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Executive Summary

This report provides an analysis and evaluation of the impact of the Greek crisis on

Albania. It is focused mainly on the issue of returning Albanian migrants and the

economic effects in terms of remittances, Foreign Direct Investment (FDI) and trade

balance. It includes an overview of the literature and statistics on the consequences of the

crisis and analysis of data gathered during fieldwork and interviews in local institutions of

four different Albanian districts, those with the highest number of returnees. The main

findings of the study are as follow:

In the last 5 years, between 18 to 22% of Albanian migrants in Greece have
returned to Albania (around 180,000 persons).

Returnees are mostly concentrated in south Albania, almost 50% in the districts of
Korca, Gjirokastra, Saranda and Fier (60% of those are in rural areas). However,
many are seeking accommodation and job opportunities in bigger cities, mainly
Tirana and Durres. Around 30% of returnees have worked in the construction
sector. They have low level of skills or vocational training. Almost 70% of
returnees are male with most of them between the ages of 25 and 45.

In terms of reintegration challenges, despite considerable efforts from Albanian
institutions, there is a lack of information on institutional practices and
procedures. Only a small part requires training (22%) or assistance (5%) and there
are few advisory and information services for investment and job opportunities.
Although total remittances have decreased in the last years, remittances from
Greece have increased since 2009 due to Albanians withdrawing their savings
from Greek banks. Greek FDI to Albania has decreased significantly in the last 5
years, dropping from 53% of total FDI in 2006 to 27% in 2011. As for trade,
Albanian imports from Greece have decreased from 15% in 2007 to 11% in 2011.
Albanian exports to Greece went from 8.2% of total exports in 2007 to 4.9% in
2011, falling to fourth trading-partner from second.

After analyzing all the data on the crisis impact and evaluating the current situation, we

conclude that there are three main risks for Albania in the short and medium term:

The pace of return of Albanian migrants is one of the most serious risk factors,

since they will put public services under pressure, especially the already fragile
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health and education system. Albania in the short term cannot increase its social
security net or invest in its health system as it is significantly lowering public
spending in order to maintain its public debt at less than 60% of GDP.

e If Greece abandons the Euro and reintroduces a depreciated drachma, Albanian
exports to Greece would become more expensive and thus a significant drop in
exports could be expected, deteriorating even further the trade balance. Secondly,
Albania would receive lower remittances, by at least half the value.

e If Greece exits the Eurozone, the Albanian public might react by withdrawing
parts of their deposits, causing some potential difficulties to the banking system.

This might have repercussions on the economy, mainly in the short term.

For more information please contact:

Gentian Elezi

ACIT (Albanian Centre for Competitiveness and International Trade)
Rr. Deshmoret e 4 Shkurtit, Sky Tower, Tirane, Albania
gentian.elezi@acit.al
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Background

Starting as a financial sector crisis and soon extending to a global scale, the world
financial crisis has assumed the features of a deep, all-encompassing economic crisis. The
theoretical analysis of the causes and factors of the crisis has also undergone a parallel
evolution. In a short period of time, it has become clear that the cause could not be only
the vacuum in the regulation of domestic and international financial markets, but a
combination of factors which eventually resulted in a lack of liquidity, debt crisis, a drop
in the global demand for goods and services and declining investments. The world
economy appeared to be ’overheated” and the responsibility for this lies with a series of
actors, including the institutions of the world financial system. Due to a complexity of
causes, the crisis easily spread from the financial system to the real economy, affecting
the sectors of production, construction and services; hence influencing both business and
household economies. The same process also took place in terms of geography. The crisis
crossed the borders of its country of origin and spread first to developed countries and
then started to increasingly and significantly affect the economies of the developing or
transition countries in all five continents.

It is also quite obvious that the Albanian economy could not escape the influence
of the crisis. Initially, the Albanian economy demonstrated a ‘commendable immunity’
against negative signals and pressures deriving from the world economy (Bank of
Albania, 2009). On the other hand, the Albanian government, instead of undertaking a
serious attempt to understand the real threats and suggested measures (necessary to
handle the crisis situation in order to alleviate the social shock it implied), appeared more
interested in “defending” the position. “Albania does not have an economic crisis!”
(Ministry of Finance, 2009). The Albanian economists and politicians spent a long time
debating whether or not the economic crisis was affecting Albania.

When it first appeared in Albania (May-June 2008), the concentration of the world
financial and economic crisis was still in the financial sector. At this stage, until the fall of
2008, there was no major influence on the Albanian economy. The main explanation for
this is the still underdeveloped stage of Albania’s financial system, its low level of
sophistication and integration into international financial markets, lack of exposure to
foreign assets and a general reliance on safe (non-toxic) private deposits and relatively
safe loans which resulted in considerable earnings for the banks themselves. Afterwards
however, the shock was quite evident, mainly seen in increasing nervousness and worried
public reactions (fourth trimester of 2008) whereby the public started withdrawing
deposits (mainly as a psychological effect). This was also strongly related to what was
happening in Greece, leading to a drop then estimated at 9% in deposits within the final
trimester of 2008, a figure that today is estimated at -15%.

Since 2008, many developments have taken place and the Greek crisis has directly
affected the Albanian economy. As expected, the economic situation in Greece would
become the main issue and would provide mechanisms of the transmission of effects of



the crisis to the Albanian economy. The influence would appear first in the drop of the
flow of the exchange of goods and services, in the flux of investments, in remittances and
in the possible return of Albanian migrants. The first wave of deposit withdrawals was
accompanied by instability and difficulties in managing the liquidity of the banking
system, a significant drop in loans for the economy and a significant augmentation of
liquidity costs. These are clear signs of the affected economy. The drop of commercial
exchange that aggravated the balance of payments (imports dropped by 1.8% during these
six months) and the diminishing of transfers in foreign currency (the entries for this year’s
tourism season also seem to be far below the expected level) brought a significant
destabilization to the exchange rate, considerably affecting the national currency.

While it is widely accepted that under the influence of the Greek economic crisis,
the Albanian economy has entered a cycle of slower economic growth, the confusion and
debate have focused on details, the examination of which is indispensable for obtaining
the real picture of the structural features of the crisis and the correct response to it. Hence,
it is not clear whether this slow-down of economic growth will be short-term or long-
term; the degree of importance that different mechanisms of transmission have had in
introducing the Albanian economy in this negative cycle is unclear. This low level of
knowledge makes it difficult to prevent and resolve the different factors and problems, so
that the recessive cycle of economy can be slowed or overcome. Apart from the
occasional perceptions of the business community, as expressed sometimes in the daily
press or in the sporadic research initiatives, there is not yet a genuine analysis on the
structural features of the impact of the Greek economic crisis and its consequences.

Objective of the Study

The Eurozone crisis has affected Albania, with thousands of Albanians returning to their
homeland primarily from Greece where the economy is in deep and widespread recession.
The objective of this study is to analyze the effects of the Greek crisis on Albania, with
particular focus on returning migrants, remittances, trade and investments. Some
“symptomatic” indicators on the influence of the Greek crisis in Albania were already
obvious in 2008. However, while macro-economic and micro-economic symptoms were
clear, very little is known about the more specific economic impact of this crisis and
especially about its extent. Despite general indications of the increase in Albanians
returning from Greece and the decrease in remittances, hard data (and even good
estimates) have been difficult to access. Reports and interviews with local government
officials and businesses have seemed to indicate that the majority of Albanians returning
from Greece are settling in primarily rural environments where agriculture is the main
means of employment and income generation. Albania is faced with both decreased
remittances from abroad as well as an increased strain on poorer, rural communities.
Many former guest workers are returning with enhanced skills; some may have a number
of business skills and modest savings to invest, while others may have good technical
skills that would be very useful to current enterprises. There has been a marked lack of



research showing good estimates of the general geographic distribution, urban/rural
breakdown and other demographics, challenges faced and reasons for successful
reintegration. In addition, solid information has been in short supply on the levels and
trends of remittances, net capital inflows/outflows, trade balances and bilateral trade with
Greece dimensions as well as consequences for certain vulnerable groups such as
returning migrants.

The main focus of this project is therefore the analysis of the economic effects of
the Greek crisis in Albania and the exploration in some detail of its impact. This task has
been realized through a combination of research work which involved integrating the
existing materials, research and statistics on the issue and complementing the findings
with primary data and expert debates. The objective is to understand and evaluate the
impact of the crisis in Albania and to try to identify three main risk factors deriving from
the situation in Greece in the short and medium terms.

Methodology

As explained above, the aim of the study is to give a comprehensive overview of the
impact of the Greek crisis in Albania considering different inter-related elements. The
methodology used for measuring the impact was based on macroeconomic indicators and
all the available official data and statistics were sourced from central and local institutions
in Albania and Greece. Reports and statistics from institutions such as the Bank of
Albania, INSTAT, EBRD, the Ministry of Economy, Trade and Energy of Albania, the
Ministry of Interior of Albania, the Ministry of Interior of Greece, the Ministry of Labour
and Social Issues of Albania, IOM, Custom border offices, municipalities, local
employment offices, and organizations dealing with migrants.

In terms of migration, the study is based on different sources. First, the study uses
official data, reports and statistics from Albanian and Greek institutions covering this
field. Different ministries, border institutions, migration desks, etc. were the primary
source. The Greek population census of 2001 and its various reviews and updates in terms
of estimates and later projections proved a very useful source for mapping and
quantifying Albanian migrants (and their distribution) in Greece. This aspect of the study
also involved carefully double checking the data from different sources and explaining
the meaning and background of some of the data. Since there have been diverse debates
and disputes over the real figures of migrants returning and those still in Greece, we
believe that the cross check operation conducted of the different sources in this report has
provided reliable estimations and data. For these macro figures, apart from institutional
data from the Ministry of Internal Affairs, the Ministry of Foreign Affairs, INSTAT, the
Ministry of Social Issues, etc. in both countries, we have also used research data and
statistics provided from the Mediterranean Migration Observatory. The studies from the
Mediterranean Migration Observatory were extremely useful in developing our report and
providing some qualitative and quantitative analysis based on reliable data.



The task of identifying the notable trends of Albanian citizens returning from
Greece required much more research and cooperation with local authorities in the four
different districts that were chosen as samples. The districts of Korca, Saranda,
Gjirokastra and Fier are some of the most affected areas in terms of the number of
returning Albanians. The distribution of migrants in urban and rural areas was identified
through data and estimates of local authorities and civil offices in the respective
municipalities. A set of interviews for local offices was carried out by ACIT researchers
during the fieldwork stage. Examination of other general trends, such as their background,
work experience and training and the identification and analysis of the predominant
demographic trends among returnees (i.e., male, female, age groupings, returning as
individuals or as families, etc.) was also conducted based on figures from both local
authorities and the Mediterranean Migration Observatory.

Through a representative sample of interviews with local authorities at lower
levels we attempted to explore as much as possible the predominant challenges faced by
returnees during reintegration. This part of the study was also based on various academic
and research studies already carried out on Albania during the last 4 years (King, 2009,
2011; Vullnetari, 2010). These studies provide qualitative and in depth information on a
returnee’s problems, especially in terms of reintegration.

Tracking down the development and changes in remittances flows was based on
official data provided by the Bank of Albania, the World Bank and other international
institutions. This type of data is easily accessible and we have been analysing it for the
last five years in order to reach some helpful conclusions and recommendations for policy
makers. The same applies for the trend analysis in net capital inflows/outflows over the
past five years. These indicators were the main source for the final analysis of the report
and for assessing the main risk factors.

With regard to trade balances, ACIT has monitored and analyzed trade
developments over the last 10 years as part of its activities. In this study, Greece has been
examined more in depth, not only because it is one of the main partners, but also because
of its specific situation and the expected impact on the Albanian economy. Based on the
Albanian Custom Office and Eurostat Data, we have analyzed trade data from different
perspectives with particular focus on trade balances with Greece over the last five years.
Trade balance is a crucial macro indicator that provides interesting signs for further
analysis, especially in times of crisis. We attempted to analyze and explore the impact of
the crisis on the trade between the two countries. This included a trend analysis of
bilateral trade with Greece over the past five years. We have provided a clear explanation
of Albanian and Greek trade relations, the signed agreements and the trade regime
between the countries. We analyzed trade in the specific sectors, attempting to reach
conclusions on the impact of the crisis so far on most of these sectors and to propose
some expectations for the short and medium terms.

Lastly, for the final part of the study that focuses on the main risk factors, in
addition to using all the findings from the collected and analyzed data, we also tried to



examine the ‘bigger picture’ in consultation with senior economists and associated
experts at ACIT. We organized a focus group with the most prominent economists and
experts in the field and attempted to gather their opinions on the main risk factors that
will be faced by Albania in the short and medium terms. We reached some common
conclusions based mainly on our analysis and findings.

Albanian emigration and the crisis

After the fall of communism, Albania was highly affected by massive migration.
Together with Romania, it is considered to be one of the countries with the largest
migration in the continent for the last two decades. There were many reasons for the large
exodus of Albanians: experiencing freedom after 50 years of a brutal regime, poverty,
unemployment, political instability, etc. The graph in figure 1 shows the number of
Albanians that have left Albania legally, under the refugee status, over the last twenty
years. In the 2000s, emigration has become much easier in terms of legal emigration, due
to the slow consolidation of the Albanian situation and the credibility achieved during the
last twenty years.
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Figure 1. Number of legal Albanian migrants in the last 20 years

However, this graph does not depict the real picture of the process of Albanian
migration. Legal migrants or refugees were only a small part of Albanians who left the
country. Figure 2 reveals some interesting data, where it can be seen that the largest wave
of migrants occurred in the 1990s.
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Figure 2. Albanian Out-Migration 1991-2010
(World Bank, 2011)

Due to Albania’s dire economic conditions and unemployment, almost 800,000 Albanians
have left the country and most of them have migrated to neighboring countries such as
Greece and Italy. One third of the population left the country, causing diverse effects
which have often been neglected by researchers and policy makers. Fortunately, in the
last few years many studies have been conducted on Albanian migrants, especially in
Greece, in an attempt to understand their integration, characteristics and role in Greek
society. Especially in terms of the first waves of migrants who have been living in Greece
for almost 15-20 years, it is important to understand the migrants’ attitudes towards the
crisis, their connections to Albania and their willingness to return to their homeland. The
following subsection provides an analysis of the characteristics of migrants living in
Greece.

a) Albanian migration in Greece

There are relatively few datasets and statistics available on immigrants in Greece. Not
only is there a gap in the institutional data in the countries of origin, but Greek institutions
have also experienced many difficulties in quantifying immigrants in their country, either
undocumented or semi-documented. However, some datasets are available and these have
been used for the purpose of this research. Datasets that have proved to be the most
important include the 2001 Census, the residence permits database of the Ministry of
Interior, and the Labour Force Survey. The Mediterrancan Migration Observatory has
elaborated on some very interesting working papers, not only by collecting data from the
different institutions but also by analyzing and providing estimates and projections after
the 2001 Census (the most recent census in Greece). Mapping the data about Albanian



immigrants in Greece and providing a clear overview of their distribution in terms of
numbers, age, gender, professional profile and education is a very important instrument
for the analysis of the returning migrants and for Albanian policy makers’ expectations.

The 2001 Census found that there were 762,161 immigrants residing legally in
Greece, of which 438,036 were Albanian (almost 58%). In 2006, the number of Albanian
migrants with permits had reached 73% of total immigrants in Greece. However, this
difference is also explained by the large number of Albanians that applied for permits in
1998 (250,000) and 2003, but also by the high number of ‘homogeneis’’ practices.
According to different sources, the most reliable figure of the number of Albanian
migrants with legal residence in Greece in 2007 was around 600,000. This figure includes
only legally residing Albanians and excludes illegal immigrants. Although no reliable
data is available on the latter, a few reports and projections claim that that figure might
have been between 150,000 and 200,000 in 2007.

In terms of age distribution, it appears that Albanian migrants are composed
mainly of young people. The 2006 data shows that 15% of Albanian immigrants in
Greece were between the ages of 25 and 29. Almost 57% of them were between 20 and
50 years old. Therefore, there is a clear pattern of a young Albanian population in Greece.
Almost 25% of Albanians in Greece are under the age of 16. Albanian children in Greece
constitute 84% of all child immigrants. It is also revealing that the Mediterranean
Migration Observatory showed that between 1991 and 2007, almost 110,000 Albanian
children were born in Greece. This data is very important, especially when analyzing
returning migrants and their reintegration problems in Albania. Concerning the family
status of immigrants, almost 70% of Albanians are members of nuclear families with
children (approximately 244,000 families from the census).

It seems that Albanians have not invested extensively in real estate in Greece, where less
than 15% have acquired property in Greece (Baldwin-Edwards, MMO, 2008). This makes
the returning process less problematic. In terms of employment, in 2006, 88% of
Albanian males of working age were employed, while the figure was 47% for females
(Baldwin-Edwards, MMO, 2008). The male employment rate was much higher for
Albanians than for Greeks, but it was lower when compared to other immigrants. In terms
of sector distribution, the picture had changed significantly in 2006 compared to 2001. In
2001, almost 25% of Albanian migrants worked in the agriculture sector, but 5 years later
this figure was only 11%. Construction holds the greatest portion and has increased over
time, reaching almost 40% in 2006. This distribution is important when evaluating the
professional background, training and skills acquired by Albanian migrants. As will be
explained later, according to Albanian migration offices, most of the returning migrants
seek employment in the sector where they have most experience.

! Albanian citizens who claim to have Greek origin and have obtained their permit of residence in Greece.
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Figure 3. Distribution of Albanian labour force in Greece, 2006
(Mediterranean Migration Observatory, 2008).

For this purpose, a migrant’s education background is also an important factor.
The graph in figure 3 shows the distribution of Albanian migrants in Greece in terms of
the level of their education. As can be seen, most migrants are concentrated in the primary
and secondary school level (almost 70%). Most of them come from Albanian rural areas
and live mainly in Greek cities (large and medium size).
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Figure 4. Educational background of Albanian migrants in Greece, 2006 (%)



b) The crisis and the return of migrants

In 2008, the Greek crisis was firmly established. This also had immediate
psychological effects on Albanian migrants. Some migrants removed their savings from
Greek banks and transferred their money to Albania. This trend has continued during the
last three years. In 2011 for example, the bank deposits of migrants in Albania were 17%
higher when compared to the previous year. Apart from the monetary issue, the increasing
rate of unemployment and business failures in Greece, migrants started to consider
returning to Albania. Between 2008 and 2009, there was an important wave of returnees,
estimated to be around 120,000 by Albanian institutions. However, it is extremely
difficult to assess whether all of them remained or some returned again to Greece.
According to the border offices, each year there is an increase of migrants entering the
border (26% higher last year) and not all of them return to Greece.

There is an ongoing debate about the figures and data on returning migrants. Since
there is no formal procedure of declaration or registration (with the exception of border
control which applies to everyone including tourists), it becomes more difficult to
establish the number of migrants who have returned permanently. The only data available
is obtained at the local or central Labour and Migration offices when returning persons
register as beneficiaries in order to benefit from the department’s services. Related to this,
the ministry declared that in 2011 almost 30,000 persons were registered as returning
migrants at the Labour and Migration offices and have become beneficiaries of foreseen
services. For 2012, with reference to the trend for the first semester, the ministry’s
projection is 60,000 returning persons.

Considering all sources available and combining the different partial statistics, it is
estimated that in the last 5 years, between 18 to 22% of Albanian migrants in Greece have
returned to Albania. Although it is impossible to determine whether they will stay or
return to Greece, it still means that around 180,000 persons have decided to leave Greece
and try to reintegrate into their homeland. According to local institutions, more people are
expected to return with the termination of the school year in June/July of 2012. While
there is an increasing trend of people returning, a vast number maintain contact and
relations with Greece. It seems that some still move back and forth during this transition
period until they are able to acquire employment or start a business in Albania. Others
have remained in Albania for 6-12 months before returning to Greece. However, the
general trend describes a situation of massive returning, especially in 2012.

¢) Analysis of predominant trends and distribution of returns

While it is relatively easy to extract data and provide figures for the total number of
migrants in Greece and figures for returning persons, the task of quantifying the
distribution within the Albanian territory is more difficult. This requires the meticulous
work of gathering partial data and information from each employment office, all
emigration desks, municipalities and other local institutions. In some cases we calculated
estimates and projections since records for each year are not always retained. However,
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the following provides a detailed description of the main characteristics of returning
migrants to the Albanian territory.

First, we attempted to estimate and quantify the concentration of returning people by
region. From our fieldwork, it emerged that, as expected, most of the returning
migrants are originally from south Albanian districts. According to estimates from
local institutions’ offices, almost 50% of returning migrants are originally from four
important districts: Korca, Gjirokastra, Saranda and Fier (interviews in Migration
Offices). This is an important feature since, although initially they returned to their
towns or villages, most of these migrants have attempted to move to larger cities that
have more opportunities (mainly Tirana and Durres). Therefore, despite the fact that
rural areas are mostly affected since the largest proportion of returning migrants move
to these areas (more than 60% in the selected districts), it is difficult to quantify how
many of these people will actually remain there since there is evidence suggesting
their intention of moving to the larger cities.

In terms of the returning migrants’ vocational/work patterns, not surprisingly the
construction sector occupies the greatest share. According to the data we collected in
the four districts, almost 30% of returnees worked in the construction sector in Greece
(interviews in local Employment Offices). We calculated an average percentage, since
the distribution is not the same among districts. Most returnees are not considered as
part of the qualified labour force and are rather low skilled construction workers. This
figure gives us some food for thought in terms of reintegration possibilities, because,
as is well known, the construction sector in Albania has experienced a major
slowdown in the last two years. Agriculture and service sectors follow with a lower
incidence. It is interesting to note that despite the fact that a large number of
Albanians in Greece work in the tourism sector, there are few returnees. This suggests
that although there has been an impact of tourism, it is still a robust sector for Greece
and there have not been a significant number of staff reductions among Albanians.
More than 70% of returnees are males. From the interviews we related this to the fact
that many families have preferred to return gradually and the men have returned first
in order to check the situation for opportunities and prepare the conditions for his
family. This is particularly valid for the urban returnees and for the lower percentage
of returnees to rural areas (who usually return as entire families). However, another
explanation is related to the fact that more than 57% of Albanian migrants in Greece
are male. They are more mobile and a number of them are single; it is therefore
expected that among returnees, males would prevail.

Age grouping reflects the general age grouping of migrants that are resident in
Greece, although there are slight differences. The age between 25 and 45 is dominant,
especially in the rural areas, while older and younger age groups are more
concentrated in the cities. The age grouping indicator varies among the districts, but
the above mentioned indicates the general and average trend.
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d) Challenges of reintegration

The reintegration process and its problems, in theory and in practice, are well documented
in the literature. In the case of Albanian migrants, there are several considerations to be
made in terms of challenges they face. Firstly, the poor economic situation in Albania, as
explained in the following section, does not offer the required opportunities.
Unemployment and stagnation that have been transmitted from the global and Eurozone
crisis are major obstacles for returnees. Differences in practices, institutional procedures,
access to public services, official behaviours, lack of information, etc. are some of the
many issues faced by returning migrants. The large number of Albanian children born in
Greece is also a considerable and sensitive problem. Most of them do not speak Albanian
and they find themselves isolated when they return to Albania. Only a few schools offer
courses in Greek language, while higher education institutions do not offer any courses.
Some migrants manage through international schools if they are fluent in English, while
others are forced to learn Albanian and experience a culture shock when they participate
in regular classes.

A few years ago, Albanian authorities began attempts at easing the reintegration
process. The Strategy and the Action Plan for reintegration for 2010 — 2015 has already
been approved and implemented. Migration offices were set up in every district
(excluding rural areas) and many central institutions are involved in implementing the
strategy. Information points are provided at each border where officials answer questions
and distribute information sheets.

Local employment offices have been very actively involved with returning
migrants. While they are treated as other job seekers, they can attend free training and
professional development programs. According to local Employment Offices in the four
selected districts, 22% of returnees require training programs. The programs are perceived
as a way of increasing the chances of finding a job. As part of the strategy, it is expected
that returning migrants can benefit from an economic assistance which amounts to 8,000
Leké (ALL) per month, per family. Only 5% of returnees have applied and received the
assistance in these districts.

Migrants have a strong interest in investing their money in business projects,
especially in the agriculture sector. However, since they are not very familiar with the
system and since they are cautious after their experiences of the great loss of savings in
1997, they hesitate to invest and sometimes are left without proper advice. Despite the
fact that the Strategy has provided useful information via the contact points and
mechanisms for easing their reintegration process, there is still scepticism and a general
situation of waiting to see what will happen. There are many who still hope that the
situation will improve in Greece so they can return.

However, there are plenty of reintegration success stories, especially with business
initiatives. In Saranda and Fier, returning migrants have made many important
investments over the last two years that have been successful. Especially in the
agriculture sector, migrants have benefited from government financial help in planting
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olives and other crops. In the cities, the trend is to initiate small businesses, with the view
to bringing their experience home. This positive trend has been seen recently and, if
encouraged, it might lead to hopeful models for other returnees.

Economic impact of the crisis in Albania

The sectors of the real economy in Albania have started to reflect the rigidity and
further drop in demand, the fluctuation of the exchange rate and the difficulties in
financing since 2008. The industrial sector in general and the active processing sector
business in particular, commerce and services, mining and refinement of minerals, started
to show performance indicators that were dropping and augmented the pressure for
protective and supportive measures by the authorities. The year 2009 represented the
worst year in terms of economic performance. The difficulties in financing the
expenditures and the public investments were caused by public loans with high costs,
while the official unemployment rate increased.

However, the Albanian economy continued growing during 2011, despite the
pressure developing particularly due to the crisis in the Euro area. The growth rate of
GDP in real terms was estimated below 3% (Bank of Albania, 2011), which was lower
than the rate of 3.9% in 2010. Growth was supported mainly by “external demand
(reflected in the increase of export-related industries and tourism activity-related services)
and a slight fiscal stimulus throughout the year” (IMF, 2011). The total expenditure as a
percentage of GDP declined from 29.3% in 2010 to 28.6% in 2011, while the total
revenue relative to GDP declined from 26.2% in 2010 to 25.1% in 2011, resulting in an
increase of the overall fiscal deficit of 3.5% from 3.1% in 2010 (Bank of Albania, 2012).
According to the official data, the total public debt as a percentage of GDP was 58.9%, an
increase from 57.8% in 2010. Such figures reflect the narrow space for fiscal stimulus and
the need for a more prudential fiscal policy.

During 2011, domestic consumption and investments remained weak, reflecting
the prudential behaviour of consumers and investors and also the uncertainty caused by
international financial market developments. According to the Bank of Albania (BoA),
the total deposits increased by 10.4% in 2011, while credit to businesses increased by
17.9%. However, in the first months of 2012, the credit to businesses declined by 0.5%.
Household loans declined by 0.4% in 2011 and household loans for business activity
declined sharply by 40.6%. The inflation rate averaged 3.5% during 2011, in line with the
BoA inflation objectives. Prudential monetary policy continued during the year,
particularly in the first half of the year because of high food and commodity prices. The
weakening of the inflation pressure in the fourth quarter of 2011 (and in the beginning of
2012) and also the need for a stimulus to growth, forced the BoA to decrease the base
(policy) interest rate to the lowest historical level, 4.25% (another decrease occurred
recently in July 2012). However, BoA has continued to provide liquidity at an increasing
maturity and at an extended range of collateral to the banking system.
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The external balance of the economy has become more problematic in the last few years.
The current account deficit as a percentage of GDP increased to 12.5% in 2011, from
11.7% in 2010. The remittances continue to show a declining tendency: from 951.7
million Euros in 2007 down to 833.3 million Euros in 2008, 781.3 million Euros in 2009,
696.8 million Euros in 2010 and 692 million Euros in 2011. Such a decline (besides
reflecting the natural trend of remittances as predicated in the economic literature), is a
direct consequence of the effects of the Euro area crisis in the main host countries of
Albanian migrants, particularly Greece. This aspect is explored further in the following
section.

Trade balance continues to determine the high level of current account deficit, having
increased by 8.6% to 340,545 million Albanian Leké (ALL) in 2011, as shown in table 3.
The trade deficit relative to GDP was 26.4% in 2011 or 0.7 percentage points higher
compared with 2010 (ACIT, 2012).

a) Remittances

After the collapse of communism, Albania has shown a high dependency on remittances
which help many families alleviate poverty while at the same time financing the
significant imbalance between the export of goods and the import of services.
Remittances have played an important role in providing relief during difficult economic
times, ensuring complimentary social protection and correcting the limited government
policy interventions. In this light, the value of remittances in relaxing credit constraints
and providing insurance has been widely recognized in a growing body of literature
connected with the ‘new economics of migration’ theory.

Several studies have been carried out in recent years to identify the impact of the
economic crisis in Europe on the families receiving remittances. While the banking sector
is usually thought of as being immune from the crisis in Albania, it is widely believed that
the major channel affected by the crisis in Albania is the decrease in the level of
remittances sent to the country. The most recent survey from the Bank of Albania in 2009
suggested that almost 64% of annual remittances are sent to rural areas in Albania to help
with daily expenses (World Bank predicts that almost 35% of Albanians would be living
in poverty without them).

It is therefore important to evaluate what is happening with the levels of
remittances in Albania and whether this might have an impact on the economy and
citizens here. Data from the World Bank shows a fall in the absolute value of remittances
(WB, 2010). The value of remittances sent to Albania was the highest in 2007 at the wake
of the global crisis but it has fallen consistently thereafter.
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The data shows that in 2011 the value of remittance’ sent to Albania was around
692 million Euros or 27% lower than in 2007, thus indicating that the sustainability of
this source of finance is questionable.

According to the data obtained from the World Bank, the importance of
remittances as a percentage of GDP has fallen consistently in the past five years. The
latest data for 2011 shows that remittances accounted for only 7.3% of GDP or were more
than 6% points lower than in 2006 (WB, 2011).
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Figure 5. Flows of remittances to Albania in the last years

While the total figures for remittances sent to Albania show a consistent decrease
in value, there seems to be a reverse trend concerning remittances received from Greece.
According to data obtained from Eurostat in 2010, remittances sent from Albanian
workers in Greece to Albania increased to 514 million Euros, a drastic increase compared
to 2009. Two main explanations are possible for this increase in the remittances received

2 Workers' remittances and compensation of employees comprise current transfers by migrant workers and
wages and salaries earned by nonresident workers. Data are the sum of three items defined in the fifth
edition of the IMF's Balance of Payments Manual: workers' remittances, compensation of employees and
migrants' transfers. Remittances are classified as current private transfers from migrant workers resident in
the host country for more than a year, irrespective of their immigration status, to recipients in their country
of origin. Migrants' transfers are defined as the net worth of migrants who are expected to remain in the host
country for more than one year that is transferred from one country to another at the time of migration.
Compensation of employees is the income of migrants who have lived in the host country for less than a
year. Data are in current U.S.dollars (WB, 2008).
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from Greece. The first explanation is an opinion supported by the government suggesting
that Albanian immigrants are returning and investing their money in Albania (Ministry of
Finance, 2011).
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Figure 6. Remittances from Greece (in million Euros)

The other explanation for this increase is the bank crisis in Greece and that the
Albanian immigrants are making withdrawals of deposits and sending the money back to
Albania, hence the large increase in deposits in Albanian banks during this time. It is
likely that this increase is only temporary, given the dire situation in the Greek economy.
It is therefore sensible to suggest that in the coming months and years, remittances from
Greece will again significantly drop. Albanians working and living in Greece will find it
difficult to find work as the fear of Grexit (Greece leaving the Eurozone) becomes more
probable.

Eurostat figures raise the issue of the accuracy of the data obtained from the
official figures from the Central Bank of Albania. According to this institution the
remittances to Albania in 2010 were 696 million Euros. This suggests that remittances
sent from Greece accounted for more than 73% of the total remittances received in the
country during 2010. This contradicts the results from surveys conducted by the Agenda
Institute in Albania (Agenda Institute, 2011) with a sample of 1200 families which
showed that only 42% of remittances came from Greece. This figure is also higher than
the data obtained from a national survey by the Bank of Albania and INSTAT which
shows that 35% of the total remittances comes from Greece, despite Greece having the
highest number of immigrants (BoA, 2011).
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The Agenda Institute suggests that remittances originating from Greece account
for 41.9% of total remittances, followed by Italy with 38.6% (Agenda Institute, 2011).
Also, this study indicates that the yearly average number of remittances received amounts
to 1,400 Euros, which means that migrant’s families in Albania receive payments of up to
115 Euros per month. The survey conducted by the Bank of Albania on the other hand
showed that in 2009 remittances from Italy accounted for 55% of total remittances. This
disparity can be attributed to the shifts that might have occurred during the 2009-11
period, with a margin of error also accepted as a cause.

In order to assess the trend for the year 2012, we obtained data for the first quarter
of 2012 and compared it with the same quarter of 2011 and 2010. Data obtained from the
Bank of Albania shows that the value of remittances in the first quarter of 2012 increased
by 4 million Euros compared to the same quarter of 2011. This represents an increase of
2.5%, which indicates a reversal of the negative trend observed from the first quarter of
2010. Given that most Albanians who send remittances to Albania live and work in
Greece, it is likely that the economic troubles in Greece have meant it is safer for them to
retain their savings in Albania. However, we believe that this increase is part of the
returning home process and a considerable decline in remittances from Greece is expected
in the short and medium terms.
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Figure 7. Remittance flows by quarters of years
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b) Capital inflows and direct investments

Empirical work on the role of Foreign Direct Investment (FDI) in host countries
seems to suggest that FDI is an important source of capital, complements domestic
private investment and is usually associated with new job opportunities. In most of the
cases, it is related to the enhancement of technology transfer and generally boosts
economic growth in host countries (de Mello, 1997). On the other hand, the FDI-growth
relationship in developing countries suggests that FDI has a positive impact on economic
growth, but this also depends on other crucial factors such as the human capital base in
the host country, the trade regime and the degree of openness in the economy (de Mello,
1999). Other research suggests that FDI is central in achieving poverty reduction (Klein et
al., 2001). According to Klein et al., FDI is a key ingredient for successful economic
growth in developing countries. This is because the very essence of economic
development is the rapid and efficient transfer and adoption of ‘best practices’ across
borders. Many studies show how important FDI has been for ensuring economic growth
in Eastern Europe. In particular, a study by Neuhaus (2005) shows that FDI was the
engine of growth in Central and Eastern Europe in late 1990 as it contributed 2.3
percentage points to the economic growth of 3.5% on average (i.e. 74%).

FDI continued to steadily increase between 2003 and 2008 in Eastern Europe and
according to a PWC report during this period (PWC 2011), inflows between 2003 and
2008 increased from 30 billion USD to 155 billion USD. However, the same report
suggests that FDI inflows were 50% lower in 2009 than in 2008.
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Figure 8. Albania: FDI inflows and outflows, 2004-1011 (Millions of euro)
(UNCTAD, 2011)
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As part of the Eastern Europe region, Albania fared well during the 2008-2009
period. According to data available from the Central Bank of Albania (Year), the FDI in
2008 was 609.8 million Euros and in 2009 this increased to 668.2 million Euros, equating
to a 9.6% increase, while in 2010 the FDI increased even further to 822.6 million Euros.
Data obtained from UNCAT (2011) shows that FDI inflows increased from one quarter to
one third of the value of gross domestic capital formation from 2009 (717 million Euros)
to 2010 (793 million Euros). This fell back again in 2011 (742 million Euros). Despite
this drop in FDI levels, Albania has performed well in attracting FDI, given that during
the period of 2010-2011 no major privatizations have been made in the country.
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Figure 9. FDI inflows by sector, 2011

However, data fom the Central Bank of Albania suggests that in 2011 the stock of
foreign direct investment reached 2.6 billion Euros, equivalent to 37% of the national
product. Figures show that this is the lowest in the region, whereby for neighbouring
countries this figure ranges from 43 to 138% of GDP. According to the Central Bank of
Albania, Albania remains behind its neighbours given its low starting point, since in 2004
the investments as a percentage of national product were only 11 per cent, while for other
countries the figure was two to three times higher. The data shows that foreign direct
investment in Albania began to grow rapidly after 2006, up by more than two times from
15% to 37%. Currently, foreign enterprises in Albania circulate at around 29 per cent of
the total turnover in the economy.

The report on foreign direct investment in Albania (UNCTAD, 2011) suggests
that the industrial sector (including manufacturing and mining) accounted for almost 50%
of the inflow of FDI in 2010 and 2011, with mining and metal working being the main
recipients. Some labour-intensive industries such as apparel and footwear have attracted a
large number of projects with modest amounts of capital, mainly from Italy and Greece.

However, the concern is that FDI only represents major industrial projects such as
electricity and not sectors of the economy that might increase employment such as the
agriculture sector. According to UNCAT (2011), FDI stock in agriculture represented
only 0.3% of the total FDI stock in Albania in 2010, and 2.1% in food, beverages and
tobacco manufacturing (UNCTAD, 2011). Therefore, when formulating its policies
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towards FDI in agribusiness, including agriculture and related processing and service
activities, the government needs to focus on the development impact of such FDI and not
its volume, which is expected to remain limited.

Geographical breakdown of inward FDI
stock by source country, 2007 and
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Figure 10. FDI by main countries (%)
(UNCTAD, 2011)

Albania receives an exceptionally large portion of its FDI from Greece, which has
been the main investor over the last 20 years. However, due to the considerable economic
crisis in Greece, FDI originating from this country in 2011 was fifteen percentage points
less than three years earlier, reaching 27% of the total FDI (see figure 10). In 2006, the
share of Greek FDI to Albania was almost double at 53%. It is also important to note that
FDI in Albania has diversified to activities where Greek investors do not have firm-
specific advantages. Greek FDI focuses on telecommunications and financial
intermediation where the capital stock has even declined since the foreign takeover. This
is due to the fall in Greece’s FDI whereby the share of EU members has declined in the
Albanian FDI stock from almost 80% in 2006 to 67% in 2010.

The considerable decrease of Greece FDI in Albania was compensated by Austria,
Turkey and Canada, who confirmed their increasing trend in terms of FDI to Albania in
2011. This can be considered one of the main direct effects of the Greek crisis in Albania.
Although the decreasing trend started early in 2005, in 2008 there was a dramatic decline.
Considering the fact that Greece is still the main investor country in Albania, future
possible decreases in FDI in the near future might be problematic in terms of total
investments. The increase in investment in Austria (14%), Turkey (11%) and Canada
(14%) constitutes very large single projects and therefore cannot be considered a steady
trend.
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¢) Bilateral trade and trade balance

Greece has been one of the major trade partner countries for the last 20 years, surpassed
only by Italy. This bilateral relation has been based on the European Union provisions for
the country. Since 1992, under the Economic and Trade Cooperation Agreement between
the European Union and Albania, trade between the countries immediately reached high
levels of exchange, especially in terms of Greek exports to Albania. For 15 years this
trade regime offered Albania the opportunity to import and export to Greece, expanding
its market and economy. In 2006, the Interim Agreement, which included the trade
provisions under the Stabilization and Association Agreement signed by Albania with the
European Union, provided a new framework of trade opportunities by removing most of
the tariff barriers between the countries. However, this coincided with the first signs of
the Greek crisis and therefore the agreement’s potential positive effects were undermined.
Since 2008, a continuous decrease of trade flows has occurred between the countries. In
2011, the Albanian trade volume with Greece reached 68,008 million ALL, having
decreased by 16.3% from 2010. Exports were valued at 9,788 million ALL, having
increased by 12% in 2011. The trade deficit reached 48.453 million ALL, having
decreased by 19% mainly due to the converse trend between exports and imports. The
imports coverage ratio was 17% and has increased by 4 percentage points (ACIT, 2012).

The effects of the crisis are also visible in terms of loss of share on total trade. In 2007
exports to Greece were at 8.2% of total Albanian exports, occupying the second position
in the ranking of Albanian exports’ destination. While in 2011, the share had dropped at
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4.9% putting Greece at the fourth place in terms of Albanian exporting partners. The
same has happened with imports, which went from 15% on total in 2007 to 11% in 2011.
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Figure 12. Trade flows between Albania and Greece

A shift has also occurred in trade components over the last 4 years. In contrast to 5
years ago, exports to Greece are now mainly represented by main metals and have
replaced textile products which are now the second most exported product to Greece.
Main metals were valued at 3,428 million ALL and increased by 57% since 2010 and
represent 35% of the total exports to Greece. Exports in textiles also increased by 7% in
2011 and reached a value of 3.116 million ALL. This concentration in a specific category
is an attempt to fill the vacuum created by the decrease of exports in other main sectors,
most importantly in textiles. On the other hand, products that have experienced a drop in
exports in recent years have included wood products, meat and dairy, construction
material and footwear. The graph in figure 13 gives a more detailed view of the structure
of exports to Greece during the last year.

In terms of the trade balance, Greece has been a net exporter in Albania for the
last 20 years. Despite the decrease of the deficit in the last few years, due to the increase
of Albanian exports and decline of imports, the trade balance between the countries
remains disproportional. Albania still imports almost 7 times more product than it exports
to Greece. This is significantly beyond the average total trade of Albania, where the ratio
of exports to imports stands at 1 to 3. In the short and medium terms, trade balance is
expected to maintain the current trend and trade deficit might decrease further, but in
small amounts. Due to the economic structure of the Albanian and Greek relationship of
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the last 20 years and due to the dominance of Greek investments in Albania, the balance
cannot improve, nor can important shifts be experienced in the coming years.
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Figure 13. Albanian exports to Greece 2011, by sector
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The ten most exported products to Greece account for 59% of total exports. The
main exported item is ferrous waste and scrap which has doubled in weight compared to
2010. In 2011 it accounted for 30% of total exports to Greece with a value of 3.073
million ALL and an annual increase of 121%. Tobacco exports (a main exported product
in the past) fell by 5% and accounts for only 4% of total exports to Greece. Until a few
years ago, all exports of Albanian tobacco were directed to Greece. Due to the crisis,
since 2008 Albanian producers have been searching for other markets.

Imports from Greece are mainly represented by construction materials, such as
bars and rods which account for 11% of total imports at a value of 6,501million ALL
reflecting an annual increase of 42%. Imports of light petroleum on the other hand halved
in value to 4.863 million ALL. The top ten imported products account for 38% of total
imports.
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Conclusions: main risk factors from the Greek crisis

This study has attempted to contribute to the public debate on the current impact of the
Greek crisis on Albania. The experts’ opinions differ on some specific issues, but as our

research and analysis showed, policy makers need to pay particular attention to a number

of major factors. After analyzing all the data and discussing and brainstorming the data

with experts and economists involved in this issue, we believe that there are three main
risks for Albania in the short and medium terms:

I.

The pace of the return of Albanian migrants is one of the worrying factors that
need to be monitored carefully. As the Greek economy continues to remain in
recession and the unemployment figures remain above 22%, the Albanian
migrants working in Greece that will return to Albania will put under pressure the
already fragile health and education system. Albania in the short term cannot
increase its social security net or invest in its health system as it is significantly
lowering public spending in order to maintain its public debt at less than 60% of
GDP. This pressure might create room for a ‘social bomb’ in terms of a high
demand for service that is poorly funded. In the short term, there might be some
positive effects from the returnees, such as stimulating internal demand, especially
in the housing sector which is stuck, as well as increased consumption,
investments, etc. However, in the medium term, the pressure put on state
authorities to offer services might be an important and problematic risk.

Many predictions and speculations have been offered that Greece might abandon
the Euro, thus re-introducing the Greek currency, the drachma, which would
depreciate in value by more than 60%. This would affect Albania directly through
two main channels. First, Albanian exports to Greece would become more
expensive and thus a significant drop in exports is expected in such a scenario,
leading to a deterioration in the balance of trade. Secondly, the situation for
Albanian immigrants in Greece would deteriorate and thus lower remittances by at
least half the value. The fear of the exit from the common currency could be the
cause of the significant increase in the past two years in the number of Albanians
working in Greece depositing Euro in Albanian Banks. Apart from the likelihood
of the introduction of the drachma, trade with Greece is likely to be affected by
the continuing recession in the country. According to ACIT (2012), the imports
coverage ratio was 17% and this increased by 4 percentage points. However, the
data shows that in contrast to 2010, exports to Greece are mainly represented by
main metals replacing textile products which are now the second most exported
product to Greece. The fall in exports of textile is likely to impact the inward
processing industry which employs about 100,000 workers in Albania. Therefore,
the continuation of the crisis in Greece would further endanger the portion of the
inward processing sector that is related to Greece and create a number of social
costs in the short term. In the medium term, companies usually reallocate their
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resources and search for new economic partners in other countries, therefore we
predict lower risks.

3. The Bank of Albania and the government of Albania have on many occasions
stated that the banking system in the country is well capitalized and is capable of
withstanding any risk deriving from Greece or the Eurozone. However, in 2008 at
the beginning of the global financial crisis, the Albanian public reacted to the
negative news from abroad by withdrawing some amounts of their deposits.
Despite the fact that it was far from triggering a banking panic in the country,
these fluctuations in behaviour might have immediate (although little)
repercussion on the economic system, in the short term. If Greece exits the
Eurozone, Albanian public might behave in the same manner as it did four years
ago and therefore create potential difficulties for the banking system in the short
term. Although we believe that probabilities of this risk are much lower than the
previous two, it is advisable to monitor the situation carefully.
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