











































































































































































































































































































Section 11 Albanian financial and banking system

THE CONCENTRATION BETWEEN
AMERICAN BANK OF ALBANIA & BANCA INTESA SANPAOLO
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Abstract:

Intesa Sanpaolo was created on 2006 as a result of the concentration between Banca Intesa and San Paolo Imi. From
the beginnings the aim of this group was the extension of its activity in Center Eastern Europe countries, in the
Mediterranean seaside and in the developing countries. In these days the group owns a very strong foreign division,
which banks occupy almost in every country of origin the first places. The objectives of the group to increase its
presence in the Center - Eastern Europe, led to the participations acquisition of two Albanian banks: the American
Bank of Albania (ABA) and Banca Italo Albanese (BIA). Intesa Sanpaolo represents the majority shareholder for the
two banks, owning at about 80 percent of the stocks on 2007, aiming to buy the other 20 percent within 2009. On
December 2007 ABA and BIA banks have realized their merger in which the first has included the second one. The new
created bank was named Intesa Sanpaolo Bank, as the controller of both concentrated banks. This kind of operation is
new in the Albanian contest and has never been actuated before. Thanks to this operation the Code for Corporate and
Commercial Companies was issued, which previews an accurate discipline related to the integrations. The purpose of
this work is to evidence the effects of the banking merger and to discuss about the importance of the foreign
intermediaries presence in Albania. The analysis is based primarily in accounting data considered before and after the
merger and also in mergers support theories.

Key words: American Bank of Albania, Banca Intesa Sanpaolo, Banca Italo Albanese, Integration, Mergers, Financial
Situation.

JEL Classification: G210.

Integration between American Bank of Albania and Banca Italo-Albanese.
The Concentration Actors

Bidder Target

American Bank of Albania

Banca Italo-Albanese

The American Bank of Albania was born on 1998 as a
result of the SEED Act, issued by the American
government with the intent to support the Albanian
economic development. The sole shareholder of the
bank was represented by the American Albanian Fund
of Enterprises, a private investments found. On
December 2007, the bank was located as the 2™
operator in Albania, owning total deposits by 93,4 mld
Lek, total credits by 39,7 mld Lek and total assets 106
mld Lek. On December 2006, the fund decided and
lately signed the selling agreement of 80 percent of the
shares to Intesa Sanpaolo. On june 2007, ABA
ufficialy became part of Intesa Sanpaolo Group, which
led to the change of its visual identity in Intesa
Sanpaolo Bank Albania.

Banca Italo-Albanese was born on 1993, as one of the first
credit institutions having a private character. The bank was
founded as a joint venture between Banka Kombetare
Tregetare (which shares have been transferred to the Albanian
Ministry of Finance) and Banca di Roma. On December 2005
the Intesa Sanpaolo Group decided the acquisition of 76,129
per cent of the shares , respectively 40 percent of the shares
owned by Capitalia and 40 percent ownwed by the Albanian
Ministry of Finances. On December 2007 the bank’s
shareholders were the European Bank for Reconstruction and
Developement, Intesa Sanpaolo Group and Societa Italiana per
le Imprese all’Estero (SIMEST), which respectively detained
20 percent, 76.129 percent, and 3.871 percent of the shares.

The above mentioned summary tells us that the majority shareholder for both concentrated banks is Intesa
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Sanpaolo Group owning 80 percent of the shares in each. The extraordinary assembly of both banks decided the
realization of the inclusive merger based on the Albanian discipline. The integration reasons are related to the fonts
rationalization and to the costs decrease. In fact it had became unsustainable for Intesa Sanpaolo, as a majority
shareholder, to manage the costs separately, as the banks acted as competitors. Thanks to the integration the new bank
was named American Bank of Albania.
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Section 11 Albanian financial and banking system

On 2008 American Bank of Albania confirmed its presence as part of one of the European strongest groups,
changing its identity in Intesa Sanpaolo Bank.

The Merger Contract Effects.

The effects of the integration contract are primarily related to the increase of the shareholders capital and the
convertibility and cancellation of some stocks owned by different shareholders of both banks. The integration brought
to the transfer of all assets and liabilities from BIA to ABA. The initial capital increased from 33,4 million USD to 48,8
million USD. Each ex shareholder of BIA detains the right to convert its stocks in ABA stocks based on the agreement
conditions. the computation of the convertion value is based on the adjusted countable value of the stock and the
financial position of the integrated banks.

Integration Purposes and Effects.

The integration objectives are related to the reduction of the costs, the resources rationalization, the
improvement of the offered services and the synergies increase between banks. The human resources reduction is one of
the ways leading to costs reduction for the new bank. The costs saving process is also reflected on the operational
technological system, in the maintenance of the back up copies costs and in the legal spending. A lot of double costs
were cancelled thanks to costs reduction objective related to: licences, trademarks, external audit, administrative council
expenses and some kind of insurance contracts. The banks integration had a very positive effect on the supply side of
products and services.

“Payment Cards” Section.

American Bank has a solid position in the offered services and products distribution network. The
development of the automatic payment system is made possible thanks to the bank’s activity, through the market entry
of 6 personalized credit and debt cards. Thanks to the opening of the POS and ATM offices, an ulterior development
was signed for the payment cards. Referring to the integration period, American Bank of Albania issued 61.800 debt
cards, which were supported by 43 ATM activity and 656 POS terminals. Before the integration, the issuing of payment
cards was not part of Banca Italo-Albanese reality.

As mentioned above, by the renewed payment system point of view, the integration played an important
positive role.

Lending Section.

American Bank of Albania has matured more than 12 years of expertise in the individual and corporate lending
sector. The most known form is the one supported by residential mortgage which operates through 1300 clients for a
total amount of 6.3 mld Lek on 2007. The clients number was smoothly increased during the integration, viewed the
fact that BIA operates in this sector since 2006. The American Bank of Albania, before the integration was positioned
on the third place as a lending institution. After that, it was positioned on the second place.

Corporate Business Section.

In the business section Banca Italo-Albanese has gained a long experience, since it was the principal refer
intermediary for the corporate Italian clients which used to operate in Albania. In this point of view, the banking
integration has conducted to relevant effects in increasing the synergies and in exploiting the matured experience in the
corporate sector as an important resource of profit.

Above all, the integration has leaded to an increased quality of services and an increased quantity of products
from the supply side.

An other positive effect is related to the lending capacity increase, thanks to the shareholder’s capital increase.

Retail Section.

The expertise owned by Intesa Sanpaolo Bank, helped American Bank of Albania to establish a very well
functioning network of Internet Banking. This network was used to manage the retail clients and is named Oracle
Financial Services. It has played an important role in facilitating the clients and make them feel less the integration
consequences. In fact, the clients have found a personalized and efficient service, even though the referee bank is
changed. During three years by the merger the clients number is increased from 22.000 to 110.000.

Fund Transfer and Commercial Enterprises Support Section.

The funds transfer from Italy to Albania and vice versa is one of the most important activities for American
Bank of Albania, as Italy is the primary commercial partner to Albania.

Banca Intesa Sanpaolo, through its 5.800 offices and agencies in the Italian territory has made it easier to
transfer funds towards Albania, considering the big number of agencies located there.

The Integration between American Bank of Albania and Banca Intesa Sanpaolo.
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Section 11 Albanian financial and banking system

Intesa Sanpaolo group was born on January 2007, as a result of an integration (merger) between Banca Intesa
and Banca Sanpaolo IMI.

On the other side, Banca Intesa, is a result of numerous banking integrations. In fact, the bank was born on
1998, as the integration result between the credit institutes Ambroveneto and Cariplo. On 2001, Banca Commerciale
Italiana became also part of the group.

Sanpaolo IMI Group was born on 1998, as an integration result between Istituto Bancario Sanpaolo di Torino
and Istituto Mabiliare Italiano. On 2000, the group became part of an other integration with Banco di Napoli and lately,
on 2002 with Cardine Group.

The facts mentioned above confirm that Intesa Sanpaolo group has gained an important expertise on the
merger and acquisition aspect, also achieving positive results.

On 2007 Intesa Sanpaolo became the majority shareholder of American Bank of Albania, owning 80 percent
of the shares (about 12 million shares with a nominal value equal to 2,2266 USD). On 2008, American bank of Albania
was named Intesa Sanpaolo Bank.

On 2009 the group decided to buy the remained part of the shares. The integration process was guided by the
resource rationalization principles, cots reduction and product optimization.

Intesa Sanpaolo Group is very active in the international area, especially in the Center-Eastern Europe and the
Mediterranean seaside. A network of 1.895 agencies supports its operations and 8,5 million klients are managed by the
group banks in the retail and corporate sections in almost 12 countries. The force of the group lays on high eradicated
local banks which own an important quota of the origin country banking market.

Intesa Sanpaolo offers a vast number of products and banking services, which make the difference in terms of quality,
innovation and ability to respond to all clients needs.

Competence, consulting, and high quality financial services are offered to the retail and corporate clients in an
international banks, agencies and representative offices network (40 countries). The group is spread especially in:
Ukraine, Slovenia, Bosnia Herzegovina, Russia, Hungary, Serbia, Greece, Romania, Slovakia and the Check Republic.

Mergers Advantages and Disadvantages.

This form of merger, preceded by the control taking is the most usual type in the reality. The period in which
this operation was realized coincided with the financial crisis, which indirectly harmed also Intesa Sanpaolo. The
banking integration was more than useful for the group in this period as it played an important role in improving the
negative effects, thanks to the geographic diversification of the credits portfolio, the spread of the distribution areas, and
the management incentives. The Albanian economy in that period was represented by a high growth.

Teorically and practically, it is known the thesis that concentration operations realized in development
countries, give the possibility to the bidder bank to realize scale and scope economies. However, a lot of difficulties
have been encountered, considering the centralized politic and social Albanian environment origin.

Firstly, the difficulty was found in the different enterprise cultures realized by both banks. Under the
totalitarian regime only one bank existed (the monobank) which was supposed to cover the functions related to the
payment system, the international commercial affairs, the exchange (strictly prohibited to the other institutions). So, we
can deduce that in Albania it was not present a real financial institution.

The passage to the decentralized economy made the big difference, primarily through privatizations, giving a
real participation possibility to the foreign investors. Banking activity in Albania, even though the positive changes, is
still long way far modern banks operations. The introduction in the banking scenario of the foreign financial institutions,
as the clamorous case of Intesa Sanpaolo led to the modernization and the assignment of new functions of the existing
banking system.

Even though the Albanian high economic growth scenario, the almost total lack of the financial markets, plays
a negative role on the Intesa Sapaolo’s activity. Still today, the banks of the group located in the Albanian area have
been assigned a low rating grade.

The most important problem is related to the risk identification and management, especially the operational
risk. This is a consequence of the different balance sheet redaction, the integration and control difficulties, the lack on
identifying methods of risk, included the financial discipline. To avoid further inconvenient, Intesa Sanpaolo,
implemented a new department dedicated to the identification and risk management.

Absolutely, this was the most positive effect produced by the merger, becoming the bank more competitive
and stable.

The financial situation 2007-2011.
It results that on 31 december 2011, Intesa Sanpaolo Bank is owned for 98,61 percent by Intesa Sapolo Group
and for 1,39 percent by SIMEST.
The bank has realised important purposes, especially related to the risk identification, measurement,
management, or the avoiding techniques during five years from the merger
The graph down illustrated shows the principal financial indicators during 2007 and 2011.
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Font: Intesa Sanpaolo, in Annual Report, “Management Analysis”, 2007-2011

During 2008, Intesa Sanpaolo Bank Albania used to operate in two geographic contests: the Albanian one and
Greek one, supported by 4 agencies. The Greek financial and economic crisis affected the banking operations, leading
to the closure of the Intesa Sanpaolo Bank offices, in order to avoid further operational expenses. This closure was
operated voluntarily, in order to prevent the crisis chain effect.

During these years, the prudent bank strategies have made possible the balanced increase of the financial
indicators, considering the problematic European environment, and consequently the Albanian one. The drop of the
European financial markets activity, investments, foreign commerce, and remittances, have played an important role in
slowing down the banking development.

Intesa Sanpaolo Albania as part of the Group.

One year after the merger Intesa Sanpaolo Albania has experienced important costs, related to the amortization
and depreciation (about 22 percent). These costs are a consequence of fixed asset investments, in order to spread the
distribution network of information technology.

Intesa Sanpaolo Albania owns 31 agencies over total 1642 foreign agencies part of the group. Even though
the low number of agencies present in the Albanian territory, the financial results in a group scale have always been
positive, thanks to resource and costs rationalization strategies. During 2011 the Net Operating Margin has increased by
13 percent respective to 2010. This increase is a result of the drop in administrative and human resources expenses and
the incomes increase.

On the other side, the incomes increase is a consequence of the spread and clients drop compensated by the
assets average volume increase. The net operating profit before taxes has increased by 15,3 percent, signing an other
positive effect for the group.

Conclusions.

The purpose of this work is bringing evidence that the bank mergers are advantageous for the interested actors,
especially for the target bank.

Intesa Sanpaolo is a very important presence in the international arena, Albania included.

The position as a controller of two important local banks, and successively their merger, was an advantageous
strategy for the group. On the other side, it is impossible to ignore the different difficulties encountered during the
operation realization, as a natural consequence of the Albanian political, economical and social environment in the past.
The incentives to take the control of an Albanian bank, for Intesa Sanpaolo are related to:

The possibility to spread its operations and to be present in developing countries,
con3|der|ng the potential development and the increasing economic indicators.

The banking portfolio diversification

The scale and scope economies realization

The foreign position enforcement, considering the target’s primary position in the local
market.

The manager incentive;

The intention to assist the foreign clients

However, the Albaman financial system realty, particularly the banking sector, presents a lot of lacks
considering the operational and the regulation point of view. This constitutes a difficulty on the bidder’s activity.

Albania comes out from a difficult politic situation, which has forbidden the development of the free economic
initiative and also the functioning of the financial institutions. The difficulties related to the realization of the operations
and activities by a modern bank such as Intesa Sanpaolo in are explicated in the different corporate culture of the
Albanian managers, in the lack of a developed financial system, which constitutes an obstacle to the enhancement of the
target bank, in the lack of a financial and a banking regulation in risk management area, in the different way of drafting
the budget, and lately, in the different financial culture of the custumers, which have a limited notion of a bank’s
activity. However, the economic development through years and the introduction in a modern banking reality, like
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Intesa Sanpaolo, has played an important role in changing the Albanian banking system. In fact, the integration
between Banca Italo-Albanese and American Bank of Albania was the first of this kind ever realized in Albania,
effectuated over the Albanian Central Bank supervision and with the extraordinary help of the Intesa Sanpaolo expertise.

The control assumption of American Bank of Albania (later Intesa Sanpaolo Bank Albania) by Gruppo Intesa
Sanpaolo led to important innovation related to the bank’s operations.

First, using the matured group experience, the Risk management Department was born.

An other important change after the merger is related to the usage of the IAS/IFRS principles in redacting the
balance sheet.

Positive effects are noted also on the productivity and activity of the bank, as a natural consequence of the
clients number increase, the agencies capillarity, and the capital increase.

After the merger, the quantity of the offered products and services is increased, in order to better respond to
the client’s needs. The force of Intesa Sanpaolo is the low prices and commission applied, which make it more
competitive in the market.

The innovative department dedicated to the small/medium enterprises assistance, played an important role in
increasing the clients number.

During the years 2007, 2008 and 2009, positive operational results are realized, even though not totally aligned
with the group business plan. In fact, the foreign division of the group, during 2007-2009 has realized positive results,
but scarce considered the Business Plan previsions. During 2010-2011, the foreign sector has realized incremental
results, considered the markets collapse. The principal cause of these results lays on the financial crisis, that has not
directly harmed the Foreign Division banks, but has made it difficult to obtain credit and liquidity in the interbank
market and has spread a lot of uncertainty through clients. This fact is reflected in the intermediary volume and interest
margin decrease. An other cause of the difficulties is related to the extraordinary social operations effectuated by the
participated banks, through numerous integration processes. Obviously, the expenses are increased in the amount
required by an internal reorganization process.

During 2008, Intesa Sanpaolo has diminished its administrative costs, thanks to the increased synergies with
the included bank. During the last 4 years the bank has implemented prudential lending politics, rationalizing the credit
for the riskier retail and corporate clients.

Obviously, other 2 or 3 years are required to have a better panorama of the merger and integration effects,
considering that during these years the results have been positive, even under the crisis pressure.
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Abstract:

It is, especially, the strong debt crisis of some European States to trigger the fear of an effect contagion on other
national economies to cause a global crisis. This it’s a historical moment that we are living, particularly, difficult that
seems to be prelude, however, of a bend without previous able to subvert the same way that the banks and government
have created the finance and economy. In this context, the paper aims to examine this crisis which it is certainly the
most studied and at the same time remains still the most unpredictable to its evolution. In view of this objective and the
grave situation of Greece on which are pointed the eyes of the world that seams to be the focus of the contagion, a
situation that results difficult also in others European States, the paper, being based on the analysis of EU discipline
and financial systems of Member States and non-EU Member States, aims to analyze the consequences that would there
be for Greece and Europe if this State exit from the EU. In consideration of this issue, the paper aims to evidence also
the leading role in guiding the others States on the output of an emergency from the crisis, a role that it is providing the
Germany for which arises the issue if its economy it is really very strong. The paper analyses also the delicate situation
of others European States as Spain, Portugal, Ireland and also Italy that has a public debt. Nonetheless the overall
economic comparison between Italy and France, it is even positive for Italy that now shows his pride at the strategy
“Save Italy”. Meanwhile, in the EU zone grows everywhere the unemployment. In this situation it is yet an opportunity
for the States as Albania to join the Europe?

Key words: economic crisis, financial systems, accession, EU, Albania.

JEL Classification: F15.

1. Chapter 1: When the economic crisis will end?

There is one question that everyone keeps repeating itself, with more and more frequency in recent years when
the economic crisis will end? Venture an answer and give it to correct is like trying to win the superbingo. This joke
actually means that, in my opinion, no one is able to specify a date for the end of the crisis. That said, however, it must
be admitted that fascinates the attempt to answer the question without providing dates for the end of the crisis and even
forecasts the world economy in the coming years.

1.1. Section 1: The impact of the economic crisis to the economic order of European Union Member States.

How can it be possible to make predictions even if there is only one certainty about the choices that each
Government, in its own nation, will or can be done. Even for one country would be so many variables to consider and
these would be to increase exponentially by combining data from two countries, therefore, imagine what would happen
expanding the scenario on a global scale.

Nevertheless, each day there are still those investing in stock market, home buyers and car, those who deposit
money in the bank, etc. So there are still people who invest, who spends regardless of the crisis is confident in the future?

Imagine that the crisis is now close to its conclusion? On the same day, however, in which some spend there
are other, families and companies, who would rather cut on the purchases and avoid waste and others who prefer to
bank savings and others, not trusting the banks, leaving the savings investment under the brick or mattress as it once
was. What's more right? The answer this time is sure but it depends on what perspective you look the situation: who
made the question? The government, banks, companies, citizens? Within each category must then examine the
specificity of the groups and subgroups that make do with it.
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For example, for the citizens category changes the valuation to express if the user that poses the question it is
composed only by the head of the family or single, young or old, etc. Also, for the companies exist other diversification.
For which economic sector we speak: engineering, manufacturing, energy, services, telecommunications, etc.

But helps everyone, regardless of category or sector, the analysis of the current and past situations, the
technical and statistical data. And then here are some data on the severity of the economic situation: since 2007, to try to
solve the crisis, the Countries of G20 have spent almost 23 thousand billion euro. In the last 5 years there have been 27
million more unemployed in the world. The Uil, a trade union, estimated that in this year 2012, every day in Italy lose a
thousand jobs, then there are a thousand more unemployed in more per day that desperately seeking another place to
work. Since 2007, large and medium-sized enterprises have been forced to close 280 thousand. The total cost of bank
bailouts in the U.S. and Europe was 5,600 billion euro while the dollars spent by the Bce, the Fed and the central banks
of England and Japan were always in the last five years, 9,500 billion. It ‘a crisis that has had and continues to have very
serious repercussions, as we have seen, firms, employment levels, on families, on consumption, but even on the banks
(in the world since 2007 have failed 466) and even national governments: have changed governments in Italy, Spain,
United Kingdom, Portugal, Belgium, France, Ireland, Romania, the Netherlands and Greece.

2. Chapter 11: The European Union will continue to exist?

Having to get into the theme of this conference is basically a similar question to that with which | began: the
European Union, taken as a monetary union, will continue to exist? And from this arise infinite questions: the European
Union, this time a political entity, will continue to exist? The Greece will exit from the euro and from the European
Union? Last but not least, and certainly more interesting: it is better or worse for Countries that are not part of the
European Union to continue the implementation of the approach policies with the European Union up to be part of it?
Giving up the clothes of the analyst and wearing those of the Albanian citizen would not hesitate even for a moment to
pronounce yes convinced as | believe that the benefits for Albania would greatly far outweigh than the disadvantages. |
admit that | watch this country with the same eyes of hope with which the Italians looked America in the years of
economic recession and immigration and could not be otherwise in view of what happens in Italy, where the GDP of
this year it’s negative and may be even for two percentage points and where the taxes increase more and more, while in
Albania the road is exactly the opposite: positive GDP and taxes to 10% when we have the even up to 45%.

2.1. What should not to do if want to deal with the crisis: Conclusions

In this conference, | thought to present the errors of Italy to say what you should not do if you want to deal
with the crisis It’s for you all know that Italy is among the Countries with the largest budget deficit. Mistakes
committed not now but almost half a century ago, when, to put it succinctly, the governments spending more than they
possessed in cash. | began to cite some statistics: in the period 1971-1974 the revenues in relation to gross domestic
product (GDP) shrank by only 0.5% (from 29 to 28.5%) but increased very much the outputs from 36,9% to 43.4%.

The deficit has been compounded by interest: in 2010, the expense for the interest was € 70.1 billion of which
is equivalent to 8,8% of public expenditure and 15.7% of tax revenue (direct taxes and indirect taxes excluding social
security contributions). The Italian public debt is nearly two trillion euro: in June 2011 was 1.901 trillion euro, equal to
122% of GDP achieved in 2010. Having an excessive debt does not mean to be close to default. However, it is a
component of many budget items for each country.

To find out if a nation is better than another must read also the amount of public debt but also much more.
Inspire amazement a few years ago when argued that the economy of France was worse than the Italian and that
Albanian, even with the proper proportions, was better than the Italian one. The so-called financial maneuvers: the
revision of captions, the corrections to be applied to improve the differentiation between income and expenditure of a
country, in Italy is focused more on increasing taxes and less on low costs. The last one is more than 75% due to new
taxes and for the remaining part of spending cuts.

What is the problem? That the economy is slowed and is likely to move from stagnation to the recession. Add
that technically Italy is already in recession. Many new taxes and higher rates for existing lines can not be the only
recipe for ending the crisis. In transport, we think especially the increase in excise duties on fuel, revenues expected in a
year are more than EUR 6 billion, one million comes from the increase of the contribution rate of artisans and
merchants, 4 and a half billion households , 3 and a half billion of the savings, 11 billion from taxes on real estate and
16 and a half billion by 2014 if the VAT rate will be increased respectively from 10 to 12% and from 21 to 23%.

I insist on the need to rebalance the tax increase with a reduction of costs and explain why quoting a historical
fact: in the 60s and 70s the rate of growth in the advanced economies, which were slowly declining for half a century,
had a slowdown when the tax burden increased for a decade by about 5%, while the growth of these countries increased
when, in the '80s and "90s, governments put in place a reduction in the tax burden. These | just mentioned, the 90's were
the golden years of Italy because its economy grew well, better than the other European countries and even more the
OECD average.

108
PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



Section 11 Albanian financial and banking system

Now in Italy we are at maximum levels of taxation: the tax burden is close to 45% of GDP. And 'This is one of
the causes that hinder Italy. In all there must be balance because exaggerations are always evil and too many taxes a
country can even die.

In the meantime, unfortunately, and | feel shame and discomfort at the mention this fact, are increasing cases
of suicide of entrepreneurs in Greece but also in Italy, Spain and other Countries to the impossibility of dealing with
emergencies encountered in their corporate balance sheets. To failure, to dishonor, to suffering to implement layoffs for
their employees who preferred an escape from reality, from the world, from life.

But who pay the taxes? Officially all, actually almost all because we know that there is the phenomenon of tax
evasion, that world production that it’s by definition "in black™ then not visible for the Tax Office. To return to the
question of who pay the taxes should be said that in Italy are almost all those who have only a few money. Let me
explain. The list of taxpayers of the Italian State is composed for the 50% from those who earn less than 15 thousand
euro per year, almost one thousand euro per month. They are 20.2 million people. Do you know how many people who
earn more than € 100 thousand a year? Only 1% while are 0.07% of taxpayers those who claim to earn more than €
300,000 a year. And that 0.07 of the total taxpayers are about 30 thousand people across Italy: very few. From this
reasoning we understand, therefore, that the idea to increase taxes on the richest in the country, it may have a
justification in terms of a supposed social equity which requires greater sacrifices to those who have more privileges, is
not the solution to make it more rich Italy.

We said that the charge must be reduced: it is better to have from the State fewer services or with poor quality,
rather than paying more taxes because of this, as we have seen, hampers the growth. Unfortunately, in Italy there is the
double trouble: increase both taxes and charges. We compare the data in 1990 and the current one. Public expenditure
was 373 billion euro and is now 800 billion euro. The tax burden was 38% and is now at 45%. The public debt was 663
billion and now is 1.93 trillion euro. Why spending has increased: in the five years prior to the crisis the medical
supplies costing 37 billion and now "weigh™ in the balance sheet for € 77 billion, then almost double. An item that
represents the 50% of all expenditures for supplies in the public sector which now weigh in the balance sheet for € 140
billion a year.

If the taxes and expenses increase it’s evident that the growth of the Country, as we have seen, it slows down
as evidenced by the decline in GDP. This latter date, GDP, highlights the value of gross domestic production. If this
value increases means that the economy is doing well, which is improving compared to the past but can not tell us if it
is equally improved the standard of living of a population that is measured in terms of quality of life: think of the
environment, health services, etc. That's why some prefer to measure the well-being of a country and it is done using
other acronyms: 1QV (indicator of quality of life is examined in addition to economic factors, the levels of social justice,
political participation, and the environment life expectancy). It’s also true that the quality of life can not fail to take into
account the economic aspects. An example is the unemployment. Unfortunately a phenomenon on the rise everywhere.
In Italy there are 7 million people. This means that almost half of Italian families living with this problem.

But if GDP would increase they would be a bit 'better all? Even if you want to stay in a comparison only of
economic nature must be said that not always to an increase in GDP corresponds to an increase of wealth for the
individual citizen. For example, if the population in ten years increased by 20% and the GDP has increased by 10%
means that the average disposable income in real terms for each citizen has decreased. It may also happen that GDP and
revenue will increase but to decrease the level of welfare by limiting the latter item in the economy. In Italy, in the
period 2002 - 2007 the total income increased by 3.9%, but the purchasing power has remained almost constant (+0.2%).
In the subsequent period, 2008-2011, total income decreased by 5%, but the purchasing power has been cut by as much
as 7%.

The case of Italy, as we have seen, the negative aspects but in this crisis the country has more capacity than
others to get out. Just think, a matter for all indebtedness of households with banks that is minimal or exposure of Italian
banks to Greece which is also minimal.

What could Italy do to accelerate its exit from the crisis? Rebalancing the levers of power called taxes and
charges and then intervene deeply into structural mechanisms of sustainable growth. These mechanisms or motors to be
started immediately and with conviction, knowing that the results will not be unfortunately short, may be referred to
briefly in three types. The first is the dynamism of meaning for it mainly the so-called liberalization of the market: what
would happen if anyone could open a pharmacy or pharmacist is saying goodbye to the minimum rates for professionals
(engineers, lawyers, notaries and all other categories)? It would certainly have a more competitive market where price
and professional merit or quality would be governed solely by the market with their own benefits for all citizens and for
the experts (that's the culture of merit) service providers or professional services. There would also be a strengthening of
internal competition, that is, national, and indirectly the selectivity would produce a more competitive against foreign
competition or global.

The second engine to be started is the competitiveness of the Italian system and the first action to be performed
is to strengthen the infrastructure, ie, roads, railways, ports, schools, etc. Elsewhere port the positive example of
Albania that, just in terms of infrastructure, has been able to make great strides.
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I think of the 1000 km of secondary roads in one year contracted by the Government to renovation completed
in the port of Vlora and those to be implemented in Durres, in making Porto Romano an industrial port and commercial
port while the current one will be totally dedicated to the tourist, and benefits that their new buildings will have on the
long-awaited development of the country, first of all for the tourism sector.

Just the ease of moving between one part of the country, so the speed of the connections, is one of the essential
requirements of the tourists who, for the most part, want to explore the host country and know more places. Benefits
which obviously also affect the quality of life of the Albanian population but also on cross-border transport becoming
more competitive by transforming Albania, for example, the so-called Corridor 8, in a privileged gateway for trade from
Europe and particularly from Italy to the Balkan countries.

In Italy need structural reforms can encourage private investment. In Albania, it must be said that there is no
state funding that encourage private enterprise, but imagine how private investment, both domestic and especially
foreign, are greatly encouraged by the current levels of taxation at the rate of 10%. In Italy we should have the courage
to attempt more, that is to join the liberalization of innovative financial instruments but above all to make a rapid
restructuring, violent and radical on Public Administration imposing, for example, simplification of administrative
procedures and authorization in addition to the in tax matters. The reform of the system is strongly requested by citizens
and business and the benefits for the country's economy would be enormous. A problem that is strong in Italy, and that
is, yes, large similarities and even pejorative elements, in Albania.

A regulatory simplification and acceleration of bureaucratic and authorization procedures will permit the
realization of the investments more quickly and effectively and thereby obtain a significant cost savings.

We talked about Italy but also other countries in Europe are not any better. France has a deficit / GDP ratio of
7% and the public debt is even 81% of GDP. Even Germany is not good but would like to believe otherwise and it looks
like we're succeeding. If you really want to have a beautiful example then it is worth mentioning Sweden. Despite being
n European Country has kept its currency, the Swedish krona, and excessive deficit at the end of the nineties has fallen
by eight percentage points of GDP. Three-quarters of the credit for this result is due to the cut in spending. And that's
what I hope for Italy.

The Germany, however, finance its debt at negative costs. The central bank is exposed to well 680 billion euro.
The concept that Merkel is forcing Europe to tackle the crisis is that the so-called bottom "Save States” is not an ATM
to be used indefinitely and without obligation to return the money taken. U.E. can and should provide financial
assistance to countries in need, in exchange for responsibilities and rules on the settlement of the public debt, the growth
of the domestic economy and the return of the loan. In this way, it must be said, that the economic aspects trespass
necessarily those in the political arena because of the latter tasks, which are responsibility of the national government,
the EU, because it is not an ATM inexhaustible impose constraints that prevent to increase the nation's debt and to do
that, inevitably, must share economic policy decisions of that country transferred to the European level, for example, tax
decisions. And what is this if not a limitation of sovereignty? Right or wrong this is also the price that you have to pay
to get out, all together, by the crisis.

Said as a kind of slogan: the recipe out of the crisis could be reduced, if possible, taxes or at least not increase
them but mostly it is essential to cut the charges and to privatize. Cut the charges and privatize more because the money
of the failure to collect the taxes not increased can be partly offset by the sale of their "so-called family jewels": the real
estate and equity interests of the State. In Italy you have defined a plan for the disposal of public property and
improvements which should ensure revenue for at least five billion a year for the next three years.

Everybody talks about the crisis in Greece, where the impact on the policy framework is clear but the wind is
blowing strong crisis across Europe and has made many governments reverse: in Greece, in Spain, in Portugal, as in
France, in Ireland as in Romania and as happened also in Italy, where from a political government, the one led by
Berlusconi, we have moved to a caretaker government with Prime Minister Mario Monti.

There is talk of default contagion to say that the situation in Greece could have serious consequences, with a
domino effect on other countries, primarily Spain and Portugal. The problem in Spain, in addition to the economic
system, it is also of bank typology. The banks have real estate loans compromises well one million euro and serve at
least one hundred billion of fresh resources to save the entire national banking system. Spain already has the level of
unemployment at 23% and after four financial maneuvers in two years should now do another worth 35 billion euro to
break the 3% deficit. The previous government, that led Zapatero, said to have the deficit to 6% of GDP, and instead, as
the new government of Prime Minister Mariano Rajoy, is 9% and for the EU had to go down this year, to 4.4%. In my
opinion, the latter figure is a goal impossible mission. In this maelstrom of economic elements fits a given political
diversity of treatment that the EU reserved to Spain in comparison to Greece. In Spain, for example, the financing banks
does not go through the humiliation of the troika and the International Monetary Fund.

There is much talk in recent years also for the remedies of a fund "save states" of a piggy bank to be used in
the dark ages, in fact right now. Yes, but what to make? Greece aid nor did many from EU but it will never be enough if
it does not radically change the general approach of the budget and if there is the will to cover its deficit and create the
conditions for economic revival. Otherwise, it is like handing a blank check, then no amount written to one that has a
habit of playing cards.
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Will change once the check to get money ready for groped their luck at the game again and this conviction will
lose everything again and will bankrupt and was forced to ask for new loans. Continue to waste the money that will be
received up to consume him completely and will never create the conditions for reverse course, invest the money in
other assets and meet the needs of life.

In the meantime, she stands the original question: how long shall this crisis? I just summed up the particular
aspects of the economic situation in Europe and already many are wondering if this crisis Greece can infect the whole
of Europe or in part and if eventual crisis Europe can deteriorate at all, until default, the world economy. Of course in
this 2012 and for the 2013 the world economy will increasingly slow down but there are exceptions, though to a lesser
extent compared to their past, and these exceptions are China, India, Indonesia, South Korea, Russia, Brazil and South
Africa. | conclude with a wish: I hope that in this list will soon fit my Italy and your Albania. Greetings! Thank you.
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Abstract :

In South- Eastern Europe a general increase in fraud and a recent shift from traditional, basic forms of individual fraud
to more sophisticated fraud schemes performed by organised criminal groups or business owners and their relatives
has been reported in the banking systems. The sophistication and resourcefulness of fraud are increasing, particularly
where organised crime is involved. The best way of avoiding fraud, in the Albanian banking system, is implementing
and maintaining of an internal control system in accordance with the standards set by Basel 11 and fully compliant with
the Albanian legislation in force. So, the implementation and maintenance of an internal control system is the ultimate
responsibility of every operating bank. By acting proactively, they can be safe in an environment which attracts and will
potentially cause fraud. Despite the circumstances, the Albanian banking system should reinforce the success factors
and provide the standards for operations in respect of business and reputation, by paying particular attention to the
followmg areas:

Internal Control System (in HO and branches in place/distance);

Follow —up of the internal control results;

Segregation of duties between *““front & back office™;

Motivation related the fraud investigation;

Fraud identification (through civil and penal code);

Fraud monitoring (customer, products, activities);

Fraud mitigation objective (ethic rules and prevention culture);

The fraud management regulation establishment (from Central bank);

Fraud pool data sharing (which aims the banking cooperation and the practice learning).
The fraud management regulation establishment and respective data pool sharing ensures consistency and a
harmonised approach across all banks which operate in Albania on fraud fighting as well as contributing in a safe
banking business.

Keywords: Fraud Management, Internal Control Culture.

JEL Classification: G20, G29.

1. Introduction.

Statistically based the fraud management culture is still primitive in the Albanian banking system and that’s
why it can be easily become prey of the fraudsters. Actually the risks of fraud may only be increasing, as we see
growing globalisation, more competitive markets, rapid developments in technology, and periods of economic difficulty.
In this paper we explore on proposing to a/m system a developing strategy for prevention, detection and response to the
fraud risk with highest standards of professionalism and the utmost integrity in dealing with all stakeholders of the
Albanian banking system by providing also to its customers a safe banking business guaranteed from the banks control
functions.

2. Risk’s Management Role on Fraud Fighting

2.1. The Fraud Psychology and the Risk Management’s Role Against It.
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The term ‘fraud’ commonly includes activities such as theft, corruption, conspiracy, embezzlement, money
laundering, bribery and extortion even the legal definition varies from country to country. Fraud essentially involves
using deception to dishonestly make a personal gain for oneself and/or create a loss for another.

Why do people commit fraud.....

There is no single reason behind fraud and any explanation of it needs to take account of various
factors.

Looking from the fraudster’s perspective, it is necessary to take account of:

» motivation of potential offenders

« conditions under which people can rationalise their prospective crimes away

* opportunities to commit crime(s)

* perceived suitability of targets for fraud

« technical ability of the fraudster

« expected and actual risk of discovery after the fraud has been carried out

* expectations of consequences of discovery (including non-penal consequences such as job loss and family stigma,
proceeds of crime confiscation, and traditional criminal sanctions)

* actual consequences of discovery.

A common model that brings together a number of these aspects is the Fraud Triangle (as presented in the Fig.1).

Who commits fraud ....

Fraudsters usually fall into one of three categories:

a. Pre-planned fraudsters, who start out from the beginning intending to commit fraud. These can be short-term players,
like many who use stolen credit cards or false social insurance numbers; or can be longer-term, like bankruptcy
fraudsters and those who execute complex money laundering schemes.

b. Intermediate fraudsters, who start off honest but turn to fraud when times get hard or when life events, such as
irritation at being passed over for promotion or the need to pay for care for a family member, change the normal mode.
c. Slippery-slope fraudsters, who simply carry on trading even when, objectively, they are not in a position to pay their
debts. This can apply to ordinary traders or to major business people.

Fraud Classification

Mainly the fraud incidents are classified (based on the relation of the perpetrator with the institution) in:
external (perpetrated by a customer or other third party); or
internal (perpetrated by staff or management of the institution).

In the case of collaboration of internal and external parties, fraud is suggested to be classified as internal.

Characteristic fraud types in the banking business
The Albanian banking system is mostly affected from the following fraud types:
Falsified Information, forgery

Any falsehoods or false information, forgery used in order to gain a benefit, which would otherwise not be reached.

Identity Theft, white horse
Hiding own identity by using the identity of somebody else or through a nominee (white horse).

Collateral (price & other) manipulation
Any manipulation with collateral (inflated price, multiple mortgage, sale, non-existent collateral, “bubble” financing,
corrupted resale, etc.)

Electronic Fraud
Unauthorised access or manipulation or disruption in systems, infrastructure or data, including denial of service attacks.

Theft of financial assets
Stealing any monetary fund (cash, deposits, bonds, etc.)

Theft of non financial assets
Stealing non monetary property of each bank (notebook, car, etc.).
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Other Fraud
All frauds which are not fitting into types above

2.2. The Risk Management’s role against it.

The risk management cycle is an interactive process of identifying fraud risks, assessing their impact, and
prioritising actions to control and reduce them.

A number of iterative steps should be taken from the albanian banking system aiming a sound fraud risk
management process (described in the Fig.2):

1. Establish a risk management group and set goals;

. Identify risk areas;

. Understand and access the scale of risk;

. Develop a risk response strategy;

. Implement the strategy and allocate responsibilities;
. Implement and monitor the suggested controls;

7. Review and refine the process and do it again....

This process requires resources allocation from each bank pertaining to the a/m system by aiming a proactive fraud risk
management. Thus, in the very beginning the banks should pay the necessary attention to the establishment of a Fraud
Management Dept / Section depending from the respective size. And later on, their success can be guaranteed by
implementing and managing the issue through the proposed anti-fraud strategy.

o OB W N

2.2.1. Fraud Fighting Strategy Guaranteed from the Bank’s Control Functions.

Based on the earlier discussion around why people commit fraud, it would seem that one of the most effective ways for
the system to deal with the problem of fraud is to adopt methods that will decrease motive, restrict opportunity and limit
the ability for potential fraudsters to rationalize their actions. All this can be reached through the designation of the an-
fraud strategy.

An anti-fraud strategy

An effective anti-fraud strategy has four main components (presented in the Fig.3):
prevention
detection
deterrence
response.

The most important part of an anti-fraud strategy is the establishment and the implementation of the respective program.
The anti-fraud program (in the Fig .4) is suggested to be managed and directed from the control functions of the bank.
They have the crucial responsibility on fraud fighting which is escalated to the Audit/ Fraud Committee for further
relevant management decisions.

Fraud Prevention

In the case of deliberate acts of fraud, the aim of preventative controls is to reduce opportunity and remove temptation
from potential offenders. Prevention techniques include the introduction of policies, procedures and controls, and
activities such as training and fraud awareness to stop fraud from occurring.

Fraud detection

The Albanian banking system is encouraged to explore as much as possible methods that could conduct it to fraud
detection (as indicated in the Fig.5).

On the other hand the system should develop fraud indicators, these fraud indicators falls into two categories:
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Warning signs
Fraud alerts

The fraud warning list encompasses: business risk, cultural issues, management issues, employee issues, process issues,
transactions issues, financial issues, environmental risk and IT - data risk.

While, fraud alerts list is composed from : anonymous emails/letters/telephone calls, emails sent at unusual times, with
unnecessary attachments, or to unusual destinations, discrepancy between earnings and lifestyle, unusual irrational, or
inconsistent behaviour, alteration of documents and records, extensive use of correction fluid and unusual erasures,
photocopies of documents in place of originals, Rubber Stamp signatures instead of originals, signature or handwriting
discrepancies, missing approvals or authorisation signatures, transactions initiated without the appropriate authority,
unexplained fluctuations in stock account balances, inventory variances and turnover rates, inventory adjustments,
subsidiary ledgers, which do not reconcile with control accounts, extensive use of ‘suspense’ accounts, inappropriate or
unusual journal entries, confirmation letters not returned, supplies purchased in excess of need, higher than average
number of failed login attempts, systems being accessed outside of normal work hours or from outside the normal work
area, controls or audit logs being switched off, etc.

But aiming a better fraud management process from the entire system is more than necessary the establishment of a
fraud data pool (this one regulators responsibility) as the banks share the same fraud factors such as: business activity,
environment control, etc which will be useful to the albanian system itself.

Responding to fraud

The fraud response plan should be defined to include the following components:
Definition of initial actions to be taken after discovery of fraud (first 24 hours)
Rules for structure and content of investigation
Respective roles of members of the Fraud Response Team
Securing evidence following discovery of fraud
Communication lines to external parties (including lawyers, police, regulators)
Loss recovery procedures
Reassessment of controls, for areas where the fraud may have highlighted weaknesses
Statement of Compliance department
Legal steps in cooperation with Legal department.

Fraud Response Team

Due to the nature of some fraud cases or to potentially high losses, it could be necessary to involve more control
functions in the investigation process. The Fraud response plan defines who may be appointed from each department.
Representatives of the following departments can be core members of the Fraud Response Team.
- Security

Legal & Compliance / AML

Internal Audit

Operational Risk / Fraud Risk (FRO)

Financial accounting & controlling

Business line involved (HR, IT, etc...)

The Fraud Response Team is responsible for determining whether an investigation into the allegation / suspicion is
merited, and for deciding whether the investigation will be conducted by an internal team, or whether external
consultants and / or the police should be approached to conduct the investigation. In case of the first one to the FRO
should be given the responsibility to lead the investigation.

The fraud investigation takes place by arguing on:
Preservation of evidence (Physical and Electronic);
Interviews;

Statements and witnesses;
Statements from suspects.
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The Fraud Response Team must be responsible to designate members of the Team responsible for establishing

and maintaining contact with external parties, for example with the external lawyers of the Company, forensic experts
that may be appointed and the local Police, as may be required.
As integrative part of the fraud response plan are suggested the measures that the banks should undertake in fraud
detection case such as: internal disciplinary action, a civil response, criminal prosecution, a parallel response. While the
follow-up actions to be considered are: lessons learned and management fraud response through: internal reviews,
changes implementation, annual report and enforcement policies.

2.2.2. The Regulators Responsibility in the Fraud Management Approach.

First of all, the indisputable role regarding the fraud management issue in the Albanian banking system
remains within the regulator’s responsibility. His alliance with the banking system is essential for a sound management.
Is decisive for the system to be guided towards the best fraud management standards accepted and requested to be
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(Fig 3.-An anti —fraud strategy: The diagram summarizes the components and the context within which an anti-fraud
strategy sits, source: http://www.humanitarianaccountant.com).
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Board/audit committee oversight
Executive and line management functions
Internal audit, compliance, and monitoring functions

Section I ¢ Fraud and misconduct | e Hotlines and whistle- * Internal investigation ial and banking system
risk assessment blower mechanisms protocols
e Code of conduct and * Auditing and monitoring | * Enforcement and

related standards accountability

protocols

* Proactive forensic data
Employee and third- analysis
party due diligence

Disclosure protocols

*

* Communicaticn and Remedial action
training protocols

Process-specific fraud
risk controls

(Fig 4. - The anti-fraud program: This program ensures a fraud management harmonized approach with the bank
control functions synergies, source: www.us.kpmg.com).

(Fig 5. - Methods of fraud detections : The common methods used for fraud detection purposes, source :
WWW. pWC.com/crimesurvey).

Conclusions.

Obviously the proposed anti-fraud strategy can’t continuously ensure the appropriate fraud risk approach to the
Albanian banking system. But certainly, it should help the system in a better understanding of fraud by integrating
additional identification, control and management measures that could make it more flexible in the near future. Despite
the efforts made regarding the fraud risk management the system can’t completely eliminate it. The proposed solutions
could be the business making in the areas where fraud risk can be managed this will help the banks to safe their values,
performance and reputation and more investment regarding fraud awareness culture within the system.
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Abstract:

Our economy as well as the economies of the region is facing difficulties in managing the microeconomic and
macroeconomic problems. The financial crisis even in Albania did not pass as claimed by stakeholders. Our banking
system has been quite stabilized, however one of the problems it is facing today is the decline of the quality of loans.
This means that the quality of credit in domestic and foreign currency granted to individuals and the business sector
has decreased significantly. In this paper it will be properly analized the performance over years of problem loans
according to relevant categories and industries. Another important element of the paper is the identification of factors
that have led to the decline of the quality of loans. This phenomenon has made banks more cautious in lending to
individuals and business entities.

Key words: problem loans, loan portfolio quality; coercive measures.

JEL Classification: G21, G29.

1. General information on the performance of loans

According to the Financial Stability Reports, our banking system has increased its activity despite the latest financial
crisis. As result, during 2011 the assets of banking sector increased by 13.7%. Meanwhile the loans increased by 15.5%
in annual terms, representing 50% of total banking assets. Loans in foreign currency make up 68% of the total loan
portfolio. The level of total loans outstanding has increased by 0.64 billion leke during January and February in 2012
mainly due to the slight increase of loans to individuals. Meanwhile loans to business sector have remained at the same
level as at the end of year 2011. Annual growth to private sector continued to slow down, reaching 9.9% and 9.2%,
respectively in January and February compared to 10.4% in December 2011. In fact, the quality of loans has
deteriorated in almost all its categories. Although with different rates, the quality of loans has deteriorated for loans in
lek, loans in foreign currency, loans for business sector and loans for individuals.

1.1 Quality of loans: Individuals vs Businesses

Individuals

According to studies perfomed by Bank of Albania, the total outstanding loans for individuals have increased. During
this period it is noticed a higher shrae of long term loans.Individuals have decreased the share of borrowing in foreign
currency which in December 2011 stood at 56.6% compared to 58.2% in previous year. The improvement in the lending
to individuals is reflected even in the quality of loan portofolio to individuals, which has deteriorated at a slower pace
compared to quality of business loans.

The share of problem loans

Type of the client H2 2010 H1 2011 H2 2011
Individuals 12.74% 13.91% 15.35%
Businesses 14.6% 18.5% 20%

Burimi: Financial Stability Report H2 2011
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However, the increase of this ratio by 2.62 % during 12 months is disturbing although the stock of problem
loans is increased at a slower pace compared to previous year. Meanwhile, the exposure of individuals towards credit
risk for year 2012 is forecasted to be present due to slower economic growth, a moderate rate of increase in lending and
the increase in uncertainties regarding the economic activity.

Businesses

Loan portofolio for businesses increased during 2011 by 22.8% in annual terms. Loans to large businesses
increased significantly reaching 60.3% of total loans, while small business and medium business hold respectively
19.9% dhe 19.8%. Large business has also increased the weight of long term loans (30 % of the total) even though short
term loans continue to represent 51.7% of the total loans. Meanwhile, small and medium business have borrowed
mainly long term loans, respectively 47% of the total loans for small businesse and 40.8% for the medium business
loans. Despite, positive growth of credit, the quality of the total loan portfolio for the businesses has further deteriorated
(table 1). The ratio of problem loans for businesses to outstanding loans reached 20% in December 2011 compared to
18.5% in June 2011 and 14.6% in December 2010. The rate of growth of business problem loansby 5.4% during 12
months is very concerning especially when the stock problem loans has increased by a higher rate that in the previous
year (68.2% annual growth during 2011) while the total outstanding loans have increased at a slower rate. Comparing
the quality of loans of businesse with that of individuals, it is clear that the quality of business loans has deteriorated at a
higher rate. Uncertainty about international ecenomic developments and their effect on ecenomic development in our
country is accompanied by a hesitation towards investments or consumption of economic agents and of a prudent policy
by banks in lending. As result, the developments in the demand and supply side, have contributed to the futher increase
in the amount of problem loans in banking sector. In the second half of 2011, the volume of problem loans of banking
sector has increased reaching 106.3 billion lek, from 88.9 billion lek in the first half of 2011. The ratio of problem loans
against total loans increased to 18.8% from 17 % in the first half of 2011. The total of provisions has followed the same
pattern as problem loans, by representing 9.7% of total loans.

Quality of loan portfolio (%)

Special
Classified Standard mention Sub-standard Classified
Year || loans loans loans loans Year loans Standard loans
2009 || 100 83.38% 6.35% 4.70% 2009 100 83.38%
2010 || 100 79.44% 6.94% 6.04% 2010 100 79.44%
2011 || 100 73.61% 8.36% 8.77% 2011 100 73.61%

Source: Bank of Albania

The distribution of loans according to categories continues to show a higher share even though in decrease of
loans classified as “Standard”. In the second half of year 2011 it is noticed a movement of “Standard” and “Special
mention” loans towards “sub-standard loans” whose weight increased to 9.2% from 7.8% in June 2011 and 6.1% in
December 2010. The movement towards lower quality classes such as “doubtful” and “Lost” has been slower.

Banking sector is more exposed toards credit risk for the loan portfolio in foreign currency and that for businesse. Gross
problem loans to total loans for both these categories increased respectively to 19.6 and 20.8%, from 13 .8% dhe 15.5%
in the previous year. Meanwhile the loans granted to public sector represent almost 3.6% credit portfolio, from 2.6% at
the end of 2010. The quality of loan portfolio has decreased especially for the construction and trade sector, where the
ratio of problem loans reached respectively 29.6% and 21.3%. From the analysis of the quality of loan portfolio of
businesses, based on the level of problem loans according to sectors of economy combined with the specific weight of
the sector itself, the most problematic sectors of the economy are: “Trade, auto home appliances repair”, “Construction”,
“Proccesing industry” and “Hotels and Restaurants”. In contrast to the end of last year, the loan portfolio in foreign
currency has a higher ratio of problem loans at the level of 19.6% compared to the portfolio in Lek with 16.9 %.

2. The performance of problem loans in CESEE

The financial crisis 2008-2009 from different studies results as one of the crisis that was accompanied
by a quick (high) rate of increase of problem loans, almost in all counmtries of our region. According to Gregorio
Impavido, Christoph Klingen and Yan Sun (March 2012), when the global financial crisis affected the CESEE countries
by the end of 2008, the easy foreign lending suffered an immediate blockage and the export markets collapsed and the
region economy suffered a recession.
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Immediately after this, problems with the quality of assets of banks surfaced and the ratios of problem

loans increased considerably from 3 % % before the crisis to 11% in average for the region by the end of 2011. It is
necessary to point out that in contrast to previous crisis where problems with the quality of loans were mainly present
for the business sector, this time problem loans were present even for individuals.
High levels of NPL consist in another feature of the crisis which is very diffcult to be solved only by economic growth.
The economic growth in the second half of 2009 caused a slow down of increase of the NPL ratios and the economies
that performed better reached the maximal levels in 2011. However the NPL levels are still high and the deterioration
of assets; quality continues (during 2012) in a large number of countries, such as South Eastern European Countries in
which economic growth was delayed and it was in low levels. Moreover, the economical forecasts for the whole region
are not satisfactory because of the crisis in Euro Zone. Forecats for 2012 are for a decrease of economic growth and
worsening of the risks.

3. Study: Credit clients in difficulties in settling their obligations, the factors contributing to this fenomenon

The expression “We have economic difficulites in settling our loans” has been one of the most used sentences
by the clients we interviewed at some second level banks in Tirana, during June, July and August 2012. According to
them, this was the main reason for delaying payments of their bank loans. As it was even mentioned by the credit
analysts of second level banks, this expression has been repeated over and over again in front of them, and a part of
these clients were referring exactly to their inability to setlle their obligations due to the economic crisis that the region
ang the global economy is facing. This was the starting point of preparing this study to discover more aboout this
phenomenon, and the factors that have contributed to the the increase of credit risk, referring to the answers provided by
the banks’ clients.

Methodology and the objectives of the study

In order to discover the relationship between the phenomenon of credit risk increase and the reasons that cause this
increase, it was realized a study in the form of a questionnaire.

The questionnaire is organized in three parts:

@  The first part contains general information relatedto the number of clients that have taken a loan from the bank.
It is important the divison of the clients into two types: “Individuals” and “Business”, to better understand
which category is facing more problems in settleing their obligations towards second level banks.

@  Second part comntains information related to to the factors that have contributed to the non-settlement of loans
within the term set in the loan contract.

@ In the third part it is elaborated the clients’ view towards this phenomenon and their opinion and forecast in
solving this problem in the future.

This questionnaire was distributed to 100 clients that currently have outstaning loans at second level banks. In this
study were included only clients of group 3 peer banks.

Important objectives of this study may be considered:
@  Obtaining information regarding the number of problem loans at second level banks.

@ Obtaining information regaring the problems faced by the clients and the main factors that affect the non-
settlement of their obligations towards banks.

Some restrictions of this study:

@ This study is carried out only in Tirana City (geographic restriction). Other areas of the country, where the
economic problems are even worse, are not included in this survey and as result its findings are not full.

@  This study includes e relatively small number of clients. In order to derive statistically important results, a
larger number of individuals and businesses should have been included as well as sophisticated methods based
on econometric models.

@  This study has not considered all factors related or that affect the level of unsettled loans.

3.1 Summary of the study’s results

Here in under are analyzed some of the most important results of the study by deriving relevant findings.
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3.1.1 Problem loans: Individuals vs Businesses

From the total number of the clients interviewed, 74% of them were individuals (consumer loans) and 26 % were
businesses (the loan was used for business purposes). As it was previously mentioned, in the last few years problem
loans have demonstrated an upward trend, and this was mainly noticed in business loans.

63 clients
(Regular loans)

74 Individuals
(Consumer loans

11 clients
(Problem loans)

100
Clients

21 clients
(Regular loans)

26 Businesses
(Loan for business
financing)

Source: Data from the study

It resulted from the study that 63
the remaing part of 11 clients or 1
the loan contract.

(FTUDTETIT TUdITS )

did not shq nt and
cial meany 5 set in

From the 26 clients that have used the loans for business purposes, 21 of them (81% of business clients) did not have
any problems in their periodical payments but only 5 of them (19%) exhibit serious problems and inability to settle their
obligations.

The obtained results demonstrate clearly the problems that individuals and businesses have with shortage of liquidity,
which according to them is due to the latest fincial crises.

3.1.2 The reasons of delays in settling loans

Clients were asked about the factors that affect the loan performance and they provided some main reasoons that are
closely related to the effects of the financial crisis in our country. More specifically, the study data divided among the
categories of the interviewed clients show that they have difficulties in settling their obligation as in all cases they have
the desire and vulnerability to settle their obligations but they are faced with liquidity shortage.

From the results of the study it is noticed the important role of remittances in the wealfare of families. The decrease in
remittances especially after 2008 and ongoing has negatively affected the economic health of Albanian families which
are demonstraed by the figures conluded in this study.

Also, businesses are facing financial difficulties. The fact the businesses do not achieve their objectives means that
people are positioned more towards savings. This trend reflects the insecurity of people for the economy of the country
and the financial crisis advancement.

Businesses are also facing problems with their Accounts receivalbes. The increasing trend of the risk level of Trade
loans is increasingly becoming a problem with bad influence towards the financial health of suppliers in general.

The factors for not settling obligations (loans) towards second level banks

Factors (Consumer loans) Individuals | Factors (Business loans) Business

No support from remittances 6 (55%) No sales 2 (40%)
Problems with “Receivable accounts

Loss of workplace 2 (18%) “ 2 (40%)

Sickness (Medical reasons) 2 (18%) Other 1 (20%)

Other 1 (9%)

Source: Data from the study
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The data obtained demonstrates that “financial crisis” factor has contributed in the worsening of financial conditions
of individuals / families. This phenomenon has forced banks to take restrictive measures in lending, due to increase in
the level of problem loans.

Despite the actual situation individuals are more optimistic in surpassing financial difficulties.
From the study data 55% of the individuals that are having problems in settling their loans regard this as a passing
period. But it is not the same for the businesses as 60% of them are pessimistic for the future of their business. From
their point of view there will be no improvement of their financial conditions in the short term.
Conclusions.
The increase in the level of problem loans causes the increase of financial stress, especially if banks have not created
adequate provisions, and especially if the trend of problem loans is upward. The increase in the level of problem loans
would be accompanied by another problem sush as the overload with debt (overdebtness) of individuals and businesses.
From the study resulted that families and businesses are affected by the global financial crisis, and even other sources
confirm that the economy our country during the first quarter of 2012 signaled a slow down of its activity. The increase
in the level of problem loans will cause a reccesion of the country.
It is important to find ways that improve the liquidity situation of individuals and businesses. This would positively
affect in the improvement of loan quality in banking sector. Also, it is important the treatment of problem loans in the

banking sector for the increase of lending and the future contribution of the banking and financial sector towrds the
economic development of the country.
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FINANCIAL CRISIS AND BANKING SUPERVISION: THE BASEL ACCORDS
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Abstract:

Since 1974, with the collapse of the German Herstatt Bank and the Franklin National Bank based in New York, the
quick propagation of the financial crises showed clearly the immediate need of an international coordination and
regulation system. The crisis had become for real unmanageable and too dangerous. The Bank for International
Settlements (BIS), became than, the meeting place where the Basel Committee of Banking Supervision (BCBS) rose. In
order to avoid another financial crisis the Basel Committee started compiling banking supervision accords also seen as
recommendations on banking regulations based on international convergence of capital measurements and standards.
Detecting this topic, the work done in this article, emphasizes precisely the need of the creation and the evolution of
these international regulations. Indeed, each financial crisis that the world has experiences has brought its problems
but also, after long studies, has brought several answers and solutions. Between 1975-1988, the creation and
implementation of the Basel | accord, perfectly fulfilled the market needs and provided a financial harmony, which
lasted unfortunately only until the next crises. The events of 1990-2000 with the propagation of several bankruptcies
presented the time for an upgrade of the international banking regulatory system. With the Basel Il accord in 2004, the
leaks of the first one were filled, but yet the system was incomplete. The financial crisis of 2008 proved the Basel 11
accord wrong; there was once again failure of the international market harmony. The question stands, what will
provide the Basel 11l accord? Is the international financial environment finally going to find the right equilibrium? In
order to answer these questions, the work presented in this article will provide a “guided tour”” through the components
and pillars of the Basel 11l accord, but also its objective is to compare and contrast the accords with the intention to
highlight the improvements reached.

Key words: Financial crisis, Basel Committee of Banking Supervision, banking regulatory accords, international
capital measurements and standards.

JEL Classification: E44, E52.

Financial situation and Banking Regulations
The need, introduction.

Many finance orientated people would recognize that the term “Basel” is well-known for the fact of being an accord on
banking supervision rather than for the beauty of the city itself (Basel, Switzerland). In fact, beneath the Bank for
International Settlements, (BIS), lays the Basel Committee on Banking Supervision, BCBS, created and supervised by
the governors of the G10 countries (nowadays we find implications and applications far beyond the original members).
Since 1974 this Committee has achieved several international convergences and cooperation regarding the regulation of
the banking system. In fact, in the ‘70, the globalization and international financial intermediation had bloomed. Ipso
facto, with the advantages of international banking, the problems came along. As we can well imagine, to merge
borders and go international comes in package with the “dominoes effect” in case of a single collapse. If one bank goes
down, all banks go down.

The aim of this paper resides on revealing the importance of the international banking regulations and supervision. Why,
in the first place there was found the urge of its creation and then the steps made till the day that we speak. In fact the
international banking agreements, have passed through different steps, have proved themselves wrong or right, and as a
result several improvements and adaptations have been made. These changes constitute the core of the work presented
in this article, underlining the scientific problem of how to prevent financial crisis.

The methodology used for this article, lays on a widely spread qualitative research on, official documentation, opinion
based working papers as well as reality observation working papers, and the several comparisons made. We have today
a history of three Basel accords, and you will be able to find above in the article, the historic path of the creation of the
first accord, the passage to Basel 11 and finally, the article concludes with the actual improvement of the brand new
Basel 111 accord and its anticipations on avoiding crisis and creating standards for financial stability and harmony.
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An historic overview, the creation of the Basel accord.

All started when the German Herstatt Bank and the Franklin National Bank based in New York collapsed, followed also
by the '80s “savings and loan” crisis. The confused situation on the international money markets, led to dangerous and
uncontrolled speculations. Thus, international standards were needed; we can say that a set of measures to strengthen
the regulation, supervision and risk management of the banking sector were indispensable. The aim was to substantially
try to absorb the chances and the gravity of economic and financial torment. Forth central banks have responded to the
crisis by reviewing micro prudential regulation. But, to assure the coverage of the problems arising from systemic risk
and interconnected banks, several macro prudential regulations are required. Under this clear objective the Basel
Committee on Banking Supervision came up with a regulatory supervision accord.

As a matter of fact the implementation of any regulatory framework should be vertically implemented; it should be
situated in all levels of the banking system. This structure concerns the international level as well as the domestic level
of implementation. You can observe in the figure below, the implementation levels of the Basel accord framework.

Figure 1 Structure of the implementation level of the Basel accord. ( Bank for International Settlements.)

Reading :( 1) Boundary of the predominant banking group. The Basel framework is applied at this level on a
consolidated basis. (2,)(3) and (4) the framework is also to be applied at lower levels to all internationally active banks
on a consolidated basis.

The Basel Committee has started up as a club of bank supervision and it has turn out to be the “de facto measure of
sound banking supervision across the globe”. As found in the “Proposal for international convergence of capital
measurement and capital standards” of December 1987; “The Committee on Banking Regulations and Supervisory
Practices has, for several years, been working to achieve a strengthening in the capital resources of international banks
in order to strengthen the stability of international banking system. At the same time, achieving some convergence of
capital adequacy standards in national supervisory regimes has been increasingly realized to be a desirable objective in
order to remove an important source of competitive inequality for banks operating internationally”

The Accord of 1988, more widely known as Basel I, transformed the Basel Committee on Banking Supervision into the
leader of bank policy-making, primarily for its regulations on capital adequacy requirements (used to cover the
unpredicted or unexpected loss). After the cumbersome international financial situation, the aim of the accord was
clearly to strengthen the stability of international banking system, and to try and reduce competitive inequality among
international banks, which means covering the risks of repeated perpetual crisis among them. The achievement of this
accord has been for sure the definition of bank capital and bank capital ratio aiming a reduced risk-based capital
adequacy. Hence, the Basel | accord initiated by defining the term “capital”. Forth, the capital was classified in two
Tiers. The first one, concerning the “Core Capital”, includes share holders equity and declared reserves. The second
Tier, concerning the “Supplementary Capital”, summarizes all the other forms of capital such as long-term debt, gain on
investment asset, leaving outside the capital unguaranteed short-term debts. In the revision made to Basel | in 1996,
there was seen the possibility to add a third capital tier with the purpose to include these short-term unguaranteed or
unsecured debts.

The most important part of this accord are the capital requirements. What about those? Let’s take a quick tour of this
part that is constituted by the Credit Risk and the Market Risk. The credit risk designs the assets of a bank that are risk-
weighted in relation with the credit risk levels. There are three kinds of credit risks:

On-balance sheet risk (cash & gold, obligations, government claims, securities, corporate bonds, less-

developed-countries debt, equities, real estate etc.)

Trading off-balance sheet risk (derivatives, foreign exchanges, commodities etc.)

Non-trading off-balance sheet risk (forward purchases of assets, debt assets etc.)
Pursuant to the Basel | accord, the integrality of the bank’s capital should be represented at a level of 8% of its credit
risk. The second subdivision of the capital requirements, the Market Risk, deals with two types of risks, the general
market risk and the specific risk. The general market risk designs the loss provoked by movements in the market prices,
such as foreign exchange, interest rate, commodities and equities. The specific risk on the other side, designs the value
change of an asset as a response to security factors.
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Hence, the Basel | accord was a major pace in developing international banking supervision and capital frameworks.
The integrality of specifications and subdivisions of the accord illustrate a standard methodology on capital
requirement’s calculations, aiming the establishment of similar capital requirements through international banks to
avoid unfair advantages that some banks may have as a result of inexistent capital requirements in the countries they
operate. Basel | has therefore accomplished its principal scope with promoting international financial stability and
implementing fair and impartial competition among internationally active banks. Notwithstanding this accord was
thought to be cured in details, it failed to assure the financial harmony after the 2000’s. As a matter of fact the several
bankruptcies of that time showed the need of an upgrade or more properly, an amelioration of the Basel | accord. In a
second paragraph you will find the main reasons of the fails of the first accord and the refinements done.

The Basel Accords
The fail of Basel I, the passage to Basel 1.

Let’s keep in mind the 2 key objectives of Basel I, first to ensure stability and second to provide equitable
competitiveness. What was in reality the result of this regulatory framework? Banks, in fact, shifted assets off the
balance sheet and moved toward to the riskiest assets, exactly to avoid those regulations. So as we can understand both
objectives failed! The failure of Basel | served at least as a stress test and opened the path to a better designed
framework. The principle critics made to this first accord were:

The absence of term-structured credit risk recognition indulging same charges no matter the maturity of the
credit exposure.

Fixed measure of default risk at 8% considered to be adequate to avoid bank failure not taking in consideration
the nature of the default risk.

Plain calculation of the counterparty risk, by not taking in consideration the currency and macroeconomic risk.
Reduced credit risk differentiation, affiliating the same amount of risk for all components of the capital.
Absence of portfolio diversification, that provides an incorrect calculation of the portfolio risk.

In fact, Basel | clearly ignored the modern theory of portfolio and presented an insufficient evaluation of the risk. The
accord also mostly focused on micro prudential regulations rather than the macro prudential ones. Basel 11, compiled in
2004 introduced then some changes regarding the portfolio implications, such as differentiating between homogeneous
and heterogeneous portfolios, also distinguishing between different customers that imply different types of risks. Basel
Il takes in consideration all of Basel | package, denoting only some slight moderations in the approach and the
calculations. In fact, the Basel Il accord was developed in three pillars. Indeed as you can see in Figure 2 the pillar’s
structure, all pillars are very important for the accords aim, but pillar one seems so far to be the most important one.

Figure 2 Chart of the Basel accord structure. ( Bank for International Settlements.)

Basel’s 11 first pillar constitutes in fact the total composition of the first accord upgraded with several changes, because
as cited before, the regulations regarding the capital requirements are the most important. The credit risk and market
risk are also part of the Basel 11 accord, and they embody the core of the accord. On the contrary, there was an upgrade
made to this pillar in comparison with the Basel | accord, the Operational Risk was added. The operational risk designs
the loss provoked by the operations such as the risk of failure of the internal as well as external system, process or
people. Exceptions were made for the reputational or strategic risk. The second pillar, the Supervisory Review Process,
has as principal objective to ensure the correct implementation of the risk based capital requirements and to vividly
motivate banks for research and improvement of the risk management in their institutions. As a matter of fact the four
key principles of the pillar are:
“Principle 1: Banks should have a process for assessing their overall capital adequacy in relation to their risk
profile and a strategy for maintaining their capital levels.
Principle 2: Supervisors should review and evaluate bank’s internal capital adequacy assessments and
strategies, as well as their ability to monitor and ensure their compliance with regulatory capital ratios.
Supervisors should take appropriate supervisory action if they are not satisfied with the result of this process.
Principle 3: Supervisors should expect banks to operate above the minimum regulatory capital ratios and
should have the ability to require banks to hold capital in excess of the minimum.
Principle 4: Supervisors should seek to intervene at an early stage to prevent capital from falling below the
minimum levels required to support the risk characteristics of a particular bank and should require rapid
remedial action if capital is not maintained or restored.”
Under this supervisory process, the bank’s capital assessment is strictly monitored because of the direct correlation
between on one side the bank’s capital related to its risk and on the other side the goodness of the risk management.
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The principal fields susceptible to be monitored under pillar two are the leaks of the first one such as, the factors and
risks not taken in consideration by this pillar but also some external factor such as the business cycle effects etc.

Last but not least, is pillar three; its aim is to fulfill the two first ones. The objective of this pillar lies on the assurance of
the market participant’s well information through several market disclosures that urge themselves the market’s
discipline. These disclosures are widely applied; they may be on capital structure or adequacy, on credit risk of portfolio
level or bank level, on credit risk mitigation, exposure to counterparty credit risk, on securitization, on market or
operational risk as well as equities or interest rate risks. Below you may find a template of the disclosure structure and
scope.

Figure 3 Pillar three’s disclosure format. ( Bank for International Settlements)

Several upgrades were made, even a revised version named Basel 2.5, but yet again, the second accord proved itself
insufficient. The key objectives fixed failed. The accord actually favored the big international banks and reduced the
equitable competitiveness. It assured a better risk management but on the other hand failed the internal bank model.
And most of all the higher instability and lower capital inflated thereafter the financial global crisis. The crises showed
in fact the leaks of the Basel Il accord, with critics like the following presented by Petr Teply :
- Lack of adequate data provoking asymmetric information.

Lack of capacities due to high responsibility of the regulators.

Mitigation of the credit risk due to inappropriate valuation and collateral.

Concentrating the risk on mortgages.

Lack of efficient market hypothesis due to the reliance of the past events and absence of foresight.

Poor crisis management due to the absence of European leaders of last resort.

Lack of implementation of systemic and liquidity risk.

Difficult implementation of operational risk.
ThIS critics cited above and more others one again showed the need of a more detailed and specific structure. Even with
the several revisions on certain subdivisions, the situation on the financial markets in 2008-2009 needed a better
treatment. The financial crisis of 2008, also seen as the worst financial crisis since the depression of the 1930’s,
included the collapse of many big financial institutions prompt by the “housing bubble” that caused problems in
liquidity and valuation of the United States banking system. The several U.S. problems had repercussions overseas
causing damages in global institutions. Let’s have an insight of the passage to the third accord through the following
part of this article.

The Basel 111 improvements.

The rough crises that stroke the international financial markets need rough ameliorations of the market’s regulatory
supervision. In fact the several market leaks observed over time, that have been repeated or not, always keep directing
the supervision authorities to define more strict and explicit international frameworks regarding the financial harmony
of the markets. The Basel 111 accord was builds from the regulatory framework of Basel 1l and the improvements made

during the 2.5 version of this one. Basel 11 was released in 2004, was well-known for the improvements made on the

measurement of credit risk, and this accord was due to be implemented by the end of 2006. Basel 2.5 was releases in
2009, was conceived to improve the measurements of the securitization risks and the trading book exposures, and it was

due to be implemented by the end of 2011. But in December 2010, the Basel Committee on Banking Supervision met
again to settle up the third aceard Rasel 11 acenrd which intradiiced a linniditv framewnrk and had for principal aim to
IndUIge hlgher IEVEIE [ Full phase-out of capital instruments no N that are plannEd tO

start on 1 January 2( Introduction of mimem standard o bquidey | Jonger qualfyng fo non-common equty | 2022. You can take

coverage ratio Tier 1 or Tiee 2
Dischosure of beverage ratio commences

Full phasa-in of minimum common equity

requirement (4.5%)

Full phase-in of capital
conservation buffer (2 5%)

G-20 Summit Introduction of capital
conservation buffer
Nov. 1112, 2010 T, Jan. 1, 2019
Dec. 16, 2010 Jan. 1. 2013 2%
Basallll |
Rules issued Implementation of Based lll End of "grandfather” perod for public secior
Exclusion of capital instruments no capital injections
longer qualifying as common equity Introduction of minimum standard for net stabie
Leverage rato paraliel run begns thdl‘!-; rapo
Migraton of leverage ratio 1o Pillar 1
Figure 4 Basel 111 important dates. ( Bank for International Settlements)

126
PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



Section 11 Albanian financial and banking system

The objectives of the Basel 111 accord follow:
Improvement of the risk management and governance.
Improvement of the bank’s capacity to comprehend financial and economic shocks.
Improvement of disclosure and banks transparency.

These objectives are to be implied on macro and micro prudential regulations to ensure the integrality of the system.
The Basel Committee on Banking Supervision has established an agreement regarding the following principal measures
aiming the strengthening of the regulation of the banking system:

“Raise the quality, consistency and transparency of the Tier 1 capital base. The predominant form of Tier 1
capital must be common shares and retained earnings. Appropriate principles will be developed for non-joint
stock companies to ensure they hold comparable levels of high quality Tier 1 capital. Moreover, deductions
and prudential filters will be harmonized internationally and generally applied at the level of common equity or
its equivalent in the case of non-joint stock companies. Finally, all components of the capital base will be fully
disclosed.

Introduce a leverage ratio as a supplementary measure to the Basel Il risk-based framework with a view to
migrating to a Pillar 1 treatment based on appropriate review and calibration. To ensure comparability, the
details of the leverage ratio will be harmonized internationally, fully adjusting for differences in accounting.
Introduce a minimum global standard for funding liquidity that includes a stressed liquidity coverage ratio
requirement, underpinned by a longer-term structural liquidity ratio.

Introduce a framework for countercyclical capital buffers above the minimum requirement. The framework
will include capital conservation measures such as constraints on capital distributions. The Basel Committee
will review an appropriate set of indicators, such as earnings and credit-based variables, as a way to condition
the build up and release of capital buffers. In addition, the Committee will promote more forward-looking
provisions based on expected losses.

Issue recommendations to reduce the systemic risk associated with the resolution of cross-border banks”.

As we can clearly spot, the accord tends to be more specific and comprehensive (For example you can see in appendix
A a comparison between Basel Il and Basel Il regarding the capital ratios). The Basel Committee on Banking
Supervision will also evaluate a capital surcharge needed to lighten the systemic bank’s risk. To ensure a better
understanding and implementation, some suitable standards will be developed as the government booster will be
supervised. The chairman of the Basel Committee on Banking Supervision, Mr. Wellink affirms that "these measures
will result over time in higher capital and liquidity requirements and less leverage in the banking system, less
procyclicality, greater banking sector resilience to stress and strong

incentives to ensure that compensation practices are properly aligned with long-term performance and prudent risk-
taking”. We can resume by saying that the accord was based on three key components; first on the capital reform,
second the liquidity standards and the third component concerns systemic risk and interconnectedness (For a better
understanding and details you can find in appendix B the Basel 11l reform). Because of the primordial importance
affiliated to Basel 111 and the positive hopes for a better international financial harmony that follow, in September 2011
the Basel Committee on Banking Supervision initiated a reviewing process of the Basel 111 implementation. Reports on
the implementation process will be delivered on a regular basis in order to fully supervise and support this process
successfully. The improvements declared by Basel 111, clearly reinforce the supervisory system of the banking sector,
proving once again the weight of the institutions role in economics.

Conclusion

In this article you have been able to undertake an historic tour of the Basel banking supervision history on the
international basis. As a matter of fact, we have seen the importance of a regulatory framework upon the financial
markets and the banking sector. When did this framework urge to be indispensable? As like the first time economists
were convinced that the market needed to be supervised and regulated, when a financial market crisis showed up, the
need of regulations in the sector concerned also showed up. Consequently, the collapse of several internationally
connected banks in 1974, causing an international financial crisis through a simple “domino effect” urged the
conception of an international regulatory and supervisory framework, so called Basel agreement. From the first
agreement to the third one existing nowadays, you have been able to closely observe their objectives and matters.

Nevertheless, they failed one by one. Certainly they failed, but during the periods of success they assured financial
harmony over the international markets and banking system. Every time a failure of the regulatory system was observed,
a leak actually existed in its framework. Therefore every upgrade secured the leaks and tent to assure improvements and
a better understanding of the evolving market theory, structure and means.
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I can clearly state that the existence of a supervisory system seems to be not only very important but, indispensable. The
Basel 111 accord stands up to be pretty meticulous and clear. The most important issue for this transitional step is the
correct implementation of the accord meeting the timetable perfectly. Some other questions to be studied might be: -
What’s the implementation cost of the agreement? - Should the emerging countries follow this model? — Are they
concerned? — Are they ready? - Etc. The objective to follow in the first place is the perpetual research for any possible
leak of the system and the continuous upgrade of the system referring to the constant evolution of the financial market
itself.
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Abstract:

There are two kinds of policies that can be used in a macroeconomic view, the monetary policy that is implemented by
the Central Bank and Fiscal Policy that is implemented by the Government. One of the most important debates of all
times in macroeconomics is about the effectiveness of monetary and fiscal policy. Which is more effective the fiscal or
the monetary policy?One of the economists who is a supporter of Monetary Policy is Alan Reynolds. He is a supply-side
economist. In his paper (Reynolds, 2001) he tries to explain the significance of the Central Bank policies and criticizes
the so called fiscalists. He begins with a short overview of the macroeconomics opinion during the postwar era. At that
time monetary policy was not seen as an important tool that could be used to solve the macroeconomic problems of
countries. The main function of this institution was to keep the interest rates low enough to enable the government to
borrow money. The inflation could be fought only with fiscal policy, with surtaxes and the control of wages and prices.
One interesting thing is the difference between Tobin and Mundell ideas. The higher tax rates and fast money growth
during the 70s produced stagflation. This increased the attention in monetary policy. Tobin developed a theory, called
the ““funnel theory™. This theory has the name “funnel theory’” because according to Tobin the use of monetary or fiscal
stimulus would cause a faster growth of nominal GDP. If the economy is below the full employment the faster growth
of nominal GDP will cause faster growth of real GDP. If the economy is above the full employment, the workers will
demand higher wages and this will be a pressure for increasing inflation. This will require the control of wages and
prices.

Key words: macroecnomic, interest rates, tax rates.

JEL Classification: EO.
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Chapter 1

The Keynsianists approach to increase the level of national income was to stimulate demand. The Keynsianists
approach for the inflation was to curb the demand. These two things are incompatible with each other. Thus Robert
Mundell proposed that the inflation targeting should be assigned to the Monetary Policy. The fiscal policy should be
used in a microeconomic view of supply side.

The debate between Mundell and Tobin was present during the Clinton administration. Tobin’s funnel theory says that
monetary and fiscal policies are interchangeable. Thus if we have a fiscal restraint and a monetary stimulus we should
have no real impact on real GDP growth. Because the inflation was caused by the high growth, there would be no
impact on inflation. Before, a fiscal stimulus meant budget deficit. The Government sells more bonds to the public.
People would have more money in their hands and will increase their spending. Fiscal surpluses were considered the
inversion of this policy.

Monetary stimulus is defined as the extent of the purchases of Treasury Bonds by the Central Bank. This expands the
monetary supply. On the other hand a monetary stimulus could be defined as the Fed efforts to keep the interest rates
low.

As Alan Reynolds says, the monetary and fiscal stimuli are not interchangeable. The budget deficit cannot be financed
by issuing new money. If we use “easy money” this will cause inflation regardless we have a deficit, a surplus or a
balanced deficit. If we have a restrictive monetary policy this will cause deflation. One important conclusion of Alan
Reynolds is that”Inflation and deflation are monetary phenomena, not fiscal or real”.

One of the fiscalist that thinks that monetary policy is ineffective is Tom Sargent. He tries to explain the old idea that
monetary and fiscal theory is interchangeable.

A new theory called the theory of “twin deficits” emerged in the early 90s. This theory says that the countries with large
budget deficits must have large trade deficits and that the countries with large budget surpluses must have large trade
surpluses. This is again a fiscals theory that tries to explain everything about the economy with the budget deficits.

Clintonomics is called the economic policy during the presidency of Bill Clinton. The main idea behind this policy was
that the budget surplus caused a high economic growth. Thus, according to them, the budget surplus was a stimulus for
the economy. Budget surpluses increased national savings as a share of GDP and therefore pushed the real interest rates
down. The reduction of real interest rates increased the investments.

But the fact gives different conclusions. The interest rates rose when the national savings rate was highest and fell when
the saving rates were the lowest. In addition the reduction in budget deficit was offset by a reduction in private savings.

The national saving can rise because of increasing investments that stimulates the corporate income.

Sargent (1988), one of the supporter of the idea that the monetary and fiscal policy are interchangeable stated that
monetary policy is impotent to influence the real interest rate. On the other hand, some other fiscalists go on with the
idea that the budget surpluses reduce real interest rates. But Reynolds (2001) used the data of real fund rate and real
GDP over the years. He sees that the Central Bank “raises or lowers the real funds rate only in response to what has
been happening to real GDP growth over the past year or so”. This change has nothing to do with the budget deficit or
budget surplus. This is shown in this figure (Reynolds, 2001):

131
PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



=== Fed Funds Rate

— GDP Growth Rate

6%

4%

2%

0% V

83 84 8586 87 88 89909192 93 94 9596 97 98 99 00 01

Figure 1

The declarations of the Central Bank are often about the level of unemployment, stock prices, the gap between potential
and real GDP and things related to the fiscal policy. But many of these topics are not part of the Central Bank’s
objectives.

Reynolds is against the classical Phillips curve. Based on actual data the results are reversed. The move of inflation is in
reverse of that is shown in the Phillips curve. Greenspan, the former Chairman of the Federal Reserve, bases his ideas
on the logic of this curve. In his analysis he uses the productivity increase. An increasing productivity can be
inflationary and a decreasing productivity can also be inflationary. The conclusion of Greenspan is that is needed a
lower rate of economic growth but that doesn’t aggravate the productivity growth. But, as Reynolds says (Reynolds,
2001, p. 274), the slowing in real output growth would slow the real productivity growth. Fed should not put limits to
the productivity growth.

The conclusion is that the price stability should be assigned to the monetary policy and the fiscal policy should be
focused in a microeconomic view of the economy.

Analysis of “Fiscal-Monetary Policy Mix”

Alan Reynolds tries to explain and to defend his ideas based on the real data. He doesn’t use any mathematical model as
others do. All his conclusions are derived from the time series of inflation, real GDP growth, FED real fund rate, GDP
gap etc.

The fiscalists use a mathematical model and their conclusions are derived from these models rather than the actual data.
But, according to the actual data the conclusions are different from those of fiscalists.

We will begin with the model under which the fiscalists build their ideas and then we will try to give a reason why this
model has problems.

Along the paper we saw that the approach of Clintonomics was that the surpluses increased the national savings which
on the other way decreased the real interest rate.

We know that:

Y=C+1+G+NX

OrY =C+ 1+ G if we assume that NX=0.

Then we have:

Y - C-G =1 (from the above identity)

Thus we have that National Savings equal Investment.

If we add and subtract taxes T in the left hand side we have:
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(Y-T-C)+(T-G)=I

Thus, the national savings have two parts:
Private Saving=Y-T-C

And

Public Saving=T-G

Equilibrium occurs when national savings equal national investments.

Figure 2

If we have a budget surplus we will have an increase in the public saving and thus an increase in the national saving.
The curve of national spending will move to the right. The interest rate will decrease and the investment will increase
(Figure 3). This will happen if we use the above relation.

Based on this system of identities, the fiscalists explained the economic boom during the presidency of Clinton and the
importance of Fiscal Policy in the economy, especially its effect in the real rate of interest. But Reynolds, using the real
data, saw that the budget surplus had no impact in the national savings rate. He explained this with the logic that the
federal deficit was fully offset by a reduction in private savings and vice versa (Reynolds, 2001, p. 268).

Figure 3

We can explain the data using the Ricardian view of budget deficits.
As we know, there are two approaches for the effect of a budget deficit, the standard model and the Ricardian Model.

The standard model approach says that “desired private saving rises by less than the tax cut, so that desired national
saving declines. It follows for a closed economy that the expected real interest rate would have to rise to restore equality
between desired national saving and investment demand. The higher real interest rate crowds out investment, which
shows up in the long run as a smaller stock of productive capital.” (Barro, 1989).

In the Ricardian approach we have that the desired national saving does not change and the real interest rate does not
have to rise in a closed economy to maintain balance between desired national saving and investment demand. Hence,
there is no effect on investment (Barro, 1989).

Ricardian view is the most successful approach for the effects of budget deficits in the economy.

As Barro(1989) says: “Overall, the empirical results on interest rates support the Ricardian view. Given these findings it
is remarkable that most macroeconomists remain confident that budget deficits raise interest rates.”

He reaches this conclusion using the empirical evidences for the US economy. Thus, “Charles Plosser (1982, p. 339)
finds for quarterly U.S. data from 1954 to 1978 that unexpected movements in privately-held federal debt do not raise
the nominal yield on government securities of various maturities” (Barro, 1989). Also, the evidences in the Alan
Reynolds’ paper agree with this view.

The fiscalists are wrong because the people in US act as described in the Ricardian Approach.

Alan Reynolds is a supply side economist. This means that he supports the idea that the Government should intervene
only in the microeconomic aspect.

What does it mean to intervene in the microeconomic aspect?
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The Government should lower the taxes to stimulate the supply of firms. One other aspect is the intervention in the case
of Natural Monopolies. The Government should use subsidies in order to increase the production and lower the price.
Fiscal Policy effects on inflation are minimal. Public debt should not be much considered by the Central Bank policy.

Chapter 11
Evidence in Albania

Unlike USA that has a big economy; Albania has a small open economy. We saw that in the case of United States, the
approach developed by Reynolds was true.

We can see the data provided from the Albanian Institute of Statistics and the Bank of Albania to derive a conclusion
about the effectiveness of Monetary Policy and Fiscal Policy.

Albania has relatively a new Central Bank in the conditions of capitalism (20 years). Before, the central bank had quite
different goals from the actual Central Bank.

The ricardian view says that the budget deficit has no real impact in economy. The increase of the budget deficit leads
to an increase of the private savings.

If we use the data of the budget deficits and private savings in Albania from the first quarter 2000 to the last quarter of
2007 we can see the pattern shown in figure 4. The budget deficit and the private savings are shown in percent of
nominal GDP.

The logic is evident: The higher the budget deficit, the higher the private savings. The reduction in the budget deficits
gives a reduction in the private savings. Thus, the ricardian approach is evident again here. The influence in the interest
rate is minimal.

The Central Bank should not base too many its declarations on the budget deficit size. This institution must concentrate
itself in the inflation targeting. Inflation, as Reynolds (2001) said is a monetary phenomenon. Government in Albania
should adopt a microeconomic view of the economy and stimulate the supply of producers. It hasn’t been done a lot on
this direction.

An old approach of the fiscalists was that the inflation was caused by “overheating” (Reynolds, 2001). The data in USA
showed the inverse. Now let’s take a look on the data of Albania.

134
PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



50.00%

40.00%

30.00%

20.00%

rate

10.00%

0.00%

-10.00%

-20.00%

National Savings
9 = Budget Balance(percent

GDP)

O private savings(percent GOP)

Period

Figure 4

Source: Department of Research, Bank of Albania

We use again quarterly data, from the first quarter of the year 1996 to the before last quarter of 2009. The result of this
data is the graphic shown in figure 5. It’s evident that the conclusions of Reynolds apply here too. There’s a perfect
pattern. If the GDP is below the potential product, the inflation will be high and vice versa.

We don’t have a positive relationship between “overheating” and inflation. Looking at the graphic we can see that high
inflation occurred during expansive monetary policy and that slow GDP growth occurred during government problems

periods.
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Figure 5
Source: Research Department, Bank of Albania (2009)

Thus we have inflation only when we have “overcooling” and not “overheating”.
The periods of “overheating” in Albania were during the year 1996 and the year 2008.

Stagnation occurs because of inefficient government policies and lower productivity. During the years 1997-1998-1999
the inflation was highest because a main part of the budget was financed by the Central Bank and because of lower
productivity (Another important point is the productivity that is explained below). Inflation occurs by the monetary
supply and the stagnation because of ineffective fiscal policy.

The central Bank has another instrument, the changing of the repo rate. This is an important instrument that affects the
real interest rate and the economy growth. Let’s see the historic data of Albania real repo rate and GDP growth from the
first quarter of 1996 to the before last quarter of 2009. This is shown in Figure 6. When the repo real rate is higher, the
GDP growth rate is higher and when the repo real rate is lower the GDP growth rate is lower. The explanation of this
fact is related to the lag impact of the real repo rate on the real GDP growth.

The data used for the graphics are listed in the appendix.

So far we’ve seen that the Keynesianism view of fiscal effectiveness on the economy is not true. Another important
point about inflation is the productivity. With a fixed Labor Supply an economic growth can arise only from an increase
in productivity. But an increase in productivity cannot be inflationary because this will reduce the costs of production.
With the same logic, with a fixed Labor Supply, a decrease in the productivity will increase the costs and will be a
pressure for the inflation. “Overheating” is not inflationary.

Thus the inflationary periods in Albania were due to high Money Supply and very low productivity.
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Albania in 2012
Macroeconomics developments :

3.1% grow of economy in 2011 and with a grow in unemployment rate in this period has caused that inflation
rate has fall in the first quarter of 2012.

Current economic condition suggests that inflationary pressures from aggregate demand will remain weak all
the year.

Earliest development in inflation and the other economic real actor, market and labor cost do not allow danger
signal for the existence of stable inflationary pressures in the economy. Also statistical effect of a high
comparative base will be present but weakening through the half of the 2012.
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Figure 7

GDP and Capacity utilization rate
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Source INSTAT and Bank of Albania (2012)
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Sourse :INSTAT and Bank of Albania (2012)

Also in this gap we can see that the gross domestic production has been raise with 3.8% in annual terms in fourth
quarter of 2011 by accelerating the pace of growth. In the economy the main part that has contributed most are the
service sectors with 4.4 point in %.
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The performance activity of agriculture, hunting, forestry and fishing, also as the construction industry has given a
positive approach to economic growth with 0.4 point %. But negative approach has given in the economy sector of
energy, water and gas with 0.5 point in % of sector of productivity on annual growth of GDP

Conclusions

Inflation is a monetary phenomenon. It is not related to the fiscal policy and thus should be assigned to the monetary
policy. Unemployment, real GDP growth are related to the fiscal policy. The government should stimulate the supply of
firms through the tax incentives, subsidies in the case they are needed to stimulate the supply (natural monopolies). The
government should not try to influence the inflation because this is not part of its goals.

The size of the budget deficit does not affect the size of the national savings, and thus, does not affect the real interest
rate. The Central Bank should not consider very much the budget deficit or surplus impact on the economy.

The inflation and the GDP gap are not related to each other. The main cause of high inflation is related to the money
supply. The GDP gap is related to the level of supply, the effectiveness of fiscal policy.
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Abstract:

Corporate reputation is one of the unused resources of many companies. Key people who assess corporate reputation,
especially consumers, employees, stakeholders, competitors and others are that have an impact on the business sector.
Corporate reputation plays a major role in achieving the objectives of each organization. It is very difficult to build a
good reputation in the eyes of consumers and other stakeholders. But also once built a reputation very difficult to
change. Each company in its business faces a number of different stakeholders. What is most important to determine is
which of all these stakeholders are key to the company and work with them to be well managed. Management is
working with stakeholders that never ends, and is aimed at balancing and integration of multiple connections and tasks
arising from the interrelationships of the stakeholders. Each company is interested in building a sustainable and
profitable relationship with its stakeholders. Good relations with customers and business partners, healthy corporate
reputation, satisfied employees and efficient internal process to define the winners in today's global economy. Most of
profitable companies have strong long term relationships with their stakeholders. As stakeholders on the Company
Profile which can to some extent affect include: employees, its management, strategic partners and internal processes
taking place in the Company Profile. On the other hand, are stakeholders on which company does leather affect and
include: customers, distributors, suppliers and shareholders. Finally, the behavior of all these influences creating
corporate reputation.

Key words: corporation, brand, reputation, stakeholders, strategy.

JEL Classification: M15.

1.1 Importance of corporate branding.

Many companies have realized the fact that in order to maintain competitive advantage in the market, it is not
enough just to have a branded product. Necessary and the company has its own distinctive stamp. It is necessary to
build a corporate brand. Namely, when a brand will reach 80% of consumers, he starts experiencing stagnation.
Therefore, it is necessary to go further. In fact many companies have based their growth and brand-based products have
now decided to build a corporate brand in order to make their actions, values and mission prominent. There is another
very important reason why companies are turning to corporate brand, and it is chosen reputation. Companies have
become very sensitive about their reputation. Reputation shows that, although the company has many different
stakeholder - stakeholders, SKOJ of them responding to a particular aspect of it, in fact they are all concerned company
to meet their expectations. Reputation takes the company as a whole.

Since changes reputation affect all stakeholders, Fombrun has detect 6 kinds of factors or pillars that affect
corporate reputation:

- Emotional appeal (trust, loyalty and admiration);

- Products and services (quality, innovation);

- Vision and leadership;

- Workplace and quality (good management, superb staff);
- Financial performance;

- Social responsibility.

Many companies can not secure growth and development only of the activities of stakeholders. Is necessary to
build a good reputation. In an attempt to define corporate reputation, in the literature there are several definitions of the
authors, including the following: Corporate reputation is founded judgment on the basis of corporate identity and image
of the organization.

140
PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



Section 111 Corruption management and transparency

According to another definition of corporate reputation concept refers to the overall assessment that the
company has in the eyes of internal and external stakeholders, and is based on its past actions and assumptions about its
behavior in the future.

Corporate reputation is one of the unused resources of many companies. Key people who evaluate corporate
reputation, especially consumers, employees, stakeholders, competitors and others who have an impact on the business
sector. Corporate reputation plays a major role in achieving the objectives of each organization. It is very difficult to
build a good reputation in the eyes of consumers and other stakeholders. But also a reputation built very difficult to
change.

There are several elements that are essential to creating a good reputation. Among them the most important in
many literatures can be found as follows:

« ethical elements - in terms of whether the organization refers to its ethical employees, customers, competitors and
other interest groups;

» employees - employees are one of the most important elements in creating a good reputation. If the company has a
highly professional staff, who can answer all the challenges caused by the environment, employees who are to perform
their tasks and are always willing to give a larger contribution, then it is safe to say that they create a good reputation
for company;

« financial performance company - this refers to how company financially powerful, profitable and whether
accomplished growth and development in its operations;

* Leadership - companies with a good reputation and are often market leaders, they are the ones who bring innovation;

» Management - the company have to have a clear vision and mission, have highly trained management team who will
lead;

* Social Responsibility - the company must recognize its responsibilities to society;

« oriented consumers - all activities undertaken are aimed at satisfying the needs and desires of consumers;

* Quality - the company has a range of high quality products and services.

Sure, we can list many more items that more or less influence in the creation of the company's reputation, but
these have the greatest impact.

1.2 Interdependence of corporate brand strategy and management with key stakeholders of the companies.

Stakeholders is a person, group, organization or system that affect or are affected by the activities of the
company. From this definition follows that stakeholders is anyone who has an interest of company. Also, stakeholders
may be directly or indirectly involved in the activities of the company. Each company in its operations faced with many
different stakeholders. The following figure presents some of the main stakeholders, which generally affect or are
affected by almost every company.
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Figure 1: Company Profile of stakeholders

What is most important is to determine which of all stakeholders are key to the company's operation and good
relations with them to manage. Management with stakeholders is a job that never ends, and is aimed at balancing and
integration of multiple connections and tasks arising from the mutual relations of stakeholders. Management with key
stakeholders is central to the effectiveness of any company.
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The first step in managing stakeholders is determining what they actually want, and to know what their needs
and expectations of the company. Once you define good expectations of stakeholders, the Foundation will undertake
activities to meet those expectations. In this step should be especially careful, because there are different stakeholders
who have different requirements. Therefore, it is necessary to make that balance, so that the specific activity to meet all
the different demands of stakeholders. Company should not afford with an activity to cause a stakeholders satisfaction
and dissatisfaction with another. On this particular care in the design of strategies for the company. Sure, sometimes
you have to make a priority among stakeholders. It is therefore necessary, their separation and determination are key
stakeholders. Key stakeholders always have priority. Any company interested in building a sustainable and profitable
relationship with its stakeholders.

Good relationships with customers and business partners, healthy corporate reputation, satisfied employees and
efficient internal process to define the winners in today's global economy. Most of profitable company have strong
long-term relationships with their stakeholders.

The previous picture presented common stakeholders that arise in the operation of almost any company. The
next image will be represented stakeholders, but grouped into two groups: internal stakeholders (those over which the
company has influence and can control to some extent) and external stakeholders (those on which Company Profile can
not be affected and will almost no control).
Interior:

1. Management

2. Employees

3. Strategic partners

4. Internal processes
External:

5. Consumers

6. Distributors

7. Suppliers

8. Shareholders

9. Corporate Reputation

Figure 2. Separation of key stakeholders both
internal and external

As stakeholders on which Company

Profile may to some extent be
affected are: employees, its management,
strategic partners and internal processes taking place
in the Company Profile. On the other hand, there are stakeholders on which the company does care provider so affecting,
and these include: customers, distributors, suppliers and shareholders. In the end, the behavior of all these influences
creating corporate reputation.

1.3 Strategic implications of branding.

Branding is not just giving the name of the brand and the market signaling that such a product exists and is
launched by the organization. When we talk about branding is necessary to make long-term involvement of corporate
relations and to invest vast resources and skills. The brand is a direct consequence of the strategy of market
segmentation and product differentiation. This means that the brand is created for a specific market segment exactly
know what consumers buy brand. Differentiation in turn, means that the brand with its own characteristics different
from other products that fall into this category.

Companies are oriented towards meeting the expectations of specific customers through a combination of
different attributes of the product that are important to consumers. When talking about the brand you need to know what
benefits it offers, which benefits are realized from it. Branding is not to be top of something, but to be top in something.
Some brands with their slogans fail to define the functional characteristics of the product.

Brand-management has a long history, but the rapid changes occurring in the business environment, global
competition and ever more specific demands of consumers who are now more informed than ever, gave greater
importance. Now the corporation through brand management has been able to position and maintain the market easier.
In other words, a strong brand of the company will enable it to survive. Global competition is very intense. At the same
time, consumers are more informed and selective in their choice of products and services. They are becoming more and
more increasing their demands. Under such conditions each brand gets bigger meaning.
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The brand is a platform on which the corporation can stand and win customers. When the corporation has
established brand, much easier to launch their new product lines, because it is a well known brand that has been
tempered in the minds of consumers. The brand also makes it possible to realize a premium price. In other words the
company brand is a powerful tool that enables successful positioning and survival in the market.

In fact, using the brand, the company is different from its competitors. But today goes beyond the brand
differentiation. Today is a very complex, dynamic and multidimensional matter when it comes to brand management. In
addition, corporate brand management requires strong support from marketing strategies. In other words, managing the
corporate brand is not only design the visual identity of a company logo or slogan through. At the end requires three
basic elements of a strong corporate brand, such as: a clear vision, strong leadership and consistency. The main goal
must be clearly defined and universal for a longer period. At the same time corporate brand is a reflection of the
company's vision.

What are the corporate values? Corporate values could define as a source of opportunity the company to offer products
and services that meet the needs values market and society.

1.4 Corporate strategy and the design of individual brand strategies.

When we talk about corporate strategy, what should first make a distinction between brand strategy and
corporate strategy. Corporate strategy is primarily focused on the scope of activities of the firm. Corporate strategy
refers to markets where the company wants to perform. Corporate strategy concerns the scope of the goods and products
which category fall. For example, Golden Oak is in the category of beer products Prilepska gazoza falls into the
category of soft fizzy drinks. Furthermore, corporate strategy includes the geographical scope of the company, how and
what part it serves the market. Also, the corporate strategy includes vertical connectivity of the activities of the
company.

There are two dimensions that relate to corporate strategy, such as: diversification and vertical integration of
the organization. Diversification occurs when a company decides to participate in a new industry that had never worked.
Vertical integration however, appears when the company decided some activities that had been left to run another
company, it can take its responsibility. For example, deciding to produce components that are needed to produce the
products, purchased from a supplier. Vertical integration is present in Prilep Brewery. In previous years, brewery, beer
yeast required for production of the beer purchased, and today it produces. Also, the brewery has a few own wells for
water.

On the other side we have a business strategy that is still known as a competitive strategy. Business strategy
includes the part about how the company competes with competition, it refers to activities undertaken by the company
in order to achieve a competitive advantage in the marketplace. The goal of any company is to provide leadership in the
market. This position can be achieved only if a step ahead of the competition with its offer.

The difference between corporate strategy and business strategy we can see the following: corporate strategy
refers to where company compete, and business strategy refers to how company compete. But of course, there must be a
connection between these two strategies. They should complement each other and be directed towards achieving the
goals of the organization, its mission and vision
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Abstract:

Purpose of this paper is the management of banking activities in order to avoid imbalances. The main purpose is the
display method of operation that applies to countries with lower financial market. Method of operation is a theoretical
approach and understanding of the management structure in banking institutions, and the outcome is to show that
working in banks must be followed by consistent monitoring of the regulations and has exactly coordinated and strict
control. The paper has consistent form. The significance of this paper is great for countries where financial markets are
less developed. Meaning is important because in these economies shocks to the global financial markets have affected
to them but they are small countries and they have small opportunities to avoid the imbalances.

Keywords: bank regulation, financial regulation, monitoring, risk management.
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1. LEGAL FRAME OF THE FINANCIAL REGULATION IN THE BANK SECTOR

The legal frame of the regulation in the bank sector is usually based on laws, statutes, acts and other, which strictly
determine the work of these institutions and their authorities. The control of the banks in different countries is delegated
differently, therefore somewhere is on central level and somewnhere is divided by regions.

Restrictive policy is performing by the aspect of opening new banks, issuing working permits, affiliations etc. By
deciding to give or not control, the monitors in the USA start by two criteria pointed from PhD. Ljupcho Trpeski (2003):
quality and need (p.375) . The control is performed through federal agencies: Monitor of the monetary system, Central
Bank of the USA and Federal insurance corporation. In frames of the European Union, financial regulation through the
European central bank is performed through the Executive board and the General council. Above them is the
Management council, but the Executive board has the part of regulator of the financial system, and the General council
collects data and statistic information, prepares standardizing rules and lays down employment conditions of the
personnel of the ECB. In Germany, the control is executed in two lines from Ph.D Ljupcho Trpeski (2003): line of the
state and Central bank (p. 406). The control in this country is very firm and pointed through the statute of the banks,
overstepping the authorities, proper applying of the credits, change of capital, division of the effectuated income, how
are executed the bank’s obligations to the state, the work of the Management board, the work of the bank’s management
and other. In this country the banks are obliged to report the intention with their capital to found some bank, for the
intention of any change of the bank’s statute and the change of the amount of their own capital. In Great Britain, the
control is also performed by the Central Bank, and the supervision is appointed to the Financial Supervisory Authority.
France, a country member of the EU, has especially and mostly contained the control of their bank system in
responsibility of the Central Bank of France. Switzerland is a country with special position, especially from her
tempting part in banking through the history. Ph.D Ljupcho Trpeski (2003) also point that the banking system in
Switzerland is contained by the next types of banks (415):

- Big banks

- Cantonal banks

- Regional and savings banks

- Credit associations

- Commercial banks

- Banks for securities

- Small credit banks

- Affiliates of foreign banks (around 16 affiliates of foreign banks and 134 foreign banks)
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For this country, it’s specific that the central bank acts as private joint stock company, but still under control of
the State. In Canada, it’s noticed a bigger independence of the central bank in relation of the rest of the independent
central banks. Therefore, for example, the costs of the bank are not controlled by the Minister of finance, but the
Management board of the bank. The management board of the bank is the highest management body of the Central
Bank in Canada.

In the developing countries, the regulation is not neglected, it’s present, but there are also countries in this
segment that felt down into financial crises especially because of a bad regulation of the bank sector. Such example is
Argentina and the South American countries that have faced this kind of crisis spiral.

2. DEPOSIT INSURANCE

The confidence in the banking system and its functioning is maybe the most significant moment. All the system of
functioning of the financial system, which is mostly based on banks, especially on the commercial banks, is up to a
certain degree, effectuated as a result of a risky trust.

Deponents put their resources on the usage of the banks and thus they take interests. Banks use these resources mostly
to give credits, on which the banks take interests. Therefore, the base of the banking activity is posed on deposed
resources.

Bank panics appear in the moment when the deponents suddenly and at once return their deposits and thus leaving the
bank without resources to make turnover.

Bank panic is a process that usually takes a spiral blow, Mishkin (2004) ““so in the 1920 were registered an average of
600 bank failure per year” (p.261).

Mishkin (2004) ““The insurance of deposits is one of the measures that significantly decrease the risk of bank panic.

In the USA 1934, i.e. after the introduction of a corporation for federal deposit insurance, until 1981, average annual
bank failure is 15% (p.261), which is also previously recorded.

Deposit insurance is important because it is also closely connected with the government security network.

Often, the government and state resources are the ones that invest on the financial market when something is not
functioning properly. This kind of investment is necessary because the bank crises bring with them recession
appearances in the economy and the failure of the big banks and the smaller ones also brings many institutions and
participants on the market.

That’s why in economy is often used the term “too big to fail”.

That’s the reason why the regulation of the bank sector is very important, not to permit creating a market on which
some are very big, have big participation on the market, going so, being enough undifferentiated, but still powerful
enough to play with the risk.

Maintaining the trust in the bank system is mostly achievable trough the organizations that insure the deposits. On the
other hand, this leads to another problem.

It is a problem till where and how much to protect the depositors, so that protection doesn’t cause moral hazard on one
side and wrong selection on the other.

Moral hazard because the banks are aware that their depositors are protected, independently from the bank activity, they
can go into insufficiently justified transactions and activities which endanger the deposit resources.

The wrong selection can appear on the side of a bad chose of institution to invest the resources because the certainty of
protection, but a wrong selection as well, in the sense of insufficient commitment of the presented and not presented
data.

3. CREDIT INSURANCE

Biggest part of the commercial transactions is based on credits. From this reason, incorrect working with them can lead
to serious problems in the economic development. The effective credit management becomes sensitive and important
tool for success in the financial working. To avoid the possible inconsistencies of the credit management, there is a
possibility for credit insurance. The credit insurance for the sector of small business provides guaranties for return of
nonpaid bills, in an interval of 70-90% from the acceptable insured and insurances.
The credit insurance provides the companies by covering from no chargeability and risk from insolvent of the credit
applicants. This policy usually excludes:

trading between companies that belong to the same group with close connection,

trading with government sectors or agencies and

credit insurance for individuals (physical entities)

Credit insurance as a process is performed as following:

(1) goods/services + commercial credits
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Figurel: Function of the credit insurance

Amparo San Jose Riesta, “Credit Insurance in Europe — Impact, Measurement and Policy Recommendations”, Centre
for European Policy Studies, (p. 1) shows that the credit insurance is quite different between the countries, thus there
are also differences in this segment and in the frames of the EU member states:
- the development of the credit insurance in the European union differs from the developed and markets
and markets in development. In Holland, Germany, France and Spain this process is newer and less
significant. The average rate of premiums is 0.03 % of the GDP (in the European Union). The rate of
premiums is highest in Spain where is 0,06% of the GDP, whilst lowest is in Greece 0,006%.
- around 14% of the European GDP and 20 % of the export are insured with significant differences
between countries (within EU) — 21% of the GDP is covered in Holland, and in Greece only 1,7%, whilst
generally the coverage of the export is bigger.
- compared with the 15% of all big enterprises, only 8% of the small enterprises use credit insurance in
Europe. Spain and Belgium are the countries where dominates use of credit insurance by the small and
middle enterprises
- France, Austria and Germany have the biggest percent of big insured enterprises, whilst in Greece has
the smallest percent, almost 10 % of the big companies are insured with credit.

The insurance of deposits and credit insurance are the segment that permits effective work of the risk
management.

4. MANAGEMENT WITH THE RISKS IN THE BANKS

The management with the risks is a process which directs the activities to reduce the risk from the overtaken
activities in frames which are acceptable and justified.
Strict regulation that interdicts the banks to keep risk resources, such as risky stocks, imposing avoiding the big risks.

The risk management is also achieved by prescription of norms and rules about the volume of the capital
part that banks have to keep and not to invest, nor borrow. In addition, the rate of leverage which is determined by
intervals of legal realization appears as a significant element.

In this part the history noticed a regulatory arbitrage. However, every regulatory tolerance does not show as
a justified moment.

The management with risks in the banks is realized through procedures which include dissolving of risks of
credit risk, interest rates, monetary risk management, liquidity modality and other modalities of risk management.
For better determination of the whole process of risk management are also formed dissolving of the working procedures
and steps by use of matrixes. Here is an example:
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Figure 2: Matrix for risk management

All this process should give directions and control of effective working of the bank institutions, so that they can act with
prevention if necessary, and not to have the consequences widely spread.

5. BANK SUPERVISION AS A FACTOR FOR CRISES PREVENTION

The bank supervision can be freely considered as maybe one of the most important factors for crises
prevention.

The bank supervision should build expectations and to demand their fulfillment, which will comprise
implementation of organizational structure which includes adequate accounts and balances. The solvency and
transparency are the primary conditions posed by the regulatory frames of the supervision. Supervision should monitor
the board of directors and the middle management on a level of the banks. In the previously numbered are also included
the individual participants and for everybody is necessary to have controlling of the achievement of their obligations
and responsibilities.
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The banking board of directors as well as the rest of the participants of the financial market is ultimately
responsible for the performances of the bank. Typically with the supervision is checked if the bank/banks are
conducting and taking care of any problem which is detected through the supervisory reports. When the bank is taking
an immeasurable or uncontrollable risk, the supervision is the one that looks for corrective measures from the board of
directors in an adequate time, i.e. on time. The supervisors should be open for all warning signals that are appearing in
the banking work. They have to insure a direction for the banks in frames of modern trade occurrences and proactive
practices. The constituents of supervision include the banks, but also all the participants in the banking process,
including the depositors, which interests are not always recognizable.

Almost everywhere, the supervision is centrally appointed to the central banks.

In Macedonia, the supervision is evaluating the security, stability, riskiness and accordance of the bank work
with the regulation, with a special accent on the quantification and following the exposure of the banks to different
types of risk, such as credit, liquidity, operational, currency and other risks.

The supervisory function is effectuated through permanent off-site following of the banks’ work by gathering
and analyzing reports and data which are delivered to the central bank and close complete, as well as partial control
which is performed in the banks.

The primary five postulates on which upon is based the supervisory activity in Macedonia are:

- Capital adequacy
- Assets quality

- Management

- Gain (profitability)
- Liquidity

Indicators of the financial stability of the banking sector in Macedonia are divided according to the five postulates:

Capital adequacy
1. capital adequacy
2. basic capital / asset weighted according to the risks

Asset quality

3. nonfunctional credits / entire credits

4. nonfunctional credits / personal resources
SA. total residents credits / total credits

5A total nonresidents credits / total credits

Profitability

6. ROAA — financial result / average asset

7. Bl AA —financial result / average personal resources
8. net interest incomes / gross incomes

9. non-interest bearing expenses / gross incomes

Liquidity risk

10. liquidity asset / total asset

10A. high liquidity asset / total asset

11. liquidity asset / short term obligations

11A. high liquidity asset / short term obligations

Market risk
12. net GDP / personal resources

In global frames, there is more and more action on unification of indicators and standards which will be the
base to execute the supervisory process. Therefore it is formed the Basel Committee. This committee for bank
supervision is a forum for regulating the cooperation of bank supervisory frames. Its purpose is to solidify and develop
more the quality of the supervision internationally, through exchange of accesses and techniques in order promote the
“common understanding (approach)”.

This committee is known by its international standards for adequacy of the capital; Key principles for effective
bank supervision; and Concordat for international bank supervision.

The Basel Committee is formed of representatives of numerous national banks and members of the financial institutions
where the supervision is not appointed to the central banks.
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The committee organizes the main work through:
- The Accord Implementation Group (group for implementation of the Basel 1l frame)

The Policy Development Group (for identification and revision of the supervision in the developing
countries)

The Accounting Task Force (for international accounting standards)
The International Liaison Group (for alteration of former central principles of the Liason group)

The whole system of supervision is a significant prevention not only from the bank crises, but also from the financial

crises.
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SECTION IV: CORRUPTION MANAGEMENT AND TRANSPARENCY

CORRUPTION AND ITS INFLUENCE ON ECONOMIC GROWTH AND POLITICAL
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Abstract:

Corruption has been evidenced as a problem in many new democracies and especially in developing
countries which are facing a transition phase from a nondemocratic country to a democratic country. This
paper aims at providing an analysis of corruption as the main indicator of the political stability in Albania.
Corruption as a persistent phenomenon and its relationship to the overall political stability of Albania is
discussed through the use of quantitative and qualitative data. Moreover, corruption is also considered by
many authors as an influencing factor of economic growth, by so reflecting the political stability of a
country. That is why, this paper is focused on examining the relationship between corruption and the
economic growth in the lenses of the country’s political stability. It follows with offering a general
overview of the case of Albania considering this logic. The data shows that considerable levels of
corruption affect negatively the economic growth, especially when the political stability of the country is
not high enough as in the case of consolidated democracies.

Key words: corruption, political stability, economic growth, transition to democracy.

JEL Classification: 043.

1. Introduction.

Corruption has been around for a very Ion% time and will be around in the future unless
governments can figure out effective ways to combat it'®. This is how Mauro, a well-known author for his
analyzes on corruption evaluates the general world situation about it. Nowadays, corruption is one of the
most important issues that governments are dealing with. It is perceived as a phenomenon present not only
in developing countries but also in well-developed countries despite the type of the political regime that
these countries have. Thus, corruption has caught the attention not only of states, but also of international
organizations which are putting pressures on governments for taking the right measures to fight it.

The high emphasis and importance that this issue has had and will continue to have on the good
and efficient governance, has led to considerable research not only by political scientists, but also by
economists, especially after the 1990’s. What was becoming different in the mid-1990s was the
international community's willingness to discuss issues of corruption in an open and transparent manner™®.

Defined as the abuse of public office for private benefit (Johnston, 1998, pg.89), corruption might
be caused by different factors and it might result in a variety of consequences.

1% Mauro, P. (1997), “Why worry about corruption”, International Monetary Fund, pg. 1/
http://mwww.imf.org/external/pubs/ft/issuesé/issue6.pdf/ Accessed on August 11th, 2012.

109 Mauro, P. (2007), “World Bank Researchers and the Study of Corruption”, Journal of World Affairs,
13(2):.2.
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According to Mauro, some of the causes of corruption are: trade restrictions, government subsidies,
price controls, low levels in the civil service, natural resource endowments, sociological factors, etc.'*° The
same author identifies, besides other specific economic consequences of corruption, the retarding of
economic growth'',

It is also important to note that the concept of corruption is very wide and includes a variety of
different kinds. This paper is focused on examining how public corruption is related to the political stability
and economic growth in a specific developing country such as Albania. One of the main relationships
studied so far has been that between corruption and economic growth and the former’s influence on the
political stability of a country.

Albania, as a southeast European country was part of the changes that took place in the 1990’s
including here the building of a new political regime and economic system. In the framework of the
reforms undertaken to implement these changes during the transitory phase, corruption has been a
persistent phenomenon and problematic issue that governments are dealing with. Deeply institutionalized
corruption and a weak judiciary are key obstacles to improving the public welfare, as corruption reduces
revenues and disproportionately hurts the poor',

Recent literature about corruption in Albania is mainly focused on descriptive statistics about the
actual situation, analyses of the corruption indices provided by international agencies, as well as reports or
other data provided by national agencies and institutions. There is a need for further, deeper research
especially on the causality relationship that corruption might have with political or economic indicators.

Focusing on the topic of corruption in Albania, this paper aims at providing an analysis of
corruption as one of the main indicators of political stability in Albania by focusing on the corruption-
growth relationship. It follows with an overview of the most recent and influential research about this
relationship and the main approaches followed. Then, it continues with presenting the actual situation of
Albania on corruption, especially the corruption indices and other data published by international agencies
and organizations. It then, focuses on the effects of corruption on the economic growth and political
stability in Albania and some concluding remarks.

2. Literature review.

When studying the relationship between corruption and economic growth, the general accepted
view is the one that corruption affects economic growth. However, authors differ in their results about the
nature of this relationship, if there is a negative or positive effect of corruption on economic growth.
Despite increasing recognition that corruption has substantial adverse effects on economic growth,
governments seem to be unable to break that vicious circle'*.

On one hand, there is a group of authors, who mainly through cross country studies arrive to the
conclusion that corruption lowers the economic growth in a country. For example, Del Monte and Papagni
deal with the phenomenon of corruption that arises from purchases made by government officials. They
maintain that this kind of corruption has a direct negative effect on the long-run opportunities of economic
growth because governments can offer fewer inputs to private economic activities™. This view is further
stressed by Mauro (1995, 1997) who through the first econometric study revealed that corruption lowers the
economic growth.

19 Mauro, P. (1997), “Why worry about corruption”, International Monetary Fund, pg. 4-5 /
http://mwww.imf.org/external/pubs/ft/issuesé/issue6.pdf/ Accessed on August 11th, 2012.

1 1bid, pg.6-7.

112 BT1 2012, Albania Country Report, pg. 19/
http://www.btiproject.de/fileadmin/Inhalte/reports/2012/pdf/BT1%202012%20Albania. pdf/

Accessed on September 10", 2012.

13 Mauro, P. (2004), “The persistence of corruption and slow economic growth”, IMF Staff Papers, 51(1),
pg. 17.

114 Del Monte, A. and Papagni, A. “Public Expenditure, Corruption, and Economic Growth: The case of

Italy”, pg.17.
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According to the latter "a one standard deviation improvement in corruption index causes
investment to rise by 5 percent of GOP and the annual rate of growth of GOP per capita to rise by 0.5
percentage point"*.

Furthermore, Akcay through an empirical analyses of 54 developed and developing countries

concludes that corruption has a statistically significant and negative effect on economic growth'**. However,
the impact of corruption on growth is not the same in all countries. Differences arise when the difference
between developed and developing countries is taken into consideration. Thus, Kutan, Douglas and Judge
in their study focused on MENA and Latin American countries find significant differences in terms of the
impact of corruption on economic development in both regions'’. According to them, while corruption was
associated with improved economic development in MENA countries, it had no significant relationship
with economic growth in Latin American countries during the sample period**®.
Within this line of research, focusing on the relationship between privatization and corruption, a highly
statistically significant and negative association between privatization and corruption in transition
economies for three different corruption indices and six different privatization indicators has been found by
Koyuncu, Ozturkler and Yilmaz'.

On the other hand, there is considerable research which supports the view that corruption might
have a positive impact on economic growth. Huntington stresses the role of corruption in the maintenance
of the political system and elimination of revolutions'®®, an idea followed by Friedrich who also arrives to
the idea that corruption is helpful to the economic growth of the country and consequently affects it
positively*?. Furthermore, Swaleheen and Stansel by using a panel of 60 countries, with their findings
arrive to the conclusion that for countries with low economic freedom (where individuals have limited
economic choices), corruption reduces economic growth. However, in countries with high economic
freedom, corruption is found to increase economic growth'?,

Choi and Woo empirically show that highly corrupt governments demonstrate even more
economic success than less corrupt regimes in developing countries. Successful economic performance
tends to mute the effect of corruption on electoral outcome®. Thus, in developing countries, corruption is a
matter of benefits in the sense that for citizens the economic growth is more important as an issue than
corruption, when the former is considerably high. This leads to the idea that in a developing country as
Albania a successful economy might put the citizen’s attention towards corruption in the second place
when participating politically.

What is important is the fact that corruption and growth take place within a political framework.
The political system produces the phenomenon of political corruption and on the same time initiates and is
responsible for the implementation of economic policies.

115 Mauro, P. (1995), “Corruption and Growth", Quarterly Journal of Economics, 110(3): 704.

118 Akcay, S. “Corruption and economic growth: A cross-national study”, Ankara Universitesi SBF Dergisi,
57(2).

117 Kutan, A. Douglas, Th. and Judge, W. “Does corruption hurt economic development?: Evidence from
Middle Eastern, North African and Latin American countries”.

118 1bid., pg.15.

119 Koyuncu, C. Ozturkler, H and Yilmaz,R. (2010), “Privatization and corruption in transition economies:
a panel study”, Journal of Economic Policy Reform, 13(3): 277.

129 Huntington, S. (1968), “Political Order in Changing Societies”, New Haven:Yale University
Press,pg.64.

121 Friedrich, C.J. (1972), “The Pathology of Politics, Violence, Betrayal, Corruption, Secrecy and
Propaganda”, New York: Harper and Row.

122 Swaleheen, M and Stansel, D. (2007), “Economic freedom, Corruption and growth”, Cato Journal,
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Ebben and de Vaal emphasize the idea that the interaction between the political system and other
institutions is important for the relationship between corruption and economic growth'?*. Thus, this leads to
the idea that political stability might be an explanatory variable for corruption as well. Mo shows that
corruption creates sociopolitical instability which, by creating uncertainty, lowers productivity and
economic growth'?.

Corruption in Albania

When dealing with corruption in Albania during the post-communist period, this paper doesn’t

focus on the communist past of the country. Relying on the study of Moller and Skaating, they indicate that
a communist past per se has no independent impact on the general corruption levels if the proper structural
control variables are included into the explanatory model*%.
However, in order to examine corruption in this developing country, the most handful measures to use are
the corruption indices provided by international agencies, whose data is reliable and with few deviations
from one another about the situation of corruption in a specific country or region. Researchers focus on
three of them, despite the different emphasis put on each of these measures. They are Transparency
International’s Corruption Perceptions Index (CPI), the World Bank’s Control of Corruption Index (CCl),
and the Corruption in Government index from the International Country Risk Guide prepared by the
Political Risk Services, known as the ICRG index'*’.

One of the most credible indices which measures domestic public corruption is the CPI. It scores
countries on a scale of zero to 10, with zero indicating high levels of corruption and 10, low levels'?.
According to this corruption index, especially in the last four years, Albania is ranked in considerably low
positions concerning the issue of corruption. It is ranked in the 95" position out of 182 rankings in total in
the same group with India, Tonga, Kiribati and Swaziland with a scale of 3.1 for 2011*%°. This is the lowest
scale in the last four years. As it can be seen from the table, the annual scores for Albania have been subject
to a downward curb, which means that in the last five years, the 2008 score was the highest (3.4) and the
2011’s score, the lowest. However, the lowest score of CPI has been that of 2005, lower than 2.5.

Corruption Perceptions Index
35
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25 —

Number

2
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Scores - ranges between 10 "Very Clean” to 0 "Highly Corrupt”

Graph.1 Corruption Perceptions Index in Albania from 2002'*
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On the other hand, the Control of Corruption Index is another important tool used to measure the
extent of corruption in different countries. The index ranges from -2.5 (for very poor performance) to +2.5
(for excellent performance)™. If we refer to the Country Data Report for Albania, 1996-2010 from the
World Bank Institute, the CCI shows an upward curb from 1996 up to 2010, with a percentile rank of 39'%,

ALBANIA, 1996-2010
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Graph.2 Worldwide Governance Indicators for Albania, World Bank Institute, 2010

Effects of corruption on the economic growth and political stability in Albania

“This year we have seen corruption on protestors’ banners be they rich or poor. Whether in a
Europe hit by debt crisis or an Arab world starting a new political era, leaders must heed the demands for
better government,” said Huguette Labelle, Chair of Transparency International***. This declaration
reemphasizes the recent attention caught internationally and nationally on corruption. An UNODC study of
2011 in Albania reveals that the Albanian citizens rank corruption as the second most important problem
facing their country today, after unemployment™®*. If we refer to the Choi and Woo study, these recent
findings lead to the idea that the successful economic performance cannot be used by the government to
mute the importance of corruption because both corruption and the other economic indicator
(unemployment) are considered to be the most problematic issues by the Albanian citizens.
Looking at the economic growth in Albania during this period, even though Albania has had a positive
economic performance, poverty remains still high. One of the best indicators of individuals’ wealth is the
GDP per capita™®.
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As it can be seen from the graph, there is a positive growing trend of the GDP per capita. However,

from 2008 this trend has had no significant increases by thus producing lower levels of GDP per capita
increase. According to the same source'®’ of data, the only moments when the GDP per capita has had a
negative trend were the beginning of the 1990s and the period between 1997-1998 which were
characterized by decisive moments of political change and consequently political instability.
The political framework where the economic activity takes place, as previously presented by the literature
review, can be explained to a considerable extent by corruption indices of the country. The graph shows the
country's percentile rank on the political stability indicator. Percentile ranks indicate the percentage of
countries worldwide that rate below the selected country. Thus, higher values indicate better governance
ratings™®. In the case of Albania, such ratings remain still low.

ALBANIA, 1996-2010

Aggregate Indicator: Political Stability and Absence of Violence
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Graph.4 Worldwide Governance Indicators for Albania, World Bank Institute, 2010
Conclusions.

Corruption is closely related to economic growth in a country. However, the nature of this
relationship is quite specific in the case of Albania. In general terms, it has had a negative effect on the
economic growth of this country. The post-communist period shows a positive trend in terms of GDP per
capita. The last years have been categorized by lower rates of growth in comparison to earlier years. This
phenomenon is paralleled by higher scores of corruption in Albania. Thus, higher levels of corruption have
produced lower growth rates in the country especially from 2008 and on.

On the other hand, the macro-political stability of the country is negatively influenced by high
levels of public corruption. Considering the international corruption indices such as CPl and CCI
considerable high scores of corruption explain to a certain extent the general trend of political stability in
Albania. What is more, those years when corruption is presented in very low scores correspond to the lower
levels of political stability of the country (especially 1997-1998 and 2005).
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Abstract

The traditional model of not transparent administration today disappears step by step. Citizens are
increasingly becoming an equal entity with state institutions which have responsibility to ensure protection
of their rights, accountability, openness and transparency in its operations - as the basic principles upon
which rests the principle of good governance. Therefore, adoption of a law of free access to public
information in many countries in the world which seek to enhance democracy in their societies today is a
trend (process) that can not stop. Nowadays, countries that don’t have such a law can not claim that they
have full democracy. One of the reasons for passing this law is reducing corruption. Corruption is based
on secrecy. Citizens and institutions become corrupted when the public has no insight into their work. If the
work of public institutions is transparent and offered for public inspection, then the chance for them to be
corrupt is smaller. Republic of Macedonia has adopted the Law of free access to public information in
2006. This paper analyzes the law and its application; the situation in Macedonia after the adoption of the
law; concluding that despite some inconsistencies, the law has contributed to increasing transparency and
reducing corruption.

Keywords: Free access, information, transparency, corruption.

JEL Classification: K19.

Introduction

Transparency is one of the highest qualities of democracy based on ethics and good governance
where the interests and needs are focused on the citizens. It is a set of policies, practices and procedures
that allow citizens to have access to documents and information in public administration, finance,
employment in public administration, etc., as well as to review the operations of government.

“Open government”, as the value of highly developed democratic societies, and extremely
important standard in the functioning of the administration, means a high level of transparency. This means
that public administration is available for testing from outside and that everyone has a right to know the
reasons which led to a particular decision or action of the administration, especially if the citizens are
affected by decisions.

In order to establish and implement the principles of the concept of good governance (involvement
and participation of the citizens; rule of law; transparency; responsiveness; consensus oriented; equality and
inclusiveness; effectiveness and efficiency; accountability) the adoption of the Law on Free Access to
Information is a trend in the world today. As a matter of fact, the countries that haven’t adopted these laws
yet are considered to be far from the fundamentals of democracy, especially from the principles of
establishing good governance.

1.1 Fundamentals.

Freedom of information — FOI or the right to access information is defined as a universal right to
access information which is owned by the public institutions.
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The FOI laws reflect the fundamental premises that all of the information that are owned by the
governments or the government institutions are public, and only if there are legitimate reasons, such as
privacy or safety, should not be given to the public.

The fundamentals of this democratic and human right were set in the year of 1866 in Sweden. This
is the first country in the world which has constitutional guarantee of the freedom of information. One of
the main benefits of the special Freedom of information act (initiated by the Finnish priest and philosopher
Anders Chydenius), adopted in 1766, is the access of the public to the governments documents. According
to this Act, all of the information and documents created or received by the government, must be available
to the entire public. It is very important that this Act obliges the state institutions to do everything in their
power to deliver the information to the requestor as fast as possible.

As it was stressed by Gustav Bjorkstrand and Juha Mustonen, president and general secretary of
the Chydenius Foundation, over recent decades, Anders Chydenius’ legacy has received increased
recognition globally.

“With the creation of the United Nations and international standards on human rights, the
right to information began to spread. Freedom of information is recognized in international law.
Article 19 of both the Universal Declaration on Human Rights and the International Covenant on
Civil and Political Rights provide that every person shall have the right to seek and impart
information. There is growing recognition that the right to seek information includes a right of
freedom of information”.

(Bjorkstrand & Mustonen, 2006:4)

During the last 12 years the right to FOI was recognized in a large number of countries, including
developed countries, through clear acceptance of this right with its inclusion in Laws. In 1990 only 13
countries had adopted national laws for free access to information, while today, together with the adopted
Law on Free Access to Information in Yemen, 96 countries in the world™ have adopted laws on free
access to information or appropriate legal and constitutional provisions with which this area is truly
regulated.

1.2 Free access in the Republic of Macedonia

The legislative in the Republic of Macedonia emphasizes the principles of legality and
transparency in the work of the public administration. According to article 9 from the Law on Organization
and Operation of the State Administrative Bodies, the governmental institutions are obliged to “inform the
public about its work in accordance with the Constitution and the law", and "exercise their competencies
established by law in accordance with the principles of legality, accountability, efficiency, economy,
transparency, equality and predictability” (article 3).

The Civil Servants Law of 2010, in Article 21 states: "A civil servant is obliged, in accordance
with the law, at the request of the citizens, to give information in order to enable them to exercise their
rights and interests, except for information referred to in Article 20*° of this Law*.

The Local Government Law of 2002, in Article 8 precisely enumerates the obligations of
municipal bodies, committees of councils and public services established by the municipality without
compensation to inform citizens of their work, as well as plans and programs that are of importance for the
development of the municipality.

139 The Right to Information: Good Law and Practice (Online: www.Right2INFO.org)

149 Article 20

(1) The civil servant is obliged to keep the public and classified information with the degree of protection
specified in accordance with the law in a manner and under conditions determined by law or other
regulation.

(2) The obligation to keep classified information with the degree of protection specified in accordance with
the law lasts up to three years after termination of service.
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At the same time, the municipality has the obligation to enable the citizens access to basic
information of the services it provides, in a manner and under conditions regulated by the statute.

Free access to information, the freedom of receiving and transferring information is guaranteed by
the Constitution of the Republic of Macedonia (article 16). To fully implement this constitutional provision,
the Parliament of the Republic of Macedonia in January 2006 adopted the Law on Free Access to Public
Information, which defines the procedures for the exercise of this right. Application of the law began on 1
September of the same year. The Law has undergone significant amendments at the beginning of 2010.
With the amendments, the biggest drawback of the Law on Free Access to Public Information in 2006,
regarding the arrangement of the institute "silence of the administration" was solved and fully complied
with the provisions of the Law on General Administrative Procedure. According to this amendment as long
as the holder of information does not respond in the stated deadline, or in the additional legal deadline, the
applicant has the right to appeal without legal deadline limitations. Also, in order to improve the law, an
additional obligation was introduced for the holders of information, according to which they need to
conduct the "harm test" when they refuse access to the requested information under the exemptions listed in
Article 6 of the Law. By conducting the harm test, the holders of information are obliged to estimate which
is larger — the harmful consequences that might occur by reveling the classified information or the public
interest.

The Law on Free Access to Public Information emphasizes the obligation of the institutions to
provide information with precise deadlines, ensuring transparency in the operation of the holders of
information, allowing individuals and legal entities to exercise their right of free access to public
information, and obliging the holders of information to provide information to the public.

According to the Law, “holders of information***”” are governmental institutions and other bodies
and institutions set by law, municipal bodies, the City of Skopje and the municipalities of the City of
Skopje, public institutions and services, public enterprises and natural persons and legal entities with public
authorities and activities of public interest set by law. "Public information" is information in any form that
was created by and is available to the holder of information.

In general, all information available to the holders of information is public. Access to them may be
refused in exceptional cases determined by law (Law on Protection of Personal Data, Law on Classified
Information*). Law on Free Access to Information of the Republic of Macedonia guarantees free access to
all domestic and foreign legal entities or natural persons. All institutions included in the Law are required to
have appointed officials for public information mediation (further in the text: officials) to whom the
citizens will turn to while exercising their right to access public information.

2.1 Implementation of the Law

As of September 1, 2012, exactly six years have passed since the beginning of the implementation
of the Law in the Republic of Macedonia. In this time the Commission for Protection of the Right to Free

141 At the moment the Republic of Macedonia has 1.247 holders of public information, placed in the
Commission’s list, for which there are precise records and which is constantly updated
142 Every classified information needs to be marked with a visible sign that indicates that the information is:
1. top secret;
2. highly classified;
3. classified,;
4. internal
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Access to Public Information (KOMSPI)**? had an important role in providing information to the
citizens regarding the rights they have in accordance with this Law, catalyzing its application with everyday
monitoring of the situation regarding the implementation of the Law, reacting on citizens appeals and
delivering regular annual reports regarding the application of the Law to the Parliament. What was
especially significant was the series of trainings conducted by the Commission aimed at educating officials.

In its latest report (Annual Report on the work of the Commission for Protection of the Right to
Free Access to Public Information, from January 1 to December 31, 2011), the Commission notes that this
new democratic right not only gets a stable position in the Republic of Macedonia, but speaking
comparatively with countries of the wider region and some European countries, it is in an enviable position.
Thus, it refers to research carried out by the relevant institute "Centre for Law and Democracy," according
to which Macedonia is in the high 14™ place on the world ranking list of states that have the most functional
Law on Free Access to Public Information, regardless that this democratic right was transformed into
legislation in a relatively recent period.

"The Republic of Macedonia has 108 of the maximum 150 points that are awarded on various
criteria, among which the most important are those related to the number of exceptions to the free access,
the monitoring mechanisms and awareness raising, or the promotion of the right of free access to public
information", emphasized in the Annual report of 2011.

Nevertheless, as the Commission noted in this report, the main problem for the application of the
idea "l have the right to know" is the not so small degree of ignorance, apathy and lack of understanding,
resulting in its slow acceptance, pointing out thereby the silence of the administration as the basis for filing
most complaints from citizens.

According to the records of the Commission in 2011, 70% of complaints (324 of a total of 409
complaints) were filed due to silence of the information holders, which leads to the conclusion that it is still
necessary to take a series of activities for raising awareness of public bodies, getting them used to providing
information and helping them realize that it is their duty to provide them.

2.2 Silence of the administration

One of the reasons for the silence of the administration and thus hindering the implementation of
the Law is the internal exchange of information within the institutions themselves. Namely, the officials
often encounter so-called internal resistance to receive the required information and deliver it to the
applicant. The complaints that were voiced by the officials during the trainings organized by the
Commission have confirmed this. In the period 2008 — 2009, the Commission for the Protection of Free
Access to Public Information and the Macedonian Institute for the Media in the framework of a joint
project organized a series of trainings for officials to free access to information. During these trainings it
was stated that one of the problems they faced was when the requested information is not within their
department or sector, it was more difficult to receive it from another department or sector. It also happened
that they were unable to receive or provide the requested information when the persons in charge might
have considered by their own subjective reasons that the information should not be shared with the
employees, and even less be given to the public, even if the information is not classified with the
appropriate level of secrecy in accordance with the Law on Classified Information and provisions arising
from it.

The results of research done in the period 2008 - 2010, which included 130 civil servants from the
Ministry of Education and Science, Ministry of Environment and Physical Planning and the Ministry of
Economy of the Republic of Macedonia also confirm this. The emphasis of the research was placed on the
internal exchange of information related to the activities and programs of the departments / sectors in
governmental institutions.

143 The Commission is independent in its operations and decision-making in accordance with the legal
responsibilities. The Commission is accountable for its activities to the Assembly of the Republic of
Macedonia, and submits annual reports for its work.
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According to the results: The majority of respondents are not or are only partially informed about
the work of other departments and divisions; they do not receive information about the work of other
departments and divisions on regular basis; almost all believe that they need to be more informed about the
work of other sectors and departments and that the (dis)information about the activities of other
sectors/departments affect their activities; most respondents say they are not sufficiently familiar with the
activities of the institution in which they work (Communication in Public Administration, 2012:148).

Obviously the employees, and therefore the officials, due to the lack of an internal system for
regular exchange of information, face difficulties to obtain the necessary information within the institution
in which they work. Among officials this is reflected on the timely submission of the requested information
to the citizens who have submitted a request on the basis of free access to public information.

2.3 “I have a right to know” in the battle against corruption

On the importance of free access to information the United Nations Secretary-General Ban Ki-
moon during the World Press Freedom Day in 2008 said: "When information flows freely, people are
equipped with the tools to take control of their lives”**. “Montinola and Jackman for instance, argue that
‘the freedom of information and association characteristic of democracies helps monitoring of public
officials, thereby limiting their opportunities for corrupt behavior’”, (Lindstedt & Naurin:2005:3).

In this regard, one of the main objectives of the Law on Free Access to Public Information is
increasing transparency of the public administration and reducing the corruption in a society. It is generally
known that corruption is based on secrecy. It takes place behind closed doors, away from the public eye.
Citizens and public institutions become corrupt when the public has no access to their work. If the work of
public institutions is offered to the public, then the chance for them to be corrupt is reduced.

Free access to information is a powerful tool in the fight against corruption and wrong conduct of
public authorities, because the citizens through free access actually control and evaluate the work of the
public bodies they fund. But it is not enough just passing a law on free access to information. It is also
necessary to implement it thoroughly and monitor its implementation. Along with the adoption of such a
law the full engagement of governmental and non-governmental institutions is necessary for raising
citizens' awareness of the possibility they receive by this law and their right to request information. At the
same time, it is necessary to raise the awareness of the public administration for their duty of accountability
to the citizens and timely provision of requested information, with the exception of those that are protected
under this or any other law.

There are many other factors that affect the level of free access to information, such as the level of
education of the population, the relationship between the government and the business community, but
above all the cultural and psychological environment in which it occurs and implements such a law. The
countries in transition which were stuck in a system of a traditionally closed administration and closed
government naturally have a much greater challenge in the development of this democratic right.

The example of the Republic of Macedonia is on the way of proving the claims that countries
which have adopted the law on free access to information and have greater transparency, have less
corruption.

Since the adoption of the Law in the Republic of Macedonia, the country has ascended on
Transparency International Corruption Perception Index. According to the corruption index of
Transparency International, in 2005 Macedonia was on the 103rd place. In 2009 and 2010, three to four
years ago after the implementation of the Law, there has been a significantl improvement of the situation:
in 2009, the Republic of Macedonia has climbed on the 71 place, in 2010, it climbed on the 62" place. In
2011 the country shared the 69™ place on the Transparency International Corruption Perception Index

which surveyed 183 countries worldwide'*.

14% http://ww.un.org/apps/news/story.asp?Newsl D=26553&Cr=press
> Online: http://cpi.transparency.org/cpi2011/results/#CountryResults
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2.3.1 Application of the new democratic right

The number of applications submitted by citizens can be taken as a kind of an indicator of the
acceptance of the right to be informed, i.e. of the rising awareness of their right to seek information. Based
on an analysis of the 2011 Annual Report of the Commission for Protection of the Right to Free Access to
Public Information, it can be concluded that the situation in the Republic of Macedonia in 2011 is much
better than in 2006 when implementation of the Law began. Namely, the record number of 3.496 requests
submitted in 2011 indicates that applicants used the new democratic right to a much greater extent than
ever before. By comparison, the number of requests in 2006 was 513. In 2007 there were 1.476 requests. In
2008, 1.876 applications were filed; in 2009 their number was 2106. In 2010, the number of requests was
2.379.

In 2011 from the total number of requests, there were 1.728 requests that were filed to the
governmental institutions regarding all areas of their operations. In addition, 212 complaints were filed
against the governmental institutions and 124 complaints against political parties. This represents a move
towards breaking taboos for the inviolability of governmental institutions and political parties, and of
course overcoming of the psychological fear of going into the “privacy" of "government authority" and
appropriate repercussions because of the persistence to receive certain information and demand
accountability.

Moreover, the role of the Commission in order to support the right of the citizens who request
public information is very important. Thus, in the six years since the implementation of the Law 2.320
complaints have been submitted due to disabling of access to public information and the Commission has
positively responded to 1.591 appeals, i.e. it has obligated the holders to allow access to the requested
public documents. In 2011, 409 complaints were filed to the Commission, which is a significantly reduced
number compared to the previous year when 540 complaints were filed. According to the statement in the
Commission’s Annual Report for 2011, "this is satisfactory data, because in the year when the number of
requests for free access to information has increased (according to data from the annual reports of the
information holders - total 3.496), the number of complaints has decreased, which means that holders of
information are slowly but surely realizing the seriousness of the law and are opening to applicants"
(Annual Report 2011:6)

As the number of requests increases, so does the number of received answers. Thus, in 2011 the
officials have positively responded to 3.283 requests, while the access to 172 requests has been denied
according to the exemptions included in the Law, or according to other regulations.

2006 2007 2008 2009 2010 2011
Submitted 513 1476 1876 2106 2379 3496

requests
Answered 482 1330 1765 1890 2208 3283

requests

Table 1: Comparative view since the initial application of the law (source: Annual Report on the
work of the Commission for Protection of the Right to Free Access to Public Information, from January 1
to December 31, 2011)

But despite all these information, the following data indicates the need for greater affirmation of
the law and raising awareness about the possibilities it offers and for the acceptance of the idea "I have a
right to know." Namely, according to the Report of the Commission, the highest percentage of applicants,
i.e. complainers, are citizens' associations and foundations. In 2011, 70% of the requests come from non-
governmental organizations and associations.

Citizens participate as requestors in 30% of submitted cases. Furthermore, the total numbers of
complaints, 98 were submitted by individuals, and the remaining 311 from citizens' associations and
foundations.
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"These figures confirm that in this reporting period complaints submitted by citizens' associations
and foundations dominate in comparison to individuals, who do not yet use this right that is ensured by the
law and the Constitution" (Annual Report 2011: 9).

The free access to information in order to prevent corruption could not survive on its own and
develop in its implementation, unless all of the society’s stakeholders actively engage in its affirmation. In
affirming the right of citizens to request and access information, the media can and should play a significant
role. However, before that they need to use the benefits provided by this law themselves. So far, in the
Republic of Macedonia the Law on Free Access to Information of Public Character is still not widely
applied by journalists.

In April 2012 there was a panel debate organized by the Center for Civil Communications'*® on
which it was concluded that a very small number of journalists within their profession obtain information
exercising the Law on free access. Even fewer are informed of the opportunities offered by the law. As
noted in the panel debate, their role and their participation in the consumption of the access to information
is extremely important particularly given the extensive experience of the journalists in Bulgaria, who have
managed to reveal a series of corruption scandals in the country through these instruments, among others
the misuse of money from European funds.

CONCLUSIONS.

The contemporary democratic pillars emphasize that the individuals are prepared to effectively
participate in decision making and evaluating the work of their governments. The level of participation
depends on the level of access to different information, which is owned by governmental and public
institutions. The legal grounds for free access to information enables active participation of the citizens.
However, their implementation and the level of participation depends on the competence of the resources,
the dynamic of the civil society, the activities of non-government organization that ensure transparency, the
level of professional investigative journalism, as well as the capacity of the citizens to use the benefits of
the Law.

The legal basis for free access to public information in the Republic of Macedonia has been well
placed. The government has articulated its commitment for transparency and combat against corruption, all
in order to achieve the EU criteria, among which the criteria for good governance and an open government.
Although the corruption is still not on a satisfactory level, yet the Law has influenced its reduction.

In order to ensure a more successful application of the Law in the following period it is necessary
to concentrate on:

- Educating citizens through the mass media regarding their "I have Right to Know";

- Educating the journalists to ensure greater participation from them in the application of the

access to information, especially in the area of investigative journalism;

- Establishing a system for exchange of information within the institutions in order to ensure that

the officials receive the requested information in a timely manner, and provide it to the requestors.
All of this will strengthen the implementation of the Law, as one of the mechanisms that ensures removal
of comfortable positions behind closed doors and with its constant presence is a powerful tool in the fight
against corruption and misconduct of governments and public authorities.
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Abstract:

The transition process in Albania has revealed a number of problems, one of which is corruption. By
signing the Stabilization-Association Agreement between Albania and European Union, this sharpened and
emerged the problems of Albanian society. Obviously the fighting of corruption was one of the fundamental
conditions that Albania had to implement to achieve its aspirations for membership in EU. Stemming from
this, we decided to analyze this issue in order to provide a clearer picture of the phenomenon and we
thought to analyze it in 4 different aspects. Firstly, we will present an overview of the phenomenon of
corruption by making a general conspectus of it. Secondly, we will handle corruption by looking how has it
changed throughout the Albanian history, divided into different stages. Then we will write a detailed
analysis of specific types of corruption offences acording to the current legislation of Albania. Finally, we
are going to treat corruption acording to the internation framework in order to give the relevant
conclusions.

Keywords: corruption, economic crime, transparency, money laundering.

JEL Classification: K19.

1. General conceptualizations about corruption.

The word corruptions come from the word “corrumpere”, which means damage, destroy, ruin,
falsify and give or take bribes. Based on the Albanian literature, to bribe means to brake the law, making
other people act against the rules of their position/job, by offering them different types of rewards like
money, favours etc.If we deeper in the history of our society, we will realize that corruption has always
been an unseparate part of it, during all the times, regardless the different ways which has appeared. There
have been many talks about corruption since the period of Antiquity, with the great philosopher such as
Aristotel, or even before if we refer to the Old Empire of Syria. Nevertheless even though corruption was
obvious and active there has not been a clear definition at that time which would be accepted by all. It is
easily understandable that corruption is a deviant behavior, that just to archieve what it wants its “willing”
to go against the right, logical and reasonable way of behavior. Corruption itself strikes in the heart of the
economy, by disrupting the decision making and by results the performance of the economy itself would be
lowerd. The most disturbing part is shown at the public sector where there is a high level of indifference,
which allows bigger opportunities for corruption to take place.
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This is seen clearly at public investment sector where predetermined government procurement (or
also known as public tenders) is won from companies which have close relationship with the people that
work in the government.

Corruption should also be analyzed in different points of view, as a legal process and also as a
social process.

@  Asasocial process should be analyzed as an unmoral and deviant behavior.

@ Asalegal process it should be analyzed juristically, as a violation of laws.

Since we are more interested on how corruption is analyzed on a juristical scale, we will be
focusing on the legal process rather then the social process.

From the juristical process corruption is prestended as: “search, offer, giving or taking favours,
money, advantages, etc in a direct way or throught other people, which would have a bad influence or
scramble a behavior or interferes in the decision making of the person whom is being bribed, which would
result to unfair benefits”**’.

There is not any clear messauring unit for corruption since it is an illegal act, so of course at the
same time when it occurse it is done in a hiden way. What we could measure about corruption is the
perception about it, which could be different or totally opposite from the medias and press perception.
Media and press tend to show a different reality based on their own interest, since mass media itself it’s a
bussines.

Corruption is widespread phenomenon and it is infiltrated deep in the legal system, no matter how
much developed that legal system is. The fact that corruption exist in every part of our life makes it as
much dangerous as acceptable by the society. Due to the fact that if in a society where corruption, favours
and connections are the only way to get along and benefit from the “weaker” ones, as a result makes a
general scrambled view of the culture and people don’t get bother by corruption no more. On the opposite
they start to “feed” it and support it rather then fight it.

A good example for this case would be Albania. Based on different report from different
international organizations, Albania has a high level of corruption, not only on the public system but on the
private one also. It is becoming very normal that to benefit from a public service which you pay taxes for,
people have to bribe someone. This factor can be seen cristal clear in Albania in the helth service, a very
important service, but also a very corrupted service. There has been many occasions where because of the
doctors neglicence the patients have died. These mostly happened due to the neglicence of the doctors
toward these patients, since they can not afford to pay the doctor himself/herself for the service that he/she
sweared an oath he/she would do. But the doctors are not satisfied with the salaries so they try to rip of the
people in need.

We can try to separate corruption in two different parts. In the first part we include corruption on a
low level, which makes it less disturbing from its size, but of course very disturbing as an element of the
society. These kinds of corruptions are usually used by the low and normal economy class, which do not
have enough money to pay. On the other hand in the second part we include corruption of a high level,
which is more disturbing from its size and also more disturbing as an element of the society. In this kind of
corruption we include politicians, judges, prosecutors, etc.

This kind of corruption in these kinds of levels is very disturbing as a phenomen and as the size of
corruption itself, since it clearly affect the civilian’s way of life. To do a better description of corruption of
course we have to make an analyze of the way that it followed through the years.

2. Corruption in a historical contest

As we mentioned before corruption has always existed in every society and in every system. First

datas date back to the XIII century BC in the Old Empire of Syria were you can find data about how they

used to bribe the servants!*.

147 Konventa Civile pér Korrupsionin, neni 2.
148 Masa pér té ndaluar korrupsionin né Bashkimin Europian,Mars 1998.
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To go even further in the Ancient Greece, corruption was discussed and analyzed by the great

philosopher Aristotel, whom insipired many other philosopher and scholars to discuss about it, but as a
legal document corruption has been discussed in the Code of Hamurab in the XVI11 century BC.
Albania has always used moral values and treadition as a way of life where some of them were written and
some of them were not. There are few written books about the traditions and the way of life which at the
time were considered laws. These books were called “Kanun™ and corruption was analyzed there also. Each
kanun had its own charachteristics and would analyze corruption in different ways, based on the society’s
way of thinking. Kanun of Leke Dukagjini would include many corruptive behaviors starting from the
priest, the assets of the church, which were normal at the time and also the offenses commited by the state
officers and the Sultan himself**°. In different periods of time the Principality of Dukagjin had deal and
allieances with the Ottoman Empire, also cause of the rivalities with Gjergj Kastriot Skenderbeg. Leka
defined corrupton as the action or non-action that contradict the law and and consists in getting rewards or
gifts, for the favorization of one side toward another one.

Another Kanun which is worth mentioning about corruption is the Kanun of Skenderbeg, which

was used in a lot of places. The main figure about corruption in this Kanun is again the priest, whom could
use the assets of the church, the livestock, etc for his own profit without asking the permition of the bishop.
Also the priest can not sell nor gift these assets of the church**®.
To continue even further in analyzing the written facts, we will talk about the Statutes of Albanian cities in
the XV century, where we mention the Statutes of Shkodra which were a representation of city-states of
Italy. Also there is the Statutes of Durres and later the Statutes of Drishtin in 1468. Statues were organized
in a perfect way and would include a series of offenses, based on the object that was discussed about. The
Statutes of Shkodra would include corruption cases of judges, where they would be fined and also loose the
rights to practice their proffesions®™".

With the arrivel of the Ottoman Empire in the XIV century in Albania, the ottoman laws, which
would include mostly Sharia laws, started to be practiced in Albania as well. Sharia Laws were used at the
same time with Kanun Laws also. In 1858 the Ottoman penal code came in power and was used even after
the declaration of the idependence of Albania®®.

The Penal Code of the year 1928 which was compiled by King Zog could be called the first
Albanian Genuine Legislation, which was based mostly in the French and Italian penal code. In this penal
code was used the term “mite” and not the term corruption which is being used today. Also the offenses
were grouped in different categories based on their types. From the objective side mites’s offenses of the
public officers were used in two different ways: by accepting bribe for himself (at the time was called
darovi), by accepting bribe for someone else. Mostly the subjects of this kind of corruption ware public
officers, judges and porsecuters when they were exercising their proffesion. The given sentences for these
offenses would vary from a fine till jail time, including temoparary suspension of the right to exercise the
proffesion.

With the regime changes it came in power a new penal code, the one of the year 1952. This penal
code would describe corruption in its third chapter and it would refer to it with the name “Mita”. From the
objective side this offense could be commited in all kind of form (direct or indirect form). Mita could be
accepted or taken before or after of the offense or even taking it and not commiting the offense was against
the law. This differ from the current penal code where accepting gifts after performing the demanded action
(or not performing it) it is not a cause for an offense, since it is not against the law, as long as you may
follow the other restrictions decided by law from the V.K.M about gifts. Also this penal code would predict
a lot of aggravating circumstances such as the repeat of the offense from the person who has a position.

149 Kanuni i Leké Dukagjinit.

%0 Kanuni | Skéndérbeut.

YIElezi.l.,Elezi. E., “Historia e sé Drejtés Penale”, Bot. SHBLU.Tirané 2010.

152 igja penale otomane, Pérkthyer nga Kacimbra. Dh., Tasi.K, botim i Ministrisé s& Drejtésisé, Tirane
1924.

5% Kodi Penal i Republikés s& Shqipérisé, i vitit 1928.
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In the penal code of the year 1977, the term corruption was not recognized yet; it was used still the
term “Mite”. The interaction and exchange of material goods through bribery was the main form which
corruption was manifested™*. Based on this penal code not every gift would be considered mite (bribery),
but in every case of mite had a material gainings. If someone would gain different material staffs he would
not be accused of corruption but instead for dereliction of duty. Also the penal code would notice that the
dereliction of duty would start a the moment the person would accept the “mite”, no matter if he actually
did or did not do what it was asked from him/her. Even though this penal code and the previous code are
different in most of their parts, there are similarities also. For example both of these penal codes would
predict that as soon as the bribery was accepted it was not important if you would fulfill what you were
bribed to do or not. Just accepting it would make an offense and the person who would accept it would be
penalized. But in the second code these person would not be charged only for corruption but he/she would
have to answer also the charges for dereliction of duty.

In the next chapter we will analyze the penal code of 1995 which is still being used even today.

3. CURRENT LEGAL FRAMEWORK FOR CORRUPTION

If compare our legislation with the International legislation based on the criminal convention about
corruption™, a lot of changes were made to the penal code to archieve the necessary standards. EU has
paid a lot of attention to the penal code about corruption since Albania has a high level of corruption.
Currently in order to fight corruption more a new law is being voted which would deprive the members of
parlament from their immunity. This will be a big change since the members of the parlament can not be
investigated unless they give up their immunity. Also important steps were made in the long term strategies
which define the tactics and different institutions that would help against the war toward corruption. We
could refer to “Udhezuesi Praktik Kunder Korrupsionit” (Practical Gude Against Corruption) a project of
Transperency International™®, which is the most specialized and most trusted organization about corruption.
This project was first made for the war of corruption in Kosovo, but Albania can refer to it since it gives a
clear definition about corruption and at the same time the problems and tactics toward corruption are very
similar for both countries. Futhermore Albania is part of many international projects like the one for the
Southeastern Europe (PACO), also part of SPAI (Stability Pact Anti-Corruption Initiative).

To be even more specific on our analysis we should refer and analyze the current Penal Code
being used in Albania. In the year 2004 numerous changes were made by anticipating 11 disposition about
corruption, which were devided in different sections which are:

Acrticle 164/a — Active corruption in the private sector

Article 164/b — Passive corruption in the private sector

Acrticle 244 — Active corruption of persons exercising public functions

Article 244/1 — The exercising of unlawful influence on public officials

Article 255 — Hindering and violating the secrecy of correspondence

Acrticle 259 — Passive corruption by public officials

Article 260 — Passive corruption by High State Officials or local elected officials
Article 312 — Active corruption of the witness, expert or translator

Acrticle 319 — Active corruption of the judge, prosecutor and of other justice officials
Article 319/a — The passive corruption of the judges, prosecutors and other officials of the justice
bodies/ system

Avrticle 328 — Remuneration and promises™’

For the above dispositions active corruption is defined as “The promise, poposition, giving
directly or indirectly of any irregular benefit, for yourself or other people,...., to perform an act or the
failure of performing an act which goes against which goes in violation with its function, or our
occupation/job.”

>4 prof, Dr. Elezi.l.”E Drejta Penale e R.P.S.SH.” q.256, Tirané 1989.

155 Konventa Penale pér Korrupsionin ratifikuar me ligjin Nr.8778, dt. 26.04.2001.
156 ydhézues Praktik Kundér Korrupsionit, Transparency International, dhjetor 2010.
7 Kodi Penal | R.SH.,i vitit 1995 me ndryshimet pérkatése.
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It is not necessary that all of these actions should be committed to be porsecuted and charged. It is
only necessary to commit one of these actions for the offense to be porsecuted
On the other hand passive corruption is defined as: “ Searching or receiving in a direct or indirect way, of
any irregulat benefit for him/herself or for any other person, or the acceptance of an offer or promise that
comes from improper benefit, ....... , to perform or not to perform something that goes in violation with our
job or function.”

As we mentioned before the performance of only one of the action would be enough to be charged
for corruption and be considered a criminal offense. Also it is not necessary to come at the consequences,
for the offense to be done, since these dispositions are based only on criminal offenses and irrgeullar
behaviors of the specific subjects, no matter if the action/offense achivese its results or not.Even though
these is of highly significance in the context of criminal policy at the time the sentence will be taken.

Regarding the element of irregular or unlegal benefits, there is not yet a definition about what does
it include, neither by the gained object or reward nor from the subject whom benefits from it. On the other
hand in the legislation has been clearly defined that public administratiob enpoyee shall not seek or receive
any kind of favor nor gift, for himself or anyone close to him/her, which would be as a result of performing
or not perfoming a specific action and going as far as to determine what a public administration employee
should do when they are confronted with such situations**®®. However there is also a space in the legislation
where gifts are included and the employee is not obligated to declare those, but the gift must not pass the
value of 1000 Lek and the employee is not obligated to declare those'*. Yet gifts must not be expressed in
currency, since this would be a criminal offense.

The subject to the Article 245/1, summarized active and passive corruption, and especially a
particular thing for the person who promises or ensures, that will have an impact or influence in decision
making or performance of the duty of those whom exercise public functions (may them be Albanian
citizens or foreign citizens), despite if the promised or ensured task is fulfilled or not.

The above disposition represents an innovation not only for the object which is considered a
criminal act, but also in terms of its subjects.

Article 164/a and article 164/b refers to the situations where these offenses are caused in the
private sector and consequently its subjects will be individuals in these private trade companies or simple
trade units. In both of these dispositions the main subject will be the person who exercises managerial or
leading functions in the commercial companies, or any function in the private sector, which would allow
him/her to perform or not to perform an offense in violation with his duty function. Exactly the
performance or non—performance of an offense wich goes in violation of the duty, defines the separation
between these to article with the other articles.

Pricisely the performance or non- performance of offense in violation with the decision making
and function of the duty, is what makes the difference between this two articles and the rest of them, since
here the attention is at the private sector and there is no defining whether the subject works in private or
public sector, which would leave some open space for people who are public functionaries being accused
for the same offense also. Even though the subject may be a public functionary, in such a case, he would
respond under Article 164/a or 164/b.

Another category of subjects are included in the articles 259, 260 and article 319/a. These articles
are about state employees whome are closely linked to their function or job position. Article 259 has as a
subject the person who performs public functions. Given that this term was very subjective and closely
linked to the system of government of different countries, the penal convention of corruption did not came
out with a definition which would define this term, leaving space to the countries themselves to define it.
Another convention came in, which made a clear definition of the public employee.

198 | igji Nr.9131” Pér rregullat e etikés né administratén publike”
9 V.K.M,,Nr. 714, dt. 22.10.2004.
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This convention would define it as: “Any person who holds a legislative, executive, or judicial
position, whether he/she is appointed, elected, permanent or temporary, paid or unpaid, despite the length
of the persons position, any other person who exercises a public function, including a public agency or
public enterprises, or whom performs a public service, any other person defined as public servant, or
exercises public functions or provides public services as it is defined by the domestic law”*®°.

Regarding the subjects of the Article 260 of the penal code, elected local officials includes
chairman of city hall and municipalities as well as the representative council meber whom are elected only
by the people, or society. The rest of this article includes the high officials of the state, for which there isno
clear definition nor limit of how far down goes the rank of a high state official employee.

However if we analyze and refer to the judicial practice we can create a kind of categorization. In
the first row we include the highest state dignitaries like the President, members of the Council of Ministers,
the President of the Assembly, main secretaries together with the chairmen of the cabinets, chairmen of the
main institution and parliamentarians. Another category includes the central leaders appointed from the
civil service and their general secretaries. On the other hand the lower limit could decrease even more if we
look the position or function that had the person who have been accused and commited the offense, relating
this with the adoption of the new changes in the law, who may create or change even other institutions with
main traits. Such may be the head chairmen of ALUIZM, an institution which was estabilished by a special
law and that has a great interest and value on the area which it covers.

The subjects of the article 319/a are somehow more limited, since the justice system has well been
defied when we talk about the prosecutors and judges. While other employees in the justice system could
be also judges and porsecutors secretaries and chancellors. The other subjects of corruption could be
general subjects like any citizen.

A foundamental importance in the fight agains corruption is the ILDKP — Inspektoriati i Lart® i
Deklarimit dhe Kontrollit t° Pasurive (High Inspectorate of Declaration and Audit of Assets), which serves
as an overview of the high officials assets, by making it harder to benefit and enjoy the properties gained
ilegaly. But exactly because of the special position of some subjects, this makes it harder to be persecuted
and this has a direct influence on the level of corruption on this subjects.

3.1. Imunity as an obstacle on the war against corruption.

One of the basic principles of the Consitution of the Republic of Albania is the principle of
equality; according to it every citizen is equal before the law'®. But this is not absolutely trues since the
Constitution and the Code of Criminal Procedure set out a number of constraints or limits, which bind the
accusation to take approval from higher organisms of the state, before starting to persecute a high figure of
the state or a judge, whom have immunity from the penal procces. The immunity of judges in the Supreme
Court is same with the one that a parliamentarian has. They can not be persecuted without the approval of
the assembly, unless they are caught with strong facts, which is this case the Constitutional Court would be
notified and make a statement in 24 hours for the arrest. For the judges of the Court of Appeal they may be
porsecuted only with the prior approval of the High Council of Justice.

The same situation is represtend for the subjects of the Article 260, as we already mentioned
includes high officials of the state and parliamentarian. Article 73 of the Consitution of Albania notices that:
“A deputy may not be criminally prosecuted without the authorization of the Assembly. Authorization is
also required when he is to be arrested. A deputy may be detained or arrested without authorization when
he is apprehended during or immediately after the commission of a serious crime. In these cases, the
General Prosecutor immediately notifies the Assembly, which, when it determines that the proceeding is
misplaced, decides to lift the measure. For issues contemplated in paragraphs 2 and 3, the Assembly
decides by secret vote™*®,

160 Konventa e Kombeve té Bashkuara, ratifikuar me ligjin Nr.9492, dt.13.3.2006
181 prof. Omari Luan,Prof.Dr.Anastasi Aurela, E drejta kushtetuese, fq.70,ABC, Tirané 2010.
102 prof.Omari Luan,Prof.Dr.Anastasi Aurela, E drejta kushtetuese, fq.228,ABC, Tirané 2010.
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As we can see the porsecution of a subject who has immunity becomes quite difficult, especially in
the cases where the political will infiltrates the justice system and makes the case to to be porsecuted with
objectivity by violating the standard of justice.

These are no the only subjects who benefit from immunity, since the constitution has allowed for
many other high state subject to benefit from this privilege. Therefore it is considered necessary that even if
the immunity would not be withdrown at all during the penal procces, at least must be limited to a group of
subjects as deputies and judges, especially judges. This probably would decrease the corruption in the
justice system since if we remove their immunity it would be easy to porsecute them as subjects of
corruption. Except the immunity problem, the judicial practices has noticed another problem as the
competition of offenses.

3.2 The competition of corruption with other offenses.

The dispositions of corruptions often compete with other cases where the person has been accuses
other types of offenses. The most tipical case is the passive corruption of public officials in relation to the
misuse of office. There are a lot of different opinions regarding the competition of these 2 offenses, some of
these opinion do not even accept the existence of this competition. This is due to the fact that the main
arguemt is the the misuse of office is the main accuse and corruption is included in this accuse. Therefore it
is not seen as necessary for the subject to be accused for both of these offenses. Another opinion which we
are also included, is that the competition between these 2 offenses does exist.

This is due to the fact that these 2 offenses are independent from each other and at the moment that
the person has been accused for both of these offenses should be porsecuted for both of them. There is no
reason for the subject to be porsecuted for only one of the offenses. To analyze it even better we refer to the
Article 259 of the penal code. We refer to the part were it mentions that: “Soliciting or taking, directly or
indirectly, by a person who exercises public functions, of any irregular benefit or of any such promise for
himself or for a third person, or accepting an offer or promise deriving from an irregular benefit, in order
to act or not act in the exercise of his duty, is punished with a prison term of two to eight years and a with
fine from 500,000 to three million Leke.” In here it doesn not necessarily require that the action be against
the law, but just that the action be within the powers and duties of the public oficial. Of course the public
oficial will refer to the law in orden to fullfill to its maximum his duty. For as long as theere will be
elements of misuse of duty there will be corruption offenses that will compete with it.

The same problems exist also for the corruption of the tendering process, where the state oficial
pulls some strings for the interests of a company, where the state oficial benefits also. This is a case of
pasive corruption. We think that it is necessary in this cases also to be accused for pasive corruption and for
misuse of duty also since these are 2 separate accusations.

4. International legal framework about corruption.

Corruption is not a problem that occurs only in Albania, but it is a international disturbing
phenomen. So the war against corruption has been substantially intensified during the recent years, by
allowing the creation of different instruments. We can mention here the Criminal Convention on
Corruption of the year 1999 in Strasbourg and ratified by Albania in 2001. In this convention it is
determined and aimed the international cooperation as the most effective tool against corruption. Its biggest
priority deals with the protection of society from this phenomen by strengthening the porsecution against
corruption as a common politic for all countries.

Also the convention includes the necessary measures that have to be taken every signed member
of the Council of Europe or even other countries who have not signed yet, since this convention is opened
to all the countries who wished to sign it. The convention doesn not provide a definition for the public
individuals, since the countries who sign it have to come out with a definition which would be applied best
at their system. In the framework of the Criminal Convention on Corruption and of the Council of Europe
has been created a organization named GRECO (The Group of States Agains Corruption) which main role
is to monitor the war against corruption and also the implementation of the international instruments that
contribute to this war.
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Another international instrument is the Civil Convention on Corruption established by the Council
of Europe in the same year with the Criminal Convention on Corruption (1999, Strasburg). Due to the fact
that it is a civil convention, its priority is in solving financial problems arising as a result of corruptive
actions, which does not include only individuals corruption but also companies and institutions ones.

According to this convention, states must take the necessary measure to give more importance to
the subjects who have suffered, or have been damaged as a consequence of corruption, by compensating
them as much as possible of these individuals, companies or institutions'®. This of course would be
possible if you would fulfill the necessary conditions appointed in the convention as well. Even here a very
important postions has the cooperation between countries as the best way to add and raise professionalism.

This conventions different from other conventions provides a clear definition about corruption.
Another important instrument on the war against corruption is United Nations Convention against
Corruption, which was approved in 2003 and adapted in Albania in 2006. This convention also provides a
definition of what could be called public person, but also does not limit this definition and gives some
space to the countries themselves to make a more acceptable definition for their system, if it would be
possible. In the terms of international cooperation the convention provides a series of elements such as
extradition, transfer of sentenced persons, transfer of procedures, joined investigative commissions and
mutual legal assistance.

It is important to mention here the Resolution (97) 24 wich says: “20 Principles of the War against
Corruption” and Recommendation R (2000) 10 “Code of Conduct of Public Officials”, because they have
given a valuable contribution in the putting in practice the above conventions.

Conclusions.

After we went through a general summary on corruption as a phenomenon and after we analyzed
the specific dispositions which are provided by the currently used penal code, of course also by keeping in
mind the limitations of our paper we came to thsese conclusions.

The perception of corruption in Albania in recent years has increased significantly, translated this
into a poor legal performance, also with different gaps in the legislation system as a theory and as a practice
also. We might say that the failure in the practice of the legislation is way more chatastrophic.

Also another concerning problematic situation is the one that has plagued our lawmakers, which
try to show that they have a lot of cooperation with the international countries and create and promise laws
to fast and unsitable for the situation of Albania at the moment. As it is known Albanian politicians are
limitied by the adoption of conventions on law, or adaption of laws that are served from other countries,
where the reality is quite different and it does not adapt to the situation of Albania. So the politicians must
be careful in the adaption of the foreign legislation and the the war against corruption toward high official
states in Albania, whiche have never been sentenced guilty and so making their employees to do the same
as them.

There should be a clear diagnosis about which subjects will be included as a public functionary
and in the same way to provide with a clear definition of what the term employee in the justice system
means, since it has been abused a lot with these two very important terms. This will require a strong will to
fight and actually win the war against corruption which Albania suffers so much from.
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Abstract:

The electronic marketing In recent years is being applied more and more in the production sector in
Kosova market. This has come as a result of low expenses, and the use of information technology by the
population. Promoting products through E-marketing in manufacturing companies, in this case those of
drinks in the market of Kosova is considered as a very convenient and a quick form to get to the customer.
This research will bring different ways of promotion through E-marketing, which are being applied by
manufacturing companies, particularly those producing drinks in the market of Kosova.
What are the costs required by the application of these promotional form? How much do companies
applying E-marketing save from their budget? How much do companies benefit during the application of
E-marketing ? etc are some of the questions in this research. Case study in this research will be the
company producing drinks in Kosova "BIBITA" which applies E-marketing in all its promotional
campaigns. The purpose of this research is the sensibilization of manufacturing companies on the
opportunities offered by E-marketing to promote their products. This scientific paper applies quantitative
and qualitative methods of research. These two methods serve us to analyze the facts related to the
promotion of drinks in the Kosova market via E-Marekting. Resulting recommendations in this research
relate to the concrete and advanced and advanced E-marketing forms to manufacturing companies.
How necessary is the application of E-marketing, which are opportunities for companies to save their
budget, how are new consumers won through E-marketing etc, all those will be shown on this research
associated with case studies.

Key words: E-Marketing, market, products, company, internet

JEL Classification: M31.
Introduction.

In modern conditions of business development, which is increasingly moving towards globalization has
increased the importance of location factor in the world of Internet as well as advertising products and services
through various websites and it has increased the importance of electronic marketing in general. E-Marketing is
a form of execution of marketing activities through intensive application of information and communication
technology (Internet technology).

These two technologies are used in the performance of all marketing functions: - information about the -
market research- market policy development of the product and service - sales policy. Information about the

market is a function of marketing which aims to provide an overall picture about the market movements. Today
the Internet offers a very fast and efficient way of collecting relevant information in the field of marketing.
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While marketing as a very attractive area, in contemporary conditions of business development has
reached the peak of its global business success, we can say that in Kosova it has only made the first steps to
develop in a professional manner, even if such a thing is still missing. This is because the professionalism does
not come by itself, but it must be reached through work and experience. At this time, with a very tough
competitive space, the most critical or crucial function to cope with the market and this competition is the
development and advancement of professional marketing. One of the most prominent authors in the field of
marketing, Chaffey (2007), defined internet marketing as "the application of digital technologies which form the
network channels (web, mail, database, and maobile / wireless & digital TV) to contribute to marketing activities
aimed at profitable attracting and maintaining of customer. P.R. Smith (2003) stated that online marketing "is
simply marketing on the internet — being close to customers by establishing connections with them, keeping
them happy and satisfied in the network. E-marketing includes dynamic dialogues, continuous feedback and a
range of new tools". All authors, with the same or different words, agree that network advertising builds on
digital technology (named as electronic technology, the Internet or information technology).

APPLICATION OF E-MARKETING AND ITS IMPACT ON THE MARKETS

Internet and computer technologies have not only distorted market signals, but also have changed the
significance of key traditional business factors. The Internet offers new marketing opportunities, changing
the interconnection and interaction between marketing functions, adding new marketing tools, new
instruments, and so on. In this way, involvement in electronic commerce because of these changes, has
relatively become easier. The Internet has enabled the reconfiguration of existing industries which have
been closely associated with high communication costs, high costs for gathering information, and high
transaction costs. Finally, the Internet has created a new trading place, the virtual place where in business as
a whole exists parallel traditional market and fulfills the needs of the same customers in general.

Pjesa e D ]
l Pjesae Tregut _, Pjesae

fregutnd té Pérzier i Tregut né

Internet Tradicional

Part of the internet market Part of the mix market ( online-offline)  Part of the tradicional market
Table 1.0 the impact of E-marketing (internet) on the market.

During the last ten years the importance of the Internet has grown significantly, becoming more
than a significant business opportunity — it is an inalienable technology. The success of the first-movers in
electronic business, such as Yahoo!, Galileo CRS (www.galileo.com), Amazon.com, eBay.com,
Google.com and others, has completely changed traditional way of doing business.

These companies became the market leader for a short time by selling products and / or virtual
services, acting as sale intermediary, selling advertising space on the Internet, offering "everything for free",
being a place in which others can carry out their activities and many other actions; most of their activities
had nothing in common with the traditional market activities.

Key factor in electronic markets is the distribution which links their order and consumption.
Therefore, factors such as the place in which the company is established (that means the server), and the
place where the product is stored are not important. Is the information, which is at the forefront and "meets"
the needs and desires of consumers.
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Moreover, changing the meaning of concepts such as "Internet site", has affected the meaning of
other concepts such as product planning, distribution planning, capacity planning, and others. This change
has increased the freedom of doing business and planning activities of the companies, without adversely
affecting customer satisfaction. From a business standpoint, the concept of competition has changed as an
electronic company is competing all other companies, whether electronic or traditional all over the world.

The Internet has enabled and facilitated the penetration and movement of companies across
different types of markets. Thus, growth and their market segments vary relatively easily and relatively
quickly.

Because Internet technologies, the dynamic change in both traditional and electronic market is
very high. As we can see on the picture presented, in order to maintain their stability, companies began to
move in expanding the existing market segments (eg Google Inc. expanded itself on the internet by buying
Youtube.com), and also moving towards traditional market segments (eg Google Inc. was introduced in
traditional market by presenting mobile phones "Android Mobile"). In this way, both traditional and
electronics companies began to move toward the two types of markets, being traditional -electronics traders.

Because of the Internet, now the competition is global, so the risk of being (suddenly) non
competitive is very high. Only a few large companies manage electronic market, but this is not a signal for
a long survival if these companies do not change their business model alongside changing customer
requirements, thus shaping success. Thus, the configuration always has two aspects: 1) the expansion of
market segments in the type of the existing market, whether electronic or traditional, and 2) the movement
and strengthening to a particular position in the new market, whether electronic or tradicional. Nowadays
successful companies move in both directions.

Even in the Republic of Kosova impact of E-Marketing is quite large in manufacturing companies.
Most of them are already oriented towards online advertising, always considering the speed of information
transmission, fast communication and in long distances, as well as lower costs that are available to these
companies through E-marketing.

APPLICATION OF E-MARKETING BY THE COMPANY "BIBITAGROUP"

By the research conducted in companies manufacturing drinks in Kosova it shows that more than 70
percent of them do apply Electronic Marketing, on the other hand they try to avoid the large ely traditional
marketing.

As a case study in this research is taken the company manufacturing drinks Bibita (Bibita bita
Group), and is considered as one of the most serious and most competitive companies in the Kosovo
market. The market potential for Bibita Group activity is approximately 2 million customers, while this unit
transformed in littres amounts up to 800 million liters.

Actual participation of drinks by Bibita company is 0.5%.

Around the market, 5%, is distributed in hypermarkets, supermarkets, warehouses, and small stores
(General Grocery).

Since in Kosova there are several factories producing drinks, Bibita Group always tries to bring innovations
and be different in many respects always in favor of the customer and products that it offers

The activities of the analysis of critical control points and product quality management system products,
Bibita Group in early 2009 has achieved to be certified with HACAP and 1SO 2200:2005 standards. So the
purpose of Bibita Group to offer the best original products was and will remain a priority

In its operating market, what makes the Bibita Company unique is the last word of technology which was
installed at the beginning of 2009, and that consistently gets renewed and brings innovation.

The latest technology for manufacturing drinks in German "Krones", enables the company produce
carbonated and non-carbonated drinks, in all existing containesr.
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On the other hand when we llok at Bibita company in terms of e-Marketing application, we clearly see its
goal for online advertisingl. Although the company's existing website is not yet used for sale, on the other
hand the functions that it performs generate income, and at the same time save the company’s budget
shared for marketing. Through this web site www.bibitagroup.com, it offers customers and web site visitors
more visual and attractive promotion, then are posted all the advertising the company Bibita has so far
realized.

Warnings for proposals that will be held according to the schedule provided, job advertisements, etc all
these columns that almost every day accept tens CV. However it is worth mentioning that the company now
plans to change business strategy paying more importance to the online form.

As a promotional form that is already regular in the Department of Marketing at this company is the
ongoing promotion of drinks through the website, which contains special spaces for new products (New
Products), and visual disclosure of all other drinks in certain spaces of the web page.

Special formo of promotion that the company undertakes in the context of E-marketing is the newsletter
form, where the company each month publishes its newsletter (catalog) with multiple information on
product assortment and content. This online newspaper sent to all e-mail address list that the company
owns (database of 2,500 e-mail), including the company’s customers, associates, and customers.

The company also give special importance to the promotion of its products through Facebook, where it
constantly publishes innovation in assortment, as well as numerous information on products. Also as in the
website also on Facebook, the company has published video advertising videos, which it has accomplished
so far.

COMPETING MODELS THAT CAN BE IMPIEMENTED BY
MANUFACTURING COMPANIES IN KOSOVA

Since this era is characterized as an era of globalization, then to be more powerful in the
market manufacturing companies in Kosovo must use advanced forms of distribution, sales, and
products which it plans to bring in the future in the market.

In order to have everything under control, at the same time to be in direct contact with
the customer, manufacturing companies should use disposition capabilities that their websites
have and also use social networks which at this time are considered as a perfect opportunity to be
closer to the customer.

Most companies manufacturing drinks in Kosovo (Bibita, Fluidi, Devolli Group,
Laberion, etc.) have their available products displayed in their websites including sales prices,
content, and other information, so why not have the final execution that of selling through these
web pages. What companies will benefit is direct contact with the client, saving 3% (standard
profit percentage applied by drinks manufacturing companies in Kosovo) which in most cases get
sales managers for a product unit, as well as the amortization of vehicles, fuel, etc.

All these expenses required to put into service the website in sales function, contain a
solid cost in relation to the benefits that this service brings.

Tabela 1.0 Expenses for implementation of e-Commerce system

=I 2000 € 4800€ 4800€
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2 15 4

400.000 € 850.000€ 80.000€ 270.000€ 56.000€ 1.656.000€

Table 1.1 The highest expenses Bibita company has had till now

Table 1.2 Investment in tradicional marketing 2008/2009

2008 9800€ 4000€ 1900€ 5500€ 2000€
2009 10050€ 4820€ 2300€ 7200€ 1300€
Total 19859€ 8820€ 4200€ 12700€ 3300€

According to the data presented in the table resulting from the research done, it is clearly shown
the importance of electronic marketing, given the huge impact that it has initially in reducing advertising
costs, saving time, possibility of beng closer to the customer and enhance the image of the company (good
will).

FINDINGS AND RECOMMANDATIONS.

Drinks manufacturing companies have invested quite a lot in web sites and their Content spaces,
which clearly shows that they do not exploit the opportunities that they really offer. In this case, the web
page of Bibita Group is seen as a good opportunity to build distribution capacities (sales), an issue which
clearly shows that there are some shortcomings.

Drinks manufacturing companies are recommended that with the big spenders, this case
hypermarkets which have administration and functional departments begin cooperation through E-
marketing and E-bussines, that means selling in this market segment entirely through the web site.

Because the web sites of these companies possess detailed offers with product assortments, it is
recommended that the abovementioned companies previously sign a contract with cooperative companies
in this regard, over the price, discount, and then orders (selection of products by them), all payment forms
are carried out electronically.

Manufacturing companies to achieve this form of distribution and sales must previously negotiate
existing commercial banks in Kosovo with countries that wish to operate, so that all transactions without
problem be realized through E-banking.

Benefits both in time and cost for manufacturing companies after the introduction of this form that
provides E-marketing are quite large. They will save money, which so far has spent in the application of the
traditional form of distribution and sales:

Cost savings for managers, who regularly visit hypermarkets (their salaries, fuel, vehicle
depreciation). Above all, in this regard it is time that remains saved, always bearing in mind that everything
will be done at the optimum time.
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1 Month 2100 € 480 €
1 Year 25200 € 5760 € 600 € 31020 €

Table 1.3 Costs that can be saved through the application of E-marketing

In the table in the column of the number of employed managers to visit hypermarkets is 3, while
their monthly salary is 700 €.

Fuel is included for 3 vehicles. Cost for a vehicle during a month is 160 €.

Depreciation basi sis considered regular vehicle service, with no other costs (damages) which
takes place 4 times a year, or every 10000km, in this case milage will be twice less, and servicing will take
place twice a year. Price for a car service is 100 €.

179

PDF Creator - PDF4Free v3.0 http://www.pdf4free.com



Section IV E-Marketing, E-Banking & E-Commerce
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Abstract:

The aim of this paper is to define the impact that will have application of e-commerce in managerial
accounting in Albania. The prime objective of this study is to reflect the effect that has brought application
of e-commerce in the world countries in accounting field for define the changes and effects that will have
application of virtual commerce in managerial accounting in Albania. Now, from financial international
institutions application of e-commerce in promoted like one of the ways to overcome economic crisis. But,
except the effects in other economic fields, application of virtual commerce affect also managerial
accounting. In this context, primary in the study | will analyze the factors of e-commerce that have
influenced in managerial accounting in the countries that already apply virtual commerce for determine the
changes that may occur in Albania. For take reliable results from this study | will analyze also the
accounting experts’ opinions about the effect of e-commerce application in their work. In order to reflect
only the impact in accounting field and to not complicate the analysis in this paper | will not be focused in
the effect that cause virtual trade in other areas of the economy.

Keywords: E-commerce, accounting experts, Albanian businesses, professionals organizations, managerial
accounting

JEL Classification: M41.

Introduction

The end of 1960s and early of 1970s is known from researchers like the period when e-commerce
have the first manifest (Kenneth C. Laudon, Carol G. Traver, 2003). However, e-commerce in the manner
that is conceived in that period not understands the virtual form for doing business of nowadays. Especially
in period 1960-1970 information technology was used for fast transmission of documents in distance
principally from military (Kenneth C. Laudon, Carol G. Traver, 2003). Year 1990 will mark the patent of
biggest communication system that nowadays we call internet/iwww. This period is known like the internet
epoch. Since those times are do continuous efforts for raise of web pages security inserting security
protocols that have do possibility not only secure transactions of information through internet but also
extensively use of electronic payment service.

After this period e-commerce is converted in a preferred form of doing business in which are
involved and take profits not only developed countries but also developing states. Due to, considerable
profits realized from e-commerce application; problematic that is presenting classic business’s form
through physical obligated presence; deepening even more of economic crisis, the countries and
international financial institutions’ focus is concentrate in utilization of information technology and in
advantages brought by this technology.

Revolution brought by e-commerce application is felt not only to businesses but also to persons,
organizations and governments (Callioni, 2004). Biggest profits realized form e-commerce, compared with
other revenues, have attracted intention and all forces of her users in change of work strategy.
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Companies, in frame of successes application of virtual commerce, have urgent necessary to
implement also new management process, to change their business culture, to follow new procedures for
their employment’s management and to construct well-structured and secure online payment systems (Well,
2005). All these changes have sensitively affected one important discipline, management accounting.

The Problem of the study

The motive of this study is to reflect the effects that will have e-commerce application in
information accounting system and especially in management accounting in Albania. Questions that the
study intends to give an answer are:

What effects will have management accounting from application of e-commerce in Albania?

How may confront Albanian economists the changes that will bring e-commerce application form
businesses that operate in Albania?

1.2 The importance of this study

This study is important because aim to reflect the effects and the changes that will cause e-
commerce application in management accounting factors in Albania. Because attentions of all countries is
concentrated yet in information technology utilization and in investigation of possibility for apply e-
commerce, is important to be done preliminary studies about the consequences that will have Albanian
business for this commerce’s form, especially in accounting field. That will bring fastest and more efficient
confront of negative effects and prearrangement of key actors in this commerce model.

1.3 Study’s hypotheses
Ho: E-commerce application don’t have important effects in management accounting in Albania

Ho: Albanian economists aren’t in condition to confront the effects that will cause e-commerce to
management accounting in Albania.

Literature review

“Management accounting change” has been widely used as an expression (see, for example, Burns
and Vaivio, 2001), encompassing two types of development: the adoption of new tools and techniques
which potentially enhance accounting practice, on the one hand, and, on the other, change in the role that
the accountant performs, towards acting more in an advisory capacity integral to managerial decision-
making rather than solely as a provider of information. Conceivably, both types of management accounting
change may be observed simultaneously in a given organization, indeed it has been suggested that they may
be subject to the same normative pressures (Granlund and Lukka, 1998a), but empirical evidence suggests
that they are not mutually dependent.

Granlund and Lukka (1998a) argue that from an international perspective “drivers of convergence
have started to dominate those of divergence” (p.155) as regards change in management accounting
practices, and suggest that at least some of these drivers are shared with role change. However, they note
that “particularities” of the organization constitute countervailing forces which may result in diversity
among organizations characterized by, for example, type of business activity, size etc. and the possibility of
such diversity is supported by evidence of variation in the importance of study topics among management
accountants operating in different sectors and countries (Cooper, 2006).

In another study, Julie Hicks (2004) argued that e-commerce are increasing as more companies are
developing a web presence and conducting business on the Internet. The accounting profession is affected
in many dimensions by e-commerce. Management accountants must be aware of the company’s strategy
and how the Internet fits into the company’s business.
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The increased technology and change in which global business is conducted will expand
accountants duties and offer new challenges. Accountants must be informed about various e-commerce
strategies in order to advise management on the best and most profitable way to enter into the world of
ecommerce (M. A. Alsharayri, 2011).

lhan, Veyis (2003) argued that advancements in information technology (IT) have enabled
companies to use computers to carry out their activities that were previously performed manually.
Accounting systems that were previously performed manually can now be performed with the help of
computers. Therefore, improvements in the information technology have facilitated the use of cost and
management accounting procedures. While some aspects of the “new economy” reflected an unrealistic
bubble, many firms continue to be driven by intangible assets, the highly competitive global economy, and
increasing technological change to forge changes in what accountants have thought of as their “traditional”
accounting responsibilities. In many cases, accountants and financial staff are leading the way in changing
their internal roles (S. K. Widener, 2002). The expansion of accountants’ duties beyond traditional
budgeting and reporting is occurring rapidly and is creating numerous opportunities for academic
management accountants to conduct innovative research (S. K. Widener, 2002).

Regardless of the form of e-commerce, Foster and Lin (2004) list ten challenges for those
developing e-commerce websites to consider: market/business sector, products/services, value chain,
innovation and technology, customer focus, role of government, managerial issues,
administrative/hierarchical structure, cost/performance and risk/reward. Foster and Lin (2004) contend that
many e-commerce ventures failed during the dot-com boom because of a lack of planning and a proper
grounding in traditional business planning techniques.

Venkatraman (2000) indicates that a business strategy that fails to recognize the importance of the internet
is destined to fail. And ultimately, all business strategy will become synonymous with e-commerce strategy
(Venkatraman, 2000).

Thankfully, computerized information systems, specifically database systems, have progressed to
a point where it is economically feasible for organizations to track just about any kind of information. Now
the real challenge for current and future management accountants is to organize the immense amount of
data that can be provided to support decision making without creating information overload in managers
and executives. In this process, management accountants should understand how to use the most current
technology. Today’s technology allows management to track performance information that goes beyond the
cost-based information of historic general ledger systems.

The competence of e-commerce covers effective database management, sufficient financial
supervision, and optimizing inventory control. Firstly, effective database management promotes the overall
automation of enterprise flows and provides real-time operation information of an enterprise (Wen, 2007).
Secondly, sufficient financial supervision is a brand-new financial management mode based on Internet and
e-commerce. Development and construction of an enterprise's online financial management system mainly
contains the following four parts: feasibility analysis of implementing online financing, system
programming and design, implementation, operation, assessment, maintenance, and improvement of system
(Manvi and Venkataram, 2005). Finally, in the labor intensive environment of an e-commerce operation
there needs to be a quick means of measuring the value added (i.e., a producer's perceived utility by the
customer) by employees as it relates to inventory items or their cost (Chan, Dillon et al., 2002).

Many other studies reflect that e-commerce have impact in management accounting in the countries where
this business’s form is apply.

Aspects of management accounting that are influenced from application of e-commerce

Use of JIT method for inventory holding. Businesses that apply e-commerce use for inventory
holding buy system based in client’s request. This method decrease the costs of excessive
inventory holding and other costs like storage, protection, risk of damage, etc.

Decision- making for investment isn’t based more in comparisons of alternatives about building’s
costs, equipments and machineries but in investment for information technology with high
transmission’s capacities, in vigorously transmission’s networks and in effective’s software.
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A success of new products is depended from right marketing as well from business’s image. Since
clients can view the products only virtually their trust must to be very high in manner that they to
be converted in buyers. The problem become biggest when we talk for new products.

Planning and budgeting process’s costs are changed from virtual sales not accompanied with
physical presence. Building” cost will be substitute with website cost when will been realized
virtual sales. Other costs will been software’s costs, online transaction’s costs, costs of network’s
maintenance, etc.

Accounting decision- making is based more in technological and computer knowledge. Absence of
these knowledge cause problems for realizes an efficient and profitable decision.

Situation in Albania

Till yet Albanian businesses apply especially classic form of business with obligated physical
presence while apply e —commerce only in seller’s role. This causes more difficulties for Albanian
business’s situation because liquidities move only in one hand, from insight to outsight Albania. Only
touristic agencies use actually e-commerce in seller position.

In this difficult situation Albanian businesses suffer from markets and liquidities’ absence. For resolve
these problems they have three alternatives:

To try to raise buyers operating only in existing markets

To expand the markets creating agency and branches in other cities or other countries

To expand market creating virtual branches
Each of these alternatives has costs and profits for businesses.

4.1. First alternative- To operate in existing markets

Activity’s field chosen and the manner decided for realize this activity often not offer possibilities
to businesses that operate in Albania to diversify their markets and buyers. However, the reasons of
initiatives’ absence for business’s expansion and limitation of business’s activity only insight Albania must
to be related with two key factors:

First with 50 years absence of private activity in Albania

Second with short experience of Albanian businesses, only 21 years in market economy.

In this situation, Albanian businesses have two alternatives: to close the activity or to try to find new clients.
Data taken from Albanian Statistics Institute and National Centre of Businesses Registry for five last years
show that a considerable number of businesses, having development perspective, have closed their
activities. Some others, hoping that situation will improve, tent to survive trying to find new clients. For
this category of businesses, that try to find new clients, costs and profits are shown in table below:

Table 1: Costs and profits for businesses that choose to operate only in existing markets

Costs Profits
To reduce profit‘'s rates through price’s - Price‘s reduction may to raise the sales
reductions in order to attract new clients.
Exist the risk of receivables especially in - Results of sales will raise inventory turnover
permanent clients. avoiding old products
The raise of promotion’s costs for attraction of
new clients.

Raise of penalties’ value from fiscal institutions
due to non-payment in time caused from
absence of liquidities.

Raise of losses
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The main risk of this alternative is especially raise of losses when their effects aren’t they expected.
Losses that will have businesses are: losses in time and financial losses. Losses in time include the time
during which businesses do efforts for improve the situation, efforts that in this case result hopeless. While
financial losses include all new costs that undertake business when this alternative is apply.

4.2 Second alternative - To expand the markets creating agency and branches in other cities or other
countries.

This alternative is used from businesses for elude close of activity and for decrease expenses of
operating only in existing markets. Businesses choose this alternative although has more high costs that
prime alternative because also their profits are highly.

Costs and profits from creation of agencies and branches in other cities or countries are shown in table
below:

Table: Cost and profits from branche’s creation in other cities or countries

Costs Profits

Cost of branch’s registry like business - Raise of possibility for selling products or
services

Cost of building necessary for branch activity - Business’ promotion in a broadly range than it
local

Cost of creation of necessary conditions for - Exploration of possibility for profit from lower

work in a new building costs of some services

Cost for employers that will work in branches - Quickly sales without necessary of market
intermediators

Cost for promotion in order to present new - Raise of permanent clients’ number

businesses’ environments
Transportation cost

Cost for charging of new businesses’
environments with necessary quantity of
inventory

Investment in quality of products and services
in order to attracts the buyers

Personal relationship after sale with clients for
maintain them or for expand the clientage
created

Only a little part of businesses, that tent to apply this investment alternative, have possibility to
create branches in other countries, while other part of businesses realize their investment insight Albania.
Cost for creation of branches outsight Albania is superiorly than the same investment realized in Albania.
Investment in new branches is most profitable alternative than the first alternative, but also the costs are
high. For this reason only big businesses and a little part of medium businesses that have sufficient
liquidities, have possibility to apply this alternative.

4.3. Third alternative - To expand markets creating virtual branches.

The development that has arisen nowadays information technology creates for businesses the
possibility to utilize alternatives that this technology offers.
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