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Abstract 

In Albania, as in other post-communist countries, the beginning of the last decade of the last 

century marked the great transformation of the centralized economy to the new capitalist system. 

Implementation of reforms to the country's recovery was a slow process, even though this was 

the key to the efficiency of shock therapy. Although Albania in the early years of the transition 

successfully passed all the tasks assigned by international institutions, the disastrous 

consequences that brought pyramid schemes in 1997 caused anarchy and destruction of 

institutions, demonstrating the fragility of the new capitalist system. The long road of transition 

has showed that the package of reforms should be designed and implemented taking into 

consideration the culture, history and specific economic, political and social environment of the 

country.Researchers, economists and international institutions emphasize the strengthening of 

institutional capacities for the establishment of the appropriate infrastructure for the development 

of modern capitalism.  

Introduction 

There are two major types of economies: market and command. Acording to Demille (2012) 

market-economy includes different subgroups as a)Free enterprise, which is an ideal model 

where the initiative and enterprise is fostered to private individuals, groups, businesses and 

organizations that are all treated equally and with minimal legislation by the legal code; 

b)Mercantilism, where the law gives preference and special benefits to the sector of the economy 

owned by the government; c)Corporatism where it is favorizated the sector of the economy 

owned by big corporations within the nation; d)Capitalism that is focused on the sector of the 

economy owned by big capital, including Corporatism; and e)Keynesianism that gives 

preference and special benefits to big companies and institutions that care more about their 

public image for social responsibility and promoting social justice rather than profit(s), market 

share or stock value. 

This paper is focused on capitalism, which has adopted elements of different models. Especially, 

it analyzes how the big transformation happened from a totalitarian system concentrated 
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politically and economically, to the new capitalist system in Albania. In the first section we shed 

light on the concept of capitalism and pillars where it is based. The second and the third section 

details the specific characteristics of capitalism in Albania. A brief analysis on the crisis of 1997 

and the consequences of the pyramid schemes development in Albania is reflected in the fourth 

section. The negative consequences of capitalism in Albania are discussed in the fifth section and 

the last one provides some thoughts and conclusions of the study.  

What is capitalism?  

The word capitalism has its roots in the financial capital. Capital evaluation in all its dimensions 

as the human, commercial, industrial and financial dimension help to the success of capitalist 

system. “Free market” is the fundamental feature of modern capitalism (La Haye, 2008). The 

essence of the capitalist doctrine is the belief that the means of production and distribution 

should be private property in order to generate profit. Evidently, no economy is perfectly 

capitalistic, because sometimes profit is not the real scope of the economic activity and not all 

the means of production are private property (Baumol et al., 2012); private ownership and free 

entrepreneurship lead to a higher efficiency, lower prices, more qualitative products and high 

prosperity. Adam Smith, the father of political economy, refers to capitalism and the free market 

as the "invisible hand" that brings positive outcomes in an economy. But the government role in 

creating the appropriate infrastructure for efficiently functioning of the "invisible hand" is seen 

as a necessity in many countries that have adopted the capitalist system in recent years. Capitalist 

systems mean having secure contracts, property rights and markets with flexible prices, and 

surviving long enough to make big worthwhile investments (Neal and Williamson, 2014). 

Marx, the author of the capitalist system explains that capitalism is the free and competitive 

market where many private companies operate to meet the endless needs of individuals, society 

and the state by respecting the "rules of the game' and where the government plays a regulatory 

role. Capitalism is inconceivable without the existence of free competition for economic 

resources and the main reason is to maximize profits, which are reinvested to generate long-term 

growth. Therefore, the profits represent the guarantees for companies to increase the level of 

investment in national or international markets. According to Jahan and Mahmud (2015), the 

main pillars that underpin capitalism are: a) private property, its possession and administer 

encourages individuals to create greater equity of their work; b) Self-interest - Aristotel supports 

the theory that the individual works less when labor and capital is collective because of narrow 

personal interests; c) Competition, which contributes to the price decrease, enhancing the quality 

of products and services, and therefore increase the general welfare. d) market mechanism that 

determines prices in a decentralized manner through interactions between buyers and sellers; e) 

Freedom to choose concerning consumption, production, and investment; f) limited role of 

government in facilitating the functioning of markets, environmental protection and guaranteeing 

the rights of citizens as consumers and wider. Miller and Anthony (2016) emphasize that 

economic freedom is a prerequisite for efficient capitalism. They show that those countries that 
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have adopted some version of free-market capitalism, with economies supported by efficient 

regulations and open to the free flow of goods, services, and capital, have participated in an era 

of globalization that has generated dramatic improvements in living standards. 

Capitalism in Albania. 

Depending on capitalist economies' main contribution to the general welfare, Baumol et al. 

(2012) classify capitalist economies into four categories: oligarchic capitalism, state-guided 

capitalism, big-firm capitalism, and entrepreneurial capitalism. Albania can be classified at the 

second category, since a substantial proportion of the stock of real capital is in private hands, but 

the government still plays a powerful role in guiding the economy. The level of government 

intervention in market regulation distinguishes different forms of capitalism. Today around the 

world, as well as in Albania are widespread mixed capitalist economies where free markets play 

a dominant role, but they are regulated in a larger move by the government to correct market 

anomalies. 

By evaluating the gradual transformation of socialist systems to the free market economy 

(Giannaros, 1998) versus the shock therapy (Sachs, 1994c), we found that Albania began its 

transition path through radical economic liberalization reforms severing any possible political, 

economic and institutional connection with the old system, but the therapy for this shock 

treatment was not efficient and the implementation of reforms have been a slow process. Civici 

(2014) argues that Albania represents a special case, since it followed a "stop and go" model, 

with multiple stops that indicate the successive crises in the great transformation trajectory. 

Former socialist countries built market economies as different models of capitalism depending 

on their culture, tradition, and relations with the International Monetary Fund, World Bank, 

Europian Union or other international actors. Acording to Popov (2000), different economic 

performances of post-socialist countries are mainly explained by uneven initial conditions, such 

as the level of development and pre-transition disproportions in industrial structure and trade 

patterns. Specifically, the Albanian capitalist model reflects the features of a poor country, with a 

harsh totalitarian system and complete isolation from other countries. The mass collectivization 

process expropriated all properties owners who didn’t get their property back by the 

decollectivization process. The low development of educational system has inherited a weak law 

enforcement culture.  

However, a prerequisite for the performance of reforms implementation and the country's 

recovery remained strengthening of institutional capacity (Popov, 2007) as a mechanism for the 

establishment of proper infrastructure and law enforcement. 
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Road to capitalism  

The collapse of communism in early 1990s in Albania was more chaotic than in other Eastern 

European countries. De Waal (2005, p. 5) cites that “Transformation through shock therapy was 

equally extreme exposing the population to massive unemployment, uncontrolled demographic 

movement and a degree of government laissez – faire hard to distinguish from economic and 

judical anarchy”. This period was followed by the mass exodus of refugees to Italy and Greece in 

1991 and 1992. Because of isolation, the country had been reduced to desperate poverty, and the 

vast majority of its population was unfamiliar with market institutions and practices (Jarvis, 

2000).  

Promotion of free enterprise and privatization of state property were the first steps taken in the 

context of changing the economic system. The ambitious program of democratic government in 

1992 aimed at introducing the country toward a market economy through agrarian reforms, 

privatization of state assets, liberalization of the financial sector, promotion of free enterprise, 

creation of stable institutions and the adoption of legal framework for the establishment of the 

necessary legal, institutional and technical infrastructure for a market activity economy and 

private sector. In the context of agrarian reform, agricultural land was distributed to the farm 

families. Significant changes occurred in the banking system: the separation of the functions of 

the Central Bank and the second level banks (commercial banks) and increase of their numbers, 

the extent of their activity to credit in some sections of the economy, and the entry of foreign 

capital in the banking market. Small enterprises and medium-size industrial production, 

agriculture, and services were privatized. In 1995, the government began privatizing large state 

enterprises. State property was distributed to those who previously worked in related bussineses 

such as the employees of former state shops and enterprices, to the victims of political 

prosecution under the communist dictatorship and above all to the militants of the political party 

controlling the government after the regime changes. As a result, land and property were 

accumulated to the hands of few Albanians; the privatization process fostered the rapid growth of 

unemployment and drastically worsened the economic conditions of most Albanians (Cyrille et 

al., 2004).  

Features of Albania´s capitalism 

During 1992-1996 period, the macroeconomic evidence showed that Albania was successfully 

passing the transition phase (Bezemer, 2001), in line with the 'Washington Consensus' 

(Williamson, 1994). Inflation was stable, GDP increased, and unemployment decreased 

considerably compared with other post socialist European countries. 

Lack of urbanization strategy and lost of control on the Albanian chaotic movement within and 

outside the country changed within a short time the relationship between rural and urban 

population. The "free" movement was accompanied by chaotic actions such as illegal building in 

private and state owners land, causing such as social, economic and urban negative externalities. 

https://en.wikipedia.org/wiki/Communism
https://en.wikipedia.org/wiki/Albania
https://en.wikipedia.org/wiki/Eastern_Europe
https://en.wikipedia.org/wiki/Eastern_Europe
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Emigration and urbanization brought a structural shift from agriculture service toward the 

industry, fostering the produce of a variety of services - ranging from banking to 

telecommunications and tourism (IFAD, 2015). In 2014, the number of foreign tourists has 

increased significantly as a result of cultural, historical and natural beauty of the country. The 

tourism sector contributed 10% to gross domestic product, but it is still far away from its 

potencial. 

Because of state enterprises merger, the number of employees in the public sector is significantly 

reduced. Statistics show that the employee’s number in the public sector in 2001 is 4.5 times less 

than in 1991. During the period 1992 - 1999, private non-agricultural sector employeed 10 per 

cent of the total employment, which was characterized by small business and self-employment, 

while in 1999-2013 the employment in this sector doubled. Unemployment rate decreased from 

18 percent in 1999, to 12.5% in 2008 and increased again to 17.3% in the second quarter of 

2015, reaching youth unemployment with 34.2 percent. Employment in agriculture sector in 

2008 covered 47.8 percent, compared with 71per cent of employment in the country in 1999. 

Although 24 percent of the land in Albania is used for agricultural purposes, the contribution of 

agriculture sector to the country's GDP is 18.9 percent and is limited primarily to small family 

operations and subsistence farming because of the lack of modern equipment, unclear property 

rights, small farm size and land fragmentation, poor infrastructure, market limitations, limited 

access to credit and grants, and inadequate rural institutions (IFAD, 2015). Regarding the 

structure of GDP by economic activities, in 2014 services occupied the largest share of GDP by 

45.4 percent. Industry and construction account for 21.9 percent of GDP, while agriculture, 

hunting, forestry and fishing account for 20.0 percent. 

Based on the results of structural survey of economic enterprises for 2014, Albanian economy is 

dominated by small enterprises which make up almost 90 percent of active entities. 85.3 percent 

of enterprises operate with services activities, especially in the trade sector, including trade of 

vehicles, wholesale and retail trade. By economic activity, enterprises that operate in trade sector 

comprise 42.7 percent, while enterprises with 1-4 employed are those which prevail with 88.8 

percent where services producers dominate with 79.1 percent. In trade sector operates 42.7 

percent of enterprises which constitute 50.0 percent of total turnover realized by all enterprises. 

Enterprises of producers of goods, including mining and quarrying, manufacturing, electricity, 

gas, water supply and waste management and construction sector have contributed 

approximately 33.6 percent of the total turnover realized. Manufacturing sector dominate in 

production of goods in number of active enterprises (8.2 percent), employed (19.8 percent) and 

turnover (11.2 percent). Sector of electricity, gas, water supply and waste management has the 

largest percent of investments in goods producers by 29.1 percent (Instat, 2016).  

Foreign direct investment increased from $20 million in 1991 to $1,023 million in 2014. 

However, because of mismenagment of hydropower input and antiquated and inadequate 

infrastructure, energy shortages contribute to Albania's poor business environment and lack of 

success in attracting new foreign investment (IEA, 2008). Specifically in 2014, net domestic 
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production of electricity covered only 61 percent of available electricity, while losses in the 

network accounted for 36% of electricity consumption, giving evidence of inefficient 

management and lack of control in this sector of economy. 

Regarding foreign trade, export and import of goods were developed primarily with economic 

partners such as Romania, Italy, Czech Republic and Germany. Currently Albania exports 

mainly semi-final products of petroleum, chromium, iron and cigarettes, wine, fruit and 

vegetables while imports machines, equipment, minerals, metals, construction materials and food 

products. Since 1993, imports have had a consistent increase greater than exports, indicating a 

negative trade balance.  

Korovilas (1999) found that remittances, mostly from Albanians residing in Greece and Italy, 

have played a much greater role in Albania's economic recovery than was previously recognised. 

They have been decreasing the last years from 18 percent in 2000
1
 to 15 percent of GDP in 2015. 

What everyone expects from capitalism is the economic growth, which is reflected in poverty 

and unemployment. De Soto et al. (2002) found the factors that cause poverty like 

unemployment, insufficient and poor quality of land, a lack of formal institutions, including 

market mechanism to support the industrial and agreecultural sectors, the government’s inability 

to respond to their increasingly fragile situations with adequate infrastructure, public security, 

healthcare, educational service and social security programs and the inability of informal coping 

mechanisms to continue to support the minimum needs of households under duress. Between 

2002 and 2008 poverty in the country fell by half (to about 12.4 percent) but in 2012 it increased 

again to 14.3 percent. Lower economic growth in particular, weakened labor is the main driver of 

the poverty (World Bank, 2015).  

Informal activity occupies an important part of total production and employment in the economy. 

During 1996-2012, it is estimated that the informal economy contributes to an average of 36.2 

percent of the GDP (EBRD, 2013). The informal environment favors the unfair competition 

practices which are identified as high obstacles in the Albanian business environment (Muent et 

al. 2000).  

Pyramid Schemes in Albania 

Development of pyramid schemes is compared with bubble asset which tend to increase public 

investment in companies with high perception of success. One of the main problems in Albania 

was the immediate liberalization of capital and financial market without creating the regulatory 

framework (Stiglitz, 2000). Due to their duration and volume, pyramid schemes in Albania 

                                                 

 

1
 Source: Bank of Albania, 2000 
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produced major political, economic and social implications, compared to other countries where 

they are developed (Gumbel, 1997). About two-thirds of the Albanians invested in them by 

selling homes or livestock. At their peak, the nominal value of the pyramid schemes' liabilities 

amounted to almost half of the country's GDP. 

According to Jarvis (2000) factors that favor the development of pyramid schemes are related to 

Albanians' unfamiliarity with financial markets; the deficiencies of the country's formal financial 

system, which encouraged the development of an informal market and, and failures of 

governance. Korovilas (1999) confirmed that the rise of pyramid investment schemes was 

closely linked also to the inflow of remittances. Bezemer (2001) stated that those were fostered 

by the combination of restrictive monetary policies, a lack of market regulation, large capital 

inflows, and weak governments.  

In early 1997, the state was crashed and the political stability was deeply troubled. The collapse 

of financial pyramid schemes caused civil war followed by more than 2000 deaths, widespread 

destruction of property, and a drastic decrease in all economic indicators. Despite the warning of 

International Monetary Fund and Word Bank to the Albanian government about the possible 

collapse that could come from pyramid schemes, their development confirmed the absence of 

control and interference of the state to prevent insecure investment in companies with no real 

Investments, which were unsufficient to cover liabilities. 

Pyramid schemes in Albania witnessed volatility of economic growth and the fragility of the new 

capitalist system (O'Rourke, 2007), which degenerated into anarchy and produced unpredictable 

phenomena. 

Negative aspects of capitalism in Albania 

Following the liberal capitalist model, the Democratic government (period 2005-2013) took full 

privatization of almost all sectors of the economy, liberalization of economy and trade, applied 

flat tax, but the quality of reforms was poor due to the high level of corruption and informality in 

the country, political clientelism, poor performance of institutions and pretty harsh conflict of 

political parties (Civici 2014, p. 212). Unfortunatly, Albania remains a hybrid system with 

reflexes of post-communism that reproduced the political elite from the past (Andoni, 2015).  

The economic model in Albania is far from its identification with democratic capitalism applied 

in most western countries. Lack of regulatory role of the state for the creation of the appropriate 

infrastructure to free competitive market development has led to increased levels of corruption in 

the country, by monopolysing important economic sectors in the country. The negative 

government intervention through speculative use of legal instruments, regulations, subsidies, 

taxes and licenses imbalances the mechanisms of free market and influences the competition.  

In Albania, as in other countries, it is shown so far that capitalism has provided the greatest 

economic growth compared to the past systems, but disparity remains one of its attributes (Jahan 



8 

 

and Mahmud, 2015) because of the increasing gap between different socio-economic strata of 

society (Idriz, 2013). Development of powerful companies with substantial capital and a 

considerable number of employees has led to social, as well as political influencing on the 

government decisions, by deforming the free market mechanism and perfect competition (Rajan 

and Zingales, 2003). In this point of view, it is confirmed what Shumprehter (1942) said: “The 

free market can remain a dream of the capitalist system, which tends toward corporatism”. 

Conclusion 

In different paper studies on capitalism, economists and researchers have placed the Albanian 

model on the same level with other post-socialist countries, because of similarities that 

commanded economies had in the past. However the economic evidences show that the 

capitalism development in Albania has been different then other countries due to the specific 

political, social and economic characteristics in the past and the capacity of governing after the 

great transformation.  

The transition path to a market economy is accompanied by a long series of reforms that did not 

guarantee equality and free competition in the market. Implementation of reforms to the 

country's recovery has been a slow process, even though this was the key to the efficiency of 

shock therapy. The quality of reforms was poor due to the high level of corruption and 

informality in the country, political clientelism, ineffiecient market mechanism to support the 

industrial and agreecultural sectors, poor capacity of institutions and pretty harsh conflict of 

political parties. Although Albania in the early years of transition successfully passed all the 

tasks assigned by international institutions, the disastrous consequences that brought pyramid 

schemes in 1997 caused anarchy and destruction of institutions, demonstrating the fragility of the 

new capitalist system.  

The continous volatility of economic indicators highlighted the increasing instability and poor 

performance in the implementation of capitalist reforms. Lessons arising from the Albanian 

experience showed that the radical change of economic system through strategies and reforms 

designed without taking into account the culture, history and specific economic, political, and 

social charasteristics of the country does not provide the expected economic growth. 

Strengthening of institutional capacity, combined with the right micro and macroeconomic 

policy remains the key success on establishment of the appropriate infrastructure for the efficient 

functioning of capitalism and sustainable development of the country. Until then, the modern 

capitalism remains a faraway dream for Albania and Albanians. 
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