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INTRODUCTION

The Albanian transition process from a centrdized economy to a market economy,
dating a firs years of 90s has been characterized by a huge phenomenon of emigraion
with a particular pesk in 1997-1998 &fter the Pyramid Scheme collgpse. An important
brain drain process and a massve migratiion flow mogt of it towards Greece and Itdy,
but dso towards USA, Canada and Western European countries in generd, has been due
to a vay scace job opportunity and a generd underdevelopment of the country.
Consequently an important  remittances flow that conditutes a mgor source of foregn
revenue for Albania, increased.

The Albanian Government has been urged, by the Internationd Community (IMF in
paticular), to create indrument and design policies to manage this currency flow and in
paticular to explore ways to encourage emigrants to return and to invest remittances for
locad devdopment. To date polides channding remittances through formd dructures
and promoting saving and investment in the country are ill inexigent. The weskness of
the finandd sysgem and the little productive capacity of Albanian firms entalls the dmogt
exdusve use of remittances for the purchase of imported goods, and lessen therefore
their potentidly postive impact on the local economic sysem

In the very recent years Albania Government is grgppling with a reform  process
concerning in paticular the banking sysem and economic privatization. Other reform to
be caried out should am, on one hand, a creding a conducive economic environment
(adequate basic infrastructure, good level of access to locd markets locd supply and
marketing capecity, effective regulatory system), and, on the other hand, a reducing
burocracy, diminating waste and corruption in the public sector.

The sudy describes the remittances flow in Albania and the financid reform process with
a paticular focus on the banking sysem reform. It ams a andyzing the exising
conditions in Albania to formdize a productive use of remittances and to put forward
some coopadaion policy proposds The dudy is accompanied by an inquiry on
emigration and remittances flow regading the Scutai didricc and some find
recommendations.



1. IMPORTANCE OF REMITTANCES FOR THE ALBANIAN ECONOMIC DEV ELOPMENT

1.1 The importance of remittances

The remittances of Albanian immigrants continue to conditute a vauabdle economic ad
not only for ther families, but for the sodo-economic dabilization of the country as a
wholel. In an andysds of remittances flow, during the transition period, we see a
considerable incresse during the years. Estimates of the Bank of Albania® show that in the
year 1992 immigrant remittances amounted to 150 million US dollars, wheress in year
2002 remittances reeched to 606.8 million US dollars. Looking a these condderable
amounts, the IMF Executive Board has legitimaidy asked the Albanian authorities for
due atention to remittances’. Speificaly, due attention has been recommended towards
three mgor issues
- Speddized inditutions paying more attention to remittances.

Applying dimulating polices aming a inceesng remittances flow to the

homeand.

Applying efficadous policies in order to encourage Albanian immigrants on the

usage of the Banking System for remittances.

These important recommendations become of due importance if we look a remittances in
proportion to other important economic indicators in the country.

Refaring to the Bank of Albania Repor?® for the year 2002, we see tha remittances
represent about 12.9 per cent of GDP, are dmog twice as much as income from exports
and about 45 times bigger then direct foreign investment. Remittances are greater than
foreign ad granted to Albania each year.

Appreciding the congderable vadue of remittances from the Albanian immigrants, we
evduate the multi-dimensond importance they have. In the year 2001 these flows have
financed with aout 53 per cent the commercid deficit, or 7 per cent less then the
previous year (financing 60 per cent of commercid deficit). These sources play a mgor
role in the patid finance of high commercid deficit, but they cannot be conddered as
eterndl®, because it is difficult to foresse remittance flow from the immigrants in medium
term perspective.

UNDP Report on Human Development in Albania 2000.
2 The Bank of Albania calculates emigration remittances as the difference between foreign currency coming

in (goods and services exports, credits, foreign investments) and foreign currency going out (goods and
services imports, foreign currency going out through the banking system). This calculation does not
exclude the possihility that in the remittances amount be included income from suspicious activities, such
asillegd trafficking. Other authors give more optimistic amount growing over 700 million of US dollars in
ayear (Bank of Albania, 2002)

Baleta, T., Tanku, A., Iscost increase arational way to absorb immigrant remittances, Tirane, 2000.

* Bank of Albanla, Annual Report 2002
Gedeshi I. The role of remittances from Albanian emigrants and their influence in the country’ economy;

in Kotios and Petrakos (eds.) Restructuring and Development in South Eastern Europe, University of
Thessaly Press, SEED, 2002



Tab. 1 The amount of remittances sent during the period 1992 - 2000

Year | Totd of[In%of GDP|[In % of|[In % of| Totd of
remittances export commercid | remittances
st (in mil. deficit per person
USD)

1992 1150 - - - 470

1993 [ 2748 23 2245 921 86.7

99 [ 3779 194 2674 928 118.0

195 | 34.6 155 190.7 85.8 1183

199% | 499.0 186 237.3 715 1521

1997 | 260.9 116 188.6 o0,/ 80.2

1998 | 452.3 148 219.0 76.8 134.8

1999 |368.1 10.0 133.6 58.9 109.1

2000 [ 530 143 2054 60.0 1/0

2001 [ 620 152 203.2 530 200

Source: Bank of Albania, 2000

During 1991-2001 period, immigrant remittances have continudly increesed  and have
represented about 10 to 22 per cent of GDP. In the year 2001, according to an assessment
by the Bank of Albania remittances amounted to about 620 millions US dallars, or about
15.1 per cent of GDP, from 150 millions of US dollars or about 22 per cent of GDP in the
year 1992,

Graphic 1 - Remittances on GDP formation in %
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Ancther way to assess the importance of the remittances is that they weigh more than
other economic indicators in the country, such as direct foreign invetments and foreign
ad and foreign currency income from export. During 1992-2001 period the accumulated
direct foreagn invesments have been 774.7 millions US dadlars while the accumulaed
remittances flow has been 3924.2 millions of US dollars or about 5 times more.

The proportion of remittance flow to direct foreign invetments have moved from 750 per
cent in the year 1992 to 1000 per cent in the year 1998, and they decrease 299 per cent in
the yesr 2001 as a consequence of a sharp increase of direct foreign invesments® In

® INSTAT, Albaniain figures, Tirana June 2002



generd they have been grater than the foregn ad Albania gets each year. In the year
2001 remittances were about twice as big as foreign currency income from export.

Graphic 2 - Dynamics of remittances, exports and direct foreign investments during the
1992-2001 period.
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We can ds0 look a the importance of remittances by comparing the per capita income
during the years. Thus, in the year 2001 this indicator was about 200 dollars per capita
During 1991-2001 period this indicator has improved as a result of the growing
remittances flow and the decrease of country’s population due to emigration. But
compared to some developing Mediterranean countries, which have high migration flows,
thisindicator isdtill low.

Remittances are the main mechaniam for the dleviaion of poverty in Albania and for
increesing family income in paticular. A quditaive povety assessment dudy by the
World Bank’, conducted in ten digtricts of Albania in the year 2001, show that emigration
and remittances are the main factor diginguishing a poor family from non poor family.
The sudy show tha many people disinguish the rich from the poor by the number of
family members who emigrated.

Remittances have dso played a mgor role in finencdng imports and covering the
commercd defidt. They have played an important role in mantaining the exchange
vaue of locd currency and for the fast devdopment of condruction and services sectors.
Thus they have had a postive effect on the macroeconomic sability of the country.

As a conseguence remittance have been the man factor delermining one of the
characteristics of Albanian transtion, the extroversion® of economy, which means thet
internd consumption is bigger than nationd production. Whereas from the point of view
of injection of foregn finanda flows compaed to other et and centrd trangtion
economies, Albaniaiis the only country Smilar in this respect to East Germany.

” De Soto, H. Gordon P. Gedeshi |. Sinoimeri Z., Poverty in Albania. A qualitative assessement, The World
Bank, Washington DC, 2002
8 Samson 1., Albania experience among transition trajectories, Working Paper , Grenoble 1996



Graphic 3- Dynamics of remittances, imports, exports and the commercial deficit during the
1992-2001 period.
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1.2 Main characteristics of remittances

Precise evaudion of remittance flow is difficult to be done because most of them are not
transferred through banking system. Apart from this, after Miga andysis in 1998°, part of
remittances, esimated to be 1/6, come in goods (manly long term consumption goods,
electricd equipments and cars). Other dudies show that monetary trandfers outside of the
banking system are very large'®.

This money trander dructure in Albania can be explained by a least two man categories
of factors The firg caegory condsts of low qudity sarvice in the Albania banks, lack of
banks braches throughout the country, higher exchange rae in the informa market, little
knowledge of emigrants and their families of the functioning of the banking system,
unwillingness of part of emigrants to be identified about the large amount of money that
they trander to Albania (in this category there are emigrants who, in the emigraion
country conduct illegd ectiviies such as drug, trafficking, prodtitution, etc), etc.
Whereas the second category congds in the fact that part of the emigrants manly in
Greece and in Itdy, are illegd and short term and they cannat use the banking system to
send money home.

Meanwhile the growing of foragn banks in Albanig, activity of internationd agendes
such as Wedern Union and Money Gram, or grater engagement in the future for the
Albanian pogt office, will faclitete Albania remittance trandfer to homeand.

From a quantitative point of view, according to data from Bank of Albania, it results that
Albanian emigrants remittances trandearred to the homdand through the banking sysem
and other agencies has increased and in the year 2001 they represented 39.3% of the totd
sent remittances, from 7.5 per cent in the year 1994. Data andyss (Table 2) shows that
during the 1994-2001 period they have twice reached the pegk, in the year 1997 with 31.3
per cent and in the year 2001 with 39.3 per cent of totd sent remittances While in the

o Miga V., Emigracioni nderkombetar ne Shqiperi gjate periudhes se tranzicionit, Shtepia Botuese “Marin
Berleti”, Tirane 1998

1% Gedeshi I. The role of remittances from Albanian emigrants and their influence in the country’ economy;
in Kotios and Petrakos (eds.) Restructuring and Development in South Eastern Europe, University of
Thessaly Press, SEED, 2002



year 1997 the main reason of this increase has been the paliticd and socid chaos dfter the
collgpse of the pyramid schemes, in the year 2001 the increese represents the normd
trend of remittance sending through the banking system and other agencies.

Tab. 2 The banking system and emigrant remittances

Indicator 194 1199 [1990 | 199/ 1998 [ 1999 | 2000 | 2001
Remittarces 3779 3846|4996 2669 4523 366.1| 530 | 620
Remittances 283 | 595 | 600 | 836 [ 113.7| 89.08 | 162.8 | 243.8

transferred  through
the banking system
and other agencies (in
million USD)

IN% againdthetotd | 75 | 165 [ 120 | 3I3 | 51 | 241 | 30.7 | 393
remittances
Source: Bank of Albania, 2002

1.3 Channels of remittances transfer

Remittance trander in Albania, just like other countries that have high migraion flows, is
done through formd and informd channds The sdection of type of channd for
remittance trander depends on severd factors, such as legd or illegd daus of the
emigrant in the host country, the short or long term aspect of emigration, the deve opment
and efficdency of the banking sysem in homdand, the knowledge emigrants and their
families have on the functioning of the banking sysem in the homdand, the exigence
and dffidency of informa sysem, etc.

Graphic 4 - Remittances, formal and informal channels
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1.3.1 Formd channds of remittance trandfer

Only part of remittance of the Albania emigrants are trandferred through formd channds,
which indude the banking sysem, ssverd seddized internationd agencies for money
trander like Western Union and Money Gram, and the Albania pogt office.  In the year
2001 about 39 per cent of remittance flow or 243.8 million of US dollars were trander




through this channd, from 7.5 per cent or 28.3 millions of US dadlars representing the
year 1994,

In the graphic bdow we see that the trend of money trander through formd channds
proportiona to tota trandfer, is increasing, especidly in the lagt two years On the one
hand this shows the rate of legdization and integration of Albanian emigrants mainly
medium and long term ones, in the host country. On the other fand it dso shows the rate
of development and knowledge of the banking system in Albania

Graphic 5 - Percentage of remittance transfer through formal channels on total remittances
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Mog of the remittances trandfer through formd channds is redized by the internationd
agency Wesern Union. This agency which darted its activity in Albania in the year 1993
ranks firg due to its quaity (gpeed and smplicity) and they have branches in mogt of the
country, even though they apply higher tariffs of its service are 47 US dallars per 1000
US dadllars. At the end of the year 2001 this agency has opened severd branches in dl the
digrict of Albania In the didrict of Scutari, only, this agency has 14 offices in the
villagesandin the aity.

The growing of foregn banks and ther new branches in some man didricts of the
country has played an obvious role in remittance trandfer through formd channes. Thelr
tariffs for trandfer sarvices are lower than those of Western Union. Whereas Tirana Bank,
a branch of the Greek Bank of Piraeus, which has opened 5 branches in Albania, applies
zero taiffsfor trandfer for its dients.

The Albanian post office by udng the savice of its offices in dl the didrict of the
country is incressng the amount of remittances trandfer through it to Albania Moreover,
the Savings Bank has sgned agreements with the commercid banks in Greece that dlow
the overcoming of legd impediments™.

! Baeta T., Tanku A., Is the increase of the cost for withdrawing immigrant’s deliveries rationa? Speech

held in the seminar organized by the “Friedrich Ebert” Foundation in cooperation with the Center for Social
and Economic Studies (CESS) “Role of Albanian immigration remittances and their influence in the
country’s economy”, Tirang, 10 November 2000.



1.3.2 Informd channds of remittance transfer

The main route of remittances trander to Albania continuous to be the informa channds
According to data of the Bank of Albania about 61 per cent of the amount of remittances
for the year 2001 were tranderred through this channds This is manly done by the
emigrant himsdf or by the large network of redives and friend they have. The informa
channds are manly use by illegd emigrants ad legd or illegd shot term emigrants
Remittance trandfer through informa channds bears dso risks Smdl pat of emigrants
use couriers by paying a commisson. The income from narcotics and progtitution thet
occupies very important rates and bascdly they are brought in Albania by very secure
messengers sent by the members of the network, with the main purpose of laundering and
a gndl amount for the needs of the family in thar homdand, eic. Even Albanian
migrants that have not yet confirmed the country they actudly live, according to the
migratory country legidation, prefer to send the money, amounts that cannat be ignored,
with their familiars or loya messengers.

This component dill remains very important but practicaly is imposshble to be dudied in
an accurate way.

1.4 The remittances use

Mog of the remittances are used for consumption, rather than invesments. Induding the
expenses of emigrants families to aford daily needs for food and clothing, as well as the
purchase of different long term equipment. Food import only moved from 157 millions
US dallarsin the year 1993 to about 321 millions US dollarsin the year 1999.

The main source for financing the import of consumption goods has been remittances.

Pat of the remittances are used for recongruction or building new houses. Even in this
cax remittances have been the man source for financing the fast devdopment of
condruction sector in cities and villages. Pardld with this remittances has been invested
in the service sector aswell such as small scale trade, bars and restaurants, hotels, etc

Another pat of remittances have been deposted in the baking sysem for saving and
profiting the respective interest, or to be used in the future for any specific needs,



2. INSTITUTIONS AND POLICIES FOR THE MANAGEMENT OF REMITTANCES

Despite the importance of remittances and recommendaions by the internationd
community, Albania dill lacks a dae policy and a naiond drategy for the management
and use of remittances to the benefit of the socio — economic development of the country.

On one hand, the legd framework to monitor and govern the migration and remittances
flow is 4ill fragile, dmog inexigent, Minisry of Labor and Socid Affars drafted a law
on immigration trying to provide the necessxy legd, finandd and fiscd fadlities for the
effective management of remittances and to set up the necessxry conditions for a
successful immigrants retun. The draft was conddered incomplete by the Paliament in
the year 2001 and was thus not approved.

On the other hand, the economic and financid reform process and in paticular new
banking policies, dated during last yeas will play an importat role for the
improvement of the remittances management in Albania

The extenson of the banking sysem throughout the country, opening new branches in
svad regions of Albania and the cregtion of new fadlities for the tranders Sdfety
Code usage, through bank correspondents, as well as the usage of Visa Cards would be
important for an increase in formd tranders. Here we can mention the Tirana Bank,
which does not take money for commisson and has its avn correspondents in Itay and
Greece.

The economic reform process, in Albania, darted in June 1992 with the support of the
“Stand By” Agreement with the IMF, foreseeing the following main objectives
1. Macroeconomic  dability: reduction of budget defidt, inflation contral and
price liberdization
2. Theredructuring of public sector , the incentive and development of free
competition and the reorganizetion of public sector induding the financd
sector
3. Theeconomic privatization

Concerning the reform of the financid sector, it comprises the reorganization of financid
and banking inditutions, insurance inditute and penson funds. Until now deps are taken
on the privatization of banking sygsem with the collaboration of World Bank and IMF
(concerning the banking system reform refer to paragraph 2.3 and followings).

The mog rdevant palicies concerning the remittances flow that we are going to andyzing
in the next pages are the monetary policy and the exchange rate policy. These define the
basc factors to simulae or to discourage to the use of forma channds for remittances
trandfer.

10



2.1 Monetary policy

The man objective of the monetary policy of the Bank of Albania has focused on
mantaining the dability of prices It dated with setting up the required reserves, the
basc interet policy as wdl as the inter-bank liquidity manegement, by implementing
direct and indirect indruments In order to redize these objectives the Bank has given
priority to edtablish the rae of increese of monetary supply, based on the economy’s
demand for monetary means. This way, the Bank has followed a tight policy, a firg by
employing direct ingruments, such as the minimum of interes on depodts However, a
the beginning of the year 2000 the Centrd Bank darted usng indirect indruments, which
permit for a more liberd determingtion of interest rates through the market. Neverthdess,
the monetary policy of the Bank of Albania remains tight because of lack of developed
financid markets and lack of capitdl.

The actud mongtary policy regime gpplied in Albania is of monetary targeting. In the
medium-term (3-5 years), inflation targeting of monetary policy will be goplied as wdl.
This regime is 4ill in its preparatory phase. The drcumdances for such a change seam in
favor, as a result of the progress achieved in the macroeconomic dability and fiscd
consolidation.

Tab. 3 Monetary indicators and inflation in %

1908 190 2000 2001 2002
M3 growth 20.7 22.3 12 199 137
Treasury hills 20.7 223 7.8 78
rates
Inflation 2006 04 0 3 3

*: estimate. Source: Bank of Albania 2002 and Economist Intelligence Unit 2002

In response to inflation pressures, but dso to encourage money return to the banks, after
Marchh-May 2002 (see the paragraph on financid crigs), the Bank of Albania hes
tightened the monetary policy . This has been made concrete by a twofold increase in
interet rates and a totd increase of 1.5 per cent, as wdl as by congant sgnding of the
goproprigteness of mantaining or further tightening of monetary policy. On the other
hand, the increase of interest rates has aided money return to the banking sysem and has
soothed inflation pressures, having a more complete affect in the second hdf of the year.
Thus, time depodts have increased stating from July 2002, while in September they
marked a condderdble increase of 34 hillion lek. Ancther simulating dement has been
the increase in the red interests and in the difference between lek interests as opposed to
foreign currency interests. The latter has been further enlarged as a result of the reduction
of foragn currency interet in the internationd markets. All these further enhance interest
in locd currency.

Independent of the fact that banks in Albania, from a legd point of view, are the most
complete inditutions in the country, it is the am that in this regard, respective legidation
be more adapted to internationd dandards for promoting competition among banks for
the improvement in the payment sydem through inddling the Red Time Gross
Satlement sysdem, for edablishing the credit informetion office and promoting the
expandon of savingscredit schemes and the banking sysem countrywide. The

1



continuous improvement of banking supervison through both legd  enhancements and
drafting and pefection of licenang rules, supervison and regulaion is yet another
podtive phenomenon of the time. Currently, the Bank of Albania is usng a contemporary
sysem for the evauation of second level bank system, whose implementation is besed on
repective human resources and legal bases.

The new reguldion “On the minimum compulsory resarve hed a the Bank of Albenid
is predicted to play a spedific role in achieving these objectives. This new regulaion on
the compulsory reserve for second level banks, which they have to keep a the Bank of
Albania, ams a controlling the money supply and liquidity of the banking sysem.

It is @amed that through this regulation, the Bank of Albania, on the one hand, predicts the
demand for reserves and avoids excess liquidities, and on the other hand, accommodates
dructurd changes in the demand for resrve. The improvements on the minimum resarve,
foreseen by the new regulaion dso am a goproaching the standards currently employed
by the Centrad European Bank. The changes made to this regulaion indude the way of
cdculaing the minimum resarve, the time period it is kept in the Centrd Bank, rules of
adminigration of the minimum reserve, the average monthly leve of thisreserve, etc.

The Agency for Depost Security, established pursuant to Law 8873, date 29.03.2002
“On depodt security” is predicted to play an important role in redizing the monetary
policy of the Bank of Albania The lawv dealy defines the dements of depost security
sysgem in the Republic of Albania This new inditution hes as its main duty depost
security, orgenization of the depodt system, sources of financing, member inditutions in
deposit security system, the types of secured deposits, the secured amount.

The Depost Security Agency is that inditution responsble for the redization of depost
security  activity in Albania 1t is a legd-public person, centered in Tirana It is
independent of any other subject, both operationdly and financidly.

The man funcion of the Agency is depost security and compensation. The Agency
secures depodits of up to 700 thousand lek, time deposts in lek and foreign currency,
timdess depogts in lek and foregn currency, cetificates of lek and foreign currency
deposts. Membership in the Agency for Depost Security is compulsory for dl subjects
applying for banking license to the supervisory authority.

The Tirana Stock Exchange is part of the financid system and market of Albania It was
offiddly etablished as an independert inditution in the year 1996, in the framework of
Law n.8080 “On security”, but it has not redly functioned. During the 2001-2002 period
not a sngle securities transactions was regisered. From the organizationd point of view
the Tirana Stock Exchange was located a@ he fadlities of the Bank of Albania, and was
operaing under its juridiction. In 2002 it has been separated from the bank of Albania
and accord to it has been had an independent datus. Neverthdess, up to now, there is not
ay compay liged, nather those derived from massive privaizaion or sock transaction
ae made The only transaction are those with tressury bills of one year maturity, five
governments bonds and privatization vouchers . It should be noted that the capitd market
is one of the areas where the financid sysem has Sgnificant drawbacks and deficendies.
It is a widdy accepted fact thet, the Albanian opinion is not very familiar with the stock
exchange, with the importance and function they pose for the maket economy. In



Albania, the teem “Stock Exchange’ implies only currency exchange, while its role and
function is much bigger. The short term god is that the Tirana Stock Exchange serves as
a common maketing plaform (centrdized market) for the following means dwares,
treesury bills (primary and secondary market), foregn currencies, governmentad and
private obligaions and for the obligaions emitted by muniapdities (Locd
Governmen).

In redizing its mongtary policy, the Bank of Albania has shown specid dtention to the
adminigration of foregn currency resarve. Bank's policy on this issue has been a prudent
one. In this regpect, the Bank has dways amed & redizing the maximizetion of the
resrve vadue within the risk limits and the sudainability of the liquidity of foreign
currency invesments.  As a consequence, resarve policies on different currencies have
had a rdaivey short duration, which shows the maturity and caution in foreign currency
funds adminigration. This policy has made possble mot only medting the needs for
intervention in the domedtic foregn currency market, but aso increesng the resarve
amount. As a consequence, the net foreign currency reserves of the Bank of Albania for
the year 2002 were 668.6 million US dallars, or 42 million US dollars more than the
previous yesr.

Tab. 4 Foreign Currency Reserves (in million USD)

Years | 194 1995 19% 1997 1998 1999 2000 2001 2002

Reserve | 20439 24032 [ 27998 [ 30828 | 38422 | 4/9.96 | 607.83 | /3696 | 838.93

Source: Bank of Albania, 2003

The am of the current policy on foreign currency adminigration is mantaning the same
the reserve vaue and guaranteeing, & any time, to meat the needs of the economy for
liquidity a lowest cod. This objective is amed to be achieved through very cautious
financid investments of reserves.

As for the banking reform and liberdization of the interest raie, BERS in the “Trandtion
Report” 2002, asked for:

a) animportant progressin insuring bank’ s ahility to pay

b) aregulatory framework of banking supervison

c) complete liberdization of interest rates with litle preferentid access rdated to

low cogt re-finandng
d) consderableloansfor private enterprises
€) animportant presence of private banks

Asfar asit concerns Albania, it is necessary to undertake the following Seps

important actions related to banking rules and laws, in accordance with Bade
dandards

proper functioning of the competition and effective banking supervison
large scde credit with along term maturity period for private enterprise
inportant expansion of the financid sector
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2.2 Exchange rate policy

The policy on exchange rae has had a sedfic role within the mongtary policy of the
Bank of Albania From the year 1993 to the year 2000 the lek went through a strong
devduaion because of the Pyramid Scheme phenomenon (to refer to Box 2). During the
years 2001-2002, there was a agpprecigtion of the vaue of lek, respective of the man
foreign currencies present in the Albanian exchange market. Thus, respective to the US
dollars, a& the beginning of the year 2001 (according to average rates), the exchange rate
of lek, was 141,74 lek —US ddllars and a the end of the year it was 13858 lek — US
dollars. Wheress, & the beginning of the year 2001, the vdue of lek to the Euro was
131.4 lek-euro and at the end of the year 2001 it was 1185 lek-euro.

The main factors influencing the vauation of lek have been:
the postive difference of interest rates offered by the deposits in lek as opposed to

the depogtsin foreign currency;
the introdwction of Euro. It causes a surge of lek demand to exchange European

nationd currendies that were no longer in circulation.

sudanability of monetary and fiscd parametersin the predicted leve;

seasond factors, such asthe crisisin Macedonia, the country’ s energetic criss
high emigrant remittances

Tab. 5 Exchange rate

1992 | 1993 1994 [19% [ 199 [ 1997 | 198 1999 2000 2001
Mean
Lek/USD | /5.3 [ 10206 | 9468 | 9279 [ 1045 [ 14893 | 15064 | 13769 | 143.71 14348
Lek/Euro 14090 | 13258 12847
Lek/Dem 6l./5 | 5827|648l | 6946 | 85./3 [8565 | /514 | 6/./9 0568
Lek/per 4459 [3915]4008 454 | 5446 | 5107 | 45 3941 377
100
GDR
Lek/per 6513 [ 58.72 | 57 6768 | 8736 [86./8 | /591 | 6847 6635
1000 Lit.
Lek/CHF 66.9 7143180921 7685 [ 10359 [ 10325 [ 9159 [ 8515 8508

Source: Bank of Albania2002.

Moreover, it has increesed the number of licensed operators, operating as foreign
exchange bureau. At the end of the 2000 their number was 28. Based on the reported data
from licensed operaiors he totd volume of peformed operaions in buying and the
sdling of foreign exchange reeches the vaue of 1,171.45 millions US dollars.
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Box Informal exchange market™

The Albanian foreign exchange maket is compossd by the formd and the informd
exchange make. The formal maket incdudes licensed operaors to exercise foreign
exchange adivity. The informd make indudes a group of unlicensad individuds
performing foreign exchange transactions and there are cdled “free deders’. As such
there are not submitted to the gpplication of any of Bank of Albanid's goproved rules on
the foreign exchange market and do naot report to it. They have a dgnificant operaion
snce a the early 90's and have been generdly located in the center of Tirana next to the
Bank of Albania headquarters. Between both markets groups of operators stand business
and individuds peforming exchange transactions for daly needs invesments or saving
needs.

The informa market reflects three dittinctive features

Low cost: Such market transactions have a lower cogt as to the more favourable exchange
rates offered by it compared to the forma market operators

A higher dexteity in operdion. The exchange opedion is immediady and adroitly
performed, saving time and money even more

A higher liquidity: the informad maket is highly liquid as evayone can change avy
money amount (large or amdl) & any type of currency and a any time It provides the
possibility of exchange even for the conddered rare coins.

These three features increase this market effidency meking it more competitive. Foregn
exchange transactions performed during 2001 recorded the average vaue of 1032
transaction with a totd average volume of nearly 21 hillion USD agang 1,2 hillions
transactions performed by commercid banks and foreign exchange bureaus, every year.
During the 2002 the trend has been nearly the same™®. Thus informa mearket transactions
ae edimaed a nearly 1.75 times more than the formd one The draegy of Bank of
Albania amsa dimulaing the licenang of free dedlers rather than close this market.

2.3 The Albanian Banking System

Attempts to harmonize banking activity with the reforms and developments of the new
higorical process sarted with the trangtion toward a market economy. Thus, in April and
May of the yer 1992 moneay policy formulaion and implementation begen, with
legidation on the edablishment of commercid banks and the regulaion of ther activity.
By the goprovd of Law on the Bank of Albania and the Lawv on Banking System, the
reform focused in the setting up and putting into function a two-tier banking sysem
composed by
- the Bak of Albania as the highet organ responsble for desgning and
upavisng the implementation of mondary polides and supervise the banking
system of the whole country
a sscond levd banking sysem or Commercd banks, mostly of universd type
The commercid banks may accept deposits from and extend loans to Albania
resdent and enterprises in ether lek or foreign currency. They can do tranders

12 Bank of Albania, “Annua report 2002”
13 Bank of Albania, “Annual report 2001"
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and transctions as wdl as invesment in the internationd money markets. The
commercid banks activities are supervised by the Bank of Albania usng
internationaly accepted standards and practices

In the year 2002 the Stuaion of the banking sysem in Albania has generdly improved.
Currently it conditutes the largest and most developed sysem of the financdd market in
the country, banks have expanded the network of their activity by opening new branches
and the bank dructure disdoses in favor of private capitd and the foreign one. Some
banks are trying to use contemporay methods of bank functioning, such as the use of
automated tdler machines (ATM), the use of credit cards, the use of internet banking,
credit giving for buying houses cas domedic agppliances & mitigated circumstances
especidly for their dients Nevethdess the reform of the sector has not achieved yet, al
the targeted objectives Mgor problems gill remain, such as the poor infrastructure and
information technology, the manud naiond payment sysem, the lack of diversfied
banking services, the low levd of human resources cgpabilities. Furthermore the banking
sysem is characterized by fluctuations in trust levels among public opinion, ingppropriate
sydem of payment, insuffident competition and ruling of the sysem by a sngle bank
(Savings Bank), lack of atotdly efficent legd framework, etc.

The banking system is characterized by segmentation and spedidization of the financid
market. Thus, in the year 2001 the Savings Bank possessed 58 per cent of deposts of
family savings the Naiond Commercd Bank possessed 70 per cent of depodts from
enterprise savings and about 90 per cent of totd loans It held the same pogtion in the
aea of ayicuturd finendng and credit even before the Commercid Agraian Bank
closed.

In the year 1996 branches of severd foreign banks, such as Bank of Greece, Piraeus
Bank, edablished in Albania At the same time legd bases for the Saving Bank
privatization of state owned bankswere designed.

The financid criss of the year 1997 worsened the indicators of Sate owned banks
activity. As a consequence the Commercid Agrarian Bank was dissolved, wheress the
Nationd Commercid Bank was privatized. During the lagt three or four years, new
private banks have sarted their activity in the Albanian financid market.

At the end of the year 2002 there were 13 banks were pat of the banking sysem, only
one of which of date owned capitd, the Savings Bank, two banks of joint capitd and 10
banks of privete capitd.

Concerning the privatizetion of the Savings Bank, thet is the largest bank in Albania and
the last one il in state hands, was postponed from the end of the 2001 due to a lack of
investors interes. The completion of the sde by the end of 2002 falled again for the same
reeson. A mgor factor deterring foreign investors is the Saving Bank's rale in financing
the government deficit, covering 80 per cent of the Treasury bill market. Its shareholder,
the Minigry of Fnances, has prepared a plan of action for the restructuring of this bank
during the period December 2002 - September 2003. The focus of this plan is the
intengve regtructuring of the bank, by taking into condderdtion the main issues identified
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by drategic investors With these messures the financd gtuation of the Savings Bank
will be improved, thus making it more attractive to foregn Srategic invesors.

Tab. 6 Banks in Albania

Banks Capital Shareholder % Ownership | Source of
capitals

1 | Savings 700.000.000 lek Ministry of | 100% State Locd
Bank Finances owned (Albanian)

2 National 10.000.000USD KentBank-Insurance| 60% Private Foreign
Commercid agency .Dep Turkey (Turkey)

Bank

BERZH 20% Private Foreign
(International
Institution  of
Finances)

IFC 20% Private Foreign
(International
Institution  of
Finances)

3 Italian- 12.500.000 USD Ministry of | 40% State Loca
Albanian Finances owned (Albanian)
Bank

CAPITALIA sha 40% Private Foreign (Italy)

BERZH 20% Private Foreign
(International
Institution  of
Finances)

4 | Arabic- 10.000.000 USD Ministry of | 40% State Loca
Albanian Finances owned (Albanian)
Idamic
Bank

Shamil Bank 20% Private Foreign (Arab)
IDB.Jeddah 15% Private Foreign
(International
Institution  of
Finances)
Ddlah  Albaraka | 10% Private Foreign (Arab)
Holding
Malaysian 6.30% private Foreign
CoBusnes Fokus (Maaysia)
Individe 8.710% private Foreign (Arab)

5 | American 5.017.000USD Albanian- 100% private Foreign
Bank of American (USA
Albania Enterprises Fund Government)

6 | TiranaBank | 7.620.000USD Piraeus Bank 6190% | private Foreign

(Greece)
DatamediaSA 15% private Foreign
(Greece)
Piraeus Finance 5% private Foreign
(Greece)
DafnilaSA 130% private Foreign
(Greece)
individe 16.80% | private Foreign
(Greece)
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7 Branch  of | 5.097.907.61US Banka Kombetare | 100% private
National D Gregise
Bank of Foreign
Greece (Greece)
8 Branch  of | 10.080.000 USD AlfaBank Gregi 100% private Foreign
AlphaBank (Greece)
9 | Dardania 4.953503USD QeveriaeKosoves | 100% private Foreign
Bank (Kosovo)
10 | FefadBank | 700.000.000leke | Fefad-fondacioni 25% private Local (Albanian
Government)
10.000Ieke EBRD 20% private Foreign
X70.000 eksione (International
Ingtitution  of
Finances)
IFC 20% private Foreign
(International
Ingtitution  of
Finances)
IMI 15% private Foreign
(German)
COMMERZ 20% private Foreign
BANK (German)
11 | Internationa | 5.450.000USD Individ 100% private Foreign
Commercid (Maaysia)
Bank
12 | Branch  of | 700.000.000leke | First Invesment | 100% private Foreign
the First Bank (Bulgaria)
Investments
Bank
13 [ Commercid | 7.800.000USD Comercid Bank of | 100% private Foreign
Bank Greece (Greece)
14 | Albanian 700.000.000leke | Jassem Al Khardfi 33.30% | private
Bank of Foreign
Credit (Kuwait)
Nasser Al Kharafi 3.30% | private Foreign
(Kuwait)
Mohammed Al | 3330% | private Foreign
Kharafi (Kuwait)

Banks have focused their activity in Tirana, but during the year 2002 they expanded by
opening new branches in severd parts of the country. During the year 2002, 9 new bank
branches and one banking agency were opened.

At the end of the year 2002 the condition of the banking sysem was esimated to be good
with a net pogdtive result of 3.9 hillion lek. The proportion of cgpitd aufficdency of this
system is presented at arddively high levd of 315 per cent from 12 per cent, which is
the minimum norm according to the law. The saidactory levd of liquid assets to the
whole of bank assts and the fadlities aout liquidity offered by the Bank of Albania
made possble thet dso during the year 2002 banks were not exposed to liquidity risk.
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Tab. 7 Banking system indicators

Banks™ N. of | Paid/up Total Total of [ Problem | Treasury
branches | capital/tot | deposits/ loans (net)/ | loans/tota | hillsin % to

a balance | total balance | total balance | | of loans | the banking
0 (%) (%) (%) system

Group [

1. Savings Bank 33 04 924 05 73 812

Group 11

2. Albaniandtdian | 2 105 76.0 370 19.2 0.9

Bank branches.

3. Albanian Arab| 1 634 36.0 6.3 0.0 0.0

Idamic Bank

Group II1

4, National | 10 49 925 0.3 0.0 8.8

Commercid Bank

5. Dardania bank 56.4 17.6 0.0 100.0 0.0

6. Tiranabank 5 55 772 174 45 43

7. Nationd Bank of 129 834 34 16.0 0.8

Greece — Tirana

branch

International 1 434 559 335 114 0.0

Commercia bank

9. Alpha credit bank | 4 1.7 497 51.0 0.0 0.9

— Tiranabranch

10. American bank | 1 38 R4 131 6.1 17

of Albania

11. FEFAD Bank 6 8.7 84.1 26.2 22 12

12. First Investment 61.0 137 0.2 0.0 0.0

Bank - Tirana

branch

13. Commercid 48.6 55.2 54.0 0.0 0.2

Bank of Greece

2.3.1 Hnandd crigs

Degpite the progress of the Albanian economy and the banking system described above,
the later is dill vulnerdble to criss The best evidence of the fragility of the Albanian
banking sysdem ae the finandd criss of the year 1997 caused by the collgose of the
pyramid schemes and the criss of bank depodts that exploded & the beginning of the

year 2002.

When trangtion began in the 1991, Albania had been reduced to poverty and the mgority
of its population was unfamiliar with market inditutions and practices. Albania formd
financid system was rudimentary, and the banks were unable to satisfy the private sector
demand for credit. As a consequence, an informa credit market based on family ties and

financed by remittances grew™.

1 Bank classification by groups is made according to the criteria of capital ownership. Utterly state owned
banks comprisethefirst bank group; joint venture banks, the second bank group and other banks make up
thethird bank group. In“Annual Report 2001”7, Bank of Albania, May 2002.
> |MF, “Theraise and fall of Albania s Pyramid Schemes’, March 2000
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The informd lending companies were initidly regarded as beneficdd and even as making
an important economic contribution. These companies were the ones that turned into
pyramid schemes. In a typicd pyramid scheme a fund or company encourage investors or
samply people in depodting ther money, dtracting them by high rates of return; these
returns are pad to the fird invesor out of the funds recaived from those who invested
later. The scheme grows until the interest and principa due to the early investors exceeds
the money pad in by the new investors. To dtract new invesors, a scheme may rase
interest rates, but the larger interests payments soon force it to raise rates again.

In Albania there were severd invesment schemes which contained the dassc
characterigic of using depodts to meet unsudainably high rates payments. Some of the
largest of the companies — in paticular VEFA, Gjidlica, and Kamberi — had subdantid
red invesments These companies were informd and arguebly illegd snce they were
never licensed to take depodts. They grew out of a credit sysem based mogtly on privae
loans from migrant workers to friends and family. They were dso widdy beieved to be
engaged in aimind activities that were thought to be the source of the high returns they
paid and they have been in business for a long time, in some case sSnce the 1992. In 1996
new schemes entered the market, Xhaferri and Populli, and an dready exiding scheme —
Sude — that had no red invesments siepped up its activities, offering even higher rates
reeching the 12-19 per cent a month. By November 1996 the face vadue of the schemes
lighilities totded 1.2 hillion US dollas which was about haf of Albanian GDP.
Albanias sold ther houses to invest in the scheme famers sold ther livestock;
emigrants invest remittances in the schemes.

Throughout the year the government was a passve pectator to the unfolding criss and
dthough the enormity of the problem became dear there was no answer by the Ministry
of Finance. On November 1996 Sude defaulted on its payments, and the collgpse began.
The collgpse shook the public's confidence in al the companies and new deposits were
dried up. All the schemes soon ceased to make payments.

By march 1997 Albania was in chaos. Large part of the country was no longer under the
government’s control, 1 million wegpons had been looted from the armouries police force
desarted, and mass migration began. The first economic effects were the depreciation of
the lek by 40 per cent againg the dallar, the increase of prices by 28 per cent. Many
indudtries temporarily ceased production and trade was interrupted. Despite the
tremendous political  effect, however, the economic effects of the pyramid scheme
phenomenon in Albania have been surprisngly limited.

The banking system was confronted with the panic on depodts in March 2002, which is
the gravest event for the Albanian financid sector after 1997, and even more important a
vay dear event of the banking sysem. The andyss of the causes which led to banking
panic showed the fragility of the banking sysem, semming from its inner naure as a
system basad on the fragile trust of the people. The panic arted and expanded mainly in
the Savings Bank, which was @ the eve of privaization and comprised most of the
banking sysem, and to a lesser extent a the Nationd Commercid Bank, as country’s
second large bank. Depost flows from these two banks reached 12 hillion lek in March
and 94 billion lek in April, a a time when the Savings Bank had 96.3 per cent of these,



which brought a decrease of this bank’s weight in the banking sysem from 59.2 per cent
a the end of 2001 to 56.6 per cent in April 2002. The criss had naionwide effects, but
word in the rurad area due to the lack of confidence with the banking system and lack of
information among people living in rurd aress.

These financid crises have gopeared a times that they have been cdled the “Albanian
paradox”. The finanda crigs accompanying the collapse of the pyramids exploded when
Albania was showing an impressive macroeconomic performance (IMF and World Bank)
and was consdered successful in reform implementation. Whereas the massve depost
withdrawd in April — May 2002 gdarted & the moment when the banking sysem wes &
its best performance leve ever.

2.3.2 Banking sysem lending and depogiting activities

A pogtive chaacteridic of the devedopments in the Albanian banking sysem is the
increesein itsfinancd mitigation.

Two of the main activities of the banking system, credits and deposits, have experienced
an increese in totd vadue from the beginning of 1992 to 2002. Especidly depodts raised
from 18.9 hil. Lek in 1992 to 285.9 Lek in 2002, while credits increesed less from 11.5 to
474 hil. Lek. Conseguently the credit/depost ratio decreased from 60,8% in 1992 to
16,5% in 2002, which is a percentage very low for the financing of the economy. The
liquidity of the banking system is diverted to the financing of the State budget.

In relative terms the depodts percentage on GDP has been congant during the period
aound an annud average of 40%, while the credit to GDP ratio continued to dide from
22.7% in 1992 to 3.8% in 1998, and then increased a little until 72% in 2002. Praticaly
the Albanian economy is functioning without the support of the credit sysem. In this
snse even the remittances depodted are not dlocated to the economy and dont give
impulse to the development.

These data show the very modest contribution that the banking sector is giving to the

Albanian economy.

Tab 8 — Credits

Creditsin bil Lek 5 9,7 143 177 259 474

Credits In % of| 227 53 51 38 48 7.2
GDP

Credit/depositratio | 6038 25 1534 103 13 165
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Graphic 6 Deposits in bil. Lek per years
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Graphic 7 Deposits in percentage of GDP per years
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Lek deposts have the largest proportion to the totd of depodts deposts in foreign
currency rank second. Rate of interest in Lek is higher than those on foreign currencies

and it compensates the little devauation of Lek inlast years

During the fird hdf of the yer 2003 emearges an increese of bank loan activity to
individud even if the banks are dill rather rigid because of lack of collaterd. Most of
loans ae for houses and cas (FEFAD Bank, ItdianrAlbanian Bank, Internationa

Commecd Bak, Naiond Commedd Bak),
gppliances, and computers (FEFAD Bank, Itdian-Albanian Bank).

furnishing,

dectricd  household




2.4 Microcredit institutions and lending activity of non-bank institutions

In order to encourage the contribution of smdl and middle enterprises to the country’s
socio-economic  development, severd  financid nontbark  inditutions exercdising  credit
giving ativities have been etablished. Moreover, there ae currently 36 credit-saving
asoddions operding throughout the country. Their edablisment and practicing was
mede possible by the new law nr. 8782, date 05.03.2001 on “Credit-savings Companies’.
At the same time, the Supervisory Council of the Bank of Albania has approved the rules
and regulations on “Licendng credit-saving companies and ther unions’ and “Norms for
upervison of credit-saving companies and ther unions’. According to the Law, the
Bank of Albania has the right to obtain information and reports from these inditutions
and supervise them in dl respects licensng, regulation, reporting and ingpection in the
country. To this end, the World Bank has a project for supporting the training of the
human resources to build the complete framework of supervison.

Fnancid nontbank inditutions peform one or some rdated activities characteridic for
licensed bank, but they are forbidden to take ard collect any type of monetary assets from
broad public audience. The saving credit associations, legdly, are permitted to peform
depogt teking credit issuing and transactions with third parties It is dso edtabilished by
law that the depodt taking ad credit ddivery are only caried within the community of
members of these saving and loan associdions The object of ther activities is in
uncovered aress from the banking system. In this way, new actors emerge in the market
to meet customer demands, increedng the comptition in the sysem. Ther dientde
comprises manly individuas for small busnessmodly in rurd aress.

Although the current number and Sze of this kind of inditutions is rdaively smdl today,
ther current effect in the overdl finendd dability is conddered postive snce that the
bads of market discipline are precisdly set and because they may sarve as bads where
future banks can be established

There ae some foreign foundations, of joint Albanian capitd, operaing in Albania
Thee foundations exercise crediting activity manly to support smdl and midde scde
Albanian busnesses. They have focused on budness crediting activity in urben and rurd
aes. These inditutions have the right to inves, to issue credit, to offer technica
assgance in order to encourage free private enterprise in diverse sectors of the economy,
craftsmanship, trade, tourism etc.*®

The current operdting foregn and Albanian foundetions, tha exercise lending activity to
Albanian busnesses, are of asmal number in Albania

Some of them are the fallowing:

Albanian American Fund of Enterprises : The United States government in support of
the democrdic developments of Eastern European Countries founded the Albanian
American Fund of Enterprises in year 1989. This fund is vesed with the right to
perform invesments and accord credits, offer technica assgance to indigate the free
privae incentive, undertaking and privdization in Albania It's more focused in

18 Bank of Albania. Annual Report 2001
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providing support to smal ad medium firms and to open new enterprises and joint
ventures.

BESA Founddion : It is a credit inditution for smdl busness Rasng such
foundetion purposed the incentive of mico and smdl busness induding <Hf-
employed persons in low economy activities. All types of very smdl busness that
redize commercid, productive, processng and handcrafted etc. income are financed
by this foundation.

Besa Foundation, through its sarvices, offersits cusomers.

- finanda support to further develop their business

- opportunities to increase their income and to create employment

- training in preparing asmple business plan, accounting on the money flow

Credit bendfidariesindude:

- personsthat havejust asmadl activity

- pearsonsasking for further development of their business

- pearsonsthat cannot benefit from bank lending

Rurd Fnandng Fund. It is practiced in the framework of the Albanian Development

Fund and it has as man target the reduction of poverty. The Fund is the result of the

sgned agreement between the World Bank and the Albanian Governmernt. It hdpsin:

- Devdoping rurd aess through the provison of employment and the
drengthening of economic activities

- Developing the private sector

- Arousing the foundation of villages assodiaions

- Egadlishing adecentrdized financid sysem on villagesbasis

Until now rurd credit program hes offered a new lending sysem based on the

cooperation between the credit council of the village and the credit officers. It

cooperates only with organized villagesin association.

Irish Credit Union. The core ectivity of this foundetion is the technicad assgtance
provided for the establishment of saving and loan associations. The Union cooperates
with Land’' O Lakes and IFDC foundation financed by USAID. It supports the crestion
of groups of interested persons based in smal country areas mainly in the rura sector.

The Organization of “Opportunity Internationd”. It sugains the “Albanian partner in
Microcredit” which operates according to the law on the saving and loan associations.
It operates in granting smdl credits (10-25 thousand lek) developing a the same time
traning of ther cusomers. This busness covers the highest credit demand. It takes
into account the Associaions limited monetary capacities to credit other types of
busness

Beddes the formd sector in the crediting fidd there is an informd sector as wdl.
Induded in this sector, there ae private creditors and family savings which invest in
gndl and midde scde private enterprises This sector is operaing outsde of
governmenta  regulation and control  gructure, for  this reason ther activity is not
represented in offidd  datigics The inffoomd crediting market is bdieved to heave
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experienced a decrease during last years. The main reasons for this decrease have been
the rise in the number of formd crediting inditutions, ther higher security as compared
to the informa market, and the credit rates which have been going down in the formd
market.

3. AN INQUIRY: REMITTANCES IN THE DIS TRICT OF SCUTARI

This inquiry amed a andysng both the trandfer channds of the remittances and ther
useWith this andyss we intended dso to know which is the levd of knowledge and
awareness of the Albanian emigrants and their families about the reed for orientation and
rationd remittances management for the benefit of loca economic deve opment.

The inquiry refers to emigrants from the Didrict of Scutari which represents one of the
Albanian location with less devel opment perspectives.

3.1 Methodology of the study

A quditaive assessment has been caried out through interviews to emigrants and their
families A firg pat of interviews was redized by the Center on Economic and Socid
Sudies (CESS) during a sudy on Albanian emigration in 2001-2002. The target were
scores of emigrants met a the borders in the south of Albania and in towns like Scutari
and Durazzo and they have been interviewed random by CESS operaors In the
framework of our sudy 48 interviews were sdected referring to emi grants from Scutari.

A second part of interviews was redized in Scutari in 2002. The target was 48 emigrants
families dl living in the Didrict of Scutari, inteviewed by CESSCeSPl operator.
Moreover, other interviews with representatives of the locd government, NGOs both
local and internetiondl, locd banks and foundations were carried out (lig atached). The
questions have been dl oriented to better understand the qudity of migration with a focus
on remittances ue and trander, to know the willingness and posshility to invest
remittances in Albania The dudy, then, refars to 96 interviews with multiple choice
questions.

It's important to say thet taking about remittances with emigrants and their family is not
0 easy. This fact is due to the dill large number of nontlegdized immigrants who are not
S0 avalable about describing ther migration trip and job experience adroad and because
of lack of confidence in ingtitutions and in the new economic Albanian system.

3.2 Scutari District

The digrict of Scutari is located in northwest of Albania, with a surface area of 197 km
square, and a population of about 105 thousand inhabitants, it is one of the biggest
didricts of the country. During the trangtion period there is a tendency in the didrict of
Scutari to return to the old economic tradition, especidly in the fied of trade. According
to data from INSTAT in the year 2001 over 60 per cent of enterprises in the city of
Scutari dedt in commercid activity. Besdes trade, the last year have maked a dight
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invigoraion of the indudrid sector, such as agro-food processng indudry, dothing,
shoemaking, textile, wood processing.

Even though commercid enterprises represent 44 per cent of the totd number of
enterprises in the cty of Scutari, they have only 17 per cent of the totd number of
employed people The conduson is the folowing: busness in Scutari continues to
develop on family basis, away from genuine private companies

Data of the year 2001 show that around 60 per cent of the populaion of Scutari lives in
poveaty. This dtuation is caussd by the high unemployment rate resulting from the
shutting down of indudrid plants during the trangtion. Even agriculture, one of the main
sectors of production in the country, was hit hard during the trangtion.

The busness of Scutari is right a the crossroad. Its development has been hampered by
lack of infratructure, and especidly lack of power supply. For this reason it is in search
of ways of recovery.

Ancther hard problem for the dity of Scutari is emigration. The causes of emigraion are
poverty, high unemployment rae and various socid problems Daa from the Labor
Office a the Scutari Prefecture show that for a sample of 358 families, congdting of 1439
members, of whom 1045 of work age, 17 per cent of them have emigrated.

3.3 Results of interviews

The first questions confirm that most of the emigrants from Scutari leave Albania because of lack
of job opportunities and very little confidence on podtive economic prospects in their country.
The mgority of them are young people in working age who don’t see any better economic and
socid development in the short term.

Mog of them contribute to the wellbeing of ther parents and families sending regularly
remittances. In this sense remittances represent an important source of income for the daily live of
the families.

1. Why did you emigrate?

Answers Num. of
persons

Unemployment 23

Low sAary 13

Dissatisfaction aout socid Tife in Albania 17

Ingtability of economic politics 21

Lack of pogtive economic prospects 29

To assure abetter future to my Tamily 19

2. Whom do you send remittances to?

Answers Num. of persons
Wife and children 6
Parents 46
Sigers and brothers 14
Redaives 0
Friends 0
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3. Do you receive remittances regularly?

Answers Num. of persons
Yes 35

No 10

No answer 3

The great mgority of Albanian emigrants transfer remittances through informa channds. It
makes difficult to determine the red vaue of remittances in the digtrict. The interviewed think
that the banking and post systems offer alow service quality, and that the informa exchange rate
is better. From the other sde, there exists a low level of knowledge on the functioning of the
banking system by the immigrants and their families in the hometowns. Moreover one must
consder that part of the Albanian emigrants in the west Europe is not yet legalized and cannot use
the banking system to transfer money home. As a consequence, they have found other ways to
send their noney to Albania It is to be noted that the operations of foreign agencies such as
Western Union cover about one third of remittances transfers.

4. How do you transfer the remittances?

Answers Num. of
persons

Cash brought by friends by hands 10

Cash brougnt by emigrants 60

themsdves by hand

Trander through bank 6

Officd trander / Western Union 24

Offiad trander / Post Office 8

In goods 1

No answer 1

The remittances are used principaly for consumption goods (foods and clothes) and houses
expenses. About one third of the families spend remittances for education and hedlth, confirming
that remittances have an important role in the improvement of the human capitdl.

Only few of them think to open a productive business or invest in some other fieds. However
acquidtion of machineries and appliances for small enterprises dready operating are of some
relevance.

Findly families spend remittances in buying cars or motorcycles for status symbol need.

5. How do you or your family spend remittances?

Answers Num.
of
persons

Educaiion 10

Hedlth 18

Food and clothes 72

Cregtion of smal and medium enterprises 5

Buy or Bulld ahouse 23

House furniture 17

Machinery and appliance 16

Buy acar or motorcycle 5
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It emerges clearly (Tab.6) that investments of remittances are most of them in immovable
property, that explains the existence of a flourishing construction sector in Albania. Other few
investments are directed to commerce and tourism sectors, which appear to be low risk and low
capacity demanding. Scores of rurd aress immigrants work in the farms of the neighboring
countries, but there is no such investment in agriculture and no interest yet to do something in
this respect in the country.

6. How do you invest the remittances in Albania?

Answers Num. of

persons
Agriculture 1
ndusiry 1
Commercid enterprises (bar/restaurant) 3
Family firm 1
Tourism 2
Immovable property 26
Means of transport 5

If emigrants dont use banks for channdling remittances, their families, on the contrary, save
remittances in bank deposits. Obvioudy, saving in immovable property continues to be a must.

7. How do you save remittances?

Answers Num. of
persons

In Bank depost 55

Athome 7

InTuxury good 1

In Immovable property 23

other pil

8. How much do you receive in a year?

Answers Num. of
persons
100.000— 150.000 Lek 10
150.000— 200.000 Lek 19
200.000— 250.000 Lek 6
250.000— 300.000 Lek 6
Much more 4
No answer 3

Most of emigrant’s families receive about 100.000/200.000 lek per year. This amount represents
about 8 times the monthly sdlary of a universitary professor. Remittances are an importan source
of income for Albanian families. It confirms the relevance of remittances for daily life and socid
needs of families. Fom the other sde they appears not to be sufficient for investments in business
activities. Probably, cumulated savings of emigrants during their stay abroad are more important
for investment when they return. And to this regard the great mgority of emigrants have the
desire to return.
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9. Do you think to come back to Albania definitively?

Answers Num. of
persons

Yes 33

No 7

[ don't know 8

4. CONCLUSIONS AND RECOMMENDATIONS

At the end of the study we present some generd conclusons on the role of remittances
for the socio-economic development of the country.

Remittances of Albanian emigration ae a factor of gpecid importance for the sodo-
economic development of the country. They are a source of income for Albanian
families which use remittances for their daly needs and to dleviate poverty. In specific
and rare cases remittances are used as financid means for the development of smdl and
medium scde budnesses. In the long run, emigrants could increese thar economic
contribution for the sodo-economic development of the country, but it depends on
severd factors.

Macroeconomic  policdes and paticulaly mongay and exchange rae polices ae
conddent with the cregtion of a dable environment for the enhancement of remittances.
But the finendd market suffers of backwardness which does not dlow the dlocation of
remittances for economic development. As regard saving formation and depost activities,
Albanian banks have increesed their cgpacity to collect saving and to channd
remittances. Greek banks especidly have improved their services to migrants in order to
manage remittance flows But Albanian families dont trus banks and finencid crigs
continue to be just around the corner. From the other Sde the resource dlocation function
and the credit/lending activities of banks are not sufficiently developed. It depends both
on bad organization of banks diverson of saving for the financdng of State budget deficit
(crowding-out effect), and on few and risky business opportunitiesin Albania

Lack of trus and confidentidity in officda inditutions remains one of the main problems
that emigrants and their families are posng. This is ds0 evidenced in severd unsettled
legd problems they have with fisca organiams.

In the didrict of Scutari busnesses aso express lack of security for the continuation of
ther activities, because of lack of power supply. Infrestructure problems ae in fact
another factor that restrains investment in productive sectors.

Andyses caried out in Tirana and Scutari show that there is no program or Srategy
desgned for remittance use to the benefit of locd development. However, in Scutari there
is one foregn agency opeding in the dty, which has engaged to give technicd
asgdance and finandad contributions to support the devdopment of smdl and medium
scde enterprises. For this reason, this agency is planning to support emigrants returning
to the birthplace to undertake economic activities in sectors like family tourism, tourist
villages, and agro-food business



In this framework two generd guiddines with some specific indications may be put
forward.

1.

Fnancid and bank reform programme should be accderated for credling an
enabling enviroment to increese the formd channdling of remittances, the saving
formaion and inveding adivies With the improvement of finendd and
economic conditions in Albania, Itdian banks could become more indined to
offer savices to migrants for channdling remittances The banking sysem can
and mugt give its contribution, by offering specid accounts for busnes plans,
house condruction, foreign currency depodts, higher interes rates for locd

currency depodts.

Given the inauffidency and falure of makes in managing remittances flows
public intervention appears necessary in the short time.

Management of income from the Albanian emigration should become a
priority of the Centrd and Locd Governments through a better knowledge
of the remittances characteridics and amounts. An innovetive cacuation
methodology is needed.

Provison of order and peace are another important factor that should
contribute to lower the risk of remittance investment. It can be assured
only through sructurd reform and public investment.

Promating a favorable legd framework about invesment in Albania is
needed. Thus, promoting reduction of cusoms taxes, especidly for
mechinery and devices amed a invesment, fadlities in isuing visss for
busnessmen, connections to governmentd  inditutions in those countries
where Albanian emigration is most concentrated, etc.

The desgning and implementation of an officad policy to support the
inititive of Albanian emigration to inves in the country is deemed a
cucid dgep. Promoting credit-saving  associdions  and  micro-credit
programs can ds0 be a vdid work for encouraging emigrants in investing
in productive activities

Internationad cooperation is jus supporting the creation of specidised
financid inditutions and micro finance schemes for Soreeding lending to
gndl and medium enterprises and busnness attivites of families Those
inditutions should dedicate new dtention to remittance channdling,
deposit and investing adtivites .

Cregtion of gpecid funds and accounts guaranteed for emigrants
invesments in smell and medium scade busnesses in Albania This can be
redized dso by giving supports and credits guaranteed by Itdian officid
inditutions (SSIMEST and SACE) and especidly by lowering sarvice cods
for money trandfer.

71N this sense another CeSPI - MigraCtion research analyses the constraints and opportunities to
enhance remittances from Italy to Albania.



Encouraging the trander of emigrants knowledge of new technology, new
methods of organization and competition in deveoped makets and
promoting professond  emigrants  drculation and return to ther home
country is important and has to be done by both Centrd and Locd
Government policies

Decentrdised cooperation should be promoted consdering that migratory
chans creste specific rdationships between teritories in origin - and
dedtination countries, and that credit-saving assodiaions and micro finance
programmes are radicated in spedific tarritories and communities.

Promaoting intistives of Locd Govenments in cooperdion with thar
counterparts in those sates where Albanian emigration flow are directed it
would be worthy. Sendtize the date of emigration could contribute to a
more rationd and legd way of trandferring remittances.
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LIST OF CONTACTED INSTITUTIONS

American Bank of Albania
Albanian Partner in Microcredit
Arabic — Albanian Idamic Bank
Bank of Albania

[talo Albanian Bank

Tirana Bank

Fefad Bank, Tiranw & Shkodra
World Bank

Commercid Bank, Shkodwr
Savings Bank, Shkodwr

Western Union, Tiranw & Shkodwr
IOM, Tiranw

Ministry of work and socid

Minigtry of Economy

Ministry of Finance

Besa Fondation, Shkodra
Prefecture of Shkodra

Municipdity of Shkodra

The office of work in the region of Shkodra

Non governmental organizations in Shkodra

Woman's Table of Shkodra's

The new intellectuds of Shkodra's hope

Teuleda (The agency for regiona development, UNOPS)
UNOPS (United Nation)

Red Barnet (Danish non governmental organization)

The mouvement for life (NGO)

Cristal (NGO)

The new businessman association of Shkodra
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