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Since 2007 the world is facing a financial crisis with serious impact on the global 
economy. The Albanian economy is small; however, it is a part of the global 
economy. The effects of the crisis on the economic sectors especially on the financial 
system of Albania are of interest to many. In this paper we try to analyze the 
main areas of the banking sector and its key indicators affected by the crisis. We 
find that even though the crisis has touched Albania it has not considerably 
lowered the resilience of its banking system as no Albanian bank did go 
bankrupt or had any solvency issues. In addition, the latest months of 2010 have 
shown a recovery testifying for the effectiveness of the measures undertaken by the 
regulatory and supervisory authorities of the Albanian banking systems.   
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1. Introduction 

After a decade or more of economic stability, the global economy has 
lately faced a period of rising inflation and falling economic growth. 
Part of the reason for this change of economic weather is that 
developed countries are passing through the most prolonged period of 
financial turmoil that most of us can remember. Whether, as the IMF 
(International Monetary Fond) has argued, it is the worst period of 
financial stress since the 1930s is too early to judge. In contrast with 
other regional or global economic crises in recent decades, this crisis 
originated in advanced economies. Obviously, it has affected their 
financial markets particularly in Europe much more than others, 
including emerging economies that are usually considered more 
vulnerable. It was the first test of structured finance and related credit 
derivatives and instruments traded globally. The shock drained 
liquidity in the liquid inter-bank money markets of several countries. 
After all, the crisis is not over yet.  

In these circumstances, all central banks and governments have 
announced coordinated actions designed to restore confidence and to 
preserve financial stability. These events have also challenged 
economists and professionals to explain why the crisis happened; how 
it is unfolding, and finally, what should be the actions for its 
resolution? What changes to the financial system are likely to produce 
greater stability and resilience in the future? Within this global financial 
landscape, it is very important to focus on the Albanian case and to 
analyze the crisis consequences on its banking sector.   

The Albanian financial system has already undergone two local crises 
before namely in 1997 and 2002. While the first financial crisis 
represented turbulence ignited by pyramid schemes and not closely 
related to the banking system, the second one in 2002 represents a 
pure disorder of the banking system with deep effects for many 
Albanian banks (Cani Sh, Hadëri S, 2002). The third and strongest one 
comes not from within the system but from abroad and with this 
paper we aim to analyze which are the consequences it has presented 
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on the Albanian banking system. What measures and actions could 
possibly do to keep safe the banking system from financial crisis?  

The banking sector has the major weight in the Albanian financial 
system1 and in this respect its problems show a high interest. 
Therefore, in the last years the financial stability has been a major 
target for the Central Bank of Albania. This stability could be assessed 
based on the performance and risks derived from its interaction with 
the overall economic environment, both internal and external, and 
from its activity. In order to assess the risks arising from the financial 
system activity, we try to analyse the performance of the main 
indicators of its financial soundness, namely capital, asset quality and 
financial performance.  

The remainder of this paper is organized as follows. First, we present a 
brief overview of the major impacts and consequences that the latest 
crisis has had on the economies and banking sectors of the CEE 
region countries. Then after giving this overview of the region we 
make a presentation of the main features and developments of the 
Albanian economy and Albanian banking sector after the beginning of 
the crisis effects. Next, we focus on the extension and severity that the 
latest crisis has influenced the Albanian banking and financial sector. 
In the last section we conclude by giving several recommendations for 
the future. 

 

2. A brief overview on the impact of crisis in CEE region. 

The latest financial crisis of 2007–2008 initially referred to in the 
media as a "credit crunch" or "credit crisis". It began in August 2007, 
when a loss of confidence by investors in the value of securitized 
mortgages in the United States resulted in a liquidity crisis, which 
prompted a substantial injection of capital into financial markets by 

                                                             
1 Albania has not an active capital market. Tirana Stock Exchange was founded in 2002 but no 

company is listed there and there have been no transactions taking place in this market so far.  



The Romanian Economic Journal 
 

Year XIV, no. 39 March 2011 

6 

the United States Federal Reserve and the European Central Bank. 
Soon it was realized that it was not a crisis of the US only, and it was 
not a financial crisis either. Thanks to the globalization trend, it 
converted into an enormous global economic crisis affecting almost 
every country in the world. The economies of the countries in the 
CEE region (especially the Balkans countries) are not considered fully 
developed and are not fully integrated with the most developed 
economies of the world, where the crisis itself first began. 
Nonetheless, it is now obvious that on the contrary of the experts’ 
hopes and expectations the region is also deeply affected by the crisis 
outcomes. Some believe that it has been the exposure to the foreign 
financial and economic capital what brought the crisis seeds from the 
developed Western countries right into the CEE region (Zaman G, 
Georgescu G, 2009) and not the stage of the development of this 
region’s financial sector.  

The causes of this crisis have been already examined by many scholars 
and are still under thorough investigation by some noted institutions 
and research centres all around the globe. Many authors pinpoint as 
the factor bringing the crisis either the absence of an adequate 
regulation framework in the U.S markets (Batrancea L. et. al); or the 
lack of quality of the accounting and financial regimes which failed to 
transmit the real risk behind financial assets and obligations (Huian M, 
2010); or the sharp and unexpected fall of confidence level on behalf 
of the investors that brought the drastic creditors’ run and crash of 
financial systems (Ignat I, Ifrim M, 2010); or the increase of the global 
debt burden in a macro as well as micro level, which could not be 
supported any more by the existing levels of production and were not 
exactly matching the internally generated wealth what brought 
insolvency (Smrcka L, 2010). But whatever may be the root of the 
crisis the fact remains that this crisis resembled a real tsunami 
encompassing almost every country in the world (Nistor I, Ulici M, 
2009). If we were to put it in the words of a report of 2008 from 
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Goldman Sachs Investment Bank, “This crisis has become the new 
bird flu, which has infected absolutely everything”.  

Its consequences are also overflowing. The losses experienced by the 
commercial banks only since the beginning of the crisis are more than 
150 billion Euros, more than two thirds of which pertain to the U.S 
banks. The expectations are that the financial industry will face a total 
loss bill of more than 705 billion Euros. However, as the aftermath of 
the crisis is still on the way and the world economy is not fully 
recovered yet the total losses are to be fully calculated only in the years 
to come. After all, none is really sure that the latest crisis surprises are 
over yet or not1. Nevertheless, we can mention some of the negative 
effects the crisis has brought on the countries of the CEE region as 
these are already obvious to many analysts.  

The crisis began to spread its roots in the CEE region during 2008 and 
its’ effects are not yet fully completed to the time of this study (late 
2010). It has deeply influenced several areas of the region’s economy, 
including the internal production, fiscal policies, debt burden and of 
course the banking sectors, thus being one of the strongest crisis ever 
experienced in such an extended level. What was originally a 
contraction of the banking system only, soon began to give its effects 
on other sectors of economy. Increasing credit interest rates decreased 
the industrial growth, increased unemployment and decreased demand 
and consumption. The governments were forced also into undertaking 
severe measures to tackle their problems with budget deficits. Many 
countries reduced the level of public expenses and increased tax levels 
or even presented new taxes in their fiscal systems (Mara E et. al, 
2009). When these measures were not enough some governments 
sought financial support from IMF or World Bank to overcome the 
pressure of lack of liquidity in their systems and to revive the 
economic activity (Nistor I et. al, 2010). 

                                                             
1 “There is no end to this crisis…it is like a videogame; as soon as you kill an “enemy” another 

one appears” – Giulio Tremonti, Italian Minister of Finance. 
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Nevertheless, the banking sector of the CEE countries remains the 
one that experienced the most severe consequences of the latest crisis. 
Prior to the crisis, this sector was considered an underdeveloped and 
small sector compared to the banking sector of developed EU 
countries in terms of its relation to GDP production. Many experts 
viewed it as providing not sufficient financing funds and the necessary 
intermediation for the interested parties in the region. However, as the 
latest studies have shown (Dinger V, Von Hagen J, 2009), using other 
methods of estimating the banking sector size relative to the financial 
wealth and not GDP production, reveals that  the banking sector of 
the CEE region is not underdeveloped at all and has comparable size 
to that of the developed countries of the EU. In addition, the crisis 
itself with its deep effects on the banking sector and the real 
economies of the CEE countries, subsequently confirmed the 
importance this sector has for other branches of the economy. 

Yet, it has to be pointed out that the financial systems of the CEE 
countries, unlike those of their developed counterparts are mainly 
bank-based rather than market-based and as such, the banking sector 
would be the one to face the deepest wave of negative effects of the 
crisis. As a matter of fact the banking sector began to experience 
losses since early 2008, end even though the number of banks going in 
liquidation is not as high as in U.S or other developed EU countries, 
the risk of insolvency increased substantially (Shkurti R, Duraj B, 
2009). All this put a pressure on the regulators and supervisory 
authorities of the region who began to seek for new ways to 
coordinate their efforts for more effective and efficient supervision of 
the banking institution thus increasing the financial stability in the 
CEE region.  
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3. Overview of the Albanian current economic and financial 
situation. 

The Albanian economy made it to maintain a positive real economic 
growth in 2009 and 2010, despite the negative impact of the global 
economy. Various demand indicators however suggest that the 
dynamics of economic growth was unstable over the course of the 
year 2009, slowing down in the last quarter. The factors to have led to 
the slowdown – in addition to external-related ones – include the 
liquidity shortages in some key sectors of the economy and the lack of 
investment opportunities, against a background of upward 
uncertainties that has affected the exchange rate performance as well. 
The economy has benefited from the stable fiscal stimulus, while 
private investments have declined. After some recovery in the early 
2009, fuelled by the improved public confidence in the financial 
system, consumer demand suffered the effects of banks’ reduced 
lending and decline of transfers from abroad in the last part of the 
year. In table 1, we give some key macroeconomic indicators of 
Albania. 
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Table 1.  

Key macroeconomic indicators of Albania 

 

 

3.1 The financial system structure in Albania. 

Financial system in Albania includes the banking system (banks and 
central bank) and other financial institutions, such as insurance 
companies, savings and loan associations, and pension funds. 
Nonetheless, the banking sector has always been and still remains the 
dominant segment of financial intermediation sector in Albania. As at 
end-2010 H1, the banking sector assets averaged 94.4% of total 
financial system’s assets, accounting for 79.7% of the GDP. The non-
bank financial sector that has a relatively small share to total financial 
system is represented by non-bank financial institutions, savings and 
loan associations licensed by the Bank of Albania (BoA), and 
insurance companies and private supplementary pension funds 
licensed by the Financial Supervisory Authority (FSA) of Albania. 
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Table 2 shows the share of financial system entities to GDP through 
the recent years.  

 

Table 2.  

Share of financial system entities’ assets to GDP through the years, in 
percent 

 

 

3.2 Banking system in Albania 

Since beginning of ’90 after entering the free market system Albania 
has a two-tier banking system. The number of banks operating in the 
Albanian banking system is 17 two out of which are foreign bank 
branches, nine are subsidiaries of foreign banks and of foreign 
financial groups, two are domestically-owned capital banks, whereas 
four banks are owned by other shareholders, physical persons, legal 
ones or banks.  

 

3.2.1 Assets-Liabilities composition of the banking system and 
their performance. 

As regards to the banking sector’s liabilities composition, the item 
“Operations with customers”, which represents deposits with banks, 
accounts for the major share. As at the end of 2010 H1, they 
amounted to ALL 743.1 billion1, or 79.5% of total liabilities. Parallel to 

                                                             
1
 Customer deposits grew by ALL 49 billion relative to year-end 2009 and ALL 103 billion 

relative to the same period of a year earlier. 
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the deposit growth, banks have decreased the liabilities arising from 
“Treasury and inter bank transactions”, which amounted to ALL 80.5 
billion, accounting for 8.6% of liabilities. 

 

Table 3.  

Share of assets by items (June ’04 – June ’10) 

 

 

Table 4.  

Share of liabilities by item (June ’04 – June ’10) 

 

 

The return of the Albanian financial market to a stable situation 
happened faster than expected, however many of the markets’ 
parameters that relate to volumes, liquidity or prices remain far from 
their pre-crisis levels, reflecting the presence of uncertainty among the 
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economic agents. Borrowing conditions are still difficult, particularly 
for small and medium-sized enterprises and consumers.  

In terms of users, the loan portfolio quality has decreased for both, 
businesses and households. The ratio of non-performing loans to 
outstanding loan for these users was 13.8% and 10.3%, respectively as 
of June 2010, versus 12.3% and 8.2% at end-2009, and 10% and 7.3% 
at the same period a year earlier. In terms of currency, as at the end of 
2010 H1, the ratio of “non-performing loans to total outstanding 
loans in local currency” and the ratio of “non-performing loans to 
total outstanding loans in foreign currency” posted 12.7% and 11.9 %, 
respectively, versus 10.1% and 10.6% at end-2009. Chart 1 shows the 
fast increasing trend of non-performing loans to total loans starting 
from late 2008 and beginning 2009, when the effects of the crisis hit 
Albania. 

Chart 1. 

Non-performing loans to total loans, in % 
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3.2.2 Deposits and their performance 

Concerning the deposits growth rate it experienced a sharp decline in 
2008 compared to previous years (table 5), because of the decrease of 
confidence of Albanian clients in the global banking systems in 
general. The loan / deposit ratio is currently (end of 2010) in the level 
of 63.2% or around 1.6-percentage point lower than in end-2009 and 
nearly 2.7 percentage points lower than in the previous year. This 
decline has been driven by slower lending growth pace than the 
deposit one, especially in foreign currency. The loan to deposit ratio 
denominated in foreign currency is 95.2%, around 4.2 percentage 
points lower than at end-2009 and around 12.3 percentage points 
lower than in the previous year. The loan to deposit ratio denominated 
in local currency is 35.4%, being generally stable, around end-2009 
level, and nearly 1.4 percentage points higher than in the previous 
year. However, banking sector-lending recovery would raise the loan / 
deposit ratio again. 

 

Table 5.  

Annual growth of banking sector’s total deposits through 2004-2009 

 

 

The financial performance of the Albanian banking sector during 2010 
remains satisfactory enough with average earning assets amounting to 
ALL 833.5 billion (June 2010), that account for approximately 91.2% 
of the banking sector’s average total assets. This indicator has been 
almost at similar levels with those of end-2009 while the ratio of 
“average interest-bearing liabilities /average interest-earning assets” is 
93%, 1.3 percentage point up from end-2009 and 1.7 percentage point 
up from the previous year. In addition, the operating income of the 
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banking sector has grown faster than the operating costs compared to 
the previous year (ALL 3.8 billion or up 21.7% and ALL 11.4 billion 
or up 10.9% respectively). Consequently, the banking sector had better 
operating cost to income ratio and general operating expenses to 
income ratio (respectively these ratios are 53.4% in mid 2010, from 
57.2% at end-2009 and 80.9%, down from 94.5% at end-2009). The 
above ratios show the banks’ efforts to offset increased loan loss 
provisions (and other reserves) by cutting their operating costs. 

Overall, the Albanian banking sector reported total net profits of ALL 
3.6 billion, about 5 times higher than in the previous year. The Return 
on assets (ROA) is 0.8% y-o-y, from 0.2% at the same period a year 
earlier while the Return on equity (ROE) is 8.3% y-o-y, from 1.8% at 
the same period a year earlier (see chart 2). 

 

Chart 2.  

Return on equity for the banking sector (ROE) 

 

 



The Romanian Economic Journal 
 

Year XIV, no. 39 March 2011 

16 

In table 6 we give the trend of the banking sector key indicators for 
the last studied year from June ’09 to June ’10. The majority of them 
show a resilient and recovery trend of the banking sector during the 
last year. 

 

Table 6. 

Banking sector indicators 

 

 

4. At what extent has the global financial crisis affected the 
Albanian financial system?  

So far the Albanian banking system has made it to stay away from 
severe financial problems and complexities like those that other 
developed countries have undergone. Nonetheless, several symptoms 
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directly related to the crisis could be noticed, especially during late 
2009 and early 2010. Let us carefully consider where Albania is 
standing in the swirl of this crisis by listing some of the reasons why 
the pressure of this crisis on the Albanian banking sector has been 
quite moderate. 

First, the Albanian banking system has a new age compared to 
European developed economies or other emerging markets. These 
means that the Albanian banking system is still in the growing stage, 
thus characterized by simple procedures and transactions and the lack 
of sophisticated financial products1 that are normally used from 
European banks and in the European markets. Moreover, the lack of 
an active stock exchange or securities market in Albania, in which 
banks or other financial institutions would have invested in more 
complex securities such as mortgage backed securities, seems to have 
its own good side in this story. 

Second, banks in Albania are regulated and monitored by Bank of 
Albania (BoA), which has imposed restrictions on the quantity and 
quality of investments in the foreign securities. This guarantees a high 
quality of the securities portfolio held by the Albanian banks. On the 
other hand, other actors of the financial system in Albania like the 
insurance companies and investment funds are still in the first phases 
of their development, thus making it impossible for them to offer 
structured products related with bank’s products. Therefore, balance 
sheets of banks do not have ‘toxic’ securities such as credit default 
swaps (CDS). In addition, the regulatory supervisory framework 
orients banks towards the financial analysis of the potential borrowers 
regardless of his/her characteristics and the purpose of the loan, 
setting some basic and uniform requirements that banks must apply at 
any case. 

                                                             
1 We have to recall that often these sophisticated securities, along with the limited knowledge 

experts held about them were blamed to deepen the financial crisis. 
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Third, attracting funding sources in the international financial markets 
still represents an unexplored activity for the Albanian banks as the 
domestic sources provide more than enough financing funds for them. 
This is easily confirmed by the lower ratio of loans to deposits 
characterizing the Albanian banks.  

Fourth, there is limited exposure of the European banking groups 
operating in Albania to the scheme and products financing the sub 
prime loans in the USA. The good financial performance of the 
financial institutions and the European banking groups in the recent 
years has created a sound financial protection through the 
establishment of necessary reserves and the buoyant business 
capitalization to absorb such shocks. The recent figures for Albanian 
banks held by European banking groups do not reflect financial losses 
or issues originated from the financial crisis the developed markets are 
going through. The good liquidity situation of banks operating in 
Albania and the very limited use of groups’ financing are additional 
factors, which have not allowed the transfer of elements of this crisis 
to banks and other financial instruments in the country. 

Finally, the Bank of Albania is set up to act as an effective lender of 
last resort in domestic currency and has established regulations to 
ensure banks properly hedge foreign currency liabilities. So far the 
actions undertaken by the BoA have proven effective and have 
contributed to mitigate the effects of the crisis. 

However, despite all the factors listed above, the difficult situation of 
the international financial markets posed a new risk for the Albanian 
financial system last year. The transfer likelihood of the financial 
sector crisis to the real sector of our partner trading countries remains 
a potential risk for the Albanian banking sector. Moreover, the 
influence of the recent financial crisis in Albania’s economy may be 
noticed in some negative developments like:  

The lack of confidence that led to a withdrawal of deposits by 
population at the end of 2008 and beginning of 2009. The level of 
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deposits began to grow again by late 2010 especially after the measures 
taken by Bank of Albania to increase the deposit insurance to 
2,500,000 Lek (20,000 Euro) from a rather low level of 700,000 Lek 
(5,400 Euro). 

Since the end of 2008 the Albanian local currency, Lek (ALL) has 
been depreciated continually against the Euro. The public had lost 
confidence in the banking system, even though there was no reason to 
do so. Accordingly, the ALL depreciated as increased risk premium 
faced a slow-down of foreign currency inflows. That in return made 
loans in foreign currency more difficult to pay back for Albanians in a 
chain reaction that saw banks tightening their credit to economy, this 
especially during the second half of 2009. 

Throughout the 2008-2009 period the banking sector experienced a 
decline in the loan portfolio quality, what made the bad debts 
provisions to increase rapidly by late 2010. This was linked to 
increasing constraints of crediting by most of the banks. 

On the other hand, the credit demand also decreased due to a decline 
in investments and partially in consumption. 

Nevertheless, the Albanian banking sector was not the only sector of 
the Albanian economy to reflect the negative consequences of the 
global crisis. Other effects that left their mark in the country’s 
development were:  

• The reduction of emigrant remittances, which account for 
almost 1 billion Euro every year. 

• The increased cost of import due to Albanian currency 
depreciation and an increase in the global pricing levels. 

• The slowdown of exports because of the restriction of domestic 
production.  

• The lack of loans and foreign direct investments (FDI); 
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Lower economic growth rate because of the sustainability of the trade 
balance deficit; harder times for the entrepreneurship due to lower 
foreign demand and contraction of banking sector lending; and lower 
dynamics in household consumption. 

 

5. Main findings and conclusions. 

The crisis that the world is facing is one of the most severe and 
complex of the modern times. As the origin of the crisis we can 
identify several market developments spurred by extensive and 
probably uncontrolled financial innovation, low interest rate policy 
followed by Federal Reserve, the financial market liberalization, the 
lack of supervisory regulation on new securities that later became the 
“toxic securities”, the increased globalization of the economy, lack of 
transparency and many others. 

Whatever the origin, the destination will obviously be a more 
standardized and prudentially supervised financial system. Public 
authorities must be alert, decisive, and effective at a global and 
coordinated level because this crisis demonstrated to be not a problem 
of the industrialized countries alone but a global issue that has to be 
addressed with the full participation of the emerging and the 
developing countries. At the same time, private financial institutions 
and market participants must behave wisely, prudently and with a solid 
sense of responsibility. The future monetary policy of the main actors 
of global financial markets should embody as one of their major 
objectives the health functioning of the financial system and a 
thorough financial stability.  

Yet, the influence of the financial markets turbulences on emerging 
markets was moderate due to their low exposure to the phenomena 
that generated the crisis. Likewise, the Albanian banking system was 
not influenced in a direct fashion by the last financial crisis. That is 
because of the low financial integration of the Albanian banking 
system with the modern international financial markets, the well-
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capitalized activity of European banking groups and their branches 
operating in Albania, the lack of an active stock exchange market in 
Albania, the well-regulated banking system associated with appropriate 
measures taken by the Bank of Albania etc. However, the Albanian 
banking system was indirectly influenced through the weakening of 
households and corporate’ financial conditions or through the shocks 
transmitted by the international financial markets. Consequently, these 
events increased the credit risk, exchange rate risk and interest rate risk 
due to: (a) a reduction of capital inflows because of the reassessment 
of risk from investors; (b) the deterioration of trading terms and 
remittances as a result of the economic growth slowdown in 
developed partner countries; (c) the high price of commodities all over 
the world. 

Bearing in mind that this crisis may serve as an opportunity to 
strengthen the structure of the financial services industry, the Bank of 
Albania should continue play its role as a solid anchor of stability and 
confidence for the entire Albanian financial system. Albania therefore 
needs a daily monitoring of new developments in order to be able to 
cope with the international challenges. 

It is also very important, in the conditions of the global financial crisis, 
suggesting the need for joining  academics and professional’s 
discussions related to the economic model that the Albanian financial 
system and the economy need to follow in the future, in order to have 
a successful stable economic development and to avoid different 
potential financial and economic crises, that the economic cycle 
pattern make inevitable. 
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