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Preface
The Albanian Socio Economic Forum – ASET organised an
international conference “Challenges faced by local businesses in
participating in the privatisation process of the strategic sectors:
Albanian case compared to Southeast Europe experience”. The
conference took place in Tirana on the 12-13 October 2007 (Hotel
Tirana International). This conference was organised with the
financial support of SOROS Foundation through the program “East
East: Partnership without Boundaries”.
Our aim in organising this conference was to gather experts and scholars of the field,
businessmen interested in the privatisation process, representative of the public administration
that have taken part on the policy-making and decision making process, media and other
interest groups. First of all we have gathered all the information about the Albanian
privatisation process and other transition economies. Researchers from the participating
countries introduced their findings which were supported with theoretical consideration,
experiences from developed economies and in particular examples of corporate of the
strategic sector laid out the platform for debate. An evaluation of the progress and the
efficiency of the privatisation process were done emphasising what has been done properly
and what could/should have been done better. Secondly examples of local and foreign
business‟s experience on the privatisation of public companies were taken into consideration.
This is important as local businesses are very little involved in the privatisation process of the
strategic sectors. One of the main objectives was to build bridges between local business and
the privatisation process so investments from local businesses into the strategic sectors are
increased. Thirdly we believe that this conference increased the level of awareness of the
policy makers about the changes that could take place from a legislation point of view so the
performance of the privatisation process is increased and the performance of the public
companies is increased after they are privatised.
Our objectives:
a) A complete analyse of the strategic sector‟s privatisation process in Albania.
b) Identification of the main challenges that the privatisation process will face in future.
c) Identification and analysis of the role that the main actors have to play in the process.
d) Examination of the real IHD in Albanian and advantages and disadvantages of a greater
involvement of local businesses in the privatisation of the strategic sectors.
Have we achieved these objectives? The answer could be found in the materials published in
both languages (Albanian and English).
Any suggestions regarding the materials are welcomed.
Albanian Socio Economic Think Tank (ASET)
Tel/Fax: +355 4 258 171, Mobile: +355 69 20 95 495
Email: fmema@yahoo.com fmema@aset-al.org, info@aset-al.org
Website: www.aset-al.org
Prof. Dr. Fatmir MEMAJ
President

LESSONS FROM THE EXPERIENCE WITH PRIVATIZATION
IN CENTRAL EUROPEAN AND OTHER COUNTRIES
Richard WOODWARD1

Abstract: This paper is an attempt to answer some questions about the privatization of
strategic industries on the basis of experience in various countries, especially (but not limited
to) those of Central and Eastern Europe. The general desirability of privatization does not
mean that any kind of privatization is as good as another, especially in the case of
infrastructural industries. The paper discusses some of the concerns relevant to the
privatization and liberalization of such industries, and also discusses the question of
preferences for domestic investors.
KEY WORDS: privatization, post-communist, Albania, strategic industries

1. INTRODUCTION
Almost two decades into the post-Communist transition, Albania, like many postCommunist countries, has yet to address the challenge of the privatisation of strategic
industries (which in Albania‟s case include such industries as oil and gas,
telecommunications and public transportation). This issue is a controversial one in
every country that has had public ownership of such strategic industries (i.e., almost
every country in the world) and discussed the possibility of their privatisation. In this
paper I will discuss experiences from other countries which are relevant to such
questions as the role of domestic investors and what to avoid in the privatisation of
strategic industries, particularly in the area of infrastructure. I will begin with a brief
survey of the evidence that privatization is generally superior to continued state
ownership. Of course the main motive for privatization is (or should be) the
improvement in the economic efficiency of the operations of the enterprises being
privatized, which in turn is expected to contribute to a rise in the standard of living.
So privatization, in order to work, must stimulate the restructuring of the privatized
firm. The literature on the restructuring of enterprises in transition countries shows
quite clearly that privatization itself without regard for the question of who becomes
the new owner is not sufficient for this purpose. A number of other conditions must
be met, and the main part of this paper will identify some of those conditions, with
special reference to the problems of industries which are natural monopolies. I will
then go on to consider briefly the question of preferences for domestic investors, and
then conclude with a summary of the findings and some final reflections.
2. DOES PRIVATIZATION WORK?
A number of surveys of the literature on the subject show quite conclusively that
private ownership is generally superior to state ownership of industry (Boubakri &
Cosset, 1998; Nellis, 1999; Megginson & Netter, 2001; Djankov & Murrell, 2002).
1

CASE – The Centre for Social and Economic Research, Warsaw, Poland, and the
Management School and Economics, the University of Edinburgh, United Kingdom.

8

Albanian Socio Economic Think Tank – ASET

While one might object that the comparison of privatized with state-owned
enterprises can be afflicted with selection bias, since if we consider enterprises from
a single industry, those left in state ownership are liable to be poorer performers than
the privatized ones for reasons not related to privatization, there are studies which are
not susceptible to this line of criticism (for example, Djankov and Murrell, 2002, take
great pains to deal with the issue of selection bias in the studies they survey).
An interesting investigation into the causes of the poor performance of state-owned
enterprises in comparison with the private sector was carried out by Antczak (2004).
Comparing enterprises in public and private ownership in Poland for the period
2001-2003, she found that those in the public sector had extremely low labor
productivity in comparison with privately owned enterprises, but at the same time
had significantly higher wages (moreover, elimination of the notoriously poorly
performing public transportation sector improved public sector labor productivity
only slightly, while vastly increasing the discrepancy in wages in favour of the public
sector).
Even in manufacturing, where labor productivity in publicly and privately owned
enterprises were found to be similar, wages were significantly higher in the public
sector (by over 30%) than in the private sector. This is a clear indication of a serious
corporate governance problem in the Polish state-owned sector which may well be
one of the factors underlying the poorer performance of state-owned enterprises.
However, there is also evidence that privatization does not always work. For
example, in their meta-survey of the transition literature, Djankov and Murrell (2002)
find that privatization does not have a statistically significant effect on performance
in the countries of the former Soviet Union. Clearly there are some other factors at
work here. What are they? This is the question we address in the next section.
3. WHEN DOES PRIVATIZATION WORK?
Competition. One of the key factors of interest here is competition in product
markets, which can be at least as important as privatization itself for inducing
improvements in the efficiency of the management of an enterprise (Dabrowski et al.,
1991; Pinto et al., 1993; Carlin et al., 1995; Nellis, 1999; Djankov & Murrell, 2002).
Privatization will often fail to improve enterprise performance if the privatized
enterprises are not forced to compete in the market, either with other domestic
enterprises or with foreign competitors (or both). This result would seem to be
especially important for strategic industries, which tend to be monopolies, thus
indicating the need for allowing foreign competition when it is possible and the need
for appropriate regulation when it is not.
Some even go so far as to suggest that in at least some cases (for example, if
privatization is costly and time-consuming, putting a strain on the available resources
a country has at its disposal), liberalization and deregulation might be pursued first,
and privatization later (Stiglitz, 1998; Ramamurti, 1999).
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Institutional framework. The importance of well-regulated institutions for economic
development is not a new topic, and interest has greatly increased in the last 20 years
as a result of the work of Oliver Williamson and Douglass North. Economists such as
Dani Rodrik, Simon Johnson and Daron Acemoglu have provided some of the most
interesting contributions on this subject in recent years. Of course, the property rights
transferred in privatization are of little worth if those rights cannot be enforced. In a
study of particular relevance for our topic, Glaeser et al. (2001) compared the
performance of the highly regulated Warsaw Stock Exchange, which has become the
largest stock exchange in CEE, with that of the Prague exchange, which had very
little regulation in the first half of the 1990s. In Poland, they find, securities laws
regarding disclosure and other measures protecting investors were crucial for the
development of the market, whereas the Czech Republic, where decision makers
deliberately opted for a model with very little regulation (and consequently little
protection of minority shareholders and other measures in accordance with what is
generally accepted as corporate governance good practice), saw the emergence of
“tunnelling” (asset-stripping) as well as massive de-listing in the early 1990s.
Table 1. Corruption Perceptions Index for several countries, 2001 and 2007
2001

2007

2001

2007

3.9

5.2

Denmark

9.5

9.4

Czech
Republic

United Kingdom

8.3

8.4

Slovakia

3.7

4.9

Germany

7.4

7.8

Greece

4.2

4.6

France

6.7

7.3

Poland

4.1

4.2

USA
Slovenia
Estonia

7.6
5.2
5.6

7.2
6.6
6.5

Bulgaria
Romania
Mexico

3.9
2.8
3.7

4.1
3.7
3.5

Hungary

5.3

5.3

Albania

2.5*

2.9

Italy
5.5
5.2
Russia
2.3
2.3
* Albania score is for 2002 (in prior years Albania's CPI was not measured)
Source: Transparency International

Djankov and Murrell (2002) conclude that flaws in the post-Soviet regulatory
framework were the main reason for the lack of statistically significant positive
results concerning the effects of privatization in post-Soviet countries. In addition to
capital market regulation stressed by Glaeser et al. (2001), Nellis (1999) points to the
importance of an effective mechanism for enterprise exit (bankruptcy). The
importance of hard budget constraints has also been clearly shown by research (see,
e.g., Dabrowski et al. 1991; Carlin et al., 1995), which indicates that avoidance of
government subsidies (whether explicit or implicit) or bailouts is important for the
economic performance of firms. A factor of crucial importance for the quality of a

10

Albanian Socio Economic Think Tank – ASET

country‟s regulatory and institutional framework is the level of corruption (of course,
the relationship is inversely proportional). According to World Bank governance
indicator data measuring control of corruption (Kaufmann et al., 2007), out of 17
transition countries in Central Eastern and Southeastern Europe, Albania is the most
corrupt. This picture is confirmed if we look at the country‟s score according to
Transparency International‟s Corruption Perceptions Index (see table 1, which shows
the scores for a number of countries, including Albania, for 2001 and 2007).
While some improvements have been made in recent years, the situation in Albania
is significantly worse than in any European Union member countries and is
comparable to that in Russia. Examples can be found of other Balkan countries
which, though also not performing particularly well, have improved much faster
(e.g., Romania). This does not bode very well for the efficacy of strategic sector
privatization in Albania, since, for reasons we will explore further below, the quality,
transparency and political legitimacy of the institutional and regulatory framework is
of particular importance in the case of such industries. Who is the private owner?
Another important factor affecting the efficacy of privatization in achieving desirable
restructuring results is the type of owner: some owners are better than others at
inducing restructuring. The survey by Djankov and Murrell (2002) finds the overall
verdict in the literature on transition countries to be a negative one for insiders (i.e.,
managers and employees) and a positive one for investment funds and foreigners.
The positive result concerning investment funds should, however, be treated with
caution in the light of studies of Polish and Czech mass voucher privatization
programs, in which investment funds played a crucial role. These studies tend to
show investment fund ownership being associated with poor economic performance
(Weiss & Nikitin, 1998; Nellis, 1999; Blaszczyk et al., 2003).
Political legitimacy. Purely political factors such as public opinion are often
dismissed as having no economic significance. However, they can have very
important implications for the success of economic policies. In two papers, Henisz et
al. (2005a, b) examine the shift from state domination to neo-liberal paradigms of
economic policy, using the particular examples of privatising and deregulating
reforms of the telecommunication and electricity industries in numerous countries
around the world. (It is worth reminding the reader that these are the sorts of
industries we are particularly interested in.) They find that the political legitimacy of
reforms has important consequences for the risk of those reforms‟ being rolled back,
which can in turn cause serious problems for foreign investors who have moved into
the deregulated and privatised industries. They identify some factors that are
important for legitimacy. First, reforms have low legitimacy if a country adopts them
simply in response to pressure from multilateral lenders such as the World Bank or
IMF, and they have higher legitimacy if neighboring countries have adopted them.
Privatisation without regulatory reform, which leaves consumers facing a private
monopoly in the place of a state-owned one, also makes reforms very unpopular. The
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authors also find that the likelihood of adopting a comprehensive package of reforms
depends on the economic performance of an industry (poor performance creates
demand for reform) and on the presence of sufficient institutional checks and
balances, which make domestic politicians less likely to adopt reform but make
foreign investors more likely to enter the market due to their greater confidence that
reforms will not be reversed once adopted. Countries that adopt reforms due to
pressure from multilaterals tend to intervene in markets later, reversing reforms or
altering reformed regulatory frameworks and thus creating serious losses for foreign
investors. Knowledge transfer issues. While these may not be relevant for all of these
industries, at least for some of them (probably, for example, for telecommunications
and financial industries), expectations regarding the technological know-how that
foreign investors may bring to a privatised enterprise may play a significant role in
the policy decisions regarding privatisation. A fairly large literature deals with the
question of transfers of knowledge from multinational corporations to their
subsidiaries, as well as with the strategies that domestically owned firms can adopt in
order to upgrade their technological capabilities by absorbing knowledge from
abroad.
Hobday (2002) contrasts the experience in the electronics industries of countries such
as South Korea and Taiwan, which have had little FDI and relied on contracting
relationships typically referred to as OEM (Original Equipment Manufacturing) with
Western and Japanese companies, with those of Singapore and Hong Kong, which
have been dominated by foreign investment and whose electronics companies have
often been subsidiaries of Western ones. There are advantages and disadvantages to
both approaches. While Borrus (1996) shows how U.S. subsidiaries in countries like
Singapore have quickly moved up the value chain, it is clear (by definition) that even
the strongest of them does not have the chance to develop a fully independent own
brand, as has been the case of South Korea‟s Samsung; a certain degree of
dependency on mother companies will always remain. On the other hand, an example
of the extraordinary difficulties faced by even the most capable independent
companies, who have been forced to build up their capabilities more slowly in OEM
contracting relationships, can be found in the experience of the very successful
Taiwanese computer manufacturer Acer (Ernst, 2000).
A further complicating factor is the differences in approaches used by multinationals
from different countries; Borrus (1996), for example, demonstrates that Asian
subsidiaries of U.S. companies in Asia enjoyed much better development
opportunities than Japanese subsidiaries. Indeed, multinational corporations organize
their international production and R&D networks in very different ways, and these
are crucial in determining what benefits the subsidiary (and through it the host
country) can gain in terms of knowledge transfer and capability enhancement.
Gassmann and von Zedtwitz (1999) portray different approaches used by
multinationals in organizing their R&D activity. The most beneficial for the
development of the subsidiary‟s local capabilities is approach which they refer to as
an “integrated R&D network,” a flexible network of competence centers. As Patel

12

Albanian Socio Economic Think Tank – ASET

and Vega (1999) point out, however, this approach tends to be rather rare, with most
multinationals giving at best secondary roles to their subsidiaries in the area of R&D
while keeping the most important activities in their headquarters.
4. WHAT IS SPECIAL ABOUT INFRASTRUCTURE AND NATURAL
MONOPOLIES?
A number of the strategic industries targeted by the Albanian government for
privatization are natural monopolies. These include grid networks such as the
national energy utility KESH, gas, water and sewage systems, railways, and
telecommunications. There are a number of special concerns that must be taken into
consideration in devising a strategy for the privatization of such industries. As noted
above, one of the factors crucial in ensuring that privatization delivers efficiency
gains is competition. But possibilities for competition are often limited or nonexistent
in these industries, and this problem requires special attention. As Newbery (2002)
points out, utilities face two fundamental sets of issues. The first is the standard
question of economic efficiency, for which private ownership and competition are
usually the best solution. However, competition is sometimes impossible in these
industries, and when that is the case, the regulatory issues of price-setting occur and
differ little with regard to whether a particular utility is privately or publicly owned
(as Newbery [2002: 4] writes, “privatized monopolies had many of the drawbacks of
public monopolies, with the added disadvantage that the government no longer had
the power to order their reorganization and restructuring”). The second set of issues
concerns how investment in new infrastructure is paid for. Here monopoly power is
actually helpful in stimulating more investment, since the monopolist investor is
assured of being able to collect the returns to its investment with no dangers of
having its rents diminished by the presence of externalities (this is the reason, for
example, behind the artificial monopoly created by patent protection). Thus, it is
evident that there is a regulatory conflict between these two groups of concerns, and
the resolution of this dilemma is the chief task of the regulating authority. It is for
this reason that many approaches to privatization and deregulation of network-based
public services have attempted to separate physical infrastructure from the operation
of the network. As Newbery (2002: 3) writes: The great innovation of the post-oil-shock
period was not so much privatization as liberalization and/or restructuring. If regulation
could be confined to the core natural monopoly network, and competition introduced for the
services supplied over the network, then efficiency and innovation could be encouraged. (..)
The evidence (..) suggests that there may be little difference in efficiency between state-owned
network utilities and vertically integrated private network utilities subject to cost-of-service
regulation. The key innovation that makes a difference to performance is to introduce
competition into the services supplied over the network.

The dilemmas pointed out here, and the associated dangers lurking in the
privatisation of infrastructure, are illustrated well in the example of British railway

13

The challenges of local businessmen participation in strategic sector privatization

privatisation. In Britain, privatisation of the railway track infrastructure proved to be
unsustainable.
After privatisation carried out in the mid-1990s, the private corporation Railtrack was
responsible for the tracks until 2002, and 25 passenger train operating franchises
were created and awarded in competitive bidding. Fragmentation in the British case
was extreme, not only separating the track infrastructure from operation, but also
track ownership from track maintenance (which was outsourced by Railtrack) and
train ownership from operation (rolling stock companies were separate from train
operating companies). However, in the aftermath of a rail disaster in 2000, Railtrack
was taken over by a not-for-profit organization called Network Rail, which began a
major investment program financed by dramatically increased government spending
on the rail system. Due to problems with the track infrastructure, in the autumn of
2000, less than 65% of British trains were arriving on time (i.e., at most five minutes
off-schedule, except in the case of long-distance services, for which the margin is ten
minutes); it took until the summer of 2006 to bring this up to 90% (Wright, 2005,
2006). Moreover, due to problems with the privatization, in the early years of the
decade over half of the 25 passenger franchisees received emergency bailouts from
the government (Giles & Jowit, 2003). Reintegration of tracks with passenger
networks has been proposed, but freight carriers have objected strenuously to this
proposal, as they (rationally) fear that they would be discriminated against in such a
system (Wright, 2006). The Swedish model would appear to be an example of better
practice with regard to railway reform. In reforms in the late 1980s and 1990s, the
Swedes introduced the separation of tracks from operation, retaining the former as a
state monopoly while introducing competition in the case of the latter (Wikipedia,
“Privatisation of British Rail”). Such a reform concept is consistent with the
liberalization agenda being pushed by the European Commission, according to which
governments are being forced to allow private freight operators to run on their tracks
(Wright, 2007). The privatization and/or liberalization of utilities will lead to many
of the same dilemmas with regard to vertical de-integration and the consequent need
for appropriate regulation designed to stimulate competition and protect the interests
of consumers. Economists are increasingly able to develop models of the effects of
competition which are specific to the type of utility being considered and its cost
structure (Newbery, 1997; World Bank, 2002). Such modelling is crucial for
achieving a successful result from privatization and liberalization policies.
5. WHAT ABOUT PREFERENCES FOR DOMESTIC INVESTORS?
Preferences for domestic investors in privatization transactions are often advocated
as a means of creating a domestic class of capitalists in countries which have not yet
had a chance to develop them. In practice, however, this only leads to arbitrage, with
domestic “investors” buying privatized companies for less than a foreign investor
could have offered and then selling them on to foreign investors. In the process the
state treasury loses revenue which is pocketed by the domestic “capitalists,” and
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ownership ends up in foreign hands anyway. The experience of Poland serves as a
good illustration.
In the early 1990s, the Polish Business Roundtable successfully lobbied the
government for preferential treatment of Polish investors in certain privatization
transactions. One of these was the sale of the brewery Lech to one of Poland‟s
wealthiest and (at least until recently) most influential citizens, Jan Kulczyk, in
September 1993. Kulczyk was a prominent member of the Polish Business Council
who had participated intensively in its lobbying campaign on behalf of Polish
investors. Less than three years later Kulczyk announced his sale of Lech to South
African Breweries, which had expressed its interest in Lech to the privatization
ministry when it was still in state hands. Kulczyk participated in a similar scenario in
the case of the privatization of Poland‟s telecommunications company,
Telekomunikacja Polska (TP). TP was sold in 2000 to a consortium created by
Kulczyk and France Telecom. France Telecom had submitted a bid for TP which had
been rejected in 1999, but when Kulczyk appeared, everything changed (Matys,
2000). Communication Minister Tomasz Szyszko added a secret agreement with the
new owners that the government would not allow new competitors to enter certain
telecommunication markets (e.g., for international calls) for a period of few years,
and also giving the consortium a free hand in setting prices (Markiewicz, 2001). This
resulted in Poland‟s having one of the most expensive telecommunication services in
Europe (Gorzynski et al., 2006), thus putting Poland‟s consumers in the unenviable
situation described above of facing a private monopolist abusing its market power as
a result of privatization.
Russia‟s “loans for shares” privatization scheme is another example of an attempt by
the state to create a domestic class of capitalists. It was also quite clearly a major
disaster (Black et al., 2000). In addition to these observations about the practical
consequences of preferences for domestic investors in privatization, one should, in
considering this question, also examine the evidence concerning the role of foreign
investment and investors in the economies of Central and Eastern Europe. Especially
in the early transition, enterprise studies in various countries showed that firms with
foreign ownership were vastly outperforming domestically owned firms with respect
to such measures as investment, restructuring, productivity growth, export intensity
and R&D spending, although profitability was sometimes found to be lower, which
was conjectured to be due to transfer pricing (Dabrowski et al., 1993; Szomburg et
al., 1994; Krajewski, 1996; Benacek & Zemplinerova, 1997; Smith et al., 1997;
Major et al., 1999). These findings were further confirmed in the aforementioned
meta-survey by Djankov and Murrell (2002).
6. CONCLUSION
Of course, the foremost criterion for Albanian decision makers in deciding on a
course of action regarding the privatisation of strategic industries should be a simple
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question: will it be good for the people of Albania? It is worth noting that this is not
necessarily the same question as “will it be good for Albanians?” The latter question
could conceivably be answered in the affirmative if the beneficiaries of a program are
privileged elites of Albanian nationality.
That of course is not the point. What is in the interest of the Albanian people is that
they be provided with essential goods and services efficiently, in a way that ensures,
as much as possible, both high quality on the one hand and affordability and
accessibility on the other. (Of course, in the case of industries involving the
exploitation of fossil fuels, the criterion of how future generations will be affected by
the climate change resulting from the use of those fuels also needs to be considered.)
Ramamurti (1999) reminds us that privatization of utilities, where the length of time
needed for an investment to pay off is often exceptionally long, privatization
contracts have often collapsed and/or been subject to renegotiation. He suggests that
if it is impossible at a particular point in time for a government to privatize, then
liberalization and deregulation of the industry should occur with simultaneous efforts
to improve the management of enterprises remaining in state ownership.
For some time the OECD and the World Bank have been working on developing
codes and guidelines for good practice regarding corporate governance in stateowned enterprises (OECD, 2005). With regard to network infrastructure such as rail
transportation or utilities, it is probably advisable to focus (at least initially) on the
privatisation of the management of service delivery while leaving the physical
infrastructure in state hands, while taking care to ensure the maximization of
competition in service delivery and the appropriate modelling of the industry and its
cost structure when setting the terms of contracts with operators.
Calls for the preferential treatment of domestic investors should be treated with
extreme scepticism. Indeed, research shows that there are many reasons to expect
foreign ownership to have superior results. On the other hand, all privatization sale
negotiations, regardless of whether the buyer is domestic or foreign, should be
conducted in a completely transparent manner to avoid suspicions of corruption, and
in negotiations with potential foreign investors it would, at least in some industries,
be wise to consider what the investor can bring to the country in terms of the
enhancement of technological and innovative capabilities.
Of course, in order to attract investors who have the most to offer, the country should
also make the appropriate efforts to ensure that such investors are able to operate in
an environment conducive to such knowledge transfer, including appropriate
infrastructure, adequate protection of property rights (intellectual and otherwise), and
a well-educated public of citizens and consumers. Privatization does not occur in a
vacuum, but rather in a given institutional and regulatory framework, and the quality
of this must be assured – something which may even be a higher priority than
privatization itself.
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CZECH AUTOMOTIVE INDUSTRY: A WHOLE SECTOR
PULLED BY ONE STRATEGIC PRIVATIZATION
Miroslav ZÁMEČNÍK and Roman ČEŠKA1

The success of the Czech automitive sector all started either 16 years ago or well
over one hundred years ago, depending on how you look at it.
Over one hundred years ago The Czech Republic holds a unique position among
the Central-Eastern European countries having a long-standing automaker of its own,
Škoda, which celebrated its 100th anniversary in 2005, as well as other automotive
brands, such as truck makers Tatra and Avia. Škoda is one of the four oldest car
makers in the world, actually several decades older than Volkswagen AG, who
controls the firm since 1991. Despite its long tradition, Škoda was not the first car
manufacturer in the country. Actually, the first automobile in the Austro-Hungarian
empire, The President, was built 1898 in Kopřivnice, in the North East Moravia.
Successor of this company, Tatra Trucks, continues its operations manufacturing
heavy off-road and military trucks.
Sixteen years ago The largest automobile company in the then CzechoslovakiaŠkoda Automobile Works- was privatized through the sale of a majority stake in
Škoda to Volkswagen AG in 1991, one of the first examples of large scale foreign
investment by a strategic investor in the country. Škoda‟s privatization, while a little
controversial at the time, proved to be a success, triggering a wave of subsequent
investments by other automobile companies and components makers in the country.
The Škoda’s Story The origins of Škoda go back to the early 1890s where, like
many long-established car manufacturers, the company, then bearing the name of its
founders “Laurin&Klement” started out with the manufacture of bicycles.2 The
company begun to produce motorcycles in 1899 and cars in 1905. The company
merged with the largest industrial conglomerate of the then Czechoslovakia, Škoda,
in 1924. Most later production was under the Škoda name. After a decline during the
economic depression, Škoda was again successful with models such as the Popular
in the late 1930s. During the WWII, when the Czech lands were occupied by the
Nazi Germany, Škoda was a part of Hermann Goering Werke, engaging in military
production. After the war, the company was nationalized in the fall of 1945. Škoda
cars retained a good reputation internationally until the 1960s, producing models
1

Independent Consultants, Czech Republic
It was 1894, and 26-year old Václav Klement, who was a bookseller by trade in Mladá Boleslav,
in today's Czech Republic (which was then part of Austria-Hungary) was unable to obtain the right
spare parts to repair his German bicycle. Klement returned his bicycle to the manufacturers, Seidel
and Naumann, with a letter, in Czech, asking for them to carry out repairs, only to receive a reply,
in German, stating: "If you would like an answer to your inquiry, you should try writing in a
language we can understand." A disgusted Klement, despite not having any previous technical
experience, then decided to start his own bicycle repair shop, which he and Václav Laurin opened
in 1895 in Mladá Boleslav. Source: Wikipedia
2
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such as the Škoda 440 Spartak, 445 Octavia, Felicia and Škoda 1000 MB, that were
exported to markets as distant as Australia and New Zealand at the time. Its product
range became very obsolete by 1980s but in spite of its dated image and being the
subject of many jokes3, especially in UK, the Škoda remained an important
Czechoslovak export to the Western Europe throughout the period. After the1989
peaceful return to the democratic rule, the new government embarked on a massive
privatization programme involving voucher scheme. In the case of Škoda, however,
the government decided to bring in a strong foreign partner. VW was pitted against
French car maker Renault, who lost because its strategic plan did not foresee
retention of the Škoda brand. VW is in control of Škoda since April 1991. With
massive injection of capital and technology from VW, Škoda cars quality and
reputation changed significantly4, especially after introduction of Octavia and Fabia
range in the second half of 1990s, leading to surge in output and transformation of
the entire automotive sector. Škoda quadrupled the car output since the VW‟s entry,
building over 550 thousand cars in 2006. The company has recently unveiled plans to
increase its output to 1 million cars by 2015, with expansion coming both from the
increased capacity of its three plants in the Czech Republic as well as from assembly
lines in China, Russia, India, Ukraine, Kazakhstan and Bosnia. The company has
opened a state-of-the-art centre for tertiary education in 2007. Škoda alone represents
about 10% of the Czech exports.
VW’s investment in Škoda triggered a wave in of investment of the whole
automotive sector More recently, the country has attracted a number of investment
projects, including the recent Toyota/Peugeot/Citroën plant in Kolin (300 000 units
per year) and the near-finished Hyundai plant in Nošovice that will help create a
projected production capacity of around one million units by 2009, more than any
other country that joined the EU in 2004. According to the Czech Automotive
Industry Association (AIA), the automotive sector accounted for 19,8 % of total

3

„How do you double the resale value of your Škoda? Fill in the tank!“, was a popular English
joke at the time.
4
As technical development progressed and attractive new models were brought to market, Škoda's
image was initially slow to improve. In the UK, a major turnabout was achieved with the ironic "It
is a Škoda, honest" campaign which was started in the early 2000s. In a 2003 advertisement on
British TV, a new employee on the production line is fitting Škoda badges on the car bonnets.
When some attractive looking cars come along he stands back, not fitting the badge, since they
look so good they must not be Škodas. This market campaign worked by confronting Škoda's
image problem head-on- a tactic which marketing professionals regard as high risk. If the Fabia
and Octavia had been anything less than excellent cars, then the campaign might have backfired
badly. By 2005, Škoda was selling over 30,000 units per year in the UK which amounted to a
market share of over 1%. For the first time in its UK history, a waiting list developed for deliveries
by Škoda. Škoda owners in the UK have consistently ranked the brand at or near the top of the J.D.
Power customer satisfaction survey during the 2000s.
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national industrial output (represented by sales of companies with over 20
employees) in 2006 (Tab 1).
The Czech automotive industry increased its manufacture by 23 percent in 2006.
More than 850,000 motor vehicles were produced in 2006, including 848,922 cars
(+42%) and 2,929 buses(+34%), the highest in the country‟s history.Total outputof
the automotive industry exceeded 644 bill. CZK (22.8 % being the proportion in
receipts for industrial activity of the Czech Republic) and branch exports grew by
18.3 percent to almost 480 bill. CZK, 88 % of them to the markets of the EU
countries. In 2005 and 2006 foreign trade balance of the Czech Republic was positive
thanks to the automotive industry only, according to AIA President Vratislav
Kulhánek. The motor industry thus covered roughly 20% of the total exports and
about 21% of the Czech exports to EU. The total number of employees in the
industry surpassed 115,000 people. Not quite 8.5 percent of the employees share in
almost 20 percent of industrial production of the Czech Republic. The automotive
industry is also the sector with the largest share of the gross value added in the
manufacturing industry. Moreover, main production indicators like revenues from
sales of own products and services, number of employees, value added and labour
productivity have been permanently increasing since 2000.

Source: AIA, 2007
The role of the FDI The automotive sector in the Czech Republic benefits from
massive foreign direct investments (FDIs) that had a considerable positive impact on
labour productivity and quality, whilst maintaining favourable labour costs and
output price. The recent growth of R&D expenditures in this sector can be also
attributed to FDIs. Due to its geographic position, the country is an excellent place
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for launching a greenfield production facility or developing a control centre for a
supplier chain that would be able to serve the existing manufacturers as well as those
being established in Central and Eastern Europe.
Suppliers and component makers The relative role of suppliers is constantly
growing, and in 2005 suppliers accounted for 55% of the Czech automotive exports.
In terms of industry's output, number of employees, and share in total revenues, more
than 300 suppliers (at least two thirds of foreign capital) constitute therefore the main
part of the Czech car industry. Czech part manufacturers have flourished as a result
of the increase in FDI in car manufacturing.
About 80% of the volume and value of parts supplied to the Toyota/Peugeot/Citroen
plant are Czech-made, indicating that local parts content in Czech-made cars is high.
In spite of a marked increase in Czech final production, production of suppliers‟
firms prevailed also in 2006, with 56.7 percent share in the total production of the
automotive industry and 49.4 percent of its exports. Within the past ten years
revenues of the suppliers increased six times, which is exceptional worldwide.
Looking outside Europe, according to CzechInvest South Korean parts manufacturers
are also establishing a strong presence in the Czech Republic to supply both the
planned Hyundai plant (scheduled opening 2008, full operations 2009) as well as the
new Kia plant in Slovakia opened in 2006. Nevertheless, Japan remains the second
largest foreign investor after Germany.
Clusters Automotive clusters are already an important reality for the national
economy, and the Praha region cluster is ranked among the most important in
Central-Eastern Europe. The phenomenon of clustering in the Czech Republic
encompasses both firm concentrations localised in old industrial areas, as well as
countrywide supplier networks for large international firms such as
Volkswagen/Škoda. Interestingly, the creation of a supranational automotive multi
cluster is expected in central Europe with its core in the north-eastern part of the
Czech Republic within reach of Poland, Slovakia and Hungary.
R&D The business enterprise R&D expenditures in the motor-vehicle sector
amounted to about €180 mill in 2004, more than tripling since 1996 and considerably
exceeding R&D expenditures in other sectors of the Czech manufacturing industry.
The total number of researchers has been gradually increasing since 1991: it was 982
in 2004, representing more than 13% of the total number of researchers in the private
sector and about 27% of researchers in the manufacturing industry. Investments in
research and development continue apace- in 2006 the number of workers in this
sphere increased by 16.5 percent to 4 500 persons. Economically strong companies
tend to have their own R&D capacities (e.g. Škoda Auto, Karosa or Autopal). There
are also several private R&D institutes specialised in automotive engineering in the
Czech Republic. Public sector R&D capacities for the sector are mostly at technical
universities located in Prague, Brno, Pilsen and Ostrava. These universities cooperate
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with enterprises in particular research projects and their graduates are often employed
by industrial companies in the region.
Investment promotion and business support services of the Czech government:
example of CzechInvest Established in 1992 by the Ministry of Industry and Trade,
CzechInvest is the investment and business development agency of the Czech
Republic whose services and development programmes contribute to attracting
foreign investment and to developing Czech companies. CzechInvest provides the
following services free-of-charge:
Comprehensive services for investors - full information assistance, handling
of investment incentives, business property identification, location of Czech
suppliers, aftercare services
Business infrastructure development
Access to structural funds
The role of CzechInvest in mediating supplies of local (Czech owned) companies
to foreign owned/multinational firms Substantial diversity of the Czech industry
offers sourcing opportunities for foreign companies. To reduce the search cost,
CzechInvest provides services to the foreign companies interested in sourcing the
supplies in the Czech Republic:
recommendation of suitable suppliers and business partners
recommendation of suitable joint-venture partners
facilitation of establishing contacts with Czech companies and meetings with
business partners
preparation of visits to selected Czech companies
organisation of business-trip itineraries
business-trip accompaniment by a CzechInvest project manager
meetings with potential suppliers in the form of supplier forums
In order to ensure the quality of local suppliers, CzechInvest offers education and
consulting services to the local firms within the Supplier Development
Programme. The crucial instrument within the Programme is benchmarking of the
suppliers based on the model of European Foundation for Quality Excellence.
Suppliers are given step-by-step suggestions to improve the standard of their
business activities. Throughout the process, foreign companies – as potential
customers – are being consulted in order to ensure that their priorities and demands
are reflected. Between 2003 and 2005, the Czech companies participating in the
Programme increased their labour productivity by 10% and their sales went up by
15%. CzechInvest has also created a database of Czech companies operating in the
manufacturing industry, as well as specialized sector databases covering the
automotive and aerospace industries. Databases covering the IT and electronics
sectors are being prepared. The databases are freely available on our website and can
be used for seeking out and classifying suppliers and potential partners for joint
ventures in the Czech Republic.
To link foreign investors with potential suppliers, CzechInvest organizes supplier
days. At these events, foreign companies can communicate their supply needs.
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Suppliers, in turn, have an opportunity to offer their products and services.
CzechInvest has experience with organizing both larger events for 15 multinationals
and 200 potential suppliers and smaller meetings between a foreign investor and a
few suppliers. With the help of all these instruments, CzechInvest mediated supplier
contracts worth USD 250 million since 2001, mainly in the following sectors:
Sector
Volume of contracts (USD million)
Plastics
80.8
Air condition 58.4
Engineering 56.1
Electronics 25.5
Automotive 21.5
General Supplier Database The General Database includes almost 2,000 verified profiles of
Czech manufacturing suppliers from the following sectors: automotive, engineering,
electrical engineering, electronics, aerospace, plastic materials, chemical, health care
equipment and packaging. Suppliers from the Czech Republic interested in a long-term
cooperation with international partners on manufacturing projects register in the database.
The database allows you to search for suppliers by their name, region, sector, manufacturing
technology, interest in a joint-venture or using a full-text search.
Automotive
Supplier
Database
The
Automotive
Supplier
Database
"http://automotive.czechinvest.org" covers manufacturers of automotive components in the
Czech Republic allowing you to search for a suitable supplier by the Tier (Tier 1,2,3),
modules, locations or using a full-text search in an easy and transparent manner.
Aerospace
Supplier
Database
The
Aerospace
Supplier
Database
"http://aerospace.czechinvest.org" covers the whole aerospace sector in the Czech Republic
allowing you to search for partners and suppliers in the aerospace industry by their
specialisation, modules, locations or using a full-text search in an easy and transparent
manner.

Czech Clusters
Active support of cluster initiatives has existed in the Czech Republic for several
years. The aim of this support is to use cooperative groupings as tools for the creation
of innovations and improvement of the Czech economy‟s competitiveness. In 20042006, the Operational Programme Industry and Enterprise Clusters Programme was
in operation with the aim of supporting the establishment and development of
communication and cooperation between the business and science-and-research
spheres. The programme offered support to cluster initiatives in two phases. In the
first phase, support was provided for seeking out firms for participation in clusters.
The second phase consisted in the actual establishment and further development of
clusters. The success of all supported activities is demonstrated by the fact that in the
Czech Republic so far 25 new legal entities have been established – clusters, and a
range of other projects are passing through the mapping phase.

WHY AND HOW PRIVATIZE STRATEGIC SECTORS /
STRATEGIC ENTERPRISES
Hannes DIX1

Abstracts
At the end of the eighties/beginning nineties of the last century radical changes took place in
the political and in the economic life of all the so-called east-block-countries, Albania
included. In the transition from commanded economy to market economy privatisation was
one of the magic words and an important issue. After the privatisation of the small and
medium formerly state-owned enterprises (SOEs) the so-called “strategic” sector was due to
be privatised. As “strategic” is usually regarded the sector of infrastructure (including also
communicative infrastructure such as telecommunication, air-/sea-ports and –transport,
railways etc) and the public utilities such as water and electricity. The incumbent usually
large integrated companies were of outdated technology and very poor performance thus
requiring major investments in order to supply a decent quality of goods and services. The
management skills and the financial means are not available in the country (also not in
Albania). So privatisation was seen as the only way to establish modern, or to (re)animate,
restructure and /or reengineer existing strategic enterprises (Ses). Another reason for
privatisation was the burden on the state budget caused by the strategic sector (SS)/strategic
enterprises (SEs). It could be discussed, whether it is better or easier to privatise the
incumbent SEs as a whole or to split them up before privatisation. The search for potent, able
and fair investors is a major problem, which has not yet been finally solved. Local business
men have rarely a chance to be involved in privatisation of SS/SEs due to lack of money and
managerial experience. Other capital-collecting institutions like investment fonds on national
basis are rare and/or not functioning (e.g. in Albania).The best investor would be a “global
player”, but they are rather reluctant to engage themselves in strategic enterprises.The
special situation of Albania and Albania´s SS/SEs has been taken up in various examples; the
international experts and all participants of this conference are invited to discuss thoroughly
the statements and issues put down in this paper.

0.
PROLEGOMENA
This paper is meant to highlight some general aspects on privatisation and relate
them to the privatisation of “strategic sector(s)” (SS) and/or “strategic enterprises”
(SEs). The paper should be a starting point for the discussion why, to which extend
and how privatisation of sectors of the national economy, regarded or defined as
“strategic”, could /should be realised. Having in mind the situation of Albanian
strategic sectors and also regarding the experience made in other countries, the
international experts present will certainly give more opinions and examples in the
course of this conference. Even though the paper deals also with general aspects it
has been tried to avoid the repetition of commonly known facts, theories and
statements. Thoughts and theses are only briefly outlined in order to facilitate a vivid
discussion between the participants and the audience of this conference instead of
1
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presenting a perfectly styled finished text. It also has been regarded not feasible to
burden the paper with numerous quotation of the vast literature produced by different
bodies, institutions and individuals on the subject and with a long register of
commonly known literature.
1.
INTRODUCTION
With the fall of the iron curtain in the late eighties / early nineties, with the break-up
of the former USSR and the so called East-Block (EB), consisting mainly of the
south-eastern European states – including Albania – a totally new era in politics and
linked to it in economics began, commonly named transition : the political transition
towards democracy and the economic transition from planned/ commanded economy
directed, administered and controlled by the state towards (social) market economy
(ME). When the old political system was overcome, many countries found
themselves in extremely bad economic conditions and were practically bankrupt. The
situation in Albania can be regarded even worse, because during and immediately
after the political change factories had been vandalised, green houses were destroyed
and functioning businesses did almost not exist. When the old systems had vanished
the politicians had to start from the grassroots to build-up a new state and change the
economic system. The rules of political and economic life had to be designed and
approved and – not the easiest to do – implemented. In these days Albania – like all
other former East-Block-Countries – was given and took advice from many different
sources in order to facilitate transition. It is still – also for Albania - debatable,
whether it is advisable to take over especially legal advice in consistent packages
from one source, or try to make a legal patchwork from very different legal systems
and traditions, which have to be harmonised later and possibly a second time - as in
the case of Albania - to comply with European legislation. Concerning the national
economy and the business sector it was necessary to set a legal and institutional
frame to establish market economy and create and guarantee a favourable climate in
order to (re)animate existing and initiate new business activities. When this
framework has been finalised it needs good governance to make the young plant
“market economy” grow, develop and prosper to the benefit of all citizen.
One essential feature in market economies is that production of goods and services
are In private ownership in the form of private companies or enterprises whereas in
the overcome system all economic activities were planned and directed rather than
managed by state bodies and owned by the people. Consequently one of the first
steps into market economy was the privatisation - the transfer of property rights from
former state-owned property to private persons or bodies. This process started in
Albania – like in many ex-east-block-countries - with the privatisation of housing
and small and medium businesses. Facts and figures concerning this period of
privatisation in Albania you find in Dix, H., GTZ - Project “Report on Privatisation
Process in Albania 1991 – 1997”, Tirana August 1998. Market economy in those
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days was still young and had to be taken sincere care of and had to be protected by
law against abusers and enemies. This was and still is the duty of economic policy!
2. WHY PRIVATISE STRATEGIC SECTORS (SS) / STRATEGIC
ENTERPRISES (SEs)
2.1
GENERAL REMARKS
The most often use arguments (or rather prejudices) – not to call it “almost-axiom” –
against public economy are:
1. State – employees are neither capable nor able to manage business
units/companies properly;
2. They do not use the available resources efficiently,
3. They do not follow the rules of business but go along with political and/or
party guidelines;
4. They are often underpaid and therefore not struggling for best performance of
the company, and might become corruptive
5. They have no guts and no entrepreneurial spirit,
6. They are not aware of the requirements and instruments to meet the needs of
market economy,
7. They lack adequate education and knowledge, etc.…etc.
The commonly drawn conclusion is that only private, non-state-linked people have
the talents to cope with market economies requirements; it is left out that all
working people - the most capable and best educated included - had been employed
before in different functions but by the very same employer, the state ! Have they all
vanished? So this “almost-axiom” does not hold true neither in the transition
countries nor in western economies; the problem – in public economy and in private
economy - to put the right man in the right position or train him to be able to do his
job properly. The elites do not change directly with the change of the political and/or
economic systems. Either they are ousted in the course of time or they adapt to the
new system and perform in it according to their capabilities.
2.2 STRATEGIC SECTORS (SS)/STRATEGIC ENTERPRISES (SES)
The word strategic means in this context sector(s)/enterprises of national importance
and interest, essential for the proper functioning of the economy and/or for the social
life and therefore requires each of them an individual approach taking into account
the complex relationships to other sectors of public interest. More generally speaking
SS consist of the infrastructure, or elements of it like e.g. telecommunication, seaand air-ports, railways etc, public utilities like e.g. electricity and water supply, and –
according to political definitions - natural resources or parts of them. In any case it
should be watched carefully, that – as relict of old thinking – not too many sectors or
enterprises are regarded “strategic”!
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Even after more than 15 years of transition in many countries the SS / SEs do not
perform satisfactory; this applies in several fields also to Albania (e.g. electricity,
water supply). This poor performance is due to (among other reasons) to:
1. The management, lacking management skills and experience necessary to
comply with requirements in market economy
2. Outdated technology and know-how
3. Old/not functioning equipment
4. Lack of financial means for urgently required investments
2.3
THE “WHYS” FOR THE PRIVATISATION OF SS/SES
The first three reasons for poor performance given in the last paragraph cannot be
cured by privatisation; in a way they are linked to each other if incapable managers
do not know the actual state of art of their business and therefore are not able even to
name adequate equipment. Privatisation will apparently not increase the capability
and skills of the management! Only education, training and experience serve to this
purpose. The poor performance of SS/SEs is often caused by politically necessary
consideration of social implications (e.g. collecting money for electricity or water
from people unable/unwilling to pay – supposed the respective gauges are installed).
In addition negative results of SEs are a heavy burden in the government‟s budget,
one reason more to get rid of them by privatisation.
The belief (or hope?) to earn money by privatisation has proven futile in most cases;
the required investments normally exceed by far the assets at disposal.
So privatisation of SS/SEs is undertaken for several reasons:
1. Improve availability and quality of goods and services
2. Increase efficiency and respect environmental issues
3. Create / increase (even if only limited) competition in the market
4. Clean the budget
5. Get money to be able to realise politically and socially wanted and necessary
investments in the SS/SEs.
Getting fresh money into the SS/SEs and provide good governance is the
precondition to reach the other objectives. Since the quality of life is often directly
linked with the level and quality of the goods and services supplied by the SS/Ses, it
is not advisable to transfer all property rights to private bodies. The state would loose
any influence on the acting and performance of the private companies, which are by
definition profit-driven and may neglect the demands and needs of the public (e.g.
electricity- / water supply to remote places, public transport to humble villages…) or
set autonomously prohibitive prices which the end-user/consumer cannot afford.
Good or bad infrastructure and the quality of public utilities have a strong bearing on
the public opinion, on the general contentment and political behaviour of the people.
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3.
HOW TO PRIVATISE SS/SEs
As seen all possible forms of privatisation of SS/SEs require a partnership between
private bodies and the state/state institutions, in which both partners have to take
their respective rights and duties. Depending on the distribution of duties and rights
there exist several approaches of how to involve the private sector in the SS/SEs,
they are commonly known and might be discussed later in relation with individual
projects of privatisation, to find best solutions for the praxis. There will be much
experience with the experts and the audience. Another often controversial discussed
issue is whether existing integrated trusts or large conglomerates should be privatised
(in the sense of entering a partnership with the state) as a whole or should be split-up
into separately acting units. Some aspects:
Is the incumbent SE at all privatizable as a whole, i.e. is some private body willing
and able to take over the whole existing SE?
If not the splitting is inevitable.
If yes
it has to be decided under market-systemic reasoning whether or not the
splitting is feasible.
In market economy competition is an essential feature. So it has to be checked, which
solution offers the maximum possible competition to the benefit of the consumers.
This decision is especially critical in respect to so called “natural monopolies”,
mainly public utilities, e.g. transmission networks. In the case of “natural
monopolies” it will be necessary to establish a neutral effective regulating authority
in order to protect the consumer against overpricing and arbitrariness of the privates.
If there is no competition in the market possible, competition should govern the
process of bidding for the respective SE, e.g. for public utilities. The KESH, the
airport, Albtelecom, ARMO (oil and gas refining and Marketing) are examples in
Albania; other examples: Deutsche Telekom; electric energy,. Railways in Germany
(at present under discussion), railways in UK, electricity in California….. (on
demand more detailed information)
Methods and success of splitting-up incumbent large SEs before privatisation differ.
It may be noticed that even in traditional market economies privatisation of SS/SEs
has entered the political agenda only short time ago, e.g. Germany, France, Great
Britain….. The search and selection of privatisation partners is another decisive act
in the process. What is needed are partners/investors who have up-to-date technical
and managerial know how and the financial means and/or credit facilities to bring-up
and operate the newly established private company/companies under the regulations
of the respective contracts. In countries with comparatively low BIP p.c. the
attraction to enter into SS/SEs as a private body is limited and strong efforts must be
undertaken by the state to win appropriate serious investors.
Highly welcomed as investors are generally renown potent “global players”
following long-term strategies, having international and intercultural understanding
and being able to adapt to and comply with the peculiarities of the partner country.
When management is coming from the foreign mother-company local managers will
learn and be trained for later take-over. One disadvantage remains with foreign
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investors: a good portion of the benefits will flow out of the country (profits, salaries,
etc.). Therefore it is desirable that the local business community also benefits from
the privatisation. Looking at Albania it might be assumed that there is not sufficient
financial power neither with individual business people nor with existing companies
to restructure/reengineer and privatise SS or single SEs. In addition there will be
most likely a lack of technical know-how, managerial experience and praxis and
international standing to play an important part in the privatisation process. So it
would need capital-collecting institutions, e.g. investment funds or other
organisations the like, which accumulate cash from the citizen i.o. to invest this
money in SS/SEs. Another option could be to go public offering the shares
exclusively to “small” people, e.g. as “Volksaktie”, the method by which
Volkswagen was privatised long time ago in Germany (on demand more information
concerning Albania and other former east-block countries can be presented in this
conference). Consequently it seems next to impossible to actively involve in Albania
- as in other countries in similar situation - the local private business man in
privatisation of SS/SEs.
As mentioned above there must be found satisfactory equilibrium between the
interest of the investor and the state‟s obligations against the population, the
consumer of the goods and/or services to be supplied by the privatised SE. It has
become common practice that the governments take advice from experienced neutral
consultants to prepare the respective regulations and contracts negotiating with the
parties concerned. Since privatisation is a process it is necessary to monitor closely
each step and each phase in this process and evaluate the respective results. One of
the greatest problems in the privatisation of strategic sectors/ strategic enterprises in
transition countries is the lack of interested, potent and fair foreign investors; any
delay in the process of privatisation will be paid with inconvenience for the people
and growing dissatisfaction; the attraction of foreign investors will remains one great
challenges for the national politicians.

THE LAST PHASE OF SERBIAN PRIVATIZATION:
NATIONAL / INTERNATIONAL AND PRIVATE / PUBLIC
ASPECTS
Prof. Dr. Sinisa ZARIC1

Abstract: Passing through a turbulent period, Serbian economy performed within frequent
changes in the legal framework of the privatization process. In 2001, the Law on privatization
introduced two methods of the cash-based sales: Auctions and Tenders. The transparent
procedures in auctions and the tender conditions which had to fulfil some of the social goals
were successful. Now, the last phase of the process is focusing on public enterprises. That is
reflecting the delicate problems of private/public and national/international relationships.
KEY WORDS: privatization, auction, tender, public enterprises, regulatory environment

1. INTRODUCTION2
Serbian case regarding the privatization process is characterized by a big delay.
Besides having an early start, we are still discussing how to end the privatization and
what lessons we have learned from the other countries in transition, from the postsocialist economies. Very recently, one prominent Slovenian economist stated that
the transition of Slovenian economy and society started very early, in the mideighties (Marjan Senjur). If we understand the transition as a process of the
restructuring of the institutional infrastructure, and we think that it is the way how to
reflect the problems, than, even surprisingly, professor Senjur was right. Very deep
movements toward a civil society were on the stage in some of the more developed
parts of ex-Yugoslavia. Serbian society did not have so strong movements toward the
civil society and free market economy, but, since the reformist government of the
Federal Prime Minister Ante Markovic took the power in the late eighties, Serbian
economy went toward privatization. Simultaneously, within the strong
entrepreneurial wave, the economic structure started to change by emerging SME‟s
sector. We say that the “socialist black hole”, scientific category invented by a group
of Slovenian professors (Prasnikar, Petrin and Vahcic) which represents the lack of
SME‟s, innovations, creativity, etc., started to be filled. The privatization model was
similar to ESOP model, very known in the literature generally characterized by the
participation of the employees in the ownership of the companies. The main
instrument was called internal share. As the result of such a model we have some
very good companies, with the diffused ownership structure, creating some submarkets of capital instantly, but also suffering from the lack of investment incentives.
As a result of similar models, with ESOPs or with vouchers in other countries, the
1
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capital market was instantly created as a positive consequence of the model
implementation. In Serbia, it did not occur because the Republic turns into a period
of deep turbulences, crises, wars and international embargo. But, nevertheless, the
negative characteristics of such a created ownership structure, and absence of
investment incentives, remained, very similarly to previous self-management model
which was practiced for some half a century.
2. CHANGES OF THE MODELS
In a turbulent society, Serbian model of privatization was changing, but in all the
periods remained a certain emphasize on a role of a big and public enterprises. The
governments were listing some 40 to 50 companies which were allowed to enter the
process of ownership restructuring by capital-inflow of the so-called strategic
partners. Also, the government listed, almost the same companies as those who,
previously, have to pass through the process of restructuring. In several occasions I
was arguing why, in fact, the real restructuring did not took place in the Serbian
economy. And now, in 2007, among the biggest companies, there are still huge
corporations with a number of non-core businesses which had to be out of the
company and privatized. Not entering into details, but repeating To Whom It May
Concern, some of the reasons for such a poor result of the restructuring processes are:
a. The importance of being big for the nomenclature,
b. The fear of the growing number of jobless people (Petkovic, 2006),
c. and, why not to say, the lack of professional capability to manage the process.
Unsatisfactory results were achieved although; Serbia enjoyed a consultancy and
financial help from abroad for these activities in the post 2000 period (after the
democratic changes). After all, we still have huge public companies, many of them
100% owned by the state. This part of the Serbian economy is consisted of the
companies with very heterogeneous economic performance, also having different
market positions, and, some of them still enjoying the benefits of monopoly.
The last relics of the dinosaurs of the socialist economy are living their turbulent
time, but still not ready to be displayed in the Natural History museums. The must
for their adaptation and restructuring is a part of a wider discussion of the relations
between national and international, and private and public. Understanding the
invitation of the kind organizer of Tirana‟s meeting as a call for reflecting the very
subtle and sensitive matters of private/public and national/international aspects of the
privatization process, in our case, we can anticipate the further analyses by saying
that it depends of the chosen models of privatization in some society. If some
institutes and institutions are inaugurated in one national economy, the best is to keep
ahead with the regulation. The stable regulatory environment represents a vital and
critical condition for attracting foreign investors.
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3. METHODS OF PRIVATIZATION
The new Law on privatization was proclaimed in 2001, by a consensus of all the
parties in the Serbian parliament and government. This promising act introduced two
methods of privatization - Auction, and - Tender. Tenders were considered more
appropriate for the privatization of the enterprises which are of crucial interest for the
national economy , either by their role in the economy or in the field of exploitation
of the national resources, or because of the big number of employees, or generally
because the state is interested in their continuous performance on the market.
Normally, the number of privatized companies via tender is small, and the process
requires a big preparatory work, privatization consultants and a huge tender
documentation. Here is the privatization structure:
•
70% of social capital sold to investor
• 30% workers and citizens
• In case of tender privatization up to 15% goes to workers and at least 15% to
privatization register
• In case of auction privatization up to 30% can be distributed to workers
and, here are results of two methods of privatization
 2002- 2007: 1852 Enterprises sold, of which 76 via tender method;
 Still cca 1000 Enterprises are waiting for auction privatization;
 And about 100 for tender privatization;
 58 companies within the restructuring process.

Practically, in the last phase of privatization, there are two groups of companies
1. Companies with bad performances - the residuals of the process. Here, the
potential investors sometimes are only finding the interest for the location and
real estate business, creating some “brown field” investments, and
2. Big public enterprises and octopus monopolies.
As the results which have been already achieved, we can point out the ownership
restructuring, the strong inflow of foreign capital (a very minor part is, unfortunately,
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a result of the Greenfield investments in Serbian economy - the privatization process
represents the major source pf FDI), and, on a negative side, still a law level of
corporate governance. (Bogicevic, Milikic, 2006).
Concerning the big public enterprises, we can recognize that the proposed
restructuring has not reached the satisfactory level. In the same time, surprisingly, the
search for strategic partners is continuing, and, that the panthocracy is remaining in
the party state governed by a coalition, has a strong basis in the public companies.
Big enterprises serve for imposing their party‟s nomenclature. But, could only the
full privatization be a strong medicine for these social diseases?
4. HOW TO PROTECT PUBLIC INTEREST?
The author of this contribution is a fun of the auctions as a method of privatization.
But, in the context of protecting public interests, auctions can not be the real way.
Tender sales give a chance to formulate precisely the way of protection of the public
interests in the future management of the companies. Some of the interests could be
recognized in the financial conditions which the new investors have to fulfil. So, in
the structure of the financial obligations in the tender sales, there are three major
items (-Price, - Investment, - Social program), which are defined for each of these
transactions. For instance, if we look at the tender sales of tobacco industry, or of the
cement plants, we could recognize different structure of the required financial
resources. It could be noticed that the new owners of the cement plants have a higher
proportion of investments in total, compared with tobacco industry. The lowest
proportion of money is required for the privatization of a petrol company.
Definitely, the tender sales gives an opportunity to incorporate the ecological issues,
the social programs, but, again, not many of the possible and various public interests.
The problem is even more sharp and tangible in the societies of the ex-Yugoslav
republics than in the other post-socialist countries because of a very strong
reminiscence of the self-management culture. These problems were excellently
elaborated in the works of Steve Pejovich, who underlined the very important role of
the formal and informal institutions in each economy, and, in the same context the
role of the institutions of the self-management society developed in ex Yugoslavia.
For the purpose of our, Italians should say “convegno”, I will stress the problem of
the lack of corporate social responsibility strategies. .The CSR represents not only a
new momentum within the PR landscape (see the work of Kotler and Lee), but also a
strong instrument for achieving the public goals. In Slovakia (the Steelworks of
Kosice), and in Serbia (the privatization of the Steelworks of Smederevo) US Steel
performed the case of a deep misunderstanding with the local society, and wider, but
also , how the implementation of a right CSR strategy can turn the things. The other
problem represents the long way misunderstanding of the private/public issue. It is
not that easy to realize why the city should pay for few employees in the splendid
private museum - long standing absence of a creative and necessary mixture of the
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public and private in post-socialist country. It makes the problem not only to be the
subject of examination by the privatization agencies, representing the interests of the
society, but also among private investors. On the other side, private capital access
into the protected areas of public monopolies is also facing certain obstacles.
There are several institutes that could be promoted, and that where already
introduced in the systems of other market economies. One is particularly important,
having in mind the need for the protection of public interest. The golden share is an
instrument which has a strong meaning in the mature market economies of Europe.
In many of the transition countries, the golden share does not make a part of the
necessary variety of instruments, but it is not so in Hungary and Poland. Better
understanding of the golden share could be important for searching the alternatives in
the field of protection of the public interest in the privatized companies - see in
Golden Shares in the privatized companies in Hungary and Poland. ( Demko, 1993)
5. FAMILY SILVER ON SALE
When you sell the family silver, it usually means that you have urgency for money.
But, it could be also because you move to another city, or so. Some of the public
companies which are now waiting for restructuring, for partial or total privatization
are considered a FAMILY SILVER of the Serbian national economy. In the first part
of the contribution we were discussing the private/public matters, but what about
national/international questions? Very few of the major transactions were our
national investments. What is the list of family silver of national economy? See the
list of the 17 republic-owned public enterprises which are of particular interest.
(Arsic, 2007) In terms of volume, three of these are with outstanding results Serbian Power Utility Company EPS, Oil Industry of Serbia NIS and National
Telecommunications Operator TELEKOM Srbija. Telekom Srbija is already a jointstock company, investing in Bosnia and Herzegovina, and in Montenegro, as well.
The enterprise is pretending to become a regional leader. Electric Power Industry
also has some investment plans out of Serbia, but it needs huge capital, so
partial privatization is inevitable.
So, there is no single model of privatization of the infrastructure and octopus
monopolies. But, in the same time, we can argue the fact that the regulatory
environment could be successfully redesigned toward the international models. And,
as a consequence, it could change the performance indicators of the public
enterprises and search the options different from the current ones. Hungarian MOL
and Czech Power Company are examples that the leading companies can remain not
only in the national hands, but could perform actively at the regional / international
market. Arsic and Vasiljevic raised the question: What to privatize and to what
extent? (Arsic, 2007) It is hard to say, but it is necessary to examine carefully the
alternative models. Majority of shares is to remain in the hands of the state
permanently, or temporary? Savic is proposing two models, but not neglecting to say
that for both models the consensus is required. (Savic, 2007)
Model I (public companies of strategic interest)
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 The state is a major shareholder (51%)
 Selling to partners (19%)
 Free share to citizens (15%) and to employees in the public companies (15%)
Model II (public companies with no strategic importance)
 Selling to strategic partner (51%)
 Free shares to citizens (15%) and to employees in the public companies
(15%)
 The state keeps the part (19%).
6. CONCLUSIONS
Answering the question about the possibility for a national capital to take part in the
privatization game for the big, public enterprises, we see that besides existence of
some huge private capitals, there are no many possibilities. If we come back to the
question of what to privatize and to what extant, it is obvious that the national capital
is very handicapped if the option is to find a strategic partner (such as the option
should be, perhaps, for the privatization of the National Airlines JAT) .But, if the
option should be a diversified ownership structure, than there are at least two fine
instruments as a channels for the inflow of national capital. These are represented by
the role of the institutional investors, such as investment funds, and, the stock
exchange as a medium of the synthesis. Listing the big public enterprises on the
Stock Exchange is to be a big step in the further development of the market
economy. Again we are coming to the conclusions that only with creation of a
modern and stabile institutional infrastructure, is possible to achieve the right results
and to activate the national resources. Within the appropriate regulatory framework,
many of the flammable questions are becoming irrelevant, giving the chances to all
the economic agents.
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PRIVATISATION IN SLOVENIA: A CHRITICAL OVERVIEW
Jaka VADNJAL1 and Mateja VADNJAL2

Abstract: The method for mass privatisation in Slovenia was a 20 % transfer of shares to
para-state fund, privatisation funds and internal owners while 40 % would be devoted for
different groups of both internal and external owners. Companies practically did not opt for
sales of shares to strategic owners. Thus, primary privatization was a lost opportunity for
numerous companies requiring strategic investors for restructuring. The second
characteristic of the selection of privatization options was that managers and employees in
general exercised their priority buyout right to 40 percent of shares at favorable terms to the
maximum extent allowed by their financial resources. The majority of citizens invested
certificates in companies and in privatization funds.
Public companies and privatization funds are required to be quoted on the Ljubljana Stock
Exchange. The initial stock exchange boom was mostly due to foreign portfolio investors. Due
to concerns about their potential destabilizing effects, the Bank of Slovenia introduced
restrictions on them in 1997. Takeover, merger, and acquisition activity has been on the rise
since the completion of privatization by individual companies. Supervisory boards represent
the most important vehicle for gaining reliable information on companies and controlling
managers. Their role in secondary privatization may actually be central. Initially, a frequent
motive behind ownership consolidation was to gain representation on supervisory boards. All
major decisions on mergers and acquisitions, takeovers, issuing of debt and equity and
adjustments of asset values, as well as concerning sales of capital and assets, must be
approved by these boards. Secondary privatization is taking place in an environment of
scarce external financial resources. The large scale of purchasing of own shares is evidence
of the importance of such actions in enterprise activity. The extent of employee ownership
which emerged from mass privatization is viewed as almost optimal.
Privatization funds were intended as a corporate governance correction to extensive
employee ownership and expected to help companies to find strategic investors. They were
not intended to be active owners, as their borrowing power is limited, and they cannot raise
financing on the capital market where they are quoted. The state is the single largest direct
and indirect residual shareholder of privatized companies. Although its shares were intended
to be temporary, the state has not demonstrated much will to exit, but instead takes an active
stance in governing bodies. There appears to be a general scarcity of strategic investors, who
are the desired owners of public and nonpublic companies. Mass privatization was effectively
closed to cash purchases by strategic investors.
KEY WORDS: mass privatization, barriers, regulation, state ownership, strategic investors

1. INTRODUCTION
After long debates on the most adequate method for privatizing companies in
Slovenia, a combined model was adopted which in principle allowed for paid
privatization. The basic model of privatization (20% + 20% +20% + 40%) according
to the Ownership Transformation Act (OTA) envisaged:
1
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transfer of 20 percent of shares to para-state funds: 10 percent to the pension
fund and 10 percent to the restitution fund;
transfer of 20 percent of shares to privately managed privatization funds in
exchange for ownership certificates collected by them from citizens;
exchange of 20 percent of shares at favourable terms for ownership certificates
of internal owners (managers, current and former employees);
optional use of 40 percent of shares:
o for buy-outs at favorable terms by internal owners,
o in exchange for ownership certificates of citizens in public offerings,
o in exchange for ownership certificates collected by privatization funds or
o for purchases by strategic owners.
The fourth component contained optional elements, and could therefore lead to the
emergence of various ownership structures, reflecting the needs of individual
companies. The legal principle of autonomy, by which managers and employees in
companies were granted the right to prepare privatization plans, was a factor that
critically determined the selection of privatization options.
The first characteristic of that selection was that companies practically did not opt for
sales of shares to strategic owners. Of around 1,500 companies privatized under the
OTA, only a small share of acquired strategic owners. Thus, primary privatization
was a lost opportunity for numerous troubled companies requiring strategic investors
for restructuring. Such companies are therefore forced to search for strategic
investors that are capable and motivated to ensure restructuring in the next step, via
secondary transactions with privatization shares (i.e. secondary privatization).
Owners from mass privatization are largely transitional owners, playing a role of
privatization agents in search of strategic investors.
The second characteristic of the selection of privatization options was that managers
and employees in general exercised their priority buyout right to 40 percent of shares
at favorable terms to the maximum extent allowed by their financial resources.
Residual shares were either exchanged for certificates collected by privatization
funds or directly distributed to the citizens in public offerings. Thus, apart from
privatization to insiders (internal) and privatization to funds (external), privatization
to the citizens (public) gained significance in large and capital intensive companies.
Three typical groups of companies were (Simoneti and Böhm, 2001): (1) public
companies quoted on the stock exchange as the result of combined internal, external
and public privatization; (2) nonpublic internal companies not quoted on the stock
exchange with employees holding majority stakes, and (3) non-public external
companies not quoted on the stock exchange with employees and funds holding
comparably large shareholdings.
The proponents of mass privatization argued that its main advantages were the speed
at which large parts of economy would be transferred to the private sector and its
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contribution to starting of capital markets in countries in transition (Lipton and Sachs
(1990), Frydman et al. (1997)). Mass privatization indeed involved a large part of the
corporate sector in Slovenia but was spread over five years. Unlike in similar
programs implemented elsewhere, privatization was decentralized and a wide range
of options was made available in the privatization law. Nevertheless, that model
limited the selection of privatization methods. Of the 1,386 companies that
underwent mass privatization, less than one tenth used public offerings and is quoted
on the stock exchange. All public offerings were oversubscribed, some of them by
several times. The majority of citizens, invested certificates in companies (as their
current and former employees) and in privatization funds (all quoted on the stock
exchange). Mass privatization was formally completed at the end of 1998 but has
actually remained uncompleted on both the demand and supply sides. The portfolio
of the state holding company (Slovenian Development Corporation-SDC) consisted
of a few hundred companies that were excluded from mass privatization at its early
stage, voluntarily for prior restructuring or compulsorily within the state-led
rehabilitation of two dominant banks. On the other hand, substantial portions of
certificates in the portfolios of privatization funds remained unused (the so-called
privatization gap). Whereas mass privatization was state administered, it was argued
that secondary privatization should be essentially market driven. For that reason the
market would have to be appropriately regulated. The speed of secondary
privatization threatened its transparency and fairness, and this, in turn, would
obviously affect the speed and effectiveness of corporate restructuring. This required
a high degree of sensitivity to the specific ownership and control structures of
companies that had emerged from mass privatization in the actions of policy makers,
legislators and regulators who were responsible for guiding, facilitating and
promoting secondary privatization (Simoneti and Böhm, 20013).
2. EMPIRICAL EVIDENCE ON MASS PRIVATIZATION IN SLOVENIA
There is a body of empirical work in Slovenia that studies the effects of privatization
on corporate restructuring, finance and performance following privatization.
Economists believe that optimal ownership and control structures will ultimately
result from strategic management and restructuring, leading to an expansion of
assets, employment and sales which in turn improves the performance of companies
and increases their values in a long run. Faster adoption of hard budget constraints
and strategies for expansion of markets is evidenced in companies that face
competition on product markets (Pučko, 2000). Sales on foreign markets evidently
3
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force strategic restructuring (Prašnikar et al., 1999). Managers perceive competing
companies as the most likely raiders, and most takeovers are indeed horizontal in
Slovenia (Bešter, 1999).
Defensive restructuring (defined as consisting of labor force reductions, contraction
of assets and moderate growth of sales revenues) is a distinguishing characteristic of
companies that underwent mass privatization, as opposed to new private firms and
subsidiaries that are closely held by their owners and/or controlled by their creditors.
New private firms show accelerated growth of investments, sales revenues, profits, as
well as operating cash flows, and they are generators of new jobs. Subsidiaries
excluded from mass privatization show higher investments and an extraordinary
growth of operating cash flows. The fastest growth in every respect is seen in
companies with foreign strategic investors. On the other hand, while the leaders in
defensive restructuring are the state-held, non-privatized companies, the largest
investments in assets are recorded in nationalized public utilities.
A relation between employees (over-represented on supervisory boards and fighting
for salary benefits) and managers (argued to behave like external owners attempting
to maximize cash flows) – takes on different forms in companies privatized to
internal and external owners. The latter do not exhibit the positive correlation
between value added and investments but seem to evidence appropriation of
depreciation resources for salary benefits, while the former show typical trade-offs
between salaries and investment (Prašnikar and Svejnar, 1998). Larger layoffs occur
in the group of companies with majority employee representation on supervisory
boards than in the group with minority employee representation. Nevertheless,
differences between the two groups with respect to the effects of defensive
restructuring and strategic restructuring (e.g., investments in human capital, R&D
and market research) are insignificant (Prašnikar et al., 1999). Strategic management
would be a realistic option if managers were rewarded in share options (rather than in
fixed salaries, as is the prevailing practice) for their contribution to performance
improvement in the long run.
Reliance on internal resources is a typical feature of defensive corporate
restructuring. Access to external financing is constrained due to poor development of
financial system. The latter is often argued to result from the poor corporate
governance that emerged from mass privatization and the ineffective ensuing
ownership concentration. Illiquid capital markets, combined with diffuse ownership,
do not provide for effective corporate governance, but instead drive the controversial
concentration of ownership in the hands of funds that should be drastically reducing
their stakes. In fact, these funds are emerging the largest shareholders in most
companies quoted on the stock exchange (Gregoric and Prašnikar, 2000). The capital
market, which is doing a poor job of re-distributing ownership, implements new
issues of securities. Banks decline credits due to information asymmetry, or when
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they do grant them price their credits too high because of a high information
premium (Ribnikar, 2000).
The stock exchange is discredited with both investors and companies because of low
transparency and speculative trading, as well as low liquidity largely due to
asymmetrical treatment of debt and equity securities and restrictions on foreign
portfolio investments. Citizens who became shareholders in mass privatization
thanks to their certificates maintain extremely low propensities to invest their (cash)
savings in securities, greatly preferring bank deposits (Kleindienst, 1999). Managers
of companies are more inclined to seek bank credits than to issue new securities on
the stock exchange. On the other hand, the supervisory boards of companies tend to
reject the managers' proposals for equity financing when they do arise, due to the
limited financial resources of incumbent owners and their consequent loss of control
(Simoneti, 2000).
With companies relying on internal resources and largely free from servicing debts,
financial discipline is obviously lacking. Operating cash flows are not ploughed back
for strategic investments but are used for short-term financial investments. Smaller
financial investments are the most distinguishing characteristic of large companies
with dominant owners in relation to companies without such owners which show
lower use of debt financing and higher salaries (Cirman, 2000). Companies on the
stock exchange show higher operating cash flows but smaller purchases of own
shares than the non-quoted privatized companies (Simoneti, 2000). Regardless of
whether shares are purchased on the public market or "troublesome" owners are
directly bought out, such purchases of companies' own shares consolidate the control
of incumbents from mass privatization.
Some data reveal that since completion of privatization at the end of 1999 almost
40% of initial shareholders have already exited companies privatized through mass
privatization. At the end of 1999 ownership concentration is relatively high: the five
largest owners on average hold 61.5% percent of votes in "mass-privatized"
companies. Moreover, in Slovenia para-state funds and privatization funds act as
large shareholders, despite lacking the ability and motivation for proper corporate
governance. On the other side, many small shareholders are company insiders who
act as a homogeneous group in relation to external owners. It might well be that with
concentration of ownership in the period 1994–99 the problem of managerial
discretion was reduced, while the conflict of interest between internal and external
owners was exacerbated (Simoneti and Böhm, 2001).
The state and para-state funds are reducing their ownership stakes in the companies
from mass privatization, while managers and strategic investors are increasing them.
It is observed that both groups are accumulating their shares more intensively in
companies which are not traded on the stock exchange and therefore have limited
transparency. In addition, new strategic investors appearing through the end of 1999
were almost exclusively of domestic origin. Initial privatization is followed by nontransparent domestic consolidation of ownership, where domestic companies,
managers and funds are the key players.
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Mass privatization, however, was inappropriate for relatively large and capitalintensive companies requiring substantial corporate restructuring, because they
required strategic investors and/or access to external financing. Only around a
hundred such companies were excluded from mass privatization. In the remaining
several hundred companies with similar economic characteristics, stakes of
comparable sizes went to employees and funds. There is a strong conflict of interest
between insiders and outsiders, which is making the restructuring process very
difficult in these companies (Simoneti and Böhm, 2001).
3. SOME BARRIERS TO PRIVATIZATION
3.1. Trading with Privatization Shares on the Stock Exchange
Public companies and privatization funds are required to be quoted on the Ljubljana
Stock Exchange (LSE). The process of quotation gained momentum only at the end
of 1998 following public appeals of the SMA and the exertion of pressure on the
governing bodies of companies by shareholders observing price differentials on the
organized and non-organized markets. The prices determined by the secondary
trading on the stock exchange rose quickly in relation to the prices on the nonorganized market. The shares of larger and well performing companies have been
quite liquid and traded at fairly stable price levels. The shares of smaller (and more
poorly performing) companies have been less liquid, and their prices quite volatile
(Stock Exchange Focus, 2000). Price instability on the stock exchange was
contributed to by blocks of shares coming onto the stock exchange at staggered times
due to postponed transferability of employees while other blocks of shares in the
same companies were still being traded on the non-organized market. As a result, the
concentration of shares was quicker and higher in smaller companies and in the
companies with relatively large volumes of nontransferable employee shares.
The initial stock exchange boom was mostly due to foreign portfolio investors. Due
to concerns about their potential destabilizing effects, the Bank of Slovenia
introduced restrictions on them in 1997. In that year such investments accounted for
12 percent of stock market capitalization and were concentrated in a small number of
companies that had the most liquid shares and contributed 60 percent of total market
turnover in 1997 (Stock Exchange Focus, 2000). Foreign portfolio investors were
required to open custodian accounts with authorized domestic banks and could trade
shares quoted on the LSE only among themselves over several years or sell them to
domestic investors with a high exit commission. Such restrictions have been
considerably relaxed since their introduction but effectively caused the withdrawal of
foreign investors. This led to falling liquidity and prices. Foreign investors have only
recently begun to re-appear. The initial liquidity on the stock exchange was also due
to enthusiastic domestic investors, including privatized companies making financial
investments by purchasing shares of other companies as well as their own shares
(Simoneti and Böhm, 2001).
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3.2. Market for Corporate Control
Takeover, merger, and acquisition activity has been on the rise since the completion
of privatization by individual companies. Two parallel processes have driven it: (1)
reintegration of businesses that had earlier been broken up, with a view toward
increased competitiveness on product markets, and (2) concentration of ownership by
shareholders with short-term financial interests or to gain control over companies.
The takeover act was delayed for several years despite severe pressures for its
introduction, as companies resisted quotation and registration of shares in the
absence of clear rules for concentration of ownership and for proxy voting. It was
enacted at the end of 1997 after an extended period of controversial debates, and after
substantial ownership changes had already occurred and ownership and voting
restrictions had already been introduced in companies' statutes. The act entrusted the
SMA and antimonopoly commission to oversee the control acquisitions in companies
with more than one billion tolars' worth of equity capital and over 500 shareholders.
Takeover rules are promoted as a means of protection of small shareholders in
secondary privatization. In view of the dispersed ownership resulting from mass
privatization, such rules have been applied to all companies with tradable shares.
This policy, however, hinders the process of taking private nonpublic companies. It
is not possible to protect the rights of small shareholders in companies not quoted on
the stock exchange with takeover rules, as possibilities for exit at fair prices are so
limited in such companies. It is unreasonable to insist on such rules on voting
coalitions when two blocks of owners share control, especially in the case of external
companies (Simoneti and Böhm, 2001).
3.3. Supervisory Boards
Supervisory boards represent the most important vehicle for gaining reliable
information on companies and controlling managers. Their role in secondary
privatization may actually be central. Initially, a frequent motive behind ownership
consolidation was to gain representation on supervisory boards. All major decisions
on mergers and acquisitions, takeovers, issuing of debt and equity and adjustments of
asset values, as well as concerning sales of capital and assets, must be approved by
these boards. As a result, supervisory boards represent the main constraint to
secondary privatization via access to external financing and sales to strategic
investors which affect the control positions of incumbents. The first supervisory
boards, which replaced the former workers' councils, were appointed by managers in
the course of privatization. The ability of such boards to control managers was
widely questioned. As a result of incumbents' consolidation of ownership and voting
powers, the membership of supervisory boards has begun changing fast.
A controversy over supervisory boards concerns the representation of employees on
two grounds: due to their role as owners and due to legislation mandating certain
levels of supervisory board representation based on the size of labor force. In
companies with 500 and more employees, one third of seats on the supervisory board
are reserved for employees, and in companies with 1000 or more employees they can
occupy two thirds of seats.
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Such legal provisions clearly preserve the level of influence of employees from the
pre-privatization era, as a result of which employees are in position to resist layoffs
and to claim salary raises and related benefits. While representative of funds may
deter the self-dealing of managers and employee expropriation of income and profits,
there is also a risk that funds, as large-scale traders with short-term financial
interests, will themselves abuse internal information and control for self-dealing and
other forms of overreaching. Efforts to streamline the role of the supervisory boards
in order to speed up secondary privatization need to include more balanced legal
provisions for employee representation, enhancement of the professional capacities
of their members and mechanisms for ensuring a focus on the long-term development
of the companies by linking remuneration to the contribution of the boards to the
performance in the long run (Simoneti and Böhm, 2001).
3.4. Financing of Companies and Secondary Privatization
Secondary privatization is taking place in an environment of scarce external financial
resources. This is because the internal resources of companies are not ploughed back
into their development but are used to make financial investments, as well as to
attempt (or defend against) takeovers and to buy out "troublesome" owners. The
large scale of purchasing of own shares is evidence of the importance of such actions
in enterprise activity. After the barter deals used by funds on internal markets, it has
been the most important technique of secondary privatization, paradoxically
consolidating control of incumbents. Moreover, secondary privatization incurs high
transaction costs due to poor information disclosure and taxes and brokerage
commissions. At the same time ineffective ownership concentration of privatization
funds and trading with pension coupons detract investments in companies.
Financial institutions did not play any significant role in mass privatization, either by
leveraging employees' buyouts (as they were directly leveraged by the state) or by
acquiring equity stakes themselves. Banks were given a choice to convert nonperforming debts of companies to equity. This technique of privatization, used
mostly in the state-led rehabilitation of two dominant banks and in the financial
restructuring of the SDC companies, was widely opposed by banks. On the other
hand, both banks and insurance companies were encouraged to establish privatization
fund management companies. Thus, while they are being partly owned by nonfinancial companies, banks and insurance companies in turn became the indirect
owners of such companies in mass privatization. Such cross-ownership structures
within and between the financial and corporate sectors clearly gives rise to an array
of conflicts of interests, including, for example, the threat of soft financing of
companies and restriction of competition within the financial sector (Simoneti and
Böhm, 2001).
3.5. Employee Ownership
The extent of employee ownership which emerged from mass privatization is viewed
as almost optimal. Employees took part in mass privatization as individuals, with no
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limitations on their liability to pay off credits received from the state for financing
share acquisitions. Nevertheless, collectively they have an interest in making regular
payments, as failure to do so will reactivate the role of the state in corporate
governance. They have conflicting objectives: maximization of salary benefits in the
short run and employment security in the long run. They are legally granted a
majority of seats on the supervisory boards and often combine their votes with the
votes of small shareholders from public offerings. They are in a position to
appropriate value added for salary benefits at the expense of depreciation and profits,
as well as to vote down sales to strategic investors or the use of external financing if
it is supported by funds and/or managers. Employee ownership is expected to decline
in relative and absolute terms in consequence of sales of their shares from
privatization and expansion of capital financed from external sources or without their
participation (Simoneti and Böhm, 2001).
3.6. Transformation of Privatization Funds
Privatization funds were intended as a corporate governance correction to extensive
employee ownership and expected to help companies to find strategic investors. They
were not intended to be active owners, as their borrowing power is limited, and they
cannot raise financing on the capital market where they are quoted. As closed-ended
investment funds with practically no restrictions on the concentration of ownership in
companies but with severe limits on concentration of their own ownership, they are
transitional features. By law, they are obliged to transform into regular investment
funds or ordinary joint stock companies by mid-2002.
The role of privatization funds in corporate governance and secondary privatization
is controversial for various reasons. The most important is the gap from mass
privatization. This gap, which at the completion of privatization process in 1998
represented close to 60 percent of their portfolios and at present still accounts for
some 30 percent of them, has constrained the needed restructuring of portfolios. Even
worse, it gives the state a convenient excuse to postpone both the privatization of
nationalized property and the adoption of rules on transformation of privatization
funds. In the meantime, transformation has occurred in a non-transparent manner,
with fund managers becoming directly and indirectly the controlling shareholders of
privatization funds. The momentum for effectively regulating the transformation of
the funds has been wasted, and the drafting of regulation has been made more
cumbersome by the developments that have taken place during these delays.
On the other hand, privatization funds have relatively high obligations to their
managers: management fees are high, reflecting the book values of non-tradable
securities dominating the portfolios of privatization funds. Managers have no
incentives to engage in corporate restructuring at their own cost (reduced profits) as
benefits would accrue to the funds' shareholders in the short run. Fees are partly
payable in fund shares, and fund managers' stakes in the funds have become
significant as a result of this factor alone.
Possible routes of transformation depend on the quality of assets that will be
allocated for filling up the gap. In view of the current ownership structure of funds

46

Albanian Socio Economic Think Tank – ASET

and the structure of their portfolios, as well as the scenarios being considered for
filling up the gap, the most realistic route is a financial holding company or venture
capital fund. A few funds have already followed it, and others are considering it
(Simoneti and Böhm, 2001).
3.7. Residual State Property
An important source of barriers to the optimal ownership structures is the
combination of significant direct, and widespread indirect, residual state property in
privatized companies. The state is the single largest direct and indirect residual
shareholder of privatized companies. Although its shares were intended to be
temporary, the state has not demonstrated much will to exit, but instead takes an
active stance in governing bodies. It is in position to affect secondary privatization
directly through share trading, sales and purchases on secondary markets, as well as
through voting in the governing bodies. Its direct role in secondary privatization and
as an agent of privatization (clearly favouring para-state funds) is certainly in conflict
with its role of regulator, legislator and policy maker, as well as with its authority to
approve takeovers and purchases made by foreign strategic investors.
The para-state funds were intended as temporary owners of companies, but the
deadlines for their winding up are vaguely defined, and the values and dynamics of
their long and short-term financial obligations are not known. Expecting to maintain
the value of their portfolios in the long run, they are reluctant to divest their
portfolios. They were not meant as active portfolio traders, which makes them
dependent on the profits of companies to meet their short-term financial obligations.
Neither were they meant to play an active role in corporate governance and to be
important agents of secondary privatization, i.e. to concentrate ownership with the
aim of selling it to strategic investors. In principle such sales would have to be
pursued with public tenders, which is not practical and would actually be
counterproductive in the case of quoted securities.
There are no limits on the size of their stakes in companies and their investment
policies change whenever the government changes. Although they are essentially
financial investors, they make appointments to the supervisory boards of companies,
whereby they can exercise influence on policies regarding, for example, dividend
payments and control changes. With considerable assistance from state, both funds
have substantially adjusted their portfolios and decreased the numbers of portfolio
companies to a fraction of their original number. The state sells its residual stakes in
public companies to them and by various measures helps them to exit from nonpublic companies. As the funds' financial obligations represent implicit state debt, the
state has a legitimate ground to keep control over them and assist them to consolidate
their portfolios with shares in public companies (Simoneti and Böhm, 2001).
3.8. Strategic Investors
There appears to be a general scarcity of strategic investors, who are the desired
owners of public and non-public companies. Mass privatization was effectively
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closed to cash purchases by strategic investors. There were scattered cases of
concentrated acquisition of shares with certificates and at discounted prices for
credits. In the first phase of secondary privatization, characterized by lumpy demand
and fragmented supply, such strategic investors (apart from those that participated in
mass privatization) interested in large blocks of shares were excluded too. As long as
incumbent owners resist selling to strategic investors, the latter are discouraged from
purchases and investments in view of continued free rider problems, unreliable
information on companies' performances and values, and the requirement to make
mandatory bids. The liquidation of companies has been the most frequent vehicle for
entry of strategic investors. But government protection of non-performing companies
considered too big to fail, has postponed the entry of strategic investors to non-public
external companies even by this method. Privatization funds were not intended as
strategic investors, but to mediate sales to such investors. Their transformation into
holdings makes them reluctant to perform that intended mission. The transformation
of privatization funds, however, is still transitory as far as the ownership of
companies is concerned.
4. CONCLUSIONS
In post-independence, Slovenian economic policy has concentrated more on
achieving macroeconomic stability and keeping internal and external balances than
on setting up the conditions for competition on product and financial markets by
pursuing institutional and microeconomic reforms. The financial sector has been
favoured against the corporate sector and the banks have been favoured against the
emerging capital market. The social sector reforms have been long delayed. Foreign
capital inflows (and capital outflows), however, have been formally and informally
discouraged. Factors that prevent fast, transparent and effective secondary
privatization stem from the legal and regulatory framework of capital markets and
companies, i.e. the corporate governance and finance regime that was established in
mass privatization and is perpetuated in post-privatization due to the slow legislative
and regulatory process. The legal and regulatory framework adopted to guide
secondary privatization postpones transferability of large volumes of shares and
applies standard rules for ownership concentration and consolidation of control to all
privatized companies with tradable shares, although only a small number of them are
quoted on the stock exchange. Introduced on the basis of flawed assumptions and
assumed to protect small shareholders, such restrictions and rules hinder the orderly
taking private of companies and privatization funds. They are flagrantly abused in
practice, while voice is evidently captured to take private companies and
privatization funds. Rules for voting on legal changes and reorganizations which
under given conditions may provide better protection to small investors, however,
have not been established. As many companies ought to (will) be taken private, a
systemic solution to that effect is required.
The regulatory and legislative process lacks sensitivity regarding the specific
ownership and governance deficiencies concerning the three ownership groups of
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companies and awareness of the need to regulate and facilitate different routes of
secondary privatization. To that effect, different forms of consolidation of diffuse
employee ownership and different routes of transformation of privatization funds
ought to be allowed, regulated and facilitated. Moreover, secondary privatization
depends directly on the manner of privatization of residual state property, and
indirectly on the manner of privatization of public utilities and financial institutions.
The empirical evidence shows that the first phase of secondary privatization has been
characterized by limited (foreign) competition, lack of transparency and low speed,
and suggests new anomalies stemming from it. Delayed tackling of transitional issues
in Slovenia has wasted the momentum for fast and orderly secondary privatization
and made search for better ownership solutions even more cumbersome (Simoneti
and Böhm, 2001).
Some data on evolution of ownership structures and concentration after mass
privatization in Slovenia grouped according to the prevailing privatization model into
public, internal and external. Public companies are traded on the stock exchange; in
non-public internal companies internal owners dominate over external owners
(mostly privatization funds and para-state funds), while in non-public external
companies the situation is reversed. Internal and external companies are not traded on
the stock exchange. Therefore, the consolidation of ownership in these two groups is
less transparent than in public ones.
Since the completion of privatization by the end of 1999, almost 40% of initial
shareholders have already exited companies privatized through mass privatization.
Ownership concentration was strengthened in all groups of companies, but most
intensively in internal companies. It seems that the principal-agent relationship
between managers and shareholders is less of a problem than the conflict between
large and small shareholders. Moreover, in Slovenia large shareholders include parastate funds and privatization funds, both lacking the ability and motivation for proper
corporate governance. On the other hand, many small shareholders are company
insiders who act as a homogeneous group in relation to external owners. It might
well be that with concentration of ownership, the problem of managerial discretion
was reduced, while the conflict of interest between internal and external owners has
become worse (Simoneti and Böhm, 2001).
Small shareholders, the state and para-state funds are reducing their ownership stakes
in the companies from mass privatization, while managers and strategic investors are
increasing them. It is observed that both groups are accumulating their shares more
intensively in companies not traded on the stock exchange. Therefore, transactions
are made on informal markets with limited competition and transparency. In addition,
new strategic investors appearing through the end of 1999 were almost exclusively of
domestic origin. Initial privatization, with free distribution of shares and limited
foreign and strategic investors, is followed by non-transparent domestic
consolidation of ownership, where domestic companies, managers and funds are the
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key layers. A more intensive entry of foreign portfolio and strategic investors in
privatized companies can be expected only later, in the course of Slovenia's
accession to the EU. The overall assessment of the post-privatization ownership
consolidation in Slovenia is that the major problems are rather the quality and
transparency of the process than its speed.
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LOCAL INFRASTRUCTURE IN REPUBLIC OF MACEDONIA
Prof. Dr. Ljubomir KEKENOVSKI1

1. Introduction
1.1 Urbanization The urbanization process indirectly conditions the development of
settlements reflecting in a general sense the level of overall development of the
society. The analyses and trends in the past period indicate a relatively high degree of
discord between the high level of concentration in urban centres and the dynamic of
economic development and development expressed through the gross domestic
product per capita and the level of urbanization. This is in fact the basic reason why
this process of urbanization is not expressed as a positive factor in the overall
development of the state. Table 4-1 Social development, level of urbanization, level
of domestic product and participation of urban in the overall population in 1994
The process of de- agrarianization in the Republic of Macedonia in the last two
decades follows the dynamic of urbanization and is very intensive. The percentage of
decrease in agricultural population during the two decades is 65.5%, with an annual
rate of 1.2%. The process of de- agrarianization is a process that directly influences
the social and economic transformation of the rural population.
We single out the following important characteristics of this process:
- use of city land with inadequate intensity, expressed through low average
housing density and population that has negative effect on the rational
organization of basic functions and urban infrastructure;
- Increase of city land surface, followed by intensive enlargement of land with
randomly built constructions;
- Low level of living standard caused by: full or partial lack of communal
infrastructure, inadequate hygiene conditions, unsatisfactory quality of housing;
- Collision between main infrastructure systems and urban settlements as a result
of the random construction.
1.2. Development and organization of rural areas
Economically impoverished and insufficiently equipped for functioning and in
infrastructure, in conditions of disadvantageous road connection with the urban
settlements, the rural settlements are continuously loosing population thus decreasing
the total rural population in Macedonia. The analyses lead to the following
conclusions:
- de-population of mountainous and border area settlements;
- the most endangered category of settlements are the small villages with less than
500 inhabitants, especially those with up to 100 inhabitants in the mountainous
and border areas, as well as the settlements in the wider region of Pelagonia;
1
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About 35% of the rural settlements, which there is adequate planned projection
have favourable conditions for spatial, physical and functional development.

RM/Municipality

Level of
urbanization

R. Macedonia
Skopje
Berovo
Bitola
Brod
Valandovo
Vinica
Gevgelia
Gostivar
Debar
Delcevo
D.Hisar
Kavadarci
Kicevo
Kocani
Kratovo
K.Palanka
Krusevo
Kumanovo
Negotino
Ohrid
Prilep
Probistip
Radovis
Resen
Sv.Nikole
Struga
Strumica
Tetovo
Veles
Stip

59.7
81.4
49.5
71.1
0.0
36.0
52.4
43.0
35.1
54.5
41.8
0.0
52.3
54.2
67.7
72.2
3.8
49.4
48.9
62.1
25.1
37.0
28.8
71.1
82.4

Rank

2
15
5
29/30
23
13
21
24
10
22
29/30
3
18
11
9
20
19
14
12
7
4
27
16
17
8
26
22
25
6
1

Rank of domestic
product/inhabitant
1
21
2
14
20
16
4
29
30
17
23
11
27
14
12
26
19
24
5
10
8
22
13
3
6
28
18
25
7
9

Structure
urban
59.7
81.4
49.5
71.1
0.0
36.0
52.4
43.0
35.1
54.5
41.8
0.0
78.2
47.1
54.3
59.8
44.5
46.0
52.3
54.2
67.7
72.2
3.8
49.4
48.9
62.1
25.1
37.0
28.8
71.1
82.4

other
40.3
18.6
50.5
28.5
100.0
64.0
47.6
57.0
64.9
45.5
58.2
100.0
21.8
52.9
45.7
40.2
55.5
54.0
47.7
45.8
32.3
27.8
96.2
50.6
51.1
37.9
74.9
63.0
71.2
28.9
17.6

Source: Spatial plan of Republic of Macedonia
2. CURRENT LEVEL OF PUBLIC SERVICES DELIVERY
2.1. Water supply networks, waste water and sewerage systems
2.1.1. Water In the Republic of Macedonia 93% of the urban and rural settlements
are connected to the existing water supply network, and 85% of these have sewerage
systems. In all cities there are water-processing plants. After being processed the
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water is delivered to the households. All municipalities in the Republic of Macedonia
have programs for technical improvement of the water supply systems.
The legally provided supply of water at the level of the Republic of Macedonia is
provided from the following sources and has been divided in the following way:
- springs 49,311 l/sec
- underground water 2,645 l/sec
- running water 1,030 l/sec
- accumulations 1,445 l/sec
The connection of rural areas to the water supply systems has been made at three
levels, those being:
- system city-village (connection of villages to the city water supply
systems)
- independent establishment of public utility companies in the
municipalities (especially in the newly created);
- In general, the villages are left to solve the water supply problem through
wells financed by self-contribution.
These last years the shortage of drinking water is becoming more and more acute
(water supply system Studencica) for the citizens of Prilep and in Veles, where the
plan is to solve the problem by intensifying works on the hydro-system Lisice.
The organization of the delivery is through local public enterprises responsible for
the maintenance of the springs, the water supply network and distribution to the
citizens.
The collection of the water bill is 50% at the level of the Republic of Macedonia.
This is one of the main problems of these public enterprises. In spite of the low price
of water, there is a certain degree of (lack of) culture not to pay the water bill since it
is considered to be a public not economic good that should be provided almost free
of charge to everybody, especially to the poor citizens.
The citizens, especially the local government officials, face the challenge of having
to privatize the sectors of distribution and billing in the local public enterprises if
they want to improve the collection. The attempt to realize the pre-privatization loan
for the Skopje Water Supply Network, rejected under the pressure of the public, is a
well known case. Otherwise, the Skopje spring Rasce, with its 3,500 to 5,500 cubic
meters of water per second, depending on the season, is one of the most powerful and
best in quality source of drinking water in this part of Europe. The attractiveness of
water resources in the Republic of Macedonia will most certainly lead to gradual
involvement of foreign and domestic private capital. This process will certainly bring
as consequence a multiple increase of the price of water. This will affect directly the
poorest citizens. The key element for the protection of the public interests in this
domain should be found in the price regulation model through which the price
would be controlled. Thus, in the future thought should be given to defining
subsidized prices for certain number of citizens who would fall under clear criteria in
the category of most endangered by the new methodology for calculating the price of
water.
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2.1.2. Waste water According to Article 3 paragraph 3 of the 1998 Law on
Communal Services drainage and processing of waste water means collection of
waste water from the house connection to the outside sewerage network, drainage
with street sewerage, processing and release in the recipient, as well as cleaning
septic pits. Paragraph 4 defines the drainage and release of atmospheric water as
collection of atmospheric water from urban areas, drainage in sewerage network and
release in recipient.
Table No 4-2
No
Municipality
1
Gostivar
2
Tetovo
3
Skopje
4
Kicevo
5
M.Brod
6
Kumanovo
7
K.Palanka
8
Kratovo
9
Veles
10
Kavadarci
11
Negotino
12
Berovo
13
Pehcevo
14
Delcevo
15
M.Kamenica
16
Stip
17
Kocani
18
Vinica
19
Probistip
20
Sv.Nikole
21
Bitola
22
Prilep
23
Krusevo
24
D.Hisar
25
Valandovo
26
Gevgelija
27
Dojran
28
Strumica
29
Radovis
30
Resen
31
Ohrid
32
33

Struga
Debar
Total

Length in km.
32
23
694
35
70
25
46.5
40
32
18.3
32.7
97.7
60
32
18.5
152
83.6
10
3.2
9.2
30
57
88.3

Release in recipient
Vardar
Vardar
Vardar
Treska
Treska
Kumanovska
Kriva Reka
Kratovska
Vardar
Luda Mara
Vardar
Bregalnica
Pehcevska
Bregalnica
Bregalnica
Bregalnica
Kocanska
Bregalnica
Svetinikolska
Dragor
Oreveska
Krusevska
Crna
Anska Reka
Vardar
Luda Mara
Trkanja
Reka
Prespa
Crni Drim

15
30
1735

Crni Drim
-
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In the Republic of Macedonia the current situation with waste water has not
significantly changed since 1996, elaborated by NEAP. Biological processing has
been provided in Ohrid, Struga, Sveti Nikole and primary processing in Makedonski
Brod, while the water processing plant in Resen is still being reconstructed.
2.1.3. Public Services Delivery - Sewerage System Adjustment Skopje, as capital of
the Republic of Macedonia, has around 897 km water and about 720 km sewerage
network (fecal 525 km and 195 km atmospheric at the end of 2001). This imposes the
need for a more serious approach in planning and dynamics of development
announced by the public enterprise "Vodovod i Kanalizacija- Skopje" (Water and
Sewerage - Skopje). The need to construct a new sewerage system for processing
Skopje's waste water has been determined in 1965. Atmospheric sewerage is the
favourable alternative when the shortest path to results is to be taken. The waste
water (fecal and other) is collected through a special city system of fecal sewerage in
two main collectors on the left and right shore of the river Vardar and then taken to
the waste water processing plant. The processed water is then released in the river
Vardar. The existing 76 km of collectors and channels in the mixed system have been
constructed before the 1963 earthquake and have been adjusted for fecal sewerage,
whereas for the atmospheric a new sewerage system has been envisaged.
The enterprise manages, maintains and exploits a sewerage network of 720 km. Eight
municipalities, of those seven in the city of Skopje and 1 in Sopiste/Pripor, covering
a total of 385,550 inhabitants, are drained though a sewer system. Separate fecal
sewer systems have been constructed in 12 urban settlements. In the other
settlements there are a very small percentage of constructed atmospheric water sewer
networks. The constructed sewerage networks have a total length of 1735 km.
2.1.4. Organization of public service delivery The table shows that construction of
waste water sewer systems is relatively low and lags behind the water supply
systems. Sewer systems have been constructed 80% in 12 settlements, 60%-80% in 8
settlements and under 60% in 5 settlements.
Waste water "Vrnista". The waste water processing plant "Vrnista" is part of the
system for protection of the Ohrid Lake and part of the waste water from the OhridStruga region is processed there. The plant should serve a total of 180,000 equivalent
inhabitants, including the 87 year. The first stage has been constructed, with a
capacity of 120,000 equivalent inhabitants. There are two levels of processing, those
being:
- Mechanical processing
- biological processing
For the Prespa Lake it has been constructed for 11,000 equivalent inhabitants, for
12,000 equivalent inhabitants of the Dojran Lake.
The processed water is released from the station into the river Crn Drim.
The waste water in the rural and poor areas, in village households has to be treated at
local level without major investment and without need for highly expert personnel.
This segment of the population consists mainly of farmers and they provide the water
for irrigation from accumulations and rivers.

56

Albanian Socio Economic Think Tank – ASET

2.1.5. Plans and Projections The first priority group covers the major urban centres:
Skopje, Bitola, Kumanovo, Prilep, Tetovo, Strumica, Gostivar, Ohrid, Struga, Resen.
These cities need urgently to construct new or enlarge the existing waste water
processing plant. It is paradoxical that in spite of all attempts to realize an ecological
plan for a processing plant the most attractive part of old Ohrid still does not have a
sewer network and the waste water is released in the lake. The second priority group
covers: Veles, Stip, Kocani, Vinica, Demir Hisar and Kavadarci. The third priority
group covers: Kicevo, Makedonski Brod, Kriva Palanka, Kratovo, Berovo, Pehcevo,
Delcevo, Makedonska Kamenica, Probistip, Negotino, Valandovo, Gevgelija,
Radovis, Debar and Dojran. The short term strategy by 2005 projects processing of
communal waste water in all cities of the Republic of Macedonia, at the level
accorded with the number of equivalent inhabitants.
2.2. Central Heating Plant
The first central heating system in Skopje has an installed heat consumption
threshold per user of about 550 MW. It annually produces about 650 million kWh
heating energy and uses about 70,000 tons of oil. Four heating plants produce the
heating energy. The largest one is TO Istok with an installed capacity of around 300
MW, then comes TO Zapad with installed capacity of around 180 MW and two
smaller plants. The total length of the central heating network in the city amounts to
around 150 km.
The second central heating system in Skopje gets the energy from the section RE
Energetika of Skopje Mines and Steel Mill, part of the Power Distribution Company
of Macedonia. This system has about 6 MW users outside the Skopje Mines and
Steel Mill and 30 MW users inside the company. The central heating system in
Makedonska Kamenica has installed heating capacity in the only existing plant of 12
MW, whereas the connected power is 4 MW. This heating plant uses domestic lignite
as fuel.
The Bitola central heating system at the moment is around 5 MW, whereas at the
beginning of the new heating season 200/2001 the connected consumption will
increase to 15 MW.
AD Toplifikacija Skopje (Central Heating Plant Skopje) covers with its network 30%
of the city of Skopje, and 10% of the population of the Republic of Macedonia is
connected to the central heating system. Bitola is the only city that the Skopje
Central Heating Plant covers besides Skopje. The collection from users of heating
services in the Republic amounts to 90%. According to the projections of AD
Toplifikacija there are no immediate prospects of enlarging the existing network.
Regarding the social or urban stratification we can state that access to the most
comfortable way of heating in the Republic of Macedonia has been provided in the
urban areas Skopje and Bitola, but also in Makedonska Kamenica. Within these
urban areas this services have been provided to the highest social levels and the
middle class. Yet, the poor segments living in the suburbs and settlements with low
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level of urbanization are forced to use solid fuel, most frequently wood that is more
expensive and more difficult to maintain.
2.3. Transport
2.3.1. City, suburban and inter-city transport According to the Law on Communal
Services, article 3 paragraph 5 public cities and suburban transport means transport
of passengers on lines in cities and other settlements, except the railroad transport
that is regulated by a separate law. The term transport in traffic means movement of
passengers and goods with transport means on a given road network. The average
age of the vehicles goes up to 12 years (situation noted on 31 of December 2001),
whereas the amortization period determined by law is 6.25 years. This results in a
lower level of technical operability of the vehicles, frequent defects and removal of
buses from lines. This is all together the reason for having unreliable, irregular and
unsafe transport of passengers.
An important characteristic of the city of Skopje is that movement of people and
goods is exclusively done with a road network through the city on which a large
number of cars, freight vehicles and public city transport vehicles move. On the
territory of Skopje there is no alternative transport of passengers - there is no subway
nor tram or trolley, this being a practice in the big city centres throughout the world.
This reaffirms once again the practice of using the only alternatives for transport:
personal cars (motorcycles) or public city transport by bus. These last months a
reduced transport regime is being introduced to the villages around Skopje, only
twice a day and not by buses but by mini-buses. With this the rural area around
Skopje that was more active than those in other parts of the country is exposed to
reductions in the access but also to deteriorated standard and quality of transport.
Table 4-3: Network and Equipment in City Transport
1996
1997
1998
232
245
230
Number of lines
4305
6056
4016
Length of lines in km
843
780
837
Number of vehicles
106311
93899
99349
Number of seats and
standing space
497
417
428
Average number of
vehicles
123064
109052
135254
Transported passengers

1999
233
4531
821
96729

2000
208
4273
894
1055008

417

600

136231

111408

The Public Transport Company (JSP) Skopje transports passengers in the city of
Skopje by 67 bus lines (26 cities and 41 suburban) with a total length of lines from
1,003 km (265 km city line and 738 km suburban line). It transports monthly on
average 7-8 million passengers. The whole work of JSP is done by .545 workers.
The plan to purchase 100 new vehicles and take out 100 old vehicles would
significantly improve the age structure of the vehicles and their technical operability.
The new buses could be with diesel motors or use ecological fuel - natural gas. This
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would contribute to a safer and better quality ecologically clean public transportation
in the city.
The financial results of JSP Skopje directly depend on the passenger transportation
price since it is the only source of financing for the total operation of the company.
The transportation price is under direct control of the Skopje City Council and when
determining the price the Council always protects the standard of the passengers. The
inter-city transportation is done by buses and railroad. After more than one year the
railroad line Kumanovo-Kicevo was restarted recently. This line connects two
underdeveloped regions with Skopje and enables the use of cheaper transport and
provides greater mobility of the poor in these areas to other parts of the country.
Table 4-4: Road Transport
Buses
In order
Transport passengers in thousands
Passenger km, million
National transportation
International transportation

Buses
Total
Private

1996
578
442
17039
888
710
178

1997
615
467
20355
877
775
102

1996

1997

1998

1999

2000

2442
376

2430
390

2478
410

2479
433

2498
476

1998
590
459
18310
864
753
111

1999
589
462
18336
889
796
93

2000
572
441
15407
774
673
101

Decentralization Plan and Recommendations Two things have to be defined in the
decentralization plan. The first is to clearly determine with adequate legislation the
competencies of the central and local government, and the second to regulate
relations between the public and private enterprises at local level. The second relation
is more essential and richer because the municipal councils should be responsible for
subsidizing unproductive lines, for introducing and maintaining competition through
licenses, prescription and control of ecological and security standards, especially for
the protection of the poorer segments of citizens through regulating prices in the
transport sector. Another recommendation for transformation would be to promote
partnership between the private and the public sector, as well as introduction of new
methods of public management. According to the Law on Communal Services,
Article 3 paragraph 10 prescribes maintenance of street traffic signals and other
infrastructure facilities of local character including regular and winter maintenance.
The Public Company "Ulici i Patista" (Streets and Roads) have the obligation to
maintain boulevards main roads, main road lanes, sidewalks and arteries. The street
maintenance is under the competence of the city of Skopje. The municipalities in
Skopje are responsible for maintenance of side streets, while municipalities at local
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level have full competence over the maintenance of roads in the municipality.
According to the regulations local roads cannot be connected to highways. These can
be connected in compliance with given standards to main and regional roads. The
next responsibility of this company is maintenance of traffic and technical
regulations (horizontal - street painting, vertical and light - street lights (semaphores).
Additional activity of this PC "Ulica i Patista" is to amend streets dug up for
connections or defects. The Public Company charges this additional activity to the
entity requesting the service. Another additional activity is the "Spider Service"
under the competence of the Interior Affairs Ministry.The Public Company "Ulici i
Patista" charges the City of Skopje and the Road Fund (50% each) to cover expenses
related to its activities.
2.3.2. Road and Railroad Network in Republic of Macedonia
Republic of Macedonia is the main crossroad of the transport connecting roads of
Europe with Asia and the Black Sea, as well as with the Adriatic Sea. The transport
infrastructure of the Republic of Macedonia covers 9,670 km. The transport
infrastructure consists of roads (80% of the basic road network is asphalt), railroad
network of 700 km and two international airports, one in Skopje and one in Ohrid.
The road network in the Republic of Macedonia has a length of 9,670 km. From
these 175 km are highways, main roads 655 km, regional roads 5,376 km, and local
roads and streets 3,433 km. PC "Makedonija Pat" (Macedonia Road) maintains 4,327
km roads - 937 km main roads and 3,433 km regional roads. Of this length 131,5 km
are highways. In the Republic of Macedonia 541 km are European roads.
Of the main road network 857 km are asphalt and 80 km non-standardized. On the
main road network there are 247 bridges, viaducts and aqueducts, 84 road bridges
and 95 underpasses. On the main roads there are 10 road tunnels with a total length
of 2,568 m. Of the region road network 2,628 km are asphalt, 504 km macadam and
soil and 299 km are non-standardized. On the regional road network there are 526
bridges, viaducts and aqueducts, 12 road bridges and 16 underpasses. On the
regional roads there are 6 tunnels with a total length of 358 m. On the highway there
are a total of 8 toll stops, of those 4 on the M1 road, one on the M3 road, and 3 on the
M4 road.
Corridor 10 goes from Tabanovce on the Yugoslav border to Bogdanci on the Greek
border, through Kumanovo and Veles. This connection is 176 km long, and build up
with a highway 109 km long. The sections from Demir Kapija to Gevgelija- 44.3 km
long, towards the Greek border (the road Negotino-Demir Kapija is under
construction) and 7.4 km to the north from Tabanovce to Kumanovo are part of the
building up to complete Corridor 10. Traffic between Europe, Greece and the
Mediterranean Sea is going to go through this corridor.
Corridor 8 goes from Kafasan on the Albanian border to Deve Bair on the Bulgarian
border, through Struga, Gostivar and Kumanovo.
Constructed sections:
Kumanovo-Skopje 28.6 km.
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Skopje-Tetovo 32.2 km.
Tetovo-Gostivar 22.0 km.
TOTAL 82.8 km. or 26%.
The public company for maintenance and protection of main roads is Makedonija Pat
- Skopje, founded by decree of the Assembly of the Republic of Macedonia. Having
in mind the fact that JP Makedonija Pat maintains the roads, it has a special
maintenance treatment for winter, depending on the intensity of the traffic, the
economic importance and the financial possibilities.
Table 4-5: Categorized Roads and Bridges
1996
1997
9623
10465
Roads
By type of lanes in km.
Asphalt, concrete, blocks
5622
5984
Makadam
1081
1093
Soil and
2920
3388
By category of roads
Main
909
909
Regional
3058
3404
Highways
144
144
International ,,E,, roads
541
541
Local roads
5656
6152

1998
11513

1999
12165

2000
12522

6111
1123
4279

6428
1152
4585

6595
651
5276

909
3461
144
541
7143

909
3461
144
541
7795

909
3542
144
541
8071

Decentralization plan and recommendations
These are direct activities undertaken for the realization of the road infrastructure in
the Republic:
Sections in construction:
- Bypass of Skopje 3.5 km or 1%
Sections before start of construction
- Bypass of Skopje 25.5 km or 8%.
Section being designed
- Kumanovo-Deve Baer 73.8 km
- Gostivar-Kafasan 129.9 km.
- Total 203.7 km. or 65%.
From the aforementioned data we can see that 82.2 km or 26% of the total length of
Corridor 8 going through the Republic of Macedonia have been constructed, 3.5 km
or 1% are being constructed, 25.5 km or 8% before start of construction and in
designing stage 203.7 km or 65%. The full realization of corridors 8 and 10 will
enable greater mobility of the population, especially faster and cheaper
communication for the poor citizens from the rural areas to the urban centres and
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regions in the Republic. Improvement of the total transport infrastructure will create
possibilities to open a wider front to increase the overall economic activities that
would raise the personal and social standard. New border crossings are proposed to
meet the need to improve the communication of the population in the border regions:
1) Border crossing between the Republic Macedonia and Republic of Albania, on
the territory of Lukovo Municipality (on the Macedonian side);
2) Border crossing between the Republic of Macedonia and Kosovo (SR
Yugoslavia), on the territory of Lipkovo Municipality (on the Macedonian side);
3) Border crossing between the Republic of Macedonia and Kosovo (SR
Yugoslavia) on the territory of Mavrovi Anovi Municipality (on the Macedonian
side), as variant 1 that has been chosen.
Financing has been provided for the border crossings number 2 and 3. The main
financing comes from the sales of Telecom. Financing to cover the full cost of
construction has still not been provided for the border crossing number 1. Financial
resources have yet to be provided for the following long term planned border
crossings:
1. Border crossing between the Republic of Macedonia and the Republic of
Bulgaria on the territory of Crna Skala near the city of Delcevo (on
Macedonian side).
2. Border crossing between the Republic of Macedonia and the Republic of
Bulgaria on the territory of Ajducka Cesma near the city of Pehcevo (on
Macedonian side).
3. 3, Border crossing between the Republic of Macedonia and the Republic of
Bulgaria on the territory of Klepalo near the city of Berovo (on Macedonian
side). Part of the financial resources for the construction of this border
crossing has been provided from the sales of the Macedonian Telecom.
4. The border crossing between the Republic of Macedonia and Greece on the
territory of Pulevec near Vitoliste (on Macedonian side). This border
crossing has been approved but financial resources have not yet been
provided.
5. Border crossing between the Republic of Macedonia and the Republic of
Albania, on the territory of Markova Noga near the Prespa Lake (on
Macedonian side).
The realization of this plan will enable all citizens, especially the socially endangered
living in the border regions, to have easier access to the nearest towns of the
neighboring country. This would enable better sales of goods and trade.
2.4. Communal Hygiene
According to the Law on Communal Services, Article 3 paragraph 8 maintenance of
public hygiene in urban and other settlements covers cleaning (washing and
sweeping) of public and traffic areas, maintenance of pedestrian crossings, play
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grounds, open draining channels, as well as cleaning snow in winter. In the Law on
Public Hygiene Article 2 defines that maintenance of public hygiene, collection and
transport of communal solid and technological waste are activities of public interest.
Article 5 defines that the beneficiaries of this service are the owners, that is, users of
flats and housing buildings, facilities of legal and physical entities used for business
activities, the land connected to the use of these facilities, as well as the unused
construction land in urban areas.
Article 4 defines clearly the surfaces that are legally defined as public and traffic
areas, those being:
- streets, sidewalks, bicycle tracks, s1quares, river banks, -------, road bridges,
bridges, parking lots for which no compensation is paid, stairways linking public
traffic areas.
- play grounds and public sanitary facilities, border crossings;
- railroad, gas and taxi stations, bus stations for inter-city traffic, public telephone
booths, open areas for public facilities, parking lots for which compensation is
paid, parks, park-forests, street green areas, sights, zoo, city cemeteries, fairs,
markets, warehouses and open space storage, sport and recreation fields, public
baths, roads, dry and fluid channels, river banks and other facilities in urban
areas.
Organization and Delivery of Public Services
Only in Skopje, Kumanovo and Bitola have companies dealing exclusively with
public hygiene of the cities, while all other cities have multi-utilities that cover water
supply, sewerage, parks, green areas and markets.
Within UNDP's program for clean and green Macedonia, as help for to social
assistance beneficiaries, in some municipalities 3,500-4,000 inhabitants were
engaged with a wage of 8,000 denars for a period of 1 to 6 months in maintenance of
public hygiene, planting of new trees, painting of public interest facilities and other.
Decentralization Plan and Recommendations
Communal hygiene is a competitive activity among the local public services. This is
the reason why full de-regulation has to be established as soon as possible in order to
stimulate private initiative in this sector. The rules of the game, according to the Law
on Communal Services, have to be defined by the local self-government. This should
make possible the replacement of the old, enormous monopoly public enterprise with
new mixed or private companies that would offer their services to the citizens in a
competitive environment. This would create an environment to enlarge the scope of
offered communal services also in the rural areas, whereas under the pressure of
competition provide cheaper prices of services for the poorer segments of the
population and better quality of the services provided in the underdeveloped regions.
From an ecological point of view it is important to regulate the recycling of waste
because apart from the regional Drisla Land Field, the only specialized company
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equipped for solid waste management, in the Republic of Macedonia there is no other
company specialized in solid waste deposit and processing. Thus, thought has to be
given to the construction of new land fields in the Polog, the South and East regions
as well.
2.5. Parks and Green Areas
The Law on Communal Services defines in Article 3 paragraph 9 the maintenance
and use of parks, green areas, park-forest, recreation facilities on land and water as
creation, maintenance and use of green areas, planting of low and high vegetation
and similar. In continuation a table summary is given of forest creation and renewal
in the year 2000.
Table 4-6
Total
2370
State Forests
2071
Conifers
1924
Deciduous
147
forest in ownership
299
Conifers
217
Deciduous
82
Source: Annual Statistical Report of the R.Macedonia, 2001

Public Services Delivery
PC "Parkovi i Zelenila" (Parks and Green Areas) is responsible for the creation of
new green areas and maintenance of the existing ones. The Skopje City Council
prepares the program for maintenance and creation of new green areas. The PC has
the obligation to maintain the Vodno Park and the Gazi Baba Park. The city of
Skopje has a total of 4,361,681 square meters of green areas. Kisela Voda, with
1,100,828 square meters of green, is the municipality that has the largest green areas,
while Gjorce Petrov has the least great areas, that is, a total of 103,555 square meters.
The Centar Municipality has 584,000 square meters of green areas. In the Karpos
Municipality this number is 617,000 square meters, while Cair Municipality has
375,728 square meters, Gazi Baba 189,225 square meters, Suto Orizari 1,800 square
meters. Comparing the green areas with the number of citizens it comes out that
every citizen of Skopje "owns" 6 square meters of green. According to world
standards this should be from 20 to 42 square meters.
The company DOEL "Luna Park" (Entertainment Park) is a private company with a
direct link to Parkovi i Zelenilo. They independently manage, operate and promote
the company.
The sport organizations in Macedonia have at their disposition 49 sport halls. Sixteen
of them are modern facilities with capacity ranging from 1,000 to 5,000 people and
adjoining facilities, 7 open and 11 closed swimming pools, 35 football stadiums, 292
football fields, 1,018 open sport terrain (for handball, volleyball, basketball and
football), 6 athletic lanes and other. Generally speaking, in Macedonia there is a great
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shortage of areas dedicated to sports. There are still municipalities in which there is
no sport ground or facility, especially in the underdeveloped rural regions. The most
concerning is the fact that there is no transparent program that would encompass the
poorer segments of the population since in the privatization process the use and visits
to sport facilities are not free of charge as in the past.
Organization of Public Services Delivery
The maintenance costs are covered from the billing of water, whereas the
municipalities provide financing for the creation of new green areas. In the smaller
cities several PC are merged in one and function together. There are green areas that
do not fall under the competence of the PC but are under private competence. There
are also areas that the PC maintains only when some activity is organized there. The
difference between the urban and the rural areas in this area lies in the fact that in the
rural settlements there is no common space that would be kept and maintained as
area for relaxation and rural beauty. In some local communities there are attempts to
create a common central green area, but the interest for its maintenance is at a very
low level. Anyway, the difference between the rural and the urban areas in this
regard is very big. The forests in the Republic of Macedonia are mostly under the
responsibility of the PC "Makedonski Sumi" (Macedonian Forests) with its 34 branch
offices.
Decentralization Plan and Recommendations
These last years illegal cutting of wood has become the main source of income and
social alleviation for the people in the rural areas. This problem is present in all
enterprises dealing in forestry like Karadzica and in all the branch offices of PC
Makedonski Sumi. As a protective measure, the competence of the forest police has
to be clearly defined and the amount of the fines raised. Other area of activities
should be to organize the rural population in fire protection because these not densely
populated rural regions are the mostly endangered. Teams for training in fire-fighting
have to be organized since from 4 to 5 hectares of forest is lost in fire every year.
This also raises the danger of erosion resulting in greater draught and lower capacity
of water springs in rural areas.
In order to enable a productive coordination a link has to be established with the
central authorities responsible for the provision of more expensive fire-fighting
equipment like planes and other.
3. ORGANIZATION IN PUBLIC SERVICES DELIVERY
The responsibility for public services delivery at local level in the Republic of
Macedonia falls on the municipal councils and the City of Skopje, as well as on the
public companies. IN this sense and in accordance with the Law on Communal
Services the councils are founders of the local public companies through which the
obligation of the municipalities to organize and deliver public services is realized.
The Law also allows delivery of public services at local level through permits and
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concessions. The Concession Law is an infrastructure law that in detail regulates the
rights and obligations of the municipality and the holder of the concession.
The responsibility of financing local public services falls on the municipal councils.
In services that can be profitable like water supply for example, the public service is
financed by regulated prices of the public service. Those services that traditionally
are not profitable, like transport, besides the citizens who pay for the service the
municipality covers part of the public services costs by subsidies.
Transparency in public services delivery has to be the main characteristic of the
municipal authorities and local operators. This should consist in respecting some
principles in the delivery of public services like continuity, equal prices and equal
access to infrastructure networks.
Management in public services delivery falls under the Assembly of the Republic of
Macedonia, the local councils, who as founders delegate members to the
Management Board and appoint the managers of the public companies. This is one
of the key factors and criterion for successful functioning of public enterprises
founded by the Assembly of the Republic of Macedonia (Power Distribution
Company, Telecom, Water Economy, Radio Broadcasting Council) and municipal
councils for delivery of public services. The transition period showed that the
Republic of Macedonia did not choose the right path of educating public sector
personnel with the constant intervention of political groups in the appointment of
incompetent people to manage the public sector. This stresses the need for education
and autonomy in appointing public sector personnel. This means education of the
personnel in given areas by experts in those fields. This would enable them to
specialize and get deeper in the essence of public sector management.
4. DECENTRALIZATION OF THE PLAN AND RECOMMENDATIONS
Economic democracy is realized at a decentralized local level. This requires first of
all complete infrastructure and legal environment. The provisions of the Law on
Communal Services, the Law on Water, Law on Concessions, will directly determine
the future transformation of local public services. In this domain, having in mind the
obligations deriving from the Stabilization and Association Agreement, we will have
to follow the instructions of the European Commission regarding public services.
This will open room for new investment programs in the private and public sector,
for new methods of public management at local level that would lead to sustainable
transformation and privatization of some local public services through the
introduction of competition. IN fact, increased competition should improve
productivity and lead to reduction of prices in network industries. This, of course, is
in the interest of the poorer segments of the population.
Recommendations
The financing of local public services could be through public and private
partnership, with concessions with BOT, BOO projects. This would enrich the
competition and in the context of project tasks better quality achieved and prices
reduces as the most effective cure for poverty and accessibility of infrastructure
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public services. The policy of subsidies has its limits proven in the previous system.
The solution should be found through creative definition and realization of the public
interests at central and local level. All possible techniques should be used to include
the private sector as partner in the public sector (in public services that are
competitive, communal hygiene, transport). In those areas that represent monopolies
price regulation models have to be established to protect the public interest from the
monopoly and protect the poor from abuse by the dominant position of companies in
the competitive sectors.
Improvement in the approach, the quality and quantity can be achieved through
active involvement of the private sector, especially the free capital of the local
population, through public management education, and with the assistance of a
regulator to check the quality and price of the public service though a system of
continuous monitoring and measurement. This should be accompanied by a policy of
awards and fines for the public sector managers. The second step is effective social
definition of poverty to determine the priorities of different professions, age groups,
ethnic structures to be adopted and defined by the central and local government,
depending on the possibilities and the selected needs of the citizens.
Improvement in accountability and responsibility of the public sector should
strengthen the function of state audit as well as the role of the public through
transparency of purchases, reports, announcements in the media, as well as legal
models for participation of the citizens, beneficiaries of public services, in the
management, revision and performance of public services. The rich experience of
western economies should be taken into consideration.
The capability of the local self-government to lead the local public sector
transformation was increased up to now through foreign governmental (GTZ,
USAID) and non-governmental organizations. These organizations, in partnership
with ZELS - Community of Local Government Units, provided transfer of
knowledge through different projects, seminars and other direct visits abroad. This
trend should continue with increased involvement of the government and domestic
experts in this domain.

PRIVATISATION IN KOSOVO: THE BEST IN THE BALKANS?
Ahmet SHALA1

Thank you for giving me the opportunity to come and speak to you today.
The comments that I am going to give are based on comments I‟ve given before
whenever I had a chance to speak in Countries in Balkan. I will start my comments
with a very ambitious question. Has the Privatisation process in Kosova been the
best, to date, in the Balkans? I think in some ways, and bearing in mind the
exceptionally difficult legal and economic challenges which have faced the people of
Kosova and our allies in the United Nations, the European Union, and the entire
international community, the answer can be a qualified “yes.”
What is the history and context of Privatisation in Kosova? As all of you know,
following the end of the Kosova war, in the summer of 1999, the economy of Kosova
was in shambles. Years of under-investment and mismanagement, had greatly
reduced the economic capacity of Kosova. It was clear, from the start of the
international community‟s involvement in Kosova, that re-building this shattered
economy would be a major challenge. One of the most important elements of the
economic re-vitalization of Kosova was the privatisation and modernization of the
“socially owned enterprises” (“SOEs”). As early as 2000, there was an effort to begin
a “Privatisation lite” program, by means of “commercialization.” This program was
“neither fish nor fowl” and sought to bring in private investment, but avoid the
difficult questions of ownership or creditor claims, by simply establishing short-term
leases. 16 SOEs were leased under this agreement. Eventually, however, it was
recognized that a more aggressive Privatisation programme was required.
Consequently, the Kosovo Trust Agency was established by the United Nations
Interim Administration in Kosovo (UNMIK) in June, 2002, charged with “preserving
and enhancing” the publicly owned and socially owned enterprises of Kosova.
Immediately after the founding of the KTA, there was an intense period of dialogue,
among all of the stakeholders, which sought to balance the competing needs of
several groups.
The workers of the SOEs, are accommodated by the 20% share which they
receive from the privatisation proceeds.
The potential creditors, and former owners, are accommodated by payments
from the remaining 80% of sales proceeds.
The potential problems associated with permanent transfers of immovable
property (i.e., land) were overcome by the creation of 99-year leaseholds.
In addition to this, it was recognized that there should be strong protections for
minorities, and indeed to any persons who might feel their property was being misshandled. Therefore, an independent judicial entity, the Special Chamber of the
Supreme Court of Kosovo, was established, where persons who felt the KTA acted
1

Deputy Managing Director, Kosovo Trust Agency
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erroneously could file for redress of grievances. With these principles and safeguards
in place, the first wave of privatisation was launched on 15 May 2003, and the
second wave of privatisation was launched on 2 July, 2003. It appeared that the way
forward for Privatisation was clear. However, in October, 2003, the then-chairman of
the KTA Board, Nikolaus Lambsdorff, became concerned that there were
fundamental weaknesses in the KTA Regulation, which would make further
privatisation transactions vulnerable to legal challenge. Mr. Lambsdorff suspended
the privatisation process while further legal and technical consultations took place.
Although a third wave was launched on 14 July 2004, and a fourth wave launched on
21 October 2004, the Privatisation process slowed to a trickle until May 2005.
Then, under the leadership of a new DSRSG, Dr. Joachim Ruecker, and a new KTA
Board, and with new regulations in place, the privatisation process was re-launched
and greatly accelerated. Since the launch of the 5th Wave on 10 May 2005, the KTA
has averaged one wave every month. The KTA has launched 29 waves.
What are the results, to date? As of September 1, 2007, the KTA has tendered 311
Socially Owned Enterprises (“SOEs”). Because the KTA sometimes splits these
SOEs into more than one new company (“NewCo”) this has created 539 NewCos.
This figure does NOT include the 29th Wave, which will be launched on 2 October.
Due to the need for careful background checks, and the time delay required by
technical transactions of this nature, the KTA has signed 320 contracts – but another
115 are being readied, and will be signed shortly. These sales have generated total
proceeds of over € 360,000,000 (paid and pending). As I noted above, 20 % of this
will go to the former workers of these SOEs, so more than € 72,000,000 will flow
directly to the working families of Kosova. Actually, over € 15,000,000 has already
been paid to these working families, including over € 850,000 last month, in August.
What does this mean, in practical terms? The SOEs of Kosova were not an
overwhelmingly large number of business enterprises (less than 600) but they had,
and continue to have, a critical strategic place in the Kosovar economic scheme. By
some calculations, SOEs comprised 90% of Kosova‟s industrial assets. SOEs also
comprised 20% of the prime agricultural real estate, including the major parcels
suitable for large-scale modern agriculture, and 60% of Kosova‟s forests. The KTA
has prioritized the SOEs, which have the greatest promise to immediately improve
the economy of Kosova. Thus, the KTA has targeted major strategic properties.
The Peja Brewery, Kosova‟s only major beer producer, was tendered for
privatisation in February 2006, and has now been successfully privatised. The
owners have joined with Llasko from Slovenia, which owns 25 percent of the
stock of Peja, and are now improving the bottling machinery and adding a
canned beer line.
Rahoveci Winery, the largest winery in Kosova, was purchased by Hari
Bajraktari, an Albanian-American investor, who is now in a partnership with
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Fruti, the Slovenian drink firm, and they are putting major investments and
improvements into that company.
The grain silo and food snack company IMB Silosi, which is now M and Silosi,
has invested around 20 million Euros and hired around 370 workers.
In July 2005, KTA finalized the sale of Llamkos, a steel-galvanizing factory,
which is now exporting steel pipes throughout the Balkans.
Finally,
The largest single SOE to be tendered to date, the Ferronikeli Nickel mine, was
completed on Thursday, 20 April. Under terms of the sale, in Ferronikeli, should
be invested minimum of €20,000,000, and will require the hiring of 1000
workers within 1 year of the finalization of the sale.
As of a few weeks ago, Ferronikeli already has over 1000 workers on payroll,
and has hired 10 local contractors, which increase the number of jobs created to
over 1200.
Ferronikeli has invested around 30 million euros and is planning to invest around
57 million until the end of the year. In addition, the sale of Ferronikeli has
sharply increase the hard cash payments being made to Kosova‟s electricity
utility, and will also dramatically increase commercial rail freight traffic.
What are the current activities of the KTA? The KTA is moving forward on a
variety of fronts besides these. The KTA is working hard jointly with the
Government of Kosova in order to find a solution for re-organisation of the Trepca
Mines, which will enable these famous mining centres to be re-vitalised and refurbished. The KTA is continuing to press forward to wise resolutions to the so
called “Joint Stock Companies” of Gjakova and the KTA is close to finalizing
agreements which will enable us to privatise Sharr Cement, and the other remaining
“commercialized SOEs.”. Soon we will launch the largest Ski-resort in Balkan
“Brezovica” and we believe that by the beginning of the 2008 we will manage to
privatize it.
What will the final outcome of Privatisation in Kosova be? It is, of course, too
early to make any definitive judgments. However, I do believe that some
generalizations can be made. The first is that Privatisation has been able to attract a
large number of potential investors. As of 1 September 2007, there are over 9,100
investors in the KTA database. Of these investors, over 2,600 have actually “prequalified” - - meaning submitted to KTA the documents necessary to become
bidders. The privatisation process in Kosova has been broad and inclusive, and a
wide variety of investors have participated. The second is that, no matter what the
problems may be at the moment, by acting strongly to dissolve the old SOE system,
the KTA with the strong support of the international community has opened Kosova
to a true market economy. Assets, especially agricultural land and premium
commercial real estate, have been unlocked and returned to the open market. The
third is that the KTA, strongly supported by the international community, has largely
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avoided the traps of cronyism and favoritism. Let us be honest with each other,
privatisations that have taken place in some former centrally controlled economies
have largely been privatisations in name only. Kosova and the KTA have avoided
this, and there is also no credible accusation of privatisation favoring any powerful
interest group over another. So, when we take these three different observations
together, I do believe we can declare privatisation to be, at this moment, a success.
What elements helped with this successful privatisation? I think it‟s extremely
important, as a matter of historic record, for everyone involved in privatisation in
Kosova to acknowledge the critical role of the international community. Key
stakeholders included UNMIK, as well as the United Nations Department of
Peacekeeping Operations (DPKO), and the European Union. Some of the other
critical players include USAID and EAR.
Much of the work was done by the people of Kosova, and the majority of the
investors were from Kosova, which is appropriate and to be expected. However, the
continuous involvement of the international community insured that this process was
extremely transparent, and created a strong international legitimacy and
effectiveness. In this regard, the extensive consultation which was done in 2002,
2003, 2004 and 2005 were, although very frustrating at the time, extremely
important, because these resulted in the strongest possible legal framework.
So, to return to my original question, can we declare the Privatisation in Kosova
to be the Best in the Balkans? I think the honest answer has to be, “Not Yet.” We
must still handle the liquidation of the remaining OldCos, and pay out more of the
20% benefit to the workers of the former SOEs. In addition, we must make further
progress in privatising the SOEs which are majority-Serbian communities, most
notably the Brezovica Ski Centre. Finally, and perhaps most critically, we must,
working as a team with all the stakeholders, develop a shared strategy to rehabilitate
and re-vitalize the Trepca Mines complex. I will close by emphasizing that the
international community has played an absolutely critical and pivotal role in our
successes to date, and to state my firm belief that it is only with continued
international support that Kosova will be able to move forward. It is my fondest wish
and belief that by the end of this year, Kosova gets its independence and in a few
more years jointly with Albania, Croatia, Macedonia, Montenegro and other
countries in Balkan, joins our friends in the European Union.
I want to close by saying this: If you want to make money, come invest in Kosova.
We want to be partners with you. We have hundreds more good NewCos which will
be coming available, and we want you to buy some of them. Please see me at any
time during this Conference!!!
Or, come to Kosova! That is the best way of realizing and feeling the progress that
we Kosovars made there together with the International Community within a very
short time.
Thank you!

METE POLICY REGARDING STRATEGIC PRIVATIZATION
Durim KRAJA, MPA1

Ladies and gentleman
First of all, allow me to thank the organizers of this Forum, for this very important
event. In this special occasion, we have the honor to discuss with representatives
from economic, industrial and financial circles of the Region, and I would avail
myself of the occasion to thank all of them for their participation, and at the same
time expressing my hope for better cooperation in the future. Please allow me, on
behalf of METE to express my appreciation for the cooperation with the Albanian
Socio-Economic Forum, and for the support this Forum is providing in the process of
democratic and market economy development during this transition period that my
country is undergoing. We truly appreciate these active initiatives, and believe they
will have a considerable impact on increasing the opinion‟s awareness, as well as
sharing opinions and alternatives on sustaining the economic and institutional
development of Albania, under the European integration framework. In the last years,
Albania has experienced a stable macroeconomic situation with:
an average growth of 6 %
a GDP per capita of 2695 USD (2006) and which is expected to exceed 3 000
USD this year
Inflation has been kept under control at 2-4 % levels
The budget deficit has been constantly reduced, with the aim to achieve, in a three
year period, the comparable parameters with the countries of the region. The rapid
credit growth during the last two years is an unmistakable sign of a business revival,
something which has also had an impact on employment.
Through an efficient management of macroeconomic policies as well as the
further deepening of structural reforms, Albania aims at a fast increase of
domestic public and private investments, with the final aim to make
investments 27 % of GDP in a 3-4 year time, from the 24 % level of today.
And a level of the private sector, of 80 % of GDP.
The Albanian economy is an open one, with liberalized trade and a totally private
financial sector.
We are conscious that the stability of macroeconomic indicators and especially the
economic growth of these recent years cannot last, if the Government‟s strategies and
programs will not be oriented towards development policies for business and
investment, and if our reforms will not be focused on foreign investment promotion
and export growth.
1

General secretary, Ministry of Economy, Trade and Energy, Albania
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In order to promote the development of economic sectors and improve the business
environment, the government has launched some initiatives which have reduced the
administrative barriers and business costs.
The increased presence of foreign investment is considered indispensable in order to
keep the high pace of development in the next years. Our experience of attracting
foreign investment, so far has been related mainly to privatizations, and especially
the strategic sectors‟ privatization. This experience has brought forward the need to
develop new forms of attracting private capital in the development processes, in
which the private-public partnership and concessions will be an important part.
Public-Private partnership is seen as an opportunity, which in certain processes might
combine in a more fairly manner, the financial and human resources, from the public
sector and the private sector, thus increasing the quality of the services provided as
well as the public infrastructure. In this regard, the passing of the new Law on
Concessions and PPPs has given a new quality impulse to the process.
We consider the privatization process in general, and especially the privatization of
strategic sectors as a great opportunity to attract FDIs, but at the same time, we see it
as a big opportunity for domestic business as well as a big challenge for it to worthily
participate in this process, directly and as an equal partner and not only as
subcontractor. We aim at the inclusion of this business not only in the privatization
process of the sector, but in direct investments as well. I could mention the recent
participation of domestic investors in the energy generation sector, small HPP
construction etc.
The privatization through shares selling, concession awarding of public assets and
resources, based on the new Law on Concessions as well as the “Albania 1” Euro
initiative are an obligation and objective of the Albanian Government and especially
METE.
Albania is open for investment in these sectors:
Energy Generation, transmission lines‟ construction
Tourism and infrastructure
Mining (chromium) and oil extraction for export purposes
Processing of: Textiles, Leather and Footwear, Agro-processing
Financial services and business promotion services: consumer‟s contact
points, data centers
For the 2007-2009 period, as regards the oil and gas sector, we are committed for the
privatization of ARMO and Albpetrol state companies, while in the energy sector we
anticipate: the privatization of the power distribution sector as well as awarding
concessions on existing HPPs and TPPs. At the same time, we aim at supporting
domestic and foreign private initiatives for the construction of new thermo and hydro
generation resources, while in the transport sector we aim at awarding concessions
for the Durrësi Port terminals. Also, through sale and leasing contracts, our objective
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is to carry out a trusted and transparent process, by promoting investments and
production for export, all of these based on the Albania One Euro initiative.
The reliability of the business infrastructure is another attractive element for
investors. Especially the physical infrastructures, related to transport systems,
energy, communication technologies and information. The modernization of such
infrastructure in the Albania‟s conditions is of course a long-term process. In this
regard, the establishment of economic zones will be one of our priorities. The
Government, in cooperation with the local authorities is working on defining such
zones, considering it one of the most important tasks as regards the territorial
regulation plans. Being aware of the lack of funds, with the support from foreign
donors and the private sector contribution, the businesses will find the right direction
for their investments.
We must reckon the fact that Albania‟s image in the eyes of foreign investors has
been affected by many negative historical facts, such as the communist period and
1997. In order to improve this image, we are making continuous efforts and we know
that still too much remains to be done. A particular strategy and considerable
resources are necessary to be invested in this regard.
Of course, promoting activities require great resources as well as professional,
efficient structures to be implemented at the right time, at the right place and at the
right sectors. For this purpose, the Albanian Government has established the Agency
for Business and Investment, an Agency which will be responsible for the
implementation of government‟s policies on business promotion and development,
and since it has all the necessary professional capacities, it will be able to address all
the demands of domestic and foreign investors. In this regard, we truly appreciate the
contribution of such meetings, which have a good impact on the improvement of this
image.
Please, allow me to thank once again the organizers of this meeting, as well as all the
participants for your contribution and commitment, and I wish you further successes
that would be of mutual interest.

LESSONS TO BE LEARNED FROM MASS AND STRATEGIC
SECTOR PRIVATISATION IN ALBANIA
Entela SHEHAJ (FICO) Ph.D1 and Lindita MILO (LATI) Ph.D2

1. Introduction
One of the challenges faced by the Albanian government today is the privatisation of
companies in the strategic sector. At the same time a debate is going on regarding the
participation of domestic businesses in the privatisation process. In order to give their
contribution concerning the question „Why not the local businesses?‟ the authors of
this paper have used their individual studies undertaken in different time periods that
were focused on the characteristics of different types of owners and ownership
structure and their impact on the performance of Albanian firms that were privatised
or subject to be privatised. The aim of this study is to give some insights on the
factors that have influenced the behaviour of new owners of the former state owned
firms assuming that this behaviour have had an impact on the performance of firms
after their privatisation. Through the statistical and empirical analysis of the factors
that have affected the performance of firms and the evolution of ownership we will
try to give a better understanding on the characteristics of the domestic businessmen
who participated in the privatisation of the small and medium enterprises (SME).
First we give a short theoretical and empirical overview of other studies that have
investigated the process of privatisation; ownership structure resulted as well as their
impact on the firm performance. In the next section we analyse the characteristics of
the privatisation process in general and specifically the mass and strategic
privatisation in Albania. In section four we present the empirical analysis and try to
explain the main factors that have affected the performance of privatised firms. The
main conclusions and recommendations are section five of this study.
2. Privatisation, ownership structure and firm performance - a brief theoretical
overview
The privatisation of the state owned firms was one of the main elements of the
economic reform undertaken in the former communist countries. Economic literature
maintains that private firms perform better than their public counterparts and that the
differences they have in their objectives and constrains are the main reasons that
explain the differences in performance. Empirical results for developed countries are
mainly in favour of private ownership. However, in transition countries the
performance of privatised firms is different in different regions. This is due to
different initial conditions, differences in the legal and institutional environment, the
effectiveness of corporate governance mechanisms, methods of privatisation and
1
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furthermore due to different types of owners resulted after privatisation. In many
studies the owners have been classifies broadly in two groups, „insiders‟(employees
and managers) and „outsiders‟(outside individuals, private domestic firms, foreign
firms, banks, investment funds, etc.). Managers as owners have been treated as a
potential solution for the traditional principal-agent problem. They have not only the
incentive as owners but the necessary information and experience to improve the
performance of firms. Western economists and policy makers in transition countries
maintain that employees as owners are not as efficient as other types of owners.
According to them they will not undertake deep restructuring of the firms and also
may expropriate firm‟s profits in the form of higher salaries (Blanchard et al, 1992,
Blanchard, 1997). Empirical for transition economies have produced mixed results.
The general view is that outsiders can act as “active owners”, engage in more
restructuring activities and improve corporate performance when compared with
insider-owned companies (Frydman et al., 1997, 1999). Greater access to technology,
know-how and finance, and special monitoring skills may be the reasons for better
performance of firms owned by outsiders (Djankov, 1999). Different empirical
studies show that „outsider‟ are more effective owners compared to „insiders‟.
However, the effectiveness of „outsiders‟ as owners depends on the type of the
dominant owner. The majority of studies share the general opinion that foreign
owners are more effective than other types of owners (Djankov, 1999; Djankov and
Murrell, 2000; Megginson and Netter, 2001; Grosfeld and Tressel, 2001). However,
the results on the effectiveness of other types of „outsiders‟ varies between different
empirical studies.
However, the type of owner per se may not be sufficient to improve the firm
performance. Corporate governance in general and ownership concentration in
particular (which is closely related to the type of owner) can also be important in
explaining the variation in performance of privatised firms. There are many studies
that investigate the impact of different ownership structures on firm performance.
These studies deal mainly with corporate form of organisations where ownership is
separated from control and is associated with the traditional agency problem. 3 There
are many mechanisms, which in general can be classified in „internal‟ and „external‟,
which make sure that owners will get the return on their investments. The „internal‟
mechanisms include incentive contracts and the supervisory board (Fama and Jensen,
1983a, b; Morck et al., 1989), while the „external‟ mechanisms refer mainly to the
capital and managerial market role as well as the bankruptcy constraints. When the
legal protection of shareholders is weak and the monitoring by shareholders is
subject to the free-rider problem, the concentration of ownership is an alternative and
practical mechanism to control the managers. However, recent literature highlights
that ownership concentration entails also some costs such as reduced managerial
3

If the owners are not the managers, then their interests do not necessarily coincide and therefore
a conflict of interest may arise.
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initiative, reduced market liquidity and the possibility of expropriation of minorities
by large blockholders. Demsetz and Lehn (1985) and Demsetz and Vilallonga (2001)
in their empirical studies stress that ownership structure is endogenous. In other
words, the structure of ownership is the result of the interplay of different factors
(including firm performance) and owners of the firm choose the structure that better
serves the value maximisation objective. The literature for transition countries
explain that the lack of other mechanisms for corporate control have left the primary
role to ownership concentration.
3. The process of Privatisation in Albania
Mass PrivatisationAlthough most of the SMEs were privatised through auction, this
method could not be used to privatise large and very large enterprises due to the low
level of domestic savings and the lack of foreign investors‟ participation. Mass
privatisation started in year 1995. Before privatisation, enterprises were to be
transformed into commercial companies in the form of Anonymous Companies (joint
stock companies) or of Limited Liability Companies. The government distributed
privatisation vouchers free of charge to all Albanian citizens aged over 18 that could
be used to bid for shares of companies in the mass privatisation programme. In order
to facilitate the mass privatisation process financial intermediaries, named investment
funds (IFs) were created which were commercial companies to be engaged in
collecting vouchers and using them to buy shares of the companies in the
privatisation scheme. Despite that some of them were created they never participated
in the mass privatisation process in Albania. The lack of experience and a culture of
these funds as well as the restrictions imposed by law, were the main reasons why
they (investment funds) failed to participate in mass privatisation programme (Mema
and Koci, 2002). Since the beginning of the process in year 1995 until the mid of
1997 only 97 companies were privatised which constituted 4% of the total number of
state owned firms in Albania (GTZ, 1998). However, enterprises included in the
MPP were larger and more important in value terms. The mass privatisation process
was interrupted by the social unrest in 1997 and never restarted.
In general despite the problems and difficulties, the privatisation process in Albania
progressed rapidly especially during 1991-1997. The privatisation process made the
transition to the market economy irreversible- the majority of state-owned enterprises
were transferred to private hands. However the problems and difficulties that
associated the process had an impact on the effectiveness of these firms in the market
after privatisation. Many of the SME ended up in the hands of employees (managers
and workers) of the firms. The effectiveness of these owners has been questioned
because of their expected resistance to deep restructuring of firms. Furthermore, if
they have paid a little or nothing in order to be owners of a firm they do not have the
incentive to improve the performance of the firm. The process of mass privatisation
resulted in a large diffusion of shares amongst the general population, with
employees and former employees being present in more than 80% of privatised
firms. Therefore, in the presence of weak institutions and law enforcement and in the
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absence of capital market, corporate governance mechanisms remained weak,
creating room for opportunistic behaviour by managers (Hashi and Xhillari, 1999).
However, in Albania there is no official information on the performance of this type
of firms after privatisation and also it is very difficult to trace these firms because
many of them have changed their name, destination or have ceased their operation.
Strategic Privatisation in Albania In 1998 the government approved the strategy on
the privatisation of the strategic sectors of the economy. 4 State-owned enterprises
operating in these sectors were opened to privatisation. Enterprises operating in
strategic sectors were natural monopolies and highly vertically integrated with most
of them experiencing financial difficulties.5 Restructuring and privatisation of these
sectors required big investments those were possible only by strategic investors. The
intention was to attract especially foreign strategic investors which may bring new
technology, new financing, know-how and effective management, badly needed by
these companies. In order to make these sectors more attractive, enterprises
underwent some restructuring activities before privatisation. They were to be
transformed into joint-stock companies and then some of them (especially the
vertically integrated ones) were broken into smaller units.
The first of these strategic companies to be privatised was the only GSM (Global
System for Mobile communication) operator in Albania, Albanian Mobile Company
(AMC). An 85% stake of AMC was sold to a Greek-Norwegian consortium
(Cosmote-Telenor) in July 2000. After privatisation AMC reported an increase in
company profits, in the number of subscribers as well as its geographical coverage
(EIU, 2001, July). The law on the privatisation of the fixed line telecommunication
company, „Albtelecom‟, was approved in May 2001, anticipating that 51-76% of the
company will be sold to a strategic investor. The first tender for privatisation was
announced in January 2002, but failed to attract investors‟ interest reflecting the
unresolved financial and legal disputes of the company (EBRD, 2002). Finally, 76%
of the „Albtelekom‟ was sold to a Turkish consortium („Turk Telekom‟ and „Calik
Enerji Telekomunikation A.S.‟) in summer 2007.
In the financial sector one of the two state banks, the National Commercial Bank,
was privatised in June 2000. A 60% stake was sold to Kentbank of Turkey and the
remaining 40% to the International Finance Corporation (IFC) and EBRD (EBRD,
2000). The larger state-owned bank, the „Saving Bank‟, was finally sold to the

4

Strategic sectors included energy, mining, oil and gas, post, telecommunication, forests and water
reserves, railroads and rail transport, sea ports, airports and air transport as well as totally stateowned second tier banks and insurance companies.
5
Most of them had very old technology, excessive number of employees, heavy debt and suffered
from low levels of managerial skills.
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„Raiffeissen Zentral Bank of in December 2003, after three earlier attempts failed
mainly due to the lack of investors‟ interest.6
The mining sector, also, has been under restructuring and privatisation after 1998.
For this sector the government considered another form of privatisation by
transferring to the investor only development and utilisation rights (as
concessionaires). In May 2000 most of the chromium industry was given to an Italian
company Darfo through a 30-year concession contract. Other parts of the chromium
industry were leased for 20 years to a Turkish company (EIU, 2000, 2 nd Quarter;
EIU, 2001, July). The oil sector has undertaken deep restructuring before
privatisation. First the state-owned company Albpetrol was transformed into a joint
stock company called Albanian Petroleum Corporation (APC) and then three
subsidiaries were created: SERVCOM for petroleum distribution, ARMO for
processing and marketing and ALBPETROL for exploration and extraction.
Privatisation of utilities, rail and air transport will be mainly through concessions.
Efforts have been made to restructure the Albanian Power Corporation, KESH, with
the help of international institutions (EBRD and World Bank). The Transmission
System Operator (TSO) is now functionally and financially separated from KESH.
The separation of the distribution company and public supplier is in process and it is
expected to be privatised by the end of year 2008.
In 2003 15 hydro power plants were privatised (sold through auction) and 31 hydro
power plants were leased (through concessionaires). The water supply sector (with
about 52 companies across Albania) with poor quantity and quality of service is in
serious difficulty. International institutions such as the World Bank are helping with
the restructuring and privatisation of this sector. The international airport in Tirana
was leased (through a concession agreement) to the German-American consortium
“Airport Partners” for 20 years. We have all witnessed the changes happened to this
airport since then. Rail transport and the seaport sector are still in state hands. These
companies are already transformed into joint-stock companies and are waiting for
privatisation.
4 Ownership structure and performance of privatised firms in Albaniaempirical evidence
Methodology The main studies where this paper is based on have undertaken
relatively the same methodology in terms of sample selection aiming at investigating
the correlation between ownership structure (types of ownership and level of
ownership concentration) and other factors and firm performance using different
measures (labour productivity, net profit margin, the growth of total factor
productivity). For the purpose of this study we are focused in some of the
6

The Bank was fully recapitalised by the government through Treasury Bills at the end of 2000.
Also, bad loans of the bank have been transferred to the bad loan agency in March 2001 (EBRD,
2001). According to EBRD (2002), the major factor that deters foreign investors is the role of the
bank in financing the government deficit (it covers 80% of Treasury Bill market).
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econometric analysis that constitutes our main objective: the features of different
types of owners‟ behaviour in firms privatised during the mass privatisation
programme. In order to study the relationship between ownership structure and
performance of privatised firms in Albania a survey have been conducted in year
2003 where information have been collected for 45 firms for 6 year period (19972003) privatised mainly during mass privatisation. Apart from the statistical analysis
we also use the regression analysis in order to show the relationship between
ownership structure and firm performance. Based on the idea that ownership
structure is endogenous a 2SLS (two stage least squares) technique have been used
and specifically a GMM (Generalised Method of Moments, with Kernel based
estimation) which produces consistent and efficient results and take into account the
problems of heteroskedasticity and autocorrelation that often accompanies panel
data. Using the OLS (ordinary least squares) in the presence of an endogenous
variable produces biased results. The following model have been also estimated with
the standard techniques (EC2SLS Random Effect)7 used for panel data in order to
compare the results.
n

2

PERFit = α + β1 OWNCONit +

jX jit + υit

k DOM kit +
k 1

(1)

j 1

PERFit is the firm performance measured by two alternative indicators: labour
productivity and net profit margin (net profit to sales ratio). OWNCONit stands for
ownership concentration and is also measured by tow indicators: the share of the
largest single owner (LC1).8 DOMit are dummy variables which indicate the type of
the dominant shareholder (two in our case, „other firms‟ and „individuals‟), and X it
are other firm characteristics including size, capital intensity, sector of origin, etc. On
the other hand, a probit model is estimated in order to investigate the main
characteristics that determine the type of dominant owner which more specifically
examine the likelihood firms finding a particular type of dominant owner. The same
data as above are used where „individuals‟ and „domestic firms‟ are dominant in 62%
of sample firms in 2002. Other firms have the state, managers, employees as
dominant or have no dominant owner. Panel data probit model is used to evaluate the
following model.
n

ProbINDFIRMSit= αi + OWNCON97i + β1PERFit +

j

Xijt +

it

(2)

j 1

ProbINDFIRMSit indicate the probability of „individuals‟ or „domestic firms‟ to be
dominant owners in firm i in year t. OWNCON97 is the share of the largest owner of
7

EC2SLS is an error components two-stage least squares estimator.
Both measures of ownership concentration are bounded numbers, therefore following Demstez
and Lehn (1985), Demsetz and Villalonga (2001) and others, we have transformed the bounded
number to an unbounded by the following logarithmic transformation: LC1=Ln(C1/(100-C1)).
8

81

The challenges of local businessmen participation in strategic sector privatization

firm i at the beginning of the period of analysis (1997). PERFit is the performance of
firm i in year t, while Xjit are other control variables (such as size, capital intensity,
sector of origin, method of privatisation, etc.).
Results Before giving the results of the empirical estimation of models we mentioned
above it is important to say that ownership structure of privatised firms have changed
a lot in the years after privatisation. This has happened in both dimensions, in
ownership concentration and types of dominant owner. Starting with ownership
concentration the results show an increase on the average percentage of shares owned
by the single largest owner from 37% in 1997 to 50% in 2002. The table below show
the changes of types of dominant during the 1997-2002 period.
Table 1 Ownership transformation matrix: number of firms changing their dominant
ownership type, 1997-2002
Type of the
No. of firms
No. of firms according to the
dominant owner*
according to the
type of the dominant owner in
type of dominant
2002
owner in 1997
A B
C
D
E
F
State (A)
4 1
1
2
8
Other firms (B)
1 10
11
Employees (C)
3
3
Individuals (D)
7
1
8
Managers (E)
3
1
4
No dominant owner (F)
4
4
3
11
Total
45
5 15
4
13
4
4
*The dominant owner refers to the largest shareholder of a firm which holds at least 20% of shares.

The table indicates clearly that domestic firms have increased their dominance in
privatised firms during the study period. In 2002 domestic firms are the dominant
owner in 15 firms. From the data we see that domestic firms own more than 50% of
shares in 5 firms, while in 10 others they hold 20-50% of shares. It is worth
mentioning that the participation of foreign firms in the privatisation of the SMEs in
Albania until 1996 was negligible. The table below gives the empirical results of
model (1) estimated by using three techniques, with labour productivity and then
with net profit margin as dependent variables. The results show that LC1 is not
statistically significant and therefore is not a factor affecting the firm performance.
These results are the same with the results of Demsetz and Lehn (19985) and
Demsetz and Villalonga (2001) who emphasise that there is no relationship between
ownership concentration and firm performance.
In TEs, where other corporate governance mechanisms are weak, ownership
concentration has been seen as the main mechanism for corporate control. However,
the studies conducted for these countries have highlighted the importance of the
types of dominant owner on firm performance

Table 2 Determinant of firm performance – labour productivity and net profit margin
Independent variables
LC1

EC2SLS (1)

Labour productivity
GMM +Cluster (3)
GMM (2)

Net profit margin
GMM (5)
GMM+Cluster (6

EC2SLS (4)

-0.02
(-0.37)

-0.075
(-0.97)

-0.085
(-0.79)

0.146 *
(1.73)

-0.146
(-1.57)

-0.145
(-1.38)

-0.195
(-0.81)
-0.515 ***
(-3.01)

0.230
(0.65)
-0.201
(-0.90)

0.281
(0.64)
-0.209 (- 0.78)

-0.486 **
(-2.08)
-0.336 *
(-1.86)

0.625 **
(2.03)
0.086
(0.50)

0.626
(1.64)
0.087
(0.38)

0.040
(0.63)
0.112 ***
(4.71)

-0.011
(-0.08)
0.179 ***
(4.33)
0.467 ***
(4.28)

0.027
(0.45)
0.002
(0.09)

-0.251 *
(-1.89)
0.097 **
(2.23)

0.463 ***
(7.68)
-0.026
(-1.48)

-0.015
(-0.15)
0.178 ***
(5.97)
0.463
***
(5.50)
-0.081***
(-3.67)

-0.134 **
(-2.03)
0.005
(0.27)

0.056
(0.62)
-0.012
(-0.50)

-0.251
(-1.55)
0. 097 *
(1.88)
0.055
(0.51)

0.054
(0.31)
0.001
(0.06)
-0.777 **
(-2.54)
-0.472
(-1.33)

-0.013
(-0.06)
0.011
(0.85)
-0.449
(-1.15)
-0.869 **
(-2.34)

0.233
(0.76)
0.041
(1.53)
1.166 **
(2.26)
-0.142
(-0.39)

-0.071
(-0.35)
0.041 ***
(2.74)
0.686 **
(1.95)
-1.457 ***
(-2.85)

Types of dominant owner
Individuals
Other firms
Other variables
Ln depreciation
Ln depreciationsquared
Ln fixed assets to
labour ratio
Ln fixed assets to
labour ratio-squared
Sector of origin

Age of managers
Independence index
Corporate Conflict
Index

-0.081 ***
(-2.83)
-0.035
(-0.12)
0.010
(0.61)
-0.438
(-0.77)
-0.916 **
(-2.04)

-0.012
(-0.39)
-0.069
(-0.25)
0.041 **
(2.15)
0.687
(1.42)
-1.453 **
(-2.15)
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Investment * years
since privatisation
Constant
Instruments
St. deviation profit
St. deviation sales
Privatisation method
R-sq (not adjusted)
Partial R-sq
F test of excl. inst.

a

b

Hansen J (Chi-sq(1))
F test of overall significance of coeff.

0.068 ***
(3.74)
-0.488
(-0.60)

0.066 **
(1.98)
-0.987
(-1.23)

0.067
(1.57)
-0.938
(-0.84)

√

√

√

√
0.51

√
0.52

√
0.52

√
√
0.18

√
√
0.24

√
√
0.24

na

0.182
10.85
***

0.182

na

0.129

na

0.129
12.53
***

2.247
22.47
***

1.262

na

0.006

0.003

na
na
16.35 ***

0.018
(1.45)
-0.315
(-0.23)

4.77 **

15.18 ***

No. of observations
224
224
224
Notes: t-statistics in parenthesis; * Significant at 10%; ** Significant at 5%; *** Significant at 1%;
of significance; b All Hansen J statistics are not significant

1.72 *
a

0.050 **
(1.94)
0.298
(0.28)

7.99 ***

0.049 *
(1.69)
0.289
(0.20)

7.19 ***

3.86 ***

196
196
196
All F-statistics are significant at 5% level

(Mygind, 1997, Frydman et al., 1997, 1999; Djankov, 1999; Djankov and Murrell,
2000; Megginson and Netters, 2001; Hanousek et al., 2004, etj.). Different types of
owner have different incentives and objectives and most importantly they have
different financial abilities. This was especially the case in Albania where access to
financial resources was restricted not only at the beginning of transition but also in
the years after privatisation of firms. Firms privatise by „insiders‟ and those with
dispersed ownership were characterised by the lack of savings and restricted access
in the formal financial market. In order to see if there is a difference in performance
of firms with different dominant owners we have included in the model two dummy
variables mentioned previously. The results show that when more robust econometric
techniques are used (both GMM techniques) there is no relationship between them
and the labour productivity. However, it is obvious that firms with „individuals‟ as
dominant owners are more profitable than other firms. In EC2SLS model both
coefficients for „individuals‟ are negative and significant. These contradictory results
between GMM and EC2SLS are due to the shortcomings that EC2SLS has compared
to the GMM method. In general there is no significant difference between firms
owned by different types of dominant owners. Also it is important to say that the
performance of our sample firms have not changed much after their privatisation.
Table 3 Determinants of ownership concentration by „outsiders‟ (individuals and domestic firms)
Independent variables

(1)

LC1 in 1997

0.653 *
(1.69)

LC3 in 1997
Ln Labour productivity

-0.932 ***
(-3.03)

(2)

(3)

(4)

0.573 *
(1.69)
0.482 **
(2.23)
-1.069 ***
(-3.32)

Net profit/sales ratio

0.311*
(1.60)

-0.373
(-0.84)
1.033 ***
(2.84)
-0.108
(-1.25)
1.242
(1.16)
0.063
(0.86)
0.382
(0.76)
-1.093
(-0.88)
-2.764 *
(-1.62)
0.563
(0.15)

-0.446
(-1.03)
1.037 ***
(2.86)
-0.104
(-1.19)
0.990
(0.99)
0.071
(0.93)
0.009
(0.02)
-0.837
(-0.67)
-2.925 *
(-1.73)
2.473
(0.73)

-0.085 **
(-2.11)
-0.410
(-0.94)
0.515
(1.51)
0.001
(0.00)
1.357
(1.27)
0.083
(1.07)
0.447
(0.91)
-0.849
(-0.65)
-3.501 **
(-1.91)
1.565
(0.40)

Log likelihood

-61.81

-61.20

-64.35

LR chi2(10)

22.65 ***

Ln Fixed Assets
Ln Fixed Assets to
labour ratio
Ln Fixed Assets to
labour ratio-sq
Manufacturing sector
St. Deviation of profit
Years since privatisation
Method of privatisation
Corporate Conflict Index
Constant

29.57 ***

23.27 ***

-0.078 **
(-2.03)
-0.435
(-1.01)
0.523
(1.56)
-0.010
(-0.11)
1.106
(1.09)
0.075
(0.99)
0.111
(0.30)
-1.014
(-0.78)
-3.764 **
(-2.10)
3.725
(1.11)
-65.04
21.89 ***

No. of observations
237
237
237
237
Notes: t-statistics in parenthesis; * Significant at 10%; ** Significant at 5%; *** Significant at 1%.
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An interesting variable which is of interest to explain is the Corporate Conflict Index
(CCI) which indicate the likelihood of the conflictual situation in a firm. The results
show that CCI has a negative impact on the performance privatised firms indicating
that a conflictual environment is problematic for their performance. There are other
significant variables such as, firm size, capital intensity managerial independence
index, but their interpretation is not the purpose of this study. The estimation results
of model (2) are in the table below. In order to investigate if there was an impact of
the initial ownership concentration in the likelihood that ‟individuals‟ and „domestic
firms‟ become a dominant owner in a firm we use the level of concentration in 1997
(LC1 and LC3). The coefficients of both variables are positive and significant in all
regressions of the table. The results show that coefficients of variables used to
measure performance of firms are negative and significant. This shows that the
probability that ‟individuals‟ and „domestic firms‟ become the dominant owner
increases for firms with poorer performance. These results can be explained with the
possibility that these types of owners try to exercise more control on managerial
behaviour and enjoy the benefits of control. Jones and Mygind (1999) argued that
higher capital intensity firms are more likely to be dominated by outsiders given their
financial ability compared to insiders. Indeed, in our case the coefficient of fixed
assets to labour ratio is positive and statistically significant in both regressions.
Obviously, the Corporate Conflict Index (CCI) seems to have a negative and
statistically significant coefficient. If there is a conflict in the firm it is less unlikely
that the „individuals‟ and „other firms‟ will acquire more shares and become
dominant owners in such firms.
5. Conclusions and recommendations
The mass privatisation process (MPP) in Albania, as mentioned in section 3, resulted
in the distribution of shares in a large number of shareholders and in most of the
cases they were firms‟ employees. The poor performance of these firms can be
attributed to the limited financial resources of owners (as they were based on their
savings), the lack of culture and managerial skills, little entrepreneurial experience as
well as insufficient know-how. In general the MPP has been characterised from the
lack of transparency that have influenced the choice of the type of ownership. The
lack of transparency had a significant impact on the price level realised during the
process of privatisation which has been proved to have a great influence on the
motivation of new owners who took no care for the performance of firms and to
guarantee the return on their investment.
The lack of a functioning stock market has been another important aspect of the
privatisation process in Albania. It is a factor that should be taken into account as it
constitutes one of the most important corporate control mechanisms. Through this
mechanism the owners control the performance of firm‟s managers as well as make
possible the revaluation of their investment and facilitate the evolution of ownership
structure. The evidence from empirical studies shows that the characteristics of the
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legal and institutional environment play an important role on the firms‟ performance
and the behaviour of new owners. The efficiency of good laws requires a strong law
enforcement which can be achieved through an efficient judicial system and other
institutions that implement the laws.
These conclusions are drawn from the experience of the privatisation process in
general and in particular from MPP. But it is important to say that they are
contemporary and are especially important during the strategic sector privatisation.
The examples from the strategic sector privatisation so far have shown that it is not
easy to attract the interest of the strategic investors (especially foreign) in the
process. In some cases this has been also due to the financial problems of the firms to
be privatised. In this context we think that choosing a privatisation formula that
involves not only foreign strategic investors but domestic ones as well could be of
interest and very important for the successful completion of the process.
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THE CHALLENGES OF THE ENTREPRENEURSHIP OF THE
LOCAL BUSINESS IN THE PRIVATIZATION OF THE
STRATEGIC SECTORS
Prof. Gjokë ULDEDAJ dhe Bardhi SEJDARASI1

I would like to thank you very much for the invitation to this conference and to
congratulate you for the organization of this event. The selected theme and its
actuality, the importance of the position and the role to the local business, and
especially the expertise brought in by the foreign experts that participate in this
conference, deserves the necessary appreciation. The Chamber of Commerce and
Industry of Tirana is very sensitive to the privatization process and especially to the
privatization of the strategic sectors. The reason for this is not only that the business
institution of Tirana brings together the business elite in the country but also because
of the enhancement of business performance, its maturity and the growing interest for
investments in Albania. In this overview we will mention some main issues like:
The private sector, the position and its role on the Albanian economy,
Business in figures,
Trends in growth,
The development of Albanian industrial entrepreneurs,
The private sector and the strategic privatization,
Comments and the alternatives offered by the business.
Although the small businesses are dominant in number, it is increasing the number of the
middle and big consolidated companies that contribute on the economic growth of our
country. The management level of the enterprises has grown considerably, especially the
shareholder companies, through the creation of qualified staff, by improving the
management models through separation of the administration part from its owners.
The participation of the local enterprises in public tenders has increased, competing
successfully to win from the construction of important public works, such as roads,
public constructions, technologic and logistic equipments, even the installation of the
state-of-art programming. The quantitative and qualitative participation of the private
businesses in the large and strategic privatization process has increased. There are some
new experiences during this process such as the establishment of consortium to achieve
the requirements and the necessary financial means in order to participate in the strategic
privatizations.
A part of the businesses that previously dealt only with trade activity (import)
nowadays have made important investments in the manufacturing sector, developing
the foundations of the Albanian industrial entrepreneurship. The consolidated
businesses that operate in accordance with the law now comprise the progressive
majority. This part of the business is conscious and responsible and it is organized as
business organizations.
1

The President of the Chamber of Commerce and Industry of Tirana and the Director of
Information and publication directory, CCIT
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PRIVATE SECTOR & PRIVATIZATION
The business community has stated clearly that it will be present and competitive in
all forthcoming privatizations. The business community asks for correct evaluation
processes of its capacity, transparency, non exclusion and fair competition and
inclusiveness. As part of our philosophy on the privatization, we will consider as
very important also the concession system and the private management of the public
sector. The system of concession and the private management creates bigger spaces
for the local business, a long-term use of the financial means and a long-term profit
for the State and the relieve from some of its obligations on public and infrastructural
commitments. It is necessary to do a strategic study on concessions, according to
different economical fields (agriculture, tourism, infrastructure, public services,
energy, communication and information etc) giving priority to each of them. The
completion of such studies will give the business community the possibility to
orientate in the right direction its studies, interests and investments. Today, you can
notice 2 aspects in the periphery of our cities: the failure of the ex- Industrial zones
and the flourishment of the real industrial parks along the highway Tirana-Durres or
in other parts of country.
INVESTING OPPORTUNITIES FROM THE LOCAL BUSINESS
The construction of HEC is a very good opportunity of investment for the local
business. The investment in the energy sector is a profitable one. The no efficient
procedures for HEC privatization and the policy of not giving them on concession
has been an obstacle up to now. The strategic privatization still remains a very
important process in two aspects: First of all, in the financial aspect which means
additional revenues to the state budget from the sale of enterprises and secondly the
facilitating of the administration tasks regarding the management of the public
enterprises. The administration of the state enterprises has always left a lot to be
desired and have had many problems in the services they offer and in the financial
aspect.
Some countries of our region like Slovenia and Croatia, even Macedonia have a
better tradition in this direction, where the public enterprises are administrated with
the same criteria as the private business, becoming so competitive in the regional and
European market. A good privatization is when it is given to the big entities which
have a sound financial potentiality to achieve the economies of scales. The
privatizations of the last two years were not successful, as was the case with Armo,
where its privatization was done out of the criteria, breaking the basic principle of the
competition and the advantages the competitors offer. The failed privatization must
be put in the program as of now, together with the privatization of INSIG, which is a
delayed one.
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Our opinion is that the strategy of our Government for the process of privatization is
a very adequate strategy to guarantee a quick increase of our country‟s economy.
Having liberal laws on concessions, we welcome investments in infrastructure and in
the mineral‟s sector. The rhythm of privatization theoretically depends from the
concrete conditions and the political intentions. But it is necessary have as a basic
principle the increase of the economic efficacy and not the change of the ownership.
The transparency is very important in privatization and in the fund‟s procurement.
The problems of privatization have been and are still the most difficult and debated
ones not only in ex-socialist countries, but in the developing western countries also.
The progress of the privatization, nationalization and the failures depend on the
objectives of the government in power. The Albanian Business is ready to contribute
for a better progress of privatization process including even the strategic one.

ALBANIAN PORTS AND PRIVATIZATION OF SERVICES
Assoc. Prof. Dr. Andri KOXHAJ1 dhe Osman METALLA, MBA2

This presentation has purpose to give a clear picture of the Albanian ports, their
infrastructure to continue with presentation of the services in the port of Durres, their
status regarding privatization, what the next steps are and what is the finale objective
of the port of Durres, which is the main and the biggest port of Albania, and at the
same time Albanian gateway of corridor 8.
Albania is a coastal country which from the west is bounded by Adriatic and Jonian
Sea. Along the coast there are four sea ports respectively:
Port of Shengjini which is situated in the northern part of the country 39 nautical
miles north of Durres. It is a small port with limited quay length as well as
limited water draft which makes the anchorage of bigger vessels impossible.
There is a fishing fleet in this port. In the future this port will play an important
role because the hinterland behind this port is being expanded due to the
investments that are taking place in this port as well as the improvement of the
road infrastructure, which makes this port easily accessible from any destination
of the northern and east northern part of the country. The construction of the road
Durres Kukes - Morine will increase the cargo volumes that will be handled by
this port.
Port of Durres - as we mentioned above is the main and the biggest port in
Albania. This port has a very advantageous geographical position regarding the
national and international market we will discuss in more detail the
characteristics off the port of Durres in the next slides.
Port of Vlora – is located south of port of Durres and is considered the second
gateway of the corridor No 8 for Albania. It is the second largest port in the
country. At present the infrastructure of this port is poor, and there is a program
to reconstruct the port. A master plan has been prepared by the well known
company GIBB and now the Italian cooperation is financing the first three stages
of master plan implementation. In this port we have cargo and passenger traffic.
Port of Saranda. This port is located in the southern part of the coast and is very
close to the Greek port of Corfu. This port is composed by passenger or touristic
port which is in the town and the cargo port which is in the Limion Bay, not far
from the town.
After the falling of communism regime the port sector in general inherited a very
poor infrastructure. All facilities were outdated, technology was old, the output
of the port as well was far behind the other ports in the region, making the port of
Durres and other ports not competitive in the region, the port was not divided in
specialized terminals and the back up infrastructure was very poor as well.
1
2

Faculty of Economy, University of Tirana
Member of Albanian Parliament (former Capitan of Albanian Master Harbour)
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Being in this situation the biggest challenge for the port sector was to improve
the overall situation of the sector through:
Improving the legal framework. Transition from centralized into market
economy required legal reforms to be carried out.
Privatization of the services -everything in the port belonged to the government
and all services were public. That called for a privatization strategy in order to
make the port more flexible and more competitive.
Improve of port infrastructure
Adoption of new technologies
Incensement of cargo handling capacities, improve safety and security in the
ports
Protect marine environment from pollutions
For this purpose a number of studies were prepared by different agencies for the port
of Durres. Port of Durres is situated in the SW part of the city 36 km east of Tirana.
Durres port Authority is a joint stock Company with 100% of shares belonging to the
government. The port has 11 wharfs, road and railway access, with an water area of
67 Ha, and land area of 80 ha. Length of the quays is 2,2 km, and water depth in the
basin varies from 7,5 m up to 11,5 m future projects are to increase the water depth
up to 12,5 m.
According to the above studies a number of projects have been implemented,
contributing in such a way to the better performance of the port. We can mention
hereby the project of the World bank, PHARE program, Trade development agency
and European Investment bank. The following slides give some pictures from the
implemented projects financed from these financial agencies. Due to these
investments as well as port reforms the overall performance of the port has been
improved in a significant way. This chart shows how the cargo volumes have raised
over the years. Last year the overall cargo volume was over 3,4 million of tons.
Passenger traffic is is experiencing a rapid growth as well. 2007 is being a very
successful year. Up to now the figures are very optimistic and by the end of the year
we expect a 15-17% passenger traffic growth. The construction of future passenger‟s
terminal will contribute not only to the improvement of the conditions but at further
grow of the traffic.
Containers are the future of the port. The port started with containers a few years ago
and in the arch of 5 years the containers handling has noted a significant growth. Port
Authority is continuously working to improve the performance of the port and the
main goal is to make the port a modern and competitive one in the region, with
modern technology and equipments, qualified staff and efficient services in order to
make it able play its role as the Albanian gateway of Corridor no 8.
In order to achieve that goal the port should:
Improve legal framework
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Privatize the services in order to make the port more competitive and increase the
efficiency and quality of services. The privatization of services and terminals will
be performed through competition according to the concession law that was
recently approved by Albanian Government,
Construct new terminals
Deepening the access channel in order to make it possible for bigger vessels to
get access of the port
Rehabilitate railway and road connection. That will facilitate the distribution and
transition of the cargo from port to destinations.
The final objective of the port according to the study done from the World bank titled
“Port land Use” which at the same time is considered as the Master plan of the port is
to transform the port from a tool port into a Land lord port which means that all
services and equipments are going to be private and the land will be owned by the
port.
What Is the present situation of the services in the port today ?. The following
services are private:
Stevedoring (cargo handling services)
Tolling service
Pilotage
Mooring
Ship‟s provisions are provided by private providers
Different agencies like forwarding, maritime and other similar services are
private.
But in the port are other services which are still un-privatized but are provided by
port authority. Such services are:
Mechanical sector, (or maintenance services)
Equipment operation
Containers handling operation
Training center of the port and different terminals like passenger, bulk cargo
etc,
The port actually is undergoing a process of privatization for the majority of
abovementioned items. A foreign experienced company has been contracted by the
port in order to help in preparing all tender documentation for the privatization of
these sectors terminals and services
Mechanical sector is the service that is under way of privatization. The objective of
this privatization is to Transfer to the private sector through tendering the
performance of maintenance and repair work of Durres port Authority owned Heavy
Equipment. Training centre of the port will be privatized as well. The purpose of the
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privatization is to have a port Training centre operated through Private Sector
Resources who will equip the Centre and provide Management staff training.
Existing operation as well as the construction of the new one will undergo the same
process. The objective is Transfer to the private sector through tendering the
operation of container‟s terminal, including operation of equipment in order to
increase the efficiency of the terminal, Build through concession (BOT) the future
container‟s terminal.
There are other services I n the port that in fact are not under port authority but still
need to be privatized such as tug boat services. A dilemma has to be worked out in
this regard because the government has not defined yet what the terms of
privatization are going to be.
The port has planned to do other infrastructure investments. A tender has been
completed recently for the construction of the new passenger terminal. This terminal
will be financed through a loan to the port given by EIB and EBRD. A new
multimodal containers terminal has been planned to construct in the eastern part of
the port. Bulk cargo terminals like grain minerals and cement terminals (due to some
very serious investment in the cement industry that are approved recently by our
government).
The port is thinking to proceed with these future infrastructure investments through
the application of concessions and public private partnership. A good example of
constructing a port through a concession is the fuel port that is almost finished in
Porto Romano (10 miles north of Durres) and this port is being constructed through a
concession.
The port is optimist in fulfilling all these reforms toward privatization in order to
achieve its finale objective on becoming a land lord port.
Thank you for the attention!

ARMO PRIVATIZATION – A POSSIBLE INVESMENT IN
ALBANIA
Rezart FERZAJ1 and Dr. Albert QARRI2

Current Situation in the Gas and Oil Sector
Albania‟s supply with the gas and oil products is realized by domestic production
and imports. Although the domestic production of the gas and oil satisfies only
around 37 to 38 percent of the country‟s needs, it plays an important role keeping
equilibrium between the sectors‟ supplies, and also influence keeping lower prices. In
these circumstances, the Government has constantly encouraged the increase of
production from companies such as ALBPETROL and ARMO, and supported the
reforms endorsed to improve their effectiveness. ARMO Sh.A. Company is founded
in 1999, state owned 100%. It is the only company working on naphtha elaboration
in Albania, through using 2 refineries: Ballshi refinery and Fieri refinery.
The company is refining the Albanian brut naphtha coming from the companies:
Albpertrol (100% state owned), Bankers petroleum Albania and Streampetroleum.
The organisational structure is presented below:
Albanian refining and
marketing of oil
ARMO
Production

Marketing

The Ballshi Refinering
Export - Import Afilation
for fuel
Fieri Refinering
TEC in Ballsh

The selling branches for
fuel

Scientific center for
Chemical treatement in
Kuçovë

Refining of Crude Oil and Marketing of its By-Products
The refining sector has continued to face difficulties in 2006, due to old technology,
lack of a modern system for labour operations, and lack of a well-maintained
controlling system. This sector has had also serious problems with respect to
environmental pollution control. The quality of the production continues to be noncompetitive in international markets, with the exception of diesel, kerosene, and
1
2

Deputy general Manager, ARMO Co
Faculty of Trade, Technological University of Vlora
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bitumen, which are somewhat compatible with international standards. The
processing of domestically produced oil is done in two factories: the Deep Processing
Oil Factory in Ballsh and the Oil Processing Factory in Fier, which are administered
by the state-owned company ARMO. These refineries are currently using only 30
percent of their capacity due to the bad technical conditions and lack of raw material.
Figure 1: Crude Oil Refining and the Diesel Production for the Period 1997 to 2006
500
400
300
200
100
0
1998

1999

2000

2001

2002

2003

2004

2005

2006

Refining Crude Oil (000 ton)

313.99

328.875

352.971

354.99

369.213

410.613

440.799

443.685

472.49

Diesel production (000 ton)

89.714

72.319

72.193

74.295

88.254

102.102

97.545

71.838

98.863

Refining Crude Oil (000 ton)

Diesel production (000 ton)

Source: ARMO
During 2006, the two refineries have processed 472,490 tons of crude oil, while the
company ARMO has obtained a net profit of 1,889 million ALL. During 2006, the
whole amount of the crude oil produced internally has been processed by the
company ARMO since the Canadian company BANKERS PETROLEUM
ALBANIA has exported about 67,100 tons of the crude oil.
Thus, ARMO supports its production in two refineries. The first one, and the most
important, is the refinery in Ballsh, whose exploitation has started in 1978 and the
maximal production capacity is 1 million ton per year. Maximal annual
refinement/processing capacity of its plants are:
– Atmospheric distillation
1,000,000 ton
– Delayed cokeing
75,000 ton
– Hydrogen production
50,000 ton
– Hydro cleaning of white products
800,000 ton
– Reforming catalytic
150,000 ton
– Gas refinement/and sulphur production
• Dry gas
59,000 ton
• Liquid gas
28,000 ton
• Sulphur production
18,000 ton
At the same time, the depositing capacity in the Balsh‟s plant is:
– Crude oil
50,000 ton
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–
–
–

Intermediate products (half)
Finished products/goods
Base oils and half products

70,000 ton
57.000 ton
30,000 ton

The second refinery is the one in Fier, whose exploitation has started in 1976, having
as primary destination the production of black oil for the TEC in Fier. The processing
capacity of this refinery is 500,000 ton in year. The structure of its sub products for
100 ton crude oil is:
– Black oil & bitumen
70%
– Gazoil
20%
– Benzene
7%
– Fuel
2%
At the same time, a part of the company is the TEC in Ballsh. This plant has started
to operate in 1977 and is compound by 4 chimneys with capacities 120 ton/hour, two
turbo generators with 12.5 mw each and the chemical unit of waters treatment.
Actually, this TEC supplies the refinery in Ballsh with technological steam and
technological. Another unit in ARMO is the scientific centre of chemistry processing
in Kuçovë. This unit stared to operate in 1936 and has license to perform 145 types
of tests. This centre works with the methods: STASH, ASTM, EN, UNI and GOST
Market, branches and selling capacities
In the internal market ARMO occupies 22-25% of the fuel market. The main
advantage of ARMO is that has a 10 branches whole selling network, dispersed all
over the country. Branches and respective stock capacities are as following:
• Fier
5,700 ton
• Lushnjë
2,300 ton
• Tiranë
3,200 ton
• Elbasan
2,000 ton
• Durrësi
1,000 ton
• Shkodër
2,600 ton
• Laç
2,750 ton
• Pogradec
2,000 ton
• Gjirokastër
1,500 ton
• Sarandë
1,000 ton
In 2006 about 501,500 tons of oil by-products have been imported, compared to
380,192 tons in 2004. On this year ARMO has traded 477,565 tons of oil byproducts, meanwhile on 2005 have been traded 434,972 tons of oil by-products. The
graphic bellow presents selling trends, in tons, of the main products of ARMO,
during the period 1999-2006.
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MILION LEK

Main financial indicators, in million lek.
2000 2001 2002 2003 2004
Revenues
8267 8280 8202 9723 11635
Expenses
7901 7862 8358 9488 11270
Result
366 418 -156 235 365

2005
11515
11274
241

2006
14651
12762
1889
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Ristrukturimi dhe privatizimi
In the context of the restructuring process of the company ARMO, Council of
Ministers approved its Decision No. 29, dated January 24, 2007 on the
separation of ARMO retail sale points in view of their upcoming privatization.
This Decision authorizes the company ARMO to separate fixed assets and
financial accounts belonging to the retail sale points. The division will assure
the maximization of the market value of each of the retail sales points, for the
purpose of privatization, within a liberalized free market.
This privatization of the separated sales points, is also in line with the Articles
22 and 23 of the Law on the sanctioning and protection of the private
property, free entrepreneurship, independent private activities and
privatization” as amended and a range of sub-legal acts. Anonymous
Company ARMO will retain all the rights towards its assets used to pursue
retail sale activities, under the auspices of ARMO, until their final
privatization. It is selected the consulting company “Patton boggs” and the
documentation with the necessary information for the investors which have interest
and are potentially able to participate in the privatization of the company, will be
completed by the end of October 2007.
Structuring the Privatization Such That It Is In Compliance With Albania’s
Privatization Related Laws
In conjunction with the advice given by our local legal counsel and based on our
consultations with METE officials and other Albanian Government officials, we
sought to ensure that the process for privatization that we have recommended is
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consistent with the relevant laws of Albania. In that connection, we and our local
consultants are now certain that the procedures we propose herein are in no way
inconsistent with Albania‟s Privatization Law or any of its other relevant laws. Two
main laws have served as the starting point in our compliance review. Law No.
8306, dated 14.03.1998 “On the Strategy of Privatization of the Sectors of the
Special Importance” (“Law No. 8306”), describes in its provisions the special
importance which the Oil and Gas sectors have on Albania‟s economy: it specifically
mentions ARMO in the context of this heightened economic importance. Law No.
8306 further states that during the privatization process (i) the form and structure of
the formula of the privatization; (ii) definition of Strategic Investor; (iii)
measurements to be taken and face the social problems deriving form the
privatization process of ARMO (i.e. Collective lay-offs and their legal financial
treatment) shall be defined in other additional legal and sub-legal acts. Second, Law
No. 9117, dated 24.07.2003 “On defining the form and structure of the formula of
Privatization of ARMO Sh.a., Fier” sets forth, in Article 2, two options for ARMO‟s
privatization: (i) transfer to the third parties of the rights ownership of the shares of
the capital of the company through the forms as defined within this Law; and (ii)
transfer of the rights of use and development of the assets of the Company through
Concession. In addition to these two pertinent and defining laws, there are several
other laws and agency decisions which have an effect on the privatization process as
well as the value and operations of the Company3.
ARMO Assets involved in the Privatization
This Report and the preliminary valuation of ARMO contained herein assume that
the following are ARMO‟s key operating assets and activities:
1. The two operating refineries: The Ballsh Refinery; The Fier Refinery;
2. Storage and wholesale marketing activities conducted through ARMO‟s network
of 11 depot delivery branches, located in key logistical points of Albania.
3. The terminal situated at the Port of Vlorë
4. The scientific centre on chemical processing located in Kuçovë.

3

In addition local counsel suggests certain legislative amendments. Specifically, they propose the
amendment of Albanian legislation on ARMO Privatization with regards to; (i) employment
restructure, (ii) compensation of the former owners of the land where the assets are located. With
regards to the employment restructure we propose legal and sub legal amendments providing
employment restructure, through reducing the number of employees before the Privatization, and
their compensation by the Albanian State. This change would likely attract more the Investors to
participate in the bid. With regards to the compensation of the former land owner, we would
propose that the Council of Ministers would issue a Decision specifying the exact number of
persons/families (detailed list) to be compensated, the formula of distribution of shares and a
relevant timeline. Therefore, the potential buyer would have a clear picture on key remaining
Company obligations.
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The Ballsh refinery was built in 1978 with a design capacity of 1,000,000 tonnes per
year. The refinery is located approximately 140 kilometres by road from Tirana and
70 kilometres by road from the Port of Vlorë. The crude oil is received through the
domestic crude oil collection system and delivered into five crude oil tanks.
Located to adjacent to the refinery is the thermo-electric generation complex (the
“Ballsh TEC”. This plant used to supply power, steam and industrial water to the
refinery. The “Ballsh TEC” has the following major equipment:
Four steam boilers with a capacity of 120 tons/hour;
Two turbo-generators each with an installed capacity of 12.5 MW
Chemical and Water Treating plant
Since 1996, the Ballsh TEC has not produced electricity due to a lowering of the
pressure rating of the boilers resulting (corrosion in the boiler drums). The two turbo
generations are still in situ and reported as in an operational condition. Currently
only two boilers are operating and are doing so at a reduced capacity (approximately
50% of design) due to the required refinery demand. Electricity is presently supplied
to the refinery from the national grid KESH. The Fier refinery was built in 1967 with
a theoretical capacity of 500,000 tons per year. The refinery is of Albanian design
and is located approximately 40 kilometres by road from the Port of Vlorë, 110
kilometres from Tirana and 30 kilometres from the Ballsh refinery. The refinery is of
simple design and contains the key process units:
The atmospheric and vacuum unit distillation units
The bitumen units
Utilities
Tankage
The exclusion of any of the aforementioned categories of assets or the inclusion of
assets which we have not yet been informed of can have a material impact on the
valuation of the Company and the mechanics of the Privatization process. Notice
must be given to the Privatization Team if there are differences in the parties
understanding about which ARMO assets are to be included in the Privatization.
Literatura
1.
2.

ARMO data
Yeraly Raport, METE, 2006
3. Privatization Raport “Patton boggs”, October 2007

ALBTELECOM: NECESSITY OF PRIVATIZATION, A
PRIORITY FOR ITS DEVELOPMENT
Prof. Ass. Dr. Liljana ELMAZI1 dhe Dr. Vjollca HYSI2

Preamble
Altelecom is the only fix telephony operator in Albania. Its original history dates
back in 1912, with the temporary government of Ismail Qemali, through the
existence of Albanian Post-Telegraph in 5 December 1912, a period that lacked the
necessary infrastructure. We can find telephony in the 1920-s with the instalment of
intercommunication services, aiming the satisfaction of the need of Government and
foreign Consulates operating in the country. In 1930 was installed the first telephoneexchange, having 150 numbers. In 1938 Albania had 65 PTT and in the same period
was installed the radio station connecting Rome with Tirana. In 1947 was installed
the first automatic telephone-exchange in Tirana, which has 800 number. Latter the
telephony progress was very slow and the first digital telephone-exchange was
installed after 1990. In 1992 the network capacity was 46,000 numbers, and after this
time its progress was tremendous reaching a customer base of 300,000 numbers.
However, we can still claim to have a low penetration of fix telephony in Albania,
compared to other European countries, which doesn‟t fulfil the current market
demands.
The stages of privatization
Albtetelecom is the only fix telephony operator in Albania. The fist steps toward
privatization have started in 2001, then they were halted for a four years period to
finalize latter on May 2005, but not ratified by the parliament. The parliament that
came out of the 2005 election, asked for a privatization contract investigation, and
after its renegotiating, the agreement it was signed on July 2007, with the Turkish
consortium “Calik Energy”. The agreement was ratified by the parliament a month
later, on July 2007. The Turkish owner of 76% of the shares started its business in
Albtelecom on October 2007.
The services offered by Albtelecom
Local, national and international telephony service.
VAS (Value Added Service), Call centre.
Internet & Dial Up service.
Prepaid Phone Cards.
Analog and digital lines (local, national & international).
Interconnection services for licensed operators.

1
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Faculty of Economy, University of Tirana
Deputy manager, Albtelecom, Tirana branch
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Necessity of Albtelecom privatization
The privatization of the only fixed mobile operator was a necessity for the following
reasons:
After the year 2000 is faced a decline of technical and economic indicators.
Mismanagement of the company.
Non effective usage of the company‟s revenues.
Lack of investments (the best way the attract investors was its privatization)
Lack of company‟s efficiency coming as result of:
o Oversized organization chart
o Local waiting lines (especially for high density populated areas)
o Long technical errors.
o Lack of a modern and commercial structure of the company.
Below we are showing a summary of the main indicators for the period 2001-2006.
2001

2002

2003

2004

2005

2006

13,496,391

13,898,928

12,308,028

12,860,013

13,186,111

12,505,684

Expend.

10,798,003

13,788,913

11,769,181

10,760,449

10,991,944

10,566,799

Profit

2,698,388

110,015

538,847

2,099,564

2,194,167

1,938,885

Revenues

REVENUES
13,898,928

14,000,000
13,496,391
1

13,500,000

13,186,111
12,860,013

13,000,000

12,505,684
12,308,028

12,500,000

12,000,000

11,500,000
1

2

3

4

5

6

What is the positive impact of privatization?
The urgent implementation of “Eagle Mobile” will break the duopoly market
of two other mobile operators AMC and Vodafone.
It will improve the company‟s management in a liberated competition
market, clearly determining the short-term and mid-term objectives.
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It will manage to have a growth in telephony capacity (especially for Tirana),
which will result in a better satisfaction of the demands for fixed telephony.
It will improve and increase the new services (ISDN, ADSL, Dial Up),
offering them in competitive prices.
It will improve its position in relationships with other operators, operating in
Albania.
Albtelecom privatization will intensify the completion of the mobile
telephony.
Expenditures
13,788,913
14,000,000
12,000,000

11,769,181

10,798,003

10,760,449

10,991,944

10,566,799

10,000,000
8,000,000
6,000,000
4,000,000
2,000,000
1

2

3

4

5

6

Service improvement and competition growth of the fixed telephony.
Albtelecom with evaluate its human resources as one of the most important
assets, inviting everyone to contribute for the growth and development of the
company.
Privatization with increase the company‟s credibility and transparency and
enable their improvement, knowing the current and potential values.
The customer will be in the centre of the company‟s attention, remaining the
only source of revenues and the goal of the service.
Albtelecom remains a monopoly in the fixed mobile telephony and in many other
services. Its further development will affect positively the market, adding an
important potential competitor. In the future we can describe on financial figures
the results of Albtelecom privatization.

THE EXPERIENCE OF TIRANA INTERNATIONAL HOTEL
PRIVATIZATION: THE SUCCESS AFTER PRIVATIZATION
Koço KOKËDHIMA1

Honourable Ladies and Gentleman,
Firstly, I would like to thank the Albanian Social Economic Forum, which offered me the
opportunity to present here my thoughts about the advantages and possibility of local
business participation into strategic privatization, and also for allowing me to present my
experience in this field. Following this kind invitation I would like in addition to tell few
words about the case of privatization of the hotel, where this conference is being held
today (Hotel Tirana International). Of course, my considerations present the high level
manager point of view in this company.
I would like to skip the history of building and managing of this hotel before 1990,
because management in the conditions of a centralized economy had completely other
rules and difficulties compared to the management in the conditions of the free market
economy.
Let me distinguish the periods, when Hotel Tirana International has been managed by
different subjects. During the first transition years, the hotel continued to be managed by
the state and experienced enormous management and financial problems. Following the
privatization, the ownership structure changed into having the owners EBRD and
Albanian government. I am not going to evaluate the management of the hotel during this
period, but I just wanted to stress that by that time the hotel registered 1 mln EUR loses
annually, it is a clear fact that management failed and substantial changes were to be
undertaken.
Following the moment of hotel takeover from Albanian businessmen2, the figures
provide evidence of a successful management of the hotel. Thus just after the first year of
privatization - 2004, the company registered a profit of 0.4 mln EUR. After the second
privatization year – 2005, the profit amounted to 0.6 mln EUR, while in 2006 – the most
successful year, the company made a solid profit of 1.5 mln EUR. I consider this
increasing of profit as an admiring success, achieved during a short period of time, but on
the other hand it has required tremendous endeavours for solution of several crucial
problems.
Shortly after the takeover of the hotel, we hired a foreign manager, believing that his
experience and “know-how” would be a guarantee for achieving our ambitious
objectives. Surprisingly, the results were even better when we later hired an Albanian
manager, Mr. Isuf Ferra, which competency and devotion has directly contributed to
achieving the present results.
I felt a real pleasure, when I heard today, from organizers of this conference,
compliments for the effective collaboration with our staff, which resulted in a good
quality of this event. I think that one of the biggest problems we had to face, and
1

Businessman, Owner of 2K Group company
Tirana International Hotel has been bought by Albanian businessmen, funded an shareholder
company.
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sporadically still appears, is the relatively large number of shareholders, which often
complicated the way toward a consensus during the decision-making process. Because of
this, we had to spend more time debating and analyzing problems and opportunities,
trying to consider all their strong and weak points. Of course, sometimes it has not been
easy to convince everybody, thus some decisions have been taken based on a voting
process (simple majority).
It has been obvious that we had to undertake a substantially renewing process and
capacity increase, in order to achieve the success. Hotel Tirana International, due to
considerable investments and qualitative human resources attracted, managed to offer a
wide range of ambitious services to clients. I would like to reemphasize that participation
of local businessmen in the reprivatisation of the company was possible because the case
of its initial privatization was an example of bad management. In fact, in my opinion, the
success of business should not depend from the fact that management (in our case
ownership) is foreign or local.
Now, let me share with you some thoughts and opinions on the Albanian economy, with
regard to management and privatization. I would like to mention an important fact, the
huge deficit of the trade balance of our economy. We produce and export very few items,
while import practically everything, including food.
The production level of our economy compared to our possibilities is very low and it
impacts directly the present development level of our economy. We are the only country
in the region that eliminated most of custom duties and, the worse, we are told to
celebrate this event and to be happy about it. It seems someone forgot that we are an
deeply importing country. Very often media reports about the integration process in
European Union.
To be sincere, I do not often understand as both, a citizen and a businessman, what does
this integration means. Do we really want to be integrated or we intend to be just a
selling market for foreigners? I consider very important the debate about strategic
privatization. This is a process with positive potential for Albanian economy, but the way
it is being conducted and the methodology that has been accepted look like unrequired
concessions.
I say this because, if the strategic privatization process will continue to ignore the
competition and exclude local businesses, then:
- the equality between local and foreign subjects will be inexistent.
- the budget incomes from this process will be reduced, compared to those
acquired from an open and competitive one,
- in a subjective way, the freedom of other market actors to participate will be
restricted.
I would like to conclude, by stressing that it is very important that, in the process of the
strategic privatization, not to discriminate local businesses, because it has developed and
is now strong enough to be a serious actor. On the other hand, I would like to explain that
we do not want favourable policies toward us, bur just equality, transparency and real
competition. Let the best win, because only this way the process will be a successful one
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and development and integration of Albanian economy will naturally progress. I do not
want to admit it, but I can not explain why Albanian politics do not like and do not accept
local businesses in this important process.

THE ELBASAN STEELWORKS: IMPACT OF GOVERNMENT
POLICIES ON FURTHER GROWTH AFTER PRIVATISATION
Dr. Zeki KAYA1

HISTORY The Elbasan Steelworks was incepted as an integrated steel and alloysteel making during early 1970s as a result of collaboration between China and
Albania. The iron-nickel containing minerals of the Prrenjas and Guri-Kuq mines
were partly used to produce iron in blast furnaces and partly used to produce Ferronickel composite. World quality steel was never produced owing to high content of
chromium in the metal. It had been one of the few biggest employers of workforcesome 12,000 heads- during communistic era and was never an efficient combine.
Naturally, global developments made negative impact on steelmaking in Elbasan,
and in early 1990s with the transition to market economy; production had to come to
halt. The 1997 civil ferocity inflicted much damage that in the end made privatisation
a must as the factories were left behind international developments.
PRIVATISATION IN 1999 Turkish investor Kurum negotiated one of the early
industrial privatisations in the country with the Government. Negotiations on the
privatisation were never easy for Elbasan as regional conflicts, particularly the
Kosovo war, further deepened the uncertainty in the region. Enfitioze type
privatisation, which foresees the investor to pay monthly rent to the state, while the
State owns the property and new investments would belong to the investor or
Emphytousee, as they call it. That was obviously a practical way of privatisation, as
there was ambiguity as to property rights besides political and market risks. Indeed it
was a reasonable privatisation within the context of available laws and regulations
during that time. Nonetheless, the contract, containing some 22 Articles was drafted
in such a way that would not completely address the developments later on. As the
time passed and the market became attractive, this type of privatisation brought along
severe barriers to growth and competitiveness since the contract has not been worded
with conditions that would provide the investor advantages and freedom to make full
privatisation.
MAJOR INVESTMENTS SINCE PRIVATISATION The investor, Kurum,
pledged in the contract to invest some USD 6 million together with 500 jobs as the
baseline during the first four years of privatisation. The construction sector
experienced massive growth during the early years of privatisation that increased the
demand for reinforcing bar which was the main product of the Elbasan Steel. This
situation spurred developments at the factory and encouraged the investor to invest
more in a short time. When the third year was over, the investor had already invested
more than USD 30 million, five times greater than the pledges. As of the year 2007,
accumulated investments at the factories have exceeded USD 100 million (EUR70

1
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million). Among the major investments, the following segments absorbed much
finance.
25 ton Electric Arc Furnace (EAF) was replaced by a 60ton EAF,
A 4 stranded continuous casting line has been installed,
Buildings have been rectified and strengthened to carry 120ton gentry cranes
(10 times bigger than old one)
A completely new wire-rod line (Italian technology) has been installed.
Profiles rolling mill has been renovated and put in operation,
Cold wire drawing line has been installed,
Scrap shredding and sorting plant has been installed,
High voltage transformer substation and flicker prevention system have been
installed (presently this is the only private 220kV connection in the country)
Hydrated lime plant (new) installed,
Oxygen and Nitrogen factory has been renovated,
Dust filtering and conditioning system with a canopy system have been
installed.
These have been renovation investments to re-animate the factories to produce
provide 400,000 ton/year production. And investments from now on would be much
greater as they must be new technologies for capacity and production growth.
PRODUCTION TECHNIQUE
a. PAST: In the past, Elbasan plant was using the Prrenjas and Guri Kuq minerals as
feedstock for 2 blast furnaces (BF) to produce iron that would later to be
transformed into steel billets. The blast furnaces were fired with coal to decrease
the iron (Fe) from the ore. Pig iron produced through the BF used as raw material
for the EAF for producing steel billets. The steel billets, cast in non-continuous
way, were used to produce reinforcing bars (non-deformed), and profiles of larger
size for industrial and mining use, and not for the international market
consumption.
b. PRESENT: ferrous scrap is used to produce steel. The steel quality conforms to the
DIN-488 standards, and international quality is retained. At present, the factories
yield products for the free market. They are basically ribbed reinforcing bars for
construction sector use, wire rod and wire, meshes and profiles for merchant use.
The difference between the past and present would be that 100% raw material to
produce steel was domestically acquired (including ferrous scrap) in the past, and
today only 20% of the ferrous scrap could be available, while mineral processing
has not yet been applied. The chemical and physical properties of the steel were
different. Previously, chromium ratio in the steel was higher to give brittle impact.
MOST IMPORTANT INPUTS OF STEEL TODAY As the technology applied
today is EAF technology, most important inputs are ferrous scrap, transport and
electricity. These three problems have are locked within each other. Solution of one
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or two of these will not solve the problem. Scrap is freely exported from the country
in line with “free market policies” and “free trade agreements”. Most of them are
shipped abroad to be converted into steel products in more efficient factories
benefiting from free trade (i.e. Turkey). As the installed capacity, unlike the past, is
0.4 million ton/year today, required scrap would be as much as 0.6 million ton/year.
However, Albania, that has been reshuffling her military and industrial capabilities
and renovating technology, could no longer produce scrap to feed the factories. Scrap
must be imported from elsewhere, but the location of the factories (Elbasan city) was
not selected suitable for scrap importation to consume international scrap as
feedstock. It is far from the Port of Durres, and in the Durres harbour there is no
dedicated berth for scrap hauling. The place was selected because of mineral
processing in the past. Today there is a mismatch here that makes Elbasan inefficient.
Minerals cannot be produced, scrap cannot be procured domestically, and installed
capacity is 400,000 ton/year with 1000 workforce, while net production has reached
to 200,000 ton/year. That is 50% of the installed capacity. Whereas, the business plan
of the investor on the next 10 years‟ of the Elbasan Steelworks envisages a
production of 0.6 million ton/year hot steel production. That may roughly be
translated into 0.8 million ton/year ferrous scrap. Where from can this scrap be
sourced? And through what ways and costs? These are the fundamental questions as
the Elbasan steel cannot satisfy the existing installed capacity of 400,000 ton/year.
Electricity is one other major problem. Global warming effect on the domestic
hydroelectric generation has so far been too much negative, making Albania a major
importer of electricity. Daily demand has reached to 20 million kWh, while domestic
production has dropped to 8 million kWh/day. The difference has to be imported or
long interruptions have to be applied. The latter has to be applied in Albanian case
because distribution losses (theft and technical) reach to 38%. Therefore, industries
like Kurum have suffered much from power interruption. However, as Kurum is the
largest single consumer, and electric power makes up 35% of production cost,
negative impacts of power interruption have led to significant production and
financial losses. To eliminate this problem unilaterally, Kurum had to install a high
voltage (220kV) substation and flicker prevention system that all accrued a cost of
EUR8 million. The Elbasan steel works is therefore supplied from the high voltage
line of KESH. Having this connection could not eradicate the problems. The factories
have to decrease power consumption per day by 30% during the last two years, and,
even if the production possibility frontier shifts to right thanks to normal supply of
scrap, still electricity would be a problem. Therefore, production cannot be increased
under current circumstances, and unless the steelworks may have its own hydro
electric generation within the country.
Transport is the other major problem as steel scrap has to be imported from abroad
and the Port of Durres has to be utilised in connection with the Elbasan factories via
the railroad. Despite the fact that there is connection between the port and Elbasan
plant, there are still two central problems within the transport issue. (a) the draught
problem within the port (b)non existence of a dedicated quay and storage area within
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the port as scrap vessels need to be berthed independently and scrap has to be
discharged, pressed and loaded on train in an area of 1 hectare minimum. While
global steel factories are mostly located near a port or have their own port and enjoy
most efficient transport facilities, the Elbasan steelworks cannot solve this problem to
apply minimum economy of scale in transport. These three major problems are
intertwined and one without the other cannot function.
PRODUCTION: PAST, PRESENT AND FUTURE The Elbasan steelworks,
despite the existence of efficiency problem, has managed to increase production year
on year since 1999. As an average, production every year has grown 100%. While
annual production was 25,000t/y in the year 1999, it reached to 160,000t/y in 2007,
and it is estimated to reach 600,000t/y by the year 2012. The market as a negative
impact on efficiency The Elbasan Steel mainly produces products that are consumed
by the domestic market of 3 million populations. Kosovo and Macedonia make the
secondary market owing to relatively short transport distance. All of them would
make a market of 7 million that would correspond to a total consumption of 600,000
ton/year with the present sector growth. As the customs taxes disappear, these
markets are served by other more efficient producers from the region. Therefore, the
Elbasan plant is better off when it supplies to domestic market as there will not be
significant transport cost compared to other suppliers from neighbouring countries
that have to pay transport costs. The market of the steel plant would include Albania,
Kosovo, Macedonia, Serbia and Montenegro primarily. Once free exportation;
(without barriers) facilities are put in practice by Italy and Spain, exports to these
countries are likely to increase. In the end, the company may have a share in these
markets to increase overall sales to 600,000 ton/year without forming a threat to
these markets. Because of the fact that the steel plant cannot use all existing installed
capacity because of limited market frontier, figures in its balance sheet would not
indicate a profitable company, and thus making financial institutions sceptical on
lending to the company. This in the end makes negative impact and investments are
realised in longer periods of time through retained earnings. As the investments
could not be done in the proper stage and time, inefficiency further deepens and
continues longer.
Centre of low efficiency problem As highlighted above, problems experienced in the
input and market sides have further aggravated with the signing of free trade
agreements, particularly with neighbouring countries, and the Stability and
Association Agreement (SAA) with the EU. Thanks to these agreements
neighbouring countries, i.e. Macedonia, have increased their exportation to Albania.
Steel importation from Turkey, Greece, Ukraine, and Bulgaria, in addition to
Macedonia, has drawn an increasing curve during the last 5 years in particular as
producers in these countries have more access to the already counted inputs in a more
cost effective way. This situation brought the Elbasan Steel, that suffers from raw
material, transport and energy problems in the same time together with a steel
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producer in Ukraine that enjoys low cost electricity and inputs in a competitive
market. One can say that these agreements have helped increase only importation
while exportation could not be promoted owing to efficiency problem within the
country in addition to non-tariff barriers applied by the other countries.
Impact of policies on business environment in general The Governments in Albania
have tended to apply free market rules in order to compete with other transition
countries as to market policies and principles. This was because of integration with
the EU. Sitting at the Government side of the table, this is understandable but
Albania has taken this route without preparation, at least, at the institutional level, as
the institutions are not staffed with experienced people who may help spur business
development.
While on one side faster reforms are conducive to foster business environment, on
the other side, application of these reforms has not satisfied the required timetable.
Legislative reforms have been accomplished at the law making level (the Parliament
adopted contemporary laws), at the law-enforcement level slow developments have
been observed partly because of inefficiency problem in state institutions and partly
because the business environment has not been ready to adapt to these changes.
It is a fact that many times the Government policies have been criticised by the
Business Associations on grounds that it was too early for the domestic businesses to
compete with international businesses as long as energy continues to be a stumbling
block in front of business development. Entrepreneurs are very much discouraged by
frequent power interruptions, and demand from the market is mainly and easily
satisfied through imports.
Government policies versus Elbasan steel development As has already been
emphasised, the Elbasan Steelworks operates with low efficiency and may anytime
be pushed to exit the market leaving significant number of employees behind jobless.
If the market was protected for a number of years and importation of identical
products was discouraged through tariffs and higher taxes, the situation would not be
as critical as today. In order to be efficient, fast and bigger investments that would
even include integrated steel production, will be needed. More investments mean not
few million Dollars but a couple of hundred million dollars. With the present level of
efficiency and domestic lending possibilities, these investments may never be
accomplished, especially when the property rights of the assets in Elbasan would
belong to the state. On the other hand, the authorities are preparing to open up the
Elbasan Steelworks to full competition within 5 years‟ time in the framework of
integration with the EU. On one side the industry moves towards market exit with
negative development, on the other side, the Government strives to meet objectives
in the framework of EU integration as Albania has already delayed in making
reforms.
This situation suggests some incentives offered to the steel plant so that within the
given time, it may complete its restructuring. Since the Elbasan Steel operates in
unfavourable conditions and has to compete with imports from more efficient
countries, than, it should be the duty of authorities to provide balancing advantages,
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at least in the input side of the business so as to provide enough indirect advantages
for the steel factory to quicken the restructuring process. Indeed this has been
envisaged in the Steel Protocol which is an Annex to the Stability and Association
Agreement that allows certain assistance (including financial) to the domestic
industry to bring itself to global levels to compete. Here there seems to be confusion
in the fact that this protocol also enforces the steel industry decrease production
which does not make any economic sense. Primarily, the Elbasan steel factories
would not pose any threat to the EU markets and neighbouring country markets since
the products are commodities that are mainly imported by the neighbouring countries
from elsewhere, including China. Secondly, 600,000 ton/year in different (5
products) items would just be enough to satisfy 50% of the whole market, still
leaving ground for other producers to enter. Therefore, given the Turkish experience
in steel sector restructuring, the Elbasan Steel should not decrease production in the
framework of the Steel Protocol, but should go up from 200,000 ton/year to as much
as 600,000ton/year which is the break-even in efficiency. To reach this objective the
Government should adapt policies in the following directions:
a) Privatise immediately the Elbasan Steelworks through a scheme that allow the assets to
be owned by the investor without any further payment (free transfer of ownership) but
through making an agreement that would urge the investor to invest more.
b) Provide a quay at the Port of Durres on the Eastern Quay‟s deepest part (far end) and
allow the steel plant to install its own discharging and loading facilities there
permanently for transport economy,
c) Provide private train operator license immediately to allow the investor to use its own
special wagons suitable for steel scrap handling. This route will serve as a “conveyor
belt” to the factories as it will connect the Elbasan steelworks to the port directly.
d) Allocate enough hydroelectric generation capacity, say 50MW (Ulza and Shkopeti
HPP combined) to exercise the steel production through low cost electricity. As we are
in the same economy, and as these power plants produce electric power for the
consumers in the economy, it would only increase efficiency if these two power plants
are allocated and connected directly to the Elbasan steel works in the framework of
policies that would bring along the full privatisation of the generation system in the
next few years.
CONCLUSION
It was a good formula to privatise the Elbasan Steelworks through Emphyteuse
Contract, but this way of privatisation cannot satisfy the needs and expectations of
the investor today as the market has been changing significantly from a protected
market (monopoly) to a very open and competitive market. It is interesting to note
that reforms should normally make positive impact on business development, but
reforms that have been made so far have made negative impact on the development
and growth of the Elbasan Steelworks. As the Elbasan steelworks operates in a
geography that brings too many disadvantages to steel production, certain policies
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have to be adapted by the Government, as the last chance, to encourage the steel
plant to reach 0.6 million ton/year steel production at least to retain the existing
workforce and increase exports to neighbouring countries where similar industries do
not exist. In order to do that, the Government should give concessions in full
privatisation of the factories, usage of a dedicated port for scrap handling, operating a
private train and in managing and running (of course with needed investments done
by the investor) enough hydroelectric generation capacity within the country. These
will not be deemed as “incentive” but as an aid to complement the needed segments
of production in order to enhance scrap importation by the investor and resist the
competition. Such concessions may be discussed with the EU experts so as to
eradicate miss-interpretations.

BIRRA TIRANA: AN ALBANIAN SUCCESS STORY
Enea JANKO1, MBA

BIRRA TIRANA Sh.A. was created on July 1960 as a division of the state
owned alimentary factory “Ali Kelmendi”. The fabrication technology used at
that period was Russian and the production capacity was 70-75 thousand
hectolitres annually. At 1980, another more modern technology was adopted,
composed of new equipment produced at the Eastern Germany, in order to
increase the production capacity at the level of 140 thousand hectolitres
annually. In 2001, the factory was purchased by 10 Albanian firms. While
pursuing this new type of entrepreneurship, BIRRA TIRANA Sh.A. has
enlarged the control of the local market, while also expanding the ways of
presenting its products. After privatization BT has invested around 12 million
euro to improve the quality and to increase the production capacity. A strong
management team of personnel, trained in technical and engineering
background, coupled with sound fiscal practices, are the driving force of the
company‟s success.
MISSION
Offering alimentary products by respecting the tradition of the Brand, by utilizing
only qualitative ingredients, and by satisfying the consumer needs and preferences
while protecting consumer health and respecting the environment. Commitment to
excellence in seeking ways how to exceed our clients‟ expectations.
CURRENT ACTIVITY
Today, BIRRA TIRANA Sh.A. has an annual turnover of about 10 million Euro and
pay annually tax duties about 4 million euro. It employs about 170 workers and
specialists on a full time basis. During certain seasonal activities, the company
increases its work force to over 200 employees. The company‟s self-owned
installations cover an area of 20000 m2.
PRODUCTS
Birra Tirana is produced based on the low fermentation of type PILSNER:
Blonde - 4 % alcohol with 11 grad PLATO
Dark - 5 % alcohol with 12 grad PLATO.
SERVICES
Distribution and sales of Birra Tirana through the network of distributors, and
salesmen.
1
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Technical assistance at the selling points for the maintenance of the beer taps
equipment.
Commercial assistance to the selling-points through a network of pre-sellers.
PACKAGING
Bottles 0.50 lit
Bottles 0.33 lit
Kegs 50 lit (draught)
PET bottles 1,5 lit

Cans 0.50 lit
Cans 0.33 lit
Kegs 30 lit (draught)

MARKETING
Our sales and distribution force consists of 70 Distributors, 12 Salesmen, 4 Sales
Managers, 4 Account executives, several technicians, etc.
A constant self-control, by means of the internal laboratory, performs chemical
and microbiological analysis on the raw materials, the performance of the
technological processes, finished product as well as the hygienic situation of the
production and packaging equipment in order to ensure the continuous quality of
our products and specially the safety of our consumers.
We cover 100 % of the Albanian market. Our clients include wholesalers, super
markets, hyper markets, hotels, bars, cafes, beer houses, department stores, night
clubs, restaurants, shops, convenience shops, etc.
Birra Tirana is exported successfully through the regional and international
markets: Kosovo, Macedonia, Greece, Switzerland, UK, USA, etc.
OBJECTIVES
Planning the strategies of penetration through new markets and the consolidation
of the market positioning are the short term priority objectives set by BIRRA
TIRANA Sh.A.
Enlarging the portfolio of brands offered to our clients with similar and
supplementary products.
COMMITMENT TO QUALITY
During the past 45 years our team has worked very hard:
to develop the plant infrastructure
to build plant capacity
to transfer the most successful technologies worldwide, Krones, Seeger, KHS,
Niko Göbel GMBH&CO, SCHENK, Velo, Alfa Laval
to develop and implement standards
to set up new management systems and procedures
to build up a strong technical and engineering team of highly qualified
professionals
to train and develop a competent work force
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to develop new markets and promote our products
to deliver high quality products and services
and FINALLY: to make Birra Tirana
a symbol of the traditional Albanian beer
the largest beer producer in Albania since 1960
synonym of quality
Leader of the Albanian market, and
an example of success in ALBANIA
COMMITMENT TO RESPONSIBILITY
Responsibility is an integral part of BIRRA TIRANA business strategy and company
values. Its public life includes participations in several round-tables and discussions
concerning very important social, economic, legislative issues.
BIRRA TIRANA strives to be an active, positive company citizen in the community
its lives and works, engaged in activities that make a difference in people‟s lives.
This is very evident through the contributions to the orphans, hospitals, schools,
handicaps, invalids, the financing many cultural, sportive and artistic activities,
maintaining a close relationship with important associations such as Consumer
Association, Children Protection Associations, Environment Protection Association,
as well as the preparation of the awareness campaigns such as DON‟T DRINK &
DRIVE, NO ALCOHOL FOR THE CHILDREN, PROTECT YOUR
ENVIRONMENT, etc. show the social responsibility of BIRRA TIRANA Sh.A.
BIRRA TIRANA SH.A. is an active member of the Albanian Chamber of
Commerce, the US Chamber of Commerce, Assistance to Albanian Agribusiness
Trade Association (IFDC/AATA), Albanian Beer Association, Albanian Quality
Association, etc.
Furthermore, BIRRA TIRANA SH.A. maintains close and successful relations with
various organizations working in Albania as Southeast Europe Enterprise
Development (SEED), German Technical Assistance (GTZ), etc. which have
provided it with significant technical support, and is determined to further and
strengthen these ties in the future. Finally, BIRRA TIRANA SH.A. regularly and
successfully participates in national and international fairs and exhibitions.
ACHIEVEMENTS
Based on the dedication of BIRRA TIRANA to accomplish its commitment to
quality and satisfaction of consumers‟ needs and preferences, it has been rewarded
several international awards:
On July 2003, in New York, USA, the Gold Price, International Award for
Excellence and Business Prestige.
On September 2004, in Paris, France, the Platinum Star for Quality.
On May 2005, the Quality Management System of BIRRA TIRANA SH.A. was
certified based on ISO 9001-2000 standards.

AMC AN EXAMPLE OF SUCCESS AFTER PRIVATIZATION
FROM FOREIGN COMPANIES
Matilda SHEHU, MPA1

Abstract:
AMC is the first mobile operator in Albania, being one of the pioneers of the new era of
digital communication in the country. Its privatization in 2000 gave it a new impetus and
paved the way of its becoming a business model and setting an example to be followed. The
ever-improving indicators of the Company’s customer base, technology, investments, human
resources, and financial results are a clear evidence of a sound and visionary management.
The Socially Responsible way of doing our business has turned into a natural and everyday
practice.

AMC INTRODUCTION
AMC, the first GSM operator in Albanian telecommunication history, was
established as a state owned company in November 1995 and emitted its first signal
in 1996. Counting merely 15.000 customers in the year 1999, and about 16.750
customers up to August 2000, covering 42% of population, with 29 Base Stations,
20% of territory coverage and 101 employees, AMC made giant leaps to increase its
customer base and grew to become one of the most successful companies in Southeast Europe. Its successful privatization in 2000 was the real turning point in its
history. At that time, AMC became a subsidiary of COSMOTE when COSMOHOLDING ALBANIA acquired 85% of its capital.
With an impressively dynamic track record at all levels, AMC today holds the
leading position in the Albanian market with more than one million subscribers, a
territory network coverage of 85.1%, a population coverage of more than 98.7% and
with a market share of 52.1%. AMC‟s financial growth is a strong indicator of the
company‟s overall success. Since the year 2000, AMC has increased significantly the
total revenue and investments being so a clear indicator of the Albanian consumers‟
continuously increasing preference and confidence in the company and its
competitive business.
PRIVATIZATION – PART OF A BIG GROUP
In August 2000, AMC was privatized through a correct, transparent and efficient
process by COSMOTE-TELENOR Consortium buying the majority of its shares.
The COSMOTE - TELENOR Consortium was the successful bidder of the
international tender of May 15th 2000, against $85,6 million, an amount that was
significantly higher than the one offered by the rest of the participants in the tender.
According to the drafted business plan, the new administration would primarily focus
on the modernization and expansion of the network, aiming to cover the larger part of
1
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the Albanian territory, the development of the sales and distribution network, as well
as personnel training. By realizing these goals, AMC would soon increase its
penetration in the Albanian population and attract new subscribers.
Upon signing the Share Purchase Agreement with the Albanian government,
COSMOTE stated: "With the acquisition of AMC, COSMOTE sets the foundations
for becoming active in the region of the Balkans. Albania comes closer to Europe,
exploiting the technical expertise of COSMOTE, one of the fastest growing mobile
operators in Europe."
In October 2005, AMC adopted the new corporate identity of COSMOTE, entering a
new era as part of a group, which is the key player in the South East Europe mobile
market.
With almost 10 million customers in Greece, Albania, Bulgaria, F.Y.R.O. Macedonia
and Romania, COSMOTE today serves a market of 46 million people, through its
companies: COSMOTE Greece, AMC, GLOBUL, COSMOFON and COSMOTE
Romania.
COSMOTE Group‟s customer base has exceeded 11 million in 2006, a 35.4%
increase from a year ago. The Group‟s revenues for the year 2006 reached 2,382.3
million Euro, a 32.5% increase compared to 2005, while EBITDA reached a record
of 876.2 million Euro and the net income reached 360.5 million Euro.
PART OF A BIG GROUP – STRATEGIC OBJECTIVES AND CORE
VALUES
In accordance with COSMOTE‟s visions and values AMC focuses on the following
strategic objectives:
• Sustain leadership in market share and profitability
• Enhance voice usage, stimulate VAS and increase the revenues
• Establish a model „work-place‟ organization, in terms of quality and efficiency
• Differentiate itself from competition on all fronts
• Optimize capital structure and increase returns to shareholders
While defending its core values:
• AMC‟s human resources are our most valuable asset
• Everyone‟s contribution is essential to AMC‟s future growth
• Advancement and Reward
• Credibility and Transparency
• Continuous effort for improvement
• Exchange of knowledge
• Rational use of resources
• Customer centric approaches on all fronts
• Increased social responsibility
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SUCCESS AFTER PRIVATIZATION – CUSTOMERS
AMC had a base of merely a few thousand customers when the private management
first touched ground in the company.
Now, after more than six years of dedicated work, AMC has hundreds of thousands
of prepaid and postpaid customers.
AMC strives to provide its customers with the best telecommunications network
possible. Moreover, AMC is sensitive to the needs of the customers, adjusting
services as necessary and making mobile communication accessible and affordable to
all.
AMC exists because of its customers and therefore the company adopts a customercentric approach. The firm‟s competitive pricing policy and its advanced, userfriendly and comprehensible services set AMC apart from competition within the
country.
Quality, value and excellence in services to customers are AMC‟s uncompromising
principles. Being the frontrunner in Albanian telecommunications, AMC was the first
to introduce the SMS, MMS, GPRS and Internet through GPRS services in Albania.
AMC customer base during years
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SUCCESS AFTER PRIVATIZATION–COVERAGE AND TECHNOLOGY

AMC covers most of the Albanian territory and aims to expand its network to all the
remote locations. The company is proud to follow the international developments of
high technology and be the first to implement them in Albania. AMC investment
figures during these years include several hundreds of million Euros allocated in
technology, maintenance, construction etc. Its state of the art technology, fully
respecting EU standards and Albanian legislation, is health safe.
As part of the COSMOTE Group, AMC in building its core network uses the GSM
system of the well-known NOKIA brand using DX200 communication technology.
In order to not only abide by the European standards on electromagnetic energy
emission, but also to maintain its reputation as a market leader in the area of GSM
technologies, NOKIA is committed to continuous upgrading of its systems. AMC has
executed the replacement and upgrade of half of its network technology, paving the
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way for the latest advancements in the field. This replacement was a major step
forward resulting in a major decrease in the levels of EME emissions around the base
stations. By the end of 2007 the upgrade project will be fully implemented.
SUCCES AFTER PRIVATIZATION – HUMAN RESOURCES
Employees are the heart of AMC‟s success. Apart from being one of the largest
employers in Albania with a workforce of 532 employees, AMC provides its
employees with best practices in human resources management and sets the standards
for the private sector.
AMC is a world-class quality employer and has brought a new mentality to job
creation and human resources policies in the country.
AMC provides a safe and healthy workplace, fair and clear policies and procedures,
freedom of opinion and expression for all, and an open dialogue among all levels of
employees. AMC cultivates innovation and talent and transforms it into productivity
and excellence.
Each and every one of AMC‟s employees represents the values and goals of the
company, clearly adopting the Social Responsibility principles and mirroring the
healthy growth of the company over the years.
It is only through the exceptional work of these valuable players that AMC is capable
of holding such high corporate standards and maintaining great relationships with its
customers and all of its stakeholders.
SUCCESS AFTER PRIVATIZATION – FINANCIAL RESULTS
AMC‟s financial growth is a strong indicator of the company‟s overall success. Since
the year 2000 AMC has increased total revenue by nearly 6 times, while adhering to
EU standards and Albanian legislation as well providing top-quality products and
services at affordable prices.
AMC‟s revenues for 2006 were 9.7% higher than the year before reaching €151
million (IFRS). This was the result of a 26.7% increase in its subscriber base which
further consolidated the company‟s leading market position.
Year on year AMC‟s EBITDA grew by 10.2% while Net Income increased by
20.3%. Net income margin was 33% in 2006 compared to 30.1% in the previous
year. AMC is also one of the largest contributors to the Albanian state budget
contributing taxes and VAT of 155 million Euros to the state plus a contribution of
34 million Euros to direct taxes.

Years

2000 2001 2002 2003 2004 2005 2006

Contribution to direct taxes (in 'mil €)

10.0 13.4 33.1 29.2 27.7 33.5 34.1

Contribution to social security (in 'mil €)

0.9

0.2

0.4

0.5

0.6

0.7

1.0

The challenges of local businessmen participation in strategic sector privatization

127

AMC SOCIAL RESPONSIBILITY
Apart from the provision of high quality telecommunication coverage, services and
customer care across Albania, a key emphasis of AMC is to implement an effective
Corporate Social Responsibility program. Acknowledging that social prosperity and
its own growth and development are inseparably connected, AMC has undertaken
substantial initiatives for the benefit of the society.
AMC is committed to implement all aspects of Corporate Social Responsibility in all
the business that it conducts and all contacts that it has with the stakeholders
(employees, shareholders, customers, suppliers, society in general and the
environment).
Through strict ethical standards and transparency AMC strives to be a successful
company while remaining an integral part of the Albanian community.
AMC is a strong contributor to sports, arts and social developments of Albania. It has
been our effort since the moment of privatization to mainstream the social
responsibility in the strategy and management of the company.
By supporting the most talented sportsmen and artists, by offering financial aid to
people in need, by caring through concrete initiatives for the environment, AMC has
given clear evidences that its attention towards improving the live of citizens it‟s not
something that this company is doing to appear altruistic, but a real value upon which
we base all our actions.
AMC, LEADING MOBILE OPERATOR IN ALBANIA, ITS REMARKABLE
ROLE IN THE ECONOMY OF THE COUNTRY
Mobile telephony has become an indispensable part of the Albanian citizen‟s
everyday life. In addition to the fulfillment of its original goal of providing people
with access to the gift of communication and to high quality services, mobile
telephony in Albania enhances entrepreneurship, contributes to the financial
development of the country and consequently assists in the creation of jobs. As the
leading operator in Albania, AMC tangibly and significantly contributes to the
enhancement of the Albanian economy. Even though one of the last to introduce
mobile telephony, our country has remarkable achievements to demonstrate in this
area.
The company is one of the largest contributors to the Albanian budget. For several
years, AMC has been considered the most successful company in Albania, and one
of the most successful in Europe and, in 2005, was nominated by OECD the most
successful company in South East Europe.
REFERENCE:
1.
2.

AMC Website, www.amc.al
AMC Corporate Social Responsibility Report, Year 2006
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ASET – Albanian Socio Economic Think Tank
ASET – Albanian Socio Economic Think Tank set up in 1999, as non-profit
organization. Its mission is to promote economic development and social welfare.
ASET represents an alternative to offer the proper expertise on the issues related
to stimulation of the improvement of the whole economic and social mechanism,
by extending the consciousness of the different levels of the society in this
process. The collaborators of ASET are local or international experts from
different fields who have contribute in the realization with success of the projects.
ASET has implemented with success until now more than 25 projects alone or in
collaboration with other organizations/institutions like: Government like:
Government of Albania, Ministry of Finance, Ministry of Economy, Ministry of
Agriculture, Albanian Development Fund, etc., and other important international
institutions like SOROS Foundation, International Fund for Agriculture
Development (IFAD), World Bank, GTZ, Global Development Network,
International Development Association (IDA), Southeast Europe Enterprise
Development (SEED) etc.
Between some of the most important projects where ASET has been involved we
can mention: “Albania - Growth and Poverty Reduction Strategy” project for
Government of Albania, “Design and implementation of a labour markets, private
sector and NGO-s salary survey in Albania” project for Albanian Government
and World Bank, “Designing and implementation of a beneficiary assessment
survey” project for Ministry of Finance, “Survey on local fees and taxes for
business operating in Albania project for Southeast Europe Enterprise
Development (SEED) and other important projects.
ASET has published many books, studies, reports and articles, we can mention
some of them:
- Public Relationships of Tax Administration
- Questionnaire Survey Manual
- What Businesses Operating in Albania Need to Know
- Harmonization of Social Policies with Educational Policies
Address to contact:
ASET – Albanian Socio Economic Think Tank
Rr."Ismail Qemali", Pall.27/1 Shk.2, Apt.13, P.O. Box 1506, Tirana, Albania
Tel/Fax: +355 4 258 171 Mobile: +355 69 20 45 495
E-mail: info@aset-al.org Website: www.aset-al.org

