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SUMMARY 

The Albanian government began its formal privatization program in 
1991 with the passage of a privatization law, establishment of a National 
Agency for Privatization (NAP), and the start of a program of small-scale 
privatizations, which focuses initially on the retail trade, services, and 
handicrafts sectors. Institutional, financial, and legal bottlenecks have 
caused small-scale privatizations to lag behind schedule, however, and it is 
reasonable to expect delays in subsequent phases of the privatization 
program, which include wholesale trade, construction, food and other light 
industry, and pa.~cularly heavy industry. Simultaneously, about 40 joint 
ventures (most of them in trade and light manufacturing) have been 
formed between Albanian state enterprises and foreign partners. 

The relatively slow start of the privatization program gives the 
government and the NAP in particular the opportunity to correct some 
structural w£aknesses which pose more serious obstacles to the Albanian 
privatization process in the mid- to long term. Major gaps in the legal and 
regulatory framework for privatization and private enterprise in general 
still exist; there is an acute shortage of capital; Albania's infrastructure is 
inadequate for the neEds of modem business; and the entrepreneurial and 
managerial skills of Albanian investors need improving. The National 
Agency for Privatization lacks the resources, technical skills, and 
information to enable it to fulfill its mandate to manage and coordinate the 
privatization process. 

Therefore, the government and the NAP are urged to avoid haste, 
and emphasize plannin~: and preparation for privatization at this stage. 
Particular importance is attached to providing the right mix of training 
and technical assistance to the NAP. Day-to-day responsibility for the small 
privatizations should be further decentralized to the implementi'lg 
agencies, to allow the NAP time to build its capabilities and plan for the 
coming phases of medium and large scale privatization. 

The planning process should be expanded to include development of a 
flexible, "multi-track" approach, in addition to the two "tracks" specified in 
the government's privatization strategy (i.e., direct sales of smaller 
enterprises and "mass privatization" of the remaining enterprises through 
a system of mutual funds in which all adult Albanians would be owners). 
There is a related need to expand the range of valuation methods and 
mechanisms available to the government. 

In the long term, the Albanian government also faces the likelihood 
that many state enterprises (60 percent or more, according to some 
estimates) will not find private buyers and may have to be liquidated. The 
Ministry of Economy is preparing a Ust of enterprises which face imminent 
closure, but the magnitude of the problem is such that & formula will have 
to be found for the orderly shutting down of much of the public sector, if 
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widespread economic and social dislocation is to be avoided. While there~~ 
considerable room for improvement in the social safety-net to cushion the ~ J 

. impact of these closures, encouraging new private investments is the only .1 

practical way to soak up this potential unemployment. - -- · -
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J.O INTRODUCTION 

This report describes the activities and results of a 21-day 
consultancy (14 November- 5December1991) undertaken to assist the 
Government cf Albania in developing and implementing a privatization 
strategy. The specific terms of reference for the consultancy are included 
in Annex A. 

BacJsemnJJd 

The consultancy followed an earlier UNDP/UNIDO mission (18 - 25 
July 1991) which visited Albania tc gather information on the government's 
policies on privatization and small and medium-scale enterprise (SME) 
development, assess the institutional and technical capabilities required to 
support privatization and SME development, and identify Albania's 
requirements for external support in these fields. 

There have been a number of important developments since the last 
mission, notably the passage of a law on private property and privatization 
(Law No. 7512of10 August 1991), and the decision of the Council of 
Ministers to establish a "National Agency for Privatization" (NAP) to 
manage and coordinate the process of privatization, as well as a 
"Preparatory Commission for the Process of Privatization" (PCPP) to 
perform valuations of the enterprises to be privatized and other related 
functions. This structure is superimposed upon, and is supposed to replace 
in part, the previous system whi-:h was described in the report of ihe Jul~, 
mission. 

The previous system wa~ comparatively rlecentralized, with 
privatization directorates in the various ministries and officials of district 
governments responsible for undertaking privatization activities with 
respect to the enterprises under their control. These activities were 
supposed to be coordinated by the Privatization Directorate of the Ministry of 
Economy (formerly the State Planning Commission) although, as noted in 
the earlier mission's report, the actual degree of centralized control or 
coordination exercised was relatively slight. The limited number of 
privatizations which occurred under this system (estimates of the number 
of enterprises privatized vary considerably) had a relatively "spontaneous" 
character. 

Briefly, the new system is supposed to work as follows. Each of the 
ministries and other agencies which control state enterprises prepares a 
plan for privatizing i.he enterprises under their control, in consultation 
with the NAP which is supposed tc direct and coordinate the whole 
privatization process. The NAP actually initiates the privatization of a 
particu)ar enterprise by convening an "enterprise commission" which is 
responsible for preparing a preliminary valuation of the enterprise as well 
as other required documentation. 
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The enterprise commission, whose members include representatives 
of the enterprise as well as outside officials, is the lowest-level unit of the 
Preparatory Commission for the Process of Privatization. The Preparatory 

· Commisiiion as a whole is chiefly responsible for determining the value of 
the business or assets to be privatized, and recommending the method of 
their disposition. It is administratively separate from the NAP. ostensibly 
to promote the integrity of the privatization process by maintaining a "wall" 
between the sellers and the buyers of the assets. The preliminary valuation 
is reviewed and approved by the responsible district and ministry branches 
as well as the national office of the PCPP. After approval, the NAP initiates 
the actual sale of the assets. 

In addition to the NAP. PCPP, ministries, and district governments, 
several other agencies are involved in various aspects of privatization. The 
Ministry of Economy, in particular, bears the responsibility for performing 
a "triage" of state-owned enterprises early in 1992. According to the results 
of this triage, non-viable enterprises are to be closed down "immediately" 
(i. e .• within 3 - 6 months); those which are potentially viable will be 
restructured prior to privatization; anl those which are actually viable will 
be privatized immediately. The triage is to he based primarily on data 
prepared by the Sta~ Bank indicating the "profitability" of each enterprise. 

Joint ventures between Albanian state enterprises and foreign 
partners are initiated by the agency which owns the enterprise, with the 
approval of the Ministry of Economy and the Ministry of 1'.,oreign Economic 
Relations. The NAP is not consulted directly, and some conflicts reportedly 
have arisen in cases where the NAP proposed to privatize certain assets 
(e.g .• shops) which were covered by a prior joint venture agreement. 

Activities 

During the mission, discussions were held with the Vice-Prime 
Minister and Minister of Economy, Dr. Gramoz Pashko, the Director and 
staff of the National Agency for Privatization, the Preparatory Commission 
for the Process of Privatization, other ministries, the State Banlt, and local 
government officials involved in privatization. A list of organizations and 
individuals contacted is included in Annex B. Considerable time also was 
devoted to a series of informal seminars with the NAP staff, in which the 
planning and implementation of privatization strategies was discussed, 
along with relevant analytical techniques such as valuation. A more 
complete description of the topics covered in these seminars is found in 
Annex C. 

The remainder of this report is devoted to a detailed disctassion of the 
mission's findings, conclusions, and recommendations concerning the 
process of privatization in Albania. 
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2.0 FINDINGS 

The mission's major findings regarding the privatization process 
· may be summarized as follows: 

• The government's privatization strategy combines individual 
privatization of small enterprises with mass privatization of 
larger enterprises. 

• Certain .. strategic" sectors are excluded from privatization at 
present. 

• The initial emphasis in the government's privatization 
program is on speed. 

• Political expectations regarding privatization are very high. 

• The pace of the privatization process is lagging behind 
expectations. 

• A large percentage of Albanian state enterprises are 
apparently non-viable. 

• Key elements of the enabling environment for private 
enterprise are still missing in Albania. 

• The National Agency for Privatization is limited in its ability to 
manage the privatization process. 

• The privatization process in Albania is reJatively 
decentralized. 

• The NAP is not directly involved in some important 
privatization-related matters. 

• There is a shortage of information that could be used to plan 
and monitor the progre&& of the privatization program 

• The only valuation technique which is used in Albania is Rsset­
based. 

• There have been expressions of interest, but so far relatively 
few concrete proposals for foreign technical assistance to 
Albania's privatization program. 

Each of these findings is discussed in d.?tail below. 

Tiu! governmenl'• privatization .tralegy combinn individual 
privatization of ll1l1llll e11Urpri8n with mall8 privatization of larger 
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enterprises. The first step in the government's privatization strategy is the 
sale of some 25,000 shops and 12,000 service businesses (e.g., tailors, shoe­
repair shops), plus most of the transport vehicles now under the control of 

. government agencies such as the district governments. This stage of the 
privatization process already has begun, with the privatization of retail 
"activity"--as distinct from the shops themselves--as of 1November1991. 

Essentially, this means that the shopkeepers no longer receive a 
salary from the government, although they continue to buy the bulk of their 
supplies from state-owned trading enterprises, and lease their shops from 
the government pending the actual sale of the assets. The shopkeeper's 
margin on goods sold is set by the market, with the exception of basic 
foodstuffs such as bread, sugar, oil, etc., which remain price-controlled. 
Theoretically, the govemm.mt sets the "wholesale" price of these price­
controlled commodities low enough to allow the shopkeepers who sell them 
to make a fair return, although tilere naturally have been complaints from 
shopkeepers that the margins on these products are insufficient. 

Those shops which sell non-price controlled goods (an estimated 60 -
70 percent of the total) are to be sold as expeditiously as possible to private 
buyers. In nearly all cases, this means a direct sale to the shopkeeper. 
Originally, the strategy was to auction off the shops to the highest bidder, 
but political pressure on behalf of the shopkeepers has resulted in the 
virtual abandonment of the auction system for the time being. The 
remaining 30 - 40 percent. of shops which sell price-controlled goods will 
continue to be leased to the shopkeepers on a month-to-month basis until 
the abatement of the current economic crisis permits the lifting of the 
remaining price controls, after which these sb.1ps are to be sold. 

The next priority sector for privatization is wholesale distribution of 
goods. At present, the distribution func.-tion is performed by about 200 state 
trading enterprises, which also controlled the retail shops until retail trade 
was privatized. Since the amount of capital required to purchase the 
trading companies' remaining assets (e.g., warehouses, trucks) is greater 
than the retail shops, and in order to enable as many as possible of the 
trading enterprises' remainill.g employees to share in their ownership, 
consideration is being given to promoting the formation of private 
cooperatives to own and manage these wholesale activities. 

Next in line for privatization are small enterprises in the food 
processing and other light industries. These are chiefly small, artisanal­
type operations such as village bakeries and cheese-makers, and 
apparently privatization will take the same forms as those d'?scribed above, 
i. e., mainly direct sales to their operators and establishment of private 
cooperatives. 

The remaining enterprises, chiefly large industrial enterprises, v.ill 
be privatized not one-by-one but through a program of "mass privatization" 
P-vidently based on the model discussed for Poland. After converting these 
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enterprises to shareholding companies, the government intends to transfer 
at least part of the shares to five "mutual funds" established for this 
purpose. The mutual funds will be responsible for the administrative and 
financial management of the enterprises in their respective portfolios. 
Every Albanian citizen over 18 years old will receive a number of free 
vouchers, which they will be able to redeem for shares in the mutual 
fund(s) of their choice. 

Certtdn ''Btrat.egic"secton are e:JDCluded from privatization at 
present. According to the privatization law of 10 August 1991, energy and 
mining, oil and gas, mail, telecommunications, forestry, water resources, 
roads, railways, ports, and airports are excluded from privatization except 
as specifically provided for by law. However, state enterprises and 
operating units in these sectors can establish joint ventures with foreign 
partners. 

The initial emphasis in the govenuJU!nt's privatization program is 
on speed. The six principal objectives of Albania's privatization program 
are described in the "Program for the Transition to a Free Market of the 
Albanian Economy", a presentation to the People's Assembly on 22 October 
1991. (A complete text of the presentation is included in Annex D.) The six 
objectives are: 

• Macroeconomic stability (e.g., reducing the drain on state 
revenues caused by subsidies to state-owned enterprises); 

• Quick progress towards a market economy; 

• "Destruction of the centralized economy", i. e., shrinking the 
size of the public sector and reducing central control of the 
whole economy; 

• Increasing the efficiency and output of state-owned 
enterprises; 

• "Democratic privatization", that is spreading ownership of the 
priva+ized state enterprises throughout a wide segment of the 
population; and 

• Increasing employment. 

The Program holds that the need for rapid progress in privatization 
is paramount: "The sooner it [destruction of the centralized economy] Ftarts 
the better. The first step will be the privatization of ... some 25,000 shops and 
12,000 service businesses and the bulk of transportation vehicles .... 
[Privatization of heavy industry] will start in January." 

In general, however, it is left to the executive agencies of the 
government, eapecially the National Agency for Privatization, to work out 
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the details of the privatization strategy, such as the relative priorities to be 
accorded to the different long-term objectives and the specific modalities of 

. achieving them. According to the pl"ogram, these modalities include 
auctions, especially of small-scale enterprises, and "mutual funds" which 
woulcl directly hold the shares of state enterprises, and in which all adult 
Albanian citizens would be shareholders. 

Political expectations regarding privatization are very high. There is 
a general expectation among the Albanian population that privatization 
will take place, and be completed, within a relatively short period of time. 
There are also expectations that workers will receive ownership of the 
enterprises or production units they operate, on the one hand, and that 
ownership of the former state enterprises will be spread widely throughout 
the popuJation, on tJ.e other hand. 

The pace of the privatization program is lagging behind expectations. 
Originally, the go2.1 was to complete the privatizati:m of the 15 - 20,000 shops 
not subject to price controls by the end of November 1991. In a sense, this 
has been accomplished througn the privatization of retail "activity" (see 
above), but the actual sale of state assets to shopkeepers is lagging far 
behind. 

Comprehensive statistics on the pace of privatization are not yet 
available, but in Tirana by the last week in November 1991, only 153 out of 
1,494 retail shops and 7 out of 704 services and artisanal establishments had 
been sold to private investors. An additional 245 shops and 39 services and 
artisanal establishments were classified as "ready for privatization", 
meaning that the valuation of the assets was completed and all of the 
documentation necessary for the sale had been comr~eted. 

Reasons for the slow progress of privatization include the following: 

• Some district-level officials claim that they do not understand 
the laws and procedures governing privatization, particularly 
those pertaining to valuation. 

• There are problems finding financially qualified buyers. 

• Legal claims from previous owners whose assets were 
nationalized complicate the privatization process, especially in 
rural areas, pending passage of a new law defining the rights 
of previous owners. 

• Complex bureaucratic procedures and paperwork 
requirements slow the process down. 

Key eleml!ntB of the enabling enviro111Mnl for private enterprise still 
are miBBing in Albania. The "enabling environment" includes all of the 
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policy, legal, institutional, financial, infrastructural, and other 
prerequisites of a functioning market economy, e.g.: 

• Policy environment: liberalization of domestic and foreign 
trade, relaxation of price controls, balancing the government's 
finances in order to reduce the public sector's demands for 
available financial resources; 

• Legal environment: furnishing the legal framework 
necessary to reassure private investors and guarantee the 
orderly functioning of the market economy, such as laws on 
private property, enterprise law, contract law, law on taxation; 

• Regulatory environment: providing the degree of oversight 
necessary to pre\"ent misuse or abuse of the system (e.g., 
antimonopoly, banking, securities and exchange 
commissions), consistent with government's reduced role in 
the economy; 

• Financial environment: affording investors and businessmen 
access to sufficient capital to finance new investments, the 
expansion of existing facilities, and working capital 
requirements, through the banking system or financial 
markets; 

• Infrastructure: developing the energy, water, 
telecommunicatfons, and transport facilities required for 
businesses to obtain needed goods and materials, 
communicate with suppliers and customers, and bring the 
final product to ruarket quickly and efficiently; 

• Training and technical assistance: nurturing and developing 
the entrepreneurial and business management skills which 
have atrophied during more than four decades of sochlist 
government and centralized planning; and 

• A social "safety net": cushioning the impact of the transition 
to a market economy on the weaker segments of the economy. 

All of these prerequisites apply equally to privatized state enterprises 
as well as new private investments. 

Albania has made progress recently in building an enabling 
environment for private enterprise. Trade has been liberalized somewhat, 
and price controls relaxed on most "non-essential" items (i.e., other than 
basic foodstuffs). Certain key laws, such as the law on private property and 
the enterprise law, have either been implemented or will be implemented 
shortly. The banking system has undergone certain reforms aimed at 
establishing a "two-tier" banking system. 
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However, much still remains to be done. For instance, the need for 
further price liberalization conflicts with the need to maintain minimum 
standards of consumption in the face of strong inflationary pressures. 
Major gaps in the legal framework persist, such as law~ on contracts, taxes 
and tariffs, and changes in the labor code. The institutions, laws, 
regulations, and skills necessary to exercise regulatory oversight over the 
market economy (e.g., antimonopoly or fair trading practices commission, 
securities commission, worker safety and health and environmental 
protection agencies) are generally non-existent. 

The availability of domestic capital for new investments, even 
allowing for a certain monetary overhang outside the bankir.ag system, is 
small by l"Omparison with the amounts needed tu rebuiid Albania's 
economy. The four second-tier banks created in the process of reforming 
the State Eank (i.e., the Commercial, Agricultural, Savings, and Foreign 
Trade Banks) reportedly have cumulative assets of cnly 1 billion leks, or the 
equivalent of about US$ 20 million at the current free-market rate of 
exchange. Officials of the State Bank maintain that it will be several ye&rs 
before private domestic banks are allowed to operate, in large part due to the 
lack of appropriate regulatory mechanisms. 

There appears to be some interest among foreign-owned banks in 
operating in Albania. One foreign banking joint venture (the Illyria-Swiss 
Bank) has been established, but has not yet opened its doors. In general, 
most foreign banks appP.ar to be interested in coming to Albania in order to 
meet their foreign customers' regular commercial banking needs, such as 
letters of credit and guarantee, rather than to lend money for local 
investments. 

The Alb&nian economy is seriously burdened by infrastructural and 
other bottlenecks. No coherent program has been proposed, much less 
implemented, to develop the entrepreneurial and managerial skills of 
Albanian businessmen. At present, there is not even a central point of 
focus for efforts in this direction, such as an Agency for Enterprise 
Development. 

Lastly, the details of the social safety net that needs to be in place in 
order to mitigate the socio-economic impacts of the transition to a free 
market economy, such as the closure of inefficient state enterprises, have 
not been finalized yet. More importar..tly, it is unclear where the funding 
for the safety net is going to come from. The World Bank mission which 
recently visited Albania reportedly expressed some interest in participating 
in such a p.ogram, but any action from that quarter is still months away. 

A large percentage of Mbanian state enterprises are apparently non· 
viable. A source at the State Bank who has been compiling data on state 
enterprises' operational and financial performance expre.:;sed his opinion 
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that as much as 60 percent of all state enterprises are "dead", i. e., suitable 
only for liquidation. Our preliminary impression is that the percentage 
may be higher, especiaIIy in industry and among large enterprises. 

The plant and equipment of most Albanian state enterprises are old, 
embody outmoded technology, and are poorly maintained. Managers 
generally have no experience operating in a free market environment, 
worker discipline and training are at a low ebb, product quality is poor, and 
markets with few exceptions are limited to Albania. All else being equal, 
investors {especially foreign investors) probably will prefer to start anew by 
building and equipping a plant, providing or buying new technology, and 
hiring and training new workers. 

The National. Agency for Privatization is limited in its ability to 
manage the privatization process. As defined by the privatization law of 10 
August 1991, the responsibilities of the National Agency for Privatization 
include the "management, organizatio=i, and coordination cf the ... process 
of privatization". As noted earlier, the NAP superseded th~ Privatization 
Directorate of the Ministry of Economy in this role. 

The previous UNDP/UNIDO mission to Albania found that the 
Privatization Directorate actuaily exercised rather limited direction over 
the privatization process. The mission attributed this lack of direction in 
large part to the lack of a systematic privatization program or a coherent 
strategy for privatization. Other reasons suggested for the lack of direction 
included: 

• A paucity of written instructions to the individual ministries 
detailing what is expected of them; 

• U:icertainty over the exact relationship existing between the 
Privatization Directorate and the individual ministries (e.g., a 
supervisory relationship or merely a consultative and advisory 
one); and 

• Lack of relevant experience, training, and advisory support on 
the part of the officials who are supposed ~ be overseeing the 
privatization process. 

Most of these observations are equally applicable to the relationship 
between the present NAP and the ministries and other agencies concerned 
with privatization. In fairness, the NAP is only three months old, and its 
small staff (in addition to the Di:-ector, three industry or sector specialists, 
an attorney, and a translator/interpreter) already is stretched thin in 
reacting to emergencies both major and minor: e.g., a problem with the 
banks in establishing accounts for the proprietors of newly-privatized 
shops, or a court challenge by a disappointed would-be buyer. 
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However, in addition to greater staff resources, all members of the 
NAP staff would benefit froI!l additional exposure to planning and 
analytical techniques relevant to privatization, as well as the full range of 
privatization tools and their potential applications. During this mission, a 
series of seminars was conducted for the NAP staff, in which the various 
steps in the privatization process were discussed, along with pertinent 
analytical concP.pts and methodologies. (See Annex C.) 

As a result, the privatization process in Albania remai.ns relatively 
thcentralized. The limited personnel resources and technical expertise 
available to the NAP have cre;ated a situation in which the individual 
ministries which directly control state enterprises must play a significant 
role in privatizing the enterprises under their jurisdiction. Such a 
decentralized approach to privatization to some extent may also be a 
reaction against the excesses of central planning under the old economic 
system. The potential disadvantages of a decentralized approach, of course, 
are not difficult to see, particula!"ly the risk of inconsistencies in 
privatization strategies and methodologies, and in some cases lower levels 
of skills and commitment to privatization at the ministerial level. 

Several ministrie~. such as thP Ministry of Trade and the Ministry of 
Food Industry, have prepared privatization plans for at least a portion of the 
enterprises under their control. These plans typically contain a list of the 
enterprises to be privatized, together with a timetable for privatizing each 
enterprise (e.g., fourth <tuarter of 1992), but relatively sparse documentation 
concerning the criteria or methodologies that were used in developing the 
program and timetable. 

Such programs are forwarded to the National Agency for 
Privatization, which establishes the priorities for implementation of the 
different sector programs, based on the government's overall priorities 
and/or the NAP's own analyses. The NAP may request that a ministry 
make revisions in its program, but the limited data and supporting 
analyses make substantive review and meaningful revisions of the sector 
programs difficult in practice. 

The NAP is rwt invol.ved di.rectly in some important privatizanon­
related matters. In addition to the NAP, two ministries have important 
responsibilities relating to privatization. Although joint ventures between 
state companies and foreign private investors are a form of privatization, 
they are approved by the Ministry of Foreign Economic Relations, without 
any formal consultation with the NAP. Recently, the NAP annou.."lced the 
breakup of a state trading enterprise preparatory to the individual sale of its 
retail shops, not knowing that the trading company was party to a recently­
formed foreign joint vent:ire. The fo!'eign partner in the joint venture 
objected strenuously and successfully to the proposed breakup. A 
mechanism for informal, indirect consultation between the NAP and the 
Ministry of Foreign Economic Relations subsequently has been approved, 
but its effectiveness remains untested to our knowledge. 
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The Ministry of Economy is entrusted with determining in early 1992 
witich state enterprises are to be privatized immediately, restructured prior 
to privatization, or liquidated at once (i. e., within 3 - 6 months). As far as is 
known, these determinations are to be made on the basis of past 
profitability, which as noted above is an imperfect guide to future 
perfo1mance in the radically transformed Albanian economy. No 
mechanisms have been created for the NAP to participate in this process. 

There is a shortage ofin(onnation whkh could lie Wied f .J plan and 
monitor the progrea of tite privatization program. Albania's estimated 
1,400 public enterprises differ widely by size and sector, and have widely 
divergent performance capabilities, ranging from the relatively efficient, to 
those with no hope of ever becoming efficient. Consequently, they need to be 
treated in different ways in planning and implementing the privatization 
program. 

At present, the National Agency for Privatization has few daia on 
individual state enterprises or their operating units which could be used in 
tailoring the privatization program to the needs of different enterprises. In 
November 1991, the NAP requested each ministry to submit basic data on 
the enterprises under its control, such as number of employees by 
enterprise, annual sales, output, and net profits. Meanwhile, the State 
Bank has been compiling data on the profitability of individual state 
enterprises, which are to be submitted to the Ministry of Economy in early 
1992 for use in determining which enterprises are to be sold, restructured 
prior to sale, or closed down. 

The definition of NAP's data requirements will have to be expanded, 
particularly if it adopts a broad privatization strategy which implies the 
need to screen enterprises according to their suitability for different 
privatization approaches. The first difficulty concerns the availability of 
data, the second their quality. Many company record.:; may be unreliable. 
More importantly, they depict the performance of these enterprises in 
closet: centrally planned economies where demand and prices were 
dictated by the government, so that past performance may not be indicative 
of an enterprise's true economic potential. 

Finally, we observed discrepancies in the statistics on the number of 
enterprises and/or economic units which have been prepared for 
privatization or have actually been privatized. It appears that even the 
individual ministries concerned do not have consistent data on the progress 
of the privatization program. It was noted that the NAP is trying to remedy 
this data gap by requiring formal, weekly reports on the number of 
enterprises privatized from the implementing agencies. 

The only valuation technique whkh iB IUled in Albania i• asset-balled. 
At present, the only valuation technique which is legally sanctioned in 
Albania is asset-based. Buildings, equipment, and inventories are to be 
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valued at their initial (i.e .• purchase or construction) cost. less depreciation 
and any additional deductions for items in poor condition. The land 
occupied by the enterprise may be valued separately. or it may be leased to 
the buyer of the plant and equipment. 

The value of the immovable property is to be increased by 5, 10, or 15 
percent depending on whether it is located outside an urban area, in an 
outer Ua ban district, or in the central district of a city respectively. (In the 
case of communal service enterprises such as shoe repair shops, tailors. 
etc., the adjustment to be added for location is 15, 20, or 25 percent 
respectively.) These adjustments could be regarded as an implicit effort to 
account for the value of the enterprise's intangible assets such as location 
er customer relationships. 

In addition to the legal restrictions on non-asset-based valuation 
techniques, the officials responsible for performing valuations appear 
unfamiliar with alternative approaches, especially discounted cash-flow 
methods. In discussions with these officials, we endeavored to increase 
their awareness of some of these alternative approaches, and their 
respective advantages and drawbacks in the Albanian context. 

There have been expreaions of interest, but so far relatively few 
COIU!rele proposah for foreign techni.cal. a.BBUdance to Albania'• 
privatization program. To our knowledge, the only proposal for technical 
assistance in privatization which is close to implementation is the EC's 
proposal to provide short-term focused consulting assistance in small-scale 
privatization under the PHARE program. The duration of the proposed 
consultancy is two months initially, with the possibility of intermittent 
visits by the consultant thereafter for a total of 3 - 4 months. 
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3.0 CONCLUSIONS 

Based on these findings, we can draw the following conclusions 
regarding thE privatization process in Albania: 
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• Albania needs a coherent, detailed long-term strategy for 
privatization. 

• The specifics of the mass privatization program still need to be 
worked out. 

• There has been insufficient discussion of an alternative, 
"individual approach" to the privatization of larger state 
enterprises. 

• Excessive haste in privatizing Albania's state enterprises 
carries the risk of failure. 

• The new enterprise law fulfills many, but not all of the 
conditions for commercialization of Albania's state 
enterprises. 

• A relatively decentralized approach to privatization is a logical 
response to conditions in Albania. 

• A more formal, standardized approach to planning 
privatization is needed. 

• A wider range of valuation techniques is needed in Albania. 

• Closer coordination is needed between the NAP and other 
ministries with privatization-related responsibilities. 

• It is likely that no b·..Lyers may be found for many, if not most, 
Albanian state ent ~rprises. 

• Privatization and private-sector development are closely linked 
issues. 

• An orderly framework needs to be found for shutting down 
non-viable state enterprises. 

• A new system is needed for regulating state enterprises which 
will not, or cannot be privatized. 

The following paragraphs substantiate each of these conclusions. 



Albania needs a coherent, detailed long-term tllrol.elfY for 
privatization. The "Program for the Transition to a Free Market of the 
Albanian Economy" (see above) contains only the skeleton of a privatization 
strategy, i.e., general objectives, a hypothetical time-frame for their 
realization, and a few ideas as to the appropriate modalities. More work is 
needed to fill out this framework with a detailed statement of priorities. 

In the early stages. the authors of the program view speed as 
essential; in the longer term, however. privatization is not a rapid process. 
Technical requirements. particularly where larger enterprises are 
concerned. require thorough preparation and careful deliberation. 

Some of the other goals of the government's program are somewhat 
contradictory. For example. a continued emphasis on speed implies a 
concentration on small privatizations. but two of the program's other 
objectives (macroeconomic stability and contraction of the state sector) 
would seem to indicate that a re-orientation towards large-scale 
privatizations is appropriate. 

"Democratic" privatization (i.e., spreading ownership of the newly 
privatized enterprises as widely as possible) may be politically and even 
morally desirable. but it is not necessarily consistent with the other 
objective of increasing enterprise efficiency. Where the greatest need is for 
the inputs, technology, management know-how, or access to markets that a 
foreign private investor can provide, a private sale may be preferable to 
mass privatization. 

The sequence in which different sectors and types of enterprises are 
privatized should be determined based on a hierarchy of objectives. This 
hierarchy in turn can be used to define selection criteria for sectors and 
enterprises, as well as the types of data which need to be collected to support 
the selection. The objectives and the type of sector or enterprise being 
privatized help to determine the choice of privatization mechanism: private 
placement, sale to workers (e.g., ESOP). public sale of shares, etc. 

The timetable for privatization and the types of instruments to be 
used also have implications in terms of the personnel and other resources 
required by the privatization agency, as well as needed improvements in the 
enabling environment. If these requirements cannot be met realistically, 
then the strategy should be modified accordingly. 

The specifi.c• of tM man privatization pro1ram 8liU need to be 
worked out. Since the government announced its intention to transfer at 
least part of the assets of large state enterprises to five mutual funds, in 
which all adult Albanians are to be given the right to own shares free of 
charge, it appears that little has been done to work out the specific 
modalities of the proposal, such as: 
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• How will the enterprises whose shares are to be assigned to the 
mutual funds be selected? 

• What percentage of the enterprises' shares will the mutual 
funds get? How will the remainder of the shares he disposed of 
initially? 

• Will the mutual funds be active or passive investors? (It 
appears, based on the "Plan for the Transition of the Albanian 
Economy", that they will be active investors, directing the 
restructuring of the enterprises they control.) 

• Who will direct the funds'! If the funds are to preside over the 
restructuring of state enterprises, who will advise them on 
technical matters pertaining to the restructuring? 

• How will enterprises' shares be valued? 

• Through what channels will vouchers be distributed? 

The answers to these questions are related to the government's 
objectives for the mutual funds. Based on the government's program, these 
objectives include: 

• Governing state enterprises during the "transition period", 
i. e., the period while they are being restructured and prepared 
for sale of the remaining equity to a private in·;estor(s); 

• Democratizing ownership, by malting every adult Albanian an 
owner despite the widespread lack of capital which otherwise 
would give an unfair advantage in the ownership of shares to 
the former nomenklatura (i.e., those most likely to have 
savings); and 

• Facilitating the development of a stock market. 

Regarding the first question, i.e., the choice of enterprises to be 
distributed to the mutual funds, there is generally no reason why 
enterprises which do not require substantial restructuring should be 
assigned to a mutual fund, since these enterprises are essentially ready for 
privatization. It would be preferable to proceed with the privatization of 
such enterprises as quickly as possible, without waiting for the more time­
consur.ling moss-privatization system to operate. 

Possiblf: reasons for ;ncluding some enterprises which are viable 
without restructuring in the mutual funds include: 
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• The inadequacy of other mechanisms for privatizing such 
enterprises individually to handle all of the enterprises which 
are candidates for this approach; 

• The need to increase the pool of assets of the mutual funds to 
the point where every participant's sharp would be a 
meaningful amount; and 

• The oped tc· increase the viability and profitability of the 
mutual funds. 

Taking each of these point& in order, it would first of all be preferable 
to develop the range and the capabilities of individual privatization 
m.echanisms to handle as many as possible of the enterprises which are 
can(~~dates for this approach. Second, as an alternative to using the 
prer.ently viable state enterprises to eipand the asset pool available to 
mt:•"..lal fund investors, consideration could be given to allowing investors to 
exchange their vouchers for shares in the individual companies. Third, 
holding back otherwise readily privatizable firms t<; assure the viability of 
the mutual funds delays the benefits that will accrue from true private 
ownership of these enterprises (see below), as well as the incremental 
revenues to the government that will accrue frr,m the sale of these 
enterprises. Distribution of shares in the mutual funds, of course, 
generates no direct revenues to the government. 

The percentage of the enterprises' shares to be allocated to the 
mutual funds and the initial disposition of the remaining shares is 
especially relevant if the mutual funds are intended to function as active 
investors, responsible for the management and financial restructuring of 
enterprises under their control. ff shares initially are distributed in a 
dispersed fashion among workers, pension funds, banks, and mutual 
funds (as has been proposed in Poland, which appears to be the inspiration 
for the Albanian "mass privatization" system), then the mutual funds' 
ability to effect this transformation may be sharply limited. Given the 
shortage of commercially-oriented managerial talent in Albania, it is also 
difficult to see how the mutual funds can be expected to play a leading role 
in restructuring state enterprises without significant outside technical 
assistance. 

According to the government's program, the mutual funds represent 
a transitional stage in the privatization process, one of whose main 
objectives is the restructuring of state enterprises. By implication, full 
privatization of an enterprise will have occurred only when a controlling 
interest has been sold to an investor or group of investors with the interest 
and ability to ensure effective management of the enterprise. However, the 
mutual fund approach may limit the government's flexibility to sell to such 
final ("strategic") investors, since a large proportion of the shares already 
will have been divested to the mutual funds and possibly other investors 
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(e.g., workers, banks, pension funds). The investors may wish to buy a 
larger shart! of individual enterprises then the residual. 

The question of strategic investors is alsc relevant to the way in 
which the enterprises whose shares are to be transferred to the mutual 
funds are to be valued. One of the attractions of the mutual fund approach, 
presumably, is that it avoids the immediate need for a painstaking 
individual evaluation of the market value of each enterprise, i.e., the type of 
valuation which would be required by strategic investors. Although it has 
not been spelled out, presumably thP. assets to be transferred to the mutual 
funds would be valued at their book valu~. as defined by Albanian law. (See 
earlier discussion.) 

The valuation question is also relev~"lt to the government's goal of 
contributing to the development of capital markets in Albania. Given the 
lack of information about the market value of individual firms or the 
mutual funds' portfolios, any trading of shares that emerges will be purely 
speculative and detrimental to long-term capital market development. 

A final point concerns the logistics of distributing and redeeming 
shares in the mutual fw1ds. Obviously, the arrangements should be kept 
as simple as possible. One possibility would be to use the existing banking 
system (e.g., the Savings Bank network). However, one should be careful 
about over-burdening the banking sector as it tries to adapt to the new roles 
envisaged by the recent banking reforms. 

There has been insufficient dUcuaion of an alternative, 'bulividual 
approach"to the privatization of larger stale enterprises. Until new, most 
of the talk about privatizil'g large state enterpric;es, especially in industry, 
has focused on the mass privatization approach (i.e., mutual funds). There 
has been little discussion of the potential for privatizing some largo; 
enterprises through the more traditional, individual app~oach. The 
individual approach until now has been reserved for small enterprises 
such as shops. 

At present, however, the individual approach is the only one which is 
even close to being operative in Albania. Many of the specific modalities of 
the mass approach still remain to be worked about (see above), so that 
Albania Las no real alternative to the individual approach if it wishes to 
begin large-scale privatizations during the coming year. Furthermore, 
given the uncertainties of the mutual fund system, developing the 
individual approach would provide some insurance against even longer 
delays in making the mutual funds operational. Beginning the large-scale 
privatization program with individual privatizations would also give 
Albania some hands-on experience in privatizing large enterprises, which 
could help to make the individual approach more efficient and rap!d. 

Excessive hask in privatizing Albania'• lltak enterprises carrie1 the 
ri1k of failure. Earlier it was pointed out that many of the legal, 

19 



regulatory, institutional, fir1anciai, and other components of the ·'enabling 
enviromnen.t" for private enterprise have not been established yet in 
Albania. Infrastructural and other bottlenecks farther threaten the 
viability of privatized and new private enterprises alike. Widespread 
failures would strain the social saf£ty-net and risk a potential political 
backlash against p!ivatization. 

ne 1M!ID enterpriJle law fullUb many, 'but not all of the conditions for 
eonunercialization of Albania'• date enterpriaa. The implementation of 
Albania's new enterprise law on 1 January 1992 will mark a significant 
step forward in the completion of the enabling environment. It establishes 
many of the preconditions for operating state-owned enterprises as 
independent commercial entities (e.g., empowering them to decide on their 
own strategy and production plan, negotiate prices of inputs, set wages, 
hire and fire workers, obtain the best price they can for outputs). State 
enterprises are allowed to take the initiative in forming joint ventures with 
foreign partners. In general, state companies under the new law are 
expected to be self-supporting, although the law specifically allows the 
payment of subsidies to unprofitable state enterprises. 

The state coniinues to own 100 percent of the assets of public-sector 
companies, but the authority for managing those assets is to be vested in 
workers' councils which will have the authority to appoint and fire the 
general director of the enterprise and other top management. Under the 
circumstances, it is uncertain how the mutual funds will exercise their 
authority for the management and financial restructuring of the 
enterprises under their control. This arrangement also raises the 
possibility that the workers' council could use its influence over 
management to obstruct any privatization action which it felt could 
jeopardize workers' interests (e.g., thPOugh layoffs), or to siphon off capital 
through higher wage payments. 

A relati.vely dttentraliz.ed approach to privatization is a logical 
reaponse to conditio1111 in Albania. The National Agency for Privatization's 
very limited personnel resources virtually require it to d~legate most of the 
responsibility for detailed planning and implementation of the privatization 
program to the individual ministries and other concerned agencies of the 
government. The shortcomings of such a decentralized approach include, 
of course, the risk of inconsistencies among the different bodies in terms of 
objectives, planning assumptions, and methodologies. Ministry-level 
personnel charged with planning the privatization process in some cases 
may have limited qualifications and exrerience in privatization, conflicting 
responsibilities, and possibly less commitment to privatization. 

A more dructured, tllandardiud approach to planning privatization 
i• needed. If the decentralized approach to privatization is to work, 
however, implementing agencies require clear, consistent, and specific 
guidelines from the National Agency for Privatization. These guidelines 
should include the objectives of the privatization program together with an 



indication of prioriiies; criteria for selecting and prioritizing enterprises for 
privatization; and procedures for applying these criteria. 

In addition to promoting consistency of approach, such a structured, 
explicit set of guidelines wilt help to speed up the privatization process 
when the volume of enterprises ready to be privatized increases, as it is 
bound to shortly. A standardized approach will increase the 
"transparency" of the privatization process, by making it clear that vague 
or arbitrary criteria are not being applied in choosing the enterpris~s to be 
privatized or the instruments to be used. 

A wider range o(valuali.on techniques ill needed in Al.bani.a. In 
market economies a wide range of valuation techniques is used. These 
techniques fall into two broad categories: assets-based techniques and 
income-based techniques. The technique currently used in Albania (see 
above) is basically an assets-based approach, in that it tries to estimate the 
liquidation value of the assets. Another example of an assets-based 
approach is the replacement cost approach, i.e., estimating what it would 
cost an investor to replace the facilities and/or equipment. in question. 

An assets-based valuation is the most appropriate approach in the 
case of assets which are to privatized singly (e.g., trucks) or a business 
which is to be privatized through liquidation (like the small retail shops 
which have been the focu 0 

"" \lbania's privatization efforts to date). 
However, the major sho . ..coming of the asseU:-based approach is that it fails 
to account sufficiently ior the value of the firm's "intangible" assets 
(management experience, know-how, product reputation, customer 
relationships, etc. ) which are an important source of competitive 
advantage and hence of value to a prospective buyer. The Albanian law on 
valuation provides a mechanism which eCectively places a value on two 
forms of intangible asset, i.e., location and customer relationships. This 
mechanism is the premiums which the law permits the valuer to add to the 
asset value for centrally-located establishments and establishments which 
engage in household repairs and similar commun31 services. 

While this essentially assets-based approach has been adequate for 
Albania's needs in the early stages of its privatization program, which has 
focused on the liquidation of small shops and the sale of a few other state 
assets such as trucks, its inadequacies will become more apparent as 
Albanian moves on to the privatization of going concerns, such as 
industrial enterprises. It is generally accepted that incom-~-based valuation 
techniques provide the best means of capturing the value (Jf the enterprise's 
intangible assets in terms of incremental future income. 

The two most commonly used income-based valuation techniques 
respectively aim at establishing the economic value based on the r.et present 
value of future earnings (the discounted cash flow or DCF method), or 
estimating the market value from other information available on capital 
markets. From a theoretical point of view, the DCF method is to be 
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preferred. However, even in the developed market economies, the practical 
difficulties involved in projecting sales, financial flows, and choosing the 
appropriate discount rate result in other income-based techniques being 
used widely, such as price/earnings (PIE) ratios. 

The analyst seeking to apply income-based valua·Jon techniques in 
an economy which is in a state of fundamental disequilibrium, such as 
Albania, faces even greater problems. For instance, application of the DCF 
method is greatly complicated in sach economies by the problem of 
projecting the impact on the enterprise's financial performance of the 
transition to a market-based economy. Historical data are of little indicative 
value under these circumstances. Another major difficulty results from 
the need to choose an appropriate discount rate, which should reflect the 
specific degree of risk inherent in the enterprise. Under such €conomic 
conditions, this involves a highly subjective judgement on the part of the 
analyst, which rieks undermining the validity of the resulting valuation. 

There iB inBufficient coordination between the NAP and other 
mini.tries with privatization-related responsibilities. The example was 
cited earlier of the NAP and the Ministry of Foreign Economic Relations 
pursuing contradictory policies with respect to the privatization of a trading 
company. The Ministry of Economy shortly will idem.ify those state 
enterprises which are to be privatized, restructured, or liquidated. These 
decisions will have profound impacts for the future of the privatization 
process, yet no arrangements have been made for consultation between the 
Ministry of Economy and the NAP on this question. 

It iB likely that no buyers may be found for many, if not mmt, 
Albanian state enterprisa. In view of the generally poor condition of most 
state enterprises, many investors (particularly foreign investors) will prefer 
to invest in new facilities, rather than attempting to restructure and 
renovate existing facilities. One alternative to closing down and liquidating 
these enterprises might be to hand them over free of charge to their workers 
and/or management. 

Such a course of action poses a dilemma for the govenJlilent, 
however: either continue to subsidize many of the loss-making firms, or 
else watch them fail, straining the social safety net and creating a potential 
political backlash against privatization. A policy of giving away state 
assets, even if they are objectively worthless, might generate resentment 
among other owners (e.g., shopkeepers) who were required to pay for state 
assets in cash. 

Privatization and privale-.ector development are closely linked 
issues. Privatization is linked to the overall issues of private sector 
development, and not only by their shared requirement for an adequate 
enabling environment. In the long term, the liquidation of many state 
enterprises will create massive unemployment, which can only be absorbed 
by new private investment. 



An orderly framework need. to be found for shutting down non-uiable 
state enterprises. The government has undertaken an analysis of the 
financial performance of all state enterprises, with the objective of 
identifying those which are commercially viable and could be privatized 
immediately; those wlich could be made viable through restructuring; and 
those which are fundamentally non-viable and should be closed down. 
Uruortunately, this may be a somewhat moot exercise if, as estimated by 
some informed sources, more than 60 percent of all Albanian state 
enterprises are non-viable. 

Closing all of these enterprises down in the near term would risk 
creating economic, social, and political chaos. Moreover, it neglects the 
fact that for some enterprises at least, the net financial impact of closing 
them down (e.g., inclusive of redundancy payments and social benefits for 
laid-off workers) may exceed the cost of continuing to operate them, even at 
a loss. 

It should also be recognized that it will be extremely difficult to 
evaluate the potential competitiveness of some enterprises based on their 
historical financial performance, given the nature and the magnitude of 
the changes now taking place in the Albanian economy. Merely 
substituting world prices for historical, controlled prices in recalculating 
enterprises' costs and revenues, as has been suggested, will not provide a 
satisfactory answer because of the fundamental supply-demand 
equilibrium which is a legacy from the former controlled economy. Under 
the circumstances, at least in cases where it would cost more to close down 
an enterprise than to continue operating it for an interim period, time 
should be allowed to see if the enterprise's performance improves as 
market forces increasingly assGrt themselves. 

A new system is needed for regulating state enterprises which will 
not, or cannot be privatized. These enterprises include enterprises in the 
so-called "strategic" sectors which are excluded from privatization for the 
time being, as well as enterprises which are being kept open in the short 
term because of the economic and social costs involved in closing them 
down. Various approaches, such as the French "contract-plan", are 
available and their relevance to Albania's requirements would need to be 
assessed on a case-by-case basis. 

The contract plan, for instance, defines the reciprocal commitments 
of government and enterprise, for several years in advance. It spells out 
the goals of the enterprise, and establishes specific performance criteria 
against which operating results can be n1easured. The contract-plan also 
defines the government's responsibilities and c.'.>mrnitments vis-a-vis the 
enterprise, such as prices or tariff schedufos; allowable or target number of 
employees; and physical, human and finandal reaources to be accorded to 
the enterprise during the "'ontract-plar. period, including capital increases, 
loans, and loan guarantees. 
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4.0 BECOMMENDATIONS 

To increase the effectiveness and efficiency of the privatization 
program, the following steps are recommended: 

• Emphasize planning and preparation for privatization at this 
stage. 

• Establish a more flexible, "multi-track" approach to 
privatization. 

• Develop and implement an information strategy to support a 
multi-track approach. 

• Continue to decentralize responsibility for small-scale 
privatization. 

• Establish a separate "track" for individual privatization of 
selected medium and large state enterprises. 

• Evaluate the feasibility of mass privatization in the Albanian 
context and begin detailed planning. 

• Focus on building the capabilities of the National Agency for 
Privatization to manage and coordinate the privatization 
process. 

• Work to expand the range of valuation methodologies and 
mechanisms. 

• Establish a formal mechanism for consultation between the 
NAP, Ministry of Economy, and Ministry of Foreign Economic 
Relations on privatization-related matters. 

• Establish structures for enterprises which will not or cannot be 
privatized. 

• Undertake a public relations campaign to explain objectives 
and mechanisms of the privatization program to the 
population. 

Emphasize planning and preparation for privatization al this stage. 
In spite of the political pressures to move quickly on privatization, the 
problems with the enabling environment as well as the long lead-time 
necessary to bring key elements of the privatization program (such as the 
mutual funds) on-line argue in favor of a deliberate approach, emphasizing 
planning and preparation. To rush into privatization before the ground is 



ready risks profound adverse economic and political consequences. Seen in 
this light, the delays that have been encountered w date in implementing 
the privatization program are not a particularly serious problem. 

Continue to decentraliu responsibility for small-scale privatization. 
The bulk of of the small-scale privatizations undertaken to date (most of 
them retail shops and communal services) have bet:n implemented by 
district authorities, under the direct supervision of the Ministry of Home 
Trade and the general supervision of the National Agency for Privatization. 
Such decentralizatfon of responsibility is logical, in that these units are 
modest in their impact on the local and national economies, and they are 
difficult and time-consuming for the NAP to monitor closely. Esp.?cially in 
view of the NAP's limited resources, it makes more sense for the NAP to 
focus as much of its attention as possible on larger enterprises another 
types of enterprises with more specialized privatization needs. 

The NAP sh\luld come to a similar understanding with other 
ministries and agencieE regaraing the privatization of enterprises under 
their cm1trol, and particularly regarding standardized procedures to be 
followed for enterprises under a certain size (e.g., 20 employees). A brief 
examination of the procedu~es used in the case of thE> Ministry of Home 
Trade reveals the potential for further decentralization of the process. For 
example, after a privatization has been initiated, the initial valuation is 
prepared by an enterprise-level commission, then reviewed by the district, 
ministry, and national branc''les of the Preparatory Commission. The 
documentation is then reviewed and approved by the NAP, which directs its 
branch office in the appropriate district to execute the sale. District-level 
NAP officials are closely involved in most aspects of the sale, even 
accompanying the purchaser of the assets to the bank to open an account. 

Possible ways in which this process could be decentralized further 
include enabling prospective purchasers or district officials to initiate the 
privatization process for enterprises up to a certain size limit by filling out a 
standardized form containing the justification for the sale and other 
pertinent information. Transactions below a certain amount could possibly 
be approved by the district branches of the Preparatory Commission and the 
NAP, without recourse to the central authorities, without undermining the 
system of safeguards against corruption that motivates the central 
reviews. 

The procedures for actually transferring the privatized assets to their 
new owners, which demand so much of the time of the district NAP 
officials, could almost certainly be simplified. However, it should be 
stressed that any attempt to decentralize or simplify these functions will 
have to be accompanied by intensified efforts to train local officials in the 
relevant laws and procedures and their implementatior •. 
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Establish a more f!.aibk, 'multi-track" approach to privatization. 
At present, Albania proposes to take essentially a "two-track" approach to 
privatization, consisting of: 1) small scale privatizations through auction or 
direct sales; and 2) "mass privatization" of the remaining enterprises 
through mutual funds. However, the wide variety of enterprises in the 
Albanian economy, as well as the broad range of available privatization 
techniques (including public share sales, joint ventures, employee stock 
ownership plans, management buy-outs, leases, and management 
contracts, indicates that a more flexible approach, in which the 
privatization technique is tailored to the character and needs of the 
enterprise, would be beneficial. 

Develop and impkment information Blralegy to support multi-track 
approach. At present, one of the greatest obstacles to such a multi-track 
privatization program is the lack of data on enterprises which wo~llrl enable 
planners to segment and prioritize enterprises which are candidates for 
privatization, and tailor privatization strategies to enterprises' unique 
needs where appropriate. Most of the data apparently have been collected, 
at least until recently, by the ministries concerned and the central 
statistical agency, but the NAP is only beginning to tap these information 
resources. 

Therefore, a top priority of the NAP should be to develop a 
comprehensive definition of its data requirements, based on its detailed 
privatization strategy and sector and enterprise screening criteria. The 
NAP should communicate its information requirements and a timetable for 
fulfilling them officially to the concerned agencies. The NAP should 
proceed to hire the most qualified available candidate for the now-vacant 
post of information specialist. The task of the information specialist, 
assisted by a foreign technical advisor as appropriate, will be to design a 
data base management and retrieval system to facilitate access to the 
information by NAP sector and industry specialists. 

Establish a separate 'track" for indi.vidua/, privatization of selected 
medium and large state enterprises. As discussed earlier, there is no 
compelling reason why state enterprises which are profitable without 
restructuring should be assigned to the track of mass privatization through 
mutual funds. In addition, establishing a separate track of one-by-one 
privatizations for such enterprises affords a degree of insurance against 
longer-than-anticipated delays in the implementation of the mutual funds. 
It also makes it possible to "tailor" a privatization strategy which meets the 
individual characteristics and needs of each enterprise in this group. 

Enterprises which are candidates for the individual track can be 
identified in one of two ways: either the companies apply for privatization 
on their own initiative, or they are identified through analysis of the stock of 
available enterprises by the NAP staff and/or its advisors. Examples of 
criteria which could be used to identify candidate enterprises through 
analysis include: 



• Not included in one of the so-called "strategic" sectors, at least 
until further clarification of these sectors' status with respect 
to privatization; 

• Otherwise, a representative sectoral and geographical 
distribution (assuming other criteria can be met); 

• Relatively large size (e.g., more than 500 employees) 

• Potential economic impact (e.g., through removal of a 
bottleneck or creation of linkages); 

• Profitable in 1989-90 (assumed t.o indicate no need for major 
restructuring); 

• Expanding or at least stable markets (e.g., enterprises in 
declining markets, such as protected industries which are 
threatened by trade liberalization should be avoided); 

• Relatively low degree of vertical integration; 

• Relatively low degree of concentration in their markets (i.e., no 
monopolies or oligopolies); 

• Support from workers, management, and the ministry or 
agency which controls the enterprise; 

• Potential investor interest; and 

• Clear legal status (i.e., no claims from previous owners of 
nationalized properties). 

In actual practice, these criteria could be weighted numerically 
(1 •iJecting the overall objectives of the privatization program as well as 
tactical objectives, in order to get a rank ordering of candidates for the 
individual privatization track. Preparations for privatization of the t.op 20 
enterprises, for example, could begin as soon as the initial rank-ordering is 
complete, with additional enterprises entering the "pipeline" as enterprises 
in the fiT'st group are successively privatized. 

The process of preparing an enterprise for privatization in most 
cases would include an analysis of the enterprise (e.g., markets, 
operations, management structure, staffing, and financial structure), 
valuation, and development of a divestiture strategy. The exact technique 
used t.o privatize the enterprise, as well as the structure of the transaction, 
would depend on the characteristics and needs of the individual enterprise. 
Given the special conditions of many of these transactions, it may be 



advisable to contract with outside advisors to assist NAP in developing 
suitable solutions. 

Eval.uate the feasibility o(11UJ1111 privatization in the Albani.an conle%t 
and begin detaikd planning. Evidently inspired by the Polish example, the 
Albanian government has proposed a program of "mass privatization" 
through the creation of five mutual funds. These mutual funds would hold 
a portion of the shares of former state enterprises (mainly large-scale 
enterprises), and all eligible Albanians would be issued vouchers which 
they could redeem for shares in the mutual fund(s) of their choice. The 
government's objectives are apparently twofold, i. e., to satisfy political 
expectations concerning widespread ownership of former state enterprises, 
and to provide a vehicle for restructuring enterprises prior to full 
privatization. 

The complexities of the mutual fund or other approaches to mass 
privatizat;on are such that the government or the NAP should consider 
engaging outside advisors with relevant experience (e.g., in setting up the 
Polish system) to assist Albania in developing a workable system which 
meets its requirements. However, assuming that the program which 
emerges is patterned at least generally after the Polish model, 11 few 
general recommendations can be made, i.e.: 

• Perform (with outside assistance as appropriate) a mass 
privatization feasibility study to assess the economic 
consequences of mass privatization, and define the 
government's position on policy issues such as the method of 
allocating shares to the mutual funds, voucher-holders' 
optfons, etc. 

• Give each fund a controlling share of the enterprises in its 
po1tfolio, so that it has the power to conduct an effective 
restructuring. 

• Provide each mutual fund with the management and technical 
expertise it needs to carry out its functions responsibly. 

• Provide for subsequent withdrawal of an enterprise's shares 
from the mutual fund's portfolio if it becomes necessary to 
facilitate final privatization of the enterprise. 

• Begin the work of valuing individual enterprises in the mutual 
funds' portfolios as soon as possible. 

• Do not ''ait for the mutual fund system to be fully implemented 
before starting to search for final, "core" investors; ideally, the 
search for final investors should begin as soon as a valuation 
has been performed. 



• Only allow recipients of vouchers to redeem them for mutual 
fund shares and trade the shares after the mutual funds' first 
annual reports are available. 

Specific preparations which need to be made for implementing the 
mass privatization program include: 

• Screening the largest enterprises to identify those most 
suitable for mass privatization; 

• Conversion of these companies into joint-stock companies 
(subject to passage of the relevant legislation on shareholding 
companies); 

• Drafting 81"i jJ8.SSage of enabling legislation for the mutual 
funds; 

• Developing model by-laws of the funds, charters, and bank 
deposit contracts; 

• Establishing fund management boards with an Albani~n 
chairman and board members from appropriate Albanian 
institutions, as well as international businessmen and 
management experts; 

• Obtaining expressions of interest from international banks and 
fund management firms interested in carrying out the day-to­
day management of the mutual funds under management 
contract, and negotiating a contract; 

• Developing business plans for the funds, which spell out the 
details of fund management, capital requirements, and 
operating expenditures, as well as the funds' requirements for 
telecommunications, data processing, and other supporting 
services; 

• Acquiring the capital necessary for the operation of the funds, 
po~sibly from Western investors such as specialist mutual 
fund institutions; and 

• Informing the public about the system and popularizing the 
voucher distribution scheme. 

Work to ezpand the range of valuation mdhodologia and 
mechanisms. As discussed earlier, adoption of a "mass privatization" 
program does not obviate the need for valuing state enterprises. Moreover, 
the asset-based valuation techniques now in use in Albania provide a less 
useful estimate of the value of enterprises, particularly those which are 



going to be privatized as going concerns, than the income-based valuation 
techniques used in many other countries. 

At present, there are two potential drawbacks to the use of income­
based valuation techniques: 1) they are not recognized by Albanian law, and 
2) it is difficult to estimate future income streams of Albanian enterprises 
based on their historical performance, given th~ radical transformation 
now taking place in the Albanian economy. Even analytical short-cuts to 
an income-based valuation, such as the use of price/earnings ratios, are 
problematical in Albania, given the lack of a functioning local capital 
market. Financial ratios from other markets are not acceptable proxies for 
market valuation of companies based in Albania, since there is no country 
with a relatively well-developed capital market which displays structural 
and systemic features similar to Albania. 

If there is an analogy to this type of valuation problem in the 
developed market economies, it might be the problem of valuing a book or 
invention whose market prospects are uncertain. Typically, this problem is 
overcome by paying the author or inventor an advance or down payment, 
plus a royalty or percentage on each unit sold. These royalties could be 
considered an ex post facto valuation of the object based on its actual 
market and financial performance. 

In the case of a company being sold which has such uncertair.· 
prospects that the buyers and seller cannot agree on a price, the deal might 
be structured as an "earn-out', where the buyers make a down payment up 
front, then additional payments over an agreed number of years based on 
the profitability of the company. In the special case of worker-owned 
companies, which could reduce profitability (and hence earn-out payments) 
by increasing wages, the payments could be based on some measure of 
value-added which does not net out worker compe: .. sation. 

The institution of a regular income tax on businesses in Albania 
should simplify the bookkeeping problems involved in U!'ing earn-outs as an 
approach to valuing and selling state enterprises. Purchasers could be 
required to submit a notarized copy of their income tax return to 
substantiate thP. amount of royalty payable for that year. 

Foc1111 on building the capabilitia of the National Agency for 
Privatization to manage and coordi.nal.e the privatization procea. The 
NAP would benefit greatly from a program of long- and short-term 
technical assistance. {n particular, it is recommended that a long-t.P.rm 
(i.e., 1 - 2 years) advisor be assigned to work side-by-side with the NAP 
Director and staff in developing and implementing program planning, 
budgeting, and other administrative systems which would facilitate the 
NAP's transformation into a mature agency capable of managing the 
privatization process effectively. 



The long-term advisor should also be able · !> provide NAP staff needed 
additional exposure to planning and analytical kchniques relevant to 
privatization, as well as the full range of privatization tools (private sales, 
employee stock-ownership plans, general sale 9f shares, etc.) and their 
uses. The ideal candidate for the position of long-term advisor would be a 
management consultant or other individual with 10 - 15 years experience in 
1) institution-building and 2) privatization, at least part of it in Eastern 
Europe. The candidate's interpersonal skills and his ability to work with 
his Albanian counterparts in developing and implementing management 
structures, systems, and procedures are as important as his specialized 
knowledge of privatization. 

Additional familiarization and practical training are required to 
enable the NAP staff to make optimal use of the specialized technical 
expertise offered by short-term experts such as the proposed EC-PHARE 
advisor in small-scale .'rivatization. During this mission, a series of 
informal seminars was conducted for the NAP staff, in which the various 
steps in the privatization process were discussed, along with pertinent 
analytical concepts and methodologies. (An outline of the topics covered is 
found in Annex C.) At best, however, these seminars could only serve to 
increase participants' awareness of the issues. 

One type of short-term assistance which would be useful at a 
relatively early date concerns the NAP's data collection and analysis 
capabilities. The Agency has a staff opening for an information specialist. 
When this position has been filled, a two-month consultancy by an 
expatriate specialist on information systems and data base management 
probably would be beneficial. This consultancy should be coordinated with 
the development of specific information and data requirements related to a 
detailed strategic plan for privatization. In this same connection, the NAP 
may need assistance in obtaining the computer hardware and software 
required to implement its information strategy. 

The timing and terms of reference for additional short-term 
technical specialists should be developed by the long-term advisor. 
However, the required assistance is likely to include the following: 

• Sector/industry specialists. The development of privatization 
strategies for individual medium to large-scale enterprises is likely to 
require specialized expertise in disciplines such marketing, business 
strategy, industrial technology and operations, and finance which the NAP 
does not have yet. NAP has the option of contracting with either individual 
advisors, or else an international consulting firm which would assemble 
the appropriate team of specialists for a particular transaction. In the 
initial privatizations, at least, the latter approach is probably the most 
logical course for NAP to follow given its lack of relevant experience 

• Valuation specialists. It is recognized that valuation is the 
responsibility of the Preparatory Commission fc:.- the Process of 

31 



Privatization rather than the NAP. One near-term technical assistance 
need in the area of valuation is for a short-term advisor with valuation 
expertise to help the PCPP in drafting an alternative to the current law on 
valuation which acknowledges alternatives to the asset-based valuation 
models now used exclusively in Albania. The advisor could also conduct 
technical training in valuation techniques for officials of the Preparatory 
Commission. 

In the middle to long term, outside valuation specialists probably will 
be needed to assist in valuing medium and large-scale enterprises, 
particularly those which are gong to be privatized via the "individual" track 
(see above). In the case of enterprises which are to be privatized as part of 
the mass privatizations program, it may be more cost-effective to "bundle" 
the enterprises by sector or industry group and have a single outside 
specialist or firm perform the valuations for each group of enterprises. 

• Investment bank. Most of the advisory services described above may 
be provided by an investment bank, working alone or in association with a 
consulting firm. In addition the investment bank (or the mergers and 
acquisitions division of the consulting firm) can provide specialized 
technical assistance in structuring the transaction, locating potential 
investors, evaluating bids, and negotiating an agreement. 

• Mass privatization. While the mutual funds U> be established under 
the proposed mass privatization program will be administratively separate 
from the NAP, it is assumed that the latter should be instrumental in 
planning for the mutual funds. A consultant with experience in developing 
the Polish mutual fund strategy would be useful to the NAP to perform a 
feasibility study and adapt this concept to Albanian conditions. 

Establish a formal. mechanism for consultation between the NAP, 
Ministry of &onomy, and Ministry of Foreign Economic Relations on 
privatization·related matter•. To improve communications among the 
three organizations with executive responsibilities in privatization-related 
matters, it is recommended that an ad hoc committee on privatization be 
established, including the Ministers of Economy and Foreign Economic 
Relations, and the Director of the NAP. Working groups could be 
established under the committee's auspices, such as a working group on 
joint venture policy. 

EdabliBh druetureB for enterpriBe• whi.ch will not or cannot be 
privatized. As discussed earlier, state enterprises in the following 
branches of the economy are excluded from privatization: energy and 
mining, oil and gas, mail, telecommunications, forestry, water resources, 
road, railways, seaports, airports, and air and railway transportation. 
However, some of the benefits which would result from privatization can be 
secured by other means short of actual divestiture. 



First, state enterprises in the above sectors are permitted to contract 
or form joint ventures with foreign partners. In the ca~e of mineral and 
other resource-based enterprises, such relationships can take the form of 
the foreign partner providing needed equipment, technology, and know­
how, and take their share of the revenues in kind (oil, timber, chromium, 
etc.). This is the pattern that has been followed in the oil industry, where 
exploration contracts have been signed with five Western oil companies. 
The government is also discussing a chromium joint venture with a South 
African company. 

Second, in sectors such as telecommunications which have 
monopolistic characteristics but are not totally monopolistic industries, 
competition could be encouraged from new private providers of services 
such as cellular telecommunications, repair services, and telephone 
equipment. Alternatively, the state monopolies could be encouraged to 
subcontract out certain functions (e.g., repairs) to private providers. 

Plan and conduct a public relatiom campaign to explain the 
objectives and mecluuWJma of the pri!vtization program to the population. 
Some segments of the Albanian popu!ation may hold unrealistic 
expectations, particularly about the length of time that the privatization 
process will take and the distribution of shares in the privatized firms to 
their employees as well as the general public. The controversy generated by 
the ultimately unsuccessful proposal to auction off retail shops to the 
highest bidder illustrates thE: potential impact of such these contradictory 
expectations. 

The alternative to resisting, or capitulating to pubiic opinion in such 
cases is to try to educate the public about the real intent of the government's 
policy and the pros and cons vis-a-vis alternative policies. The most 
effective approach is not to try to reach the masses directly, but to try to 
educate the leaders of public opinion, such as journalists and labor leaders. 
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UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION 

Title 
of post 

Duration 

Date 

JOB DESCR.IPTION 

Consultant in Privatization 

1.0 80n~hs 

11 Noveaber - 11 Deceaber 1991 

Duty Station Tirana 

Purpose of 
project 

Duties 

This aission is designed to provide direct support in the fora of 
advice to Albanian officials on various issues related to 
privatization. 

The consultant will be a high-level advisor who can provide 
advice and guidance to governments that are in the very early 
stages of their Economic Refora programae. Specifically. the 
consultant will: 

1) hold discussions with Goverllllent and with relevant 
institutions and organizations to deteraine the objectives of 
Government and the situation in the country related to 
privatization. 

2) Assist government in planning the overall strategy for 
privatization, including the legislative and institu~ional 
fraaevork required for privatization to succeed. 

3) Provide advice to Government on specific issues within 
consultant'• areas of coapetence, as requested by government. 

4) Identify the need for extemal supporc and. if requested, 
prepare Project Documents or other documents to facilitate the 
provision of this assistance. 

5) If requested, organize and conduct seainars and workshops on 
privatization issues for those officials responsible for the 
privatization activities of the govern11ent. 

6) Participate in a vorkabop on privatization in Prague, to 
preHnt experiences in Albania and elsewhere. 

. ... I .. 

Apptia1iom .nc:t c:ommunaions '•'dint 1hf) Job Oncrip1ion should be sen110: 

Proiaa Personnel AecruitftMftl Bf---. Depen-nc of lndunri .. Cpenc~ 
UNIOO. Vieftfte lntcn1nioNI Cefte,., P.O. Box JOO, ~·MOO, Vienna. Au11tia 



7) Provide ..aterials on Privatization (in general and on the 
privatization experience elsewhere in Ea~ern Europe, in 
particular) that would be of interest to government officials who 
are coapletely inexperience in privatization. 

8) Prepare a detailed final report that covers che ac:.:ivities, 
findings, and recommendations of the aission. 

Qualifications 

The consultant should have extensive experience in privatization, and 
have experience advising governments on policy-level aspects of undertaking 
privatization. An advanced degree in Econoaics, Finance, or Business 
Adai.nistration is desirable. 

Language English. An additional knovledge of Albanian is desirable. 



ANNRXB 

ORGANIZATIONS AND INDIVIDUALS CONl'ACfED 



Council of Ministers 

National Agency for Privatization 

Preparatory Commission for the 
Process of Privatization 

State Bank of Albania 

Saving& Bank 

Ministry of Finance 

Ministry of Home Trade 

Ministry of Food Industry 

Dr. Gramoz Pashko 
Vice Premier and 

Minister of Economy 

Mr. Veli Mullaraj 
General Director 

Mr. Frederik Xhori 
Lawyer 

Mr. Shpetim Zaimi 
Economist 

Mr. Gjerji Butka 
Economist 

Mr. Dhimitraq Kllapi 
Economist 

Mr. Feti 
Director, NAP Tirana 

Director, NAP Berati 

Mr. Agim Shehu 
Chairman 

Mr. Robert Lukaj 
Director of Planning 

Mr. Edwin Lubohova 
General Director 

Minister 

Minister 

Mr. Saimir 
Privatization Director 

Mr. Valentin Prifti 
Advisor to the Minister 

Mr. Besnik Vathi 
Director, Foreign Relations 
Dept. 

Minister 



Privatization Director 

Mr. Teodor Kristuli 
Economist 
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SEMINAR TOPICS 



1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

f5emjparDjgwwjonTopb 

The privatization process--overview and first steps 

The macro context of privatization 

Setting objectives for privatization 

Developing sector/enterprise screening criteria 

Data requirements 

Targetting sectors/enterprises for privatization 

Sect.or/enterprise strategy 

Techniqt1.es of privatization 

Institutional responsibilities, resource requirements, 
and potential sources of assistance 

Summary 
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PROGRAM FOR THE TRANSITION TO A FREE MARKET OF THE 

ALBANIAN ECONOMY 

Current lconoaic Criaia 

Our countrJ" ia now in the grip of a grave econo•ic criai•. For 

al•o•t four J"eara in aucce••ion, national output ha• declined 

continuoualJ" bJ" approxi•atelJ" 1.6S per annu. on average. The cri•i• 

has beco•e desperate during the laat J"ear. The Albanian econo•r is 

out of control. Induatrial and agricultural production ia onl7 half 

that of the la•t rear. 

Many policies driven by politics, unjustifiable fro• the econoaic 

point of view, crated chaos and worked contr&rJ" to the reform 

process. A•on1 theae vaa the eatabli•h•ent of a aandatorJ" paJ"•ent 

of SOX wa1er to workers te•porarilJ" di•placed bJ" the •horta1e of 

raw •aterial•. Thi• created a 1reat incentive for abaenteeia•.(1) 

Another wa• the 1over1111ent-owned enterpri•e• were 1iven 1reater 

freedo• of operation but without a •T•tea of atrict bud1etar7 

control.They becaae no-onea propertJ" and nobody waa in control. 

Budget aubaidiea to enterpriaea aerely becaae aubaidies f roa the 

State Bank.(2) Later on with the uncontrolled increaae in bank 

credits to pay vases, enterpriaea increased the •oney in 

circulation vi thout producinl anythinl, tl\u• contributinl directly 

inflation, the aonetary overhan1, and the pro•pect• for explo•ive 

inflation in the future.All this resulted in a chaotic functioning 

of the centralized •Y•t••· The overhan1 continued to build up at a 

tiae when no plan was fulfilled by the enterpriaea. 



The deficit in budget bec .. e a real aangrene.The atate budget ia a 

disaster. Lacking fi•cal con•traints, a budaet deficit of 3.2 

billion lek• was realised in 1990. Thia deficit waa carried forward 

into 1991. To tho•e wa• added another 1.2 billion lek• in the fir•t 

eight aontb• of 1991, and it i• envi•aged that the total of budget 

deficit will be 2.5 billion lek• for the whole of 1991. The deficit 

i• calculated to be 47X of the whole budget incoae for 1991.Thi• 

aeana that the whole conauae i• baaed on the huaanitarian aid. 

During thi• period, the atate reserve• were coapletel7 consuaed. 

The new governaent found the treasur7 entirely eapt7. This 

financial collapse waa coapleted by the exhauation of our countr7' • 

foreign reaervea had a dr .. atic increa•e in our foreign 

indebtedne••· Moreover, aasaive lo•••• realized in foreign exchange 

trading deatroyed the financial credibilit7 of our countr7 in the 

e7e• of the foreiln banker•, and we are now facing a total eabargo 

of foreign credita.(3) 

Spontaneous privatization ha• haapered econoaic refora by 

generating aocial tenaions. Furtheraore, the aabi1uoua le1al and 

administrative situation ha• discouraged the entry of forei1n 
I 

fir••· The fact ia that few foreign coapanie• have •tarted 

operation• so far.The aaae goea for the agriculture where 

apontaneit7 created artificial obatacle• which haaper the 

reorganization. 



It is obvious that the eaaence of the criaia ia failed econoaic 

syateas. Central planning has left us with a terribly inefficie"t 

econoay, unable to coapete, unable to produce 1oods of quality or 

in desirable quantities, unable to export, and unable to induce our 

people to work for batter wa1es or for a better life.Thi• aituation 

is not created froa fresh but it is the result of the old aystea. 

The past belon1 to all albaniana as well aa the future we are 

seeking to build. 

Necessity of aeforw and Vrcent Hacroeconoalc Measure• 

Our econoaic criaia position• ua at a croaaroada. Ve could try to 

reactivate existinl industry, vhicb baa already been half deatroyed 

by the criaia and ia characterized by a lack of profitability, 

inefficiency, iaport-dependency, low productivity, and extreaely 

poor quality outputs in a nutahell the poverty aaker, or ve could 

start anew, with new atructurea needed to develop a coapetitive and 

productive econoay that would proaote work and vell-beinl for all. 

1'he first path, without doubt., would be suicidal. 

The aecond path at our choice ia the setting up of new atructurea 

of a new and coapetitive econoay.The kind of econoay ve should 

pursue depend• on the 1uaranteed freedoa of individuals and f iraa 

to produce and sell at a price they deteraine in the aarket. 

Entrepreneurs auat be free to introduce pew technologies and to 

produce 1ooda profitably for export. Our econoay deaanda people who 

are villinl to risk, to experiaent, and to win. First and foreaoat, 

anew econoaic ayatea require• atabilisation.Achievinl auch an ala 

aeana to bravely fiSht the hyperinflation and aettinl up a new 



econo•ic and le&al atructure to establiah the •arket econo•Y· 

The peed to fichthrper=infla~ Inflation bas been artificiall7 

restrained by price freez~• and food rationing.Meanwhile, the •one7 

in circulation i• too high and growing.Actuall7 the liquidity 

overhang to be abaorbed with the old a7ate• aean• that our econo•7, 

with a ~S growth ahould need 5 7ear• to re-eatabliah the 

equilibriua between the national output and the aone7 auppl7, in 

other teraa thia aeana that the price increaae would go on for 

another 5 7eara.If we do not act quickly to atop the inflation the 

liquidity overhang will becoae a disease for the econo•7· The 

effect of the increase in the aone7 auppl7 will be highly 

inflationar7 becauae it stiaulates deaand for soods at a tiae when 

goods are not available. Inflation la a severe disincentive to 

inveataent, which ia critical for the developaent of a aarket 

econoa7. If we do not act to ate• the inflatior, the resulting 

devaluation of our currency will foreclose the possibilities to 

build our econoay. And the aocial costs of inflation are as aerioua · 

as the econoaic onea. Meaaure• to control inflation auat be focused 

on the following: 

Eliminating enterprise 1ubsidiea and unliaited credit1. We aust 

atop the increase of aone7 in circulation that coaes fro• financing 

loaa-aaking enterprises. Thia requires a ver7 strict aonetar7 
I 

polic7, efficiency increaae and production of those goods required 

but the aarket(4) Firs and foreaoat, ri1oroua atandarda auat be 

eatabliahed in the extension of credit.The banks ahould not releaae 

credit• on ad•iniatrative ordera. The law (which is part of the 



package I - presenting to the parli-ent)is not to allow crediting 

of enterpriaes whoae econoaic data and credibility are doubtful. 

Banks aust not be allowed to issue credit• when there ia little or 

no prospect of repayaent. The law in the refora package being 

presented to you would place liaits on the aize of the loans, which 

should be no aore than i• needed for working capital, and which 

would be extended as ahort-tera credit.a. If an enterpriae defaults 

on this credit, it ahould be declared insolvent and either aold at 

auction or closed down altogether. The eatabliahaent of independent 

banks will proaote coapetition both in attracting depoaits and 

extending sound loans. The Central Bank auat be detached froa the 

co .. arcial banking operations so that it can safeguard the 

aaintenance of a sound aonetary policy.The Central Bank aust play 

the role of anti-inflation agent. 

Balancinc the budget.The Gc-vernaent of Stability inherited fro• the 

last year a deficit of 3.2 billion leks, and was coapelled to add 

1.7 billion on top of that throu1h the wa1e increase, social 

assurances and the aubsidizin1 of the a1ricultural prices for the 

first 9 aontha of 1991. Meanwhile the production drop baa 

contributed in an increase of the deficit. The bud1et revenues are 

iapleaented up to 35X of the f ~reseen. The bud1et is enoraous 

because of explodinl subsidiea and the collapse in revenues, both 

attributable of the deaperate situation iQ the enterpriae aector. 

As a result, the state is not capable of undertakinl new 

investaents or financin1 other iaportant activities such as 

defence, public order, housin1, health, and, in particular aocial 

assiatance for displaced and uneaployed workera.A state with only 



deficit as a reault of the econoaic activitT is bankruptcT, that is 

vh7 the heaorrha1e aust be •topped in order to aake healthier the 

econo•T and to atart it• activation. 

To ensure adequate revenue to finance expenditure•, the atate aust 

tax enterpriaea. But under present circuastancea, hi1h taxea on 

enterpriaea would cause widespread closures. Therefore, aa interia 

aeaaurea, the Oovernaent ha• •ought to cloae the bud1et deficit bT: 

1. lapoaing fuel and electricity taxes; 2. Devoting all cash 

receipts froa food aid to the bud1et; 3. Reducing adainistrative 

expenses and investaent expenditures; 4. Atteapting to aenerate 

revenues through privatization( 5); 5. aake use of foreign bilateral 

credits. 

Establishaent of a state loan, lotteries and isauing of other 

value papers, which is for the aoaent technically not feasible and 

we are to consider bow to use it in the near future. 

Stiaulatinc supplr.Heasurea have to be taken to incite production· 

increase alon1 with the aonetarT stabilization. Measures have been 

taken to increase production in keeping with aonetary atabilitT• 

Enterprises have been freed fro• the adainistrative fraaework of 

the plan. In the transition period, enterprise• have been freed 

froa 1overnaent-.. ndated contracts and territorial restrictions. 

Laws that need to be passed in this package - •State Coapany Lav~, 

• Waae Law•, •Law on Contracts and Obliaationa" - are essential to 

put the enterprt••• into action. 



I 

Iaproveaents are alao needed in the export and iaport activities of 

enterprises. Export• are atiaulated by the devaluation of the 

currency which was done of late. But to put the enterprise into a 

proper aarket context, we need other aeasures, such as price 

liberalization, a ayatea of taxation that supports •rowth, 

liberalization of foreign trade, and right for enterprises to 

deteraine their own atructures. Enterpriaea should have the right 

to deteraine their own production, to enter into contracts,and to 

sell atpricea deterained by force• of supply and deaand.Set up the 

structure of production on the basis of their own calculations and 

~arketinl operations and deciding on their own on the nuaber of 

workers. They aust have coaplete freedoaon their own investaents. 

Manageaent policy of enterprises aust be deterained by boards of 

directors.In aucb a way they will bear coaplete responsibility 

towards the public for the actions undertaken as well as . 

bankruptcy.Taking these aeasure• ve face the first atep towards the 

refora and aarket creation. But this is a preliainary solution, a 

preparatory phase for the privatization which will be the 

definitive aolution. 

External financing.The preaent aituation calls for new financing 

aources froa abroad to be coabined with the above•entioned ateps. 

In the f irat ei1ht aonth of this year, export• have brought forth 

only 94$ aillion, and thua covered only,35X of our iap~rt 

needs,50X of which are equal to the forei1n loans interest to be 

paid.All staple product exports such as chroae,copper,tobaccos and 

vegetable• are below the expectationa. Being that the export 

contracts are already si1ned the iaport poasibilities are very 



liaited. Thus we face two iaf'()rtant probleas: to provide our people 

with neceaaarJ foodstuffs, and to secure raw aaterials for our 

industries. We will need 270 aillion dollars through the end of 

this year, 150 aillion for food alone. Food will be provided aainly 

through food aid,and rawaaterials through the foreign credit. $50-

70 aillion would be enough to reactivate those industries that 

could be operated profitably under aarket conditions to the end of 

the year .Under the present conditions we are coapelled to use the 

credit to atiaulate the export producing aooda enterprises.The lack 

of a guaranteed aarket to export the goods produced with the raw 

aaterials iaported aakes it aore difficult to predict the results 

of the exports in order to aitigate the inflation pressure. We 

expect that the IMF and G-24 will cover our balance of payments 

deficit during the period of iaplementation of our economic 

reform.(6) 

Social Safety Net. Social assistance is not a charity. It allows us 

to close down non-viable enterprises, which aeans that it is a 

precondition of econoaic reform. Social assistance will come into 

force in the f~rst of January, 1992, and will be coupled with the 

I 
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restructuring of the state enterprises.The closing down of the 

enterprises will be doe gradually, without big pain, aa the only 

mean to create the suitable around for the refora.It will serve as 

a compensation reaervoir between the sect9rs to be enlarsed and the 

I ones to be curtailed. Thia tiae will also serve aa a training 

period for the workers.The preparation for this atep will be 

I January the firat 1992. Thia date will coincide with the complete 

I 
transformation of the role of state sector. According to a study of 

I 
I 



the Ministr7 of Er.onoay, 45X of the enterprises were loss-aakers in 

1989. Under the new econoaic conditions, 25X are expected to be 

loss-•akers. ~fter a period of three aontha, we aust close down 

those enterprise• that have no hope of survival( 7). The others will 

be given a period of aix aontha t~ adjust to the new aarket 

conditions. In the aeantiae, we will have prepared the nece~sary 

legislation and adainiatrative structure to privatize those 

enterprises that survive.A crucial aoaent will be the raw aaterial 

problea. The enterprises will have to face this problea so far done 

by the state.The Governaent has for at least 18 coming aonths a 

solution tt:· this, in order to start up the refora, as concerns the 

second half of the coaing year, we hope that the IMF, after 

adopting our refora program, which in principle is.done already, 

will finance part of our iaports, the G-24 is supposed to cover the 

rest. 

The unemployaent problea can only be addressed by the creation of 

new employaent opportunities: These will be senerated by new 

investments that are anticipated through Italian credits of $180 

million, Geraan credits of $30 million, and others. Another 

possibility i• the iaaisration to Germany and Italy of 1500 workers 

next Tear. Thia nuaber can be doubled or tripled following the 

eatablishaent of centers for professional skills and trainin1. As 
' 

for the heavy industry, we intend that up to 70X of our mineral 

extraction industry will become Joint ventures. A hish priority 

will be accorded to touriaa which quickly yields revenuea. We 

expect technical assistance fro• the European Community and the 

I 
EBRD throu1h the PHARE pro1ram.We expect to have a master plan in 

I 
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order that all foreign investaent be subject to this plen. 

Investaents in infrastructure will also be done on the basis of 

joint capital. For reconstruction of roads for exaaple we are of 

the opinion to set a tax on the roads or a tax aaounting to 0.5 

leks on the gas consuaed to finance the existing road 

reconstruction and opening of new car roads. Legislation for joint 

ventures is included in the package we are proposing to the 

Parliaaent.The Government has prepared the draft law on land rent 

and building rent.In the aeantiae work is underway to prepare an 

econoaic strategy for the developaent of aineral and aaterial 

resources. 

Currency convertibility. We intend to begin liaited convertibility 

of our currency in January 1992 as concerns the iaport and export 

operations of the enterprises.With starting of credits from IHF and 

G-24 in order to back the payment balance the complete 

convertibility will be considered with a unique aarket for the 

enterprises as well as for individuals. A new law on hard currency 

which will serve as institutional basis for convertibility will be 

forwarded to the Parliaaent presently. 

An active forei1n policy aust be in the pipeline in order to re-

schedule the debt aa a precondition to support the balance of 

payments and start the forei1n investaents. So far we aay say that 
I 

with the Italians this ia done and hopefully through the IHF 

mediation the same will be done with other countries. 

KeY elements ot privatization.World experience has demonstrated 
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that the privatization reform cannot be partial, that the public 

must be prepared for its effects, and depoliticization is necessary 

because it interferes with sound aanagement(8).The refora aias at 

macroeconomic stability and quick operations towards aarket 

econoay. Institutionalization and application of privatization and 

destruction of the centralized economy. Without this the vicious 

circle cannot be destructed. This cannot be done within a quick 

tiae but the sooner it starts the better. The first step will be 

privatization of aaall-scale enterprises, such as shops and 

services. There are soae 25.000 shops and 12.000 service businesses 

and the bulk of transportation vehicles. The best way to privatize 

is auction, which is being practiced.We have created the National 

Privatization Agency and a preparatory commission for the 

privatization that are responsible for the transformation of the 

state-owned enterprises to private ownership. Their activity will 

increase very auch with the introduction of massive 

privatization.In order to carry out as a democratic privatization 

as possible we have decided that the manager of the enterprises 

will no~ be eligible as well as the administrative managers at the 

Ministerial level. Jn amendment of the draft prepared for the 

private ownership, forwarded to the Parliament would serve to 

better regulate this legal process. 

' The privatization of retail trade, of land and services will be 

combined with the privatization of land and houses.The distribution 

of land must be carried out within the territory which is r.uppoaed 

to support the retail trade and that must be combined with the 



setting up of the Agricultural Bank, a law.which is to be forwarded 

within this package.At the same tiae the privatization within one 

year of nearly 300.000 state owned houses will be accompanied by a 

stronger mediua privatization, especially of services.(9) 

We are in the process of preparing aassive privatization. All this 

process cannot be done without reorganizing the banking system in 

supporting the ••all busineases(lO). In all this process the 

liberalization of prices aust be aore effective. A quick 

privatization would create new jobs. A quick calculation by adding 

one person in every private business would create jobs for aore 

than 35.000 persons. 

Liberalization of foreign trade will help very much, but a big help 

in this direction will be an antimonopoly law. The privatization 

must be extended in both directions: a) restructuring of the state 

enterprises in the climate of a market economy, and b) 

privatization of enterprises or a part of albanian capital in joint 

ventures. We are of the opinion that this must be done in two 

phases.As concerns the reorganized state enterprises the law au~t 

accept their auctioning or trading in non-discriminatory 

conditions. They must undergo the same aa the private 

enterprises.Meanwhile we are working to draft the law on ahare-

holder enterprise• as well as the legislation to regulate the 

transferring of the atate property into private property through 

shareholding system. 

Privatization must be considered a political action with economical 

consequences. It calla for transparency and equal choices for all. 

Before being institutionalized it •ust be started with those 

I 
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enterprises that create less hara, without regard to anything. The 

sale aust be carried out in a way that to be iapossible for the 

state to safeguard interests and in order that the interest of the 

.private firms be secured. This process, difficult at the beginning 

will prove very efficient and will become a powerful source of 

income and jobs. 

Privatization in heavy industry. The aost iaportant phase of 

privatization will start in January. In the aeantiae we aust 

prepare its legal fraaework. This preparation ia neede~ to prepare 

the necessary legislation for the switch over from state property 

to private property. In second place the creation of the status of 

the shareholder coapanies and third drafting of a law for 

transferring of autual funds which will govern the transition 

period the shareholder companies, which will partially own state 

capital. According to our calculations ia needed the creation of 

five such mutual funds through which the enterprises to be 

privatized will be supported. 

Creation of autual funds will establish a new structure for 

administrative and financial aanageaent of enterprises and will 

make them independent from the ministries they depend froa. 

Shareholder• will be all individuals over the age of 18, which will 

receive coupons to their choice free of charge, and they aar be 
I 

able to swap thea for shares. Priority will have the ex-political 

prisoners and a special law will facilitate their access to the 

shares. 




