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CHALLENGES IN TOTAL FACTOR
PRODUCTIVITY ESTIMATION FOR
ALBANIAN FIRMS
LINK BETWEEN PRODUCTIVITY AND
EXPORT
Kladiola Gjini, Lecturer, University of Elbasan “Aleksandër Xhuvani”
kladiola.gjini@uniel.edu.al

Abstract
In this article1 , will be estimated the total factor
productivity of Albanian firms during the 2003-2012
period, using the Business environment and enterprise
performance survey (BEEPS) by the World Bank and the
European Bank for Reconstruction and Development.
Productivity means how much efficient production is,
or how many output units are produced by a g
 iven set
of inputs. Productivity is retrieved as a residual from
the Cobb-Douglas production function. Using the
method of ordinary least squares (OLS) to estimate
total factor productivity leads to endogeneity issues
and biased coefficients estimations. In this article, we
have used the semi-parametric method of Levinsohn
and Petrin (2003), which use intermediate inputs as a
proxy to solve the simultaneity issue.
Our analysis focuses on the link between e xporting
and total factor productivity in three fold ways: first
we 
estimate export premium (differences between
exporting and non-exporting firms); second we

estimate self-selection effects (how the productivity
prior to entry foreign market impact exporting); and
third we estimate the learning by exporting effects
(how firms increase their productivity after accessing
the international markets).

Findings in previous studies suggest that on average
exporting firms are more productive and outperform
non-exporting firms.
In a limited way, due to the lack of data and the small
number of observations, we can confirm that A
 lbanian
exporting firms outperform non-exporting firms.
Results from the empirical evidence show that more
productive firms self-select into the foreign markets.
Furthermore, the results confirm that firms after
accessing the international market experience increase
in their productivity. Due to the gap in the literature
regarding productivity estimation and firm behaviour,
I believe that this article will add to the literature of
firms’ internationalization in Albania.

Keywords:
1. This paper is a part of my PhD thesis entitled “Exporting and firm’s
productivity with an emphasis on SMEs: the case of some Balkan countries”
(to be defended in front of the final jury) University of Tirana, Economics
Department www.feut.edu.al

Total
factor
productivity;
Exporting;
Learning-by-exporting; Self-selection.

SMEs;
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1. INTRODUCTION

We have dropped observations that fall on the upper 1 %
and on the bottom 1 % of value added, capital, labour
and intermediate inputs. Furthermore, we have dropped
from our dataset all the firms that operate in the financial
sector (NACE 6700 to 6720, and NACE>8411). We have
used two BEEPS panel datasets: wage II-IV and wage
IV-V in a total of 675 observations in 2002, 2005, 2007,
2009, and 2011. Table 1 shows some descriptive statistics
regarding the total number of firms, their ownership, size,
exporting activities and sector.
According to the first column in Table 1, the highest
number of new firms surveyed in 2002 is about 170 firms,
and the lowest number of new firms surveyed is in 2011.
Column two in Table 1 shows firms’ classification according
to the ownership. The variable ownership is categorical,
which mean that it takes three different values (foreign,
domestic, or both). Throughout all the years the highest
number of surveyed firms in regard to the ownership
variable, shows that 75 % of the whole sample refers to
domestic ownership, 7.33 % of the whole sample refers
to foreign ownership and 6.37 % of the sample refers to
dual ownership. As we can see 11.2 % of this variable has
missing observations. In the third column of Table 1 firms
are classified according to their size. Here we refer to the
European Commission definition of SMEs, given on the
recommendation 2003/361 which includes three different criteria: (i) number of employees (ii) turnover and
(iii) balance sheet total. In this article, we have used the
number of employees’ criteria to define an SME. Firms
with less than 10 employees are considered micro firms,

The ambition of this article is on the one hand to explain
the difficulties encountered in estimating total factor
productivity (TFP) in Albania, and on the other hand to
estimate the link export-productivity in our country.
According to Sanfey and Milatovi´c (2018) report from
EBRD, Western Balkan region countries are characterized
by low productivity, which impedes the economic
development of the region. This situation reflects similar
problems, i.e. low investment levels, weak institutions
and difficulties in business development. Sanfey and
Milatovi´c (2018) explain that the productivity of the
private sector in the Balkan region is about 60 % of the
European level. Productivity of the production sector is
on average 55 % and the service sector productivity is on
average 70 %.
In this light, estimating total factor productivity in
Albania is a challenge for the economic development of
the country. Our dataset is retrieved from the Business
Environment and Enterprise performance Survey
(BEEPS) by the European Bank for Reconstruction and
Development and the World Bank. We have cleaned
the dataset from all of the outliers, which are extreme
values for one observation that fall far apart from other
observations. These outliers can be sign of an experimental
error or changes in the way of measuring. So first, we
have dropped all the observations that report negative
values of capital, assets, labour and intermediate inputs.
Table 1: Descriptive statistics for Albanian firms
Ownership

Year

Total nr Domestic

Size

Export

Sector

Foreign

Both

Micro

Small

Medium

Large

Non-exp

Exp

Service

Production

2002

170

105

15

11

49

72

31

18

78

36

106

64

2005

138

108

7

9

40

66

24

8

53

27

86

52

2007

156

129

13

10

50

77

22

7

76

22

114

42

2011

54

47

3

3

16

23

7

8

44

10

31

23

Total

518

389

38

33

155

238

84

41

251

95

337

181

Source: BEEPS datasets, author’s calculations
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firms with less than 50 employees are considered as
small, firms with less than 250 employees are considered
as medium, and firms with more than 250 employees are
considered as large. Small and medium sized enterprises
represent about 62.1 % of all surveyed firms; 30 % of
the whole sample are micro firms, and about 7 % of the
sample are large firms.
In the last column of Table 1 firms are classified according
to the sector where they operate. We show that firms
that operate in the service sector are about 65 % and
the firms that operate in the production sector are about
34 %. According to their exporting status, about 48.5 %
of the sample does not engage in export activities, 18.3
% engage in exporting, and the remaining 33.2 % of the
sample does not report this variable.

2. ESTIMATION OF TOTAL FACTOR
PRODUCTIVITY
Total factor productivity cannot be estimated directly, it is
per se a residual from the production function. A residual
is the difference between the observed value of the
dependent variable y and its estimated value ŷ (Where the
sum and mean of the residual are equal to zero ∑e=0 and
e =̅ 0). So TFP is just the difference in output which cannot
be explained by observable inputs used in production
(Comin, 2006). From the literature review, using the OLS
method in estimating the production function causes biased
coefficients. Using the OLS method causes endogeneity bias
because it means that firms have prior knowledge of the
productivity when making decisions about their inputs. So
the semi-parametric method aims to solve the simultaneity
and biased coefficients issues. Total factor productivity dates
since the seminal paper of Solow (1957) and its estimation
in firm level is not easy, because it is unobserved by the
econometrician, but is observed by the firm. To estimate
TFP we need data on a firm level basis regarding the capital,
output, labour and intermediate inputs. If observed inputs
are chosen as a function of these unobserved inputs, then we
will have endogeneity issues and biased input coefficients.
In this article, to overcome the endogeneity issues, we use
the semi-parametric method proposed by Levinsohn and
Petrin (2003) which includes two stages. In the first stage we
estimate the labour coefficient, and at the end of the second
stage we estimate the capital coefficient. Here below, we
present the Cobb-Douglas production function, where Yit is
the firms’ i output in the period t, Ait is the Hicksian neutral at the firm level in period t; Kit;Lit and Mit represent the
inputs of capital, labor and intermediate inputs.

(1)
Equation (1) can be transformed into logarithmic values
in equation (2) the value added case where vit represent
the difference between the sales variable yit and the
intermediate input variable mit; and lit represents the
labour variable; and kit represents the capital variable. The
error term ϵit=ωit+ηit is the sum of total factor productivity
ωit (Unobserved, and impacts the firms’ input choice decisions) and ηit an error term which includes errors in estimations or unpredicted fluctuations in TFP and do not impact
the firms’ input choice decisions.
(2)
Unlike Olley and Pakes (1996) that used investment as a
proxy to estimate TFP, Levinsohn and Petrin (2003) use
intermediate inputs as a proxy to estimate the correlation
between inputs and the error term. Using intermediate
inputs is easier to link the estimation strategy and
economic theory, and also intermediate inputs respond to
the whole term of productivity. The demand function for
intermediate inputs is given as a function of productivity
and capital mit=mt (ωit;kit) , which from the monotonicity
condition can be inverted in ωit=ωt (mit;kit) , as a function
of two observed inputs. So, now the unobserved term of
the productivity can be expressed as a function of two
observed inputs. According to Levinsohn and Petrin
(2003) productivity follows a first order Markov process
where productivity is estimated as ωit=E[ωit│ω(t-1) ]+ξit.
Table 2: TFP estimation by two methods
OLS
Ln_labor

Ln_capital

TFP

β/p-value

β/p-value

0.420***

0.238

(0.000***)

(0.000***)

0.722***

0.710***

(0.000***)

(0.000***)

Constant

4.371***

R-squared

0.773

N

228

97

p-value statistics in parenthesis
* p<0.05 **p<0.01 *** p<0.001
Source: BEEPS dataset, author’s calculations

So, productivity is composed by two parts:
(1) E
 [ωit│ω(t-1) ] the expected value of productivity
conditional on past levels of productivity ω(i;t-1) and (2)
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more productive, are more capital intensive, pay higher
wages and have a higher scale of operations. So, exporting
firms have a better performance. First of all, entering
and accessing the foreign markets depends on the firm’s
ability to overcome the competition from the foreign
competitors, and also its ability to overcome sunk costs.
Ordinary least squares can be performed only for the
years 2005, 2007, 2009 and 2011, and we are interested
in the export variable coefficient, which does not show
which is the source of this difference between exporting
and non-exporting firms.

innovation in productivity ξit which is neither correlated
to the productivity nor to the capital in the actual period.
To estimate total factor productivity for Albanian firms,
we use the prodest command in STATA 12 proposed by
Mollisi (2017). For comparative purposes, we estimate
TFP with the OLS method and we present the results
in Table 2. We can see that for 1 % change in the
independent variable labour there is an increase in the
dependent variable output by 23.8 %; and for 1 % change
in the independent variable capital, there is an increase
in the dependent variable output by 71 %. From the
estimations, we notice that scale revenues are increasing
and capital is the input factor with the highest coefficient.
Comparing coefficients from the two methods, capital
and labour coefficients from the OLS method are higher
than the LP method (not according to our expectations).
Van Beveren (2012) argues that comparing OLS and LP
methods higher coefficients are expected to occur in the
LP method than the OLS method.

(1)

Xit includes the levels of sales, wages and assets used by
the firms. Exp is a dummy variable coded 1 for exporting
firms, and 0 otherwise. In the Controls variable there are
included several variables i.e. size, sector and ownership.
Size is a categorical variable, which is coded 1 for micro
firms, 2 for small firms, 3 for medium firms and 4 for large
firms. Sector variable is coded 1 if the firm operates in the
production sector, and 0 if operates in the service sector.
Ownership is coded 1 for firms with foreign capital and 0
for firms with domestic capital.
From Table 3, we can see that in 2005, sale’s level for

3. EXPORT PREMIA
Export premium is defined as the systematic difference
between exporting and non-exporting firms in terms
of sales, wages, and capital and asset usage. Table 3
Table 3: Export premium in Albania
2005

2007

Xit

ln sales

ln wage

ln assets

ln sales

ln wage

ln assets

Export

0.762**

0.730*

0.65

0.974**

1.001*

1.634**

R2

0.084

0.071

0.105

0.076

0.121

0.146

N

80

77

37

132

112

70

2009
Xit

ln sales

ln wage

2011
ln assets

ln sales

ln wage

ln assets

2.765

1.567**

1.595***

0.452

Export
1.139
0.963
R2

0.111

0.067

0.218

0.095

0.153

0.002

N

27

27

14

103

103

17

Source: BEEPS datasets, author’s calculations

 resents the export premium estimation for Albanian
p
firms. Gjini (2018) estimates export premium for Croatian
firms where it is confirmed the difference between
exporting and non-exporting firms. Evidence from other
countries suggest that in average exporting firms are
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exporting firms is about 76 % higher than non-exporting
ones. Also, wages and asset usage are respectively 73 %
and 65 % higher for exporting firms than non-exporting
ones. In 2007, we conclude that sales level, wages and
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assets for exporting firms are respectively higher than
non-exporting firms.
In 2009, results are moderate and non-conclusive
suggesting that sales level, wages and asset usage are
higher for exporting firms comparing to non-exporting
firms, but the coefficient of the export variable has a
p-value statistics higher than .05 in all the three cases.
In 2011, results show the superior performance of
exporting firms, compared to non-exporting firms in
terms of sales and wages. But in terms of asset usage, the
coefficient of the export variable has a p-value statistics
higher than .05. Figueiredo Filho (2013) argues that
before interpreting the p-value statistics, researchers
must graphically analyse their data. According to them,
this statistics is not significant in random samples and
also the sample size can affect it. Lately they argue
that p-value statistics in not significant when working with populations. According to Gill (1999) “when
presenting the test of the null hypothesis, there can be
easily confused between theoretical significance and
statistical significance”. Figueiredo Filho (2013) suggest
that researchers should be conscious of the difference
between statistical significance and practical significance.
In Albania, even though the analysis of export premium
shows higher performance of exporting firms compared
to non-exporting firms, still the small sample has been an
issue and a challenge. The low number of observations
make our results to be very moderate and further
investigation is required.

4. SELF SELECTION AND L EARNING
BY EXPORTING
During the last 20 years, economists have considered the
link between trade and productivity as an important issue
of the “new trade” theory.
From the empirical analysis, we conclude that exporting
firms outperform non-exporting firms in many aspects.
Moreover, if this difference exists prior to exporting,
this case is known in the literature as the self-selection
hypothesis. Bernard and Jensen (1999); Girma,
Greenaway, and Kneller (2002); Baldwin and Gu (2004);
Greenaway and Kneller (2005); Aw, Chung, and Roberts
(2000); Clerides, Lach, and Tybout (1998); Wagner
(2007); in their studies have addressed the self-selection
hypothesis. Otherwise, if this difference is created after
to the exporting in the international market, this is the
case of learning by exporting hypothesis. There are
many researchers who sustain the learning by exporting

 ypothesis i.e. Isgut (2001); Fafchamps, Zeufack,
h
and El Hamine (2007); Delgado, Farinas, and Ruano
(2002), Castellani (2002); De Loecker (2007a); Arnold
and Hussinger (2005) and Castellani (2002); Girma,
Greenaway, and Kneller (2004); Bigsten et al. (2004).
Learning by exporting effects has generated an increased
interest among researchers because of the high
implications in policies. When firms experience learning
by exporting effects, they can achieve output and
productivity improvements in the long-run.
Hallward-Driemeier (2002) argue that accessing the
exporting market is a firm goal since the first day
they begin their operations, and every investment or
technology decision is taken in order to achieve an
increase in p
 roductivity.
In this section, we present results from the Probit method,
used to test the self-selection hypothesis of firms. In
probability regressions the interpretation of coefficients
cannot be done directly as in linear regressions.
Coefficients in Probit regressions can be interpreted as:
a one unit increase in the variable X, correspond to an
βX increase in the z-score of the probability to export. In
a Probit model the βX value is considered a z-score of a
normal distribution. The higher the values of βX the more
are the chances that the event will occur.
In the Probit method, one must interpret the marginal
effects of the independent variables. So what is the
probability that the dependent variable can change due
to a change in the independent variable? According
to Jann (2013), in logistic non-linear models there can
be difficulties in output table’s interpretations, so the
statistical package STATA offers a number of commands
that can overcome these difficulties i.e. margins,
contrasts, m
 arginsplot.
Furthermore, in this section, we present the results from
the OLS method, used to test the learning by exporting
hypothesis. These two hypotheses are tested for the
country of Bosnia and Herzegovina as a part of the PhD
thesis by Gjini (2017).
The first model is estimated as in equation (2) below and
the dependent variable is export (a dummy variable-coded 1 for exporting firms, and 0 otherwise). The second
model is estimated as in equation (3) below and the
dependent variable is total factor productivity which is
a continuous variable (in logarithmic terms). Other variables included in Controls (in both models) refer to total
factor productivity (one time lagged) a continuous variable, sector, size and capital ownership. Sector is also a
dummy variable, taking values of 1 if the firm operates
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in the production sector, and 0 if the firm operates in the
service sector. Ownership is coded 1 for firms with foreign capital and 0 for firms with domestic capital. Size is a
categorical variable, which is coded 1 for micro firms (≤10
employees), 2 for small firms (≤50 employees), 3 for medium firms (≤250 employees) and 4 for large firms (>250
employees).
We will run twice these two models, first time including
the whole sample, second time including just SMEs. In
Table 5 we present the probit estimations for the self-selection hypothesis, and the OLS estimations for learning-by-exporting hypothesis for Albanian firms.
				

(2)

than .05 just means that the null hypothesis is one of the
many hypotheses that have a p-value higher than .05. So,
except for the case where the observed value (observed
link) equals exactly the null hypothesis, it is wrong to conclude that with a p-value higher than .05 the study does
not find “any link” nor “does not find evidence of an effect” (Greenland, 2016).
Referring to Table 4 columns two and four present the
OLS regression estimates from the learning by exporting
hypothesis. The coefficient of the export variable is of
our interest. In the case of the whole sample, firms after
exporting have an increase in their productivity by almost 33 %, and in the SMEs case, firms after exporting
have an increase in their productivity by almost 47 %. So,
we can confirm the learning by exporting hypothesis in

Table 4: Self-selection and learning by exporting in Albania
All firms

Lntfp

Lagtfp

Sector

Size

SME

SS

LBE

SS

LBE

β/p-value

β/p-value

β/p-value

β/p-value

0.307

0.435

(0.37)

(0.28)

-0.356

0.465*

-0.603

0.308

(0.40)

(0.02)

(0.46)

(0.27)

1.074

-0.712

1.048

-0.776

(0.20)

(0.09)

(0.31)

(0.21)

0.416

-0.094

0.292

-0.136

(0.41)

(0.79)

(0.57)

(0.77)

0.342
(0.41)

Ownership

Export

Constant

0.470

(0.46)

(0.45)

-2.215

1.055**

-1.517

1.191*

(0.05)

(0.01)

(0.19)

(0.04)

R squared
N

0.328

0.334
29

29

0.217
17

20

p-value-statistics in parenthesis
* p<0.05 **p<0.01 *** p<0.001
Source: BEEPS datasets, author’s calculations

				
The small number of observations is an immense limitation of our analysis, so this is the reason why the coefficients of the explanatory variables have a p-value statistics higher than .05. Observing a p-value statistics higher
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 lbania. Table 5 presents the marginal effects (for the
A
whole sample, and for the SMEs) estimated after the Probit model. Now we can argue and analyse the coefficients
and their effects on the probability to export. For the
whole sample case: an increase in total factor productivity
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increases the probability of firms to export by 0.079; an
increase in the lagtfp decreases the probability of firms to
export by 0.0914. If firms belong to the SMEs or large category this increases the probability to export by 0.0897
compared to micro firms. Moreover, firms with foreign
capital ownership have an increased probability to export
by 0.107 compared to their counterparts. Furthermore,
if firms operate in the production sector they have an increased probability to export by 0.276 compared to their
counterparts in the service sector. For the SMEs case: results from marginal effects estimations remain the same
as in the first case. In this way, we can confirm that more
productive firms tend to self-select into the international
market.
Table 5: Marginal effects
All firms

SME

Lntfp

0.079

0.109

(0.94)

(1.21)

Lagtfp

-0.0914

-0.151

(-0.88)

(-0.78)

0.0879

.

Size

Ownership

Sector

N

(0.85)

.

0.107

0.0732

(0.87)

(0.59)

0.276

0.263

(1.38)

(1.13)

29

17

t-statistics in parenthesis
*p<0.05 **p<0.01 ***p<0.001

Source: BEEPS datasets, author’s calculations

5. CONCLUSIONS

s ignificant in the model or not. Others have argued that a
p-value statistics higher than .05 do not explain statistical
significance of one variable to the model. Furthermore,
we couldn’t estimate total factor productivity by implementing the levpet command in the statistical package
STATA 12, but we have estimated TFP by the prodest
command offered by Mollisi (2017). Results confirm that
exporting and non-exporting firms have differences in
terms of sales, wages and asset usage. Likewise, in other
studies, in this study for all of years we do confirm the
export premium-meaning that exporting firms outperform non-exporting firms. Results on export premium
are in the same line with other studies (from Gjini 2017,
2018) for Bosnia and Herzegovina, and Croatia. Even
though for Bosnia and Herzegovina results are somehow
mixed. Regarding the two other hypotheses (SS and LBE)
in this study, which are non-exclusive to each other, findings confirm that Albanian more productive firms tend
to self-select into exporting markets. Furthermore, firms
benefit from the learning by exporting, which mean that
after accessing the international market, they notice an
increase in their productivity (same results confirmed for
HR and BiH from Gjini (2017, 2018). Firms that operate
in the production sector and have foreign capital ownership have a higher probability to export, compared to
their counterparts. Similar findings are also for Croatia
and Bosnia and Herzegovina. While firms that operate in
the service sector and have domestic capital ownership
have higher effects from learning by exporting, compared
to their counterparts. This article suggests to policy-makers, in order to promote firm’s productivity the following:
promoting exporters and easiness in new firm’s creation.
Also, implementing some policies to increase the ability
of firm’s with domestic capital ownership, to overcome
the entry barriers from exporting. Furthermore, incentive
policies regarding SMEs must focus on the creation and
implementation of successful international strategies.

We really do find a few studies referring to Albanian
firms where they estimate total factor productivity by
the Levinsohn and Petrin method, so we believe this
study will be adding something new to the literature. The
small sample of study has been one of our issues, which
limited us in testing the two hypotheses (SS and LBE) by
using respectively the probit random effects method and
the fixed effects method. Another issue that we had to
deal with was that in some estimation we had a p-value
statistics higher than .05. Some researchers do believe
that this statistic explains if a variable is statistically
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Abstract
As in many developing and emerging economies,
remittances account a considerable share in the GDP
of Albania. Thus, it is necessary to study the impact
that remittances have in several economic and social
indicators in micro level. This study investigates on the
impact that remittances have in the work incentives
for remittance-receiver households, by using micro
data for Albania in 2009 and 2014. In order to address
the research results, there are used empirical methods
based on the Instrumental Variables regressions. The
results indicate that remittances positively affect
the unwillingness to work for remittance-receiver
households. Based on these findings, it is important
to undertake policies that support and incentivise the
development of microenterprises, which would allow
remittances to be invested in productive economic
activities in order to diminish the negative impact that
remittances have in the individuals’ work incentives.

Keywords:
Remittances; Unwillingness to work; Households;
Micro data; Instrumental Variables; Household Budget
Survey, 2009 and 2014
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1. INTRODUCTION
The purpose of this study is to investigate in the impact
of remittances in the (un)willingness to work in Albania.
There are several reasons behind the choice of this
research question. First of all, remittances are one of
the main components of the GDP for many developing
and emerging economies. World Bank statistics show
that in 2014 the global estimated remittance flows were
$580 billion, and the number of international migrants
in 2013 was 247 million (World Bank, 2017). Considering
that migration and remittances are important factors in
many of developing and emerging countries’ economies,
many researchers find useful to study the impact that
remittance inflows have in these countries, in both
microeconomic and macroeconomic terms.
The first reason why I use Albania as the country on which
the research question will be developed, is due to the
data availability for Albania. I use micro data from the
Household Budget Survey (HBS) for years 2009 and 2014,
which are obtained in collaboration with the Institute of
Statistics of Albania. Another reason why I consider this
research question to be applicable for the case of Albania
is that Albania is one of the countries that has faced high
migration rates since the fall of the communist system,
and nowadays remittances play a significant role in the
country’s economy. This is primary reflected by the share
of remittances in the GDP over years. The average share of
remittances on GDP from 2005 to 2014 is 8.91 % (Bank of
Albania, 2017). The considerable share that remittances
have on Albania’s GDP raises some natural concerns
regarding the impact that remittances have on different
aspects of economic development.
This article aims to investigate the impact that
remittance inflows have on the unwillingness to
work for the remittance-receiving individuals in the
remittance-receiving households. The starting point
of the choice for this research question is the high
unemployment rate that Albania has faced over the
years. These unemployment rates during the time period
2007- 2016, have varied from 13.2 % to 17.9 % (INSTAT,
2017). The high rates of unemployment are an indicator of
a problematic labour market and an unhealthy economy.
Therefore, taking these numbers into account, and also
the fact that many households have remittances as an
additional source of income, it is interesting to observe
whether remittances affect in the increase or decrease of
the (un)willingness to work for the individuals belonging
to these households. The unique feature of the research
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question developed in this study, is the fact that unlike
most of the previous studies, here is investigated the
impact of remittances in work incentives (unwillingness
to work), instead of the participation in labour market.
In order to assess the effects of remittances in the
unwillingness to work, I use the Instrumental Variable
approach, as an attempt to find a causal effect and
avoid endogeneity problems and potential omitted
variable bias caused by the unobserved variables in the
regression.

2. LITERATURE REVIEW
In general, a broad consistency among the researchers
on a certain positive or negative impact that remittance
inflows have on remittance-receiving countries cannot
be achieved. There are studies that show supportive
evidence on the positive impact of remittances in the
receiving countries. Usually they find that remittances
are helpful in decreasing poverty and increasing
development of the receiving countries.
However, several studies have concluded that besides
the positive effects, some negative impacts are also
present in both micro and macro terms for the receiving
countries. The studies that highlight the positive effects
of remittances, find these effects mainly in terms of
poverty alleviation and increasing development mostly
in developing and emerging economies. For instance,
Gupta, Pattillo, & Wagh, 2007 show empirically that
remittances are helpful to alleviate poverty and promote
financial development in sub-Saharan Africa. In a
macro-perspective, Giuliano & Ruiz-Arranz, 2005 use a
cross-country dataset of 30 developing economies for
the time period 1975-2002 and find that in countries that
were less financially developed, remittances promoted
growth. In their study for six remittance-receiver
countries, including Albania, Meyer & Shera, 2016
use fixed effects approach and find that remittances
positively affect GDP growth.
On the other hand, there are studies that confirm some
negative aspects of remittance inflows in the receiving
countries. These are related to the exchange rate
appreciation, increase of the non-tradable sector and
consumption of foreign goods. Moreover, evidences
presented in some studies suggest decrease on the
labour supply of the remittance-receiver households,
who tend to increase leisure, decrease labour, and
increase their reservation wages1, given remittances are
1. Lowest wage level on which the individual is willing to work.
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a reliable additional source of income for them. Acosta,
Lartey, & Mandelman, 2007 show for the case of El
Salvador that remittance inflows are accompanied with
the Dutch disease, which is associated with exchange
rate appreciation and an increase of the non-tradable
sector, relative to the tradable sector. Furthermore, they
show that remittance inflows decrease labour supply. In
a study for Mexico, Airola, 2008 finds that remittances
affect labour supply participation decisions, by reducing
the hours worked of the head of the households. The
magnitude of this effect is larger for females. The same
effect is also found in the paper of Kim, 2007, who
investigates the case of Jamaica, a remittance-receiver
country and faces high unemployment rates over years.
The households who receive remittances are found to
have higher reservation wages, which affects their labour
participation decisions. In their study for temporary
migration in the case of Philippines, Rodriguez &
Tiongson, 2001 find that migration reduces the labour
supply of non-migrant family members, and the effects
vary across gender, differences in education, and family
ties among the households.
Other studies investigate the impact of migration and
remittances particularly for Albania. Konica & Filer,
2009 use survey data from year 1996 and observe the
link between remittances and starting an individual or
family enterprise, and the effect of remittances received
by the households in their labour force participation.
Their findings suggest that remittances supported the
development of private enterprises, and reduced labour
supply of females. Another early study by Gedeshi, 2002
presents descriptive statistics based on the responses
of the interviewed Albanian emigrants mainly in the
neighbouring countries. One of the main findings of this
study is that remittances are mainly used for “financing
the immediate necessities of the family in the homeland”,
and a much smaller share of the respondents aimed
to use remittances as a “source for financing their own
investment in Albania”. This indicates that remittances
played a major role in reducing poverty and improving
living conditions, rather than being used for investment
purposes. Furthermore, the author elaborates on
the trends of remittance inflows and the factors that
influence these trends, but not all the factors can be
related to the actual environment, since there have been
many changes in the economic and social environment
during the years. In a more recent empirical study,
Dermendzhieva, 2010 investigates on the impact that remittances have in labour supply in Albania. The author

uses survey data from the Living Standards Measurement
Survey 2005 in Albania, and controls for the endogeneity
issues by using Instrumental Variables. The IV results of
this study suggest that remittances have a negative and
significant effect in the probability of working for married
females, and males in the group age 46-60 years old.
Overall, these studies suggest that remittances are helpful
on alleviating poverty and developing some sectors of
the economy, such as small household enterprises, but
there should be paid attention to the negative impacts as
well, in order to be able to design effective policies that
may help to decrease the negative effects.

3. DATA AND METHODOLOGY
3.1 Data
The data are collected in collaboration with INSTAT
(Institute of Statistics in Albania), which is the official
institution for data collection and analysis in Albania.
These data are part of the datasets of Household Budget
Survey (HBS). The data are collected by interviewing
households regarding their income, expenditures,
employment status and other individual characteristics,
such as age and education. The dataset contains data
from 2009 and 2014 and the total number of observations
is 42,426 individuals. For reasons that will be explained
further, I use only the observations for the head of the
households in the regression analysis. The total number
of observations for the head of the households is 12,160,
from which the number of observations for 2009 is 5596
and the number of observations for 2014 is 6565. The sample selection is random, meaning that the respondents
are from all of the main regions in Albania, both urban
and rural areas. There are 12 districts in Albania, and
from each district there have been interviewed different
households. The number of observations is higher in the
districts with a higher population density. For example,
in Tirana district, which includes the capital city Tirana
and has the highest population density, the number of
observations is 2867, whereas in Kukës, which has the
lowest population density, the number of observations is
315. Table 1 presents the number and the percentage of
observations for each district.
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Table 1: Sampling in terms of Districts
District Name

Frequency

Berat

Percentage
703

5.8

Dibër

553

4.6

Durrës

1044

8.6

Elbasan

1410

11.5

Fier

1460

12.0

Gjirokastër

472

3.9

Korçë

990

8.1

Kukës

315

2.5

Lezhë

546

4.4

Shkodër

1035

8.5

Tiranë

2,867

23.9

Vlorë

765

6.2

Total

12,160

100.00

As shown in the table, the highest percentage of observations
is from Tirana, the district of the capital city, which is the
most populated city in Albania, followed by Elbasan, Fier
and Durrës.
Up to this point, the quality of the data is good given the
randomness of the sample and the availability of the time
variation. However, the observations are not from the same
households in both years. Unfortunately, this does not
allow for a panel data analysis. The availability of panel data
would allow me to use fixed or random effects estimations,
which would be very helpful to solve the omitted variables
problem, and come closer to the estimation of a causal
effect. Given that this is not possible due to the nature of the
data, I use a time d
 ummy to control for the time variation.
Table 2: Summary statistics for the variables of interest

Then, I proceed with the analysis by using the indicators
for the head of the household. I use the observations for
the head of the households only because of the inability
to control for within-groups (households) fixed effects. In
Table 2 there are presented summary statistics about the
variables included in the regression.
The main variable of interest is the amount of remittances
that each household receives. This represents the yearly
amount of remittances received expressed in old leks
(ALL), (based on the way included in the database). The
interviewers have declared the amount of remittances
that they have received in the last 12 months. The
mean of this variable is 1,720,259 old leks, which is
approximately equivalent to 1274 Euros. This implies
that in average, a remittance-receiver family receives 109
euros or 14,715 lek per month. In terms of the minimum
wage in Albania, which is 230,000 old leks per month,
the average remittance incomes exceed half of a monthly
minimum wage.
For the main explanatory variable “remittances” the
preferred form of the variable is the standardized
amount of remittances because it is based on the amount
of remittances received and the beta coefficient of the
standardized values represents the impact of an increase
of the amount of remittances with one standard deviation.
The standardization of the variable can be interpreted as
a way to make the scaling of the units negligible, and thus
allows for an easier interpretation of the magnitude of
the coefficients. The standardized values of a variable
can be obtained by subtracting the mean of the variable
from each of their values, and dividing the values by the

Variable

Observations

Mean

Standard
Deviation

Minimum Value

Maximum Value

Yearly Amount of Remittances

12,160

1,720,259

8,548,071

0

421,000,000

Unwillingness to work (0=willing to work, 1=not willing to
work)

12,160

0.013

0.066

0

1

Age of the Head of the
Household

12,160

13.31

12

101

School Years of the Head of the
Household

12,160

9.61

3.75

0

22

Head of the Household is
Female (0=Male, 1=Female)

12,160

0.14

0.34

0

1

12,160

0.38

0.49

0

1

Number of Persons in the
Household

12,160

3.89

1.72

1

19

Total consumption expenditure
(quarterly)

42,426

739,542.7

522,074.9

28,000

8,776,090

Total annual income

42,426

17,100,000

0

1,510,000,000

Head of the household Married
(0=Single, 1=Married)

55.73

4,352,559

Note: The amounts are expressed in Albanian currency: old leks.1 Euro=1350 old leks
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s tandard deviation (Wooldridge, 2013).
The dependent variable in the regression that will
be presented further is the unwillingness to work
and takes the values between 0 and 1. It indicates the
proportion of the persons that are not willing to work
within a household. For constructing this measure, the
respondents were asked whether they were willing to
work if they were offered a job within 2 weeks from the
moment they were interviewed.
The variable “Head Age” indicates the age of the head
of the household. The mean of this variable is 55.7. The
variable “Head School years” presents the number of
school years for the head of the household. The mean
of this variable is 9.6, and the minimum and maximum
values range between 0 and 22 years of schooling. The
variables “Head Female” and “Head Married” are binary
variables that indicate whether the head of the household
is a female or married. The last variable presented in
Table 2 show the number of the persons in a household.
The mean of this variable is 3.8, indicating that in average
a family is composed by 4 persons, and the minimum and
the maximum number of the persons within a household
range from 1 to 19.
In the last two rows of the table there are shown summary
statistics about total quarterly spending and total annual
income. I use the total number of observations while
presenting these statistics in order to create a clearer
idea regarding income and expenditure levels. The mean
of the total quarterly expenditures is 739,542.7 old leks.
The minimum value of total quarterly expenditures is
28,000 old leks, and the maximum value is 8,776,090 old
leks. By comparing the average amount of consumption
with the average amount of remittances in quarterly
basis (for the remittance-receiving households), it turns
out that remittances may account for more than a half
of consumption expenditures. In terms of the research
question, these numbers show that remittance-receiver
households are more likely to not prefer to work, given
that they can cover more than a half of their consumption
expenditures through remittances.

3.2 Methodology
In order to estimate the causal relationship between
remittances and unwillingness to work, as well as to
avoid endogeneity problems, I use the Instrumental
Variables (IV) approach. Before elaborating further on
the challenges that are associated with the IV approach,
I will first investigate whether the variable of remittances

is endogenous, which would make IV necessary. In order
to do this, I run a Hausman test for endogeneity. This test
is used to show whether the differences between OLS
and IV estimates are statistically significant, and if this is
the case, one can conclude that the v ariable of interest,
in this case remittances, is endogenous (Wooldridge,
Introductory Econometrics, A Modern Approach, 2009).
Table 1, in the Appendix, shows the results of the
Hausman test for endogeneity. The results of this test
show that the null hypothesis, which states that the
differences in coefficients are not systematic, is rejected
at 1 % level. This implies that the variable of remittances
is endogenous, and therefore it is necessary to use an IV.
The main challenge of using the IV method is to find
an instrument that is exogenous and related to the
dependent variable “not willing to work” only through
remittances. Geographical indicators such as: distance
from a certain point, are considered to be good
instruments by the researchers, since they seem to satisfy
both the exogeneity condition, and exclusion restriction.
However, there cannot be found a general solution
regarding the choice of the instruments. This choice of the
instrument depends on the specific regression equation
that the researcher is estimating. For each specific
equation that one is interested to estimate the instrument needs to be exogenous and affect the dependent
variable only through the instrumented variable. Finding
a good instrument is challenging, not only because there
has to be satisfied the exogeneity condition, which should
not be confounded with the externality of the variable
chosen as an instrument, but also because this condition
cannot be tested empirically (Deaton, 2009).
The general form of the regression can be presented as:

In this regression the dependent variable is the
“unwillingness to work”. The main explanatory variable is
the “standardized amount of remittances”. As mentioned
in the data subsection, this measurement form is
preferred towards the total amount of remittances
because it allows overcoming the problems caused by the
measurement units of the variables.
The second term, on the right side of the equation
represents a vector of control variables included in the
regression. The control variables indicate the “Age of the
Head of household”, “The quadratic term of age”, “Marital
status of the Head of household”, “Gender of the Head of
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household”, “Head of household’s school years”, as well
as the “number of people living within a household”. The
third term on the right side of the regression represents
a time variable that has the value of 0 if the year is 2009,
and the value of 1 if the year is 2014. The error term is
represented by uit+ μit , where represents the exogenous
variables that are not included in the regression and can
potentially be used as instruments, and represents the
remaining unobserved factors.
In the specific case of this regression, one of the potential
unobserved variables is the reservation wage: the
reservation wages are very likely to be positively correlated
with the unwillingness to work. The explanation for this
correlation is intuitive: as the reservation wage of the
individual increases, his/her unwillingness to work will
also increase, because he/she will require a higher wage
in order to participate in the labour market.
The main purpose in this research is to find a casual
effect of remittances in the unwillingness to work, and
the main threat to causality is the possible endogeneity
of the variable of remittances. Therefore, a possible
solution is to find an instrumental variable Z that affects
only the amount of remittances, but not the error term.
Mathematically, these conditions can be expressed as:

The Instrumental Variable approach consists in two
stages. In the first stage the instrumented variable
“amount of remittances” is regressed on the instrument.
This is a way to exploit the exogenous part of the main
explanatory variable. The regression can be presented as:

where X is the amount of remittances, Z is the instrument,
γ is the coefficient of the instrument, and ρ is the
error term. The main conditions for the first stage to
be valid are the F-statistic above 10, and γ statistically
significant. Then,after filtering the exogenous part of the
instrumented variable in the first stage, this part is used in
the second stage regression, which is the regression that
presents the impact of the X variable on Y.
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4. INSTRUMENTAL VARIABLES
APPROACH
4.1 The instruments
In this subsection will be presented the instruments
used and the way they are constructed. As an attempt
towards finding a causal effect of remittances in the
unwillingness to work, I use instruments for the main
explanatory variables, remittances, in order to overcome
endogeneity problems. I use separately three different
instruments in the two-stage least-squares regression.
The first instrument is the exchange rate. The reason
why I use this instrument is that the exchange rate is
correlated with the amount of remittances. An increase
in the amount of remittances affects the exchange rate by
appreciating the domestic currency Lek (ALL) towards the
foreign currencies i.e. Euro. The reason behind this is that
the monetary inflows in Albania that come from abroad
are in foreign currency (mainly Euro, because the main
share of emigrants is in the Eurozone countries). This
leads to an increase in the money supply in the foreign
currency, while the supply of the domestic currency
remains the same. As the amount of foreign currency in
the Albanian money market increases relatively to the
amount of the domestic currency, the domestic currency
appreciates relatively to the foreign currency. This is
an implication that there is a relationship between the
amount of remittances inflow in the country and the
exchange rate. Moreover, the exchange rate is not related
to the unwillingness to work through any other channel
except remittances. Thus, in a theoretical viewpoint, the
exchange rate is expected to be a good instrument for
solving the endogeneity problems in the regression of the
unwillingness to work on remittances. The construction
of the exchange rate instrument is done by matching
each month of the data with the monthly exchange rate
of 2009 and 2014 respectively. The data on monthly
exchange rate are obtained from the website of the Bank
of Albania (Bank of Albania, 2017).
The second instrument that I use is the distance from
the land borders and the sea ports with eachprefecture.
The distance instruments easily satisfy the exogeneity
condition: distance from the land borders and sea ports
are exogenously given and do not directly affect the
dependent variable. On the other hand, distance from the
land borders and sea ports is positively correlated with the
migration patterns, and consequently with the amount of
remittances that the households of the migrants receive
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from them. Intuitively, the propensity to migrate is
higher in the areas that are close or allow for an easier
access in the neighbouring countries. First of all, people
who live nearby the neighbouring countries can migrate
easier in these countries, even in the short-run or find a
temporary job there. The proximity of their settlements
with the border facilitates the migration of these people
and increases their incentives to migrate, because they
are more related to the neighbouring countries, not only
through economic and trade activities, but also through
cultural exchanges. Also, the fact that many of family
members, relatives, or friends of these people might have
migrated earlier, creates even more incentives for these
people to migrate due to their network and information
regarding the respective foreign country.
I construct the distance instrument by assigning the
average distance of each prefecture from the border
to the respective observations. The same procedure is
followed for constructing the sea distance instrument.
Then, the total distance instrument is constructed as a
sum of both land distance and sea distance instruments.
I use the total distance instrument for the estimations
because people have massively migrated and continue to
migrate using both routes.
Finally, I construct an interaction instrument which is the
interaction of the exchange rate instrument and total
distance instrument. The reason behind constructing
this instrument is the fact that both distance and
exchange rate are correlated with remittances, and the
only way that these variables affect the unwillingness to
work is through remittances. Therefore, besides using
each variable separately as an instrument, it would be
interesting to observe the interaction of both instruments
as a new instrument.

This indicates that based on the first stage results only, in
a statistical perspective, total distance appears to be good
instrument for remittances. Column 2 shows the results
of the regression of standardized amount of remittances
on the exchange rate. The coefficient of the exchange
rate is negative and statistically significant at 1 % level,
and the F-statistic is much higher than the rule of thumb
10, meaning that this is also a valid instrument from a
statistical point of view.
Table 3: First stage results. Dependent variable: Standardized
amount of remittances
(1)
Total distance

(2)

(3)

0.0014***
(0.00017)

Exchange rate

-0.02445***
(0.00198)

Interaction

0.0000082***
(0.0000012)

Constant

-0.2456***

3.3356***

-0.1970***

(0.0315)

(0.2713)

(0.0314)

F-statistic

66.15

151.27

42.91

Number

12160

12160

12160

4.2 First stage results
In Table 3 are presented the results of the first stage
regressions for each instrument. In these regressions
the dependent variable is the standardized amount
of remittances and the independent variables are the
respective instruments for each regression. There are two
main conditions for the first stage to be valid: the coefficient
of the instrument has to be statistically significant, and
the F-statistic should be higher than 10 (Bosker, 2017). In
Column 1, there is presented the first stage of using total
distance as an instrument. The correlation of the total
distance and the amount of remittances is positive and
significant. The F-statistic is 66.15, which is higher than 10.

Note: Standard errors are reported in parentheses.
* p < 0.10,
** p < 0.05,
*** p < 0.01. No stars implies that the coefficient is insignificant

In Column 3, there are presented the results of
the regression of remittances on the interaction
between total distance and total exchange rate.
The coefficient is positive and significant at
1 % level, although the magnitude is very low compared
to the magnitudes of the coefficients for distance and
exchange rate separately. Even in this case the F-statistic
is sufficiently high, implying that this instrument is also
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acceptable considering the statistical indicators.

Table 4: Reduced form results, three different instruments
included separately

4.3 Reduced form estimates
In this subsection will be presented the results of the
reduced form estimates. The reduced form is basically
the regression of the endogenous variable on the other
control variables that are included in the regression. In this
case, remittances will be the dependent variable, and the
other control variables will be included in the regression
as control variables. The reduced form equation is used to
test for partial correlation. While including the instrument,
and the other control variables in the regression, one can
observe the correlation between the instrument and the
endogenous variable, while controlling for the effect that
the other control variables may have in this correlation
(Wooldridge, Introductory Econometrics, A Modern
Approach, 2009).
Table 4 presents the results of the reduced form estimations.
In Column 1, there are presented the results of the reduced
form with the interaction variable used as the main control
variable. The coefficient of this variable indicates that the
partial correlation between the interaction variable and
remittances is positive and significant at 1 % level. The
R-squared indicates that more than 13 % of remittances
are explained by the variables included in this regression.
The other variables that are statistically significant at 1 %
level in this regression are: gender, number of members in
a household, and the year dummy. In contrast, age of the
head of the household, its quadratic term, and education
of the head of the household are insignificant.
In Column 2, there are shown the results of the reduced
form with exchange rate used as the main explanatory
variable. In contrast with the results of Column 1, the
coefficient of exchange rate is positive, but statistically
insignificant. This implies that despite the fact that there
is a correlation between exchange rate and remittances,
which was demonstrated in the first stage estimations,
while accounting for the correlation between the other
control variables and remittances, the relationship between
exchange rate and remittances is no longer significant. This
is an indication that the exchange rate instrument is a weak
instrument, and therefore may be problematic for the final
outcome, if used as an instrument.

(1-Interaction)

Instrument

Age of Head of HH

Age2 of Head of
HH

Head of HH m
 arried

Head of HH Female

Head of HH
Education

Number of HH
members

Year 2014

Constant

R-squared
N

(2-Exchange
rate)

(3-Total
distance)

0.000027***

0.0035

0.0037***

(0.0000055)

(0.0046)

(0.0007)

0.0048

0.0054

0.0047

(0.0036)

(0.0036)

(0.0035)

-0.00003

-0.000037

-0.00003

(0.00003)

(0.00003)

(0.00003)

-0.0194

-0.00865

-0.0204

(0.0562)

(0.0555)

(0.0564)

0.1013***

0.1045***

0.1011***

(0.0360)

(0.0369)

(0.0360)

-0.0031

-0.0047*

-0.0031

(0.0027)

(0.0027)

(0.0027)

0.10411***

0.1082***

0.104***

(0.0225)

(0.0228)

(0.0225)

-0.3858***

-0.3227***

-0.3485***

(0.0755)

(0.0668)

(0.0709)

-0.5544***

-0.4194

-0.6182***

(0.1947)

(0.6226)

(0.2045)

0.1345

0.1263

0.1346

12160

12160

12160

Note: Standard errors are reported in parentheses.
* p < 0.10,
** p < 0.05,
*** p < 0.01. No stars implies that the coefficient is insignificant
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In Column 3, there are presented the results of the
reduced form estimates with total distance used as
the main explanatory variable. The coefficient of total
distance is positive and approximately 137 times higher in
magnitude compared to the interaction coefficient. This
coefficient is significant at 1 % level, implying that this is
not the case of a weak instrument. The coefficients of the
other control variables are very similar in sign, magnitude,
and statistical significance, with the coefficients of the
reduced form equation presented in Column 1. The
same similarity can be observed in the magnitude of
the R-squared. Overall, the estimations of the reduced
form with the three types of specifications, infer that the
partial correlation is present between remittances and
interaction term, and remittances and total distance term,
whereas it is not significant in the case of exchange rate,
meaning that the exchange rate should be considered as
a weak instrument.

Table 5: Second stage results using each instrument separately
(1-Interaction
Instrument)
Remittances

Age of Head of HH

Age2 of Head of HH

Head of HH married

4.4 Second stage results
In this subsection there are presented the results of
the estimations of the second stage, using IV approach.
Column 1 in Table 5., shows the results of the second
stage of the IV regression while using the interaction
between exchange rate and distance as an instrument.
The coefficient of remittances is positive and significant
at 5% level. As argued in Wooldridge, Introductory
Econometrics, A Modern Approach, 2009, this is not
an unexpected outcome while trying to obtain a good
estimator by assuming the endogeneity of remittances.

Head of HH
Education

Head of HH Female

Year 2014

Number of HH
members

Constant

N

(2-Exchange
rate
instrument)

(3-Distance
instrument)

0.0268**

0.3173

0.02504**

(0.0109)

(0.7866)

(0.0097)

0.0014***

0.00039

0.0014***

(0.0003)

(0.0032)

(0.00032)

-0.000013***

-0.000005

-0.000013***

(0.000003)

(0.000024)

(0.0000028)

-0.0041

-0.0106

-0.00407

(0.0028)

(0.0218)

(0.00282)

-0.00028

0.0019

-0.00029

(0.00019)

(0.0061)

(0.00019)

-0.0026

-0.0348

-0.0024

(0.0024)

(0.0877)

(0.0024)

-0.0088**

0.0577

-0.0092***

(0.0034)

(0.1807)

(0.0034)

-0.0013

-0.0340

-0.0011

(0.0012)

(0.0886)

(0.00116)

-0.0009

0.0426

-0.00116

(0.0102)

(0.1267)

(0.01012)

12160

12160

12160

Note: Standard errors are reported in parentheses.
* p < 0.10,
** p < 0.05,
*** p < 0.01. No stars implies that the coefficient is insignificant
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The coefficient of remittances indicates that an increase
on the amount of received remittances by the households
with 1 lek, is associated with an increase of 0.027 units
of the unwillingness to work. The coefficient of age of
the head of household indicates that the increase of the
age of head of the household with 1 year is associated
with an increase of 0.0014 units of the unwillingness to
work. On the other hand, the estimated indicators for
the variables: marital status, education and gender of
the head of household, are negatively correlated with
the unwillingness to work, but are statistically insignificant. Finally, the coefficient of year 2014 is negative
and significant at 5 % level, indicating that year 2014 is
negatively correlated with the unwillingness to work.
This is in line with the expectations, because year 2009 is
associated with higher remittance inflows, exchange rate
appreciation, and increase of the unwillingness to work.
In Column 2, there are presented the results of the
second stage of the IV regression, with the exchange
rate instrument. All the coefficients in this regression are
statistically insignificant, meaning that using the exchange
rate instrument separately, makes the regression
estimates meaningless and leads to inefficient results.
Column 3 shows the results of the second stage of IV
regression, while using total distance as an instrument.
The coefficient of remittances is significant at 5 % level, and
its magnitude is very similar to the respective coefficient
in Column 1. The magnitude has been slightly decreased,
as well as the standard errors. Also, the other coefficients
of the control variables are very similar with the
coefficients of the regression with the interaction term as
an instrument, in both terms of magnitude and statistical
significance. The only difference is in the coefficient of year
2014, which is now significant at 1 % level, and slightly
higher in magnitude. Therefore, in the case of using the
instruments of interaction and distance, the results are
robust and similar, which confirms the causal positive
effect that remittances have in the unwillingness to work
for the remittance receiving households.

5. CONCLUSIONS
This study presents an attempt towards finding a causal
effect of remittances on the individuals’ unwillingness
to work. In order to avoid omitted variable bias and
endogeneity problems, I estimate the econometric
model using Instrumental Variables. The results of the
IV indicate a positive and statistically significant impact
of remittances in the unwillingness to work for the
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r emittance-receiver households. The consistent result of
the positive impact of remittances in the unwillingness
to work for the Albanian remittance-receiver individuals
indicates that for these households remittances play the
role of an additional source of income. Therefore, their
demand for leisure increases and the alternative options
such as taking care of the children, or maintaining the
dwelling, become more attractive than working, which
explains the increase of the unwillingness to work.
The main finding can be explained also through the
labour market environment. As shown in the previous
sections, Albania is a country with continuous levels of
high unemployment. This is an indicator of a problematic
labour market, where labour supply is higher than
the labour demand, and consequently the wages are
not high. Therefore, the incentives to work for the
remittance-receiver individuals are low, considering
the low wages offered in the labour market. The fact
that remittances are associated with an increase of the
unwillingness to work, can be interpreted in two ways
in terms of the consequences for the Albanian economy. The first interpretation would be that the increase
in the unwillingness to work is a negative outcome,
which can be translated into a decrease of the labour
force of the country. On the other hand, given the high
unemployment rates in Albania, keeping a part of people
out of the labour force, and providing an additional
source of income to them through remittances, can be
considered as an “opportunity” for them to not become
unemployed. Instead of constantly looking for a job and
not finding it, which would be associated with lack of
income and poverty for these individuals, they can cover
their expenditures through remittances, and thus not
face poverty and hard living conditions. However, in a
long-term perspective the increase of the unwillingness
to work is not a good indicator for the economy.
As a way to solve this problem there can be designed
policies that increase the incentives of the individuals
for creating and developing microenterprises. A
better environment for microenterprises would create
incentives for remittance-receiver households to invest
the amounts of remittances and generate more income,
instead of using them as an additional source of income
in absence of wages.
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Appendix
Table 1: Hausman test for endogeneity of remittances
(b)

(B)

(b-B) difference

all cats
Age of Head of HH
Age2 of Head of HH

Standard errors

.0036

.0015

.0021

.0046

-.00003

-.000013

-.000013

.000041

Head of HH Married

.0223

-.0037

.02602

.04103

Head of HH Female

.1108

-.00063

.1114

.0312

Education of Head of HH

-.0076

-.00042

-.0072

.0026

Number of HH members

.1126

.00068

.1119

.0054

-.2292

-.0129

-.2162

.0380

Year 2014
H0: Difference in coefficients is not systematic

Prob>Chi2=0.0000
The null hypothesis is rejected, meaning that the
differences in coefficients are statistically significant, and
remittances is endogenous.
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Abstract
Fiscal policy is one of the key instruments used by
governments to stimulate the economy. Taxation

is one of the most important instruments used to
recover the country’s economy performance. T
 axes are
the basis for state operation as well as for reducing
deficit and b
 udget debt. The fiscal policies e fficiency
based on taxes is very much linked to the level of tax
evasion. 
Recognition of this level is a prerequisite
for undertaking various fiscal policies and for better
tax administration in the service of public goods. For
developing countries where Albania is part, Value

Added Tax (VAT) is one of the main taxes that contribute
with about 35 % of total tax revenues in the country. In
the absence of a comprehensive analysis between VAT
collected and the one that should have been paid, the
difference between them could be considered as VAT
evasion, or known as VAT gap.
The objective of this article is to measure the VAT gap
for years 2015 and 2018, to show up the efficiency of
some of the main changes in the system. Calculations
will be based on the data from the national accounts
(supply and use tables), more concretely on the use
side of the economy.
All the variables of final demand are treated at a very
detailed level specifying the VAT ratio by product and
the threshold level for each component of final use.
Estimations are done for year 2015 and 2018 based on
the SUT structure of 2015, as the latest year where the
supply and use tables are available. For the year 2018
the assumption that there are no structural changes
in the economy is taken applying the changes in VAT

legislation. The results are compared even with year
2011 when the first estimation for VAT gap is done for
Albania.

Keywords:
VAT gap; Theoretical VAT; Top-down approach;
Threshold; Supply and use tables
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1. INTRODUCTION
The difference between the level of tax collection and
the total tax level to be collected in the literature is
known as the tax gap. This gap may arise because of
the legislative possibilities or illegal ways that lead to
fiscal evasion. Likewise, if legislation leaves room for
the possibility of abuse by the administrative system, it
would have an unsatisfactory efficiency. It is particularly
important to make coordination between administrative
and legislative systems because a very good tax system,
if not accompanied by the proper implementation of
the administrative system, aims to lead to unsatisfactory
efficiency.
Tax evasions distort the economic system of a country.
This phenomenon is accompanied by less income for the
state and consequently less expenditure on public goods
such as education, health, infrastructure, etc. Lower
government expenditures have chain effects across the
economy, such as less employment, less opportunity and
quality to education and health. In the medium to long
term, these are associated with a lower economic growth
and most importantly in a diminished and not inclusive
economy development. Also, even competition in the
market is effected because some entities may benefit
from this situation by not making fair competition in the
market. This situation in the long run can lead to similar
behaviour from other economic entities operating in the
same market or otherwise entire failure.
The tax evasion has a direct impact on the economy. The
low level of tax collection leads to the inability to reduce
the state deficit in the current period and debt in the
long run. All of these multiplier effects become more
and more important, as far as the overall tax burden is
concerned. This means that fiscal consolidation requires
the adoption of solid consolidating measures on the side
of government spending. Fiscal evasion and avoidance of
tax obligations reflect the effectiveness of the tax system.
Good knowledge of phenomena can help improve the
country’s tax system, both legislative and administrative.
Though there are controversies surrounding the
determination of fiscal evasion, the complexity of the
entire tax system as well as the intensity of government
regulation have been empirically identified as the key to
encouraging such illegal activities.
The tax system consists of a set of taxes, but in most
countries the value added tax is the main item. VAT
generates substantial revenue with more than one fifth
of the world’s total tax revenue and is introduced in
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around 140 countries. The level of VAT differs from one
country to another, but also within one country it differs
between sectors or products. It plays an important role in
obtaining financial stability in many countries, especially
for development economies. In this context, its treatment
as a special case of tax categories has a particular interest.
In this article, our focus will be specifically on assessing
the VAT gap by relying on the data of supply-use tables.
The use of these tables is one of the main methods to
assess the level of theoretical taxation of a country.

2. ESTIMATION OF VAT GAP
Tax gap includes a large number of transactions and
activities that should be taxed, but for various reasons
have not been taxed. To estimate the tax gap is not a
proper way on which we can rely. In these conditions,
there are developed several methods to estimate it,
which range from direct estimations based on surveys
to sophisticated dynamic econometric models. All these
methods have advantages and disadvantages (Schneider,
2000a and 2000b; Schneider and Enste, 2000; Lippert and
Walker, 1997; Feige, 1989). According to Schneider (2000)
and Thomas (1992), these approaches can be grouped as
follow:
• Micro approaches based on data collected from
surveys among taxpayers and tax auditing (Isachsen,
Klovland and Strom, 1982; Mogensen, Kvist,
Körmendi and Pedersen, 1995). These methods
are known as bottom-up methods in most of the
literatures.
• Macroeconomic
approaches
where
many
sub-methods are used. These methods can be
based on the discrepancies between income and
expenditure statistics (MacAfee, 1980; Del Boca,
1981); the official and actual labour force (Contini,
1981); the monetary approach based on the Fisher
quantity equation (Feige, 1979; 1996); the popular
currency demand method measuring the correlation
between the currency demand and the tax pressure
(Tanzi, 1982); the physical input method observing
relations between (official and unofficial) GDP and
electricity consumption (Kaufmann and Kaliberda,
1996; Johnson, Kaufmann and Schleifer, 1997; Lacko,
1998),
• Dynamic models which consider various
macroeconomic determinants for creating a shadow
economy and attempt to explain their effects
in the development of production, labour and
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2.1 Top-down approach

 oney markets simultaneously (Aigner, Schneider
m
and Ghosh, 1988; Schneider, 2000a; Frey and
Weck-Hannemann, 1984).
All methods have advantages and disadvantages, but in all
cases the method applied depends on the possibilities and
availability of the data. In case of VAT fraud all of methods
can be applied but in many cases the estimation from
different approaches has the advantage of c omparisons.
But why is so important to measure the VAT fraud? The
VAT system in the last decades has been under different
attacks by fraudsters, whom have posed the most serious
threat to the functioning of the entire system (Šemeta,
2011). The typical mechanism of deduction has itself
become a source of sophisticated international frauds
(Keen and Smith, 2007). Although tax authorities have
fought hard to stop the phenomenon, it still contend a
high part which various from country to country. The
fight against VAT fraud is supported by many legislative
directives and in general consistent with the long-run
objectives of the economy.
It is important to know where and how is created VAT
fraud. The essential element of the fraud is the purchase
of goods, which enables the fraudster to buy without
paying VAT to the supplier and, at the next step, to keep
the entire amount of VAT debited to its counterparty.
Other forms of fraud are schemes like carousels on
imports under customs transit, the fraudulent use of
VAT warehouses and under-invoicing of imports. These
schemes are much more dangerous because they involve
huge volumes of international trade; they are fast, agile
and difficult to detect using standard tools.

Top-down methods in many cases are referred as indirect
approaches since for the estimation of tax gap are used
data not necessarily related directly with tax process. In
this case is estimated theoretical tax or known as VAT gap
which then is compared with the actual VAT revenue. The
estimation of VAT gap in the top-down approach based
on national accounts data is more used because of the
information that can be found in the supply-use tables
(SUT) or national accounts. For this calculation, relevant
statistics are adopted as the VAT base. These tables have
two main components; all suppliers of a country whom
can be domestic producers or foreign producers entering
in the country in form of imports and the users of a
country which can be household, government, or in form
of investments, exports or changes in the inventory. More
concretely the SUT consists on the components as shown
in table 1.
SUT offer the most detailed portrait of an economy at
product levels so knowing all tax regime of the country
and the products where the tax has been applied it is
possible to estimate the tax gap based on those tables. In
particular, the statistics and data on private consumption,
intermediate consumption and investment of central
and local governments apparently play the most important role for the assessment for VAT gap estimation.
As can be seen from the matrixes, the possibilities for
estimating the size of the tax gap are directly dependent
on the availability of detailed data. In case of VAT, it is

N
Total

Total Output by NACE at Basic Prices

Imports + TTM

Total IC by NACE

Total
Total Use at market prices

Changes in Inventories

Intermediate Consumption
Matrix at Market Prices

Total

Total

m

Gross Fix Capital Formation

n-1

m-1

Government Consumption

…

…

Household consumption

Output Matrix

…

2

Exports

…

1

Final Demand

Total of intermediate consumption
by products

…

Inputs by Activities (NACE)

Total Supply at market prices

2

Adjustments

1

m

Taxes and Subsidies on Product Vector

m-1

Adjustments

…

Trade and Transport Vector

2

Total

1

Domestic Production by Products

Products
(CPA)

Output by Activities (NACE)

Imports CIF

Activities
(NACE)

Imports Vector

Table 1: Supply and Use Tables

FD

Value Added Components (VA)

Source: Eurostat Manual of Supply, Use and Input-Output Tables, page 22
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important the tax vector to be treated by product and by
categories (mostly as a matrix). At those conditions the
corresponding VAT rate can be correctly assigned to the
respective product, where it has been applied. This is
particularly important if there are several VAT rates in the
system of the country, or different exceptions are done
from the general rules.
The problem with this approach is related mostly with
National Accounts data. If the estimations of different
components of the use side are not correct, automatically
it will affect the VAT value. In the same time, as one part
of the economy is non-observed economy, it means that
estimation of this part in national accounts will have a
direct statistical discrepancy in VAT gap. As higher is the
non-observed economy and the assumptions done in
National Accounts the higher are even doubts for VAT gap
estimated.

2.2 Bottom-up approach
The bottom-up approach is based on the uses of micro
data for individuals and enterprises. The estimations are
done firstly at elementary level and then are summed
up for the whole economy and population. Of course all
steps are stored on the statistical concepts by groups of
taxpayers with the same characteristics. In other words,
this method is based on a survey which includes a r andom
sample of taxpayers for all categories which are analysed
and then extrapolated to the entire population.
At this point is clear that the quality of results will
be highly related with the sample size, the statistical
criteria’s applied, and knowledge’s of the system from the
respondent elements. The results of such analysis cannot
be fully extrapolated to all taxpayers or to the economy
as a whole because their impact would be overestimated.
While a random sample can be considered representative,
in this particular case the sample is not representative
because it focuses on a selected group of taxpayers.
This method, compared with the previous one, has the
advantage that is based on more accurate information
but from the other side it has much statistical estimation
which of course has their error margins. Generally it can
be said that indirect method based on the expenditure
side of GDP calculation usually are taken to indicate the
trend in tax evasion rather than its level (Keen and Smith,
2007). Direct methods are used mainly to get an idea of
the level of tax evasion and to check top-down estimates.
Despite the method used, availability and completeness
of data are a major issue in estimating VAT frauds. Anoth-
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er problem in the estimation is linked to the inconsistent
nature of frauds. Tips of frauds change over time because
of legislation and auditing targets, so bottom-up methods
inevitably soon become outdated. Moreover, since data
are not taken “randomly” and come from tax audits
that are planned on the basis of tax risk indicators, any
statistical inference can easily end up in an overestimated
of VAT frauds. A proper estimate is even more difficult in
the case of acquisition frauds. In this case, the fraudster
reduces the prices for final consumers in order to crowd
out competitors.

3. CASE OF ALBANIA
The VAT Gap is defined as the difference between the
VAT total tax liability (VTTL, sometimes also known as
VAT total theoretical liability) and the amount of VAT
actually collected. We compute VTTL in a “top-down”
approach by deriving the expected VAT liability from the
observed national accounts data, such as Supply, Use and
Input-Output tables, 20151. In particular, VAT liability is
estimated for final household consumption, government
and NPISH expenditures, non-deductible VAT from
intermediate consumption of exempt industries, and
VAT from GFCF of exempt sectors. We also account
specific tax regulations, such as exemptions for small
business under the VAT thresholds and non-deductible
business expenditures on petroleum, food, drinks, and
accommodation.
The problem is that tax fraud as part of shadow economy
represents activities, the volume of which cannot be
exactly estimated and to this issue is paid much attention
from national or international institutions. This research
article presents the second follow-up of the estimation
of this phenomena for Albania after the estimations for
year 2011 (Shahini and Malaj, 2015), although there
is a change in methodology related to VAT collected. In
the previous study, the VAT collected was estimated in
cash basis from Ministry of Finance statistics, but this
information is object of revisions as part of these revenue
are refund to business. Analysis of VAT data revisions and
suggested methodology leaded to accrual VAT values,
calculated as difference between VAT on sales and VAT
on purchases.
Based on the law on Value Added Taxes in 2015 and
2018, are specified economic subjects that are under VAT
regime and the ratios of VAT by products. In the same
1. Institute of Statistics, (2018): “Supply, Use and Input-Output tables,
2015”
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time it is important to identify all the transactions which
are subject to non-deductible VAT.
Table 2: VAT system
VAT ratio
VAT Threshold
20 %

2015

2018

5 million (ALL)

2 million (ALL)
0 (ALL) liberal professions

Standard ratio

Exemptions

Standard ratio
Accommodation (Tourism Sector) Agritourism

6%
0%

Before explaining the estimations done it is important to
make a general description about VAT level in report with
GDP and total tax revenue in Albania. In graphic 1 are

Exports

Exports

Postal services

Postal services

Medicines and Medical services

Medicines and Medical services

Financial and insurance s ervices

Financial and insurance services

Education

Education

Books, n
 ewspapers, etc.

Books, Newspapers, etc.

Casinos, Gambling

Casinos, Gambling

Non-profit institutions.

Non-profit institutions.

Source: Law No. 92/2014, “On Value Added Taxes”,

Most of the products are under 20 % regime that is the
standard ratio and there are some categories which
are exempt from VAT, or outside the scope of VAT.
Accommodation services and Agritourism had changes
in VAT regime in 2018, where are introduced fiscal reliefs
for this activities, with a reduced VAT rate at 6 %. Another
change in VAT legislation for 2018 is the reduction of
VAT threshold to 2 million and all liberal professions are
obligated to report, increasing the number of businesses
that are obligated to report and pay VAT.
The reduction of VAT threshold affects the business
behaviour, restricting their turnover to remain below
the threshold or worst starting an informal VAT market
if the taxation authorities are not efficient. Despite the
disadvantages of exemption, substantial registration
thresholds are probably a price worth paying for avoiding
disproportionate administrative and compliance costs for
small businesses. There may also be a case for applying
simplified flat-rate schemes to small businesses. However,
the case for some other small business regimes currently
in operation seems less compelling. Optional schemes
invite traders to see which option is better for them by
calculating their liabilities under both scenarios, potentially
combining maximum effort by the trader as they make the
calculations and maximum revenue loss for government.

shown those comparisons from where we can see that
VAT for the period after year 2000, at interval 7 % to 10
%. Related with the latest progress it can be seen that the
VAT/ GDP ratio for years after 2010, is close to 9 % while
the total tax revenue share dropped to 34.2 % down from
39.5 % in 2010.
In absolute terms VAT has been increased for all period
except 2012 and 2013 where the trend is negative even
though the GDP growth has been positive.
In 2018, real GDP growth was 4.06 percent, up from 3.82
percent in 2017 and 3.31 percent in 2013. At the same
time, VAT growth in accrual base for the year 2018 was
3.06 percent following a normal business cycle but not
expressing the change in VAT threshold reduction and
increase of number of business that were introduced in
VAT scheme.
As was mention above, the estimation of VAT gap will
be focused only in the top-down approach based on
national accounts data, where all components of use side
are treated in individual level using the most detailed
information possible.
Final household consumption is treated as wholly subject
to non-deductible VAT, whereas other categories of
uses are broken down in order to determine a rate of
non-deductibility. The VAT is calculated in the light of
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Graphic 1: Total Tax revenues, VAT revenues, GDP and VAT growth

Source: Institute of Statistics and Ministry of Finance

all current legislation and rules governing VAT for the
period of study. In case of Albania the estimations are a
bit easier as there are only four categories and at most of
the product are applied 20 % ratio but also are identified
the products with 0 % and exempted in accordance with
VAT legislation. For the calculation of theoretical VAT for
2018 is applied 6 % ratio on Accommodation Services and
Agritourism (accommodation and food).
To estimate VAT gap, firstly, for each CPA2 2-digit is taken
household and government consumption and is specified
the category if is exempt or not. In the second case for
each product is specified the VAT ratio and in the same
time has been calculated the ratio of threshold. The
threshold ratio has been estimated as shown in equation
1. thr = 1 −
i

VATTi
TotTi

(eq.1)

Where:
i – is respective Nace3 activity at two digit level
thr – threshold ratio for i Nace activity at two digit
code
VATT – turnover for enterprises on VAT system on
each Nace activity at two digit code
TotT – turnover for total enterprises on each Nace
activity at two digit code
2. CPA is the European Classification of Products by Activity
3. Is the Nomenclature of Economic Activities in the European Union
(EU) used even in Albania
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In the next step is estimated GFCF and inventory in
exempted sectors. First of all is necessary to mention that
the biggest part of GFCF, except construction, consists on
machinery and equipment which are mostly imported in
Albania. For this purpose from total GFCF imported are
linked those that are done from enterprises which are
under VAT system and the difference has been considered
as GFCF for the other group of enterprises. For construction
has been used the information from Structural Business
Survey (SBS), from which has been taken the part of new
buildings for apartments or houses. For this category is
paid VAT so it has been taken in consideration the other
part of construction like roads or engineering works which
are excluded from the estimation.
The next category of the use side has to do with estimation
of inputs in exempt categories. For this purpose are
taken only small enterprises which are supposed not to
be on VAT system and has been estimated intermediate
consumption over output ratio at each NACE Rev. 2, 2
digit level.
Another important issue is the calculation of VAT data
on accrual basis as difference between total VAT on
sales subtracting VAT on purchases. The VAT estimated
on accrual basis gives a better estimate of total VAT
revenues that should be collected from the actual

invoices.
The aggregated values of VAT gap estimation are shown
in table 3. In the first row is the total consumption of
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 ousehold and government taken from the use table
h
and in the second one is the value for exempt part from
household and government consumption. In the third
row are estimations for Gross Fix Capital Formation and
the last group have to do with inputs used in production
process included in non-deductible VAT.
For the year 2015, the total VAT theoretical liability
is calculated multiplying the Final Consumption
Expenditure included in VAT system with VAT rate 20
%, and the estimated theoretical VAT is about 129,781
million ALL. The amount of collected VAT on accrual
basis (VAT sales – VAT purchasers) amounted to
115,361million ALL. In nominal
terms, the VAT gap estimated as difference amounted
to 14,420 million ALL and in relative terms, the VAT gap
share was 11.11 %.
Applying the same ratios of exempt sectors and products
with the assumption that there are no structural
changes in the economy is forecasted the VAT gap for
the year 2018, and the changes in estimations could be
interpreted by legislative changes in the form of taxable
base and changes in tax rates, namely the reduction of
threshold and introduction of 6 % tax on Accommodation
and Agritourism and behaviour of taxation authorities.
The estimated GAP is equal to 10,900 million ALL and in
relative terms is 7.75 %.
Table 3: VAT gap estimation (million ALL)

Based on those results the VAT gap can be expressed as:
VATgap _15 = VATes - VATaccr =129, 781 − 115, 361 = 14, 420

(eq.2)

VATgap _18 = VATes - VATaccr =140, 590 − 129, 691 =
10, 900
(eq.3)

Where:
VATes – VAT estimated
VATaccr – VAT accrual
At the same time we could estimate VAT gap in percentage
as shown in equation 4 and 5:
VATgap (%) _15 =

VATgap (%) _18 =

VATgap
VATaccr

VATgap
VATaccr

=

14, 420
=11.11%
129, 781

(eq.4)

=

10, 900
=7.75%
140, 590

(eq.5)

The estimation of total theoretical VAT revenue is
breakdown in 3 partial theoretical revenues based on
use side components. Theoretical VAT revenue from
consumption of household and public sector including
non-profit institutions has the largest share in the total
theoretical VAT revenue, up to 75.28 %. This estimation
is calculated accounting 45 % of final expenditures as
taxable products assigning to each the proportion of VAT
exemption.
The VAT revenues from intermediate consumption of
exempted sectors representing a 17.83 % share of the
total theoretical VAT. The exemptions for small business
under the VAT thresholds and non-deductible business
expenditures are estimated at the level of 13 %.

2015

2018

Total Household and Government
Consumption

1,311,638

1,477,069

Exempted consumption

(725,422)

(816,976)

53,656

58,403

Inputs used in exempted sectors

138,816

155,506

Final Consumption Expenditure included in VAT

778,689

874,003

20% VAT

129,781

138,415

-

2,176

Theoretical VAT

129,781

140,590

Total excluded VAT

648,907

733,412

VAT collected accrual (VAT sales – VAT
purchasers)

115,361

129,691

VAT gap

14,420

10,900

VAT gap (%)

11.11%

7.75%

GFCF in exempted sectors

6% VAT

Source: Author’s calculation

35

THE EFFECT OF VAT THRESHOLD CHANGE ON THE BEHAVIOUR OF BUSINESSES AND VAT FRAUD

The third part was the calculation of theoretical VAT
revenue from gross fixed capital formation (GFCF) of
exempted sectors accounting 6.89 %. The share of
exempted products to the total GFCF is estimated at the
level 14 %.

was before. Albanian economy is small and dependent
on imports, the main share of VAT is paid on imports,
close to 75 percent and the remaining is collected from
domestic value added.
VAT registration often imposes administrative and
financial cost on businesses and higher VAT registration
threshold helps to encourage growth because it keeps

Table 4: Total theoretical VAT revenue (million ALL)

Theoretical VAT revenue
from gross fixed capital
formation

Year

Theoretical VAT revenue
from consumption

Theoretical VAT revenue from
intermediate consumption

2015

97,703

23,136

8,943

129,781

2016

101,079

23,895

8,969

133,943

2017

104,392

24,723

9,384

138,499

2018

104,939

25,918

9,734

140,590

Source: Author’s calculation

small businesses free from the burden. While this
exemption for small businesses makes it easier to start
up, there is evidence that the VAT threshold provides a
brake on growth, as businesses approach it. On the other
hand, reduction of VAT threshold can lead to the change of
behaviour by the business, shrinking the turnover to stay
under the threshold, but this is a price worth paying for
avoiding disproportionate administrative and compliance
costs for businesses even though the small business pays

Within the period 2015–2018 the theoretical VAT liability
(VTTL) and VAT collected at accrual base has an increasing
trend but the theoretical VAT increased faster than
collected VAT until 2016 showing an increasing VAT gap.
In 2017-2018, we state a decreasing VAT gap due to the
growth of collected VAT.
Table 5: VAT Gap Estimates, 2015-2018 (in %)
Year

Theoretical VAT liability
(VTTL)

Total theoretical VAT revenue

VAT receipts accrual

VAT gap

VAT gap (% of VTTL)

2015

129,781

115,361

14,420

11.11

2016

133,943

116,260

17,683

13.20

2017

138,499

125,845

12,654

9.14

2018

140,590

129,691

10,900

7.75

Source: Author’s calculation

4. CONCLUSIONS
Taxation is one of the most important fiscal instruments
and in many countries it is the main budget revenue item.
Value added Tax generates significant share of revenues,
more than one fifth of world total tax, and has been
introduced in about 140 countries. VAT is paid only on the
value added at each stage of production and distribution.
In this way, as the final price of the product is equal to the
sum of the values added at each preceding stage.
In Albania VAT has been implemented for the first time
in fourth quarter of 1995, replacing turnover tax that
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a small share of total revenues, where it can be applied a
simplified or 0 % rate.
The estimation of VAT gap was based only on the
top-down approach based on national accounts data,
more specifically on supply use tables. Based on top-down
approach all components of use side are treated in
individual level using the most detailed information
possible. From the results, the uncollected VAT in Albania,
or VAT gap, was around 11.11 % of total VAT collected
for year 2015. The largest share in the total theoretical
VAT revenue (up to 75.28 %) had the final consumption,
followed by intermediate consumption of exempted
sectors and non-deductible VAT products representing
a 17.83 % share of the total theoretical VAT revenue
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and the lowest rate (6.89 %) is represented by GFCF of
exempted sectors. The VAT gap estimated for year 2015
compared with year 2011, increased by approximately
4.8 percentage points, due also to the change in VAT
collected estimation.
In 2018, the estimated gap is equal to 10,900 million ALL
and in relative terms is 7.75 %. Calculations are based
on the same ratios of exempt sectors and products as in
2015, with the assumption that there are no structural
changes in the economy, and the changes in estimations
could be interpreted by legislative changes introduced as
the reduction of threshold and introduction of 6 % tax
on Accommodation and Agritourism and behaviour of
taxation authorities.
The change in VAT threshold did not bring the expected
revenues due to the change in taxable base, the accrual
VAT was increased only 3.06 % and the gap decreased
by approximately 1.39 percentage points compared to
previous year. Effect on VAT revenues had also relief in
tourism sector and depreciation of exchange rate.
This estimation of VAT gap based on national accounts
macro-data must be regarded as a rough estimate and of
course has its limitations. Apart from VAT fraud and tax
evasion and avoidance, the VAT Gap can be influenced
by bankruptcies as well as reporting problems in national
accounts data.
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ANNEXES
Table 6: VAT Gap estimates EU-27
MS

2014

2015

VAT gap (%)

VAT gap (%)

BE

9.77

10.76

BG

23.59

20.58

CZ

16.62

16.48

DK

10.47

10.83

DE

10.92

9.56

EE

8.7

4.88

IE
EL

8.76

9.94

25.29

28.27

ES

8.3

3.52

FR

12.9

11.71

HR

4.33

3.92

IT

28.3

25.78

CY

..*

7.44

LV

19.03

17.97

LT

27.57

26.42

LU

2.35

5.56

HU

17.04

13.74

MT

39.6

22.54

NL

9.23

7.94

AT

9.61

8.24

PL

24.89

24.51

PT

13.2

11.46

RO

42.85

37.18

SI

7.51

5.52

SK

30.52

29.39

FI

6.01

6.95

SE

0.28

-1.42

UK

10.62

10.88

14.09

12.77

Total EU-27

Source: Update Report to the Study to quantify and analyse the VAT Gap in the EU-27 Member States, page 19
*No estimation
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Abstract
Over the years, Scientific Research and Development
have significantly influenced the development of
human societies and environment around them.
Research and experimental development (R&D) is the
creative and systematic work undertaken, in order to
increase the knowledge and to devise new applications
of available knowledge.
Gross expenditures on R&D in a country against Gross
Domestic Product (GDP), gross expenditures incurred
by government institutions, enterprises and i ndustries,
as well as by private non-profit organizations, along
with personnel dedicated to this activity, are significant
indicators for policy making by providing information
on economic growth, productivity, and statistical
comparability across countries.
In Albania, the demand for statistical indicators on
Scientific Research is high as Scientific Research,

Technology and Innovation are considered important
national priorities for the development of the social,
economic and cultural sectors of the country.
In this article will be set out estimates of the survey
conducted by the Institute of Statistics (INSTAT) in the
public sector, business sector and non-profit private
organizations taking into account the principle of
statistical quality of the data produced.

Keywords:
Scientific Research and Development; Gross domestic
expenditure on Research and Development; Personnel
engaged in R&D activities; Statistical quality
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1. INTRODUCTION
The first foundations of definitions and measurement of
Scientific Research began in 1963 by the Organization for
Economic Cooperation and Development (OECD), which
also published Proposed Standard Practice for Surveys on
Research and Experimental Development which has come
to be better known as the Frascati Manual. In this year,
the Frascati Manual was published, which still serves as
a technical guide on which are set the basic standards on
which Research and Development is measured by OECD,
European Union and other countries (OECD, 2015).
According to this manual, R&D comprise creative and
systematic work undertaken in order to increase the
stock of knowledge – including knowledge of culture,
society and humankind, – and to devise new a pplications
of available knowledge. R&D activities identify a set
of common features that aim to achieve either specific
or general objectives, even if these are carried out by
different performers. It must satisfy five core criterias for
an activity to be an R&D activity.
The activity must be:
• Creative
• Novel
• Systematic
• Transferable and/ or reproducible
• Uncertain (OECD, 2015, page 28)
The definition on R&D covers three types of the activity:
applied research, basic research and experimental
development. Applied research is original investigation
undertaken in order to acquire new knowledge. It is,
however, directed primarily towards a specific, practical
aim or objective. Basic research is experimental or
theoretical work undertaken primarily to acquire new
knowledge of the underlying foundation of phenomena
and observable facts, without any particular application
or use in view. Experimental development is systematic
work which is directed to producing new products or
processes or to improving existing products or processes,
drawing on knowledge gained from research and practical
experience and producing additional knowledge (OECD,
2015, page 45).

2. METHODS OF MEASURING
SCIENTIFIC RESEARCH INDICATORS
Gross domestic expenditure on R&D (GERD) is a country’s
principal R&D indicator (OECD, 2015).
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This indicator expresses the competitiveness of a country
and is calculated by summing the total expenditures
incurred for the R&D activity from each institutional
sector.
It is therefore necessary to measure the total expenditure
incurred in each of the institutional sectors such as
economic enterprises, the government sector, higher
education institutions and private non-for-profit
organizations in order to produce statistical data that
serves for comparison between countries. It must be
taken into account the economic logic and the main
principles of accounting to measure R&D expenditure.
Also, expenditures for R&D activities that are financed
from abroad but are allocated locally are included in
the fifth sector called “the rest of the world”. It should
not be included in the measurement of this indicator,
expenditures for R&D done abroad.
Providing detailed data for each of the institutional sectors
on the composition and nature of R&D expenditures
would enable the production of statistics for Research
and Development expenditures by source of funding,
by type of expenditure, by type of activity, by type of
research, by regions, etc.
Another important statistical indicator at the country
level for the comparison of countries among each other is
the research personnel who contribute to the realization
of the Scientific Research activity which, according to the
Frascati Manual, must meet the following conditions:
• Perform scientific and technical work for R&D
project (setting up and carrying out experiments
or surveys, building prototypes, etc.)
• Plan and manage R&D projects
• Prepare interim and final reports for R&D projects
• Provide internal services for R&D projects (e.g.
dedicated computing or library and documentation
work)
• Provide support for the administration of the
financial and personnel aspects of R&D projects.
Research personnel participating in R&D activities are
divided into three types:
Researchers - professionals engaged in the conception
or creation of new knowledge. They conduct research
and develop or improve theories, concepts, techniques
instrumentation, models, software or operational
methods. Postgraduate (PhD) personnel involved in R&D
should be considered as a researcher.
Technicians and equivalent personnel – personnel with
experience and technical knowledge in one or more fields
of humanities and the arts, physical and life sciences,
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e ngineering or the social sciences. They participate in
R&D by performing technical and scientific tasks involving
the application of concepts and operational methods
and the use of research equipment, normally under the
supervision of researchers, e.g personnel who prepare
computer programs, test data, analyze them, etc.
Other supporting personnel- include qualified and
unqualified R&D personnel or directly associated with it;
e.g administrative staff such as: secretary, operators.
It may happen that during work schedule, the personnel
do not only perform R&D activities but also other
activities within the unit. The time that personnel devote
to R&D activity itself is defined as “full-time equivalent
employee”. The time for which an employee is focused
solely on R&D activity is defined as the Full-time
equivalent (FTE) of R&D personnel. The rest of time can
be spent on other activities within the responsible unit.
For the categories of personnel and time spent on R&D,
statistics can be calculated for:
• The number of personnel engaged in R&D by its
categories
• The Full-time equivalent (FTE), the number of
personnel focused solely on R&D activity.
Other important indicators for R&D personnel are: the
number of personnel per each category by educational
level, by discipline, by education level, the number
of full-time equivalents per each category and by
educational level.
Production of R&D statistics are in line with international
statistical classifications such as: Statistical Classification
of Economic Activities in the European Community
(NACE Rev.2, 2008), Field of Science and Technology
Classification (FOS 2007), Nomenclature for the analysis
and comparison of scientific programmes and budgets
(NABS 2007) and International Standard Classification of
Education (ISCED 2011).
The statistical units used in order to compile R&D statistics
are: (a) enterprises for the statistics compiled at national
level and (b) local units for the statistics compiled at
regional level (NUTS 2 level).
The institutional unit is a national accounting concept
and is defined as “an economic entity that is capable,
in its own right, of owning assets, incurring liability, and
engaging in economic activities and transactions with
other entities”.
R&D data relate to the population of all R&D performing
units classified in Sections A to U of the Statistical
Classification of Economic Activities in the European
Community (NACE Rev.2, 2008). For R&D activity

 erformed in the whole economy are compiled R&D
p
statistics.
Compared to other activities, R&D activity is a rare
event and relatively concentrated in a small number of
institutional units. For these populations, where large units
account for a significant proportion of the overall estimate,
a separate sampling stratum should be created. This is
sometimes referred to as a “take all” stratum, where these
large units are sampled with certainty. Such units will have
sampling weights of one. Smaller units may be selected
with a probability of selection smaller than one. To stratify
the sample, it is important to choose the size variable that
represents best the population. A stratified sample may
contain “take all” and “must take” strata where units are
selected with a probability of 100 %. Units selected with
certainty are expected to be the most important R&D
performers or funders (OECD, 2015).

3. ROLE OF THE SCIENTIFIC
RESEARCH ACTIVITY IN ECONOMIC
DEVELOPMENT
Scientific Research and Development contributes to
the country’s economic growth and technological
competitiveness. For building a nation’s wellbeing and
improving the future and quality of life of its citizens
this activity is a key point. Knowing the extent of R&D
activity is important, as this activity has the potential to
make a significant contribution to the economic growth
and prosperity of the country. To improve overall societal
well-being and to meet national needs and global
challenges the new knowledge resulting from R&D can
be used. Individuals, institutions, economic sectors and
countries, both developed and developing, are affected
in multiple ways by the outcomes of R&D. Introducing
new ideas to the market helps in job creation, labor
productivity, and efficient use of resources.
Due to the importance of this activity as part of the Europe
2020 Strategy, where Member States need to increase
the level of research investment to 3 % of GDP by 2020
as well as part of the Sustainable Development Goals, all
countries in the world have undertaken to significantly
increase public R&D spending and the number of
researchers by 2030. Europe 2020 Strategy for R&D sets
the objective of “improving conditions for innovation,
research and development”, in particular with the aim
of “raising public and private R&D investment to 3 % of
GDP” by 2020 (RCC, 2013).
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The following graphic shows Research and Development
expenditure as % of GDP for the 28 EU Member states.
Graphic 1: Percentage of Research and Development Expenditures as a proportion to GDP for the 28 EU Countries, 20162017			

					

%

The following chart shows the percentage of R&D
expenditures in the government sector as a proportion of
GDP for the 28 EU countries for 2016-2017.
Graphic 3: Percentage of Research and Development Expenditures in the Government Sector as a proportion of GDP for the
28 EU Countries, 2016-2017

Source: Eurostat, author’s calculation

Sweden is the European country with the highest % of
GDP expenditure realized for Scientific Research for both
years (3.5 % in 2017). For 2017 Austria (3.16 %), Denmark
(3.06 %) and Germany (3.02 %) are the three countries
to follow Sweden on this indicator. These countries
have spent over 3 % of GDP which is the objective to be
achieved by 2020, while Finland (2.76 %), Belgium (2.58 %)
and France (2.25 % in 2016) have realized expenditures
for R&D between 2.0 % and 3.0 % of GDP. While eight
Member States realized less than 1 % of the expenditures
on GDP: Romania (0.5 %), Latvia (0.51 %), Malta
(0.55 %), Cyprus (0.56 %), Bulgaria (0.75 %), Croatia
(0.86 %), Lithuania and Slovakia (both 0.88 %).
The following graphic shows the percentage of R&D
expenditures in the business sector as a porportion of GDP
regarding the breakdown of this activity by institutional
sector for the 28 EU countries for 2016-2017.
Graphic 2: Percentage of Research and Development expenditures in the business sector as a porportion of GDP for the 28
EU Countries, 2016-2017

						

%

Source: Eurostat, author’s calculation

It is noted that R&D expenditure in the business sector in
proportion to GDP for both years does not exceed 2.5 %.
Even from this graphic, it is noted that Sweden and Austria
are the countries with the highest expenditures in relation
to GDP for this sector while Germany is presented with an
improved position.
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Source: Eurostat author’s calculation

It is noticed that governments have spent less than
businesses in relation to GDP for this activity. The
government that has spent most on this activity is
Germany with 0.41 % of GDP for 2017. Governments
are the main supporters for developing R&D activities
in cooperation with private sector and the knowledge
gained from Scientific Research results in incalculable
benefits for society as a whole in terms of education,
health care and the environment.
In general, private businesses invest in applied research
and experimental development with the aim of creating
new or improved products and processes, while
universities and publicly-financed research institutes are
active in basic research.

4. STEPS TAKEN BY INSTAT
Since 2013, INSTAT has launched a survey of Research
and Development in the four sectors covered by R&D.
The collected data resulted in a poor quality, such as the
low response rate of the reporting units and the logical
irregularities in completing the questionnaires. The
processed data have been non-representative and with
a high coefficient of variation. Consequently, statistical
indicators for this activity have not been published.
During the fourth quarter of 2018, INSTAT conducted four
surveys to measure the country’s research activity in these
sectors: the enterprise sector, the government sector,
higher education institutions and private non-for-profit
organizations.
For government sector, a list of institutions that may
conduct research activity was selected. In order to
increase the response rate and the quality of the reported
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data, a training of the public institutional units was
carried out. A total of 37 institutions were selected. This
survey was selected as an “intentional” sample composed
of all main public sector institutions in Albania. Data
collection for business sector and private non-for-profit
organizations was conducted through interviewers with
direct interviews. The sample reporting unit was selected
from the methodology sector using Stratified Systematic
Random Sampling (SRS) method. The businesss sector
and private non-for-profit organizations were part of the
same selected sample, but were identified by different
legal forms.
For this survey, a sample of 1,566 enterprises and
private non-profit organizations was selected from a
population of about 3,628 enterprises within the scope
of the activity based on the Statistical Business Register
(SBR) by the end of 2017. Out of 1,566 statistical units
interviewed, 1,265 responded to the survey, marking a
response rate of 80.8 %. Only 3.1 % of reporting units
stated that have undertaken R&D within the country. This
indicator is important for estimating the gross domestic
expenditure on R&D done within the country, indicator
which is required under the European Commission’s
Mandatory Regulation.

R&D businesses and the total number of personnel
engaged in R&D activity.
In higher education institutions, a very small number of
responses were provided by reporting units and only one
unit reported data on R&D activity. For this reason, the
number of reporting units was insufficient to take into account in the above calculations.

Table 1: The response rate for the reporting units from the
sample that undertake R&D in the country in 2017

Graphic 4: R&D activity by type (% of total expenditures)

Sectors

Number
of units
surveyed

Response
rate
(%)

Undertaken
in-house
(intramural) R&D

Did not
undertake
R&D (%)

Privat sector

1566

80,8

3,1

96,9

Public sector

41

46,3

36,8

63,2

Private non-profit
institutions

71

26,8

15,8

84,2

Source: Authors’ calculations, 2019

As shown in table 1, only 3.1 percent of respondents in
the private sector stated that they had undertaken R&D
within the country, in the sample of 1,566 statistical units
surveyed.
Reporting units from this survey classified with legal
form as “public sector institutions” joined the results
of the public sector survey and those classified by legal
form as “NPOs” joined the results of this sector. Among
the reported R&D expenditure from the private sector, a
number of discrepancies have been identified in the two
main data reviewed: total expenditure incurred within

4.1 Results and evaluation of data quality
From the processing and analysing of the data collected
from the three institutional sectors (the sector of higher
education institutions was not included in the calculations),
it was concluded that these data do not represent the full
picture of this activity for the entire economy.
The coefficient of variation for the R&D expenditure
indicator as a porportion of GDP, should also be noted
that it resulted very high (18.3 %) with confidence interval
of 95 %, between +/- 36 % border. Given that the estimates
for this indicator violated the principle of statistical quality,
the estimated data can not be realible and therefore can
not be accessible to users.
Regarding the types of Research carried out by the three
observed sectors, the estimations are presented as follows:

Source: Authors’ calculations, 2019

Regarding the estimated indicator of the personnel
engaged in the Research activity, there were found the
same quality issues as for expenditure indicator. Most
of this activity was carried out by external researches,
contracted by them, stated reporting enterprises carrying
out R&D activities. The personnel of these enterprises
are mostly engaged in the implementation of operational
concepts and methods, which are determined by the
Research Personnel as well as in R&D support activities.
This fact is also noted in the estimates for the personnel
by categories presented in graphic 5.
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Graphic 5: The R&D personnel by category engaged in this
activity

Source: Authors’ calculations, 2019

From estimates and analysis of quality of data, the
estimated indicators for expenditures and the number of
personel engaged in R&D are of low quality due to:
• The small number of statistical units undertaking
such activity, the difficulty in the correct
perception of this activity, and to identify whether
the activity of the unit itself constitutes in an R&D
activity. R&D activity is in itself a rare event for the
three observed sectors and as a consequence the
estimated indicators represent a high variance.
• Lack of administrative data for this activity, which
would allow the comparability of data provided by
survey with the administrative sources.
• R&D expenditures and staff dealing with R&D
activity are not defined as a separate item of
the balance sheet of statistical reporting units.
On daily operational taks of the unit and the
personnel engaged often R&D activity is carried
out as additional activity.

5. CONCLUSIONS
Empowering and improving the quality of policies for
scientific research, technology and innovation enhances
the opportunities for solutions to the socio-economic
development of the country and facilitates the transfer
and improvement of technologies in the service of
entrepreneurship.
In our country, the need for R&D indicators is high but
so far the publication of these indicators has not been
possible due to the lack of statistical quality.
To provide an accurate perspective on R&D efforts and
investments national surveys are essential.
Through such surveys it is possible to:
• Provide the statistical data needed to compile
development policies and their use from the
academic world and various interest groups.
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•

Drafting the National Strategy for Science, Technology
and Innovation
• Reporting R&D indicators to European Commission
or other international institutions comes as a request
of these institutions for the accession of our country
in EU.
From the estimation done from the surveys conducted so
far by INSTAT, it has been concluded that the estimated
data infringe the principle of statistical quality and
consequently do not reliably, accurately and coherently
present the reality. These data are not published and
made available to users.
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Abstract
The Enterprise Group Register contains information
on the economic structure of the enterprise groups,
their legal entities and the constituent enterprises of
the group. Enterprise groups are mainly multinational
groups, having at least one legal unit established in
another country.
The Institute of Statistics of Albania (INSTAT) is
working to expand the Business Register, including the
establishment of an enterprise with legal entities (as
set out in Regulation 177/2008), as well as the creation
of enterprise groups.
The purpose of this study is to identify enterprise
groups, in particular multinational enterprise groups,
measure the impact that foreign companies have on the
Albanian market, the economy as a whole. In the focus
are the enterprises in which the foreign s hareholder
owns over 50 % of the shares, so is the decision-maker.
This article will present the results based on the
Enterprise Group Register. The results will provide

information on their characteristics such as: the

economic activities operated by enterprise groups,

the origin of the groups and the states where the
decision-makers are focused.

Keywords:
Multinational Enterprises; Enterprise Group Register;
Legal Units
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1. INTRODUCTION
The Institute of Statistics in 2017, with the support of
Eurostat, built the enterprise groups register. In focus
for building the EGR were foreign-owned and joint-stock
enterprises in the enterprise’s statistical register, year
2016. Very important for building and updating enterprise
groups is the identification of links between legal and/ or
financial units. This was achieved through online searches
on enterprises website or other searches. Determining
the enterprises which are part of the group and their
relationships is the foundation for creating enterprise
group register.

1.1 What is “Enterprise Group”?
An enterprise group is a group of legal entities bound
together by legal and/ or financial affiliates under the same
control.
Enterprise groups are one of the most important business
growth tools. They allow a combination of advantages and
flexible structures, consisting of a set of autonomous legal
units, stemming from the possibility of concentrating some
of the particular functions within the group to benefit
from economies of scale and scope. Group activities
expand around the world, as the location of the units is
a strategic consideration to gain comparative advantages
over c ompetitors.
The main reasons why enterprises form a group are:
(a) To covered up a wide market;
(b) To increase the productivity through efficacy
of business management.
Council Regulation (EEC) No 696/93 of the Council of Europe
defines the enterprise groups as a merger of jointly-owned
enterprises legally and / or financially. Enterprise groups
may have one or more than one decision-making centre.
Enterprise groups may have one or more decision-making
centre.
While the enterprise is a major actor in the economy at the
level of the production process, with relative autonomy in
relation to the distribution and use of current resources,
the enterprise group is an actor on a more strategic level
by taking decisions on behalf of its constituent enterprises
(e.g. in product policies, large expansions, etc.).

1.2 Decision-making/ Control
The growing diversity of business structures in the
economy leads to the review of the enterprise’s role
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as part of a larger unit, the enterprise group, where
long-term strategies and objectives are centrally defined
and managed.
Control over the legal unit is defined as the ability to
determine the general policy of the enterprise. The
control is defined as:
• Owns more than half of the voting shares;
• has the right to assign or remove most of the
management members;
• have the right to apply a dominant influence over
it;
• controls more than half of the voting power of the
shareholders of another legal entity directly or
indirectly;
• Proves that de facto exerted control exists.
Indirect control refers to controlling a legal unit through
another legal entity. This includes also cumulative control
that is the control of two or more legal entities bound
together and holds more than half of the voting shares.
The enterprise group is controlled by the centre of the
group which may be a legal person or a natural person and
controls all legal unit of the group and is not controlled
by any other legal unit. An enterprise group is always
controlled by a single centre.
The enterprise group centre is not necessarily subject to
accounting obligation (the natural person’s case) and is
very difficult to identify from administrative sources.
The entity performing the management of the enterprise
group is called decision-making centre and in some cases
it is not identical to the group centre.
Control is a complex concept in economic terms.
Therefore, it is sufficient for at least one of the situations
to occur to identify a link of direct or indirect control
between the two legal units:
• The legal unit owns directly more than 50 % of
the decision-making rights of another legal entity
(direct control);
• The legal unit indirectly owns more than 50 % of
the decision-making rights of another legal entity,
through subsidiaries (indirect control).

ENTERPRISE GROUP AND MULTINATIONAL ENTERPRISES IN A
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2. ADMINISTRATIVE AND
STATISTICAL RESOURCES FOR
BUILDING AND UPDATING THE
EGR
2.1 National Business Centre
The National Business Centre is the public institution
where the business has the legal obligation to register.
The NCB updates the trade register which serves as the
main administrative source for updating the SBR and
recently for creating and updating the EGR.
The information provided by NCB serves as a basis
for identifying foreign investors. Further research is
mandatory and often manual.
NCB documents on investors can be found in JPEG or TIF
format.
INSTAT should search on the official NCB website and
download the extracts, should read inside them to build
links within the legal units, within the group.

2.2 Bank of Albania
Bank of Albania, in the role of the statistical agency,
organizes the statistical survey on Foreign Direct
Investment, with annual frequency. FDI data is a very
important resource for updating ownership, percentage
of capital and the country name of direct investor. The
share of capital is a very important indicator for the EGR
population.

2.3 Business Register Survey
INSTAT organizes an annual enterprise survey. A special
section for the EGR was added to the Business Register
Survey (BRS). The purpose of this section is to identify
enterprises that belong to enterprise groups (national
or international), the direct link between them, contact
and demographics data, and number of employees. From
the survey we can only determine the direct link of the
interviewed enterprise. Further work focuses on defining
and providing data on the decision-making centre.

2.4 Online searches
Online research is very important for building EGR and
building links between legal units. Such can be mentioned:
• The press;
• Information published in financial reports;

•
•

Business information published on the internet;
Contacts with Enterprises.

3. THE EUROPEAN ENTERPRISE
GROUP REGISTER (EGR)
EGR is a central register maintained and updated by
Eurostat. NSI of the EU member states are the main
contributors to micro data, which are integrated into the
EGR. So EGR is the international network of register. EGR
provides integrated and updated data on multinational
enterprises.
In earlier meeting of BRSU Working Group (Business
Register and Statistical unit) in May 2017 and 2018,
INSTAT requested access to data exchange (at least for
legal entities that carry out economic activity in Albania).
Eurostat prepared a draft agreement to be sent to the EU
Member States and the EFTA for voluntary approval.
In case of positive responses the process will be applied
to those cases that are authorized.
Further, Eurostat will apply the requirements for
individual authorizations.

4. VARIABLES (ATTRIBUTES)
Variables of Multinational Enterprise register are
mandatory to comply with the Business Register that
INSTAT maintains. But what is more important is that
after INSTAT has completed the decision-making process,
it should be confirmed by the NSI of the country that has
the group decision-making centre.
Enterprise Group Register variables:
I. Legal entity variables (direct link)
• Identification
characteristics
(identification
number, name, contact details);
• Identification number of the group (statistical ID);
• Group type:
- Resident group
- The group where the decision centre is in
the NSI that maintain SBR
- The group where the decision-making
centre is in another state.
• Economic
Characteristics
(annual
turnover,
employment, main economic activity and NACE
rev.2)
• Demographic characteristics (group creation date,
date of cessation group).
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II. Legal Unit/Physical Person variables (decision-making
centre)
• Identification
characteristics
(identification
number, name, contact details)
• Identification number of the group (statistical ID);
• Consolidated economic characteristic (annual
turnover, employment, main economic activity
and NACE rev.2)
• Demographic characteristics (group creation date,
date of cessation group).

5. RESULTS
In 2017 operating in the Republic of Albania are 6,295
foreign and joint enterprises. Enterprises from European
Community countries covered approximately 2.5 % of
total active enterprises and 66.7 % of the total foreign
and joint enterprises.
Enterprises with more than 50 % of share owned by
foreigners represent 76.5 % of total enterprises with
foreign investor who is entitled to decision-making. These
enterprises are also part of the enterprise group register
as a multinational enterprise.
Figure 1: Structure of foreign and joint enterprises by countries,
2017

Natural person who have the right of decision-making
represent 94.7 % of the total of enterprise group.
Enterprises, whose decision are taken by juridical person,
although they count 5.6 % in number, employee 51.8 % of
the employed in the register of enterprise groups.
Table 1: Enterprises in Multinational Enterprises Register
according to legal form
Legal form

Number

%

Total

4,747

100

Physical person

4,496

94.7

Juridical person

251

5.6
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Figure 2: Enterprises in Multinational Enterprises Register
according to legal form
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Table 2: Multinational enterprises and units that depend on
foreign individuals by economic activity
Economic activity
NACE Rev.2 (Section)
Total
Producers of goods

Number

Figure 3: Multinational enterprises according to the
decision-making center

%

4,747

173

1,298

27.34

A

Agriculture, forestry and
fishing

54

1.14

B

Mining and quarrying

99

2.09

C

Manufacturing

629

13.25

D

Electricity, gas, steam and air
conditioning supply

113

2.38

E

Water supply, sewerage,
waste management and
remediation activities

34

0.72

F

Construction

369

7.77

Producers of services

3449

72.66

G

Wholesale and retail trade;
repair of motor vehicles and
motorcycles

1327

27.95

H

Transportation and storage

106

2.23

I

Accommodation and food
service activities

177

3.73

J

Information and communication

242

5.10

K

Financial and insurance
activities

95

2.00

L

Real estate activities

123

2.59

M

Professional, scientific and
technical activities

514

10.83

N

Administrative and support
service activities

323

6.80

O

Public administration and
defence; compulsory social
security

8

0.17

P

Education

43

0.91

Q

Human health and social
work activities

113

2.38

R

Arts, entertainment and
recreation

32

0.67

S

Other service activities

271

5.71

T

Activities of households as
employers; undifferentiated
goods- and services-producing activities of households
for own use

2

0.04

U

Activities of extraterritorial
organisations and bodies

73

1.54

6. CONCLUSIONS
The continuous economic globalization also poses
challenges to the production of statistics for multinational
enterprises, their expansion and contribution only in
the countries where they are focused, but also in the
production of consolidated statistics for enterprise
groups.
The enterprise group register, where multinational
enterprises are an important part, is the main statistical
tool for compiling data on the impact of multinational
enterprises on a country’s economy and the production
of official statistics such as:
• Statistics on foreign affiliates (FATS);
• Foreign Direct Investment statistics (IHD);
• Trade statistics within the group;
• Contribution of multinational groups to
international trade.
For the updating and maintenance of the enterprise group
register and multinational group register engagement
and cooperation with Eurostat and national statistics
institution (NSI) is required, and with national institution
that are the main administrative source: National Business
Centre and Bank of Albania.
Eurostat as the leader and owner of the European
Enterprise Group Register has taken the initiative to unify
the terminology and to define the operational rules for
the maintenance and treatment of the unified register of
multinational register.

The percentage of enterprises part of multinational
groups that have the decision-making centre in the
European Union countries is 64, and only 32 % of the
Western Balkan countries.
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Enterprise groups in Japan
http://disclosure.edinet-fsa.go.jp/EKW0EZ1001.html
Hungarian register
http://ceginformacio.creditreform.hu/companysearch_EN
German register
http://www.unternehmen24.info/Firmeninformationen/DE/3833303
Czech registers
http://adisreg.mfcr.cz/cgi-bin/adis/idph/int_dp_prij.cgi
http://www.rzp.cz/cgi-bin/eng/aps_cacheWEB.sh?VSS_SERV=ZVWSBJFND&Action=Search&PRESVYBER=0&VYP-
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Abstract
Most of us who are professionally engaged in the
production of official statistics often encounter

questions that users, especially those who do not

belong to the academic world, make about e conomic
growth and economic development. Some of them ask
about economic growth and in fact their focus is on
economic development, while others seek information
on economic development when they actually ask
about economic growth. Growth and economic
development mean a prosperous, expanding economy
becoming more diversified and profitable.
This informative article is helpful to the general public
to better understand statistical data through the
presentation of the positive and negative aspects that
the use of Gross Domestic Product (GDP) as a n
 ormative
indicator of economic and social development so to
better assess the problems that society facestoday.
It can also serve to journalists and the media as
responsible for informing the public in order to be
more efficient in using statistical indicators to analyse
economic and social problems. Statistical information
is a public good and as such we should be careful to use
it in the most efficient way possible.

Keywords:
Gross Domestic Product; Per capita GDP; National
Accounts System; Economic Growth; Gross National

Product
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1. INTRODUCTION

2. NATIONAL ACCOUNT SYSTEM

As an indicator that measures economic activity and
economic growth, GDP is a single unmatched indicator
since there is no similar to it. The US Department of
Commerce in 1999, in parallel with setting the National
Accounts System (SNA) as the 20th century’s greatest
achievement in terms of economic measurement, also
stated the shortcomings that accompany this system.
National accounts are the main pillars of modern
macroeconomic analysis, allowing policy makers,
economists and business community to analyse the

impact of tax and expenditure plans, the impact of price
changes on specific products such as oil, the impact of
monetary policy not only on the economy in general but
also aggregate demand components, revenue, industries,
and regions. Handling this indicator to the level where the
purpose for which it was created matches the usage, is
considered correct and efficient. What really happened
and is still happening is that GDP is treated more as a
positive macroeconomic indicator and as a normative
indicator of economic and social welfare.
Using or not GDP as an indicator of the overall social
and economic welfare is an issue, the debate on which
both in economic and political circles seems to be out
of the question. In a 1974 Canadian Statistical Report on
Possibilities of Modifying the Gross Domestic Product
(GDP), Oli Hawrylyshyn points out that: “In the past,
GDP was well served by the ‘accounting management’,
providing information on the country’s economic activity
to policymakers and data on variables used in research
analysts’ models. Nowadays, the public is increasingly
seeking to know how the country’s economy is heading. It
is precisely this pressure on its part that is forcing the use
of GDP or PKP to be used as an indicator of the welfare
of individuals”.
Desire and effort to measure levels and changes in
well-being are endless. Numerous projects are organized
at regional, national and international level, in an attempt
to define the definition of “well-being”. Many try to
address the concerns that GDP has not been created
to include sustainable development (which differs from
other types of development) and environmental pollution
or degradation as well as quality of life. Governments of
different countries predict in their draft budgets a few
million monetary values to develop environmental and
sustainable development indicators.

2.1. A short history
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The production of statistical data for the purpose of
describing the national economy in the western world
dates back to at least 1665. England was among the
first countries to produce the first statistical data for this
purpose. The National Accounts System was created in
the United States in 1930 to meet two pressing needs:
maximizing production in the economy and extracting the
economy from the World Depression (Great Depression).
Unlike what the National Accounts System (SNA 2008)
today offers, before the mid-1930s, policy makers and
analysts had only access to incomplete and sporadic data
on the economy. They drafted policies to combat the crisis
based on data such as; stock price indices and incomplete
indices of the manufacturing industry.
The first records of national accounts were prepared
by Simon Kuznets (Nobel Laureates in Economics) and
presented to the US government in 1937. At the same time,
in Britain, economist John Maynard Keynes, whose ideas
formed the new post-war economic order, developed
the “General Economic Theory”, which emphasized the
government’s intrinsic role in economic policy. According
to economist Robert Solow, Nobel Prize winner, Kuznets
‘work is an anatomy for Keynes’ physiology.
The National Accounts System, the foundation of
GDP, has guided post-war economic policies based
on Keynesianism. William M. Daley, US Secretary of
Commerce, says that “since the end of World War II, when
the GDP accounts were fuller, more developed and wider,
fluctuations between growth and economic downturn
were less severe. They have had a very positive effect on
America’s economic well-being, providing a steady and
useful flow of economic data”.
The success of GDP and SNA can be seen in their entirety.
SNA has become an international standard under UN
auspices, while GDP has become a major indicator of
economic and social welfare.

2.2. Accuracy of National Accounts
Anyone referring to the National Accounts Indicators
should always use the term “national accounts statistics”
as otherwise the user or the general public will think that
the credibility in what they show and their accuracy is
indisputable. This is not true. The quality of a country’s
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national account indicators is entirely dependent on the
quality of its entire Statistical System. A statistical system
is unable to include all the necessary theoretical units
to accurately measure all the indicators of the national
accounts system and one for some of the 

indicators
is used for adjustments or “adjustments”. National
Accounts Indicators and in particular GDP are not the
results of a statistical survey of the quality of the results
you can use the confidence interval. They are the result
of a combination of data from many sources, some of
which require adjustments to integrate into a national
accounts database. But it does not end there. To improve
coherence, this integrated database is subject to statistical
adjustments. Under the conditions of conceptual change
of indicators, it is important to know that GDP is always
subject to revisions and that changes from 1 % to 3 % of its
value as a result of incorporating new information sources
into account are necessary changes to be expected by
users and not misunderstood.

3. GROSS DOMESTIC PRODUCT
Gross Domestic Product measures the total value,
calculated in national currency, of all output from
economic activity in one country.
There are three ways of calculating this indicator: (i)
adding the value of revenues and profits obtained from
the production of goods and services; (ii) adding the
value of expenditures realized for goods and services
(adding money spent on exports and subtracting money
spent on imports); (iii) and adding added value from
work and capital when inputs purchased from other
manufacturers turn into production. It does not measure
financial transactions or gifts, which do not circulate, but
only change their holders.
But in addition to this indicator that measures the
country’s economic activity, there is also a Gross National
Product (GNP) that measures the total income of
individuals in a country. It is calculated by adding to the
GDP value of the lease, interest, earnings and dividends
that flow in the country and by deducting rents, interests,
profits and dividends paid to foreigners.
Real per capita GDP is often used as an indicator for the
standard of living of population. It is calculated as the ratio
of total value of goods and services to the p
 opulation.

3.1. Positive use of GDP
Meter of a country’s economic activity. GDP can be
considered as the best indicator in the economic and
economic changes of a country, as it summarizes the
widest range of economic information in a single number.
A detailed macroeconomic outlook on economic activity,
which highlights the strengths and weaknesses of the
various economic sectors, is an easy-to-use tool for
policymakers and analysts to help shape and guide a
country’s economic policy.
GDP is an accurate business climate barometer.
Technically, a negative GDP growth of two quarters
is perceived as a simple economic downturn, but for
businesses and government this is a signal to review their
policies.
A simple indicator of well-being. GDP growth is an
important contributor to overall well-being as it affects
income growth and employment. But is the GDP growth
expressed clearly how much has changed or will be
changed the individual’s social and economic well-being?
The answer to this question depends on the purpose of
using the GDP indicator. If we are interested in measuring
changes in well-being, GDP growth or decrease can only
serve as an indicator if other factors affecting welfare
remain unchanged.
Individuals in rich countries no longer feel the benefits
of economic growth. They feel insecurity about work,
their pensions, their savings, and are facing more and
more difficulties in balancing family and work. On the
other hand, climate change and loss of biodiversity have
become a threat to modern civilization. But despite these
problems, it seems that the only solution is economic
growth, as in political and economic circles, high growth
rates are still considered as a prerequisite for economic
development.

3.2. Restrictions on the use of GDP
The majority of economists, starting with Simon Kuznets,
the creator of the SNA, to the laureate economists of the
Nobel Prize in economics, have stressed the importance
of the care in using GDP as an indicator of economic and
social development. According to Greenspan, GDP “is the
best indicator of the market value of goods and services,
although it is not necessarily an indicator of well-being
or standard of living”. Kuznets in the presentation held
in front of the US Congress in 1934 stated that “The goal
of having high growth rates should clearly specify: whose
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growth and for what”.
Above was mentioned the importance of the use of
GDP. For those who want to determine the level and the
economic welfare changes, just look at the components
included in the GDP calculation to understand that this
indicator does not include several factors of interest such
as environmental changes, social changes, and so on.
The more these factors change at a different rate than
the GDP, the more credibility of its use as an indicator of
welfare decreases.
GDP includes only market transactions. All non-commercial
activities are activities that do not occur in the market
economy. They include the production and consumption
of goods and services outside the market economy.
Activities such as unpaid housework, childcare, voluntary
service delivery, are activities that are purchased in the
market economy so they have a price. GDP, as a measure of
market activity, excludes any activity which has no “price”
including here and the “black market” or technically the
informal market. Unpaid housework, volunteer work,
childcare, drug trafficking and illegal trade are just some
contributors to the economy that are not included in GDP,
although most of them can be purchased theoretically in
the market.
At the macroeconomic level, an important indicator
is the overall level of goods and services provided by
commercial and non-commercial activities. In this sense,
GDP represents only a partial picture of reality.
Not all the costs involved in GDP imply social
development. If we were to look at a certain period
of time as our well-being has changed, we will reach
inaccurate conclusions by referring only to rates of growth
or reduction of GDP for that period and would not take
into account phenomena or events occurring in real life
which in economic terminology are called externalities. To
simplify this idea is the concrete and current example of
the fire that swept the Notre Dame Cathedral in Paris, an
event that can be classified as a “natural disaster” by the
magnitude of the damage caused. Monetary expenditure
on its rebuild will affect France’s GDP growth. But can we
say that the French will be happier and their well-being will
grow?
President Emmanuel Macron stated that “Notre Dame’s
destruction was the destruction of an inspirational building
embodying the heart of Paris for over 800 years. Notre
Dame is our story, it is our literature, it is our image, it is the
place where we lived our greatest moments, from wars to
liberations. This 800-year history was burned. Its burning
increased the sadness of all the French around the world”.

60

Relying only on the GDP performance as a normative
indicator in such conditions would result in “discrepancies”
between changes in GDP and social changes because we
do not take into account the negative event that caused
the growth of economic activity. “Even why ‘natural’ and
‘human’ disasters, crimes and accidents all contribute
to GDP positively, as these activities generate growth in
output, “but they do not add to the well-being of society”.
Excluding the “Stock of Goods” in the GDP. GDP measures
only the turnover of goods rather than their stock. For
example, the consumption of natural resources, as oil, is
calculated in GDP, while oil reserves are not included in
estimates as they are treated as stock. Natural resources
reserves are included in GDP when they are put into use,
thus gaining market value.
Though they are not included in GDP, the National
Accounts System contains several “satellite” accounts
that handle resource reserves with the justification that
these reserves, together with capital and labour force,
are an integral part of a country’s assets.
Uneven distribution of disposable income and
consumption.
One of the indicators of the well-being and development
of a country is the level of equality of income distribution
and consumption. The GDP per capita indicator from the
theoretical point of view shows the ratio of GDP to the
population and provides an approximate estimate of the
contribution of the market economy to each individual.
In reality, this is not the case because the GDP per capita
indicator for different categories of individuals is different,
showing inequality in the distribution of income and
consumption. If we refer to the pace of GDP change, we
would not understand the percentage of poverty change
or the change in the available income rate.

4. CONCLUSIONS
By introducing in a simplified and summative manner the
positive and limiting features of the National Accounts
System, the Gross Domestic Product, it is clear that this
single indicator cannot tell any of us regardless of the
social status of society how healthy we are economically.
GDP is the turnover of output and excludes capital gains
and losses. When you hear that your standard of living
has increased as a result of GDP growth, ask yourself what
happened with the free time - are you working harder or
less to earn the same income?
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Abstract
For production of crime statistics, each country is
based on the national criminal legislation, on nation
concepts and definitions, and on nation counting rules
for criminal offences and persons involved in criminal
justice system. Crime statistics in Albania are based on
Criminal Code of Republic of Albania. Crime statistics
differs not only between countries, but also in the
same jurisdiction, from one stage of justice system to
another, although it is based on national standards.
Crime statistics in the same jurisdiction are difficult to
co-analyse, since each institution collect and analyse
data based on their needs, counting rules differs and
data may have derived from different time periods.
In order to unify the production of data on crimes, it is
necessary and indispensable to apply a s tandardized
international
classification. This
international
classification is important both at the international
and national level. The international classification of
crime for statistical purposes was produced by the
United Nations Office on Drugs and Crime (UNODC) in
2015, and is based on behaviour/ events that constitute
a criminal act and not on legal dispositions.
This informative article aims to highlight the necessity
of implementing an international classification of
crime statistics in Albania, in order to have stable and
comparable statistics on criminality at national and
international level.

Keywords:
Crime; National Classification; Standards; International
Classification of Crime for Statistics Purposes (ICCS)
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1. INTRODUCTION
Official crime and criminal justice statistics present data
mainly focusing on each phase of the criminal justice
system and in different surveys on this topic. This statistics
are important for the community and decision-making as
they serve for:
• Monitoring, analysing and evaluating the justice
system;
• Inform the public, media and various interest
groups on the level of crime in the country and
beyond;
• In-depth analysis in the field of crimes;
• International reporting of crime statistics.
The classification used for production of crime statistics
is based on national criminal legislation of each country,
a specific that hampers the direct comparison of criminal
offences and persons involved in the criminal justice
system between countries. Also, the organization of
criminal justice systems, the definitions of criminal
offenses, the reference periods, geographical coverage,
and how these statistics are collected and presented varies
greatly between countries1. Despite these differences being narrowing, it is unreasonable to think that a unique
right or legislation can be applied in all countries, due to
the cultural, social, and legal differences that are and will
continue to be an obstacle for a long time2.
Based on the necessity to develop a standardized
methodology and classification, the United Nations
Statistical Commission, at its 46th session in March 2015
and United Nations Commission on Crime Prevention
and Criminal Justice (CCPCJ) at its 24th session in May
2015, approved the International Classification on Crime
Statistics for Statistical Purposes (ICCS) and confirmed the
United Nations Office on Crime and Drugs (UNODC) as a
guardian of this international classification.
Albania’s commitment to the implementation of
Sustainable Development Indicators (SDG) emphasizes
the necessity of a standardized classification, which will
serve as an important tool for improving the quality
of data in the field of justice as well as to support the
country’s initiative to monitor sustainable development
objectives in the area of public safety and security,
trafficking, corruption and access to justice (goal 16).

1 https://ec.europa.eu/eurostat/web/crime/overview
2. E drejta penale Europiane, Jean Pradel, Geert Corstens, Gert
Vermeulen
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2. CRIME STATISTICS AND
NATIONAL CLASIFFICATION
Crime statistics are part of Official Statistical Programme
2017-2021, as part of a separate module within it. The
data source used by INSTAT for processing, production
and analysing crime and criminal justice statistics
is administrative, data are provided by the General
Directorate of Police, General Prosecutor’s Office,
Ministry of Justice and the General Directorate of Prisons.
Scheme 1: Data providers for crime statistics
General Prosecuon

Ministry of Jusce

General
Directorate
of Prison

Probaon

INSTAT

Ministry of Interior
Affair

General
Directorate
of Police

For production of crime statistics, INSTAT is based on The
Law on Official Statistics, Official Statistical Programme, as
well as on Memorandum of Understanding with General
Directorate of Police and Prison.
Crime statistics in INSTAT are dated from 1991 in the
“Statistical Yearbook 1991-1999”, which had reflected data
on criminal offenses and convicted persons. Over the years,
the quality of crime statistics has improved, the scope of
the field has expanded, and now in the range of available
indicators are also added data from the prosecution and
prison. Today, crime and criminal justice statistics cover
data on recorded criminal offenses, suspected persons,
data on damaged persons, registered criminal proceedings
and criminal proceedings sent to trial, data on defendants,
convicted persons as well as data on prisoners. These
statistics are published in annual publications of INSTAT, as
Women and Men in Albania, Albania in Figures, Regional
Statistical Yearbook and Statistical Yearbook. During 2017
and 2018, these statistics were published on quarterly
frequencies, press releases on recorded criminal offenses
and suspected person. Also, during 2018 was published
a dedicated publication on crime statistics “Crime and
Criminal Justice Statistics” that covers data for 3 years
for each phase of criminal justice, for a set a criminal
offences based on Criminal Code of Albania. During 2019
and on-going, INSTAT will produce press releases on crime
statistics on yearly bases.
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It is very important to note that these statistics reflect
the cases, occurrences that are known in the justice
system and not the real state or situation of the criminal
offences occurred or persons who commit criminal
offenses. Thus, the change of criminality over the years
depends on inflows and changes in efforts and resources
in the justice system. Willingness to report crimes,
changes in perception and tolerance of specific criminal
offenses constitute as several factors that explain the
level of criminality in one country. Thus, a country that
proactively encourages people to report crimes so that
problems can be addressed may seem worse, with a
more aggravated crime situation compared to a country
that does not encourage victims to report, the problem is
not addressed and the situation looks better.3
The classification used for the production of crime
statistics is according to articles and chapters of the
Criminal Code of the Republic of Albania. All phases of
the criminal justice system, at the same time the data
source for these statistics, are based on the national
criminal legislation for data production. Each institution
collects, produces and reports data based on their needs,
including some specifics compared to other institutions.
Thus, although the national classification used is the
same, the way that data are collected and changes in the
counting rules of criminal offenses and persons makes it
difficult to co-analyse data within the same jurisdiction.
Thus:
• The number of suspected persons registered
during one year can’t be compared to the number
of registered defendants for the same year
hence some of the defendants might have been
presented as suspected persons in the previous
year. The same situation, different time periods,
may hinder the comparison of the defendants and
convicted persons of specific criminal offenses.
• The unit and counting rules of criminal offences
and persons involved in criminal system differs
among institutions in the same jurisdiction. For
example, police register and count all criminal
offences occurred during one year; prosecution
and courts register and count the main criminal
offence, the use of principal rule.
So it is better to look at them in a wider and more general
perspective, for example, time series comparisons, instead
of comparing specific numbers to each other.4 For depth
3.https://www.statisticsauthority.gov.uk/wp-content/uploads/
tempdocs/report-30--crime-statistics---user-perspectives.pdf
4.http://www.instat.gov.al/media/4824/crime-and-criminal-justice-
statistics.pdf

data analysis it would be worth setting up an electronic
system for registration of offenses, damaged persons and
perpetrators. In this way, every case, perpetrator and
damaged person would be associated with a unique number, making the analysis of the most qualitative findings,
tracing the cases regardless of the year of registration.

3. THE IMPORTANCE OF AN
INTERNATIONAL CLASSIFICATION
A standardized international classification is very
important for crime statistics both in the international
and national contexts. Creating a methodological and
statistical standard, as well as creating a common
definition framework enables:
1. Comparing crime statistics among countries and
through time;
2. Creating a statistical framework for production of
crime statistics within one jurisdiction;
3. Measure the inflows and create links between
different phases of criminal justice, tracking criminal
offences and persons at all phases;
4. Facilitates the measurement and in depth analyses in
the field of crime statistics
5. Improve the quality and consistency of data
a) the creation of a single structure for the production
of statistics from different phases of the justice
system within a jurisdiction
b) data from various sources, surveys or administrative
sources by facilitating the measurement of the gap
between reported crime in the system and data from
surveys
6. Provides support for drafting policies and programs
in the areas of crime prevention.
7. Monitoring of specific Objectives of Sustainable
Development in the Field of Justice, Goal 16.
The international reporting of statistics in justice field
emphases the importance and necessity of implementing
a standardized classification. Eurostat in collaboration
with UNODC, have developed a common questionnaire
on crime trends (UN-CTS), where are required data
on different phases of justice system. INSTAT fulfil and
transmit to Eurostat the crime trends questionnaire.
The questionnaire after the implementing of Crime
Classification of Crime Statistics for Statistical Purposes
(ICCS) is adjusted to fulfil the need of this classification
and also meet the objectives of sustainable development
indicators. So, with the adjustment of the crime trend
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questionnaire and requiring data according to ICCS,
Eurostat and UNODC fulfilled the first goal. Meanwhile,
the second goal consists in implementing the international
classification from all countries for the production of
official statistics.5

4. THE INTERNATIONAL
CLASSIFICATION OF CRIME
AND THE IMPLEMENTATION IN
ALBANIA
The International Classification of Crime for Statistical
Purposes (ICCS) is a nomenclature compiled by UNODC,
which classifies criminal offenses based on internationally
agreed concepts, definitions and principles to increase
the consistency and international comparability of crime
statistics at national and international levels.
This international classification systematically groups all
acts defined as “offenses” in discrete and hierarchical
categories by labelling them with commonly used
terminology (such as “theft” or “kidnapping”) and clearly
defining them according to behaviours that constitute
the respective offenses. 6 Thus, the object used for
classification is that behaviour, act, event that constitutes
a criminal offense and the description used for the offense
is based on conduct rather than legal provisions.
The international classification of crimes has a hierarchical
structure, involving 4 levels. This classification has 11
major categories of offenses, which are further divided
into divisions, groups and classes. For each category are
listed the inclusions and exclusions of criminal offenses
in categories, which set the boundaries between the
categories, so that a criminal offense is part of only one
category. Inclusions reflect examples of acts that should be
part of this category; the list is not exhaustive and may be
expanded in the future. Exclusions reflect examples that
should be part of other categories, despite the similarity
with the category in question. In the annex are presented
two tables, the first with 11 major categories of offenses
under the ICCS and 11 chapters of the Criminal Code of
Albania; the second table presents a detailed overview of
the first category, along with the inclusion and exclusion
of criminal offenses.
This classification is linked to other international
classification as ICD7, International Classification of
5.https://ec.europa.eu/eurostat/documents/3859598/8305054/KSGQ-17-010-EN-N.pdf/feefb266-becc-441c-8283-3f9f74b29156
6.http://www.unodc.org/documents/data-and-analysis/statistics/
crime/ICCS/ICCS_English_2016_web.pdf
7. International Classification of Deaths
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 iseases, for those acts that aim to cause assault and
D
death. Also, is linked with ISIC8 that is reflected in
disaggregation victim variables, by economic sector,
business and institutions, as possible victims.
INSTAT has started the implementation of the
international classification for Albania through a gradual
process, which requires many attempts to map criminal
offenses of the Criminal Code of Albania to international
classification codes (ICCS). At the end of this process,
the classification will be submitted for approval to the
Nomenclature Council.

5. CONCLUSIONS
The implementation of an international crime classification
will have a positive impact on the comparability and
sustainability of crime statistics will provide a common
framework for administrative data and victimization
surveys, facilitating the gap between reported crimes by
police and crimes experienced by victims.
This classification, due to the importance in the area of
crime statistics, it is recommended for each country to
implement, although it is not mandatory.
For crime statistics it would be worth setting up an
electronic system for registration and tracking cases,
persons involved in criminal justice through each phase
of the system and time.
Today, there are a large variety of counting rules that
vary between countries and often depend on national data registration systems in the justice field. A
standardized classification implies standardized concepts
and definitions, but does not specify the counting rules,
which countries should follow for the data collection.9
The United Nations Office on Crime and Drugs aims in the
future to provide better guidance and practices regarding
the alignment of court counting rules in the field of
justice.

8. International Standard Industrial Classification of all Economic Activities
9.http://www.unodc.org/documents/data-and-analysis/statistics/
crime/ICCS/ICCS_English_2016_web.pdf
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ANNEX
Table 1: Categories for crime statistics according to Criminal
Code and ICCS
Criminal Code of Albania (Chapter)

ICCS –Level 1

Crimes against humanity

Acts leading to death or intending to cause death

Criminal acts against the person

Acts leading to harm or intending to cause harm to the person

Criminal acts related to property or in the economic area

Injurious acts of a sexual nature

Criminal acts against environment

Acts against property involving violence or threat against a
person

Crimes against independence and constitutional order

Acts against property only

Crimes encroaching relations with other states

Acts involving controlled psychoactive substances or other
drugs

Terrorist acts

Acts involving fraud, deception or corruption

Crimes against the state authority

Acts against public order, authority and provisions of the
State

Criminal acts against justice

Acts against public safety and state security

Criminal acts affecting free elections
Criminal acts committed by an armed gang or criminal
organization

Acts against the natural environment
Other criminal acts not elsewhere classified
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Table 2: Detailed structure of level 1 with inclusions and
exclusions, ICCS
SECTION 01

0101

0102

0103

104

ACTS LEADING TO DEATH OR INTENDING TO CAUSE DEATH
+

Inclusions: Murder; honor killing; serious assault leading to death; death as a result
of terrorist activities; dowry-related killings

-

Exclusions: Death due to legal interventions; justifiable homicide in self-defenses;
attempted intentional homicide (0102); homicide without the element of intent is
non-intentional homicide (0103);

+

Inclusions: Attempted murder; attempt to inflict death as a result of terrorist
activities, attempted infanticide

-

Exclusions: Conspiracy to procure or commit illegal feticide (0106)

+

Inclusions: Involuntary manslaughter, causing death by dangerous driving; apply all
inclusions listed in 01031 - 01032

-

Exclusions: Serious assault leading to death (0101); voluntary manslaughter

+

Inclusions: Apply all inclusions listed in 01041 - 01049

Intentional homicide

Attempted intentional
homicide

Non-intentional homicide

Assisting or instigating
suicide

-

0105

0106

0107

0109
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+

Inclusions: Non-voluntary euthanasia; involuntary euthanasia

-

Exclusions: Facilitating the death of a person who wishes to die (0104)

+

Inclusions: Illegal abortion; abortion offences as defined by national legislation;
concealment of birth by secretly disposing of the body; intentional miscarriages
and still births;

-

Exclusions: Legal abortion/legal feticide; abortion conducted by a person lacking
medical skill (02071)

+

Inclusions: Killing by a combatant which is considered a criminal offence in the
national

-

Exclusions: Killing during armed conflict considered intentional homicide (0101);

+

Inclusions: Failure to offer aid leading to death

-

Exclusions: Apply all exclusions listed in 0101 – 0107

Euthanasia

Illegal feticide

Unlawful killing associated
with armed conflict

Other acts leading to death
or intending to cause death
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