Albania
Investment

n Council

Improving Transparency and Investment Climate

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

Tirana, March 2024



Albania
Investment

b Council

Improving Transparency and Investment Climate

the Investment Council (26 March 2024) by the experts of the Secretfariat

of the Investment Council, Ms Elida Fara, Economic Expert, Mr Elvis Zerva,
Legal and Regulatory Expert, Ms Xaira Shurdha, Monitoring and Liaison Expert, as
well as with the confribution of external experts, Mr Artur Papajani and Ms Mimoza
Agolli, under the direction of the Head of the Secretariat, Dr Diana Leka [Angoni).
Supported in the language editing of The material, Ms Elisa Lula, Administrative and
Communication Officer at the Secretariat.
We thank for the collaboration during the consultation phase, the Ministry of Finance,
the National Business Centre [NBCJ, the General Tax Directorate (GTD), the Albanian
Investment Development Agency (AIDA), the Albanian Tourism Association [ATA),
the Albanian Agribusiness Council (KASH), Builders' Association, Durrés Chamber
of Commerce and Industry, PwC, KPMG, Ernst & Young, Deloitte, Grant Thorfon,
Easy Pay, Kadiu Group, Garden Line, as well as independent experts (Ms Silvana
Meko, Mr Fatmir Kazazi, Mr Gledis Shehu, Mr Ledion Shahini, Mr Martfin Serreqi, Mr
Ledio Milkani) as well as the 801 companies that responded fo the survey, for their
valuable cooperation in the preparation of this material.

T his working document was prepared in the frame of the Meetfing XXXIII of

www.investment.com.al

ALL
BIDS
CoM
EBRD
ERP
EU
GDC
GDP
GDT
GoA

ICT
NAIS
NBC
SR
SSA
TADAT
VAT
wB

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

ABBREVIATIONS

Albania Investment Council

Albanian Lek

Business Investment Development Strategy
Council of Ministers

European Bank for Reconstruction and Development
Economic and Reform Programe

European Union

General Oirectorate of Customs

Gross Domestic Product

General Directorate of Taxation

Government of Albania

Investment Council

Information and Communications Technology
National Agency for Information Society
National Business Centre

Stfructural Refarm

State Supreme Audit

Tax Administration Diagnostic Assessment Tool
Value-Added Tax

Western Balkan



Albania
Investment

D Council

Improving Transparency and Investment Climate

TABLE OF CONTENTS

INTRODUCGTION .. 4
METHODOLODGY . ...t 6
CON T X T e 7
3.1 FISCAL POLICY VISION. ...t 7
3.3 KEY HIGHLIGHTS - ASSESSMENTS FROM INTERNATIONAL REPORTS.......... 8
MAIN LAWS CONCERNING FISCAL POLICY AND ADMINISTRATION........................... 12
KEY FINDINGS AND ANALYSIS ... 14
5.1 FISCAL ADMINISTRATION ... 15
B.2 INFORMALITY Lo 20
5.3 PRODUCTIVITY, INNOVATION AND COMPETITIVENESS ............ccccoooi 23
5.4 REGULATORY BURDEN AND BUSINESS CLIMATE ..., 31
RECOMMEND ATIONS . 36
ANNE X L e 39
ANNEX Il e 40
ANNEX T e 41
ANNEX IV 44

ANNE X Ve, 45

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

INTRODUCTION

n the past few years, the Albanian Govern-
ment has devoted considerable attention
to enhancing infrastructure to support
Micro, Small, and Medium Enterprises
(MSMEs) as well as startup ventures. Through
the adoption of legal mechanisms and the es-
tablishment of several state agencies', such as
Start-up Albania, the ecosystem is empowered
to foster the expansion of the startup and inno-
vation landscape, with the final goal of promot-
ing entrepreneurial progress.
As relates 1o compelitiveness®, Albania has
demonstrated a certain degree of readiness to
navigate competitive pressures and market dy-
namics within the EU, and it has shown prog-
ress in enhancing competitiveness. Advances
have been made in implementing structural re-
forms in the energy sector, improving transpor-
tation infrastructure, fostering digitalization in
the economy, and achieving better education-
al outcomes. However, substantial disparities

1 Law 25/2022 “On the Support and Development of
Startups” (as amended)

2 Albania 2023 Report by the European Commission
released on November 8, 2023,

persist between Albania’s competitiveness and
that of its regional and EU counterparts. Chal-
lenges such as limited entrepreneurial and
technological expertise, unmet investment re-
quirements in both human and physical capital,
persistently low levels of spending on research
and development (R&D), and a growing scarci-
ty of skilled labour impede Albania’s competi-
tiveness. While there has been an increase in
trade openness, particularly through a notable
rise in service exports such as tourism, overall
export levels remain relatively low, particularly
in goods, indicating untapped potential in this
area.

The Albanian economy’s competitive edge
has largely relied on low-cost labour, which
has fueled the growth of labour-intensive sec-
tors. However, this approach is no longer sus-
tainable, especially with the exacerbation of
the skills shortage due to emigration. Across
all sectors, there is a significant challenge in
finding employees, leading to wage hikes that
may not be matched by improvements in firm
productivity. Increases in wages without corre-
sponding gains in productivity could threaten a
company’s competitiveness. Without a simul-
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taneous focus on enhancing productivity, busi-
nesses may face the risk of bankruptcy.
While tourism stands out as a positive devel-
opment in recent years, it's essential to assess
whether it has brought added value to the econ-
omy in 2023. Additionally, entrepreneurs face
productivity challenges as Albania opens to
regional and global markets. These challeng-
es may include adapting to higher standards,
meeting diverse market demands, improving
efficiency in production processes, and en-
hancing product quality and innovation. Fur-
thermore, entrepreneurs need to investin train-
ing and technology to remain competitive in the
global arena.
Since 2013, the GoA has embarked on vavious fis-
calveforms aimed at vevenue enhancement, vesull-
ingin anincrease from 22.2% to 28% of GDP (Gross
Domestic Product) in 2023, as per published ofji-
cial data. These veforms included vaising progres-
sive laxes on labour and corporale taxes (ranging
Srom 10% to 15%), as well as other personal incomes
and excises. As of 2017, specific fiscal interventions
largeted priovity seclorvs through prefevential lax
treatments, such as preferential taxes jfov small,
medinm-sized enterprises (SMEs) with a turnover
of up to 5 million leks, and VAT exemptions for in-
puls in agricullure and fourism development. Ad-
ditionally, since 2021, legislative actions have heen
taken to support husinesses in recovering from
the impacts of the COVID-19 pandemic and earth-
quakes, including reductions in profit taxes and
adjustments to VAT registration thvesholds.
While fiscal intevventions play a rvole in influ-
encing compelitiveness, a sustainable fiscal poli-
¢y alone is insufjicient to drive productivity and

competitiveness. The policy discourse should also
Jfocus on efficient vevenue administration as es-
sential hut not solely detevmining jactors for a
country’s compelitiveness. Continual efjoris are
needed to enhance productivity, innovate, and
miinimize envivonmental and public impacts, re-
Sflecting the evolving challenges facing the econo-
my. In addressing entvepreneurs’ challenges re-
garding labour availability and productivity, it'’s
imperative lo consider henchmarking labour lax
levels against regional economies, particularly
Jor high-intensity lahour seclors struggling to im-
prove labour productivity.

Starting this year, the Economic and Reform
Programme will also play a pivotal role as the
foundational document for the New Growth
Plan. This plan includes a regional fund of €
6 billion earmarked for the Western Balkans,
with an indicative allocation of nearly € 1 bil-
lion for Albania. However, the disbursement of
these funds is contingent upon the completion
of structural reforms outlined in the ERP.

The primary objective of this paper is 7o stzmu-
late debate within the Investment Council vegard-
ing entrvepreneurs’ productivity challenges, with a
pavticular focus on their inlevactions with fiscal
policy and administration. This discussion is
based on relevant evidence and aims to prior-
itize interventions that can address these chal-
lenges effectively. ke issue has heen identified as
highly priovitized by IC members since early 2023
and has heen the subject of ongoing monitoving,
with progress reporis available on the IC's websile
(www.investment.com.al/moniloving). This trans-
pavency facilitales analysis and fosters a deeper
understanding of private seclor concerus.
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METHODOLOGY

The analysis velies on an exlensive methodology
cComprising of :
CROSS-SECTIONAL RESEARCH

a) Counsultation of documents, laws and by-
laws, institutional practices, and the insti-
tutional framework responsible for fiscal
administration and economic development
in the country.

bh)  Synthesis of findings and recommendations
presented in national and international re-
ports by various actors on the analysed top-
ic.

¢) Compiling feedback from the business com-
munity, including trade societies, cham-
bers of commerce, industry associations,
and documented reports or indices, both
national and international. Additionally,
the Secretariat considered discussions, com-
Pplaints, and issues raised by the husiness com-
munity during Secrelarvial and IC meelings, as
well as data from the internal database on In-
vestment Climate and Business Issues (2015-
2023), in the preparation of the analysis.

DIRECT RESEARCH

Qualitative Research

a) Semi-stvuctured interview model for 5 direct
meetings with central institutions respon-
sible for the fiscal framework and econom-
ic development.

b)  Semi-structured interview model for 12 di-
rect meetings with the business commu-
nity engaged in different sectors of the
economy.

Quantitative Research

a) A structured business survey was conduct-
ed online by the Secretariat of IC from Jan-
uary to February 2024. The survey aimed
to identify the primary challenges encoun-
tered by the private sector within the do-
mains of Fiscal Good Administration, In-
formality, Productivity, and Innovation. It
received responses from 601 participants
anonymously. The respondents represent
enterprises across various sectors of the
economy, spanning all regions of the coun-
try (Figure 1).
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[GITZXA Sample Profile

601 BUSINESSES

Organisational structure of your business (% of total):

W Sole trader
W Joint stock company

Others

Size of your business by last
year's turnover (% of total)

over14mn AL ([ 35%
prosmin At | 4%

g-0omnAL [N 1%
10 - 14 min ALL - 9%

0% 10% 20% 30% 40% 50%

Age of your company (% of total)

5 -10vears | 26%
3 -5 years - IZ%

>10veers | 540
<3 years -8%
10% 20% 30% 40% 50% 60%

Source: AIC Secretaviat survey, 2024

M Limited liability company
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County where you carry out your activity (% of total):

Dibér
. Durrés

. Elbasan

Qarku i Tiranés

Shkodér

What is the average number of
employees in your business (% of total)?

Over 249 employees | 1%

ptoserpioves | 73

50-249 employees . 6%

10-49 employees - 20%
% 20 A0

( 0% 40% 60% 80%

Sector (% of total)

Tourism activities - Iﬂ%
Trade [ 9%
services NN 54%
Construction - 8%
cr M 4%
Industry - Ill%
Energy | 1%
Agriculture, forestry and fishing [l 3%

0%

10% 20% 30% 40% 50% 60%
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nder this section are included only the main documents that provide for direct

measures and concrete actions regarding fiscal policy and administration, inno-

vation, and competitiveness. In addition, there are several strategies with cross-

cuttings with the above pillars, such as BIDS (2021-2027) and documents in the
framework of the regional cooperation covering (trade integration, regional investment, free
movement, digital agenda, etc.) which support current national reforms and efforts about the
innovation and productivity, but not subject to this analysis

3.1 FISCAL POLICY VISION

The main dedicated document that envisages
the directions of the fiscal policy and fiscal ad-
ministration is the Mid-Term Strategy for Reve-
nue Collection 2022° (“the drafi-strategy’). The
document remains a draft. It has not been ap-
proved by the CoM decision. The draft strate-
gy acknowledges iuter alia that in vecent vears,
there have been numerous and frequent changes
fo tax legislation, including tax rates and fax ex-
emptions. The frequent changes have not stimu-
lated the sustainability of the tax system and have
also influenced the reduction of performance in
revenue collection, but at the same time have led

3 https://www.financa.gov.al/wp-content/uploads/2022/02/Strategjia-
Afatmesme-e-t%C3%AB-Ardhurave-2022-2026.pdf

fo an increase in the costs of administration hy
the fiscal administvation, as well as the costs of
tazxpayers veconciliation. Although incomes have
been on an upward trend over the last few years,

it is noled that income growth results in a declin-

ingrate.

Through the measures and anticipated chang-

es in tax policies and administration, the draft

Strategy aims to increase budget revenues

by about 2.55% of GDP for a five-year period,

2022-2026, of which 1.31% will generated by
changes in tax policies and 1.24% of GDP by
improving elements of tax and customs ad-

ministration. It also underscores the high lev-

el of informality (non-registration, underre-

porting and evasion). /7 s for this reason that
fax vevenues as a percentage of GDP in Albania


https://www.financa.gov.al/wp-content/uploads/2022/02/Strategjia-Afatmesme-e-t%C3%AB-Ardhurave-2022-2026.pdf
https://www.financa.gov.al/wp-content/uploads/2022/02/Strategjia-Afatmesme-e-t%C3%AB-Ardhurave-2022-2026.pdf
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ave among the lowest compared fo the countries
of the Region. In its entirety, the draft strategy
foresees the gradual removal of exemptions
and incentives provided so far for sectors and
categories of taxpayers while underscoring its
6 priorities, among which reducing the compli-
ancegap in VAT A short analysis of the VAT im-
pact on the economy as a substantial part of
the fiscal policy is provided under Annex III.

3.2 ERP 2024 - 2026*

The recent ERP 2024-2026 has introduced
three thematic clusters focused on Auman cap-
ital and social policies?, sustainability and resil-
iences, and compelitiveness. It also increased the
importance of dialogue with international part-
ners particularly IFI, with more focus on com-
plementing implementation of reforms. The
structural reforms under competitiveness are
SR #5 Research and innovation, economic inle-
Gration, and improvement of services and SR #6
Improving husiness climate for SMEs and start-

ups.

SR #5 Research and innovation,
economic integration, and improve-
ment of services (/n essence, the mea-
sure will strive to undertake severval ac-
tions in the upcoming period lo deepen
economic inlegration in the region, such
as the implementation of the action plan
on CRM, non-taviff harriers, one-stop-
shop (National Single Window, NCTS);
and new rules of ovigin hased on the re-

4  ERP 2024-2026

5 SR #1 Education and Skills, SR #2 Access to social
protection and healthcare, and increased employability for
vulnerable groups

6 SR #3 Renewable energy and green transition, SR #4
Digital transformation, and infrastructure
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vised PEM convention). While Reform
measure 5.2 - Improving institution-
al, financial & human capacities for
research & innovation. 7%e reform
initiative aligns with the Government’s
medinm-tevm goals as outlinved in the
National Strategy jor Development and
European [ntegration 2022-2030. The
stralegy is in havmony with and contrib-
utes to the fulfilment of the 2030 Agenda
Jor Sustainable Development, adopted
by the Albanian Government in 2015.
Furthevmore, it aligns with the vision
avticulated in the National Strategy for
Research, Science, and Innovation 202.3-
2030, which envisions that by 2030, Al-
bania will facilitate high-quality scien-
tific vesearch contrvibuting fo sustainable
socio-economic development in accor-
dance with international and Europe-
an standards 5.3 - Enhancing efforts
to combat informality stands as a
strategic goal for the Tax Adminis-
tration, which has consistently refined
ifs operations lo effectively pursue this
objective. The essence of this initiative is
summavised as jollows: (1) Reduction of
the compliance gap velated to VAT (I]) Re-
duction of undeclared work, under-dec-
laration of wages; (Il]) Unjustified wealth
investigation; (V) Reducing tax fraud;
(V) Reducing compliance costs and in-
creasing tax secuvity and trust in the tax
administvation, (V1) lmproving the qual-
ity of the servvice provided by the Tax Ad-
ministration thvough the development of
institutional capacities of the GDT

SR #6.1 Improving business climate

for SMEs and start-ups - Develop-
ing a legal framework to support in-
novative start-ups, fortify economic
growth and enhance the well-being of
the populace. Within this context, the
mission of the strategy articulates a
distinct aim: to establish a novel eco-
nomic model founded on the princi-
ples of innovative entrepreneurship.
Reform measure 6.2: Developing
e-commerce, promotion of exports
and internationalisation, increasing
access to finance - The current en-
forcement of the Business Investment
Development Strategy spanning 2021-
2027, coupled with the Action Plan for
its execution from 2021-2023, serves as
the foundation for devising additional
measures to support businesses and
investments.

3.3 KEY HIGHLIGHTS - ASSESSMENTS
FROM INTERNATIONAL REPORTS

3.3.1. EU Progress Report for Albania
2023

The report underscores that the key per-
sistent challenges that harm the business cli-
mate are corruption, the informal economy and
unfaiv compelition, the lack of transparency in
public procuvement procedures (especially for
public-private parinerships); the lack of predict-
ability of legislation; bureaucracy, and an inef-
Jicient public-private consultation mechanism.
Improvements in the tax administration, and
substantial reforms such as the introduction
of automated electronic VAT invoicing (“fis-
calisation”), excise harmonisation and index-
ation and digitalisation were successfully im-

n
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plemented in the last three years but have not
yielded an increase in the revenue ratio. 7/%e
tax revenue structurve has vemained unchanged
over the last decade, characterised by a heavy re-
liance on revenue from consumption and low rev-
enue from capital taxation and social contribu-
tions. Albania continued to provide incentives
for the agro-processing industry which faces
challenges including labour shortages and
low levels of mechanisation, digitalisation,
and innovation. Finally, the report provides for
an independent oversight hody with a mandate
o assess the fiscal visks and monitor compliance
with the existing fiscal vules the vemain lo be es-
tablished.
3.3.2. TADAT’
The tool assesses 9 key performance outcome
areas (POAs) covering the most critical tax
administration functions, processes, and in-
stitutions. In the case of Albania, it summaris-
es that: “significant reforms in recent years
include the move to fiscalization, consolida-
tion of debt management in three offices, im-
proved processing of VAT refunds and clear-
ance of backlogs, strengthening the taxpayer
register, an expansion of e-services, and the
development of risk-based sectoral and infor-
mality projects. However, many challenges re-
main, including the growing stock of tax arrears,
the need lo increase professionalism in the andit
Junction and the Large Taxpayer Office, the need
Jor greater external engagement with intevmedi-
aries and key business representatives, the ab-
sence of significant feedback mechanisms from
stakeholders, and the need lo address deficiencies
in the administrative review legal framework for
tax dispute resolution.”

7 https://www.tadat.org/performanceAssessmentReports


https://www.tadat.org/performanceAssessmentReports
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3.3.3. IMF®
IMF states the importance of revenue-based
fiscal consolidation in 2024 as critical to build
fiscal space for future countercyclical policy.
Moreover, it underscores that “..additional front-
loaded cumulative net fiscal measures of avound I#
per cent of GDP would hyving public debt on a clear
downwardpath per cent, and lower gross financing
needs. Counsolidation should he achieved through a
sound rvevenue mobilisation strategy, coupled with
efficiency gains and reallocation of vesources (o in-
Jfrastvucturve, education, and climate adaptation.
The authovities should also continue to lengthen
debt maturities and reduce the reliance on float-
ing-rate debt. Concrete advances on fiscal veforms
that enhance governance and oversight of SOEs,
including in the energy sectov and PPPs, arve key fo
safeguarding fiscal sustainability’
3.3.4. OECD- SME Paolicy Index: Western
Balkans and Turkey 2022° ®
According to the OECD SME Policy Index - Al-
bania copes with certain deficiencies in compel-
itiveness, and SMEs tend to underestimate the
stgnificance of maintaining a healthy financial
standing and avoiding precavious decisions. In-
Jormality stands out as a primary impediment

8  https://www.imf.org/en/Publications/CR/Issues/2024/01/12/Albania-
2023-Article-IV-Consultation-Press-Release-and-Staff-Report-543731

9 hitps://www.oecd-ilibrary.org/development/sme-policy-index-
western-balkans-and-turkey-2022_d22fdb37-en

10 b47d15f0-en.pdf (oecd-ilibrary.org)

fo the sustainable advancement of formal busi-
nesses and, consequently, the overall econo-

my.
3.3.5. EBRD- Can the Western Balkans
converge towards EU living standards™?
According to arecent EBRD regional working
paper, “the fundamental problem for Balkan
countries is low productivity in the economy,
a result of many years of under-investment,
weak institutions, unfavourable demograph-
ics and a difficult business environment”.
It suggests a three-pronged approach to re-
forms: better governance, enhanced open-
ness and going green. The advantages of do-
ing so — and the costs arising from delay in
terms of climate damage - are well known
by now. What is perhaps less well appreciat-
ed is the potential the region has, particularly
in wind, solar and hydro projects. A decisive
move towards renewables and carbon neu-
trality, along with the appropriate regulation,
would strengthen the region’s resilience to
future energy shocks. For exporters, it would
also mitigate or eventually eliminate the neg-
ative consequences of carbon border taxes
soon to be introduced in the EU.

11  https://www.ebrd.com/news/publications/special-reports/
can-the-western-balkans-converge-towards-eu-living-
standards.html

13

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

mmmm RCA === Percentage share in country's exports (cumulated)

40

35

30

25

20

jm—

Processing Mining of Manufacture of  Production of Manufacture
and non-ferrous othgr prudufclstuf salt of knitted and
reserving of metal ores, Wool ;.manu acture croc_heted
P fruit an?l except | Of articles of cork, articles
straw and plaiting

vegetables uranium and |
¢ thorium ores materials

40

35

30

25

20

Manufacture Manufacture Manufacture Quarrying of Manufac-

of dairy of articles of of other stone ture of
products paper and wearing
paperboard apparel and footwear
accessories

Albania - Revealed comparative advantages in exporis and cumulative shave of those products in ex-

porits in 2021 (per cent)

3.3.6. 3.3.6 An overview of the challenges
identified by the business community
during 2015-2023 in relation to fiscal
policy and fiscal administration,
informality, administrative burden
productivity & competitiveness.

While aiming for systemic evidence of the
problems in the business climate in the coun-
try, the Secretariat maintains an internal da-
tabase On nvestment Climate and Business Is-
sues. The database lists concrete cases and
problems, including those related to the core
elements of the business climate, such as (a)
administration and fiscal policies; (b) infor-
mality and its forms; (c) challenges for in-
creasing productivity and competitiveness;
(d) inspections and administrative burden of
business. These cases have been evidenced
by direct meetings, focus groups and nation-
al and international business climate assess-
ment indexes during 2015-2023. For the pur-

poses of this Technical Note, the most relevant
ones are summarised below. Some of them
have already been addressed during these
years via legal amendments and improvement
of administrative practices. The summary be-
low helps to analyse the historical context of
the reforms, their starting point and the prog-
ress made over the years.
»  Retaliatory tax audils (fiscal administra-
tion, 2023).
»  Thereis alack of incentives (removal of VAT)
Jor alternative sources of venewable energy,
as in ltaly (fiscal policies, 2023).
> The fiscal framework, in some cases, is a
problem - it favours informality in some cases
- For example: liguid gas excise duty 6 Lek/
Liter (fiscaljustice, 2023).
» Bank lending is expensive (productivity,
2023).
»  Support schemes with lechnological lines
have heen suspended (productivity, 2023).

N


https://www.imf.org/en/Publications/CR/Issues/2024/01/12/Albania-2023-Article-IV-Consultation-Press-Release-and-Staff-Report-543731
https://www.imf.org/en/Publications/CR/Issues/2024/01/12/Albania-2023-Article-IV-Consultation-Press-Release-and-Staff-Report-543731
https://www.oecd-ilibrary.org/development/sme-policy-index-western-balkans-and-turkey-2022_d22fdb37-en
https://www.oecd-ilibrary.org/development/sme-policy-index-western-balkans-and-turkey-2022_d22fdb37-en
https://www.oecd-ilibrary.org/docserver/b47d15f0-en.pdf?expires=1710537990&id=id&accname=guest&checksum=B9D6C4D90A267B24B3A9973CE08C6D17

»

»

»

»

»

»

»

»

»

»

»

»
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More attention should be paid to solving tech-
nical problems of fiscalization, dispropor-
tionate costs and penalties (fiscalization,
2022).
Consolidation and final implementation
of fiscalization procedures (imformality,
2022).
lonoving the concerns of intevest groups
during the consultation of the Draft “On In-
come Tax” (fiscal policies, public consul-
tation 2022).
Agricultural Cooperation Associations - The
regulatory framework does not support their
Sunctioning (vegulatory and fiscal frame-
work, 2021).
Local tazes and fees for subjects in the field of
agribusiness ave not appropriate (fiscal pol-
icy, 2020).
The lack of subsidies for livestock makes the
sector less competitive compared to countries
in the region (fiscal policy, 2020).
Uncoordinated inspections by inspectorates
(inspectors and administrative hurden,
2019).
The deadline set for the entry info force of this
law, January 1, 2020, is counsidered unfea-
sthle and premature (fiscalization, 2019)
Such legal initiatives as fiscalization must
be accompanied hy a package of hy-laws he-
cause it often happens that the law says one
thing and the instruction says another (fis-
calization, 2019).
Targeling a fair cost-henefit halance is nec-
essary for implementing the syvstem (fiscal-
ivation, 2019).
Tariff and non-taviff barviers, plus the high
cost of energy prices (compelitiveness,
2018).
The quality of the administration staff is

»

»

»

»

»

»

»

»

»

»

»

»

problematic. lrrvesponsible people with per-
sonal agendas and incompetents in key po-
Sitions. (administrvation, 2018).
Creditable VAT'is not refunded. The laws are
there, but the will is lacking. (VAT refund,
2018).
Meat processing industry: The customs lax
on raw matevials should he removed. (e.g.
pork) that ave not produced locally anyway
(compelitiveness, 2018).
The impossibility of exporting animal prod-
ucts to the EU (competitiveness, 2018).
Customs tax for raw matevials that ave not
produced in the country, such as sovheans/
sunflowers, elc. (competitiveness, 2018).
Instruction No. 24 of the Ministry of Finance
does not properly adapt to the practical re-
quirements of lourism service unils (cou-
pons, summary invoices, fiscal equip-
ment, 2018).
High informality among tour opervators them-
selves (informality in fourism, 2018).
VAT invoice blocks - must he electronic (dig-
italization, 2017).
Failure to apply for a VAT refund jor fear of
tax aundits (fiscal administration, 2016).
High interest and high administvative costs
Jrom second-level hanks and immovable
property vegistration local offices (hanking
system, 2016).
Unfair compelition from entities that sell
without invoices to wholesalers (informal-
ity, 2016).
Frequent and unjustified controls hy the ad-
ministvation in general and the ltax admin-
istration in particular (fiscal administva-
tion, 2016).
Unjustified fines from the system for the
sole self-emploved for mon-declaration of

»

»

»

emplovees (fiscal administvation, 2016).
Weak capacities of the tax administration
- there is a need for training and a change
of mentality (fiscal administration,
2016).
Informality in employment from unfair
compelition - compelilors do not pay social
security (informality, 2016).
Thelegislationis confusing, and some overlaps
Justify a complete revision of it according lo a
FEuropean model (legislation, 2016).
Unsubstantiated Tax Controls and poor
communication of the tax administvation
(fiscal administration, 2016).

»

»

»
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There arve no simple explanatory manuals
Jor certain segments of laxpayers (e.g. small
businesses) to facilitate your compliance
with the legislation (fiscal administra-
tion, 2015).
Weak and not at all clavifying answers from
the tax administration regarvding questions
and issues raised by husinesses (fiscal ad-
ministration, 2015).
The assessment of the work of the tax ad-
ministration is done based on tax re-eval-
uations, which include fines imposed
on businesses (fiscal administration,
2015).
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MAIN LAWS
CONCERNING

FISCAL POLICY AND
ADMINISTRATION

he following constitutes the main
laws which provide fiscal rules and
regulations as well as taxes to be
paid by taxpayers.
1) Law 9920/2018 “On taxprocedures” (as
amended).
The law on tax procedures and the bylaws is-
sued on its basis, especially MoF instruction
24/2008 regulate the procedures for the ad-
ministration of the tax liabilities, the principles
of organisation and the functioning of the tax
administration in the Republic of Albania and
so on. This law determines the core principles
on which is based the Albanian tax system
and its administration. The law sanctions tax-
payers’ rights, which are, in fact, a complete
balance towards their contributory liabilities
into the revenues of the state budget. Since its
approval in 2008, the law has been subject to
revisions more than 23 times. These amend-
ments have substantially changed its initial
provisions to the extent that they affected al-
most all articles of the law according to the
original version. Continuous changes have af-

fected main principles such as self-declaration.
Self-assessment (self-declaration) is limited as
aright of the taxpayer, while tax administration
is provided more and more space to using alter-
native methods while determining the amount
to be paid. As a matter of fact, the number of
alternative methods at the disposal of tax ad-
ministration has almost doubled since 2008,
from 8 to 15. The administration can re-adjust
and reassess the tax situation with unilateral
initiative in many cases. In addition, dispro-
portionate penalties have been envisaged from
time to time, creating as such overlapping and
uncertainty for both taxpayers and the admin-
istration during the implementation'?. Several
concepts need to be reshuffled substantially,

12 For example, in the article 121 it is provided that
“Taxpayers with the tax liability of corporate profit tax, who
keep in inventory, use or transport goods not accompanied
by tax documents are penalized with a fine of 750,000 ALL.
In practice, there is a high probability that minimal differences
will result in a company’s inventory, especially in goods with
inferior prices. The penalty in in this case is not in proportion
to the value of the missing goods and the level of breach. On
the other hand, the risk of corrupt practices from extreme
provisions is high.

while instruction 24/2008 in many cases pro-
vides for rules beyond those provided by the
law itself®®, contrary to the provisions in other
laws, such as the law 9901/2008 “On commer-
cial and commercial entities” and not in line
with business practices (e.g. rules for business-
es operating in tourism sector)". Moreover, tax
procedures during these years have undergone
several processes and reforms concerning
e-tax, fiscalization, anti-informality, etc., which
require adequate legal provisions for accurate
implementation.

2) Law29/2023 “Onincome tax”

The law on income tax, the regulations and
bylaws issued to implement it, regulate the
relationships regarding the personal income
tax, profit tax, and tax deducted at the source.
It defines the rules for the collection and ad-
ministration of the personal income tax of in-
dividuals, profit tax for trading companies and
natural persons (registered traders), when they
are subject to the profit tax. This law was ap-
proved amidst public debates concerning the
chosen instruments to address certain types
of tax avoidance and the new concepts intro-
duced, which mainly tackled a specific group
of small businesses, such as the professionals’
providing services in the market. However,
continuous changes in legislation, especially
those that provide for fiscal rules, create uncer-

13 An example was the adoption of amending instruction

no. 44 date 9.11.2020 to instruction 24/2008, published in the
Official Gazette no. 197, dated 12.11.2020, which “worsened”
the provisions with regard to the blocking of accounts for
taxpayers. The mistake was adjusted with the reverse changes
made with instruction no. 45 date 26.11.2020, published in the
Official Gazette no. 210, dated 02.12.2020.

14 Many of these congestions have been resolved into
practice from time to time via a proactive engagement by
stakeholders such as tourism associations and GDT, but the
full alignment requires for adoption of clear rules which enable
predictability and security for both parties.
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tainty, and continue to be a constant concern
for businesses. The implementation of fiscal
rules requires a large prior consensus by all
the stakeholders and good planning as prem-
ises for successful implementation. Here, it is
worth noting the lack of timely coordination
between the adoption of legal measures and
the operational and institutional infrastructure
that makes the effective implementation of the
regulatory framework without further unclar-
ity possible. More concretely, the approval of
law 29/2023 “On income tax”, without entering
into force yet, was amended by normative-act'
due to the non-readiness and lack of time for
tax administration to implement the new decla-
ration forms in the electronic system e-tax. As
we have underlined in the past, the effective
implementation of the regulatory framework
and the increase of business compliance with
it require as prerequisites a transparent rela-
tionship and sufficient time for testing the sys-
tems that, as proved, are still not consolidated.
While its implementation is expected to trigger
uncertainty in practice for both taxpayers and
tax administration, the decision of the Consti-
tutional Court is also expected to address the
claims related to some of its articles.

3) Lawmno 92/204 “On value added tax” as

amended.

This law determines the application of the Val-
ue Added Tax in the Republic of Albania. The
Value Added Tax (VAT) is a general tax on the
consumption of goods and services, propor-
tional to their price, which is charged at each
stage of the production and distribution pro-
cess without tax price. The current Law No.
92/2014 dated 24.07.2014 “On Value Added

15 Normative-act no 7 dated 14.12.2023.
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Tax”was developed under the IPA 2007 Project
“Support for the General Directorate of Tax of
Albania” for the approximation of the national
legislation with the acquis. The law has been
subject to several amendments which have
accommodated changes in fiscal policy con-
cerning the threshold for VAT purposes and
specific procedures to address several issues
during VAT administration, such as those con-
cerning the procedures on VAT reimbursement
for certain categories (e.g. exporters’ package).
On the other hand, continuous changes to the
applicable VAT for purposes of compensation
of the farmers (6%, 14%, 20%, 0 %, 6% etc.) in
the respective by-law have been frequent and
demonstrates for the application of non-sus-
tainable and long-term solutions and the need
for thorough analysis prior to implementation
phase.

4)  Law 9632/2006 “On local taxes system” (as

amended)

This law, in its provisions, determines the rules
for the exercise of the rights and duties of local
government units to settle local taxes, their col-
lection and administration. The law, in detail,
in addition to the structure, determines any
local tax administered by the local adminis-
tration unit. It clearly defines its administra-
tion, starting with the method of calculation
and the persons responsible for the payment
of the tax and its collection. A particular place

is occupied by the treatment in details of the
method of administration of the simplified tax
on profit, namely the determination of taxpay-
ers subject to the tax, the rules of keeping the
documentation, the rules for determining the
taxable incomes and expenditures, the tax rate,
as well as the declaration and payment of tax.
The law, apart from the determination of the
local tariffs, has provided the attribute to the
local government units to establish temporary
taxes, which has been subject to public debate,
especially in the case of the Municipality of Ti-
rana (e.g. tax on education infrastructure). The
Secretariat analysed in the past issues related
to the implementation of taxes at the local level
and has recommended harmonisation of leg-
islation concerning local taxes and tariffs with
the new legislation on local self-government'.
The corpus of legislation concerning fiscal pol-
icy and fiscal administration elements contains
marny other laws and by-laws which taxpayers
and tax administration navigate at both the
central and local levels. It is worthy of mention-
ing herein some of them, such as law 54,/2015
“On the creation and functioning of technologi-
cal and economic development areas” and law
25/2022 “On the support and development of
startups” (as amended). They both provide for
exemptions and fiscal incentives for certain
types of investments and categories such as
digital nomads, etc.

16  https://www.investment.com.al/wp-content/uploads/2020/04/EN.
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KEY FINDINGS
AND ANALYSIS

he findings presented in this working document stem from an analysis of issues
raised by the business community. To ensure a global perspective, these findings
were discussed in advance with relevant institutions responsible for addressing and
vesolving them and were grouped inio five pillars: (a) Fiscal Good Administvation;
(h) Informality and Unfair Compelition; (c) Enterprise Productivity; (d) [nnovation and Com-
petitiveness; and (e) Regulatory Buvden and Business Climate.
Key sources identifving these findings include: (i) Business pervceptions gathered from
questionnaires completed by 601 companies, with 28% heing women entrepreneurs, (it)
Consultation meetings held hetween February and March 2024 with consultancy firms
specialising in tax and legal matters, industry experts, chambers of commerce, trade as-
sociations, businesses, and institutions, (iit) Analysis of the pevtinent legal and vegulatory
Jramework, along with annual reports from institutions like GDT: (iv) Insights from the
drafi Mid-Term Revenue Collection Strategy.
Several findings address issues previously discussed in IC meelings, such as (i) Frequent
changes in fiscal and tax legislation and non-timely adoption, leading to implementation
challenges and compliance difficulties for hoth administvations and businesses, hamper-
ing predictability and adaptability; (i7) Lack of coherence among applicable legal provi-
stons, such as those concerning tax procedures, the local tax system, on income tax, hoth at
law and hy-laws level; (iii) Fragmentation within the tax system contvibuting lo perceived
Jiscal disparities; (iv) The need for interventions lo he measured not only in hudgetary
terms hut also in their hroader impact; (v) Insufficient institutional capacities lo manage
the growing challenges and complexity of tax and fiscal matters; (vi) The imporiance of
Structured and sustainable reforms over time, particularly in devegulation and inspection
Jields; (vii) The necessity for institutional coorvdination in creating a husiness-friendly en-
vivonment.
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SUMMARY OF MAIN SURVEY RESULTS
AND SOME CONSIDERATIONS

»

»

»

»

»

»

Improved  information/communication
(2019-2024): Communication with the tax
administration has slightly improved and
has been sustained continuously.
Digitalization is well accepted - The busi-
ness is fairly satisfied with electronic ser-
vices compared to 2022, even though there
is still room for improvement, mainly in
the elements of data reliability and cus-
tomer service.

Fiscalization reform - There has been an
increase in evaluation in terms of custom-
er service in the fiscalization system, in-
creasing from 2022. However, the need for
the existence of a communication chan-
nel (call center) to support users is still
expressed. Fiscalization is evaluated in
its impact on reducing informality in the
country but with increased costs to busi-
nesses.

Increasing legal training — The business
has increased its participation in GDT
training, although it is still in low numbers.
Perception of informality - To a consid-
erable extent, businesses accept the exis-
tence of informality, more than in 2019 but
less than in 2022. Agriculture, Processing
Industry, Services and Tourism perceive
more Informality. Energy perceives less
informality compared to other sectors. In-
formality in its highest form appears as tax
evasion, black work and non-registration,
atrend preserved over the years.

The most important factor that promotes
informality is the fiscal burden at the
central level for the first time since 2022,
where unfair competition and corruption

»

»

»

»

»
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were the primary factors in promoting
informality. The above can be explained
with (i) the structure of businesses (95%
constitutes small businesses with a turn-
over up to 14 mln ALL), who, at a signifi-
cant level, will be affected by the adoption
of the law 29/2023 “On Income Tax” and
taxes itintroduced for service professional
activities; (ii) expected removal of current
exemptions with effect on end year 2025
and end year 2029 for several industries
(e.g. software, agrotourism, tourism, auto-
motive industry etc.) as per the article 69
of the law and therefore heavy tax burden
expected for the future.

The reduction of VAT in tourism has re-
duced informality according to the percep-
tion of the sector itself.

The business climate has improved in
terms of registration and licensing but not
in terms of the procedures/costs of bor-
rowing and the fiscal burden in the coun-
try.

The availability of the labour force is con-
sidered the main disadvantage in 2024, at
a time when in 2022, availability was the
4 factor in a row considered as an ob-
stacle to integration. Informality is still
considered the main obstacle to integra-
tion for Albanian companies.

Productivity - Companies feel they are
equally productive domestically but less
productive compared to companies oper-
ating abroad.

Continuous training along with salary in-
creases can bring an increase in produc-
tivity at work according to the perception
of the business. To a significant extent,
the business has declared that it is taking

»

»

»

5.1

A.

measures to increase productivity at work.
Increased state support for subsidies,
training and technologies would help com-
panies in the country increase productivi-
ty at work.

Innovation was considered to receive
considerable attention from companies
during 2021 (post-pandemic period), al-
though not supported with a dedicated
fund, compared to 2024. Companies, in
most cases, train employees based on the
moment’s needs, and they do not have a
continuous dedicated line for this.

The Regulatory Burden as an additional
cost to the business is largely estimated to
be related to the fiscal burden and the in-
spectorates - their number, non-coordina-
tion, and frequency of inspections.

FISCAL ADMINISTRATION

While there is a consensus on improved
communication and interaction with

[E*MEE] Communication with Tax Administration
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10%

0%

How would you rate the change in the communication
of the tax administration in the last two years?
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Source: AIC Secretariat suvvey, 2024
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the central tax administration, the pri-
vate sector remains concerned about
the stability of fiscal policies, the quali-
ty of fiscal communication (tax ruling)/
technical interpretation of legislation
and the professionalism of the adminis-
tration.

(1) A slight uptick in positive trends has been

Improved

Unchanged I‘

noted in initial husiness interactions with
the tax administration (2019-2024). One
out of two businesses believes that com-
munication with the tax administration
has improved over the past two years, and
this trend has remained relatively consis-
tent over time. When considering com-
pany size, the situation appears largely
similar, although small companies may
perceive slight differences in the deterio-
ration of communication. 7/is trend is pri-
marily attvibuted to the reduction in human
inleraction stemming from the rise of digi-
talised services.

How would you rate the communication with the
tax administration in the last two years (% of total)? (2024)

I B Y
N 2%

Deteriorated I‘ IB%

0% 10% 20% 30% 40% 50% 60%



Value of abolished complaints

(2) Based on the meetings conducted with

the private sector a prominent concern
among businesses has surfaced regarding
the quality of tax audits, legal and technical
explanations, and opinions (lax rulings) pro-
vided by the tax administration concerning
the issues raised by the husinesses. The re-
curring issues of delayed, time-consum-
ing, incomplete and/or inconsistent re-
sponses to tax issues raised by taxpayers
are the most permanent issues highlight-
ed by the business, which lead to escalat-
ed tax compliance costs, delays, and lack
of security due to doubts.

In our analysis, greater transparency is re-
quired in making public and easily acces-
sible manuals & tax rulings, for example,
legal and technical decisions/instructions
on specific tax issues of taxpayers, which
can serve as a tool for the unification of
tax administrative practices, and improve-
ment of tax compliance without further
costsand/orlegal amendments. This is not
only also a legal obligation as per the pro-
visions of articles 10, 28 and 135 of the law
9920/2008 “On tax procedures”, which
were adopted in the past and during the

W W .
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years with the main goal of consolidating
the tax precedents, but also a facilitating
mechanism that increases accountabili-
ty. In this category also fall the decisions
of tax appealing structures, which are ef-
fective instruments for the self-correction
of the administration and taxpayers, and
therefore, such decisions should be sys-
tematically published.

The gap in tax compliance legislation from
both tax administration and taxpayers can
be extrapolated from the official data pro-
vided by the Tax Appeal Directorate as fol-
lows:

Compared to 2015, GDT’s website is sub-
stantially improved and provides useful
content, included in GDT annual reports,
bulletins on court case decisions, and bul-
letins on legal and technical instructions.
Regarding the bulletins on legal and tech-
nical decisions/instructions, the latest
publication covers only the year 2021.

(3) According to the survey data, business-

es demand more lraining sessions from the
lax administvation concerning recent legal
changes impacting husiness activities and
their rvelationship with the administration.

[GIIEXN Decision-making in relation to the value of complaints taken into consideration

Year 2020 Year2021 |  vear2022 |  vYear208

Value of complaints upheld 381,112,929 80%

72,762,130 15.32%

Value of complaints returned to the RTD 21,083,985  4.44%

Sum (cancellation and return to RTD) 93,846,115 19.8%

Source: Tax Appeal Divectorvale

359,713,481 65% 365,248,661 62% 509,789,735 3%
156,839,345 28.37% 199,780,251 33.77% 162,451,976 23.24%
36,260,250  6.56% 26,595,725 4.50% 26,717,394 3.82%

193,099,595 35% 226,375,976 38.26% 189,169,370 27%

The survey also indicates a rise in busi-
ness participation in these training ses-
sions through years, albeit at a relatively
low level. When this trend was further dis-
cussed with the GDT, they acknowledged
low attendance in their training sessions
aimed at the private sector. However, there
was an exception noted with training re-
lated to the fiscalization system, where the
GDT reported higher participation and in-
terest from businesses.

XA Training Sessions on Tax Legislation

Have you participated in training sessions offered in recent years
by the tax administration on the implementation of tax legislation? (2024)

Yesl 3h

P

0% 10% 20% 30% 40% 50% 60% 70%  80%

Have you participated in training sessions offered in recent years
by the tax administration on the implementation of tax legislation? Yes

2ot [ - 7%
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[ 1 18%

20%

30% 40%

Source: AIC Secretaviat Survey, 2024
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(4) Apart from the eagerness to engage in
training sessions provided by the tax ad-
ministration, the private sector expressed
reservations regarding the quality of the
communication with existing personnel.
In addition to emphasising the necessity
for training aimed at businesses, the pri-
vate sector also perceives a need for more
prior training programs to enhance the
skills and knowledge of tax administra-
tion staff. This could be stimulated by re-
cent changes in fiscal legislation and their
practical interpretation.

B. The private sector has embraced digi-
tisation positively, expressing overall
satisfaction with electronic services.
However, there is still room for improve-
ment, particularly in enhancing datare-
liability and customer service elements.

(5) Businesses have enthusiastically adopted the
digitisation of public tax services, highlight-
ing timesaving and veduced human contact
as the most beneficial aspects. According to
their perception, the elements that remain
concerning and problematic are the reli-
ability of data and customer service. This
is also clearly stated in SSA report on “7/%e
Audit of Technology Systems [nformation
to The General Directovate of Taxation,”

17 The infrastructure hosting the e-Taxation system is facing
challenges such as limited space, ageing equipment nearing
the end of its life cycle, and operating systems that are no
longer supported, leading to suboptimal security conditions.
Despite the existence of legal provisions regarding critical
infrastructures, the National Agency of Information Society
and the National Authority for Electronic Certification and
Cybernetic Security have not evaluated the e-Taxation system’s
critical importance, resulting in inadequate cybersecurity
measures. The audit also highlights concerns regarding
access to data from the ICT structure of NAIS attached to
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where the necessity of taking immediate
security measures for the e-tax system is
highlighted. During consultations, we ev-
idenced concerns regarding the quality of
written communication on lechnical issues,
including delays.

[EIEEN Satisfaction with electronic services

Satisfaction with GDT electronic services (2024)
"very satisfied"

Customer service I 24%
Accuracy of data  |EEG—— 25%

processing

Data reliability  E— 24%
Access to the GG 27%

electronic system
22% 23% 24% 25% 26% 27%

Rate your satisfaction with the electronic services of
the General Directorate of Taxes

"satisfied/very satisfied"
66%
70% 5% 61% -
60% 52% ' 4%
50% 45% l 429
0% %
40%
30% I
20%
=2019
10% #2022
0% 2024
Access to electronic Reliability Accuracy of
form filling of data data processing

Source : AIC Secretariat Survey, 2024

GDT, the management of undocumented changes in system
functionality, and the lack of continuous monitoring of user
access, potentially creating vulnerabilities for unauthorized
actions beyond NAIS’s jurisdiction. As the data administrator,
the General Directorate of Taxes is urged to play a more
interactive role in Information Technology management,
ensuring that actions by both internal and external users are
monitored effectively and system data serve as accurate
indlicators of the institution’s activities.

(6) Businesses evaluate the central platform of
lax administration invoices (fiscalization)
positively, also highlighting the significance
and stimulation of fiscal education, especially
to MSMEs introduced by this system (o taxpay-
ers. This educational aspect has somewhat
also influenced, albeit not significantly, the
reduction of informality manifested in the
form of non-declaration. However, it is em-
phasized that fiscalization still does not op-
erate at full capacity due to ongoing techni-
cal issues, ranging from security concerns
to compatibility challenges between the
technical and legal aspects. Specific prob-
lems highlighted by businesses include the
following examples and scenarios: (7)7he
vecent security element introduced in e-Alba-
nia not being adequaltely included in Selfcare;
(77) Insufficient user allocations for a compa-
ny leading to difficullies in utilising the Self-
cave account; (iii) The presence of numerous
software options on the markel that operale
alongside Self-cave; (iv) Lack of training jor
both sofiware providers and system users, eic.
(These issues have heen forwarded to GDT for
Jurther action.)

(7) The taxpayer service related to fiscaliza-
tion is experiencing delays in response
times. Consequently, businesses arve calling
Jfor the establishment of a call centre to ad-
dressissues in veal-time as they avise. In addi-
tion, through quantitative and qualitative
discussions with businesses, a new “ad-
ministrative burden” within the company
seems to be emerging, especially for small
and medium-sized enterprises - the adap-
tation to digitalisation so that these com-
panies can effectively embrace and utilise

online services. This is tied to the compa-
nies’ internal digitalization level and the
growth of digital literacy among their em-
ployees (technological proficiency or addi-
tional payment for engaging experts in the
field). Electronic document management,
archiving, the use of electronic signatures
(not just sporadically), and even basic util-
isation of online platforms are challenges
for SMEs. 7 in 2 companies declare that Fis-
calisation has increased the cost of adminis-
tration, according (o our survey data.

Fiscalization and associated costs of
administration

Do you think that the tax service/fiscalisation process/etc.
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25

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

(8) As mentioned earlier, businesses perceive
the fiscalization system as having an im-
pact on reducing informality. More than
six out of ten companies perceive that fis-
calization has had an impacton increasing
the formality of the economy. Larger com-
panies state that through the new tax invoic-
ing system, move small businesses have be-
gun to receive fiscal education, consequently
fraunsitioning more informal tazpayvers inlo
the formal system.

Fiscalzation and Informality

Do you think that fiscalisation has properly addressed the
practical implementation of fiscal policies and
measures for the formalization of the economy? (2024)

needs the establishment of an electronic telephone service (call center)?

Other . 5%
I do not know - Ia%

Fiscalisation has not brought
about any significant changes I 2%

Fiscalisation has 0
increased informality - I "A]
reduced informality 65 /0
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Source: AIC Secretariat survey, 2024

(9) Businesses perceive positively the decrease in
the number of tax andits conducted by the tax
administvation, allvibuting this (o the imple-
mentation of the Risk System, which was ef-

Jectively promoted since 2016 in identifying
high-visk husinesses most likely fo undergo
lax andits”. However, concerns persist re-

18 In the meeting at GDT, we were informed that the Risk Man-
agement Manual is periodically updated with typologies of indicators
that are analyzed from concrete cases encountered in practice.
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garding the timelines of such tax audits,
both related to the evidenced on-site du-
ration and finalisation of tax audit reports
and delivery of conclusions, as well as the
methodology and concepts used to reach
conclusions. Some of these issues associ-
ated with tax audits are acknowledged by
GDT itself. Specifically, in the annual re-
port of the GDT for the year 2023", the fol-
lowing issues are highlighted as the main
concerns on tax audits:

associated with an increased number
of applications to GDT concerning the
avoidance of double taxation. This has
led to a new issue, which, during our
consultation meetings, resulted to be a
systemic issue, especially in the last 2
years, and an example of uncertainty
for the business community, especial-
ly the foreign taxpayers.

BOX1

dated 8.9.2023 “On income tax’ From
a procedural point of view, the review of
vequests is based on annual instvuction
no. 0, dated 10.02. 2004 “On bilateral
agreements for the avoidance of dou-
ble taxation and the prevention of fiscal
evasion’. However; the root of the ahove
issues appears to he not divectly related
to the legal framework but to the indi-
vidual approach and avgumentation at
the sector level within GDT, which deals

lazxation requests in line with evolving
international economic dvnamics. The
initial stavting point should be the pri-
or consultation of the Instvuction and
Solution with the outside experts in the
private sector who can shave hest-proven
practices at the EUlevel.

5.2 INFORMALITY

Despite efforts to formalise the

a. Challenges relate.d to the tax-audit Double Taxation Treatif:s = Tre-at- wit@ .busi%ess applications. L‘z'mz'ted cq- economy, particularly in reducing
methodology applied for taxpayers. n.1ent of Double Tax'fltl,on Cla@s ;iﬂczlzes fo ﬂﬁ{dress complgx zssp{es aris- non-declarations, undeclared work,

b. Non-compliance to tax audit deadlines » Dmf‘mg zihe Secretqrmts M?eetmgs, ing from the implementation of interna- and non-registration, businesses
or legal Yiolations in the handling of mainly with comul{‘mg firms in the le- tional dou.ble mxalz'o.n .Wmlz'es, where still maintain a high perception of
such audits. gal pm'd lax fields, it c.ﬂme out that the the Republic of Alhania is a party, exac- informality within the country.

c. Conducting verifications or checks for handling and resolution of requests for erbates the situation.

taxpayers involved in the Reconstruc-

the avoidance of double taxation has

The above issues were also acknowl-

(1) According to survey data, one out of seven
companies perceive the existence of informal-
ity in the country, a trvend that has persisted
over the years, except jor the year 2018 when

Jewer husinesses perceived informality in the
country (most likely due to actions against
informality that the government fook duving

turned into a tvpical problem with the
tax administvation. This issue stems
Jrom the unjustified substantial change
in the earlier consolidated practices es-
tablished over the vears hy the GDT re-
Savding the deadline for handling and

tion Process without the involvement
of construction engineer specialists.

d. Analysis of identified problems and
deficiencies of control inspectors.

e. Recommended training programs
aimed at enhancing the capacities and

edged by GDT which has accepted the
need for structural adjustments, also
underscoring the need to monitor fraud
transactions. GDT' has alreadv ad-
dressed the issue from stvuctural and
human resources point of view, and the

skills of inspectors.

accepling rvequests, the non-exhaustive

adoption of a new instruction specifical-

vears 2016-2017).

f. Reporting and reconciliation of evi- list of vequested documentation and ev- ly dedicated fo these cases is ongoing.
dénce. idence (such as information from sys- » Given the mcrmsmg ﬂfeque{ay of XX Perception on Informality
g. Timelines for the approval of control tems such as TIMS that the taxpaver cross-horder transactions, particularly Please determine whether you face competiton from
reports by directors of Regional Tax cannot access), and excessive hureau- in the context of Alhania’s integration nformalactiies n te seclor i which you operate?
Directorates (RDT's) cracy (over 2 and 3 years) in the han- into the EU and ils expanding economic . ™%
h. Management of technical is- dling of cases, unnecessary additional ties with other nations (curvently party 7% 4% %%
0

sues within the tax system.

(10) The post-Covid-19 era and the open-

ness of the Albanian market, which is
stillinits preliminary phases, has been

19  hitps://www.tatime.gov.al/c/8/42/49/strategjia-dhe-raporte

»

requivements and details on the docu-
mentation (seal and seal from foreign
institutions), elc.

The procedures concerning the Applica-
tion for Avoidance of Double Taxation
ave regulated hy the provisions of law
29/2023, dated 30.3.2023, “On income
tax” and General Inustruction no. 26,

o 43 ratified International Treaties on
Awoidance of Double Taxation and Pre-
vention of Fiscal Fvasion), the solution
might be in automating procedures. The
endorsed solution can mirvor the suc-
cessful automation of VAT vefund proce-
dures, and il could streamline the proce-
dures regarding the avoidance of double

I 1% I
B

64%

—_— I _— I I
2017 2018 2019 2022 2024

Source: AIC Secretavial survey, 2024
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The perception of informality varies according
to sectors and the size of the company. Agricul-
ture and trade sectors perceive higher levels
of informality, while the energy, construction,
and information technology and communica-
tion sectors perceive lower levels of informali-
ty. Larger companies have a lower perception
of Informality compared to smaller ones.

[GTIEEEN Perception on Informality by sectors
and company size

Please determine whether you face competition from
informal activities in the sector in which you operate? (2024)

80% E%

I 69%

1
0
s I .3'/°

Upto 14 min Over 14 min

o
%
o
o

30%

m YesmNo

Please determine whether you face competition from informal
activities in the sector in which you operate? (2024) Yes

90% 0
o~ e B

67%

69%
63% 62%
60%
50% 0
40%

0%
30%
20%
10%

.,

0%

Agriculture, Energy Industry  ICT  Construction Services  Trade  Tourism
forestry activities
and fishing

Source: AIC Secvetarial survey, 2024

(2) Tax evasion is confirmed as the main
Jorm of informality in vears, followed hy
undeclared work and non-vegistration.
The survey period aligns with the ap-
proval of the new income law, which
businesses perceive as a factor con-
tributing to the further promotion of
informality.

[GMEE Nature of Informality

Please assess the nature of
informality in your sector: (2024)

Contraband goods [ 31%
False declarations s 45%
Unreal wages s 43%
llegal work  EG———————— 50%
Corruption  EEG—— 50%
Non-registration  E—— 5%
Tax evasion  EEG—— 56%

Please assess the nature of
informality in your sector: (2022)

lllegal work _ 58%

Corruption _ 5|%
Non-registration _ 50%

Tax evasion _ 54%

0% 20%  40% 60%  80%

Please assess the nature of
informality in your sector: (2019)

megal work |GGG 78%
coruption | 757
Non-registration [ 60%
Tax evasion _ 84%

0% 20% 40% 60% 80%  100%

Source: AIC Secvetarial survey, 2024

(3) According to business perception, unfair
compelilion was identified as the pvimary
Jactor driving informality, hut hy 2024, it has
been replaced by the fiscal burden at the cen-
tral level.

[ZIEEEA Factors that influence Informality

For each of the listed factors, determine the level of influence on a
business's decision to engage in informal activities: (2024)
"important/very important"

Fiscal burden at the central level - TAP/Profit TaVAT [ 4%
Unfair competiton [ D 1%
Fiscal instability/frequent changes in fiscal legislation [ NN 10%
Implementation of tax legislation in practice [N 69%
Level of corruption [ D 61%
Complexity of tax legisiation [N 63%
Fiscal burden at the local level - Local taxes and fees NS 62%
Relations with the tax administration [N 58%
Taaudts B 55%

0% 10% 20% 30% 40% 50% 60% 70% 80%
For each of the listed factors, determine the level of influence

on a business's decision to engage in informal activities: (2022)
"important/very important"

Unfair competition _ ﬁn%
Level of corruption _ 67%
Implementation of tax legislation in practice _ 64%
Fiscal burden at the central level - TAP/Profit Tax/VAT _ 64%
Relations with the tax administration _ szun
Complexity of tax legislation _ Ez%
Fiscal burden at the local level - Local taxes and fees _ 57%
Pt T 56

0% 10% 20% 30% 40% 50% 60% 70% 80%

For each of the listed factors, determine the level of influence
on a business's decision to engage in informal activities: (2019)
"important/very important"

unfar competiion N 097
Level of Corruption _ 87%
Fiscal burden TAP/Profit TaovaT R 85
Practical application of tax legislation _ n%
Relations with the tax administration [ 1%
Compliance with legal requirements — "(y
causes unaffordable costs 0
Tacucts N 8%
e Y
Complexity of tax legislation 57 (]
Fiscal burden Local tax _ EE%

0% 20%  40% 60%  80%  100%

Source: AIC Secretariat survey, 2024
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Businesses express concern that the recently
approved income law will polentially increase
informality, pvimarily due lo the significant
taxation burden imposed on affected busi-
nesses. Under this law, tax rates for certain
MSMEs escalate from 0% to 18% and 23%.
Direct consultations with companies have
underscored the impact of fiscal legisla-
tion, including the establishment of exemp-
tions or 0% taxation rates, on fostering a
lack of tax compliance awareness among
businesses. Consequently, reintroducing
taxation for certain small businesses while
leaving others untaxed is anticipated to in-
tensify informality issues.

[GEIMEEEN Informality and new Income Law

How do you think the implementation of the new income

law will affect the level of informality in your sector?
60%

0,
50% snA 48% 2022 m2024
40%
29%
0,
30% 25%
0,
20% |G% |9/0 I
= [
0,
10% 8%
’ %
0%
It will increase It will reduce It will have Don’t
informality informality no impact know

Source: AIC Secvetarial Survey, 2024

(4) Converselv, positive discvimination in husi-
ness activity laxation can aid in reducing
informality. When questioned about the im-
pact of the veduced VAT on informality veduc-
tion in the tourvism sector, the lourism sector
affirms this correlation. 2 out of 5 compa-
nies operating in this sector perceive a de-
crease in informality as a result.
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[ETEEZA Reduction of VAT on tourism sector
and impact on Informality BOX 2
. , _ . Tourism, transport and automotive
In the field of tourism, where some services have benefited rt dr ir servi
from a reduction in VAT to 6%, do you think that this Spare pa‘ S an .ep'fu se . ces
policy has reduced informality in this sector? (2024) »  Cases of informalily in specific sectors,

[GEIMEEEA Labour Productivity

Defining labour productivity as the (monetary) value that the company receives
from a working day of your employees, how would you rate their productivity
in relation to that of other companies in the sector where you operate? (2024)

ed regulatory approach at all levels.
During consultation with businesses,
these sectors were identified with layge
margins of improvement hoth in terms

Other - 5%
oo | 1%

No, it has not had an impact
on reducing informality _ 38%
Yes, it has had a significant
impact on reducing informality _ 24%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Source: AIC Secvetarial survey, 2024

tation of the risk management system, car-
rying out verifications and controls based
on risk analysis, as well as the implemen-
tation of fiscalization), still the reduction
of informality in certain sectors, remains a
challenge that requires the involvement of
other institutions.

such as the tourism sector (unregistered,
non-standardized, unlicensed accom-
modation structures and outside the ra-
dar of fiscal administvation institutions
at the central and local level), have heen
discussed earlier in [C20. For these cas-
es, it has heen recommended that the
solution o the problem should not he
seen only in the role of the tax adminis-
tration lo identify informality, hut also
in the role of fiscal and sectoval vegulato-

»  This approach should he extended fo
other seclors such as trvansport and
that of spave paris and vehicle main-
lenance services which ave connected
fo each other and require an integrat-

20 [C Meeting X1V “On Tourism Formalization”

of the quality of the services as well as
in tevms of formalisation. While the
import of spave paris is lavgely consid-
erved rvegulated and formalised, main-
lenance services performed for vehicle
users ave still considered unregulated
both in terms of standards, safety, and
quality and, finally, in tevms of lax
compliance.

panies reporis having a labour productivity
Sitmilar lo its compelilor, while one in two
companies repor(s having lower productivi-
ty if compared with regional compelitors.

vy policies, including here markel forces 5.3 PRODUCTIVITY, INNOVATION
(5) Increasing standards as an opportunity that drive husinesses towards increasing AND COMPETITIVENESS
. . 3 5 0 Defining labour productivity as the (monetary) value that the company
to address sectoral informality. Standards, increasing compeliliveness receives from a working day of your employees, how would you rate their
Informality is one of the main obstacles and, consequently, formalisation. A. Companies in the country perceive productivity n elation o that offoreign compares you cooperate with? (2024
for the sustainable development of formal »  The most recent changes proposed in similar levels of productivity com-
businesses and the country’s economy in law 93/2015 “On Tourism’, (amend- pared to their domestic competitors. ISly
general. As already mentioned, important ed) focused on increasing the quality However, they hold a pessimistic out- 0
factors affecting the business environment of services in the lourism sector, were look on their level of productivity Dort know
are related to frequent changes in legisla- driven by the increased demand for when compared to competitors oper-
tion, often incomprehensible for mostly touvism services due to the rapid and ating in regional markets and beyond. 44% |7%
smallbusinesses, and the increasing trends progressive growth of the sector in the This vulnerability potentially hampers Lower Higher
ininterest rates that make lending more ex- country. The jormalisation of the sec- Albanian companies’ ability to com-
pensive. But, while strengthening the fight tor and, consequently, of other sectors pete effectively in shared regional and
against informality is a strategic objective linked with it leads fo an increase in the broader markets. 24%
of the tax administration, which has peri- quality of the offer and the implement- Same
odically improved its activities (implemen- ed standavds. (1)  Within the national market, one in two com-

Source: AIC Secvetaviat survey, 2024
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(2) The perception that productivity as compared
lfo compelitors is similar does not apply lo all
sectors. Three patterns of labhour productivity
diversity within the sector ave observed. There
are seclors where companies ave leaders in
Pproductivity with higher productivity than
the rest of the firms in the sectors. Sectors
as such are energy and, fo some degree, the
ICT sector. Traditional sectors such as ag-
viculture, trade, constvuction, and service
report to perceive no productivity disper-
sion at the sectoral level, responding that
productivity among different companies is of
the same level. Firms that have operated for
more than 10 years as well as companies
with employees higher than 250, report
that their productivity is higher than that of
competitors. MSMEs generally report that

XN Labour productivity by sectors

they perceive their productivity to be sim-

ilar to that of competitors at the local level.
The national survey on enterprises provides
data on the sectorial level. We used the sec-
torial value-added and number of employers
at year-end to estimate labour productivity as
the value-added created per employee. The
average value added created per employee for
the period 2019-2022 amounts to 11,888 Euro/
year. Traditional sectors and the public sec-
tor have productivity similar nearly to the na-
tional average. Sectors such as construction,
processing industry, transport, trade, accom-
modation, and food industry (tourism includ-
ed) have a value-added per employee around
the national average. Sectors with the highest
labour productivity (measured as value added
per employee) are extractive industries, ener-

Defining labour productivity as the (monetary) value that the company receives from a working day of your employees,
how would you rate their productivity in relation to that of other companies in the sector where you operate? (2024)

80%
0,
%
0%

] [

0%0%
0%
Agriculture, Energy Industry ICT
forestry and
fishing

 Lower

Source: AIC Secretarial survey, 2024

s By,

60%

50% 41%

0 0

o 33% 1 W I 1% 34%
30% A

w64 |I6% z'ly 1 3% 7% zn I zm

62%
41 46%

Construction Services Trade Tourism
Activities

| Same Higher

gy, professional services, real estate sector, fol-
lowed by the ICT sector.
The dynamics of labour productivity, measuved
by the average growth rate of value-added creat-
ed per employee from 2019 to 2022, indicate an
overall increase of 11% across all sectors (refer to
Annex 1). However, certain sectors with tradi-
tionally high productivity levels have experienced
a slowdown in productivity growth. These include
the energy, ICT. and construction sectors. Con-
versely, sectors such as accommodation and
Jood services (fourism), processing and extraction
industvies, and vecveation and enteriainment
have shown significant incveases in produclivity.
The health sector has also seen a rise in pro-
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ductivity, along with the public administra-
tion, defence, and social protection sectors.

In line with the IC business perception on produc-
tivity, industries (such as energy and constvuc-
tion) where fivms report to have high productivity
are on the optimal production frontier, while
traditional sectors (fourism, industry) report
productivity improvement space similar (o the
distance from the optimal production. The high
inefficiency in the trade, entertainment, and vec-
reation ov real estale sector shows a deviation that
is move a misallocation of resources vather than a
sectovial inefficiency (move resources ave allocat-
ed into those sectors that the optimal production
frontier demands).

Average Labour Productivity per Employee (in Euro, Annual 2019-2022)

Average Labour Productivity per Employee (in Euro, Annual 2019-2022)

35,000
30,000
25,000
20,000
15,000

10,000

5,663 133I
5,000 |

Source: Enterprise Survey (ASN) and
IC Secretariat’s own calculations

g741 9415 9442 9952 10,876

32,545

29,158
22,852
8,048 18,636
14,760 15,569
'“II-" I I I 11,988

21 For move details on calculations, please vefer to Annex V.
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(3) In gemeral, the perception that companies
have lower productivity than the foveign com-
panies they compete with is dominant even at

the sectorval level. Companies operaling in the
construction, tvade, ICT, and touvism sectors
perceive a productivity that is alioned and like

Labour Productivity by sectors, comparison with foreign companies

Defining labour productivity as the (monetary) value that the company receives from a working day of your employees,
how would you rate their productivity in relation to that of foreign companies with which you cooperate? (2024)

70%

61% 80%
60% 54%
50%
42942%
40%
30% 28%
20% 20% %
20% IMIM :
IA'V
1% I
10% I
0% o o
Agriculture, Energy Industry
forestry and
fishing

m Lower m Same

Source: AIC Secretariat survey, 2024

[ETEEEN Labour productivity compared to
regional economies.

Productivity at work, 2019 (Euro)

79,880

80,000
70,000

60,000 99,395

o wm O

30,000
20,000
10,000
Albania North Serbia
Macedonia

45% 46%
31%35%
29729% 0
20% 2 ;
0900,
7% i ) 1% ; I
1% | ] ‘M' I|3% W%
Construction Services Trade Tourism activity
m Higher Don’t know
Frafustisily,
Bamad wnony ot p B smplay

20 DS 20110 OIS

Source: Wit W Productivity of Western Balkan Countries and Xhepa and Liperi (2022)

their foreign competitors. Companies that op-
ervale in agvicullure, energy, sevvices, and
industry report having a disadvantage com-
paved to theiy foreign compelilors in levms of
low productivity of labour.

Previous research does confirm the low
productivity of labour comparably to the
regional economies of Albania. Labour
productivity, measured as the ratio of the
total output to the number of people em-
ployed, is half that of other economies in
the region (e.g. Serbia and Montenegro)
and even lower if compared to Bulgaria or
Croatia.

(4) Businesses report that wupscaling skills
through on-the-job training would improve
labour productivity, and 24% of husiness-
es report they need such training to improve
productivity. 1 out of 5 businesses think that a
productivity hoost would vesull from increas-
ing wages. 46% of companies inlevviewed had
already vesponded to the pressure lo incrvease
wages that vesulled from increased wages in
the public sector.

[EITMEELN Enhance Productivity measures

Which of the following measures do you think are
the top 3 that would help your company
improve labour productivity? (2024)

Other II%
s I T
foreigrq businesses I7/0

employees in the workplace 24A

introduction of new | 13%
production technologies
Digitisation of work processes - | 14%
working conditions "A
salary of employees ZUA

0% 5% 10% 15% 20% 25%
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Has the salary increase in public institutions
affected the salaries in your company? (2024)

19%

I don't think
it should have
an impact

46%

3%

Source: AIC Secretariat survey, 2024

(5) The increase in productivity appears to he a
priovily for most companies, with seven out of
lfen stating theiy infention lo implement mea-
sures to enhance produclivily.

[ZTEEAA Companies and Productivity elevation

If you as a company consider applying measures to
increase labour productivity, how much do you think
these measures will increase productivity? (2024)

Vgﬁchha\[’)?aﬂg _ 23%
More than 5% _ 52%
3%-5% [N 7%
uptoze [l 6%

bto1% [ 2%

0% 10% 20% 30% 40% 50% 60%

If you as a company consider applying measures to
increase labour productivity, how much do you think these
measures will increase the cost of your activity? (2024)

we nave o | 22%

such plans

ore than 5% | 35
3 -5 | 2%

wozs I 13%

upto1%  [I6%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Source: AIC Secretariat Survey, 2024
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(6) Given that productivity improvements ave
measures that require additional financing,
companies (32% of surveyed companies) de-
mand less fiscal hurden to bhe able to finance
productivity-improving interventions. 'Tax
policy and tax administration are import-
ant factors in addressing productivity
challenges. Tax systems can boost pro-
ductivity by reducing resource allocation
distortions. Fiscal policies could also in-
crease available funds to support produc-
tivity-increasing measures.

(7) Companies recognise the importance of
innovation in enhancing their productiv-
ity and competitiveness in the markets.
However, only a small number of com-
panies allocate funds specifically for
research, development, and employee
training.

(8) Companies were asked to identify their
commitment to innovation as part of their
company strategy. 54% of companies re-
ported being very dedicated)/concerned to

[EMEEEA Measures to increase productivity

What regulatory measures would you suggest to become part
of economic policies aimed at increasing labor productivity
in your company, choose up to 3 measures? (2024)

Liberalisation of procedures 0,
Support/promotion of companies that "ly
adopt improved working conditions _ 0
Support for companies in 0,
improving production technology _ |2A)
Support for companies in digitising 0,
work processes and using Al _ BA]
tax reduction/subsidy, etc.
Supporting companies with _ |7%
internal/external training
0
Increasing the minimum wage _ "A)

0% 5% 10% 15% 20% 25% 30% 35%

Source: AIC Secvetariat survey,

innovation, 34% reported having some at-
lention/dedication lo innovative husiness
practices, and 21% repovied not having an
interest at all. The shave of companies that
care about innovation has declined notice-
ably if compared fo the same survey per-
Jormed in 2021.

(9) R&D investments and employee training
are among the most important interven-
tions in improving productivity. Compa-
nies were asked to identifyif they investin
R&D investments and if they have a ded-
icated budget for that purpose. Only 6% of
companies have confirmed lo have a hudget
dedicated to RED. In 2024, the propensity of
companies investing in R&ED has declined hy
8% (14% of companies have confivmed to in-
vestin RE&ED in 2021). 54% of companies have
declaved fo have an ad-hoc budget for R&D,
while 40% report not having a hudget at all.
The same trend appears to prevail regard-
ing the allocation of dedicated funds for staff
lraining.

[GIMZEEN Innovation Importance

What place does the development and introduction of innovation
occupy (how much attention is paid to it) in your company?

considerable 0 73/0
e | 45%

0,
Moderately I 24%'
paid attention _ 34%
o 4%
No attention is
paid to it at all - 2'%
0%  10% 20% 30% 40% 50% 60% 70%  80%

m 2021 w2024

Source: AIC Secvetariat surveys

[EITE¥ZA R&D and training funds

Does your company have a dedicated R&D fund?

No, we don't because Ill%_
we don't need it 40%

N 7
No, we do not have a 7BA
dedicated fund, but on _ 54%

a case-by-case basis

0,
Yes, we have a 0 M%]
dedicated fund BA]

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

= 2021 = 2024

Source: AIC Secretaviat Surveys

(10) Given the fact that lahour productivity is closely
related to technology, companies were asked to
identify if there are cases when theiyv work needs
o be stopped due to technological problems.
72% of companies reported that their work
stopped due to problems with the produc-
tion technology, and 94% of respondents’
working process stopped due to technology
problems lasting from 30 to 60 minutes.

[G'ICEIA Technology and Productivity

If S0, please specify in terms of time,
approximately how many minutes these stops are (2024):

Less than

10 minute More than

From
31-60
minutes

37

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

Does it happen to you during a working day, to suspend work
due to a breakdown (e.g. power outage, the system does not work,
you are waiting for another work process to finish, etc.)? (2024)

Source: AIC Secretavial Surveys

We used data from the National Survey on En-
terprise and examined the variation of value
added to investment ratio against value add-
ed to labour. There is a positive correlation
between investment productivity and labour
productivity (correlation coefficient 0.37),
showing that technology’s impact on determin-
ing labour productivity is significant.

Atthe national level, the share of labour cost to
value added is 42%, and capital (investments)
is 31%. Sectors in which value-added share
from investments is higher than that of labour
are real estate, energy, water, and waste man-
agement. For sectors such as accommodation
and food (tourism), extractive industries, pro-
cessing industry, ICT, trade, and transport,
the share of investments and labour in value
added is almost proportional. Labour and cap-
ital are combined in value creation in a one-
to-one ratio, causing high conditionality of
productivity. Unskilled or unproductive labour
would undermine the productivity of capital,
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and similarly, unproductive production tech-
nology would cause labour productivity to be

sub-optimal.

(12)

(11) The competitiveness of Albanian compa-

nies in international markets holds signif-
icant importance, particularly within the
context of accession to regional and Euro-
pean markets. Consequently, enhancing
productivity and promoting innovation

within business activities would yield the
necessary benefits for the country.

In 2024, the availability of the workforce,
a factor directly linked to business activ-
ity, takes precedence over all other ele-
ments concerning the competitiveness of
Albanian companies. This contrasts with
two years ago when it was considered the
fourth factor in the ranking.

[EFTEEIA Labour productivity vs. Investment Productivity (2019-2022)

Value Added To Labour Expenses

Obstacles to competitiveness.

From the following factors, directly related to your company,
which can be considered the 3 main obstacles to integration in
international value chains (2022):

Konkurrueshmeéria né tregjet e synuara nga _ 24%

kompania (Standardi, procedura, tarifa etj)

ergsnsnirecor ) I 73
Disponueshméria e forcés sé punés _ |5%
Cilésia e Forcés sé punés té kompanisé _ Is%
Aftésité menaxheriale - G%
Inovacioni dhe Teknologjia né kompani _ |4%

Foreign ownership (of the company) I I%

0% 5% 10% 15% 20% 25%

Source: AIC Secretaviat Surovey

y = e 0123
Rz =0.1223
Source: INSTAT and
IC Secretarial’s own
calculations.
8 10 12

From the following factors, directly related to your company,
which can be considered the 3 main obstacles to integration in

international value chains (2024):

Other . |%
Higher quality marketing | I 9%
Financial support | 7%

Foreign ownership (of the company) I I%

Competitiveness in the markets targeted by the l 4|y
company (standards, procedures, fees, etc.) _ 0

Lack of information on the | 8%

markets targeted by the company

0,
Avalabilty of abour orce N (8%

The quality of the company's workforce [ 13%

Management skills [N 8%

Innovation and technology in the company | "%

0% 2% 4% 6% 8% 10% 12% 14% 16% 18%

(13) In 2024, Informality, Trade Policies, and

Access to Financing are regarded as the
primary obstacles to integration. Simi-
larly, Informality was also identified as
the main obstacle in 2022, followed by
Access to Finance in second place and
Trade Policies in third.

Obstacles to competitiveness

30%

25%

20%

15%

%

Q

5%

0%

0Of the following factors indirectly related to your company, which can be
considered 3 main obstacles to integration in international value chains?

25%

2 19%
19%
% e
2 .
% o 4G o
I I %%

Informality Access Infrastructure  Logistics Trade Trade Access to Other
tofinance  (roads, ports,  (storage, facilitation policies  information and
airports, etc.) procedure, etc.) communication
technology

2022 w2024

Source: AIC Secretaviat surveys

5.4 REGULATORY BURDEN AND
BUSINESS CLIMATE

A.

REGULATORY BURDEN

(1) According fo business perception, the regula-

lory burden has increased over the last three

years, with nearly six out of len companies

confirming this trend. The ICT, Construc-
tion, and Services sectors perceive an in-
crease in the regulatory burden over the
last three years. Conversely, the Energy,
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Industry, and Agriculture sectors perceive
alesser increase in the regulatory burden.
57% of companies with turnovers up to 14
million perceive a rise in the overall regu-

latory burden, whereas 48% of companies
with annual turnovers exceeding ALL 14
million report the same.

EITEETN Regulatory burden

How has the overall regulatory burden on your
business changed over the past three years? (2024)

LY

No change

38%

Increased

9%

Decreased

Source: AIC Secvetariat survey, 2024

(2) Siztyv-four per cent ave uncertain about the
existence of initiatives aimed at veducing the
cost of compliance with the regulatory frame-
work. However, tourism, services, and agvi-
culture sectors exhibit greater awareness of
such regulatory initiatives. Among compa-
nies that declare awareness of measures
aimed at reducing compliance costs with
the regulatory framework, nearly 3 out of 5
companies report that these incentives have
vesulted in savings of time and money in
their operations.




40

www.investment.com.al

[EITMEEDN Initiatives to decrease regulatory
burden.

Are you aware if initiatives have been implemented over the
last three years at the central and local level to reduce the cost of
compliance with the regulatory framework for business? (2024)

9%
Yes 27%

on’t know

64%

Please specify whether the initiatives have helped
to save your business time and/or money? (2024)

20%

Don’t know

9% ‘ 21%

Source: AIC Secvetarial survey, 2024

(3) Tax legislation is raled as the avea with the
heaviest administrative burden for compa-
nies, followed by nspections and the frequen-
¢y of luspections. Perceptions vary when
considering a sectoral approach. For ex-
ample, the construction sector perceives
Inspections, Tax Legislation, and Public
Procurement as imposing the most admin-

istrative burden. The trade sector identi-
fies Competition Legislation, Public Pro-
curement, and Trade Customs as the main
sources of administrative burden. Indus-
try, particularly processing, experiences
heavier administrative burdens from En-
vironmental, Tax, and Public Procurement
legislation.

[GIMEEI Areas that affect administrative costs
the most

Which of the following areas causes an administrative burden for
your enterprise, measured in man-hours and/or costs incurred? (2024)

Toctsguaror [ 69/
ectorates and/or frequency of inspections _ 4'%
Competition legislation _ 33%
ion in the field of accounting and auditing _ 32%
Issues related to customs _ 30%
ation and other regulations of working life _ 29%
Public procurements _ 2“%
Commercial legislation _ za%
Environmental legislation _ ZG%
Consumer protection — 24%
Personal data regulations _ IB%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Source: AIC Secretaviat survey, 2024

BOX 3
Administrative burden and business
perceptions
Over the past years, and especially in
2016, Albania has made significant
progress in improving its tax legislation
and business climate. Also, the contin-
uous simplification of tax procedures
and modernisation of the IT tax system,
culminating with the provision of many
online services by public authorities
through the e-Albania portal contributed
significantly decreasing the administra-

tive burden. However, this changed upon
entry into force of the fiscalization reform
which increased in the short-term the
compliance requirement for businesses.
Seven steps/procedures with adminis-
trative and financial costs were added to
the businesses:

i. Registration of Taxpayers as Issuers of
Invoices

ii. Registration of the place of activity

iii. Registration of electronic billing de-
vices

iv. Registration of Operators

v. Equipment and software solutions for
implementing the fiscalization proce-
dure.

vi. Electronic certificate

vii. Implementation of the invoice fiscal-
ization procedure

Fiscalization in Albania included all cat-
egories of businesses, as well as transac-
tions, regardless of the nature or type of
businesses involved. Therefore, the ex-
tended scope of implementation included
business-to-business, business-to-con-
sumer, and business-to-public relations.
Implementation in tight intervals of time,
without being associated with technical
support, without a manual or commen-
tary, created problems for many taxpay-
ers. In many cases, technical clarifica-
tions were not provided on time.
Compliance with fiscalization require-
ments, now that the technical problems
have been diminished, is not a problem
for businesses nor an administrative bur-
den. However, procedures and costs re-
lated to the equipment with a qualified
certificate for electronic signature have
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been reported as burdensome, especial-
ly for small businesses. In addition to
the above, uncertainties that have been
associated with the entry into force of
the law 29/2023 “On Income Tax”, which
provides for a set of procedures and ap-
plications not ready yet from the techni-
cal point of view, are perceived to further
increase the administrative burden for
businesses.

B. BUSINESS CLIMATE

(1) The respondents consider business reg-
istration and licensing/authorization pro-
cedures the most favourable elements for
doing husiness in Albania. However, the
procedures and costs of borrowing, fis-
cal burden and inspections are among the
least favourable elements.

[EITMZEFA Business Climate

How would you rate the climate of doing business in the
sector where you operate, based on the following elements? (2024)
(facilitating)

90%

18%

80%

0% 66%
60% o

50% 36ly 42% 43% 48 /0

40% 3'% 33% () I I

&3 S & N

S RN S » Y

O P s N
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O 5
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Source: AIC Secvetavial survey, 2024
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We believe that the perception of the business
on the favourable factors is based on the sus-
tainability of the legislation for business regis-
tration, the procedures implemented by NBC
and their structuring, as well as the widespread
introduction of electronic services. The use of
electronic services became widespread when
itwas decided that the institutions would be re-
sponsible for receiving and exchanging accom-
panying documentation among themselves for
the applications made by citizens/businesses
through the Document Circulation System with
Electronic Signature (SQDNE). This shifted the
administrative burden (number of procedures,
processing deadlines, etc.) of documentation
from business to institutions, such as in the
case of applications for business registration
in the dedicated section in the NBC on the e-Al-
bania platform. The online procedures for busi-
ness registration are usually fast. During 2023,
cases of delays have been recorded due to the
obligation for businesses to be equipped with
qualified certificates for electronic signatures
from NAIS and delays by the latter on their
delivery.

While registration in the commercial register is
now a consolidated procedure, deregistration
asasubject/taxpaverisaproblemthathasbeen
reported for vears by businesses. While the
businesses are deregistered in the commercial
register of the NBC according to the deadlines
clearly stipulated by the law, the tax adminis-
tration still considers them taxpayers even af-
ter these deadlines expire, often requesting
from the NBC via an official written letter not to
deregister the subject. So, in practice, there are
cases in which, although the entities are dereg-
istered in the commercial register, they are still
taxpavers in the tax administration registers.

The legal improvements in the framework of

the Doing Business* indicator made during

2018 in the law 9920/2008 “On tax procedures”

are very clear. 7he date of dervegistration of the

lazpayer in the tax administration is the date of
deregistvation at NBC or in court jov all subjects
that are devegistered with them. This means that
after the expiration of the stipulated deadlines
of 10 working days from the date of submis-
sion of the request and 30 working days for
the tax control according to the risk analysis
if the entity has no current obligations, it must
be deregistered as a subject/taxpayer. The ex-
tension of deadlines, although due to objective
reasons from tax administration, such as those
related to the verification of the subject’s/tax-
payer’s obligations and tax audit procedures, is
beyond the legal provisions. During the consul-
tations with the respective institutions, it was
confirmed that NBC and GDT are currently in
the last steps of developing the technical pro-
tocol for the real-time verification of taxpayers’
obligations, an obligation which has been fore-
seen since 2018 in tax procedures.

(2) Regarding inspections in general (non-
tax audits), the business community has a
non-positive opinion on the real objectives
of the inspections. This was confirmed by
the Survey and by the meetings of sever-
al businesses. The number of inspections
and their frequency, along with the num-
ber of inspectorates, is considered exces-
sive, while businesses have claims on in-
spectorates’ technical capacities (do not
print the administrative acts and do not
provide transparency). The deregulation
reform with a focus on streamlining sim-

22 Under the indicator “Ease of doing business’

ple administrative procedures and the in-
spection reforms aiming at reducing the
number of inspectorates and their meth-
odological structuring, have been the sub-
ject of analysis in IC in the previous meet-
ings. More specifically, at the IC meeting
XV (2019), it was evidenced that: .. Zuspec-
torales ave an important part of the public
administvation that husinesses intevact. This
confrontation also influences the business’s
perception on the administvation’s rvole as a
markel regulator. Although there arve positive
dynamics in the formal aspect of rveforming
inspections, in fevms of conlent, there is still
room_jor improvement in avoiding the over-
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lap of powers and functions hetween differ-

ent tuspeclorales and strengthening inler-in-

Stitutional coovdination. The revision of the
sectoral legislation and the coherence in the
distvibution of powers ave factors that still
prevent the optimisation of the efficiency of
the veform. At this stage where the implemen-

tation of the inspection reform has arvived,

as part of the dervegulatory one, perhaps a ve-

vival of political commitment and strategic

documents of the rveform is required hy mak-

ing public the model and plan of measures or
ongoing activities” 1t seems that with all the

improvements made, this finding is still

valid even after 5 years.
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RECOMMENDATIONS

n addition to the above, the following considerations can be made from the survey re-

sults. There is an increased perception of positive improvements in communication

with tax administration, easier electronic tax access, including better client service as

relates to the fiscalization, better expectations on GD'T's training, including positive
perception on the impact of fiscalization and reduced VAT in tourism on the formalisation
of the economy. However, more improvements are expected to tackle issues related to data
security, formalization of agriculture, trade and services, unexpected costs for SMEs relat-
ed to fiscalization, or frequent fiscal changes. As relates to the firm’s competitiveness, la-
bour availability, and financial support remain pertinent issues, while local salary increase
didn’t come because of the increase in their productivity but were stimulated by public ini-
tiatives. Local entrepreneurs support innovation but, in a major part they do not allocate
resources or R&D funds while still believing as being competitive. How to better tackle this
firm competitive issue while they still perceive an increase of the regulatory burden, ba-
sically the fiscal, not fully aware/informed on recent government initiatives as relates to
better harmonization with regulatory reforms, etc.

Approval of a Strategy on Revenue Collec-
tion as a comprehensive document for all
the stakeholders in public and private sec-
Tor. Such strategy should be subject to a prior
consultation process and discussion with the
public (businesses, associations and cham-

bers of commerce, academia, think tanks,
partners for development and international
institutions). It should be able to clearly un-
derscore the goals, objectives, and actions at
medium-term which shall facilitate its period-
ical monitoring and institutions” accountabil-
ity on the use of taxpayers’ money. The Strat-

egy should not aim the revenue collection per
se, but also the increasing of productivity and
competitiveness through better tax adminis-
tration and competitive tax burden.

To further stimulate husiness innovation
hy releasing funds at the firm level to hoost
capital/technology investnent, relevant
analyses should be initiated focusing on:
(a) accelerated depreciation (h) supplemen-
lary depreciation. Enabling of the reduction
of taxable profit, should not be considered as
an exemption but as a direct incentive, peri-
odically monitored by tax administration on
their yielded impact (MEKI, MF). The ey ob-
Jective of the reduction of the taxable profit is
improving the financial conditions for the pro-
motion of internal investments, the promotion
of productive innovative methods, research,
and technological development initiatives. It
provides for the reduction of the profit tax pay-
ment by incentivizing those enterprises that
are profitable.?

Ensuringfiscal stability - coherence and con-
solidation of tax procedures through a new
law. The new law should unify all the tax pro-
cedure practices currently envisaged by sev-
eral laws, by-laws, and regulations applicable
at both central and local level. The adoption of
the new law should aim for the endorsement
of best practices related to the organization of
tax administration operations as envisaged
by OECD and should be associated with a de-
tailed Commentary that provides for clear tax

23 Models: OECD Countries
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rulings, directly applicable to business sce-
narios. Without prejudice to the options at the
disposal of legislators, the new law should be
the outcome of a comprehensive and large-
scale political agreement, and possibly at the
level of the Code (like the Customs Code).

Approval of a new Instruction on hilateral
agreements for the avoidance of double tax-
ation that shall provide for automation and
electronic procedures followed by the busi-
nesses and tax administration (like the system
on VAT reimbursement). The solution envis-
aged by the instruction does not necessarily
need to be based on a genuine procedure, but
to follow an EU country model and update
the agreements based on the new formats of
documents issued from European Tax De-
partments as for example Certificates of Res-
idence issued in electronic formats and with-
out inked signatures and stamps. It should be
applied rigorously through a dedicated team
of experts at the level of GDT.

The lower productivity of the economy if com-
pared to regional or European economies
identifies a space for improvement and calls
for urgent policy interventions targeting. Géy-
entheinteraction hetween fiscalpolicy, inno-
vation, and productivity it is recommended
that productivity should be a guiding princi-
Ple in designing fiscal policy and dirvect sup-
port to R&ED/innovation. Moreover, in-depth
sectorial analyses would shed light on regula-
tory and policy interventions needed to correct
resource misallocation and inefficiencies at
the sectoral level, with special focus MSME’s.
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We recommend that at least three inter-min-
isterial working groups with the mandate to
perform sectorial analyses on productivity are
established at least for the tourism sector, ag-
riculture, and energy and waste management.
These analyses could lead to coordinated pol-
icy actions on R&D innovation, fiscal mea-
sures, and growth rooted in economic produc-
tivity. The ICC analyses show that economic
productivity could be improved by 24 %.

The productivity gap at the sectorial level iden-
tifies sectors that need to address the produc-
tivity of labor while being capital-intensive. Im-
proved labor productivity would improve the
return from capital and sector performance
overall. These sectors could benefit from dig-
italization or Al of labor processes as well as
from on-the-job training and upskilling of exist-
ing labor. Sectors with a space for productivity
bhoost through lahor productivity arve energy,
waler and wasle management, construction,
and real estate. We recommend these sectors
be put under the focus of the innovation strvat-
egy inducing more Al/digitalization in sup-
port of labour productivity. Measures fo deduct
labor expenses or subsidize highly skilled special-
ists engaged in vesearch and development, civcu-
lar economy, and renewable energy would pay
off in levms of efficiency and productivity of capi-
tal-intensive industvies.

The rourism sector, manufacturing, ex-
tractive industries as well as ICT sector de-
mand more capital to maich the lahor at the
sectorial level and improve productivity. Reg-
ulatory measures or standavds of opervation or

Jfiscal support to velease funds within fivms, aim-
ing the intensification of capital investments with
a focus on innovalive and green investments,
would lead these sectors toward a more sustain-
able productivity growth path.

There is a strong need to raise awareness
among businesses/MSME’s on the impor-
tance and benefits of innovation and R&D as
ways to address low productivity and lack of
competitiveness. The insignificant share of
financial resources dedicated to innovative
investments and R&D is persistent. Policy
measures addressing R&D/innovation are in-
tensified, however, more needs to be done to
trigger an organizational change at the firm
level able to create a mass of innovative in-
vestments. Thus, it remains within the fo-
cus/leadership of the Ministry of Economy,
Culture, and Innovation to design and lead
an awareness campaign and communicate
with businesses and financial institutions
to induce more funding and investnent to-
ward innovations.
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ANNEX |
THE SURVEY

CHALLENGES: INTERACTION WITH THE
TAX ADMINISTRATION, FORMALIZATION

AND PRODUCTIVITY

The survey is an initiative of the Investment Council. The purpose of the survey is to support
a comprehensive debate based on facts, data and analysis of business concerns in three
main areas (i) interaction with the fiscal administration (ii) informality and (iii) productivity.

The findings and suggestions will be discussed at the next meetings of the Investment
Council and the approved recommendations will be presented to the Albanian Government
for further consideration that may bring changes or legal and regulatory revisions with an

impact on the investment climate.

1. 1. Company age:

Mark only one oval.

<3 years
3-5years
5-10years

>10 years

2. In which Qark is located/operates your business? :

Mark only one oval.

Qarku i Beratit
Qarku i Dibrés
Qarku i Durrésit
Qarku i Elbasanit
Qarku i Fierit
Qarku i Gjirokastrés
Qarku i Korcés
Qarku i Kukésit
Qarku i Lezhés
Qarku i Shkodrés
Qarku i Tiranés

Qarku i Vlorés

3. Organization of your business: *

Mark only one oval.

Sole trader

General Partnerships
Limited partnership
Limited liability company
Joint Stock Companies
Foreign company branch

Representative office
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4. The main shareholder (owning more than 50%) of your company is: * 8. 8. The main shareholders (owning more than 50%) of your company are: *
Mark only one oval. Mark only one oval.
Female Albanian
Male Foreigner
| prefer not to answer Both
5. The annual reported turnover of your company for the last year: * 9. 9. Please select the activity that defines the main economic activity of your *
company:

Mark only one oval.

Mark only one oval.
up to 8 min ALL

8-10 min ALL Agriculture, forestry and fishing

10-14 min ALL Mining and quarrying

over 14 min ALL Manufacturing

Water supply, sewerage, waste management and remediation
Construction

6. What is the average number of staff employed at your company: * Wholesale and retail trade, repair of motor vehicles and motorcycles

Electricity, gas, steam and air-conditioning supply
Mark only one oval.
Transportation and storage

upto9 Accommodation

10-49 Food service activities

50-249 Travel agency/Tour Operators

over 249 Telecommunications, IT and other information services

Professional, scientific and technical activities

Real estate activities

7. Youhavemore ____ workers : * Financial activities
Mark only one oval. Education
Human health services
Female
Arts, entertainment and recreation
Male

Other services
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10. 10. Are you an exporting company? * 12. 12. Please rate your satisfaction with GDT's electronic services. Give your rating
using the rating scale below 1- very satisfied, 2- satisfied, 3- somewhat satisfied, 4-

Mark only one oval. dissatisfied, 5- very dissatisfied

Over 70% of sales Mark only one oval per row.

Between 50% - 70% of sales

Less than 50% of sales i
Access to the electronic

No, | dont export system
Reliability of data

ON INFORMATION, COMMUNICATION AND USE OF INFORMATION TECHNOLOGY BY Accuracy of data processing

THE TAX ADMINISTRATION ] .
Customer service ((existence

of communication
channels/speed of
response/complaints/correct
answers to problems/etc.)

11.  11. How would you rate the communication with the tax administration in the last
two years?

Mark only one oval.

Very Positive
13. 13. Please rate your satisfaction with the customer service provided regarding the

fiscalization process:

Positive
Unchanged
. Mark only one oval.

Deteriorated

Significantly worsened Very satisfied
Satisfied
Somewhat satisfied

Disappointed
Very unhappy
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14.

15.

16.

14. Do you think that the tax service/fiscalization process/etc. needs the
establishment of an electronic telephone service (call center)?

INFORMALITY

Mark only one oval. 17. 17. Please determine if you face competition from informal activities in the sector
where you operate?
Yes
Mark only one oval.
No
Other: Yes
No Skip to question 19
15. Have you participated in training sessions offered in recent years by the Tax
Administration on the implementation of tax legislation? 18. 18. Please rate the nature of informality in your sector, rating 3-phenomena that

Mark only one oval.

Yes

No

16. Please, if you have comments/suggestions about the fiscalization process
(such as problems with the software used for the fiscalization process, support
from operators, etc.)

appear more often and 1-phenomena that appear less often.

Mark only one oval per row.

1 2 3

Tax
avoidance

No
registration

Corruption

Undeclared
work

Under
declared
salary

False
statements

Contraband
goods



19.

19. For each of the factors listed, identify the degree of influence in the decision of
a business to undertake the risk of an informal activity (1- the most important
factor, 2- important, 3- somewhat important, 4- not important, 5 - not at all
important):

Mark only one oval per row.

1 2 3 4 5

Complexity of tax
legislation

Implementation of
tax legislation in
practice

Fiscal burden at
the central level -
TAP/Profit
Tax/VAT

Fiscal burden at
the local level -
Local taxes and
fees

Tax Audits

Relations with the
Tax Administration

Unfair competition

Level of
Corruption

Fiscal
instability/frequent
changes in fiscal
legislation

20.

21.

22.
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20. Do you think that Fiscalization has properly addressed the practical
implementation of fiscal policies and measures for the formalization of the
economy:

Mark only one oval.

Fiscalization has reduced informality

Fiscalization has increased informality

Fiscalization has not brought any significant changes
| do not know

Other:

21. Has Fiscalization affected the costs of fiscal administration?

Mark only one oval.

Fiscalization has reduced administration costs
Fiscalization has increased your cost of administration
Fiscalization has not brought significant change in administration costs

Other:

22. How do you think the implementation of the new income law will affect the level
of informality in your sector?

Mark only one oval.

It will increase informality
It will reduce informality
It will have no impact

| do not know

Other:
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23. 23. Please justify the above answer, Why 26. 26. How would you rate the climate of doing business in the sector where you
operate, based on the following elements:

Mark only one oval per row.

Very Somewhat Not Not
Favorable favorable
favorable favorable  favorable
at all
Registration
licensing
24. 24. From your point of view, what could be some effective incentives to reduce
informality in your sector? Relations with

public

administration

Legal basis, its
complexity

Fiscal burden

Qualification of

employees
25. 25.In the field of Tourism, where some services have benefited from a reduction in Borrowing
VAT to 6%, do you think that this policy has reduced informality in this sector? procedures/costs
Mark only one oval. Inspections

Yes, it has had a significant impact on reducing informality
No, it has not had an impact on reducing informality
| do not know

Other:



27.

28.
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27. From the following factors, directly related to your company, which can be
considered the 3 main obstacles to integration in international value chains:

Check all that apply.

Innovation and Technology in the company

Management skills

The quality of the company's workforce

Availability of labor force

Lack of information on the markets targeted by the company

Competitiveness in the markets targeted by the company (Standards, procedures, fees,
etc.)

Foreign (company) ownership
Financial support
Higher quality marketing

Other:

28. Of the following factors indirectly related to your company, which can be
considered 3 main obstacles to integration in international value chains:

Check all that apply.

Informality

Access to Financing

Infrastructure (roads, ports, airports, etc.)

Logistics (storage, procedure, etc.)

Trade facilitation

Trade policies

Access to Information and Communication Technology

Other:

29.

30.

31.
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29. Defining labor productivity as the (monetary) value that the company receives
from a working day of your employees, how would you rate their productivity in
relation to that of other companies in the sector where you operate:

Mark only one oval.

Much higher
Somewhat higher
Same

Somewhat lower

Much lower

30. Defining labor productivity as the (monetary) value that the company receives
from a working day of your employees, how would you rate their productivity in
relation to that of foreign companies you cooperate with:

Mark only one oval.

Much higher
Somewhat higher
Same

Somewhat lower

Much lower

31. Does it happen to you during a working day, to suspend work due to a
breakdown (eg power outage, the system does not work, you are waiting for
another work process to finish, etc.)

Mark only one oval.

Yes
No Skip to question 33

[ dont know Skip to question 33
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35. 35.If you as a company consider applying measures to increase labor productivity,
how much do you think these measures will increase the cost of your activity?

32. 32.If so, please specify in terms of time, approximately how many minutes these
Mark only one oval.

stops are:
Mark only one oval. 1%
2%
Less than 10 minutes
- 3-5%
From 11 - 30 minutes
> 5%

From 31 — 60 minutes

More than 60 minutes We have no such plans

Other:

36. 36. What regulatory measures would you suggest to become part of economic
policies aimed at increasing labor productivity in your company, choose up to 3

measures?
33. 33. Which of the following measures do you think are the top 3 that would help your
company improve labor productivity? Check all that apply.
Check all that apply. Increasing the minimum salary

Increasing the salary of employees Supporting companies with internal/external training

Improvement of working conditions State intervention through tax reduction/subsidy etc

Digitization of work processes Support for companies in digitizing work processes and using Al;
Introduction of new production technologies Support for companies in improving production technology;
Continuous training of employees in the workplace Support/promotion of companies that adopt improved working conditions
Cooperation with foreign businesses Liberalization of procedures for qualified immigrants;
Other: Other:
34. 34.If you as a company consider applying measures to increase labor productivity, 37. 37.Has the salary increase in public institutions affected the salaries in your
how much do you think these measures will increase productivity? company:
Mark only one oval. Mark only one oval.
1% Yes
2% No
3-5%

| don't think it should have an impact

> 5%
Other:

We have no such plans
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38. 38. What place does the development and introduction of innovation occupy (how 41. 41. Does your company have a dedicated employee training fund?
much attention is paid to it) in your company? Rate from 1 to 5 where 1=Not at all

Mark only one oval.
and 5=Very much) 4

Mark only one oval. Yes

No, we do not have a dedicated fund, but according to the cases

1 Skip to question 43

2 No, we don't because we don't need it Skip to question 43
3 Other:

4

5

42. 42. Please specify what % of the budget goes to employee training.
39. 39. Does your company have a dedicated R&D fund?

Mark only one oval.

Yes, we have a dedicated fund

No, we do not have a dedicated fund, but on a case-by-case basis
Skip to question 41

No, we don't because we don't need it Skip to question 41

Other:

43. 43. Please express other comments or suggestions on issues related to fiscal
administration and the investment climate for further consideration during the work

0,
40. 40. Please state what % of the budget goes to Research and Development of the Investment Council.



BUSINESS CHALLENGES TO ENSURE COMPLIANCE WITH THE LEGAL AND
REGULATORY FRAMEWORK

44. 44. How has the overall regulatory burden on your business changed over the past
three years?

Mark only one oval.

Increased
Decreased

It hasn't changed
Other:

45. 45, Are you aware if initiatives have been implemented over the last three years at
the central and local level to reduce the cost of compliance with the regulatory
framework for business?

Mark only one oval.

Yes
No Skip to question 47

I dont know Skip to question 47

46. 46. Please specify whether the initiatives have helped to save your business time
and/or money?

Mark only one oval.

Yes
No

| dont know

47.
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47. Which of the following areas causes an administrative burden for your
enterprise, measured in man-hours and/or costs incurred? (Put the sectors causing
a load in order of priority (1 = lightest load, 5 = heaviest load).

Mark only one oval per row.

1 2 3 4 5

Labor
legislation
and other
regulations of
working life

Tax
Legislation

Environmental
legislation

Competition
legislation

Personal data
regulations

Public
procurements

Consumer
protection

Legislation in
the field of
accounting
and auditing

Trade
legislation

Issues related
to customs

Number of
inspectorates
and/or
frequency of
inspections
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OBJECT &
METHODOLOGY
L

METHODOLOGY
« Structured questionnaire

@ - Sent by email fo companies
* Questionnaires completed
anonymously online by 601

businesses

SURVEY OBJECT

(i] Interaction with the fiscal
administration, GDT

*The survey includes data
reported during the period
January - February 2024

(i) Informality

(iil} Innovation and labour

productivity
[
MAIN
CONCLUSIONS
01 02 03 04 05
IMPROVED WELL-ACCEPTED FISCALISATION INCREASING PERCEPTION OF
) . INFORMALITY
COMMUNICATION DIGITIZATION e e I.I._ER(;II\I:I.ING .
Communication Businesses in evaluation in terms To a considerable extent,
with the central tax are fairly satisfied of customer service Businesses have business accepts the existence
administration has with electronic in the fiscalisation increased their of informality, more than in
improved and the services compared system, increasing from participation in 2019, but less than in 2022.
improvement has to 2022, even though 2022, but the need GDT training - Agnculture, the processing
been continuous. there is still room for for the existence of a although still in industry, and services perceive
improvement, mainly communication channel low numbers. more informality. Energy

in the elements of
data reliability and
customer service.

(call centre) to support
users is still expressed.
Fiscalisation is
evaluated in its impact
on reducing Informality
in the country but with
increased costs to
businesses.

perceives less informality
compared to other sectors.
Informality in its highest
form appears as tax evasion,
unregistered work, and non-
registration—a trend preserved
over the years.
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el 1 BUSINESSE

CONCLUSIONS 601 BUSINESSES
8[5) 0/ 08 09 10 Organisational structure of your business (% of total): County where you carry out your activity (% of total):
THE MOST THE THE BUSINESS THE AVAILABILITY OF PRODUCTIVITY
IMPORTANT FACTOR  REDUCTION CLIMATE THE LABOUR FORCE A ot g
that promotes OF VAT IN has improved is considered the they are equally oo
informality is the R in terms of main disadvantage in productive
fiscal burden at the has reduced registration and 2024, at a time when domestically but o S hader \ _ Elbasan
central level, which informality licensing but not in 2022, availability are less productive R »

has replaced the
unfair competition

in the years 2019 -
2022. The new law
on income continues
to be considered as
an element that will
increase informality in

according to the
perception of
the sector itself.

in terms of the
procedures/costs of
borrowing and the
fiscal burden in the
country.

when compared
to companies
operating abroad.

was the 4th factor in a
row considered as an
obstacle to integration.
Informality is still
considered the main
obstacle to integration for
Albanian companies.

Others

Size of your business by last
year's turnover (% of total)

M Limited liability company

Qarku i Tiranés <}/ Gjirokastér

Shkodér

What is the average number of
employees in your business (% of total)?

the country.
oer 4mn AL [ 35% Over 249 employees | 1%
prosmn L | 4% oo emioers | 13
l E E E 8-10 min ALL - 1% 50-249 employees . 6%
CONTINUOUS INCREASED INNOVATION WAS THE REGULATORY 0
TRAINING STATE SUPPORT  CONSIDERED BURDEN 0-14mnaL [ 9% 10-49 employees [ 20%
_ TO RECEIVE " 0%  10% 20% 30%  40%  50% 0% 0% 40% 0% 80%
along with salary towards CONSIDERABLE as an additional cost
increases can bring subsidies, ATTENTION to the business is i
an increase in labour  training, and - largely estimated to be Age of your company (% of total) Sector (% of total)
productivity according  technologies from companies during the fiscal burden and
to the perception of would help 2021 (the post-pandemic  the inspectorates (the roursm actviies I 10%

the business. To a
significant extent, the
business declares
taking measures to
increase productivity
at work.

companies in the
country increase
productivity at
work.

period), although
not supported with a

dedicated fund, compared

to 2024. Companies

in most cases train
employees based on the
needs of the moment
and they do not have a
continuous dedicated
budget line for this.

number and frequency
of inspections).

5 -10vears [ 26%
3 -5years - |2%

>10vears - | 547
<3 years -8%

Trade [ 9%
sevices I N 54%
construction [ 8%
cr W 4%
ndustry [ 10%
energy | 1%
Agriculture, forestry and fishing [l 3%

0% 10% 20% 30% 40% 50% 60%



COMMUNICATION
WITH GDT

The comparison over the
years shows that
communication with the
GDT is perceived
positively and mostly
not in deterioration.

52% of companies
perceive communication
as positive/very
positive, while 32%
consider communication
unchanged.

The
perception
is the same
for female
administrators
as well as
male ones.

72

How would you rate the change in the communication
of the tax administration in the last two years?

80%
70%

60% o/ 400 52%
% 497%48% 2019
40% 33%33% 32% " z?éi
30% 0
20% 18% 20% (5 '
10% L

0%

Deteriorated Unchanged Improved

How would you rate the communication with the
tax administration in the last two years (% of total)? (2024)

oo [
oo | 32%
Deteriorated

oreted Y 16%

0% 10% 20% 30% 40% 50% 60%

How would you rate the communication with the
tax administration in the last two years (% of total)? (2024)

60%

2% 33%

50%

40%

32%

30% 28%
20% 19%
° -" 15% I I

10%

0%
Deteriorated Unchanged Improved

= Female == Male

SATISFACTION WITH THE
ELECTRONIC SERVICES OF THE GDT

Satisfaction with electronic
senvices, although
increasing compared to
2022, is still lower than in
2019 across all three
evaluated elements.

Access to the electronic
services of the GDT is the
most highly rated element
by businesses, while
customer service and data
reliability have the lowest ratings
from users for the year 2024.

FISCALISATION
- CUSTOMER SERVICE

Compared to
2022, there is an
increase in
the rating of
customer
service
regarding the
fiscalisation
Process.

73
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Rate your satisfaction with the electronic services of
the General Directorate of Taxes

"satisfied/very satisfied"
o B6% o
51% - 56%
60% 52% o 54%
0,
50% 45% - 2%
40%
30%
20%
=2019
10% 2022
0% : #2024
Access to electronic Reliability Accuracy of
form filling of data data processing

Satisfaction with GDT electronic services (2024)
"very satisfied"

Customer service NN 24%
Accuracy of data processing NI 25%
Data reliability [ 24%

Access to the electronic system [N 21%

Rate satisfaction with customer service provided
in connection with the fiscalization process:

60%
54%
50%
0,
40% 24, : 3%
29% 30%

30% 0
20% 1%
10% -

0%

Satisfied Somewhat Dissatisfied
/Nery Satisfied satisfied / Very Dissatisfied

2022 W 2024



FISCALISATION
- CUSTOMER SERVICE

Roughly 1 in 6
companies express
satisfaction with the
customer service
regarding the fiscalisation
process, but 11in 7
companies express that
this service needs the
establishment of a call
centre to respond to
users. The same trend
as two years ago.

LEGAL TRAINING -
GDT

Despite the low
number of
businesses
participating in GDT
training compared to
previous years, there
is an increase in
the number of
businesses
participating in such
training.

74

Please rate your satisfaction with the customer
service provided regarding the fiscalisation process: (2024)

improved N 54"
Unchangeo | 30

Deteriorated | 1%

0% 10% 20% 30% 40% 50% 60%

Do you think that the tax service/fiscalisation process/etc.

needs the establishment of an electronic telephone service (call center)?

oo 19%

o 69%
50%
40%

30% 21%

0% I9%.
10% z% 4%

0%

Yes No Don’t know
2022 w2024

Have you participated in training sessions offered in recent years

by the tax administration on the implementation of tax legislation? (2024)

Yes

No

I
P

0% 10% 20% 30% 40% 50% 60% 70% 80%

Have you participated in training sessions offered in recent years

by the tax administration on the implementation of tax legislation? Yes

2024

2022

2019

2018

2017

F T 2%
B T 23%
W T (9%
T (5%

BT TN 18%

0% 10% 20% 30% 40%

INFORMALITY

Businesses' perceptions
of informality continue
to be at high levels,
with more than one in
seven companies
believing they face

informality in their activities.

The trend is somewhat
lower compared to 2022,
although it is increasing
compared to 2019.

Female
administrators
perceive
informality
higher than
male
administrators.

78%
76%
74%
72%
70%
68%
66%
64%
62%
60%
58%
56%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%
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Please determine whether you face competition from
informal activities in the sector in which you operate? Yes

1%
14% 3%
1%
i
2017 2018 2019 2022 2024

Please determine whether you face competition from
informal activities in the sector in which you operate? (2024)

81%
11%

29%

19% -

No Yes

= Female = Male



INFORMALITY

Please determine whether you face competition from informal
activities in the sector in which you operate? (2024) Yes

90% g
80%
80%
69%
3%
60%
50% .
40%

40%
30%
20%
10%

0%

Agriculture,  EN€rgy Industry IcT
forestry and fishing
INFORMALITY

- BUSINESS PERCEPTION

Please assess the nature of informality in your sector: (2024)

Contraband goods  p—— 3%
False declarations  p—— 45%
Unreal wages s 437%
lllegal work  p————— 507
Corruption  p—— 50%
Non-registration  p————— 5%
Tax evasion  p——— 56

Tax evasion is confirmed as the
main form of informality in
years, followed by undeclared
work and non-registration.

76

Agriculture, trade, and services
are the sectors with the highest
perception of informality.

85%

1%
I I 67%

Services Trade Tourism activities

Please assess the nature of informality in your sector: (2022)

tegal work [ EEEGGG— 587%

Corruption (G 5'%
Non-registration [ 50%

Tax evasion | 54%

0% 20% 40% 60%  80%  100%

Please assess the nature of informality in your sector: (2019)

o v I 70%

conoton | 75%
onvgston. | 60%

Torouson | 84%

0% 20% 40% 60% 80%  100%

NATURE OF INFORMALITY
BY SECTORS

Please rate the nature of informality in your sector (2024)

Industry
| 65%
Wk 69%
2022 Az e
-

41.5%
49%

0% 10% 20% 30% 40% 50% 60% 70%  80%

m Undeclared work
w Corruption
m No-registering

m Tax avoidance

THE MOST IMPORTANT FACTOR
THAT PROMOTES INFORMALITY

The perception of businesses
during the years 2019 and
2022 that unfair
competition was the
primary factor driving
informality has been
replaced by the central fiscal
burden in 2024.

For each of the listed factors, determine the level of influence
on a business's decision to engage in informal activities: (2019)
"important/very important"

Unfair competition _ sa%
Level of Corruption _ 81%
Fiscal burden TAP/Profit ToovaT R 957/
Practical application of tax legislation _ 19%
Relations with the tax administration _ 7'%
Conptncs it e coenrs I 7%
Tacausts N 68%
Complexity of tax legislation _ 51%
Fiscal burden Local tax _ ﬁﬁ%

0% 20% 40% 60% 80%  100%
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Please rate the nature of informality in your sector (2022)

Construction

A 42%
52%
58%
67%

2019 _néfﬁ

0% 10% 20% 30% 40% 50% 60% 70%

42%

Business perception on the nature of informality (2019)

Services

%
2%
B 46%
SOl 40%

52.6%
2019 484%
5%

0% 10% 20% 30% 40% 50% 60% 70% 80%

For each of the listed factors, determine the level of influence on a
business's decision to engage in informal activities: (2024)
"important/very important"

Fiscal burden at the central level - TAP/Profit TaxVAT I 74Y
Unfair competition 1%
Fiscal instability/frequent changes in fiscal legislation [ n]%
Implementation of tax legislation in practice [ NNEGEGGEGEEEEN Eg%
Level of corruption [ 67%
Complexity of tax legislation [ 63%
Fiscal burden at the local level - Local taxes and fees [ 62%
Relations with the tax administration [ NEGEGGGEGEGEEEE 58%
Taxaudits NG 550/
0% 10% 20% 30% 40% 50% 60% 70% 80%
For each of the listed factors, determine the level of influence

on a business's decision to engage in informal activities: (2022)
"important/very important"

Unfair competition _ ss%
Level of corruption — 61%
Implementation of tax legislation in practice _ E‘%
Fiscal burden at the central level - TAP/Profit Tax/VAT _ 6400
Relations with the tax administration _ sz%
Complexity of tax legislation _ sz%
Fiscal burden at the local level - Local taxes and fees _ 57%
s | 55%

0% 10% 20% 30% 40% 50% 60% 70% 80%



INFORMALITY

Fiscalisation has
influenced the
reduction of informality
based on the perception
of businesses, according
to 65% of respondents.

Meanwhile, half of the
companies perceive an
increase in
administrative costs.

THE NEW LAW
ON INCOME

48% of companies perceive
that the new law on
income will increase
informality in the country;
the same trend as two years
ago when this law was
announced.

The difference in this case
involves companies that are
doubtful about the effects of
the new Law on Income.
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Do you think that fiscalisation has properly addressed the practical implementation
of fiscal policies and measures for the formalization of the economy? (2024)

Other . 5%
I do not know - |8%

Fiscalisation has not brought about any significant changes I 2%

Fiscalisation has increased informality - |u%
Fiscalisation has reduced informality _ 65%

0% 10% 20% 30% 40% 50% 60% 70%

Has Fiscalization affected the costs of fiscal administration? (2024)

Other I 0
2%
Fiscalisation has not brought significant — 27(y
change in administration costs 0
Fiscalisation has increased your cost of administration _ 5'%
Fiscalisation has reduced administration costs - zu%

0% 10% 20% 30% 40% 50% 60%

How do you think the implementation of the new income
law will affect the level of informality in your sector?

60%

s 90% 48y,

40%
S0 2% 25%
10% | . 8% .

Y

0%
[t will increase It will reduce It will have Don’t
informality informality no impact know

2022 w2024

REDUCTION OF VAT

IN TOURISM

38% of all companies believe
that the reduction in VAT in

tourism has not resulted in
a decrease in informality.

Meanwhile, within the tourism
sector itself, 4 out of 10
companies believe that the
reduction in VAT has had
a noticeable impact on
decreasing informality.

BUSINESS
ENVIRONMENT

Registration and licensing are
considered the most favourable
elements by the respondents.
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In the field of tourism, where some services have benefited from a reduction
in VAT to 6%, do you think that this policy has reduced informality in this sector? (2024)

Other - 5%
oot | 33%
No.t e ot o e, [ 35
imvest o e I 24

0% 5% 10% 15% 20% 25% 30% 35% 40%

In the field of tourism, where some services have benefited from a reduction in VAT to 6%,
do you think that this policy has reduced informality in this sector? (2024)

e I T 2%
0
No, it has not had an impact
anreiors oy [ 34%
Yes, it has had a significant

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Meanwhile, procedures/costs of obtaining
credit and fiscal burden are the least
favourable elements for the surveyed companies.

How would you rate the climate of doing business in the
sector where you operate, based on the following elements? (2024)

90%
80%
70%
60%

50%

ey 3%

30%
20%
10%

0%

(facilitating)

18%
66%

48%

2% 4% I

Borrowing Fiscal
procedures/costs burden

Legal basis, Qualification Relations Licening Registration
its complexity of employees with public
administration



COMPETITIVENESS

In 2024, the availability of the workforce
is considered unfavourable, while in 2022,
availability was the fourth factor in line.

From the following factors, directly related to your
company, which can be considered the 3 main obstacles
to integration in international value chains (2022):

From the following factors, directly related to your
company, which can be considered the 3 main obstacles
to integration in international value chains (2024):

Konkurrueshméria né tregjet e synuara nga — 24% e

kompania (Standardi, procedura, tarifa etj) Higher quality marketing

Mungesa né informacion mbi 0, o
tregjet e synuara nga kompania 23/’ Financial support

I 5‘7 Foreign ownership (of the company)
0

Competitiveness in the markets targeted by the
company (standards, procedures, fees, etc.)

Disponueshméria e forcés sé punés

Cilésia e Forcés sé punés té kompanisé IE% Lack of information on the
markets targeted by the company
Aftésité menaxheriale 6% Availability of labour force

The quality of the company's workforce

Inovacioni dhe Teknologjia né kompani |4% Management skills

Innovation and technology in the company
Foreign ownership (of the company) |% .
- 0% 2% 4% 6% 8% 10% 12% 14% 16% 18%

0% 5% 10% 15% 20% 25%

In 2024, informality, trade policies, Informality was also the main barrier
and access to finance are considered identified in 2022, while in second place was
the main barriers to integration. access to finance, followed by trade policies.

Of the following factors indirectly related to your company, which can be
considered 3 main obstacles to integration in international value chains?
30%

25%
25%
2%
19% 9%
20% "% IB/
15% 12%
0 0/ 110
10%
5%
° I II %%
0%
Informality Access Infrastructure Logistics Trade Trade Access to information Other
to finance (roads, ports, (storage, facilitation policies and communication
airports, etc.) procedure, etc.) technology

2022 w2024

80%

70%

60%

50%

40%

30%

20%

10%

0%

81

PRIVATE SECTOR CHALLENGES:
INFORMALITY, PRODUCTIVITY,
AND INNOVATION

PRODUCTIVITY

Defining labour productivity as the (monetary) value that the company receives
from a working day of your employees, how would you rate their productivity
in relation to that of other companies in the sector where you operate? (2024)

More than 4 out of
10 companies
perceive
themselves as
equally productive
as their competitors
in the country.

their staff to be more productive their staff to be equally

Sectors such as energy or ICT consider ‘ While traditional sectors consider
than the competition within the country. productive within the country.

Defining labour productivity as the (monetary) value that the company receives from a working day of your employees,
how would you rate their productivity in relation to that of other companies in the sector where you operate? (2024)

68%
60% 62%
3% . 3% 3%
0 U 0
Ili% s% ok I Il - |7% 2"
Agriculture, Energy Industry Construction Services Trade Tourism
forestry and Activities
fishing

= Lower m Same w Higher



PRODUCTIVITY

More than 4 out of 10
companies perceive
themselves as less
productive than their
counterparts outside
the country.
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Defining labour productivity as the (monetary) value that the company

receives from a working day of your employees, how would you rate their
productivity in relation to that of foreign companies you cooperate with? (2024)

13%

Don’t know

44

Lower

24%

Same

7%

Higher

Tourism and ICT perceive a productivity to some
extent equal to the foreign competition, in
contrast to other sectors that perceive to be much
less productive than the foreign competition.

Defining labour productivity as the (monetary) value that the company receives
from a working day of your employees, how would you rate their productivity
in relation to that of foreign companies with which you cooperate? (2024)
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PRODUCTIVITY

Does it happen to you during a working day, to suspend work
due to a breakdown (e.g. power outage, the system does not work,
you are waiting for another work process to finish, etc.)? (2024)

If s0, please specify in terms of time,
approximately how many minutes these stops are (2024):

Less than 10 minutes

From 11 - 30 minutes

More than 60 minutes

From 31 = 60 minutes

Continuous employee training, along with
increasing employee wages and collaboration
with foreign businesses, are considered the main
measures to increase productivity.

Which of the following measures do you think are the top 3 that
would help your company improve labour productivity? (2024)

Other I I%

Cooperation with foreign businesses _ "%
Continuous training of employees in the workplace _ 24%
Introduction of new production technologies _ I3%
Digitisation of work processes _ M%
Improvement of working conditions _ "%
Increasing the salary of employees _ 20%

0% 5% 10% 15% 20% 25%
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PRODUCTIVITY

77% of companies plan to take measures to increase
their productivity at work, with 1 in 2 companies
aiming for an increase of more than 5%.

If you as a company consider applying measures to increase labour productivity,
how much do you think these measures will increase productivity? (2024)

onss N 57+
o [ %
Up to 2% - 6%

Upto 1% IZ%

0% 10% 20% 30% 40% 50% 60%

36% of companies expect an
increase of up to 5% in response to

taking measures to increase productivity.

If you as a company consider applying measures to increase labour productivity,
how much do you think these measures will increase the cost of your activity? (2024)

o |
oo I
woz | 13%
Upto 1% -G%

0% 5% 10% 15% 20% 25% 30% 35% 40%

PRODUCTIVITY

What regulatory measures would you suggest to become part
of economic policies aimed at increasing labor productivity
in your company, choose up to 3 measures? (2024)

Liberalisation of procedures _ a%
for qualified immigrants
Support/promotion of companies that _ "%
adopt improved working conditions
Support for companies in _ Iz%

improving production technology

Support for companies in digitising _ 9%
work processes and using Al
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State intervention, such as tax
reduction/subsidies, is considered the
most supported regulatory measure by
businesses (1 in 3 companies).

tax reduction/subsidy, etc.

Supporting companies with _ I7%

internal/external training

%
Increasing the minimum wage _ " 0

0% 5% 10% 15%

46% of companies
declare that they
have increased
wages following the
government's policy
to increase wages in
the public sector.

25% 30% 35%

Has the salary increase in public institutions
affected the salaries in your company? (2024)

19%

| don't think
it should have
an impact

46%

34



INNOVATION

attention to innovation in their company, while 1 deterioration

More than 4 out of 10 companies pay considerable The data shows a
out of 5 companies do not pay any attention at all. compared to 2021.

What place does the development and introduction of innovation
occupy (how much attention is paid to it) in your company?

' 0
There is considerable attention F 73/0
45%
0
Moderately paid attention ﬂ 0
34%

No attention is paid to it at all

0
4% .
N 1%
0% 10% 20% 30% 40% 50% 60% 70% 80%

=2021 =2024

In general, funds related to R&D are allocated on
a case-by-case basis, with only 6% reporting
having a dedicated fund for R&D, indicating

a deterioration compared to 2021.

Does your company have a dedicated R&D fund?

No, we don't because we don't need it I“
40%

No, we do not have a dedicated fund, _ 76%
but on a case-hy-case basis — 5 4%

i 0
Yes, we have a dedicated fund 14 A]
0
%
0%  10%  20%  30%  40%  50%  60%  70%  80%  90%

= 2021 = 2024
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INNOVATION

It appears that companies train
employees only on an ad hoc basis and
do not have dedicated funds for training.

Does your company have a dedicated
fund for employee training?

0,
No, we do not have a dedicated 7A‘

B 0000 A
I 24%

No, we don't because
we don't need it

Yes - 38%
| 16%

0% 10% 20% 30% 40% 50% 60% 70%
= 2021 =2024

REGULATORY
BURDEN

How has the overall regulatory burden on your
business changed over the past three years? (2024)

0
6 out of 10 34A)

companies have No change

a8%

declared an
increase in the
regulatory burden
on businesses in the

last 3 years. 9%

Decreased

Increased
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REGULATORY
BURDEN
The information and communication, construction, The energy, industry, and agriculture
and services sectors perceive an increase in the regulatory sectors perceive less of an increase in the
burden in the last three years. regulatory burden.

How has the overall regulatory burden on your
business changed over the past three years? (2024)
"It has grown"

Tourism activtes - [ 557
Trace N 46
senices - | 605
Constructon . . 63

Inormation and communication | /2

industry - N 43

Enerey | 20
Agicutture, forestry and fisheries - I 47%

0% 10% 20% 30% 40% 50% 60% 70% 80%

Are you aware if initiatives have been implemented over the

AND INNOVATION

REGULATORY
BURDEN

Please specify whether the initiatives have helped
to save your business time and/or money? (2024)

Out of the 9% of 20%

companies that declare !
they are aware of Don’t know

measures to reduce
compliance costs within
the regulatory framework,

almost 6 out of 10
companies report
that the incentives
have saved
time/money in their
operations.

59% W 21%

es

last three years at the central and local level to reduce the cost of ;I1'ax I?g'ts Ia;'of' '.s tasts_essl;e d ca’s ﬂf]e area W't.h the
compliance with the regulatory framework for business? (2024) Srilze el el s I e S Ie F el ke,
followed by inspections/inspection frequency.

v/
64% are unaware 27 0

of any initiatives to Don’t know
reduce compliance
costs within the
regulatory
framework.

Which of the following areas causes an administrative burden for
your enterprise, measured in man-hours and/or costs incurred? (2024)

Tax Legisetion [ 45/
Number of inspectorates and/or frequency of inspections _ 4'%
Competition legislation — 33%
Legislation in the field of accounting and auditing _ 32%
issues related to custorns [ 3“%
Labor legislation and other regutations of working ife [ 29%
Public procurements _ za%
Commercial legislation _ za%
Environmental legislation _ zs%
Consumer protection _ 24%
Personal data regulations _ Ia%

0% 5% 10% 15% 20% 26% 30% 35% 40% 45% 50%
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FISCAL POLICY AND
VAT IN ALBANIA

iscal policies have a significant im-
pact on the economy, affecting the
performance of public revenues, the
behaviour of economic agents, eco-
nomic growth, redistribution of income, invest-
ment, and employment, as well as macroeco-
nomic stability. Fiscal policies related to VAT
have an impact on:
Consumption
» Investments
» Competition
» Public finances
Impact on consumption: Changes in VAT rates
can affect consumer decisions. An increase
in the VAT rate can lead to higher prices for
goods and services, which can reduce consum-
ers’ purchasing power and market demand for
them. Conversely, a reduction in the VAT rate,
making products cheaper, stimulates con-

¥

sumption, which goes directly to increasing de-
mand, but also supply, influencing productivity
growth.

Investment incentives: Fiscal policies related to
the VAT rate can also have an impact on busi-
ness investments. Such tax incentives for cer-
tain sectors or specific investments can en-
courage businesses to invest more in them,
which leads to economic growth.

Domeestic and international compelitiveness: Poli-
cies related to VAT can affect domestic compe-
tition positively when they do not promote dif-
ferentiation within a sector or industry, as well
as in the international market when they do not
match the same applications with the region
or beyond. High VAT rates can make domestic
products more expensive than imported prod-
ucts, weakening domestic businesses’ compet-
itiveness.

Management of public finances: VAT revenues
represent a significant part of the tax reve-
nues collected by the government. Therefore,
tax policies related to VAT play a decisive role
in managing public finances and financing in-
vestments and public services.

SOME IMPACTS OF POLICIES RELATED
TO THE IMPLEMENTATION OF VAT.
Reduced VAT for accommodation structures:
Included in the scope of the reduced VAT rate
of 6% are all accommodation service structures
(hotels and some other supplies of goods and
services), positively impacting the perception
of the reduction of informality, according to an
important part of respondents.

Meanwhile, the application of a reduced VAT
rate for the tourism sector according to the le-
gal basis in force is presented:

a) The reduced rate of VAT is applied to the ac-
commodation service in accommodation struc-
tures, specifically for sleeping including break-
fast. It does not apply to other services such as
bars, restaurants, swimming pools, etc.

b) The reduced rate of VAT is applied to any ser-
vice provided within the accommodation struc-
tures “Hotel/Resort with five stars, special sta-
tus”, and which are holders of a registered and
internationally recognized trademark “brand
name”.

FExempt VAT above a threshold for investments:
The importation of machinery and equipmentis
exempt from the application of VAT to carry out
investment contracts with a value of over 500
MIn ALL. Previously, this exemption threshold
was ten times lower. The immediate increase of
this threshold creates a gap beyond which only
a limited number of businesses, mainly those
operating in the field of energy, benefited. But
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in the current situation when almost 90% of
businesses in the country are considered small
and medium, they are not encouraged to invest.

VAT exempted for the importation of yachts and
other watercvafi, which ave used jov tourism and
entertainment purposes:

This measure is not in accordance with the Eu-
ropean VAT directive, directly influencing the
increase of exemptions without bringing much
efficiency. The impact may be partially due to
a limited number of operators but without in-
fluence on the tourism sector in general. Mean-
while, weighty interest groups in the sectors
where they operate demand a reduction in the
VAT rate for some basic food products, but which
have not yet taken a seat at a discussion table.
VAT reduced umnevenly jor some services of the
same nature:

The supply of services and part of goods, from
accommodation structures, five-star hotels/re-
sorts, and structures certified in agrotourism,
is taxed at a reduced VAT rate of 6%. Howev-
er, this norm is applied differentiated even be-
tween the above structures and within a struc-
ture. One group applies the reduced rate only
for sleeping, another applies this rate for any
type of supply of goods or services, while the
agribusiness group cannot apply the reduced
rate for the sale of drinks of any kind. Such dif-
ferentiations, in addition to complicating the
implementation, increase the administrative
cost of the tax administration and the risk of
evasive tendencies.

Implementation of VAT in the agro-processing and
agriculluval seclors.

Starting from 2022, changes made to the fiscal
policy have increased the burden on business-
es, farmers, and consumers themselves.



A. The VAT compensation scheme for agro-
processors was completely changed.

With the provisioning of the zero rate of com-
pensation, this scheme has become difficult to
implement effectively since there is no longer
an incentive for the participants, whether farm-
ers or collectors-processors. In this case, the
following policy only increased the difficulties
and sectoral problems, starting from informal-
ity, cost increases, and reduction of benefits for
actors. The perception of the increase in infor-
mality by the respondents is significant and
must be understood correctly. It would be good
if a study had been carried out on all the prob-
lems of this sector, with the involvement of the
ministries of finance and agriculture, represen-
tatives of the agro-processing sector, and the
farmers themselves, then to conclude with ap-
propriate fiscal policies.
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B. VAT on the supply of agricultural inputs.
The supply of agricultural inputs (chemical fer-
tilizers, pesticides, seeds, and seedlings) has
been exempted from VAT. However, it was in-
cluded among the taxable supplies, with a tax
scarf of 10%, which nevertheless affected the
increase in the price of these inputs.

Frequent change of the VAT registvation threshold.
In the last ten years, the VAT registration
threshold has changed three times. From ALL 5
million to 2 million (which resulted in increased
costs for thousands of small businesses), and
became ALL 10 million only after two years.
Without being influenced by the positions of
each interest group involved in the field of VAT
implementation, such changes have a consid-
erable impact on the taxpayer’s base for VAT;
therefore, it is recommended that comprehen-
sive studies precede such changes.

ANNEX [V
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IC RECOMMENDATIONS
FOR THE FISCAL POLICY

2015-2023

“FOR IMPROVING THE QUALITY
OF DIGITAL PUBLIC SERVICES TO
BUSINESSES" - OCTOBER 2023

Re-engineering of administrative practices
and procedures related to the filing of finan-
cial statements, taking advantage of the func-
tionalities offered by digitisation, as an oppor-
tunity to reduce the administrative burden for
both business and administration. Currently,
there is an increased administrative burden
for the business related to the filing of finan-
cial statements according to different formats
in two institutions, respectively GTD and NBC,
according to legal obligations arising from
two different laws. Specifically, based on Law
No. 9723, dated 03.05.2007, “On the National
Business Centre”, amended, article 43, point 3
(a), entities are obligated to submit annual fi-
nancial statements, the business performance

report and the audit report, maintained in ac-
cordance with legal requirements when the re-
tention of these documents is mandatory. Their
submission is currently done online at NBC in
electronic format and by July 31 of the follow-
ing year. Meanwhile, a similar obligation is also
imposed on businesses based on Article 22 of
Law No. 25/2018 “On accounting and financial
statements”, requiring the submission of finan-
cial statements and explanatory annexes to the
GDT within 7 months from the reporting date
(March 31 of the following year). Based on the
goal of the digitisation to streamline the pro-
cess of information and procedures, to simpli-
fy and facilitate the bureaucratic steps that are
performed or administered by public admin-
istration institutions and to increase their effi-
ciency according to the one-stop shop concept,
unification of the above procedures would be a
reasonable measure, with mutual benefits and
would require only a few legal amendments.



"FROM LOW WAGES TO LABOUR
PRODUCTIVITY" - APRIL 2023

»

Part-time staff and social contributions:
The pervasive issue of undeclared employ-
ment, directly linked to the informal econ-
omy and low productivity in MSMESs, per-
sists despite various measures taken. This
systemic problemis evidentinboth fully un-
registered and partially undeclared employ-
ment. Our observations and feedback from
businesses, particularly in the services and
tourism sectors, confirm that inflexible so-
cial and security contribution systems are
key drivers of this issue. Employers are re-
quired to make full monthly contributions
for part-time employees or those who work
only a few days per month. Furthermore,
undeclared employment contributes to
high employee turnover rates, particularly
in the tourism sector, which struggles to
sustain yearround, full-time employment
due to its seasonal nature. To tackle these
intertwined issues could be facilitated
the implementation of proportional so-
cial and security contributions for part-
time employment while advocating for fair
hourly wages. When determining monthly,
weekly, or daily rates, workers should re-
ceive compensation equivalent to that of
a full-time employee as mandated by the
country’s labor laws. Overtime pay should
not be factored into the calculation of min-
imum wages, as it constitutes noncompli-
ance to require overtime work to meet the
legal minimum wage. Part-time employees
should receive a minimum wage propor-
tional to their working hours?*.

24 1LO
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Other

»

»

»

The establishment of a working group fo-
cused on also the allowances and bonuses,
which are already old as notions and the
fiscal treatment must be adjusted to have
the appropriate fiscal treatment. Also, the
government should support regarding the
fiscalization of salaries, i.e. CATS system
to allow calculation of gross and net sala-
ry. The system should allow the business
to upload the payroll document from excel
directly into the system, since payroll takes
up a large amount of finance departament
work. Support can be given through grants
or guarantees for sectors that have poten-
tial and needed support.that can be offered
in this direction as well as for sharing the
cost of training for employees in order to
keep them on the job as long as possible.

In the fiscal system, the TIPS system should
be supported by reporting it separately
since all foreign tourists prefer to pay by
card. If the TIPS system were to be included
in the fiscal system, it would enter the busi-
ness turnover, which would also be accom-
panied by the payment of tax.

Aiming the reduction of the cost of us-
ing credit cards, increasing the number of
transactions is one of the main criterias to
be considered, but the best solution would
be to set up a national switch (vetting op-
erator) which does not bear the costs of
international operators. The Albanian As-
sociation of Banks and commercial banks
should engage in a proactive manner in this
direction, since the BSH has constantly in-
structed this element to the banks.

IC SECRETARIAT'S SUGGESTIONS ON
DRAFT-BIDS 2021-2027 - JUNE 2021

»

Sustainability, harmonization and simplifi-
cation of fiscal policy measures towards in-
vestments and SMEs - may be the moment
to think about a “guillotine/substantial fis-
cal reform” stabilization of the fiscal legal
and sub-legal framework. Frequent chang-
es over the years, although in most cases
have consisted regarding the provisioning
of incentives and mitigation measures for
certain categories of taxpayers, have cre-
ated many tax exemptions and fragmen-
tations in rules and specific criteria appli-
cable to specific categories of taxpayers,
which if not well-managed can produce
the counter effect in terms of formalizing
the economy. For their good governance, in
the short term, the following are required:
(1) additional resources, an efficient, fast,
non-bureaucratic and accountable admin-
istration; (2) transparency of sectoral incen-
tives applicable to investors and stakehold-
ers through the preparation of a systematic
inventory (periodically updated). While in
the medium term, it is suggested the sub-
stantial revision and preparation of new
laws such as Law 9920/2008, “On tax pro-
cedures”, “ Law 9632/2006 “On the local
tax system”, and especially Law 8438/1998
“On income tax” which has been object of
previous discussions and does not prop-
erly reflect the economic context of busi-
ness and individuals. This component is
very important and should be part of the se-
rious commitment of the government and
the MFE as the institution responsible for

»
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the implementation of BIDS to enable the
efforts to deliver the expected results, as
well as to increase trust in institutions and
governance after the COVID-19 health crisis
and the earthquake. of November 2019.
Continuity between the proposed new
strategy and the legal and regulatory ini-
tiatives undertaken in recent years to im-
prove the investment climate and make
transparency of their current status to the
stakeholders involved. While the Strategy
highlights its connection with the strategic
objectives of the Albanian government and
the national and international legal frame-
work, it does not highlight some of the le-
gal initiatives such as: the draft law “On the
Support and Development of Innovative
Startups”, or the draft “On Unified Invest-
ments Law” which have been previously
and extensively consulted also in dedicat-
ed IC meetings. It is not clear whether the
strategic vision regarding the legal frame-
work is oriented towards further prolun-
gation of law 55/2015 “On Strategic Invest-
ments” and the maintenance into force of
law 7764/1993 “On Foreign Investments”,
or the approval of the draft “On Unified In-
vestments Law” already prepared with the
assistance of IFC. Also, although the Strat-
egy has a separate reporting section on
the progress of TEDA, it does not provide
a consolidated strategic approach or plan,
on how to implement them according to
law spirit, attracting foreign investment in
this area, nor a link to structural measures
such as the establishment in 2019 of the Al-
banian Investment Corporation.



PROPOSALS ON ECONOMIC RECOVERY

ALBANIA POST COVID-19 - JUNE 2020

» Inthe context of previous analyses and sug-
gestions made by IC during the past 5 years,
itis worth reemphasizing the following ele-
ments. They could create positive momen-
tum and a competitive package comparing
to other countries of the region, as request-
ed by business associations and chambers
of commerce, as well as would converge
with the ambitions for the adoption of the

unified investment law within 2020.

» The importance of formalizing the
economy (analysed by the IC since
2015), remains an important challenge
for the country and especially for tour-
ism, agriculture, services, etc., where
informality is displayed in various ty-
pologies and a determining factor to
underpin fair competition. Both crises
caused by the earthquake and Covid-19,
create premises for increased informal-
ity, but also make it difficult for the gov-
ernment to provide timely support to
beneficiaries.

» Stabilization of the fiscal legal and
sub-legal  framework®.  Frequent
changes over the years, although in
most cases have consisted on the pro-
visioning of incentives and mitigation
measures for certain categories of tax-
payers, have created many tax exemp-
tions and fragmentations, in rules and
specific criteria applicable to specific
categories of taxpayers, which if not

25 Thisis especially velated to tax procedures and relevant
guidelines which have heen amended more than 17 times whenever

it has been deemed necessary to address an ad-hoc issue rather than
integrally, hy creating therefore inconsistencies in some cases between
the law and these guidelines.

well-managed can produce the count-

er effect in terms of formalizing the

economy. For their good governance, in
short-term the following are required:

o additional resources, an efficient,
fast, non-bureaucratic and account-
able administration;

o transparency of sectoral incentives
applicable to investors and stake-
holders through the preparation of
a systematic inventory (periodically
updated).

While in the medium term, it is suggest-
ed the substantial revision of laws such as
law 9920/2008 “On tax procedures”, law
9632/2006 “On the local tax system” and es-
pecially the law 8438/1998 “On income tax”
which has been object of previous discussions
and does not properly reflect the economic
context of business and individuals.

We emphasize that the preparation of new laws
in these areas would first enable a responsible
tax system towards the needs of the economy
for the formalization of enterprises and indi-
viduals. On the other side, they would: (i) en-
able a greater coherence of rules with the busi-
ness requirements and procedures requested
by enterprises; (ii) avoid existing discrepancies
with the secondary legislation which makes it
difficult the implementation of the rules into
practice; (iii) further simplification of busi-
ness-administration procedures in light of the
fiscalization reform expected to be implement-
ed from September and technological develop-
ments; (iv) as well as pave the way for reform in
terms of income tax by establishing the equali-
ty and justice of the fiscal system at the core of
the taxation of individuals and corporations,
in terms of recognizing deductible expenses in

favour of individuals, income thresholds and
the way they are taxed, extending the deadline
for the carryforward of tax losses to business-
es from 3 years to 5-7 years despite the initial
amount of investment, by supporting as such
the new “greenfield” investments.

Other

Fiscal reform with a focus on competitive-

ness, stability, capital inflows, transparency

in the use of public funds

» Develop a fiscal reform that promotes com-
petitiveness focused on a) tax reduction to
become competitive among countries in
the region, b) this measure should last at
least 5 years so that businesses can plan
long-term investments, ¢) lower tax rate for
strategic investments. Other ways may be
to encourage taxpayers who prepay annual
taxes by deducting a certain percentage of
the taxes. To be considered deductible ex-
penses, public donations, schools, hospi-
tals, etc. (AMCHAM/DIHA /National Cham-
ber of Diaspora).

» Adopting the medium-term income strate-
gy as soon as possible, with a special focus
on “tax expenditures”; setting time limits
on tax relief measures for the COVID-19 pe-
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riod, and timely VAT refund (EUD).

» Transparent procedures on assessing and
approving all investments involving public
funds; strengthening institutional capacity
to monitor and assess PPP fiscal risk, con-
cession contracts, and state-owned com-
panies (EUD).

» Orientation of fiscal support from emer-
gency measures to temporary job creation
programs: a) Facilitating the participation
of SMEs in public procurement, b) public
works with an emphasis on SMEs, ¢) build-
ing SME support programs focused on pro-
moting productivity growth, d) applying tax
deductions up to 80% of costs in these ar-
eas up to a maximum ceiling (limit may be a
company’s turnover/number of employees)
(WB).

» Developing and implementing an escalat-
ing tax system based on property and bal-
ance sheet (BoA).

Complete performance review for all conces-
sion agreements for national assets given in
concession. Detailed verifications to prove that
the conditions of the proposed business plan
have been met or not. Verifications for improve-
ment in terms of increasing jobs



ANNEX V

MORE ON PRODUCTIVITY

PRODUCTIVITY AND FISCAL STANCE

roductivity at the country level
reflects the way resources (labor
and capital) are allocated across
sectors and firms. Misallocation of
resources within a country is found to be an
important source of differences in produc-
tivity. Tax policy and tax administration are
important factors in addressing productivity
challenges. Tax systems can boost productivi-
ty by reducing resource allocation distortions.
Fiscal policy can often affect the allocation
of capital and labour, inducing productivity
growth (IMF, 2017).
The low productivity of the Albanian economy
is mirrored in the low competitiveness of the
economy. Albania scores poorly in the compet-
itiveness index, especially in the dimensions
related to business sophistication, organiza-
tional culture or research and development.

Investments have not been able to transform
the production structure of the country and
the transition to industries with high levels of
value-added or productivity. As a result, busi-
nesses seem to be stuck in a low productivity
trap, which needs to be addressed carefully as
part of the structural reforms (Xhepa and Li-
peri 2021).

The level of productivity among sectors, or
within a sector is important in defining pol-
icies to tackle it (IMF, 2017). The Investment
Council surveyed the diversity of productivity
of labor among 601 companies at the nation-
al level. One in two companies reports having
productivity similar to that of its competitors
at the sectoral level. However, when compa-
nies were asked to indicate their productivity
against their competitors in the regional mar-
ket, one in two companies reported having a
lower labour productivity than their competi-
tors (see Figure 1).

XA Firms’ productivity vs. competitors

Defining labour productivity as the (monetary) value that the company

receives from a working day of your employees, how would you rate their productivity

in relation to that of other companies in the sector where you operate:

Source: Investment Climate Survey - IC

The perception that productivity as compared to
competitors is similar does not apply to all sec-
tors. Three patterns of labour productivity vari-
ation at the sectorial level were observed. There
are sectors with a structure dominated by compa-
nies reporting to be leaders in the productivity of
labour comparatively to the rest of the firms in the
sectors, such as energy and ICT sector. Tradition-
al sectors such as agriculture, trade, construction,
or services for which companies report to per-
ceive no productivity dispersion at the sectoral
level, responding that productivity among differ-
ent companies is of the same level. These sectors
manifest features of a perfectly competitive sec-
tor, with many similar firms operating.

Productivity per firm characteristics shows that
firms operated for more than 10 years in the mar-
ket, as well as companies with high number of
employees (higher than 250) self-report that a
productivity of labour is higher than that of com-
petitors. Among SMEs the productivity of labour
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Defining labour productivity as the (monetary) value that the company
receives from a working day of your employees, how would you rate their
productivity in relation to that of foreign companies you cooperate with:

13%

Don’t know

is reported similar to that of competitors.
PRODUCTIVITY ANALYSES USING
ENTERPRISE SURVEY DATA

The enterprise survey data provides consoli-
dated sectoral balance sheet data, which were
used to analyse productivity.

We used the sectorial output and number of
employers at year-end to estimate labour pro-
ductivity. The average value added created per
employee for the period 2019-2022 amounts to
11,888 Euro/Year. Traditional sectors and the
public sector kave a productivity nearly to the na-
tional average. This category includes the construc-
tion, processing industvy, transport, trade, accom-
modation, and food industvy (fourvism included),
which have a value-added per employee avound the
national average. Sectors with the highest la-
bour productivity (measured as value added
per employee) ave extvactive industries, ener-
2V, professional services, real estate sector, fol-
lowed by the ICT sector (see figure 2).
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[GIMEEA Average Labour Productivity per Employee (in Euro, Annual 2019-2022)
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Source: Enterprise Survey (ASN) and IC own calculations.

The dynamics of labour productivity, mea-
sured as the average growth rate of value-add-
ed created per employee during 2019-2022,
shows that, on average, labour_productivity
among all sectors has increased by 1% (see
Appendix 1). Sectors that have high produc-
tivity in value show a slowdown in productiv-
ity for 2019-2022; energy, ICT and construc-
tion are among the sectors with a slowdown
in productivity of labour. Among the fast-
est-growing productivity sectors are accom-
modation and food (tourism), processing and
extracting industry followed by the recreation
and entertainment sector. The health sector is
also experiencing an increase in productivity,
followed by the public administration, defence
and social protection sectors.

Sectors that have the highest labour produc-
tivity, such as energy and ICT, are also sectors
with new investments and updated technolo-
gies.

When asked about productivity if compared
to foreign competitors in the IC survey, the
perception that companies have lower pro-
ductivity than the foreign companies they
compete with is dominant even at the sectoral
level. Companies operating in the construc-
tion, trade, ICT, and tourism sectors perceive a
productivity that is aligned and similar to their
foreign competitors. Companies that operate
in agriculture, energy, services, and industry
report have a disadvantage compared to their
foreign competitors that relate to low produc-
tivity of labour.

Previous research does confirm the low pro-
ductivity of labor in Albania comparably to
the regional economies of Albania. Labour
productivity, measured as the ratio of the total
output to the number of employees, is half that
of economies in the region (e.g. Serbia and
Montenegro) and even lower if compared to
Bulgaria or Croatia (see Figure 2).

Given the fact that labour productivity is close-
ly related to technology, companies through the
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IC survey were asked to identify if they face sit-
uations when work needs to be stopped due to
technological problems. 72% of companies re-
ported that they face such problems, for 94% of
respondents, the production process stopped
due to technology problems for 30 to 60 minutes.
Data from the Enterprise Survey (2019-2022)
confirms a positive (and significant) correla-
tion between labour productivity and invest-
ments (correlation coefficient of 0.37).

[EITEEA Labour productivity compared to regional economies
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Source: Wit W Productivity of Western Balkan Countries and Xhepa and Liperi (2022)
[EFTEX Labour productivity vs. Investment Productivity (2019-2022)
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RE&D inyestiments are among the most import-
ant investments in improving productivity.
Companies were asked to identify if they in-
vest in R&D investments and if yes, they were
asked to indicate if having a dedicated budget
for that purpose. Only 6% of companies have
confirmed to have a budget dedicated to R&D.
In 2024 the propensity of companies investing
in R&D has declined by 8% (14% of companies
have confirmed to invest in R&D in 2021). 54%
of companies have declared to have an ad-hoc
budget for R&D, while 40% report not having a
budget at all.

Companies were asked to identify their com-
mitment to innovation as part of their compa-
ny strategy. 54% of companies reported being
very dedicated/concerned to innovation, 34%
reported having some attention/dedication
to innovative business practices, 21% of com-
panies report not having an interest at all. 7%e
shave of companies having innovation as pavt of
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their company strategy has declined noticeahly
if compared o the same survey performed in
2021.

At the national level, on average share of labor
cost to value added is 42%, and capital (invest-
ments) is 31%. Sectors in which value-added
share from investments is higher than that
of labour are real estate, energy, water, and
waste management. In other sectors, such as
the accommodation and food (tourism) sector,
extractive industries, processing industry, ICT,
trade, and transport, the share of investments
in value-added and labour in value-added are
almost proportional. Labour and capital are
combined in value creation in a one-to-one ra-
tio, causing high conditionality of productivi-
ty labour. Un-skilled or unproductive labour
would undermine the productivity of capital,
and similarly, unproductive technology of pro-
duction would cause labour productivity to be
sub-optimal.

[Z'IEEA Share of labor and capital (investments) in value-added (average 2019-2022)
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Source: Enterprise Survey (ASN) and IC own calculations.

To further understand how interlinkages be-
tween labor and capital affect sector produc-
tivity, the stochastic frontier methodology was
used. The estimation assumes that inputs are
combined through a Cob-Douglas production
technology to produce output. The optimal out-
put level that can be produced given inputs, la-
bour, and capital (or investments) is called the
production possibility frontier (PPF).

Output;; = A * Labourif1 * Capitalf;(]-)- Ve + &ir

The production possibility frontier was es-
timated using data from Enterprise Survey,
where output was production (in million Lek),
labour was measured by expenses of the com-
pany on employees (including wage, social
insurance, and other expenses on staff), the
capital was measured by total investments (de-
preciated and in million Lek as reported in the
balance sheet). Data were provided at the sec-
torial level for the time frame 2019-2022. The
stochastic frontier estimations were performed
using the Maximum Likelihood method with
panel data. This estimation generates and the
maximal expected output.

Using the inverse Shepard output efficiency
formula, the relative loss in output due to ineffi-
ciency is given by the stochastic term .

Actual Output _
Maximal Expected Output (Qt)

DO(xOlyO) =

After the PPF is estimated, actual production
data are compared with the frontier, and the
distance of real data from the PPF determines
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the sector efficiency (or inefficiency). If sectors
are found to be at a lower production level than
the optimal, there is space for efficiency gain
improving the productivity of resources or re-
source allocation.

Results show that at the national level, the effi-
ciency is lower than optimal by 24%. Combining
vesources (matevials, lahour, and capital) more
productively will enable the economy to produce
24% morve output with the same resources. The
optimal output level produced is driven by lahour
productivity, and investments in fechnology and
assers have a weak impact on output level if com-
paved to labouy.

Sectors that have reached closer to the produc-
tion possibility frontier are the processing in-
dustry (93%), construction (92%), and profes-
sional services followed by energy. The sector
that is low at value creation and as a result zezy
inefficient is trade, water, and waste management
followed by the entertainment and recreation sec-

ltor and veal estate sector. The tourism sector, ICT
and extractive industries in-efficiencies are
close to the national level and they could im-
prove their output level through productivity by
at least 20%. The deviation of output from the
optimal frontier is 7 line with the business per-
ception on productivity, industvies (such as energy
and constvuction) where firms veport lo have high
productivity are on the optimal production fron-
tier, while traditional sectors (fourism, industry)
veport productivity improvement space similay fo
the distance from the optimal production. The high
inefficiency in trade, enleviainment and recre-
ation or real estale sector shows a deviation that is
more a misallocation of vesources.
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