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I.  Overall policy framework and objectives

Over the past three years, Albania's economic performance has showcased remarkable resilience
despite facing significant challenges. The nation grappled with a series of rapid and severe
external shocks, including an earthquake, a global pandemic, and supply chain disruptions in
essential goods caused by the conflict in Ukraine. Despite these formidable challenges, the
country's key economic and financial fundamentals, as well as overall macroeconomic stability,
have demonstrated notable resilience. Notably, the economy adapted effectively, surpassing
initial expectations with robust economic growth in each of these years. In 2024 as well Albania's
economy has continued to perform strongly, driven primarily by growth in the services and
construction sectors, supported by private consumption, investments and exports. Medium-term
projections indicate a sustained positive trajectory, reinforcing the nation's ability to navigate
and recover from adverse economic conditions.

Fiscal policy remains firmly centered on fiscal consolidation as a cornerstone for maintaining
macroeconomic stability. This strategic approach is crucial for mitigating the effects of economic
shocks and hardships, and creating a foundation for achieving a relatively high, sustainable, and
inclusive economic growth trajectory. Within this framework, fiscal policy targets a gradual
reduction in public debt, while restoring the primary balance consistently to a positive level. This
commitment aligns with the stipulated fiscal rules in the Organic Budget Law (OBL), emphasizing
the adherence to sound fiscal principles for long-term economic resilience and stability. The
primary balance is targeted at an average of around 0.5 percent annually over the medium-term
period (2025-2027). Notably, commencing from the fiscal year 2024 and onward, this target
assumes a legally binding status. As stipulated in the OBL, it is mandated that starting from 2024
and for each subsequent year, the primary balance will be no less than zero, ensuring a balanced
or positive stance. More specifically, in this round of macro-fiscal programming the primary
balance target is neutral for 2025 and positive of 0.7 percent in 2026 and 0.9 percent in 2027.

Consequently, this commitment to fiscal prudence is expected to steer the gross public debt on
a downward trajectory, aligning with the respective “debt-brake” fiscal rule. Anticipated figures
for 2024 indicate a decline in public debt to around 55.2 percent of GDP from approximately 57.5
percent in 2023. The trend is set to persist, with an expected further reduction to approximately
54.8 percent in 2025. According to the actual baseline scenario, public debt is expected to
decrease to around 53.2 percent by 2027, with a subsequent decline in the longer term projected
to approximately 48.0 percent by 2031.

Alongside fiscal consolidation, the government is committed to maintaining a prudent balance
between current and capital expenditures. Our focus is on directing central government's capital
expenditures, representing the bulk of public investments, to consistently exceed 5 percent of
GDP annually throughout the 2025-2027 budgetary period with an average of 6.1 percent per
year.
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The latest includes the new public investments that will potentially be enabled within the New
Growth Plan implemented by the European Union with the final goal of a substantial upward shift
of potential growth in the countries of the Western Balkans.

In tandem, the budget deficit is targeted to average 2.0 percent annually over the same
timeframe. A positive current fiscal balance, consistent with the “golden rule” of the budget,
underpins this fiscal strategy. The current fiscal balance is projected to average +4.1 percent of
GDP annually from 2025 to 2027, reflecting the government’s commitment to sustainable
economic management.

Il. Recent economic developments

Over the past three years, the Albanian economy has demonstrated resilience in the face of
multiple challenges, including the November 2019 earthquake, the global pandemicin 2020, and
the European energy crisis triggered by the war in Ukraine starting in 2022. In 2022, the annual
economic growth rate in Albania resulted at the rate of 4.8 percent, marking a strong
performance. The growth trend has continued during 2023, with an annual growth rate of 3.9
percent, exceeding initial expectations. During the first nine months of 2024, the country's
economy continued the positive trend again. According to the latest estimates from INSTAT the
Gross Domestic Product (GDP) recorded a 3.97 percent increase in annual terms for the first
quarter of 2024, accelerating slightly in the second and third quarters to the level of 4.1 percent,
compared to the same periods in 2023. In cumulative terms for the first nine months of 2024,
real GDP marked an increase of 4.0 percent compared to the same period of 2023.

From the perspective of aggregate demand, during the first nine months of 2024, there was an
increase in nearly all components. The growth observed during this period is primarily attributed
to robust domestic demand, fueled by both private consumption and investment, along with
commendable performance in service exports, particularly in tourism. In specific terms, the data
for first nine months of 2024, shows a 3.95 percent increase in total final consumption, with
private consumption marking a 3.65 percent increase, while consumption of public
administration marked a significant increase of 6.23 percent. Additionally, Gross Fixed Capital
Formation (total investments) witnessed a substantial increase of 4.4 percent during the same
period.

From the perspective of aggregate supply, improved performance in the construction (with an
increase of 8.11 percent), professional and administrative activities (with an increase of 10.8
percent), public administration and health (with an increase of 8.9 percent), has significantly
contributed to the better-than-initially-anticipated economic growth for the current year.



MAINTENANCE OF MACROECONOMIC STABILITY

Dynamics of the Real Growth Rate of GDP

9

7

n

2019
2020
2021
2022
2023
9M-2024

Source: Ministry of Finance, December 2024

Labor market has shown positive developments that have been consistently observed, marking
a continuous recovery from the economic downturn triggered by the pandemic. These trends
reflect the positive dynamics of the overall economic situation in Albania. During 2024, the
unemployment rate continued to decrease, while employment increased by an average of 1.6
percent per year, supported mainly by higher employment in the services sector. In 2023, the
labor market participation rate reached 75.7 percent, while the employment rate increased to
67.2 percent, compared to 73.3 percent and 65 percent in the same period of 2022. Evidence
shows that there is a growing overall interest in labor market participation, driven by the upward
trend in wages, thus intensifying the positive trends in labor supply. At the same time, the
unemployment rate continued the downward trend of recent years and decreased to 11.2
percent (or 10.7 percent for those aged 15 and over) in the fourth quarter of 2023, from 11.3
percent at the end of last year (or 11 percent for those aged 15 and over). This represents the
lowest unemployment rate recorded historically.

While official statistics from the Quarterly Labor Force Survey (QLFS) for the first nine months of
2024 are not yet available, administrative labor market indicators suggest employment growth
of 1.4 percent for this period, led mainly by private sector employment.

Consumer price index continued its rapid downward trend during 2024. The decline was driven
by both the continued appreciation of the lek, especially against the euro, the main trade
currency, and by positive external supply shocks, reflected in the decline in food price index and
beyond, as well as the decline in oil prices in recent months. According to the latest available
data, in December 2024 the annual change in the consumer price index was 2.1 percent, while a
year earlier this change was 4.0 percent. The average inflation for the period January — December
2024 is 2.2 percent.
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Meanwhile, the exchange rate of the Lek against major currencies has marked a significant
appreciation also during 2024, highlighting the strengthening trend observed in previous years.
The average Lek/Euro exchange rate for January-December 2024 was 100.7 from 108.75 which
was the average during the same period of 2023. While the average Lek/USD exchange rate for
January-December 2024 was 93.04 from 100.62 which was the average during the same period
of 2023. The ongoing pressures for strengthening the exchange rate continued to stem from the
increase in foreign exchange inflows fueled by the growth of tourism, remittances and FDI.

lll. Budget implementation in 2024

The implementation of the state budget on time and in respect of the legal authority, except the
fact that is a guiding factor, it contributes and stimulates the economy through public expenses
execution. In this context, effective realization and on time of budget expenses remains a priority
of the government. The Ministry of Finance has contributed to facilitate this process by
harmonizing the requirements of budgetary institutions with the Government's fiscal policy. As
a result of continuous monitoring, it has handled with competence every specific change on
governments’ expenses.

Consolidated fiscal indicators (in million ALL)

Actual Plan Actual Difference 2024 Difference 2024 vs 2023
ITEM
2023 ANS5 / 2024 2024 Nominal In % Nominal In %
TOTAL REVENUES 572,790 650,109 643,406 -6,703 99.0% 70,616 12.3%
Grants 9,510 30,558 22,166 -8,392 72.5% 12,657 133.1%
Tax revenues 541,342 595,942, 598,662 2,720 100.5%| 57,320 10.6%
Non-tax revenues 21,938 23,608 22,578 -1,030 99.8%)| 640 2.9%
TOTAL EXPENDITURES 674,857 771,347 734,872 -36,475 95.3% 60,015 8.9%
Current Expenditure: 547,03 629,05 612,58 -16,46 97.49 65,550 12.0%
Capital Expenditure 119,05 132,21 115,43 -16,78 87.39 -3,620 3.0%
DEFICIT -31,180 -57,280 -24,543 32,737 42.8% 6,637 -21.3%

Source: Ministry of Finance and Economy, March 2025

Total revenues, for the year 2024, reached the level of about ALL 643.4 billion with a realization
of 99 percent according to the budget plan (Normative Act nr.6, date 14.12.2024). Compared to
the same period of 2023 , total revenues increased by 12.3 percent, corresponding to the
amount ALL 70.6 billion more than last year.

General Public Expenditures for the year 2024, in actual terms, reached the level of ALL 734.9
billion or 95.3 percent of the plan approved in the Normative Act no.5 dated 19.12.2024. In
comparison to the same period of the previous year, actual total expenditures increased by 8.9
percent, being around ALL 60 billion higher.
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The level of deficit in the year 2024 resulted at level ALL 24.5 billion or 42.8 percent of the
planned one in the Normative Act no.5 dated 19.12.2024. Compared to the same period of 2023,
the deficit level decreased by 21.3 percent.

IV. Policy strategy and medium-term objectives

After a substantial stimulus to implement a necessary expansionary fiscal policy during the years
2020 and 2021, aiming to offset the negative shocks (i.e. from the earthquake and especially the
pandemic), fiscal policy clearly shifted towards consolidation starting from year 2022. Fiscal
consolidation will continue to be the fundamental objective of fiscal policy for the medium-term
period of 2025-2027, directly contributing to ensuring the macroeconomic stability of the country
as an essential premise for a relatively high, sustainable and inclusive economic growth. The
overarching goal of fiscal policy will be a continuous gradual decline of public debt to GDP each
year, with the key operational objective of maintaining at least a neutral (or positive) level of the
primary balance from the year 2024 onwards. This operational objective serves as a pivotal
anchor for fiscal policy in the medium and long term, aligning with the stipulations of the Organic
Budget Law and emphasizing a commitment to sound fiscal rules.

Explanatory Box: Primary balance, the main anchor of fiscal policy

The primary balance stands as a crucial parameter for the long-term sustainability of public finances. In July
2020, a significant legal initiative was undertaken, introducing a new fiscal rule within the Organic Budget Law
(OBL) in adherence to the recommendations of the European Commission and the fundamental principles of
the EU acquis. This rule establishes a legal obligation that, starting from the budget year 2024 onward, the
actual primary balance cannot be negative; it must be, at a minimum, balanced or positive (primary surplus).
This specified target for the budgetary primary balance parameter will constitute the main operational
objective of fiscal policy, both in the present and the future, embodying the pursuit of a consistently declining
trajectory of public debt. The overarching goal is to facilitate continuous fiscal consolidation, ensuring the long-
term sustainability of public finances as a cornerstone for macroeconomic stability and the overall well-
functioning of the country's economy.

The primary balance is projected at an average of around 0.5 percent per year over the upcoming
medium-term period (2025-2027). We are projecting a neutral primary balance for 2025 and
targeting a surplus of 0.7 percent in 2026 and reaching to 0.9 percent in 2027.

Consequently, this commitment to fiscal prudence is expected to steer the gross public debt on
a downward trajectory, aligning with the respective “debt-brake” fiscal rule. Anticipated figures
for 2024 indicate a decline in public debt to around 55.2 percent of GDP from approximately 57.5
percent in 2023. The trend is set to persist, with an expected further reduction to approximately
54.8 percent in 2025. According to the actual baseline scenario, public debt is expected to
decrease to around 53.2 percent by 2027, with a subsequent decline to approximately 48.0
percent by 2031 and (in absence of any substantial negative macroeconomic shock) residing
below 45% of GDP by 2034.
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At the same time, alongside the commitment to fiscal consolidation, we will strive to maintain a
prudent balance between current and capital budget expenditures. Specifically, the central
government's capital expenditures, encompassing the bulk of public investments, will be
targeted at an annual average of 6.1 percent of GDP throughout the period 2025-2027 including
here the new public investments that will potentially be enabled within the New Growth Plan
implemented by the European Union with the final goal of a substantial upward shift of potential
growth in the countries of the Western Balkans. This allocation is deemed essential to underpin
economic growth in both the medium and long term. In tandem, the overall budget deficit is
targeted to average 2.0 percent per year during this timeframe.

Therefore, underpinning our fiscal strategy is the dedication to maintaining a positive current
fiscal balance, aligning with the stipulations of the "golden rule" of the budget. The current fiscal
balance, calculated as the difference between publicinvestment and the fiscal deficit, is expected
to be positive in each year and averaging at +4.1 percent of GDP per year over the medium-term
span from 2025 to 2027. More precisely, the overall fiscal balance is targeted at -2.6 percent for
the year 2025, followed by targets of -1.9 percent for 2026 and -1.6 percent for 2027.
Concurrently, the capital expenditures are earmarked at 6.2 percent, 6.1 percent, and 6.1 percent
respectively for the years 2025, 2026, and 2027. Consequently, the targeted current fiscal surplus
stands at 3.6 percent for 2025, with projections of 4.2 percent and 4.5 percent for 2026 and 2027,
respectively.
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Explanatory Box: Compliance with Fiscal Rules

In full compliance with the obligations arising from the Organic Budget Law (OBL) No. 9936/2008, as amended, the fiscal

framework for the period 2025-2027 materializes the following fiscal principles and rules:

1. “Debt-brake” rule: In each annual budget law, whether initial or revised, as well as in the medium-term budget
planning, the ratio of public debt to GDP shall be planned lower than the estimated level of the preceding year, until
the debt level reaches and remains below 45 percent of GDP.

In accordance with this provision (fiscal rule) of the OBL, the fiscal framework for the period 2025-2027 targets a total

public debt level as a percentage of GDP lower than the preceding year's level each year.

2.  “Primary balance” rule: In each budgetary year starting from 2024 and onwards, the actual primary balance cannot
be negative; it must be at least neutral or positive (primary surplus).

In accordance with this provision of the OBL, the fiscal framework for the period 2025-2027 targets a neutral primary

balance of 0.0 percent in 2025, 0.7 percent in 2026 and 0.9 percent in 2027.

3. “Golden” rule: The annual amount of the budget deficit cannot exceed the annual amount of capital expenditure,
approved each year in the budget law.

In accordance with this provision - "golden rule" — of the OBL, the annual deficit targets in the fiscal framework for the

period 2025-2027, are lower than the planned capital expenditure. Consequently, the targeted current fiscal balance is

positive for each programmed year, averaging +4.1 percent of GDP.

4. Prudent macroeconomic projections: The nominal GDP value in Albanian Lek, which will be used for calculating the
public debt-to-GDP ratio for the budgetary years being planned and for the preceding year, cannot be higher than
the respective value forecasted or evaluated in the "World Economic Outlook" report of the IMF, the latest published
at the time the annual budget law is submitted for approval in the Parliament. This is clearly documented in the
accompanying report of the annual budget law.

In accordance with the fiscal rule defined in the Organic Budget Law (OBL), the Macroeconomic and Fiscal Framework
2025-2027 is based on nominal Gross Domestic Product (GDP) projections that are not higher compared to the
respective latest projections of the International Monetary Fund (IMF).

In this medium-term Macroeconomic and Fiscal Framework programming cycle, the anchoring of nominal GDP
projections, as required by this fiscal rule, has been carried out against the latest (official) IMF projections, presented in
the Staff Report for the 2024 Article IV Consultations. These projections are the most recently compiled and officially
published by the IMF (the respective IMF mission was conducted at the end of November 2024, while the Staff Report
was published in January 2025).

The table below presents the comparability of the Ministry of Finance projections with the corresponding IMF
projections, demonstrating compliance with this fiscal rule of the OBL.

Forecasted nominal GDP of the MF and IMF (in billion ALL)
2024 2025 2026 2027

2022 2023 Fore. Fore. Fore. Fore.

MF 2149.7  2,369.9 2494.2 2,620.7 2,756.7 2,898.1

IMF - World Economic Outlook 2,149.7 2,369.9 2539.0 26780 28550 3045.0

Difference MFE - IMF

(T he difference of the forecasted values should not be 0.0 0.0 -44.8 -57.3 -98.3 -146.9

higher than zero)

5. Contingency Planning: In each planned budgetary year, a special contingency of no less than 0.7 percent of total
budget expenditures must be included to compensate potential risks from fluctuations in exchange rates or interest
rates affecting the debt level.

In accordance with this provision (fiscal rule) of the OBL, the fiscal framework for the period 2024-2026 includes for
each year, in a separate item, named "Contingency on interest rate fluctuations, etc.”, a contingency of no less than 0.7
percent of total expenditures.

6. Privatisation revenues: Revenues from privatization are not part of the budget planning. In case of their collection,
they are used not less than 50% for reducing the public debt, and the remaining part for investments.

In accordance with this provision (fiscal rule) of the OBL, the fiscal framework for the period 2025-2027 does not include
revenues from potential privatizations.

1. Link to access the WEQ report: https://www.imf.org/en/Publications/WEO/Issues/2023/10/10/world-economic-
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V. The effects of fiscal policy

The budget revenue programming for 2025 supports the objectives of the Ministry of Finance for
revenue growth, with the aim of supporting public spending on education, health, social
protection, increasing salaries and pensions, investments in infrastructure, agriculture, energy
and management others which generate development and income. At the same time, fair
programming of revenues aims to support the planning of appropriate levels of the budget
deficit, the primary one, as well as the control and gradual reduction of the public debt.

This program is based on in improving tax policies and fiscal administration, expanding the tax
base and minimizing informality in the country's economy. The revenue program also takes into
consideration factors that may impact economic developments in 2025, including possible risks
that may appear (inflation, currency exchange rates and their impact on imports and exports,
prices, investments, electricity etc.).

In the programming of revenues from Taxes, Customs and Insurance Contributions for 2025, the
main factors influencing the budget have been taken into consideration, including the expected
effect of economic growth and the price index on these revenues, new fiscal policies as well as
the effects of improving the tax and customs administration, including the fight against
informality, accompanied by legal improvements, with the aim of increasing the level of
voluntary compliance of taxpayers with the law.

Revenues Forecast for 2025
Revenue from "VAT" is expected to be around 236.78 billion ALL, 22.98 billion ALL or 10.7 %
more than expected for 2024. Sources of VAT growth in 2025 include:
e The increase in VAT revenue generated by additional economic growth and the price
index and the projected increase in imports.
e Focusing on increasing income from expanding sectors such as tourism,
accommodation and all other sectors of the economic chain that supply tourism.
e Improvement of VAT administration from the fiscalization system and consolidation
of electronic invoicing, including the effects of the Medium-Term Revenue Strategy
and the Action Plan, 2024-2027 for the year 2025.

Revenues from the "Corporate Profit Tax" are programmed to be +6 billion or +10.1% compared
to the expectation of 2024.
The corporate income tax forecast for 2025 is based on:
e Revenues from effective management and additional revenues from the Medium-
Term Revenue Strategy for the year 2025.
e Strengthening the control of statements, based on risk criteria.

Revenues from "Excise Duty" are programmed at 67.6 billion ALL, + 3.2 billion ALL or +5 % more
than expected in 2024. The main factors in the forecast of revenue from excise duty are related
to:the increase in the level of excise duties due to indexation and the implementation of the
increase scheme for tobacco.

11
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e The increase in excise revenues generated by additional economic growth; the
increase in import volumes and the consumption of goods such as fuels, cigarettes,
alcoholic beverages, wine, beer, etc.

e strengthening the fight against informality, through rigorous control of excise
subjects.

Income from "Personal Income Tax" is predicted to be ALL 70.7 billion, with an increase of +6.3
billion ALL or +9.7 % more than the expectations for 2024.
In the forecast of income from personal income tax, the following were taken into consideration:

e Theincrease in revenues generated by economic growth.

e The effects of the public sector wage reform that started on July 1, 2024, the
increase of which will generate additional revenues from Personal Income Tax
for the first 7 months of 2025.

e The increase in the number of employees and the average wage in the private
sector, which, due to labor market movements, is required to follow the wage
growth pace in the public sector.

e The increase in revenues from sound management through the
implementation of measures under the Medium-Term Revenue Strategy for
the year 2025."

The revenues from "National and other taxes" are programmed at the level of 49.6 billion ALL.
The forecasts for this tax for 2025 are +4.3 % or +2 billion ALL more than the expected 2024,
effects that are expected to come from the economic growth as , the new gambling licensing
taxes, the increase in fuel consumption that generates circulation and carbon taxes, etc.

Revenue from "Customs Duties " in 2025 is programmed at 11 billion ALL, with an increase of +
1.75 billion ALL or 18.8% more than expected for 2024. The revenue projections take into account
the effects of economic growth and indexing, as well as the effects of the increase in taxable
imports from countries outside the EU.

The total income from "Social and Health Insurance Contributions" is programmed to be ALL
168.9 billion, an increase compared to 2024 of 10.53 billion ALL, or + 6.6 % more.
The programmed increase in revenues is based on these factors:
e projected economic growth with effect on employment and contributions.
o effects from the increase in salaries and contributions as a result of the
implementation of the salary reform on the public administration.
e strengthening the control of undeclared work, the level of declared wages, and the
deviation of these from the actual wages earned by employees.
e revenues from sound management and the effects of the Medium-Term Revenue
Strategy for the year 2025.

12
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Macroeconomic framework

The factors considered, which impact the revenue growth for the year 2025, include:
The macroeconomic framework for 2025, where a GDP growth of 3.9% and a price index of 3%
have been projected. These indicators have been analyzed to have integrated effects with other
factors for each tax in particular, linked to historical data and projections of prices in international
markets for ad-valorem taxes such as Value Added Tax, Mineral Rent, and Customs Duties.

The projection also includes factors related to the expected average exchange rate for EUR/ALL
and USD/ALL.

Effects of fiscal policy

For the year 2025, no new fiscal package has been designed, which would generate additional
revenue for the 2025 budget. Among the fiscal policy measures envisaged in this budget are tax
laws approved in previous packages, which will bring revenue effects in 2025, as well as revenues
resulting from budgetary policies, specifically:

1. In the implementation of the excise law concerning cigarettes and tobacco, there is a
2022-2026 schedule for the annual increase of the excise duty rate. For 2025, additional
revenue is expected from the implementation of the excise increase schedule, amounting
to 852 million ALL, as well as 20% VAT on this increased excise amount.

2. In the 2025 revenue budget, an additional 2 billion ALL are projected to be generated
from the implementation of changes to the law 'On Gambling and Casinos'. The expected
additional revenues include both the national taxes for the registration of operators who
will operate in the field of sports betting, as well as the revenues from the tax on
gambling—online sports betting that will be paid by the entities that will be licensed.

3. From July 1, 2024, the second budgetary reform for salary increases in the public
administration was implemented. The increase in the wage fund for the public
administration has an impact on revenues from Personal Income Tax and Social and
Health Insurance Contributions. For 2025, it is projected that the effect on revenues for
the first 7 months will be 6.3 billion ALL, of which 2 billion ALL will be revenue from
Personal Income Tax and 4.3 billion ALL will come from Social and Health Insurance
Contributions.

Fiscal risks
Risks on the income side

e Failure to achieve the objective of economic growth
In the Budget Project, the increase in income as a result of real economic growth is foreseen for
3.9%. The reduction of this growth below the programming will also shrink the projected budget
revenues due to this factor.

e Downward deviations from projections of projected inflation levels
In the projections for indirect taxes for which ad valorem fees are applied, additional revenues
from the increase in the price index for 3% are foreseen. If the projected level will turn out to be
lower, no additional income will be realized at the projected level.

e Unforeseen changes in the exchange rates of the ALL with other currencies
The decrease in the exchange rate of the Euro or USD currencies beyond the anticipated level
will impact the VAT on the imports of goods due to the decrease in the value of the goods.

13



MAINTENANCE OF MACROECONOMIC STABILITY

e Prices of goods in international markets
Fluctuations in international prices of products with an impact on budget revenues, in cases
where these prices decrease.
e Disapproval of any proposed measure will reduce revenue to the extent that it is not
approved.

VI. Debt levels and developments

During 2024, Central Government Debt has been managed in line with macro-fiscal objectives,
government financing needs and medium-term strategic debt management objectives for
maintaining the stability of the ratios between cost and risks. By the end of September 2024, the
Central Government Debt amounted to ALL 1,349.7 billion or 54.1% of the GDP, and the expected
Debt to GDP level for the end of 2024 is planned 55.2%

The year 2024 was a very good year on fulfilling the financing needs from both resources,
domestic market and international one. Up to September 2024, borrowing in gross terms
amounted to ALL 325.0 billion, out of which 95.6% (or ALL 310.7 billion) was financed through
domestic sources and 4.4% (or ALL 14.3 billion) through foreign sources.

The Medium Term Debt Management Strategy aims to furtherimprove the debt structure (mainly
the structure of the domestic debt portfolio), in terms of reducing exposure to risks, as well as
keeping the costs as lowest as possible in the current conditions. In this regard, the year 2024
marked significant improvement in all debt risk indicators. Furthermore, the relation with
investors has been improved, communication is intensified, and a broader participation of
individual investors has been marked during last years. In addition, upon the end of the year, for
the second time, a strategy implementation monitoring report was prepared, providing an
overview on the strategy implementation and the achievement of the defined objectives for the
year 2023.

During 2024, debt management continued the measures undertaken to further improve the
primary market and to develop the secondary market. Undertaken measures aimed the creation
of benchmark sizes and consolidation of the yield curve toward medium and long term securities.
In this regard, it has continued the implementation of the Market Maker Project on the 5 Year
and 3 Year Reference Bonds.

In the medium term, debt management will focus on further improving of the debt structure
(mainly the structure of the domestic debt portfolio) in terms of risk mitigation. The domestic
financing structure will be flexible as regard the size of issuances, depending on the market
conditions (such as demand level, interest rate, etc.), thus aiming the optimization of cost in
accordance with the development of the risk management objectives.

14
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Meanwhile, external financing will be an important source of funding as well, in order to keep
domestic borrowing pressure in line with the domestic demand capacities and supply the foreign
currency needed to manage external debt liabilities, by avoiding the distortion of the domestic
exchange currency market. During 2025 the financing is planned to be widely relied in the
domestic market, where ALL 50 billion in net terms is expected.

VII. Medium-term outlook

After a strong recession of -3.3 percent in 2020, the economy recovered strongly in 2021,
recording real growth of 9.0 percent and continuing the positive trend in 2022 and 2023,
respectively at 4.8 percent and 3.9 percent. For 2024, growth is estimated to be around 3.9
percent and is expected to continue the positive trend in the medium term. Economic growth is
forecasted to remain at the same level of 3.9 percent for 2025 and over the medium term period
2026-2028, is forecasted to grow at an average of around 4.0 percent per year. This sustained
growth is chiefly attributed to robust domestic demand, stemming from both private
consumption and investments. Meanwhile net external demand is expected to have a positive
contribution.

Exports of goods, which have usually had a good performance in years, are expected to continue
this positive trend and maintain the past rates. Exports of services, particularly tourism, are also
expected to have a positive performance in the medium term and will substantially offset the
negative contribution from rising imports.

Despite these adversities, prudent macroeconomic policies have supported a strong economic
recovery, ensuring that key financial and economic fundamentals, as well as the overall
macroeconomic stability, remain solid.

While our commitment to fiscal consolidation remains steadfast, we are equally dedicated to
mitigating the impact of the recent crisis on the most vulnerable segments of society, all within
the boundaries of fiscal prudence. This balanced approach ensures the preservation of our
countries’” macroeconomic stability while addressing the prevailing social and economic
challenges.

Projections for the 2025-2027 period indicate an average annual real growth of 4.4 percent for
exports of goods and services, contributing positively with an average of 1.7 percentage points
per year to GDP growth.

Meanwhile, imports of goods and services in this medium-term span are expected to expand by
3.0 percent, resulting in an average negative contribution of about -1.4 percentage points per
year to the overall growth. As a result, net foreign demand is foreseen to have a slightly positive
impact on overall growth, averaging 0.3 percentage points per year.

15



MAINTENANCE OF MACROECONOMIC STABILITY

Taking the perspective of aggregate supply, all major sectors are expected to perform in line with
their historical average growth rates over the medium term. Specifically, Industry will experience
an average annual real growth of 5.2 percent over the period 2025-2027, with an average
contribution of 0.5 percentage points per year. Construction is expected to grow at an annual
average of 3.2 percent, making an average contribution of 0.4 percentage points per year.
Services is projected to achieve a 5.0 percent average annual growth over the same period, with
an average contribution of 2.4 percentage points per year, while Agriculture is estimated to grow
by 0.2 percent annually, being neutral in terms of contribution to economic growth.

Whereas the growth of investments is expected to reflect already more intensive use of existing
production capacities, as well as the acceleration of economic activity over the forecast period,
and overall improvement of investors perception on macroeconomic stability of the country over
the medium and long term. At the same time, the continuation of the improvement of financial
conditions and easing of lending standards is expected to be an important incentive factor for
private investments in the medium term.

Economic sentiment index had a positive path during 2024, continuing the increase that had in
2023, following the upward trend in the confidence and perception of economic agents about
the performance of economic activity recently as well as their expectations in the near future.
Specifically, for the medium term (2025-2027), final consumption is projected to grow in real
terms by an average of around 2.5 percent per year, contributing an average of 2.1 percentage
points per year to overall growth. Concurrently, investments are anticipated to experience real
growth at an average rate of 5.9 percent per year, contributing an average of 1.4 percentage
points per year to GDP growth.

Economic growth has been accompanied by an increase in employment and a downward trend
in the unemployment rate. Both the manufacturing and service sectors have benefited from
these developments, ensuring recovery for business and employment and creating good
premises for the medium-term perspective.

In line with the medium-term growth projections, employment is expected to grow by an average
of 0.2% per year over the period 2025-2027. Higher labour force participation rate is expected to
be the main driver of labour supply growth. Whereas the growth of labour demand is expected
to reflect more or less the same structure as the aggregate supply of economic activity.
Therefore, services are expected to contribute more in the labour demand increase then the rest
of economic supply sectors. Despite the expected expansion of employment over the medium
term, again, overall labour productivity is expected to have a slight improvement over this period.
Unemployment is expected to continue a gradual reduction reaching at 9.3% in 2027.

VIIl.  Fiscal governance and the sustainability of public finances

The implementation of the PFM reform serves as a roadmap for Albania to maintain the
sustainability of public finances. The PFM Sectoral Strategy 2023-2030 and action plan for the
period 2023-2026 presents a vision of the PFM function by 2030 and an action plan identifying a
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series of measures and associated activities and performance indicators to continue reforms in
PFM systems until 2026. This strategy focuses on improving the PFM systems. In alignment with
the National Strategy for Development and European Integration (NSDEI) 2022-2030, the overall
goal of the strategy is to establish a public finance management system that ensures
transparency, accountability, fiscal discipline, efficiency and equity in the use of public resources
for the provision of improved public services and economic development, and which ensures a
smooth integration of Albania in the European Union.

“The Roadmap for Public Administration Reform 2023-2030” is a document that supports the
reform in the public administration, with a plan of concrete priority measures, for the time period
2023-2030. The purpose of its drafting is to address the challenges identified within the reform
of public administration, as well as the prioritization of measures in this direction, to ensure the
fulfilment of standards and progress in the European integration process. The Ministry of
Finance/Directorate of PFM follows and reports to the Department of Public Administration the
status of the implementation of the priority measures included in the fifth pillar "Management
of Public Finances".

In alighment with the NSDEI 2022-2030, the overall goal is to establish a public finance
management system that ensures transparency, accountability, fiscal discipline and efficiency
and equity in the use of public resources for the provision of improved public services and
economic development, and which ensures a smooth integration of Albania in the European
Union. The Strategy will serve as a framework to guide the implementation of all GoA PFM
reforms for the period up to the end of 2030.

This strategy is structured in six pillars, with several components in each pillar, as follows:
e Pillar 1: Macroeconomic programming and Risk Monitoring
e Pillar 2: Integrated strategic and budget planning, monitoring, and transparent reporting
e Pillar 3: Revenue mobilization and management
e Pillar 4: Accounting and budget execution management
e Pillar 5: Public Internal Financial Control

e Pillar 6: External Oversight

The Reform Agenda 2024-2027 (RA) represents a transformative policy framework that marks a
significant milestone in Albania's economic development trajectory.

This comprehensive reform program has been carefully designed to accelerate Albania's
economic convergence with the EU while simultaneously supporting the country's path toward
EU membership. The agenda represents not merely a collection of individual reforms, but rather
an integrated and mutually reinforcing set of policy measures that together aim to fundamentally
strengthen the foundations of Albania's economy.
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