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Importance of Communication During Change: A Case of the Municipality of Vlora 

 

PhD Cand. Rezarta Hasanaj 

Department of Business, University of Ismail Qemali, Vlore, Albania 

Prof. Asoc. Mimoza Manxhari 

Department of Management, Faculty of Economics, University of Tirana 

Abstract 

Public sector organizations are often perceived as resisting change. One of the most important changes in 
Albania is the implementation of the administrative ïterritorial reform. Literature suggests that one of the critical 
factors in all change, and one of the toughest issues in an organization, which brings the frequent failure of 
change efforts, is communication. This paper, presents the importance of effective communication in change 
management in public sector.  

Keywords: change; change management; change in public sector; communication and change 

 

Introduction  

Public sector organizations are often perceived as resisting changing. One of the most important changes in Albania is the 

implementation of the administrative ïterritorial reform. Thus, it is in a time of change. Literature suggests that one of the 

critical factors in all change, and one of the toughest issues in an organization, which brings the frequent failure of change 

efforts, is communication. This paper, presents the importance of effective communication in change management in public 

sector.  

In addition, it is regular and effective communications that reduces levels of uncertainty and reduces the impact of resistance 

in an organization. A new strategy, system will not succeed, without organizational adoption; thus, communication is 

essential to the effective implementation of organizational change (Schweiger and Denisi, 1991). DiFOnzo suggests, poorly 

managed change communication results in rumors and resistance to change, overstating the negative aspects of the change. 
The model of planned organizational change displays the importance of communication. Robertson et al. , 1993). In other 

words, success of change is dependent on the ability of the organization to change the behavior of its employees. Thus, 
communication about the change is important, and information to these employees is vital. Conclusion about the importance 

of communication in organizational change is demonstrated and agreed on (Lewis, 2006).  

II. COMMUNICATION AND CHANGE 

A. Communication  

Those working on reforms are aware that implementing change can be difficult. It has often been seen that government 
ministries disagree on policy, the private sector may resist changes to their working environment, while the public may be 
wary of any policy that adds to their financial or social burden. Communication is an action between at least two persons, 
where messages are delivered, received and reacted to among participants. It proves to be the most significant tools in 
social life and business management.  

The importance of communication is discussed by many authors, such as Kotter and Schlesinger, during a change process. 
Kotter and Schlesinger argued that one of the common ways to overcome resistance to change is to inform people about 
it in advance. Employees need to be informed on when the change will take place, how it will be implemented, what is 
anticipated of them, how they will be affected from the change in their jobs, and how the company will sustain and motivate 
them to be more dedicated to the change. In addition, state that employees have a need for assurance in their working 
environment (Gilgeous and Chambers, 1991). What this means is that, it is critical for managers to be able to predict the 
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outcome of the change and guarantee that every employee has reasonable information of why, what and how the change 
is put into practice. Early communication can decrease pessimism and uncertainty, minimize rumors before they spread 
throughout the whole organization.  

B. Communicating Change 

Communication is generally at the core of any successful reform initiative. It is recommended by change management 
literature that communication is important to the accomplishment of change programs (Caruth & Rachel, 1985). According 
to Lewis, communication and organizational change are processes that are connected together. Communication is used 
every day by employees at the work place. Deresky, mentions in his work that managers use communication to organize 
activities, to motivate people, to inform and to discuss opportunity or plans. Communication incorporates timing, message 
content and its methods. Managers should understand that effective communication is the key to implement change and 
make it a success. Barrett disputes that where there is not a reliable communication, the hearts and minds of the employees 
are never captured. Public administrators can be seen as the link between the public and policy makers. To operate 
effectively, public administrators should take into consideration the publicôs needs and worries. According to Beckman, 
good communication skills can assist public administrators discuss with members of the public about different issues which 
then be discussed with policy makers. Whereas the policy makers may not always act precisely as the public would like, 
the community can feel content that policy decisions take place when information flows freely. However, during an 
administrative ïterritorial reform it is important to lower resistance of employees with effective communication. If employees 
are aware of where they exactly, how they are effected and what they are expected to do, could help during a change 
process. Good communication would not only help employees but also the public with the reform.  

C. Effective Communication 

Burke suggests that during a major change effort communicating too much is difficult. While Vuuren, Klandermans at all, 
argue that rich, open and honest communication, which appears in managementôs readiness to answer every question 
asked about any planned changes. Clampitt, DeKoch at all, state that in a rather unstructured change project, employees 
want to know where their position is and what will occur next more than ever, or else important procedures and phases 
may be disregarded and resources may be allocated for completing less important actions. Thus, that one factor essential 
for the success of change is the ability to communicate to employees the kind of changes will cause as the tasks and 
working environment. In addition, Kaufman suggests that the more open and detailed communication starts, the more trust 
is likely to build between different parties implicated in the change (Kaufman 1992).  

Furthermore, communication is an important tool constructing common understanding of organizationôs goals and direction. 
What communication aims is therefore, to provide the necessary information to employees while answering the following 
questions: what the change is about: why is it started, what parts of the institute are involve in change and what are its 
objectives and schedules. Kotter suggests that during change lacking of communication does not let loose the real power 
of setting goals, envisioning, and planning.  

In addition, Kotter suggests that the most effective method of communication is to use as many different approaches to 
communicate, and to repeat the message several times in every probable occasion, official or unofficial. According to Kotter 
(1996,), He also suggests that the main reason communication is not unsuccessful is simply because not enough effort is 
put in doing it. It is often assumed that the vision and plan that top management or the group of change has worked on for 
months can be clear and easily digested from the rest of the employees in a period of time the planned change and the 
heart of it. Kotter 1996,)  

III. COMMUNICATION STRATEGY 

According to Klein, the communication strategy should match with the general stages of the change process and the 
appropriate related information necessary. Taking into consideration Lewinôs change model, Klein has acknowledged the 
objectives and communication needs for each stage of the change process.  

Å Communicating during the unfreezing stage  

The key communication objective in this stage is to get ready the staff and the organization for the change. Resistance will 
increase at the same rate with change. In other words, the more resistance means the bigger the change. However, this 
resistance could be lowered if the communication strategy is designed to account for the early resistance (Klein, 1996). Hi 
suggests that in order to prepare the organization for the change, it is important to communicate why there is a need for 
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change and what is going to happened. In addition, ff the change is an organization-wide change; the CEO of the company 
should be the first to communicate the message. Even though written communication followed by question and answers 
gathering has been confirmed to be an effective way of communication; however, face-to-face communication is key in this 
stage (Klein, 1996).  

Å Communicating during the move stage  

During the implementation of change, there is a lot of organizational activity. In this stage there is a high level of uncertainty 
due to the fact that most of employees are not directly implicated in the change process and are not aware of exactly what 
is happening. Hence, communication in this stage is very significant and has aims to: provide with detailed and accurate 
information of what is happening to the staff not directly involved in change implementation; to provide information about 
their roles in the change process to the staff involved in the change process, in addition to provide the necessary information 
about how the change will affect them including their new roles and responsibilities; and finally to clear the area from any 
misinformation that flows through the organization ñBecause the change is beginning to have more tangible outcomes and 
some organizational impact, the communication should have a more specific character than in the first stage (Klein, 1996). 
ò  

Å Communicating during the refreezing stage  

The main objectives during this stage are to construct structures and processes that hold up the new ways. In addition, 
communication should be focused on responding to employeesô questions concerning effectiveness, rewards, relationship 
roles and control. In this stage, the responsibility of communicating with employees is down the hierarchy to supervisory 
management. The information flow should be incessant, concrete and multidirectional, so that employees have adequate 
understanding of the personal implications the change has. Because of the expected misunderstandings that may take 
place in this stage, communication should primarily concentrate on making public the success of the change and spread 
the word to employees (Klein, 1996).  

IV. RESEARCH METHODOLOGY 

The research design employed for this study involved structured interviews of fifteen employees over the last three years. 
For the purpose of this study, the target population includes of individuals employed at all levels within the municipality of 
Vlora.  

Within the municipality, the importance of communication as viewed by the interviewees is reflected in the following 
comments:  

On a general level, communication within municipality is not effective due to the fact that to us, employees, not much is 
communicatedé 

There needs to be an open line of communication from top to bottom. The information we receive is manly from rumors 
than we do from bosses and that is sad. You need to give employees an overview of what is happening.  

We need to know facts. I do not believe that all information is presented in an open manner. Quite often one gets the feeling 
that decisions already made are being sold or imposed to you. So I donôt think this workplace fosters open expression or 
opinions if you have a different point of view from those presented to you.  

In addition to these comments, it was also mentioned by a few of the employees that they felt that the issue of openness 
and trust between units within Municipality, as well individual employees, was being worn due to poor communication.  

I cannot tell you how important communication is and my experience has taught me that when communicated is not truthfully 
then you do not trust é If your communication is opened and honest, change can be easy.  

The issue of communication being a time consuming process was echoed by óAna who asserted that:  

Communication needs to be at all times. Frequently people with my experience are very aware of changes that are going 
on a long time before it is officially spoken which leads to a lot of rumors and misinformation. Thus, timely communication 
is essential.  
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Also, some employees clearly state that there was a lack of information about the daily activities within municipality due to 
the big gap between management and lower level employees and that most employees were not taking part in the change 
process.  

With regard to the subject of communication effectiveness within the municipality, the following conclusions were drawn:  

Objectives were not clearly communicated in an open way.  

Communication within municipality was not very effective in that it did not provided sufficient information and did not allowed 
much discussion when meetings were held.  

Most employees felt less positive about how well their manager was informing them about municipality matters.  

In general communication in municipality was viewed as being helpful.  

IV. CONCLUSION  

Effective communication can be the key to a change process. It can help employees get engage in the change process as 
well make them aware of the vision and objectives related to the change. In turn it helps organizations to persuade 
employees that the status quo is no longer satisfactory and motivates them to support the new state. Thus, in order to 
implement change successfully and maximize the productivity of persons involved in the change process, communication 
should be viewed by organizations as a key lever during change.  
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Pandeglang Regency, Banten, Indonesia 

 

Phd, Lala M. Kolopaking 

 Director of Center for Agriculture and Rural Development Studies, Bogor Agricultural University 

 Prof. Yonny Koesmaryono 

Vice Rector of Academic and Students Affairs, Bogor Agricultural University 

 

Abstract 

Indonesia government needs innovative policies preventing the paddy-field conversion in the current era of 
regional decentralization. Average of paddy-field conversion in Indonesia has reached 187,200 hectares per 
year. Irrigated-paddy-field in Indonesia that converted to non-agricultural purpose in 2009 had already reached 
3.09 million hectares (42.4 percent). The highest conversion areas were in Java and Bali islands that reached 
1.67 million hectares. The study in Pandeglang Regency has shown the prior strategy to prevent paddy-field 
conversion. It requires the integration the protection toward the peasant based on inter- village participatory 
partnership to develop the rural area. The developed institution should follow the current applicable regulation, 
namely the Local Public Service Agency or Badan Layanan Umum Daerah (BLUD) to protect the paddy-fields. 
It does not only by managing logistic to support the production of the peasants, but also as a synchronizer 
among multi-parties for the empowerment actions of the peasants to manage the paddy-field farming. The 
government should use various development approach policies to prevent paddy-field conversion. Top-down 
development and bottom-up approach is required to be affirmed. Moreover, technocratic approach should be 
supported by participatory development. Otherwise, the stakeholders should be involved to implement the rural-
based institutional development strategy preventing the paddy-field conversion. 

Keywords: paddy-field conversion, inter-village partnership, empowerment, peasantry institution, rural- based strategy. 

 

INTRODUCTION 

Paddy-field conversion in Indonesia has become one of the threats against the rice production. Several studies showed 
that governmentôs efforts to prevent the paddy-field conversion havenôt been effective yet (Nyak et al., 2003; Irawan, 2005; 
Dinda et al., 2015). BPS (2003) reported the average of paddy-field conversion in Indonesia has reached 187,000 hectares 
per year. According to BPS (2009) database, the number of irrigated paddy-field which has been scheduled to be converted 
for non-agriculture purpose reached at 3.09 million hectares (42.4 percent) and the highest extent was in Java and Bali 
islands that reached 1.67 million hectares. The cause of paddy-field conversion in Java and Bali is different than what has 
mattered outside, such as the island of Sumatera, Sulawesi, Kalimantan and Papua. Paddy-field conversion in Java and 
Bali were mostly caused by regional development due to the extension of industries and properties (Wahyunto et al., 2004). 
Meanwhile outside Java, paddy-field conversions have been occurring due to the palm-oil expansion. It is recorded, that 
the average palm oil plantation extension was on the highest number (7.67 %) in 2004-2014 per year, then reached a peak 
at 10.95 million hectares in 2014 (Directorate General of Plantation-Ministry of Agriculture, 2014). Kedi and Nana (2011) 
argued that the paddy-field management policy is required to underlie with the decentralization policy, particularly with land 
management in the authority of regional government. 

In 2014, Indonesian government had released two new regulations revising the legal foundation of decentralization policy. 
There are Law No. 23 of 2014 on Local Government and Law No. 6 of 2014 on Village. Based on that issue, the interesting 
point is to find out the new institutional form for the prevention of paddy-field conversion. It considered with the 
implementation of both laws. Yet, that the paddy-fields issue was already recognized having a relation with the dynamic of 
peasantry life in the village. Should be noted, those that able to be addressed with the peasant and land issues are Law 
No.41 of 2009 on protection of sustainable food farm-lands and Law No.19 of 2003 on protection and empowerment of the 
peasantry. 
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In line with the problems above, this study conducted at Pandeglang Regency in Banten Province. Pandeglang is the 
largest number of paddy-field area (54,080 hectares) in Banten province. Paddy-field area in this regency consists of 22,044 
hectares of irrigated-paddy-field (40.8%) and 32.036 hectares of non-irrigated paddy-field (59.2 %). This regency was 
selected because of the threat of land conversion. It occurred due to economic development in Pandeglang which intended 
to switch from agricultural based toward tourism sector. This process has attracted investors to develop supporting facilities 
and infrastructures of tourism such as hotels, restaurants and transportation which included airport and highways. Besides 
that, Pandeglang Regency has been striving to arrange a regulation over the prevention of paddy- field conversion. 

Regional economic change is related to the transformation of peasant community in Pandeglang Regency. In 2013, 
proportion of peasant household still relatively high, about 66% of 283,486 households. Most of the peasant farmers on 
three areas are relatively old (82.4%), which dominated by 45-70 years of age. Meanwhile, the youth are either working on 
non-agricultural sector or migrating into urban area to get occupation with the higher income. Xie et al. (2005) reported that 
migration of peasant households toward urban area ï working on industry sector ï could threaten the sustainability of 
agriculture, especially the existence of paddy-fields. Kolopaking (2000) noted that the village migrant labors do not only go 
to urban area to work, even they could become international migrant labors in Asia Pacific and Middle East countries. 
Bernard et al. (2014) mentioned that prevention of land conversion is not merely about land aspect (physical), but also 
related to other problems that associated with the peasants, including lack of capital access, knowledge and technology, 
and limitation of land (access to natural resource). 

Agrarian reform studies in Indonesia indicated the regional governments programs are ineffective due to the process which 
tending to marginalize the access to control the paddy-fields and impoverish the peasants (Erizal et al., 2002; Syahyuti, 
2011). Therefore, formulating the strategy to prevent the paddy-field conversion by strengthening the village-based 
development capacity of the peasants became important to protect and empower them. Fuer (2008) argued that keeping 
the existence of paddy-field should be shielded by sustainable agricultural development policy from the local government 
which constructed by the reformist initiatives with the new mindset from the stakeholders. By considering this condition, this 
study aimed to formulate the institutional village-based development strategy in the pursuit of preventing paddy- field 
conversion by the peasants, and at the same time could improve their welfare. 

METHODOLOGICAL FRAMEWORK 

This paper is a policy study, with two main objectives: (1) formulating the goal settings of the policy, and (2) finding a 
direction of the institutional development process. These two steps are interrelated between one and another. To formulate 
the policy, it involves analytical and synthetic approach on system thinking framework (Allen, 1978; Eriyatno, 2010). 
Controlling land conversion rate is a goal setting of this researched policy. Thus, analyzing the condition and capacity the 
peasants and the paddy-field management institution are two inseparable issues. This study also addresses the issue of 
paddy-field management stabilizing the utilization of the resource and achieving sustainability of the resource use at the 
regional (regency) level.  

However, it is assumed that paddy-field farming management has been implementing by using traditional method i.e., 
involving family members as farm labor and own management of the resources. This situation implies that paddy-field 
farming management has not already supported by a strong organization. Thus there was not a certain planning yet to 
guarantee the sustainable farming for the peasant family (Arnold, 2005). In addition, the market of the products tends to 
grow out of their control, thus the peasants have a lack of bargaining position. This has neglected the peasantsô ability as 
a subject to manage their paddy-fields since still represented themselves as the owner, rather than as the subject who has 
a capability in managing their farms sustainably. 

The first step of this research began with identification and verification of the paddy-field area by conducting re-mapping 
analysis. This process used ethic approach by using indicators based on researcherôs point of view to back up the result of 
re-mapping analysis. Data collection was conducted by implementing a survey to 180 peasants by utilizing a structured 
questionnaire. Result of this stage had became as the analytical tools to analyze the political ecology of structure and trends 
of paddy-fields area. The second step was used emic approach, which placing the researcher and the subject as applied 
in qualitative approach (Moleong, 1991). Data collection included the following steps: 1) Field observation; 2) Conducting 
in-depth interview; and 3) Conducting Focus Group Discussion involving stakeholders and expert at the regional level. The 
purpose of this stage was analyzed the policy about the peasant as a subject of paddy-fields management by village-
affirmation based. This analysis was conducted to find a new development business formulation into institution to upgrade 
the peasant capacity. It is also implemented to raise the bargaining position in the system of paddy-field management that 
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is viewed in the context of regional development policy. Most of peasantry still represented that of paddy-field land use as 
a food land. It caused by the opinion that the area and community engagement as determinant factor able to develop paddy-
field area unless with advanced cultivation and well-organized institution. According to Kolopaking (2008), paddy-fields 
management is related to management institutional cooperation between the villages in the rural area. 

The next stage is formulating the institutional development rural-based strategy to prevent the paddy-field conversion. It 
used SWOT (Strength, Weakness, Opportunity and Threat) analysis. SWOT matrix that applied to determine the specific 
purpose is controlling the rate of paddy-field conversion by protection and rural-based empowerment of the peasant. 
Therefore, identification of internals and externals factor was conducted. Other than that, usage of SWOT matrix was used 
to exploring the strategies as much as possible to prevent the paddy-field conversion by empowering the peasant in the 
future unlimitedly on particular constrains (Bidhendi, 2005). 

The last stage is to formulate the decision stage by determining the best strategy. It used Analytic Hierarchy Process (AHP)-
SWOT analysis. Kahraman (2007) argued that AHP is needed due to some weaknesses on SWOT such as its rather 
indicating qualitative result if it is quantified thus there is no clear point/rate between the factors that appears on its SWOT 
components. Likewise on the rate between the factors at each of components, it is important to make priority point so that 
the determination of strategy with the merging of AHP-SWOT analysis will much easier to be selected. AHP-SWOT is also 
used to determine the proper factor, sub-factor, actors, purpose and priority strategy in the protection towards paddy- field 
from land conversion by rural-based protection and also empowerment of the peasant in the region level (units of regency). 
By AHP, the best strategy will be gained from entire strategies that already appeared and recommended from SWOT matrix. 
AHP-SWOT is a kind of theory that applying quantitative measurement (quantifiable) and or intangible criteria. Decision 
making has conducted with multi-criteria approach by pair wise comparison method which appears from preferred scale 
among the sets of alternatives (Saaty, 1991). 

By this Second Step, the forms of institutional affirmation (community) and the village (in the context of government) has 
formulated to order to cooperate with the ñexternal actorsò. Defined that involving multi-actors, family affirmation process 
and rural institution on the level of group or rural community will able to manage their paddy-field as a sustainable area and 
continued by institutional cooperation development between the villages. 

THE DATA 

This research was conducted from May to November 2015 (6 months period). Re-mapping process was conducted to build 
up the result from verification team based on data analysis from : (a) Satellite imagery from Ministry of Agriculture, Republic 
of Indonesia year 2010; (b) Satellite imagery from Google Earth, (c) Paddy-fields map which interpreted from Ministry of 
Agriculture, Republic of Indonesia year 2010, (d) Land-Use Planning Map, Data Of Trade Business License in Pandeglang 
Regency, (e) Irrigation Map, Roadway Map, and Rivers Map from Pandeglang Regency, (f) Slope Map, Soil Map and Rain 
Fall Map, (g) Village Potential Statistics/ PODES (number of residents, number of peasants, existing land use), and (h) 
Local Regulation of 2015 on Protection of Sustainable Agricultural and in Pandeglang Regency. This survey was conducted 
to gain information about social economy situation based on the result of regional re-mapping analysis, by using purposive 
sampling in 6 districts in Pandeglang Regency as follows: Sumur, Cimanggu District, Sindang Resmi District, Cikeusik 
District, Panimbang District and Cimanuk District. Another result data are manuscripts from in-depth interview with the 
peasant from each representative village and result from FGD (Focus Group Discussion) with the peasants that facilitated 
by the experts, and also expert meeting which involves official governments from Pandeglang Regency.  

RESULTS AND DISCUSSION 

Based on the result from Re-mapping the paddy-field process, it has categorized two kinds status of Unconvertible Land. 
The first category is Permanent Unconvertible Land is the agricultural land that not allowed to used/ converted to be used 
as non-agricultural purpose and Conditional Convertible Land which able to be converted with certain condition/ 
prerequisites for public purpose such as highway buffers (province and regency), railways, highways, or the airports. From 
Table 1 shows The First Category (A) and Second Category (B) which derived from two optional Scenarios that can be 
implemented by the local government. First Scenario, the extent of the sustainable paddy-field that already stated on the 
local regulation at 53.000 hectares has adjusted to 43,650.4 hectares. While on the Second Scenario was adjusted to 
37,627.6 hectares. Distinction of both scenarios is caused by the change of paddy-field extent on the Second Scenario 
which has decreased at 23 districts from 35 districts (66 %). Those excluded lands are will be purposed for regional 
economy development as non-agriculture paddy-field-area. The paddy-field area categories for each scenario are 
described on Table 1. 



           ISBN 
9786068516004 

11th International Conference on Social Sciences 
Helsinki, 20-21 January 2017 

Proceedings 
Volume I 

 

  
16 

Table 1. Paddy-field Area Category Based on Land Conversion Scenario By District (2015) 

District 
 

First Scenario Total Second Scenario Total 

Category A Category B Category A Category B 
Angsana* 1490,1 853,1 2343,2 1738,7 0 1738,7 
Banjar* 267,9 92,9 360,8 315,7 0 315,7 
Bojong* 636,7 61,7 698,4 657 0 657 
Cadasari* 385,6 60,5 446,1 476,4 32,5 508,9 
Carita 50,1 806,9 857 84,9 772,1 857 
Cibaliung 271,8 38,8 310,6 310,7 0 310,7 
Cibitung 495,7 233,9 729,6 566,8 197,2 764 
Cigeulis 906,2 177,4 1083,6 1058,1 0 1058,1 
Cikedal 655,9 299,4 955,3 727,9 0 727,9 
Cikeusik* 4250,5 631,9 4882,4 4786,1 106 4892,1 
Cimanggu* 554 959,2 1513,2 617,1 1036,9 1654 
Cimanuk* 786,7 606,3 1393 1392,9 0 1392,9 
Cipeucang* 195,³ 414,4 609,8 332,2 0 332,2 
Cisata* 548,2 58,3 606,5 585 0 585 
Jiput* 578,1 445 1023,1 953,2 69,2 1022,4 
Kaduhejo* 830,5 560,9 1391,4 1364 26,1 1390,1 
KarangTanjung* 0,9 96,1 97 3,1 15,8 18,9 
Koroncong 241,2 112,3 353,5 305,8 0,2 306 
Labuan 37,7 290,6 328,3 68,4 0 68,4 
Majasari 228,5 259,9 488,4 327,5 25,5 353 
Mandalawangi* 705,³ 963,4 1668,8 1091,8 577,1 1668,9 
Mekarjaya* 90 76,1 166,1 117,1 13,8 130,9 
Menes* 426,9 87,1 514 514,4 0 514,4 
Munjul* 924,1 169,5 1093,6 1093,6 0 1093,6 
Pagelaran* 1729,2 291 2020,2 1897,8 0 1897,8 
Pandeglang* 94,9 380,5 475,4 134,5 0 134,5 
Panimbang* 279,5 1270,8 1550,3 292,5 13,3 305,8 
Patia* 1972,³ 285,4 2257,8 2256 0 2256 
Picung 1968,3 300,1 2268,4 2214,8 0 2214,8 
Pulosari* 456,5 108,9 565,4 559,8 4,5 564,3 
Saketi 278,³ 344 622,4 306,1 0 306,1 
Sindangresmi* 1896,5 175,8 2072,3 2019,8 0 2019,8 
Sobang* 831,9 2167,5 2999,4 965,4 0 965,4 
Sukaresmi* 2260,3 423,5 2683,8 2347,2 6,2 2353,4 
Sumur 719,6 455,3 1174,9 852,9 320,7 1173,6 
TNUK 190,5 855,9 1046,4 264,5 810,8 1075,3 
Total 28236,1 15414,3 43650,4 33599,7 4027,9 37627,6 

Based on the expert meeting, there were two different parties with different purpose. In one side, the first party agreed to 
conserve the paddy-field but on the other side, the second party tended to convert the paddy-field to accelerate economic 
development in Pandeglang Regency. However, according to the workshop and expert meeting result, it has finally 
concluded that the selected option was The First Scenario (Table 1). The First Scenario consisted of Permanent 
Unconvertible Land category (A) at 28,236.1 hectares and Conditional Convertible Land (B) at 43,650.4 hectares. It has 
chosen by the reason of the uncertainness of development plan implementation on the paddy-field area that will be 
converted in several districts. Itôs mean that the peasant on those districts will not derive any agricultural service programs 
from government Regency. Moreover, the peasant will much easier to be manipulated selling their land with a low price to 
the ñland speculatorò. This situation obviously harms the peasant livelihood and their family. 

Based on Focus Group Discussion involving the Public Official and House Of Representatives of Pandeglang Regency and 
NGO, it was concluded that Paddy-Field on the First Scenario Management was divided on Three Areas. Area I, Area II, 
Area III (Table 2 and Fig 1). Basic notion of area division for Paddy Field Area Management (Table 2.) is paddy-field area 
on the selected districts. It will be converted which manageable to be controlled preventing the paddy-field conversion. 
Characteristic of those areas are the more we look up at Area I toward Area III, the larger area of paddy-field will relatively 
going to be converted. There are Area I (30.5%), Area II (37.3 %) and Area III (40.4%). Hence, paddy land management in 
districts of Area I and II needs to be focused on the increasing of peasant income from rural industry of paddy-field 
productivity. This way, it is expected that the peasant will be protected and empowered to prevent the paddy-field 
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conversion. While in the Area III, instead conducting such actions, the important issue is developing other enterprises. It is 
related to the enhancement of peasantôs income as the impact when the paddy-field conversion policy is implemented. 

Comply the peasantôs perceptions on the three paddy-field management areas, paddy-field conversion is determined by 
intensity of paddy-field use as a productive land. It goes hand in hand with the low of the rice farming productivity in 
Indonesia in recent times due to the lack of water sufficiency caused of the channel irrigation, fertilizer problem and pest 
and plant diseases control (Susanti et al., 2015; Carambas et al., 2015). Paddy-field use has several differences between 
the peasant from each Area (Fig 2). Based on peasantôs opinion, cropping pattern of cultivation paddy-paddy-fallow (bera) 
(44 % of 180 peasants) is applied during a year. Most of the peasant in Area I and II are apply it. Besides that, other 
cropping pattern of cultivation is paddy-paddy-paddy system (64.6%) which applied in Area III. 

The peasant in Area III (93.3 %) also claimed that paddy-field cultivation able to fulfill the living needs for their household. 
While the proportion of peasant in Area I (66.1 %) and II and (21.3%) in this case were lower than Area III. Due to the 
intensity of paddy field use that smaller on both areas, the peasants are likely selling their paddy-land to others so that the 
higher prevention of paddy-field conversion will take place in the village. Besides that, most of the peasant are elderly (88.2 
%) and have a low education background (73.3% from Primary school). Yet, the youth of peasantôs family member are tend 
to migrate outside the village seeking a higher income. Moreover, the low proportion of peasantôs opinions were found in 
Area I (46.7 %) and Area II (33.3 %) who are expects and orients their children becoming as a peasant in the future. Being 
as paddy-field peasant is no longer as a preferred occupation. It caused of such occupation is not pledges an adequate 
income. Hence, preventing the paddy-field conversion needs to accommodate the protection and empowerment of the 
peasant. Hence, those actions are expected to raise their income to reach more suitable life. 

Table 2. Paddy-field Area Management in Pandeglang Regency 

Area District Paddy Field Area (Hectares) 
Category 

Total 

  A B  
Area I Angsana*, Munjul*, Pagelaran*, Panimbang*, 

Patia*, Picung, Sindangresmi*, Sobang*, 
Sukaresmi*, Cibaliung* 

13,624.1  5,975.5 19,599.6 

Paddy field area (%) 
in Area I 

 69.5  
 

30.5  100 

     
Area II Cimanuk*, Kaduhejo*, Cigeulis*, Cikedal*, 

Bojong*, Cisata*, Menes*, Cipeucang*, 
Saketi*,Banjar*, Pandeglang*, Labuan* 

 5,665.4  
 

3,373.5  9,038.9 

Paddy field area (%) 
in Area II 

 62.7  37.3  100 

     
Area III Mandalawangi, Jiput, Carita , Pulosari, 

Cadasari, Majasari, Koroncong, Mekarjaya, 
Karang Tanjung, Sumur, Cibitung, Cikeusik 
Cimanggu, TNUK 

8,946.6 6,065.3 15,011.9 

Paddy field area (%) 
in Area III  

 59,6 40,4 100 

Total of Paddy ð Field 
Area (Hectares) 

 28,236.1 15,414.3 43,650.4 
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Fig. 1. Sustainable Agricultural Foodland Area Map, Pandeglang Regency 

Besides having similarity characteristics on three areas, some differences of the peasant community were also found. Table 
3 showed the peasant in Area II who are more developed than Area I and III. The age range of 40 to 70 in Area III is higher 
than two other areas. Likewise Area III is relatively has a lower level of education (Primary School). However, average of 
paddy-field area in Area III is more extent (1.1 hectares) than Area I (0.9 hectares) and Area II (0.7 hectares). This situation 
is similar with the description of paddy-field area in Area III. But there are the symptoms commercialization on paddy-field 
use that more frequently exist in Area I and III. It is indicated by the proportion of paddy-field that rented for the rent-
cultivation to other tenants in Area I and III are higher than Area II. On top of that, proportion of the peasants in Area III who 
are claim that their primary occupation as a peasant, had resulted the lower percentage points than other areas. This case 
in line with the peasantôs perception who claimed about life sufficiency by farming activities, which those in Area II are 
depends their life into non-farming activities. Furthermore, many peasants household are tend to have no willingness 
orienting their children to become as a peasant. 
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Fig. 2. Percentage of Peasant Based on Cropping pattern of Paddy-Field Use in Area I, II, III 

According to the expert meeting about three Areas of paddy-field management and peasant condition as mentioned above, 
the policy at Regency level for paddy-field management on the three purposed areas about prevention of paddy-field 
conversion in the basis of protection and empowerment of peasantry is recommended. According to the Law No. 6 of 2014 
on Rural, the empowerment of peasant community are should be implemented by two kinds of approaches. The first one 
is village-based development, namely as Village-Developing which focuses on the peasant as a rural society establishing 
the development on the rural scale. The second approach is Developing the Villages Area, where the peasant as a villagers 
are able to pursue the village government to establish inter-villages partnership by developing productive paddy-fields area 
in the unit of villages area. Interview result from correspondences and expert meeting discussion that held in Pandeglang 
Regency identified the strategic key factors either from internal or external ones. It had given significant effect on the 
prevention of paddy-field conversion. Schemes of stage priority factors, sub-factors, actors and review strategies 
determination are described in Fig. 3. 

The strength internal key factors that had founded are: 1) Consciousness of peasantry about the existence and importance 
of the paddy-field (0.565); 2) Strong influential of local politician in Pandeglang Regency (0.262); 3) Work-ethic of paddy-
field peasantries (0.118); and 4) Sufficiency on the paddy-fields area ( 0.055). While, the key factors of weaknesses has 
identified based on the weight points of priorities are: 1) The lack access towards agro-industry of paddy field management 
(0.571); 2) Peasant institutional has not optimized (0.268); 3) The low of land-taxes causing the rural lands are liable to be 
owned by outsider (0.081); and 4) The lack information and technology on the paddy-fields management (0.080). Results 
from expert meetings had also found the external factors about Opportunities and Threats from the successfulness of 
preventing paddy-field conversion. Four factors based on the weight points of priorities are : 1) High of demand towards 
Pandeglang rice production (0.523); 2) The degree supports from local government managing the paddy-fields (0.263); 3) 
The existence of Universities extension for sustainability of paddy-fields management (0.116); and 4) Policy of central 
government on obligations of sustainable agricultural land development (0.099). While, the threat factors are : 1) The low 
of bargaining position of the peasant towards the grain buyer (0.560); 2) The high debt bondage system (0.249); 3) Price 
of rice policy that adverse the peasant (0.095); and 4) None of investment on paddy-field management (0.095). 

Based on the result on prevention of paddy-field conversion workshop, strategic actor can be mapped based on weights of 
influential points, as follows: 1) Government of Pandeglang Regency (0.343); 2) Regional House of Representatives on 
Pandeglang Regency (0.194); 3) The peasants (0.142); 4) Villages government (0.100); 5) Universities (0.082); 6) NGO 
(0.051); 7) Private sectors (0.037); 8) Financial institution (0.026); and 9) Central Government (0.024). This finding showed 
that the prime movers that prevent paddy-field conversion are policy maker and executor of the policy (executive and 
legislative of government of Pandeglang Regency), peasants and villages government. Expert meeting which concerning 
about alternative strategy on matching stages, was appointed that 5 strategic points preventing the paddy-field conversion 
are: 1) Paddy-field Area Management is developed within inter-villages partnership; 2) Developing the Local Public Services 
Agencies for Protection of Paddy-field Peasantries which formed by Regency Government; 3) Inter-villages Rural Owned- 
Enterprises as a supporting unit for inter-villages partnership; 4) Increasing the number of agricultural facilities and 
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infrastructures and local transportation in the units of Regency; and 5) Developing the progressive land-taxes for the land- 
owner outside Regency. 

The Local Public Services Agencies for Protection of Paddy-field Peasantries which formed by Regency Government as 
Badan Layanan Umum Daerah (BLUD), refer to Law No.25 of 2009 on Public Service which defined as BLUD. It is a local 
government agency that provides goods and services that are connected with the public. It must run a healthy business 
practices without prioritizing the quest for profit. It's a very special characteristic because government agencies are allowed 
to apply business practices as in common by the business / private. But although organized as a business institution, BLUD 
is not allowed to make a profit (not-for-profit). Their flexibility and autonomy in carrying out operations BLUD, namely: 
flexibility in terms of financial management, flexibility in the management of human resources and flexibility in terms of 
management and procurement of assets / goods. BLUD exempted from the provisions of the local government financial 
management in general. 

Based on the results discussion from expert meeting, five priorities for prevention of paddy-fields conversion strategy had 
already arranged. First priority are, Developing the Local Public Services Agencies) in the units of Regency (BLUD 
Kabupaten) ( 0.457); Second, Paddy-field Area Management is developed within inter-villages partnership (0.262); Third, 
Rural Owned-Enterprises Inter Villages as the unit of management for the cooperation between the villages (0.121); Fourth, 
Increasing the number of agricultural facilities and infrastructures and local transportation in the units of Regency (0.107); 
and Fifth, Developing the progressive land-taxes for the land owner outside the Regency (0.054). 
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S1 = Consciousness of peasantry about the existence and 
importance of the paddy-field; 
S2 = Strong influential of local politician in Pandeglang Regency 
S3 = Work-ethic of paddy-field peasantries; S4 = Sufficiency on 
the paddy-fields area 

O1 = High demand on Pandeglang rice production 
O2 = High supports from local government managing the paddy-
fields 
O3 = Existing of Universities extension for 
sustainability of paddy-fields management; 
O4 = Policy of central government on obligations of sustainable 
agricultural land development 

W1 = Lack access towards agro-industry of paddy field 
management); 
W2 = Peasant institutional has not optimized 
W3 =The low of land-taxes causing the rural lands are liable to be 
owned by outsider; 
W4= The lack information and technology on the paddy-fields 
management 

T1 = Low bargaining position of the peasant with the grain buyer 
T2 = The high debt bondage system 
T3 = Price of rice policy adverse the peasant ; 
T4 = None of investment on paddy-field management 

ACT1= Government of Pandeglang Regency 
ACT2= Regional House of Representatives on 
Pandeglang Regency 
ACT3= The peasants 
ACT4= Villages government 
ACT5= Universities 
ACT6= NGO 
ACT7= Private sectors 
ACT8= Financial institution 
ACT9= Central Government 

STR1 =Paddy-field Area Management is developed 
within inter-villages partnership 
STR2= Developing the Local Public Services Agencies for 
Protection of Paddy-field Peasantries which formed 
by Regency Government 
STR3= Inter-villages Rural Owned-Enterprises as a supporting 
unit for inter-villages partnership 
STR4= Increasing the number of agricultural facilities 
and infrastructures and local transportation in the units of 
Regency; 
STR5= Developing the progressive land-taxes for the land owner 
outside the Regency. 

Fig. 3. Scheme of AHP-SWOT Analysis 

The strength internal key factors that has founded are: 1) Consciousness of peasantry about the existence and importance 
of the paddy-field ( 0.565); 2) Strong influential of local politician in Pandeglang Regency (0.262); 3) Work-ethic of paddy-
field peasantries (0.118); and 4) Sufficiency on the paddy-fields area (0.055). While, the key weaknesses factors has 
identified based on the weight points of priorities are : 1) The lack access towards agro-industry of paddy field management 
(0.571); 2) Peasant institutional has not optimized (0.268); 3) The low of land-taxes causing the rural lands are liable to be 
owned by outsider (0.081); and 4) The lack information and technology on the paddy-fields management (0.080). Local 
Public Services Agencies (BLUD) of Protection, Welfare and Price Control for Cost of Goods Sold. By this role, BULD is 
able to maintain the stability of grains price which could beneficial for the peasant. Yet, this institution will become as a 
party assigning the paddy-field farming contract, or being as a partnership of farming contract, and as the information and 
technology service agency for the peasant. On the top of that, according to Law Number 19 of 2013 on Protection and 
empo werment of Farmers, BLUD also recommended three types of business models : 1) Manufacturers market limited -
operation, keeping the sold price on the peasant level which can guarantee the peasantry welfare; 2) Purchase contract on 
production on the first-period of planting should under warranty over the peasantôs profit and reducing the risk of crop 
failure; and 3) Protection of rice commodities by peasantôs shop or market to facilitate the consumers with the low of 
purchasing-power. 

Mechanism of BULD Protection of Paddy-field Peasantry can be developed in Pandeglang Regency as shown at Fig 3. In 
this mechanism, developed institutional is a profitable supply change system and production for the shareholders. 
Proportion of benefit share that appointed from the expert meeting are: 34 %, for the peasant, 19 % for the traders, 29 % 
for Rice milling unit, 3 % for polishing, 2 % for transportation and 13 % for the middleman outside the Regency. BULD is 
developed by the basis of paddy-field management on inter-villages partnership in the units of rural area. Development of 
rural area is conducted by participative approach, relevant with Law No.6 Year 2014 about Village. Paddy-field areas in the 
units of rural area are managed effectively and efficiently by Inter-Villages Owned-Enterprise (BUM Antar Desa). This kind 
of enterprise institution is a synchronizer that integrated with BLUD Protection of paddy-field Peasantry in Pandeglang 
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Regency. This integrated cooperation affirms the path of information about peasants needs. It is started with the farming 
planning system, the problems and obstacles from cultivation toward post-harvest period. Besides that, information channel 
will be as media communication for asset and paddy-fields area infrastructure management in order to produce the rice 
with a good quality. One important thing which developed supporting the BLUD for Protection of Paddy-field Peasantry in 
Pandeglang Regency is the major support from central government to determine the land-taxes for the land-owner 
(residents) outside Pandeglang Regency. Other than that, determination for juridical instrument is a local regulation or 
Regents Regulation to support paddy-fields management by inter-villages partnership in the units of rural area. Those 
facilitations from Regency government are to manage the utilization of finances which derived from ABPN; APBD, APBD 
of Village and other financial institutions from certainparties. 

Fig. 4. BLUD (Local Public Services Agencies) for Protection of Paddy-fields Peasantry 

Strategic priority results then synchronized with the medium-term objectives (5 years). This would be as the time-frame for 
institutional development village-based strategy for the prevention of paddy-field conversion. Three considerable stages for 
5 years are : 1) Capacity Development of Peasant Group and Establishment of Villages partnership institution; 2) 
Institutional Development of Paddy-Field Peasantry; 3) Protecting and Empowering of Peasantry within Industrial 
Partnership (Fig. 5). 

It has shown on establishment of BLUD that will take 1-2 years period. This activity started by development of peasant 
group and establishing inter-villages partnership institution managing paddy-field area to raise its productivity. Following 
the function of BLUD as shown on figure 5, BLUD will be developed by creative cooperation between other parties such as 
business institution, academician, finance institution during 2 two years. This stage will pursuing BLUD become as an 
institution so-called Local Public Service Agency Protection and Empowerment of The Peasant. During 1-3 years, besides 
protecting from land conversion, it also will develop the paddy-field peasantry by implementing a conducive industrial 
partnership. 
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Fig. 5. Time frame of institutional development village-based strategy for the prevention of paddy-field conversion 

 

CONCLUSIONS AND POLICY IMPLICATION 

Conclusion of this research is the prevention of paddy-field conversion particularly in Pandeglang Regency by the 
establishment of the Local Public Service Agency (BLUD) as the village-based strategy to protect the peasantry of paddy-
field farming. Thus, it expected to become as a synchronizer among the shareholders which consist of peasant community, 
village government, the third-party in the farming management, regency government until province and central government. 

Implication from those above, the role of government in the prevention of paddy-field conversion needs to use the various 
development approaches. This approach is either by the top-down and the bottom- up approach. Moreover, technocratic 
which underlying with technology for the paddy-field management and enterprise need to be affirmed by participative 
development approach. It should involve multi-parties who have a common interest about institutional village-based 
development in order to prevent the paddy-field conversion. 
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Abstract 

The statistics shows an increase of divorce number, assigns each of us, scholars of the law, lawmakers, 

applicators of the legal norms, to find an appropriate way to regulate every consequence that derives from the 

process of divorce. It is obvious that the known social problem of divorce affects a considerable number of 

subjects, starting from those directly implicated in the process or other third persons, whom interacted in a way 

or another with the subjects of the divorce itself. This process directly affects the spouses and children, if there 

are any, by considering for them not only the conclusion of an actual status but also as the beginning of a new 

life that both have its bright and dark aspects. 

Keywords: Regulation of the Dessolution Marriage Consequences by the Prenuptial Agreement. 

 

Introduction 

In our legislation, more accurately in the family code chapter III 1, that we can note are the consequences of dissolution of 
marriage, according the parties involved in this process. Starting from the usage of the maiden surname for women, 
contribute compensation, usage familiar apartment, child alimony support, obligation of growth and education of children. 
The institution in charge in the Civil Court, which takes the maximal care and effort in providing justice for the dissolution of 
conflicts of this nature, by analyzing very carefully every element in order to properly regulate the consequences of the 
dissolution of marriage for both spouses, and most importantly for the minors, for the whom the court the court has their 
best interest a priority. The confrontation with the process of marriage dissolution engages both spouses to properly 
reconsider and deeply analyze all the consequences that will derive from the process of divorce since they may be under 
pressure and not always be able to reason at their best. The Marriage contract gives them the opportunity to regulate these 
outcomes and solute the conflicts at their best interest, at the beginning of the marriage or during the optimal continuance 
of the marriage.  

The object of the prenuptial agreement, canôt be marginalized only in the regulation of physical and monetary goods, 
because the freedom of spouses to behave as they want can not affect the obligations and rights that derive from the 
concept of marriage itself, as child responsibility, regulation of legal administration and custody. However other such as, 
the house, food obligation, supplementary compensation, are all elements that can be all, in absence of conflict, perfectly 
regulated in the prenuptial agreement. The Prediction of the effects of the divorce should be treated as a way of protection 
for the subjects affected by the process, because each of the spouses can decide for better terms, in the case both spouses 
consent, at the moment of conflict.  

LEGAL FORECAST OF MARRIAGE DiSSOLUTION CONSEQUENCES 

All cases of divorce, subject to the consequences of social, psychological, economic and most importantly legal ones. 
Concretely, within the effects it is clear that only the legal ones are inevitable and are rational assissment elements who 
court decides only through its main function for our justice. The low in the Family Code, Chapter III, are expressly provided 
the dissolution of marriage, ranking them by nature and by entities. Analyzing the subjects involved in the process of 
marriage, specifically spouses and subsequently followed by children, if there are, is predicted the way they will be governed 
primarily economic relations, housing and takeing care of children and keep these reports in the best interests of the 
children. Referring to the provisions of the consequences of divorce for spouses and consequences of divorce for children. 

 
1 Law 9062, date 08.05.2003 ñFamily Codeò, Article 145-162 
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These divisions of this nature, the legislator made them by analyzing who directly affects and where it is necessary to 
become legal intervention to avoid inequities, abuses and further damage that may be caused to family members of 
dissolution of marriage. 

All the protection that law provides in case of this nature, it is protection provided to the family and sensibilitiy that this 
institute of law regards to its social aspect. This protection is attributed to the family life as one of the four dimensions of an 
individual personal life1 , highlighting the importance of the family and any action to damage her. One of the ways of making 
family life is marriage, which is the basic of family unity2, and the latest interepretion of European case law, this is not limited 
to gender or number expanding so the potential of creating family and consequently extending the legislation which will 
regulate these new relations to family members. By thinking about the importance of family life and ruin it, and returning 
the family members to the previous legal status in society, there are enough consequences, as much as apparently it is 
like a challenge the fulfillment of judicial entities which are affected by solution marriage to integrate into society without 
social distinction. Verily, this is why law interferes by predicting what are the inevitable consequences that the members of 
the family can have after divorce, providing them legal guarantees for the surname, residence, economy as well as mutual 
economic assistance or even the possibility of maintaining family relations after divorce. Iterpretations that our law makes, 
to the consequences related to spouses and consequences related to children we can notice institutes of law, who come 
to help the ñweakestò parent, and help the children in their best interest. Since the literal interpretation of legal regulation 
"consequences of divorce" begins the first consequences, concretely the dissolution of marriage, at the moment there is 
no more marriage and the willpower of the spouses is concentrated in the change of their status. Changes which 
accompanied the impact on the data of their identity, concretely the dissolution of the marriage, the spouse who had 
changed his name to respect marriage, already regains his surname before marige. Immediate impact and directly 
identifying husband's surname as amended, which in practice translates into administrative complication of procedures 
relating to the representation of himself with other persons. Not only genuine change of identity, but also the complication 
of access and benefits, legal attributed to any citizen, but in this case is more complicated for the person who changed the 
surname. This process in the face of third parts , putted in doubt unity of the two surnames in a person, a phase which will 
last for as long as we will the recovery last.  

The second consequence, respect to spouses, can be considered a repairmand to spouse whome can be harmed or 
caused a difference in dissolution of marriage. Specifically, it is the compensation contribute, the institute which has a 
considerable force, that in a few cases can be found the terminology "the court can force ..."3 the head because of 
interference in family relations juridicial structure is always prudent and there is place for recomandation in the solution that 
can deliver the court in the interpretation of this provision it is clear that legislative intervention is in order to protect the 
spouse that could be more damaged by the divorce. It is worth explaining what we mean by husband injured after legal 
treatment consists in the economic concept, where inequality in provision states that creates the dissolution of marriage 
with regard to division of property. This divided provision is a bit confusing, since our legislation, the trial of marriage 
dissolution is in a second phase and it may not be possible to predict at the moment of dissolution of marriage, except as 
provided dissolution of marriage by mutual consent of the spouses, with the signing of the agreement determines the 
spouse4 who created a kind of inequality. Pursuant to Family Code, Article 149 clarify what are the elements to be brought 
to the attention of the Court to determine the compensation, but again these are not related to the division of assets and 
judicial investigation of these elements can not be compleded. 

Last consequences for the spouses, in the process of dissolution of marriage has to do with the apartment, which has 
accompanied almost always spouses in divorce, creating more damages. The weakest spouse, unsupported remains with 
no shelter, only as a result of dissolution of marriage. The contribution of the husband in the family may have been different, 
but whether the legislation would not intervene, can be considered incalculable and social consequences can be heavy bt 
not integrating him/her into the society. This right is not an priority, as required condition to benefit from this provision are 
substantial, estimated depending on the other elements, facing opportunities and not always fulfill these conditions, where 
the provision become applicable. 

Other consequences of the divorce dealing with the second group of subjects, the children, as I mentioned above, if there 

 
1 Article 8, European Convention of Human Rights 
2 Article 1, Family Code, number law 9062, date 08.05.2003 
3 Article 147, Family Code, number law 9062 date 08.05.2003 
4 Neni 125 Kodi I Familjes, number law 9062 date 08.05.2003 
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are children from a previous marriage,the attention to the problems that may cause to them is moved mainly to youngers. 
The legal treatment, inspired by the principle of respecting the highest interest of the child, tries to predict and regulate in 
law, the way of exercising parental responsibilities, visits with the other parent, alimony. Elements that the court in these 
cases can not evaluate alone after making investigation with the evidences presented in the court,sets psychologists or 
sociologists experts to give their opinion about the divorce effects on children. 

THE CONSEQUENCE REGULATIONS OF PRENUPTIAL AGREEMENT 

The prenuptial agreement object, can not be confined only to the regulation of property regime, as long as the freedom of 
the spouses to operate with their commitments in the marriage, can not avoid the rights and obligations that derives from 
the marriage, parental responsibility, rules of legal administration and custody, while the apartment, having food, the 
compensation, etc. are absolutely all elements which, are all better regulated in the absence of the conflct than the final 
judgment. The forecast of marriage dissolution consequences in the prenuptial agreement should be seen as a defense for 
the subjects affected in this process, because each spouse can decide better in terms of understanding with the other 
spouse, rather than in the confrontational moment. 

During the development of the legal process of divorce, the problems encountered by the spouses are the protection of 
their rights as well as those of the children, because each spouse being in conflict makes them only the litigants forgetting 
their membership in a family. Precisely, the prediction of how to deriv the consequences of divorce after marriage, in these 
subjects are a family of their own and take this status as efficient both, for spouses as well as for the children. Each member 
of the family, getting protected, and feeling it more than being forced, makes dhe sposes go to divorce and not avoid it, if 
the marriage has lost its sense and its purpose. The nature of the prenuptial agreement, accommodates consequences of 
divorce, because besides how to fix wealth increased during the marriage and will develop autonomy property of each 
spouse, it is possible to predict and that during the course of life spousal predisposition of everyone who has to take the 
consequences that flow from marriage. Guarantee regulation of the consequences of the dissolution of marriage in the 
prenuptial agreement is not only the final moment but at the beginning of the marriage, each spouse may feel more 
protected in relation to his position during the marriage without impeding any moment his will about continuing his marriage 
might be damaged after the divorce. Cases from practice show that the ñweakò spouse avoid seeking divorce because it is 
not safe about his house after the divorce is not sure whether his children will have the opportunity to get feed by the other 
spouse and almost never spouses not benefit from the compensation in the process of dissolution of marriage, in some 
cases on issues probative, in some other time and some reluctance by the lack of information. 

So, forecast that in the prenuptial agreement obligations after the marriage dissolution, should be taken as a guarantee for 
the weaker spouse and the protection of the children involved in divorce. None of the parents can not give up in alimony to 
his children, but often the tribunal process of marriage dissolution has not been positive approached by the spouses, with 
the understanding of their marriage dissolutions, and consequently this is reflected in the only juridical remedies that they 
have to oppose each other, forgetting the obligations that they have from this kind of phase , and automatically is damaged 
the highest interest of the child, to obtain a higher food pension or to rate as right as possible the leaving for their raising 
and education, or the way of the visits with the other parent. There are a few cases where children who are raised and 
educated by their mother, have a radical change of their living, going away from their apartment, often they remain homeless 
because this has not found the good willpower of their father and therefore what the law provides the court can not 
guarantee. In the existence of the prenuptial agreement, this forecast would be for both spouses and for children, 
considering this space in the prenuptial agreement a form of legal reserve, without promoting and without impeding divorce, 
except that improving the status of each subject involved in the dissolution of marriage,except tribunal process. 

As the consequences above are discussed, explaining the precedence that the law does to the phenomen, to reduce a little 
the damage for the subject more damaged to the one considered less damaged, practice has shown that the importance 
of regulation of these consequences is considerable, as the spouses at this phaze of dissolution of the marriage are not 
limited only to the loss of the willpower to cooperate to simplify the life of eachother, but this problem has been evolved 
damaging also the children in different ways from their illegal behaviour. Often, in the Republic of Albania, the parent who 
has the children to raise and educate, abuses with this right and duty that the court has given to them by using the children 
to attract attention or revenge against ex-spouse. In the absence of the willpower to implement the decision of the court, 
our legislation ,is not enough only with the consequences regulation,but also has expected sanctions by the not 
implementation,particularly in criminal law there are specific provisions that sanction this kind of behaviors, "Denial of 
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livelihood "1" Illegal taking of a child "2," Preventing the execution of court decision "3, previsions which belong to the actors 
of these injustices, affecting court decisions that have given justice in a conflict resolution. This rating, is joined to the 
purpose of this work about the importance of the legal consequences t of marriage dissolution in the prenuptial agreement. 
By not focusing on concrete elements of the contract of marriage, about the object, subject, scope, implementation and the 
legal power that it has, as already known, in a section of its forecast of these consequences would by analogy, almost like 
the agreement envisaged in our legislation4, to the dissolution of marriage by mutual consent of the spouses since it is an 
act which is formulated precisely in the final moment of marriage. Prediction of this way of divorce, with the request of the 
both sides conditioned by legislation from the deposition of an agreement, which regulates the consequences of divorce. 
The prenuptial section, forecasted as the consequences of the dissolution of marriage and agreement for dissolution of 
marriage by mutual consent differs because the different moments in which are formulated. The first one, has to do with 
the regulation of each consequence during the marriage about the economy, the administration except those that the law 
forbids spouses to decide by themselves and the other to predict as will be operated for each spouse, at the time of 
connection marriage, in the other hand the second has to do with the regulation of the consequences of the dissolution of 
marriage just as the spouses by their own free will an mutual ,too, when they think that marriage should not proceed, they 
propose to the court a draft agreement, not only for the marriage resolution, but also for the regulation of the consequences 
of the divorce. 

In this point consist not only the difference, but also the importance of consequences forecasting, in a calmer moment and 
productive terms of clarity of judgment and goodwill in the responsibilities incurred from this process. In the marriage 
contract, they can fix problems related to the surname, setting common surname or each of the spouse can maintain his 
surname, if the marriage is dissolved, in this way eliminating the uncertainty about how will be the surname of each spouse 
conditioned on progress of the couple, this element which can stop each of the partners to take on personal activities. 

During the marriage, the Involvement in the different activities, can be spacious and the surname changing consequences, 
has conditioned the decision to end this formal marriage, behalf of realizing the social and intellectual aims. Often this legal 
element has been used as oppression to maintain the marriage against the free will of the other spouse, as a result of 
identity documents, activities abroad, or their opportunities for professional growth. Regulation of this consequence, when 
the spouses are calm with each other and in full harmony, in the moment of the wedlock, it doesnôt leave any space to use 
the surname as a chantage for the dissolution of marriage. 

Particular importance in consequences addressing, has the compensatory allowence, as the newst element of the last 
code, in support of the spouse, considered the most damaging spouse, to eliminate the most serious consequences in life 
after marriage.  

The forecast of this element in the prenuptial agreement, should be considered as a higher level of understanding of the 
spouses, to the point that it may seem like deletion the consequence of any thought of dissolution of marriage. 

Spouses in the prenuptial agreement, can not know exactly which of the spouses in case of divorce, will be weaker and will 
be considered affected by the divorce, but the forecast of this element in the contract, receives an other form, in the context 
of goodwill for the commitment and willingness that takes each of the spouse, to accept the payment of the compensation 
contribute in the interest of the other spouse, that in the moment of the marriage dissolution should be considered damaged. 

Once again evaluation of the legal elements that has sanctioned the Family Code Article 149, relating to age, health status, 
time spent in regard with raising children, predisposition for new jobs, etc. is the right of the court to decide, and canôt be a 
priori applicable. To set the concrete amount of the compensation contribution, is a right that belongs to the court, evaluating 
the elements in the moment of the marriage dissolution. Juridical value of forecast of this consequence since in the 
prenuptial agreement, has valuated as a double protect, which is offered to the damaged husband after the divorce, not 
only by law but also mutual free will of spouses in the contract approved the security of each spouse after the divorce. 
Which may be the attitude of the spouses in a prenuptial agreement, in relation to the right for the dwelling use? At the time 
of the prenuptial agreement execute, the spouses may have or not have wealth, in any case is worth addressing this 
element in the contract, by providing a fundamental right to the spouse. Firstly we should clarify what is called family 

 
1 Article 125 of Penal Code, number law 7895, date 27.01.1995 
2 Article 127 of Penal Code, number law 7895, date 27.01.1995 
3 Article 320 of Penal Code, number law 7895, date 27.01.1995 
4 Article 125 of Family Code, number law 7895.date 08.05.2003 
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accommodation? For this comes to our aid the European jurisprudence, the interpretation of the ECHR of Article 8 of the 
ECHR, considering the home an element of private life, and the complaints concerning the observance of this right, this 
court has expanded the interpretation of family home1, considering it an environment where the spouses have chosen to 
live, despite the extensive overseas operations, which can carry out entities that use this home, but their stay and includes 
its peaceful possession. In the prenuptial agreement the spouses can predict how it will be resolved this consequence, to 
not refuse to each other a fundamental right and not just to them but if they have children much more prevails the necessity 
of securing the home for the children, avoiding the differences that can be caused to the children after the parent divorce. 

In case that the spouses by their own free will, determine in the prenuptial agreement, who will be considered family home 
and this home should exist in the moment of the contract signing, so the regulation of this consequences in the prenuptial 
agreement, becomes more possible and more specific and takes the appropriate values, as a guarantee that is required 
for each spouse and for the children, too. This sort of problematic consequences, has a special treatment because the 
children relation, that are often the victims of this process, even though the legislation has labored to provide them, the 
legal guarantees, defending the principle of the highest interest of the children, the practice has shown that the goodwill of 
parents is crucial in this stage of their rehabilitation. Based in the free will principle in contract signature, the prenuptial 
agreement, represents the highest form of expression of the will of the spouses, within the legal framework by taking fully 
collaboration in the adjustment of the consequences. This aspect conduct to the prenuptial agreement, the image of a legal 
remedy that comes to the benefit of children, too, according to the fact that the spouses in the contract conclusion, stipulate 
that they undertake to provide their children the same life even after marriage. In this contract the spouses may determine 
the obligation that they have in terms of creating and providing conditions for a peaceful family, of their children, 
independently of the spouses desire to be married or not. This forecast to contract marriage discharged the spouses from 
the responsibility for fictive and conditioned marriage, thereby giving more health to the family and the marriage, too, which 
in any given case, the life of children after divorce is not due to be a member of a fictive family. The commitment undertaken 
by the contract, in relation to obligation of alimony, for children of both spouses and the possibility of obtaining income 
therefrom by sending in their interest a part of spouses incomes, that will be evaluated by the court again, to evaluate all 
conditions that the law requires with respect to the contribution in the upbringing and education of children. In the contract 
may not be quantified the value of the contribute for the alimony, but is expressed the willingness that in case of the eventual 
marriage dissolution , the spouses in the quality of parents, determine which of the spouses shall make this payment and 
will be operated according the application parental responsibility . 

The conditioning that finds this sanction is concerned with two aspects, the fact that the spouses can expresses themselves 
only in the fact that which spouse will hold the responsibility for the children growth, but in any moment canôt abstain from 
this obligation and releases off the spouses from the consequences that can come from the dissolution of marriage. The 
most current problems are arranging children visits, a fact which is important for children to promote more the possibility of 
establishing a family life that parents has the obligation to create the possibility to meet the other parent that is not settle 
from the court. In these circumstances the forecast in the prenuptial agreement, is a double guarantee that at the time of 
the marriage bond, and the behavior of spouses at the time of the divorce and after it, is more understanding. Spouses are 
frequently in the total absence of information, up not knowing that the children after the divorce have the right to meet with 
both parents, that makes it possible for a family life and the spouses have the duty to implement the court's decision creating 
the best conditions for a family life. If the spouses can predict that in the prenuptial agreement, their will in relation to their 
obligation to the children and the commitment that takes each of them to fulfill the conditions for a family environment. 
Prenuptial agreement case, doesnôt leave the husband surprised in relation of contract consequences, this sort of forecast 
is in the children interest, too, the children enjoyed the right to family life and parents to exercise parental responsibility 
unconditionally by divorce and social problems arising from the divorce. 

III. THE PRENUPTIAL AGREEMENT FINAL APPLICATION, FOR THE MARRIAGE DISSOLUTION CONSEQUENCES. 

The moment of entering into marriage, coupled with adjustment by prenuptial agreement, in relation to the property regime, 
reaches the highest level of validation and disposition of the free will of the spouses in respect of any consequence that 
may come during and after the divorce. 

Acquaintance these consequences reduces firstly the consequences for themselves, and secondly gives to the spouses 

the possibility to react in equanimity as it had anticipated at the time by their own will choosing the performance of 

 
1 Gillow and Gillow v United Kingdom, date 24 November 1986, paragraph 46  
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conjugal and family life. Prenuptial agreement is limited to the inability to avoid the rights and obligations arising from the 

marriage, parental responsibility, rules of legal administration and custody, but the others they can regulate marriage 

contract without any difficulties encountered. Considering that our legislation, is crisscrossed by freedom contractor in 

connection with the subject of contracts within the type of regulation that made the prenuptial agreement, the spouses 

may choose, institutes of law in the contract, reinforcing them even more than the law, as guaranteed by their own free 

will. Specifically, the consequences of divorce are not provided that can be regulated by the prenuptial agreement, but 

are neither prohibited their sanctioning in the prenuptial agreement, would cause incorrect intervention in the selection of 

the right institutes. Not surprisingly, in this paper we addressed in an analogous agreement that fulfilled by spouses in 

case of divorce by mutual consent of the spouses, explaining that the effects of divorce can be left in the free will of the 

spouses, their prediction simply in the prenuptial agreement, shifts this deal in time considering that it is much more in 

spouse interest and children, if any, being prepared in the start that in the end. As the agreement presented to the court 

for dissolution of marriage by mutual consent of the spouses the prenuptial agreement, as well as its section for 

dissolution of marriage will be the subject of incidental interpretation where the spouses will be confronting the spouses 

free will with the law, and the concrete case with the prediction in prenuptial agreement. This is why it is deemed eligible 

that the prenuptial agreement should be evaluated from the court as a condition for the juridical power to protect the 

fundamental rights, that happens in the usage of the legal assets that court has. The existence of such a contract 

together with section regulating the consequences of divorce, only increased more aware of the obligations that derive 

from marriage and puts spouses on higher responsibility in protecting themselves and their children, if the court finds no 

derogation of liabilities, abuse and arbitrariness to the obligations and responsibilities of one spouse decides to approve it 

and its implementation of the free will of the parties. It is obvious that all the way that pursue this legal act that is done on 

behalf of the special protection for the family in front of the law to increase the security and the guarantee of the spouse 

and children rights. In conclusion this prediction, in the prenuptial agreement, only raise the possibility to prevent the 

hardest indication of the consequences of the marriage dissolution, transforming it in legal process and not in a social 

drama, as the most cases treat the divorce. 
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Abstract 

Albania's economic growth after 1990 was among the highest of all the economies in transition. Economic 
activity, as measured at the fair value of the gross domestic product (GDP) for the period 1996-2015 grew at an 
average annual rate of 5.6 percent, despite the shock of 1997 because of the collapse of the pyramid schemes 
and the contraction in GDP growth in 20014-2015 due to the impact of the economic and financial crisis. Such 
high levels of economic growth, has been preceded by economic and structural reforms and the expansion of 
services and construction, spurred by remittances and informal activities. 

Keywords: budgetary policies, remittances, employment, dual labor markets, informal employment, informality 

 

1. INTRODUCTION 

1.1 Overview of the economic and social context 

Economic growth was not associated with increased employment opportunities, throughout this period, the level of 
employment growth remained slow - with significant negative definite peaks in 2009 and 2015. The unemployment rate 
reached 18.4 percent in year 1999 and its indicator remained in double digits throughout the period 2009-2015. In 2015, it 
was estimated at 13.2 percent of the workforce 

Economic growth was not associated with increased job opportunities, throughout this period, the growth of employment 
level has remained slow - with considerable negative defined peaks in 2009 and 2015. The unemployment rate reached 
18.4 percent in 1999, and its indicator has remained in double digits throughout the period 2009-2014. In 2015, it was 
estimated at 13.2 percent of the workforce. In 2015, remittances reached 9.2 percent of GDP ($ 1.5 million), and decreased 
by 16% compared to a year ago. The volume of exports grew by 5.9 percent in 2010 to 25.5 percent in 2007, declined 
slightly in 2008 (15.6 percent). The volume of imports followed a similar trend, increasing from 9 percent in 2010 to 27.1 
percent in 2014, fell to 14.8 per cent in value in 2008. The present value of the deficit increased by 10.5 percent of GDP in 
2014 to 14.5 percent in 2015, reflecting a worsening of the trade deficit and the decline in remittances. Similarly, the trade 
deficit has risen from 26.5 percent of GDP in 2014 to 27.2 percent in 2015. In 2015, net inflows of capital covered the 
current account deficit and contributed to the growth of reserves aliens . "The net foreign investment direct investment (FDI) 
increased by 42 percent, reaching the level of 7 percent of GDP, from 5.9 percent in 2014, with an increasing investment 
in agriculture.Inflation has fallen from its peak of 42.1 percent in 1997 to 2.5 percent in 2006. The slight increase in inflation 
acceleration in 2014 and 2015 (3.1 and 3.5 respectively percent), mainly due to food price growth products. However, 
inflation has remained within the limits set by the Bank of Albania (2.4 percent).During 2015, the tax administration has 
made further steps, such as the collection of overall revenue, as well as in administrative reforms. Tax revenues increased 
from 23.2 percent of GDP in 2014 to 24.3 percent in 2015, as a result of achievements in revenue collection, tax 
administration and enforcement of a flat tax of 10 percent on income personal tax. revenue collection at local government 
level, however, remained low. Public spending in 2015 rose to 32.3 percent of GDP, due to the rapid growth of capital 
spending (8.6 percent of GDP in 2015 compared with 5.8 percent in 2014), which mainly relate to public investment 
projects.GDP structure underwent significant changes since the early 90s . The private sector contributes about 80 percent 
of GDP, while its contribution in employment rose from 81.9 percent in 2013 to 82.1 percent in 2007. During 1996-2015, 
the industrial sector's contribution to GDP had a stable value of around 10 percent, while that of agriculture halved (from 
36.6 percent in 1996 to 18.5 percent in 2015). The services sector recorded the highest contribution to the GDP in 1999 to 
60.9 per cent and then sat at 53.2 percent in 2013, stabilizing at around 57 per cent in 2014 and 2015 .Small and medium 
enterprises (SMEs) play an important role in the economy. By number of employees, the majority of Albanian enterprises 
belonging to the class size small and medium enterprises (SMEs), as shown in the EU 27. About 55 percent of the number 
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of all employees work in companies with fewer than twenty employed. About 91.5 percent of all Albanian enterprises are 
enterprises micro (with 1-9 employees); 6.2 percent are small enterprises (with 10-49 employees), 1.7 per cent are medium 
sized enterprises (with 50-249 employees), while the number of large enterprises (250 employees or more) is 0, 5 percent 
of the total. Most enterprises (90 per cent) is concentrated in Tirana (51.1 percent of all enterprises) and Durres (39 
percent).Upper trend in economic growth coupled with higher wages and pensions brought poverty reduction to 12.4 
percent in 2015, from 25.4 percent in 2012. The depth of poverty was reduced during the same period by 5.7 per cent and 
2.3 per cent extremism from 1.9 percent in 2012 to 0.7 percent in 2015. 

The data on poverty show that the categories of people who face the highest risk of poverty are some of the unemployed, 
the less educated members of large families and those in rural areas who work in agriculture for their own account. Women 
heads of households do not present a high risk of falling into poverty than households where the heads are men. This to 
some extent is due to the fact that their families are part of immigrants who increase income through remittances. The 
positive trend in poverty reduction is greatly influenced by remittances. Rural areas in the north have been poverty reduction 
mainly because in these areas the flight of new immigrants, permanent, continues. Compared to the positive impact that 
remittances have caused living conditions, their impact on productive investments has been, to date, almost negligible. This 
is particularly true for the agricultural sectorThe Albanian economy has pulled through the global economic crisis quite well. 
Despite economic downturns in many advanced economies - and consequently reducing Albanian exports and remittances 
- GDP is estimated to have increased 2.8 percent in 2016. Inflation has remained within the target, while both exports and 
remittances have started to improve . Albanian government stimulus package has served as an incentive for automatic 
stabilizers. Monetary policy has contributed to reducing interest rates and injecting liquidity, while the exchange rate of 
absorption play.Stimulus package, however, increased the fiscal deficit (from 3 per cent in 2014 to 7 per cent of GDP), 
while government spending increased for large projects of infrastructure (amounting to 70 percent of total investments 
public) exceeds income. This increase in public debt to 60 percent of GDP, while in 2016, the current account deficit reached 
15 percent of GDP, a level that exceeds the planned funding sources for the future. To avoid this trend, the basic objectives 
of monetary and fiscal policies of Albania for the period 2010-2016 are: i) ensuring macroeconomic stability, ii) maintain the 
inflation rate at about 3 percent, iii) reduction of public debt to 54 percent of GDP by 2016, and iv) reduction of the current 
account deficit. 

2.1. Labour Market Analysis 

2.2.1. Demographic trends 

Albania's demographic profile is characterized by large waves of migration both within and outside the country, leading to 
the decrease in mortality rates and reproduction. According to the census of 2010, the resident population in Bangladesh 
is about 3.1 million and its 50.1 percent are females. Institute of Statistics estimates that in the span of a decade, more than 
a fifth of the Albanian population (about 700,000 people) fled the country in search of better opportunities, mainly in Greece 
and Italy. During the past few years in Albania have started to notice the wave of returning migrants. Details Ministry of 
Interior of 2015 speak for more than 47,000 returnees in Albania. 

 

Figure 1.1 Projected number of children, adults and the elderly in the total population 

Source: United Nations projections for Albania, http://esa.un.org/unpp 

The age structure has changed significantly over the past decade, although Albania remains a country with the population 
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of younger age in Europe (Figure 2.1). Percentage of children under 15 years, which has been declining since 1990, will 
continue to shrink significantly both in absolute values, as well as in relation to the total population. Percentage of population 
over age 65 is growing faster than the rest of the adult population. The percentage of elderly people to the total population 
will double by the end of 2035 (from 9.7 to 17.8 percent). The percentage of youth aged 15-24 is projected to decrease 
from 19.1 percent currently to 13.3 percent in 2035. The decrease dependency ratio for children (34 in 2017, compared 
with 53 in 1990) and increase that of the old-age dependency (14.4 in 2017 compared with 8.6 in 1990) will have an impact 
on the labor supply in 2050.Albanian population remains largely rural, with a number of residents in rural areas that 
constitute 55 percent of the total (Figure 2.2). 

Figure 1.2: Changes in rural and urban population from 1979 to 2008 (in percentage)  

 

Source: INSTAT, Albania in Figures 2015 Along with the transformation of the economy, Albania experienced the highest 
migration flows, particularly from the North to the capital and in the coastal areas. There are three main migration patterns 
arising from the data of the census. The first involves internal migration mainly affects poor areas and remote North-Eastern 
(Tropoje, Kukes, Mirdita, Puka and Debar). Internal migrants are typically young workers unemployed or underemployed 
in agriculture. The second model affects districts that have as substantial internal migration and, at the same time and are 
facing high rates of international migration (Tirana, Durres, Vlore, Fier, Shkodra and Korca). Finally,international migration 
and internal migration pattern is negligible in districts of southern Albania (Saranda, Delvina and Devoll). These models 
describe a possible scenario two-step with migrants from northern Albania going first in the rich coastal area or in Tirana, 
to accumulate sufficient resources to allow them to undertake international migration.Spatial poverty map confirms that the 
main motivation for people to migrate is directly connected with their work and living conditions and the severity of poverty 
becoming key determinants. Although regional differences in poverty rates has narrowed significantly in the period 2010-
2015, the north-eastern part of the country remains a higher incidence of poverty estimated 26.6 percent compared with 
10.7 percent in the center of the country and 13 percent in coastal regions (Table 2.1). About 21.0 percent of Albanians 
poor are concentrated in the north-east of the country, although recent measurements show that only 11.0 percent of the 
country's poor population lives in these areas.  

3.1.1 Trends in Education 

In the period 2010-2015 the rate of education for the Albanian population aged 15 and over was 99.0 percent. In the same 
period the education of young people was 99.5 per cent (99.0 per cent for young men and 100.0 per cent for young women). 
In the period 2010-2015, the net enrollment ratio in primary education was 93.5 percent (94.0 percent for boys and 93.0 
percent for girls). The dropout rate in basic education (grades 1-4) in the 2014-2015 academic year was 0.89 percent and 
0.94 percent for 9-year education.Net enrollment ratio in secondary education rose from 50 percent in the 2017-2019 school 
year at 58.06 per cent in 2014-2015, while the rate of transfer of primary education (grade 8) to secondary education 
(grades and 9) increased in the same period by 4.3 percentage points. Despite these advances, however, more than 13.5 
per cent of young people (15-19) are not in education or training in 2016. Approximately 83.7 percent of students enrolled 
in secondary education four-year overall (51.2 percent girls), while only 16.3 per cent enroll in vocational schools (35.0 
percent girls). 

In the 2014-2015 academic year the number of students who continued higher education rose by 4.6 percent. Of the total 
number of students enrolled in higher education, 57.5 percent are young women. 

University graduation rate, however, has declined slightly, from 11.9 percent of students enrolled in academic year 2016-
2018 to 10.1 percent in 2014-2015. The number of individuals educated workforce decreased from 1990. In 2015, less than 
a third of young people aged 15 to 29 had completed secondary education. Completion rates of higher education have 
remained roughly the same by age group. In the same year the bulk of the working age population (58.4 percent) had 
primary education; More than a third (32.6 percent) had completed secondary education and 9.0 percent had higher 
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education. In a largely these statistics reflect the fact that Albania is close 85.0 percent of agricultural vocational schools 
after the failure of communism. As a result, enrollment in vocational / technical declined from 70.0 percent of the overall 
total enrollment in secondary education in 1998 to 16.0 percent in 2015. In 2010, Albanian students were scoring the second 
lowest among the countries pjsëmarrëse in the OECD's Programme for International Student Assessment (PISA). In 
assessing the degree of education about 91.0 percent of Albanian youth aged 15 resulted under level 3, in contrast to 40.0 
percent of young people 15 years of the EU and in contrast to less than the 50.0 per cent of the new members of the EU ( 
Figure 2.4).  

Figure 2.1: The rate of students tested below the 3 (PISA 2010) 

 

  

Source: World Bank 

3.2.2. Labor market 

Since 2014, the main source of labor market statistics in Albania Force Survey (LFS). For years before 2014, the labor 
market data are derived both from Measurement Study of Living Standards (LSMS) and by resources administrative. The 
analysis in general and the labor market it to young people given in the following chapters is based on data derived from 
AFP, unless otherwise noted. In the 1990s trends of declining participation and employment rates continued in 2014. 
Despite the strong growth of GDP in real terms, the unemployment rate remained in double digits throughout the period. In 
2015 the unemployment rate for the working age population (15-64 years) was 13.2 percent. Figure 2.5 below shows the 
total figures of the labor market for the period 2010-2015. One of the main features of the Albanian labor market is a vast 
difference between women and men in the labor market. Participation of women in the workforce - despite the growth trend 
since 2010 is about 20 percentage points lower than that of men (52.9 percent for women and 72.4 percent for men).Also 
the employment rate of women is considered lower than that of men (45.6 percent and 63.3 percent, respectively). Another 
key feature of the Albanian labor market is the high share of discouraged workers, which in 2015 accounted for 16.1 percent 
of all people passive. In the same year, about 73.2 percent of all discouraged workers were women. The structure of 
employment shows that the work in the private agricultural sector peaked in 2011with 71.2 percent of total employment 
decreased to 43.4 percent in 2015. Preliminary 2016 data show declining public sector employment (nearly a percentage 
point)and in the private sector, non-agricultural sector (-13.5 percentage points) and an increase in private sector, 
agriculture (14.3 percent). In 2015, the share of women employed in agriculture was well above that of men (57.6 percent 
and 42.4 percent, respectively).Employment structure by economic activities, as expected, shows that almost 45.0 per cent 
of workers are employed in agriculture, forestry and fishing sector, 11.7 percent in trade, 7.1 percent in manufacturing and 
8.4 percent in the sector construction. 

3.2.3. Youth participation in the labor force 

The labor market of young people is characterized by a relatively participation and a low employment rate and high 
unemployment rate. In 2008, the youth labor force represented a cross 41.6 percent of the population aged 15 to 29 years, 
as compared to the national average of 62.1 percent. 
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The low level of participation of young people is mainly due to school attendance (40.0 percent of young population is in 
education or training) and because of low participation of young women (35.6 percent).  

Despite strong economic growth experienced during the decade 1998-2015, employment growth remained negative until 
2014. The employment population ratio fell from 57.0 percent in 1998 to 48.7 percent in 2013. The first study of Force 
(2014) marked an employment population ratio of 56.4 percent which declined to 53.9 percent in 2015. This level compares 
unfavorably with the average of the EU27 employment rate of 65.4 percent. In the period 1996-2015 as labor and 
employment they have been growing at a slower rate than the growth of the working age population. Ivendeve job creation 
in the private sector - despite its doubling in the period 1996-2015 - was not sufficient to compensate for losses in the public 
sector (30.0 percent) and employment in agriculture (28.0 percent). 

  

    Bujqësi Industri Shërbime Totali 

Pa arsim    0.1 0.2 0.0 0.4 

Arsim fillor (1-4)  1.3 0.6 0.5 2.4 

8/9 vjet shkollë  36.9 10.8 8.1 55.9 

Arsim i mesëm 1.8 0.5 1.9 4.2 

(profesional)       

Arsim i mesëm (I 6.7 4.7 10.6 22.1 

përgjithshëm)      

Arsim i lartë / 0.3 1.2 13.5 15.0 

Universitet       

Total    47.23 18.04 34.74 100.00 

 

Source: INSTAT,  

IN 2015, the employment of young people from 15 to 29 was 31.3 percent, 6 percentage points lower than the rate 
registered in the EU27 for youth 15-24 (37.2 percent). The disadvantage relative labor market of young women compared 
to that of young Albanians reflects that employees working age: 27.2 per cent of young women were employed in 2015 
(35.9 per cent for young men) compared with 54.1 percent of women increased (76.5 percent of males increased). Ulta 
scales of employment for women show mundëistë limited to combine job responsibilities relative, but also do doubts rise to 
discriminatory practices in the labor market. 

IN 2015 Around 42.0 per cent of young workers were employed in non-agricultural private sector, young people more than 
twice compared with young women (respectively 55.0 per cent and 27.0përqind). However, most young people are 
employed in the private agricultural sector (47.0 per cent of all youth employment), young women more than young men 
(60.0 percent and 37.0 percent, respectively). NE 2015 on 58.0 percent of all employees youngsters had low education 
level (compulsory education wound-Time Low), 25.0 percent had secondary education and 15.0 per cent of higher 
education or more. (Table 2.4). Young workers with low education level prevailing in the agricultural sector, while youth 
education Higher secondary and work mainly in the service sector. About 43.3 percent of the new employees acquire a 
page (33.7 percent for males and 51.2 percent for men). The rate of all young people in employment, self employment is 
13.0 per cent (10.2 per cent 15.4 per cent women AND men) compared with 34.5 percent for adults. 

Table 3.1: Young people employed by status and education level, percentage 

    
self- 

   
   

employed kontrbuting Total 
 

   
employed 

 
    

 family 
  

       

Withaut 
education   0.3 0.0 0.1 0.4  

Primary(1-4) 0.6 0.6 1.2 2.3  
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8/9 years school  15.9 7.1 32.8 55.8  

education        

secondary(vociatonal) 1.8 0.7 1.7 4.2  
Seconda 
education    10.7  3.9  7.4  22.1  

       
Higher education 13.8 0.6 0.5 15.0  

Total   43.3 13.0 43.7 100.0  

Source: INSTAT, AFP 2008 

Contributing family members representing 43.7 percent (56.1 percent for women and 33.4 for men) compared with 26.3 
percent for adults (9.8 percent for men and 46.8 percent for women). Table 2.5 below shows the relationship between 
worker status and level of education. Young people with a low level of education work more as members contributing to 
the family, while they school up and work more as a salaried employee.Well over half of all employees in Albania are in 
vulnerable employment (57.8 per cent) and more than 40.0 percent had low levels of education. Women are much more at 
risk of being vulnerable employment compared to their male peers (65.6 percent and 51.4 percent, respectively). Vulnerable 
employment is part of total employment consisting of self-employed and contributing family members. The labor market of 
young people reflects the same situation: over 55.0 percent of all new employees are in vulnerable employment (65.0 per 
cent for women and 47.0 percent for men).Almost 47.0 percent of young people are employed as agricultural workers (42.1 
percent for adults), 11.2 per cent are employed as service workers and sales and 10.4 percent in handicraft and trade 
related workers (10.8 percent for adults ). 

Figure 3.2: Employment unprotected by gender and age, 2008 (percent) 

  

 Source: Calculations by AFP 2015 

Compared with youth Newest dominate jobs in agriculture (58.6 percent and 37.0 percent, respectively), while the opposite 
occurs for services / works for sale (14.1 percent for men and 7.7 percent for women) and arts and trade related 
workers(15.5. Percent for new and 4.4. Per cent for young women). Young women, however, are more likely to be employed 
in professional jobs compared with their male peers (15.7 percent of women and 4.8 per cent for young men).In 2015, part-
time employment stands for 23.7 percent of total employment, where the number of women employed part time was twice 
the number of men (33.5 percent and 15.8 percent, respectively). In the same year, the share of young workers working 
part-time was 31.8 percent (41.0 percent for women and 24.1 percent for men).Young people with secondary education 
are more likely to be employed full time. Among the young people who work part-time, approximately 18.0 percent worked 
part time because they can not find a full-time job, as compared to 10.4 percent of adult workers). Young women were 
more likely to work part-time without their choice compared with men (19.7 percent and 16.5 percent, respectively) in a 
manner similar to what is found in the labor market for adults (11.3 percent for women and 9.7 percent for men). 
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Table 4.1: Distribution of employment of young people and adults by major occupational groups and gender (in 
percentage) 

Occupational groups  15-29   30-64  

 Man Women Total Man Women Total 

Administrators 4.1 1.9 3.1 6.1 2.3 4.4 

Professional 4.8 15.7 9.8 7.6 10.4 8.9 

Technicians and professionals together 3.4 4.5 3.9 5.3 7.6 6.3 

Employees 2.1 1.8 2.0 2.0 1.9 1.9 

Service and sales workers 14.1 7.7 11.2 9.5 10.4 9.9 

Skilled agricultural workers,       

forestry and fishing 37.0 58.6 46.9 32.2 54.3 42.1 

Handicrafts and related trade workers 15.5 4.4 10.4 16.3 4.1 10.8 

Employees of the assembly and use  4.6  1.9  3.3  9.1  1.2  5.6 

       

Elementary occupations 14.4 3.6 9.5 11.8 7.8 10.0 

Temporary employment rate in 2015 was 17.7 per cent, women are likely to be in temporary employment four times less 
than men (8.6 percent and 23.1 percent, respectively). Almost 14.0 percent of all employees were temporary employees 
not to choice of their own, where men are likely to be three times more work temporarily without their choice compared with 
women (18.5 percent and 6.0 percent, respectively ). In the same year, about 25.5 percent of all new employees were hired 
with temporary kontrta where 20.4 percent of this type of contract had no choice. The share of young people in temporary 
jobs was three times higher than young women (33.7 percent and 10.5 percent, respectively). Similarly, young people are 
nearly four times more likely than women to work on temporary contracts involuntarily (27.5 percent and 7.4 percent, 
respectively). There is a strong correlation between educational level and temporary employment: young people with 
compulsory education or less, are twice more likely to be employed in temporary jobs compared to young people with 
secondary education or higher level. 

4.1 Informal employment 

In Albania, employment in the informal economy is accompanied by low wages, poverty and vulnerability. AFP 2015 data 
show that approximately 53.0 percent of all employment was in the informal economy. Such figure includes all persons 
working as contributing family members, all employees whose salary was not paid social contributions and all the self-
employed (in the non-agricultural private sector) with less than five employees 

Figure 4.2: Employees without social security contributions paid by gender and age. 

 

Source: INSTAT, AFP  
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Employees who have not paid contributions represented a cross 25.0 percent of total employment. Young workers are 
more exposed to informality than adults (Figure 3.8), men more than women. In 2015 more than 50.0 percent of all young 
men were informal workers. 

Most family members are contributing 30-54 age group (over 60.0 percent), which represent 27.0 percent of young people 
and workers over 55 years on 11.0 percent. The rate of young workers without social contributions paid, contributing family 
members and self-employed at a young age without employees - used as a proxy for hiring informal- reached to 70.0 per 
cent of youth employment. 

4.2 Wages and other working conditions 

In 2015, wages grew by 8.8 percent in the public sector and 15.1 percent in the private sector. A further increase of 16.0 
percent in public sector wages was in 2009, while the minimum wage rose by 6.0 percent. Measurement Survey of the 
Living (LSMS) conducted in 2008 marked a wage gap between men and women employed by 17.5 percent, while, on 
average, 7.6 percent of young people earn less than adult workers. Employees with higher education earn on average 39.0 
per cent more than workers with only high school education, while young workers with secondary education have a reward 
price of 9 percent compared to workers with only primary education. I work 40 hours a week on average, slightly less than 
the average of hours worked by adults (43 hours per week). 

4.3. Unemployment 

Despite positive economic growth and clear growth of the private sector share in GDP, employment creation in the formal 
economy has not been sufficient to reduce unemployment below a double digit number. 

The unemployment rate in Albania fell from 16.4 percent in 2018 to 13.2 percent in 2019.Youth unemployment remains a 
challenge, as almost 25.0 percent of the youth labor force was unemployed in 2015 (compared with an unemployment rate 
of 15.3 percent recorded for young people in the EU in 2014). In 2015, the unemployment ratio of youth unemployment 
rate was 2.5 adults showing that young people are likely two and a half times more likely to be unemployed than adults. 
Young women are less likely to be unemployed than young men (23.8 percent and 25.5 percent, respectively). Also, young 
people are more likely than adults to be long-term unemployed (12.9 percent compared to 7.4 percent). Contrary to what 
happens in the labor market of adults - where women are exposed to long-term unemployment than men (8.6 percent and 
6.4 percent, respectively) - young men are more likely to be long-term unemployed compared with peers their female (14.1 
percent and 11.3 percent, respectively). 

The highest incidence of unemployment is found among young people with low levels of education. Among the young 
unemployed, 51.0 per cent on compulsory education, 40.0 percent have completed secondary education and 8.5 percent 
are university graduates. Among young people with secondary education graduates of general high school are more likely 
to be unemployed compared to graduates of vocational schools (35.0 and 5.0 percent, respectively). The data collected by 
the National Employment Service (NES) confirm the link between educational attainment and labor market performance: 
over 53 percentof all registered unemployed have only compulsory education, 31.0 

5.CONCLUSIONS 

1.Analysis of dual employment market in Albania showed that employment in the informal economy is accompanied by low 
wages, poverty and vulnerability. The fact that a large part of the informal workers are poor, and vice versa, supports the 
view that between poverty and informality has a mutual respect. 

2.Poverty includes all households that are below a certain income line, while informality in turn includes the highest 
percentage of employees with low incomes. In Albania's case, the existence of a segmented labor market and clear 
evidence that informal jobs offer low-income, show that informality is one of the causes of poverty 

3.As and tax evasion brings reduction in economic and social welfare, as costs for goods and services relevant public will 
be lower and will influence the further impoverishment of the areas that have an urgent need for investment such as 
infrastructure, hospitals , schools, universities or continuous supply of energy and water 

4.For a country like Albania where unemployment is high and wages are low, due to supply excess and limited demand for 
labor, fiscal reforms such as the introduction of the flat tax on income or reduction of social security coupled with the 
determination of wages reference will be in a position the most disadvantaged individuals who are their only source of 
income wages and businesses operating in informality which are more labor-intensive force 
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Abstract 

There are statistics that foreign direct investments (FDI) in Albania have significantly declined. Business climate 
and skill of policies to attract FDI in Albania has apparently not impacted the promotion of investments from 
foreign businesses. This study assesses the business environment disadvantages and the readiness and 
availability of foreign investors to take risks with their investments in a foreign market facing the business climate 
of the host country, as well as the skill or failure of the latter for long term cooperation. Some basic components 
of the business climate in Albania, impact and their attractiveness to foreign investors will be analyzed and 
assessed. The research methodology selected for this study is the quantitative one, where a number of about 
100 CEO and administrators of medium and big foreign companies in Albania have been planned to be 
interviewed. The measuring instrument will be standardized and after data collection, a series of analyses will 
be built such as correlation, means, standard deviations, frequencies, Chi-square (ɢ2) where the value p>00.5. 
Analysis of variables will be realized through SPSS program. The study will be closed with relevant conclusions 
and recommendations.  

Keywords: foreign direct investments, business climate, fiscal policy, management. 

 

I. INTRODUCTION  

The rapid economic growth and integration in the European Union are listed among the key priorities in the Albanian 
government program and of the regional governments as joining the European family appears to be the final station for 
Albanian people and Balkans as a whole. Therefore, the main domestic policies over the last years have had a positivist 
approach to the economic liberalization and business climate improvement, leasing to better conditions for doing business 
in Albania and to attract foreign direct investments (FDI). We see such an overview in the doing business study conducted 
by the World Bank (2015). Albania had an obvious improvement over years in the alignment among countries. Practically, 
in 2014 Albania was classified at the 62th position compared to the 108th position of one year ago in 2013, but the last year 
situation is worse, because Albania lost 35 positions and it is classified at the 97th position. The law of foreign direct 
investments in Albania provides a favorable climate to attract foreign direct investments (FDI). Further, based on the 
Albanian legislation, there is no restriction regarding the entry of foreign investments and there is equal treatment with local 
and foreign investors.  

On the other hand, it is noted that foreign direct investments (FDI) are highly instrumental to the generation of local 
investments to attract funds, facilitate the transfer of management skills and technological knowledge, expand local market 
competition, create modern employment opportunities, increase global market access to goods and export etc (Moosa, 
2002). Accordingly, taking into account the importance and key role of FDI for the developing countries, the governments 
of these countries attempt to stimulate the FDI attraction, practicing various stimulation packages in fiscal policies but not 
only. Such reforms may create a friendly climate for foreign investors, with a view of minimizing or removing trade barriers 
and state involvement in business issues, attempting to provide mutual partnership between the government and investor, 
and without underestimating the competition level of other regional countries so that to make the country more attractive 
for foreign investors.  

However, a number of empirical researches carried out in different countries show that development and implementation 
of reforms is an ongoing and inadequate process because other associated policies will be required to further improve the 



           ISBN 
9786068516004 

11th International Conference on Social Sciences 
Helsinki, 20-21 January 2017 

Proceedings 
Volume I 

 

  
42 

business climate and of investments in general (Navaretti and Venables, 2004). Readiness and availability of the 
governments to build appropriate infrastructure (Wheeler and Mody, 1992) have a positivist approach to fiscal and 
institutional policies, representing key factors for the developing countries, with a view of increasing the inflows of foreign 
investments (Henisz, 2000a, b). 

Being a serious coherent issue for international companies and economics of the developing countries, it has given rise to 
our research study. Based on a quantitative empirical research, we will highlight some of the business climate components 
contributing to the attraction of FDI. The basic purpose of the study is to analyze the impact of business climate on the 
attraction of FDI, addressing the independent variables: corruption, fiscal policies and political stability. Hence, we will 
identify the correlational relationship between the dependent variable of business climate and independent variables of 
corruption, fiscal policies and political stability. 

In close connection with theoretical and empirical studies, the present study is based on the research question of 
investigative character: Does the business climate (corruption, fiscal policies and political stability) impact the attraction of 
FDI in Albania? 

The study hypotheses to be tested in the wake of this study are raised on the key components influencing the attraction of 
FDI in Albania. Null and alternative hypothesizes are determined as below: 

H1 ŸCorruption has a negative impact on the attraction of FDI. 

H2 ŸFiscal policies influence the attraction of FDI. 

H3 ŸPolitical stability has an impact on the attraction of FDI. 

LITERATURE REVIEW 

There are wide empirical literature sources on the course followed by FDI investments in developing countries, and their 
impact on host countries. Yet, which are the reasons of business transfer or doing business in a foreign country?  

Most of these studies highlight a series of main factors attracting foreign investors, such as the internal economic 
environment, market size and opportunity to establish an economy of scale (Mitra and Golder, 2002); quality of 
infrastructure, labor force cost, (Wheeler and Mody, 1992) economic opening, capital gains, political stability (Schneider 
and Frey, 1985), good governance (Globerman and Shapiro, 2002), macroeconomic stability, level of economic reforms, 
trade liberalization, heritage of natural resources, privatization method etj. Garibaldi etc, (2001), namely, the business and 
investment climate in general. All these factors, according to Rugman (1981), constitute advantages of both main groups:  

a) specific sustainable advantages of the company or ñdriving forceò as we would refer to the country of origin. Specifically, 
the company skill, capacity or additional potential to expand its activity abroad such as technology, various knowledge, 
management or marketing skills and other assets; and  

b) specific advantages of the host country or ñforce of gravityò of the host country, in our opinion, include all specific 
advantages afforded by the host country such as natural resources, quality and quantity of labor force or otherwise referred 
as human assets, labor force cost, cultural factors, corruption level, tariff and non-tariff barriers, fiscal policies etc. Based 
on the specific qualities of the host country or to put it differently ñattributes of the host countryò are determinant in the FDI 
inflow (Smith, 1981). On the other hand, empirical researches demonstrate that FDI investments generate a positive impact 
on the economic growth of the host countries (Duttaray, Dutt and Mukhopadhyay, 2008). 

 A number of scientific studies have treated with high priority the role of business climate on the attractiveness 
of FDI investments in the developing countries as an instrument of globalization increasing the equality of the distribution 
of income and goods as a whole (Pica and Mora, 2011). Based on the study conducted by Kinda (2010), in many countries 
of the world it appears that serious limitations in relation to FDI attraction are financing restrictions, institutional concerns, 
corruption and physical problems of infrastructure (Asiedu, 2002) etc. Further, the studies of Kaufman etc (1999) and of 
many other researchers conclude that the most important indicators of FDI attraction are political stability, governmentôs 
effectiveness, regulatory burden or fiscal policies, law enforcement, corruption level and labor force cost (Wheeler and 
Mody, 1992).  
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II.1 Corruption  

Corruption is a social problem, a lack of rules, distortion of social norms and values required for the normal functioning of 
a free market economy (Primorac and Smoljiĺ, 2011). Corruption is a behavior that constitutes a deviation of normal 
performance of public duties for personal profit or abuse of office by public officials for personal gain, or of a particular group 
(Bardhan 1997; Bardhan, 2002), impacting the economic development in general (Abed and Gupta, 2002; Easterly 2001), 
involving additional cost of public or private spending (Kurtzman etc, 2004), in order to create a less favorable environment 
for FDI and not only. Based on a number of scientific studies, corruption has unequal access to treatment of different groups 
of interest (Gupta etc., 2002), creates additional costs, escalating prices (Anand etc., 2005), is a serious barrier to economic 
prosperity of the country (Mauro, 1995; Mauro, 2002) for the access to public goods (Mauro 2002) etc.  

Apart from the transaction costs in economy, corruption involves much higher costs in the form of artificial distortions of 
economy as a ground of opportunistic pragmatist approaches of the corrupt officials. These costly expenses will have to be 
latter added up through the increase of taxes (Rose-Ackerman 1997), and curtailing of expenses or public investments with 
a direct impact on the economic growth and increase of inflation etc ( 1992). 

Accordingly, based on the above literature, many researchers have concluded that corruption is a serious obstacle to the 
attraction of foreign direct investments. Nevertheless, there are other researchers who admit that corruption may have a 
positive impact on FDI attraction (Egger and Winner, 2003; 2005). We will see below how corruption will impact on the 
Albanian economy.  

II.2 Fiscal policies 

Many researchers empirically draw the conclusion of relations between taxes and economic growth, as well as the attraction 
of foreign investors in particular (Dzambaska, 2013). Hence, changes in the fiscal burden, by facilitating it, produce a 
significant effect in the increase of number of local business on one hand and they represent a positive instrument to 
enhance attractiveness and FDI attraction on the other hand (Kaufman etc, 1999; Gropp and Kostial, 2000). A healthy 
investment climate may sharply reduce transaction costs of the enterprises and the opposite occurs in the increase of doing 
business cost to the extent that foreign investors do not any longer desire a specific market, notwithstanding the other 
benefits that may be potentially provided by this market. 

The governments often decide on fiscal facilities such as the reduction of tax rate on the corporate revenues to attract FDI 
investments (Hines, 1999), in strategic sectors or specific regions. This tactic is basically applied by developing countries 
and economies of the countries in transition. There are many countries that have applied these fiscal incentives, including 
Albania, which has recently approved six strategic sectors and approval of a free economic zone offering fiscal facilities 
and not only for the purpose of FDI attraction (relevant law, 2015). 

Macroeconomic stability, the sustainability of fiscal policy are considered a key component in decision-making and attractive 
to foreign investors (Demekas etc. 2007). Therefore, many researchers believe that the policies of the host country are a 
determinant factor in FDI decision-making. An open market policy that promotes macroeconomic stability, stimulates fair 
competition on one hand and on the other hand strongly encourages private sector development, is obviously very attractive 
for absorption of investment and not only. Further, Mitchell (2002) concludes that fiscal competition between countries leads 
to a reduction of the fiscal burden as foreign investors may transfer their businesses to countries with lower tax burden. 
Therefore, in this way fiscal competition helps to reduce fiscal burden and FDI absorption (Mitchell, 2002). Furthermore, 
Diamond and Mirrlees (1971) recommend that small economies should avoid taxation of income received by foreign 
investors to attract more FDI. 

II.3 Political stability 

Numerous scientific researchers have found out that political and economic risks seriously prevent the entry of FDI, namely, 
the political instability creates an uncertain economic environment both at present, and in the longer term to absorb new 
investments (Barro, 1991; Corbo and Schmidt- Hebbel, 1991). Political stability and sustainable policies of trade opening 
during the transition of developing countries tend to attract more foreign investors (Campos and Kinoshita, 2003) because 
it is a good opportunity of expansion for FDI, while the latter are instrumental to the reduction of unemployment and 
economic growth (Greenaway etc, 2002). 

Countries characterized by political stability are commonly associated with democratic institutions and they are supposed 
to have a positive impact on the entire economy through the process of checks and balance for state administration (Harms 
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and Ursprung 2002; Leavell etc., 2004). Hence, as it appears from the above literature, political stability provides a positive 
contribution in attracting FDI, but there are other researchers who oppose this line of thought. According to them, they may 
have a negative effect on FDI investment, since foreign investors may be able to receive better incentives and treatments 
by autocratic regimes and countries that do not have adequate political stability (Bellos and Subasat, 2012) . 

RESEARCH METHODOLOGY 

This study is built upon the positivist approach with objective ontological position, where the social reality is existent and 
may be studied independently from us as researchers (Bob Matthews and Liz Ross, 2010). Knowledge on the phenomena 
of business climate of the employees FDI attraction is based on what we as researchers may observe and record from the 
reality, being objective in relation thereto, without impact on data and survey respondents.  

In order to prove the hypotheses, present data with easily observable values are used, which are obtained from opinion 
polls of 94 CEOs and managers of medium and large businesses in Albania. All data are coded and subsequently analyzed 
by the statistical program SPSS (Statistical Package for the Social Sciences, version 20). Average value, standard 
deviation, frequency and other statistical data have described the characteristics of the study on population. Testing of 
hypothesis is accomplished through Chi-square test (ɢ2), where the proper statistical level is accepted at p <.05. 

We have established contacts with all human resources departments of some medium and large companies of FDI (Foreign 
Direct Investments) operating in Albania, from where we were able to get the opinions of 94 top management leaders. Of 
those interviewed, 27 were women and 67 men. Sampling was randomly made, by calculating the number of foreign 
companies operating in Albania. In case a manager refused to participate in the survey, another manager showing interest 
for the survey was selected. 

DATA ANALYSIS 

Some other demographic data 

We will present some demographic data of this study through related charts. The first chart provides related data regarding 
year of activity of foreign companies operating in our country. From 94 participant companies in the study, 54 of them are 
Ltd companies; 28 companies are joint-stock companies (JSC); representative branch office of a foreign company, or tax 
representatives, and 12 other companies. 

Based on the data collected, 24 of them have a production activity, 15 are wholesalers and retail companies, 46 service 
providers, and 9 other different activities. 

In order to evaluate whether Albania has increased its foreign investments during the years of the loan, the chart below 
provides survey data, which results are that there is a decrease in absorption of foreign investments in the country in recent 
years is; respectively, according to chart data in recent years, we have by 2010 two companies that began its activity in 
Albania, in 2011 only one company, and in 2014 only 2 companies. But, if we refer to data coming from the Bank of Albania, 
we see that during 2014 we have a decline in foreign direct investment by 15%, compared with a year ago, (Bank of Albania, 
2015). 
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Chart No.1: Initial Year of Activity of Foreign Activities in the Country. 

Some of the problems encountered by the respondents in the Albanian business environment are presented in the chart 
below. They evaluated, according to their judgments and opinions, the issues listed in the chart below, with a measured 
ascending scale from 1 to 5, where a weighted average is presented for each question (Figure No. 4). The assessment is 
made as follows: from 1 = It is not a problem, to 5 = It is a very serious problem. 

 

Chart no.2: Weighted average of opinions on business environment issues in Albania. 
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The hypothesis of this study was established based on the research question, where we first hypothesis was H1: 
Corruption adversely affects the promotion of foreign investments. According to the bivariate correlation analysis 
there is a negative relationship between the two variables, where the growth of corruption in Albania has increased the 
possibility of an unfavorable business climate for foreign investments in the country. Practically, the value of the correlation 
coefficient between the two variables is -0.125 and the level of reliability (alpha observed) is 0.0247 lower than 5%, which 
means that there is a statistically stable positive relationship between the two variables of the study. 

Even in the case of testing of the second hypothesis/ assumption; H2 Ź Political stability affects the promotion of 
foreign investments (FDI), it was tested the possible relationship between two variables by means of the bivariate Parsonsô 
correlation analysis. The results of the data show that there is a positive relationship between the two variables, where the 
increase of the variable of the level of political stability is associated with the increase of the possibility that Albania is 
considered with a favorable climate for foreign direct investments, and the coefficient of the correlation in this case is 0.149. 
The conclusion of this analysis is a positive relationship, statistically stable, between these two variables, where the level 
of security is 0.047, which is lower than 5% (alpha observed <5% or p <.05). The graphic form below presents the value of 
the coefficient of correlation between the independent variables, corruption and political instability, and the dependent 
variable such as FDI. 

 

Fig No.1: Corelational relations between the variables of corruption, political stability and FDI 

As for the third hypothesis of this study, H3, fiscal policies affect the promotion of foreign investments in the country, 
based on an bivariate analysis, the correlation relations between the variables of this hypothesis were tested, where FDI is 
taken for analysis as an dependent variable, and some fiscal policy components are taken as independent variables of the 
country. As shown in the figure below, we observe that all independent variables have negative relationship with the 
dependent variable or FDI, and in all cases, it is clear that the value of the level of security is lower than 5% (alpha observed 
<5% or p <.05). This analysis showed that there is a negative relationship statistically stable between the variables. The 
following figure shows the relevant values of the correlation coefficient for each case of the scheme 

 

Fig no.2: Corelational relationship between the variables of fiscal policies and FDI in Albania. 
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Testing of hypotheses through hi-square test 

Through Chi-Square test, analysis of the three hypotheses of this study to prove the statistical stability and the security 
level (alpha observed <5% or p <.05) was conducted. For the first hypothesis, two main variables such as corruption and 
the FDI were taken for analysis and as resulted from this analysis, the data showed that for the value of the observed Chi-
square test of 44.411, with df = 24, and a security level lower than 5%, which in this case is 0.007, it is concluded that this 
hypothesis is confirmed, so it is statistically stable. With the same model of analysis, the relationship between the variables 
of the second hypothesis, namely variables of political stability and FDI, was tested, which results for the observed Chi-
square test value of 34,405, the degree of freedom df = 24, give a value of the level of security again lower than 5%, and 
we can consequently admit that the hypothesis is confirmed even in this case, so it is statistically stable. 

Last hypothesis, as shown in the summary table of the chi-square test, consisting of a number of independent variables 
such as: levels of taxation, investment promotion policies, clarity and understanding of the legal provisions and tax 
procedures, frequent staff changes in administrative, tax management, local taxes management, compared with the 
dependent variable of FDI. In all cases, the analysis of test chi-square test showed that the level of security is lower than 
5%, which means that the hypothesis is verified and that there is a stable statistic relation between the two variables (refer 
to table no 1). 

Hypothesis Pearson Chi-Square Tests 
 

Value df Asymp.Sig  
(2-sided) 

H1 Corruption* Business Climate 44.411a 24 0.007 

H2 Political Instability * Business Climate 34.405a 24 0.028 

 
 
 
H3 

Taxes and duties * Business Climate 32.053a 24 0.021 

Promotional policies* Business Climate 41.307 24 0.014 

Legal provisions * Business Climate 41.321 24 0.018 

Laws/Procedures * Business Climate 42.006 24 0,011 

Staff changes * Business Climate 44.303 24 0.009 

Tax administration* Business Climate 42.704 24 0.032 

Local tax administration * Business Climate 43.621 24 0.019 

 

Table No.1: Chi-Square test for three study hypotheses 

CONCLUSION 

Results of the survey show that there is a decrease of foreign direct investment (FDI) in Albania during the recent years, 
and namely in 2014 there is a decrease of FDI in Albania by 15%, compared with a year ago. 

Foreign companies operating in our country are mainly ltd companies (limited liability company) with 44%, followed by joint 
stock companies with 29%, and representative offices with 16%, and the remaining 11% are various. Among them, it is 
worth mentioning that 26% are mainly focused in manufacturing, 50% are service oriented; 15% is focused on wholesale 
and retail sale in the local market, and 8% have different activity. 

Some serious problems identified by foreign investors in Albania are as follows: the informal economy and unfair 
competition, which are evaluated with 3.6 / 5 points (3,6 out of 5); frequent changes in tax laws and procedures, evaluated 
at 3.61 / 5; another element negatively affecting the absorption of foreign investments are the courts 3,62 / 5; high corruption 
in state administrations which is 3.39 / 5, and many other elements which are shown in chart No.2. 

Based on the analysis of Pearsonôs correlation, the first hypothesis H1: Corruption adversely affects the promotion of 
foreign direct investments (FDI) is confirmed. According to the correlation bivariate analysis, there is a negative 
relationship between the two variables, which means that with an increase of corruption in Albania, FDI on the country 
decreases. The same conclusion is also reached through the analysis of Chi-Square test, which showed that for the value 
of chi-square observed test of 44.411 with df=24, and a level of safety lower than 5%, it is 0.007, so we reach the conclusion 
that hypothesis H1 is statistically stable. 
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The second hypothesis, H2 Ź Political stability affects the promotion of FDI. Based on the analysis of Pearsonôs 
bivariate correlation, the relationship between these two variables is tested, which resulted in a positive relationship 
between the two variables, where the increase of the variable of political stability is followed by an increase of the possibility 
of a favorable climate for foreign investments in Albania. The analysis confirmed that there is a statistically stable positive 
relationship between these two variables, where the level of security is 0.047, which is lower than 5% (alpha observed <5% 
or p <.05). Even through Chi-Square test, the H2 hypothesis is confirmed, as for value of the observed Chi-square test of 
34,405 and degree of freedom df = 24, the value of the level of security is again lower than 5%. 

The third hypothesis of this study is H3 Ź fiscal policies affect the promotion of foreign investments in the country. 
Based on the analysis of Pearsonôs bivariate correlation it is confirmed a statistically stable negative relationship between 
fiscal policy variables (unsustainable) and foreign investments. 

 We draw the same conclusion through the analysis of Chi-Square test. It followed that in all cases the security level is 
lower than 5%, implying that there is a stable statistical relationship between the two variables, namely the hypothesis H3 
is proven. 

 In conclusion, based on the data results of foreign investors carrying on their activity in the Albanian territory, it 
follows that the main factors impacting the attraction of foreign investments are: low corruption level, political stability and 
fiscal sustainable policies.  

REFERENCES 

Abed, G.T., and S. Gupta. 2002. Governance, Corruption, & Economic Performance. Washington, DC: International 
Monetary Fund.  

Anand V, Ashforth B.E, and Joshi, M. (2005). Business as usual: the acceptance and perpetuation of corruption. 

Asiedu, E. (2002) ñOn the Determinants of Foreign Direct Investment to Developing Countries: Is Africa Different?ò World 
Development, vol. 30(1), pp. 107-118. 

Bardhan, P. 1997. ñCorruption and Development: A Review of Issues.ò Journal of Economic Literature 35, no. 3: 1320ï
1346. 

Bardhan, P. 2002. ñDecentralization of Governance and Development.ò Journal of Economic Perspectives 16 (4): 185ï205. 

Barro, R. (1991). Economic Growth in Cros Section of Countries. Quarterly Journal of Economics, 106, 407-444. 

Bellos, S., and T. Subasat. 2012. ñGovernance and Foreign Direct Investment: A Gravity Model Approach.ò International 
Review of Applied Economics 26 (3): 303ï328. 

Bob Matthews dhe Liz Ross, 2010ééééééééé  

Campos, N., and Y. Kinoshita. 2003. ñWhy Does FDI Go Where It Goes? New Evidence from the Transitional Economies.ò 
Working Paper no. WP/03/228, International Monetary Fund, Washington, DC. 

Corbo, V., & Schmidt-Hebbel, K. (1991). Public Policies and Savings in Developing Countries. Journal of Development 
Economics, 36, 89-115. 

Cukierman, A.; S.B. Webb; and B. Neyapti. 1992. ñMeasuring the Independence of Central Banks and Its Effect on Policy 
Outcomes.ò World Bank Economic Review 6, no. 3: 353ï398. 

Dimitri G. Demekas, Balázs Horváth, Elina Ribacova & Yi Wu. (2007). ñForeign Direct Investment in European Transition 
EconomiesðThe Role of Policies,ò 35 J. Comp. Econ. 369. 

Duttaray, M., A. Dutt, and K. Mukhopadhyay. 2008. ñForeign Direct Investment and Economic Growth in Less Developed 
Countries: An Empirical Study of Causality and Mechanisms.ò Applied Economics 40 (15): 1927. 

Dzambaska, E. (2013). ñEmpirical Analysis Of Fdi And Tax Incentives On The Economic Growth In The Republic of 
Macedoniaò, Economic Development No.3/2013 p.103-127. 

Easterly, W. 2001. The Elusive Quest for Growth: Economistsô Adventures and Misadventures in the Tropics. Cambridge: 
MIT Press. 



           ISBN 
9786068516004 

11th International Conference on Social Sciences 
Helsinki, 20-21 January 2017 

Proceedings 
Volume I 

 

  
49 

Egger, P., and H. Winner. 2003. ñDoes Contract Risk Impede Foreign Direct Investment.ò Swiss Journal of Economics and 
Statistics 139, no: 2: 155ï172. 

Egger, P., and H. Winner.. 2005. ñEvidence on Corruption as an Incentive for Foreign Direct Investment.ò European Journal 
of Political Economy 21, no. 4: 932ï952. 

Garibaldi, P., N. Mora, R. Sahay and J. Zettelmeyer, ñWhat Moves Capital to Transition Economies?ò, IMF Staff Papers, 
vol. 48 (Special Issue), pp. 45-109. 

Globerman, S., and D. Shapiro. 2002. ñGlobal Foreign Direct Investment Flows: The Role of Governance Infrastructure.ò 
World Development 30 (11): 1898ï1919. 

Greenaway, D., W. Morgan, and P. Wright. 2002. ñTrade Liberalization and Growth in Developing Countries.ò Journal of 
Development Economics 67: 229ï244. 

Gupta, S., H. Davoodi., and R. Alonso-Terme. 2002. ñDoes Corruption Affect Income Inequality and Poverty?ò Economics 
of Governance 3, no. 1: 23ï45. 

Harms, P., and H.W. Ursprung. 2002. ñDo Civil and Political Repression Really Boost Foreign Direct Investments?ò 
Economic Inquiry 40, no. 4: 651ï663.  

Henisz, J.W. (2000). ñThe Institutional Environment for Economic Growth,ò Economics and Politics 12 (2000a):1ï31. 

Henisz, J.W. (2000). ñThe Institutional Environment for Multinational Investment,ò Journal of Law,Economics and 
Organization 16 (2000b):334ï64. 

Henisz, J.W. and Delios A. 2001. Uncertainty, imitation, and plant location: Japanese multinational corporations, 1990ï
1996. Administrative Science Quarterly 46(3): 443ï475. 

James R. Hines, Jr. ñLessons From Behavioural Responses to International Taxation,ò52 Natôl Tax J. 305 (1999). 

Kaufmann, D.; A. Kraay; and P. Zoido-Lobat·n. 1999. ñGovernance Matters.ò Policy Research Working Paper no. 2196, 
World Bank, Washington, DC. 

Kinda, T. 2010. ñInvestment Climate and FDI in Developing Countries: Firm-Level Evidence.ò World Development 38, no. 
4: 498ï513. 

Kurtzman J, Yago G, Phumiwasana T. 2004. The global costs of opacity. MIT Sloan Management Review 46(1): 38ï44. 

Mauro, P. 1995. ñCorruption and Growth.ò Quarterly Journal of Economics 110 (3): 681ï712. Mauro, P. 2002. ñThe 
Persistence of Corruption and Slow Economic Growth.ò Working Paper no. WP/02/213, International Monetary Fund, 
Washington, DC. 

Mitchell. J, D. (2002). ñThe Global Tax Police: European Tax Harmonization Is a Smokescreen to Raise Taxes,ò. available 
at http://capitalismmagazine.com 

Mitra D, Golder PN. 2002. Whose culture matters? Near market knowledge and its impact on foreign market entry timing. 
Journal of Marketing Research 39(3): 350ï365. 

Moosa, I. (2002). Foreign Direct Investment: Theory, Evidence and Practice, New York: Palgrave. 

Navaretti, B. G. and A. Venables. (2004). Multinational Firms in the World Economy, Princeton, NJ: Princeton University 
Press. 

Peter A. Diamond & James A. Mirrlees. (1971). ñOptimal Taxation and Public Production II: Tax Rules,ò 61 Am. Econ. Rev. 
261. 

Pica, G., and J. V. R. Rodr²guez Mora. 2011. ñWhoôs Afraid of a Globalized World? Foreign Direct Investments, Local 
Knowledge and Allocation of Talents.ò Journal of International Economics 85 (1): 86ï101. 

Primorac, D and Smoljiĺ, M. (2011). ñ Impact of corruption on foreign direct investmentò, Megatrend Review. Vol. 8 (2) 2011: 
pp. 169-190. 



           ISBN 
9786068516004 

11th International Conference on Social Sciences 
Helsinki, 20-21 January 2017 

Proceedings 
Volume I 

 

  
50 

Reint Gropp and Kostial, K. (2000). ñThe Disappearing Tax Base: Is Foreign Direct Investment Eroding Corporate Income 
Taxes?ò ECB working paper no. 31., available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=355624. 

Rose-Ackerman, S. (1997). ñThe Political Economy of Corruption in Kimberly. Peterson Institute of International Economics 
http://www.iie.com 

Rugman, A.M. (1981). Inside the Multinationals: The Economics of Internal Markets (New York: Columbia University Press) 

Schneider, F., & Frey, B. (1985). Economic and Political Determinants of Foreign Direct Investment. World Development, 
13(2), 161-175. 

Smith, D. M. 1981. Industrial Location: An Economic Geographical Analysis. 2nd Ed. NewYork: John Wiley. 

Wheeler, D. and Mody, A. (1992) ñInternational Investment Location Decisions: The Case of US Firms,ò Journal of 
International Economics, vol. 33, pp. 57-76 

www.bankofalbania.org 

www.worldbank.org/en/country/albania 

  

http://www.worldbank.org/en/country/albania


           ISBN 
9786068516004 

11th International Conference on Social Sciences 
Helsinki, 20-21 January 2017 

Proceedings 
Volume I 

 

  
51 

Tax System in Developing Economies: Case of Kosovo  
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Abstract 

Until 1990, Kosovo has operated under a fiscal system inherited from the former Yugoslav Federation, a system 
based on the planned economy built upon socialist concepts of the operation of taxes, contributions and state 
intervention by underestimating economic legitimacy. Only after war, a new tax system with a totally new 
legislation based on EU experience, was built in Kosovo due to intervention of the UN Civil Administration. This 
new tax system clearly brought a number of benefits for Kosovo, as strictly speaking, the form of public revenues 
of the new state of Kosovo was established. This study aims to introduce an analysis of the development of this 
tax system and at the same time of the most complex institution in terms of finances, raising some questions to 
be addressed, such as: What is the essence of this tax system and what model does it represent? Which are 
the ways to make the taxes financially more effective and economically more social? Further conclusions and 
recommendations will be reached based on the analysis provided, secondary data and the full research 
conducted. 

Keywords: taxes, fiscal policy, economic development, tax system 

 

Introduction 

1. Functioning of value added tax in Kosovo 

The main function of a government is to provide the service or supply various services for the population but huge financial 
resources are requiredto enable the government to exercise these functions, which are generally realized in the largest part 
from taxes and duties. A government isas strong as its income "(Frank Chordorov,1954). No state can perform its functions 
without providing any state tax revenues irrespective of its method of governance, whether decentralized or not. Taxes also 
have a redistributive function of income. In these circumstances, the role of states to influence through the fiscal system to 
ensure a minimum standard of living, contributing to narrowing the differences or extreme economic inequality, is widely 
accepted worldwide. 

There were constantly debates whether to increase tax rates or reduce them, in order to produce impact for the economic 
growth of a country. If only taxes of commercial companies must be increased andsalary taxes be reduced, whether a 
progressive tax system or their flat system is required. Cunat, A. & Maffezzoli, M. (2007) stated that lower taxes would 
increase savings, investment, and employment; therefore they would increase revenues. 

Further, Hines, J.R. Jr. (1996) stated that reduction of taxes will not necessarily make people work harder. They can work 
as before or less, thereforetheir standard of living is not changed. According to him, if tax rates are reduced, both situations 
can occur: either to work harder to increase income or to work less and remainat the same standard of living. Accordingly, 
as long as it is not known how people will react, we cannotadmit with certainty that tax reduction would increase the income 
and improve the economy of a country (Bozhidar Jelçiq, Finansijsko, 1998). The revenues collected from taxes, economic 
growth, inflation, unemployment etc. have become an increasingly matter of concern for the economies of different 
countries. Tax revenues are one of the main tools that Kosovo government will use and ensure it has the funds required 
for government spending. 

One of the non-fiscal goals of a country that a state aims to achieve through tax policy is the promotion of economic 
growth. The promotion of economic development is a challenge in particular for less developed countries, which also face 
a universal issue. Kosovo is a country in transition and as such, it has undergone the process of transition from centrally 
economy to a market economy. During this transitional period in Kosovo,the domestic industrial production declined, 
agricultural production, a high level of unemployment, presence of informal economy, high commercial deficit etc. 
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The new tax system built with a completely new legislation is oriented towards business development. During these years, 
the tax base is expanded and now it includes most of the direct and indirect taxes applied in many countries in transition, 
which foster the development of a market economy (M. Cosanegro de Jantscher, 1990). 

Ministry of Economy and Finance was established at the end of 2001 after parliamentary elections in Kosovo, which due 
to assistance of the International Monetary Fund and the World Bank, exercised some of the obligations and responsibilities 
in the financial area. The Economic Fiscal Council operates in Kosovo as a parallel body of the Ministry, that although 
formally is a competency of the Prime Minister of Kosovo, continues to have dominant impact on the formulation of Kosovo 
fiscal policies (Doracak, 2001). 

All experiences to date regarding the introduction of value added tax in each state, regardless of the level of economic 
development or differences in social-economic system, demonstrate that the key prerequisitefor a successful application is 
the adequate preparation of tax administration. It is not an overstatement to stress the opinion of some IMF experts that 
the core tax policy is represented through the functioning of tax administration.( Komoni, S. 1985) 

All preparations for the administration and operation of value added tax should aim to ensure the necessary conditions for 
the practical implementation of legal regulations. The performance of this task requires serious well-thought action, because 
every concession possible in any part of the administrative procedure, not only would slow and hinder the tax functioning, 
but would result in a loss of tax revenues. A comprehensive information campaign is necessary if asmooth successful 
transition from the previous to the new tax system is desirable (Schlienkapm, A. 1991). 

Kosovo Tax Administration has the exclusive responsibility to administer the value added tax. Kosovo Customs Service, 
on behalf of Tax Administration, will assess, levy and collect the tax onadded value of imports and exports and will undertake 
other actions related to the value added tax administration as it may be required (Bozhidar Jelçiq, 1998). The tax 
administration in Kosovo is organized in such a way that there are no special services or special bodies for each specific 
type of tax. Each local tax authority is in principle responsible for all taxes and all kinds of taxpayers in their region. This 
form of organization and work of the Tax Administration in Kosovo is effective, because for a taxpayer, he generally assigns 
and supervises the collection of tax liabilities of different types of taxes. In Kosovo these taxpayers who have annual 
turnover of over 1 million Euro, are checked by inspectors of the center. 

In Kosovo, a taxpayer should submit a tax declaration not later than until the 20th day of the calendar month following each 
tax period and must pay VAT for a tax period on the due date or before the due date for declaration. The declaration must 
be submitted to any authorized bank in Kosovo together with payment. Tax statement will be produced in three authentic 
copies: the first one for the tax administration, the second for the bank and the third one for the taxpayer. (Daut Dauti, 
2001). Based on the foregoing, we may introduce a concrete example of how VAT operates. You will pay 16% of VAT on 
all your purchases of goods and services from registered suppliers. You will also pay 16% of VAT for all your 
imports. However, you will be allowed to credit (deduct) VAT you paid on taxable purchases and imports performed only 
for business use (Doracak, 2001) 

In Kosovo, as in any other country, taxes have suffered significant changes, depending on the governments in 
Kosovo. Without dating back to earlier periods, we will focus on the last post-war period. After the war, Kosovo applied the 
following taxes: - Tax on purchase - Presumptive tax - Value added tax - Personal income tax - Tax on profits and - tax on 
corporate revenues. 

The taxable amount of a taxable supply in Kosovo in relation to the supply of goods and services, includes everything which 
makes up the consideration received or to be received by the supplier that provided the supply. If the supply is received for 
consideration in cash, its value should be taken as an equivalent amount to the consideration, otherwise the open market 
value of the supply will be applied. The taxable amount shall include: taxes, charges, duties and commissions, excluding 
VAT; Incidental irregular expenses, such as those of commissions, packaging, transport and insurance costs charged by 
the supplier to the consumer; Incidental expenses may be covered by a separate agreement. 

Reversible packaging costs make an exception to this, being not included in the taxable amount. If it is established that 
such packages are not returned, then these packaging costs should be included in the taxable amount, the same also 
applied to the circulatory packaging. 

VAT in Kosovo is the most important tax created on the basis of IMF proposals of the EU Tax Directory, USAID and Central 
Fiscal Authority. As a broad-based tax on the consumption of goods and local services, VAT in Kosovo is levied at the rate 
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of 16% on the taxable value of taxable imports, except for taxable supplies with zero percent and exempt supplies. Taxable 
supplies with zero percent in Kosovo are considered the following supplies: Exports of goods; Service goods associated 
with international transport of goods or passengers (Hatzius, J. 1997) 

Minister of Economy and Finance, by virtue of the decision of the Government of Kosovo and after approval by the 
Assembly, may issue a bylaw for the introduction of a reduced rate not lower than five percent (5%) for the supplies of 
goods and services. According to the same procedure and if necessary, the Minister may also introduce a temporary higher 
rate of VAT not higher than twenty percent (21%) to be applied to certain supplies goods and services. The reduced and 
increased rates can only apply to supplies of goods and services as listed in Annex III.( Xhaferi, S. & Qerimi, T. 2008) 

Regarding tax exemptions in Kosovo and in some states, it should be noted that all of them in their tax system have 
incorporated the EU directives. On this occasion, we will highlight only the regulation of this kind in Kosovo and Albania. In 
Kosovo exempt (released) supplies are the supplies of goods and services on which the supplier cannot collect value added 
tax. They are: hospital and medical care services, supply of medicine and medical equipment; welfare and social security 
services; supply of public education services; supply of financial services; transfer of land ownership or residential 
houses;supplies with permits and licenses for payment by public or municipal authorities; insurance and reinsurance 
transactions; rental of premises and sites for parking vehicles; supplies of goods, services for titled religions of Kosovo.( 
UNMIK, 1999) 

Imports and purchases in Kosovo carried out by liaison missions (coordination) of the United Nations or from their bodies, 
including KFOR, World, Bank UN agencies and international and intergovernmental organizations are exempted from 
taxation by the value added tax in Kosovo. This means they do not have to pay value added tax on taxable imports and 
acquisitions in Kosovo (FMN, 1985). 

Taxable imports and purchases in Kosovo, carried out by governments, governmental agencies, governmental or 
intergovernmental organizations are also excluded provided they are supportive of the programs of humanitarian and 
reconstruction projects in Kosovo. 

2. Financial, economic and social impact of VAT in Kosovo. 

The financial effect of the tax on turnover is visible, regardless of what form that tax is applied but as we noted earlier, when 
the financial role of value addedis concerned, it is clear that the financial effect in most states grows upon the application 
of value added tax. Revenues collected from the value added tax, as an overall tax on circulation are always very high and 
represent the most important position in the total public revenues. This is achieved because the value added tax as a 
general tax on consumption is levied on a wide basis and includes the turnover of the largest number of goods and services 
in circulation (SINN, H-W, 1991b). 

Such a favorable financial effect of value added tax is achieved by the fact that everyone is obliged to consume. Once the 
tax obligation is distributed at every stage of circulation, the financial effect of its collection is visible even if the tax obligation 
is associated with the reduction of some stage of circulation (JONES, L., R. Manuelli and P. Rossi, 1993). 

The economic effect of the tax on added value derives from its basic feature, which is the transfer. It is often statedthat VAT 
remains and declines on the transfer. In other words, it means that the burden of value added tax paid by the taxpayer 
(manufacturer or salesman) should be calculated and transferred to the cost of production to the final consumer. In 
particular, it should be noted the economic operation of the value added tax on international exchanges. Economic reasons 
account to the benefit that on the occasion of export, tax on the added value of exported goods and services should be 
returned. This is done so that the prices of goods and services within the country become more competitive in foreign trade 
exchange. The function of the value added tax is to encourage, to stimulate exports. During the import of goods, of primary 
importance is to set and apply the value added tax on turnover, both for goods that are produced within the country, 
specifically to have the same tax treatment as the local producer (MARSHALLA,(1890). 

VAT social effect is demonstrated in its regressive action, which, due to its negative impact, represents the main flaw of 
this form of taxation. The regressive effect of taxation is lower when the low economic forces carry relatively higher tax 
burden, while the higher economic forces are charged with a lighter tax burden. It happens so because of the method of 
tax circulation and services, on which occasion no account is taken of the real economic force of which the tax will be 
divided, which is incorporated in the price of the taxed product (MÉRETTE, M., 1997). 
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Anyone who buys products chargeable with VAT pays also the tax amount in their price. However, anyone who buys a 
product charged with value added tax, does not have the same economic strength, and so the unequal ones are taxed at 
the value added tax in an equivalent form. 

3. Conclusions 

The application of value added tax reduces the possibility of tax evasion. The mechanism of the tax bill encourages buyers 
to request invoice from the seller, thus preventing the lack of reporting or low reporting of sales. This ensures a more 
effective and self-supervisory system and provides better reporting of accounting records to be verified. Value added tax is 
characterized by a small number of tax rates and are the same both for the circulation of goods and services. 

 The financial effect is visible upon the application of value added tax. A favorable financial effect of value added tax stems 
from the fact that everyone is obliged to consume. To enhance the financial role and effect and economic impact of the 
value added tax in Kosovo, we recommend: 

expansion of the tax base by reducing the threshold for the tax on added value, i.e.reducing the gross circulation for VAT 
obligors from 50,000 Euroto 15,000 Euro, in order to bring Kosovo in line with the EU for VAT threshold, such as for 
instance, this threshold in Poland is 10,000 Euro and this is the same level with most of the EU countries; 

reduction of the tax rate of value added tax from 16% to 15% and to be only a standard rate and zero rate; 

exemptions (releases)from VAT calculation should be as low as possible; 

a worrying fact is that most of budget revenues, namely of VAT, is still levied at the border. That is creating disparities 
between importers and those who are supplied and supply the domestic market from domestic resources; 

the entry border points in Kosovo should be provided coverage to the fullest extent, in order to prevent the entry of goods, 
for which goods no tax obligations will be paid and in this way to remove distortions that exist from unequal treatment of 
imports at different border points; 

the tax administration capacities should be strengthened and expanded, in order to be able to afford a larger number of 
taxpayers; 

alarger number oftax administration employees should be employed and qualified and VAT collection and management 
system should be advanced. 
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Cultural Influence on Educational Leadership in Albania  

 

Magdalini Vampa 

 

Abstract  

Leadership theories, the "Great Manò theory, charismatic theory of leadership, contingency theories, the theory 
of attributes, etc. help us understand and explain the leadership process and the role of leader, but none of them 
treats the complexity of human interaction in the leadership phenomena. Implicit theory began to draw some 
conclusions in early 90s, by defining leadership from the perspective of subordinates when leadership attitude 
is manifested, and more specifically how cultural groups "prepare" and respond to leadership. The main aim of 
this paper is to describe some aspects of management styles of school organizations in Albanian society, by 
taking in consideration the cultural influence on management effectiveness. Implicit theory of leadership 
developed by Lord & Maher, as well as the results of the prestigious GLOBE project, guided the elaboration of 
this work. Cultural dimensions used by researchers in GLOBE project, are reused in data collection of this study, 
but in a narrow context: only for educational organizations, in a Region in Albania. Concerning literature, we 
have tried to explain how school management practices are built upon an epistemological relationship and 
empirical life experience, which is qualitatively distinct from north to south and from east to west.  

 Keywords: leadership, school management, cultural dimension, leader profile, etc.  

 

Introduction  

The challenge of globalization requires that cultural organizations and schools should be identified by the right leaders, who 
know how to recognize, understand, respect and manage the cultural differences between societies and countries.  

Referring to the situation of countries like Albania, the need to achieve global standards in education, and the recognition 
of cultural influences in management, is directly related to the implementation of the reform models that derive from these 
different cultures.  

This paper is focused on leadership understanding from the perspective of culture, and is based on implicit theory of Lord 
& Maher, and in particular, on the conclusions of the GLOBE Project, run by the House, Hanges, Javidan, Dorfman and 
Gupta in 2004.  

The results of this study were based on data collected in 62 different countries with the participation of 17, 000 managers 
of 980 cultural organizations. The involvement of Eastern European countries in this project has facilitated the monitoring 
and collection of preliminary data on school environments in Albania.  

Actually, the data and analysis realized in relation to the school leadership in Albania, was conducted through several 
measuring instruments as surveys, structured interviews, semi-structured interviews, on a sample of 300 subjects, 200 of 
whom managers of educational institutions in Korca Region and the rest, teachers and employees of educational 
organizations and institutions. Korca Region is one of 12 regions of the country, where education levels and institutions are 
from preschools to higher education institutions, both public and private. ) The field study was conducted in a two-year 
period, 2012-2013. Besides, surveys and structured interviews, a significant part of the interviewees were ready to 
participate in unstructured interviews, by providing broader information. Some conclusions of this study are presented in 
the final part of this paper.  

The conclusions drawn in this paper explain some problems encountered during the reform processes, as well as provide 
modest recommendations to improve understanding cultural interaction in the management process.  

Structure of the paper 

At the beginning of this paper it is defined the concept of leadership, ethnocentrism and prejudice, trying to clarify the 
understanding of these concepts from the perspective of this study. Then, there are described the cultural dimensions and 
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findings of the Globe Project, focusing on the Eastern Europe culture, and on the other part we will bring the results of this 
study in Albania.  

Definition of management and culture. Concepts related to them.  

Leadership is a process whereby an individual influences a group of individuals to achieve a common goal. Northouse, R, 
2010, p. 3) In this definition, it is important the treatment of leadership as a process, which implies the leader influence on 
the group performance and vice versa, the group influence on leadership as a linear and interactive event.  

Groups are contexts where leadership appears, and orients the energies and potentials of group members towards 
achievement of common goals. The researchers believe that although the leaders and their followers are related to each 
other, leaders initiate relationships, establish communication lines and try to keep a sustainable cooperation.  

Culture is a set of learned beliefs, values, rules, norms, symbols and traditions that are common to a group of people. It is 
exactly these qualities that make a group unique and special. Culture is dynamic and it is transmitted to others.  

Two concepts related to culture and management are: ethnocentrism and prejudice.  

Ethnocentrism is the tendency of individuals to give priority to their own beliefs, values and attitudes over the others. 
Ethnocentrism means that individuals of a culture judge other groups in a subjective or critical way.  

Ethnocentrism could become a serious obstacle to the effectiveness of leadership because it doesnôt allow managers to 
understand or fully respect others views, e. g. a leader who strongly believes in respect to authority, has difficulties in 
treating and respecting his followers when they challenge their leader and his authority as part of their culture.  

Prejudice is an attitude, a belief or an emotion formed without enough thought and knowledge and based on unfair and 
unreasonable opinion or feeling. Prejudice includes inflexible conclusions that cannot accept the alteration or even the total 
change.  

Leader faces continuous challenge to confront their prejudices toward subordinates and subordinateôs prejudices against 
management and him as a leader.  

Cultural dimensions and cultural groups according to the project Globe  

Various scholars in the past 30 years have tried to characterize the term culture from the leadership point of view.  

Hall in his book Beyond Culture (1976) focuses his research in two features: individual and collectivist culture.  

Trompenaars (1994) in his observation of 15, 000 individuals in 47 countries classifies two important dimensions of culture: 
equality versus hierarchy and the person as a human being in front of his duty and responsibility.  

Hofstede (2001), based on the analysis of questionnaires conducted on 100, 000 respondents in 50 countries, identifies 
five dimensions that differ in every culture: power distance, uncertainty avoidance, individualism-collectivism, masculinity - 
femininity, long-term and short-term orientation.  

The study of House, Hanges, Javidan, Dorfman and Gupta (2004) provide one of the most referred studies and reliable 
results concerning the specific field of culture and leadership; it is also called the GLOBE study of 62 societies, with the 
observation and interviews of 17. 000 managers of 980 organizations.  

The researchers of this project identified nine dimensions of culture from the perspective of management: uncertainty 
avoidance, power distance, Institutional Collectivism, In-Group Collectivism, gender egalitarianism, assertiveness, future 
orientation, performance orientation, humane orientation.  

The GLOBE research program investigated cultural approaches to leadership in 62 countries related to their cultural 
dimensions. The sample of 62 countries was divided in 10 groups based on common language, geography, religion and 
historical data. They are: Anglo, Germanic, Latin Europe, Central Africa, Eastern Europe, Middle East, Confucian Asia, 
South Asia, Latin America, and Nordic Europe.  

 

 
















































































































































































































































































































