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Why is there a need to revisit the topic of Access to Finance by IC?
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Businesses are
increasingly
concerned with
having their
financing needs
met through
improved options.
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While Partial
Credit Guarantees
from International
Development
Banks are
valuable but face
implementation
challenges and
are underutilized
by banks.
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The Bank of
Albania's 2023
Stability Report
shows that banks
have tightened
lending
requirements,
restricting access
to financing.
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( deposit ratio

J
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Albania's loan-to-

remains stable at

47%, according to
the 2023 Financial
Stability Report.
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CONTEXT — KEY INSIGHTS ON POLICY DYNAMICS

7
Bank of Albania

Strategy
2024-2026

Focuses on
increasing
financial
education and
inclusion.

U Bank of Albania

Strategy for
Education and
Financial Inclusion

2024-2026

Aims to  boost
financial culture
and use of
regulated services
amid sector
complexity and

consumer risks.
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Q INTERNATIONAL REPORTS

Business
Investment and
Development
Strategy

2021 -2027

Access to finance
is @ major barrier
for SMEs. 80% of
investments are
funded internally,
with only 12%
from banks. Non-
bank financing is
limited.

EU PROGRESS REPORT

Notes moderate progress in
finance modernization, but capital
markets are just beginning.

OECD
SMEs face barriers like strict
collateral, limited credit

guarantees, and no regulation for
private equity or crowdfunding.
Stock and debt markets are
growing with new regulations.



CONTEXT — KEY PUBLIC INSTITUTION REFORMS

-

Rapid
digitalization of
public services is
driving business
transformation,
particularly in
banking, and
reshaping access to
finance.

-
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Fiscalization
enhances
transparency by
providing tax
authorities with
accurate financial
data, benefiting banks
with quicker, more
secure lending
decisions.
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Initiatives by the
Bank of Albania:

- Law on the Basic
Payment Account

- SEPA application

These initiatives
foster a more
inclusive financial
environment.

N
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Post-Covid

tourism growth
has increased the use
of electronic payment
methods (e-banking,
cards), further
advancing digital
financial services.
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Objective: To identify the key barriers
limiting access to finance, and to develop
actionable recommendations for improving
financial inclusion and enhancing financing
options for MSMEs.

Approach: Dual approach focusing on both

demand-side (empowering MSMEs) and
supply-side ( (eﬁcouragi%g fin)ancial C’"C’ease Demand
institutions) solutions to improve access to - E”ha_”ce_ the
finance. financial literacy
C'Increase Supply—  of MSEMEs,
Encourage enabling them to
financial actively seek and

institutions to be  Utilize financial

more willing to services to
provide financing ~ Support and
grow.

that aligns with
the specific needs
of MSMEs.
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—— Desk Research

» Document Analysis: Reviewed laws, regulations, and practices
» Reports: Integrated national and international findings
» Database: Used data from the Investment Climate and Business Issues (2015-2023)

——  Qualitative Research

sInterviews: Collected insights from key stakeholders
"Focus Groups: Discussed key issues with WECCA, AAB, AMA, and BoA, MEKI, AIDA

»Analysis: Integrated findings from the May 2024 MSME Finance Assessment and Action Plan by WB
and experts

—— Quantitative Research

» Business Survey: Assessed lending challenges and access to finance (221 businesses)
= Bank Survey: Explored lending process constraints (9 banks)
= NBFI Survey: Gathered insights and recommendations on lending practices (8 institutions)

= Surveys had four main pillars:
UAccess to finance
L Determining factors in lending
UAwareness of financial products
QBanking digitalization
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The use of varying definitions for MSMEs leads to inconsistent data reporting across
institutions, complicating accurate interpretation of the lending landscape for MSMEs and the

development of targeted, effective support policies.

Challenges due to varying definitions of MSMEs

Different institutions, such as microfinance entities, commercial banks, the Bank of Albania, INSTAT, and
others, apply varying definitions of MSMEs for reporting purposes. These discrepancies often arise from
differing legal definitions, such as those outlined in the MSME law, accounting standards, and specific

banking criteria.

While acknowledqing it, we would like to highlight that lack of a standardized definition leads to
inconsistencies in the data, making it more challenqging to make informed decisions for effective

policy development.
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2.2 FINDINGS - DEMAND AND SUPPLY Ic

Businesses are increasingly recognizing the need for credit from financial institutions. However,
there is a disconnect between the sectors with the highest demand for financial resources and

those that financial institutions are most inclined to support.

Approximately 7/10 companies, (68%), mostly medium and large businesses, seek financing
through the financial system. Of these, 7 out of 10 are clients of banks, 2 out of 10 utilize both

banks and non-bank institutions, and 1 out of 10 relies solely on non-bank institutions.

Have you considered seeking financing from financial
institutions?

| have been looking for financing from both _ 16%
]
banks and non-banks

48%

Yes, | have requested financing from banks only

| am looking for financing from non-banks . 4%

10 20 30

0% 40% 50% 60%
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2.3 FINDINGS - PRIORITY OF ECONOMIC SECTORS

There is a mismatch between the industries that perceive a higher need for financial support
and the sectors banks prioritize for financing.

Data from our questionnaire indicate that the agriculture, construction, and processing industries perceive a greater need for
financial resources. In contrast, responses from 9 out of 11 banks show that they are more inclined to finance tourism, energy,
and service sectors. Non-bank institutions, on the other hand, are more willing to provide financing for agriculture, tourism,
and services.

Assess the readiness of your bank for financing economic activities

Assess the readiness of your institutionfor financing economic

Have you considered seeking financing from financial

institutions? - economic activity Actiities
Senices () RIS 88%
Trade I — Information and Communication 0 S 38%
Transportand storage I S D — Travel agency, tour operator O JEREGUINE 88%
Services | O Food Service 0 imuasgm a8%
Construction [ Aecommodation/tiotel O —
Transport and storage O SRISISEE 88%
RO I Electricity, gas, etc 38% 3% 50%

Industry I — Wholesale and retail trade; ETC. 0fSuESSS B88%

Energyetc I Building 50% fi—) " — 25%

Agriculture, forestry and fishi g | Manufacturing industry 0 JEEEESUS 75%
Tourism activities 7 Extractive Industy s A —
Aggiculture, foresiry and fishing I Agrlcuthurs; foresiry and fishing O .
0% 10 20% 30% 40% 50% 60% 70% 80% S0% 100%
0% 20% 40% 60% 80% 100% 120%

Eno Wyes

0%

109 207 30 40% 50% 60%

Enonellitlle  Wneutral  Wmoderate/considerable

70%

80%

0%

100%

not at allslightly ready  ® neutral

somewhat/very ready
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Many companies, particularly MSMEs, opt not to seek funding from commercial
banks due to challenges in meeting stringent financing criteria. This was confirmed in
our focus group, where businesses expressed concerns over the excessive and
escalating documentation requirements. They described the process as highly
bureaucratic, citing unnecessary demands, lengthy procedures, and substantial
delays—even collateral release confirmations that can take several months to finalize.

Why don'tyou consider asking for financing from the
Banks?

| secure funds from non-banks - 12%
teantmackihe banke IGCILIi[e”16i1tS _ 48
| sepurs s ironmotier souces _ 420/0

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



Albania
Investment

2.5 FINDINGS - FUND'S DESTINATION IC |

Improving Transparency and Investment Climate

Our findings indicate that the primary objectives for requesting credit funds are
technology upgrades, working capital, and new business ventures. Distinct sectors display
unique financing needs aligned with their specific operational priorities: the tourism
sector primarily seeks funds for new facilities, the construction sector focuses on
inventory and technology financing, while the industrial sector prioritizes technological
upgrades and inventory management. In agriculture, financing needs center on
technology, inventory, and developing new business ideas.

What do you mainly need financing funds for:
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2.6 FINDINGS - FACTORS INFLUENCING LENDING DECISIONS =2

From a business perspective, interest rates, collateral, and transparency are pivotal factors in
lending decisions. For MSMEs, collateral is especially important, as it plays a critical role in
securing financing and addressing lenders’ assurance requirements. Larger enterprises,
however, prioritize the speed of decision-making, with quick access to funds being essential

for their operations.

Both financial institutions and businesses agree that credit analysis requires time due to the
thorough verification processes banks undertake to assess financial and risk exposure. The
absence of a national credit scoring system that could expedite banking decisions further
complicates the lending process. Additionally, banks emphasize the need for improved access
to e-Albania to streamline client data management and administrative tasks.
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All nine banks surveyed report that micro, small and medium-sized enterprises are the
primary focus of their activities and indicate an increase in lending to this sector over the
past three years.

However, according to World Bank data, Albania still ranks last in the region for bank lending
to businesses and for the number of businesses utilizing commercial banks as a source of
financing

Domestic credit to private sector (% of GDP)

- Domestic credit to private sector by banks (% of GDP) Firms using banks to finance investment (% of
1200 .
oo 22 e 5.4 firms)
L . 89.7 889 876 892 96.2
—_— 86.3 85.4 85.2 7 3 '
N.o 1000 "‘—gi_i? 886 869 g4  as 9204353 - 50.0 44.0
80.0 N-S A 39.4
800 40.0 34.6 | EER 12.9 34.0 342 354
51.0 293 —
600 463 463 456 450 452 455 463 482 459 450 60.0 9.2 0.0
449 449 443 436 43.8 440 447 485 442 430 -
40.0 e i
—_— 400 s (124 e
380 375 355 34.7 35.2 R
- 7327 315 24 339 315 379 374 4 |
200 30.7 30.6 o 34 346 336 305 313 51 338 314 30 10.0 . |
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 ' 2013 2019

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

e Albania  essfuropean Union — sss\VB average — Albania  e=s=European Union — es=\WB average m MNE mALB mBIH mXKX mMKD mSRB
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Banks identify several key factors that hinder the growth of lending to MSMEs, including
issues with property registration, lack of collateral, high levels of delayed loans, double
financial reporting figures, and inadequate financial education.

What is your opinion on the impact of the following factors on the
level of lending: Banks - considerable impact

Low level of financial education I 14%
Lack of vision and financeable projects on the part of MSMEs I 22%
Lack of accurate financial statements I 11%
Unsustainable economic development I 11%
Enforcement procedures forbad loans I 22%
Difficulties in evaluating collateral I 22%
Problems in property registration NN 7 8%
Complicated collateral registration procedures I 14%
Lack of collateral I 56 %
The level of overdue loans I 55%
BoAs regulations 0%
Lack of fully digitized processes I 272%
Lack of staff training dedicatedto MSME I 11%
Lack of dedicated staffto MSME I 11%

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



2.9 FINDINGS - ON THE COMPETITIVENESS OF THE BANKING  IG
SECTOR

Businesses do not perceive the banking
sector in the country as competitive.

Among several criteria voted, most of
companies perceive that level of interest
rates, collateral requirements, and
administrative cost/ fees are those that
mostly  impacts  their level of
competitiveness.
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Assess the banking system in the country
(competition between banks):

0,
Competitive/very competitive )

24%
0
Neutral 28% %n
. - 53%
Not at all/slightl tit
0% 10% 20% 30% 40% 50% 60%

M appliedinmorethan 1bank  Mappliedin 1 bank

Inwhich elements is the banking system less
competitive:

Customerservice it 80
Applied fees and administration costs | 10, 167
Requestsfor Collateral |— O 1% )
Duration of request approval [ lggg
Interest rates offered | ——— s ] 71/,
The products it offers ‘0/&0%
The applicationprocess [ g0 8%
0% 5% 10% 15% 20% 25% 30% 35% 40%

B applied in more than 1 bank m appliedin 1 bank

Climate
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Impact of digitalization of lending process, is perceived differently by key actors although
digitalization is widely embraced by businesses, with 8 out of 10 companies (81%) reporting
the use of digital banking services, as easy/very easy to use.

There is a notable gap between businesses' expectations and financial institutions' views on
the potential impact of digitalization in lending. While companies see it as a key factor in
improving efficiency, many banks remain cautious, indicating a need for greater alignment
between business needs and financial institutions’ digital strategies.

How effective are digital tools in providing the
information and support you need during the loan
application process?

Towhat extent do you thinkincreased use of digital Towhat extentdo you thinkincreased use of digital
tools (eg credit scoring software, fintech tools (eg credit scoring software, fintech
i i a i ? -
partnerships) could increase lending to MSMEs - partnerships) could increase lending to MSMEs

nonBanks
Verylneffective [ 3% Banks

ry [ 13

veryEftective | :: noincrease | 0%
wwwwwwwww w I 13

neutral | - (lerincrease 0

high N 2 wal [ 50
tineffective [l 2%
moderate increase N 7% title | 25
s ffective | - (
neutral DN 11% none | 0%

O 5% 10N 19% 20K 25% 30W  OOh 40w 0% 10%  20%  30%  40%  50%  60%  70% 0% 10% 20% 30% 40% 500 50%



2.11 FINDINGS - FINANCIAL ADVISORY SERVICES IC |

Both banks and non-bank institutions acknowledge the value of advisory services in
supporting businesses. However, businesses still report limited awareness of the
information required to access credit. Despite financial institutions' recognition of
advisory services' importance, many companies continue to face challenges in securing
credit due to gaps in financial knowledge and limited awareness of available products in

the banking sector.

Does your institution offer or plan to offer advisory
services/capacity building programs to help MSMEs improve
their financial management and ability to obtain credit?

Yes, we plan to offer the above services in the near 250
b
future

Does your bank offer or plan to offer advisory
services/capacity building programs to help MSMEs improve
their financial management and creditworthiness?

Yes, we plan to offer the above servicesin the near
future

Ve, vie offacthe sliovs sanyiaks _ 2% Yesswasiorshe dhiovmiseryices _ Bk
_ 4 Ne, weldonaticierthe aboveisarvices - 13%

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

No, we do not offer the above services
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In general, most banks recognize the positive influence of national policies and guarantee schemes on
business credit growth, particularly for MSMEs.

During consultations with business, we evidenced limited business awareness on risk sharing credit
guarantee schemes offered by partners for development. The business community, particularly women
entrepreneurs, voiced concerns regarding institutional transparency and support on this risk sharing
schemes.

While it is true that both businesses and banks require more credit and risk mitigation mechanisms, the
promotion and utilization of the Sovereign Guarantees launched so far has been relatively low, 0.8% to
18.8% (apart from COVID19 schemes).

How do you assess the impact of nationalfinancial Rate the effectiveness of government or donor-supported
inclusion policies on your bank's ability to provide credit programs (eg guarantees, subsidies) in increasing lending to
to MSMEs? MSMEs
Negative Impact 0% teffe: tall | 0%
tnte effecuve |, <



2.13 FINDINGS - BUSINESS ON ACCESS TO MICROFINANCING IG
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Microfinance is viewed by businesses (mainly MSMEs) a viable alternative to the rigid and
excessive requirements imposed by banks for lending.

In spite of their high interest rates, the ease and speed in securing funds are still the most

valued aspects of non-bank institutions.

What MSME think about microfinance institutions?

Frovidessupportand advice _ 29%
0

What isthe main feature of microfinance that
clientsdo notfind in the banking system?

Ease in collateral 0%

Loans are also available for clients with a

history of bank problems

Simplified financial analysis - 13%

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

Recommendation 1: Harmonize MSME’s definitions and Data Collection for

enabling a Better Policy and tailored Product Development.

e Albania faces challenges in accessing detailed data on specific lending purposes and the
sectors/subsectors financed, gender-specific products etc., which limits the ability to design
effective policies and financial products. To address this, banking institutions, in collaboration
with the Bank of Albania, INSTAT, and the government may consider establishing a
standardized and unified data reporting framework. This would provide more granular insight
into credit allocation, allowing for more informed policy decisions, improved risk
management, and the creation of tailored products that better meet the needs of various
industries, particularly MSMEs and emerging sectors.
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Recommendation 2: Evaluate the effectiveness of Sovereign Guarantee

Schemes implemented through private commercial banks, focusing on usage levels,
bottlenecks, bureaucracy, operational issues, and overall impact.

e To assess the effectiveness of credit guarantee schemes in Albania, a clear framework for
measuring their impact is needed. Key metrics may include loan volume, sectors served,
repayment rates, and business growth outcomes. Collaboration between MF, MEKI,

commercial banks and independent evaluators is crucial for gathering data and understanding
results.
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Recommendation 3: Consider expanding Guarantee Schemes to support the

development of innovative financial products, including those aimed at digital
initiatives and women’s entrepreneurship.

nets—they’re catalysts for unlocking credit, but they remain sceptic on their effectiveness.
Embracing innovative risk-sharing models could set a new standard in financing. Some
measures that government and donors’ community can undertake are increasing usage of
partial credit guarantee schemes; streamline and simplify the bureaucratic application
processes, adjust coverage ratios, and raise awareness.
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Recommendation 4: Accelerate digitalization efforts of banking services

e Fintech companies have increased in Albania and are trying to service the unbanked or
underbanked in Albania (estimated from approximately 50%-60% of the population). Open
banking principles and their implementation are expected to increase competition related to
financial services at disposal to businesses and individuals and for more financing options.
BoA to further streamline the actions for enhancing this competition and ensuring the
adequate implementation.
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3.5 RECOMMENDATIONS IC | Eifi

Recommendation 5: Strengthen the reach and targeting of financial education

programs, to make them more appealing and accessible for MSMEs

e Move beyond basic education by developing interactive, tech-enabled literacy programs that
equip clients with practical tools for managing finances and understanding credit. To attract
businesses to financial literacy training, emphasize practical benefits like better cash flow
management and access to funding, use real-world examples, and offer incentives. Partner
with business associations for promotion and provide flexible, sector-specific content to suit
diverse needs.
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Recommendation 6: To streamline and expedite the lending process, government

institutions could consider granting the financial sector access to relevant
governmental databases.

e ....upon prior approval by the prospected customers to determine on the status of collateral,
further enhance the convergence with e-Albania services and expand the usage of e-
signatures in operational transactions. Moreover, an agreement with State Cadastre Agency

(ASHK) to have a “fast line” of service for the business client applicants in the financial sector,
would reduce significantly the loan processing times.
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Recommendation 7: Reevaluate the role of bank employees in providing financial

advisement, as current practices indicate a gap in effectively guiding customers.

e Banks may consider elevate employee roles from mere loan intermediaries to financial
advisors skilled in both consultative selling and financial coaching, particularly for SMEs and
startups. Develop and train bank employees as financial advisors with consultative selling
skills and the ability to provide financial coaching to clients.

Recommendation 8. Review Bureaucratic Procedures and Documentation

* Reduce bureaucratic barriers, streamline documentation, and ensure processes treat clients
with dignity and respect, recognizing them as partners.
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3.9 RECOMMENDATIONS IC|:

Recommendation 9: Complete the legal framework

e The market stands to benefit from a complete legal framework on
crowdfunding and agricultural insurance, along with full implementation of
Law 55/2020 on Payment Services, Law 62/2020 on Capital Markets, and Law
66/2020 on Financial Markets Based on Distributed Ledger Technology. These
developments could significantly expand financing options for businesses.
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Recommendation 10: The WB Action Plan on Access to Finance

e The World Bank's Action Plan on Access to Finance includes provisions for
drafting and approving a dedicated law to establish a Credit Bureau, enabling
a robust credit scoring and information-sharing mechanism. The Investment
Council (IC) supports the development of this draft law and emphasizes the
importance of thorough public consultation with interest groups, particularly
businesses. To support this, the IC platform, in collaboration with
stakeholders, can facilitate the consultation phases of the law, increasing the
level of transparency and accountability in this critical legal initiative.
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THANK YOU!

www.investment.com.al

The Investment Council is supported by the Ministry of Economy, Culture and Innovation (MEKI), the European Bank for
Reconstruction and Development (EBRD) and the Swiss State Secretariat for Economic Affairs (SECO).



