palicies
referring fo these changes must determing the
frequencies of the respeciive procedures thot these
odjusiments hove to cbhserve and they must be made
public. Mofices on the obowe menfioned chonges
may vary from short press relessss 1o public
presgniofions ond moferals. The members ore
encouroged fo provide guicker information en the
ravisions ofter they hove beasn mode [for exsomple,
via telsphone, fox or inlermet by @ contact person

Thare are net any commentaries from the officials out

of the Bonk of Albonio relofed to the dofo on the

maonetary ond financial stofistics indicotars,

The doto are final upon publicofion. However, thesa
dote moy be revised due to chonges in the
commercial banks repors ofter the ouditing by their
external ouditors. The revised dota are presented in %
the following publication, while the reasons for the
changes are not published. Regording the chonges in
methodology, they are onncunced of the moment
when the date is releosed and not prior fo that.

whe could onswer quesfions reloted fto  the
ol [ustrenita).
Guality of the doto
SD0S Reguirements Qur Practice

The disseminotion of deocumeniofion on

methodalogy ond sources used in  prepaning

shofistics:

The  dissermination of documeniotion on

methodology ond sources wsed is the key fo the
users” owareness on the odvantages and sharalls of
statistics. The recommendad documeniafion may
toke different forms, including the summary nofes
opccompanying  the dofo  disseminafion, spacial
disserminations or prepared materals to be relecsed
upon request. The members ore encouroged to
inclede and  highlight stofements on the most
assential choracterisfics of quality. These stofements
may clarify the fype of error, subject fo which might
b2 the doto, reosons of the doto  non-
comparofiveness in fime or the selection errors in
cases of ressarch, sic.

The dissemingtion of component  detoil,
reconciliolions with reloted doto, and siofisticol

fromewarks that support cross-checks and provide
osaurance of reasonableness:

This element recommends the disseminofion of
companent detall, emphosizing the relsase within a
statistical framework and/or the disseminafion of the
comparson and reconciliaion with olher relabed
data, The component detail must be in o way so thot
it does not couse canflicts Yo other elements and the
individual informaticn reliability and confidentiality.

The methodology used for the compilafion of
monelary and finoncial stotistics is provided in the

“Monatary ond financial stofistics methodology, Boank +

of Albania, July 2003°, avoilable in the Bank of
Albanio web poge.

The data are disseminofed according to the stotistical
framewark of the monetary reporting, which ensures
the bose occounfing idenfity: net foreign ossefs plus
domesfic assets, equols icdal liobildies plus copital

occount.  Moreover, speciol dolo relating to the

monefory  outhority ond  commercial bonks are
published in the Bank of Albanio web poge and in the
“Manthly Statistical Repart™ of the Bank of Albania, os
guch allawing the cross-checks.

Bank of Albania
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I} ANALYTICAL ACCOUNT OF THE CENTRAL BANK

Data: coverage, pericdicity and fimeliness
5005 Requiremeants Dhr Proctice

The analyicol dota of the centrol bonk are given
in million lek and are bosed on the accounting
ragistrofions of the Bonk of Albanio.

The dota are disseminated occording fo these

componeants:

1} Mel foreign ossele of the ceniral baonk,
divided info ossets to non-residenis and
liabilifies to non-rasidents.

2] Met daims to the cantrol govermmment, divided
info cloims to the central govemment and
liabilities to the central government.

3} Domestic ossels fo the rest of the economy
fincluding cloims to individuals, daims o
nonfinoncial public units, other nonfinancial y
units, other finoncial units ond cloims to other
deposil corporations).

4] Monetary  bosis,  including money  in
circulotion, reserves of the commerncial banks
with the ceniral bonk and deposits included
in broad money.

5} Deposits excluded from brood money, such
o3 blocked depaosits of resident sectars, other
than the ceniral govermnment.

&} Loans to the cenfral bank in the form of
repurchase agresments.

7} Other payoble accounts jo other resident
seciors, other than the central government.

B} Oiher net ibema.

¥ Copltal ocoounts.

Periadicity: Manthly, weekly encouroged. heanthly.

Mot loter than fen doys after the last date of the

reference month,

Acoesa by the public
5005 Raguiramants Dur Practice

Advonce release of the publicotion calendar:

Charocteristics of coveroga:
The 3DD5 requires the invelvement of these componanis:

i) Monetary bosis [monebary reserve) occording to the
concept used in the couniry.

ii] Infernal credit divided into public seclor or central
government [depending on the siofistical fromewaork of
fiscal stofistics) ond private sector; and,

jii} The foreign position of the ceniral bank, in gross or
net basis.

Timeliness: Twe wesks.

Af benst @ quarier in odvance, the participating membars

must announce the publication dote or its duee dofe. & Mot any. X
pericd up to 5 business days could be idenfified, during

which the publicotion is mode, provided that the exac

date iz snnouncad o week prics fo the publicotion day.

simulionacus relesss of dota to all poarties: The standord
recommends the simuboneous relenss of data 1o all
inferasted parties. |n this casa, the publication does not
refer to the minisiries or governmendal ogencies.

The dota are simulonacusly ralecsed to all
inferasted poriies through the Bonk of Albanio
wab poge. This information is also given in the

Simullonecus releose refere to the first instance when the Bank of Albania Monthly Statlstical Report

data Is accessible by aoll users, of onv kind of format thard
copy, loppy disc, electronically, afc).

Bank of Albania 125



volume 8

Integrity of the data

number 3
September 2005 | Economic Bulletin
5005 Reguirements

Fublicafion of terms aond condifions, under which tha
statistics ore produced and disseminoted, including tha
protection of individual information:

Terms and condifions may refer fo issuves, such as, the
ralotionship between the siofistical unit and one
deporiment or minisiry in which i fokes port. For
insfonce, they might refer to the dependency (in the
budget or humon resources osped] of the ogency
producing the stofistics from on external outhority, fo the
independance in choosing the stofistics methodology ond
decisions reloted to the publicofion of siofistical results.
Moraover, the ferms and condifions maoy refer fo the
requiremeanis fo the agency to publish the dofo collected
0% a proftection from the poliical pressure fo hide cerfain
reguls, gualification and terms of reference of the
statistics directar and the revizion of stotistical progroma
by independent expart groups. Ancther issus concaming
the conditions, in which the stofisfical agencies operate,
refers fo the procedures ond processes relofed to the
individual doto confidentiality. These procedures cover
various ssues, varying from the computer security 1o the
exchange of information betwean stolistical agencies.

Identification of the govemmen! occess prior to dola
publication:

In order to be protectsd by the Influences of the
guthortles out of the ogency publishing the data, the
standard recommends the listing of persons or officials
with carloin positions in the gowernment, bt out of the
date compilation agencies, which haove access 1o the
statistical date prior 1o the publication, and The reporing
of an occessible colendar. This proctice is recommended
in order to grant full transparancy 1o evary prior access by
the government, deamead 03 necessary.

Identification of ministerial commentory reloted to the
statistical data:

Considering that the government may nol cbjectively
ossess the stotistical dota, in particular in those coses
when they ore directly related to its responsibilities, the
standard provides the identification of the commentary
source over the data.

Cwr Proctica

The dato are compiled in occordonce with the
Low Mo. B246% "On the Bonk of Albanic®™ in
1997, [Adicle 24) which stipulotes  the
obligofion of the Bank of Albanio to prepare
pericdical onalysis on econcmic and monsfory
issues, publish resulis ond moke proposals fo
the gowarnmeant.

The compilotion of monefory and finoncial
statistics is in occordonce with the *Monstory
and Finoncial Sotisfics Methodology, Bonk of
Albania, July 2003,

The individual data confidentiality i3 provided
by Aicle 58 of tha Low No. B249 “On the
Bank of Albania® in 1997, which stipulates that
the administrolons, employess ond ogents are
prohibited to releose or tronsfer the information
gained during their employment of the Bank of
Albonia fo a thind pory, or use and let the
information be used for personal purposes.

The individual dato confidenticlity i3 alse
provided by the HRegulatisn "On  the
transparency ond confidentiality ot the Bank of
Albania®, approved upon the Decision Mo, 53
doted 21.042000, of the Bank of Albanio

Supervisory Council.

The Lows ond Regulotions are published in the
Bank of Albania web pages.

Mane out of the Bank of Albania anjoys the Fght

of using the monetary and finoncial stafistics

indieatars prior 1o thair publicaticn,

There are not any commentaries from the
officials out of the Bank of Albania relsted 1o
the data on the monetary and financial stafistics
indlcatars.
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1) INTEREST RATES

Dota: Coverage, Periodicity and Timaliness

SDDS Requiremeants Cwur Proctice

The Bonk of Albonio disseminates dofo on: (1}
3, & and 12-month freasury bills annual rotes,
and 2-year governmental bonds; (2] monthly
risk-weighted overoge rotes of interests for new
loans af commercal bonks in lek, usd and suns,
for every maturity and the tofal, too; (3] monthly
risk-welghted overoge rotes of interests for new
depasits of commercial bonks in ek, usd and
aura, for every maturity ond the tolal, foo; and

. . _— _ (4) interast roles of the monstory policy indirect
Tha 5005 requires the dissemination of inferast rates for instruments of the Bank of Albania, where

short-tarm and long-term govermment sacurifies. e

Chorocteristics of coveroge:

# The repurchose ogreement inferest robe, v
which is the bose rote used by the Bonk of
Albania,

* Owamight deposit, whose interest rate is 3.0
percant below the inferest rate declored by
the Bonk of Albonio for  repurchoss
Qg reanmenis.

o Owemight credit, whose interest rote is 2.5
percent obove fthe repurchose ogresment
inferest rote.

# Lombord credit, whosa inberesi role &
calculoted os & parcent above the repurchosa
ogresments rofe, aopproved by the Bank of
Albanio Supervisory Council.

The percdicity for repurchoss ogreements rate

and the interest rofe of the Bank of Albanio is

daily.

The periodicity for the freasury bonds of the

prime morkat = weekly (whenever thay are v

issuad). The perodidty for the gowvermmantal

bonds of tha prime market is manthly (whanawer
they are issued).

The periodicity for credil ond deposit intarast

rofes of commercial banks is monthly.

The imerest rote of repurchase ogreements and

the inferast rates of the Bonk of Albonio ore

dissaminated on tha day of their change.

The inferest rotes for governmental bonds and

Timelinass: Mot spacified. treasury bonds are disseminated on the doy of

their issuance. The interest rates for credits and
deposits of the banking system cre dizseminoted
in mo longer tham 40 doys from the end
reference month.
Access by the public
5005 Reguirermnents Our Proctice

Advonce raleasa of the publication calendar:

Ad lbeost o guarer in advance, the participating membars

mugt announce the publication date or its due date. A

period up to 5 busimesa doys could be identified, during

which the publication i3 mode, provided that the esact
date iz snnounced a week prics fo the publication day.

The 50035 also requires the dissemination of o core
interast rote, such as, for instonce o loon rote of the
central bank or o discount rate.

Tha 5005 encourcsges the dissemination of inferest rotes
over loans ond deposits.

Pariodicity: Daily.

Mot . X
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simultanecus relecss of dota to all parties: The standord
recommends the simulonecus relecse of doto fo oll
inferasted parties. |n this casa, the publicotion does not
refer to the minisiries or governmendal agencies.

simultanecus release refars to the first instance when the
data is occessible by oll vsers at ony kind of format (hord
copy, lopoy disc, electronically, e}

The daoto ore simullonecusly released fo oll
interested parties in the Bonk of Albonio wab

page. Information is also given in the Bank of
Albanic “Monthly Stotisfical Report”.

Integrity of the data

5005 Reguiremeants

Publicofion of terms and condifions, under which tha
ghatistics are produced and disseminoted, including the
pratection of individual information:

Terms and conditions maoy refer fo isves, such as, the
relotionship betwssn the siolistical umit ond one
depariment or minigiry in which it tokes port. For
ingtance, they might refer to the dependency (in the
budget or human resources ospect] of the ogency
producing the stolistics on an external authority or the
indapendence In choosing the siolistics methodology ond
decisions reloted to the publicotion of siofistical results.
Morecver, the terms and condiions may refer to the
requirement to the agency to publish the data collacied
o3 a protecton from the political pressure to hide cerain
regults, and the revision of stotistical progroms by
indepandent axpen groups. Anather issus concaming the
conditicrs, in which the siatistical ogencies openate, refer
to the procedures ond processss related 1o the individual
date confidentiality,. Thess procedurss cower wvarous
lssues, vorying from the compuber security to the
exchange of information betwesn siolisticol agencies.

Identificotion of the govemmen! occess prier to data
publication:

In ordesr to be protected by the influences of the
outharities out of the ogency publishing the data, the
standard recommends the listing of persons or officials
with cerain posifions in the government, bul out of the
date compilation agency, which have occess to the
statistical date prior o the publication, and the repoding
of on occessible colendar. This practice i recommended
to order to grant full ransparency fo every pricr access by
the government, deemed os necessary,

Identificotion of ministeriol commentory reloted fo the
shatistical data:

Considering that the government moy nat objectively
ossass the statistical daoto, in particulor in those cosas
when they ore directly related 1o ifs responsibilities, the
standard provides the identification of the commentary
source over the dofo,

Owr Proctica

The dota are compiled in occordonce with the
Low Mo, B269 “On the Bank of Albonia® in
1997 (Article 24), which stipulotes the abligation
of the Bank of Albonio to prepore pesicdical
gnalysls on economic and monetary lssues,
publish results ond moke proposcls to the
government.

The individual dota confidantiality is provided by
Artiche 58 of the Low MNo. BZ4F “Cn the Bank of
Albanic®™ in 1997, which stipulofes that the
ogdministrators, employess ond ogents  ore
prohibited to relecss or transfer the Information
gained during their employment of the Bank of
Albaniz ta o third party, o use and et the
information be used for personal purposes.

The individuol dofo confidentiality s olso
provided by the Regulation “On  the
transparency ond confidentiality at the Bank of
Albanic®, opproved upon the Declsion Mo, 53,
doted 21.08.2000, of the Bank of Albania
Supervisory Council.

The Lows and Regulotions ore published in the
Bank of Albania web poge.

Mane out of the Bonk of Albania enjoys the right
of using the indicaters prior to their publicotion.

There ore not ony commentaries from  the
officials out of the Bank of Albanio releted 1o the
deta on the interest rales,

Bank of Albania



The provision of informotion about revision and odvance
naotice of mojor chonges in methodology:

Essenfial informotion regording the cofo revision might
be the one relotad to the obsarved policies and the aexfent
of the previous revisions. Revisions are mode in ordar o
reflact the omendmenis or chonges conceming different
mspects of the stofistical methodology, such  as:
fundomental concepls ond definitions; sources of
information; evaluotion methods. The revision policies
referring to thesa chonges must determine the frequencies
of the respactive proceduras that thase revisions have fo
observa. Tha revision policies must be mode public.
Matices on the above mentianed may vary from shor
press raleases io public presentations and materials. The
membars ore also encouroged to provide guicker
information on the revisions ofter they hove been moda
tfor example, via telaphons, fox or internat by a contact
person who could answear questions reloted o the

FEVIEI o).
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The doto are final upon publicotion.

Cruality of the dato

5005 Requirameants

The disseminotion of documeniolion on methodology
and sources used in preparing shotistics:

The disseminotion of documeniolion on methodology
and sources used i the kay to the vsers’ owareness on
the advanloges and shorfalls of stofigtics.

The recommeandsd documentolion moy foke different
forma, incleding the summary notes accompaonying the
date dussemination, special disseminglions or prepared
materals o be released upon reguest. The members are
encouraged 1o include and highlight statements on the
mcal essantiol charactenstics of quality, These stotenents
may clarfy the type of eror, sublect 1o which might be
the data, recsans of the data non-comparolivensss in
time or the selaction ermors in coses of research alc.

The disseminotion of companent detall, reconciliations
with related data, and statistical frameworks that support
eross-checks and provide assurance of reasonablaness:
This element recommends the disseminotion of
companent detoil, emphosizing the release within o
statistical framework, ondfor the disseminafion of the
comparisen ond reconciliation with other related dato.
The component detail must be in o way so that it does
not couse conflicks to other elerments and the individual
information reliability and confidentiality.

Bank of Albania

Owr Proctice

The methodology used for the interest robes
caloulation of repos and othar instruments of the
Bank af Albanio ore provided in the Regulation
"On  indirect instruments of the Bank of
Albania®, opproved upon the Decision Na. 0B,
doted 07022001 of the Bonk of Albaonia
Suparvisory Council.

The mathodology on the inerast rofe calculation
of the trecsury bonds in the prime rmaorkel is
established in the agreemant betwean the Bonk
of Albania and the Govemment of the Republic
of Albamia *On the ssuance of the long-term
govarmment bonds in regisiration form® doted
25092002, but it is not published.

The mathedology on the inerast rofe calculation
of the trecgury bills in the prime morkel &
eslablished in the agreemen! between the Bank
of Albania and the Minisiry of Finance *On the
lssuance of the treasury bills In registration farm®
dearted 08. 07. 2002, but it ks nat published.
Regarding the interest rates on the banking
systern  deposits  ond  credits,  respeciive
explonations along with the dota are previded in
the Bank of Albania web poge.

The daoto are disssminoted in Reuters, in the
*Manthly Siolistical Report™ through o seres
published the last & yeors and in the Bank of

Albania web page,
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ANNEX 2: EXTERNAL SECTOR

1) BALANCE OF PAYMENTS

Dota: Coverage, Periodicity and Timelinass

5005 Reguirements Our Prodtice
In principhe, the Bolonce of Poymenis of Albanio covers all
transactions between residents and non-residents, although
some illegol oclivites remain uncovered. The bolonce of
poyments dota ore compiled in million usd and classified
occording fo the toble struciure of tha balonce of poyments
and definifions of standard components lisked in the IMF
Bolonca of Poyments Maonual, BFMS. These componants
are clossified in three main colegories:
| — Current occount, covering goods, services, income and
current fronsters.
(a) Geods — cover moveable goeds, whose ownership
passes from residents to non-residents (exparts) ond vice-
varsa, from non-residents to residents (imports).
(b} Services — cover services performed by residents o non-
residenis (loans) and by non-residents to residents (dehbif].
services are further divided info the following groups:

s fronsporiofion services;

® insurance services;

» frovel;

# oifeer sarvices,

(<) Income — cower the income thot residents goin from
non-residents loans) or thal non-residents goin from

Chorocteristics of coveroge: residents [debit). They ara further divided into:
1. compeansation af employess;
Fegarding the curent occount, the SDDS 2. investmeanis income.

recommends: goods and services imports and (d) — Current transfers are balance records opplied in coses
exports coveroge, net income ond net current of real volues [goods or senvices) ownership chonge from
transers, With regord to the copital ond residents lo non-residents [debit] or fram non-residents to
finonckal account, the recommended key residents (loons), which ore not  followed  with
elements include the imernational reserve and compensation fram the other pary. Current transfers in the +
other finoncial fronsodions. |t is encouroged o balonce of poymeants in Albonio ore chassified into:
sub-division of financiol fronsoclions in direct 1. state omsistonce from obrood;

ord porffolio  inwesiment. Classificotions 2. worker's remitioncas;

occording fo the IMF Manuol, BPMS, and the 3, others.

one on the seporote division of the finoncial || — Copital account — capital tronsfers are divided into the

desivatives ore recommended, fallowing sub-components: (o) debt forgiveness; ond (b
other transfers. Other copital transfers are mainly reloted io
e assisionce

invesimenits aiming ot the supplement or the finoncing of
the fixed copital formation of the bansficiory economy.

Il — Fimonclal acoount, financial cloima and lobilities of
Albania to non-residents. The main division in the finandal
accaunt ls as follaws:

[a} Infemofional reserves — foreign finoncial assets which
gre confrolled ond ovalloble to be usad by the Bonk of
Albanic, for the finoncing of infemofional payments
unbalances, for interventions in the currency markets, afe.
b} Fimancial tronsoctions which ore clossified in ossets and
labilitas according ta these Hams:

1, direct imvastmant;
2 portfolio investment;
3, other investment.

The current accound baolonce is egualised by the net
balonca of the copital and finoncial accownt. The statisfical
chart of the balonce of poymants is bosed an the double
gntry principle and the ramoining i included in the “Errors
ond Omissions” ihem. Main dolo sources are the customs
statistics, dota on the ign exchonge, reporting from the
banks ond enterprises collected by the Bonk of Albania,
and the information received by tha government.
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Identification of the government occess prior fo doto
ublication:

n order to be proteced by the influences of the
authorities out of the agency publishing the dota, the
stondard recommends the listing of pemsons or officiols
with carioin positions in the gowernment, but out of the
date compilofion agencies, which hove access lo the
ghatistical doba prior io the publicotion, ond the
reporting of on occessibla colendor. This proctice s
recommended in order 1o grant full tro rency 1o
gvary prior occess by the government, mad oS
NECEsaary.

Identification of minislenal commaeantary reloled 1o the
statistical data:
Considering that the governmeant moy not objectvely
ossess the slatishicol data, In poricular In those coses
when they are direclly reloted to s responsibilities, the
standard provides the identificotion of the commentary
source over the doto.
The provision of informotion obout revision ond
odvance notice of mojor changes in methodology:
Essentiol information regording the daba revision rniihr
be the one related to the abserved policles and the
extend of previous revisions, Revisions are moade In
order to  reflect the omendments or changes
conceming  different wzc:ﬁ of the stotsticol
methodalogy, sech os: fundamental concepls and
definitions; sources of inlormation;  eveluation
methods. The revision policies referring to thess
changes must determine the frequencies of the
respective procedures that these revisions hove to
ohierve. The revision policies must be made public.
Matices on the obove mentioned chonges may va
short press releases 1o public presentations on
materials, The membes ore also encouroged o
I?Ir-uﬁdu quicker information on the revisions offer they
ave been made (for emample, vio telephone, fax or
imernal by o contodd person who could onswer
questions reloted fo the revisions).

Guality of the dota

SDD35 irmants

The dissemination of documentetion on methodology
ond sources used in preparing stofisfics:

The disseminotion of documentation on methodology
ond sources used is the key to the user's oworeness on
the odvonioges ond shortfolls of stofistics.

The recommandad documantofion moy foke different
forms, including the su mmuz notes cccompanying the
data disseminafion, special disseminafion or prepored
materials fo be sed wpon requaest. The mam
ore encouraged fo include ond highlight stotements on
the most essentiol choroclerisfics of guality. Thess
stotements may clarify the type of ermor, subject to
which might be the dofo, recsons of the dofo non-
comparofivensss in fime or the selection ermors in coses
of resaarch, etc.

The dissamination of component detall, reconciliations
with related dolo, ond stotistical fromewords  thot
support  cross-checks ond provide aossuronce  of

reasannbleness:
Thiz element rmecommends the disseminotion of
the release within o

component detall, emphosizin

gtatistical framewark, ondfor the dissamination of the
comparson and recanciliation with other related dala.
The componant detall must be in o woy so that it does
net cause conflicts 1o other elements and the individual
information reliability ond confidentiality.

Bank of Albania

volume 8
number 3
September 2005

Economic Bulletin

Tha gowernmental units do not hove prior occess o

the published doto for the balonce of poyments +
shatistics.

There are nol ony commentaries along with the v
published daota.

The balonce of poyments slatistics are fimal once
they are published. However, they are regularly
revised due fo changes regording the preliminary
evaluations, changes in methodalogy, and new
additional sources of information and amendments X
of the exsiing ones, The revised tables ore
published, but not the documentation of the
respective revisions. Moreover, there are not any
real revision policees,

Cwur Pracice

The balonce of poyments of Albonia is compiled

pursuont to  the "Bolonce of poyments
methodology”, which is bosed on the stondaords of
the "Balance of Poyments Siofistics Manual, IMF,
Fifth Edition".  conftoins fechnicol defoils of the
bolance of poyments stofistics  compilation,
fundomental concepts ond definitions of the X
balance of poyments ilems as well os the sources
of information wsed. This methodol is widaly
usad by the Bolonce of Poyment and Ressorch
Section, but it is neither official nor published.
Morecver, the chomges and cmendmeants maoda in

YBars to be presented.

In the Eruri;'llcul h:ulla'lln nFEdﬂ'la Enlr:lr;_ah:;
Poymends and In the oggregoled seres publis

in the Bank of Albonio web site, are Included
detoilad dola and time series for the kst quorters
and for of least the last 10 years.
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Identification of the government occess prior fo doto
ublication:

n order to be proteced by the influences of the
authorities out of the ogency publishing the dota, the
standard recommends the listing of pamsons or officials
with cerioin positions in the gowernment, but out of the
date compilotion agencies, which hove occess o the
statistical doto prior fo the publicofion, ond the
reporting of an occessible colendor. This proctice s
FECOMIMEn in order o grant full iro rency io
gvary prior access by the government, med oS
MECESSaTY.

Identification of ministerial commentary reloted 1o the
statistical data:
Considesing that the govermment moy nol abjectvely
ossess the stotistical data, in porticular in those coses
whan thay are direclly related te il reapansibilities, the
standard provides the identification of the commentary
source over the doo.
The previslon of information aboul revision end
advance natice of mojor changes in met agy:
Essentiol information regording the data revision miihr
be the one related to the observed policles and the
extend of previous revisions, Revisions are moade In
order to  reflect the omendments or changes
concerming  different ects of the stetisticol
methodalogy, sech as: fundamental concepls and
definitions;  sources information;  evoluation
methods. The revision policies referring 1o these
chonges must determine the frequencies of the
respective procedures that thess revisions have to
whserve. The revision policies must be made public.
Matices on the above menfioned changes may va
short press releases o public presentotions on
materials. The members are also encouroged o
Emﬁdu quicker information on the revisions offer they
ave been made [for emample, vio felephone, fax or
imfernal by o contedd person who could onswer
guestions related o the revisions).

Guolity of the dota

D05 iramants

The disseminofion of documentation on methodology
ond sources used in praparing stotisfics:

The dissemination of documentotion on methodology
and sources vsed is the key to the user's oworeness on
the odwanioges ond shorfolls of stofistics.

Tha recommanded documantofion moy foks difersnt
forms, incleding the summary notes occompanying the
dato dissemination, spacial I3ilaeusnr'l'uinr:|11'r.:|r1 or prapored
materils to be released upon request. The members
ore encoursgad to include ond highlight stefameants on
the most essential choroclersiics of guality. Thesa
statements may clarify the type of emor, subject to
which might be the dofo, recsons of the dofo non-
comparofivensss in fime or the selection ermors in coses
of ressarch, etc.

The dissamination of component detall, reconciliations
with reloted doto, ond stotistical fromewors  thot
support  cross-checks ond provide ossuraonce  of

reasanobleneas:
This slement rmecommends the disseminolion of
the relense within o

compaonent detall, amphosizin

statistical framewark, ond/or the dissamination of the
companson and recanciliation with ither related data,
The component detall must be in o woy so that it does
not couse conflicts 1o other elements and the individual
information reliability and confidentiality.

The governmental units do not hove prior occess fo
the published daoto for the balance of payments +
shatistica.

There are nol ony commentaries along with the v
published daota.

The balonce of poyments sabistics are fimal once
they are published., However, they are regularly
revised due fo chonges regording the preliminary
evaluations, changes in methodalogy, and new
additional sources of information and omendments X
of the exdsfing ones, The revised tobles are
published, but not the documentation of the
respective revisions. Moreover, there are not any
real revision policies,

Cur Pracice

The balonce of poyments of Albonio is compiled

pursuont 1o the “Bolonce of poyments
methodology’, which is bosed on the stondords of
the "Bolance of Poyments Séofistics Maonual, IMF,
Fifth Edition". # contoins fechnicol defoils of the
bolonce of poyments stotisfics  compilotion,
fundomertal concepls ond definitions of the X
balance of poyments ilems as well os the sources
of information used. This methodol iz widaly
usad by the Bolonce of Poyment ond Ressorch
Section, but it is neither official nor published.
Moracver, the chonges and amendments moda in
years need to be presanted.

In the Sruris'llcul h:ulla'lln nFﬂdﬂ'la Eﬂlﬂrﬁﬂh:j
Poymenis and In the oggregoied seres publis

in the Bonk of Albania web site, ore Includad
defoiled dola and fime seres for the lost gquorters
and for of least the last 10 years.

Bank of Albania
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1) INTEREST RATES

Data: Coverage, Periodicty ond Timeliness
005 Requirements Cur Prodice

The Bonk of Albania, the certral bank, calculotes
the officiol exchonge rote for 13 maoin currencies,
pracious metals ond the cumency of the
Internofional Monetary Fund, SDR as well as for ¢
currencies of Central/Eastern Europeon Countries
and Asia.

The exchonge roles are coloculoted os arithmetical

Characteristics of coveroga: averoge of the guotations of & commercial banks
and 4 exchonge bureaus ot 12.00.

The SDDS requires the spot exchange rofe

dissemination of the national curmency against the main The officiol exchonge rofes ore used for non-trade +

foreign cumency. The 3DD5 also  requires the purposes ond they ore not obligolory for the

dissemination of 3 ond &-month term exchonge foreign exchonge market operators; meanwhile

dissemination when such o maorket exists. the Bonk of Albanio requires their use in the
evaluotion of the curency positions from the
commercial banks. One of the main uses of thess
rates moy be the evaluation of the ocustoms
linbilities by the customs odministration, balances
evaluotion of companies by the tax authorities, os
well as the evoluotion of the foreign assets of the
Bank of Albania itself.

Every doy, the exchonge rotes of 13 main
currencies, where included are gaold, silver and the

SDR.

Fraquency: Dally. The exchanpe rotes of ¥ currencies of Central and v
Eostern European countries are colculated ance in
e waaks

Timelinass: Mot spectfiad. At 12.00 and it is effective for the doy in which it is v
published.

Access by the public
5005 Reguirements Our Prociice

Advance release of the publication calendar; At [eost o
guarer in odvance, the porlicipoting members must
announce the publication dote or its due dote. A period
up to 5 business doys could be identified, during which
the publication may be made.

Mext any, X

Simultoneous releose of doto o oll pories: The
standard recommends the simultonecus releose of the
date to all interested porties. |n this cose the publicotion
does not refer to the ministies or governmentol
agencies.

The exchonge rote offer the colculations is
published in the Bank of Albonio web page ond in
the Reuters (NBAL] web poge of the insfitution,
thus, being useful for the interested parties at the

Sirmulionesus release refers 1o the first instarce when i
searre N,

the data is aocessible by oll users of any kind of format
{hord copy, floppy disc, electronically, etc.)

Integrity of the data

Bank of Albania 133
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Publication of terms and conditions, under which the

shatistics are produced ond disssminated, including the

pratection of individual information:

Terms and conditians may reler to issues, such os, the

relotionship between the stofistical unit ond one

deporiment ar minisfry in which i tokes part. Far

inslonce, they might refer fo the dependency (in the

budget or humaon resources aspect) Inﬁ Te Bgency

Fﬁduill:‘:rﬁ“ :::m :II::::::“ 1": nr::‘r?ﬁ The publication of the official a:rchunga rate is
methadology and decisions related ta the publication of Egiﬂ.pk'“;':."ﬁ fo Lm;;u' Szhﬁ-?u:l 2 ﬂ"gﬂﬂ'“::.;f
statistical resulls, Mareover, the terms ond conditions h"".J y h":su"i'nf JH-IJJI:? . “H,';':' ’ -Ll v
may refer 1o the requirement to the agency to publish autr Dw;}ﬂ h n el — ':::T ha mﬁm =
the data collected as o profection from the palitical g}“:hw“:{; . IH E'hm r':;.':" and the publication
pressure fo hide ceroin results, and the revision of © Qiclo! exchangs rata.
statisticol progroms by independent experd growps.
Another issue concerning the conditions, in which the
stafistical ogencies operate, refers o the procedures
ord  processes  reloted to  the indwviduol date
confidentiality. These procedures cover various issues,
varying from the computer securify fo the exchange of
infarmaficn between the siofistical agencies.

Identification of the government ocoess pricr fo dato

publication:

In order fo be profected by the influences of the

outhorifies owt of the ogency publishing the dofa, the

standard recommends the lisfing of persons or officiols

with certain positions in the government, but out of the The gevermmental wnits do nat have prior oocess v
data compilofion ogencies, which hove occess fo the fo the published doto.

statistical dofa prior the publicofion, ond the reporing

of on occessible  colendar.  This  proclice s

recommended in crder to gront full fronsporency to

gvary prior occess by the gowermment, deemed os

NECESSOry.

Identificafion of ministerial commentary reloted to the

statistical data:

Considering that the gowernment may not objactively

nssass the stofisticol dota, in poriculor in those coses There are not any commentaries olong with the v
when they are directly relofed fo its responsibilities, the published dofa.

standard provides the identificotion of the commentary

source over the dodo.

The provision of informofion oboul revision ond

ndvance notios of mojor chonges in methodology:

Essentfiol informotion regarding the dofo revision might

be the one relofed fo the chserved policies ond the

axtent of previous revisions. Revisions are made in order

to reflect the omendments or chonges concerming

different ospects of the siofistical methodology, swech as:

fundomental concepts ond definitions; sources of

information; evaluation methods. The revision policies

referring to these changes must determine the The published doto ore finol and they ore not v
frequencies of the respeciive procedures thof these subject to revision.
ravisions hove to observe. Tha ravision policies must ba

mode public.

Motices on the obove menficned changes moy vary

from short press releoses fo public presenfofions and

materials. Tha members ore oko encouroged to

provide guicker information on the revisions afier they

hove been mode lfor exomple, vio telephons, fox or

infernaf by o confoct person who could onswer

guestions reloted bo the revisions).
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Cruatity of the data

SD05 Reguirements
The disseminotion of documentation on methodology
and sources used in preparing stotistics:

The disseminotion of documentation an methodology
and sources uzed 2 the key to the usar's oworeness on
the advanioges and shorialls of siofistics.

The recommended documentation may joke differant
forms, Including the summary noles occompanying the
data disseminotion, special disseminolions or prepored
materials o be relecsed upon request. The members
ore requested to Include and highlight statements on
the most essentiol choroclerstics of guality, These
staternents may charfy the type of error, subject o which
might be the date, recsons of the dala non-
comparativensss in fime or the ssleclion erors in coses
of research, etc.

The dissaminofion of component detail, reconciliotions
with reloted dota, ond stotisfical fromeworks that
support  cross-checks ond provide assuronce  of
recaonableness:

Thiz element recommends the disseminofion of
companent detail, emphosizing the release within a
statistical framework ond/or the disseminotion of the
comparson and recanciliation with other related data.

The componant detail must be In a way 20 thot it does
not covse conflicts to other elements, oz well as provide
the individual information reliability ond confidentiality.

Bank of Albania

number 3
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Our Proctice

The procedure of the offical exchonge rote

caoloulation is mode public in the Bank of Albania

web page under tha roles column.

The daily exchange roles saries hos bean avalloble

in the Bank of Albonio web poge ond affer its

reconfiguralion there was the need of their re-

entering. Any inlerested person may gquickly ond

fresly get the exchangs rate of evary day though a

request sent to this electronic mail oddress:
li nkofalbania.

The maonthly overoge doto of the exchange rate 2
ore published in the Monthly Stotistical Report of
the Bank of Albania.

The series of averoge exchange rofes is published
in the “Monthly Siofistical Report™ and in the
*Econarmic Bulletin®.
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Il FOREIGN TRADE

Data; Coverage, Periodicity and Timeliness

5005 Reguirements Dwr Proctice
The dota on the merchondise frode are compiled
and disseminoied by the Bank of Albania and the
Hofistics  Institufe  [INSTAT) bosed on  the
information received from the Direclosgte of
Zeneral Customns, which reports the tofal of the
cugtams stafernants {or the perad. The doto are
enfered of the moment of the customns stofement
osccapbance, The Bank of Albanka observes the

. g bolance of poyments methodology, by publishing
The SDDS5 requires the dofa compilofion  for . ;
merchandise trode o3 on ouxiliory ond explanoiory !he 'Tﬁmmdnrﬁd ﬂpﬁ!‘hﬁ{ gmr? " E_T'b' ml"';;
cotegory, which provides more frequent and detailad n mll mnh “ urls.d dﬂ F:Ej-.-dt:ﬂu &hrypad v
information on devalopments of the current account in ;mdt mr:rl; 1:1 ;L Icu-l".l'l.ll:-::b?l g Eﬁ:ﬂ &
the bolance of poyments, The dofa regarding the folal of TPD e’ SRpar, IB n r"'::.c' ves
imporis ond expors are  recommended o be the methodological standards  de m# by
dissaminoted seporolely occonding fo fthe most detoilad ir::;u:lzrlin L:r: :nilltﬁh:ipm?:uiu;mgli
cotegeries, commadity groups and parner couniries. e B o e R e

costs, The coefficients for the goods insuronce
and fronsporofion costs ore provided through the
foreign trode ressorch, Morsover, the Bank of
Albonio uses esfimofion for the confroband
imports and the unregistered ones. The foreign
1n:|dﬁ{:.1n:|1l5rh'_-| ore not seosonally reguloted.

o The: foreign frode stofisfics ore disseminoted on
Periodicity: Monthly. manthly, guur'redy and annval bosis. v
Timeliness: Eight weeks (encouraged 4.6 weeks), Ld::;j"g” than two manths ofier the reference

Access by the public
SDDS Requirements Our Pradics
Adwvance releasa of the publicofion calendar:
A lecst @ guarter in advonce, the poricipating membears
must announce the publicafion dofe or its dues dote. An Not oy, X
initial period up to 5 business doys could be identified,
during which the publicofion could be mode.

Characteristics of coverage:

The first introduction of the public to the foreign
trode daoto is fthe publicotion of the guarery
press stoternent along with the summory toble.
This toble conigins the total of imports and
exports ond the trode deficit in dollors for the last
three quarters. Within three weeks from the
stotement publicotion, there is the electronic
Simultanecus release of dofo fo oll porfies: The sfondard disseminotion and the publication in the Bank of
recommends the simulloneous release of dofo fo oll Albanic web page, in the *Time Series” dotobose
inferasted parfies. In this cose, the publicotion does not ond  in  the Siotistical Repord, which s
rafer to the minisiies or govermmental agencies. disseminated in hard copy occording fo the v

users’ list. Based on the user’s requests [alwoys
Simulhanecus release refers to the first instance when the after the stotistics publication dole], published
date is occessible by all users, of any kind of formot doto cccording to the standord formol con be
{hard copy, floppy disc, electronically, etc.). disseminated  elecironically or  in printed.
Moreowar, the forelgn imde dolo shotements,
occording fo the respeciive  breokdowns in
commodity groups and pariner countries, are
published in the monihly and annual stafisfical
reports of the Bank of Albania. Praclically, the
foreign frode dolo ore disseminated to oll users
at the same fime,
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Insagrity of the data

D035 Requirements
Publicotion of terms ond conditions, undar which the statistics
ore produced and disseminated, including the profection of
individual informafion:
Terms omd condiions maoy refer fo isswes, such aos, the
relotionships between the stofistical unit ond one department
or ministry in which it tokes part. For instance, they might
refer to the dependency (in the budgel or humon rescurces
mspect] of the oagemcy producing the stobistics from an
external authority or 1o the independence in choosing the
statistice methodology ond  decisions relofed fo  the
publication of stofistical results. Moreover, the terms and
condificns may refer to the requirerments to the agency o
publish the doba colledled os o protection from the poliftical
pressure fo hide cerain results, ond the revision of siatisfical
progroms by independent expert groups. Ancther issue
conceming the conditions, in which the stalistical ogencias
operate, refers to the procedures ond processes reloted o
the Individunl date confidentiality. These procedures cover
various issues, varying from the computer security to the
exchonge of information between siotistical ogencies.
Identification of the government occess pricr to daolo
publicotion:
In order to be protected by the influsnces of the autharities
out of the ogency publishing the dato, the stondord
recommends the listing of persons or officials with certain
pasitions in the government, but out of the doto compilation
agencies, which hove occess to the slotistical data priar the
publication, and the reporting of on oocessible colendar. This
practice 8 recommended in order to grant full tronsparency
to every prior occess by the govemment, deesmed as
FBCESAnTy.
Identificotion of ministerial commentary reloted 1o the
shatistical data:
Considering thot the govemment may not objectively ossess
the statistical daota, in particular in those coses when they are
direcily related te is responsibilinies, the standord provides
the identification af the cammentary source aver the dola,
The provision of Information obout revision ond advonce
naotice of mojor chonges in methodology:
Essentlal informotion regarding the dato revision might be
the one reloted 1o the obssrved policles and the extent of
previous revisions, Revision: are moda in arder fo reflect the
amendments or changes conceming different aspacts of the
stafistical methedology, such os: fundamental concepls and
definifions; source of information; evaluvolion methods, The
revision polices refarring to these chonges musl determine
the frequencies of the respective procedures that these
revisions hove to ohserve. These revisions must be mode
public, Molices on the above mentioned changes may vary
from short press relecsss to public presendofions and
rralerials. The members ore also encouraged to previde
guicker information on the revisions offer they hove been
mode (for exomple, vio telephone, fox or internet by o
contoct person whe covld onswer guestions reloted io the

rEvISions).
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The compilofion of foreign frode stofistics by
the Bonk of Albonia derives from ifts
obligafion of compiling the bolonce of
payments of Albania, based on Aricle 27 of
the Lew “On the Bank of Albania®.

The individual information confidenticlity is
provided by Aricle SB of tha Low no. 8289,
doted 23.12.19%7, “On thae Bonk of
Albanio®, ond the Regulofion *On the
Tronsporency and Confidantiality at the Bonk
of Aloonio®, opproved upon the dacision of
the Bank of Albania Supendsory Council, no.
53, doted 21.086.2000 glong with the

respeciive amendments,

The menfioned blows and regulotions are
published in the Bank of Albanio web poge.

The governmenial units do not have prior
accass o foralgn rode shotistics,

There are nat any commentaries regarding
the published data.

With regard fo the revisions in the foreign
trade shatistics, though considered final at the
mament when they are published (that &,
they are nat lobellsd oz operofions| data),
they are regularly revised, due to changes in
the preliminery evoleations, changes in
methodology, new oddiional sources of

v

v

information and amendments of the existing X

ones, The revised lobles ore published, but
not the documentation of the respective
revisians. Morecver, there are not any real
revigion policies to determine on accurabe
revisian calendar, es wall as the information
of the foreign trade stofistics users regarding
these revisions,
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Quality of the data

5005 Reguirements

The dizsseminotion of documentotion on methodology
and sources used in preparing stofisfics:

The disseminotion of documentotion an methodalogy
and sources vsed iz the key to the user's oworeness on
the advanloges and shortialls of siatistics.

The mecommendsd documeniolion moy loke differsnd
forms, Including the summaory nofes accompanying the
date dissemingtion, special disseminations or prepaned
rmaterials o be relsased vpon reguest, The members are
requesied fo include ond highlight statements on the
sl essential charocteristics of quality. These statements
rray clarify the type of amor, subject to which might be
the dolo, reasons of the dolo non-comparofivensss in
firme or the selaction errors in coses of research, etc.

The dissemination of component detall, recondlictions
with related data, ond statistical framewarks that suppon
cross-checks and provide assurance of recsonablaness:

This element recommends the disseminotion of
companent defoil, emphasizing the release within o
statistical fromewark and/or the dissemination of the
comparison ond reconciliation with other related data.

The companent detall must in o woy 2o that it does not
cause conflicts to other elements, as well os provide the
individual information reliability and confidentiality.

Cur Prodice
The foreign irode siofistica ore compiled based
on the mecommendotions presented in the
"Balonce of Poyments Siofistics Manual, IMF,
Fifth Edition, 1993%, oz well as bosed an the
detallzs of the “Balonce of Payments Compilatian
Guide, IMF, 1995*,

The data compilation obsarves the methadalogy
defined in the “Infemational Merchandise Trode
Stotisfics: Concepts ond  Definitions® of the
United Mations.

In this contest, in order o meet the 5DD5
standard requirements, the methodology has o
be publiehed, by presenting in it the changes and
ameandments mode through the years, oz well os
proving room for chonges in the future.

In the “Bolonce of Payments Bulletin® and the
oggregated seres, published in the Bonk of
Albanic web poge, ore included doto on the
foreign trade statistics in monthly, quarterly and
annual detailed time senes, for of leost the last
10 years,
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* This material was prepared by: Kliti Ceca, Deputy Director of Information Technology
and Statistics Department, Edmond Thanati, Deputy Director of Monetary Operations
Department, Hilda Shijaku, Chief-Specialist at the Monetary and Financial Statistics
Section and Endrita Xhaferaj, Specialist at the Balance of Payments and Research Statistics
Section. Special thanks for her useful contribution to Ms. Yin-Fun LUM, Senior Economist
at the Data Dissemination Standards Division, Statistics Department, IMF.

** The views expressed in this paper are those of the authors and do not necessarily
reflect those of the Bank of Albania.

" Data dissemination, in the context used in this material, includes all the chain of actions
starting from the source data collection to their access by the public out of the agency
producing these data.

2 Allum and Agca (2001) indicate a “positive transition effect” in the data dissemination
evaluation. It shows the serious engagement on the part of the authorities in enhancing
the data dissemination quality, something which is related to their interest in participating
in the international financial markets.

3 “Fifth Review of the Fund’s Data Standards Initiatives”, page 9.

4 The GDDS includes 83 member countries in total. The countries which are already
members of the SDDS are Kazakhstan, Kyrgyzstan, Armenia, Bulgaria and Romania.

5 The ROSC mission has visited Albania twice, in May 2000 for the data dissemination
and in July 2003 for the fiscal transparency. For more information please refer to http://
www.imf.org/external/np/rosc/rosc.asp.

¢ The term “timeliness” in this material shall mean the time period from the reference
date of the statistical indicator to its release.

7 Here it refers to the media and private users, not to the governmental units.

8 IMF (1996), Guide to the data dissemination standards, page 39.

? It refers to the governmental units out of the agency producing the data.

10 Manual on Monetary and Financial Statistics, IMF (2000).

" Balance of Payments Manual, Fifth Edition, 1993.

12 Classification system of commodity groups according to the manual of international
merchandise trade statistics “International Merchandise Trade Statistics: Concepts and
Definitions”, United Nations, 1998.
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BANK OF ALBANIA NEWS DURING JULY-SEPTEMBER
2005

During July 5-7, 2005 a delegation from Bank of Albania, headed by
Governor Mr. Ardian Fullani, visited the Banking and Payments Authority of
Kosovo, invited by the Managing Director, Mr. Michel Svetchine. Numerous
meetings with senior officials of this institution and of other central institutions
of Kosovo were held during this two-day visit. The purpose of the visit was
to further enhance the cooperation in the fields of mutual interest. The
signing of a new joint agreement constituted one of the main objectives of
this visit.

On July 20, 2005 the Governor of the Bank of Albania, Mr. Ardian Fullani,
visited the European Central Bank (ECB). He met with Mr. Jean-Claude
Trichet, President of the ECB and with Mr. Lorenzo Bini Smaghi, Member of
the Executive Board in charge of International and European Relations. The
meeting focused on the issues dealing with the monetary developments in
Albania as well as the challenges the Bank of Albania is facing for developing
and consolidating the banking and financial system in Albania. At the end
of the meeting, President Trichet expressed the willingness of the European
Central Bank and the Eurosystem to further enhance the technical cooperation

with Bank of Albania.

On July 22, 2005 the implementation of the Automated Electronic
Clearing House (AECH) was finalized. This project aims at automating
the clearing service that Bank of Albania provides to commercial banks
for processing payments of their customers. The implementation of this
system, realized by modern technology investments, will provide significant
benefits for the national payment system in terms of augmenting the speed,
decreasing the costs as well as increasing the security in their processing.
Representatives of Bank of Albania, as well as representatives and specialists
of 14 commercial banks affiliated with this system, to which were granted
the participation certificate, participated in the meeting organized on this
occasion.

On July 26, 2005 the Governor of the Bank of Albania, Mr. Ardian
Fullani, headed the Bank of Albania delegation during the visit to Bank
of Greece, where he met with its counterpart, Mr. Nicholas C. Garganas.
The two governors had the opportunity to reconsider the economic
developments in Greece and in Albania, the functioning of the financial
systems in both countries and to discuss the possibility of expanding the
co-operation between the two central banks, especially in the monetary
policy and banking supervision areas.
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3 On fbe workshop On September 5, 2005 Bank of Albania, in collaboration with the GTZ
Experiences of the - o i Tirana and the Bulgarian National Bank, organized the workshop on
Bulgarian National Bank ) i ) o

in its road towards the Experiences of the Bulgarian National Bank in its road towards the European
European System of Central System of Central Banks”. The workshop was chaired by Professor Michael
Banks” Bolle, Adviser for Bank of Albania on behalf of German Government and

by Mrs. Daniela Bobeva, Director of International Relations and European

Integration, at the Bulgarian National Bank.

Workshop topics focused mainly on issues dealing with the challenges
the central banks are facing during the process of the approximation and
membership to the European Union. More specifically, the workshop focused
on institutional and operational changes the central banks must undertake in
the framework of membership in the European System of Central Banks and
on the approximation of national legislation with the EU legislation.

On the meeting of Governor On September 26, 2005 the Governor of the Bank of Albania, Mr. Ardian
of the Bank of Albania Mr. Fullani, following his visitin Washington, on the occasion of the Annual Meeting
Ardian Fullani W’:fh Mr. Alan of International Monetary Fund and World Bank, met with the President of the
Greenspan, President of the ) i
Federal Reserve Governors T ederal Reserve Governors Board, Mr. Alan Greenspan. At first, Mr. Fullani
Board presented a brief exposé on the latest economic developments in Albania,

and using this opportunity he expressed his gratitude for the assistance given

recently by the Federal Reserve, especially for the further enhancement of

banking supervision. During the conversation both governors concluded that

there are further possibilities to provide assistance in this direction.

Activities of the Governor During September 22-26, 2005 the Governor of Bank of Albania and at
of the Bank of Albania,  the same time as Governor of Albania to International Monetary Fund, Mr.

Mr. Ardian Fullani, during i, Fullani, headed the Bank of Albania delegation participating to the
the Annual Meeting of
Infernational Monetary Fund Annual Meeting of the World Bank Group and International Monetary Fund.
and World Bank  During his visit in Washington, the Governor of the Bank of Albania met with

a number of senior representatives of IMF, WB, Federal Reserve and FSVC.

In the meetings with representatives of IMF and WB, the Albanian party was

represented by the participation of the Minister of Finance, Mr. Ridvan Bode,

and the Governor of the Bank of Albania, Mr. Ardian Fullani.

In all the meetings, a special attention was given by both parties to the
further performance of relationships between IMF and Albania. The Albanian
party requested in unison the IMF to begin the negotiations as soon as possible
with respective authorities for a new medium-term joint agreement between

IMF and Albania.

The signing of the agreement with the World Bank on “Management and
consultancy of foreign reserve investment” was of particular importance.
In addition to the management expertise, this agreement will provide also
training programs and assistance for the technical staff of Bank of Albania.
Meanwhile, on September 23, 2005, Treasury Department of the WB, in
collaboration with Monetary and Financial Department of the IMF, organized
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the Governors Forum on foreign reserve management, where Mr. Fullani
moderated the panel on “Composition of currencies in the foreign reserve,
capital and regulations of profit distribution”.

On September 28, 2005 the European Bank for Reconstruction and The EBRD Conference on
Development (EBRD), sponsored by the Swiss Ministry for Economic Affairs, “Remittances in fransition
. . . . . " . i . economies: Key policy
organized in London an international summit on “Remittances in transition issues”
economies: Key policy issues”. The purpose of this summit was to discuss key
issues relating to remittances as well as the practices of different countries on
the transferring channels of remittances. Senior representatives of the EBRD,
administrators of central banks, as well as experts of various international
financial institutions participated in this conference.

In this conference, Mr. Ardian Fullani addressed a speech on the topic
"Key policy issues for remittances in transition economies: A viewpoint from
a recipient country”, where he presented the Albanian experience about
remittances and put forward some suggestions on the enhancement of their
use and effectiveness in the Albanian economy.
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LEGAL EVENTS, DURING JULY-SEPTEMBER 2005

MONETARY OPERATIONS

On July 13,2005, the Supervisory Council of the Bank of Albania approved
upon the Decision No. 56 the Regulation “On outright sale/purchase
transactions”. Outright open market transactions refer to the operations of the
Bank of Albania for the outright sale/purchase of treasury bills with maturity up
to one year and term to maturity of at least seven days, and other securities.
These operations aim at managing liquidity and interest rates.

On July 13,2005, the Supervisory Council of the Bank of Albania approved
upon the Decision No. 57 the Regulation “On Lombard loan”. The aim of
Lombard loan is to meet the short-term liquidity needs of commercial banks.
It represents the last lending instrument and it is the most expensive loan
available to commercial banks.

On July 13,2005, the Supervisory Council of the Bank of Albania approved
upon the Decision No. 58 the Regulation “On overnight deposit”. Overnight
deposit represents a short-term investment instrument to the commercial banks.
It aims at regulating the liquidity level in the banking system and stabilising the
interest rates in the money market.

On July 13,2005, the Supervisory Council of the Bank of Albania approved
upon the Decision No. 59 the Regulation “On overnight loan”. Overnight
loan represents a short-term debt instrument available to commercial banks.
It is a fully guaranteed loan, which aims at increasing liquidity in the banking
system and assisting the administration of short-term interest rates.

On July 13,2005, the Supervisory Council of the Bank of Albania approved
upon the Decision No. 60 the Regulation “On treasury bills commission in the
counters of the Bank of Albania”. This commission shall be calculated on the
marginal cost base and it shall be the same for all participants in the treasury
bills prime market and in all counters of the Bank of Albania in Tirana and all
branches of the Bank of Albania.

On August 31, 2005, the Supervisory Council of the Bank of Albania
approved upon the Decision No. 71, the Instruction “On the calculation of
the Lek exchange rate in the Bank of Albania”. This instruction aims at defining
the calculation method of “the fix” in order to generate a sole reference level
of lek exchange rate, which could later be used by the interested parties for
statistical, comparative, accounting, estimating and trading purposes.

On September 14, 2005, the Supervisory Council of the Bank of Albania
approved upon the Decision No. 75 “Agreement with the World Bank (IBRD)

Bank of Albania



volume 8
number 3
Economic Bulletin | September 2005

on the administration and counselling of foreign reserve investment”. By
means of this agreement, the Bank of Albania shall be part of the Counselling
Program on the Administration of Currency Reserve, which provides technical
assistance in the area of foreign reserve administration to the central banks
of various countries.

BANKING SUPERVISION

On August 31, 2005, the Supervisory Council of the Bank of Albania
approved upon the Decision No. 68 the Regulation “On consolidated
supervision”. Consolidated supervision assesses the position to risk/risks
not only of the company, but the activity of its subsidiaries and significant

interests, as well. Subject to this regulation are all entities licensed by the Bank
of Albania.

ECONOMIC POLICY

On August 3, 2005, the Council of Ministers approved the Decision No.
552 “On the approval of the instrument on the engagement of the Republic
of Albania in the rise of IDA’s sources “The fourteenth supplement”. The
supplement of Lek 652 182 shall be covered by the budget of 2005, approved
to the Ministry of Finance.

On September 1, 2005, the President of the Republic of Albania approved
the Decree No. 4644 “On the summoning of the Assembly of the Republic of
Albania”. Pursuant to this decree, the first convention of the 17" legislature of

the Assembly of the Republic of Albania is summoned on Friday, September
2, 2005, 18.00 hrs.

On September 3, 2005, the President of the Republic of Albania approved
the Decree No. 4645 “On the appointment of the Prime Minister”. Pursuant
to this decree, Mr. Sali Berisha is appointed the Prime Minister of the Republic
of Albania, after the proposal of the parliamentary majority.

On September 7, 2005, the Council of Ministers approved the Instruction
No. 1 “On the recruiting required criteria and the income declaration of
the employees of the General Directorate of Money Laundry Prevention”.
The definition of these criteria aims at ensuring a professional, independent
and qualified administration, with high moral integrity, through transparent
selective procedures and grounded on entirely professional criteria.
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BANK OF ALBANIA MANAGEMENT
SEPTEMBER 30, 2005

SUPERVISORY COUNCIL

ARDIAN FULLANI Chairman
FATOS IBRAHIMI Vice Chairman
LIMOS MALAJ Member
SULO HADERI Member
TONIN KOLA Member
TEFTA CUCI Member
KSENOFON KRISAFI Member
ADRIAN CIVICI Member
ELISABETA GJONI Member
GOVERNOR

ARDIAN FULLANI

GOVERNOR'S OFFICE

GENC MAMANI

DEPUTY GOVERNORS

FATOS IBRAHIMI - First Deputy Governor
LIMOS MALAJ - Second Deputy Governor

GENERAL INSPECTOR

ELSA BIZHGA

DEPARTMENTS AND OTHER UNITS

GRAMOZ KOLASI Monetary Policy Department
ERJON LUCI Research Department
MARJAN GJERMENI Monetary Operations Department
KLODION SHEHU Supervision Department
SONILA TACI Issue Department
MARSEDA DUMANI Accounting and Payments Department
XHILDA DELIANA Information Technology and Statistics Department
DASHMIR HALILAJ Legal and Human Resources Department
INA KRAJA Public Relations Department
ELSA BIZHGA Audit Department
AGRON SKENDERAGA Logistic Services Department
ALFONS THEKA Printing House
BRANCHES
ERMIRA ISTREFI Shkodra
VALENTINA DEDJA Elbasani
ANILA THOMAJ Gijirokastra
LILJANA ZJARRI Korca
SHPRESA MECO Lushnja
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LIST OF ALL ENTITIES LICENSED BY THE BANK OF
ALBANIA*

BANKS AND BRANCHES OF FOREIGN BANKS

1. ITALIAN - ALBANIAN BANK (JOINT-STOCK COMPANY)

License No. 1/1996, dated 17.07.1998

Approved by the Supervisory Council Decision of the Bank of Albania No. 89, dated
18.06.1998.

Certificate No. 1 “On Deposit Insurance”.

Delegated Administrator: Giovani BOGANI

Address:Rruga e Barrikadave, No. 70, Tirana, Albania

Tel.: 2356 97,23 5698, 22 62 62

Fax.: 2330 34

2. RAIFFEISEN BANK (JOINT-STOCK COMPANY)

License No. 2/1998, dated 11.01.1999

Approved by the Supervisory Council Decision of the Bank of Albania No. 163,
dated 11.12.1998.

Certificate No. 2 “On Deposit Insurance”.

Director: Steven GRUNERUD

Address: Rruga “Déshmorét e 4 Shkurtit”, No. 6, Tirana, Albania
Tel.: 22 45 40,22 26 69,22 54 16

Fax.: 22 3587,22 36 95,22 40 51

3. UNITED BANK OF ALBANIA (JOINT-STOCK COMPANY)

License No. 3/1998, dated 11.01.1999

Approved by the Supervisory Council Decision of the Bank of Albania No. 165,
dated 11.12.1998.

Certificate No. 3 “On Deposit Insurance”.

Director: Abdul Waheed ALAVI

Address: Blv. “Déshmorét e Kombit”, No. 8, Tirana, Albania
Tel.: 22 84 60,22 3873,227408

Fax: 22 84 60,22 83 87

4. DARDANIA BANK (JOINT-STOCK COMPANY)

License No. 5/1998, dated 11.01.1999

Approved by the Supervisory Council Decision of the Bank of Albania No. 164,
dated 01.12.1998.

Certificate No. 4 “On Deposit Insurance”.

Director: Begir MEZELXHIU

Address: Blv. “Zogu I”, Tirana, Albania
Tel.: 22 87 59,2593 50, 25 93 51
Fax.: 23 05 66

Telex: 2298 db banc ab

5. NATIONAL COMMERCIAL BANK (JOINT-STOCK COMPANY)

License no. 6/1998, dated 11.01.1999

Approved by the Supervisory Council Decision of the Bank of Albania No. 162,
dated 11.01.1999.

Certificate No. 5 “On Deposit Insurance”.

Director: Seyhan PENCAPLIGIL

Address: Blv. “Zhan D’Ark”, Tirana, Albania
Tel.: 2509 55

Fax.: 2509 56

* Up to September 30, 2005
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6. TIRANA BANK (JOINT-STOCK COMPANY)
License No. 07, dated 12.09.1996
Approved by the Supervisory Council Decision of the Bank of Albania No. 9,dated

12.09.1996.

Certificate No. 6 “On Deposit Insurance”.

Director: Dimitrio FRANGETIS

Address: Blv. “Zogu I”, No. 55/1, Tirana, Albania
Tel.: 23 34 41/42/ 43/44/45/46/47

Fax.: 233417

7. NATIONAL BANK OF GREECE — TIRANA BRANCH (JOINT-STOCK COMPANY)
License No. 08, dated 25.11.1996
Approved by the Supervisory Council Decision of the Bank of Albania No. 4, dated

14.03.1996.

Certificate No. 7 “On Deposit Insurance”.

Director: Spiro BRUMBULLI

Address: Rruga e Durrésit, Godina Comfort, Tirana, Albania
Tel.: 23 36 23/24

Fax.: 233613

8. INTERNATIONAL COMMERCIAL BANK (JOINT-STOCK COMPANY)
License No.09, dated 20.02.1997
Approved by the Supervisory Council Decision of the Bank of Albania No. 9, dated

30.04.1996.

Certificate No. 8 “On Deposit Insurance”.

Director: Ooi Kooi KEAT

Address: Qendra e Biznesit, Rruga “Murat Toptani”, Tirana, Albania
Tel.: 2375 67/68/69

Tel/Fax: 237570

9. ALPHA BANK — TIRANA BRANCH (JOINT-STOCK COMPANY)

License No.10, dated 07.01.1998

Approved by the Supervisory Council Decision of the Bank of Albania No.
01/03/96, dated 27.12.1997.

Certificate No. 9 “On Deposit Insurance”.

Director: Andreas GALATOULAS

Address: Blv. “Zogu 1", No.47, Tirana, Albania
Tel.: 2333 59,2404 76/77/78

Tel/Fax: 232102

10. AMERICAN BANK OF ALBANIA (JOINT-STOCK COMPANY)

License No.11, dated 10.08.1998

Approved by the Supervisory Council Decision of the Bank of Albania No. 105,
dated 10.08.1998.

Certificate No. 10 “On Deposit Insurance”.

Director: Lorenzo RONCARI

Address: Rruga “Ismail Qemali”, No. 27, PO. Box 8319, Tirana, Albania
Tel.: 34 87 53/54/55/56

Tel/Fax: 34 87 62

11. PROCREDIT BANK (JOINT-STOCK COMPANY)
License No. 12, dated 15.03.1999
Approved by the Supervisory Council Decision of the Bank of Albania No. 22, dated

03.03.1999.

Certificate No. 11 “On Deposit Insurance”.

Director: Ralf RAITEMEIER

Address: Rruga “Sami Frashéri”, Tirana e Re, PO. Box. 2395, Tirana, Albania
Tel.: 23 04 99,23 34 96

Tel/Fax: 271276
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12. FIRST INVESTMENT BANK - TIRANA BRANCH (JOINT-STOCK COMPANY)
License No. 13, dated 16.04.1999
Approved by the Supervisory Council Decision of the Bank of Albania No. 45, dated

13.04.1999.

Certificate No. 12 “On Deposit Insurance”.

Director: Martin Isvetkov BOGDANOV
Address: Blv. “Zogu I”, No. 64, Tirana, Albania
Tel.: 3564 23,3 564 24

Tel/Fax: 35 64 22

13. EMPORIKI BANK OF ALBANIA (JOINT-STOCK COMPANY)
License No. 14, dated 28.10.1999
Approved by the Supervisory Council Decision of the Bank of Albania No.105, dated

19.10.1999.

Certificate No. 13 “On Deposit Insurance”.

Director: George CARACOSTAS

Address: Rruga e Kavaiés, Tirana Tower, Tirana, Albania
Tel.: 2587 55/ 56/ 57/ 58/ 59/ 60

Tel/Fax: 2587 52

14. CREDIT BANK OF ALBANIA (JOINT-STOCK COMPANY)
License No. 15, dated 28.08.2002
Approved by the Supervisory Council Decision of the Bank of Albania No. 66, dated

28.08.2002.

Certificate No. 14 “On Deposit Insurance”.

Director: Kamal Abdel MONEIM

Address: Rruga “Perlat Rexhepi”, Al-Kharafi Group Administration Building,
Kati 1&2” Tirana, Albania

Tel.: 27 21 68,27 21 62

Tel/Fax: 27 21 62

E-mail: creditbkalb@icc-al.org

15. “CREDINS” BANK (JOINT-STOCK COMPANY)
License No. 16, dated 28.03.2003
Approved by the Supervisory Council Decision of the Bank of Albania No. 22, dated

26.03.2003.

Certificate No.15 “On Deposit Insurance”.

Director: Artan SANTO

Address: Rruga “Ismail Qemali”, No. 21, Tirana, Albania
Tel.: 2229 16,23 40 96

16. popular BANK (JOINT-STOCK COMPANY)
License No. 17, dated 16.02.2004
Approved by the Supervisory Council Decision of the Bank of Albania No. 06, dated

11.02.2004.

Certificate No.16 “On Deposit Insurance”.

Director: Edvin LIBOHOVA

Address: Rruga “Donika Kastrioti”, Pall. 11/1, Kati I, Tirana, Albania
Tel.: 27 27 88 /89 /90 /91

Fax: 27 27 81
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NON-BANK INSTITUTIONS

1. TIRANA FINANCIAL UNION S.R.L. (WESTERN UNION]

License No. 1, dated 08.12.1999, on conducting the following financial activities:
- offering payment services;

- mediating in the conduct of monetary transactions;

- acting as financial agent or advisor.

Director: Niko Leka, Edmond Leka

Address: Rruga “Reshit Collaku”, Pall. Shallvare, Sh 2, No. 18, Tirana, Albania
Tel.: 25 06 53

Fax: 25 06 54

2. DINERS CLUB ALBANIA S.R.L.
License No. 2, dated 09.10.2000, on conducting the following financial activity:
- mediating in the conduct of monetary transactions.

Director: Vebi Velia
Address: Blv. “Zogu 1", VEVE Business Center, Tirana, Albania

3. ALBANIAN POST-OFFICE (JOINT STOCK COMPANY)

License No. 3, dated 18.04.2001, as a non-bank financial institution to conduct the
following financial activities:

- offering payment services;

- acting as financial agent or advisor.

Director: Luiza Hoxha
Address: Rruga “Reshit Collaku”, No. 4, Tirana, Albania
Tel.: 222315

4. CREDINS TIRANA (JOINT STOCK COMPANY)
License No. 04, dated 13.06.2001, as a non-bank financial institution to conduct
the following financial activities:
- granting credit;
- offering payment services;;
- mediating in the conduct of monetary transactions (foreign currency included);
- offering guarantees;
- acting as financial agent or advisor (excluding herein the services set forth in point
3/a and 3/b of
Article 26 of the Law “On Banking Law in the Republic of Albania”.

Director: Mrs. Monika Milo
Address: Rruga “Ismail Qemali” No. 21, Tirana, Albania
Tel.: 222916, 23 40 96

5. MOUNTAINOUS AREA FINANCING FUND
License No. 5, dated 29. 03.2002, on conducting the following activity:
- granting credit.

Director: Arben Jorgji
Address: Rruga “Mustafa Matohiti” No. 12, Tirana, Albania
Tel.: 2506 33
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6. "AK-INVEST” (JOINT STOCK COMPANY)
License No.7, dated 31.12.2003, as a non-bank financial institution to conduct the
following activities:
offering payment services;
mediating in the conduct of monetary transactions (foreign currency included);
acting as financial agent or advisor.

Manager: llir Adili
Address: Rruga “Ded Gjon Luli”, No. 2/3, Tirana, Albania
Tel.: 24 01 47

7. “TIRANA LEASING SH.A.”
License No. 8, dated 09.11.2004, as non-bank entity to conduct the following activities:
financial leasing.

Director: Fatos ALIAJ
Address: Rruga Ismail Qemali, Samos Tower, Kati Il, Zyra 2/1B, Tirana, Albania
Tel.: 26 97 05,26 97 06
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FINANCIAL INSTITUTIONS NOT LICENSED BY THE BANK OF ALBANIA
TO CONDUCT OF THEIR ACTIVITIES ACCORDING TO THE SUPERVISORY
COUNCIL DECISION NO. 26, DATED 29.03.2000 “ON EXEMPTION OF
SOME INSTITUTIONS FROM APPLYING THE PROVISIONS OF LAW NO.
8365, DATED 02.07.1998 “ON BANKING LAW IN THE REPUBLIC OF
ALBANIA"

(These organizations are not licensed or supervised by the Bank of Albania but they
have to report to the Bank of Albania).

1. RURAL FINANCING FUND

Founded by the Decision of the Council of Ministers of Republic of Albania No. 207,
dated 28.04.1999

Obiject of activity: Financing the rural area.

Exempted by the Bank of Albania’s note No.1843, dated 01.08.2000

Director: Zana Konini
Address: Rruga “Ismail Qemali”, P32, Tirana, Albania

2. BESA FOUNDATION

Founded by Open Society Fund for Albania (SOROS).

Obiject of activity: Financing small and medium size firms.

Exempted by the Bank of Albania’s note No. 2895/1, dated 19.01.2001

Director: Bajram Muca
Address: Rruga “Asim Vokshi”, No. 35, Tirana, Albania

3. ALBANIAN PARTNER ON MICROCREDIT.

Shareholder: “Opportunity International” (East Europe).

Obiject of activity: Granting credit.

Exempted by the Bank of Albania’s note No. 828/1, dated 08.04.2002

Director: James Reiff
Address: Rruga “Gijin Bue Shpata”, No. 7/1, Tirana, Albania
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FOREIGN EXCHANGE BUREAUS

1. “JOARD” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 1, dated 01.10.1999
Address: Rruga “Ded Gjon Luli”, No.2, Tirana, Albania
Brokers: Josif Kote, Pajtim Kodra

2. “AMA” FOREIGN EXCHANGE BUREAU S.R.L., DURRES
License: No. 2, dated 01.10.1999

Address: Rruga “Tregtare”, Lagja 3, Durrés, Albania
Brokers: Mirlinda Ceka, Ilir Hoxha

3. “ARIS” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 3, dated 01.10.1999

Address: Rruga “Luigj Gurakuqi”, Tirana, Albania
Brokers: Ardian Goci, Ismet Noka

4. “UNIONI FINANCIAR” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 4, dated 01.10.1999
Address: Rruga “Reshit Collaku”, Pall. Shallvare, Shk. 2/18, Tirana, Albania
Brokers: Arjan Lezha (Manager), Albert Sara, Dhimitér Papadhopulli, Genta

Angieli (Agalliv), Piro Teti, Flora Simixhi, Petrika Mano (Manager),
Lindita Shala, Mirela Bakalli, Anila Demiri, Emili Bakalli (Nako),
Astrit Sférdelli, Mirela Kaiku, Erisa Emiri

5. "AGLI" FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 5, dated 01.10.1999

Address: Agency No.1: Rruga “Islam Alla”, No.1, Tirana, Albania
Agency No.2: Rruga “Kavaijés”, Tirana, Albania

Brokers: Kujtim Nina (Manager), Agim Cani, Selim Luli

6. “EXCHANGE” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 08, dated 24.11.1999

Address: Rruga “Durrésit” No. 170, Tirana, Albania

Brokers: Ivan Pavllovski, Ervis Myftari

7. “UNISIX” FOREIGN EXCHANGE BUREAU S.R.L., KORCA

License: No. 09, dated 26.11.1999

Address: Blv. “Republika”, Pall.4, Korca, Albania

Brokers: Pandi Cunoti, Ernest Golka, Nikolin Bicka, Eli Bode
8. “EKSPRES J & E” FOREIGN EXCHANGE BUREAU S.R.L., DURRES
License: No. 10, dated 26.11.1999

Address: Lagja 11, Rruga “Prokop Meksi”, Durrés, Albania
Brokers: Kostandin Ekonomi, Entela Ekonomi

9. “ILIRIA 98" FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 12, dated 25.02.2000

Address: Sheshi “Skénderbej”, Teatri i Kukullave, Tirana, Albania
Brokers: Edmond Ymeri, Ali Topalli, Ilir Janku

10. “SERXHIO” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No. 14, dated 07.04.2000

Address: Lagjo “Luigj Gurakugi”, Rruga 11 Néntori, Pall. 70, No.14,
Elbasan, Albania

Brokers: Amarildo Canku

11. "ALBTUR” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 15, dated 07.04.2000
Address: Blv. “Zogu 1", Pall. 32, Shk.1, Tirana, Albania
Brokers: Albert Rahmani, Artur Rahmani
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12. “R & M” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 16, dated 22.05.2000

Address: Rruga “Punétorét e Rilindjes”, Pall. 182, Tirana, Albania
Brokers: Edmond Stepa, Miranda Stepa

13. “TEUTA 2000” FOREIGN EXCHANGE BUREAU S.R.L., DURRES
License: No. 17, dated 22.05.2000

Address: Lagja 4, Rruga “Skéndérbej”, Ap. 950, Durrés, Albania
Brokers: Qemal Hoxha, Arben Cuni

14. “T & E” FOREIGN EXCHANGE BUREAU S.R.L., DURRES

License: No. 18, dated 11.06.2000

Address: Lagja 4, Rruga “9 Maiji”, Durrés, Albania

Broker: Shpétim Hysa

15. “SHIJAK 2000” FOREIGN EXCHANGE BUREAU S.R.L., SHIJAK
License: No. 19, dated 24.11.2000

Address: Lagja “Popullore”, Shijak, Albania

Brokers: Nazmi Ademi, Farije Ademi

16. “R & T” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 20, dated 20.12.2000
Address: Blv. “Zogu 1", Tirana, Albania
Broker: Renis Tershana

17.” MANUSHI” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 22, dated 18.04.2001

Address: Blv. “Zogu 1”, VEVE Business Center, Tirana, Albania
Brokers: Roland Manushi

18. “UNIONI SELVIA” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 23, dated 21.05.2001

Address: Rruga e Saracéve, Pall.124/1, Tirana, Albania
Brokers: Leonat Zenelaj, Gani Xhaja

19. “KALENJA” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 24, dated 29.06.2001
Address: Rruga e Kavajés (next to Turkish Embassy), Tirana, Albania
Brokers: Hair Shametaj, Fatmir Shametaj

20. “TILBA” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No. 25, dated 30.09.2001
Address: Lagja “Luigj Gurakugi”, Blv. “Qemal Stafa”, Njésia No.12, Elbasan, Albania
Brokers: Kristaq Bako, Vjollca Bako
21. "ANAGNOSTI” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 26, dated 31.10.2001
Address: Agency No. 1 - Blv. “Zogu |”, Pall.97, Shk.3, Ap.28, Tirana, Albania
Brokers: Jani Anagnosti, Odise Anagnosti, Edlira Anagnosti

Agency No. 2 - Rruga “Kajo Karafili”, No. 11, Tirana, Albania
Broker: Fredi Cami
22. "KO-GO” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 27, dated 12.11.2001
Address: Rruga “Vaso Pasha”, Pall.16, Shk.2, Ap. 9, Tirana, Albania
Brokers: Mihal Konomi, Pérparim Goxhaj

23. "ALB-FOREX” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 28, dated 22.11.2001
Address: Agency No. 1: Rruga “Abdyl Frashéri”, No.3, Tirana, Albania
Brokers: Almir Duli, Agim Xhemo
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Agency No. 2:  Rruga “Mine Peza”, Pall. 102, Shk. 1, Tirana, Albania
Broker: Fatmir Baholli

24. “L&N” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 29, dated 22.11.2001
Address: Rruga “Muhamet Gjollesha”, Tirana, Albania
Broker: Leonora Mihalcka

25. "EXHANGE ALOG” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 31, dated 22.11.2001
Address: Rruga “Mine Peza” , Tirana, Albania
Brokers: Almida Sterio, Fatmir Tafaj, Eduard Andoni, Elida Hasamemi

26. “BASHKIMI 2001” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 35, dated 12.12.2001
Address: Rruga e Kavaijés,Tirana, Albania
Brokers: Bashkim Shametaj, Luan Shametaj, llir Mesini

27. "ARJON 2002” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No. 36, dated 14.12.2001

Address: Lagja “Kongresi i Elbasanit”, Blv. “Qemal Stafa”, Pall. 9-katésh,
Elbasan, Albania

Brokers: Arben Kovaci, Besnik Lulja

28. "ALAKTH” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 42, dated 18.01.2002

Address: Rruga e Dibrés, No.105/1, Tirana, Albania

Brokers: Kosta Papa, Arben Memko, Lorenc Konomi, Thoma Konomi, Aleko
Plaku

29. “FORMAT” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 43, dated 21.01.2002

Address: Rruga e Durrésit, Pall. 85, Shk. 1, Ap. 1, Tirana, Albania

Brokers: Diana Lemi, Egon Sinani

30. “TRI URAT” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No. 44, dated 05.02.2002
Address: Lagja “29 Néntori”, Elbasan, Albania
Brokers: Fahri Sanco, Ismail Bejta

31. “BESA 2001” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License No. 46, dated 15.02.2002

Address: Rruga “Myslym Shyri”, No. 25, Tirana, Albania
Brokers: Belul Lleshi, Vladimir Avda, Mimoza Avda

32.” MARIO” FOREIGN EXCHANGE BUREAU S.R.L., SARANDA
License: No. 47, dated 14.03.2002

Address: Lagja 1, Saranda, Albania

Brokers: Vangijel Gramozi, Blerim Dhima

33. “JAV” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 48, dated 20. 03.2002
Address: Blv. “Zogu I”, Godina e “Zérit t& Popullit”, Tirana, Albania
Brokers: Ervin Lera, llir Gurashi

34. “DROGU” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 49, dated 23.04.2002
Address: Rruga “Vaso Pasha”, Kulla 1, Kati |, Tirana, Albania
Brokers: Shkélgim Drogu, Kostandin Koteci

35. “HYSEN-C” FOREIGN EXCHANGE BUREAU S.R.L., LAC
License: No. 50, dated 23.04.2002
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Address: Lagja No. 3, Lag, Albania

Broker: Cen Hyseni

36. “UNIONI FIER” FOREIGN EXCHANGE BUREAU S.R.L., FIER
License: No. 51, dated 08.05.2002

Address: Lagja “15 Tetori”, Rruga “Kastriot Muga”, Fier, Albania
Brokers: Giergj Dulaj (manager)

37. “TAXI EKSPRES” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No. 52, dated 20.05.2002

Address: Rruga “Sami Frashéri”, nr. 11 (prané shkollés “Edith Durhan”,
Tirana, Albania

Brokers: Arben Sharra, Sokol Kaleci

38. “GLEAR” FOREIGN EXCHANGE BUREAU S.R.L., SHIJAK

License: No. 55, dated 23.07.2002

Address: Lagja “Kodér”, Shijak, Durrés, Albania

Ex.broker: Argjend Calliku, Aférdita Calliku

39. “ALBA-POST” FOREIGN EXCHANGE BUREAU, TIRANA

License: No. 56, dated 28.08.2002

Address: Rruga “Reshit Colloku”, No. 4, Tirana, Albania

40. “UNIONI BALLSH” FOREIGN EXCHANGE BUREAU S.R.L., BALLSH
License: No. 57, dated 11.09.2002

Address: Rruga “8 Néntori”, Ballsh, Albania

Brokers: Luan Zenelaj, Lavdimir Zenelaj

471. “ESLULI" FOREIGN EXCHANGE BUREAU S.R.L, TIRANA

License: No. 58, dated 17.10.2002.
Address: Rruga “Reshit Collaku”, Pall.”Shallvare”, Shk. 4/1, Tirana, Albania
Brokers: Selim Luli, Kleomen Gijiknuri

42. “DENI&KRISTI-2002” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 61, dated 02.06.2003

Address: Rruga “Myslym Shyri”, Pall. 60, Ap. 3, Tirana, Albania
Broker: Maksim Ceku

43. “YLDON"” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 62, dated 03.06.2003

Address: Rruga “Qemal Stafa”, Pall. 382/2/2, Tirana, Albania
Broker: Ylli Ndogi (manager)

44, “BILLI" FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 63, dated 16.02.2004

Address: Sheshi “Wilson”, Tirana e Re, Tirana, Albania

Broker: Sybi Cenolli (manager)

45. “ALBASARBER” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No. 65, dated 06.05.2004

Address: Rruga e Kavaijés, Pall. 3. Kati |, Tirana, Albania
Brokers: P&llumb Mehmetaj, Bukurosh Jaho (managers)

46. “I.S.N.” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 66, dated 06.05.2004
Address: Rruga e Kavaijés, Pall. 3. Kati |, Tirana, Albania
Brokers: Evzi Zemzadja (manager), Nexhmi Uka, Salandi Brojaj

47. “ARIABA” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 67, dated 07.06.2004
Address: Ruga “Abdyl Frashéri”, Kati I, Shk. 5, Tirana, Albania
Brokers: Agim Xhemo (manager), Astrit Hado
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48. "ALBACREDITS” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 68, dated 13.07.2004
Address: Rruga “Ded Gjon Luli”, No. 5, Tirana, Albania
Brokers: Ermira Skénderi (manager), Engjéll Skénderi, Burhan Kodra

49. “ALB-KREDIT” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No.69, dated 19.07.2004
Address: Rruga e Durrésit, No. 2, Tirana, Albania
Brokers: Arben Cani (manager), Vasil Marto, Rudina Muskaj, Valbona

Kadriu, Teuta Koltarka, Hajredin Toca

50. “IDEA - 2" FOREIGN EXCHANGE BUREAU S.R.L., KAVAJA

License: No. 70, dated 02.09.2004
Address: Lagjja No.2, Rruga “10 korriku”, Kavaja, Albania
Broker: Taulant Karkini (manager)

51.“O & G” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 71, dated 30.09.2004.
Address: Rruga e Kavaiés, Tirana
Brokers: Pranvera Ago (manager), Teuta Brogi

52. “OMEGA" FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No. 72, dated 20.12.2004.

Address: Rruga “Abdyl Frashéri”, Pall.1, Shk.2, Ap.10, Tirana
Broker: Mihallag Peko (manager)

53. “ELBA 2005” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA
License: No.73, dated 28.04.2005

Address: Blv. “Bajram Curri”, Pallatet Agimi, No. 16, Tirana
Brokers: Kujtim Elbasani (manager)

Associates: Kujtim Elbasani

54. “JONADA - 05” FOREIGN EXCHANGE BUREAU S.R.L., TIRANA

License: No.74, dated 27.06.2005

Address: Rruga e Kavaies, Pallati 185, shkalla 2, apt.# 9, Tirana

Brokers: Liliana Zyfi (manager), Pellumb Zyfi

Associates: Liliana Zyfi, Pellumb Zyfi

55. “BASHA — N.B.” FOREIGN EXCHANGE BUREAU S.R.L., ELBASAN

License: No.75, dated 08.07.2005

Address: Lagja “Shenkoll”, rruga “Thoma Kaleshi”, Pall. 110, Shk.1, Kati |,
Elbasan.

Brokers: Nashifer Basha, Clirim Basha, Sonila Alla

56. “CELA 2005” FOREIGN EXCHANGE BUREAU S.R.L., LUSHNJE

License: No.76, dated 02.08.2005

Address: Lagja “Clirim”, Lushnje.

Brokers: Bledar Cela

57. "1 & K2005” FOREIGN EXCHANGE BUREAU S.R.L., LEZHE

License: No.77, dated 09.09.2005

Address: Lagja “Beselidhja”, PIl. 73, Lezhe.

Brokers: llir Malaj
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UNIONS OF SAVINGS AND CREDIT ASSOCIATIONS

1. “JEHONA" SAVINGS AND CREDIT ASSOCIATIONS UNION, TIRANA

License: No.1, dated 27.06.2002

Address: Rruga “Kajo Kardafili”, No. 26/1, Tirana, Albania

Head of the Executive Board: Vojsava Rama

This union consists of 41 savings & credit associations licensed also as special
associations and technically assisted by the foundation “Movement for the savings &
credit associations

development”.

2. “ALBANIAN SAVINGS AND CREDIT UNION” SAVINGS AND CREDIT
ASSOCIATIONS UNION, TIRANA

License: No. 2, dated 09.08.2002

Address: Rruga “Ismail Qemali”, No. 32, Tirana-Albania

Head of the Executive Board: Zana Konini

This union consists of 91 savings & credit associations, licensed also as special
associations and technically assisted by “Mountain Area Financing Fund”.

REPRESENTATIVE OFFICES OF FOREIGN BANKS
THE REPRESENTATIVE OFFICE OF BANCA POPOLARE PUGLIESE IN ALBANIA

License: No. 01, dated 02. 07.2003

Representative: Pasquale Guido Vergine

Address: Sheshi “Skénderbej”, Pallati i Kulturés, Kati lll, Tirana, Albania
Tel.: 25 67 82
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