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ALBANIA at a glance:

Political system:  
Republic

Population:
 
In 1998: 3.8 million
In 2001: 3.1 million

Area:


29,000 sq. km.

Population density:
107 per sq. km.

Main towns: 

Tirana  
600,000




Durres

130,000

Elbasan
100,000

Vlore
   
  90,000

Shkoder
  80,000

Language:

Albanian

Measures:

Metric system

Currency:

LEK = 100 qindarkas




1 USD = 140 LEK

Time:

One hour ahead of GMT in winter; two hours in summer

Export items:

Textiles and footwear:  
69.4 %



Base metals


  8.4 %



Foodstuff, tobacco

  5.4 %



Vegetables


  4.7 %



Leather & articles

  3.2 %

GDP per capita:

USD  1,344

GDP per capita (PPP)
:
USD  3,367

Chapter 1:
Background

1.1 Mandate, goals and methods

Mandate

On  4 April 2002 the director of NORAD's Department for Latin America, the Middle East and South Eastern Europe issued a mandate to a working group of three to prepare brief NIS strategies for Albania and Bosnia. (NIS = Næringsutvikling i sør, i.e. Private Sector Development).

Members of the working group

Håkon Lepsøy, NORAD/LAMS

Torgeir Fyhri, NORD/ASN

Bjørn Reite, BIP (Consultant)

Goals

The aim of the study is to present an analysis and a proposal of how NORAD can contribute to the development of the private sector (including trade) in Albania. Topics of particular interest include identification of bottlenecks, important areas where little effort has been made and areas where Norwegian competence could be quite valuable for improvements in the private sector. The study should also try to identify areas of interest where Norwegian industry might enter into outsourcing arrangements, co-operation of production, joint ventures, etc.

Methods

The Growth Poverty Reduction Strategy Paper (GRSP) is regarded by Albanian authorities as a framework for development in all sectors. The working group conducted a desk study based on this document in order to identify the elements relevant for our mission and combined this information with general critical factors for private sector development. In co-operation with the Norwegian Trade Council, Zagreb, and the Royal Norwegian Embassy in Tirana, we performed a field study including systematic interviews and monitored other donors’ activities in the country. Our data was then analysed and evaluated in order to identify the key elements and recommendations.

The first draft of the NIS document was presented on April 15.  The second draft, dated April 25, shall function as a background paper for a meeting to be held on May 3rd in NORAD.  The purpose of this meeting will be to discuss with interested external parties the preliminary findings of the working group.  After this meeting the working group will conclude and present the final documents by the end of May 2002 to NORAD to be used as a background paper for NORAD’s co-operation with Albania.

1.2. Growth Poverty Reduction Strategy (GPRS) for Albania - Highlights

The preparation of the GPRS document has involved broad participation from the Albanian bureaucracy involving a Steering Committee, a Working Group, several Sector Technical Groups and a National Civil Society Advisory Group.  This enormous effort has resulted in a voluminous document, including  several interesting views and conclusions. The introduction proudly states that "...the use of mainly local human capacities in the GPRS preparation has given the document its Albanian Ownership". Compared with the Bosnian PRSP, this document is less clear on the main issues and it could be more realistic in what is possible to obtain in short and medium perspectives.

This second draft of the Albanian GPRS was presented in September 2001 and some of the main features of the 116-page document are as follows:

GRSP: An Analysis of Poverty

The poverty in Albania is referred to as a multidimensional phenomenon, which has resulted in:

-    Sixteen percent of families live on less than one dollar a day, and twenty-nine percent of families live on a one-to-two-dollar per day budget 

· One in three families has problems related to dwelling structures

· The infantile mortality and the mortality rate of children under age 5 are relatively high compared to the countries of the region; maternal mortality is also high

· One in seven children under age 5 is undernourished

· Seventy-five percent of the poor families experience acute social problems besides the lack of income.

Regarding job distribution among the poor, approximately 50% are self-employed in agriculture while 20% are pensioners and 10% are employed in the non-farming sector.  Therefore the poverty is more present in the rural than in the urban areas.

The average life expectancy is relatively high: 69 years for men and 75 years for women.  These figures are comparable to those of developed countries.  The infantile and maternal mortality rates in Albania remain an acute and worrisome problem for the health system. 

Elementary education is provided to 96 % of Albanian children which is the same level as countries like Bulgaria, Georgia, Russia, etc.  Secondary education, however, only includes 35% of Albanian pupils, which is less than half of the corresponding figures in the countries mentioned above.

As to the short-term effects on living standards related to the transition reforms, it is evident that so far the transition process has resulted in increased unemployment and increased inequality.  During the last 10 years the Albanian economy has been subject to several shocks.  International humanitarian aid was important for Albania in the first years of transition.  In 1996 and 1997 upheavals following the collapse of the pyramid schemes were devastating for the living standard of ordinary people.

As to privatisation the transition from state ownership to private ownership of residential property and trade outlets was relatively successful. The privatisation of SMEs was completed in 2000.  The privatisation of large enterprises during the last two years is described as "positive" in the GPRS and apparently is still ongoing.

The GPRS is quite open as to the problems in the Albanian public institutions where the problems are numerous and include:

· Structural weaknesses and shortcomings in institutional coordination

· Excessive centralisation

· Low management capacities

· Low level of transparency

· Low level of motivation for the personnel

· Weaknesses in the judicial system

· High level of corruption

The informal economy is widespread in Albania. This reduces the tax base for Albania's authorities and represents unfair competition in the markets.

The situation in rural areas is worrisome. Weak infrastructure is more negative in the countryside than in urban areas and poverty is more widespread in rural areas than in the cities.  As a consequence, permanent and temporary emigration is relatively high among people living in the countryside. The GPRS document mentions that " ...the temporary, seasonal emigration, especially in border areas and among young people, is followed by periods of "parasitism" at home, during which the money made abroad is spent for personal consumption. Due to temporary emigration or the partial migration of the peasant families, the agricultural activities in some regions have remained a responsibility of the elderly, women, and school-aged children." We mentioned above that the infrastructure in rural districts is generally in bad shape. The road network does not even meet minimal technical requirements.  The water and power supplies, including the sewage network, function at a low standard that naturally hampers the process of integrating the rural areas into the national economy.

In 2000 Albania became a member of the WTO.  Although the country's trade regime is assessed as rather liberal (moderate level of customs tariffs, an easy system of licensing and an almost complete absence of non-tariff barriers) only 25% of Albanian imports are paid for by Albanian exports. The balance is paid by emigrants' remittances and foreign aid.  Albania's export products are more or less limited to mining products, vegetables, medical herbs plus textiles where cloth is imported and sewn for re-export.

GRSP: Private Sector Development

The authors of the document agree that: "The promotion of the development of the private sector is considered as the driving force behind growth and poverty reduction."

As a result of the process of privatisation of the state-owned enterprises, the share of the private sector as per 2001 accounted for 75% of the country's Gross Domestic Product (GDP).

However, the private sector continues to remain unconsolidated and vulnerable to internal and external shocks. The business structure is dominated by very small companies which account for 97% of the total number and these companies are mainly active in trade, services, construction and transport.  The GPRS adds: "Even though the private sector has its distinctive physiognomy and has become the main social partner, the level of its development remains low and the same should also be said about the concentration of the business activity.  The companies are under-invested and the links of the private sector with the banks are not well developed."

The attraction of foreign investment represents an important component for the development of the private sector. Despite a regime considered rather liberal for foreign investors, the statistics of the last 10 years show that Albania has not been very successful in attracting foreign investments, both in absolute or relative terms.  According to official statistics, the cumulative foreign direct investments amount to USD 598 million during the 1992-2000 period, or about 15.7% of the GDP of Albania in 1999.  The number of foreign companies operating in Albania in 2001 was 2,422, of which 810 were entirely foreign and the remaining were joint ventures.  

Despite positive developments in recent years, the GPRS mentions the following problems as central in the struggle to improve the private sector:

· High level of risk perceived by both business and banks

· The weak enforcement of the laws and contracts

· Problems related to land and property and the absence of a land market

· Instability of economic policies (especially the frequent changes in the tax system, administrative procedures, etc.)

· The low level of access to information (especially important for the development of SMEs)

· The high level of informal economy and unfair competition

· The weak application of the standards of accounting and auditing

· The structural weaknesses (e.g. the present energy crisis), the inadequacy of the transport infrastructure, the institutional weaknesses, etc.

· Corruption at different levels of the central and local administration and in the judiciary.

The GPRS comments on the Financial Sector are as follows: "During the last 10 years of the transition the financial system has remained in a fragile condition.  The state-owned banks, which dominated the country's banking system suffered from a low level of capitalisation and portfolios burdened with bad credits.  The performance of the banking system suffered an especially heavy blow by the massive development of the informal financial market in 1996 and 1997 (pyramid schemes).  Consequently, these banks have several times been subject to restructuring processes, and subsequently to their privatisation with institutional investors.  The banking sector is presently composed of 13 banks.  Only one of them is still state-owned, but is now going through the process of privatisation.  A stock exchange, the Bourse of Tirana, was established in May 1996, but is not operational, the only instrument to be traded there are the Treasury Bills".

The lending activity of the banks is low: At the end of 2000 the total outstanding loans amounted to only 4.5% of GDP.  Reasons are said to be: (i) reliance on mainly short-term resources; (ii) concentration of the banks' activities on a limited number of profit-making activities, mainly government's stock and trade transaction;  (iii) substantial differences between lending and borrowing rates.  In addition problems connected to collaterals, lack of credit information and lack of credibility in the companies' formal balance sheets, etc., arise.

The GPRS document also includes 27 pages of matrixes packed with details of actions to be taken.  Responsible institutions are named and deadlines identified.  This shows that there is a high degree of awareness in Albania that a range of issues have to be dealt with.  However, these matrixes may give the impression that most of the imperfections of Albania would be taken care of within three years. Perhaps a more realistic time-span  is 5-10 years.

Interested parties may obtain a copy of the entire GPRS-document from NORAD's Regional Department for Latin America, the Middle East and South Eastern Europe.  Copies will be available at the May 3rd meeting.

Chapter 2: Critical factors and future structure of private sector

2.1 General critical factors for private sector development

Interviews with company executives throughout Europe have confirmed that market potential and its dynamics alone cannot assure development of new companies and investments location. Additional critical factors are plentiful, but may be summarized as follows: political and economical stability, a reliable legal climate, good infrastructure (especially communication, water and electricity), an acceptable fiscal regime, qualified labour force, and political will for improvement and reforms.

How these factors are addressed will have a strong impact on the structure of future business and of the activities in the primary sector (agriculture, fishery and mining). This report will look closer at the sectors of small business development, trade activities and possibilities for future agriculture production.

2.2 Structure of future businesses

Small and Medium-sized Enterprises  (SMEs) 

In Albania most businesses before 1995 were largely state-owned companies. They have now successfully completed the privatisation process of the SME sector and the government of Albania has made a new strategy for business development where the future growth in employment is estimated to come from small and medium-sized companies in the private sector.

This is similar to the business development that is occurring in western Europe, where today 90 % of all private companies have less than 10 employees, about 8% of all companies have between 10 and 100 employees and only about 2% of the companies have more than 100 employees. This pattern of job creation will probably also take place in Albania. 

The SME sector has proven to be the major creator of new jobs in Central and Eastern Europe as well. It is estimated that 93% of all enterprises in Poland now are micro businesses and that 98 % of all companies in Romania have less than 100 employees. Slovenia increased the number of small companies by 83 % in 1992, 60% in 1993 and again by 40% in 1994.

Recent numbers from the republic of Croatia show that there are now 58,000 small and medium-sized companies and about 91,000 active crafts businesses. These two groups now employ about 63% of the total private sector workforce. 

In all these countries the growth in the SME sector goes hand in hand with the implementation of creating a good environment for SMEs, establishing new commercial laws and a strong emphasis on fighting corruption. In Croatia a new ministry for "Crafts and SMEs" has been established, and an SME-strategy for long-term development has recently been approved by the Croatian government.  
Development possibilities and potential lines of business in Albania

Albania has significant potential for agricultural production of vegetables, fruit and berries. In the northern part of Albania there are also areas where forestry can be developed. The tourist industry can be developed as the coastal area has excellent potential, but today all these sectors are hampered by the lack of general development and safe development conditions.  

Trade activities

In Albania trade activities are dominated by dealing in foreign-produced goods and selling on the domestic market. Domestic production is operating on a low level and only 25% of the consumed goods are locally made. When domestic production of marketable goods increases, trade with neighbouring countries will hopefully play an important role in developing the local businesses.  A positive effect from the foreign competition in the Albanian market is that a new quality standard has been introduced, and the Albanian producers have to meet the same standards if they shall survive.

Farming and agriculture production

Farming has traditionally played an important role in Albania regarding employment, even though most of the country is mountainous and the farms are mainly small. As in most of the other countries in the region, the government of Albania will have limited resources for subsidising agricultural production, both now and in the future, and farming must therefore address the needs in the market and try to improve quality of their products to meet foreign competition. At the moment there are severe problems regarding ownership of farmland and this has a damaging effect on the further development in this sector.

The first task for farmers and for agriculture processing businesses will be to increase market share on the local market and to increase exports to neighbouring countries. In the years to come Albanian agriculture will have to improve the quality of traditional products, but also to develop new products to meet possible demand from abroad. With a warm climate and good access to water, the potential should exist for a highly productive agriculture sector.

Long-term regional strategies should be made in order to develop a sustainable agriculture sector and farmers should attend some type of business training in order to learn how to make their own business plans and be trained as "farming entrepreneurs". In these strategies it will be important to include all the elements in the value-chain of agriculture production from the farmer to processing and sales, including exports.

Chapter 3: Key findings from the field study in Albania 

3.1: Present situation regarding private sector development in Albania 

The document "Medium Term Strategies for development of SME" approved by the Albanian government in February 2001 tells us that the understanding of the importance of SME development is well recognised by Albanian authorities. Even though strategies and analysis are well developed,  implementation is a major challenge. 

During a visit to Albania in March 2002, the working group investigated the situation regarding SME development as classified in the following four areas:

A. Political / Administrative Framework to support SMEs

B.  Skills and knowledge for development and management of SMEs

C. Market knowledge and market access businesses

D. Financial sector to serve the SME sector

A. Political / Administrative Framework

Infrastructure

Albania has problems in providing a steady supply of electricity and water. Several cuts in the delivery of electricity last year have caused severe damage to the production industry. Roads are generally in bad condition.

Laws and regulation

Most of the necessary laws and regulations regarding business and trade are in place; however, implementation and enforcement capacity remains weak. Judges and courts are not operating according to these laws and corruption is commonly used to influence the legal process which thus constitute a serious problem. 

Land reform and registration of property

The current situation regarding ownership of land and property not properly registered represents a serious impediment to a functioning property market and will discourage investments. This prevents the property from being used as collateral for obtaining credits. This situation contributes to a high-risk situation and is one of the reasons why interest rates are high in Albania.

Registration of companies

Registration of new companies is still a rigid and time-consuming process. It is not, however, a critical process as a company only needs to complete this process once. There is not a centrally organized registration system in place.

Inspection and control of SMEs

There are a lot of control units that perform inspections before a new company can start operating. "Thousands" of regulations can be used as a reason for arranging inspections. These “hardly necessary” control functions are a source of income for government officials and municipality staff. 

Fiscal law and taxation

The fiscal law and taxation policy is based on EU standards in Albania. However, again the system is not functioning well, and there is a serious lack of implementation. The formal laws connected to foreign investments are also in place, but due to corruption and uncertainty regarding such things as ownership of land, foreign investments in Albania are generally quite risky.

Corruption

The fight against corruption is probably one of the most important issues in order to create a new and better business climate.  The situation as it is today is not attracting first-class companies from abroad. The new laws are slowly starting to work and there is a huge amount of training and supervision to be performed in order to implement a new order. Buildings that have been built without legal authorization are often torn down and among observers there is a "feeling" that things are slowly improving regarding law enforcement and corruption. However, corruption, at all levels,  has a long tradition in Albania and therefore it is not easy to eradicate. 

Political stability

The political situation is unstable and a recent change in political leadership seems to have slowed down the ongoing reform process. The Parliament is electing a new president of the Republic in August 2002.  This may trigger new parliamentary elections.

Gender

Even though women take part in the productive sector as employees, they are not well represented in management. According to statistics, only 8% of managers are females.  This means that NORAD has to keep this in mind when support to new entrepreneurs is on the NORAD agenda in Albania.

Environment
There is little emphasis on environmental issues in enterprises. Less than 50 % of all companies in an official survey reported that they performed any activities at all regarding protection of the environment.

B. Skills and knowledge for development and management of SMEs

Stimulating new entrepreneurs

In Albania no public programs exist that are aimed at generating new companies nor is there any public, systematic program to train and support entrepreneurs. Some elements of a regional system for business development still exist, but this work has not been co-ordinated or supported due to lack of financing during the last years. According to the SME strategy from the government, this system is not sufficient to support activities in the entire country. 

Management training

In the years to come there will be a need for well-skilled managers that have practical knowledge of business operations. At the moment most companies are dealing in trade, and the need for knowledge of proper management in this sector is limited. If the country, however, should succeed in starting production companies in order to meet excessive imports, there will be a need for more in-depth business competence. Even though many Albanians try to leave the country, there is still a good base of well-educated people left. There is a need for a comprehensive training program focusing on practical skills in the form of "train the trainers programs" in the regional support systems. There is also a need for better management training at the universities in subjects like accounting, financing, marketing, production management and quality management (i.e. ISO9000). As mentioned earlier,  a system for regional training of SMEs already exists, but it is doubtful whether this system has access to competent trainers locally. 

Training of government and bank employees

There is also a need for training government officials and banking personnel in order to help these people to understand the situation regarding SMEs. The results so far seem to have had a very good effect on the overall climate for support and development of business in general, including the SME sector.

Involving young people

In Albania no systematic approach exists to stimulate young people to become entrepreneurs. The schools are not focusing on this subject today, and there is little activity directed to encourage and train young people in management of SMEs. As in other countries in the West Balkans, young well-educated people try to leave the country in order to get jobs abroad and to be able to create their own future outside Albania.

C. Market knowledge and market access

The domestic market

The domestic market is dominated by trade and services and not by production or other value-added operations. A large share of the economy belongs to the informal sector and corruption is widespread. Imported products dominate the market, even though much could have been produced locally. Imports are four times larger than exports.

Export potential

Albania has good harbours and Italy is not far away from these harbours.  The roads are generally in a very bad condition and this has an effect on transporting goods to the markets. There are no severe problems in custom clearance or shipping. (However, bribes are sometimes used in order to speed up the process) 

Awareness of export potential
There is awareness of export potential, but with the lack of political stability, unimplemented laws, low security and a high level of corruption, it is very difficult to attract long-term foreign investors or serious foreign customers. There are, however, several future possibilities for exports the day the conditions improve. Areas of possibilities for export include:

· Agriculture products (tomatoes, herbs, fruit, olive, wine, vegetables)

· Processed agricultural products

· Wood and wood products (northern part of Albania)

· Fish /fish farming

· Electricity, hydropower (only 35 % of the potential has been utilised)

Awareness of meeting imports
Since Albania is importing a lot more than they are exporting, there is a growing awareness of increased domestic production. However, to this point little investment has been made in production facilities. Areas that could be explored include:

· Processing of cereals, fruits, vegetables and other agriculturally based products.

· Processing of forest products into semi-finished products or finished products

· Production of building material for domestic use.

· Support industries, such as packaging systems, labeling, etc.

Trade agreements

Albania is a member of WTO. Albania has also signed the Stability Pact Memorandum of Understanding on Trade Liberalization and Facilitation and is now expected to establish free trade agreements with other signatories (Slovenia, Croatia, Yugoslavia, Macedonia, Bosnia Herzegovina, Romania and Bulgaria) by the end of 2002.   The EU (particularly Italy and Greece) is Albania's main trading partner. Albania enjoys the EU's autonomous trade measures (ATMs) and although exports to EU have grown, Albania has so far failed to utilise these ATMs fully because of the absence of the state-level institutions able to deliver CE-marking or to certify compliance with the EU safety legislation.  This is particularly evident in the agricultural sector where the absence of proper veterinary and phyto-sanitary controls prevent the export of potentially competitive products (e.g. meat and fish) to the EU.

D. Financial sector

Credit / financing

Due to high risks, the structure of Albanian business, and difficulties in accepting real estate as mortgage, the banks are mostly offering short-term credits to their clients.  This is acceptable for traders, but for production companies with long-term investments such as factory buildings, machines, etc., this is not satisfactory at all. Most funding outside ordinary banks is either micro-credit schemes or large venture capital investments funds. Neither of these is appropriate for SME purposes. High interest rates and heavy collateral requirements present problematic situations for most SMEs. One exception in this gloomy picture is the FEFAD bank that is expanding quickly and is offering credit to production companies on a medium-term basis. 

Incubators

To our knowledge there are no incubators or industrial parks operating in Albania as yet, but there is a strong interest from the officials to establish such systems.

3.2 Matrix showing international operators’ activities in Albania. (Norwegian contributions in bold)

	Sector
	Operator/project
	Comments

	Infrastructure:
	
	

	Electricity
	World Bank-Institutional Reforms within KESH
Jacobsen Elektro-instalment of meters, financed by Eksportfinans with GIEK guarantee

EU-stability Pact
	Slow implementation and confusion around the privatisation of KESH which has prevented investments in the electricity sector

	Water/Waste Water
	EU-stability Pact, bilateral donors 

NORAD- water/waste water project in Burrel
	

	Roads
	EU-Stability Pact, bilateral donors
	

	Telecom
	Improvements commercially financed- Telenor is member of the investment consortium
	

	Laws and Regulations
	EU/USAID-Business laws
	Implementation is lacking

	Registration System
	EU/USAID-land registers

USAID-Immoveable and moveable properties

Central Statistics of Norway-Feasibility study-Population Census-MFA
	

	Corruption
	Council of Europe-Stability pact
	Co-financed by MFA

	Gender
	OSCE
	

	SME-Development /financing/export/import
	
	All activities should be co-ordinated by the Ministry of Economic Co-operation and Aid

	Newly Privatised Companies
	EU-reforms

SEED
	Strategic Companies are state-owned

MFA is one of the main funders of SEED

	Well-established SME´s
	SEED-business management 

OSCE-business associations

RDA (Albanian NGO) provides services for SME’s-established by EU

FEFAD

USAID has capitalised the American bank of Tirana-venture fund
	

	Ordinary SME´s
	OSCE-business associations

RDA
	

	Trade Companies
	FEFAD-micro enterprise bank, EBRD/IFC initiatives

USAID-micro financing through partner

EIB, Islamic Development Bank and Japan have established different credit lines
	

	Entrepreneurs
	Unknown
	

	Agriculture Enterprises
	USAID micro financing, dairy plants and fertiliser production

SIDA-agro business
	

	Farmers
	USAID (see above)

IFAD-micro credits (The only organisation present in Dibra)

Elbanor-Introduction of Norwegian Red Cattle in Elbasan-MFA/embassy
	

	7. Business Training at Universities
	Business training at the Universities
	Should be further developed

	Business Training at Schools
	USAID-technical skills at College in Tirana
	

	8. Development of Future Export potential
	
	

	Agriculture Development
	USAID-The international fertilizer Development Center-helps farmers develop products for the export market
	

	Wood/Wood Processing
	Unknown
	

	Fisheries/Fish Farming
	Coast management-feasibility study-SINTEF/MFA
	

	Electricity
	Unknown
	

	Textiles
	Unknown
	

	1. Development of Trade Agreement
	Bilateral Agreement with Macedonia and Montenegro, Member of WTO

GSP-agreement under negotiation

SAA under negotiation
	

	2.  Incubators/Industry Clusters
	GTZ and EU-Phare- Grants for the Durres Industrial Park
	


Chapter 4: Recommendations
The recommendations from the working group presented below will, after being discussed at the May 3rd meeting, be presented to NORAD for possible future action.

General Remarks
Norway is to a very limited extent involved in private sector development in Albania. However, Norwegian investors have experience with investments from other countries in the region.  Already existing knowledge from the region could be used in future development projects in Albania.
Recommendation: With limited resources it may be wise to concentrate all Norwegian efforts in one geographical region. 

A. Political / Administrative Framework to support SMEs

The EU and the Stability Pact are major actors in the field of infrastructure development in Albania. Progress is made within water systems, road construction and telecommunications, especially in the central regions of the country. One of the biggest problems at the moment is in securing supplies of electricity. However, most donors avoid investments within the electricity sectors due to the unclear future status and ownership of KESH (state-owned energy supplier).

Recommendation: According to Report No. 13 to the Storting, Norway should focus on the water and electricity sectors. However, investments in electricity must be regarded as risky until the future status of KESH is further clarified.

Many international donors and organisations are involved in establishing a better legal and administrative framework.  The EU, the World Bank, and USAID are all heavily involved and there is little space for new initiatives. The Ministry of Economy and Trade is co-ordinating the efforts and the EU commission is monitoring the process. 

Recommendations: Albania is struggling to implement new laws and regulations and many foreign organisations are supporting this effort. There is in general little space for new initiatives. However, specific items could be addressed by the Norwegian embassy in Tirana

Land and business registers in Albania are incomplete, and all laws in this field are not yet implemented. However, the EU and USAID are both working on the issue.  The MFA (Ministry of Foreign Affairs, Norway) has financed a feasibility study for developing the infrastructure for a population census in Albania. 

Recommendation: Further development of the population census project should be evaluated. No action is recommended regarding business and land registers as other donors are active in this area.

B.   Skills and knowledge for development and management of SMEs

Albania has a major problem with unemployment and young people leaving the country. Concrete actions should be made to generate new jobs and to reduce the "brain drain". 

Recommendation: Action should be taken in order to stimulate young people in business thinking and computer skills, both in secondary schools and at the university level.

Recommendation: There is a great need to stimulate business activities. These activities should concentrate on coping with increased imports by stimulating local production. Female entrepreneurs should have preference and the environmental issues should be addressed. These practical activities will also contribute to monitoring the process and the functioning of the laws and new procedures (See sub-chapter A). An effort to support the new companies should be directed to regions outside the trade-corridor of Tirana-Durres and in close co-operation with local authorities and local centres for entrepreneurship. Methods and material for entrepreneurship training should be provided to the local centres. Relevant institutions or schools in the region should be involved in order to introduce entrepreneurship, quality- and environmental management in their education programs.

C.  Market knowledge  

At the moment, and most certainly in the coming years, there will be significant risks involved for foreign long-term investors due to a difficult legal and administrative framework, the lack of a proper supply of electricity, corruption and expected political uncertainty.

Recommendation: Norwegian investors should be careful until the business climate in Albania has become safer.

D.  Financial sector to serve the SME sector

Access to credit for entities other than the small trade and service companies seems to be a constraint for developing the private sector. International NGOs provide micro credits as short-term loans at a high interest rate due to the difficult business climate. The FEFAD bank is becoming an exception, but they also stress that there are difficulties because, among other things, mortgages on real estate are difficult to obtain.

No action recommended.
Appendix 1:

Norwegian Aid to Albania: A short historical review

Since 1991, Albania has received approximately 3 billion USD in foreign aid. The level of Norwegian aid to Albania during this period has been relatively low. Norway funded the following amounts for Albania:  in 1997, 9 million NOK; in 1998, 16 million NOK; in 1999, 50 million NOK; in 2000, 31 million NOK; and in 2001, 20 million NOK. Approximately 30 million NOK are allocated for Albania this year. 

The relatively high level of the funds for 1999 was disbursed for efforts to solve the humanitarian situation for refugees from Kosovo. During 2001, the main focus of Norwegian aid to Albania changed from humanitarian support to long-term development. 

Presently, projects within the justice sector in Albania are mainly prioritised by Norway. Only limited funds are allocated for private sector development. 

However, Norway is involved in some infrastructure development. MFA has funded a feasibility study related to a programme for implementing the infrastructure for carrying out a population census in Albania. The implementing agency is The Central Statistics of Norway.

The MFA and NORAD have made 28 million NOK available for a white water/waste water project in Burrel in the northern Albania. The Norwegian entrepreneur Jacobsen Electro is now about to finish the instalment of electric meters in private houses in the southern part of Albania. The Jacobsen Electro project is aimed at generating incomes for private and public electricity companies. The project is financed by a loan form Eksportfinans and guaranteed by GIEK. The Norwegian telecommunications operator Telenor has, as a part of an international consortium, invested in a GSM license in Albania. This consortium is presently the only GSM operator in the country.

Norway is also involved in efforts aimed at improving the climate for SMEs in Albania. The MFA is one of the main funders of the regional IFC initiative, Southeast Enterprise Development (SEED), which is present in Albania.
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